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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,
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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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BOOK altered. By altering the rate, on the contrary, the proportion

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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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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