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I N Q' U EoR 2§

INTO THE

NATURE anxp CAUSES

OoF T HE

WEALTH or NATIONS.

E 0 0O K 1

Of the Nature, Accumulation, and Employ-
ment of Stock.

INTRODUCTION

IN‘ that rude ftate of fociety in which there is 1o
divifion of laboyr, in which exchanges are fldom
made, and in which every man provides EVETY
thing for himfelf; it is not neceffary that any fhock
Thould be sccumulated or ftored up beforchand in
order o carry on  the bufiies of the fociety.
Every man endeavours to fupply by his own in-
duftry his own oceafional wants as they occur.
When he 1s hungry, he goes to the foreft to hune:

Yo II. B when
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when his coat is worn out, he cloatlis himielf wich
the Tkin of the firlt large ammal he kills: and
when his hut begins to go to run, he repairs i, as
well as he can, with the trees and the urf that are
nearedt it

Bur when the divifion of labour has once been
thoronghly introduced,; the produce of a2 man's own
labour can fupply bur a very fmall part of his occa-
fional wants. THe far greater pare of them are
fupplied by the produce of other mens lsbour,
which be purchafes with the produoce, or, what is
the fame thing, with the price of the produce of lus
own. - But this purchale cannor be made till fuch
time s the produce of his own labour has not only
been compleated, but fold. A ftock of goods of
different kinds, therefore, muft be ftored up fome-
where fufficient o mantain him, and to fupply lim
with the matenals and tools of his wark nll fuch
time, ar leaft, as both thefe events can be broughe
about. A weaver cannot apply Inmielf entirely
to his peculiar bulinels, unlefs there is beforehand
ftored up fomewhere, either in his own pofleffion
or in that of fome other perlon, a ftock [ufficient o
maintain him, and to fupply him with the materials
and tools of his work, tll he has not only com-
pleated, but fold his web.  This accumulation
mult, evidendy, be previous to his applying hiz
mdullry for fo lonz a time to {uch a peculiar
bufinefs.

fg the accnmulation of ftock muft, in the nature
of things, be previous to the divilion of labour, fo
labeur can be more and more fubdivided anly in
proportion as flock is previoufly more and more

accumulated.



THE WEALTH OF NATIONS. 3

accumidated.  The quantity of materials which the
fame ndmber of people can work up,-increafes in a
grear proportion as labour comes to be more and
more {ubdivided ; and as the operations of each
workman are gradually reduced to a greater degree
of hmplicity, a vanery of new machines come to
be invented for facilitanng and abndging thofe
operations. - As the divilion of labour advances,
therefore, 1n order to give conftant employment to
an equal numb:: of workmen, an cqual ftock of
provifions, and a greater ftock of materials and ools
than what would have been necellary in & ruder
ftate of things, muft be accumulated beforehand.
But the number of workmen in evety branch of
bufinefs generally increafes with the divifion of la-
bour in that branch, or rather it is the increafe of
their number which enables them to clafs and
fubdivide themfelves in this manner.

As the accumulation of ftock is previoufly necefs
fary for carrying on this great improvement in the
productive powers of labour, o that accomulaton
naturally leads o this improverment.  1The p:rﬂ]ﬂ
who employe his ftock in mzintaining labour, ne-
ceffarily wilhes to employ icin fich a manner as o
produce as great a quantity of work asz poflible,
He endeavours, therefore, bath to make among
hizworkmzn the moft proper diftribution of employ-
ment, and to furmifh them with the belt machines
Whil:h he can either mvent,” or atford to purchafe.
His abilities in both thefe refpects are generally in
proportion to the exten: of his ftock, or to the
number of people whom it can employ. The
quantity of induftry; therefore, not only increafes

Ba in
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in every country with the increafe of the ftock
which employs it, bur, in confequence of that in-
creafe, the fame quantity of indultry producesa
much greater quantity of work.

Sucw are in general the effeéls of the increafe of
ftock upon induftey and its productive powers.

Itz the following book 1 have endeavoured to
explain the nature of ftock, the effects of 1= accu-
mulation into capitals of different Kinds, and the
effects of the different employments of thofe capi-
tals. This book 15 divided into five chapters, In
the frlk chapter, I have endeavoured to fhow what
are the different parts or branches into which the
ftock, either of an individeal, or of a great {ociety,
nacurally divides ifelf.  In the fecond, T have ‘en-
deavoured to explain the nature and operation of
money confidersd as a particular branch of the ge-
neral ftock of the {ociety. The ftock which s
accumylated into-a capital, may either be employed
by the perfon to whom it belongs; or 1t may be lent
to fome other perfon. In the third and fourth
chapters, 1 have endeavoured to examine the man-
ner in which it operates in both thefe fituations,
The fifth and laft chapter treats of the different
effects which the different employments of capital
immediately produce upon the quantity both of
national and of the annual produce of land and
labour,

C HAP:
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CHAP. L

Of the Divgfion of Stock.

WHEN the ftock which a man poffeifes is no
more than fufficient 1o maintain him for a fow days
of a few weeks, he feldom thinks of deriving any
revenue from it He confumes it as {paringly as he
cii, and cndeavours by his labour to acguire fome-
thing which may fupply its place before it be con-
fumed skogether. His revenue is, in this cafe, de-
rived from his labour enly. - This is the ftate of the
greater part of the labouring peor in all connrries,

Bt when he poflefles ftock fifficient to maintain
him for months or years, he naturally endeavours to
derive s revenue from the greater part of it; relery-
g only fo much for his immediare canfumption as
may maintain him 1l this revenue beging o come
m.  His whole flock, therefore, is diftinguithed
Nt we parts:  That part which, he expscls, is to
affurd him this revenue is called his capital, The
other is thatwhich fupplies his immediare confump-
tion and which conlifts exber, feft, in tha portion
of his whole flock which was origically referved for
thiz purpafe ; or, fecandly, in his revenue, from
whatever fource derived, as it gradually 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 3 fuch as o ftock of
choaths, houlehold furniture, and the ke, In one,
or other, or all of thefé three articles, confifts the
ftock which men commonty relerve for their own
immediate confumption,

THERE
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Tuere are twao different ways i which a capitag
may be employed (o as to yield a revenue or profit
to itz employer. '

First, it may be employed in rufing, manofac-
turing, or putchaling gocds; and feliing them again
with a profit,  The capital employed in this man-
ner yields no tevenue or profit to its employér,
while'it either remains in his poffeffion or continues
in the {ame fhape, The goods of the merchant
yield him no revenue or profit nll he fells them for
money, and the money vields him as liccle nll it is
again exchanged for goods, His capital is conti-
nually going from him in one fhape, and returning
to hiny'in another, and it 1s only by means-of {uch
circulanon or {ucceflive exchanges that it can yield
him any profit.  Such capitals, therefore, may very
properly be called cireulating capitals.

SecowpiLy, it may be employed it the improve-
ment of land, 1n the purchafe of ufeful machincs
and inflritments of trade, or in mch-like things as
yield a revenue or profic without changing mafters
or circulating any further.  Such capitals, therefore,
miay very properly be called fixed capirals,

DiFFERENT occupations require very different
proportions between the fixed and circulating capi-
tals employed in them.

The capital of a2 merchant, for example, is alta-
gcther a circulating capital.  He has eccafion for no
machines or inftroments of trade, unlefs his thop or
wearehoufle be confidered as fuch.

SaME
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SomE part of the capital of every mafter artificer
or manufatturer muit be fixed in the inftruments of
his wade. This part, however, is very fmall an
fome, and very great in others. A malter taylor
requires no other inftruments of trade but a pareel
of needles,  Thole of the malter thoemaker are a
little, though but a very lictie, more expenfive.
Thoie of the weaver nife a good deal above thole
of the fhoemaker. The far greater part of the
capital of ali fuch mafter artificers, however, is cir-
culated either in the wages of their workmen, or in
the price of their materials, and repaid with 4 profit
by the price of the work.

In other works a much greater hxed capital is
required. In 2 great iron-work, for example, the
furnace for melting the ore, the furge, the lite-mill,
are inftrunents of trade which cannot be eredted
without & very great expence. In coal-works and
ruines of every kind, the machinery necellary both
for drawing out the water and for other purpofes, is
frequently fHll more expenlive.

Trat part of the eapital of the farmer which is
employed in the inftruments of agriculture is a
fixed 5 that which is employed in the wages and
maintenance of his labouring fervants, isa circulat-
ing capital. He makes a profic of the one by keep-
ing it in his own poffeflion, and of the other by
parting with it. . The price or value of his labouring
cattle 15 & hixed capital in the fame manner as that
of the inftruments of hufbapdry: Their mainre-
nance 15 a cuculaning capital in the fame manner as
that of the labouring fervants.. The farmer makes
his profit by keeping the labouring castle, and by

parting
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parting with their muntenance.  Both the price
and the maintenance of the cattle which are bought
inand fatened, not for labour, bur for fale, are
a circulating eapital.  Fhe farmer makes his profie
by parting with them. A flock of fheep or a herd
of cattle that, in a breeding country, 15 bought in,
neither for labour nor for fale, but in order to make
a profic by their wool, by their milk, and by their
-tafe, is a fixed capical.  Thhe profit iz made by
-eping them. Their maintenance is a circulating
capigal.  The prohir iz made by parting with it
and it comes back with both its own profit; and the
prefit upon the whole price of the canle, in the
price of the wool, the milk, and the increafe. The
whole value of the fced too 15 properly a hixed capi-
tal. Though 1t gocs backwards and {orwards be-
vween the ground and the granary, it never changes
maflers, and therefore does not properly circulate,
The farmer makes his profit, not by its fale, bur by
its increale, '

Tue general flock of any country or fociety is
the fame with that of all its inhabitante or mem-
bers, and therefore naturally divides itfelf into the
fame three portions, cach of which has a diftingd
funttion or office:

Tue Fuft, is that porton which is referved for
immediate confumpoon, and of which the charae-
teriflick 35, that it affords no tevenue or profie. It
canhitsin the ftock of food, cleaths, houlehold fur
mitirey &e. which have been purchafed by their
proper confumers, but which are not yet entirely
confumed.  The whole flock of mere dwelling-
houfes teo fublifling at any one time in the counmy,

I'.I'l.:k.l:
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make a pare of this firft portion.  The ftock thar is
laid out in g houle, if it is to be the dwelling-houfe
of the proprictor, ceafes from that moment to ferve
i the funfiion of a capitel, or to afford any reve-
nue o its owner, A dwelling-houfe, as fuch, con-
trilies nmhiﬁg to the revenue of its ith]‘labiian_r;
and though it 15, no doubt, extremely ufeful to him,
it i5 as his cloaths and houfehold Rarniture are ufeful
1w him, which, however, make o part of his ex-
pence, and not of his revenue, IF it is to be lett
to a tenant for rent, as the houle itlelf cin produce
riothing, the tenant mull always pay the rent out
af fome other revenua which he darives either from
labour, or ftock, or land.  Though g houfe, there-
fore, may yield a revenue to its proprietor, and
thereby feevean the fanétion of a capital to him, it
cannot yield any to the publiclk; nor ferve in the
function of a capital to i, and the revenue of the
wheole body of ' the pedple can never be in the
fmalleft degree increafed by it, Cloaths, and hoyfe-
hold furniture, in the fame manner, fometmes yield
A tevenue, and thereby {erve in the funétion of a
capital to particular perfons.  In countries where
malquerades are common, it s a'trade to lert oue
mafquerade drefics for a night, Upholiterers fre-
quently leet Furmtuee by the month of by the
vear. Undermakers lett the furniture of funerals by
the day and by the week. Many people letr fur-
riuthed houfes, and get a reny, not only for the ufe
of the houle, but for that of the firniture. The
revenne, however, which is derived from fuch
things, muft always be ultimately drawn from
fome other fource of revenue.  OF all parts of the
ftock, either of an individual, or of a faciety, re-

{etved




1o THE NATURE AND CAUSES OF

ferved for immediate confumption, what is laid out
i houfes s moft flowly confumed. A ftock of
cloaths may laft feveral years: a ftock of furniture
half a centitry or a century: but a fock of houfees,
well buile and properly taken care of, may laft
many centuries.  Though the period of their total
confumption, however, is more diftant, they are
fill a5 really a ftock relerved for immediate con-
iumption as either cloaths, or houfehold farnirure,

Tae Second of the thres portions into which the
general flock of the fociety divides icflf, is the
fixed capital ; of which the charadteriftick is, thatic
affords a revenne or profit withour cireulating or
changing mafters. It confifts chiefly of the four
following articles:

Frrsr, of all ufeful machines and infbruments of
trade which facilitate and abridge labour;

“SccowoLy, of all thofe profitable buildings
which are the means of procuring a revenue, not
only to their proprictor who letts them for a rent,
but to the perion who poffefles them and pays that
rent for them; fuch as thops, warchoufes, work-
houfes, farmhoufes, with all their neceffary build-
ngs, ftables, pranarics; &c.  Thefe are very differ-
ent from mere dwelling-houfes.  They are a fort of
inftruments of trade, and may be confidered in the
fame light:

TuiroLy, of the improvements of land, of what
has been profiably laid cut in clearing, draining,
enclofing, manuting, and reducing it into the con-
dition molt proper for tillage and cultare.  An jm-

proved
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proved farm may very juftly be regarded in the
fame light as thafe ufeful machines which facilitare
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, frequently requirng no other
repairs than the moft profitable application of the
farmer’s capital employed in cultivating it :

Fouktury, of the acquired and ofeful abilines
of all the inhabitants or members of the fociety.
The =cquifition ef fuch talents, by the maintenance
of the acquirer during his education, ftudy, or ap-
prenticefhip, always cofts a real expence, which is
a capital fixed and realized, as it were, in his per-
fon, Thofe talenis, as they make a part of his
fortane, {o do they likewile of that of the fociety to
which he belongs. The improved dextenty of a
workman may be confidered in the fame light as a
machine or infltument of trade which facilitates
and abridges labour, and which, though it cofts a
vertain cxpence, repays that expence with a profit.

Tue Third and laft of the three partions into
which the general ftock of the {Dacty nawnally di-
vides itfelf, 13 the L:r:ulﬂtmg capital, of which the
characteriflick s, that it affords a revenue only by
circulating or changing mafters. It i1s compofed
likewile of four parts:

Finst, of the money by means of which all the
other three are circulaied and diftributed o their

proper ufers apd gonfiymers ;

SccoNDLY,
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‘Seconovy, of the ftock of provifions which are
in the pofleflion of the butcher, the grazier, the
farmer, the corn-merchant, the brewer, e, and
from the fale of which they cxpeft to derive a
profir ;

Tunovy, of the materials, whether altogether
rude, or mote or |efs manufactured, of doaths, fur-
niture, and building, which are nor yet made up
into any of thofe thrce fhapes, hut which remain
i the hands of 'the srowers, the manufatturers,
the mercers and drapers, the timber-merchants, the
carpenters and joiners; the brickmakers, fcc,

Fourvuiy, and laftly, of the work which is
made up and compleated, but which {s il in the
hands of the merchant or manufacturer, and not
yet difpofed of or diflfibuted 1o the proper ufers
and confumers; fuch as the fimithed work which
we frequently find ready made in the fhops of the
fmith, the cabiner-maker, the goldimith, the Jewel-
ler, the chima-merchant, &c. The crculating capi-
tal confifls, in this manner, of the provifions, ma-
terials, and finithed work of all kinds thar are in
Hands of their refpective dealers, and of the money
that is neceflary for cleculating and diftributing
them 1o thofe who are fipally to wfé or ta confume
them. :

Or thefe four parts three, provifions, materials,
and Anithed work, are, either annually, or in a
langer or fhorter period, regularly withdrawn from
ity and placed either in the fixed capitzl er in ' the
ttocke referved for immediate confumption.

