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BEO T O KN

Of the Nature, Accumulation, and Employment
of Stock.

INTRODUCTION,

N that rude ftate of fociety in which there is no divifion of

labour, in which exchanges are feldom made, and in which
every man provides every thing for himfelf, it is not neceflary that
any ftock fhould be accumulated or ftored up beforehand in order
to carry on the bufinefs of the fociety. Every man endeavours to
fupply by his own induftry his own occafional wants as they occur.
When he is hungry, he goes to the foreft to hunt: when his coat
1s worn out, he cloaths himfelf with the fkin of the firft large
animal he kills: and when his but begins to go to ruin, he

repairs it, as well as he can, with the trees and the turf that are
neareft it.

But when the divifion of labour has once been thoroughly in-
troduced, the produce of a man’s own labour can fupply but a
very fmall part of his occafional wants. The far greater part
of them are fupplied by the produce of other mens labour, which
he purchafes with the produce, or, what is the fame thing, with
the price of the produce of his own. But this purchafe cannot be
made till fuch time as the produce of his own labour has not only
been compleated, but fold, A ftock of goods of different kinds,
therefore,
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BOORK therefore, muft be ftored up fomewhere fufficient to maintain him,

t..--l-.-'—-J and to fupply him with the materials and tools of his work till
fuch time, at leaft, as both thefe events can be brought about,
A weaver cannot apply himfelf entirely to his peculiar bufinefs,
unlefs there is beforehand ftored up fomewhere, either in his own
poffeffion or in that of fome other perfon, a ftock fufficient to
maintain him, and to fupply him with the materials and tools of
his work, till he has not only compleated, but fold his web.
This accumulation muft, evidently, be previous to huis applying his
induftry for fo long a time to fuch a peculiar bufinefs.

As the accumulation of ftock muft, in the nature of things, be
previous to the divifion of labour, fo labour can be more and more
fubdivided only in proportion as ftock is previoufly more and more
accumulated. The quantity of materials which the {fame number
of people can work up; increafes in a great proportion as labour
comes to be mere and more {ubdivided; and as the operations of
each workman. arve gradually reduced to a greater degree of fimpli-
city, a variety of new machines come to be invented for facilitating
and abridging thofe operations.  As the divifion of labour advances,
therefore, in erder to give conftant employment to an equal num-
ber of workmen, an equal ftock of provifions, and a greater frock
of materials and teols than what would have been neceffary in a
ruder ftate of things, muft be accumulated beforehand. But the
number of workmen in every branch of bufinefs generally increafes

with the divifion of labour in that branch, or rather it is the
increale of their number which enables them to ¢lafs and fubdivida
themlelves in this manner.

As. the accumulation of ftock is previoully neceffary for carrymg
on this great improvement in the productive powers of labour;
fo that accumulation naturally leads to this improvement. The

/ perfon
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perfon who employs his ftock in maintaining labour, neceffarily
wilhes to employ it in fuch a manner as to produce as great a
quantity of work as poffible. He endeavours, therefore, both to
make among his workmen the moft proper diftribution of employ-
ment, and to furnith them with the belt machines which he can
either invent or afford to purchafe, - His abilities in both thefe
refpects are generally in proportion to the extent of his fteck, or
to the number of people whom it can employ., The quantity of
induaftry, therefore, not only increafes in every country with the
increafe of the ftock which employs it, but, in confequence of
thatincreafe, the fame quantity of induftry produces a much greater
quantity of work.

Sucu are in general the effefts of the increafe of flock upon
induftry and its preductive powers.

In the following book I have endeavoured to explain the nature
of ftock, the effets of its accumulation into capitals of different
kinds, and the effefts of the different employments of thofe capi-
tals. This book is divided into five chapters. In the firft chapter,
T have endeavoured to fhow what are the different parts or branches
into which the ftock, either of an individual, or of a great {ociety,
naturally divides itfelf. In the fecond, 1 have endeavoured to
explain the nature and operation of money confidered as a particu-
lar branch of the general ftock of the fociety. The fteck which
is accumulated into a capital, may either be employed by the perfon
to whom it belongs, or it may be lent to fome other perfon. In
the third and fourth chapters, I have endeavoured to examine the
manner in which it operates in both thefe fituations. The fifth
and laft chapter treats of the different effefts which the different
employments of capital immediately produce upon the quantity
both of national induftry, and of the annual produce of land and
labour.

Yor. I,
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CHEE AP
Of the Diuvifien of Stock.

HEN the ftock which a man poffefies is no more than

fufficient to maintain him for a few days or a few weeks,
he feldom thinks of deriving any revenue from it. IHe confumes it
as {paringly as he can, and endeavours by his labour to acquire
fomething which may fupply its place before it be confumed alto-
gether. His revenue is, in this cafe, derived from his labour
only. This is the ftate of the greater part of the labouring poor
in all countries.

Bur when he poflefles ftock fufficient to maintain him for
months or years, he naturally endeavours to derive a revenue from
the greater pavt of it; referving only fo much for his immediate
confumption as may maintain him till this revenue begins to come
in. His whole ftock, therefore, is diftinguifhed into two parts.
That part which, he expetts, is to afford him this revenue 1s called
his capital. The other is that which {fupplies his 1mmediate con-
fumption ; and which confifts either, firft, in that portion of his
whole ftock which was originally referved for this purpofe; or,
fecondly, in his revenue, from whatever fource derived, as it gra-
dually comes in ; or, thirdly, in fuch things as had been purchafed
by either of thefe in former years, and which are not yet entirely
confumed ; fuch as a ftock of cloaths, houfhold furniture, and the
like. In one, or other, or all of thefe three articles, confilts the
ftock which men commonly referve for their own immediate con-
fumption.

7
THERE
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Turre ate two different ways in which a capital may be em-

ployed fo as to yicld a revenue or profit to its L'mpluym'.

FirsT, it may be employed in raifing, manufacturing, or pur-
chafing goods, and felling them again with a profit. The capital
employed in this manner yields no revenue or profit to its employer,
while it either remains in his pofleflion or continues in the fame
fhape. The goods of the merchant yield him no revenue or profit
till he fells them for money, and the money yields him as little till
it is again exchanged for goods. His capital 1s continually going
from him in one fhape, and 1'{;tulﬂing to him in another, and it 1s
only by means of fuch circulation or fucceflive exchanges that jt
can yield him any profit. Such capitals, therefore, may very
properly be called circulating capitals.

SEcoNDLY, it may be employed in the improvement of land,
in_the purchafe of uleful machines and inftruments of trade, or
in fuch-like things as yield a revenue or profit without changing
mafters or circulating any further. Such capitals, therefore, may

very properly be called fixed capitals.
4,

DiFFERENT ocCcupations require very different proportions be-

tween the fixed and circulating capitals employed in them.
o I o

Tue capital of a merchant, for example, 1s altogether a circu-
lating capital. He has occafion for no machines or inftruments

of trade, unlefs his thop or warehoufe be confidered as fuch.

Some part of the capital of every mafter artificer or manufac-
turer muft be fixred in the inftruments of his trade. This part,
however, is very fmall in fome, and very great in others. A malter

B taylor
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taylor requires no other inftruments of trade but a parcel of needles.
Thofe of the mafter fhoemaker are a little, though but a very
little, more expenfive. Thofe of the weaver rife a good deal above
thofe of the fhoemaker. The far greater part of the capital of
all fuch mafter artificers, however, is circulated cither in the wages
of their workmen, or in the price of their materials, and repaid with
a profit by the price of the work.

In other works a much greater fixed capital is required. In a
great iron-work, for example, the furnace for melting the ore,
the forge, the {litt-mill, are inftruments of trade which cannet be
ereCted without a very pgreat expence. In coal-works and mines
of every kind, the machinery neceffary both for drawing out the
water and. for other purpofes, is frequently fhill more expenfive.

Tuart part of the capital of the farmer which is employed in
the inftruments of agriculture is a fixed ; that which is employed
in the wages and maintenance of his labouring fervants, is a circu-
lating capital. He makesa profit of the one by keeping it in his
own pofleffion, and of the other by parting with it. ‘The price or
value of his labouring cattle is a fixed capital in: the fame manner
as that of the inftruments of hufbandry: Their maintenance is a
circulating capital in the fame manner as that of the labouring
fervants, The farmer makes his profit by keeping the labouring
cattle, and by parting with their maintenance: - Both the price and
the maintemrance of the cattle which are bought in and. fattened,
not for labour, but for fale, are a circulating capital, The farmer
makes his profit by parting with them. A flock of fheep or a herd
of cattle that, in a breeding country, is bought in, neither for
labour nor for fale, but in order to make a profit by their wool,
by their milk, and by their increafe, is a fixed capital.. The profit
is made by keeping them. Their maintenance is a circulating
capital.
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¢apital. - The profit is made by parting with it; and it comes
back with both its own profit, and the profit upon the whole price
of the cattle, in the price of the wool, the milk, and the increafe.
The whole value of the feed too is properly a fixed capital. Tho’
it goes backwards and forwards between the ground and the granary,
1t never changes mafters, and therefore does not properly circulate,
The farmer makes his profit, not by its fale, but by its increafe.

Tue general ftock of any country or fociety is the fame with
that of all its inhabitants or members, and therefore naturally
divides itfelf into the fame three portions, each of which has a dif-
tin¢t function or office.

Tue Firlt, 1s that portion which is referved for immediate con-
fumption, and of which the charafteriftick is, that it affords no
revenue or profit. It confifts in the ftock of food, cloaths, houl-
hold furniture, &c. which have been purchafed by their proper
confumers, but which are not yet entirely confumed. The whole
ftock of mere dwelling houfes too fubfifting at any one time in the
country, make a part of this firt portion. The ftock that is laid
out in a houfe, if it is to be the'dwelling houfe of the proprictor,
ceafes from that moment to ferve in the funétion of a capital, or to
afford any revenue to its owner. A dwelling houfe, as fuch, con-
tributes nothing to the revenue of its inhabitant; and though it
15, no doubt, extremely ufeful to him, it is as his cloaths and
houfhold furniture are ufeful to him, which, however, make
part of his expence, and not of his revenue. Ifitis to be lett to
a tenant for rent, as the houfe itfelf can produce nothing, the
tenant muft always pay the rent out of fome other revenue which
he derives cither from labour, orftock, or land. Thougha houle,
therefore, may yield a revenue to its. proprietor, and thereby ferve
m the function of a capital to him, it cannot yield any to the
publick,
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Sane K publick, nor ferve in the funétion of a capital to it, and the revenue

w—— of the whole body of the people can never be in the fmalleft degree

increafed by it. Cloaths, and houfhold furniture, in the fame
manner, fometimes yield a revenue, and thereby ferve in the func-
tion of a capital to particular perfons. In countries where maf-
querades are common, it is a trade to lett out mafquerade drefles
for a night. Upholfterers frequently lett furniture by the month
or by the year. Undertakers lett the furniture of funerals by the
day and by the week. Many people lett furnifhed houfes, and get
a rent, not only for the ufe of the houfe, but for that of the fur-
miture. ‘The revenue, however, which is derived from fuch things,
muft always be ultimately drawn from fome other fource of reve-
nue. Of all parts of the ftock, either of an individual, or of a
fociety, referved for immediate confumption, what is laid out in
houfes is moft flowly confumed. A flock of cloaths may laft
foveral years: a frock of furniture half a century or a century:
but a ftock of houfes, well built and properly taken care of, may
{aft many centuries, Though the period of their total confump-
tion, however, is more diltant, they are ftill as really a ftock re-
ferved for immediate confumption as either cloaths, or houfhold

furniture.

Tus Second of the three portions into which the general ftock
of the fociety divides itfelf, is the fixed capital; of which the cha-
racteriftick is, that it affords a revenue or profit without circulating
or changing mafters. It confifts chiefly of the four following

articles :

FirsT, of all ufeful machines and inftruments of trade which

facilitate and abridge labour :

Spconpry, of all thofe profitable buildings which "are the
means of procuring a revenue, not only to their proprictor who
letts

——
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letts them for a rent, but to the perfon who poflefles them and CHAP.

pays that rent for them; fuch as fhops, warehoufes, workhoufes, ‘—y—

farmhoufes, with all their neceffary buildings, ftables, granaries,
&c. Thefe are very different from mere dwelling houfes. They
are a fort of inftruments of trade, and may be confidered in the
fame light :

Tuirpry, of the improvements of land, of what has been
profitably laid out in clearing, draining, enclofing, manuring, and
reducing it into the condition moft proper for tillage and culture.
An ]r'L]':lr.}hti farm may very juftly be regarded in the fame light
as thofe ufeful machines which facilitate and abridge labour, and
by means of which, an equal circulating capital can afford a much
greater revenue to its employer. An improved farm is equally
advantageous and more durable than any of thofe machines, fre-
quent ly requ iring no other repairs than the moft profitable applica-

tion of the ‘I:1:':.1:_-=_' s capital employed in cultivating it :

FourTHLY, of the acquired and ufeful abilities of all the inha-
bitants or members of the [ociety. The acquifition of fuch :.n.-;-1*.1'.~‘-,
by the maintenance of the acquirer during his education, ftudy, or
apprenticefhip, always cofts a real expemce, which is a capital
fixed and realized, as it were, 511 his p:!'ii:'a Thofe talents, as

that of the

-
ERAL O1

they make a part of his fortune, o do they likewife of
fociety to which he belongs. 1 it ':;.1.-'-;-1.';.’. dexterity of a work-

man may be confidered in the fame light as ¢

ment of trade which facilitates and _abridges labour, anc
though it cofts a certain expence, repays that expence with a
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Tae Third and laft of the three portions into w hich the general

tack of the fociety naturally divides itfelf, ':: the CHEL]IL:T.“IH capital;
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of which the charaferiftick is, that it affords a revenue only by
circulating or changing mafters. It is compofed likewile of four

Parfs .

First, of the money by means of which all the other three are
circulated and diftributed to their proper ufers and confumers :

SgconnrLy, of the ftock of provifions which are in the pof-
feffion of the butcher, the grazier, the farmer, the corn-merchant,
the brewer, &c. and from the fale of which they expelt to derive
a profit:

THIirRDLY, of the materials, whether altogether rude, or more
or lefs manufattured, of cloaths, furniture, and building, which
are not yet made up into any of thofe three fhapes, but which
remain in the hands of the growers, the manufaturers, the mercers
and drapers, the timber-merchants, the carpenters and joiners, the
brickmakers, &c.

FovrTury, and laftly, of the work which is made up and
compleated, but which is ftill in the hands of the merchant or
manufacturer, and not yet difpofed of or diftributed to the proper
ufers and confumers ; fuch as the finithed work which we fre-
quently find ready made in the fhops of the fmith, the cabinet-
maker, the goldfmith, the jeweller, the china-merchant, &c. The
circulating capital confifls, in this manner, of the provifions, ma-
terials, and finithed work of all kinds that are in the hands of their
refpective dealers, and of the money that is neceffary for circulating
and diftributing them to thofe who are finally to ufe or to confume
them.

Or




THE WEALTH OF NATIONS.

Or thefe four parts three, provifions, materidls, and finifhed

I i L aes
work, are, either annually, or in a longer or {:rram,' peried, regu-
larly withdrawn from it, and placed either in the fiked ¢ ipital or
in the ftock referved for immediate confumption.

Every fixed capital is both originally derived from, and requires

to be continually fl'_m.-ﬂ;'l'::i by a circulating capital. All ufeful
m '.-a;f::.:':t:-'. and mitruments of trade are originally derived from a
circulating capital, which furnifhes the materials of which they are
made, d[l(l the maintenance of the workmen who make them.
‘They require too a capital of the fame kind to keep them in con-

']
{

ICanc L'."ii':';li‘.

No fixed capital can yield any revenue but by means of a circu-
lating capital. 'The moft ufeful machines and inftruments of trade
will produce nothing without the circulating capital which affords
he materials they are employed ulnm, a 1L1 the maintenance of the
-..ILEIEE'! who employ them, Land, however improved, will
vield no revenue without a cll'c:ul:-:tmg capital, which maintains the

labourers who cultivate and colleét its produce.

To maintain and augment the ftock which may be referved for
immediate confumption, is the fole end and purpofe both of the
fixed and circulating capitals. It is this ftock which feeds, cloaths,
and lodges the people. Their riches or poverty depends upon the
abundant or fparing fupplies which thofe two capitals can afford to
the ftock referved for immediate confumption.

So great a part of the circulating capital being continually with-
drawn from it in order to be placed in the other two branches of
the general {tock of the fociety, it muft in its turn require continual

Vor, L. G fupplies,
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i U K fapplies, without which it would foon ceafe to exift. Thefe fip-
s...-—,r--.: plics are principally drawn from three fources, the produce of land,

of mines, and of fitheries. Thefe afford continual {fupplies of pro-
vifions and materials, of which part is afterwards wrought up into
finithed work, and by which are replaced the provifions, mate-
rials, and finithed work continually withdrawn from the circulating
capital. From mines too is drawn what 1s neceflary for maintain-
ing and augmenting that part of it which confifts in money, For
though, in the ordinary courfe of bufinefs, this part is not; like
the other three, neceffarily withdrawn from it, in order to be placed
in the other two branches of the general ftock of the fociety, it
muft, however, like all other things, be wafted and worn out at
laft, and fometimes too be cither loft or fent abroad, and muft,
therefore, require continual, though, no doubt, much f{maller

{upplies,

Laxp, mines, and fitheries, require all both a fixed and a cir=
culating capital to cultivate them ; and their produce replaces with
a profit, not only thofe capitals, but all the others in the fociety.
Thus the farmer annually replaces to the manufalturer the provi-
fions which he had confumed and the materials which he had
wrought up the year before; and the manufaéturer replaces to the
farmer the finifhed work which he had wafted and worn out in the
fame time. Thisis the real exchange that is annually made between
thofe two orders of people, though it feldom happens that the rude
produce of the one and the manufactured produce of the other,
are direCtly bartered for one another; becaule it feldom happens
that the farmer fells his corn and his cattle, his flax and his wool,
to the very fame perfon of whom he chufes to purchafe the cloaths,
furniture, and inftraments of trade which he wants. He fells,
therefore, his rude produce for money, with which he can purchafe,
wherever it is to be had, the manufactured produce he has occafion
for,

- - —-_—
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for. Land even replaces, in part at leaft, the capitals with swhich C ”If”
filherics and mines are cultivated. It is the produce of land ‘v
which draws the fifh from the waters; and it is the produce

of the f{urface of the earth which extrats the minerals from its

bowels.

TuHEe produce of land, mines, and fifheries, when their natural
fertility is equal, is in proportion to the extent and proper appli-
cation of the capitals employed about them. When the capitals
are equal and equally well applied, it is in proportion to their
natural fertility.

In all countries where there is tolerable fecurity, every man of
common underftanding will endeavour to employ whatever ftock he
can command in procuring either prefent enjoyment or future profit.
If it is employed in procuring prefent enjoyment, itis a ftock referved
for immediate confumption. If it is employed in procuring future
profit, it muft procure this profit either by ftaying with him, or by
going from him. In the one cafe it is a fixed, in the other it is a
circulating capital. A man muft be perfetly crazy who, where there
15 tolerable fecurity, does not employ all the ftock which he com-
mands, whether it be his own or borrowed of other people, in
fome one or other of thofe three ways.

In thofe unfortunate countries, indeed, where men are continually
afraid of the violence of their fuperiors, they frequently bury and
conceal a great part of their ftock, in order to have it always at hand
to carry with them to fome place of fafety in cafe of their being
threatened with any of thofe difafters to which they confider them-
felves as at all times expofed. This 1s faid to be a common practice
in Turky, in Indoftan, and, I believe, in moft other governments

Kox-2 of
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of Afia. Itfeems to havebeen acommon practice among our ancef-
tors during the violence of the feudal government. Treafure-trove
was in thofe times confidered as no contemptible part of the revenue
of the greateft fovereigns in Europe. It confifted in fuch treafure as
was found concealed in the earth, and to which no particular perfon
could prove any right. This was regarded in thofe times as {o im-
portant an object, that it was always confidered as belonging to the
{overeign, and neither to the finder nor to the proprietor of the land,
unlefs the right to it had been conveyed to the latter by an exprefs
claufe in his charter. It was put upon the fame footing with gold
and filver mines, which, without a {pecial claufe in the charter, were
never {uppofed to be comprehended in the general grant of the lands,
though mines of lead, copper, tin, and coal were, as things of
{maller confequence,
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CH AP I,

Qf Money confidered as a particular Branch of the general Stocik
of the Socicty, or of the Expence of maintaining the National
Capital

-f bddda

T has been fhewn in the firlt book, that the price of the greater . . , P
part of commodities refolves itfelf into three parts, of which 1L
one pays the wages of the labour, another the profits of the ftock,
and a third the rent of the land which had been employed in pro-
ducing and bringing them to market: that there are, indeed, fome

commodities of which the price is made up of two of thofe parts
only, the wages of labour, and the

profits of ftock: and a very
few mn which 1t confilts altogether in one, the wages of labour :
but that the price of every commodity neceflarily refolves itfelf into
{fome one or other or all of thefe three parts; every part of it which

goes neither to rent nor te wages, being neceflanly profit to fome-

Sixce this is the cafe, it has been obferved, with recard to every

particular commodity, taken feparately; it muft be fo with re-
rard to all the commeodities which compoele the whele annual

prodyceof the land and labour of every comtry, taken complexly.

X
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The whole price or eschangeable value of that annual produce,
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wages of their labour, the profits of thewr ftock, «

their land,
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Byt though the whole value of the annual produce of the land

11. : - e e ;
— s and labour of every country, is thus divided among and conftitutes

a revenue to its different inhabitants, yet as in the rent of a pri-

vate eftate we diftinguifh between the grofs rent and the neat rent,
fo may we likewife in the revenue of all the inhabitants of a great
country.

THE grofs rent of a private eftate comprehends whatever is paid
by the farmer: the neat rent, what remains free to the landloxd,
after dedufting the expence of management, of repairs, and all
other neceffary charges; or what, without hurting his eftate, he
can afford to place in his ftock referved for immediate confumption,
or to {fpend upon his table, equipage, the ornaments of his houfe
and furniture, his private enjoyments and amufements. IHis real
wealth is in proportion, not to his grofs, but to his neat rent,

Tur grofs revenue of all the inhabitants of a great country,
comprehends the whole annual produce of their land and labour :
the neat revenue, what remains free to them after deducting the
expence of maintaining; firft, their fixed; and, fecondly, their
cicculating capital; or what, without encroaching upon their ca-
pital, they can place in their flock referved for immediate con-
{umption, or {pend upon their fubfiftence, conveniencies and
amulements, Their real wealth too is in proportion, not to their
evofs, but to their neat revenue. :

Tue whole expence of maintamning the fixed capital, muit evi-
dently be excluded from the neat revenue of the fociety, Neither
the materials neceflary for fupporting their ufeful machines and
inftruments of trade, their profitable buildings, &c. nor the pro-
duce of the labour neceffary for fafhioning thofe 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 fo
employed
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employed may place the whole value of their wages in their ftock C HI;". i

referved for immediate confumption.
labour, both the price and the produce go to this ftock, the price
to that of the workmen, the produce to that of other people,
whofe fubfiftence, conveniencies, and amufements, are augmented
by the labour of thofe workmen.

Tue intention of the fixed capital 1s to increale the produltive
powers of labour, or to enable the fame number of labourers to
perform a much greater quantity of work. In a farm where all
the neceffary buildings, fences, drains, communications, &c. are
in the moft perfect good order, the fame number of labourers and
labouring cattle will raife a much greater produce, than in one
of equal extent and equally good ground, but not furnifhed with
In manufactures the fame number of hands
alfifted with the beft machinery, will work up a much greater

equal conveniencies.

quantity of goods than with more imperfect inftruments of trade.
The expence which is properly laid out upon a fixed capital of
any kind, is always repaid with great profit, and increafes the an-
nual ‘produce by a much greater value than that of the fupport
which fuch improvements require. This fupport, however, {till
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, cloathing, and lodgzing, the fubfiftence and conveniencies of

the fociety, are thus diverted to another employment, highly ad-
vantageous indeed, but fhll different fiom this one. It 1s upon
this account that all fuch improvements in mechanicks, as enable
the fame number of workmen to perform an equal quantity of
work, with cheaper and fimpler machinery than had been ulual

before, are always regarded as advantageous to: every fociety. A

certain quantity of materials, and the labour of a certain number

) @b

But in other forts of mpmt
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of workmen, which had before been employed in fupporting a
more complex and expenflive machinery, can afterwards be ap=
plied” to augment the quantity of werk which that or any other
machinery is ufeful enly for performing, The undertaker of fome
great manufactory who employs a theufand a-year in the main-
tenance of his machinery, if he can reduce this expence to five
hundred, will natarally employ the other five hundred in puir=
chafing an additional quantity of materials to be wrought up by
an additional number of workmen, The quantity of that work,
therefore, which his machinery was ufeful only for pes forming,
will naturally be augmented, and with it all the advantage and

P

conveniency which the fociety can derive from that work,

Tue expence of maintaining the fixed capital in a great country,
may very properly be compared to that of repairs in a private eftate,
The expence of repairs may frequently be neceffary for fupporting
the produce of the eftate, and confequently both the grofs and the
neat rent of the landlord. When by a more proper direttion,
however, it can bediminifthed without occafioning any diminution
of produce, the grofs rent remams at leaft the fame as before, and
the neat rent is neceffarily augmented.

