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in the§e thpes, considered as no contemptible part of the revenue of thy

z(r)x\ée:elgn}s;.m Europe.‘lt consisted in such treasure as was found concealed ira =

timeso :: ;zhigo (}))regtrllct:ular pl::'rson coulq prove any right. This was regardecl ¢ 1< cart,

sover;ign o ngither tOatrll1 ofjegt, that it was alwpys considered as belongi;l An thos

v ’conveyed N le n Sr nor to the proprietor of the land, unless thes l-ig 0 th.e

same Tockng it gold anda'ct.eir Y an express clau§e in his charter. It was puat ught ol

ere never apposel 0 be silver ;nmes, \_zvhlch, without a special clause in t Fa e pﬁn the

e o PR compre endgd in the general grant of the lands, tho wa < arter,
, copper, tin, and coal were, as things of smaller consequence £ mines
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CHAPTER 11

OFM
" GEC})\JI;I}E{YA,LCSFT\IOSCIEES{FEEHAESS% EARTICULAR BRANCH OF
IETY, OR OF THE EXPE
OF MAINTAINING THE NATIONAL CAPITALE S

It has been shown i i
resolves itself into \tNhr;elg ﬂ:t: lrs'; Bogk, that the price of the greater part of co T xx T modities
profits of the stock. an dpa tifo which one pays the wages of the labour, @ rx <>ther the
producing and brinéing them ird the rent of the land which had been érrnp T oyed in
which the price is made o Oftto market: that there are, indeed, some comm & ii/ies of
i s e i o gL, 2
at the pri . 0ge i ;
price of every commodity necessarily resoglveseirtslenlfoir:](:;) t::mvz?)ieeso(r)i)::?lt;f‘)u(:’r grlt

of those three .
) parts; every part of i ; .
necessarily profit to somebody. it which goes neither to rent nor to wa gz <, being

Since this is
the case, it h
: > as .
commodity, taken separately, been observed, with regard to every ~ >@&fticulr

it must .
zgrr:g?sel th$hWh°]e annual produce (?fe til(:: \;mt; reggrd to all the commodi t i &= which
¢ exly. The whole pri and and labour of e >, taken
itself into the same threg gzasoraiﬁcgangeablle value of that annual p:(fglczo:"nr:l st ’resolve
country, eith, > e parcelled out a . . .
land. er as the wages of their labour, the prof'lTsogfg tt}:l;rdll:ferfnt m}l:abltartlt f) ;)f;:ll:
stock, or the re 12
But though th ’
. e whole value of
country, is thus divid e of the annual prod
A ed . produce of th f evel

as in the rent of g ori among, and constitutes a rey ¢ land and labous T <! evey

it of a private estate enue to, its different inhaty 1 £ 22T 1S yet,

prehends whatever is paid by.the fFaxr T reh the
after deducting the expense of ma ¥ s

s :12 (;Nhat, without hurting his esta €< e

! late consumption, or to spencl i
senand fumnture, his private enjoy x ™™ s and
o O%t ;o his gross, but to his neat res 3 € hol
s of great country comprehends ¥ < hem.
tainin efflt revenue, what remains fre € o
roachiﬁg liz)sgn :}l;le.lr fixed, and, secorm in ::2::

err capi
capital, they can plas < — distence

Or spend upon their st®
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conveniences, and amusements. Their real wealth, too, is in proportion, not to their gross,

hut to their neat revenue.
The whole expense of maintaining the fixed capital must evidently be excluded from

the neat revenue of the society. Neither the materials necessary for supporting their useful
machines and instruments of trade, their profitable buildings, etc. nor the produce of the
labour necessary for fashioning those materials into the proper form, can ever make any
part of it. The price of that labour may indeed make a part of it; as the workmen so
employed may place the whole value of their wages in their stock reserved for immediate

consumption. But in other sorts of labour, both the price and the produce go to this stock;
the price to that of the workmen, the produce to that of other people, whose subsistence,
conveniences, and amusements, are augmented by the labour of those workmen.

The intention of the fixed capital is to increase the productive powers of labour, or to
enable the same number of labourers to perform a much greater quantity of work. In a
fam where all the necessary buildings, fences, drains, communications, etc. are in the
most perfect good order, the same number of labourers and labouring cattle will raise a
much greater produce, than in one of equal extent and equally good ground, but not
furnished with equal conveniences. In manufactures, the same number of hands, assisted
with the best machinery, will work up a much greater quantity of goods than with more
imperfect instruments of trade. The expense which is properly laid out upon a fixed
capital of any kind, is always repaid with great profit, and increases the annual produce
by a much greater value than that of the support which such improvements require. This
support, however, still requires a certain portion of that produce. A certain quantity of
materials, and the labour of a certain number of workmen, both of which might have been
immediately employed to augment the food, clothing, and lodging, the subsistence and
conveniences of the society, are thus diverted to another employment, highly
z_idvantageous indeed, but still different from this one. It is upon this account that all such
improvements in mechanics, as enable the same number of workmen to perform an equal

quantity of work with cheaper and simpler machinery than had been usual before, are

always regarded as advantageous to every society. A certain quantity of materials, and
hich had before been employed in

the labour of a certain number of workmen, W
supporting a more complex and expensive machinery, can afterwards be applied to
augment the quantity of work which that or any other machinery is useful only for
performing. The undertaker of some great manufactory, who employs a thousand a-year

in the maintenance of his machinery, if he can reduce this expense to five hundred, will

naturally employ the other five hundred in purchasing an additional quantity of materials,
The quantity of that work,

tﬁ be wrought up by an additional number of workmen. _ )
therefore, which his machinery was useful only for performing, will naturally be
augmented, and with it all the advantage and conveniency which the society can derive
from that work. ‘
ccmThe expense of maintaining the fixed capital in a great country, may very properly Ee
hec pared to that of repairs in a private estate. The expense of repairs may frequently g
the essary for supporting the produce of the estate, and con§equ§ntly both the gross an

I neat rent of the landlord. When by a more proper direction, however, It can be
l;mlmshed without occasioning any diminution of produce, the gross rent remains at

ast the same as before, and the neat rent is necessarily augmented.

e But though the whole expense of maintaining the fixed capital is thus l?ecessarily
xcluded from the neat revenue of the society, it is not the same case with that of
of which this latter capital is

maintainj . . .
aintaining the circulating capital. Of the four parts
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composed, money, provisions, materials, and finished work, the three last, it hass.
been ot?served, are regularly withdrawn from it, and placed either in the fixed & = -
the society, or in their stock reserved for immediate consumption. Whatever p>» p-l Tl of
those consumable goods is not employed in maintaining the former, goes all to t hrtl on of
and makes a part of the neat revenue of the society. The maintenancg of those thh — = lam,
of the circulating capital, therefore, withdraws no portion of the annual produce 1:‘ee parts
neat revenue of tl?e society, besides what is necessary for maintaining the fixed caa - <> the
. .The circulating_capital of a society is in this respect different from th al: rea
individual. That of an individual is totally excluded from making any part of R & of an
revenue, ‘("h}Ch must consist altogether in his profits. But though the circulating = =a oy
every individual makes a part of that of the society to which he belongs. it is T i
that account totally excluded from making a part likewise of their ncat yrcivcnue %t e
the whole gos)ds in a merchant's shop must by no means be placed in his 0;2\/ o
;eserveddfq 1r3nf1rediate consumption, they may in that of other people \\vho I}—}—Ztnicz
revenue derived from other funds, may regularl i im. ¢ i
its prlglﬁts, wit}}:outfoccasioning any dir);lin:gltion zitfg ?)cfehtizeclzz;i?zltﬁlz: (Z)fhtl;:lr[;) g e
oney, therefore, is the only pa i i i i ety of i
main;;na?ce ((j:an occasion any di};n?nlrltti(:)fnt?ne tger?rurllztz;?%eizrri‘:lzl ora sociey ofA7 IR e
e fixed capi i i i hi
far as they affcect?ht1 %eigg;ga:f%?l: soofcti};fymlgzglatmg e e v wther
First, as those machines and instrumer;ts of tZ; vdery v fes.emblance.m oiugallphiy
to erect them, and afterwards to support them botz; ejlf'tcf.l ocoenecs. thongh themr SI Ie" o
part of the gross, are deductions from the néat r e of the s o e el
money which circulates in any country must r evenue Of. the society: so the = <k 9f
and afterwards to support it; both which ex squire a certain expense, first to, =< Bhetl
are, i‘_‘ the same manner, deductions frompet:}?ses’ though they make a pa_rt ofthlae 205
quantity f’fvel'y valuable materials, gold and sile peat revenue of t.he soclety. A < et
augmenting the stock reserve(’i for imm:ir-’ and of very curious labour, i X3 =% e
conveniences, and amusements of individuals, i late consumption, .the sub> = 2 = "0
expensive instrument of commerce, by m o employed I supporting that == <5 'bUt
has his subsistonce, comvemer ! dy eans of which every individual in the= = <%0
proper proportions > and amusements, regularly distributed to hirr™» i = therr
_Seco_ndly, as the machines and in
capital either of an individual or of a
neat revenue of either; so money
regularly distributed among all,

= 1 weady

struments of trade, etc. which compose € ¥ < fixed
A society, malfe no part either of the gross <> ™ _Of the
y means of which the whole revenue of the = <> < **% 1

its different members, makes itself no part L f that

revenue. The gre: . e

\ cireulated by means :fe Ttl %‘fh?mula“"“ s altogether different from the goods v 1 & < 2
g\ and not in the wheel which revenue of the society consists altogether in tho= < £=2oods,
| revenue of any society, we circulates them. In computing either the gross or nez!

> goods, deduct the wie valrzllust always, from the whole annual cireulation of m <> X > < and

¢ of the mone ation of mv L make

any ;l)aft of either. » of which not a single farthing can &~
t is the ambiguity of language onl £ either

doubtful or : y which . .
. paradoxical, W can make this proposition appEe=
evident. hen properly explained and un, derztogd o :1}) & self-
When we talk > 1
) of an ;
metal pieces of which ityisacmcular sum of money, we sometimes mean nothirn £= gout the
obscure refe omposed, and someti : . =z some
rence to th mes we include in our mean ® —wver of

e good i 5
g0ods which can be had in exchange for it, or to the ¥~

" pounds a-year, We meat:

ssession of it conveys. Thus, when we say that the circulating
omputed at eighteen millions, we mean only to express the
amount of the metal pieces. which some writers have computed, or rather have supposed,
o circulate in that country. But when we say that a man is worth fifty or a hundred
commonly to express, not only the amount of the metal pieces
ahich are annually paid to him. but the value of the goods which he can annually
purchase or consume; we mean commonly to ascertain what is or ought to be his way of
living, or the quantity and quality of the necessaries and conveniences of life in which he
canwith propriety indulge himself.

When, by any particular sum of money, we mean not only to express the amount of
the metal pieces of which it is composed, but to include in its signification some obscure
wference to the goods which can be had in exchange for them, the wealth or revenue
which it in this case denotes, is equal only to one of the two values which are thus
itimated somewhat ambiguously by the same word, and to the latter more properly than
o the former, to the money's worth more properly than to the money.

Thus, if a guinea be the weekly pension of a particular person, he can in the course of
the week purchase with it a certain quantity of subsistence, conveniences, and
amusements. In proportion as this quantity is great or small, so are his real riches, his real
weekly revenue. His weekly revenue is certainly not equal both to the guinea and to what
can be purchased with it, but only to one or other of those two equal values, and to the
iter more properly than to the former, to the guinea's worth rather than to the guinea.

If the pension of such a person was paid to him, not in gold, but in a weekly bill for a
guinea, his revenue surely would not so properly consist in the piece of paper, as in what
he could get for it. A guinea may be considered as a bill for a certain quantity of
necessaries and conveniences upon all the tradesmen in the neighbourhood The revenue
ofthe person to whom it is paid, does not so properly consist in the piece of gold, as in
what he can get for it, or in what he can exchange 't for. If it could be exchanged for
nothing, it would, like a bill upon a bankrupt, be of no more value than the most useless
piece of paper.

_ Though the weekly or yearly revenue of all th !
4 the same manner, may be, and in reality frequently is, paid to them in money, their real
fiches, however, the real weekly or yearly revenue of all of them taken together, must
Aways be great or small, in proportion to the quantity of consumable goods which they
@n all of them purchase with this money. The whole revenue of all of them taken

together is evidently not equal to both the money and the consumable goods, but only to
one or other of those two values, and to the latter more properly than to the former.
_Though we frequently, therefore, express a person's revenue by the metal pieces
Which are annually paid to him, it is because the amount of those pieces regulates the
®eent of his power of purchasing, or the value of the goods which he can annually afford

to M 0 . . - .
consume. We still consider his revenue as consisting in this power of purchasing or

%o i M . .
nsgmlr}g’ and not in the pieces which convey it.
ith utif this is sufficiently evident, even with rega ‘ r
"M regard to a society. The amount of the metal pieces which are annually paid to an
t the shortest

indivi . :
ividual, is often precisely equal to his revenue, and is upon that accoun '
culate In @

a 1 . . .
nd. best expression of its value. But the amount of the metal pieces which cir r
he same guinea which

Il its members. As t
ay that of another to-morrow, and thfit
hich annually circulate 1n

purchasing which the po
money of England has been ¢

e different inhabitants of any country, -

rd to an individual, it is still more SO

mys g’; can never be equal to the revenue of 2
of g th'e weekly pension of one man to-day, may p e
ird the day thereafter, the amount of the metal pieces W
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any country, must always be of much less v'alue than the whole money pensions a}rmual]y
paid with them. But the power of purchasing, or the goods which can successively be
bought with the whole of those money pensions, as they are successively paid, mus
always be precisely of the same value with those pensions; as must likewise be the
cevenue of the different persons to whom they are paid. That revenue, therefore, cannot
consist in those metal pieces, of which the amount is so much inferior to its value, butin
the power of purchasing, in the goods which can successively be bought with them as
they circulate from hand to hand.
R Money, therefore, the great wheel of circulation, the great instrument of commerce,
) like all other instruments of trade, though it makes a part, and a very valuable part, of the
+/.__capital, makes no part of the reven ue of the society to which it belongs; and though the
metal pieces of hich it 1s composed, in the course of their annual circulation, distribute
to every man the revenue which properly belongs to him, they make themselves no part
of that revenue.

Thirdly, and lastly, the machines and instruments of trade, etc. which compose the
fixed capital, bear this further resemblance to that part of the circulating capital which
consis}s in money; that as every saving in the expense of erecting and supporting those
machines, which does not diminish the introductive powers of labour, is an improvement
of the neat revenue of the society; so every saving in the expense of collecting and
supporting that part of the circulating capital which consists in money is an improvement
of exactly the same kind.

It is sufﬁcier?tly .obvious, and it has partly, too, been explained already, in what
n}\]anner every saving in the expense of supporting the fixed capital is an improvement of
the neat Tevenue of the society. The whole capital of the undertaker of every work is
rr\:;es.sanlg' divided between his fixed and his circulating capital. While his whole capital

e aclinritlﬂ;isnamz; ﬂ_lte lSmall_er the one part, the greater must necessarily be the other. It s
industry into ioti;())lna EWhlcl‘l fqmlshes the mz'lterials and wages of labour, and puts
capital which does ot (‘i’ery saving, therefore, in the expense of maintaining the fixed
which puts industry into rlrl:)ltri](l;h thil productive powers of labour, must increase the fund
the r?r a}: revenue of every societ);,an consequently the annual produce of land and labour,
e ituti :
e o O 1 o of gl and s oy, el
convenient. Circulation comes to ge W1th one much less costly. apd §omet1mes equal}
erect and to maintain than th © carried on by a new wheel, which it costS less boh
and in what manner it tends t(e) ion‘grone' But in what manner this operation is perforrped,
is not aktogether so obvious, and case either the gross or the neat revenue of the societ:
» and may therefore require some further explication.

There are several dj
ifferent i i
o ke e T Whisorts of paper money; but the circulating notes of banks

purpose. ch is best known, and which seems best adapted for this

When the peo

\ ple of a

probity and prudence of g y
upon demand such of his

Pa{ti?:arl“cu‘ar country have such confidence in the fortunt,
i promiLl ar banker, as to believe that he is always ready 0 pay
h|m;_(lih05e notes come to haVe i;(;ry notes as are llkely to be at any time presented ‘:O
con sam : '
l/\mc;}hat such money can at any ti:qef: ltl)rrincy as gold and silver money, from ¢
particular banker lends among his C:st ad for them.

ot
ent, we shall Suppose, of a hundred thous

omers his own promissory notes, {0 the
purposes of money, his debto

. and pounds. As those notes serve all the
IS pay him the s . . ¢
ame interest as if he had lent them SO muf
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Though some of those notes are continually

k upon him for payment, part of them continue to circulate for months and
er. Though he has generally in circulatipn, thereforez notes to the exten; ofb a
hundred thousand pounds, twenty thousand pounds in gold and snlyer may,'frequﬁnt )I/C, ! ee
a sufficient provision for answering oqcasmnal demands. By this opera}t‘{orﬁ, t }elre (;)r e(i
swenty thousand pounds in gold and silver perform all the functions W 1cd athun dred
thousand could otherwise have performed. The same exchanggs may be ma g,. es N
quantity of consumable goods may be circulated and distributed to t eiir pro;z1 ;
consumers, by means of his promissory notes, to the yalue of a hundred thgusa? p:)dun n(i
as by an equal value of gold and silver money. Elghty_ thous.amd pounds 0 g(? ?1 d
silver, therefore, can in this manner be spared from the c1rcul_amon of the _countrl);, and 1
different operations of the the same kind shoulfi, at the same time, be came(_i on f}ét }rlnans/t
different banks and bankers, the whole circulation ‘}?ay tgus be co?;iitl:ted with a fifth pa
and silver which would otherwise have been requisiit. '
only[itﬂtles gs(zll;()jpose, for example, that the whole ci'rc.ulating money of somebp_artlctl}l]l:;
country amounted, at a particular time, to one million ster.lmg, that sum enﬁgl )
sufficient for circulating the whole annual produce of their land apd lz;bour, le us
suppose, too, that some time thereafter, different banl'<s. and banke.rs 1s_sueh progg;;zz
notes payable to the bearer, to the extent of one mllhon,.reservmg in t. e}:r 1 "
coffers two hundred thousand pounds for answering occasmnal. demands; t'ere w01c1i
remain, therefore, in circulation, eight hundred thousand pounds in gold and silver, and 2

million of bank notes, or eighteen hundred thousand pounds of paper andd rtr)lo;ley
together. But the annual produce of the fand and 'labogr of the country ha detc})lr;
required only one million to circulate and distribute it to 1ts proper cons%rge;sl,( an that
annual produce cannot be immediately augmented by those operations o anking.

million, therefore, will be sufficient to circulate it after t_hem. The good's to be t)f?_ughttagi
sold being precisely the same as before, the same qua.nmy_ofmoney will 1tl)e sudlzf:h an
buying and selling them. The channel of circulation, if 1 may be 2 }c:we supposed
expression, will remain precisely the same as before. One ml_lhon. we avg h_PP

sufficient to fill that channel. Whatever, therefore, is poured into it beyond t lsdsum’
cannot run into it, but must overflow. One million eight hundred thouSar;]d P bseiarfe
poured into it. Eight hundred thousand pounds, therefgre, must overflow, t att;um 0 thi%
over and above what can be employed in the circulation of the country. But thoug

sum cannot be employed at home, it is too valuable t0 belallowetd tﬁili}?itidcl:ﬁ;(t)t‘gﬁlé
theref i to seek that profitable emp oyment W :
e, b et 0 ot €0 d; bepcause at a distance from the banks which

at home. But the paper cannot go abroa banX
issue it, and from t‘;lepcountry in which payment of it can be exacted by lav;', it ;zlvtllt: L?:(;tr:z
received in common payments. Gold and silver, therefore, to the amount 0 el%N ¢ hundrec
thousand pounds, will be sent abroad, and the channel of home cx'rcultz}'ﬁog o ore
filled with a million of paper instead of a million of those metals which filled © .