Evrzy
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Every fixed capital is both originally derived
from, and requires to be contnually fupporeed by a-
circulanng capital. Al ufeful machines and inftru-
ments of trade arc originally derived from 2 eircu-
lating capital, which furnifhes the materials of which
they are made, and the maintenance of the work-
men who make them. They require to 4 capital
of the fame kind to keep them in conftane repair.

No fixed capital can yield any revenue but by
means of a circulating capital.  The moft ufeful
machines and inflruments of trade will produce no-
thing without the circulating capital which affords
the materials they are employved wpon, and the
maintenance of the workmen who employ them.
Land, however improved, will yield no revenye
without a circulating capital, which maintains the
labaurers whe cultivate and collect its produce.,

To maintain and augment the flock which may
be referved for immediate confumption, is the fole
end and purnofe bath of the fixed and circulating
capitals. It is this flock which feeds, cloaths, and
bodges the people.  Their riches ar poverty depends
upon the abundant er {paring fupplics which thofe
two capitals can afford to the ftock referved For
immediate confumprion.

50 greata part of the cireulating eapiral being
continually withdrawn from it in order to' he placed
i the other two branches of the general ftock of
the fociety, it muft in i3 turn require continyal
fupplics, without which it would fbon ceale 1o exifk.
Thefe fupplies are principally drawn from three
fources, the produce of land, of mines, and of fifh-

erics.
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eries.  Thele afford continual fapplies of provifions
and materials, of which part is afterwards wrought
up into finithed work, and by which are replaced
the provifions, materials, and finithed work con-
tnually withdrawn from the crculating capital.
From mines too is drawn what is. necelfary for
maintaining and augmenting that part of it which
confits in money. For though, in the ordinary
courfe of bufinef, this part is not, like the other
three, neceffarily withdrawn from ir, in order o be
placed in the other two branches of the general
ftock of the fooety, it mufl, however, like all other
things, be wafted and worn out at laft, and fome-
times too be either Ioft or {ent abroad, and muft,
therefore, require continual, though, no doube,
much {maller fupplics.

Laxp, mines, and filheries, require all both a
fized and a circulating capital to cultivace them ;
and their produce replaces with a profit, not only
thofe capitals, but all the others in the tociety. Thus
the farmer annually replaces to the manufacturer the
pravifions which he had confumed and the materials
which he had wrought up the year before; and the
manufacturer replacesto the farmer the finithed work
which he had walled and worn out in the Gime fme.
This is the real exchanze that is annoally made be-
tween thole two ordess of people, L]II:J:-JE;E'I it feldom
happens that the rude produce of the one and the
manufadtured produce of the other, are directly
bartered for upe another ; becaule it {Eldom biap-
pPens tar the farmer fells his corn and b cartle,
Eﬁuﬂ?};eﬂx 1!115 wool, 1o the very fiime perfon of

ules 1 purchafe the cleaths, furniture,

and
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and inftruments of trade which he wantz. He flis,
therefore, his rude produce for money, with which
he can purchafe, wherever it is to be had, the
manufactured produce he has' occafion for. Land
‘even replaces, in parr at leaft, the capitals with
which fifheries and mines are cultivared. It is the
produce of land which draws the ffh from the
warers; and it 1s the produce of the fiurface of the
carth which extracts the minerals from its bowels.

Tue produce of land, mines, and filheries, when
their natural fertility is equal, is in proportion to
the extent and proper application of the capitals
employed about them.  When the capitals are equal
and equally well applied, it is in proportion to ther
matural fertilicy,

It all countries where there is tolerable fecunty,
every man of common underftanding will endea-
vour to employ whatever ftock he can command in
prucurir:g cither prefent enjoyment or future profit.
If it is employed in procuring prefent enjoyment,
itis a ftock referved for immediate mn[’umpt.nn.
If it is employed in procaring future profit, it muft
procure thie profit cither by ftaying with him, or
by going from him. In the one cafe it is a fxed,
in the other it is a circalating capital. A man muft
be perfectly crazy who, where there is tolerable
{ecurity, does not employ all the fiock which he
commands, whether it be his own or borrowed
of other people, in fome one or other of thofe thres
Wavs,

Ix thofe unfortunate countries, indeed, whers
men are continually afraid of the viclence of their

fuperiors,
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fuperiors, they frequenty 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 dil-
afters to which they conflider themfelves as at all
times expoled,  T'hisis faid to be & cormmon pradtice
in Turky, in Indoftan, and, I believe, in moft other
governments of Afia. It {eems to have been a
common practice among our anceftors during the
violence of the feuda] government.  Treafure-trove
was in thole times confidered as no econtemptible
part of the revenue of the greatelt fovereigns in
Eurcpe. 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 nmes as {o important an objeét, that it was
always confidered as belonging to the fovereign,
and neither to the finder nor to the proprictor of
the land, unlels the right to it had been conveyed
to the latter by an expre(s claufe in his charter. It
was put upon the fame footing with gold and filver
mines, which, without-a (pecial clanfe in the char-
ter, were never fuppoled to be comprehended in
the general grant of the fands, though mines of
lead, copper, tin, and coal were, az 1]111155 of fmalley
eonfequence.

CHAF.



THE WEALTH OF NATIONS. 17

e H AP 1L

OFf Mancy confidered as a particular Branch of the general
Seack of the Soctery, or of the Expence of maitiaimng
the National Capital.

IT has been fhewn in the fielt book, that the
price of the greater part of commodities refolves
ilell inra three parts, of which one pays the wages
of the labour, #nother the profits of the flock, and
a third the rent of the land which had been em-
ployed in producing and bringing them to markert *
that there are, indced, fome commodities of which
the price is made up of two of thofe parts only, the
wages of ‘labour, and the profits of flock: and a
very few in which it confifts altogether in one, the
wages of labour : but that the price of every com-
modity neceffarily refolves wielf ino fome one or
other or all of thefe three parts; every part of it
which goes neither to rent nor to wages, being ne-
celfarily profit to (bmebody.

Siwce this is the cafe, as it has beeti oblerved,
with regard to every particular commodicy, taken
{eparately 4 it muft be {o with regard to all the com-
modities which compofe the whole annual produce of
the larnd and labour of évery country, taken com-

iexly.  The whole price or exchanigeable value of
that annual produce, muft refblve itfelf intg the
famie three pars, and be parcelled out among the
different inhabitants of the country, either as the

Vor. IL C wages
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wages of their labour, the profits of their ftock, er
the rent of their land.

Bur though the whole value of the annual pro-
duce of the land and labour of every country, is
thus divided among and conilituses a revenue to its
different inhabitante, ver asn the rent of 2 private
eftare we diftinguith besween the grofs rent and the
neat rent, fo may we likewile in the revenue of all
the inhabitants of a great country.

THe grofs rent of a private eflaze comprehends
whatever 15 paid by the farmer: the neat rent, what
remains free o the kndlord, after deducting the
cxpence of management, of repairs, and all other
neceflary charges; or what, without hurting his
eftare, he can afford o place in lhs flock referved
for immediate confumpnoen, or to {pead upon his
table, equipege, the arnaments of his houle and fur-
niture, his private enjoyments and amulements:
His real wealth is in proportion, not to s grofs,
but 10 Ins near rent.

Tue grofs revenue of all the inhabitanes of a
oteat country, comprehends the whole annual pro-
duce-of their land and labour: the neat revenue,
what remams free o them afier dedudting the ex-
pence of maintaining, fAdt, their fixed; and, fe-
condly, their circulating capital; or whar, without
encroaching upon theie capital, they can place in
their ftack referved for immediate confumption, or
fpend upon their (ubfiftence, conveniencies and
amufements:.  Thuir real wealth ton'is in propar-
ton, not 1o their groi, but to thelt neat revenue.

THE
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Tur whole expence of maintaining the Gied
capital, muft evidently be excluded from the mear
revenue of the fociery, Neither the materials ne-
ceffary for fupporting their ufeful machines and in-
ftruments of trade, their profitable buildings, &cc.
nor the produce of the labour neceffary for faltion-
ing thofe materials into the proper form, can ever
make any part of it. The price of that labour
mav, indeed, makea part of ity as the workmen
{o emiployed may place the whole value of their
wages in ther ftock referved for immediate con-
fumption.  But in other forts of labour, both the
price and the produce go to this ftack, the price to
that of the workmen, the produce to that of other
people, whofe fubfiftence, conveniencies, and amufe-
ments, aré aggmented by the labour of thofe
worlmen,

Tue intention of the fixed capital is to increafe
the produdhive powers of labour, or to enable the
fame number of labourers 1o perform & much great-
er quantity of work. In a farm where al] the necef=
fary buildings, fences, drains, commultications, &c.
are inthe moit perfeét good order, the fame number
of labourers and labouring cartle will raife a much
greater produce, than in ons of equal extent and
::quai]}rl good ground, but not furnithed with equal
convenicneies,  In manufattures the fame nomber
of hands affifted with the beft machinery, will wark
Up a much greater quantity of goods than with
more imperfect inflroments of trade. The ex-
pence which is properly laid ont upon a fixed capi-
tal of any kind, is always repaid with great profit,
and increafes the annual produce by a much greater

Cz vahie
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value than that of the fupport, which fuch im-
provements require.  This fupport, however,
{fhill requires a certain portion of that produce.
A certain quantity of matenials, and the labour of
a certamt number of workmen, both of which
might have becn immediately employed to aug-
ment the food, cloathing, and lodging, the fub-
fitence and conveniencies of the [ociety, are thus
diverted to another employment, highly advan-
tageous indeed, but fill different from this one.
At is upon this aceount that zil {uch improvements
in mechanicks, as enable the fame number of work-
men to perform an equal quantity of work, with
cheaper and fimpler machinery than had been ufusl
before, are always regarded as advantigeous to
every fociety. A certain quantity of materials, and
the labour of a certain number of workmen, which
had before been employed in fupporting a more
complex and expenfive machinery, can afterwards
be applicd to augment the quantity of work which
that or any other machinery 15 uleful only for per-
forming, The undertaker of {fome great manu-
factory whe employs & thouland a-year in the main-
tenance of his machinery, 1f he can reduce this ex-
penee to five hundred, will naturally employ the
other five hundred in purchafing an additional
quantity of materials to be wrought up by an ad-
ditonal number of workmen. The quanuty of
that worke, therefore, which his machinery was ufe-
ful only for performing, will natarally be augment-
ed, and with it all the advantage and conveniency
which the fociety can derive from that work.

Tue expence of maintaining the fixed capial 1n
a great country, may very properly be compared
13
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to that of repairs in 2 private eftate, The expence
of repairs may frequently be neceffary for fuppore-
ing the produce of the eftate, and confequently
both the grofs and the neat rent of the 1:1n|§1lm'd.
When by a more proper direftion, however, it can
be diminithed without oceafioning any diminution
of produce, the grofs rent remains at leaft the
fame as before, and the neat rent i= neceffanly
augmented.

Bur though the whole expence of maintaining
the fixed capital is thus neceffarily excluded from
the meat revenue of the fogety, it 8 not the fame
cafe with that of maintaimng the arcolating capital-
Of the four parts of which this latter capital is com-
poled, meney, provifions, materials, snd finifhed
wark, the three laft; it has already been obferved,
are regularly withdrawn from it, and placed either
in the fixed capital of the fociety, or i their ftock
referved for immediate confumption.  Whatever
portion af thofe confumable goods is not employed
in maintaning the former, goes all to the latter, and
makes a part of the neat revenue of the focieey.
The maintenance of thofe three parts of the circu-
lating capital, therefore, withdraws no portion of
the anomal produce from the neat revenue of the
fociety, befides what iz necelfary for maintaining
the fixed capial.

Tae circulating capital of a fociety is in this res
ipect different from that of an individual. That
of an individual is tomlly excluded from msking
any part of kis neat revenue, which muft confift
altogether in his profis.  But though the circula

ting
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ting capital of every individual, makes a pare of
that of the focicty to which he belongs, 1t is not
upon that account totally excluded from making 2
part likewife of their neat revenune. Though the
whole goods 1n a merchant's fhop muolt by no
means be placed in his own ftock referved for im-
mediaie confumption, they may i that of other
people, who from & revepue derived from other
tunds, may regularly replace their value to him to-
gether with its profics, without occalioning any di-
minution either of his capual or of theirs.

Mowney, thercfore, is the only part of the ar-
culating capital of a fociety of ‘which the man-
tenance can occaflion any dimnution in their neat
revenue.

Tur fixed capital, and that part of the circulating
capital which conlifts in money, {o far as they stfect
the revenue of the focety, bear a very grear refem-
blance to one another.

Firsr, as thole machines and inftmuments of
trade, Mo require & cercain expenoe Al to erect
therm and efterwards to {upport them, both which
expences, though they make a pare of the grofs,
are dedudtions from the near revenue of the fogi-
ety; fo the flock of meney which airculates in o any
country mudt require & certain expence, firft o
colledt it, and afterwards to fupport it, both wiich
expences, thongh they make a part of the graf,
ate, in the fsine manner, deduftions from the near
revenue of the fociety. A certain quantity of very
vahreble matenials, gold and filver, and of VY cit-

rious
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rious labour, inftead of sugmenting the flock re-
fErved for immediate confumption, the fublftence,
conveniencics, and amufements of individuals, 13
employed in fupporting that great but expenlive
mftrument of commerce, by means of which every
individual in the fociery has his fubliftence, conveni-
encies, and amulements; regulatly diftributed to
lim in their proper proportions.

SEcoNbLY, as the machines and inflniments of
trade, Bcc. which compole the fixed capital either
of an individual or of a {ociety, make no part either
of the grofs or of the neat revenue of enher; o
money, by means of which the whole revenue of
the [ociery 18 regulady difinbuted among all s
different members, makes itfelf ng part of that
vevenue. The great wheelof circulatien is altoge-
ther different fm"n the goods which are cireulated
by means of 1t The revenue of the {ociety con-
hits altegsther i thole goods, and not in the wheel
which circalates them.  In compuung either the
grofk or the peat revenue of any locety, we myft
dlways, from their whole annuel creglavion of mao-
ney and goods, dedudt the whole valye of the
moncy, of which not a fngle farthiny can ever
make any part of either.

IT 15 the ambiguity of language only which can
make this prepolition appear either doubtful or
paradoxical.  When properly explained and under-
ftood, 1015 almolt {klf-evident.