But though the whole expence of maintaining the fixed capital
is thus neceffarily excluded from the neat revenue of the fociety,
it is not the fame cafe with that of maintaining the circulating ca-
pital. Of the four parts of which this latter capital 1s compofed,
money, provifions, materials, and finifhed work, the three laft,
it has already been obferved, are regularly withdrawn from it, and
placed either in the fixed capital of the fociety, or in their flock
referved for ymmediate confumption. Whatever portion of thole
confumable goods is not employed in maintaining the former,
goes all to the latter, and makes a part of the neat revenue of the

: fociety.
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fociety, The maintenance of thofe three parts of the circulating
capital, therefore, withdraws no portion of the annual produce
from the neat revenue of the fociety, befides what is neceflary for
maintaining the fixed capital.

Tue circulating capital of a fociety is in this refpe different
from that of an individual. That of an individual is totally ex-
cluded from m

\g any part of his neat revenue, which muft con-
fift altogether in his profits. But though the circulating capital
of every individual, makes a part of that of the fociety to which
he belongs, it 1s not upon that account totally excluded from
making a part likewife of their neat revenue. Though the whole
goeds n a merchant’s fhop muft by no means be placed in his
own ftock referved for immediate confumption, they may in that

of other people, who from a revenue derived from other funds,
may regularly replace their value to him together with its profits,

without occafioning any diminution either of his capital or of
their's.

Mowey, therefore, is the only part of the circulating capital
of a fociety of which the maintenance can occafion any diminution.

n thewr neat revenue.

T'ue fixed capital, and that part of the circulating capital which

il

confifts 1n money, {o far as they affect the revenue of the fuci{:t}’:-

")

bear a very great relemblance to one another.

e ey P [ ree R 1 Saftrrnsy st - eTere] - -
5T, as thole machmes and iaftruments of trade, &e. re-

guire a certain expence firlt to ereft them and afterwards to {upport
them, both which expences, though they make a part of the grofs,
are deductions from the neat revenue of the fociety; fo the ftock
of money which circulates in any country muft require a certain

Yor. L, Yy expence,,
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B {)IH K expence, firflt to collettit, and afterwards to frn“:o t it, both which

L

€Xpences, t]mugh th{,}r make a part of the erofs, are, 1n the fame
manner, deduétions from the neat revenue of the {ociety. A cer-
tain quantity of very valuable materials, gold and filver, and of
very curious labour, inftead of -augmenting the ftock referved for
immediate confumption, the {ubfiftence, conveniencies, and amufe-
ments of individuals, is employed in fupporting that great but
expenfive inftrument of commerce, by means of which every indi-
vidual in the fociety has his fubfiftence, conveniencies, and amufe-
ments, regularly diftributed to him in their proper proportions.

SEcoNDLY, as the machines and inftruments of trade, e, which
compofe the fixed capital either of an individual or of a fociety,
make no part either of the grofs or of the neat revenue of either;
fo money, by means of which the whole revenue of the fociety is
regularly diftributed among all its different members, makes tlelf
no part of that revenue. The great wheel of circulation is alto-
gether different from the goods which are circulated by means
of it. The revenue of the fociety confifts altogether in thofe goods,
and not in the wheel which circulates them. In computing either
the grofs or the neat revenue of any fociety, we muft always, from
their whole annual circulation of money and goods, deduct the
whole value of the money, of which not a fingle farthing can ever
make any part of either. :

It is the ambiguity of language only which can make this pro-
pofition appear either doubtful or paradoxical. When properly
explained and underftood, it is almoft {elf-evident.

Wuen we talk of any particular fum of money, we {ometimes
mean nothing but the metal pieces of which it 1s compofed; and
fometimes we include in our meaning fome obfcure reference to
the
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the goods which can be had in exchange for it, or to the power of C Pif"i P.

purchafing which the poffeflion of it conveys. Thus when we fay, ‘e

that the circulating money of England has been computed at
eighteen millions, we mean only to exprefs the amount of the
metal pieces, which {fome writers have computed or rather have
fuppofed to circulate in that country. But when we fay that a
man is worth fifty or a hundred pounds a-year, we mean com-
monly to exprefs not only the amount of the metal pieces which
are annually paid to him, but the value of the goods which he can
annually purchafe or confume. We mean commonly to afcertain
what is or ought to be his way of living, or the quantity and
quality of the neceflaries and conveniencies of life in which he
can with propriety indulge himf{elf,

Waen, by any particular fum of money, we mean not only to
exprefs the amount of the metal pieces of which it 1s compofed,
but to include in its fignification fome obfcure reference to the
aoods which can be had in exchange for them, the wealth or re-
venue which it in this cafe denotes, is equal only to one of the two
values which are thus intimated fomewhat ambiguoufly by the
fame word, and to the latter more properly than to the former,
to the money’s-worth more properly than to the money.

Traus if a guinea be the weekly penfion of a particular perfon,,

he can in the courfe of the week purchafe with it a certain quantity
of fubfiftence, conveniencies, and amufements. In proportion as
this quantity is great or fmall, fo are his real riches, his real weekly
revenue. His weekly revenue is certainly not equal both to the
guinea, and to what can be purchafed with it, but only to one
or other of thofe two equal values; and to the latter more pro-
perly than to the former, to the guinea's-worth rather than to the
guinea,

oy = Ir
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bii -.'}”H K Ir the penfion of fuch a perfon was p;ﬁd to him, not in gold,
‘=~ but in a weekly bill for a guinea, his revenue furely would not fo

properly confift in the piece of paper, as in what he could get for
it. A guinea may be confidered as a bill for a certain quantity
of neceffaries and conveniencies upon all the tradefmen in the

neighbourhood. The revenue of the perfon to whom it is paid,
does not {o properly confift in the picce of gold, as in what he can
get for it, or in what he can exchange it for. If it could be ex- ]
changed for nothing, it would, like a bill upén a bankrupt, be of
no more value than the moft ufelels piece of paper. ]

TuoucH the weekly, or yearly revenue of all the different in-

habitants of any country, in the fame manner, may be, and in
reality frequently is paid to them in money, their real riches, how-
ever, the real weekly or yearly revenue of all of them taken to-
gether, muft always be great or fmall in proportion to the quan-
tity of confumable goods which they can all of them purchafe with
this money. The whole revenue of all of them taken together is
evidently not equal to both the money and the confumable goods ;
but only to one or other of thofe two values, and to the latter
more properly than to the former.

TrouGn we frequently, therefore, expres a perfon’s revenue
by the metal pieces which are annually paid to him, it is becaule
the amount of thofe pieces regulates the extent of his power of
purchafing, or the value of the goods which he can annually af-
ford to confume. We ftill confider his revenue as confifting in
this power of purchafing or confuming, and not in the pieces
which convey it.

Bu if this is fufficiently evident even with regard to an indivi-
dual, it 15 ftill more fo with regard to a fociety. ‘The amount of
the
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the metal pieces which are annually paid to an individual, is often
precifely equal to his I

3 g it I ] ALk
revenue, and is upon that account the fhorteft
1ts wvalue. ‘But th

and beft l:':-.';“_'-:u".'i-.m of amount of the metal
pieces which circulate in a fociety, can never be equal to the re-
g. As the fame

be guinea which pays the
weekly pmﬂ-‘.:n of one man to-day, may pay that of anather to-
1

venue of all its mem
m '.J"i'i'_:'n.", nd that of a third the day thereafter, the amount of the
metal pie which annually circulate in any country, muft always
than the whole money penfions annually paid
e power of purchafing, the goods which can

be of ln...f_,l‘. I-LI.'E‘ value
with them. But the
fucceflively be bought with the whole of thofe money penfions as
they are fucceflively paid, muft always be precifely of the fame
\*r:l:jlu with thofe penfions; as muft likewife be the revenue of the
different perfons to whom they are paid. That revenue, there-
fore, cannot confift in thofe metal pieces, of which the amount is
fo much inferior to its value, but in the power of purchafing, in
the goods which can fucceffively be bought with them as they cir-
culate from hand to hand,

1

=

1C

MonEey,* therefore, the great wheel of circulation, the great
inftrument of commerce, like all other inftruments of trade,
though it makes a part and a very valuable part of the capital,
makes no part of the revenue of the fociety to which it belongs;

and though the metal pieces of which it is compofed, in the courfe

of their annual circulation, diftribute to every man the revenue
which properly belongs to him, they make themfelves no part of

that revenue,

Tuirpry, and laftly, the machines and inftruments of trade,
&cc. which compofe the fixed capital, bear this further refemblance
to that part of the circulating capital which confifts in money;
that as every faving in the expence of erecting and fupporting ?ho{u
machines,
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machines, which does not diminifh the produétive powers of labour,
1s an improvement of the neat revenue of the fociety; fo every faving
m the expence of colleCting and fupporting that part of the cir-
culating capital which confifts in money, 18 an improvement of
exattly the fame kind,

It is fufficiently obvious, and it has partly too been explained
already, in what manner every faving in the expence of fupporting
the fixed capital is an improvement of the neat revenue of the
fociety. The whole capital of the undertaker of every work is necef=
farily divided between his fixed and his circulating capital. While his
whole capital remains the fame, the fmaller the one part, the greater
muit neceffarily be the other. It is the circulating capital which
furnithes the materials and wages of labour, and puts induftry into
motion. Every faving, therefore, in the expence of maintaining
the fixed capital, which does not diminifh the productive powers
of labour, muft increafe the fund which puts induftry into motion,

. and confequently the annual produce of land and labour, the real

revenue of every ﬂ:rciraty.

Tue fubftitution of paper in the room of gold and filver money,
replaces a very expenfive inftrument of commerce with one much
lefs coftly, and fometimes equally. convenient. Circulation comes
to be carried on by a new wheel, which it cofts lefs both to ereft
and to maintain than the old one. But in what manner this opera-
tion is performed, and in what manner it tends to increafe
either the grofs or the neat revenue of the fociety, is not
altogether fo obvious, and may therefore require fome further
explication.

Tuere are feveral different forts of paper money ; but the eircu-
lating notes of banks and bankers are the fpecies which is beft
known, and which feems beft adapted for this purpofe,

7 Waen




THE WEALTH OF NATIONS.

351

Wuen the people of any particular country have fuch con- CHAP.

fidence in the fortune, probity, and prudence of a particular
banker, as to believe that he is always ready to pay upon demand
fuch of his promiffary notes as are likely to be at any time prefented
to him ; thofe notes come to have the fame currency as gold and
filver money, from the confidence that fuch money can at any time
be had for them.

A pAarTiCULAR banker lends among his cultomers his own
promiffary notes, to the extent, we fhall fuppofe, Of a hundred
thoufand pounds. As thofe notes ferve all the purpofes of money
his debtors pay him the fame intereft as if he had lent 111{:1‘11 fo much
money. This intereft is the fource of his gain. Though fome of
thofe notes are continually coming back upon him for payment,
part of them continue to circulate for months and years together.
Though he has generally in circulation, therefore, notes to the
extent of a hundred thoufand pounds, twenty thoufand pounds in
gold and filver may, frequently, be a fufficient provifion for an-
fwering occafional demands.- By this operation, thercfore, twenty
thoufand pounds in gold and filver perform all the funétions which
a hundred thoufand could otherwife have performed. The
fame exchanges may be made, the fame quantity of confumable
goods may be circulated and diftributed to their pm]}m' conlumers,
by means of his promiffary notes, to the value of a hundred thou-
fand pounds, as by an equal value of gold and filver money. Eighty
thoufand pounds of gold and filver, therefore, can, in this manner,
be fpared from the circulation of the country; and if different
operations of the fame kind, fhould, at the fame time, be carried
on by many different banks and bankers, the whole circulation may
thus be condutted with a fifth part only of the gold and filver which
would otherwile have been requifite.

11,
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Ler us fuppofe, for example, that the whole circulating money
of fome particular country amounted, at a particular time, to one
million fterling, that fum being then fufficient for circulating the
whole annual produce of their land and labour. Let us fuppofe

that fome time thereafter, different banks and bankers iffued
promiflary notes, payable to the bearer, to the extent of one
million, referving in their different coffers two hundred thoufand
pounds for an{wering occafional demands. There would remain,
therefore, in circulation, eight hundred thonfand }munds in gold

and filver, and a nullion of bank notes, or, eighteen hundred

thoufand pounds of paper and- money together. But the annual
produce of the land and labour of the country had before required
only one million to circulate and diftribute it to its proper
confumers, and that annual produce cannot be ii]ll‘l'll:}{!i;!ttf':.-' aug-
mented by thofe operations of banking. One million, therefore,
will be fufficient to circulate it after them. The goods to be bought
and fold being precifely the fame as before, the fame quantity of
money will be {ufficient for buying and felling them. The
channel of circulation,. if I may be allowed fuch an expreflion, will
remain precifely the fame as before. One million we have fuppofed
fufficient to fill t’ml: channel. Whatever, therefore, 15 poured
into it beyond this fum, cannot run in it, but muft overflow. One
million eight ]11::11;:‘CL1 thoufand pounds are poured into it. Eight
hundred thoufand pounds, therefore, muft overflow, that fam
’;_&-;-]:1:' over and above what can be EI‘.II[JIDE,I'E‘.d mn the circulation of the
cmim':':.r. Eut thou! |1 this fum cannot be en npi (}\ ed at home, 1t 15
too valuable to be \Lhu ved to lie idle. It will, therefore, i'*.c fent
abroad, i order to {egck that 1'-1':}111311&: employment, which it
cannot find at. home. But the 11'1‘-::' annot go abroad ; becaule at
a diftance from the banks which iffue it, al‘ul from the country in
'I.'.'!'..-;_'.] payment of it can be exatted by law, it will not be
received in common payments. Gold and filver, therefore, to the
amount
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amount of eight hundred thoufand pounds will be fent abroad, and CH A P.
the channel of home circulation will remain filled with a million

of paper, inftead of the million of thofe metals which filled it
before.

But though fo great a quantity of gold and filver is thus fent
abroad, we muft not imagine that it is fent abroad for nothing, or
that its proprietors make a prefent of it to foreign nations. They
will exchange it for foreign goods of fome kind or another, in order
to fupply the confumption either of fome other foreign country or
of their own.

Ir they employ it in purchafing goods in one foreign country
in order to {upply the confumption of another, or in what is called
the carrying trade, whatever profit they make will be an addition to
the neat revenue of their own country. It is like a new fund, created
for carrying on a new trade; domeftick bufinefs being now tranf-
ated by paper, and the gold and filver being converted into a fund
for this new trade.

Ir they employ it in purchafing foreign goods for home con-
fumption, they may either, firft, purchafe fuch goods as are likely
to be confumed by 1dle people who produce nothing, fuch as foreign
wines, foreign filks, &c.; or, fecondly, they may purchafe an
additional flock of materials, tools, and provifions, in order to
maintain and employ an -additional number of induftrious people,
who re-produce, with a profit, the value of their annual con-
fumption.

So far as it is employed in the firft way, it promotes prodigality,
increafes expence and confumption without increafing produétion,
or eftablithing any permanent fund for .fupporting that expence,
and is in every refpect hurtful to the fociety.

Vor. I. Zz Se
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So far as it is employed in the fecond way, it promotes induftry ;
and though it increafes the confumption of the fociety, it provides
a permanent fund for fupporting that confumption, the people who
confume, re-producing, with a profit, the whole value of their
annual confumption. The grofs revenue of the fociety, the annual
produce of their land and labour, is increafed by the whole value
which the labour of thofe workmen adds to the materials upon which
they are employed; and their neat revenue by what remains of
this value; after deducting what is neceflary for fupporting the
tools and infiruments of their trade.

THAT the greater part of the gold and filver which, being forced
abroad by thofe operations of banking, is employed in purchafing
foreign goods for home confumption, is and muft be employed
in purchafing thofe of this fecond kind, feems, not only probable,
but almoft unaveidable. Though fome particular men may fome-
times increafe their expence very confiderably though their revenue
does not increafe at all, we may be affured that no clafs or order
of men ever does fo; becaufe, though the principles of commen
prudence do not always govern the conduct of every individual,
they always influence that of the majority of every clafs or order.
But the revenue of idle people, confidered as a clafs or order,
cannot, in the fmalleft degree, be increafed by thofe operations of
banking. Their expence in general, therefore, cannot be much
increafed by them, though that of a few individuals among them
may, and in reality fometimes is.. The demand of idle people,
therefore, for foreign goods, being the fame, or very nearly the
fame, as before, a very fmall part of the money, which being forced
abroad by thofe operations of banking, is employed in purchafing
foreign goods for home confumption, is likely to be employed in
purchafing thofe for their ufe, ' The greater part of it will naturally
be
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be deftined for the employment of induftry, and not for the majn.
tenance of idlenefs, ,

WaeN we compute the quantity of induftry which the cir-
culating capital of any fociety can employ, we muft always have
regard to thofe parts of it only, which confift in provifions, mate-
rials, and finithed work : the other, which confifts in money, and
which ferves only to circulate thofe three, muft always be deduéted.
In order to put induftry into motion, three things are requifite ;
materials to work upon, tools to work with, and the wages or
recompence for the fake of which the work is done. Money is
neither a material to work upon, nor a tool to work with; and
though the wages of the workman are commonly paid to him in
money, his real revenue, like that of all other men, confifts
the money, but in the money’s worth
in what can be got for them,

, not in
; notin the metal pieces, but

Tue quantity of induftry which any capital cant employ, muft,
E‘-."lLil;']'I.t]:\-', be equal to the number of workmen whom it can ﬁlp}:!}r
with materials, tools, and a maintenance fuitable to the nature of
the work. Money may be requifite for purchafing the mate-
rials and tools of the work, as well as the maintenance of the
workmen. But the quantity of induftry which the whol
can employ, is certainly not equal both to the money wi
chafes, and to the

€ capital
lich pur-
materials, tools, and maintenance, which are
purchafed with it; but only to one or other of thofe twa values

gy
and to the latter more properly than to the former,

WieN paper is fubftituted in the room of gold and fil

VEr money,
the quantity of the materials, tools, and maintenance, which the

whole circulating capital can fupply, may be increafed by the whole
value of gold and filver which ufed to be employed in purchafing
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them. The wholeé value of the great wheel of circulation and
diftribution, is added to the goods which are circulated and
diftributed by means of it. The operation, in fome meafure, re-
{embles that of the undertaker of fome great work, who, in confe-
quence of fome improvement in mechanicks, takes down his old
machinery, and adds the difference between its price and that of
the new to his circulating capital, to the fund from which he fur-
nifhes materials and wages to his workmen.

Waart 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, impoffible to determine. It has
been computed by different authors at a fifth, at a tenth, at a
twenticth, and at a thirtieth part of that value. But how fmall
foever the proportion which the circulating money may bear
to the whole value of the annual produce, as but a part, and fre-
quently but a fmall part, of that produce, is ever deftined for the
maintenance of induftry, it muft always bear a very confiderable
proportion to that part. When, therefore, by the fubftitution of
paper, the gold and filver neceffary for circulation is reduced to,
perhaps, a fifth part of the former quantity, if the value of only
the greater part of the other four-fifths be added to the funds which
are deftined for the maintenance of induftry, it muft make a very
confiderable addition to the quantity. of that induftry, and, con-
fequently, to the value of the annual produce of land and

labour.

AN operation of this kind has, within thefe five and twenty or
thirty years, been performed in Scotland, by the erettion of new
banking companigs in almoft every confiderable town, and even in
fome country villages. The effects of it have been precifely thofe

above defcribed, The bufinefs of the country is almoft entirely
carried
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carried on by means of the paper of thofe different banking
companies, with which purchafes and payments of all kinds
are commonly made. Silver very feldom appears, except in the
change of a twenty fhillings bank note, and gold ftill feldomer.
But though the conduét of all thofe different companies has not
been unexceptionable, and ‘has accordingly required an aét of
parliament to regulate it; the country, notwithftanding, has
evidently derived great benefit from their trade. T have heard it
afferted, that the trade of the city of Glafgow doubled in about
fifteen years after the firft ereétion of the'banks there; and that the
trade of Scotland has more than quadrupled fince the firft erection
of the two publick banks at Edinburgh, of which the one, called
The Bank of Scotland, was eftablifhed by a& of parliament in
1695, the other, called The Royal Bank, by royal charter in
1727. Whether the ‘trade, cither of Scotland in general, or of
the city of Glafgow in particular, has really increafed in fo great
a proportion, during fo fhort a period, I do not pretend te
know. If either of them has increafed in this proportion, it feems
to be an effect too: great to be accounted for by the fole operation
of this caufe, ‘That the trade and induftry of Scotland, however;
have increafed very confiderably during this period, and that
the banks have contributed a good deal to this increafe, cannot.
be doubted.

Tue value of the filver money which circulated in Secotland
before the union,, in 1707, and which immediately after it was
brought into the bank of Seotland in order to be re-coined,
amounted to 4x1,117l. 10s. gd. ferling. No account has been
got of the gold coin ; but it appears from the antient accounts of
the mint of Scotland, that the value of the gold annually coined
{omewhat exceeded that of the filver ®*, There were a good many
people too upon this occafion, who, from a diffidence of re-

# See Rudiman’s Preface to Anderfon’s Diplomata, &c.  Scotie.
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B f?”U K payment, did not bring their filver into the bank of Scotland; -and
d——— there was, befides, fome Englith coin, which was not called

in, The whole value of the gold and filver, therefore, which
circulated in Scotland before the union, cannot be eftimated at
lefs than a million fterling., It feems to have conftituted almoft
the whole circulation of that country; for though the circulation
of the bank of Scotland, which had then no nwval, was con-
fiderable, it feems to have made but a very fmall part of the
whole. In the prefent times the whole circulation of Scotland
cannot be eftimated at lefs than two millions, of which that part
which confifts in gold and filver, moft probably, does not amount
to half a million. But though the circulating gold and filver of
Scotland have fuffered fo great a diminution during this period,
1ts real riches and profperity do not appear to have fuffered any.
Its ‘agriculture, manufatures, and trade, on the contrary, the
annual produce of its land and labour, have evidently been
augmented.

IT is chiefly by difcounting bills of exchange, that is, by ad-
vancing money upon them before they are due, that the greater
part of banks and bankers iffuc their promiffory notes. They
deduct always, upon whatever fum they advance, the legal
intereft till the bill fhall become due. The payment of the
bill, when it becomes due, replaces to the bank the value of
what had been advanced, together with a clear profit of the
intereft. The banker who advances to the merchant whofe
bill he dilcounts, not gold and filver, but his own promiffory
notes, has the advantage of being able to difcount to a greater
amount, by the whole value of his promiffory notes, ®vhich he
finds by experience, are commonly in circulation, He is thereby
enabled to make his clear gain of intereft on fo much a
larger fum,

THE
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Tuz commerce of Scotland, which at prefent is not very great, CHAP.
was ftill more inconfiderable when the two firft banking com- w—y—

panies were eftablifhed’; and thofe companies would have had but
little trade, had they confined their bufinefs to the difeounting of
bills of exchange. They invented, therefore, another method of
iffuing their promiffary notes ; by granting, what they called, cafly
accounts, that is, by giving credit to the extent of a certain fum,
(tewo or three thoufand pounds, for example), to any individual
who could procure two perfons of undoubted credit and good landed
eftate to become furety for him, that whatever money fhould be
advanced to him, within the fum for which the credit had been
given, fhould be repaid upon demand, together.with the legal
intereft. Credits of this kind are, I believe, commonly granted by
banks and bankers in all different parts of the world. But the
eafy terms upon which the Scotch banking companies accept of
re-payment are, fo far as I know, peculiar to them, and have,
perhaps, been the principal caufe, both of the great trade of thofe
companies, and of the benefit which the country has received
from 1t.

WaoErvER has a credit of this kind with one of thofe companies,
and borrows a thoufand pounds upon it, for example, may repay
this fum piece-meal, by twenty and thirty pounds ata time, the
company difcounting a proportionable part of the intereft of the
great fum from the day on which each of thofe fmall fums 1s paid
in, till the whole be in this manner repaid. ~All merchants, there-
fore, and almoft all men of bufinefs, find it convenient to keep
fuch cafh accounts with them, and are thereby interefted to pro-
mote the trade of thofe companies, by readily receiving their notes
in all payments, and by encouraging all thofe with whom they
have any influence to do the fame. The banks, when their cuftomers

apply to them for money, generally advance it to them in their own
promiflary

{
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BC!HD K promiffary notes. Thefe the merchants pay away to the manu-
—— falturers for goods, the manufacturers to the farmers for mate-

rials and provifions, the farmers to their landlords for rent, the
landlords repay them to the merchants for the conveniencies and
luxuries with which they fupply them, and the merchants again
return them to the banks in order to balance their cafh accounts,
or to replace what they may have borrowed of them; and thus
almoft the whole money bufines of the country is tranfacted
by means of them. Hence, the great trade of thofe companies.

By means of thofe cafh accounts every merchant can, without
imprudence, carry on a greater trade than he otherwife could do.
If there are two merchants, one in London, and the other in
Edinburgh, who employ equal ftocks in the fame branch of trade,
the Edinburgh merchant can, without imprudence, carry on a
greater trade, and give employment to a greater number of people
than the London merchant. The London merchant muft always
keep by him a confiderable fum of money, either in his own

ccoffers, or in thofe of his banker, who gives him no intereft for

it, in order to anfwer the demands continually coming upon
him for payment of the goods which he purchafes upon credit. Let
the ordinary amount of this fum be fuppofed five hundred pounds.
The value of the goods in his warchoufe muft always be lefs by
five hundred pounds than it would have been, had he not been
obliged to keep fuch a fum unemployed. Let us fuppofe that
he generally difpofes of his whole ftock upon hand, or of
goods to the value of his whole ftock upon hand, once in the
year. By being obliged to keep fo great a fum unemployed, he
muft fell in a year five hundred pounds worth lefs goods than he
might otherwife have done. His annual profits muft be lefs by
all that he could have made by the fale of five hundred pounds
worth more goods ; and the number of people employed in pre-
paring his goods for the market, muft be lefs by all thofe that
five
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five hundred pounds more ftock could have employed. The
merchant in Edinburgh, on the other hand, keeps no money
unemployed for anfwering fuch occafional demands. When they
aCtually come upon him, he fatisfies them from his calh account
with the bank, and gradually replaces the fum borrowed with the
money or paper which comes m from the occafional fales of his
goods. With the fame ftock, therefore, he can, without imprudence,
have at all times in his warchoufe a larger quantity of goods
than the London merchant; and can thereby both make a greater
profit himfelf, and give conftant employment to a greater number
of induftrious people who prepare thofe goods for the market.
Hence the great benefit which the country has derived from this
trade.

