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THE NATURE AND CAUSES OF

CHAPR 1%
Of the Profits of Stock.

HE rife and fall in the profits of ftock depend upon the

{ame caufes with the rife and fall in the wages of labour,
the increafing or declining ftate of the wealth of the {ociety; but
thofe caufes affeét the one and the other very differently.

Tue increafe of ftock, which raifes wages, tends to lower
profit. When the ftocks of many rich merchants are turned into
the {ame trade, their mutual competition naturally tends to lower
its profit; and when there is a like increafe of ftock in all the dif-
ferent trades carried on in the fame fociety, the {fame competition
muft produce the fame effedt in them all

It is not eafy, it has already been obferved, to afcertain what
are the average wages .of labour even in a particular place, and at
a particular time. We can, even in this cafe, feldom determine
more than what are the moft ufual wages. But even this can
feldom be done with gegard to the profits of ftock. Profit is {o
very fluttuating, that the perfon who carries on a particular trade
cannot always tell you himfelf what is the average of his annual
profit. It is affeCted, not only by every variation of price in the
commodities which he deals in, but by the good or bad fortune

both of his rivals and of his cuftomers, and by a thoufand other
accidents
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accidents to which goods when carried cither by fea or by land, or € fh? P.
even when ftored in a warehoufe, are liable. It varies, therefore, \——u

not only from year toyear, but from day to day, and almoft from
hour to hour. To afcertain what is the average profit of all the
different trades carried on in a great kingdom, muft be much more
difficult; and to judge of what it may have been formerly, ‘or in
remote periods of time, with any degree of precifion, muft be al-
together impoflible.

Bur though it may be impoffible to determuine, with any degreé
of precifion, what are or were the average profits of ftock, either
in the prefent, or in antient times, fome notion may be formed of
them from the intereft of money. It may be laid down as a
maxim, that wherever a great deal can be made by the ufe of
money, a great deal will commonly be given for the ufe of it;
and that wherever little can be made by it, lefs will commonly be
aiven for it. According, therefore, as the ufual market rate of
intercft varies in any country, we may be affured that the ordinary
profits of ftock muft vary with it, mult fink as it finks, and rife
as it rifes. The progrefs of intereft, therefore, may lead us to
form fome notion of the progrefs of profit.

By the g7th of Henry VIII, all intereft above ten per cent.
was declared unlawful, More, i1t feems,  had fometimes been
taken before that. In the reign of Edward VI, religious zeal pro-
hibited all intereft. This prohibition, however, like all others of
the fame kind, is faid to have produced no effet, and probably
rather increafed than diminifhed the evil of ufury. The ftatute of
Henry VIII was revived by the 13th of Elizabeth cap. 8, and ten
per cent, continued to be the legal rate of intereft till the 21t of
James I. when it was reftrifted to eight per cent. It was reduced
T
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B'D[OK to fix per cent. foon after the reftoration, and by the 12th of

e

Queen Anne, to five per cent. All thefe different: ftatutary regu=~
lations feem to have been made with great propriety. They feem
to have followed and not to have gone before the market rate of
intereft, or the rate at which people of good credit ufually borrowed.
Since the time of Queen Anne, five per cent. feems to have been
rather above than below the market rate.  Before the late war,
the government borrowed at three per cent. ; and people of good
credit in the capital, and in many other parts of the kingdom, at
three and a half, four, and four and a half per cent.

Sinee the time of Henry VIII, the wealth and revenue of the
country have been continually advancing, and, in the courfe of
their progref(s, their pace feems rather to have been gradually acce-
lerated than retarded. They feem, not only to have been going
on, but to have been going on fafter and fafter. The wages of
labour have been continually increafing during the fame period,
and in the greater part of the different branches of trade and manu-
faltures the profits of ftock have been diminifhing.