Whey we talk of any particular fum of money,
we [umetimes mean nothing but the metal pieces
of which it is compefed; and [ometimes we inelude

i
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in our meaning fome obfcure reference to the goods
which can be had in exchange for it, er to the
power of purchafing which the poffeflion of it con-
véys, Thus when we fy, that the circulating
money of England has been computed at eighteen
millions, we mean enly o exprefs the amount of
the metal pieces, which fome writers have com-
puted or rather have fuppofed to: eirculate in that
country. But when we Lay that o man is warth
Bfty or & hundred pounds a-year, we mean com-
monly to exprels not only the amount of the metal
preces which are anoually paid ro him, but the
value of the geods which he can annually purchale
or confume.  We mesn. commonly to afertain
what 15 or ought to be his way of hiving, or the
quantity and quality of the neceffaries and conveni-
encies of life in which he can with propriety indulge
him{elf.

ir - - o
Wrer, by any particulir fum of money, we
i ]

mean fof-only to exprefs the amount of the metal
pieces of which iz is compofed, but to include in
15 iignihicanon fome obfcure reference 1o the goads
vinch can be bad in exchange for them, the wealdh
or revenue which it in this calfe denotes, is equal
only woone of the two values which are thus -
mated fomewhat ambiguoufly by the fame word,
znd to the latter more propesly than to the former,
to the meney's-worth more properly thin o the
money. '

Tuus if a giinea be the weekly penfion of a
PEI'Li:-.:I'l-l!:':'I.T pfrfﬂn, 1]: CAT i.]'j thl:; Cﬂ-lﬁrl: ;_:.F th’g 'I.'r'f'l.‘.il\',,
urchale with 3 i R T A R P :
F it 2 cermaimn guantty of tnb!:_il.:-nclc,
CUNYVEILENCICE,
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eonveniencies, ‘and amufements. In proportion as
this quantity is great or fmall, {o are his real riches,
his real weekly revenus. His weekly revenue is
certainly not equal both to the guinea, and to what
can be purchaled with it, but only to one or other
of thoic two equal values; and to the latter more
properly than to the former, to the guinea’s-worth
rather than to the guinea.

Ir the penfion of fuch & perfon was paid to him,
not in gold, butina weekly bill for a guinea, his
revenue furely would not fo properly confit m the
piece of paper, as 1in what he could ger for 1. A
guinca may be confidered as a bill for a certain
quantity of necelfarics and conveniencies upon all
the tradelmen ip the neighbeprhood.  The revenye
of the perfon to whom it s paid, does not {o pro-
perly confilt in the picce of gold, as in what he can
get for it, or in what he can exchange it fur. If it
conld be exchanged for nothing, jt would, like «
biil upon a bankrups, be of no more valye than the
moft ulelels pisce of paper.

Tuovan the weekly, or yearly revenue of all
the different inhabisants of :m;. country, in the fame
mannsr, may be, and in reality frequently is: paid
to thern jn money, their real riches, however, the
real weekly or yearly revenue of all of them taken
together, mult always be great or fmall in propor-
tion to the quantity of confumable poods which
they can all of them purchafe with this money.
The whole revenue of all of them taken tozether is
evidently not equal to both the money and the eon-
fumable goods 5 but only to one or other of thele

two
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two values, and to the latter more propetly than to
ihe former,

Twoven we frequently, therefdre, exprefs a
perion’s revenue by the metal pieces which are an-
nually paid to himy, it is becaule the amount of
thofe pieces regulates the extent of his power of
purchafing, or the value of the goads which he can
annually afford to confume. We fill confider
Ins revenue as confifting in this power of purchai-
g o confuming, and not in the picces which
convey it.

Bur if this is fufficicntly evident even with res
gard 1 'en individual, it iz @l more fo with regard
to a fociety. The amognt of the metal pieces
which are annually paid o a6 individaal, is ofien
precifely ‘equal 1o his revenue, and is'upon that ac
comnt the fhoreft and beft exprefiion of its value.
But thecamount of the metal picces which circulare
in 7 fociety, can never be equal to the revenue of
all its members.  As the fmme muines which pava
the weekly penfion of one man to-day, may pay
that of another to-morrdw, and that of a third the
day ' theréafier, the amount of the metal pieces
which anmoally cirailate in any eonnery, noft =l
ways be of ‘much lefs valie than the Whole i ney
penfions annually paid with chem.  Bur the powet
of purchafing, the goods which can fucceflively be
Bemght with the whaole of thofe maney penfions s
they are ficcellively paid, muft always be precilely
Al the farmie value with thofe penfiong; as muff ke
wife be the revenne of the different perfons to
whom they are’ paid! “That revente, therefore.

cannot
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cannot conlift in thofe metal pieces, of which the
amannt 15 o much inferior to its value, but o the
power of purchafing, m the goods which can fise-
ceffively be bought with them as they circulate from
hand to hand.

Mownze v, therefors, the great wheel of circulation,
the gréat infiniment of commerce, like all other
inftruments of trade, though it males a part and
a very valyable part of the capital, males no part
af the revenue of the fociety to which it belongs;
and though the metal preces of which 1t 15 com-
poled, 1n the courfe of their annual araslation, dif=
tribute ta cvery man the revenue which properly
belongs to him, they make themitlves no parr of
that revente.

Turnory, and laftly, the machmes and inftro-
ments of wade, &, which compofe the fixed capi-
tal, bear this further refemblance to that part of
the circulating capital which confiits in money ; thar
as every faving in the expence of erecting and fup-
porting thofe machines, which does not diminith
the produftive powers of labour, 1z an improve-
ment of the neat revenue of the fociery; fo every
{faving in the expence of collecting and [upporting
that part of the circulanng capital which conlits
m money; 15 &n mprovement of exattly the fame
kind.

It 15 [ufficiently obvieus, and it has partly too
been explained alesady, in what manner every
faving in the expence of fupporting the fixed capi-

tal is an improvement of the nest revenwe of the
AT

II,” : h,_ .' \'-.,] fociety.
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fociety, The whole capital of the undertaker of
every work is neceffanly divided between his fixed
and his' circulating capital.  Wilile his whole
capital remains the fame, the {maller the one
part, the greater mut neceffarily be the other.
It is the eirculating capital which furnithes the
matenals and wages of labour, and puts induflry
into motion. Every faving, therefore, in the ex-
pence of maintaining the fixed capital, which does
pot diminifh the productive powers of labour, muft
incrcale the fund which puts induflry into motion,
and confequently the annual produce of land and
labour, the real revenue of every fociery.

THe fubftitntion of paper in the room of gold
and filver money, replaces a very expenfive inftru-
ment of commerce with ene much lefs coftly, and
fometimes equally convenient, Circulation comee
1o be carried on by a new wheel, which it cofts lefs
both to ereft and to maintain thap the old one.
But in what manner this operation is performed,
and in what manner it tends to increafe either the
grofs or the neat revenue of the fociety, 1= not alto-
gether o obvious, and may thercfore require fome
further exphication.

Tyere are (everal different fores of paper-
money ; but the cuwculating notes of banks and
bankers are the fpecies which is beft known,

and  which feems beft adapted for this pur-
poie.

Wuzy the people of any particular cauntry have
fich confidence in the fortune, probity, and pri-

dence
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dence of a particular banker, as to believe that he is
always ready to pay upon demand {uch of his pro-
miffory notes as are bikely at any time to be pre-
fented to him s thole notes come to have the {ame
currency as gold and lilver money, from the con-
fidence that fuch monsy can at any time be had
for them.

A parTicutar banker lends among his cuf-
tomers his own promiffory notes, to the extent, we
thall fuppofe, of a hupdred thoufand pounds. As
thole notes {erve all the purpofes of money, his
debtors pay lim the fume mierett as if he had lent
them {o much money.  This nrereft i3 the {ource
of his gain. Though {ome of thofe notes are con-
tinually coming back upon him for payment, part
of them continue 1o circulate for months and years
together.  Though be has genemlly in circulanion,
therefore, notes to the extent of a hundred thoufand
pounds, twenty thoufand pounds in gold and filver
may, frequently, be a (uficent provilion for an-
fwering occalional demands. By this operation,
therefore, twenty thoufand pounds in gold and
filver perform all the functions which a2 hundred
thouland could otherwife have performed. The
fame exchanges may bo made, the fame quantity of
confumable goods may be circulared 2nd diftributed
to their proper conlumers, by means of his promif=
fory- notes, to the valug of a hundred thoufind
pounds, as by an equal value of gold and filver
meney, Highty thoufand pounds of gold and filver,
therefore, can, in this manner, be (pared from the
circulation of the country s and iF different opera-
tons of the fame Kind, fhould, at the fame dme, be
cacried on by many different banks and bankers,

the
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the whole circulation may thus be conducted with a
fifth part only of the gold and filver which would
atherwile have been requifite.

Lzt ws fuppole, for example; that the whele cir-
cularing money of fome particular countryamounted,
at a particular tme, W one million fierhing, that
fum being then fuficient for citculating the whole
annual produce of thewr land and Jabour. Ler ys
fuppole too, that fome time thereafier, different
banks and bankers iffucd promiffory notes, payahle
to the bearer, to the extent of one million, referv-
g in their different coffers two hundred thoulind
paunds for anfiwering eccafional demands,  There
would remain, therefore, in circulation, eight hup-
efred thoufand pounds in gold and filver, and 2
million of bank notes, or, cighteen hundred thou-
fand pounds of paper and money together,  Buae
the annuzl produce of the land and labeur of the
country had before required only ane million to cir-
ealate and diftribute it to its proper confumers,
and that annoual produce cannor be immediately
augmented by thole eperations of banking. One
million, therefore, will be fufficient to circulate it
after them. The poods to he bought and [old
being precifely the fime as before, the fumeé quan-
tity of money will be fuficient far buying and lelling
them. The chaninel of eirculation, i [ may be
allowed fuch an exprefion, will remain precitely the
fame as before. One million we have {uppoled
fufficient to Gl thar channel. Witzever, therefore,
is poured into it bevond this famy, cannoe nm in i,
but muft wwerlow. One million eight hundred
thonfind pounds sre poured into i, Eight hundeed

' thoufand
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thoufand pounds, therefore, nuft overflow, that fum
being aver and above what can be employed in the
circulation of the counwy. Bot though this hm
cannot be employed at home, it is oo valuable o
be allowed to lie idie. It will, therefore, be
fent shroad, in order 1o [eck thar profitable em-
ployment which it cannot find 2t home.. Bur the
paper-cannot o abroad ; becaufe at a diftance from
the banks which ifoe i, and from the country in
which payment of it can be exacted by law, it will
not be received in common payments. Gold and
filver, therefore, to the amount of eight hupdred
thoufand pounds will be fent abroad, and the chan-
nel of home circulation will remain fAlled with 2
million of paper, inflead of the million of thofe
metals which filled it before,

Buor though (o grear a quantity of gold and filver
15 thus fent abroad, we mult net imagine that it iz
fent abroad for nothing, or that its propricrors malke
a prefent of it to foreign natons.  They will ex-
change it far foreign goods of (bma kind or anothes,
in order o {upply the confumpnon cicher of fome
other foreign country or of their own.

Ir they employ it in purchafing goods in one
forcign country in order to fapply the confumption’
of another, or in what is called the carrying wrade,
whatcver profic they make will be an additien to the
neat revenue of their own country, 1t islike a new
fund, creared for carrving on a new tradey domef
tick bufinefs being now tranfucted by papér, and
the gold and filver being converted 1nto a fund T
this Bew trade.

I¥
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I¥ they employ it in purchafing foreign goods for
home confumption, they may cither, firdk, purchale
fuch goods as are likely o be confumed by idie
people who produce nothing, fuch as foreign wines,
foreign filks, 8&c.; or, fecondly, they may purchafe
an additional ftock of materials, tools, and provi-
fions, in order to maintain and employ an edditional
number of induftrious people, who re-produce, with
a profity the value of thew annual confompuion.

So far as it is employed in the frft way, it pro-
miotes prodigality, increafes expence and confump-
tion: without increaling produdtion, or eftabhifhing
any permanént fund for {upportng that expence,
and isin every refpect hurtful to the fociety.

Sa far as it is employed in the fecond way, it
promotes induftry ;- and though it increafes the con-
fumption of the fociety, it provides a permanent
fund for fupportng that confumption, the people
who confume, re-producing, with a profir, the
whole value of their annual confumption. The
grofs revenue of the fociety, the dnnual produce of
their land and labour, is increafed by the whole
value which the labour of thole workmen adds to
the matenals upon which they are employed; and
their neat revenue by what remains of this value,
after deducting what is neceffary for fupporting the
tools and inftroments of their trade.

TuaT the greater part of the gold and filver
which, being forced abroad by thofe operations of
banking, 1s employed in purchaling forcign goods
for home confumption, is and muft be employed in

purchaling



THE WEALTH OF NATIONS. 32

purchaling thofe of this fécond kind, feems, not
only prabable, but almoft unavoidable. Though
fome particalar men may fomerimes incredfe their
expence very eonhiderably, though their revenue
does not increafe ar all, we may be affived that no
clals or order of men ever docs o3 becaule, though
the principles of common prudence do net always
govern the conduct of every individual, they always
inflaence that of the majority of every claf or order.
But the revenie of idle people, confidered as a clufs
or order, cabnot, in the {malleft degree, be increafed
by thaofe operations of banking. Their expence in
general, therefore, cannot be much increafed by
them, though that of a few individuals armong
them may, and in realicy fometimes is. The de-
mand of idle people, therefore, for foreign goods,
being the fame, or very nearly the fame, as before,
4 very {mall part of the money, which being forced
abroad by thofe operations of banking, iz em-
ployed in purchafing foreign goads for home con-
fumption, is likely to be employed in purchafing
thofe for their ufe.. The areater part of it will nas
turally be deftined for the employment of induflry,
and not for the maintenance of idlenefs,

Whew we compute the quantity of induflry
which the circulating capital of any fociety can
employ, we mult always have regard to thole parts
of it only which confift in provifions, matenals, and
finithed work : the other, which confiftz in money,
and which ferves only to arculate thofe three, muft
always be deducted, In order to put induftry into
motion, three things are requilite: materials to
work upon, twols to work with, and the wages or

Vou, I D TeCoImpence
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recompence for the fake of which the werk 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 ether men, confifts, not
in the money, but in the money’s worth; notin the
metal pieces, but in what can be got for them.

Tue quantity of indultry which any capiral can
employ, muit, evidently, be equal to the number
of workmen whom it can fupply with matenals,
tools, and & maintenapce {uitable to the natre of
the work. Money may be requifite for purchafing
the materials and tools of the work, as well
as the maintenance of the workmen. But the
quantity of induftry which the wheole capital ean
employ, is certainly not equal both to the money
which. purchafes, and to the matepals, tools, and
maintenance, which are purchafed with jt; but only
to one or other of thofe two values, and to the latter
maore properly than to the formet.