Tue facility of difcounting bills of exchange, it may be thought
indeed, gives the Englith merchants a conveniency equivalent
to the cafh accounts of the Seotch merchants, But the Scotch
merchants, it muft be remembered, can difcount their bills of ex-
change as eafily as the Englifh merchants; and have, befides, the
additional conveniency of their cath accounts,

Tue whole paper money of every kind which can eafily circu-
late in any country never can exceed the value of the zold and
filver, of which it fupplies the place, or which (the commerce
being fuppofed the fame) would circulate there, if there was no
paper money. If twenty fhilling notes, For ‘example, are the
lowelt paper money current in Scotland, the whole of that cur-
rency which can eafily circulate there cannot exceed the fum
of gold and filver, which would be neceffary for tranfilting
the annual exchanges of twenty fhillings valuc and ‘upwards
ufually tranfatted within that country. Should ‘the eirculating
paper at any time exceed that fum, as the excels could neither
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B {hﬂ K be fent abroad nor be employed in the circulation of the country, it

—— muft immediately return upon the banks to be exchanged for

gold and filver. Many peoplé would immediately perceive that
they had more of this paper than was neceffary for tranfacting
their bufinefs at home, and as they could not fend it abroad,
they would immediately demand payment of it from the banks.
When this fuperflucus paper was converted into gold and filver,
they could eafily find a ufe for it by fending it abroad ; but they
could find none while it remained in the fhape of paper. There
would immediately, therefore, be a run upon the banks to the
whole extent of this fuperfluous paper, and, if they (howed any
difficulty or backwardnefs in payment, to a much greater extent;
the alarm, which this would occafion, neceffarily increaling the

run.

Over and above the expences which are common to every
branch of trade; fuch as the expence of houfe-rent, the wages
of fervants, clerks, accountants, &c.; the expences peculiar to a
bank confift chiefly in two articles : Firft, in the expence of keep-
ing at all times in its coffers, for anfwering the occafional demands
of the holders of its notes, a large fum of money, of which it
lofes the intereft: And, fecondly,-in the expence of replenifhing
thofe coffers as faft as they are emptied by anfwering fuch occa-
fional demands.

A saNkING company which iffues more paper than can be
employed in the circulation of the country, and of which the
excels is continually returning upon them for payment, ought to
increafe the quantity of gold and filver, which they keep at all
times in their coffers, not only in proportion to this exceflive
increafe of their circulation, but in a much greater proportion;
their notes returning upon them much fafter than in proportion
4 to




THE WEALTH

OF NATIONS.

to the excefs of their quantity. Such a company, therefore,
ought to increafe the firft article: of their expence, not only in
proportion to this forced increafe of their bufinefs, but in a much
greater proportion.

Tue coffers of fuch a company too, though they ought to
be filled much fuller, yet muft empty themfelves much fafter than
if their bufinefs was confined within more reafonable bounds, and
muft require, not only a more viclent, but a more conftant and
uninterrupted - exertion of expence in order to replenifh them.
The coin too, which is thus continually drawn in fuch large
quantities from their coffers, cannot be employed in the circula-
tion of the country. It comes in place of a paper which is over
and above what can be employed in that circulation, and is there-
fore, over and above what can be employed in it too. But as
that coin will not be allowed to lic idle, it muft, in one thape
or another, be fent abroad, in order to find that profitable employ-
ment which it cannot find at home; and this continual exportation
of gold and filver, by enhancing the difficulty, muft m:crﬂh]'il}r
enhance fhll farther the expence of the bank, in finding new
gold and filver in order to replenifh thofe coffers, which empty
themfelves fo very rapidly. Such a company, therefore, muit,
in proportion to this forced increafe of their bufinefs, increafe
the fecond article of their expence ftill more than the firft,

LeT us fuppofe that all the paper of a particular bank, which the
circulation of the country can eafily abforb and employ, amounts
exactly to forty thoufand pounds; and that for anfwering occafional
demands, this bank is obliged to keep at all times in its coffers ten
Should this bank attempt
to circulate forty-four thoufand pounds, the four thoufand pounds
which are over and above what the circulation can eafily abforb
and

thoufand pounds in gold and filver.
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BOOK and employ, will return upon it almoft as faft as they are iffucd.
w—y~ For anfwering occafional demands, thevefore, this bank ought to

keep at all times in its coffers, not eleven thoufand pounds only,
but fourteen thoufand pounds. It will thus gain nothing by
the intereft of the four thoufand pounds exceflive circulation ;
and it will lofe the whole expence of continually colletting four
thoufand ~pounds in gold and filver which will be continually
going out of its coffers as faft as they are brought into them,

Hap every particular banking company always underftood and
attended to its own particular intereft, the circulation never
could have been overftocked with paper money. But every par-
ticular banking company has not always underftood or attended
to its own particular intereft, and the circulation has frequently
been overftocked with paper money.

By ifluing too great a quantity of paper, of which the excefs
was continually returning, in order to be exchanged for gold and
filver, the bank of England was for many years together obliged to
coin gold to the extent of between eight hundred thoufand pounds
and a million a year; or at an average, about eight hundred and fifty
thoufand pounds. For this great coinage, the bank (in confe-
quence of the worn and degraded ftate into which the gold coin
had fallen a few years ago) was frequently obliged to purchafe gold
bullion at the high price of four pounds an ounce, which it
foon after iffued 1n coin at 71. 173, 10d.} an ounce, lofing in
this manner between two and a half and three per cent. upon
the comage of fo very large a fum. Though the bank there-
fore paid no fignorage, though the government was properly
at the expence of the coinage, this liberality of government
did not prevent altogether the expence of the bank,

Tux
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Tue Scotch banks, in eonfequence of an excels of the fame CHAP.
II1.

kind, were all obhged te employ conftantly agents at London
to colleét money for them, at an expence which was feldom below
one and a half er two per cent. This money was fent down
by the waggon, and infured by the carriers at an additional expence
of three quarters per cent. or fifteeri fhillings on the hundred
pounds. ‘Thofe agents were not always able to replenith the
coffers of their employers fo faft as they were emptied. In this
cafe the refource of the banks was, to draw upon their correfpon-
dents in London bills of exchange to the extent of the fum which
they wanted. When thofe correfpondents afterwards drew upon
them for the payment of this f{um, together with the intereft,
and a commiffion, fome of thofe banks, from the diftrefs into
which their exceffive circulation had thrown them, had fometimes
no other means of fatisfying this draught but by drawing a
fecond fett of bills either upon the fame, or upon fome other
eorrefpondents in London; and the fame fum, or rather bills for
the fame fum, would in this manner make fometimes more than
two or three journies; the debtor, bank, paying always the mn-
tereft and commiflion upon the whole accumulated fum. Even
thofe Scotch banks which never diftinguithed themfelves by their
extream imprudence, were fometimes obliged to employ this ruinous
refource.

Tue 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 aver and above what could be employed
in the circulation of the country, being likewife over and above
what could be tmp]-:ﬂ}:ml in that circulation, was fometimes fent
abroad in the fhape of coin, fometimes melted down and fent
abroad in the fhape of bullion, and fometimes melted down and
fold to the bank of England at the high price of four pounds

7 all
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BOOK an ounce. It was the neweft, the heavieft, and the beft pieces
b——~ .only which were carefully picked out of the whole coin, and either

fent abroad or melted down. At home, and while they remained
in the fhape of coin, thofe 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, notwithftanding
their great annual comage, found to their aftonithment, that
there was every year the fame fcarcity of coin as there had been
the year before; and that notwithftanding the great quantity
of good and new coin which was every year iffued from the
bank; the ftate of the coin, inftead of growing better and better,
became every year worfe and worfe. Every year they found
themielves under the neceflity of coining nearly the fame quantity
of gold as they had coined the year before, and from the con-
tinual rife in the price of gold bullion, in confequence of the
continual wearing and clipping of the coin, the expence of this
great annual coinage became every year greater and greater. The
bank of England, it is to be obferved, by fupplying its own
coffers with coin, is indirectiy obliged to fupply the whole kingdom,
into which coin is continually flowing from thofe coffers in a
great variety of ways. Whatever coin therefore was wanted
to {upport this exceflive circulation both of Scotch and Englifh paper
money, whatever vacuities this exceflive circulation occafioned in
the neceflary coin of the kingdom, the bank of England was
obliged ‘to fupply them. The Scotch banks, no doubt, paid all
of them very dearly for their own imprudence and inattention.
But the bank of England paid very dearly, not only for its own
imprudence, but for the much greater imprudence of almoft all
the Scotch banks,

Tue over trading of fome bold projectors in both parts of
the united kingdom, was the original caufe of this exceflive cir-
culation of paper money.

Wuar
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WuaT a bank can with propriety advance to a merchant or © I‘Lf“i Py
undertaker of any kind, is not, either the whole capital with e

which he trades, or even any confiderable part of that capital ;
but that part of it only, which he would otherwife be obliged
to keep by him unemployed, and in ready money for anfiwering
occafional demands,  If the paper money which the bank advances
never exceeds this value,
gold and filver, which would neceffarily circulate in the country
if there was no paper money; it can never exceed the quan-
tity which the circulation of the country can cafily abforb and

employ.

it can never exceed the value of the

Wuen a bank difcounts to a merchant a real bill of exchange
drawn by a real creditor upon a real debtor, and which, as {foon
as it becomes due, is really paid by that debtor; it only advances
to him a part of the value which he would otherwife be obliged
to keep by him umemployed, and in ready money for anfwer-~
ing occafional demands. The payment of the bill, when it
becomes due, replaces to the bank the value of what it had
advanced, together with the intereft. The coffers of the bank, {o
far as its dealings are confined to fuch cuftomers, refemble a
water pond, from which, though a ftream is continually running
out, yet another is continually running in, fully equal to that
which runs out; fo that, without any further care or attention,
the pond keeps always equally, or very near equally full. Little or
no expence can ever be ncceflary for replenihing the coffers of
fuch a bank.

A MERCHANT, without over-trading, may frequently have
occafion for a fum of ready money, even when he has no bills to
difcount. When a bank, befides difcounting his bills, advances.
him likewife upon fuch occafions, fuch-fums upon his caih account;,
and accepts of a piece-meal repayment as the money comes n.

Vou, I. 3 A4 fromu
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from the occafional fale of his goods, upon' the eafy terms of the
banking companies of Scotland; it difpenfes him entirely from
the neceffity of keeping any part of his flock by him unemployed,
and in ready money for anfwering occafional demands. When
fuch demands actually come upon him, he can anfwer them fuf-
ficiently from his cafh account. The bank, however, in deal-
ing with fuch cuftomers, ought to obferve with great attention,
whether in the courfe of fome fhort period (of four, five, fix,
or eight months, for example) the fum of the repayments which
it commonly receives from them, is, or is not, fully equal to
that of the advances which it commonly makes to them. If;
within the courfe of fuch fhort periods, the fum of the re-
payments from certain cuftomers is, upon moft occafions, fully
equal to that of the advances, it may fafely continue to deal
with fuch cuftomers. Though the ftream which is in this cafe
continually running out from its coffers may be_very large, that
which is continually running int6 them muft be at leaft equally
large; fo that without any further care or attention thofe coffers
are likely to be always equally or very near equally full ; and fearce
ever to require any extraordinary expence to replenifh them. If,
on the contrary, the fum of the repayments from certain other
cuftomers falls commonly very much fhort of the advances which
it makes to them, it cannot with any fafety continue to deal
with fuch cuftomers, at leaft if they continue to deal with it
in this manner. The ftream which is in this cafe continually
running out from its coffers is neceffarily much larger than that
which is continually running in; fo that, unlefs they are reple-
nifhed by fome great and continual effort of expence, thofe
coffers muft foon be exhaufted altogether,

Tur banking' companies of Scotland, accordingly, were for
along time very careful to require frequent and regular repay-
ments
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ments from all their cuftomers, and did not care to deal with
any perfon, whatever might be his fortune or credit, who did
not’ make, what they called, frequent and regular operations
with them, By this attention, befides faving almoft entirely
the extraordinary expence of replenifhing their coffers, they gained
two other very confiderable advantages.

FirsT, by this attention they were enabled to make fome
tolerable judgement concerning the thriving or declining cir-
cumftances of their debtors, without being obliged to look out
for any other evidence befides what their own books afforded
them ; men being for the moft part either regular or irregular
in their repayments, according as their circumftances are either
thriving or declining. A private man who lends out his money
to perhaps half a dozen or a dozen of debtors, may, either by
himfclf or his agents, obferve and enquire both conftantly and
carefully into the conduct and fituation of each of them. But
a banking company, which lends money to perhaps five hundred
different people, and of which the attention is continually eccu-
picd. by objeéts of a very different kind, can have ne regulas
information cohcerning the conduét and circumftances of the
greater part of its debtors beyond what its own books afford
it. In requiring frequent and regular re-payments from all
thewr cuftomers, the banking companies of Scotland had probably
this advantage in view.

SeconpLy, by this attention they fecured themfelves from
the poflibility of iffuing more paper money than what the cir=
culation of the country could eafily abforb and employ. When
they obferved that within moderate periods of time the re-pay-
ments of a particular cuftomer were upon moft oecafions fully
equal to the advances which they had made to him, they might
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B E;ID K be affured that the paper money which they had advanced to him,
w—— had not at any time exceeded the quantity of gold and filver

which he would otherwife have been obliged to keep by him
for anfwering occafional demands ; and that confequently the paper
money which they had circulated by his means had not at any
time exceeded the quantity of gold and filver which would have
circulated in the country, had there been no paper money. The
frequency, regularity and amount of his re-payments would
fufficiently demonftrate that the amount of their advances had
at no time exceeded that part of his capital which he would
otherwife have been obliged to keep by him unemployed, and
in ready money for anfwering occafional demands; that is,
for the purpofe of keeping the reft of his capital in conftant
employment, It is this part of his capital only which, within
mederate periods of time, is continually returning to every dealer
in the fhape of money, whether paper or coin, and continually
going from him in the fame fhape. If the advances of the bank
had commonly exceeded this part of his capital, the ordinary
amount of his re-payments could not, within moderate periods
of time, have equalled the ordinary amount of its advances.
The ftream which, by means of his dealings, was continually
running into the coffers of the bank, could not have been equal
to the ftream which, by means of the fame dealings, was con-
tinually running out. The advances of the bank paper, by exceed«
ing the quantity of gold and filver which, had there been no
fuch advances, he would have been obliged to keep by him for
anfwering occafional demands, might foon come to exceed the whole
quantity of gold and filver which (the commerce being fuppofed the
fame) would have circulated in the country had there been no paper
money ; and confequently to.exceed the quantity which the cir-
culation of the country could eafily abforb and employ; and the
excefs of this paper money would immediately have returned upon
the.
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the bank in order to be exchanged for gold and filver. This fecond
advantage, though equally real, was not perhaps fo well unde; ftood
by all the different banking companies of Scotland as the firft.

WHaen, partly by the conveniency of difcounting bills, and
partly by that of cafh accounts, the creditable traders of any
country can be difpenfed from the neceflity of keeping any part
of their ftock by them, unemployed and in ready money, for
anfwering occafional demands, they can reafonably expe&t no
further affiftance from banks and bankers, who, when they have
gone thus far, cannot, confiftently with their own intereft and
fafety, go farther. A bank cannot, confiftently with its own
intereft, advance to a trader the whole or even the greater part
of the circulating capital with which he trades; becaufe, though
that capital 15 continually returning to him in the fhape of money,
and going from him in the fame fhape, yet the whole of the re-
turns i1s too diftant from the whole of the out-goings, and the
fum of his repayments could not equal the fum of its advances
within fuch moderate periods of time as fuit the conveniency of
a bank, Stll lefs could a bank afford to advance him any con-
fiderable part of his fixed capital; of the capital which the un-
dertaker of an iron forge, for example, employs in ereéting his
forge and fmelting-houfe, his work-houfes and warchoulfes, the
dwelling houfes of his workmen, &ec.; of the capital which the
undertaker of a mine employs in finking his thafts, in ereting
engines for drawing out the water, in making roads and waggon-
ways, &c. ; of the capital which the perfon who undertakes toimprove
land employs in clearing, draining, enclofing, manuring and
ploughing wafte and uncultivated fields, in building farm-houfes,
with all their neceflary appendages of ftables, granaries, &cc.
The returns of the fixed capital are in almoft all cafes much
flower than thofe of the circulating capital ; and fuch expences,
3 Bz even
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even when la2id out with the greatet prudence and judgement,
very {tldom return to the undertaker till after a period of many
years, a period by far too diftant to fuit the conveniency of a
bank. ‘Traders and other undertakers may, no doubt, with
great propriety, carry on a very confiderable part of their projeéts
with borrowed money. In juftice totheir creditors, however, their
own capital ought, in this cafe, to be fafficient to enfure, if I
may fay {o, the capital of thofe creditors; or to render it ex-
treamly improbable that thofe creditors fhould incur any lofs, even
though the fuccefs of the project fhould fall very mwch fhort of
the expectation of the projectors, Even with this precaution
too, the tmoney which is borrowed, and which it is meant fhould
not be repaid till after a period of feveral years, ought mot to
be borrowed of a bank, but ought to be borrowed upen bond
or mortgage, of fuch private people as propofe to live upon the
intereft of their money, without taking the trouble themielves
to employ the capital; and who are upon that account willing
to lend that capital to fuch people of good credit as are likely to
keep it for feveral years. A bank, indeed, which lends its money
without the expence of ftampt paper, or of attornies fees for
drawing bonds and mortgages, ‘and which: accepts of repayment
upon the ealy terms of the banking companies of Scotland
would, no doubt, be a very convenient creditor to fuch traders
and undertakers. But fuch traders and umlcrtﬁlicrs would, furely,
be moft inconvenient debtors to fuch a bank.

IT is mow more than five and twenty years fince the paper
money ifiued by the different banking companies of Scotland
was fillly equal, or rather was fomewhat more than fully equal
to what the circulation of the country could eafily abforb and
employ. Thofe companies, therefore, had fo long ago given
all the aflilftance to the traders and other undertakers of Scotland
which
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which it i poflible for banks and bankers, confiftently with C H”*\ P,

thelr own interclt, to give.
more, They had over-traded a little, and had brought upon them-
felves that lofs, or at leaft that diminution of profit, which in
this particular bufinefs never fails to attend the fmalleft degree
of over-trading. Thofe traders and other undertakers, hawing got
fo much affiftance from banks and bankers, wifhed to get -ftill
more, The banks, they feem to have thought, could extend
their credits to whatever fum might be wanted, without incurring
‘any other expence belides that of a few reams of paper. - They
complained of the contratted wiews and daftardly dpirit of the
direCtors of thofe banks, which did not, they faid, extend their
credits in propertion to the extenfion of the trade of the coun-
try ; meamiag, mno dounbt, by the extenfion of that trade, the
extenfion of their own projefts beyend what they could carry
on, either with their own capital, or with what they had credit
to borrow of private people in-the afual way of boand or mort-
gage. The banks, they feem to have thought, were i honour
bound te fupply the deficiency, and to provide them with all
the capital which they wanted to trade with. The banks, how-
ever, were of - a -different- opinion,-and: upoen theii refufing to
extend their credits, fome of thofe traders had recourfe to an
expedient which, for :a time, ferved their purpofé, though at a
much greater expence, yet as effeétnally as the utmoft extenfion:
of bank credits could have done. This expedient;wasno other
than the well-known {hift ‘of drawingand re-drawing; the {haft
to which unfortunate traders have fometimes recourfe when they
are upon the brink of bankruptcy. The prathice of raifing
money ‘in this manner had been long known in- England, and
during the courfe of the late war, ‘when the high profits of
trade " afforded a great temptation to over-trading, isiaid to have

been carried on to a very great extent. From England it was

7

brought

They had even done fomewhat temy—
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BCiF-' K brought into Scotland, where, in proportion to the very limited
ey icommerce, and to the very moderate capital of the country, it

was foon carried onto a much greater extent than it ever had
-been in England.

"Tug praftice of drawing and re-drawing’ is fo well known
‘to all men of bufinefs, that it may perhaps be thought unneceffary
to give any account of it. But as this book: may come into
the hands of many people, who are not men of bufinefs, and
as the effects of this practice upon the banking trade are not
perhaps generally underftood even by men of bufinefs them-
delves, I {hall endeavour to explain it as diftinétly as I can.

Tue cuftoms of merchants, which were eftablithed when the
barbarous laws of Europe did not enforce the performance of
their contraéts, and which during the courfe of the two laft centuries
‘have been adopted into the laws of all European nations, have
given fuch extraordinary privileges to bills of exchange, that
money is more readily advanced upon them, than upon any other
{pecies of obligation ; efpecially when they are made payable within
{0 fhort a period as two or three months after their date, ' If when
ithe bill becomes due, the acceptor does not pay it as foon as it
s prefented, he becomes from that moment a bankrupt. The
bill is protefted, and returns upon the drawer, who, if he does not
immediately pay it, becomes likewife a bankrupt. If before it
‘came to the perfon who prefents it to the acceptor for pay=
ment, it had paffed through the hands of feveral other perfons,
‘who had fucceflively advanced to one another the contents of it
either in money or goods, and who, to exprefs that each of them
had in his turn received thofe contents, had all of them in their
order endorfed, that is, written their names upon the back of

the bill ; each endorfer becomes in his turn liable to the owner
of
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of the hill for thofe contents, and if he fails to pay he becomes CHAP, I
too from that moment a bankrupt. Though the drawer, ac- u.....-.,l-...u Hil
ceptor, and endorfers of the bill fhould, all of them, be perfons |

of doubtful credit; yet ftill the fhortnefs of the date gives fome : |
fecurity to the owner of the bill. Though all of them may be

very likely to become bankrupts ; it is a chance if they all become kil
fo in fo fhort a time, The houfe is crazy, fays a weary traveller il
to himfelf, and will not ftand very long; but it is a chance if i ' |
it falls to-night, and I will venture, therefore, to fleep in it i .|

to-night. I

Tue trader A in Edinburgh, we fhall fuppofe, draws a bill UpOrE.

B in London, payable two months after date. In reality B in

London owes nothing to A in Edinburgh ; but he agrees to accept H

of A’s bill, upon condition that before the term of payment he _

fhall: redraw upon A in Edinburgh, for the fame fum, together e

with the intereft and: a commiffion, another bill, payable likewife ; "

two months after date. B accordingly, before. the expiration of

the firlt two months, re-draws this bill upon A in Edinburgh ;

who again, before the expiration of the fecond two months,

| draws a fecond bill upon B in London, payable likewife two '
months after date; and before the expiration of the third two.

| months, B in. London re-draws. upon A in Edinburgh an-
| other bill, payable alfo two months after date. This praétice |
has fometimes gone on, not only for feveral months, but for

feveral years together, the bill always returning upon A in ,
Edinburgh, with the accumulated intereft and. commiffion of i gl

all the former bills. ‘The intereft was five per. cent..in the |

year, and the commiffion was never lefs than one half per cent.
on each draught. This commiffion; being repeated more than
fix times inthe year, whatever money A might raife by, this ex-
pedient muft neceffarily have coft him fomething more than eight -

1 per.
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per cent. in the year, and fometimes a great deal more; when
cither the price of the comntiffion happened- to: rife, or-when
he was| obliged to pay compound intereft upon - the interelt and
commiflion: of bformer bills, ~~This practice was called raifing
mongy by circulation, :

Ix a toutry ‘where the ordinary profits of flock in “the
greater Iiart of thetdanfile projetts ‘are fuppofed’ to run betweeh
fix and ten per cent.; it ‘muft have been -a very fortunate fpe-
culation of which the returns could not only repay the ener-
mous expence at which the money was thus borrowed for car-
rying it on; “but afford, befides; a good furplus ‘profit to the pro-
jector,  Many wvaft ‘and exterfive projects, -however, were under-
taken, and for feveral years cairied on without any other fund to
fupport them befides what was raifed at this enormous expence.
The projeétors,” no' doubt, had in their golden dreams the molt
difvinét vifion of this great profit.  Upon their awaking, however,
gither at the end of their. projetts, oriwhen they were no longer
able to carry them on, they very feldom, 1 believe, had the good
fortune to find it,

Twe bills which A in Edinburgh drew tpon B in London, he
regularly diftounted two months before they were due with {fome
bank or banker i Edinburgh; and ‘the bills which B in London
re-drew upon A in Edinburgh, he as regularly difcounted -either
with' the bank of England, or with fome other bankers in Lon-
don. Whatever was advanced upon fuch circulating bills was, in
Edinburgh, ‘advanced in the paper of the Scotch banks, and in
London, when they were difcounted at the bank of England, in
the paper of that bank. Though the bills upon which this paper
had been advanced, weré all ‘of them repaid in their turn as foon
as they became due; yet the value which had been really ad-
vanced
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vanced upon the firft bill, was never really returned to the banks C I-l] E.-k P,
which advanced it; becaufe before each bill became due, another tw—m—

bill was always drawn to fomewhat a greater amount than the bill
which was foon to be paid; and the difcounting of this other bill
was eflentially neceffary towards the payment of that which was
foon to be due. This payment, therefore, was altogether fictiti-
ous. The ftream, which by means of thofe circulating bills of
Exchungc, had once been made to run out from the coffers of the
banks, was never replaced by any ftream which really run inte

them.