But though so great a quantity of gold and si!ver is t}}us sent abroad, w:nrtng?titn?;
imagine that it is sent abroad for nothing, or that 1ts proprietors rpake a prc:ts1 A
foreign nations. They will exchange it for foreign goods of some km? Er gnow r:a ,
to supply the consumption either of some other forelgn.country, oro t eére(r) " S apply the

If they employ it in purchasing goods in one for.elgn country, 1n or T oy make
consumption of another, or in what is called the carryng trade, _\vh:ottever p T retted
will be in addition to the neat revenue of their own country. It is like a new tund,

money. This interest is the source of his gain.

coming bac
years togeth
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. gold and silver being converted into a fund for this new trade.
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for carrying on a new trade; domestic business being now transacted by pape x—~
>  =andthe
If they employ it in purchasing foreign goods for home consumption, ¥~
either, first, purchase such goods as are likely to be consumed by idle pec g~ le3 may
produce nothing, such as foreign wines, foreign silks. etc. or, secondly, €y =) v
purchase an additional stock of materials, tools, and provisions. in order to ;na 1 hte > may
employ an additional number of industrious people, who reproduce. with a >y~ =
value of their annual consumption. >, the
So far as .it is employed in the first way, it promotes prodigality. increase =5 =

and consumption, without increasing production, or establishing any permanen € £y B
suppgrtn;g that expense, and is in every respect hurtful to the society. nd for
' o far as it is employed in the second way, it promotes industry: and i
increases ‘_[he consumption of the society, it provides a ;?ermanent fund for suppotrz ioug?h lt
cl?qsumptlon; the peoPle who consume reproducing, with a profit, the wholes vanl%e gf
;a;el:ir ::Clln]l:t]) Ocltl)rrlsilsn?npctrl::ée”(l;l‘i)e gt;?fv Le\;enuel of thg society, the anpuul producc &=  «f their
o materials, pon wiieh ﬁ'e - e([)n e lva u;t which the labour of those works. = «=n adds
of this value. afies deducting w}};at N nep oyed, fand their n‘eat revenue by wf_lat T €emains
o thotr trade. cessary for supporting the tools and imy = £~ wments
cpraionsof ki, s oy e o s e oo 25 8 AP
is, and must be, employed in purchaSin tzlllsmg ?Fel{-.’,n goos fOr_ o o = et ot
probable, but almost unavoidable. Thou hgs e o .thlS second hind. e I’}Ot o
their expense very consid . gh some particular men may sometimes = & wcrease
ry erably, though their revenue does not fl wmay be
assured that no class or order of men ever d : D e e & d f
common prudence do not always gover: i:] oes s0; because, though the pri X3 <= % ples 0
influence that of the majority of every cla o conduct of every individual, t-h < alwa‘lyS
considered as a class or order cannz instshor orcer. But Ihe e of id 1< pe(})]p et;
operations of banking. Their ex’pense inj e e1 smallest degree, be increase d > tdotj
them, though that of a few individuals a general, therefore, capnot be niuch inc= < =08 Thy
demand of idie peop] mong them may, and in reality sometin» < = Is.70¢
people, therefore, for foreign goods, bei zarly the

same as before, a very small part of the oy which the same, or very VSR those
O.perations of banking, is employed in hmqney Wh.ICh’ being forced abroack B> is
likely to be employed in purchasi pu;c e fore}gn goods for home consua XX % IDt'lom'll
naturally be destined for the lng those for their use. The greater part <> £ . WIf
idleness. employment of industry, and not for the maint < ¥ * Znce 0

When we compute the

A uanti i ; :
society can employ, we must glwa;l;[yhz?vfe industry which the circulating capi ==» 1 ,?sfis?nir);
Provisions, materials, and finishey sy regard to thos:e parts of it only whicha <A which
serves only to circulate tho work; the other, which consists in money, Z* o
motion, three things are resgut] rfe, must always be deducted. In order to put 1;1 str{il?}::
site; materials t ; an
wages or recompense fo Tals to work upon, tools to work wit B = i
to_work upon ; r the sake of which the w amateric

k is done. M is nei = -
> or a tool to work with: or ne. Money is neither == - an are
commonly paid to him in money, his With; and though the wages of the wox ¥ e

¢ . 3 ; 3 sts, not
in the money, but in the monoy: real revenue, like that of all other men, cc> ® * sot for
them. y's worth; not in the meta] pieces, but in what cam =
The uanty of indusry whih ny ¢ |
industry which an : <=qual to
the numbeF 5T workmen whom i CWY, must evidently > < genance

-t M -
can supply with materials, tools, and a m==-* -
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ble to the nature of the work. Money may be requisite for purchasing the materials
- Is of the work, as well as the maintenance of the workmen; but the quantity of
'{mg 100 swhich the whole capital can employ, is certainly not equal both to the money
gy PS}:ryurchases and to the materials, tools, and maintenance, which are purchased with
which P > iher of those two values, and to the latter more pljppgglwgn to the

i, but only to one 0r 0

former. _
“fhen paper 1S sU

e

bstituted in the room of gold and silver money, the quanltity of tl;e
i and maintenance, which the whole circulating capital can supply, may e
m;ifi lt)())lotl}Sl;: whole value of gold and silver 'which. used to bf: e!nplf)yeq in purghasxag
hem. The whole value of the great wheel of circulation and.dlstrlbutlon is adde' to the
goods which are circulated and distributed by means of it. The operatlon, in somef
measure, resembles that of the undertaker of some great vs"ork, who, In conseq}lence o
some improvement in mechanics, takes down his o!d machmery, and adds the dlf}ffr?ln;:
between its price and that of the new to his circulating capital, to the fund from whic

fumishes materials and wages to his workmen.

What is the proportion which the circulating money of any country bears to the

whole value of the annual produce circulated by means of it, it is perhaps impossible to

determine. 1t has been computed by different authors at a fifth, at a tenth, 2t & w;;e‘nﬁlettl}]lé
and at a thirtieth, part of that value. But how small soever the proportion w l:t oy
dreulating money may bear to the whole value of the annu'f)l produce, as bu} apa ée "
frequently but a small part, of that produce, is ever destined for the malnice’

industry, it must always bear a very considerable proportion to that part. Wh_en, téle;:(fioig,
by the substitution of paper, the gold and silver necessary for circulation is reau X

prhaps, a fifth part of the former quantity, if the value of only the greater part n(;it};ef
oer four-fifths be added to the funds which are destined for the mi}lrgenf and
industry, it must make a very considerable addition to the quantity of that industry, and,

cnsequently, to the value of the annual produce of land and labour. .
An operation of this kind has, within these five-and-twenty O thirty years, been

performed in Scotland, by the erection of new panking companies In almost every

) . i been
wnsiderable town, and even in some country villages. The effects of I have

. i i try is almost entirely carried on
precisely those above described. The business of the country e e and

b means of the f different bankin companies, with i
paper of those ditieren 4 h
payments of all kinds are commonly made. Silver very seldom appears, except in the

change of a twenty shilling bank note, and gold still seldomer. But though the conduct of

i i i d has accordingly required
all those different companies has not been unexceptionable, aging, it e

an act of parliament to regulate it the country, notwithstan :
> ! ity of
great benefit from their trade. 1 have heard 1t asserted, that the trade of the city

. . t
Glasgow doubled in about fifteen years after the first erection of the.banki ttll:erfv,vsn;u:)hl?c
the trade of Scotland has more than quadrupled since the first erection Of T

i t
s o e one,cals e Bk orSendond s T,
of parliament in 1695, and the other, called the Royal Bank, );Gl}a;sgow in parti cular,

Whether the trade, either of Scotland in general, o of the city o e ot preten dto

43 really increased in so great a proportion, during so short a period, 1 d0 e P too great
know. If either of them has increased in this proportion, It seems (o be 1 ° d industry of
10 be accounted for by the sole operation of this cause. That thg trad? zclln ld hat the
Scotland, however, have increased very considerably during this period, an

banks have contributed a good deal to this increase, cannot be doubted.
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The value of the silver money which circulated in Scotland betore the Y Jpioni
and which, immediately after it, was brought into the Bank of Scotland | mion in 1707,
recoined, amounted to £411,117: 10: 9 sterling. No account his been got éfln order to e
but it appears from the ancient accounts of the mint of Scothand. that the ~ al the gold iy
annually coined somewhat exceeded that of the silver. There were o goo ue of the gl
tloo, upon this occasion, who, from a diffidence of repayment, did not brij many_pegple,
into the Bank of Scotland; and there was, besides, some English coiny lng. their sive
called in. The whole value of the gold and silver. therefore, w hich circu ;a‘tvvhu.:h N
before the Union, cannot be estimated at less than a million sterling. Tt <d in Sootn
constituted almost the whole circulation of that country: for though II;L:' ci e e
Bank of Scotland, which had then no rival, was considerable, it ¢ x Culation o
very small was ¢ ¢atseems o vz ve made buta
ca;ynot o ez)tzilrrrtla?fdthet: lwholﬁ. In the present times, the whole circulat i on of Scotland
: ed at less than two millions, ot which that part which ists i
and silver, most probably, does not amount to halt” a milli ' > N g?ld
gpl}cli and silver of Scotland have suffered so grcatl z: dl nl: ilrllltlnkt)i':)'nl31L:1lr i(r}::lll}%i}js t}:;if)’;c‘i][l:t::agi
ggdiia?;;do[;rczaperlty do not appear to have suffered any. Its ugriu[ltu re_ pmanut,‘actures,
augmentejd, e contrary, the annual produce of its land and labour. ha~s e evidently been
It is chi i o by
before thce};efrz l:i}lll:’ ‘St‘}:](;t“m:g [r):e:ts Ofex‘:haf‘gc. that is, by :xd\-;mging M oney upon_them
notes. They deduct ahways, u (;%n Wher part of banks and bankers issue  their promissory
shall become due, The pay’mgnt - lz:te\/f:r sum lhg)‘ advance. the legal i terest il the bill
value of what had been advanced the bill, when it becomes due. replac ez to the bank the
who advances to the merchan wiatoge[t)her w'th. a clear profit of the interest. The pankef,
promissory notes, has the advants Oseflll he dnscountg. not gold and si 1~ e, but his own
whole valve of his promisso ge of being able to discount to a great T amount by the
cire ry notes, which he finds. by experience. are commonly b

ulation. He is th
: erel .
sum. by enabled to make his clear gain of interest on SO much a larger

_ The commerc .

Inconsiderable whinoihzcﬁglanda which at present is not very great- ~was still mor¢
companies would have had o first banking companies were establ 1Sk ed; and those
dls§0unting of bills of exaclh but little trade, had they confined their > usiness 10 the
their promissory notes; b ange. They invented, therefore. another ethod of issuil}g

ranti ..
ti?\dt-h? extent of g certaﬁng;ﬁngt what they call cash accounts. that is- P giving credt
idual who could procure two( wo or three thousand pounds for example), to any

become sure . Cr f
° surety for him persons of undoubted credi d 1 anded estate 10
for which the credit h;tha:a:v hat.ever money should be adr\?aritc:g (:ogl:)gﬂ - within the su™
this lf(\ing(;vaen, IS}‘:I)OUld be repaid upon demand together Withkthe
re, | believe, commonl "t 22 12 ks and banke®

y granted by b2 cotch banking

s d have perhafS
 great trade of those companies and of the benefit

!egal interest, Credits otEl ;

n all different parts of

and borrows a
by twenty
i : t of
of the interes
5 1, till the whoie
business, find !
e sted o prOm("e

Jn
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the trade of those companies, by readily receiving their notes in all payments, and by
encouraging all those with whom they have any influence to do .the same._The banks,
when their customers apply to them for money, generally advance it to them in their own
promissory notes. These the merchants pay away to the manufacturers for' goods, the
manufacturers to the farmers for materials and provisions, the fa'rmers to their la_ndlor'ds
for rent; the jandlords repay them to the merchants for the conveniences and lu)_(urles with
which they supply them, and the merchants again return them to the banks, in order to
balance their cash accounts, or to replace what they my have borrowed of them; and thus
almost the whole money business of the country is transacted by means of them. Hence
the great trade of those companies. . .

By means of those cash accounts, every merchant can, without 1mprud.ence, carry on
a greater trade than he otherwise could do. If there are two merchants, one in London and
the other in Edinburgh, who employ equal stocks in the same branch of trade, t.he
Edinburgh merchant can. without imprudence, carry on 2 greater trade, and give
employment to a greater number of people, than the London mercha.nt. The Ifondon
merchant must always keep by him a considerable sum of money, either in his own
coffers, or in those of his banker, who gives him no interest for it, in orc.ier to answer the
demands continually coming upon him for payment of the goods which he purchases
upon credit. Let the ordinary amount of this sum be supposed five hundred pounds; thg
value of the goods in his warehouse must always be less, by five hundred pounds, than it
would have been, had he not been obliged to keep such a sum unemployed. Let us
suppose that he generally disposes of his whole stock upon hapd, or of goods to the value
of his whole stock upon hand, once in the year. By being obliged to keep so great a sum
unemployed, he must sell in a year five hundred pounds worth less goods than he might
otherwise have done. His annual profits must be less by all that he could have made bél
the sale of five hundred pounds worth more goods; and the number of people employe(:j
in preparing his goods for the market must be less by all those that five hundred p(])(un s
more stock could have employed. The merchant in Edinburgh, on the other hand, keeps
no money unemployed for answering such occasional demands. When they actually come
upon him, he satisfies them from his cash account with the bank, and gradL_lally replaces
the sum borrowed with the money or paper which comes in from the occasional salc?s of
his goods. With the same stock, therefore, he can, without imprudence, have at all tlmle):s
in his warehouse a larger quantity of goods than the London merchant; and can thgre yf
both make a greater profit himself, and give constant employment t0 2 greater m:_m ehr. oh
ir}lldustrious people who prepare those goods for the market. Hence the great benetit whic
the country has derived from this trade. ‘ )

The rf}allCility of discounting bills of exchange, it may be thought, indeed, gives the

English merchants a conveniency equivalent 0 the cash accounts of the Scotch

) i their bills of
merchants. ¢ must be remembered, can discount il
s. But the Scotch merchants, 1 besides, the ad ditional

exchange as easily as the English merchants; and have,

conveniency of their cash accounts. S .
The whole paper money of every kind which can ea§1ly c1r§ulate in any cour}l]tircyl;

never can exceed the value of the gold and silver, of which it supplies the place, or W

. . ;
the i Id circulate there, if there was no pape
(the commerce being supposed the same) would o et

money. If twenty shilling notes, for example, are the Jlowest paper

Scotland, the whole of thgat currency which can easily circulate there, caan)ot e;cze(l Sﬂ(\)ef
sum of gold and silver which would be necessary for transz_xct!ng the annua ex;h'guglgd e
twenty shillings value and upwards usually transacted within that country.
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circulating paper at any time exceed that sum, as the excess could neither be sexy¢
nor be employed in the circulation of the country, it must immediately return  yy Sbroad
banks, to be exchanged for gold and silver. Many people would immediately Pon Fhe
that they had more of this paper than was necessary for transacting their bugercewe
home; and as they could not send it abroad, they would immediately demand pa~s- ress
it from th_e banks. When this superfluous paper was converted into gold and sil\l;n ent fo
coulq ea51_ly find a use for it, by sending it abroad; but they could find none N 'the'y
remained in the shape of paper. There would immediately, therefore, be a run hile
banks to the whole extent of this superfluous paper, and if they showéd any dif‘{‘-:‘l 1on the
backwarfine.ss in payment, to a much greater extent; the alarm which this would lculty' o
necessarily increasing the run. > easion
Over and above the expenses which are common to every branch of trade h
tp?::c :{i(gre?(s)eaog h(l)(use-rept, t}}:e f\ivages of servants, clerks, accountants, etc. the ’ei;znszz
‘ ar to a bank consist ¢ iefly in two articles: first, in the expense of keep> 1
times in its coffers, for answering the occasional demands of the hold f e o y
large sum of money, of which it loses the interest; S oS ot
renlonishi ; and, secondly, in the e p>ense of
deF:n ear:(sjl;mg those coffers as fast as they are emptied by answering such oé)casional
A banking com ich i
circulation of t%le cour??r;),/ a;rihz;hw}]lsiscl;letshelz?;eespe'lper than o _employ S
payment, ought to increase the quantity of o ‘Contlnua.lly B th_em fgr
their coffers. ot only i quantity of gold ar.ld silver which they keep at all timesin
much greate’r y .Prop_ortlon to this excessive increase of their circulatiory, Tbutina
proportion; their notes returning upon them h f i i
to Fhe excess of their quantity. Such a com : S tl_lan I I
article of their expense, not only in pro Ompany, ’;?erefore, qught e e iy
but 1?}? much greater proportion. portion to this forced increase of their~ B> WSINEsS,
e coffers of su
s e o h s company, o, hgh ey ought e et much. €531
reasonable bounds, and must require not onl i busmpss was confined witE 10 T
uanerrupted exertion of expense, in order tn ! almQre violent, but a more cor stapt and
cgntmually drawn in such large (iuantitie f(r>rep en}sh them, The coin, too, wkx 1 ch is thus
circulation of the country. It comes in pl s from their coffers, cannot be emplo> €< 1t the
be employed in that circulation, and i P;}ce of a paper which is over and aboves vvhat &
in it too. But as that coin will not be :I’l eref()re’. over and above what can be e rmployed
be sent abroad, in order to find that f(z wed to lie idle, it must, in one shape & anothen
and this continual exportation of Pr(l)dltable employment which it cannot find @thome
necessarily enhance still farther the eg;) enand fS]lVer’ by enhancing the diffict® 1€y, must
order to replenish those coffers wEi hSeo the bank, in finding new gold amd silverin
company, therefore, must in prop(’)rtio Ct empty themselves so very rapidl> - Such #
the second article of their expense t'lln o this forced increase of their business 5> M
Let us suppose that all the Sttt more than the first.
paper of a particular bank, which the circula €1 <" of the

Countly an eas ly y
0 b and cm
plO ’ amOLmtS exactly lty
C €as! aI)S T tO fo thousal“ ] es n it

coffers ten thousand pounds i demands, th|§ bank is obliged to keep at all ti

forty-four thousand pounds thm'fgold and silver. Should this bank attempt £< circulate

circulation can easily absorb N dour thousand pounds which are over and zﬁ)ov o ~whatthe

issued. For answering Occasiofmnl demploy, will return upon it almost as fast 2= they ar®

n its coffers, not eleven thousaid pe(;rlircli(sis’ t}l]erifore, this bank ought to keep 2 t 2|!|;i$55
only, but fourteen thousand pounds. il this
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gain nothing by the interest of the four thousand pounds excessive circulation; and it will
Jose the whole expense of continually collecting four thousand pounds in gold and silver,
which will be continually going out of its coffers as fast as they are brought into them.