Waen paper 15 fubfituted . the room of gold
and filver money, the quantity of the materals,
tools; and maintenance, which the whaole eiteu-
lating capital can {upply, may be increafed by the
whole value of gold and filver which ufed to be cm-
ployed in purchaling them. The whole value of
the great wheel of circulation and diftribution, is
added to the goods which are circulated and diftri-
buted by means of it. The operation, in fome
meafure, refembles thar of the undertaker of fome
great work, who, in confequence of fome improve-
ment in mechanicks, takes down his old machinery,
and zdde the difference between its price and that

of
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of the new to his circulating capital, to the fund
from which he furnithes materials and wages to his
workmen,

Waar the proportion is which the circulating
money of any country bears to the whole value of
the annual produce circulated by means of i, it is,
perhaps, impoflible to determine. It has been
compured by different authors ata ffth, ar g tenth,
at a twentieth, and ara thirdeth part of that valye,
But how fmall (oever the proportion which the cir-
culating 'money may bear to the whole value of
the annual produce, as but a part, and frequently
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 pare. When,
therefore, by the fubftitution of paper, the gold and
lilver neceffary for eirculation is reduced to, per-
haps, -a fifth part of the former quantry, 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 1o the quantity of thar indyf
try, and, confequently, to the value of the annial
produce of land and labaye,

A operation of this kind has, within thefe five
and twenty or thirty years, been performed in Seqpe
land, by the erection of new banking companies
it almodt every confiderable town, and even in fome
country villapes, Theeffetenfi have been Precifely
thote above deferibed. The bufinefs of the country
12 almoft entirely carried on by means of the paper
of thofe different banking companies, with which

o
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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
full (eldomer. But though the condudt of all thole
different companies has not been unexeeprionable,
“and has accordingly required an ack of parliament
to regulate it; the country, notwithftanding, has
evidently derved gresr bencht from their trade. 1
have keard it aflerted, that the wade of the city of
Glalgow doubled in sbout Rfteen years afwer the
firlt erection of the banks there ; and thar the trade
of Scotland has more than quadrupled fince the firft
crection of the two publick banks at Edinburgh, of
which the one, called, The Bank of Scotland, was
eftablithed by act of parliament in 1605; the other,
called, The Royal Bank, by royal charterin 1727.
Whether the trade, either of Scotland m general, or
of the city of Glafgow in particular, has really in-
creafed in fo greara proportion, during fo {horta
period, I do not pretend to know.  If either of
them has inerealed in this properaon, it {cems o
be an effcct o great 1o 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 thisncreale; cannot
be doubred,

Tue value of the flver money which circulated
in Seatland before the Union, in 1507, and which
unmediately afrer it was brought into the bank
of Scotland in urder to be re-comed, amounted to
411,117 1 105 gd. flerling.  No account has been
got of the gold coiny but 1t appears from the an-

Eiene
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tient accounts of the mint of Scotland, that the
value of the gold annually coined fomewhat ex-
ceeded that of the filver®*. There were a good
many people too upon this occafion, who, from g
diffidence of repayment, did not bring their filver
mto the bank of Scotland ; and 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 lels than a million ferling, It
fems to have conftituted almeft the whole cir-
culaton of that country ; for though the circula-
tion of the bank of Scotland, which had then
ne rivaly was conlilerable, it feems o have made
but a very fmall pare of the whele. In the prefent
times the whole circulation of Scotland cannot be
eftimated ar lefs than two millions, of which that
part which condifts in gold and filver, moft pro-
bably, docs mot amounc to half a million. Burt
though the circulatipg oold and filver of Scotland
have fuffered I grear a diminution during this pe-
viod, a5 real riches and profperity do not appear to
have fuffered any. Iis agriculture, manufachures,
and trade, on the contrary, the znnual produce of
15 land and labour, have u'-i-;l;nrlz.- been aug-

mented.

It is chicfly by difcounting bills of exchange,
that 15, by advancing money upan them before they
are due, that the greater pare of banks and bankers
silue their promiflory notes. They deduct always,
upon whatever fum they advance, the legal intereit
tll the bill fhall become due,  The payment of the

bill, *

* See Rudiman's Preface to Andecfon’s Diplomata, &c. Eeptle,
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bill, when it becomes due, replices to the bank the
value of what had been advanced, together with
a clear profit of the intereft. The banker wha
advances to the merchant whole bill he difcounts,
not gold and filver, but his own promiffory notes,
his the advantage of being able to diftount s
greater amount, by the whole value of his promil-
lory notes, which he finds by experience, are com-
monly in circulstion. He is thereby enabled to
make his clear gain of interefl on fo much a
larger fum.

Tre commerce of Scotland, which at prefent is
not very great, was flill more inconfiderable when
the two firft banking companies were cltablithed ;
and thofe companies would have had bur litele
trade, had they confined their bufinels to the di
counting of bills of exchange. They invented,
therefore, another method of iffuing their promiffory
notes; by pranting, what they called, cafh accounts,
that 15, by giving credit to the extent of a certain
fum, (two or three thoufand pounds, for example),
to any individual who could procure two perfons of
undoubred eredit and good landed eftate to becarne
fireey for bim, that wlatever money fhould be ad-
vanced to him, within the fim for which the credit
had been given, thould be repaid wpon demand, to-
gether with the legal intereft,  Credits of this kind
are, I believe, commonly granted by baoks and
bankers in all different parts of the world.  Bur the
cafy terms upon which the Scorch banking com-
panics accept of re-payment are, fo faras T know,
peculiar to them, and have, perhaps, been the
principal caufe, both of the great tade of thofe

COImPanics;
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companies, and of the benefic which the country
thas received from it

Weaorver has a credie of this kind with one of
thofe companies; and borrows a thonfand pounds
upon ity for example, may repay this {um piece-
meal, by twenty and thirty pounds at a time, the
company difcounting a proportionable part of the
intereft of the great fum from the day on which
each of thofe {mall fums is paid in, 6ll the whole be
i this manner repaid. All merchants, therefore,
and almodt all men of bufinefs, fod it convenient o
keep fuch eafh aceounts with them, and are thereby
interefted to promote 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 thern for money, generally
advance it to them in their own promiflory notes.
Thefe the merchants pay away to the manufadtur-
ers for goods, the manufadiurers to the farmers for
materials and provifions, the farmers to their land-
lords for rent, the landlords repay them to the mer-
chants for the convemiencies and luxuries with
which they fupply them, and the nierchants Again
return them to the banks in ordér to balance their
calh accounts, or to replace what they may have
borrawed of them; and thus almofl the whele mo-
ney bufinefs of the country is tranfacted by means
of them. Hence, the preat trade of thofe com-
panics.

By mcans of thofe cath accounts every merchant
caft, without imprudence, carry on a greater trade
than he etherwife could do. If there are two

merchants,



40 THENATURE AND CAUSES OF

merchants, one in London, and the other in Edin-
burgh, who employ equal frocks in the fame branch
of trade, the Edinburgh merchant can, without im-
prudence; carry on a greater trade, and give employ-
ment toa greater number of people than the Londen
merchant. The London merchant muft always keep
by him a confiderable fum of money, either in is own
coffers, or in thofe of his banker, who gives him no
imtereft for it, 1o order to anlwer the demands con-
nnually comimg upon ‘him for payment of the
goods which he purchales npon credit. Let the
ordinary amount of this {om be fuppoled five hun-
dred pounds.  The value of the goods in his ware-
houfe muft always be lefs by five hundred pounds
than it would have been, had he not been obliged
to Kkeep fuch a fum unemploved, Let ws fuppofe
that he oenerally difpofes of his whele fltock upon
hand, or of goods o the value of his whele ftock upon
hand, one¢ in the year. By being obhized w keep
fo great a fum unemployed, he muft &l n a year
hve hundred pounds worth lefs goods than he
right otherwife have done. His annual profits
muft be lefs by all that he could have made by the
fale of five bundred pounds worth more geods: and
the number of people employed in preparing hig
goods For the marker, muft be lefs by all thofe thar
five hundred pounds more Rock could have em-
ployed. The merchant i Edinburgh, on the
ather hand, lceeps ne money unemployed for an-
{wering fich occafional demands.  When  they
aftually come upon him, he fadsfies them from his
cath account with the bank, and gradually replaces
the fum boriewed with the money or paper which
¢omes in from the occafional (ales of his goods.
With the fime flock, therefore, he can, without

unpridence;
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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 conflant 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 facihry of difcounting bills of exchange, it
may be thought indecd, gives the Enghih merchants
a conveniency ‘equivalent to the calh accounts of
the Scotch merchants.  Bur the Scotch merchants,
it mufl be remembered, can difcount their bills of
exchange as calily as the Englith merchants; and
have, befides, the additional conveniency of thew
cath accounts,

Tur whole paper-money of every kind which
can cafily circulate in any coantry never can exceed
the value of the gold and filver, of which it fupplics
the place, or which (the commerce being fuppafed
the fame) wounld cirealare there, if there was no
paper-money.  If pwenty fhilling notes, for exam-
ple, are the lowell paper-money current in Scot-
land, the whole of that currency which can ealily
circulate there cannot exceed the fum of gold and
filver, which would be necelfary for wanfucting the
annual exchanges of twenty thillings value and up-
wardsufually tranfacted within that country. Shouid
the circulating paper at any time cxceed that fum,
as the excefs could neither be fénr abroad nor be
employed in the circulation of the country, it muft
immediately rerurn upon the banks to be exchanged
for gold and filver. Many people would immedi-

ately
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ately perceive that they had more of this paper than
was neceflary for wanfafling their bufine(s at home,
and as they could not fend it abroad, they would
unmediazely demand paymentof it from the banks.
When this fuperflucus paper was converted into
gold and filver, they could eafily find a ule for it by
fending it abroad; but they could find none while
it remained in the fhape of paper. There would
immediately, therefore, be 3 mun spon the banks 1o
the whole extent of this fuperfiuous paper, and, if
they Mhowed any dificulty or backwardnefs in pay-
ment; 10 a much greater extent y the alarm,
which this would occafion, neceflarily increafing
the run.

Over and above the expences which are com-
mian to every branch of trade ; fuch as the expence
of houfe-rent, the wages of fervants, clerks, ac-
countants, &c.; the expences peculiar to @ bank
conldt chielly in twoarticles:  Firll, in the expence
of keeping ai all times in its coffers, for anfwering
the oecafional demands of the holders of its notes,
i farge {um of money, of which it lofes the intereft -
And, fecondly, 1n the expence of replenithing thofe
cuffers as falt as they are emptied by anfwering fuch
ocealional demands,

A paxging company which iffues more paper
than can be employved in the ciuecolation of the
country, and of which the excefs 15 continually re-
tueroing upan them for payment, ought to increafe
the quantity of gold and flver, which they keep at
all tmes in their coffers, not only in propurtion to

this
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this exceflive increale of their circulation, but in a
much greater proportion; their nowes returning
upon them much fafter than in preportion to the
excels of their quantity. Such a company, there-
fore, ought to increafe the firft article of their ex-
pence, not only in proportion to this forced in-
creafe of their bufineis, but i a much greater pro-
portion.

THe coffers of fuch a company toe, though they
ought o be filled much fuller, yet muft Empty
themielves much fafter then if their bufinels was
confined within more reafonable bounds, and muft
require, mot only a more violent, bita more con-
ftant and uninterrupted exertion of eXpence in
order to replenifh them.  The coin too, ‘which
i& thus continually drawn in fuch large quantities
from their coffers, cannot be employed in the
circulativn of the counery. It comes in place of a
paper which is over and above what can be em-
ployed in that circulation, and is therefore, over
and sbove whiat can he employed in it oo,
But as that win will net be allowed to lie idle,
it mufl, in one thape or another, be fene abroad,
in order to find that profiable employment
whigh it cannot find ar  home ;. and  this
continual exportation of gold and filyer, by en-
hancing the difficulty, muft necellanily enhance flil)
further the expence of the bank, in fAnding new
gold and filver in order to replenith thog coffers,
which empty themfelves fo very rapidly.  Sueh 4
vompany, therefore, muft, in preportion to this
forced increafe of their bufineis, increaie the fe-
cond article of their cxpence ftill more than the

firft,
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Lzt us fuppofe that all the paperof a particular
banl:, which the circulation of the country ¢an
eafily ablorb and emplov, amounts exactly to forey
thoulod pounds ;- and that for aniwering occalional
demands, this banl is obliged to keep ar all times
m its coffers ten thoufand pounds n gaold and Glver.
Should this bank attempt to circulars forty-font
thoufand pounds, the four thoufand pounds which
are aver and above what the circulation can eafily
abforh and employ, will rewirn upon it almoft as
faft as they are iffued.  For anfwering occafional
demands, therefore, this bank vught 1o keep at all
tmes-in i3 coffers, not eleven thoufand pounds
only, ‘but fourteen thoufand poonds,  Io will thns
g nothing by the intereft of the four thoufand
pourids excelfive cirenlation , and it will lufe the
whole expence of continually’ colls€ting four thou-
fand pounds ingeld and filver which will be con-
tinually going out of its coffers as faft as they are
brouzht mta them.

Hip every particilar banking company always
underftood and arended to its own particular in-
terelt, the circulation never eould have been over-
flocked with paper moncy. But every particular
banking company has' not always underflood or
attendeéd o its owne particalar intereft, and the eir-
culetion has frequently been overftocked with paper
MOALY.

B ifluing too great-a guantity of paper, of which
the cxgels was continually returning, in. order to
be exchanged for gold and hiver, the bank of En-
gland was for many years together obliged to coin
gold to the extent of between eight hundred thou-

{and
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fand pounds and a million 3 year; or at an average,
about eight hundred and fifty thoufind pounds.
For this great coinage, the bank (in confequencs
of the worn and degraded ftate into which the gold
coin had fallen a few years ago) was frequently
ohliged o purchafe gold bullion at the hizh price
of four pounds an ounce, which it feon after iflucd
incoinat gl 175 1od.h. an ounce, loling in this
manner between two and a half and theee per cent.
upon the coinage of [0 very large a- fum:  Though
the bank therelore paid no feignorege, thoush the
government was properly ar the expence of the
coinage, this liberality of government did not pre-
vent altogether the expence of the bank.

Tue Scotch banks, in confequence of an cxcels
of the fame kind, wers all obliged to employ
conftantly agenis at London to colle€t money for
them, ar an expence which was feldom below one
and a half or two per cent,  This money was fent
down by the waggzon, and infured by the carrers
at an additional expence of three quarters per cent.
or fifreen lhngs on' the hundred pounds.  Thofe
spents were nop always able to replenith the coffers
of their emplovers (@ faft as they were emptied.
In this cale the refource of the banks was, to draw
vpon their correlpondents in London bills of ex-
change o the extent of the fum which they wanted.
When thofe correlpondents afterwards drew upen
them for the payment of this fum, together with
che interelt, and 2 commiflion, fome of thofe banks,
from the diftrels into which their exceflive circule-
tion had thrown them, had forgetiomes no other
meuns of farisfying this draught but by drawing a
fecond [zt of bilis either upon the {fame; or upon

{ome
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fome other corrcfpondents in London; and the
fame fum, or rather bills for the fame fum, would
in thismanner make fometimes maore than two or
three journics; the delitor, bank, paying always the
intereft and commflion upon the whole accumulated
fum. Even thole Scotch banks which never diftin-
guithed themfelves by their extreme imprudence,
were [omenimes oblized o employ. this rainous re-
fource.