Tue paper which was iffued upon thofe circulating bills of
exchange, amounted, upon many .occafions, to the whole fund
deftined for carrying on fome vaft and extenfive project of agri=
culture, commerce, or manufatures; 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, unemployed and in ready
money, for anfwering occafional demands. The greater part of
this paper was, confequently, over and above the value of the
gold and filver which would have circulated in the country, had
there been no paper money.
what the circulation of the country could eafily abforb and em-
ploy, and, upon that account, immediately returned upon the
banks in order to be exchanged for gold and filver, which they
were to find as they It was a capital  which thofe
projeétors had very artfully contrived to draw from thofe banks,
not only without their knowledge or deliberate confent, but for
fome time, perhaps, without their having the moft diftant {ufpicion
that they had really advanced it,

could.

WHEN two people, who are continually drawing and re-drawing
upon one another, difcount their bills always with the fame banker,
Vor, I, 3 C he

It was over and above, therefore,
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he muft immediately difcover what they are about, and fee clearly
that they are trading, not with any capital of their own, but with
the capital which he advances to them, But this d'iIF:m’cr}f 15 not al-
together fo ealy when they difcount their bills fometimes with one
banker, and fometimes with ancther, and when the fame two per-
fons do not conftantly draw and re-draw upon one another, but
occafionally run the round of a great circle of projectors, who find
it for their intereft to affift one another in this method of raifing
money, and to render it, upon that account, as difficult as pol=
fible to diftinguifh between a real and a fictitious bill of exchange;
between a bill drawn by a real creditor upon a real debtor, and a-
ibill for which there was properly no real creditor but the bank
iwhich difcounted it; nor any real debtor but the projeétor who
made ufe of the money. When a banker had even made this
difcovery, he might fometimes make it too late, and might find
that he had already difcounted the bills of thofe projectors to fo
‘great an extent, that by refufing to difcount any more, he would
neceflarily make them all bankrupts, and thus, by ruining them,
might perhaps ruin himfelf. For his own intereft and fafety,
therefore, he might find it neceffary, in this very perilous fituation,
to go on for fome time, endeavouring, however, to withdraw
gradually, and upon that account making every day greater and
greater difficulties about difcounting, in order to force thofe projec-
tors by degrees to have recourfe, either to other bankers, or to
other methods of raifing money; fo as that he himfelf might, as
foon as poffible, get out of thecircle. The difficulties, accordingly,
which the bank of England, which the principal bankers in
London, and which even the more prudent Scotch banks began,
after a certain time, and when all of them had already gone toa
far, to make about difcounting, not only alarmed, but enraged
in the higheft degree thofe projectors. Their own diftrefs, of
which this prudent and neceffary referve of the banks, was, no
doubt,
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doubt, the immediate occafion, they called the diftrefs of the coun- cHAP,

try; and this diftrefs of the country, they faid, was altogether
owing to the ignorance, pufillanimity, and bad conduct of the
banks, which did not give a fufficiently liberal aid to the {pirited
undertakings of thofe who exerted themfelves in order to beautify,
improve, and enrich the country. It was the duty of the banks,
they feemed to think, to lend for as long a time, and to as great
an extent as they might wifh to borrow. The banks, however,
by refufing in this manner to give more credit to thofe to whom
they had already given a great deal too much, took the only method
by which it was now poffible to fave either their own credit, or the
publick credit of the country.

In the midft of this clamour and diftrefs, a new bank was efta-
blithed in Scotland for the exprefs purpofe of relieving the diftrefs
of the country., The defign was generous; but the execution
was imprudent, and the nature and caufes of the diftrefs which it
meant to relieve, were not, perhaps, well underftood. This bank
was ‘more liberal than any other had ever been, both in granting
cafh' accounts, and in difcounting bills of exchange. With regard
to the latter, it feems to have made fcarce any diftinction between
real and circulating bills, but to have difcounted all equally. It
was the avowed principle of this bank to advance, upon any rea-
fonable fecurity, the whole capital which was to be employed in
ymprovements of which the returns are the moft flow and diftant,
fuch asthe improvements of land.  To promote fuch improvements
was even faid to be the chief of the publick fpirited purpofes for
which it was inftituted. By its liberality in granting cafh accounts,
and in difcounting bills of exchange, it, no doubt, iflued great
quantities of its bank-notes. But thofe bank-notes being; the
greater part of them, over and above what the circulation of the
country could eafily abforb and employ, returned upon it, in

3 Cz order
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order to be exchanged for gold and filver, as. faft as they were
iffued. Its coffers were mever well filled. 'The capital which had
been fubftribed to this bank at two different fubfcriptions, amounted
to one hundred and fixty thoufand pounds, of which eighty per
cent. only was paid up. This fum ought to have been paid in
at feveral different inftallments. A great part of the proprictors,
when they paid in their firft inftallment, opened a cafh account
with the bank; and the dire€tors, thinking themfelves obliged to
treat their own proprietors with the fame liberality: with which they
treated all other men, alle ¥ed- many of them to borrow upon this
cafly account what they paid in upon all their fubfequent inftall-
ments. 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 fo well; its exceflive erculation muft

have emptied them fafter than they could have been replenifhed:

by any othen expedient but: the ruinous one of drawing upon Lon-
don, and when the bill became due, paying it, together with
intereft and commiffion, by another draught upen the fame place.
Its coffers having been filled fowery ill, it is faid to have been
driven. to this refource within a very few months after it began to
do. bufinefs, The eftates of the proprietors of this bank were
worth, feveral millions, and. by their {fubfcription to the original
bond or contract of the bank, were: really pledged for anfivering
all its engagements.. By, means of the great credit which fo great
a pledge neceflarily gave ity it was, notwithftanding its too liberal
conduct, enabled to carry on bufinefs for more than two years.
When, it was obliged to ftop, it had in the circulation aboug
two  hundred, thoufand: pounds in bank-notes. In order to:fup-
port: the circulation of  thofe notes, which were continually return-
ing upon it as fafk as they were iffiied, it had been conftantly
in the practice of: drawing bills of exchange upon London, of
which the number and value were continually increafing, and,
4 when
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when it ftopt, amounted to upwards of fix hundred thoufind C“I!-"h P.

pounds.
courfe of two years, advanced to different people upwards  of
eight hundred thoufand' pounds at five per cent. 'Upon the two

hundred: thoufand pounds which: it circulated: in' Bank-notes. this
1 3

five per cent. might, perhaps, be confidered as clear gain, without
any other deduction befides the expence of management, Bue
upon upwards of fix. hundred thoufand pounds, for which: it was
continually drawing: bills.of exchange upon. Londony, it was paying;
in the way of intereft and commiffion, upwards of eight' per
eent. and was confequently lofing more than three per cent. upon
more than three-fourths of all its dealings..

Tux operations of this bank feem to have prodiced effects quites
oppofite to thofe which were intended by the particular perfons:
who planned and directed'it. ‘They feem to have intended to fup-
port the fpirited undertakings, for as fuch they confidered them,
whichi were at that time carnying on in' different’ parts of thie coun=
try;. and at the fame time, by drawing the whole Banking bufinefs
to: themfelves, to fupplant all the other Scotch' banks; particularly
thofe eftablifhed at Edinburgh, whoefe backwardnefs in difeounting
bills'of exchange had given fome offence. 'This bank; no'doubt;
gave fome temporary relief to thofe' projectors; and enabled them
to; carry on their projeéts for about- two-years longer than they
could: otherwife have done.  But it therely only-enabled theny to
get fo much deeper into: debt; {o that when'ruincame, it fell fo
much: the heavier both upon them and-upon their creditors. The
operations of this bank; therefore, inftead of relieving, in‘reality
aggravated in the long-run the diftres which thof¢ proje€tors had!
brought both upon themfelves and u pon theircountry. It wopld have!
been' much:better for themfelves, their creditors and their country,
had the greater part of them been obliged to ftop two years fooner
than

This bank, therefore, had, in little more than the' g
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BOOK than they aftually did. The temporary rehief, however, which
ey~ this bank afforded to thofe projettors, proved a real and permanent

relief to the other Scotch banks.  All the dealers in circulating bills
of exchange, which thofe other banks had become fo backward in
difcounting, had recourfe to this new bank, where they were re-
ceived with open arms. Thofe other banks, therefore, were
enabled to get very eafily out of that fatal circle, from which they
could not otherwife have difengaged themfelves without incurring
a confiderable lofs, and perhaps too cven fome degree of dif-
credit.

Ix the long-run, therefore, the operations of this bank increafed
the real diftrefs of the country which it meant to relieve; and
effectually relieved from a very great diftrefs thofe rivals whom it
meant to fupplant.

At the firft fetting out of this bank, it was the opinion of fome
people, that how faft foever its coffers might be emptied, it might
eafily replenifh them by raifing money upon the fecurities of thofe
to whom it had advanced its paper. Experience, I believe, foon
convinced them that this method of raifing money was by much
too flow to anfwer their purpofe; and that coffers which originally
were {0 ill filled,  and which emptied themfelves fo very faft, could
be replenifhed by no other expedient but the ruinous one of drawing
bills upon London, and when they became due, paying them by
other draughts upon the fame place with accumulated intereft and
commiflion.  But' though they had been able by this method to
raife money as faft -as they wanted it; yet inftead of makinga
profit, they muft have fuffered a lofs by every fuch operation; fo
that in the long-run they muft have ruined themfelves as a mer-
cantile company, though, perhaps, not fo foon as by the more
expenfive practice of drawing and re-drawing. They could fill
have
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have made nothing by the intereft of the paper, which, being over
and above what the cireulation of the country could abforb and
employ, returned upon them, in order to be exchanged for gold
and filver, as faft as they iffued it; and for the payment of which
they were ‘themlelves continually obliged to borrow money. On
the contrary, the whole expence of this borrowing, of employing
agents to look out for people who had money to lend, of nego-
ciating with thofe people, and of drawing the proper bond or affign-
ment, muft have fallen upon them, and have been fo muth clear
lofs upon the balance of their accounts. . The project of replenifh-
ing their coffers in this manner may be compared to that of a man
who had a water-pond from which a ftream was continually
running out, and into which no ftream was continually running;,
but who propofed to keep it always equally full by employing a
number of people to go continually with buckets to a well at fome
miles diftance in order to bring water to replenifh it.

Bur though this operation had proved, not only practicable,
but profitable to the bank as a mercantile company; vyet the
country could have derived no benefit from it; but, on the con-
trary, muift have fuffered a very confiderable lofs by it. This ope-
ration could not augment in the fmalleft degree the quantity of
money to be lent. It could only have ereted this bank into
a fort of general loan office for the whole country. Thofe
who wanted to borrow, muft have applied to this bank, inftead of
applying to the private perfons who had lent it their money. But
a bank which lends money, perhaps, to five hundred different
people, the greater part of whom its directors can know very little
about, is not likely to be more judicious in the choice of its
debtors, than a private perfon who lends out' his money among
a few people whom he knows, and in whofe fober and frugal
conduct he thinks he has good reafon to confide. The debtors

of fuch a bank, as that whofe conduét I have been giving fome
account

CHAP,
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account of, were likely, the greater part of them, to be chime-
rical projectors, - the drawers and re-drawers of circulating bills
of exchange, who would employ the money in extravagant under-
takings, which, with all the afliftance that could be given them,
they would probably never be able to complete, and which, if
they fhould be compleated, would never repay the expence which
they had really coft, would never afford a fund capable of main-
taining a quantity of labour equal to that which had been em-
ployed about them. The fober and frugal debtors of private
perfons, on the contrary, would be more likely to employ the
money borrowed in fober undertakings which were proportioned
to their capitals, and which, though they might have lefs of
the grand and the marvellous, would have more of the folid
and the profitable, which would repay with a large profit what=
ever had been laid out upon them, and which would thus afford
a fund capable of maintaining a much greater quantity of labour
than that which had been employed about them., The fuccefs
of this operation, therefore, without encreafing in the malleft
degree the capital of the country, would only have transferred a
great part of it from prudent and profitable, to imprudent and
unprofitable undertakings.

Tuat the induftry of Scotland languifhed for want of money
to employ it, was the opinion of the famous Mr. Law. = By efta-
blithing a bank of a particular kind, which, he feems to have
imagined, might iffue paper to the amount of the whole value
of all the lands in the country, he propofed to remedy this want of
money, The parliament of Scotland, when he firft propofed his
projeét, did not think proper to adopt it. It was afterwards
adopted, with fome variations, by the duke of Orleans, at that
time regent of France. The idea of the poffibility of multiplying
paper money to almoft any extent, was the real foundation of what

is called the Mifliflippi fcheme, the moft extravagant projeét boﬂ;_
o




of banking 'and ftock-jobbing that, perhaps, the world ever faw. © “I-’i P,
The different operations of this fcheme are explained fo fully, fo =

{
clearly, and with fo much order and diftinctnels, by Mr. Du
Verney, in his Examination of the Political Reflections upon

- Commerce and Finances of Mr. Du Tot, that I fhall not give
any account of them. The principles upon which it was founded
are explained by Mr. Law himfelf, in a difcousfe concerning money
and trade, which he gmln'_;i'-.-:;l. i1 Scotland when he felk ]:i.'[}i?.';i;_'ti
his proje¢t. The fplendid, but vifionary ideas which are fet forth
in that and fome other works upon the fame principles, ftill con-
tinue to make an impreflion upon many people, and have, perhaps,
in part, contributed to that excefs of banking, which has of late
been complained of both in Scotland and in other places.

Tue bank of England is the greateft bank of circulation in
Europe. It was incorporated, in purfuance of an act of parlia-
ment, by a charter under the great feal, dated the 27th July, 1694.
1t at that time advanced to government the fum of one million two
hundred thoufand pounds, for an annuity of one hundred thou-
fand pounds; or for g6,0001, a year intereft, at the rate of eight
per cent., and 4oopl. a year for the expence of management. The
credit of the new government, eftablithed by the revolution, we
may believe, muft have been very low, when it was obliged to
borrow at o high an intereft.

In 16g7 the bank was allowed to enlarge its capital ftock by an
engruftﬂ‘lt-‘]‘ll; of 1,001,171 l. 105. 1ts whole r:zpit:zl ftock, there-
fore, amounted at this time to 2,201,t71L 105, This engraft-
ment is {aid to have been for the fupport of publick credit. In 1696
tallies had been at forty, and fifty, and fixty per cent. difcount,
and bank notes at twenty per cent.®, During the great recoinage of
the filver, which was going on at this time, the bank had thought
proper to difcontinue the payment of its notes, which neceffarly
occalioned their difcredit.

# Tames Poftlethwaites Hiltory of the Publick Revenue, page jor.
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In purfuance of the 7th Anne, c. vii. thebank advanced and
paid into the exchequer, the fum ‘of 4o0,000l.; making in’
all the fum of 1,600,000l, which it had advanced upon: its
original annuity of g6,000l. intereft and 4o00l, for expence of
management. In 1708, therefore, the credit of government was as
good as that of private perfons, fince it could borrow at fix per
cent. interelt, the common legal and market rate of thofe times. In
purfuance of the fame at, the bank cancelled exchequer bills to
the amount of 1,775,027, 175, 10%d. at fix per cent. Intereft,
and was at the fame time allowed to take in fubfcriptions for
doubling its capital. In 1708, therefore, the capital of the bank
amounted to 4,402,343L.; and it had advanced to government
the fum of 3,375,0271. 17s. 10%d.

By a call of fifteen per cent. in 1709, there was paid in and
made ftock 656,2041. 15, gd.; and by another of ten per cent.
in 1710, 501,4481 125 11d. In confequence of thofe twe
calls, therefore, the bank capital amounted to 5,559,995 1. 145. 8d.

In purfuance of the 8th George I. c. xxi. the bank purchafed
of the South Sea Company, ftock to the amount of 4,000,000, ;
and in 1722, In confequence of the fubfcriptions which it had
taken in for enabling it to make this purchafe, its capital ftock was
increafed by 3,400,000l At this time, therefore, the bank had
advanced to the publick 9,375,027, 175. 102d.; and its capital
ftock amounted only to 8,959,9951. 145, §d. Tt was upon this
occafion that the fum which the bank had advanced to the publick,.
and for which it reccived intereft, began firft to exceed its capital ftock,
or the fum for which it paid a dividend to the proprietors of bank
ftock ; or, i other words, that the bank began to have an undi-
vided capital, over and above its divided one. It has continued to
have an undivided capital of the fame kind ever fince. In 1746
the bank had, upon different occafions, advanced to the pub-

lick:
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hiek 11,686,800, and its divided capital had been raifed by different
I J
calls and fabfcriptions to 10,780,000l. The flate of thofe two
fums has continued to be the fame ever fince. In purfuance of the
ath of George III. ¢. 25. the bank agreed to pay to government for
the renewal of its charter, 110,000 L. without intereft or repayment.
This fum, therefore, did not increafe either of thofe two other fums.
]

Tue dividend of the bank has varied according to the variations
in the rate of the intereft which it has, at different times, reccived
for the money it had.advanced to the publick, as well as according
to other circumftances. This rate of intereft has gradually
been reduced from eight to three per cemt, For fome years
paft the bank dividend has been at five and a half per cent.

Tur ftability of the bank of England is equal to that of the
Britifh government. All that it has advanced to the publick muft
be loft before its creditors can fuftain any lofs. No other
banking company in England can be eftablifhed by act of parlia-
ment, or can confilt of more than fix members, It afts, not only
as an ordinary bank, but as a great engine of ftate. It receives and
pays the greater part of the annuities which are due to the creditors
of the 1‘.-1!1111::1{, it circulates exchequer bills, and it advances to
government the annual amount of the land and malt taxes, which
are frequently not paid up till fome years thereafter. In thofe dif-
ferent operations, its duty to the publick may fometimes have
obliged it, without any fault of its direCtors, to overftock the cir-
culation with paper money. It likewife difcounts merchants bills,
and has, upon feveral different occafions, fupported the credit of the
principal ]3:::L;-i5;~~3, not only of England, but of Hamburgh and
Holland, Upon one occafion it is [aid to have advanced for this pur-
pofe, in one week, about 1,600,000 . ; a great part of it in bullion.
1 do not, however, pretend to warrant cither the greatnefs of the
fum, or the fhortnefs of the time. Upon other occafions, this great
company has been reduced to the neceffity of paying in fixpences.
1+ D 2z It
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THE NATURE AND CAUSES OF

IT is not by augmenting the capital of the country, but by

w—~ rendering a greater part of that capital attive and productive

than would otherwife be fo, that the molt judicicus operations
of banking can increafe the induftry of the country. = That part
of his capital which a dealer i1s obliged to keep by him unem-
ployed, and in ready money for anfwering occafional demands
is fo much dead ftock, which, fo long as it remains in this fitu-
ation, produces nothing either to him or to his country. The
judicious operations of banking, enable him to convert this dead
ftock into active and produétive ftock; into materials to work
upon, into tools to work with, and into provifions and fub-
fiftence to work for; into ftock which produces fomething both
to him and to his country. The gold and filver money which
circulates in any country, and by means of which, the produce
of its land and labour is annually circulated and diftributed to
the proper confumers, is, in the fame manner as the ready money
of the dealer, all dead ftock. It is a very valuable part of the
capital of the. country, which produces nothing to the country.
The judicious operations of banking, by fubftituting paper in the
room of a great part of this gold and filver, enables the country
to convert a great part of this dead ftock into active and produc-
tive ftock ; into ftock which preduces fomething to the country.
‘The gold and filver money which circulates in any country
may very propeily be compared to a highway, which, while it
circulates and carries to market all the grafs and corn of the
country, produces itfelf not a fingle pile of either. The judi-
cious operations of banking, by providing, if I may be allowed
fo violent a metaphor, a fort of waggon-way through the air;
enable the country to convert, as it were, a gieat part of its
highways into good paftures and corn ficlds, and thereby to in-
creafe very confiderably the annual produce of its land and labour.,
The commerce and induftry of the country, however, it muft be
acknowledged, though they may be fomewhat augmented, cannot
be




THE WEALTH OF NATIONS.

380 J |

R : 'l
be altogether fo fecure, when they are thus, as it were, {ufpended CH f’* P :
upon the Deadalian wings of paper money, as when they travel ‘=t il
about upon the folid ground of gold and filver. Over and above '

the accidents to which they are expofed from the unfkilfulnefs of Fig
the conductors of this paper money, they are liable to {everal others, |

from which no prudence or fkill of thofe conduttors can guard Al il

' them. i
Ax unfuccefsful war, for example, in which the enemy got iy ! ;I |
pofleflion of the capital, and confequently of that treafure which | _
{upported the credit of the paper money, would occafion a much ' |

greater confufion in a country where the whole circulation was _
carried on by paper, than in one where the greater part of it was I |

carried on by gold and filver. The ufual inftrument of commerce A ot }
: . Ik .

having loft its value, no exchanges could be made but either by s S

barter or upon credit. . All taxes having been ufually paid in paper i 11

money, the prince would not have wherewithal either to pay his

troops, or to furnifh his magazines ; and the ftate of the country .
would be much more irretrievable than if the greater part of its Ll
circulation had confifted in gold and filver, A prince, anxious to :
maintain his dommions at all times in the ftate in which he can |
moft eafily defend them, ought, upon this account, to guard, not
| only :1gal:-1i1' that exceflive multiplication of paper money which il
1 ruins the very banks which iflue at; but even againft that multi- ‘ {i
plication of it, which enables them to fill the greater part of the
circulation of the country with it. |

Tuz circulation of every country may be confidered” as divided |;"ff! | ; .
into two different branches ;. the circulation of the dealers with one i
another, and the circulation between the dealers and the confumers. ik Hy
Though the fame picces of money, whether paper or metal, may '
be employed fometimes in the one circulation and fometimes in the
other, yet as both are conftantly going on at the fame time, cach
requires
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requires a certain ftock of money of one kind or another, to carry
it on. ‘The value of the goods circulated between the different
dealers, never can exceed the value of thofe circulated between the
dealers and the confumers; whatever is 'bought by the dealers,
being ultimately deftined to be fold to the confumers. The circu-
lation between the dealers, as it is carried on by wholefale, requires
gencrally a pretty large fum for every particular tranfation. - That
between the dealers and the conlumers, on the contrary, as it is
generally carried on by retail, frequently requires but very finall
ones, a fhilling, or even a halfpenny, being often fufficient. But
{fmall fums circulate much fafter than large ones. A Shilling changes
mafters more frequently than a guinea, and a halfpenny more
frequently than a fhilling. Though the annual purchafes of all
the confumers, therefore, are at leaft equal m value to thofe of all
the dealers, they can generally be tranfacted with a much fmaller
quantity of money ; the fame pieces, by a more rapid circulation,
ferving as the inftrument of many more purchafes of the one kind
than of the other,

Parer money may be fo regulated, as either to confine itfelf
very much to the circulation between the different dealers, or to
extend itlelf likewife to a great part of that between the dealers
and the confumers. Where no bank notes are circulated under ten
pounds value, asin London, paper money confines itfelf very much
to the circulation between the dealers, When a ten pound bank
note comes into the hands of a confumer, he is generally obliged to
change it at the firlt {hop where he has occafion to purchale five
fhillings worth of goods, {fo that it often returns into the hands of
a dealer, before the confumer has fpent the fortieth part of the
money. Where bank notes are iffued for fo fimall fums as twenty
fhillings, as in Scotland, paper money extends itfelf toa confiderable
part of the circulation between dealers and confumers. Before the
act of parliament, which put a ftop to the circulation of ten and
4 five
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five fhilling notes, it filled a ftill greater part of that circulation.
In the currencies of North America, paper was commonly iffued
for fo fmall a fum as a fhilling, and filled almoft the whole of
that circulation, In fome paper currencies of Yorkfhire, it was
iffued even for fo {mall a fum as a fixpence,

Wuere the ifluing of bank notes for fuch very fmall fums is
allowed and commonly pratifed, many mean people are both
enabled and encouraged to become bankers. A perfon whofe pro-
miffory note for five pounds, or even for twenty fhillings, would
be rejected by every body, will get it to be received without feruple
when 1t 15 ifTued for fo fmall a fum as a fixpence. But the frequent
bankruptcies to which fuch beggarly bankers muft be liable, may
occafion a very confiderable inconveniency, and fometimes even a
very great calamity to many poor people who had received their
notes in payment.

IT were better, perhaps, that no bank notes were iffued in any
partof the kingdom for a fmaller fum than five pounds. Paper
money would then, probably, confine itfelf, in every part of the
kingdom, to the circulation between the different dealers, as much
as it does at prefent in London, where no bank notes are iflued
under ten pounds value; five pounds being,
kingdom, a fum which, though it will purchafe, perhaps, little
more than half the quantity of goods, is as much confidered, and
is as {feldom fpent all at once, as ten pounds are amidft the profufc
expence of London.

in moft parts of the

WHERE paper money, it is to be obferved, is pretty much con-
fined to the circulation between dealers and dealers, as at London,
there is always plenty of gold and filver. Where it extends itfelf to:
a confiderable part of the circulation between dealers and confumers,.
as
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as in Scotland, and ftill more in North America, it banifhes gold
and filver almoft entirely from thecountry ; almoft all the ordinary
tranfadtions of its interior commerce beng thus carried on by
paper. . The fuppreffion of ten and five fhilling bank notes, fome-
what relieved the fearcity of gold and filver in Scotland; and the
fuppreflion of twenty fhilling notes, would probably relieve 1t ftill
more. Thofe metals are faid to have bécome more abundant In
America, fince the fuppreflion of fome of their paper CUrTENCies.
They are faid, likewife, to have been more abundant before the
inftitution of thofe currencies.