Had every particular banking company always understood and attended to its own
panicular interest, the circulation never could have been overstocked with paper money.
But every particular banking company has not always understood or attended to its own
particular interest, and the circulation has frequently been overstocked with paper money.

By issuing too great a quantity of paper, of which the excess was continually
returning, in order to be exchanged for gold and silver, the Bank of England was for
many years together obliged to coin gold to the extent of between eight hundred thousand
pounds and a million a-year; or, at an average, about eight hundred and fifty thousand
pounds. For this great coinage, the bank (inconsequence of the worn and degraded state
into which the gold coin had fallen a few years ago) was frequently obliged to purchase
gold bullion at the high price of four pounds an ounce, which it soon after issued in coin
21£3:17:10 1/2 an ounce, losing in this manner between two and a half and three per cent
upon the coinage of so very large a sum. Though the bank, therefore, paid no seignorage,
though the government was properly at the expense of this coinage, this liberality of
government did not prevent altogether the expense of the bank.

The Scotch banks, in consequence of an excess of the same kind, were all obliged to
employ constantly agents at London to collect money for them, at an expense which was
seldom below one and a half or two per cent. This money was sent down by the waggon,
and insured by the carriers at an additional expense of three quarters per cent or fifteen
shillings on the hundred pounds. Those agents were not always able to replenish the
woffers of their employers so fast as they were emptied. In this case, the resource of the
banks was, to draw upon their correspondents in London bills of exchange, to the extent
of the sum which they wanted. When those correspondents afterwards drew upon them
for the payment of this sum, together with the interest and commission, some of those
banks, from the distress into which their excessive circulation had thrown them, had
sometimes no other means of satisfying this draught, but by drawing a second set of bills,
¢ither upon the same, or upon some other correspondents in London; and the same sum,
or rather bills for the same sum, would in this manner make sometimes more than two or
three journeys; the debtor bank paying always the interest and commission upon the
whole accumulated sum. Even those Scotch banks which never distinguished themselves
by their extreme imprudence, were sometimes obliged to employ this ruinous resource.

The gold coin which was paid out, either by the Bank of England or by the Scotch
banks, in exchange for that part of their paper which was over and above what could be
employed in the circulation of the country, being likewise over and above what could be
employed in that circulation, was sometimes sent abroad in the shape of coin, sometimes
melted down and sent abroad in the shape of bullion, and sometimes melted down and
sold to the Bank of England at the high price of four pounds an ounce. It was the newest,
the heaviest, and the best pieces only, which were carefully picked out of the whole coin,
anq either sent abroad or melted down. At home, and while they remained in the shape of
toin, those heavy pieces were of no more value than the light; but they were of more
Value. abroad, or when melted down into bullion at home. The Bank of England,
zsg”lthstanding their great annual coinage, found, to their astonishmerl;t,fthat‘ threKrie t\;:/:ts
not\ruyit}),/ear the same scarcity of coin as there had been the year before: z; : issue(;
o standing the great quantity of good and new comn which was every ¥¢

m the bank, the state of the coin, instead of growing better and better, became every
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year worse and worse. Every year they found themselves under the necessity o £ .
near!y the same quantity of gold as they had coined the year before: and ﬁ_EOmmg
c?ntlpual rise in t}qe price of gold bul.llon, in consequence of the continual wea x-j xm the
clipping of the coin, the expense of this great annual coinage became, every yeax~ g and
angl gr.eaFer.'The Bank of England, it is to be observed, by supplying its own cof‘f2 £ reater
coin, is indirectly obliged to supply the whole kingdom, into which coin is co e v
flowing from those coffers in a great variety of ways. Whatever coin theref‘rlt]mla”y
wanted to support this excessive circulation both of Scotch and En(rlis}l paper() S
w.hatever vacuities this excessive circulation occasioned in the necbessary co1 e
klr}gdom, the Bank of England was obliged to supply them. The Scotch banks nrlo o
%a;:gl :rllldopfati}éer\rlleveré/ delarly for their own imprudence and inattention: but tl;e B:ajr?lgl:)t%
early, no i i
imprl%;ilence of ahl:nyost all)tlhe Stco?t‘clilybg(r)lz(slfs ovn imprudence, but for the muct - gesreter
e over-trading of some bold proj i i [
the o\r;[%]inal cause of this excessive CiECli]l:.:it(());SOlfr]ng;l:‘ IF:;V:]Z; Fthe united kingct o, was
- eiths: ?hl;ailvl}(] 0claen w1t'h {)roprlety gdvance to a merchant or undertaker of any~ I ind, is
capital: bat tt al.tcaf;?l'ta with wl}lch he trades, or even any considerable part of that
unemp,loyed oy ?n 0d it only which he w‘ould otherwise be obliged to keep> >y him
P e ad\:a y money, for answering occasional demands. If the pape<x~ 1moONCY
vold and siver WhicEces n;ever exceec%s thl_s value, it can never exceed the val vz e of the
onoy: it san nover ex\::elil ihnecessar_lly clrpulate in. the country if there was ¥ < paper
absorb and employ, e quantity which the circulation of the country c&a ¥ easily
When ab i
upon a rea deﬁgﬁjﬁgl&lﬁ tﬁ a merchant 2 real bill of exchange, drawn by areaa 1 < reditor
only advances o h,im ! al.tc f,‘as soon as lt.becomes due, is really paid by that A e btor; it
bim anemployed and inpreag the value which he would otherwise be obliged t<> I<<ep by
of the bill when 1t beonme gu:]one{, for answering occasional demands. The o aayment
together with the interest. The c,oi'ligr: cefS tl? the bank the value of what ft had 22 CH 32 g
such. customers, resemble a water-pOr(x)d t‘fe . o for as s dealings are 6 XY fi."ed b
running out, yet another is continuall u rom which, though a stream is comt inualy
that, without any further care or atter}llti nning in, fully equal to that which ur»s out; 0
on, the pond keeps always equally, or ~ < ¥Y near

equally full. Little or n
caually ful 0 €xpense can ever be necessary for replenishing the << ofers of

A merchant, with
, out over-tradin
n:doney, even whf:n he has no bills to gl,s
advances him likewise, upon such oc
Zc:‘;)edpts of a piece-meal repayment, as t
s, upon the ea : i

Bonds. P Sy terms of the banking compani it di

y from the necessity of keeping o Stock by bl <2<

ready money for answering occasionalarly part of s stock by him unemployed

32:? him’, T..e can answer them sufﬁcientlgefToand;: hen such demands actuzlwl X

ing with such cu m his cash acco

of Sore s ch ¢ stomers, ought to observe with unt. The bank, ho>
period (of four, five, six great attention, whether, in €12 =

or eight months, for example), the sear ¥ t(())ff t::

eriods.

may frequently have occasion for a sumrs < £ re:ad)’
count. When a bank, besides discountingZ I s bills
casions, such sums upon his cash acce ¥ nt, and

he money comes in from the occasional 2 1eof his
< €S him

and in

come
ever, in
course

i C cu i
at of the advances, it may safely conti:tomers o Do most oceasions, ] 57,
ue to deal with such customers. TH2 <
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stream which is in this case continually running out from its coffers may be very large,
hat which is continually running into them must be at least equally large, so that, without
any further care or attention, those coffers are likely to be always equally or very near
equally full, and scarce ever to require any extraordinary expense to replenish them. If,
on the contrary, the sum of the repayments from certain other customers, falls commonly
very much short of the advances which it makes to them, it cannot with any safety
continue to deal with such customers, at least if they continue to deal with it in this
manner. The stream which is in this case continually running out from its coffers, is
necessarily much larger than that which is continually running in; so that, unless they are
replenished by some great and continual effort of expense, those coffers must soon be
exhausted altogether.

The banking companies of Scotland, accordingly, were for a long time very careful
to require frequent and regular repayments from all their customers, and did not care to
deal with any person, whatever might be his fortune or credit, who did not make, what
they called, frequent and regular operations with them. By this attention, besides saving
almost entirely the extraordinary expense of replenishing their coffers, they gained two
ather very considerable advantages.

First, by this attention they were enabled to make some tolerable judgment
concerning the thriving or declining circumstances of their debtors, without being obliged
to look out for any other evidence besides what their own books afforded them; men
being, for the most part, either regular or irregular in their repayments, according as their
drcumstances are either thriving or declining. A private man who lends out his money 1o
pethaps half a dozen or a dozen of debtors, may, either by himself or his agents, observe
and inquire both constantly and carefully into the conduct and situation of each of them.
But a banking company, which lends money to perhaps five hundred different people,
and of which the attention is continually occupied by objects of a very different kind, can
have no regular information concerning the conduct and circumstances of the greater part
of its debtors, beyond what its own books afford it. In requiring frequent and regular
fepayments from all their customers, the banking companies of Scotland had probably
this advantage in view.

Secondly, by this attention they secured themselves from the possibility of issuing
more paper money than what the circulation of the country could easily absorb and
employ. When they observed, that within moderate periods of time, the repayments of a
Particular customer were, upon most occasions, fully equal to the advances which they
had made to him, they might be assured that the paper money which they had advanced
to him had not, at any time, exceeded the quantity of gold and silver which he would
otherwise have been obliged to keep by him for answering occasional demands; and that,
tonsequently, the paper money, which they had circulated by his means, had not at any
time exceeded the quantity of gold and silver which would have circulated in the country,
had there been no paper money. The frequency, regularity, and amount of his
fepayments, would sufficiently demonstrate that the amount of their advances had at no
time exceeded that part of his capital which he would otherwise have been obliged to
li(seefp by him unemployed, and in ready money, fo§ answering occasional dem;md; that
0% h‘?’ the purpose of keeping the rest of his capital in coqstant .employ_lment. it is th[s part

is capital only which, within moderate periods of time, 1s continually returning to
tvery dealer in the shape of money, whether paper or coin, and continually going from

im in the same shape. If the advances of the bank had commonly exceeded this part of

his capital, the ordinary amount of his repayments could not, within moderate periods of
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time, ha_ve equalled the ordinary amount of its advances. The stream which, by 1y
his dealings, was continually running into the coffers of the bank, could not haveans of
equal to the stream which, by means of the same dealings was continually runrj < been
The advances of the bank paper, by exceeding the quantity of gold and silver wh g ou
there been no such advances, he would have been obliged to keep by him for anl <h, had
occ.asmnal demands, might soon come to exceed the whole quantity of gold anSWgrmg
which ( the commerce being supposed the same ) would have circulated in the cfi silver
hfad the.re been no paper money; ar_ld, consequently, to exceed the quantity wh?uhntry,
circulation of the country could easily absorb and employ; and the excess of th i <h the
money wogld immediately have returned upon the bank, in order t(; be excha 1S pa
gold and silver. This second advantage, though equally real, was not erila s mEed
unde\r:,tli)od by all the different banking companies in Scotland,as the ﬁr;tp Ps-
account: n;hgacr:trleyd'tt)ybrhe conveniency of discounting bills, and partly by that o f cash
keeping ,an - 1f a:hg traders of any country can be dispensed from the nec e s sity of
occasional ydgmar?d tehlr stock by them unemployed, and in ready money, for am s ~wering
bankers, who wher?,th eyhcan reasonably expect no farther assistance from hzaris and
and saﬂ’ety gZ) tarter eZ\ l;:We gone thus far,.cannot, consistently with their owry imterest
trader the :Nhole or e\./e thank cannot, c0n51ster1t'ly with its own interest, advarace to a
because thOUgh’that n le_greatq part of the circulating capital with which lhe trades;
going from him in thzagta lshcontmually returning to him in the shape of nO Yy, and
whole of the outgoings m;: sh ape, yet the whole of the returns is too distant from the
advances within Suchgn; a; the sum of hlS_repayments could not equal the star¥a of his
less could a bank afford(t)oergte periods of time as suit the conveniency of a bank. St
capital which the undertak ] Vfance. him any considerable part of his fixed capitza 15 of the
and smelting-houses, his eiv?)rka.% iron forge, for example, employs in erecting 1S forge
workmen, etc.; of th,e capital whi(:;sils; and warchouses, the dwelling-house < of his
shafts, in erecting engines for drawin  undertaker .Of a mine employs in siril<ing his
etC-.; gf the capital which the person WghgUt tge water, mn making roads and wagez OTY -ways,
draining, inclosing, manuring, and plou lllln ertakes to improve land employs in < 1 earing,
farmhouses, with all their nec,essa Ploughing waste and uncultivated fields; ira b uilding
the fixed capital are, in almost al| gsappendages of stables, granaries, etc. The T TUMS of
and such expenses, even when laid es, much slower than those of the circulatir £ capital:
sn?ldom return to the undertaker till Olg with th_e greatest prudence and judgment, very
d|§tant to suit the conveniency of ba er a period of many years, a period DY far too
with great propriety, carry on a v: ank. Traders and other undertakers may, o doubt
ry considerable part of their projects with EP>< rrowed

money. ln justiCe to t i i - :1

I l I i hel] ;:lGdyltOlS, howe\/el, their own Capital Ougllt i“ i reme

> o s € Ca i i

Sl l]il client lt(b nsure. l l ma .Sa SO th pltal OfthOSe CredltOIS; or to Ie“dEl i I lllye
o] t

roject should falos Id incur any loss, even though th essS
precaution to, the mroyn emuvc\:/k];.s:qrt of the expectation of the proj?ctorse EL\I/Z; v ith thi
till after a period of seve)r/al y:;rsls borrowed, and which it is meant ShOl'lld not BP€ repaid
borrowed upon bond or mort > ought not to be borrowed of a bank. but ought to be

oo . age i
interest of their money, withog ge, of such private people as propose to live on the

ut taki .
who are, upon that account, king the trouble themselves to employ the cav I el an

are likely to keep it for seve . ¥

so well
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would, no doubt, be a very convenient creditor to such traders and undertakers. But such
raders and undertakers would surely be most inconvenient debtors to such a bank.

It is now more than five and twenty years since the paper money issued by the

different banking companies of Scotland was fully equal, or rather was somewhat more
than fully equal, to what the circulation of the country could easily absorb and employ.
Those companies, therefore, had so long ago given all the assistance to the traders and
other undertakers of Scotland which it is possible for banks and bankers, consistently
with their own interest, t0 give. They had even done somewhat more. They had over-
raded a little, and had brought upon themselves that loss, or at least that diminution of
profit, which, in this particular business, never fails to attend the smallest degree of over-
trading. Those traders and other undertakers, having got so much assistance from banks
and bankers, wished to get still more. The banks, they seem to have thought, could extend
theit credits to whatever sum might be wanted, without incurring any other expense
hesides that of a few reams of paper. They complained of the contracted views and
dastardly spirit of the directors of those banks, which did not, they said, extend their
credits in proportion to the extension of the trade of the country; meaning, no doubt, by
the extension of that trade, the extension of their own projects beyond what they could
carry on either with their own capital, or with what they had credit to borrow of private
people in the usual way of bond or mortgage. The banks, they seem to have thought, were
in honour bound to supply the deficiency, and to provide them with all the capital which
they wanted to trade with. The banks, however, were of a different opinion; and upon
their refusing to extend their credits, some of those traders had recourse to an expedient
which, for a time, served their purpose, though at a much greater expense, yet as
effectually as the utmost extension of bank credits could have done. This expedient was
fo other than the well known shift of drawing and redrawing; the shift to which
unfortunate traders have sometimes recourse, when they are upon the brink of
bankruptcy. The practice of raising money in this manner had been long known in
England; and, during the course of the late war, when the high profits of trade afforded a
great temptation to over-trading, is said to have been carried on to a very great extent.
From England it was brought into Scotland, where, in proportion to the very limited
commerce, and to the very moderate capital of the country, it was soon carried on to a
much greater extent than it ever had been in England.
) The practice of drawing and redrawing is sO well known to all men of business, that
it may, perhaps, be thought unnecessary to give any account of it. But as this book may
tome into the hands of many people who are not men of business, and as the effects of
this practice upon the banking trade are not, perhaps, generally understood, even by men
of business themselves, | shall endeavour to explain it as distinctly as | can.

The customs of merchants, which were established when the barbarous laws of
Europe did not enforce the performance of their contracts, and which, during the course
of the two last centuries, have been adopted into the laws of all European nations, have
given such extraordinary privileges to bills of exchange, that money is more readily
advanced upon them than upon any other species of obligation; especially when they are
g\_ade payable within so short a period as two or three months after their date. If, when the
tl':!tbecomes due, the acceptor does not pay it as soon as it is presented, he becomes from
doesmoment a bankrupt. The bill is protested, and returns upon the: drawer, who, if he
who not immediately pay it, becomes likewise a bankrupt. If, before it came t0 the person
e presents it to the acceptor for payment, it had passed through the hands' of §evergl

T persons, who had successively advanced to one another the contents of it, either in




184

money or goods, and who, to express that each of them had in his tum receiveq g,
contents, had all of them in their order indorsed, that is, written their names waps o tﬁe
back of the bill; each endorser becomes in his turn liable to the owner of the bill Fi o4~ thosz
contents, and, if he fails to pay, he becomes too, from that moment, a bankrupt . “houeh
the drawer, acceptor, and endorsers of the bill, should all of them be persons of” doubtigul
credit; yet, still the shortness of the date gives some security to the owner o the bill
Though all of them may be very likely to become bankrupts, it is a chance i € they ali
become so in so short a time. The house is crazy, says a weary traveller to himseIf and
will not stand very long; but it is a chance if it falls to-night, and I will venture, theréfore
to sleep in it to-night. ’
The trader A in Edinburgh, we shall suppose, draws a bill upon B in T_condon
payable two months after date. In reality B in London owes nothing to A in El(:linburghT
but he agrees to accept of A 's bill, upon condition, that before the term of pay rent hé
shall r_edfaw upon A in Edinburgh for the same sum, together with the interest and a
commission, another bill, payable likewise two months after date. B according 1y~ ., before
the expiration of the first two months, redraws this bill upon A in Edinburgh; who again
before the. expiration of the second two months, draws a second bill upon B ir L:)ndon
payable llk‘ewise two months after date; and before the expiration of the €tlhixd twc;
months, B in London .redraws upon A in Edinburgh another bill payable also tw <> smonths
after date. This practice has sometimes gone on, not only for several month s, but for
several years together, the bill always returning upon A in Edinburgh v ith the
accumulated interest and commission of all the former bills. The interest wass ~ five per
((:j(::lt] gl}r]\t.t}?hi);eir(; r:rr:](:sglil:ncggilrrlnlsrslon wzs never less t.han.one half per cent o©On each
money A might raise by this ex ged?ep etate' l:mre than' - have cost Fhe et "’Vhatever
than eight per cent in the year afld son r?lg ¢ necessarily have cost him .someth : ng'moref
the commission happened to rise, or “;‘e 11111165 iy 'deal more, when elther' I o
the interest and commission of %ormW ﬁ;)f}“ e Obhge.d to pay compour}q inte>x-< st P
circulation. er bills. This practice was called raising T¥2Oney by
i iy s o sk e g o of PSS
fortunate speculation, of which the retum:(c(?nld fen per cent it must have be> =7 :“::2;
which the money was thus borrowed for ¢ P only repay the enormous =P lus
profit to the projector. Many vast and ¢ tarr)fmg i on, but afford, besides, a goOd o nd
for several years carried on, without ar)l( enS}llve projects, however, were ur}dertal(l'lent’ \i'as
raised at this enormous expe’n o y other fund to support them besides Vv 1@ the
most distinct vision of this great projectors, no doubt, had in their golden dreams
great profit. Upon their awakening, however, either at theend

of their projects, or when th
: \ ey were no | !
believe, had the good fortune to find it(.) [SF]ger Phle 10 carmy them on, they ver! =

21} Th . .
[21] The method described in the text was by no means either the most comxT2 <™ & the

most i . )

CiTCUIaet;(op:nlstl‘ge one lm which those adventurers sometimes raised X2 <7< by

0 pay the. o bc!;xlentfy happened, that A in Edinburgh would enable B ixs London

second bill at threl of exchange, by drawing, a few days before it becar ¥ <€ due, 2

(0 his own ordor eAmonth§ date.upon the same B in London. This bill, bei 1* £ payaple

upon Lond , A sold in Edinburgh at par; and with its contents : urchased bills
on, payable at sight to the order of B, to whom he sent th}:m bY the post.