Tue gold coin which ‘was paid out either by the
hank of England, or by the Scotch banks, in ex-
change for that part of their paper which was over
and above what could be employed in the circula-
tion of the country, being likewile over and above
what coald be employed in that arculation, was
fometimes [ent abroad in the fhape of coin, {ome-=
times melted down and {ent abrogd in the (hape of
bullion, and fometimes melted down and {old to
the bank of England at the ligh price of four
pounds an ounce. Tt wais the newelt, the heaviefl,
and the beft picces only which were carefully pick-
cd out of the whole coin, and either fent abroad or
melied 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,
st home, The bank of England, notwithitanding
their great annual comnage, found to their aftonith-
ment, that there was every year the fame fearciry
of coin as there had been the year before; and
that notwithftanding the great quantity of good
and new coin which was every year flued from
the bank, the Qate of the coin, infiead of grow-

ing
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ing berter and better, became every year worle
and worle. Every yearthey found themiclves under
the neceflity of comning nearly the fame quantity of
gold as they had comed the year before, and from
the continual nie in the price of gold bullion,
in confequence of the continual wearing and
clipping of the coin, the expence of this greac
annual coinage becarmhe every vear greater and
greater. The bank of England, it 1s o be
oblerved, by fupplying its own coffers with coin,
18 indirectly obliged to fupply the whele kingdom,
into which coin is continually flowing from thoie
coffers in'a great varicty of ways. Whatever cuin
therefore was wanted to fupport this exceffive circy-
lation: both of Scotch and Englith paper money,
whatever vacuitics this exceilive cireulation oeca-
fioned in the neceffary eoin of the kingdom, the
bank of England was obliged 1o fupply them. The
Seatch banks, no doubt, paid all of them very
dearly for their own imprudence and inattention.
But the bank of England paid very dearly, not anly
for its own improdence, but for the much areater
imprudence of almoit all the Scotch banks,

Tue over trading of fome bold prajeftars in
both parts of the united kingdom, was the ori-
ginal caufe of this excelive circulation of paper
Money.

Wiat a bank can with propriety advance o a
merchant or undertaker of ‘any kind, is not, either
the:whole capiml with which he rrades, or even
any confiderable part of that capital ; but that part
of itonly, which he would otherwife be obliged 1o

kecep



48 THE NATURE AND CAUSES OF

keep by him unemployed, and in ready money for
anfwenng occahonal demands. 1 the paper money
which the bank advances never exceeds this value,
it can never exceed the value of the gold and filver,
which would neceffarily circulare in the country if
there was no peper money ; it can never exceed the
quantity which the cuculation of the country can
eafily abforh and employ.

When a bank difcounts to 2 merchant a real
bill of exchange drawn by & real creditor upon a
real debtor, and which, as {oon as it becomes dus,
1s really paid by that debror; it only advances to
bim a part of the value which he would otherwife
be obliged to keep by him unemployed, and in
ready memey for anfwering occahonal demands,
The payment of the bill, when it becomes due,
replaces to the bank the value of what it had ad-
vanced, together with the intereft, The coffers of
the bank, fo far as its dealings are confined to fuch
cuftomers, refemble 2 water pond, from which,
though a flream 18 continually runming out,
yetr -anothier s contmually  running o, fully
equal o that which runs out; (o thar, without any
further care or atenton, the pond keeps always
equally, orvery nearequally full. Ligtle or no ex-
pence can ever be neceffary for replenifhing the
cofters of fuch a bank.

A mercHarT, Without over-trading, may fre-
quently have ocgabion for a fum of ready money,
even when he has no bills to difcoant. When a
bank, befides difcounting his bills, advances him
likewale upon fuch occafions, fuch fums upon his
calh avedunt, and accepts of a piece-meal re-

payment
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payment as the money comes in from the occa-
fionwl fwle of his goods, upon the eafy terms of
the banking companies of Scotland ; ic difpenfes
him entirely from the neceffity of keeping
any part of his flock by him unemployed,
and in ready money for anfwering occafional de-
mands. When fuch demands afally come upen
him, he can anfwer them fufhciently from his cath
account. The bank, however, in dealing with
fuch cultomers, ought to obierve with great atten-
tion, whether in the courfe of fome fhort period
{of four, fve, fix, or eight months, for example)
the fum of the repayments which it commenly
receives from them, is, or 15 not, fully equal to
thar of the advances which it commeoenly makes
to them. If, within the courle of fuch f(hort
perinds, the fum of the repayments from certain
cuftomers 5, upon moft cccalions, fully equal to
thar of the advances, it may fafely continue to deal
with foch cuftemers. Though the ftream which
18 in this cafe continually running out from its
coffers may be very large, that which is continually
running into them muft be at leaft cqually large;
fo that without any further care or attention thofe
coffers are likely to be always equally or very near
equally fill; and fcarce ever to require any exira-
ordinary expence to replenith them. If, en the
conuary, the fum of the repayments from certain
other cuftomers fall commonly very much fhort of
the advances which it makes to them, it cannor
with any fafery continue to deal with fuch cuftom-
ers, at leaft if they continye to deal with itin this
manner. The ftremn which 15 in this eife con-
tnually running our from its coffers is neceflarily
much larger than that which is continually running

Yor, M. E i3
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in; fo that, unlefs they are replenifhed by fome
arcar and continual eflore of expence, thefe coffers
muit {oon be exhanfted altogether.

Tuz banking companies of Scotland, according-
ly, were for a long time Yery careful to require fre-
quent and vegular repayments from all their cuf-
tomers, and did not care 1o deal with any perlon,
whatever might be his fortune o credir, 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 advaniages.

Frast, by this attention they were enabled to
wake fome tolerable judement concerning the
thrving or declining circumitances of their debtors,
withont being obliged o 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
circumitances are either thrving or declining. A
private man who lends out his muney to perhaps
half 2 dozen or a dogen of debtors, miay, cither by
himielf or his agents, obferve and enquire both con-
feantly and carefully into the conduct and ftuacion
of each of them: Bur s banking company, which
lends money to perhaps five hundred difierent peo-
ple, and of which the attcntion 15 continually occu-
pied by objects of a very different kind, can have
no regular information concerning the condudt and
circumfances of the greater part of its debtors be-
yond what its own books afford it In requiring
frequent and regular repayments from el their

cuftomers,




THE WEALTH OF NATIONS. &1

cuftomers, the banking companies of Scotland had
probably this advantage i view.

Speconpry, by this attention they fecured
themiclves from the polfibility of iluing more
paper money than whar the circulation of the
country could ealily ablforh and employ. When
they oblerved that within moderare penods of ome
the répayments of 2 particular cuflomer were upon
moft occaliona fully equal o the advances which
they had made to him, they mught be aflured that
the paper money which they had advanced to him,
had not at any nme exceeded the quantity of gold
and. filver which he would otherwile have been
obliged to keep by him for anfwering occalional
demands; and that cenfequently the paper money
which they bad circalated by his means had nor at
any timg exceeded the quantity of geld and Glver
which would havecareulated in the country, had there
bzen ne paper money,  The frequency, regularicy
and amount of his repayments would fufficiently
demonftrate that the amount of their advances had
at no time exceeded that pare of his capital which
e would otherwife have besn obliged to keep by
lim unemployed, and in ready money for anfwering
oceafional demands ; that is, for the purpole of
lzeeping the reft of his capual in conftant employ-
ment. It is this pare of his capical ogly which,
within moderate periods of time, is continually re-
turning to cvery dealer i the {hape of money,
whether paper er coin, and contnually soidg from
him-in the fame fhape. If the advances of the
bank had commonly exczeded this part of his
cipital, the ordinary amount of his TEpaAymEents

5o could
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conld not, within moderate periods of time, Have
equalled the ordinary amount of 18 advances. The:
ftream which, by means of his dealings, was conti-
nuzlly runtiing into the coffers of the bank, could
nor have been equal to the fream which, by means
af the fame dealings, was continually runming
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 anfwenng occafional
demands, might {oon come 1o cxceed the whole
quantity of gald and [itver which {the commerce
being fuppofed the fame) would have circulated in
the country had there been no paper money; and
ennfequently to excesd the quantity which the dir-
culation of the country could calily abforb and em-
ploy; ead the cxcels of ghis paper money would
imrmediataly have rerurned upon the bank i order
to e exthanged for gold and filver. "This fecond
advanrage, thoogh equally real, was not perhaps fo
wetl underftood by all the different banking compa-
mies of Scotland as the firft.

When, pattly by the convemency of difeounting
bills, and partly by thar of cafh accounts, the cre-
ditable rraders of any country ¢an 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 reafon-
ably expect no forther affiftince from banks and
ha.nLtl‘s who, when they have gone thue far, can-
not, :imﬁﬁemij,' with their own intereft and fafery,
a0 i'ar'{hr:r A bank cannot, confiftently with its
mhn witerell; advance to g trader the whole or event

the
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the greater part of the arculating capatal with which
he trades; becaufe, though that capital is cong-
nitally returning to himin the thape of money, and
going from him in the fame fhape, yet the whole
of the returns is too diftant from the whole of the
out-gomgs,; and the {um of his repayments could not
equzl the fom of i1s advances within fuch moderate
penods of vme as fuic the conveniency of a bank.
Still lefs could a bank afford to advance him any
eonfiderable pare of his fixed capital; of the capital
which the undertaker of an iron forge, for example,
employs in ereting his forge and imelting-houfe,
his work-houfes and warchoufes, the dwelling-
houfes of his workmen, &c.; of the capital which
the undertaker of a mine employs in linking his
fhafts, in eredling engines for drawing out the
water, 1 mekang roads and wagzon-wavs, &ec ; of
the capital which the perfon who undertakes to
improve land employs in clearing, draining, enclof-
ing, manuring and ploughing wafle and unculi-
vated fields, i bwlding farm-houtes, wirh all their
neeeffary appendages of flables, pranaries, &e
The returns of the fAixed capital are in almoft all
cafes much flower than thofe of the circulating
cepital; and fuch expences, even when lod oue
with the greateflt prudence and judgment, very
feldom requrn to the undertaker till after a periad
of many years, a period by far too diftant to (ujr
the conveniency of a bank. Traders and other
undertakers may, no doubt, with great propriety,
carry on a very confiderable part of their projects
with borrowed money. In juitice to their creditors,
hawever, their own capirtal cught, in this eale, to be
tutheient to enfure, if I may fay fo, the capiral of

thole
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thofe creditors; or to render it extreamly impro-
bable that thofe creditors fhould incur any lols,
even though the fuceefs of the project hould fall
very much fhort of the expectation of the projectors.
Even with this precaution too, the money which is
borrowed, and which it is meant thould not be re-
paid till after o period of (everal years, cught not @
be harrowed of a bank, but ought to be borrawed
upon bond or morrgage, of fuch prvare people as
propofe to live upon the intereft of ther maney,
without taking the trouble themfelves to employ
the capital; and who are upon that account willing
to lend that capital to fich people of good credit as
are likely to keep it for feveral yoas. A bank,
indced, which lends its money withour the expence
of ftampt paper, er of attornies fees for drawing
bonds and mortgages, and which accepts of repay-
rment upon the eafy terms of the banking compa-
nies of Scotland; would, no doubt, bea very con-
wvenient creditor to fuch traders and undertakers.
Bur fuch traders and undertakers wonld, {urely, be
moft inconvenient debtors to {uch a bank.

I+ is now more than five and twenty years fince
the paper meney iffued by the different banking
companics of Scotland was fully equal, or rather
was {omewhat more than fully equal to what the
circulation of the country could eafily abiorb and
employ. Thofe companics; thercfore, had o long
apo given all the affiftance to the traders and other
undertzakers of Scatland which it is poffible for
barkks and bankers, confiftently with their own
intereft, to give, They had even done fomewhat
mare,  They had over-traded a little, and had

bp:.-ug'fll;
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browght wpon themfelves that fofs, or at leaft that
dimnution of profit, which in this parncular buli-
nefs pever fails to attend the [malleft degree of
over-tradwg. Thofe traders and other undertakers,
having pgor fo much affiftance from banlks and
bankers, withed w ger il mors. The banks,
they feem to have thought, could extend theircredits
to: whartever fum might be wanted, without in-
curring any other expence befides that of a few
reams of paper. They complained of the con-
tratted views and daftardly {pirit of the dire&tors of
thofe banks, which did not, they faid, extend their
credits in proportion to the extenfion of the trade
of the country ; meaning, no doubt, by the exten-
fion of that trade,. the extenfion of their own pro-
Jects beyond what they could carry on, either with
their own capital, or with whar they had eredit 1o
borrow of private people in the ufual way of bond
or mortgsge. The banks, they feem to have
theught, were in honour bound to fupply the defi-
ciency, and to provide them with 2l the capital
which: they wanted w tade with. The banks,
kowever, were of a different opinion, and upon
their reFuﬁng to extend their credis, fome of thofe
traders had recourfe to an expedient which, fora
time, ferved their purpofe, thoush ar a much
greater expence, yet us efféctually as the urmaft
cxtenfion of bank credits could have done, This
expedient was no other than the well-known fhift
of drawing and re-drawing; the (hift ta which un-
tortunate traders have fometimes recourfe when
they are upon the brink of bankruptey. The
practice of raifing meney in this manner, had
been long known in England, and dering the

4 courie
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courle of the late war, when the high profits of
trade afforded a grear temptation to over-trading, is
fuid to have been carried on to a very great extént.
From England it was brought mto Scotland, where,
i proportion to the very limited commerce, and
to the very moderate capital of the country, it was
{vom carried on to a much greater extent than it ever
had been in England,

Tue practice of drawing and re-drawing is fo
well kaown to all men of bulinef, that it may per-
haps be thonght unneceffary 1w give any account of
it. EBut as this book may comne into the hands of
many people, whoare not men of bulinefs; and as
the effects of this practice upon the banking trade
are not perhaps generally undesftood even by men

of buline(s themfelves, [ fhall endeavour w explain
it as diftinétly as I can.

Tue cuftoms of merchants, which were efta-
blithed when the burbarcus liws of Europe did not
enforce the perfarmance of their contrafls, znd
which during the courfe of the two laft centuncs
have been adopted into the laws of all European
nations, have given fuch expraordinary privileges o
bills: of exchange, that money is more readily ad-
vanced upon them, than ypon any other fpecies of
obligation; efpecially when they are made payable
within {o fhort a pened as two or three months af-
ter their date.  IF when the bill becomes due, the
acceptor does pot pay it @s [oon as it is prefented,
he becomes from that momert a bankrupt. The
bill iz protefted, and returns upon the drawer, who,
if he does not immediately pay it, becomes likewile

a bankrupt.