Tuouveu paper money fhould be pretty much confined to the
circulation between dealers and dealers, yet banks and bankers
might ftill be able to give nearly the fame affiftance to the induftry
and commerce of the country, as they had done when paper money
filled almoft the whole circulation. The ready money which a dealer
is obliged to keep by him, for anfwering occafional demands, is
deftined altogether for the circulation between himfelf and other
dealers, of whom he buys goods. He has no occafion to keep
any by him for the circulation between himfelf and the confumers,
who are his cuftomers, and who bring ready money to him, inftead
of taking any from him. Though no paper money, therefore, was
allowed to be iflued, but for {fuch fums as would confine it pretty
much to the circulation between dealers and dealers; yet partly by
difcounting real bills of exchange, and partly by lending upon
cafh accounts, banks and bankers might ftill be able to relieve
the greater part of thofe dealers from the neceflity of keeping any
confiderable part of their ftock by them, unemployed and in ready
money, for anfwering occafional demands. They might ftill be
able to give the utmoft affiftance which banks and bankers can,
with propriety, give to traders of every kind,
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To reftrain private people, it may be faid, from receiving in CIIT AP.
payment the promiffary notes of a banker, for any fum whether )

great or {imall, when they themfelves are willing to receive them ; or,
to reftrain a banker from iffuing fuch notes, when all his neighbours
are willing to accept of them, is a manifeft violation of that natural
liberty which it is the proper bufinefs of law, not to infringe, but to
fupport. Such regulations may, no doubt, be confidered as in
fome refpect a violation of natural liberty. But thofe exertions of
the natural liberty of a few individuals, which might endanger the
{ecurity of the whole fociety, are, and ought to be, reftrained by
the laws of all governments ; of the moft free, as well as of the
moft defpotical. The obligation of building party walls, in order
to prevent the communication of fire, is a violation of natural
liberty, exactly of thefame kind with the regulations of the banking
trade which are here propofed.

A parer money confifting in bank notes, iffued by people of
undoubted credit, payable upon demand without any condition, and
in faft always rcadily paid as foon as prefented, is, in every
refpeét, equal in value to gold and filver money ; fince gold and
filver money can at any time be had for it. Whatever is either
bought or fold for fuch paper, muft neceffarily be bought or fold

as cheap as it could have been for gcﬂd and filver.

T uE increafe of paper money, it has been faid, by augmenting
the quantity, and confequently diminifhing the value of the whole
currency, neceflarily augments the money price of commaodities,
But as the quantity of gold and filver, which is taken from the
currency, is always equal to the quantity of paper which is added
to it, paper money does not neceffarily increafe the quantity of the
whole currency, From the beginning. of the laft century to the
prefent times, provifions never were cheaper in Scotland than in
VoL, te 7 E % 17505
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1759, though, from the circulation of ten and five fhilling bank

notes, there was then more paper meney in the country than ar
i F =i J 7

111'1:[1:[1'(. The proportion between t

e priee of provifions in Scot-.
land and that in England, is the fame new as before the great
multiplication of banking companics in Scetland, Corn is, upon

moft occalioms, fully as cheap in England as in France; though
there is a great deal of paper meney in England, and fearce any in
Frapce. In 1753 and in 1752, whem Mr. Hume publifhed his
Political difcourfes, aud foon after the great multiplication of
paper money in Scotland, there was a very fenfible rife in the price
of provilions, owing, probably, to the badnefs of the feafons, and:
not to the multiplication of paper money.

It would be otherwife, indeed, with a paper money confifting;
in promiffary notes, of which the immediate payment depended;.
in any refpect, either upon the good will of thofe who ifTued them ;
er upon a condition which the holder of the notes might not always
have 1t 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 intereft, Such a paper money would, no doubt, fall
more or lefs below the value of gold and filver, according as the
difficulty or uncertainty of obtaining immediate, payment was:
fuppofed to be greater or lefs ; or according to the greater or lefs
diftance of time at which payment was exigible,

SomE years ago the different banking companies of Scotland:
were in the practice of inferting into their bank notes, what they
called an Optional Claufe, by which they promifed payment to the-
bearer, either as foon as the note fhould be prefented, or,. in the-

option of the direttors, fix months after fuch prefentment, together
with the legal intereft for the faid fix months. The direftors of

fome of thofe banks fometimes took advantage of this optional
4 claufe,
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claufe, and fometimes threatened thofe who demanded gold and LH;{\F'

filver in exchange for a confiderable number of their notes, that
they would take advantage of it, unlefs fuch demanders would
content themfelves with a part of what they demanded. The
promiffary notes of thofée banking c-umfnnics conftituted at that
time the far greater part of the currency of Scotland, which this
uncertainty of payment neceflarily deg ﬂmd below l:l'.u value of
gold and filver money. During the continuance of this abufe,
(which prevailed chiefly in 1762, 1763, and 1764), while the ex-
change between London and Carlifle was at par, that between
London and Dumfries would fometimes be four per cent. againft
Dumfries, though this town is not thirty miles difftant from
Carlifle.  But at Carlifle, bills were paid in gold and filver ; whereas
at Dumfiies they were paid in Scotch bank notes, and the uncer-
tainty of getting thofe bank notes exchanged for gold and filver
coin had thus degraded them four per cent. below the value of that
coin. The fame a&t of parliament which fupprefled ten and five
fhilling bank notes, fupprefled likewife this optional claufe, and
thereby reftored the exchange between England and Scotland to jts

natural rate, or to what the courfe of trade and remittances s might
happen to make it,

In the paper currencies of Yorkfhire, the payment of fo fmall a
fum as a fixpence fometimes depe n1 d upon Jr condition that the
holder of the note thould bring the change of a guinea to the peifon
who ifued it ; a condition, which the lluj{im. of fuch notes might
frequently find it very difficult to fulfil, and which muft have degraded
this currency below the value of r'oli and filver money. An aét of
parliament, accordingly, declared all fuch claufes unlawful, and
fupprelled, in the fame manner as in Scotland, all promiffary notes,
payable to the bearer, under twenty fhillings value,

3 E 2 THE
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Tue paper currencies of North America confifted, not in bank
notes payable to the bearer on demand, but ina government paper,
of which the payment was not exigible till feveral years after it was
iffued : And though the colony governments paid no intereft to the
holders of this paper, they declared it to be, and in fact rendered
it, a legal tender of payment for the full value for which it was
ifued. But allowing the colony fecurity to be perfeftly good, a
hundred pounds payable fifteen years hence, for example, in: a
country where intereft is at fix per cent. is worth little more. than
forty pounds ready money. To oblige a creditor, therefore, to.accepsg
of this as full payment for a debt of a hundred pounds actually paid
down in ready money, was an act of fuch violent injuftice, as has
{carce, perhaps, been attempted by the government of any other
country which pretended to be free. It bears the evident marks of
having originally been, what the honeft and downright Doétor
Douglafs aflures us it was, a {cheme of fraudulent debtors to cheat
their creditors. The government of Penfylvania, indeed, pretended,
upon their firft emiffion of paper money in 1722, to render their
paper of equal value with gold and filver, by enacting penalties
againft all thofe who made any difference in the price of their goods
when they fold them for a colony paper, and when they {old them for
gold and filver; a regulation equally tyrannical, but much lefs
effectual than that which it was meant to fupport.. A pofitive law
may render a fhilling a legal tender for a guinea; becaufe it may
dire€t the courts of juffice to difcharge the debtor who has made
that tender. But no pofitive law can oblige a perfon who fells goods,
and who is at liberty to fell or not to fell, as he pleafes, to accept
of a fhilling as equivalent to a guinea in the price of them. Not-
withftanding any regulation of this kind, it appeared by the courfe
of exchange with Great Britain, that a hundred pounds fterling
was occafionally confidered as equivalent, in fome of the colonies,
to a hundred and thirty pounds, and in others to fo great a fum as
eleven
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eleven hundred pounds currency; this difference in the value CI—}I:"- P,

arifing from the difference in the quantity of paper emitted —\—

in ‘the different colonies, and in the diftance and pr‘obabiilt}r
of the term of its final difcharge and redemption.

No law, therefore, could be more equitable than the at of par-
liament, fo unjuftly complained of in the colonies, which declared
that no paper currency to be emitted there m time coming, fhould
be a legal tender of payment.

PensyLvania was always more moderate in its emiflions of
paper money than any other of our colonies. Its paper currency
accordingly is faid never to have funk below the value of the gold and
filver which was current in the colony before the firflt emiflion of its
paper money. Before that emiffion, the colony had raifed the de-
nomination of its coin, and had, by act of affembly, ordered five
fhillings fterling to pafs in the colony for fix and three-
pence, and afterwards for fix and eight-pence. A pound colony
currency, therefore, even when that carrency was gold and
filver, was more than thirty per cent. below the value of a pound
fterling; and when that currency was turned into paper, it was
feldom much more than thirty per cent. below that value. The
pretence for raifing the denomination of the coin, was to prevent
the exportation of gold and filver, by making equal quantities of thofe
metals pafs for greater fums in the colony than they did in the mother
country. It was found, however, that the price of all goods from
the mother country rofe exaltly in proportion as they raifed the
denomination of their coin, fothat their gold and filver were exported.

ag faft as ever,

Tuz paper of each colony being received in the payment of the:
provincial taxes, for the full value for which it had been iffued,.
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B Eirio K it neceffarily derived from this ule fome additional value, over and
d—— above what it would have had, from the real or fuppofed diftance

of the term of its final difcharge and redemption. This additional
value was greater or lefs, accerding as the quantity of paper ifiued
was more or lefs above what could be employed in the payment of
the taxes of the particular colony which iffued it, It wasin all the

«olonies very much above what could be employed in this manner.

A prince, who fhould enalt that a ecertain proportion of his
taxes fhould be paid in a paper money of a certain kind, might
thereby give a certain value to this paper money ; even though the
term of its final difcharge and redemption {hould depend altogether
upon the will of the prince. If the bank which iffued this paper was
careful to keep the quantity of it always fomewhat below what could
eafily be employed in this manner, the demand for it might be fuch as
to make it even bear a premium, or fell for fomewhat more in the
market than the quantity of gold or filver currency for which it was
ifllued. Some people account in this manner for what is called the
Agio of the bank of Amfterdam, or for the -ﬂtpm'iurit}r of bank
money over current money; though this bank money, as they
pretend, cannot be taken out of the bank at the will of the owner,
The greater part of foreign bills of exchange muft be paid in bank
money, thatis, by a transfer in the books of the bank; and the
direCtors of the bank, they alledge, are careful to keep the whole
quantity of bank money always below what this ule occafions a
demand for. It is upon this account, they fay, that bank money
fells for a premium, or bears an agio of four or five per cent. *
above the fame nominal fum of the gold and filver currency of the
country, This account of the bank of Amfterdam, however, I
have reafon to believe, is altogether chimerical.

A rarer
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A parer currency which falls below the value of gold and CH[ AP,
L.

filver coin, does not tihrch}f fink the value of gold and filver,
or occaffon cq:m] quantities of thofe metals to exchange for
a fmaller quantity of goods of any other kind. The propor~

tion between the value of gold and filver and that of gooeds:

of any other kind, depends in all cafes, not upon the nature

ar {]LI’L..'ltI.T}’ of any particuldr paper money, whicl

1 may be current
in any particular country, but upon the richnefs or poverty of
the mines, which happen at any particular time to fu; pply the
great market of the commercial world with thofe merals. It
depends upon the proportion between the quantity of labour
which is neceffary in order to bring a certain quantity of
gold and filver to- market, and that which is neceffary i
order to bring thither a certain quantity of any other fort of
goods,

Ir bankers are reftrained from iffuing any circulating bank.
motes, or notes payable to the bearer, for Iefs than a certain
fum; and if they are fubjetted to the obligation of an im-
mediate and unconditional payment of fuch bank notes as
foon as prefented, their trade may, with fafety to the publick,
be rendered in all other refpects perfeétly free. The late
multiplication of banking companies in both parts of the
united kingdom, an event by which many people have been:
much alarmed, inftead of diminifhing, increafes the fecurity
of the publick. It obliges all of them to be more circum-
fpect in their conduct, and, by not extending their currency
beyond its due proportion to their cafh, to guard themfelves.
againft thofe malicious runs, which the rivalthip of fo many
-competitors 1s always ready to bring upon. them. It reftrains
the circulation of each particular company within a narrower
gircle, and reduces their circulating notes to. a. fmaller: number..

By
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By dividing the whole circulation into a greater number of
parts, the failure of any one company, an accident which, in
the courfe of things, muft fometimes happen, becomes of lefs
confequence to the publick. This free competition tco obliges
all bankers to be more liberal in their dealings with their
cuftomers, left their rivals fhould carry them away. In
general, if any branch of trade, or any divifion of labour, be
advantageous to the publick, the freer and more general the
competition, it will always be the more {o.

ClH A HS T

Of the Accamulation of Capital, or of produclive and unpro-
dudtive Labour.
HERE is one fort of labour which adds to the value of the
fubjeét upon which it is beftowed : There is another which
has no fuch effect. The former, as it produces a value, may be
called produétive; the latter unproductive * labour.” Thus the

‘labour of a manufacturer adds generally to the value of the materials

which he works upon, that of his own maintenance, and of his
mafter’s profit. The labour of a menial {fervant, on the contrary,
adds to the value of nothing. Though the manufatturer has his
wages advanced to him by his mafter, he, in reality, cofts him no
expence, the value of thofe wages being generally reftored, together
with a profit, in the improved value of the fubjeft upon which his
labour is beftowed. But the maintenance of a menial fervant never
is reftored. A man grows rich by employing a multitude of ma-
nufacturers: He grows poor, by maintaining a multitude of
menial fervants. The labour of the latter, however, has its value,

# Some French authors of great learning and ingenuity have ufed thofe words in a
different fenfe.  In the [alt chapter of the fourth book, I fhall endeayour to {how hat
their {enle is an improper one.
and
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anddeferves its reward as well as that of theformer. Butthelabourof € HAP.
; : e - : I1I.
the manufatturer fixes and realizes itfelf in fome particular fubjet or  temy—

vendible commodity, which lafts for fome time at leaft after
that labour is paft. It is, as it were, a certain quantity of labour
ftocked-and ftored up to be employed, if neceflary, upon fome other
occafion. ‘That fubjeft, or what is the fame thing, the price of
that fubjeft, -can afterwards, if neceflavy, put into motion a quan-
tity of labour equal to that which had originally produced it. The
labour of the menial fervant, on the contrary, does not fix or
vealize itfelf in any  particular fubjeét or vendible commodity. His
fervices generally perifh in the very inftant of itheir performange,
and feldom leave any trace -or value behind them, for which an
equal quantity of fervice,could afterwards be procured.

Tue labour of fome of the moft refpectable orders in the fociety
is, like that of memal{ervants, unproductive of any value, and does
not fix ‘or realize itfelf in any permanent fubject, or vendible
commodity, which endures after that labour is paft, and for
which an lequal quantity of labour .could afterwards be procured.
"The fovereign, for example, with all the officers both of juftice
and war who ferve under him, the whole army and navy, are
unproductive labourers. They are the fervants of the publick,
and are maintained by a part of the annual produce of the induftry
of other people. Their fervice, how honourable, how ufeful, or
how neceffary foever, produces nothing for which an equal quantity
of fervice can afterwards be procuied. The protettion, fecurity,
and defence of the commonwealth, the effet of their labour this
year, will not purchafe its protection, fecurity, and defence, for
the year to come. In the fame clas muft be. ranked, fome
both of ‘the graveft and moft important, and fome of ;the moft
frivolous  profeflions : churchmen, lawyers, phyficians, men
of letters of all kinds; players, ‘buffoens, muficians, opera-
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Bcfi& K fingers, opera-dancers, &c. The labour of the meaneft of thefs
bt~ has a certain value, regulated by the very fame principles which

regulate that of every other fort of labour; and that of the nobleft
and moft ufeful, produces nothing which could afterwards pur-
chafe or procure an equal quantity of labour, Like the decla-
mation of the ator, the harangue of the orator, or the tune of
the mufician, the work of all of them perifhes in the very inftant
of its produétion.

Boru produttive and unprodufi’riw: Iabourers, and thofe wit
do not labour at all, are all equally maintained by the annual pro-
duce of the land and labour of the country, ' This produce, how
ereat foever, can never be infinite, but muft have certain limits,
According, therefore, as a fmaller or greater proportion of itis in
any one year employed in maintaining unproductive hands, the
more in the one cafe and the lefs in the other will remain for the
productive, and the next year's produce will be greater or {maller
accordingly; the whole annual produce;, if we except the fponta-
neous productions of the earth, being the effeét of productive la-
bour. T

Tuoven the whole annual prodace of the land and labour of
every country, is, no doubt, ultimately deftined for fupplying the
confumption of its inhabitants, and for procuring a revenue to them;
yet when it firft comes cither from the ground, or from the hands
of the productive labourers, it naturally divides itfelf into two
parts. Onc of ‘them, and frequently the largeft, is, in the firfk
place, deftined for replacing a capital, or for renewing the pro-
vifions, materials, and finifhed work, which had been withdrawn
from a capital; the other for conflituting a revenue either to the
owner of this capital, as the profit of his ftock; or to fome other
perfon, as the rent of his land,  Thus, of the produce of land,
one
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ene part replaces the capital of  the farmer; the other pays his CE?HP
profit and the rent of the landlord; and thus conftitutes a revenuc W
both to the owner of this capital, as the profits of his ftock ; and
to fome other perfon, as the rent of his land. Of the produce of
a great- manufacture, in the farhe manner, one part, and that
always the largeft; replaces the capital of the undertaker of the
work; the other pays his profit, and thus conftitutes a revenue to

the owner of this capital.

TuaT 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 produétive hands. It pays the wages of pro-
duétive labour only. That which is immediately deftined for con-
fiituting ‘a revenue either as profit or as rent, may maintain in-~
differently either produétive or unproductive hands.

Wuartever part of his ftock a man employs as a capital, he
always expeétsis to be replaced to him with a profit.  He employs
if, therefore, in maintaining produétive hands only; and after
having ferved in the funétion of a capital to him, it conftitutes
arevenue to them. Whenever he employs any part of it in main-
taining unproductive hands of any kind, that part 1s, from that
moment, withdrawn from his capital, and placed in his ftock re-

ferved for immediate confumption.

UnrrobucTive labourers, and thofe who do not labour at all,
are all maintained by revenue; either, firft, by that part of the
annual produce which is originally deftined for conftituting a re=
venue to fome pamml:u pm{uns, either as the rent of land or as
the profits of ftock; ~or, fecondly, by that part which, though
originally deftined for upl acing a capital and for maintaining pro-
ductive labourers only, yct when it comes into their hands, what-
g2 ever
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ever part of it i§ over and above their neceffary fubfiftence, may
be employed in maintaining indifférently either produdive or un-
productive hands. Thus, not only the great landlord or the rich:
merchant, but even the common workman, if his wages are cons
fiderable, mvay mdintaine a- menial! fervant; or he may fometimes;
go to a play or a puppet-thow, and {o contribute his {hare towards:
maintaining one fet of unproductive labourers; or he may pay
fome taxes, and thus help to maintain another fet, move honour-.
able and ufeful, indeed, but equally unproduttive. No part of
the annual producé, however, which, had been originally deftined:
to replace 4 capital; is ever directed towards maintaining unpro-
dufive hands, till: after it has put into motion its full comple-
ment of productive labowr, or all that it could put into motion,
in the way in which: it: was employed; = The workman muft have:
earned his wages by work done, before he can employ any. pait ofi
them in this manner. That part too.is generally but a fmall one.
It is_his fpare revenue only, of which productive labourers have
feldom a. great deal. They generally have fome, however; and
in the payment of taxes the greatnefs of their number may com-
penfate, in fome meafure, the fmallnels of their contribution..
The rent of land and the profits of ftock are every where, there-
fore; the principal fources: from which unproduétive hands derive:
their fubfiffence. Thefe are the two forts of revenue of which the:
owners have generally moft to {pare. They might: both. maintain:
indifferently either produétive or unproduétive hands. They feem,.
however, to have fome predilection for the latter. The expence of’
a great lord feeds generally more idle than induftrious people.
The rich merchant, though with his capital he maintains indu=
firious people only, yet by his expence, thatis, by the employ=
ment of his revenue, he feeds commonly the very fame fort as the:
great lord,

Tue
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Tux proportion, therefore, between the productive and unpro-
ductive hands, depends very much in every country upon the pro-
portion between that part of the annual produce, which, as foon
as it comes cither from the ground or from the hands of the pro-
duttive labourers, is deftined for replacing a capital, and that which
15 deftined for conftituting a revenue, either as rent, or ag profit.
This proportien is very different in rich from what itis in poer
gountries.

T rnus, at prefent, in the opulent countries of Europe, a very large,.

frequently the largeft portion of the produce of theland, is deftined for
replacing the capital of the rich and independant farmer; the other
for paying his profits, and the rent of the landlord.  But antiently,
during the prevalency of the feudal government, a very fmall portion
of the produce was fufficient to replace the capital employed in cul-
tivation. It confifted commonly in a few wretched cattle, main-
tained altogether by the {pontaneous produce of uncultivated land,
and which might, therefore, be confidered as a part of that fponta-
neous produce. It generally too belonged to the landlord, and was
by him advanced to the occupiers of the land.  All the reft of the
produce properly belonged to him too, either as rent for his land,

or as profit upon this paultry capital. The occupieis of land were:

generally bondmen, whofe perfons and effects were equally his pro-
perty. Thofe who were not bondmen 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 fervice in war, ‘Though they. lived at a diftance
from his houfe, they were equally dependant upon kim as his re-
tainers who lived in it. But the whole produce of the land un<
doubtedly belongs to him, who can difpofe of the labour:and fer-
vice of all thofe whom it maintains. In the prefent ftateof Europe,
the
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BOOK thefhareof the landlord feldom exceeds a third, fometimes 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 fince thofe antient times; and this third or fourth
part of the annual produce is, it feems, three or four times greater
than the whole had been before. - In the progrefs of improvement,
rent, though it increafes in proportion to the extent, diminifhes in
proportion to the produce of the land.

Ie the opulent countries of Europe, great capitals are at prefent
employed in trade and manufattures. In the ancient ftate, the
little trade that was flirring, and the few homely and coarfe
manufactures that were carried on, required but very fmall ca-
pitals. Thefe, however, muft have yiclded very large profits. The
rate of intereft was no where lefs than ten per cent, and their
profits muft have been fufficient to afford this great intereft. At
prefent the rate of intereft, in the improved parts of Europe, is
no where higher than fix per cent, and in fome of the moft im-
proved it is fo low as four, three, and two per cent. Though
that part of the revenue of the inhabitants whichis derived from the
profits of ftock is always much greater in rich than in poor. coun-
tries, it is becaufe the {tock is much greater: in proportion to the
ftock the profits ate generally much lefs.

Tuar part of the annual produce, therefore, which, as foon
as it comes either from the ground or from the hands of the pro-
duétive labourers, is deftined for replacing a capital, is not only
much greater in rich than in® poor countries, but bears a much
greater proportion to that which is immediately deflined for con=
flituting a revenue either as rerit or as profit. -~ The funds deftined
for the maintenance of: productive labour, are not only much
greater in the former than in the latter, but bear a much greater

7 lznmportiun
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proportion to thofe which, though they may be employed to main-
tain either productive or unproduétive hands, have generally a
predilection for the latter.

Tue proportion between thofe different funds neceffarily deter-
mines in every country the general charafter of the inhabitants as
to induftry or idlenefs. We are more induftrious than our fore-
fathers; becaufe in the prefent times the funds deftined for the
maintenance of induftry, are much greater in proportion to
thefe which are likely to be employed in the maintenance of
idlenefs, than they were two or three centuries ago. Our an-
ceftors were idle for want of a fufficient encouragement to in-
duftry. It is better, fays the proverb, to play for nothing, than te
work for nothing. In mercantile and manufaCturing towns, where
the inferior ranks of people are chiefly maintained by the employ-
ment of capital, they are in general induftrious, fober, and thriv-
Ing; as in many Englith, and in moft Dutch towns. In thofe
towns which are principally fupported by the conftant or occafional
refidence of a court, and in which the inferior ranks of people are
chiefly maintained by the fpending of revenue, they are in general
idle, diffolute, and poor; as at Rome, Verfailles, Compiegne,
and Fontambleau. If you except Rouen and Bourdeaux, there is
little trade or induftry in any of the parliament towns of France;
and the inferior ranks of people being chiefly maintained by the
expence of the members of the courts of juftice, and-of thofe who
come to plead before them, are in generalidle and poor. The
great trade of Rouen and Bourdeaux feems to be altogether the
effect of their fituation. Rouen is neceflarily the entrepdt of al-
moft all the goods which are brought either from foreign coun-
tries, or from the maritime provinces of France, for the confump-
tion of the great city of Paris. Bourdeaux is in the fame manner
the entrepot of the wines which grow upon the banks of the Ga-
ronne, and of the rivers which run into it, one of the richeft wine
countries
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countries in the world, and which feems to produce the wine
fitteft for exportation, or beft fuited to the tafte of foreign nations.
Such advantageous fituations neceffarily attraét a great capital by
‘the great employment which they afford it; and the employment
.of this capital is the caufe of the induftry of thofe two cities. In
the other parliament towns of France, very little more capital feems
to be employed than what is meceflary for fupplying their own
<onfamption; that is, little more than the {fmalleft capital which can
be employed in them. The fame thing may befaid wof Paris,
Madrid, and Vienna. Of thofe three citics, Paris is by far the
moft induftrious; but Parisitfelf is the principal market of all-the
manufactures eftablithed at Paris, and its own corifumption-is the
jprincipal-object of all the trade which it .carries on.  London,
Lifbon, and Copenhagen, are, perhaps, the only three citiesin
Europe, which are both the conftant refidence of a court, and can
at the fame time be confidered as trading cities, or as cities which
trade not only for their jown confumption, but for that of other
cities and countries, The fituation of all the three is extremely
advantageous, and naturally fits thém te be the entrepots.of a-great
part of the goods deftined for the confumption of diftant places,
In a city where a great revenue is {pent, to employ with advantage
a capital for any other purpofe than for fupplymmg the confumption
of that city, is probably more difficult than in ene in which the
inferior ranks of people have no other maintenance but ‘what they
derive from the employment of fuch a capital. The idlenefs of the
greater. part of the people who are maintamed by the expence of
revenue, corrupts, it is probable, the induftry of thofe who ought
to be maintained by the employment of capital, and renders it lefs
advantageous” to employ -a 'capital there 'than in other places.
There was little: trade or induftryin Edinburghsbefore the union.
When the Scotch parliament-was no longer to be affembled init,
when it ceafed to be the neceflary réfidence of the principal nobility
4 and
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and gentry of Scotland, it became a city of fome trade and induftry.
It ftill continues, however, to be the refidence of the principal
courts of juftice in Scotland, of the boards of cuftoms and excife,
&c. A confiderable revenue, therefore, ftill continues to be fpent
in it, In trade and induftry it is much. inferior to Glafgow, of
which the inhabitants are chiefly maintained by the employment of
capital. /The inhabitants of a large village, it has fometimes been
obferved, after having made confiderable progrefs in manufatures,
have become idle and poor, in confequence of a great lord’s having
taken up his refidence in their neighbourhood.