T
owards the end of the late war, the exchange between Edinburgh and ]_,of'don s
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frequently three per cent against Edinburgh, and those billg at sight must frequently
have cost A that premium. This transaction, therefore, being repeated at least four
fimes in the year, and being loaded with a commission of at least one half per cent
upon each repetition, must at that period have cost A, at least, fou.rteen per cent in the
year. At other times A would enable to discharge the first bill of exchange, by
drawing, a few days before it became due, a second bill at two months dz.ite, not upon
B, but upon some third person, C, for example, in London. This othpr bill was mafie
payable to the order of B, who, upon its being accepted by C, dls_counted it w1t'h
some banker in London; and A enabled C to discharge it, by drawing, 2 few day's
before it became due, a third bill likewise at two months date, sometimes upon his
first correspondent B, and sometimes upon some fourth or fifth person, D or E, for
example. This third bill was made payable to the order of C, who, as soon as it was
accepted, discounted it in the same manner with some banker.m London. Such
operations being repeated at least six times in the year, and being logded with a
commission of at least one half per cent upon each repetition, together with the legal
interest of five per cent this method of raising money, in the same manner as that
described in the text, must have cost A something more than eight per cent. By
saving, however, the exchange between Edinburgh and London, 1t.was !ess
expensive than that mentioned in the foregoing part of this note; but then it requlr‘ed
an established credit with more houses than one in London, an advantage which
many of these adventurers could not always find it easy to procure.

The bills which A in Edinburgh drew upon B in London, he regularly discounted two
months before they were due, with some bank or banker in Ediqburgh; and. the bl}ls
which B in London redrew upon A in Edinburgh, he as regularly discounted, either with
the Bank of England, or with some other banker in London. Whatever was advanced
upon such circulating bills was in Edinburgh advanced in the paper of the Scotch banks;
and in London, when they were discounted at the Bank of England in the paper of th?t
bank. Though the bills upon which this paper had been advanced were all of them repaid
in their turn as soon as they became due, yet the value which had been really advanced
upon the first bill was never really returned to the banks which advanced it; because,
before each bill became due, another bill was always drawn to somgwhat a greater
amount than the bill which was soon to be paid: and the discounting of this other bill was
essentially necessary towards the payment of that which was soon to be due. This
payment, therefore, was altogether fictitious. The stream which, by means of those
circulating bills of exchange, had once been made to run out from the coffers of the
banks, was never replaced by any stream which really ran into them.

The paper which was issued upon those circulating bills of exchange amounted, upon
many occasions, to the whole fund destined for carrying on some vast and extensive
Project of agriculture, commerce, or manufactures; and not merely to that part of it

which, had there been no paper money, the projector would have been obliged to keep by

him une i wering occasional demands. The greater
mployed, and in ready money, for answering e eid and silver

part of this paper was, consequently, over and above the value 0
which would have circulated in the country, had there been no paper money. It was over
and above, therefore, what the circulation of the country could easily absorb and employ,
and upon that account, immediately returned upon the banks, in order to be exchanged for

gold and silver, which they were to find as they could. It was 2 capital which those
Projectors had very artfully contrived to draw from those ban

ks, not only without their
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knowledge or deliberate consent, but for some time, perhaps, without their haVing the
most distant suspicion that they had really advanced it.

When two people, who are continually drawing and redrawing upon onN€ g other
discount their bills always with the same banker, he must immediately discover ~a T at th e):
are about, and see clearly that they are trading, not with any capital of their own, byt with
the capital which he advances to them. But this discovery is not altogether s0 ©a sy, when
they discount their bills sometimes with one banker, and sometimes with another, and
when the two same persons do not constantly draw and redraw upon on¢ an Other, but
occasionally run the round of a great circle of projectors, who find it for their iterest to
assist one another in this method of raising money and to render it, upon that ac count, as
difficult as possible to distinguish between a real and a fictitious bill of e change,
between a bill drawn by a real creditor upon a real debtor, and a bill for which there was
properly no real creditor but the bank which discounted it, nor any real debtorxr but the
projector who made use of the money. When a banker had even made this discoO~very, he
might sometimes make it too late, and might find that he had already discounted the bills

of those projectors to so great an extent, that, by refusing to discount any more e would
necessarily make them all bankrupts; and thus by ruining them, might perlaps ruin
him.selfA Fpr his own interest and safety, therefore, he might find it necessary, irx this very
perilous situation, to go on for some time, endeavouring, however, to withdraw gz radually,
ax}d, upon tbat account, making every day greater and greater difficul ties about
discounting, in order to force these projectors by degrees to have recourse, eithher to other
bank_ers, or to other methods of raising money: so as that he himself might, aas soonas
pOS.Slble, get ‘out. of the circle. The difficulties, accordingly, which the Bank o f England,
:)V:lzlr: th; principal bapkers in London, and which even the more prudent SC o tch banks
st sy v 0 0 0
own distres; o whii}?t;l:me ,C:)ut enraged, in the highest degree, those projecCtOTs. Tht;lr
immediate c;ccasion thelS pﬂ;l e(?t o ot o reserve of the banks vyas._no dOUbtf’ the
country, they said V\:as al)t,ocathe thej disres y ! the country: aqd _thxs distr e e dtel
couriry.they said s alogether owing o th ignorance. pusilanimiy, & B ol
those who e;(erted themselve%lv'e " s cienty h-b era} aid to the spmtgd und X E2 0lt
was the duty of the banks theS lsn ordzr v bgauﬂfy, improve, and enflch the Countr):eat
an extent, as they might v,vish); ebeme to think, to lend for as long  time, z‘md R ner

(o give more oredit £ th o borrow. The banks, however, by refusing in th213 man
ose to whom they had already gi s uch, took
the only method by which it was y had already given a great deal too it or the

public credit of the country. now possible to save either their own X< b
In the mi i .

the express p‘s:;;’sitg?rg?:l?:gr g?eddchstress, anew bank was established in S << t:zggj ;3:

the execution was imprudent, and th istress of the country. The design was ger_‘e ’
relieve, were not ) ¢ nature and causes of the distress whick?
ot, perhaps, well understood. Thi : an

had ever been, both in granting cash - This bank was more liberal thar

g cash-accounts, and in discounting bills of exc1? angt

regard to the latter, it
-8ar¢ 10 the , it seems to have made sc istincti en ral and
circulating bills, but to have disc arce any distinction bete iple of this

bank to ady ounted all equally. It was the avowed prirt&

employed i ance upon any reasonable security, the whol ital E h W o
yed in those improvements of which the ret. ole capita wh j sstant, such

as the improvements of land. ¢ retums are the most slow and to be the

. To i w b

chief of the public-spirited promote such improvements was even s& < lity in
ranti P =

granting cash-accounts, and i

urposes for which it was instituted. By its

i
. o - reat
n discounting bills of exchange, it, no doubt, ! ssued &
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quantities of its bank notes. But those bank notes being, the greater part of them, over and
above what the circulation of the country could easily absorb and employ, returned upon
it, in order to be exchanged for gold and silver, as fast as they were issued. Its coffers
were never well filled. The capital which had been subscribed to this bank, at two
different subscriptions, amounted to one hundred and sixty thousand pounds, of which
eighty per cent only was paid up. This sum ought to have been paid in at several different
instalments. A great part of the proprietors, when they paid in their first instalment,
opened a cash-account with the bank; and the directors, thinking themselves obliged to
treat their own proprietors with the same liberality with which they treated all other men,
allowed many of them to borrow upon this cash-account what they paid in upon all their
subsequent instalments. Such payments, therefore, only put into one coffer what had the
moment before been taken out of another. But had the coffers of this bank been filled
ever so well, its excessive circulation must have emptied them faster than they could have
been replenished by any other expedient but the ruinous one of drawing upon London;
and when the bill became due, paying it, together with interest and commission, by
another draught upon the same place. Its coffers having been filled so very ill, it is said to
have been driven to this resource within a very few months after it began to do business.
The estates of the proprietors of this bank were worth several millions, and, by their
subscription to the original bond or contract of the bank, were really pledged for
answering all its engagements. By means of the great credit which so great a pledge
necessarily gave it, it was, notwithstanding its too liberal conduct, enabled to carry on
business for more than two years. When it was obliged to stop, it had in the circulation
about two hundred thousand pounds in bank notes. In order to support the circulation of
those notes, which were continually returning upon it as fast as they were issued, it had
been constantly in the practice of drawing bills of exchange upon London, of which the
number and value were continually increasing, and, when it stopped, amounted to
upwards of six hundred thousand pounds. This bank, therefore, had, in little more than
the course of two years, advanced to different people upwards of eight hundred thousand
pounds at five per cent. Upon the two hundred thousand pounds which it circulated in
bank notes, this five per cent might perhaps be considered as a clear gain, without any
other deduction besides the expense of management. But upon upwards of six hundred
thousand pounds, for which it was continually drawing bills of exchange upon London, it
was paying, in the way of interest and commission, upwards of eight per cent and was
consequently losing more than three per cent upon more than three fourths of all its
dealings.

_The operations of this bank seem to have produced effects quite opposite to those
which were intended by the particular persons who planned and directed it. They seem to
ha\{e intended to support the spirited undertakings, for as such they considered them,
which were at that time carrying on in different parts of the country; and, at the same
time, by drawing the whole banking business to themselves, 10 supplant all the othc?r
SFOtCh banks, particularly those established at Edinburgh, whose backwardness 1n
?IScouming bills of exchange had given some offence. This bank, no doupt, gave some
emporary relief to those projectors, and enabled them to carry on their projects for about
tWo years longer than they could otherwise have done. But it thereby only enabled them
10 get so much deeper into debt; so that, when ruin came, it fell so much the heavier both

upon them and upon their creditors. The operations of this bank, therefore, instead of

;)elieving, in reality aggravated in the long-run the distress W
rought both upon themselves and upon their country. It would have

hich those projectors had
been much better for




188

themselves, their creditors, and their country, had the greater part of them been obliged to
stop two years sooner than they actually did. The temporary relief, however, which this
bank afforded to those projectors, proved a real and permanent relief to the other Scotch
banks. All the dealers in circulating bills of exchange, which those other banks had
become so backward in discounting, had recourse to this new bank, where they were
received with open arms. Those other banks, therefore, were enabled to get very easily
out of that fatal circle, from which they could not otherwise have disengaged themselves
without incurring a considerable loss, and perhaps, too, even some degree of discredit.

In the long-run, therefore, the operations of this bank increased the real distress of
the country, which it meant to relieve; and effectually relieved, from a very great distress,
those rivals whom it meant to supplant.

At the first setting out of this bank, it was the opinion of some people, that how fast
soever its coffers might be emptied, it might easily replenish them, by raising money
upon the securities of those to whom it had advanced its paper. Experience, I believe,
soon convinced them that this method of raising money was by much too slow to answer
their purpose; and that coffers which originally were so ill filled, and which emptied
themselves so very fast, could be replenished by no other expedient but the ruinous one
of drawing bills upon London, and when they became due, paying them by other draughts
on the same place, with accumulated interest and commission. But though they had been
able by this method to raise money as fast as they wanted it, yet, instead of making a
profit, they must have suffered a loss of every such operation; so that in the long-run they
must have ruined themselves as a mercantile company, though perhaps not so soon as by
the more expensive practice of drawing and redrawing. They could still have made
nothing by the interest of the paper, which, being over and above what the circulation of
the country could absorb and employ, returned upon them in order to be exchanged for
gold and silver, as fast as they issued it; and for the payment of which they were
thgmselves continually obliged to borrow money. On the contrary, the whole expense of
this b_orrowing, of employing agents to look out for people who had money to lend, of
negotiating with those people, and of drawing the proper bond or assignment, must have
fallen upon them, and have been so much clear loss upon the balance of their accounts.
The project of replenishing their coffers in this manner may be compared to that of a man
who had a water-pond from which a stream was continually running out, and into which
no strea_m was continually running, but who proposed to keep it always equally full, by
erpploymg a number of people to go continually with buckets to a well at some miles
distance, in order to bring water to replenish it.

But though this operation had proved not only practicable, but profitable to the bank,
as a mercantile company; yet the country could have derived no benefit front it, but, on
the contrary, must have suffered a very considerable loss by it. This operation could not
augment, in the smallest degree, the quantity of money to be lent. It could only have
erected this bank into a sort of general loan office for the whole country. Those who
wanted to borrow must have applied to this bank, instead of applying to the private
persons wl_lo had lent it their money. But a bank which lends money, perhaps to five
zgggtrefi dlff?'rlin]t people, the greater part of whom its directors can know very little
who l’e :drs‘o(:utl heisynt10 be more judicious in the choice of its debtors than a private person
frugal conduct he thigE:yh:rtr:ong agew people whom he knows, and in whose sober and
whose conduct | have bom, ais good reason to confide. The': debtors of such a bank as that

t0 be chimerical project giving some account of were llkejly, thg greater part of them,
Jectors, the drawers and re-drawers of circulating bills of exchange,
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! - in extravagant undertakings, which, with all the a551sltanc.e
o WOUIdbenszi)f?n t:]]]eelr::.o ?}fe)vl:'guld pr(%bably never be able to complete, and which, if
e cOumldeb;;ompleted. would never repay the expense which they had really cqst,
b ff;d a fund capable of maintaining a quantity of labouy equal to that which
e al‘.i'led about them. The sober and frugal debtors of private persons, on the
had bec? e\zﬁlz‘v‘be more likely to employ the money borrowed in'sober undertakfm;gls
contrary. ¥ roportioned to their capitals, and which, though they might have l_ess 0 t]Z
w:‘;:g ::irihz n:arvellous. would have more of the solid and }:he prot:itab:le_; }\:v}x(c)lalzvct)ﬁus
: i " it w had been laid out upon them, and whic .
e gl “h'atev'er' a much greater quantity of labour than that which
zﬁgrie1:u2i1;?§3£)!ie z?tfc;zta l?l:::fngl"he succegss of this operation, therefore, ;vg}:éu;
ir?creasing in the smallest degree therca[l;i‘tai of the sg:{:ltt;);,dv:::;lrdo%?;%lt;alr:dgzr;i ii T
great part of it from prudent and profitable to Impr d PO oy 1, wes e
That the industry of Scotland langunshgd _for want 0 y i mploy I hich he
ini . famous Mr. Law. By establishing a bank of a particuiar Xind,
(s)i):r]xi(smtoo;:vt tn:gined might issue paper to the. amount of the who?h:algilizg ilrl‘ttlz)ef
lands in the country. he proposed to remedy ﬂ:llS want 'of moneyr. . adgpt e s
Scotland, when he first proposed his project, did not thmkl propeat o 200D gent of
afterwards adopted. with some variations, py the Duke of Orleans, et was
France. The idea of the possibility of multiplying 'paper.money to atlh S gt
the real foundation of what is called the Mississippt schemled, N :r o ffeent
project, both of banking and stock-jobbing, that perhaps the word ever s m.UCh A
operations of this scheme are explained so fully. S0 clearly, anP i o eetios tpon
distinctness. by Mr. Du Verney, in his Examination of the Polill R The
commerce and finances of Mr. Du Tot, that | ghall not glveLanwyha:ifself o ourese
principles upor which it was founded are e;plamt.ed by Mr.d a Y b ﬁr’5t o osed s
concerning money and trade. which he published in Scotlanc wh e P her works
project. The splcﬁdid but visionary ideas which are set forth in't aL zzm ool and
upon the same principles. still continue to make an 1mprei§|on w;;] T e re been
have, perhaps, in part, contributed to thhat e)](c::z of banking,
complained of, both in Scotland and in other places. ‘ o 1t was
Prhe egaonl\' of England is the greatest bank of cnrculatl(zlr;r :;r[:e Eré:tp:eall, e
incorporated. in pursuance of an act of parliament, by a charter \‘11n B 00,000 for
the 27th of July 1694. It at that time advanced to government t et o et ;)er ok and
an annuity of £100,000, or for £ 96,000 a-year, interest at the r? e:the D et
£4,000 year for the expense of management. The credlé o e e S hen it was
established by the Revolution, we may believe, must have been ry R
obliged to borrow at so high an interest. _ . . engrafiment of
i ki sone b e LS 220117

£1,001,171:10s. Its whole capital stock, t : O 1696, tallics
5. Th i £ public credit. In R
10s. This engraftment is said to have been for the support 0 pd lic s at twenty per

i i t, an
had been at forty, and fifty, and sixty, per cent discount, r e time, the
cent. [22] Duri:g'the great re-coinage of the silver, which was going on @

i i s, which necessarily
bank had thought proper to discontinue the payment of its note
occasioned their discredit.

i 301.
[22] James Postlethwaite's History of the Public Revenue, p 3
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In pursuance of the 7th Anne, c. 7, the bank advanced and paid into the exchequer
the sum of £400,000; making in all the sum of £1,600,000, which it had advanced upon
its original annuity of £96,000 interest, and £4,000 for expense of management. In 1708,
therefore, the credit of government was as good as that of private persons, since it could
borrow at six per cent interest, the common legal and market rate of those times. In
pursuance of the same act, the bank cancelled exchequer bills to the amount of £
1,775,027: 17s: 10%d. at six per cent interest, and was at the same time allowed to take in
subscriptions for doubling its capital. In 1703, therefore, the capital of the bank amounted
to £4,402,343; and it had advanced to government the sum of £3,375,027:17:10%d.

By a call of fifteen per cent in 1709, there was paid in, and made stock, £
656,204:1:9d.; and by another of ten per cent in 1710, £501,448:12:11d. In consequence
of those two calls, therefore, the bank capital amounted to £ 5,559,995: 14:8d.

In pursuance of the 3rd George I. c.8, the bank delivered up two millions of

exchequer Bills to be cancelled. It had at this time, therefore, advanced to government
£5,375,027:17 10d. In pursuance of the 8th George I. ¢.21, the bank purchased of the
South-sea company, stock to the amount of £4,000,000: and in 1722, in consequence of
the subscriptions which it had taken in for enabling it to make this purchase, its capital
stock was increased by £ 3,400,000. At this time, therefore, the bank had advanced to the
public £ 9,375,027 17s. 10%d.; and its capital stock amounted only to £ 8,959.995:14:8d.
It was upon this occasion that the sum which the bank had advanced to the public, and for
which it received interest, began first to exceed its capital stock, or the sum for which it
paid a dividend to the proprietors of bank stock; or, in other words, that the bank began to
have an undivided capital, over and above its divided one. It has continued to have an
undivided capital of the same kind ever since. In 1746, the bank had, upon different
ogcasions, advanced to the public £11,686,800, and its divided capital had been raised by
different calls and subscriptions to £ 10,780,000. The state of those two sums has
continued to be the same ever since. In pursuance of the 4th of George 111. ¢.25, the bank
agreed to pay to government for the renewal of its charter £110,000, without interest or
re-payment. This sum, therefore did not increase either of those two other sums.
_ The dividend of the bank has varied according to the variations in the rate of the
mter.est which it has, at different times, received for the money it had advanced to the
public, as well as according to other circumstances. This rate of interest has gradually
been reduced from eight to three per cent. For some years past, the bank dividend has
been at five and a half per cent.