It generally requires a greater ftock to carry on any fort of
trade 1n a great town than in a country village. ‘The great ftocks
employed in every branch of trade, and the number of rich com-
petitors, generally reduce the rate of profit in the former below
what it is in the latter.. But the wages of labour are generally
higher in a great town than in a country village. In a thriving
town the people who have great flocks to employ, frequently can=
not get the number of workmen they want, and therefore bid
againft one another in order to get as many as they ecan, which
raifes the wages of labour, and lowers the profits of ftock, In the
remote parts of the country there is frequently not ftock fufficient
to employ all the people; who therefore bid againft one another in

order
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order to get employment, which lowers the wages of labour, and
raifes the profits of ftock.,

In Scotland, though the legal rate of intereft is the fame as in
England, the market rate is rather higher. People of the beft
credit there feldom borrow under five per cent. Even private
bankers in Edinburgh give four per eent. upon their promiffory
notes, of which payment cifher in whole or in part may be de-
manded at pleafure.  Private’ bankers in London give no intereft
for the money which is depofited with them. There are few trades
which cannot be carried on with a fmaller ftock in Scotland than
m England, The common rate of profit, therefore, muft be
fomewhat greater. = The wages of labour, it has already been
obferved, are lower 1in Scotland than'in England. The country
too is not only much poorer, but the fteps by which it advances to
a better condition, for it is evidently advancing, feem to be much
flower and more tardy.

Tuz legal rate of intereft in France has not, during the courfe
of the prefent century, been always regulated by the market rate.
In 1720 interelt was reduced from the twentieth to the fifticth
penny, or from five to two per cent. In 1724 it was raifed to the
thirticth penny, or to 3; per cent. In 1725 it was again raifed
to the twentieth penny, or to five per cent. . In 1766, during the
admimiftration of Mr. Laverdy, it was reduced to the twenty-fifth
penny, or to four per cent. The Abbe Terray raifed it afterwards
to the old rate of five per cent. The fuppofed purpofe of many of
thofe violent reductions, of intereft was to prepare the way, for
reducing that of the public debts; a purpofe which has fometimes
been executed. France is perhaps in the prefent times net fo rich
acountry as England ; and though.the legal rate of intereft has
4 n
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BUIOK in France Frequently been lower than in England, the market
w—~=a rate has generally been higher; for there, as in other countries,

they have feveral very fafe and eafy methods of evading the
law. The profits of trade, I have been affured by Britifls mer-
chants who had traded in both countries, are higher in France
than in England ; and it is no doubt upon this account that many
Britith fubjeéts chufe rather to employ their capitals in a country
where trade is in difgrace, than in one where it is highly refpetted.
"The wages of labour are lower n France than in England. When
yon go from Scotland to England, the difference which you may
remark between the drefs and countenance of the commeon people
in the one country and in the other, fufliciently indicates the dif-
forence in their condition. The contralt 1s ftill greater wheén you
retuin from France, France, though no doubt a richer country
than Scotland, feems not to be going forward fo faft. It is a
common and even a popular opinion in the country that it is going
backwards 5 an opinion which, I apprehend, is ill founded even
with regard to France, but which nobody can poffibly entertain
with regard to.Scotland, who fees the ceuntry now and who faw
it twenty or thirty years ago.

Tug province of Holland, en the other hand, in proportion
to the extent of its territory and the number of its people, is a
richer country than England. The government there borrow at
two per cent. and private people of good credit at three. The
wages of labour are faid to be higher in Holland than in England ;
and the Dutch, it is well known, trade upon lower profits than
any people in Europe. The trade of Holland, it has been pre-
tended by {fome people, is decaying, and it may perhaps be true
that fome particular branches of it are fo, But thefe {ymptoms
feem to indicate fufficiently that there is no general decay, When

? l}rﬂﬁt
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profit diminifhes, merchants are very apt to complain that trade
decays; though the diminution of profit is the natural effeét of its
profperity, or of a greater ftock being employed in it than before.
During the late war the Dutch gained the whole carrying trade of
France, of which they fhill retain a very large fhare. ‘The great
property which they poffels both in the French and Englith funds,
about forty millions, it is faid, in the latter; (in which I fulpe®,
however, there is a confiderable exaggeration), the great fums
which they lend to private people in countries where the rate of
intereft is higher than in their own, are circumftances which no
doubt demonftrate the redundancy of their ftock, or that it has
increafed beyond what they can employ with tolerable profit in the
proper bufinefs of their own country: but they do not demonftrate
that that bufinefs has decreafed.  As the capital of a private man,
though acquired by a particular trade, may increafe beyond what
he can employ in it, and yeg that trade continue to increaft *oo;
fo may likewife the capital of a great nation.