THE WEALTH OF NATIONS. &y

& bankrupe. [If befere it came to the perfon who
prefents it to the accepror for payment, it had paffed
throngh the hands of {everal other perfons, who had
fucceffively advanced to cne another the contems of
it either in money or goods, and who, to cxprels
that cach of them bhad in his torn reecived thofe
gontents, had all of them in their order endorfed,
that 15, written their names upon the back of the
bill; each endorfer becomes in his turn liable 1o the
owner of the bill for thole contents, and if he fails
to pay he becomes oo from that moment a bank-
rupt. T hough the drawer, accepror, and endorfers
of the bill fheuld, all of them, be perlons of doubt-
ful crediv; yer Ll the (hortnefs of the date gives
fome fecurity to the owner of the bill.  Though all
of them may be very likely to become bankmupts;
- it i5 @ chance if they all become fo in fo fhort a
time. The houle 18 erazy, {ays a weary traveller 1o
himielf, and will not fland very long; but icis a
chanee if it falls to-might, and T will venture, there-
fore; 1o fleep in it to-night,

Tur trader A in Edinburgh, we fhall fuppale,
draws a bill upon B in London, payable two months
after date.  In reality Bin London awes nathing to
A in Edinburgh; but he agrees to accept of A%
bill, upon condition that before the term of pay-
mant he fhall redraw upon A in Edinburgh, for the
fame fum, together with the intereft and a enm-
puithon, gnother bill, payable likewife two months
after date. B accordingly, before the expiraiion of
the firlt two months, re-draws this bill upon A
Edinburgh ; who again, before the expiration of the
fecond two months, draws a {econd bl upon B
London, payable hkewife two months after date ;

and
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and before the expiration of the thitd two manths,
E in London re-draws upon & in Edinburgh an-
other billy payable alfes two months after date. This
prachice has fometimes gone on, not enly for feveral
months, but for feveral years together, the bill al-
ways returning upon A in Edinburgh, with the ac=
cumulated ntereft and commiffiun of all the former
ills. The intereft was five per cent. in the year,
and the commiffion was never lefs than one hall per
cene. on cach draught.  This commiffion being 1e-
peated more than fix times 1 the year, whatever
money A might raife by this expedient muft necel=
farily have eoft lim fomething more than eight per
cent. in the year, and {ometimes a great deal more;
when either the price of the commillion happened
to rife, or when he was obhiged to pay compound
miereft upon the mtereft and commifhion of former
bills. This practice was called rifing money by cir=
culation,

Ix a esuntry where the erdinary profits of ftock
in the greater part of mercantile projects are {up-
pofed to run between fix and ten per-cent. 5 it muft
have been a very fortunate fpeculation of which the
returns could notonly repay the enormeus expence
ar which the maney was thus borrowed fer carrying
it omy. hue afford, belides, a good furplus profit to
the projector. Many vaft and extenfive projects,
however, were undertahen, and for feveral years
carried on without any other fund o fupport them
befides what was raifed at this enormous expence.
The projettors, no doubt, had in their golden dreams
the moft diftinét vifion of this great profit. Upon
thewr awaking, however; either at the end of their

projects,
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projecls, or when they were no longer able rocamy
them on, they very feldom, 1 believe, had the good
fortune to find it.

Tue bills which A in Edinburgh drew upan B in
London, he regularly difcountéd two months before
they were due with fome bank or banker in Edin-
burgh ; 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 London. Whatever was-advanced
upon fuch circulating bills was, in Edinburgh, ad-
vanced in the paper of the Scotch banks, and n
London, when they were difcounted at the bank of
England, in the paper of that bank. Though the
bills wpon which this paper had been advanced,
were all of them repaid i their turn as foon as they
became due; yer the value which had been really
advanced upon the felt bill, was never really return-
ed to the banks which ndvanced ity becaule before
each bill became due, another bill was always drawn
to [omeéwhat a greater amount than the bill which
was [oon to be paid; and the difcounting of this
vrher bill was effentially neceflary towards the pay-
ment of that which was foon 1o be due.  This pay-
ment, therefore, was altegether fiftitous. The
ftream, which by means of thofe circulating bills of
exchange, had once been made to run out from the
coffers of the banks, was never replaced by any
ftream which really run into them.

Tne paper which was ifliied upen thole cireulating
bills of exchange, amounted, upon many occafions,
to the whele fund deftined for carrying on fome

valt
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vaft and extenfive projedt of agriculture, commerce,
er manufactures ; and not mercly to that part of it
which, had there been no paper money, the pro-
jector would have been oblized ta keep by him, un-
employed and 1n ready money, for anfwening oc-
cafionzl demands.  The greater part of this paper
was, confequently, over and above the valoe of the
gold and filver which would have circulated in the
country, had there been no paper money. It was
over 2nd above, therefore, whatr the circulation of
the country could cahly abforb and employ, -and,
upon that account, wnmedsately returned upon the
barnks in order to be exchanged for gold and Liver,
which they were to hnd as they could. [t wasa
capital which thofe projefiors had very artfully con-
trived to draw from thofe banks, not only without
their knowledge or deliberate confent, but for fome
teme, perhaps; without their having the moft diftant
fufpicion that they had really advanced it.

Waen two people, who are continuaily drawing
and re-drawing upon one another, dicount their
bills always with the fame banker, he muft imme-
drately diftover what they are about, and {ee clearly
that they are trachng; not with any capital of their
ewn, but with the capital which he advances to
them. But this difcovery is not altogether fo ealy
when they difcount their bills fomenmes with one
banker, and fometimes with another, and when the
fame two perfons do not cenftantly draw and re-
draw upon one another, but occafionally run the
round of a great cirele of pfujfﬂﬂl‘s, who find it for
their intereft to affift one anether in this method of
raifing money, and to render it, upon that account,

ah
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a5 difficult as pofiible to diftinguith between a real
and a fictitious bill of exchange; between a Bill
drawn by a real creditor upon a réal debtor, and 2
bill for which there was properdy no real creditor
but the bank which difteunted it; nor any real
debror but the projector who made ufe of the mo-
ney. When a banker had even made this difcove-
ry, he might fometimes make it too late, and might
find that he had already difeounted the bills of thofe
projectars to o great an exrent, that by refulfing w
difcount any more, he would neceffarily make them
all bankrupts, and thus, by ruining them, might
perhaps ruin himlelf. | For his own interelt and
fafety, therefore, he might find it necelfary, in this
very perilous fituation, to go on for {ome time, en-
deavouring, however, 1o withdraw -gradually, and
upon that account making every day greater and
greater difficulues about difcounting, in order to
force thafe projectors by degrees to have recourie,
cither to other bankers, or to other methods of
raifing moneys o as thar he himfElf might, a5 foon
a5 poflible; gor cut of the circle. ‘The difficitlties,
accordingly, which the bank of England, which the
prncipal bagkers in Loadon, and which even the
mare prident Scorch banks began, afier 3 certain
ume, and when all of them had already oone too
Far, to muke abour difcounting, not only alarmed,
but earaged in the highefl desree thafe projectors,
Their own diftrels, of which this prudent and ne-
cellary referve of the banks, was, no dogbt, the
immediate ocrafion, they called the diftrels of the
country s and this diftrels of the country, they [aid,
was aliageher owing 1o the ignorance, pufillani-
sy, ond bod conduft of the banks, which did

ot
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not give a fufficiently liberal aid to the fpinted un=
dertalkings of thofe who exerted themiclves 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 ex-
tent as they might wilb to borrow, The banks,
however, by refuling in this manner o give more
credit to thofe to whem they had already given a
great deal too much, ook the only method by
which it was now poilible 10 fave eiher their own
credic, or the publick credit of the country.

Tx the midft of this clamour and diftrefs, a new
bank was eitablithed in Scotland for the exprefs
purpofe of relieving the diftrefs of the country.
The delign was penerous, bur the execution was
imprudent, and the nitire and caufes of the diftrels
which it meant to relieve, were not, perhaps, well
underftood.  This bank was more liberal than any
other had ever been, both in grannng cafh accounts,
and in difcounting bills of exchange.  With regard
to the latter, it feems to have made fearce any dil-
tinction between real and circulating ills, bot o
have difconnted all equally. It was the avowed
principle of this bank to advance, upon any reafon-
able fecurity, the whole capital which was to be
employed in improvements of winch the returns are
the moft flow and diftant, fuch as the mmprove-
-mems of land. To promote fuch improvements
was even fzid to be the chiéf of the publick {pirited
purpafes for which it was jaftituted. By irs libe-
rafity in granting cufh accounts, dnd in difceunting
bills of exchange, it, no donbr, iifued great quanti-
ties af ite bank-notes.” But 'thofe banle-notes being,

the greater pait of them, over and above what thﬂ
circulation
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circulation of the country could eafily abiorb and
employ, returned upon it, in order to hﬁlfxﬂ}ﬂngﬂd
for pold and filver, as faft as they were iflued. s
coffers were never well filled; ‘The capital which
had been fublcribed to this bank at two different
Tubfcriptions, 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 difierent inftalments. A great part of
the proprictors, when they paid in their firfl inftal-
ment, opeped a calth-account -with the bank; and
the directors, thinking themfelves obliged to meat
their own proprictors with the fame liberality with
which they treated all other men, sllowed many of
them to borow upon this cath account whar they
paid in upon gl their fibfequent inflalments.  Such
payments, therefore, only put into one coffer, what
had the moment before been taken out of anather.
But had the coffers of this bank been hlled ever fo
well, its exceffive circulation muft have empticd
them fafter dhan they could have been replenifed
by any ather expedient buc the ruinous one of
drawing upon London, and when the bill became
due, paying it, together with intere®t and commiffi-
on, by another draughe upon the fame place. lis
coffers having been filled fo very ill, it is {wid 10
have been driven to this refource within a very few
months after it began 1o do bufinels. The eftates
of the proprieters of this bank were worth {everal
rmillions, and by their [ubfeription to the original
bond or contract of the hank, were really pledged
for anfwering all irs engagements. By means of
the great eredit which fo grear a pledge neceffarily
gave it, it was, noswithitanding 1ts ton liberal con-

duct,
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dutt, ensbled w carry on bufinefs for more than
two years. When it was obliged to ftop, it had in
the circulation about two hundred thouland pounds
in bank-notes.  [n order o fupport the circulation
of thefe notes, which were contmually returning wp-
an it a3 fait as they were iffued, it had been con-
ftantly in the praftice of drawing bills of exchange
upon Londan, of which the number and value were
continually increabng, and, when it flopt, amount-
ed to upwards of fix hundred thoufand poundst
This bank, therefore, had, in little more than the
cour{e of swo years, advanced to different people
upwards of eight hundred thoufand pounds at five
per cent.  Upon dhe two hundred thonfand pounds
which it cirenlated in bank-notes; this'five percent.
might, perhaps, be conflidered as clear gain, with-
out any other dedwétion befides the expence of ma-
magement. But upon upwards of fc hundred thou-
fand pounds, for which it was contimually drawmg
balks of exchange upon London, it was paying, m
the way of imerelt and commiffion, upwards of
enzht per cent. and was confequently lofing more
than thrée per cent. upon more than three-fourths
of all itsdealings.

Tue operations of this bank {eem 1o have pro-
duced effecte quite oppolne to thofe which were in-
tended by the particular perfons who planned and
direfted it. They ftem to have intonded to fopport
the dpirived uncertaliings, for as fuch they confider-
ed them, which were at that time carrying on in
different parrs of the oountry s and at the fame
time, by drawing the whole banking bulinels 10
thomizlves, 1o fupplant all the other Scotch banks;
pamtcntarly thote eftablithed ar Edinburgh, whote

backward-
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backwardnefs in difcounting bills of exchange had
given fome offence, This bank, nodoubt gave jome
termporary relief to thole projectore, and enabled them
to carry on their projects for about two years longer
than they could otherwife have done. But it thereby
only enabled them to ger (o much deeper into debr, fo
that when ruin came, it fell fo much the beavier both
upon them and upon their creditors.  The operati-
ons of this bank, therefore, inftead of relieving, in
reality aggravated in the long-run the diftrefs which
thofe projeciors had brought both upon themfelves
and upon their country. It would have been much
better for themfelves, their creditors and their
country, had the greater part of them been obliged
to ffop two years foonmer than they aétually did.
The tempuorary relief, however, which this bank af-
forded 1o thofe projectors, proved a real and permii-
nent relief to the other Scorch banks, All the
dealers in circulating bills of exchange, which thole
other banks had become fo backward in difcount-
ing, had recourf® to this new benk, where they
were received with open arms. ‘Thofe other banks,
therefore, were enabled to get ver y ealily out of that
fatal circle, from which they could not otherwile
have difengaged themfelves without incarri ng acon-
hderable lofs, and perhaps too even fome degree of
difcredit.

In the long-run, therefure, the operations of this
bank increafed the real diftreft of the country which
it meant to relieve; and effeftually relieved from
4 very great diftrefs thofe rivals whom it meane to
fupplant,

Ar the firfk ferring out of this bank, it was the
Spimion of fome people, that how faft foever s
Yor. II. F coffers
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coffers might be emptied, it might ealily replenih
them by railing money upon the fecunities of thole
to whom it had advanced its paper.  Expericnce, |
believe, foon convinced them that this method of
raifling money was by much too llow to anlwer their
purpafe; and that coffers which orginally were {o
il filled, and which emptied themielves (o very
faft, could be replenifhed by no other expedient
but the roinous one of drawing bills vpon London,
and when they became due, paying them by other
draughts upon the fame place with sceumulated in-
tereft and commiflion: But though they had been
able by this method to raife money as faft as they
wanted it; yet inftead of making a profit, they
muft have fuffered a lofs by every (uch operation ;
fa that in the long-run they muft have rmined them-
felves as & mercamile company, though, perhaps,
naot {o foon as by the more expenflive prachce of
drawing and redrawing.  They could ]’ bave
made nothing by the mrerelt of the paper, which,
being over and above what the circulation of the
country could ablorb and employ, returned wpon
them, in order o be exchanged for gold and flver,
as falt as they iffued it; and for the payment of
which they were themielves continually obliged to
borrow money.  On the contrary, the whele ex-
pence of this borrowing, of employing agents to
look out for people who had money to lend, of ne-
gociatine with thole people, and of drawing the
proper bond or allignment, malt bave [Allen upon
them, and have been [0 miuch clear lofs upon the
balance of their accouns. The projeét of replenith-
ing their coffers in this manner may be compared
to that of & man who had a water-pond from which
a flream was contpually running out, and into

which
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which no flream was continuaily running, but whe
propoled fo keep it always equally full by cmploy-
ing a number of paople to go contnually with
buckets to a well at fome miles diftance in order to
bring water to replenifl it

Bur though this operation had proved, not only
practicable, but profitable to the bank us a mercans
tile company; yer the country could have derived
mo bencfic from its bar, on the contrary, mauft
bave fuffered & very confidersbile lofs byir. This
operation conld wot augment in the {mallet degree
the quantity of money o be lent. It could only
have erceted this bank into a fort of general loan
office for the whole country.  Thofe who wanted e
borrow, muft have applied to this bank, inftead of
applying to the private perions who had lent it their
money.  Buta bank which lends money, perhaps,
to five hundred different people, the greater part of
whom its direclors cen 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
meney among 2 fow people whom e knows, snd
i whofe fober and frugal conduét he thinks he has
good reafon to confide: The debtors of fuch a
banle, as that whofs condust I have been giving
fnme account of, were hkely; the greater part of
them, to be chimerical projettors, the drawers and
re-drawers of circulasing bills of exchange, who
wauld employ the money in extravagant under-
takings, which, with all the affiftance that could be
given them, they would prabably never be able o
tomplete, and which, if they thould be compleated,
would never repay the expence Wwhich they had
veally coft, would never afford a fund capable of

EFa maintaining
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rnaintaining & quantity of labour equal to thatwhich
had been employed about them. The fober and
frugal debrors of private perions, on the contrary,
would be more Tkely to employ the money borrow-
ed 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 proficable; which
would repay with a large profit what=ver had been
Iaid out upon them, and which would thus afford 2
fund capable of maintaining a much greater quan-
tity of labour than that which had been employed
about them. The fuceels of, this operation, there-
fore, without encreafing in the fmalleft degree the
capital of the country, would enly have transferred
2 great partof it from prudent and profitable, tw
rmprudent and unprofitable undertakings.