The stability of the bank of England is equal to that of the British government. All
g:;l];tgl:rfk'cilgvirz)ced to the public must be lost before its creditors can sustain any loss. No
i thangsix]?niag;% in England can be established by act of parliament, or can consist

_ ers. It acts, not only as an ordinary bank, but as a great engine of
sttfltel:]. It receives ar}d pays the greater part of the annuities which are due to the creditors
me)uitpg?liﬁ;e ‘:aﬁgc::ge; ae}):cthequer bills; and it advances to government the annual
thereafter. In these different axes,‘whlc}} are frequently not.pald up till some years
obliged it without any fault of 1 drectors 1o oo cn o o e have
money. It ikewise discounts mer lhs n:el;:.tors, to overstock the c1rcu}at10n with paper

supported the credit of the rinc'c ?rl:ts ills, and has, upon several different occasions,
Holland. Upon one occasior? o 112363 ouses, not only of England, but gf Hamburgh and
week, about £1,600.000. gr’eat s l{ is said tp have advanced for this purpose, in on¢

’ OV, part of it in bullion. I do not, however, pretend to warrant
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cither the greatness of the sum, or the shortness of thg tirr}e. l_Jpon other occasions, this
cat company has been reduced to the necessity of paying in SIXpences. ]
d It is not by augmenting the capital of the country, but by rendering a greater p‘aljt o
that capital ac'tive and productive than yvould otherwise be so, that thenmofSthJi;‘dcl:Ki);S]
operations of banking can increase the industry of the country. That pa ;) weI;i :
which a dealer s obliged to keep by him unemp}oyed and in rgady money, (1)1r aniuatio rslg
occasional demands. is so much dead stqck, which, so lopg Z}S'lt remains in this f51b uatior R
produces nothing. either to him or to }ns country. The Jud1c1pus ope]?t‘lotns n(:ateria}s t(g)
enable him to convert this dead stock into active .arhld productive stock; in 0 e
work upon; into tools to work with: a;]nd l?]t.o pr?:nslgrls a}:csi Zgﬁ;ntsrt;n%; eog:;vld o ;ilver
which produces something both to himself and to ; . :
i:?;iy whicr? circulates in any country, ar)d by means of which, the prodl_lcei :E }:;ssl:l;(:
and labour is annually circulated and distributed to the proper consumerls, 1; e e
manner as the ready money of the dealer,hgll deac;lhstock.nitr;s '?h‘;ejrgd\i/; :35 :pzrations e
capital of the country, which prgduces nothing to the cou f'th‘s o . enable
banking. by substituting paper in the room of a great part of thi dg dand sto’ck- e
the country to convert a great part of this dead stock into active and p AP v;hich
stock which produces something to the country. The gold and si oy e i
i tes in any country may very properly be compared to a highway, which,
z;:zllill;es and carries to market all the grass and cof"tl) of ‘:h: cogx;t;);:)sirgiiugce?fltlsegar;otb 2
ingle pile of either. The judicious operations of banking, : ,
lefweg so violent a metaphor, a sort of waggon-way through the air, er(;able tt;_:aelc(;)sur:z
to convert, as it were, a great part of its highways into good pastgresl, ag C(:lmlabour -and
thereby to increase. very considerably, the annua'l. produce of its alnd and 200 h.they
commerce and industry of the country, however, it must be ackntcl)w ethge ;re o ‘i they
may be somewhat augmented, cannot be altogether so secure, w ;n f}?e e ,abom
were, suspended upon the Dzdalian wings of paper money, as v(\j/ etn o \Z/hich ey are
upon the solid ground of gold and silver. Over and above the accidents
exposed from the unskilfulness of the conductors of this p

aper money, they are liable to
i them.

several others, from which no prudence or skill of those conductors can guard

An unsuccessful war, for example, In W

hich the enemy got possession of the capltallc,1
. u

and consequently of that treasure which supported the credit ofl the piﬁ;:igo\r;?;’c\;’roried
occasion a much greater confusion in a country where the who edmgcb old and silver.
on by paper, than in one where the greater part of it was carried O yoﬁld be made but
The usual instrument of commerce having lost its value, no eTchal}ggieiSnC aper money, the
either by barter or upon credit. All taxes having been usually pa‘fu ishr;ﬂs magazi’ne s
prince would not have wherewithal either to pay h_'s troops, of to I'Tt}the reater part of
and the state of the country would be much more lrretrleyable thaq 1 t gmaintain his
its circulation had consisted in gold and silver. A prince, anXlogs ho ought upon
dominions at all times in the state in which he can most .ea'slly.deferg ; :;n r’nonfy which
this account to guard not only against that excessive rpult‘Pllcat‘O'; N l'pcar;ion of it which
ruins the very banks which issue it, but even ?gamst that mtu tl&ilth "
enables them to fill the greater part of the circulation 'of the coug‘r)"d b int;) wo different

The circulation of every country may be considered as divide Jation between the
branches; the circulation of the dealers with one another, and the Clt‘Cl;‘ a o or metal,
dealers and the consumers. Though the same pieces of money, whetner pap
may be employed sometimes in the one circulat

ion and sometimes in the other; yet asf
i i i ck of money, 0
both are constantly going on at the same time, each requires a certain sto y
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one kind or another, to carry it on. The value of the goods circulated between the
different dealers never can exceed the value of those circulated between the dealers and
the consumers; whatever is bought by the dealers being ultimately destined to be sold to
the consumers. The circulation between the dealers, as it is carried on by wholesale,
requires generally a pretty large sum for every particular transaction. That between the
dealers and the consumers, on the contrary, as it is generally carried on by retail,
frequently requires but very small ones, a shilling, or even a halfpenny, being often
sufficient. But small sums circulate much faster than large ones. A shilling changes
masters more frequently than a guinea, and a halfpenny more frequently than a shilling.
Though the annual purchases of all the consumers, therefore, are at least equal in value to
those of all the dealers, they can generally be transacted with a much smaller quantity of
money; the same pieces, by a more rapid circulation, serving as the instrument of many
more purchases of the one kind than of the other.

Paper money may be so regulated as either to confine itself very much to the
circulation between the different dealers, or to extend itself likewise to a great part of that
between the dealers and the consumers. Where no bank notes are circulated under £10
value, as in London, paper money confines itself very much to the circulation between
the dealers. When a ten pound bank note comes into the hands of a consumer, he is
generally obliged to change it at the first shop where he has occasion to purchase five
shillings worth of goods; so that it often returns into the hands of a dealer before the
consumer has spent the fortieth part of the money. Where bank notes are issued for so
small sums as 20s. as in Scotland, paper money extends itself to a considerable part of the
circulation between dealers and consumers. Before the Act of parliament which put a stop
to the circulation of ten and five shilling notes, it filled a still greater part of that
circulation. In the currencies of North America, paper was commonly issued for so small
a sum as a shilling, and filled almost the whole of that circulation. In some paper
currencies of Yorkshire, it was issued even for so small a sum as a sixpence.

Where the issuing of bank notes for such very small sums is allowed, and commonly
practised, many mean people are both enabled and encouraged to become bankers. A
person whose promissory note for £5, or even for 20s. would be rejected by everybody,
VYlll get it to be received without scruple when it is issued for so small a sum as 2
sixpence. But the frequent bankruptcies to which such beggarly bankers must be liable,
may occasion a very considerable inconveniency, and sometimes even a very great
calamity, to many poor people who had received their notes in payment.

. smglgfrsi ;ett}f;;%esrh;ps, that no bank notes were issued in any part of the kingdom for
the Kingdom, to the c irapTrtmonEy would then,‘probably, confine itself, in every part of
present in L(;ndon o cula lgn ketween the‘ different dealers, as much as it _does at
Pt of the Kin dor’n N Sre no h‘ar;] notes are 1§sued under £10 value;. £5 being, in most
the quantity ofggooés isu?sw ich, thoqgh it will pgrchase, perhaps, little more than half
1 > much considered, and is as seldom spent all at once, as £10

are amidst the profuse expense of London.
betw\g/e}rlleiieegltl::raﬁgn;gél :r is to be Ebserved, is prc?tty much confined to the circulfition
Where it extends ftsolf o Z, as a?d ondon, there is al»\_rays p}enty of gold and silver.
consumers, as in Scotland angon'flll erable' P e 01.rcula_1t1on petween dealers‘and
almost ent’irely from the ’counts l- r:lore m North Am.e rica, it bamghes gold'anql silver
commerce being thus carried Onrl))/, almost all the ordlr.\ary transactions of its interior
notes, somewhat relieved th Y paper. The suppression of ten and five shilling ba}nk
’ ved the scarcity of gold and silver in Scotland; and the suppression
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f twenty shilling notes will probably relieve it still more. Those metals are sald‘ to have
(t)) ome more abundant in America, since the suppression of some of. their _pape;
z:rencies They are said likewise, to have been more abundant before the institution 0
¢ . ,

encies. ' .
thos?r;l(l)r:gh paper money should be pretty much confined to the circulation between

dealers and dealers, yet banks and bankers might still be able to give nearly the same

i 1 of the country, as they had done when paper
assistance to the industry and commerce ry ey R o abliged 0

d almost the whole circulation. The regdy money W . |
rl?e?anel))lyﬁrllli; %for answering occasional demands, is destined altogether for the_c1rcula‘l(tlon
bet\I:'een hin;self and other dealers of whom he buyfs gogdsfl He has no oscctsvlson t;e e;ig

i i i imself and the consumers,
by him for the circulation between )11m§e ‘ ‘
2cullx}sltoni/ers and who bring ready money to him, instead 0; takm%1 any from hln;a’ggggi};
’ llowed to be issued, but for such sums as wou i
no paper money, therefore, was a ‘ s s WOl o g
i i between dealers and dealers; yet partly Dy
e o e oar i h-accounts, banks and bankers
{ bills of exchange, and partly by lending upon cash- \ .
:ﬁ?ght still be able to relieve the greater part of those dealers from t'he nedceSSI(t))rl1 eof
keeping any considerable part of their stock by them unemployfad, and in ready rptam}:/e,
for answering occasional demands. They might still be able tfo give Lhe (;Jtmost assis
i i iety gi ders of every kind.

hich banks and bankers can with propriety give to traders ol © .
) ‘CTo restrain private people, it may be said, from receiving in payment the prom1§lsl(i);y
notes of a banker for any sum, whether great or small, when they themsel\lfﬁs are \;:ll) Ourgs
to receive them; or, to restrain a banker from issuing s;xchh notc:s, v;/}lu;rl ;l; Vlvsh ?ce}:glt bours

illi ’ i i iolation of that natural li ,
are willing to accept of them, 15 2 manifest vio .
proper bu%iness of law not to infringe, but to support. S}xch regulations may, ;\tci)ocrj‘:u(l));,tl})‘:
considered as in some respect a violation of natural I:jberty. ItBhut tst;(éls;i;xz fhons 0 ole
L . . .

natural liberty of a few individuals, which might enaanger .
society, are,rtznd ought to be, restrained by the laws of all governments; of the most free,

as well as or the most despotical. The obligation of building party walls, in order to

prevent the communication of fire, is a violatiory of natural liberty, gxactly of the same
kind with the regulations of the bapkigmg Lradet‘v;;hlci::s:;z hte’:)rle ggggzseo f doubted credit

r money, consisting in bank notes, =5 _ :
payaﬁlepigzn ?emar);d, without %my condition, and, in fact, alyvays readily ;;zii:ieasg (s)(l)(;)r:11 2(51
presented, is, in every respect, equal in value to gold {md .sﬂver mor;f:ty;)r e ouch
silver money can at anytime be had for it. Whatever 1S elthelrd t;]oug Lor s gold and
paper, must necessarily be bought or sold as cheap as it could have

silver.

. . . d
The increase of paper money, it has been said, by augmenting the quantity, an

i s the
consequently diminishing the value, of the whole currency, qecesil;l:gh?;l%if: from
money price of commodities. But as the quantity of gold ?md_S' Vdes; d to it, paper money
the currency, is always equal to the quantity of paper which is a - th(:. basinning of
does not necessarily increase the quantity of the whole currency. ¥ o Scotland than in
the last century to the present time, provisions never were Chea‘f o tes. there was then
1759, though, from the circulation of ten and five shilling ban n}(;)etvs;een the price of
more paper money in the country than at present. The proportion bofore the great
provisions in Scotland and that in England is the same nowo_:ltsoccasions fully as 48 ;
multiplication of banking companies in Scotlz}nd. Com is, up(;n m - money in ,E ngland, 3
cheap in England as in France, though there is a great deal of pap blished his Political
and scarce any in France. In 1751 and 1752, when Mr. Hume pu
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Discourses, and soon after the great multiplication of paper money in Scotiand, there was
a very sensible rise in the price of provisions, owing, probably, to the badness of the
seasons, and not to the multiplication of paper money.

It would be otherwise, indeed, with a paper money, consisting in promissory notes,
of which the immediate payment depended, in any respect, either upon the good will of
those who issued them, or upon a condition which the holder of the notes might not
always have it in his power to fulfil, or of which the payment was not exigible till after a
certain number of years, and which, in the mean time, bore no interest. Such a paper
money would, no doubt, fall more or less below the value of gold and silver, according as
the difficulty or uncertainty of obtaining immediate payment was supposed to be greater
or less, or according to the greater or less distance of time at which payment was exigible.
. Some years ago the different banking companies of Scotland were in the practice of
inserting into their bank notes, what they called an optional clause; by which they
promised payment to the bearer, either as soon as the note should be presented, or, in the
option of the directors, six months after such presentment, together with the legal interest
for the said six months. The directors of some of those banks sometimes took advantage
of this optional clause, and sometimes threatened those who demanded gold and silver in
exchange for a considerable number of their notes, that they would take advantage of it,
unles§ such demanders would content themselves with a part of what they demanded. The
promissory notes of those banking companies constituted, at that time, the far greater part
of the currency of Scotland, which this uncertainty of payment necessarily degraded
belov\{ value.of gold and silver money. During the continuance of this abuse (which
prev?lled chiefly in 1762, 1763, and 1764), while the exchange between London and
Car}lsle was at par, that between London and Dumfries would sometimes be four per cent
against Dumfries, though this town is not thirty miles distant from Carlisle. But at
Carlisle, bills were paid in gold and silver; whereas at Dumfries they were paid in Scotch
bank notes; and the uncertainty of getting these bank notes exchanged for gold and silver
coin, had thus fiegraded them four per cent below the value of that coin. The same act of
par!lament which suppressed ten and five shilling bank notes, suppressed likewise this
optional clause, and thereby restored the exchange between England and Scotland to its
natur[al rate, or to what the course of trade and remittances might happen to make it.
et epended o s con e . o rin
change of 2 guinea o th con 1t1qn, that.the holde.:r. of the' note should bring the
otes might frequentl f‘edp_cirson wl_lo issued it; a condition which the holders of such
currency below the v)zlllul: oé \;)T(.iy dlctl‘ﬁc"lllt (0 1ulfil, and whick mus.t have degradefi o
declared all such clanses unlagf ; and silver money. An act of parliament, accordingly,

s wful, and suppressed, in the same manner as in Scotland, all
p Thsory notes, payal;le to the bearer, under 20s. value.

bearer snpgsr?]rarclgrrsnfl.es of North America consistc?d, not in bank notes payable to t}}e
» but in a government paper, of which the paym igible till

several years after it was issued; and though payment was 1ot =8
the holders of this paper. they d:e o Otutg t;che colqny govemments‘pald no interest t0
payment for the full valu,e for which it vs:a ot B r.endered i, 2 logal t;nder o
perfectly good, £100. payable fiteen s lssu;:d. But allowing the cplony security to be
interest is at six per cent, is worth little njllzarsh ence, for example, in a cguntry where
therefore, to accept of this as full payment ;e t acril 40 ready money. To gbllge a (fred]tor’
money, was an act of such violent injustice ¥ ah ebt of £100, actually paid down in ready
government of any other country which pret as has scarce, perhaps, been attempted by the
ich pretended to be free. It bears the evident marks of
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having origirally been, what the honest and. downfight Doctor Douglas assures us 1t was,
a scheme of fraudulent debtors to cheat'th_elr creditors. The govemment of Pennsylvania,
indeed, pretended. upon their first emission of paper money, in 172.2, to”rer;]der th;lr
paper of equal value with go}d and sxl.ver, by enacting penalties against a ]t ose who
made any dirference in the price of their goods when thgy sold them for a colony paper,
and when they sold them for gold and silver, a regulation equal!y. tyrannical, but much
less, effectual. than that which it was meant to support. A posmve.lavx.' may r‘ender a
shilling a legal tender for a guinea, because it may c'llrect the courts.of justice to discharge
the debtor who has made that tender; but no positive law can oblige a person whq sells
goods, and who is at liberty to sell or not to sell as he p.leases, to accept ofa shllllpg as
equivalent to a guinea in the price of them. Notwithstandlqg any regulation of th1§ kind, it
appeared, by the course of exchange with Great Brnta}n, that £100 stgrlmg was
occasionally considered as equivalent, in some of the colonies, t'o_£130, and in F)thers to
so great a sum as £1100 currency; this difference in the val.ue arising from thc? dlfferencg
in the quantity of paper emitted in the different colpmes, and in the distance an
probability of the term of its final discharge and redemption. ' .

No law. therefore, could be more equitable than the act of parliament, sO unjustly
complained of in the colonies, which declared, that no paper currency to be emitted there
in time coming, should be a legal tender of payment. .

Pennsylvania was always more moderate in its emissions of paper money than any
other of our colonies. Its paper currency, accordingly, is said never to have sunk t;el_ow
the value of the gold and silver which was current in the colgny before the ﬁrst .emISSfl(.)n
of its paper money. Betore that emission, the colony had ralsefi the denomlnatlon 0.335
coin, and had, by act of assembly, ordered 5s. sterling to pass in the colonies for 6s:3d.,
and afterwzrds for 6s:8d. A pound, colony currency, therefore, even when that c':urr.enCﬁ
was gold and silver, was more than thirty per cent below the value of £1 s.terlmg, an
when that cuirency was turned into paper, it was seldom much more than thirty per ce:t
below that value. The pretence for raising the denomination of the coin was to prevent the
exportation of gold and silver, by making equal quantities of those metals pass for lglreatt}e:r
sums in the colony than they did in the mother country. }t was foupd, however, t a(; the
price of all goods from the mother country rose exactly in proportion as they raised the
denomination of their coin, so that their gold and silver were exported as f:jlst as ever.