In our North American and Weft Indian colonies, not only
the wages of labour, but the intereft of money, and ccmﬁ:quc:nt]y
the profits of ftock are higher than in England. In the different
colonies both the legal and the market rate of intereft run from fix
to eight per cent. High wages of labour and high profits of ftock,
however, are things, perhaps, which fcarce ever go together, except
in the peculiar circumftances of new celonies. A new colony
muft always for fome time be more underftocked in proportion to
the extent of its territory, and more underpeopled in proportion
to the extent of its ftock, than the greater part of other countries.
They have more land than they have ftock to cultivate. What
they have, therefore, is applied to the cultivation only of what is
moft fertile and moft favourably. fituated, the lands near the fea
fhore, and along the banks of navigable rivers. Such land too is
frequently purchafed at a price below the value even of its natural

Vor, I. O produce,
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BOOK produce. Stock employed in the purchafe -and .improvement of
\—y— fuch lands muft yield a very large profit, and confequently afford

to pay a very large intereft. Its.rapid accumulation in fo profitable
an employment -enables the planter to increafe the number of his
hands fafter than he can find them in a newfettlement., Thofe
whom he can find, therefore, .are very liberally rewarded. As the
colony 'increafes, the profits of ftock gradually diminifh. When
the ‘moft fertile and beft fituated lands have been all occupied, lefs
profit can be made by the cultivation of what s inferior both in
foil and fituation, and lefs intereft can be afforded for the ftock which
is fo.employed. In the greater part of our colonies, accordingly,
both the legal and the market rate of intereft have been confider-
ably reduced during the courfe of the prefent century. As riches,
improvement, and population have increafed, intereft has declined.
The wages of labour do not fink with the profits of ftock. The
demand for labour increafes with the increafe of {tock whatever be
its profits; and after thefe are diminifhed, ftock may not only
continue to increafe, but to increafe much fafter than before. It
is with induftrious nations who are advancing in the acquifition of
tiches, ‘as with induftrious individuals. A great ftock, though
with fmall profits, generally increafes fafter than a fmall ftock with
great profits. Money, fays the proverb, makes money. When
you have got a little, it is often cafy to get:more. The great diffi-
culty is to get that little. The conneftion: between the increafe of
ftock and ‘that of induftry, or of the demand for ufeful labour,
has partly been explained already, but will be explained more fully
hereafter in treating of the accumulation of ftock.

Tue acquifition of new territory, or of new branches of trade,
may fometimes raife the profits of ftock, and with them the in-
tereft of money, even in a country which is faft advancing in the
acquifition of riches, The ftock of the country not being fufficient

g for
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for the whole acceflion of bufinefs, which fuch acquifitions prefent C H] {?-P«
to the different people among whom it is divided, is applied 10 =

thofe 1‘.:;1[111:!.1!31‘ branches c-nfjr which afford the greatelt profit,
Part of what had before been employed in other trades, is necefla-
rily withdrawn from them, and turned into fome of the new and
more profitable ones.  In'all thofe old trades, therefore, the com-
petition comes to be lefs than before. The market comes to be
lefs fully fupplied with many different forts of goods. Their price
nﬂccﬁ‘arﬂ:,r rifes more or lefs, and }riu!ds a greater pmﬁt to thofe
who deal in them, who can, therefore, afford to borrow at a higher
mtereft. For fome time after the conclufion of the late war, not
only private people of the beft credit, but fome of the greatelt com-
panies in London, commonly borrowed at five per cent. who before
that had not been ufed to pay more than four, and four and a
half per cent. ‘The great acceflion both of territory and trade, by
our acquifitions in North America and the Weft Indies, will fuf-
‘ﬂr::lr.:ntlfrr account for this, without ﬁlppoﬁng any diminution in
the capital ftock of the fociety. So great an acceflion of new
bufinefs to be carried on by the old ftock, muft neceflarily have
diminifhed the quantity employed in a great number of particular
branches, in which the competition being lefs, the profits muft
have been greater. I fhall hereafter have occafion to mention
the reafons which difpofe me to believe that the capital ftock of
Great Britain was not diminifhed even by the enormous expence
of the late war,