Tuat the induftey of Svotland languifled for
wane of money to empluy it, was the opinion of the
famous Me. Law. By eftablifhing a bank of a par-
ticular kind, which, he ftems to have imagined,
pght ilfue paper to the amount of the whole value
of all the lands in the country, he propofed to re-
medy this want of money. The parliament of
Scotland, when he Grft propoled His projedt; did not
think proper to adopr i, It was afterwards adopt-
ed, with fome variations, by the duke of 'Orleans,
ar that time regent of France. The idea of the
poffibilivy of multiplying paper money to almoft any
extenr, was the real foundation of what 15 called
the Mifffiippi fcheme, the moft extravagant project
both of banking and flock-jobbing that, perhaps,
the world ever faw. The different operayons of

. this
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this {cheme are explained {o fully, fo clearly, and
with o much erder and diftinétneis, by Mr. Du
Verney, in his Examination of the Polincal Reflofh-
ons npon Commerce and Finances of Mr. Du Tot,
that T fhall not give any account of them. The
principles upon which it was founded are explained
by Mr. Law him(elf, in a difcourie concerning ma-
ney and trade, which he publifhed in Scatland when
he firft propofed his project.  The [plendid, but Vi-
flonary ideas which are fetr forth in that and {ome
other works upon the fame principles, fhill continue
to make an impreffion upon many people, and have,
perhaps, in part, contributed to that excefs of bank-
ing, which has of late bzen complained uf both in

Scotland and in other plices,

Tt bank of England is the greateft bank of cir-
culation in Europe. It was incorperated, in purfu-
ance of an actof pariiament, by a charter under the
great (eal, dated the a7ch July, 1694, Itat that
time advanced 1o government the fum of one milli-
of two handred thoufand pounds, for an anmuity
of one hundred thoufnd pounds; ur for g6o00l. 2
year intereft, at the rate of eight per cent. and
aoool. 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 fo hign
an nteref},

In 1697 the bank was allowed to enlarge s ca-
pital flock by an engraftment of 1,001,175 L 108
Its whole capital ftock, therefure, amounted oy this
tme o 2,301,171 L 108 This engrafiment 1% kel
to have been for the {appart of publick credic.  In

1606



vo THE NATURE AND CAUSES OF

1696 tallies had been at forty, and fifty, and fixty
per cent. dilcount, and bank nowes at tWenLy per
cene, . During the great recomage of the hlver,
which was going on ar this time, the bank had
thought proper to difcongnue the payment of its
notes, which necelianly occalioned their diferedit.

b purfiiance of the 9th Anne, ¢ vii. the bank
advanced and paid into the exchequer, the fum of
gqoconol. i making in all the fiim of 1,§o00.0001
which it had advanced upon its original annuity of
a6,000l. intereft and go00l. for expence of ma-
nagement.. In 708, therefore, the credit of go-
vernment was as good as that of private perions,
fince it could borraw at fix per cent. interet, the
common Jegal and market rate of thefe times. In
purfuance of the fame a¢t, the bank cancelled ex-
chequer bills to the ameount of 1,775,027l 175
12:d. at fix per cent. intereft, and was at the fame
time allowed to take in fubfenptions for doubling
18 capital.  Ioo 1708, therefore, the capital of the
bank ssmonnted 10 4,402, 3431 ; and it had advanced
to government the lumof 3,575,027k 173 10id,

Bv a call of fifteen per cent. in 1509, there was
paid in and made ftock 656,204, 15, 9d.; and by
another of ten pet cenr. n 1910, soisakl. 125
11d.  Inconfequence of thole two calls, therefore,
the banlk capital smounted to £,£50.9051, 145 8d.

Iv purfiance of the §th George 1. ¢ xxi. the
bark purchafed of the South Sea Company, flock

LE%]

* James Poltlethwnire's Hiftory of the Publick Revepue,
Page 301y
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to the amotint of 4,000,000l.; and an 1722, in
confeguence of the fubferiptions which it had 1zken
in for enabling it to make this purchafe, its capitl
ftock was increafed by 3,400,000l At this tme,
therefore, the bank had advanced to the publick
9,375027L 175 1oid.; and its capital fock
amounted only to 8,959,095 145 8d. It was
wpon this occafion thar the fam which the bank had
advanced to the pablick, and for which it received
interelt, began firdlt 10 exceed its capital flock, or
the fum for which it peid a dividend 1o the pro-
prietors of bank ftock s or, in-other words, that the
bank began to have an undivided capital, over and
above its divided ore. It has continued to have
dn undivided capital of the fame kind ever {nce.
In 1746 the bank had, upon differen: occafions, wd-
vanced to the publick 11,686,8001. and is divided
capital bad been raifed by different calls and fub-
{eripiions o 19,780,000l The flare of thole twa
fums has continued to be the fame ever finge. In
purfuance of the ath of George HI. c. 25, the bank
azreed o pay to government {or the renewal of its
charter, 11,000l without interelt or repayment.
This fum, therefore, did not increzfe cicher of thofe
two other fums,

Tre dividend of the bank has varied ‘according
to the variations in the rate of the intereft which it
has, at different omes, regeived for the money it
kad advanced to the publick, as well us according
o orhier circumitances,. This rate of intereft has
eradually been reduced from eight to three per cent.
For fome years paft the bank dividend has been at
five and a half per cenr, _

Tue
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Tue ftability of the bank of England is equal
to that of the Briti(h government. All that it has
advanced to the publick muft be loft before its
creditars can foftain any lofs. No other banking
company in England can be eftabliled by act of
parliament, or can confift of more than fix mem-
bere. It afts, not only as an ordinary bank; but
asa great engine of ftate, It receives and pays the
greater part of the annuities which are due to the
creditors of the publick, it circulates exchequer
bills, and it advances to government the annual
amount of the land and male taxes, which are fre-
guently not paid up till fome years thereafter.
1n thofe different operations, its duty 1o the publick
may [ometimes have ebliged ir, without any fault of
its directars, to overftock the circulation with paper
money. It likewile difcounts merchants blls,
and has, upon everal different occalions, fupported
the credit of the principal houfes, not only
of England, but of Hamburgh and Holland.
LIpon one ocealion it 15 fad to have advanced for
this purpole, in one week, about 1,600,000 Lsa
great part of it n bullion. 1 do not, however,
pretend to warrant either the greatnels of the {um,
or the fhortnefs of the time. Upon other occa-
fions, this great company has been reduced to the

necellity of paying in [ixpences,

1r is not by sugmenting the capital of the
countey, but by rendering a greater part of that capital
aftive and productive than would otherwils be fo,
chat the molt judicious operations of banking can
inereafe the induftey of the country. That parc of
hiz capital which a dealer is obliged to keep by him
unemployed,
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unemployed, and in ready money for anfwering
accafional demands, 15 fo much dead flock, which,
fo long as it remains in this firoation, produces
nothing either o him or ta his conntry- The judi-
cious operations of banking, enable lim to convert
this dead fkock into active and productive flogk ;
into matenals to work upon, into teols to work
with, and into provifions and fubfiftence to work
for ; into ftock which produces fomething bath to
him and to his country. The gold and filver
maney which circulates in any country, and by
nieans of which, the produce of its land and Jabour
is annually circulated and diftributed to the proper
confymers, is, in the fame manner as the ready
money of the dealer, all dead flack. It isavery
valuable part of the capital of the country, which
produces nothing to the country. The judicious
operations of banking, by fubftiating paper in the
room of a grear part of this gold and filver, enables
the country to convert a great part of this dead
fiock into aftive and produttive flock; into flock
which produces fomething to the country. The
gold and filver money which circolates in any
country may very properly be compared to a high-
way, which, while it circulates and carries to market
all the grals and corn of the country, produces itfelf
not 4 fingle pile of cither. The judicious opers-
tions of banking, by providing, if 1 may be al-
lawed {o violent a metaphor, a (ort of waggon-way
through the air; enable the country to convert, as
it were, a great part of its highways into good
paftures and corn fields, and thereby o inereafe
very confiderably the annual produce of us land
and labour. The commerce and induftry of the

CoNRiEY,
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country, however, it muft be acknowledged, though
they may be fomewhat augmented, cannot be alro-
gether fo fecure, when they are thus, as it were.
tafpended upon the Dedalian wings of paper
money, as when they wavel about upon the folid
ground of gold and filver.. Over and above the ac-
cidemts 1o which they are expofed from the un-
thilfalnefs of the conductors of this paper monsy,
they -are hable to foveral others, from which mo
prudence or flall of thefe condutors can guard
them.

Ax unfuccefsful war, for example, in which the
enemy got poflellion of the capital, and confe-
quenily of that teafure which fupported the credic
of the paper inoney, would occafion a much greater
confufion in a countey where the whale circulation
was cartied on by paper, than in- ane where
the greater port of it was carried on - by gold
and filver. The uwiwal inftrument of commerca
Raving loft its value, no exchanges could be
made but either by barter or upon cres
dit. All taxes having been ufually paid in
paper money, the prince would not have where-
withal evther 10 pay his toops, or to furaith bis
magazines; and che fhate of the country would be
miuch imere irretrievable than if the greater partof
ns-circulation hed conlifted an gold and filver. A
prince; ansxens o mantain s dominions at all
times’in the {tate v which he can moilk eafily. defend
them, ought, wpon this account, to guard, not enly
agrinft thut excefhve multiplication of paper money
which ruins the very banks which fue ity but
even sga it thar multiplicagon of it, which enables
them to fill the greater part of the citculation of
the country with it

Tue
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Tue circulanon of every country may be confi-
dered as divided into two different branches: the
circulation of the dealers with one another, and the
circulation between the dealers and the confumers.
Though the fame pieces of money, whether paper
or metal, may be employed fomenmes in the one
cirenlation and fometimes in the ather, yer as both
are conftantly going on at the (ame time, each re-
quires & certain ftock of money of one Kind or ano-
ther, to carry it on.  The value of the goods circu-
lated between the different dealers, never can ex-
ceed the value of thofe Girculated berween the
dealers and the confumers; whatever is bousht by
the dealers, being ultimartely deftined 1o be fold 1o
the confumers. The circulation between the
dealers, as it is carried on by wholefale, requires
gencrally a pretty large fum for every particular
tranfaftion.  That between the dealers and the
confumers, on the contrary, as it is generally
carned on by rewil, frequenty requires but very
{mall ones, a fhilling, or even 2 halfpenny, being
pften. fufficient.  But fmall fums circularn much
fafter than large ones. A thilling changes mafters
more frequently than a guinea, and a2 halfpenny
more. frequently than a fhilling. Though the
annual parchafes of all the conlimers, therefore,
are at leaft equal m value to thofe of ull the dealers,
they can generally be tranfaded with a much
fmaller quantity of money; the fame picces, by a
mare rapid circulation, ferving as the inftroment

of many more purchafes of the one %ind thin of
the ather,

Parer
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Parer money may be fo regulated, 25 either to
confine itfelf very much to the circulation between
the different dealers, or to extend iefelf likewife to a
great part of that between the dealers and the con-
fumers. Where no bank notes are circulated under
ten pounds value, asin London, paper money con-
fines itlelf very much to the circulation between the
dealers.  When a ten pound bank note comes into
the hands of a confumer, he s generally obliged to
change it ar the firft thop where he has occalion to
purchafe five fhillings werth of goods, b thar it
often retirns into the hands of a dealer, before the
confumer has {pent the fortieth part of the money.
Where bank notes are iffued for {o fall fums as
twenty fhillings, as in Scotland, paper money ex-
tends itleif 1o a confiderable part of the circulation
berween dealers and confumers. Before the act af
parliament, which put 2 ftop to the cireulation of
ten and five fhilling notes, it Alled a fill greater
part of that circulation.  In the enrrencics of North
America, paper was commonly iffued for fo fmall 2
fum as a fhilling, and filled almoft the whele of that
crculation.  In fome paper currencies of York-
fhire, it was iffued even for fo finall 2 fum as a {ix-
pence.

Whexe the iluing of bank notes for fuch very
imall fums 15 allowed and commoenly praflifed,
many meat: people are both enabled and encou-
raged to becomne bankers. A perfon whofe pro-
mitlory note for five pounds, oroeven for twenty
(hillings, would be rejeéted by every budy, will get
it 1o be received without ferople when it is iffued for
fo imall a fum as a fxpence. But the frequent

bankrupreies




THE WEALTH OF NATIONS. 47

bankruptcies to which fuch beggarly bankers mufk
ke liable, may occafion a very confiderable incon-
veniency, and fometimes even a very great cala-
mity to many poer people who had received their
MoLes 11 payment.