THEe proportion between capital and revenue, therefore, feems
cvery where to regulate the proportion between induftry and
idlenefs. Wherever capital predominates, induftry prevails: Where-
ever revenue, idlenefs, Every increafe or diminution of capital,
therefore, naturally tends to increafe or diminifh the real quantity of
induftry, the number of productive hands, and confequently the
exchangeable value of the annual produce of the land and labour
of the country, the real wealth and revenue of all its inhabi-
tants.

CariTars are increafed by parfimony, and diminifhed by pro-
digality and mifconduét,

WuaTever a perfon faves from his revenue he adds 'to his
capital, and either employs it himfelf in maintaining an additional
number of productive hands, or enables fome other perfon to do fo,
by lending it to him for anintereft, that is, for a fhare of the
profits. As the capital of an individual can be increafed only
by what he faves from his annual revenuc or his annual gains,
fo the capital of a fociety, which is the fame with that of all the
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B (%IDK individuals who compofe it, can be increafed only in the fame
\—— manner,

ParsimoNy and not induftry is the 'mmediate caufe of the
mcreafe of capital. Induftry, indeed, provides the fubject which
parfimony accumulates.  But whatever induftry might acquire,
if parfimony did not fave and ftore up, the capital would never
be the greater.

ParsimoNy, by increafing the fund which is deftined for the
maintenance of productive hands, tends to increafe the number
of thole hands whofe lahour adds to the value of the fubject
upon which it is beftowed. It tends therefore to increafe the
exchangeable value of the annual produce of the land and labour
of the country. It puts into motion an additional quantity of
induftry, which gives an additional value to the annual produce,

Wuar is annually faved is as regularly confumed as what is
annually fpent, and nearly in the fame time too; but it i§ con-
fumed by a different fett of people. That portion of his re-
venue which a rich man annually fpends, is ih moft cafes con-
fumed by idle guefts, and menial fervants, who leave nothing
behind them in return for their confumption. That portion
which he annually faves, as for the fake of the profit it is im-
mediatcly employed as a capital, is confumed in the fame manner,
and nearly in the fame time too, but by a difierent fett of people,
by labourers, manufacturers, and artificers, who re-produce with
a profit the value of their annual confumption. His revenue,
we thall fuppofe, is paid him in money. Had he fpent the
whole, the food, cleathing, and ledging which the whole cculd
have: purchafed, would; have been’ diftributed among the former
fett of people. By faving a part of it, as that part is for the

7 fake
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fake of the profit immediately employed:as a capital either by E‘El_i"u P.
himfelf or by fome other perfon, the food, cloathing, and lodging, w——

which may be purchafed with it, are neceffarily referved for the latter,
The confumption is the fame, but the confumers are different.

By what a frugal man annually faves, he not only affords
maintenance to an additional number of produétive hands, for
that or the enfuing year, but, like the founder of a 111Lbli.ck
workhoufe, he eftablilhes as it were a perpetual fund for the
maintenance of an equal number in all times to come. The
perpetual allotment and deftination of this fund, indeed, is not
always guarded by any pofitive law, by any truft-right or deed of
mortmain. It is always guarded, however, by a very powerful
principle, the plain and evident intereft of every individual to whom
any fhare of it fhall ever belong. No part of it can ever after-
wards be employed to maintain any but productive hands, without
an evident 1ofs to the perfon who thus perverts it from its proper
deftination.

Tue prodigal perverts it in this: manner. By not confining
his expence within his income, he encroaches upon his capital.
Like him who perverts the revenues of fome pious foundation
to profane purpofes, he pays the wages of idlenefs with thofe
funds which the frugality of his forefathers had, as it were, con-
fecrated to the maintenance of indufiry. By diminihing the
funds deftined for the employment of predutive labour, he
neceffarily diminifhes, fo far as depends upon him, the quantity
of that labour which adds a value to the fubject upon which it
is. beftowed, and, confequently, the value of the annual produce
of the land and labour of the whole country, the xgal wealth
and revenue of its inhabitants. If the prodigality of fome was
not compenfated by the frugality of others, the condult of every
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B 'f"'l__f."-*?: prodigal, by feeding the idle with the bread of the induftrious,
v tends not only to beggar himfelf, but to impoverifh his country,

Tuovcu the expence of the prodigal fhould be altogether in
home-made and no part of it in foreign commodities, its effeét
upon the produchive funds of the fociety would @ill be the fame,
Every year there would fhll be a certain quantity of food and
cloathing, which ought to have maintained produttive, employed
in maintaining unproductive hands. Every year, therefore, there
would {till be fome diminution in what would etherwife have
been the value of the annual produce of the land and labour of
the country.

Turs expence, it may be faid indeed, not being in foreign
goods, and not occafioning any exportation of gold and filver,
the fame quantity of money would remain in the country as
before. But if the quantity of food and cloathing, which were
thus confumed by unproductive, had been diftributed among
productive hands, they would have reproduced, together with a
profit, the full value of their confumption. The fame quantity of
money would in this cafe equally have remained in the country,
and there would befides have been a reproduction of an equal
value of confumable goods. There would have been two values
inftead of one,

Tre fame quantity of money befides cannot long remain in
any country, in which the value of the annual produce diminithes.
The fole ufe of money is to circulate confumable goods. By
means of it, provifions, materials, and finithed work, are bought
and fold, and diftributed to their proper confumers. The quantity
of money, therefore, which can be annually employed in any
country muft be determined by the value of the confumable goods
annually circulated within it. Thefe muft confift either in the
immediate
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immadiate produce of the land and labour of the country itfelf, CH[-
or in fomething which had been ihl.r'ci*-*I:*d with fome part of that ‘———J
or

produce. Their value, therefore, muft diminifh as the value o : i |'ii-':r
that produce diminifhes, and along with' it the quantity of money it | '!'
which can be employed in circulating them.  But the money | | il
which by this annu .’: diminution of _:'.-.:'-::ni‘.'.:f:u is annually thrown A
out of dm*n"ﬂ ck circulation will not be allowed to lie idle. The i
mterelt of whoever -l?'.:.--__:"'-.'_-:k it, requires that it fhould be employed. | ;
But [1.’1‘.';11;; no employment at home, it will, in fpite of Jl laws i .
and pi‘{}hibilionﬁ be fent abroad, and Lmlmaul in purchafing | |
confumable goods which may be of fome ufe at home, Its annual i

e::port;‘;l';on wiall in this:manner continue for fome time to add |
fomething to the annual confumption of the country beyond the
value of its own annual produce, What in the d.-t}-a of its prof-

perity had been faved from that annual produce, and employed i
in purchafing gold and filver, will contribute for fome little time
to {upport its confumption in adverfity. The exportation of gold
and filver is, in this cafe, not the caufe, but the effect of its declen-
fion, and may even for fome little time alleviate the mifery of that !
declenfion. -
(ol *
| b
Tue quantity of money, on the contrary, muft® in every it ¥
country naturally increafe as the value of the annual produce i 5
increafes. The value of the confumable goods annually circulated |~
within the focicty being greater, will require a greater quantity ﬁ
of money to circulate them. A part of the increafed produce, Ikt
therefore, will naturally be: employed in- purchafing, wherever it el : B
is to be had, the additional quantity of gold and filver neceflary LI
for cirenlating the reft.  The increafe of thofe metals will in this el o
cafe be the effect, not the caufe, of the publick profperity. Gold Rl
and filver are purchafed every where in the fame manner. The A ]
food, cloathing, and lodging, the revenue and maintenance of .
all LR
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all thofe whofe labour or ftock is employed in bringing them from
the mine to the market, Is the price paid for them in Peru as
well as in England, The country which has this price to pay,
will never be long without the quantity of thefe metals which it
has occafion for; and no country will ever long retain a quantity
which it has no occafion for.

WaAaTEVER, therefore, we may imagine the real wealth and
revenue of a country to confilt in, whether in the value of the
annual produce of its land and labour, as plain reafon feems to
di¢tate ; or in the quantity of the precious metals which circulate
within it, as vulgar prejudices fuppofe; m ether view of the
matter, every prodigal appears to be a publick enemy, and every
frugal man a publick benefaétor.

Tue effects of mifconduct are often the fame as thofe of pro-
digality. Every injudicious and unfuccefsful projeét in agricul-
ture, mines, filheries, trade, or manufatores, tends in the fame
manner to diminith the funds deftined for the maintenance of
productive labour. In every fuch projedt, though the capital is
confumed by produétive hands only, yet, as by the injudicious
manner . which they are employed, they do not reproduce the
full value of their confumption, there muft always be fome dimi-

nution in what would otherwife have been the produétive funds of
the fociety.

It can feldom happen, indeed, that the circumftances of a
great mation can be much affeCted cither by the prodigality or
mifconduét -of individuals; the profufion or imprudence of fome
being always more than compenfated h}r the frugality and good
cnmlm.i of others,
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Wirna regard to profufion, the principle, which prompts to
expence, is the pailion for prefent enjoyment ; which, though fome-
times violent and very difficult to be reftrained, '1s in general only
momentary and occafional. - But the principle which prompts to
fave, is the defire of béttering our condition, a defire which,
though generally calm and difpaffionate, comes with us from the
womb, and never leaves us till we go into the grave, In the
whole interval which feparates thofe two moments, there is fearce
perhaps a fingle inftant in which any man is {o perfeftly and
compleatly fatisfied with his fitnation, as to be without any
willy of alteration or improvement of any kind. ' An augmen-
tation of fortune is the means by which the greater part of men
propofe and with to better their condition. It is the means the
moflt vulgﬂr and the moft obvious; and the moft ]ll-;c]:,' way of
augmenting their fortune, is to fave and accumulate fome part of
what' they acquire, either regularly and annually, or upon fome
extraordinary occafions.. Though the principle of expence, there-

fore, prevails in almoft all men upon  fome oceafions,’ and in

fome men upon almoft all occafions, yetin the greater part of

men, taking the whole courlfe of their hife at an average, the
principle of frugality feems not only to. predeminate, but to. pre-~
dominate very greatly.

WiTH regard to mifcondudt, the number of prudent and fuc-
cefsful undertakings is every where much ereiter than that of
(=] o o }

injudicious and unfuccefsful ones.  After all our complaints of
the frequency of bankruptcies, the unhappy men who fall mnto
this misfortune make but a very fmall part of the whole number
engaged i trade, and all other forts of bufinefs; not much more

perhaps than one in a thoufind. Bankruptcy is perhaps: the

greatelt and moft humiliating calamity which can befal an innocent
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man, The greater part of mien, therefore, are fufficiently

il
Ahid

CHAP.
I1L

e




BOOK

ks

THE INATURE AND CAUSES QOF

ful to avoid it. Somie, indeed, do not avoid it; as fome do not
avoid the gallows.

GreaT nations are never impoverithed by private, though they
fometimes are by publick prodigality and mifcondut. The whole,
or almoft the whole publick revenue, is in moft countries employed
in maintaining unproductive hands. Such are the people who
compofe a numerous and {plendid court, a great ecclefiaftical eftab-
lithment, great fleets and armies, who in time of peace produce
nothing, and in time of war acquire nothing which can compenfate
the expence of maintaining them, even while the war lafts.  Such
people, as they themfelves produce nothing, are all maintained
by the produce of other men’s labour. When multiplied, there-
fore, to an unneceffary number, they may in a particular year
confume fo great a fhare of this produce, as not to leave a fuf-
ficiency for maintaining the produétive labourers, who fhould re-
produce 1t next year. The next year’s produce, therefore, will
be lefs than that of the foregoing, and if the fame diforder (hould
continue, that of the third year will be ftill lefs than that of
the fecond. Thofe unproduttive hands, who fhould be main-
tained by a part only of the fpare revenue of the people, may
confume fo great a fhare of their whele revenue, and thereby
oblige fo great a number to encroach upon their capitals, upon
the funds deftined for the maintenance of pl‘oduﬂ:iw labour, that
all the frogality and good conduct of individuals may not be able
to compenfate the wafte and degradation of produce occafioned by
this viclent and forced encroachment.

Turs frugality and good conduct, however, 1s upon meft oc-
cafions, it appears from experience, fufficient to compenfate, not
only the private prodigality and mifconduct of individuals, but
the publick extravagance of government. The uniform, conftant,
4 and
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and uminterrupted effort of every man to better his condition, CELEI-\ P. il
the principle from which publick and national, as well as private - | ‘ 1
opulence is originally derived, is frequently powerful enough to M |;|ir
maintain the natural progrefs of things towards improvement, in '
fpite both of the extravagance of government, and of the greateft
errors of adminiftration. Like the unknown principle of animal

life, it frequently reftores health and vigour to the conftitution, in
fpite, not only of the difeafe, but of the abfurd preferiptions of g
the doétos.

Tre annual produce of the land and labour of any nation can
be increafed in its value by no other means, but by increafing either
the number of its productive labourers, or the produive powers . | .
of thofe labourers who had before been employed. The number i ! I

|

of its produétive labourers, it is evident, can never be much
increafed, but in confequence of an increafe of capital, or of the
funds deftined for maintaining them. The produltive pewers of
the fame number of labourers cannot be increafed, but in con-
ﬂ:clucncﬂ either of fome addition and improvement to thofe machines o
and inftroments which facilitate and abridge labour; or of a more l '-
proper divifion and diftribution of employment. In cither caft Ll ;
an additional capital is almoft always required. It is by means il
of an additional capital only that the undertaker of any work can g

either provide his workmen with better machinery, or make a more
proper diftribution of employment among them. When the work ,
to be done confifts of a number of parts, to keep every man con-
ftantly employed in one way, requires a much greater capital than iFRie 1
where every man is occafionally employed in every different part Lk
of the work. 'When we compare, therefore, the ftate of a nation |
at two different periods, and find, that the annual produce of its e
land and labour is evidently greater at the latter than at the former, |
that its lands are better cultivated, its manufaftures more nume-
Vour. 1. 3 H rous
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BOOK rous and more flourithing, and its trade more extenfive, we may
—— be affured that its capital muft have increafed during the interval

between thofe two periods, and that more muft have been added to
it by the good conduét of fome, than had been taken from it either
by the private mifconduct of others, or by the publick extravagance
of government, But we fhall find this to have been the cafe of
almoft all nations, in all tolerably quiet and peaceable times, even
of thofe who have not enjoyed the moft prudent and parfimonious
governments. To form a right judgement of it, indeed, we muft
compare the ftate of the country at periods fomewhat diftant from
one another. The progrefs is frequently fo gradual, that, at near
periods, the improvement is not only not fenfible, but from the
declenfion either of certain branches of induftry, or of certain
diftrits of the country, things which fometimes happen though the
country in general is in great profperity, -there frequently
arifes a fufpicion, that the riches and induftry of the whole
are decaying.

Tue annual produce of the land and labour of England, for
example, is certainly much greater than it was, a little more than
a. century ago, at the reftoration of Charles II. Though at
prefent, few people, I believe, doubt of this, yet during this
period, five years have feldom paffed away in which fome book
or pamphlet has not been publithed, written too with fuch abilities
as to gain fome authority with the publick, and pretending to
demonftrate that the wealth of the nation was faft declining, that
the country was depopulated, agriculture neglefted, manufactures
decaying, and trade undone. Nor have thefe publications been
all party pamphlets, the wretched offspring of falfhood 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 reafon but becaufe they believed it.

THE
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Tue annual produce of the land and labour of England again, C Iif”:*i P,
was certainly much greater at the reftoration, than we can {uppofe —y—t

it to have been about an hundred years before, at the accellion of
Elizabeth. - At this period too, we have all reafon to believe, the
country was much more advanced in improvement, than it had been
about a century before, towards the clofe of the diflenfions between
the houfes of York and Lancafter. Even then it was, probably,
in a better condition than it had been at the Norman conqueft, and
at the Norman conqueft, than during the confufion of the Saxon
Heptarchy. Even at this early period, it was certainly a more
improved country than at the ‘invafion of Julius Cafar, when its
inhabitants were nearly in the fame ftate with the favages in
North America.

Ix each of thofe periods, however, there was not only much private
and publick profufion, many expenfive and unneceffary wars, great
perverfion of the annual preduce from maintaining produétive to
maintain unproductive hands ; but fometimes, in the confufion
of civil difcord, fuch abfolute wafte and deftruction of ftock, as
might be fuppofed, not only to retard, as it certainly did, the
natural accumulation of riches, but to have left the country, at the
end of the period, poorer than at the beginming. Thus, in the
happieft and moft fortunate period of them all, that which has
Paﬂi;d fince the reftoration, how many diforders and misfortunes
have occurred, which, could they have been foreleen, not only the
impoverithment, but the total ruin of the country would have been
expected from them? The fire and the plague of London, the two
Dutch wars, the diforders of the revolution, the war in Ireland,
the four expenfive I'rench wars of 1688, 1701, 1742, and 1756,
together with the two rebellions of 1715and 1745. In the courfe of
the four French wars, the nationn has contrated more than a
hundred and forty five millions of debt, over and above all the

gkl = other
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other extraordinary annual expente which they occafioned, fo that
the whole cannot be computed at lefs than two hundied millions.
So great a fhate of the annual produce of the land and labour
of the county, has, fince the revolution, been employed upon
differeiit occafibns, in maintaining ah extraordinaty number of un-
productive hands. But had not thofe wars given this particular
direction to fo large a capital, the greater pat of it wotild naturally
have been employed in maintaining productive hands, whofk labour
would have replaced, with a profit, the whole value of theii
confumption, The value of the annual produce of the land and
labour of the country, would have been confiderably increafed
by it every year, and every year's ificréafe would have angmented
ftill more that of the next year, More houfes would have been
built, more lands would have been improved, and thofe which had
been improved before would have been better cultivated, more
manufactures would have been eftablithed, and thofe which had
been eftablifhed before would have been more extended s and to.
what height the real wealth and revenue of the country might, by
this time, have been raifed, it' is net perhaps very eafy even to
imagine.

Bur though the profufion of government muft, undoubtedly,
have retarded the natural progrefs of England towards wealth and
improvement, it has not been able to ftop it. The annual prodiice
of its land and labour is, undoubtedly, much greater at preféng
than it was either at the reftoration or at the revolution. The
capital, therefore, annually employed in cultivating this land, and
in maintaining this labour, muft likewife be much greater, In the
midft of all the exaftions of governmient, this capital has been
filently and gradually accumulated by the private frugality and
good conduct of individuals, by their univerfal, continual, and
uninterrupted effort to better their own condition, It is this effort,

7 protected
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protected by law and allowed by liberty to exert itflelf in the C R
manner that is moft advantageous, which has maintained thy ———~a
progrels of Erngland towards opulénce aid improvement in almoft

all former tifnes, and which, it is to be hoped, will do fo in all
future times. England, however, as it has never been bleffed with

a very parfimonious governmerit, fo parfimony has 4t no time beeh

the characteriftical virtue of its inhabitants. It is the higheft im-
pertinence and prefumption, therefore, in kings and minifters, to
pretend to watch over the ececonomy of private people, and to
reftraifi their ekpence either by fumptuary laws, ot by prohibiting

the importation of foreign luxuties. They are themfelves always,

and without any exception; the greateft fpendthrifts in the fociety:

Let them look well after their own expence, and they may fafely

trult private people with theirs.  IF their own extravagance does not

ruin the ftate, that of their fubjects never will.

As frugality increafes, and prodigality diminithes the publick
eapital, fo the condult of thofe, whofe expence juft equals their
revenue, without ecither accumulating or encroaching, neither
increafes nor diminifhes it. Some modes of expence, however,
feem to contribute more to the growth of publick opulence
than others,

THE revenue of an individual may be fpent, either in things
which are confumed immediately, and in which one day’s expence
can neither alleviate .nor fupport that of dnother; or it may be
fpent in things more durable, which can therefore be accumulated,
and in which every day’s expence may, as he chufes, either alleviate,
or fupport and heighten the effeét of that of the following day:
A man of fortunie, for example, may either fpend his revenué
in a profufe and fumptuous table, and in maintaining a great number
of menial fervants, and a multitude of dogs and horfes; or con-
tenting
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B f}’]U K tenting himfelf with a frugal table and few attendants, he may lay
—~— out the greater part of it in adorning his houfe or his country villa,

in ufeful or ornamental buildings, in ufeful or ornamental furniture,
in collecting books, {tatues, pifhn‘cs; or in things more frivolous,
jewels, baubles, ingenious trinkets of different kinds; or, what
1s moft trifling of all, in amafling a great wardrobe of fine clothes,
like the favourite and minifter of a great prince who died a few
years ago. Were two men of equal fortune to fpend their revenue,
the one chiefly in the one way, the other in the other, the magni-
ficence of the perfon whofc expence had been chiefly in durable
commodities, would be continually increafing, every day’s expence
contributing fomething to fupport 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, be the richer man of
the two. He would have a ftock of goods of fome kind or other,
which, theugh it might not be worth all that it coft, would always
be worth fomething. No trace or veftige of the expence of the
latter would remain, and the effects of ten or twenty years pro-
fufion would be as compleatly annihilated as if they had never
exifted.

As the one mode of expence is more favourable than the other
to the opulence of an individual, fo is it likewife to that of a nation.
The houles, the furniture, the cloathing of the rich, in a little
time, become uleful to the inferior and middling ranks of people.
They are able to purchafe them when their fuperiors grow weary of
them, and the general accommodation of the whole people is thus
gradually improved, when this mode of expence becomes univerfal
among men of fortune. In countries which have long been rich,
you will frequently find the inferior ranks of people in pofieflion
both of houfes and furniture perfectly good and entire, but of
which
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which neither the one could have been built, nor the other have CHAP.

been made for their ufe.
of Seymour, i3 now an inn upon the Bath road. The marriage
bed of James the Ift of Great Britain, which his Queen brought
with her from Denmark, as a prefent fit for a fovereign to make
to a {overeign, was, a few years ago, the ornament of an alehoufe
at Dunfermline. In fome ancient cities, which cither have been long
ftationary, or have gone fomewhat to decay, you will fometimes
fearce ind a ﬂnglc houfe which: could have been built for its l}reff:nt
inhabitants. If you go into thofe houfes too, you will frequently find
many excellent, though antiquated pieces of furniture, which are ftill
very fit for ufe, and which could as little have been made for them.
Noble palaces, magnificent villas, great collections of books, ftatues;
pictures, and other curiofities, are frequently both an ornament
and an honour, not only to the neighbourhood, but to the whole
country to which they belong. Verfailles is an ornament and an
honour to France, Stowe and Wilton to England. Italy fill
continues to command fome fort of veneration by the number of
monuments of this kind which it poffeffes, though the wealth which
produced them has decayed, and the genius which planned them
feems to be extinguifhed, perhaps from not having the fame
employment.

Tue expence too, which 1s laid out m durable commoditiess
is favourable, not only to accumulation, but to frugality, If a
perfon fhould at any time: exceed in it, he can eafily reform
without-expofing himfelf to the cenfure of the publick. To reduce
very much the number of his fervants, to reform his table from
great profufion to great frugality, to lay down his equipage after he
has.once fet it up, are changes which cannot efeape the obfervation
of his neighbours, and which are fuppofed to imply fome ace
knowledgement of preceding bad conduct. Few, therefore, of thofe
4 who

What was formerly a feat of the family «——
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BOOK wha have once been fo unfortunate as to launch out too
et far into this fort of expence, have afterwards the courage

te reform, till ruin and bankruptey oblige them. But if a perfon
has, at any time, been at too great an expence in building,
in furniture, in beoks eor piftures, no imprudence can be in-
ferred from his changing his condut. Thelfe are things in which
further expence is frequently rendered wnneceflary by former
expence; and when a perfon ftops fhort, he appears to do
{0, not becaufe he has exceeded his fortune, but becaufe he has
{atisfied his fancy.