The paper of each colony being received in the payment of the provmqal taxes, for
the full value for which it had been issued, it necessarily derived from this use some
additional value, over and above what it would have had, frorp the .r'eal or supposed
distance of the term of its final discharge and redemption. This additional t\)/alue v:last
greater or less, according as the quantity of paper issueq was more or le.ssha- ovedv;/t z;t
could be employed in the payment of the taxes of the particular cc_)lon)‘/ which issued 1t.
was in all the colonies very much above what could be' employ_ed in this mar(lingr. Aina

A prince, who should enact that a certain proportion of his taxes sho_ul e pai in
paper money of a certain kind, might thereby give a gertam value to t}:jls lpapetrh;nrou oyr;
even though the term of its final discharge and redemption should depend a totg: uanF;ity
the will of the prince. If the bank which issued this paper was careful to keep the g

of it always somewhat below what could easily be employed in this manner, the demand

for it might be such as to make it even bear a premium, Of sel! for somew
market than the quantity of gold or silver currency for which it was 1ssu€
account in this manner for what is called the agio 0 .
superiority of bank money over current money. though this bank money,

hat more in the
d. Some people

f the bank of Amsterdam, or for the
as they pretend,
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cannot be taken out of the bank at the will of the owner. The greater part of foreign bills
of exchange must be paid in bank money, that is, by a transfer in the books of the bank;
and the directors of the bank, they allege, are careful to keep the whole quantity of ban]z
money always below what this use occasions a demand for. It is upon this account, the
say, the bank money sells for a premium, or bears an agio of four or five per cent ;bov};
the same nominal sum of the gold and silver currency of the country. This account of the
bank of Amsterdam, however, it will appear hereafter, is in a great measure chimerical
A paper currency which falls below the value of gold and silver coin, does hot
thereby sink the value of those metals, or occasion equal quantities of them tc; exchange
for a smallfer quantity of goods of any other kind. The proportion between the value of
gold and silver and that of goods of any other kind, depends in all cases, not upon the
nature and quantity of any particular paper money, which may be current in any
pan!cular country, but upon the richness or poverty of the mines, which happen at any
particular time to supply the great market of the commercial world with those metals. It
deper‘lds upon t}}e proportion between the quantity of labour which is necessary in 0r£ier
to bring a certain quantity of gold and silver to market, and that which is necessary in
order to bring thither a certain quantity of any other sort of goods.
" ;f bankers are restrained frqm issuing any circulating bank notes, or notes payable to
the e;rer, for less thar} a certain sum; and if they are subjected to the obligation of an
1:1;21: niate an‘dh unconditional payment of such bank notes as soon as presented, their
e mu;{’]}zgtiosnafeft}t; to kt.he public, bg rgndered in all other respects perfectly free. The
e m:n o (I) han ing companies in both pa}rts of the united kingdom, an event by
recurity oft)}llep uglie Ietwe{) l.be:en much alarmed, instead of diminishing, increases the
by ot extend?n t;. It obliges all of them t'o be more circumspect in their conduct, and,
oy o exe aingSt thelr currency beyond 1t§ due proportion to their cash, to guard
ahays readygto ot ose malicious runs, vyh1ch the rivalship of so many competitors is
s ey o g L{pon them. It restrains t.he circulation of each particular company
i o o circle, a1‘1d r§duces their circulating notes to a smaller number. By
d g the W 91e circulation into a greater number of parts, the failure of any one
ompany, an accident which, in the i " :
loss bonaequence o th b,' > course of things, must sometimes happen, becomes of
Thara] e ES: }V)vgt}]llc}; "l.“hls free competition, too, obliges all bankers to be more
goneral. if any branc}% o ;ra dt eir customers, lest their rivals should carry them away. In
e, or any division of labour, be advantageo he public
the freer and more general the competition, it wi geous to fhe P ’
, it will always be the more so.

CHAPTER 111

(I?F THE ACCUMULATION OF CAPITAL, OR OF
RODUCTIVE AND UNPRODUCTIVE LABOUR

There i .

bestowed: tlsle(;zei:z:o(t)}f labo}:x_r which adds to the value of the subject upon which it is
may be called producti\fr Whlch has no such effect. The former as it produces a value,
manufacturer adds gener. el,lt e latter, unproductive labour. [23] Thus the labour of @
his own maintenancge an?j yft;)‘.the valu? of the materials which he works upon, that of
contrary, adds to the value 0 ¢ is master's profit. The labour of a menial servant, on the
to him by his master, he in0 n](')thmg' Thf’ugh the manufacturer has his wages advanced
generally restored, t ’ reality costs him no expense, the value of those wages being

, together with a profit, in the improved value of the subject upon which
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owed. But the maintenance of a menial servant never is restored. A man
1ploying a multitude of manufacturers; he grows poor by maintaining a
e labour of the latter, however, has its value, and
deserves its reward as well as that of the former. But the labour of the manufacturer fixes
and realizes itself in some particular subject or vendible commodity, which lasts for some
fime at least after that labour is past. It is, as it were, @ certain quantity of labour stocked
and stored up. to be employed. if necessary, upon some other occasion. That subject, or,
what is the same thing. the price of that subject, can afterwards, if necessary, put into
motion a quantity of labour equal to that which had originally produced it. The labour of
the menial servant. on the contrary, does not fix or realize itself in any particular subject

or vendible commodity. His services generally peris i

h in the very instant of their
performance, and seldom leave any trace of value behind them, for which an equal
quantity

his labour is best

grows rich by en
multitude or menial servants. Th

of service could afterwards be procured.

rning and ingenuity have used those words in a

[23] Some French authors of great lea
f the fourth book, [ shall endeavour to show that

different sense. In the last chapter 0
their sense is an improper one.

The labour of some of the most respectable orders in the society is, like that of
menial servants. unproductive of any value, and does not fix or realize itself in any
permanent subject. or vendible commodity, which endures after that labour is past, and
for which an equal quantity of labour could afterwards be procured. The sovereign, for
example, with all the officers both of justice and war who serve under him, the whole
army and navy, are unproductive labourers. They are the servants of the public, and are
maintained by a part of the annual produce of the industry of other people. Their service,
how honourable. how useful, or how necessary soever, produces nothing for which an
equal quantity of service can afterwards be procured. The protection, security, and
defence, of the commonwealth, the effect of their labour this year, will not purchase its
protection, security. and defence, for the year to come. In the same class must be ranked,
some both of the gravest and most important, and some of the most frivolous professions;
churchmen, lawyers, physicians, men of letters of all kinds; players, buffoons, mgsicians,
opera-singers, opera-dancers, €tc. The labour of the meanest of these has a certain value,
regulated by the very same principles which regulate that of every other sort of labour;
and that of the noblest and most useful, produces nothing which could afterwards
purchase or procure an equal quantity of labour. Like the declamation of the acto'r, the
harangue of the orator, or the tune of the musician, the work of all of them perishes in the
very instant of its production.
Both productive and unproductive labourers, and those who do not labour at all, are
all equally maintained by the annual produce of the land and labour of the country. This
produce, how great soever, can never be infinite, but must have certain limits. According,

therefore, as a smaller or greater proportion of it is in any one year employed ?n
one case, and the less In the other, will

maintaining unproductive hands, the more in the _
remain for the productive, and the next year's produce will be greater Of smaller
accordingly; the whole annual produce, if we except the spontaneous productions of the

earth, being the effect of productive labour. ‘
Though the whole annual produce of the land and labour of every country 1§ 1O

doubt ultimately destined for supplying the consumption of its inhabitants, and for
procuring a revenue to them; yet when it first comes either from the ground, or from the
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hands of the productive labourers, it naturally divides itself into two parts. One of them
and frequently the largest, is, in the first place, destined for replacing a capital, or fo;
renewing the provisions, materials, and finished work, which had been withdrawn from a
capital; the other for constituting a revenue either to the owner of this capital, as the profit
of his stock, or to some other person, as the rent of his land. Thus, of the produce of land
one part replaces the capital of the farmer; the other pays his profit and the rent of thé
lapdlord; and thus constitutes a revenue both to the owner of this capital, as the profits of
his stock, and‘to some other person as the rent of his land. Of the produce of a great
mar}ufactory, in the same manner, one part, and that always the largest, replaces the
capital of the undertaker of the work; the other pays his profit, and thus constitutes a
revenue to the owner of this capital.

’[jhat part of the annual produce of the land and labour of any country which replaces
a capital, never is immediately employed to maintain any but producti\;e hands. It pays
the wages of.productive labour only. That which is immediately destined for constituting
a revenue, either as profit or as rent, may maintain indifferently either productive or
unproductive hands.

Whateve.r part of his stock a man employs as a capital, he always expects it to be
replaced to him with a profit. He employs it, therefore, in maintaining productive hands
o}iﬂy; and after having served in the function of a capital to him, it constitutes a revenue to
L 'er:il. }\lNhenev&?r he employs any part of it in maintaining unproductive hands of any

ind, that part is from that moment withdrawn from his capital, and placed in his stock

reserved for immediate consumption. ~
reveg;?rgi(tl}lll::wf? l?bgurel:s, and those who do not labour at all, are all maintained by
constitu;in ) ;e ;25, y that part of.the annual prodgce which is originally destined for
O rofts of s%ock- Ornsue todiome particular persons, either as the rent of land, or as the
B oapital, and %or ,m e'cotn' Ys by that part which, though originally destined for replacing
b v’vhatever ailn afm_mg productive labourers qnly, yet when it comes into their
emplo’yedinmaintz‘ - of 1;. is over apd above th_elr necessary subsistence, may be
ol the groat and] m(ling 1r}11 1fferently either productive or unproductive hands. Thus, not
oo et ord or t e Tlch merc_:hant, but even the common workman, if his wages
ppctshon an,dmsay maintain a menial servant; or he may sometimes go to a play ora
e o; " m(; contribute his share towards maintaining one set of unproductive
h honourab’le s ﬁﬁ pa()i' s((i)me taxes, and thus help to maintain another set, more
it bé elrrll eed, but equa!ly unproductive. No part of the annual produce,
maintain’ing i o}?gmall).' destme_d to replace a capital, is ever directed towards
T lvlel ﬁnd;, till after it has put into motion its full complement of
ek T W,O rkma that it could put into motion in the way in which it was
IR o :ln_ n:}lllst have earned his wages by work done, before he can
his spare revenue only :f] w}lls r}lllanner_ That part, too, is generally but a small one. It is
generally have some, h;wever'Ianpirr(l) (tjl?:n;e s have seldom a great d?al' i
may compensate, in some me;sure th . 0ftax§s, the grea?ness of their number
and the profits of stock o oo he smallness of their contribution. The rent of land
unproductive hands derive theirvseﬁ\szs’teerrfé th’le“l:efore, e Principay sources from WhiCh
the owners have generally most (o spmne %h ese are the two sorts of revenue of which
productive or unproductive hands T}Fe ey might both maintain indifferently, elter
latter. The expense of a great lor(i feeg o et 0 pave some predilection for ¢
rich merchant, though with his capn lshgener‘a“y' more idle than industrious people The
pital he maintains industrious people only, yet by his
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expense, that is, by the employment of his revenue, he feeds commonly the very same
sort as the great lord.

The proportion, therefore, between the productive and unproductive hands, depends
very much in every country upon the proportion between that part of the annual produce,
which, as soon as it comes either from the ground, or from the hands of the productive
labourers, is destined for replacing a capital, and that which is destined for constituting a
revenue, either as rent or as profit. This proportion is very different in rich from what it is
in poor countries.

Thus, at present, in the opulent countries of Europe, a very large, frequently the
largest, portion of the produce of the land, is destined for replacing the capital of the rich
and independent farmer; the other for paying his profits, and the rent of the landlord. But
anciently, during the prevalency of the feudal government, a very small portion of the
produce was sufficient to replace the capital employed in cultivation. It consisted
commonly in a few wretched cattle, maintained altogether by the spontaneous produce of
uncultivated land, and which might, therefore, be considered as a part of that spontancous
produce. It generally, too, belonged to the landlord, and was by him advanced to the
occupiers of the land. All the rest of the produce properly belonged to him too, either as
rent for his land, or as profit upon this paltry capital. The occupiers of land were
generally bond-men, whose persons and effects were equally his property. Those who
were not bond-men were tenants at will; and though the rent which they paid was often
nominally little more than a quit-rent, it really amounted to the whole produce of the
land. Their lord could at all times command their labour in peace and their service in war.
Though they lived at a distance from his house, they were equally dependent upon him as
his retainers who lived in it. But the whole produce of the land undoubtedly belongs to
him, who can dispose of the labour and service of all those whom it maintains. In the
present state of Europe, the share of the landlord seldom exceeds a third, sometimes not a

fourth part of the whole produce of the land. The rent of land, however, in all the
improved parts of the country, has been tripled and quadrupled since those ancient times;
and this third or fourth part of the annual produce is, it seems, three or four times greater
than the whole had been before. In the progress of improvement, rent, though it increases
in proportion to the extent, diminishes in proportion to the produce of the land.

In the opulent countries of Europe, great capitals are at present employed in trade
and manufactures. In the ancient state, the little trade that was stirring, and the few
homely and coarse manufactures that were carried on, required but very small capitals.
These, however, must have yielded very large profits. The rate of interest was nowhere
less than ten per cent and their profits must have been sufficient to afford this great

interest. At present, the rate of interest, in the improved parts of Europe, is nowhere

higher than six per cent; and in some of the most improved, it is so low as four, three, and
f the inhabitants which is derived from the

two per cent. Though that part of the revenue 0
profits of stock, is always much greater in rich than in poor countries, it is because the
stock is much greater; in proportion to the stock, the profits are generally chh less.

That part of the annual produce, therefore, which, as soon as it comes el'fher from'the
ground, or from the hands of the productive labourers, is destined for replacing a capital,
is not only much greater in rich than in poo
proportion to that which is immediately destined for co
or as profit. The funds destined for the maintenance 0
much greater in the former than in the latter, but bear a mu

¢ countries, but bears a much greater
nstituting a revenue either as rent
f productive labour are not only &
ch greater proportion to those
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which, though they may be employed to maintain either productive or unproductive
hands, have generally a predilection for the latter.

The proportion between those different funds necessarily determines in every
country the general character of the inhabitants as to industry or idleness. We are more
industrious than our forefathers, because, in the present times, the funds destined for the
maintenance of industry are much greater in proportion to those which are likely to be
employed in the maintenance of idleness, than they were two or three centuries ago. Qur
ancestors were idle for want of a sufficient encouragement to industry. It is better, says
the proverb, to play for nothing, than to work for nothing.\ln mercantile and
manufacturing towns, where the inferior ranks of people are chiefly maintained by the
employment of capital, they are in general industrious, sober, and thriving; as in many
English, and in most Dutch towns. In those towns which are principally supported by the
constant or occasional residence of a court, and in which the inferior ranks of people are
CW%W in general idle, dissolute, and
poor; as at Rome, Versailles, Compiegne, and Fontainbleau. If you except Rouen and
Bourdeaux, there is little trade or industry in any of the parliament towns of France; and
the inferior ranks of people, being chiefly maintained by the expense of the members of
the courts of justice, and of those who come to plead before them, are in general idle and
poor. The great trade of Rouen and Bourdeaux seems to be altogether the effect of their
situation. Rouen is necessarily the entrepdt of almost all the goods which are brought
either from foreign countries, or from the maritime provinces of France, for the
consumption of the great city of Paris. Bourdeaux is, in the same manner, the entrepdt of
the wines which grow upon the banks of the Garronne, and of the rivers which run into it,
one of the richest wine countries in the world, and which seems to produce the wine
ﬁﬁest for exportation, or best suited to the taste of foreign nations. Such advantageous
situations necessarily attract a great capital by the great employment which they afford it;
and the employment of this capital is the cause of the industry of those two cities. In the
other parliament towns of France, very little more capital seems fo be employed than
what is necessary for supplying their own consumption; that is, little more than the
smallest capital which can be employed in them. The same thing may be said of Paris,
Madrid, and Vienna. Of those three cities, Paris is by far the most industrious, but Paris
itself is tl}e principal market of all the manufactures established at Paris, and its own
consumption is the principal object of all the trade which it carries on. London, Lisbon,
and Copenhagen, are, perhaps, the only three cities in Europe, which are both the
cons‘tzjmt re51_dence of a court, and can at the same time be considered as trading cities, or
as c1t1§s which t.rade_ not only for their own consumption, but for that of other cities and
com;nmes. The 51Euat|on of all the three is extremely advantageous, and naturally fits them
to be the entr_epots of a great part of the goods destined for the consumption of distant
places. In a city where a great revenue is spent, to employ with advantage a capital for
z?f}‘lﬁ::)l:?tetrhap:riﬂocs)ieﬂi]:nvv?rhsu}?pl'yifng~ the consumption of that city, is probably more
what they derive from the 1: tle inferior ranks of pegple have: no other maintenance but
of the people who are maintr:ip Oglrlllenlt1 of such a capital. The idleness (?f .the greater part
industry of those who ought t:‘; Y the expense of revenue, corrupts, it is probable, the
it less advantageous to en% lo ) mz'lmltamed oy th? employment of capital, anfi renders
or industry in Edinburgh bEfoZeat }fa%ta_ there than in other place§. There was little trade
be assembled in it, when it ceasedet 111)10“}; e the SCOt'Ch parliament N longe'r.to
and gentry of Sco’tland it became o oy o essary re31den9e of the prlnglpal no.blhty

> a city of some trade and industry. It still continues,
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however, to be the residence of the principal courts of justice in Scotlgnd, of the boards gf
customs and excise, etc. A considerable revenue, therefore, still c.ontmues. to bg spent in
it. In trade and industry, it 1s much inferior to Glasgow, _of which the mh_abltant; are
chiefly mainiained by the employment of capital. The inhabitants of a large village, it has
sometimes been observed, after having made considerable progress in mangfactuyes, ha\(e
become idle and poor, in consequence of a great lord's having taken up his residence in
their neighbourhood.

The proportion between capital and revenue, therefore, seems everyw_here to Fegulate
the proportion between industry and idleness Wherever .capltal' predominates, industry
prevails; wherever revenue, idleness. Every increase or dlmmut.lon of capital, therefore,
naturally tends to increase or diminish the real quantity of industry, the number of
productive hands, and consequently the exchangeable value of the a_nnua! produce of the
land and labour of the country, the real wealth and revenue of all its lr}habltant§.

Capitals are increased by parsimony, and dirwfeﬂlmm&t.

Whatever a person saves from his revenue he adds to his capital, and either employs
it himself in maintaining an additional number of productive hands, or enables some
other person to do so. by lending it to him for an interest, that is, for a share of th.e profits.
As the capital of an individual can be increased only by what. he saves from his annual
revenue or his annual gains, so the capital of a society, which is the same with that of all
the individuals who compose it, can be increased only in the same manner. ‘

Parsimony. and not industry, is the immediate cause of the increase of capital.
Industry, indeed, provides the subject which parsimony accumu]a}es; but whatever
industry might acquire, if parsimony did not save and store up, the capital would never be
the greater. .

Parsimony, by increasing the fund which is destined for the maintenance of
productive hands, tends to increase the number of those hands whose labour‘ adds to the
value of the subject upon winch it is bestowed. It tends, therefore, to increase the
exchangeable value of the annual produce of the land and labour of _the country. It puts
into motion an additional quantity of industry, which gives an additional value to the
annual produce. .