Tue diminution of the capital ftock of the fociety, or of the
funds -deftined for the maintenance of induftry, however, as it
lowers the wages of labour, fo it raifes the profits of flock, and
confequently the intereft of money. By the wages of labour being
lowered, the owners of what ftock remains in the fociety can
bring their goods cheaper to market than before, and lefs ftock

Q.= being
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being employed in fupplying the market than before, they can
{21l them dearer. Their goods coft them lefs, and they get more
for them. ‘Their profits, therefore, being augmented at both ends,
can well afford a large intereft.  The great fortunes fo {uddenly and
fo cafily acquired in Bengal and the other Britifh fettlements in the
Falt Indies, may fatisfy us that as the wages of labour are very

low, fo the profits of ftock are very high in thofe ruined countries,

The interet of meney is proportionably fo. In Bengal, money
is frequently lent to the farmeis at forty, fifty, and {ixty per cent.
and the fucceeding crop is mortgaged for the payment. As the
profits which can afford fuch an intereft muft eat up almoft the
whole rent of the landlord, fo fueh enormous ufury muftin its
turn eat up the greater part of thofe profits. Before the fall of
the Roman republick, a ufury of the fame kind feems to have
been commeon in the provinces, under the ruinous adminiftration
of their praconfuls. The virtuous Bratus lent money in Cyprus
at five and forty per cent. as we learn from the letters of Cicero.

In a country which had acquired that full complement of riches
which the nature of its foil and climate and its fituation with
refpett to other countries allowed it to acquire; which could,
therefore, advance no furthet, and which was not going back-
wards, both the wages of labour and the profits of ftock would
probably be very low, Ina country fully peopled in proportion
to what either its territory could maintain or its ftock employ,
the competition for employment would neceffarily be fo great as to
reduce the wages of labour to what was barely fufficient to keep up
the number of labourers, and, the country being already fully
peopled, that number could never be augmented, In a country
fully ftocked 1n proportion to all the bufinefs it had to tranfalt,
as great a quantity of ftock would be employed in every pasticular
branch as the nature and extent of the trade would admit. The

7 competition,
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competition, therefore, would everywhere be as great, and con- C 5 £

fequently the ordinary profit as low as poffible.

Byt perhaps no country has ever yet arrived at this degree of
opulence. China feems to have been long ftationary, and had
probably long ago acquired that full complement of riches which
is confiftent with the nature of its laws and inftitutions. - But
this complement may be much inferior to what, with other laws
and inftitutions, the nature of its foil, climate, and fituation might
admit of. A country which neglects or defpifes foreign commerce,
and which admits the veflels of foreign nations into one or two
of its ports only, cannot tranfact the fame quantity of bufinefs
which it might do with different laws and inthitutions. In a
country too, where, though the rich or the owners of large capitals
enjoy a good deal of fecurity, the poor or the owners of {mall
capitals enjoy frarce any, but are liable, under the pretence of
juftice, to be pillaged and plundered at any time by the inferior
mandarines, the quantity of ftock employed m all the different
branches of bufinefs tranfatted within it, can never be equal to
what the nature and extent of that bufinefs might admit, In cvery
different branch, the oppreflion of the poor muft eftablifh the
monopoly of the rich, who, by engrofling the whole trade to them-
felves, will be able to make very large profits. Twelve per cent.
accordingly is faid to be the common intereft of money 1n China,
and the ordipary profits of ftock muft be fufficient to afford this
large intereft,

A prrect in the law may fometimes raife the rate of interelt

confiderably above what the condition of the country, as te

wealth or poverty, would require. When the law does not enferce
the performance of contracts, it puts all borrowers nearly upon

the fame footiug with bankml}ts or people of doubtful credit m

better

)
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BEOOK better regulated-countries. Theuncertainty of recovering his money

v~ makes the lender exalt the fame ufurious intereft which i1s ufually

required from bankrupts. Among the barbarous nations who over-
run the weftern provinces of the Reman empire, the performance
of contratts was left for many ages to the faith of the contratting
parties. The courts of juftice of their kings feldom intermeddled
in it, The high rate of intereft which took place in thofe
antient times may perhaps be partly accounted for from this
caufe,

Waex the law prohibits intereft altogether, it does not prevent
it. Many people muft borrow, and nobody will lend without
fuch a confideration for the ufe of their money as is fuitable, not
only to what can be made by the ufe of it, butto the difficulty
and danger of evadiﬂg the law.  The lﬁgh rate of intere(t among
all Mahometan nations.1s accounted for by Mr. Montefquieu, not
from their poverty, but partly from this, and partly from the dif-
ficulty of recovering the money.