Tue expence, befides, that is laid out in durable com-
modities, gives maintenance, commonly, to a greater number
of people, than that which is employed in the moft profufe
hofpitality. Of two or three hundred weight of provifions, which
may fometimes be ferved up at a great feftival, one-half, perhaps,
is thrown to the dunghill, and there is always a great deal wafted
and abufed. But if the expence of this entertainment had been
employed in fetting to work, mafons, carpenters, upholfterers,
mechanicks, a quantity of provifions, of equal value, would
have been diftributed among a ftill greater number of people,
who would have bought them in penny-worths and pound
weights, and not have loft or thrown away a fingle ounce
of them. In the one way, befides, this expence maintains pro-
dutive, in the other unproductive hands. In the one way,
therefore, it increafes, in the other, it does not mcreale, the
exchangeable value of the annual produce of the land and labour
of the country.

I wouLp not, however, by all this be underftood to mean,
that the one fpecies of expence always betokens a more liberal
or generous fpirit than the other. When a man of fortune
fpends
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(pends his revenue chiefly in hofpitality, he fhares the greater CHAP.

part of it with his friends and companions; but when he —~—a 18
employs it in purchafing fuch durable commodities, he often | (&

fpends the whole upon his own .perfon, and gives nothing 1l lhe
to any body without an equivalent, The latter fpecies of ex-
pence, therefore, efpecially when direGted towards  frivolous
objects, ' the little ornaments of drefs and furniture, jewels,

trinkets, gewgaws, frequently indicates, not only a tl'iﬂing, but
a bafe and felifh difpofition. ' All that I mean is, that the
one fort of expence, as it ‘always occafions fome “accumu-
lation of wvaluable commodities, as it is more favourable to
private frugality, and, confequently, to the increafe of ' the
publick capital, and as it maintains & productive, rather than |
unproductive hands, conduces more than the other to the !
growth of publick opulence.
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Of Stock lent at Interefl.

HE ftock which is lent at intereft is always confidered as

a capital by the lender. He expefls that in due time
it is to be reftored to him, and that in the mean time the bor-
yower is to pay him a certain annual rent for the ufe of it. The
borrower may ufe it either as a capital, or as a ftock referved for
immediate confumption, If he ufes it as a capital, he employs it
in the maintenance of produétive labourers, who reproduce the
value with a profit. He can, in this cafe, both reftore the capital
and pay the intereft without alienating or encroaching upon any
other fource of revenue. If he ufes it as a ftock referved for im-
mediate confumption, he ats the part of a prodigal, and diffipates
in the maintenance of the idle, what was deftined for the fupport
of the induftrious. He can, in this cafe, neither reftore the capital
nor pay the intereft, without either alienating or encroaching upon
fome other fource of revenue, fuch as the property or the rent
of land.

Tz ftock which is lent at intereft, is, no doubt, occafionally em-
ployed in both thefe ways, but in the former much more frequently
than in the latter. The man who botrows in order to fpend will
foon be ruined, and he who lends to him will generally have occafion
to repent of his folly. To borrow or to lend for fuch a purpofe,
therefore, is in all cafes, where grofs ufury is out of the quéﬂion,
contrary to the intereft of - both parties; and though it no
doubt happens fometimes that people do both the one and
the other; yet, from the regard that all men have for their own
mntercft, we may be affured, that it cannot happen fo very fre-

quently as we are fometimes apt to imagine. Afk any rich man
of
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of common prudence, to which of the two forts of people he ias CHAP.
p > ; Iv.
lent the greater part of his ftock, to thofe who, he thinks, will «———

employ it profitably, or to thofe who will fpend it idly, and he will
laugh at you for propofing the queftion. Ewven among borrowers,.
therefore, not the people in the world moft famous for frugality,.
the number of the frugal and induftrious furpafles confiderably that
of the prodigal and idle.

Tue only people to whom ftock is commonly lent, without theio
being expetted to make any very profitable ufe of it, are country:
gentlemen who borrow upon mortgage. Even they fcarce ever
borrow merely to fpend. What they borrew, one.may fay, is
commonly fpent before they borrow it. They have generally con-
fumed fo great a quantity of goods, advanced to  them upon credit
by fhopkeepers and tradefmen, that they find it neceffary to borrow:
at intereft in order to pay the debt. The capital borrowed replaces the
capitals of thofe fhopkeepers and tradefmen, which the country gen-
tlemen could not have replaced from the rents of their eftates.’ It
is not properly borrowed in order to be fpent, but in order to
replace a capital which had been fpent before..

ArmosT all loans at intereft are made in money, either of

paper, or of gold and filver. But what the borrower really wants;
and what the lender really fupplies him with, is, not the money,
but the money's worth, or the goods which it can purchafe.
If he wants it as a ftock for immediate confumption, it is thofe

goods only which he can place in that ftock. If he wants it as

a capital for employing induftry, it is from thofe goods only that
the induftrious can be furnithed with the tools, materials, and
maintenance, neceffary for carrying on their work. By means of
the loan, the lender, as it were, afligns 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 boerrower pleales,

71 2 THE:
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Tre quantity of ftock, therefore, or, as it is commonly ex-
prefled, of money which can be lent at intereft in any country,
is not regulated by the value of the money, whether paper or
coin, which ferves as the inftrument of the different loans
made in that country, but by the value of that part of the
annual produce which, as foon as it comes either from the
ground, or from the hands of the produttive labourers, is deftined
not only for replacing a capital, but fuch a capital as the owner
does not care to be at the trouble of employing himfelf. As fuch
capitals are commonly lent out and paid back in money, they
conftitute what is called the monied intereft. It is diftinct, not
only from the landed, but from the trading and manufalturing
interefts, as in thefe laft the owners themifelves employ their own
capitals. Even in the moniced intereft, however, the money is;
as it ‘were, but the deed of aflighment, which conveys from one
hand to another thofe capitals which the owners do, not care to
employ themfelves. Thofe capitals may be greater in almoft any
proportion, than the amount of the money which ferves as the
inftrument of their conveyance; the {fame pieces of money fuc~
ceflively ferving for many different loans, as well as for many
different purchafes. A, for example, lends to W a thoufand
pounds; with which W immediately purchafes of B a thoufand
pounds worth of goods. B having no occafion for the money
himfelf, lends the identical pieces to X, with which X immediately
purchafes of C another thoufand pounds werth of goods. C in the
fame manner, -and for the fame reafon, lends them to Y, who
again purchafes goods with them of D. In this manner the fame
pieces; either of coin, or of paper, may, in the courfe of a few
days, ferve as the inftrument of three different loans, and of three
different purchafes, each of which is, in value; equal to the whole
amount of thofe pleces. What the three monied men A, B, and

C, aflign to the three borrowers, W, X, Y, is the power of

making thefe purchafes. In this power confifl both the value and
the
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the ufe of the loans, The ftock lent by the three monied men, is C H AR,
equal to the value of the goods which can be purchaled with it,

and is three times greater than that of the money with which the
purchafes are made. Thofe loans, however, may be all perfeftly
well fecured, the goods purchafed by the different debtors being
fo employed, as, in due time, to bring back, with a profit, an
equal value either of coin or of paper. And as the fame pieces of
money can thus ferve as the inftrument of different loans to
three, or, for the fame reafon, to thirty times their value,
fo they may likewife fucceflively ferve as the inftrument of re-

pﬂwncnt.
o

A carrrarv lent at interelt may, in this manner, be confidered
as an aflignment from the lender to the borrower of a certain
confiderable portion of the annual preduce ; upon condition that the
borrower in return thall, during the continuance of the loan, annually
affign to the lender a fmaller portion, called the intereit ; and at the
end of it a portion equally confiderable with that which had
originally been affigned. to him, called the repayment. Though
money, either coinlor paper, ferves generally as the deed of
aflignment both  to'the {maller, ‘and to the miore conliderable
portion, it is itfelf altogether different from what is affigned
by it. '

In proportion as that fhare of the annual produce ywhioh;i as
foon as it comes ¢ither from thie ground, of from the hands of the
productive labourets; is deftined for -replacing ‘a capital, increafes
in any country, what is called the monied intereft maturally
increafes with it. The increafe of thofe particular capitals from
which. the owners ‘wifly to derive a .revenue, without sbeing at
the trouble of employing them themielves, naturally accompanies
the general inereale of capitals; or In other words, as ftock

7 increafes,
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B C;ID K increafes, the quantity of ftock to be lent at intereft grows gradually
w—— greater and greater.

As the quantity of ftock to be lent at intereft increafes, the in-
tereft, or the price which muft be paid for the ufe of that ftock,
neceflarily diminifhes, not only from thofe general caufes which
make the market price of things commonly diminifh as their quan-
tity increafes, but from other caufes which are peculiar to this
particular cafe. As capitals increafe in any country, the profits
which can be made by employing them neceffarily dimmifh. It
becomes gradually more and more difficult to find within the coun-
try a profitable method of employing any new capital. There
arifes in confequence a competition between different capitals, the:
owner of one endeavouring to get poflfeflion of that employment
which is occupied by another. But upon moft occafions he can
hope to juftle that other out of this employment, by ne: other
means but by dealing upon more reafonable terms. He muft not
only fell what he deals in fomewhat cheaper, but in order to get it
to fell, he muft fometimes too buy it dearer. The demand for pro-
duckive labour, by the increafe of the funds which are deftined
for maintaining it, grows every day greater and greater. Labourers
eafily find employment, but the owners of capitals find it difficult
to get labourers to employ. Their competition raifes the wages
of labour, and finks the profits of ftock. But when the profits.
which can be made by the ufe of a capital are in this manner di-
minifhed as it were at both ends, the price which can be paid for
the ufe of it, thatis the rate of intereft, muft neceffarily be di-
minifhed with them.

Mg. Locke, Mr. Law, and Mr. Montefquiou, as'well as'many
other writers, feem to have imagined that the increafe of the
quantity of gold and filver, in confequence of the difcovery of
“ the
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the Spanifh Weft Indies, was the real caufe of the lowering of CHAP.

the rate of intereft through the greater part of Europe.
metals, they fay, having become of lefs value themfelves, the ufe
of any particular portion of them neceffarily became of lefs value
too, and confequently the price which could be paid forit. This
notion, which at firft fight feems fo plaufible, has been fo fully
expofed by Mr. Hume, that it is, perhaps, unneceffary to fay any
thing more about it. The following very fhort and plain argu-
ment, however, may ferve to explain more diftinétly the fallacy
which {eems to have mifled thofe gentlemen.

Berore the difcovery of the Spanifh Weft Indies, ten per cent.
{feems to have been the common rate of intereft through the greater
part of Europe, It has fince that time in different countries funk
to fix, five, four, and three per cent. Let us fuppofe that in every
particular country the value of filver has funk precifely in the fame
proportion as the rate of intereft; and that in thole countries, for
example, where intereft has been reduced from ten to five per
cent. the fame quantity of filver can now purchafe juft half the
quantity of goods which it could have purchafed before.  This
fuppofition will not, I believe, be found any where agreeable to
the truth, but it is the moft favourable to the opinion which we
are going to examine; and even upon this fuppofition it is utterly
impofiible that the lowering of the value of filver could have the
fmalleft tendency to lower the rate of intereft. If a hundred
pounds are in thofe countries now of no more value than fifty
pounds were then, ten pounds muft now be of no more value than
five pounds were then. Whatever were the caufes which lowered
the value of the capital, the fame muft neceffarily have lowered
that of the intereft, and exactly in the fame proportion. The pro-
pm‘t'mn between the value of the capital and that of the intereft,
muft have remained the fame, though the rate had never been
altered.

Thofe k-—wﬂ;l—J
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I1:

e between thofe two values is neceffarily altered.. If a hundred

pounds now- are worth no more than fifty were then, five pounds
now can be worth no more than two pounds ten' fhillings were
then. By reducing the rate of intereft, therefore, from ten to
five per cent. we give for the ufe'of a capital, which is fuppofed to
be equal to one-half of its former value, an intereft which is equal
to one<fourth only of the value of the former intereft.

Any increafe in the quantity of filver, while that of the com-
modities circulated by means of it remained the fame, could have
no other effect than to diminifh the value of that metal. The no-
minal value 'oft all forts'of goods ‘would be greater, but their real
value wotuld be precifely thefame as before. They wouldbe ex-
changed for a greater number of pieces of filver; but the quantity
of labour which they could command, the number of people whom
they could maintain and employ, would be precifely the fame.
The capital of the country would be the fame, though a greater
number of pieces might be requifite for conveying any equal
portion of it from one hand to another. The deeds of aflignment,
like the conveyances of a verbofe attorney, would be more cum-
berfome, but the thing alfigned would' be precifely the fame as
before, and could produce only the fame effeéts, The funds for
maintaining productive labour being the fame, the demand for it
would be the fame. Tts price or wages, therefore, though no-
minally greater, would really be the fame. They would be paid
in a greater number of pieces of filver; but they would purchafe
only the fame quantity of goods. The profits of {tock would be
the fame both nominally and really. The wages of labour are
commonly computed by the quantity of filver which is paid to the
labourer, When that is increafed, therefore, his wages appear
to be increafed, though they may fometimes be no greater than
before.
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before,  But the profits of ftock are not computed by the num- C 1' ;n P.

ber of plm:e of filver with which they are paid, but by the pro-
portion: which thofe pieces bear to the whole capital employed.
Thus in a particular country five fhillings a week are faid to be
ti labour,

he common wages of the common
But the whole

> capital of the country being the

and ten per cent.
profits of ftock,
fame as before, the competition between the different capitals of
individuals into which it was divided would likewife be the fame.
They would all trade with the fame advantages and mf:*.d'vz1;11'ngcs.
The common proportion  between capital and profit, therefore,
would be

ney; what can commonly be given for the

the fame, and confequently the common intereft of mo-
ufe of money being
neceflarily regulated by what can commonly be made by the ufe
of it.

Ay increafe in the quantity of commodities annually circulated
within the country, while that of the money:which circulated
them remained the fame, would, on the contrary, produce many
other 1mportant effects, befides that of raiffing the value of the
money.  The capital of the country, though it might nominally
be the fame, would. really be augmented. It might continue to be
exprefied by the fame quantity of money, but it would command a
greater quantity of labour. The quantity of produ&ive labour
which it could maintain and employ would be increafed, and con-
fequently the demand for that labour. Its w ages would naturally
rife with the demand, and yet might appear to fink. They m]-rht

e paid with a fmaller quantity of money, but that fmaller quantity
might purchafe a greater quantity of goods than a greater had
d{mc before. The profits of ftock would be diminifhed both really
and in appearance. 'The whole capital of the country being aug-
mented, the competition between the different capitals of which
it was compofed, would naturally be augmented along with it.

Mol I: 3 K The
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BOOK The owners of thofe particular capitals would be obliged to content
Ly~ themfelves with a fimaller proportion of the produce of that labour

which their refpective capitals employed. The mtereft of money,
keeping pace always with the profits of ftock, might, in this man-
ner, be greatly diminifhed, though the value of money, or the
quantity of goods which any particular fum could purchafe, was
greatly augmented.

In fome countries the intereft of money has been prohibited by
law. But as fomething can cvery where be made by the ufe of
money, fomething ought every where to be paid for the ufe of it.
This regulation, inftead of preventing, has been found from expe-
rience to increafe the evil of ufury; the debtor being obliged to
pay, not only for the ufe of the money, but for the rifk which his
creditor runs by accepting a compenfation for that ufe. He is
obliged, if one may fay fo, to infure his creditor from  the
penalties of ufury.

Ix countries where intereft is permitted, the Jaw, in order to
prevent the extortion of wfury, generally fixes the higheft rate
which can be taken without incurring a penalty. This rate ought
always to be fomewhat above the loweft market price, or the price
which is commonly paid for the ufe of money by thofe who can
give the moft undoubted fecurity. I this legal rate fhould be fixed
below the loweft market rate, the effeéts of this fixation muft be
nearly the {fame as thofe of a total prohibition of intereft. The
creditor will not lend his money for lefs than the ufe of it is worth,
and the debtor muft pay him for the rifk which he runs by ace
cepting the full value of that ufe. If it is fixed precifely at the
loweft market price, it ruins with honeft people, who refpect the
laws of their country, the credit of all thofe who cannot give the
very beft fecurity, and obliges them to have recourfe to exorbitant
ufurers,
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ufurers, In a country, fuch as Great Britain, where money is CEIIL,} P.

4

-
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lent to government at three per cent. and to private people upon w——

good fecurity at four and four and a half; the prefent legal rate,
five per cent. is, perhaps, as proper as any.

Tar legal rate, it is to be obferved, though it ought to be fome-
what above, ought not to be much above the loweft market rate.

If the legal rate of intereft in Great Britain, for example, was

fixed fo high as eight or ten per cent. the greater part of the money
which was to be lent, would be lent to prodigals and projeCtors,
who alone would be willing to give this high intereft. Sober
people, who will give for the ufe of money no more than a part
of what they are likely to make by the ufe 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 moft likely to make
a profitable and advantageous ufe of it, and thrown into thofe
which were moft likely to walte and deftroy it. Where the legal
rate of interclt, on the contrary, is fixed but a very little above the
loweft market rate, fober people are univerfally preferred, as bor-
rowers, to prodigals and projectors. The perfon who lends
money gets nearly as much mtereft from the former as he dares to
take from the latter, and his money is much fafer in the hands of
the one fett of people than in thofe of the other: A great part of
the capital of the country is thus thrown into the hands in which
it is moft likely to be employed with advantage.
No law can reduce the common rate of intereft below the
loweft ordinary market rate at the time when that law is made. Not-
withftanding the edict of 1766, by which the French king attempted
to reduce the rate of interelt from five to four per cent. money
continued to be lent in France at five per cent.; the law being
evaded in feveral different ways.
i THE
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Tue ordinary market price of land, it isto be obferved, depends

Ry md every where upon the ordinary market rate of intereft. The per-

fon who has a capital from which he withes to deiive ‘a revenue,
without taking the trouble to employ it himfelf, deliberates whether
he fhould buy land with it, or lend it out at intereft. The fuperior
fecurity of land, together with fome other advantages which al-
moft every where attend upon this {pecies of property, will generally
difpofe him to content himfelf with a fmaller revenue from land,
than what he might have by lending out his money at intereft.
Thefe advantages are fufficient to compenfate a certain differ-
ence of revenue; but they will compenfate a certain difference
only; and if the rent of land fhould fall fhort of the intereft of
money by a greater difference, nobody would buy land, which
would foon reduce its ordinary price. On the contrary, if the
advantages fhould much more than compenfate the difference,
every body would buy land, which again would foon raife its ordi-
nary price. When intereft was at ten per cent. land was com-
monly fold for ten and twelve years purchafe. As intereft funk
to fix, five, and four per cent. the price of land rofe to twenty,
five and twenty, and thirty years purchafe. The market rate of
intereft is higher in France than in England ; and the common
price of land is lower. In England it commonly fells at thirty ; in
France at twenty years purchafe,
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C H ARV,
Of the different Employment of Capitals.

HOUGH all capitals are deftined for the maintenance of
}ﬂwdu\, ive labour only, yet the qu: mrlt} of that labour,
which L(illa Lllpll ils are capa u]L of imttn& into nmtml
extreamly according to the diverfity of their employment

varies
it; as does

value which that employment adds to the annual

pro-

likewile the I

duce of the land and labour of the country.

A cariTAr may be employed in four different ways: either,
firft, in procuring the rude produce annually required for the ufe
and confumption of the fociety; or, fecondly, in manufaturing
and preparing that rude produce for immediate ufe and confump-
tion; or, thirdly, in tranfporting either the rude or manufactured
produce from the -places where they abound to thofe where they
:-m: wanted; or, laftly, in dividing particular j
into fuch fmall parcels as fuit the occafional demands of thofe who

portions of either

want them. In the firf¥ way are employed the capitals of all thofc
who undertake the improvement or cultivation: of lands, mines,
in the {econd, thofe of all manufa

[ p £
IMaltel

or filheries; Aurers
in the third, thofe of all wholefzle mercha
fourth, thofe of all retailers. It is difficult to conceive that a
capital fhould be employed in any way which may not be clafled
ander fome one or other of thofe four,

Eacu of thofe four methods of employihg a capital is ellentially

‘&

necefiary either to the exiftence or extenfion of the other three,

or to the general conveniency of the fociety.

7

ants; and in the'

CHAP,
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Uxrzss a capital was employed in furnifhing rude produce to a

«certain degree of abundance, neither manufaltures nor trade of

any kind could exift.

Uxress a capital was employed in manufacturing that part of
the rude produce which requires a good deal of preparation before
it can be fit for ufe and confumption, it either would never be
produced, becaufe there could be no demand for it; or if it was
produced {pontaneoufly, it would be of no value in exchange, and
could add nothing to the wealth of the fociety.

Uniress a capital was employed in tranfporting either the rude
or manufattured produce from the places where it abounds to
thofe where it is wanted, no more of either could be produced
than was neceffary for the confumption of the neighbourhood.
The capital of the merchant exchanges the furplus produce of
one place for that of another, and thus encourages the induftry
and increafes the enjoyments of both.,

UnrEss a capital was employed in breaking and dividing certain
pertions either of the rude or manufatured produce, into fuch
fmall parcels as fuit the occafional demands of thofe who want
them, every man would be obliged to purchafe a greater quantity
of the goods he wanted, than his immediate occafions required.
If there was no fuch trade as a butcher, for example, every man
would be obliged to purchafe a whole ox or a whole fheep at a
time. This would generally be inconvenient to the rich, and much
more {o to the poor. If a poor workman was obliged to purchafca
month’s or fix menths provifions at a time, a great part of the ffock
which he employs as a capital, in the infiruments of his trade, or in
the furniture of his fhop, and which yields him a revenue, he would
be forced to place in that part of his ftock which is referved for

4 immediate
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immediate confumption, and which yields him no revenue.
Nothing can be more convenient for fuch a perfon than to be able
to purchafe his fubfiftence from day to day, or even from hour to
hour as he wants it. He 15 thereby enabled to employ almolt
his whole ftock as a capital. He is thus enabled to farnith work
to a greater value, and the profit which he makes by it in this way
much more than compenfates the additional price which the profit
of the retailer impofes upon the goods. The prejudices of fome
political writers againft fhopkeepers and tradefmen, are altogether
without foundation. So far is it from being neceflary either to
tax them or to reftrict their numbers, that they can never be

multiplied {fo as to hurt the publick, though they may fo as to

hurt one another. The quantity of grocery goods, for example,
which can be fold in a particular town, is limited by the demand
of that town and neighbourhood. The capital, therefore, which
can be employed in the grocery trade cannot exceed what is fuf-
ficient to purchafe that quantity, If this capital is divided
between two different grocers, their competition will tend to make
both of them fell cheaper, than if it were in the hands of one only;
and if it were divided among twenty, their competition would be
jult fo much the greater, and the chance of their combining to-
gether, in order to raife the price, juft fo much the lefs. Their
competition might perhaps ruin fome of themielves; but to take
care of this is the bufinefs of the parties concerned, and it may
fafely be trufted to their difcretion. It can never hurt either the
confumer, or the producer; on the contrary, it muft tend to make
the retailers both fell cheaper and buy dearer, than if the whole
trade was monopolized by one or two perfons. Some of them,
perhaps, may fometimes decoy a weak cuftomer to buy what he
has no occafion for. This evil, however, is of too little impor-
tance to deferve the publick attention, nor would it neceffarily be
prevented by reftriéting their numbers, It is not the multitude

of
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B "I[“ K of ale-houfes, to give the moft {fufpicious example, that occafions
= a peneral difpoflition to drunkennefs among the common people
] ]. o | ] 1 >

but that difpofition arifing from other caufes neceffarily gives' em-
ployment to a multitude of ale-houfes.

THE perfons whofe capitals are employed in any of thofe four
ways are themfelves produétive labourers. Their labour, when
properly directed, fixes and realizes itfelf in the fubje&t or vendible
commodity upon which it is beftowed, and generally adds to its
price the value at leaft of their own maintenance and confumption,
The profits of the farmer, of the manufacturer, of the merchant,
and retailer, are all drawn from the price of the goods which the
two firft produce, and the two laft buy and fell. Equal capitals
however, employed in each of thofe four different ways, will put
Into motion very different quantities of productive labour, and aug-
ment too mn very different proportions the wvalue of the annual
produce of the land and labour of the fociety to which they
belong.

Tur capital of the retailer replaces, together with its profits,
that of the merchant of whom he purchafes goods, and thiereby en-
ables him to continue his bufinefs. The retailer himfelf is the only
productive labourer whom it employs. In his profits, confifts the
whole value which its employment adds to the annual produce of
the land and labour of the fociety.

THE capital of the wholefale merchant replaces, together with
their profits, the capitals of the farmers and manufaclurers of whom
e purchafes the rude and manufactured produce which he deals
in, and thereby enables them to continue their relpective trades.
It is by this fervice chiefly that he contributes indiredly to fupport
the produdlive labour of the fociety, and -to increafe the value of

its
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its annual produce. His capital employs too the failors and Cﬂvﬁs P.
carriers who tranfport his goods from one place to another,

and it augments the price of thofe goods by the value, not only
of his profits, but of their wages. This is all the productive
labour which it immediately puts into motion, and all the value
which it immediately adds to the annual produce. Its operation
in both thefe refpects is a good deal fuperior to that of the capital
of the retailer.