What is annually saved, is as regularly consumed as what is annually spent, and
nearly in the same time too: but it is consumed by a different set of people. That port.lon
of his revenue which a rich man annually spends, is, in most cases, consumed by Idl'e
guests and menial servants, who leave nothing behind them in return for the}r
consumption. That portion which he annually saves, as, for the sake of the proﬁt_, it 1~:S
immediately employed as a capital, is consumed in the same manner, and nearly in t g
same time too, but by a different set of people: by labpurers, manufacturgrs, z;;l.
artificers, who reproduce, with a profit, the value of their annual consumptlon.f (ljS
revenue, we shall suppose, is paid him in money. Had he spent the whole, the t())o 7
clothing, and lodging, which the whole could have purcha§ed, would hiclvef ete]n
distributed among the former set of people. By saving a part of it, as that part is, for ; e
sake of the profit, immediately employed as a capital, either by hlms_elf'or by some ot .Tr
person, the food, clothing, and lodging, which may be purchased with it, are necessarily
reserved for the latter. The consumption is the same, but the consumers are dlfferent.t ]

By what a frugal man annually saves, he not only. affords man}tenancef odar
additional number of productive hands, for that of the ensuing year, but like the foun ef
of a public work-house he establishes, as it were, a perpetual fund for the malqtenance 0
an equal number in all times to come. The perpetual allotment and destination of this
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fund, indeed, is not always guarded by any positive law, by any trust-right or deed of
mortmain. It is always guarded, however, by a very powerful principle, the plain and
evident interest of every individual to whom any share of it shall ever belong. No part of
it can ever afterwards be employed to maintain any but productive hands, without an
evident loss to the person who thus perverts it from its proper destination.

The prodigal perverts it in this manner: By not confining his expense within his
income, he encroaches upon his capital. Like him who perverts the revenues of some
pious foundation to profane purposes, he pays the wages of idleness with those funds
which the frugality of his forefathers had, as it were, consecrated to the maintenance of
industry. By diminishing the funds destined for the employment of productive labour, he
necessarily diminishes, so far as it depends upon him, the quantity of that labour which
adds a value to the subject upon which it is bestowed, and. consequently, the value of the
annual produce of the land and labour of the whole country, the real weaith and revenue
of its inhabitants. If the prodigality of some were not compensated by the frugality of
others, the conduct of every prodigal, by feeding the idle with the bread of the
industrious, would tend not only to beggar himself, but to impoverish his country.

Though the expense of the prodigal should be altogether in home made, and no part
of it in foreign commodities, its effect upon the productive funds of the society would
still be the same. Every year there would still be a certain quantity of food and clothing,
which ought to have maintained productive, employed in maintaining unproductive
hands. Every year, therefore, there would still be some diminution in what would
otherwise have been the value of the annual produce of the land and labour of the
country.

This expense, it may be said, indeed, not being in foreign goods, and not occasioning
any exportation of gold and silver, the same quantity of money would remain in the
country as before. But if the quantity of food and clothing which were thus consumed by
unproductive, had been distributed among productive hands, they would have
reproduced, together with a profit, the full value of their consumption. The same quantity
of money would, in this case, equally have remained in the country, and there would,
besides, have been a reproduction of an equal value of consumable goods. There would
have been two values instead of one.

The same quantity of money, besides, cannot long remain in any country in which
the value of the annual produce diminishes. The sole use of money is to circulate
cogsunllable goo_ds..By means of it, provisions, materials, and finished work, are bought
?hi;octn ag:a(rills:lr;ll)]uted t(; their-proper consumers. The quanti.ty of money, therefore,
consumable. goods a>r]1::;€] oyed mlany country, must be determined by the ‘value‘of the
immediate produce of the lar}lld:r:gu] a;ed wgt}}llm . The.se must. consis .elther ok thg
been purchased with some. mart ft:: our of the coun.try itself, or in something whlch ha
the value of that produce di;r)n' 'Oh at produce. Tl.melr. value, ther'efore, must dxmlplsh as
be employed in circulatin t}lmms e]sg’ and along with lt. the quant'lty of money Wh@h car
produce, is annually thro wgn oﬁin.fdut the money w?nch, l?y this annual diminution of
The interest of whoeve ot Ome§tlc cxrcu!atlon, will not be allowed to llfa idle.

T possesses it requires that it should be employed: but having no
employment at home, it will, in spite of 111 oDV d
employed in purchasing Con’suma[};l all laws and prohibitions, be sent abroad, an
annual exportation will, in this man: gOOdS" which may b? of some use at home. fts
annual consumptio > er, continue for some time to add something to tf}e
mption of the country beyond the value of What in
the days of its prosperity had been € 01 lts own annual produce. Whe::
saved from that annual produce, and employed in

203

purchasing gold and silver, will contribute, for some little_ ti.me, to support its
consumption in adversity. The exportation of gold and silver is, in thls case, not the
cause, but the effect of its declension, and may even, for some little time, alleviate the
misery of that declension. . '

The quantity of money, on the contrary, must in every country naturally increase as
the value of the annual produce increases. The value of the consumable_goods annually
circulated within the society being greater, will require a greater quantity of money to
circulate them. A part of the increased produce, thereforq, will naturally b.e employed in
purchasing, wherever it is to be had, the additional quantity of gold and silver necessary
for circulating the rest. The increase of those metals will, in this case, be thq effect, not
the cause, of the public prosperity. Gold and silver are purchased §verywhere in the same
manner. The food, clothing, and lodging, the revenue and maintenance, of all jthose
whose labour or stock is employed in bringing them from the mine to the mar‘ket, is the
price paid for them in Peru as well as in England. The country \"Vhlch has t!’]lS pr1<.:e to
pay, will never belong without the quantity of thqse metals whlgh it has occasion for; and
no country will ever long retain a quantity which it has no occasion for.

Whatever. therefore, we may imagine the real wealth and revenue of a country to
consist in, whether in the value of the annual produce of its land and' labour, as pla!n
reason seems to dictate, or in the quantity of the precious metals which circulate within it,
as vulgar prejudices suppose; in either view of the matter, every prodigal appears to be a
public enemy, and every frugal man a public benefactor. o

The effects of misconduct are often the same as those of proghgahty. Every
injudicious and unsuccessful project in agriculture, mines, fisheries, trade, or
manufactures, tends in the same manner to diminish the funds dgsthed for the
maintenance of productive labour. In every such project, tho.ugh the capital is consumedd
by productive hands only, yet as, by the injudicious manner in which they are employed,
they do not reproduce the full value of their consumption, there must always be some
diminution in what would otherwise have been the productive funds of th.e society.

It can seldom happen, indeed, that the circumstances ‘of a great nation can be. much
affected either by the prodigality or misconduct of individuals; the profusmn o;
imprudence of some being always more than compensated by the frugality and goo
conduct of others. ‘ - -

With regard to profusion, the principle which prompts to expense is the paSS}ond :
present enjoyment; which, though sometimes violent anfi very dlfﬁcult to be restrained, 1S
in general only momentary and occasional. But the pr}ncnple which prompts to lsave, 1(5i
the desire of bettering our condition; a desire which, though geperally calm ar}l1
dispassionate, comes with us from the womb, and never leaves us tl'll we go into the
grave. In the whole interval which separates those two moments, there is scarce, pejrhap_s,
a single instance, in which any man is so perfectly angi completely satisfied Wx;h 1111;
situation, as to be without any wish of alteration or improvement of any kind. An
augmentation of fortune is the means by which the greater part of men propose and wis
to better their condition. It is the means the most vulgar and the most obvious; a?d Lht:
most likely way of augmenting their fortune, is to save and accumplate some part '([)‘h (‘:{1 ;;1
they acquire, either regularly and annually, or upon some extraordinary occaslon:orlS el
the principle of expense, therefore, prevails in almost all men upon some l?ccai;l > v;hole
in some men upon almost all occasions; yet in the greater part of men, taKing e e
course of their life at an average, the principle of frugality seems not only to predom ,

but to predominate very greatly.
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With regard to misconduct, the number of prudent and successful undertakings is
everywhere much greater than that of injudicious and unsuccessful ones. After all our
complaints of the frequency of bankruptcies, the unhappy men who fall into this
misfortune, make but a very small part of the whole number engaged in trade, and all
other sorts of business; not much more, perhaps, than one in a thousand. Bankruptcy is,
perhaps, the greatest and most humiliating calamity which can befall an innocent man,
The greater part of men, therefore, are sufficiently careful to avoid it. Some, indeed, do
not avoid it; as some do not avoid the gallows.

Great nations are never impoverished by private, though they sometimes are by
public prodigality and misconduct. The whole, or almost the whole public revenue is, in
most countries, employed in maintaining unproductive hands. Such are the people who
compose a numerous and splendid court, a great ecclesiastical establishment, great fleets
and armies, who in time of peace produce nothing, and in time of war acquire nothing
which can compensate the expense of maintaining them, even while the war lasts. Such
people, as they themselves produce nothing, are all maintained by the produce of other
men's labour, When multiplied, therefore, to an unnecessary number, they may in a
particular year consume so great a share of this produce, as not to leave a sufficiency for
maintaining the productive labourers, who should reproduce it next year. The next year's
produce, therefore, will be less than that of the foregoing; and if the same disorder should
continue, that of the third year will be still less than that of the second. Those
unproductive hands who should be maintained by a part only of the spare revenue of the
people, may consume so great a share of their whole revenue, and thereby oblige so great
a number to encroach upon their capitals, upon the funds destined for the maintenance of
productive labour, that all the frugality and good conduct of individuals may not be able
to compensate the waste and degradation of produce occasioned by this violent and
forced encroachment.

T.his frugality and good conduct, however, is, upon most occasions, it appears from
experience, sufficient to compensate, not only the private prodigality and misconduct of
1n41v1duals, but the public extravagance of government. The uniform, constant, and
unmterr_upted effort of every man to better his condition, the principle from which public
and national, as well as private opulence is originally derived, is frequently powerful
enough to maintain the natural progress of things towards improvement, in spite both of
the extravagz‘mq: of government, and of the greatest errors of administration. Like the
unkn(‘)wn. prl‘nmple of animal life, it frequently restores health and vigour to the
constitution, in spite not only of the disease, but of the absurd prescriptions of the doctor.
by n?::hae?nllrllaelaﬁzo%tii of the land and labour of any nation can be increased in its value

t » Y increasing either the number of its productive labourers, or the
product{ve powers of those labourers who had before been employed. The number of its
productlve labqurers, it is evident, can never be much increased, but in consequence of an
g]fctr}?:S:ar(:fecgﬁ:;%;::)?f ;t})l:ut;unds destined for maintaining them. The productive powers
addition and improvement to t;r(f Camo;be o foces Dt i ot el Ciher 0 e
labour, o of more proper divis?e macdlr(lﬁs a'nd instruments which facﬂltat‘e and abridge
additional capital is almost alwa o rooui 1Stl'lb.ut10n of employment.. In either case, af

ys required. It is by means of an additional capital only,

that the undertaker of any work can either provide his workmen with better machinery, or

make a more proper distribution of empl
N oyment e
consists of a number of part ploy among them. When the work to be don

S, to keep every man constantl i
i . y employed in one way,
requires a much greater capital than where every man is occasionally employed in every
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different part of the work. When we compare, therefo‘re, the state of a ngtion ?t two
different periods, and find that the annual produce of its land e_md labgur is evidently
greater at the latter than at the former, that its lands are better cult‘lvated, its manufactures
more numerous and more flourishing, and its trade more extensive; we may bt? assured
that its capital must have increased during the interval between those two periods, and
that more must have been added to it by the good conduct of some, t}}an had been taken
from it either by the private misconduct of others, or by the public extravagance of
government. But we shall find this to have been the case of almost all nations, in all
tolerably quiet and peaceable times, even of fhosg who have not 'en_]oyed the most prudent
and parsimonious governments. To form a right judgment of it, indeed, we must compare
the state of the country at periods somewhat distant from one another. The progress 1s
frequently so gradual, that, at near periods, the improvement Is not only‘not 'sen_51ble, but,
from the declension either of certain branches of industry, or of certain dlStr"lCt.S of the
country, things which sometimes happen, though the .country ir_l general is in great
prosperity, there frequently arises a suspicion, that the riches and industry of the whole
are decaying. ‘ ‘
The annual produce of the land and labour of England, for exan_\ple, is certainly
much greater than it was a little more than a century ago, at the'restor'atlon 'of Charles 1.
Though at present few people, 1 believe, doubt of this, yet during this period five years
have seldom passed away, in which some book or pamphlet has not been publlshgd,
written. too. with such abilities as to gain some authority with the public, and pretending
to demonstrate that the wealth of the nation was fast declining; that the country was
depopulated, agriculture neglected, manufactures decaying, and tra.de undone. Nor have
these publications been all party pamphlets, the wretch;d offspring ‘of fz?lsehood and
venality. Many of them have been written by very candid and very intelligent people,
who wrote nothing but what they believed, and for no other reason but because they
believed it. . . X
The annual produce of the land and labour of England, again, was certainly muc
greater at the Restoration than we can suppose it to have been about a hundred years
before, at the accession of Elizabeth. At this period, too, we have all reason to believe,
the country was much more advanced in improvement, than it had been about a century
before, towards the close of the dissensions between the houses of York and Lancaster:
Even then it was, probably, in a better condition than it had been at the Norman conquest:
and at the Norman conquest, than during the confusion of the Saxon H_eptarc':hy. l?verll‘ at
this early period, it was certainly a more improved country thaq at the invasion 0 Julius
Caesar, when its inhabitants were nearly in the same state with the savages in North

America. . d public
In each of those periods, however, there was not only rpuch private ar} Pd p
profusion, many expensive and unnecessary wars, great perversion of the annual pro ltlhe
from maintaining productive to maintain unproductive hand_s; but sometlmes,'n}l‘ ’
confusion of civil discord, such absolute waste and destruction of .stock, as mlgb tt te
supposed, not only to retard, as it certainly did, the natural accumulaqon'of nﬂﬁ:es, irl: th(e)
have left the country, at the end of the period, poorer than at t.he beginning. Thus, e
happiest and most fortunate period of them all, that which has passed since

Restoration, how many disorders and misfortunes have occurred, which, could they have

been foreseen, not only the impoverishment, but the total ruin of the country would have

been expected from them? The fire and the plague of London, the two Dutch w?ri%g;;e
disorders of the revolution, the war in Ireland, the four expensive French wars 0 ’
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1701, 1742, and 1756, together with the two rebellions of 1715 and 1745. in the course of
the four French wars, the nation has contracted more than £145,000,000 of debt, over and
above all the other extraordinary annual expense which they occasioned; so that the
whole cannot be computed at less than £200,000,000. So great a share of the annual
produce of the land and labour of the country, has, since the Revolution, been employed
upon different occasions, in maintaining an extraordinary number of unproductive hands.
But had not those wars given this particular direction to so large a capital, the greater part
of it would naturally have been employed in maintaining productive hands, whose labour
would have replaced, with a profit, the whole value of their consumption. The value of
the annual produce of the land and labour of the country would have been considerably
increased by it every year, and every years increase would have augmented still more that
of the following year. More houses would have been built, more lands would have been
improved, and those which had been improved before would have been better cultivated;
more manufactures would have been established, and those which had been established
before would have been more extended; and to what height the real wealth and revenue
of the country might by this time have been raised, it is not perhaps very easy even to
imagine.

But though the profusion of government must undoubtedly have retarded the natural
progress of England towards wealth and improvement, it has not been able to stop it. The
annual produce of its land and labour is undoubtedly much greater at present than it was
either at the Restoration or at the Revolution. The capital, therefore, annually employed
in cultivating this land, and in maintaining this labour, must likewise be much greater. In
the midst of all the exactions of government, this capital has been silently and gradually
accumulated by the private frugality and good conduct of individuals, by their universal,
continual, and uninterrupted effort to better their own condition. 1t is this effort, protected
by law, and allowed by liberty to exert itself in the manner that is most advantageous,
which has maintained the progress of England towards opulence and improvement in
almost all former times, and which, it is to be hoped, will do so in all future times.
Engl_and, however, as it has never been blessed with a very parsimonious government, SO
parsimony has at no time been the characteristic virtue of its inhabitants. It is the highest
impertinence and presumption, therefore, in kings and ministers to pretend to watch over
the econormy of private people, and to restrain their expense, either by sumptuary laws, of
b){ prohibiting the importation of foreign luxuries. They are themselves always, and
without any exception, the greatest spendthrifts in the society. Let them look well after
their own expense, and they may safely trust private people with theirs. If their own
extravagance c}oe§ not ruin the state, that of the subject never will.

As frugality increases, and prodigality diminishes, the public capital, so the conduct
of those. whos§ expense just equals their revenue, without either accumulating or
encroacbmg, neither increases nor diminishes it. Some modes of expense, however, seem
to contribute more to the growth of public opulence than others. ’
immZ:ieat:;e];?]fj 01rf1 ?hil:gl\;lr?ui(ijl may be spent, either in things which are consumed
another; or i’t may be spent in teh' %S expatse can nelt her alleviate nor support that of
and in which overy dap's o ings mere durable, which can therefgre be accumulated,
heighten, the effect of >;hat opf ?hse ;ﬂ ﬁy’ i he chooses, cither allevite, or support an¢
either spend his revenue in a efuo owing day. A man of forthne, f(?r ez(a'mple, mey
number of menial servants anl(:lro Sel%nd Jmptuous table, and in maiatiing & gres.
with a frugal table. and fe\; attene:i muititude of dogs and horses; or, contenting hlms'elf

, ants, he may lay out the greater part of it in adorning
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his house or his country villa, in useful or ornamental build'ings, in usefgl or omamental
furniture, in collecting books, statues, pictures; or ip things more frlvolqus, _]CW?IS,
paubles, ingenious trinkets of different kinds; or, what is most trifling of a]!, in amassing
a great warcrobe of fine clothes, like the favourite and minister of a great prince who dlgd
a few years ago. Were two men of equal fortune to spend their revenue, the one chiefly in
the one way. the other in the other, the magnificence of the person wh_ose expense ha'd
been chiefly in durable commuodities, would be continually increasing, every day ]
expense contributing something to support and heighten the effect of that of the. following
day; that of the other, on the contrary, would be no greater at the end of the period than at
the beginning. The former too would, at the end of the period, bf’ the rlcher_mar} of the
two. He would have a stock of goods of some kind or other, which, though it _mlght not
be worth ail that it cost, would always be worth something. No trace or vestige of Fhe
expense of the latter would remain, and the effects of ten or twenty years' profusion
would be as completely annihilated as if they had never existed.

As the one mode of expense is more favourable than the other to the opulence‘of an
individual, so is it likewise to that of a nation. The houses, the furniture, the clothing of
the rich, in a little time, become useful to the inferior and middling ranks of people. They
are able to purchase them when their superiors grow weary of them; and Fhe general
accommodation of the whole people is thus gradually imprgved, \.)vhen this mode of
expense becomes universal among men of fortune. In countries whlgh have long been
rich, you will frequently find the inferior ranks of peoplg in possession both of houses
and furniture perfectly good and entire, but of which neither the one could have befen
built, nor the other have been made for their use. What was formerly a seat of the family
of Seymour, is now an inn upon the Bath road. The marriage-bed of James L. of Grf:at
Britain, which his queen brought with her from Denmark, as a present fit for a sovereign
to make to a sovereign, was, a few years ago, the ornament _of an alehouse at
Dunfermline. In some ancient cities, which either have been long statlpnary, or have gone
somewhat to decay, you will sometimes scarce find a single house whlch could have been
built for its present inhabitants. If you go into those houses, too, you will frequently find
many excellent, though antiquated pieces of furniture, which are still very fit f(?r use, and
which could as little have been made for them. Noble palaces, magnificent villas, great
collections of books, statues, pictures, and other curiosities, are frequently both an
ormament and an honour, not only to the neighbourhood, but to the whole country to
which they belong. Versailles is an ornament and an honour to Fraqce, Stowe and Wlltonf
to England. Italy still continues to command some sort of venerat_lon, by the number o
monuments of this kind which it possesses, though the wealth which prodgced them has
decayed, and though the genius which planned them seems to be extinguished, perhaps
from not having the same employment.