Tue lowelt ordinary rate of profit muft always be fomething
more than what is fufficient to compenfate the occalional lofies to
which every employment of ftock is expofed. It is this furplus
only which i1s neat or clear profit. What is called grofs pro-
fit comprehends frequently, not only this furplus, but what is
retained for compenfating fuch extraordinary loffes. The intereft
which the borrower can afford to pay is in proportion to the clear
profit only.

Tue loweft ordinary rate of intereft muft, in the fame manner,
be fomething more than fufficient to compenfate the occalional
Toffes to which lending, even with tolerable prudence, 1s expoled.
Were it not more, charity or friend(hip could be the only motives
for lending.

In
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In a country which had acquired its full complement of riches,
where in every particular branch of bufinefs there was the greateft
quantity of ftock that could be employed in it, as the ordinary:
rate of clear profit would be very fimall, fo the ufual market rate
of intereft which could be afforded out of it, would be fo low
as to render it impoflible for any but the very wealthieft people
to live upon the intereft of their money. All people of fmall or
middling fortunes would be obliged to fuperintend themfelves
the employment of their own ftocks. It would be neceffary that
almoft every man fhould be a man of bufinefs, or engage in fome
fort of trade. ‘The provinece of Holland feems to be approach-
ing near to this ftate. It s there unfathionable not to be a man:
of bufinefs. Neeeffity makes it ufusl for almoft every man to be
fo, and cuftom every where regulates fathion: As- it 1s ridiculous
not to drefs, fo is it, in fome meafure, not’ to be employed, like:
other people. As a man of a civil profeflion feems aukward in
a camp or a garrifon, and is even in fome danger of being defpifed
there,. fo does an idle man among men of bufinefs.

Tue higheft ordinary rate of profit may be fuch as, in the price.
of the greater part of commodities, cats up the whole of what
fhould go to the rent of the land, and leaves only what is fuffi-
eient to pay the labour of preparing and bringing them to market,
according: to the loweft rate at which labour can any where be
paid, the bare fubfiftence of the labourer. The workman muft
always have been fed in"fome way or other while he was about the
work ;. but the landlord may not always have been paid. The
profits of the trade which the fervants of the Eaft India Com-

pany carry on in, Bengal may not perhaps be very far from this:

rate,

Tue proportion which the ufual market rate of intereft ought
to bear to the ordinary rate of clear profit, neceffarily varies as
in‘ﬂﬁt

CHAP,
IX.
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BOOK profit rifes or falls. Double intereft is in Great Britain reckoned,
s what the merchants call, a good, moderate, reafonable profit ;

terms which I apprehend mean no more than a common and
ufual profit. In a country where the ordinary rate of clear profit
is eight or ten per cent, it may be reafonable that one half of it
fhiould go to intereft wherever bufinefs is carried on with borrowed
money, The flock is at the rifk of the borrower, .who, as 1t
were, infures it to the lender; and four or five per cent. may
in the greater part of trades, be both a fufficient profit upon the
wifk of this infurance, and a fufficient recompence for the trouble
of employing the ftock. But the proportion between intereft
and clear profit might not be the fame in countries where the
ordinary rate of profit was either a good deal lower, or a good
deal higher, If it were a good deal lower, one half of it perhaps
could not-be afforded for intereft ; and more might be afforded

if it were a good deal higher.

In countries which are faft advancing to -riches, the low rate
of profit may, in the price of many commodities, compenfate
the high wages of labour, and enable thofe countries to fell as
cheap as their lefs thriving neighbours, among whom the wages of

labour may be lower.
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