ParT of the capital of the mafter manufacturer is employed as a
fixed capital in the inftruments of his trade, and replaces, together
with its profits, that of fome other artificer of whom he purchafes
them. Part of his circulating capital 1s employed. in purchafing
materials, and replaces, with their profits, the capitals of the farmers
and miners of whom he purchafes them, But a great part of it is
always, either annually, or in a much fhorter period, diftnbuted
among_the different workmen whom he employs. It augments
the value of thofe materials by their wages, and by therr mafters
profits upon the whole ftock of wages, materials, and inftruments
of trade employed in the bufinefs. It putsinto motion, there-
fore, a much greater quantity of preductive labour, and adds a
much greater value to the annual produce of the land and labour
of the fociety, than an equal capital in the hands of any whole=
fale merchant, ;

No equal capital puts into motion a greater quantity of productive:

labour than that of the farmer. Not only his labouring fervants,

but his labouring cattle, are produdtive labourers. In agriculture-

too nature labours along with man ; and though her labour: cofts no
expence, its produce has its value, as well as that of the moft expen-
five workmen. The moft important operations of agrieulture feem
intended, not fo much to increafe, though they do-that too, as ‘o

Vor. I, 3 L direlt:
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B r'-'r?} K direct the fertility of nature towards the produciion of the plants
w—— moft profitable to man. A ficld overgrown with briars and brambles

may frequently produce as great a quantity of vegetables as the
beft cultivated vineyard or corn field. Planting and tillage fre-
quently regulate more than they amimate the altive fertility of
nature ; and after all their Iabour, a great part of the work always
remains to be done by her. The labourers and labouring cattle,
therefore, employed in agriculture, not only occdfion, like the
workmen in manufaures, the reproduction of a value equal to
their own confiumption, or to the capital which employs them,
together with its owners profits ; but of a much greater value. Over
and above'the capital of the farmer and all its ptofits, they regu-
larly occafion the reprodudtion of the rént of the landlord. This
rent may be confidered as the produce of thofe powers of nature,
the ufe of which the landlord lends to the farmiér. It is greater
or Imaller according to the fuppoféd extent of thofe powers, of,
in other words, according to the fuppofed natural or improved
fertility of theland. Itis the work of nature which remains after
deducting or compenfating every thing which can be regarded as
the work of man. It 1¢ feldom lefs than a fourth, and frequently
more than a third of the whole produce. No equal quantity of
productive labour employed in manufaftures can ever oecafion fo
great a reproduction. In them nature does nothing ; man does
all; and the reproduétion muft always be in proportion to the
ftrength of the agents that occafion it. = The capital employed in
agriculture, therefore, not only puts into motion a greater quantity
of productive labour than any equal capital employed in manu-
actures, but in proportion too to the quantity of. produttive labour
which it employs, it'addsa much greatei value to the annual pro-
duce of the land and labour of the country, to the real wealth
and revenue of its inhabitants. Of all the ways in ‘which a

7 capital
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capital can be employed, it is by far the moft advantageous to the C Hvr\ P.
fociety. e ul

Tue capitals employed in the agriculture and in the retail trade
of any fociety, muft always refide within that fociety. Their em-
ployment is confined almoft to a precife fpot, to the farm, and
to the fhop of the retailer. They muft generally too, though

there are fome exceptions to this, belong to refident members of
i i =

the fociety.

Tue capital of a wholefale merchant, on the contrary, feems
to have no fixed or neceffary refidence any-where, but may wander
about from place to place, according as it can either buy cheap or
{ell dear.

Tre capital of the manufacturer muft no doubt refide where
-the manufature is carried on ; but where this thall be, 1s not always
neceffarily determined. It may frequently be at a great diftance
both ‘from the place where the materials grow, and from that
where the compleat manufacture 1s confumed. Lyons is very dif-
tant both from the places which afford the materials of its manu-
factures, ‘and from thofe which confume them. The people of
fafhion in Sicily are cloathed in filks made in other countries, from
the materials which their own produceés. Part of the wool of Spain
is manufactured in Great Britain, and fome part of that cloth is
afterwards fent back to Spain.

WaeTHER the merchant whofe capital exports the furplus pro-

duce of any:fociety be a native or a foreigner, is of very lttle im-
portance. If he 1s.a foreigner, the number of their produétive
labourers is:neceflarily - lefs than if he had been a native by one
man only; and the value of their annual produce, by the pro-

3 L 2 fits
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fits of that one man. The failors or carriers whom he employs
may ftill belong indifferently either to his country, or to their
country, or to fome third country, in the fame manner as if he had
been a native., The capital of a foreigner gives a value to their
furplus produce equally with that of a native, by exchanging it for
fomething for which there is a demand at home. It as effectually
replaces the capital of the perfon who produces that furplus, and as
effeCtually enables him to continue his bufinefs ; the fervice by which
the capital of a wholefale merchant chiefly contributes to fupport
the productive labour, and to augment the value of the annual
produce of the fociety to which he belongs.

It is of more confequence that the capital of the manufaturer
fhould refide within the country. It neceflarily puts into motion
a greater quantity of produttive labour, and adds a greater value to
the annual produce of theland and labour of the fociety. It may,
however, be very ufeful to the country, though it {hould not refide
within it. 'The capitals of the Britith manufa&turers who work
up the flax and hemp annually imported from the coafts of the
Baltick, are furely very ufeful to the countries which produce them.
Thole materials are a part of the furplus produce of thofe countries
which, unlefs it was annually exchanged for fomething which is
in demand there, would be of no wvalue, and would foon ceafe to
be produced. The merchants who export it, replace the capitals of
the people who produce it, and thereby encourage them to continue
the production ; and the Britith manufatturers replace the capitals
of thofe merchants.

A PARTICULAR country, in the {ame manner as a particular
perfon, may frequently not have capital fufficient both to improve
and cultivate all its lands, to manufatture and prepare their whole
Jude produce for immediate ufe and confumption, and to tranfport

f 4 the
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the ﬁu‘plus part either of the rude or manufaétured produce to CHAP.

thofe diftant markets where it can be exchanged for fomething for
which there is a demand at home. The inhabitants of many
different parts of Great Britain have not capital fufficient to im-
prove and cultivate all their Jands., The wool of the fouthern
counties of Scotland is, a great part of it, after a long land car-
riage through very bad roads, manufactured in Yorkfhire, for want
of a capital to manufatture it at home. There are many little
manufacturing towns in Great Britain, of which the inhabitants
have not capital fufficient to tranfport the produce of their own
induftry to thofe diftant markets where there is demand and con-
fumption for it. If there are any merchants among them, they
are properly only the agents of wealthier merchants who refide
in fome of the greater commercial cities.

Waen the capital of any country is not fufficient for all thofe
three purpofes, in proportion as a greater fhare of it is employed in
agriculture, the greater will be the quantityof produétive labour which
it puts into motion within the country; as will likewife be the value
which'its employment adds to the annual produce of the land and
labour of the fociety. After agriculture, the capital employed in
manufactures put into motion the greateft quantity of productive
labour, and adds the greateft value to the annual produce. That
which is employed in the trade of exportation, has the leaft effect
of any of the three.

Tue country, indeed, which has not capital fufficient for all
thofe three purpofes, has not arrived at that degree of opulence
for which it feems naturall ¥y deftined, To attempt, however, pre-
maturely and with an infufficient capital, to do all the three, is
certainly not the fhortelt way for a fociety, nq more than it would
be for an individual, to acquire a fufficient one. The capital of
all

Y.
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BOOK all theindividuals of a nation, has its limits in the fame manner as
t—— that of a fingle individual, and is capable of executing only cer~

tain purpofes. The capital of all the individuals of a mation is
increafed in the fame manner as that of a fingle individual, by their
continually accumulating and adding to it whatever they fave out
of their revenue. It is-likely to increafe the fafteft, therefore,
when it is employed in the way that affords the greateft revenue
to all the inhabitants of the country, asthey will thus be enabled
to make the greateft favings. But the revenue of all the inhabi-
tants of the country is neceffarily in proportion to the value of the
annual produce of their land and labour.

It has been ‘the principal caufe of the rapid progrefs of our
American colonies towards wealth and greatnefs, that almofl their
whole capitals have hitherto been employed in agriculture. They
have no manufactures, thofe houfhold and coarfer manufactures
excepted which neceffarily accompany the progrefs of agriculture,
and which are the work of the women and children in every pri-
vate family. The greater:part both of the exportation and coafting

‘trade-of America, is carried on by the capitals of merchants who

refide in ‘Great Britain. Even the ftores and warchoufes from
which goods are retailed in fome provinces, particularly in Vir-
ginia and Maryland, belong many of them to-merchants who refide
in the mother country, and afford one of the few inftances of the
retail trade of a fociety being carried on by the capitals of thole
who are not refident members of it. Were the Americans, either
by combisiation or by any -other fort of violence, to {top the im-
portation of European manufactares, and, by thus giving a mo=
nopoly to fuch of their own countrymen as could manufacture the
like goods, divert any confiderable part of their capital into this
employment, they would retard inftead of accelerating the further
increale in the value of theirannual produce, and would obftruét
inftead
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inftead of promoting the progrefs of their coumtry towards real
wealth and greatnefs. This would be {till more the cale, were they
to attempt, in the fame manner, to monopolize to themfelves their
whole exportation trade.

Tur courfe of human profperity, indeed, feems fearce ever to
have been of fo long continuance as to enable any great countiy
to acquire capital fufficient for all thofe three purpofes; unlefs,
ii::ih;l]:_:, we Elvc credit to th_{: wonderful accounts of the wealth
and cultivation of China, of thofe of antient Egypt, and of the
antient ﬂﬁtc of Indoftan. Even thofe three countries, the wealthieft,
according to all accounts, that ever were in the world, are chiefly
renowned for their fuperiority in agriculture and manufactures.
They do not appear to have been eminent for foreign trade. The
antient Egyptians had a fuperflitious antipathy to the fea; a fuper-
{tition nearly of the fame kind prevails among the Indians; and the
Chinefe have never excelled in foreign commerce. The greater. part
of the furplus produce of all thole three countries feems to have
been always exported by foreigners, who gave in exchange for it
fomething, elfe for which they found a demand there, frequently
gold and {ilver,

It is thus that the fame capital will in any country put into
motion a greater or fmaller quantity of productive labour, and
add a greater or {maller value to the annual produce of its land and
labour, according to the different proportions in which it is em-
ployed in agriculture, manufattures, and wholelale trade. The
difference too is very great, according to the different forts of whole-
{ale trade in which any part of it 1s employed,

Arr wholefale trade, all buying in order to. {cll again by whole-
fale, may be reduced to three different forts. Thehome trade;. the
foreign trade of confumption, and the carrying trade. The home
trade

44
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BOOX trade is employed in purchafing in one part of the fame country,

= and felling in another, the produce of the induftry of that country.

Itcomprehends both the mland and the coaftin g trade. The foreign
trade of confumption is employed in purchafing foreign goods for
home confumption, The carrying trade is employed in tranf-
acting the commerce of foreign countries, or in carrying the fur-
plus produce of one to another.

Tue capital which is employed in purchafing in one part of
the country in order to fell in another the produce of the induftry
of that country, generally replaces by every fuch operation two
diftin€t capitals that had both been employed in the agriculture or
manufactures of that country, and thereby enables them to con-
tinue that employment. When it fends out from the refidence of
the merchant a certain value of commodities, it generally brings
back in return at leaft an equal value of other commodities. When
both are the produce of domeftick induftry, it neceffarily replaces
by every fuch operation two diftinét capitals, which had both been
employed in fupporting productive labour, and thereby enables
them to continue that fuppert. The capital which fends Scotch
manufaftures to London, and brings back Englith corn and
manufactures to Edinburgh, neceflarily replaces, by every fuch
operatien, two Britifh capitals which had both been employed im:
the agriculture or manufactures of Great Britain.,

Tue capital employed in purchafing foreign goods for home=
confumption, when this purchafe is made with the produce of
domeftick induftry, replaces too, by every fuch operation, two
diftin€t capitals; but one of them only is- employed in fupperting
domeftick induftry. 'The capital which fends Britifh goods to-
Portugal, and brings back Portuguefe goods to Great Britain, re-
places by every fuch operation only one Britifh capital. The other

18
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is a Portuguefe one. Though the returns, thercfore, of the CHAP, !
foreign trade of confumption fhould be as quick as thofe of the '...-.h e (H4
home-trade, the capital employed in it will give but one-half the 1
encouragement to the wndultry or productive labour of the country, ] Ui

Bur the returns of the foreign trade of confumption are very
feldom fo quick as thofe of the home-trade. The returns of the {1144}
home-trade generally come in before the end of the year, and '
fometimes three or four times in the year. The returns of the
foreign trade of confumption {eldom come in before the end of the i
year, and fometimes not till after two or three years. A capital, ., | '
therefore, employed in the home-trade will fometimes make twelve
operations, or be {fent out and returned twelve times, before a capi-
tal employed in the foreign trade of confumption has made one.
If the capitals are equal, therefore, the one will give four and
twenty fimes more encouragement and fupport to the induftry

of the country than the other.

Tue foreign goods for home-confumption may fometimes- be
purchafed, not with the produce of domeftick induffry, but with
fome other foreten goods. Thefe laft, however, muft have been |
purchafed either immediately with the produce of domeftick ;
induftry, or with fomething elfe that had been purchafed with it ;
for the cale of war and conqueft excepted, foreign goods can never i
be acquired, but in exchange for fomething that had been produced
at home, either immediately,” or after two or more different ex-

changes. The effects, thercfore, of a capital employed in fuch '

-

a_round about foreign trade of confumption, are, m every refpett, i 11
| 1

the fame as thofe of . one employed in the moft direft trade of the
fame kind, except that the final returns are hkely to be (till more
diftant, as they muft depend upon the returns of two or three il
diftinét foreign trades. If the flax and hemp of Riga are pur- : I
chafed with the tobacco of .Virginia, which' had been purchaled |
1 HILIEHN
:|
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B DIP K with Britifh manufactures, the merchant muft wait for the returns
b~ of two diftinét foreign trades before he can employ the fame ca-

pital in re-purchafing a like quantity of Britilh manufactures.
If the tobacco of Virginia had been purchafed, not with Britith
manufactures, but with the fugar and rum of Jamaica which had
been purchafed with thofe manufatures, he muft wait for the
returns of three. If thofe two or three diftinét foreign trades
{hould happen to be carried on by two or three diftin€t merchants,
of whom the fecond buys the goods imported by the firft, and the
third buys thofe imported by the fecond, in order to export them
again, each merchant indeed will in this cafe receive the returns
of his own capital more quickly; but the:final returns of the whole
capital employed in the trade will be juft as flow as ever. Whe-
ther the whole capital employed in fuch a round about trade
belong to one merchant or to three, can make no difference with
regard to the country, though it may with regard to the particu-
lar merchants. ‘Three times a greater capital muft in both cales
be employed, in. order to exchange a certain value of Britifh ma-
nufaétures for a certain quantity of flax and hemp, than would
have been neceffary, had the manufactures and the flax and hemp
been direétly exchanged for one another. The whole capital em-
ployed, therefore, in. fuch a round about foreign trade of con-
fumption,. will generally give lefs encouragement and fupport to the
produétive labour of the country, than an equal capital employed
in a more direct trade of the fame kind.

WuaTever be the foreign commodity with which the foreign
coods for home-confumption are purchafed, it can occafion no
cllential difference either in the nature of the trade, or in the en-
couragement and fuppert which it can give to the productive labour
of the country from which it is carmed on. If they are pur-
chafed with the gold of Brazil, for example, or with the filver

of
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of Peru, this gold and filver, like the tobacco of Virginia, muft CEIR;& P

have been purchafed with fomething that either was the produce
of the induftry of the country, or that had been purchafed
with fomething elfe that was fo.  So far, therefore, as the
produétive labour of the country 1s concerned, the foreign
trade of confumption which is carried on by means of gold and
filver, has all the advantages and all the inconveniencies of
any other equally round about foreign trade of confumption,
and will replace juft as faft or juft as flow the capital which is
immediately employed in fupporting that productive labour. It
feems even to have one advantage over any other equally round
about foreign trade. - The tranfportation of thofe metals from
one place to another, on account of their fmall bulk and great
value, is lefs expenfive than that of almoft any other foreign goods
of equal value. Their freight is much lefs, and their infurance
not greater. An equal quantity of foreign goods, therefore, may
frequently be purchafed with a {maller quantity of the produce
of domeftick induftry, by the intervention of gold and filver, than
by that of any other foreign goods. The demand of the country
may frequently, in this manner, be fupplied more compleatly and
at a fmaller expence than in any other, Whether, by the con-
tinual exportation of thole metals, a trade of this kind is likely
to impoverifh the country from which it is carried on, in any
other way, I fhall have occafion to examine at great length here-

after,

Tuat part of the capital of any country which 1s employed in
the carrying trade, is altogether withdrawn from fupporting the
productive labour of that particular country, to fupport that of
fome foreign countries.. Though it may replace by every operation
two diftinct capitals, yet neither of them belong to that particular
country. The capital of the Dutch merchant, which earries the
corn of Poland to Portugal, and brings back the fruits and wines

3 M 2 of
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of Portugal'to Poland, replaces by every flch operation two capitals,
neither of which had been employed in {fupporting the produdtive
labour of Holland; but one of them in fupporting that of Poland,
and the other that of Portugal. The profits only return regularly
to Holland, and conftitute the whole addition which this trade
neceffarily makes to the annual produce of the land and labour of
that country. When, indeed, the carrying trade of any particular
country is carried on with the fhips and failors of that country, that
part of the capital employed in it which pays the freight, is di-
ftributed among, and puts into motion a certain number of pro-
ductive labourers of that country. Almoft all nations that have
had any confiderable fhare of the carrying trade have, in faét,
carried it on in this manner. The trade itfelf has probably de-
rived its name from it, the people of fuch countries being the
carriers to other countries, It does not, however, feem eflential
to the nature of the trade that it fhould be fo. A Dutch merchant
may, for example, eniploy his capital in tranfaéting the commerce
of Poland and Portugal, by carrying part of the furplus produce
of the one to the other, not in Dutch; but in Britith bottoms.
It may be prefumed,; that heaétually does fo upon fome particuldr
occafions. It is mpon this account, however, that tlhie cdrrying
trade has been fuppofed peculiarly advantageous to fuch a country
as Great Britain, of which the defence and fecurity depend upon
the number of its failors and fhipping. But the fame capital may
employ as many failors and fhipping, either in the foreign trade
of confumption, or even in the home-trade, when carried on by
coafting veffels, as it could in the carrying trade. The number
of failors and fhipping which any particular capital can employ,
does not depend upon the nature of the trade, but partly upon:
the bulk of the goods in proportion to their value, and partly
upon the diftance of the ports between which they are to be car-
ried ; chiefly upon the former of thofe two circumftances. The
coal-trade from Newcaftle to London, for example, employs more

fhipping
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fhipping than' all the carrying trade of England, though the ports C IT AP.
are at no great diltance. To force, therefore, by extraordinary 1...-\,.—-4

encouragements, a larger fhare of the capital of any country into
the carrying trade, than what would naturally go to it, will not
always neceflarily inereafe the (hipping of that country.

Tne capital, therefore, employed in the home-trade of anycountry
will generally give encouragement and fupport to a greater quantity
of produttive labour in that country, and increafe the value of its
annual produce more than an equal capital employed in the foreign
trade of confumption: and the capital employed in this latter trade
has in both thefe refpects a flill greater advantage over an equal
capital employed in the carrying trade, The riches, and, o far as
power depends upon riches, the power of every country, muft al-
ways be in proportion to the value of its annual produce, the fund
from which all taxes muft ultimately be paid. But the great object
of the political aeconomy of every country, is to encreafe the
tiches and power of that country. It ought, therefore, to give no
preference nor fuperior encouragement to the foreign trade of
confumption above: the liome-trade, nor to the carrying trade
above cither of the other two. It ought neither to force nor to
allure into either of thofe two channels, a greater fhare of the ca-
pital of the country than what would naturally flow into them of
1ts own accord.

Eacn of thole different branches of trade, however, is not
enly advantageous, but neceflary and unavoidable, when the
courfe of things without any conftraint or violence naturally in-
troduces it.

Wien the produce of any particular branch of induftry exceeds
what the demand of the country requires, the furplus muft be
fent
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BH{P K fent abroad, and exchanged for fomething for which there is a
b~ demand at home. Without fuch exportation, a part of the pro-

duétive labour of the country muft ceafe, and the value of its annual
produce diminifh, The land and labour of Great Britain produce
generally more corn, woollens, and hard ware, than the demand
of the home-market requires. The furplus part of them, there-
fore, muft be fent abroad, and exchanged for {omething for which
there is a demand at home. It is only by means of fuch ex-
portation, that this furplus can acquire a value fufficient to
it. The neigh-

compenfate the labour and expence of producing
bourhood of the fea-coaft, and the banks of all navigable rivers,
are advantageous fituations for induftry, only becaufe they facilitate
the exportation and exchange of fuch furplus produce for fome-
thing elfe which is more in demand there,

Waen the foreign goods which are thus purchafed with the fur-
plus produce of domeftick induftry exceed the demand of the home-
market, the furplus part of them muft be fent abroad again,
and exchanged for fomething more in demand at home. About
ninety-fix thoufand hogfheads of tobacco are annually purchaled
in* Virginia and Maryland, with a part of the furplus produce
of Britith induftry. But the demand of Great Britain does not
vequire, perhaps, more than fourteen thoufand. If the remaining
eighty-two thoufand, therefore, could not be fent abroad and ex-
changed for fomething more in demand at home, the importation
of them muft ceafc immediately, and with it the productive labour
of all thofe inhabitants of Great Britain, who are at prefent em-
ployed in preparing the goods with which thefe eighty-two thou-
fand “hoglheads are annually purchafed. Thofe goods, which are
part of the produce of the land and labour of Great Britain, having
no market at home, and being deprived of that which they had
abroad, mulfkt ceafe to'be produced, The molt round about foreign

” trade
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trade of confumption, therefore, may, upon fome occafions, be
as neceffary for fupporting the productive labour of the country,
and the value of its annual produce, as the maft direct.

Whaen the capital ftock of any country is increafed to fuch a
degree, that it cannot be all employed in fupplying the confump-
tion, and fupporting the produétive labour of that particular coun=
try, the furplus part of it naturally difgorges itfelf into the carrying
trade, and is employed in performing the fame offices to other
countries, The carrying trade is- the natural effect and fymptom
of great national wealth: but it does not feem to be the natural
caufe of it. Thofe ftatefmen who have been difpofed to favour
it with particular encouragements,. feem: to have miltaken the
effett and fymptom for the caufe. Holland, in proportion to
the extent of the land and'the number of its inhabitants, by far
the richeft country in Europe, has, accordingly, the greateft {hare
of the carrying trade of Europe. England, perhaps the fecond
richelt country of Europe, is likewife fuppofed to-have a con-
fiderable fhare of it;: though what commonly pafles for the carrying
trade of England; will" frequently, perhaps, be found to be neo
more than a round about foreign trade of confumption.. Such
are, in a great meafure, the trades which carry the goods of the
Eaft and Weft Indies; and of America, to different European
markets. Thofe goods are generally purchafed cither immediately
with the produce of Britifh induftry, or with fomething elfe which
had been purchaled with that: produce, and the final returns of
thofe trades are generally ufed or confumed in Great Britain. The
trade which is carried on in Britifh bottems between the different
ports of the Mediterrancan, and fome trade of the fame kind car-
ried on by Britifh' merchants between the different ports of India;
make, perhaps, the principal branches of what is properly: the
carrying trade of Great Britain,

THE
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Tue extent of the home-trade and of the capital which can be
employed in it, is neceffarily limited by the value of the furplus
produce of all thofe diftant places within the country which have
occafion to exchange their refpective produétions with one another.
That of the foreign trade of confumption, by the value of the fur-
plus preduce of the whele country and of what can be purchafed
with it. That of the carrying trade, by the value of the furplus
produce of all the different countries in :the world. Its poflible
extent, therefore, is in a manner infinite in comparifon of that
of the other two, and is capable of ablorbing the greateft ca-
pitals.

Tuz confideration of *his own private profit, is the fole motive
which determines the owner of any capital to-employ it either in
agriculture, in manufactures, or in fome partieular branch of the
wholefale or retail trade. The different quantities of produttive
labour which it may put into motion, and thedifferent values which
it may add to the annual produce of the land and labour of the
fociety, according ‘as it is.employed in ene or other of thofe dif-
ferent ways, mever ecnfer into his thoughts, In countrics, there-
fore, where agriculture is the moft profitable of all employments,
and farming and improving the moft dirett roads to a fplendid
fortune, the capitals of individuals will naturally be employed in
the -manner moft advantageous to the whole fociety. The profits
of agriculture, however, feem to have no fuperioiity over thofe of
other employments in any part of Europe. Projectors, indeed,
in. every corner of it, have within thefe few years amufed the pub-
lick with moft magnificent accounts of the profits to be made by
the cultivation and improvement of Jand. Without entering into
any particular difeuflion of their ealculations, a very fimple ob-
fervation may fatisfy us that the refult of them muft be falfe. We
fee every day the moft fplendid fortunes that have been acquired

4 i
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in the courfe of a fingle life by trade and manufactures, frequently C iIE;‘a P,
from a very fmall capital, fometimes from no capital. A fingle
inftance of fuch a fortune acquired by agriculture mn the fame

time, and from fuch a capital, has not, perhaps, occurred in
Europe during the courfe of the prefent century. In all the great
countries of Europe, however, much good land ftill remains un-
cultivated, and the greater part of what is cultivated is far from

!‘.-i';.'.'::'; improved to the degree of which it is capable. Agriculture,

therefore, is almoft every where capable of ablorbing a much
greater capital than has ever yet been employed in it. What cir=
cumfitances in the policy of Europe have given the trades which
are carried on in towns fo great an advantage over that which is
carried on in the country, that private perfons frequently find
it more for their advantage to employ their capitals in the moft
diftant carrying trades of Afia and America, than in the improve-
ment and cultivation of the moft fertile fields in their own neigh-
bourhood, I fhall endeavour to explain at full length in the two
following books.

Vor. L a N
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