The expen%e, too, which F;s ])zllid out in durable commodities, is favgur_able not only‘:o
accumulation, but to frugality. 1f a person should at any time exceed in it, he can e;xstlhy
reform without exposing himself to the censure of the public. To reduce very much the
number of his servants, to reform his table from great profusion to great frugality, to l}ely
down his equipage after he has once set it up, are changes which cannot eslczpe tni
observation of his neighbours, and which are supposed to imply some acknowle grpe
of preceding bad conduct. Few, therefore, of those who have once been so unfortunate alsl
to launch out too far into this sort of expense, have afterwards t‘he courage to reform, ti
ruin and bankruptcy oblige them. But if a person has, at any time, been at t(;)o g'refatrr 23
expense in building, in furniture, in books, or pictures, no imprudence can be Int€
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from his changing his conduct. These are things in which further expense is frequently
rendered unnecessary by former expense; and when a person stops short, he appears to do
50, not because he has exceeded his fortune, but because he has satisfied his fancy.

The expense, besides, that is laid out in durable commodities, gives maintenance
commonly, to a greater number of people than that which is employed in the mos;
profuse hospitality. Of two or three hundred weight of provisions, which may sometimes
be served up at a great festival, one half, perhaps, is thrown to the dunghill, and there is
always a great deal wasted and abused. But if the expense of this entertainment had been
employed in setting to work masons, carpenters, upholsterers, mechanics, etc. a quantity
of provisions of equal value would have been distributed among a still greater number of
people, who would have bought them in pennyworths and pound weights, and not have
Iost‘ or thrown away a single ounce of them. In the one way, besides, this expense
malntains Productive, in the other unproductive hands. In the one way, therefore, it
increases, in the other it does not increase the exchangeable value of the énnual prOdl’lCC
of the land and labour of the country.

I would not, however, by all this, be understood to mean, that the one species of
expense always betokens a more liberal or generous spirit than the other. When a man of
fo‘rtune spends his revenue chiefly in hospitality, he shares the greater part of it with his
friends ?pd companions; but when he employs it in purchasing such durable
commones, he often spends the whole upon his own person, and gives nothing to any
bgdy without an equivalent. The latter species of expense, therefore, especially when
dl‘rected towards frivolous objects, the little ornaments of dress and,fumiture jewels
tr}nket_s,' gew-gaws, frequently indicates, not only a trifling, but a base anc’j selﬁs};
dlspOSItloq. All that I mean is, that the one sort of expense, as it always occasions some
2§:)cumulat1<l>n of valuz_:tble commodities, as it is more favourable to private frugality, and,
o :nseu(:::)err:)td ﬁ’c ttﬁ, ;h}f 1r(11crease of the public capital, and as it maintains productive rather

ands, conduces more than the other to the growth of public opulence.

CHAPTER IV
OF STOCK LENT AT INTEREST

expez?seti;[:fl;nwg;iht;;lenF at interest is always considered as a capital by the lender. He
bowrower is 10 oy him e it is .to be restored to him, and that, in the mean time, the
sither as @ capi}:aly o a certain annual rent for the use of it. The borrower may use it
capital, he em 10’ . 'ta's a EtOCk r.eserved for immediate consumption. If he uses it as 2
value, ’with . ;‘))rof)';t lH ;n the .malr}tenance of productive labourers, who reproduce the
without alienating or en;in’ ;1n this case, both restore the capital, and pay the interest,
stock reserved for imme diatac ing upon any other source of revenue. If he uses it asa
in the maintenance of the | :1 consumption, he. acts the part of a prodigal, and dissipates,
can, in this case. neith idle, what was destined for the support of the industrious. He

. , heither restore the capital nor pay the interest, without either alienating

g
or encr OaChlIl upOll some Otl 1CT' source [ veénue uCll as the pl Opel t}
CC ol re u . S

The stoc ich i : -
ways, but in gl;«” pol:rlr]\;rs rl: ntha t interest is, no doubt, occasionally employed in both these
order to spend will soon buc more frequently than in the latter. The man who borrows in
to repent of his folly. T e ruined, and he who lends to him will generally have occasion
y. To borrow or to lend for such a purpose, therefore, is, in all cases,
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where gross usury is out of the question, contrary to the interest of both parties; and
though it no doubt happens sometimes, that people do both the one and the other, yet,
from the regard that all men have for their own interest, we may be assured, that it cannot
happen SO Very frequently as we are sometimes apt to imagine. Ask any rich man of
common prudence, to which of the two sorts of people he has lent the greater part of his
stock, to those who he thinks will employ it profitably, or to those who will spend it idly,
and he will laugh at you for proposing the question. Even among borrowers, therefore,
not the people in the world most famous for frugality, the number of the frugal and
industrious surpasses considerably that of the prodigal and idle.

The only people to whom stock is commonly lent, without their being expected to
make any very profitable use of it, are country gentlemen, who borrow upon mortgage.
Even they scarce ever borrow merely to spend. What they borrow, one may say, is
commonly spent before they borrow it. They have generally consumed so great a quantity
of goods, advanced to them upon credit by shop-keepers and tradesmen, that they find it
necessary to borrow at interest, in order to pay the debt. The capital borrowed replaces
the capitals of those shop-keepers and tradesmen which the country gentlemen could not
have replaced from the rents of their estates. It is not properly borrowed in order to be
spent, but in order to replace a capital which had been spent before.

Almost all loans at interest are made in money, either of paper, or of gold and silver;
but what the borrower really wants, and what the lender readily supplies him with, is not
the money, but the money's worth, or the goods which it can purchase. If he wants it as a
stock for immediate consumption, it is those goods only which he can place in that stock.
If he wants it as a capital for employing industry, it is from those goods only that the
industrious can be furnished with the tools, materials, and maintenance necessary for
carrying on their work. By means of the loan, the lender, as it were, assigns to the
borrower his right to a certain portion of the annual produce of the land and labour of the
country, to be employed as the borrower pleases.

The quantity of stock, therefore, or, as it is commonly expressed, of money, which
can be lent at interest in any country, is not regulated by the value of the money, whether
paper or coin, which serves as the instrument of the different loans made in that country,
but by the value of that part of the annual produce, which, as soon as it comes either from
the ground, or from the hands of the productive labourers, is destined, not only for
replacing a capital, but such a capital as the owner does not care to be at the trouble of
employing himself. As such capitals are commonly lent out and paid back in money, they
constitute what is called the monied interest. It is distinet, not only from the landed, but
from the trading and manufacturing interests, as in these last the owners themselves
employ their own capitals. Even in the monied interest, however, the money is, as it were,
but the deed of assignment, which conveys from one hand to another those capitals which
the owners do not care to employ themselves. Those capitals may be greater, in almost
any proportion, than the amount of the money which serves as the instrument of their
conveyance; the same pieces of money successively serving for many different loaps, as
well as for many different purchases. A, for example, lends to W £1000, with which W
immediately purchases of B £1000 worth of goods. B having no occasion for the money
himself, lends the identical pieces to X, with which X immediately purchases of C
another £1000 worth of goods. C, in the same mannef, and for the same reason, 'lends
t]?em to Y, who again purchases goods with them of D. In this manner, the same pieces,
either of coin or of paper, may, in the course of a few days, serve as the Instrument of
three different loans, and of three different purchases, each of which is, in value, equal to




the whole amount of those pieces. What the three monied men, A, B, and C, assigned to
the three borrowers, W, X, and Y, is the power of making those purchases. In this power
consist both the value and the use of the loans. The stock lent by the three monied men is
equal to the value of the goods which can be purchased with it, and is three times greater
than that of the money with which the purchases are made. Those loans, however, may be
all perfectly well secured, the goods purchased by the different debtors being so
employed as, in due time, to bring back, with a profit, an equal value either of coin or of
paper. And as the same pieces of money can thus serve as the instrument of different
loans to three, or, for the same reason, to thirty times their value, so they may likewise
successively serve as the instrument of repayment.

A capital lent at interest may, in this manner, be considered as an assignment, from
the lender to the borrower, of a certain considerable portion of the annual produce, upon
coqdition that the burrower in return shall, during the continuance of the loan, annually
assign to the lender a small portion, called the interest; and, at the end of it, a portion
equally considerable with that which had originally been assigned to him, called the
repayment. Though money, either coin or paper, serves generally as the deed of
assignment, both to the smaller and to the more considerable portion, it is itself altogether
different from what is assigned by it.

In proportion as that share of the annual produce which, as soon as it comes either
froqa the' ground, or from the hands of the productive labourers, is destined for replacing a
captgl, increases in any country, what is called the monied interest naturally increases
with it. The Increase of those particular capitals from which the owners wish to derive a
revenue, yvxthout being at the trouble of employing them themselves, naturally
accompanies the general increase of capitals; or, in other words, as stock increases, the
quantity of stock to be lent at interest grows gradually greater and greater. ’
whicﬁs mtll::t ggant}gyfof ;tock to be lent at interest increases, the interest, or the price
penera causespeuh _ ﬁrt ekuse of that stock,.necessarily diminishes, not only from those
Sty increasev: ll(): tza e the market price of things commonly diminish as their
Tl inorene » but from other causes which are peculiar to this particular case. As
nevessarily diminil:h arlltybcountry, the profits which can be made by employing them
country  profitable m h edcorpes grad}lally more and more difficult to find within the
2. competition betwe:n Od‘ é employlr}g any new capital. There arises, in consequence,
bossession of thr o ifferent capltals, tl}e owner of one endeavouring to get
he can hops fo Justle t% ;y:tlgnt which is occupied by another; but, upon most occasions,
UpOn More ressongble tarens e;} Zu;l oftthls employment by no other'means but by dealing
but, in order to got it to seil o I:s tnot only sell what he df:als in somewhat cheaper,
productive labour, by the inérease :)lfs tson;:tlmes’ too, buy it qlearer. The Qemapd fgr
grows every day aroater and sreoy e funds whlch are destined for maintaining 1t,
of capitals find it difficult to ggete ?a;:;ul;:bourers o ﬁn'd employment; bt e ges
of labour. and sink 1s to employ. Their competition raises the wages

> an s the profits of stock. But when the profits whi h
use of a capital are in this manner diminish i s which can be ma‘de oy t :
shed, as it were, at both ends, the price which

can be paid for the use of it i i
o oo pal , that is, the rate of Interest, must necessarily be diminished

Mr. Locke, Mr. Law, and Mr. Montes
h'fwe imagined that the increase of the
fixscovery of the Spanish West Indies
interest through the greater part of Eur’o

quieu, as well as many other writers, seem t0
quantity of gold and silver, in consequence of the
was the real cause of the lowering of the rate of
pe. Those metals, they say, having become of less
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value themselves, the use of any particular portion of them necessarily became of less
value too, and, consequently, the price which could be paid for it. This notion, which at
first sight seems so plausible, has been so fully exposed by Mr. Hume, that it is, perhaps,
unnecessary to say anything more about it. The following very short and plain argument,
however, may serve to explain more distinctly the fallacy which seems to have misled
those gentlemen.

Before the discovery of the Spanish West Indies, ten per cent seems to have been the
common rate of interest through the greater part of Europe. It has since that time, in
different countries, sunk to six, five, four, and three per cent. Let us suppose, that in every
particular country the value of silver has sunk precisely in the same proportion as the rate
of interest; and that in those countries, for example, where interest has been reduced from
ten to five per cent the same quantity of silver can now purchase just half the quantity of
goods which it could have purchased before. This supposition will not, 1 believe, ‘be
found anywhere agreeable to the truth; but it is the most favourable to the opinion which
we are going to examine; and, even upon this supposition, it is utterly impossible that the
lowering of the value of silver could have the smallest tendency to lower the rate of
interest. 1f £100 are in those countries now of no more value than £50 were then, £10
must now be of no more value than £5 were then. Whatever were the causes which
lowered the value of the capital, the same must necessarily have lowered that of the
interest, and exactly in the same proportion. The proportion between the value of the
capital and that of the interest must have remained the same, though the rate had never
been altered. By altering the rate, on the contrary, the proportion between those two
values is necessarily altered. If £100 now are worth no more than £50 were then, £5 now
can be worth no more than £2:10s. were then. By reducing the rate of interest, therefore,
from ten to five per cent we give for the use of a capital, which is supposed to be equal to
one half of its former value, an interest which is equal to one fourth only of the value of

the former interest. .
of silver, while that of the commodities circulated by

An increase in the quantity ditie
means of it remained the same, could have no other effect than to diminish the value of

that metal. The nominal value of all sorts of goods would be greater, but their real value
would be precisely the same as before. They would be exchanged for a greater number of
pieces of silver; but the quantity of labour which they could command, the number of
people whom they could maintain and employ, would be precisel.y the same. The ca;.n?al
of the country would be the same, though a greater number of pieces might be Fequmte
for conveying any equal portion of it from one hand to another. The deeds of assignment,
like the conveyances of a verbose attorney, would be more cumbersome; but the thing
assigned would be precisely the same as before, and could produce only the same effects.
The funds for maintaining productive labour being the same, the demand for it would be
the same. Its price or wages, therefore, though nominally greater., would really be the
same. They would be paid in a greater number of pieces of silver, but they would
purchase only the same quantity of goods. The profits of stock would be the same, both
nominally and really. The wages of labour are commonly computed l?y the quantity of
silver which is paid to the labourer. When that is increased, therefore, his wages appear t0
be increased, though they may sometimes be no greater than bgfore. But the proﬁts of
stock are not computed by the number of pieces of silver with .whlch they are paid, bqt by
the proportion which those pieces bear to the whole capital employed. Thus, in a
particular country, 5s. a-week are said to be the common wages of labour, and ten per

cent the common profits of stock; but the whole capital of the country being the same as
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before, the competition between the different capitals of individuals into which it was
divided would likewise be the same. They would all trade with the same advantages and
disadvantages. The common proportion between capital and profit, therefore, would be
the same, and consequently the common interest of money; what can commonly be given
for the use of money being necessarily regulated by what can commonly be made by the
use of it.

Any increase in the quantity of commodities annually circulated within the country
while that of the money which circulated them remained the same, would, on the,
contrary, produce many other important effects, besides that of raising the value of the
money. The capital of the country, though it might nominally be the same, would really
be augmented. It might continue to be expressed by the same quantity of money, but it
would commgnd a greater quantity of labour. The quantity of productive labour which it
could maintain and employ would be increased, and consequently the demand for that
labour. !ts wages Would naturally rise with the demand, and yet might appear to sink.
They might be paid with a smaller quantity of money, but that smaller quantity might
purchase a greater quantity of goods than a greater had done before. The profits of stock
wquld be diminished, both really and in appearance. The whole capital of the country
being augmented, the competition between the different capitals of which it was
composed would natllirally be augmented along with it. The owners of those particular
f)z;ptl]gslv\{)ould be obliged to content themselves with a smaller proportion of the produce
e V;a}ao:r \y:lr:chhthelr respective capita\.ls employed. The interest of money, keeping

ys with the profits of stock, might, in this manner, be greatly diminished,

though the value of mone :
y, or the quanti i :
purchase, was greatly augmented. quantity of goods which any particular sum could

Somel?hii(;lzznceovt;ntr\l:s th% interest of money has been prohibited by law. But as
be paid for the usrey ofi:e T;'made by the use of money, something ought everywhere t0
experience to increase the 'llS ;egulatlon, instead of preventing, has been found fom
use of the money. but for tEZl .ok usury. The debtor being obliged to pay, not only for the
that use, he is Oiﬂiged ! Onrls which his creditor runs by accepting a compensation for
usury. ’ e may say so, to insure his creditor from the penalties of
In countries i . .

usury, generally g::;eul]r:ir.es}: 18 permltteq, the law in order to prevent the extortion of
This rate ought always to belg est rate which can be taken without incurring a penalty.
is commonly paid for th somewhat above the lowest market price, or the price which

¢ use of money by those who can give the most undoubted

SLCUIity. ” lhlS ]egal rate ShO 1 >
y C lxed be]OW the ]0 west ]“alket rate

will not lend his money for | as those of a total prohibition of interest. The creditor
for the risk which he runs b ess than the use of it is worth, and the debtor must pay him
the lowest market price i{ f°.°ep“n$ the full value of that use. Ifit is fixed precisely &
county, the credit of all those whe oo 1L PEOPIE who respect the faws of et
have recourse to exorbitant Esﬁreo calnnot give the very best security, and obliges them 10
fent to governm 1s. In a count 7 .
¢ ent at ry such as Great B ney 15
four and a-half. the prg;Leet ‘)er cent and to private people, upon go(r)l(;aslgé::? erztr?gurznd
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give this high interest. Sober people, who will give for the use of money no more than a
part of what they are likely to make by the use of it, would not venture into the
competition. A great part of the capital of the country would thus be kept out of the hands
which were most likely to make a profitable and advantageous use of it, and thrown into
those which were most likely to waste and destroy it. Where the legal rate of interest, on
the contrary, is fixed but a very little above the lowest market rate, sober people are
universally preferred, as borrowers, to prodigals and projectors. The person who lends
money gets nearly as much interest from the former as he dares to take from the latter,
and his money is much safer in the hands of the one set of people than in those of the
other. A great part of the capital of the country is thus thrown into the hands in which it is
most likely to be employed with advantage.

No law can reduce the common rate of interest below the lowest ordinary market rate
at the time when that law is made. Notwithstanding the edict of 1766, by which the
French king attempted to reduce the rate of interest from five to four per cent money
continued to be lent in France at five per cent the law being evaded in several different
ways.

The ordinary market price of land, it is to be observed, depends everywhere upon the
ordinary market rate of interest. The person who has a capital from which he wishes to
derive a revenue, without taking the trouble to employ it himself, deliberates whether he
should buy land with it, or lend it out at interest. The superior security of land, together
with some other advantages which almost everywhere attend upon this species of
property, will generally dispose him to content himself with a smaller revenue from land,
than what he might have by lending out his money at interest. These advantages are
sufficient to compensate a certain difference of revenue; but they will compensate a
certain difference only; and if the rent of land should fall short of the interest of money
by a greater difference, nobody would buy land, which would soon reduce its ordinary
price. On the contrary, if the advantages should much more than compensate the
difference, everybody would buy land, which again would soon raise its ordinary price.
When interest was at ten per cent land was commonly sold for ten or twelve years
purchase. As interest sunk to six, five, and four per cent the price of land rose to twenty,
five-and-twenty, and thirty years purchase. The market rate of interest is higher in France
than in England, and the common price of land is lower. In England it commonly sells at
thirty, in France at twenty years purchase.

CHAPTER V
OF THE DIFFERENT EMPLOYMENTS OF CAPITALS

Though all capitals are destined for the maintenance of productive labour only, yet
the quantity of that labour which equal capitals are capable of putting into motion, varies
extremely according to the diversity of their employment; as does likewise the value
which that employment adds to the annual produce of the land and labour of the country.

A capital may be employed in four different ways; either, first, in procuring the rude
produce annually required for the use and consumption of the society; or, secondly, in
manufacturing and preparing that rude produce for immediate use and consumption; o,
thirdly in transporting either the rude or manufactured produce from the places where
they abound to those where they are wanted; or, lastly, in dividing particular portions of
either into such small parcels as suit the occasional demands of those who want them. In
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