It were better, perhaps, that no bank notes were
iffued in any part of the kingdom for a fmaller fum
than Ave pounds. Paper money would then, pro-
bably, 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 iffued under ten pounds value; five
pounds being, in moft pans of the kingdom, a fum
which, though it will purchafe, perhaps, little more
than half the quantity of goods, is as much con-
fidered, and is as feldom f{pent zll at once, as
ten pounds are amidit the profufe expence of
London.,

WHERE paper money, it 15 to be obferved, is
pretty much confined to the circulation berween
dealers and dealers, as at London, there is always
plenty of mold and filver, Where it extends ifelf
o 4 confiderable part of the circulation between
dealers and confumers, 25 in Scotland, and fll
more in North America, it banithes gold and filver
almoft entirely from the country; almodt all the
ordinary tranfactions of its interior commence being
thus carried on by paper. The fuppreffion of ren
and five fhilling bank notes, fomewhat relieved the
fearcity of gald and filver in Scotland; and the fup-
preflion of twenty fhilling nates, swould probably
relieve it fhll more. Thole metals are faid to have

become
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become more abundant in Amenca, lince the fup-
preflion of fomie of their paper-currencies. They
are faid, likewife, to have been more abundant be-
fore the indtiturion of thofe currencies,

Troven paper money fhould be prety much
confined to the circulation berween dealers and
dealers, yer banks and bankers might ftill be able
to give nearly the fame afiitance to the induflry
and commerge of the country, as they had done
when paper money filled almoft the whole circula-
ton. The ready money which a dealer is abliged
t keep by him, for anfwering oceafional demanads,
18 deflined altogether for the circulation berween
him(elf and other dealers, of whom he buys goods.
He has no oceafion to keep any by him for the cir-
culation between himfelf and the eonfumers, who
are his cuftomers, and who bring ready MOoney to
him, initead of taking anv from him. Though no
paper money, therefore, was allowed 1o be led,
bt for fuch fums as would confine it pretty much
1o the circulation between dealers and dealers; yet
partly by difcounung real bills of exchange, and
partly by lending upon eath sicounts, banks and
bankers might fhill be akle 1o relieve the greater
pare of thofe dealers from the neceifity of keeping
any epafidesable part of they ftock by them, un-
emplayed and in ready money, far aniwering occa-
honal demands. They might fill Be able o GIVE
the wemoft shitance which banks and bankers

cam, with propriety, sive to traders of every
.

Ta
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To reftrain private people, it may be faid, from
receiving in payment the promiffory notes of a
banker, for any fum whether great or fmall, when
they themielves are willing to-receive them; or, 1o
réftrain a banker from iffuing fuch notes, when:all
his neighbours are willing 1o aceept of them, isa
manifett violation of that natoral liberty which it is
the proper bufineis of law, not to fringe, but 10
fupport. Such regulations may, no doubt, be confi-
dered as i fome refpedt a violadon of natural liber-
ty-  But thofe exertions of the natural liberty of a
tew individuals, which might endanger the {ecurity
of the whole ficiery, are, and cught o be, reftrain-
ed by the laws of all governments; of the maft free,
as well as of the moft defpotical. The obligaton
of building party walls, in order to prevent the
communication of fire, is @ vislation of nanwal G-
berty, exattly of the fime kind with the regulations
of the banking trade which are here propoded.

A pares money confifting in bank notes, iffaed
by people of undoubted credit, payable upen de-
mand witheut any conditon, snd in fac always
readily paid as foon as prefented, is, in EVEIY Ie-
fpect, equal in valug to gold and filver TOREY ;
fince gold and filver money can ar any time be had
forir.  Whatever is cither bought or fold for fich

paper, muft neceflarily be bouszhe or fuld as cheap
asir-could have been for gold and filver,

Tur increafe of paper money, it has been faid,
by augmenting the quantity, and confequentdy di-
munithing the value of the whole CINTERCY, neeeil-

il
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rily augments the money price of commodities.
But as the quannty of gold and filver, which is ta~
ken from the currency, 18 always equal 1o the quan=
tity of paper which is added to it, paper money does
not neceflanly increafe the guantity of the whele
currency. From the beginning of the laft century
to the prelent times, provifions never were cheaper
in Scotland than in 1749, though, from the circu-
lation of ten and fve fhillings bank notes, there
was then more paper money in the conntry than at
prefent.  The proportion berween the price of pro-
vifions in Scotland and that in England, is the fame
now 25 before the great multiplication of banking
companies in Scotland.  Comn is, upon moft occafi-
ons, fully as cheap-in England as in France; though
there is o great deal of paper money in England,
and fearce any in France. In 1751 and in 1753,
when Mr. Hume publifhed his Political Difeourfes,
and foon after the great multplication of paper
money in Scotland, there was a very fenfible rife
i the price of previfions, owing, probably, to the
badnefs of the feafons, and not to the multiplicar-
on of paper money.

I would be otherwile, indesd, with a paper
money confifting in premiffory notes, of which the
immediate payment depended, in any refpect, ei-
ther upon the good will of thofe who iffued them ;
of upon a condition which the helder of the notes
miglt not always have it in his power w falfl; or
of which the payment was not exigible ull aftera
certain number of years, and which in the mean-
rime bore no mtereft,  Such a paper meney would,
no doubt, {all more or les below the value of gold

and
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and {ilver, according az the difiiculty or uncerminty
of vhtaining immediate paymens was. fuppafed ta
be greater ‘or lefs; or according to the greater,
or lefs diftance of time at which payment was cxi-
gible.

SoMr years ago the different banking compamnies
of Scotland were in the practice of inferting inwe
their Bank nows, whar they called an Opricnal
Claufe, by which they promifed payment to the
bearer, cither as foon as the note thould be prefene-
ed, or, in the option of the direftors, fix monts
after fuch prefentment, together with the legal in-
tereft for the faid fix months, The. directors of
fome of thofz banks fometimes took advantage of
this oprional claule, and fometimes threatened thofe
who demianded gold 2nd filver in exchange for a
conliderable nember of their notes, thag they - would
talee' advantage of ity unlefs fuch demanders would
content themfelves with a pare of whar they de-
manded, The promiflory notes of thole banking
companies conflivuted st that tme the far greager
pare of the earrency of Scotland, which this HRCEr=
tainty of payment neeeflarily degraded below the
value of gold and filver money:  During the gonti-
nuance of this abufe, (which prévailed chicfly in
1762, 1763, and 1764), while the exchanpe be-
tween London and Carlille was at par;- that between
London and Dumfrics would formetimes be four per
ccnt. agauinit Dumiries,  though this towh is nst
thirty miles diftant from Carlifle.  Bar at Carlifle;
bills were paid in gold and filver: whereas at Dume-
fries they were paid in Scorch bank notes; and the
lincertamty of getting thofe bank notes exchanged
for geld and filver coin had thus dégraded them four

Vou. IL & per
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per @ent. below the value of that comm.  The fams
att of pathiament which fupprefled ten and five
fhullings bank notes, fuppreffed likewnle this opti=
onal claule, and thereby reflored the exchange be-
vween England and Scotland to its natural rate, or
to what the courfe of trade and reminances might
bappen to make it

Iw the paper currencies of Yorkfhire, the pay-
ment of (o fmall 2 fum as a ixpence fomenmes de-
pended upon the condition thar the holder of the
note fhoulkl bring the change of a guinea to the
perion who iifued it; a condition, which the holders
of fuch notes might frequently find it very difficult
tor fulfil, ‘arid which muft have degraded this curren~
cy below the value of gold and filver money. An
ack of parliament, accordingly, declared all fuch
clanfes unlawfal, and fuppreffed, in the {ame man-
nier as in-Seotland, all promiffory notes, payable to
the bearer, under twenty (hillings valug.

Taz paper currencies of North America confhit-
ed, notin bank notes pavable to the bearer on de-
mand, but in a governmene paper, of which ths
payment was not exigible nll feveral years after it
was iffued: And though the colony governments
paid no ineeeit o the holders of this paper, they
declared it 1o be, and 0 fact rendered it, a legal
tender of payment for the full value for which i was
iffued;  Bur allowing the culony fecurity 1o be per-
fedtly good, 2 hundred pounds payable fifteen years
hence, for ::-:.lmple: in' a country where intereil 15
at fix per cent, is worth litle more than forty
pounds ready money. Ta oblige 2 creditar, there-
fore, wo-accepr of this as full payment for a debt of

a hundred
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a bundred pounds aftuslly paid down in ready mo-
ney, was an aét of fuch violent injuftice, as has
fearce, perhaps, been artempted by the govern-
ment of any other country which pretended to be
free. It bears the evident maiks of having origi-
nally been, what the honeit and downright Dodtor
Douglafs atffures us it was, a [cheme of fraudulent
debtors to cheat their ereditors.  The government
of Penniylvania, indeed pretended, upon their firft
emiffion of paper money in 1722, 1o render
their paper of equal value with gold and filver,
by enaéting 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 fold them for gold and filver; a regulation
equally tyrannical, but much lefs effeétoal than thar
which it was meant to fupport. A pofitive law
may render a fhilling a legal tender for a guinea;
becaufe it may direct the courts of juftice to dif
charge the debetor who has made that tender.  But
no pofitive law can eblige a perion who fells goods,
and who is at hberry o &l or not o fell, a5 he
pleafes, to accepe of a fhilling as cquivalent 1o a
guinea in the price of them, Nowwithftanding any
regulanion of this kind, it appeared by the courfe of
cxchange with Great Britain, thata hundred pounds
flerling was occafionally confidered a5 equivalent, in
fome of the colonies, to a bundred and thirty pounds,
and in others o fo great a {um as eleven hundred
pounds currency ; this difference in the value arifing
from the difference in the quantity of paper emited
in the different colonies, and in the diftsnce and
probabalicy of the term of its final difcharge: gnd re-
demption. : )

G a2 Ne
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Mo law, therefore, could be more equitable than
the a¢t of parkament, o unjuitly complained of in
the colonies, which declared that un paper currency

t0 be cmirted there in-time coming, thould be a le-
gal tender of payment,

Penysyivania was always more moderate in its
emiflions of paper money than any other of our co-
lonies. Its paper carrency accordingly is faid ngver
to have funk below the value of the gold and filver
which was current in the colony before the firt
emiffion of ita paper money. Before that emiffion,
the eolony had raifed the denomination of its coin,
and had, by act of afembly, ordered five (hillings
ferling w pais in the colony for fix and three
pence, and afterwards for fix and cight-pence. A
pound colony eurrency, thereéfore, even when that
currency was gold and {fiver, was more than thinty
per cent. below the value of a pound flerling ; and
when that. currency was turned into paper, it was
feldom much more than thirty par cent. below that
value. The pretence for railing the denumination
of the coin, was to prevent the exportation of gold
and llver, by making cqual quantities of thols
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 exaélly in proportion as they raifed thé
denominstion of their coin, (o that their gold and;
filver were exported as faft 25 cver,

Tue paper of each colony being recrived in I‘hc.
payment of the provincial wxes, for the full valug
for whicliit had been iffiied, it neceffarily derived

from
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from this ufe (ome dddidonal value, over and shove
what it would have had, from the real or fuppofed
diftance of the term of s final difcharpe and re-
demprion.  This additional value was greater or
lefs, according as the quantity of paper ilfueel was
more or lefs above what could be emplayed in the
payment of the taxes of the particular colony which
lued ir.  Ie was in all the colonies very much
above what could be employed in this manner.

A Prines, who thould enact that & certain pro-
porton of his taxes fheuld be paid in a paper mo-
ney of a certzin kind, smight thereby give a certain
value to this paper money; éven though the term
of its final difcharge and redemption thould depend
altgether upon the will of the prince,  If the bank
wiich ifiucd this paper was careful to keep the
quantity of it always fomewhar below what could
eafily be employed in this manner, the demand for
it might be fuch a5 to make it even bear a pre-
mium, or {ell for fomewhat more in the market
than the quantity of gald or flver eurrency far which
it was iflued.  Same prople account in this manner
for what 15 called the Agio of the bank of Amiter-
dam, or for the fuperiority of Bank money over
current moneys though this bank meney a5 they
precend, cannot be taken outed the bank ar the will
of the.owner. The greater part of foreign bills of
cxchange muil be pxid m bank money, that is, by
a transter i the books of the bank ; and the direc-
tors of the bank, they allege, are careful tp kecp
the whole quantity of bank meney always below
what this ufe occafions a demand for, It is upen
this account, they fay, that bank money fells for &

premigm,
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premium, or bears an agjo 'of four or five per
cent. above the fame nominal fum of the gold and
filver curreney of the country. This account of
the bank of Amfterdam, however, 1 have reafon to
believe, is altogether chimerical,

A paprr currency which falls below the valoe
of gold and filver coin, docs mot thereby fink
the value of gold and filver, or occafion equal
quantities of thofe metals to exchange for a (maller
quantity of goods of any other kind. The pro-
portion berween the value of gold and flver and
that of goods of any other kind, depends in all
eafes, not upon the nators or quanticy of any part-
cular ‘paper money, which may be current in any
particular country, but upon the richnels or po-
verty of the mines, which happen at any particalar
time te fupply the great market of the commercial
world with thofe metals. It depends upon the
proportion between the quantity of labour which is
ncceffary in order w bring 2 certain guanuty of
gold and filver to marker, and that which i necel=
fary in order to bring thither a certain quantity of
any other fort of goods. .

Ir bankers are reftrained from iffuing any circu-
lating bank notes, or notes payable to the bearer,
for lefs than a certain (um; and if they are fub-
jefted 1o the obligation of an immediate and un-
conditianal payment of fuch bank notes as foon as
‘prefented, ther trade may, with fafety to the pub-
Tick, be rendered in all other refpects perfedily free.
The late multiplication of banking companics in

both
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both parts of the united kingdom, an event by
which many people have been much alarmed, in-
ftead of diminifhing, increafes the fecurity of the
publick. 1t obliges all of them to be more ar-
cumfpedt in their condudt, and, by not extending
their currency beyond its dae proportion to their
cafh, to guard themielves againft thofe mahcious
runs, which the rivalfhip of fo many competitors
is always ready to bring upon them. It reftrains
the circulation of each particular company within a
narrower circle, and reduces their circulating notes
to 2 fmaller number. By dividing the whole cr-
cilation into a greater number of pans, the failure
of any one company, an accident which, in the
courfe of things, muft fometimes happen, be-
comes of lefs confequence to the publick. This
free competition too obliges all bankers to be more
liberal in their dealings with thelr cuftomers, left
their rivals fhould carry them away. In general, if
any branch of wade, or any divifion of lsbour, b
advantageous to the publick, the freer and more
general the competition, it will always be the
more o,

CHAP
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CiH&" P il

OF the Aecumulation of Capital, or of sroduiive and
smprodutfive Labour,

THERE 15 ong fort of labour which adds ta
the value of the fubject upon which it is beftowed :
There ie another which has no fuch ¢fest. Tha
former, a5 it produces a value, may be called pro-
duftive; the latter unproductive * lshour. Thus
the labour of 2 manufacturer adds generally to the
value of the materials which he works upon, that of
his own muintenance, and of his mafter's profic,
The labour of 2 menial fervanr, on the cantrary,
adds to the value of nothing. Though the manu-
facturer has iz wages advanced w him by his
mafter, he, in realiry, cofts him no expence, the
value of thofc wages being generally reflored, toge-
ther with a profit, in the improved value of the
fubject vpon which his lzbour iz beflowed. Byt
the maintenance of a menial fervant never is re-
fored, A men grows rich by employing a muln-
rade of manufadturers: He grows poor, by main-
tning a moltiude of menial fervante. The la-
bour of the larer, however, has its velue, and
deferves its reward as well as that of the former.
But the libour of the manufacturer fives and
tealizes itfelf in fome paricular fubject or vendible

cormnmodiry,

* ‘Some Fronch authars of yrest bearning and ingenuity have
ufed thofewonls in & different fenfe. I rhe laft chaprer of the
taurth buek, T fhalt enclcavite 1o fhow that their fenfe i an
[proper ane,
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commodity, which lafts for fome time at leaft afrer
that labour is paft. It is, as it were, a certain
quantity of labour flocked and flored up to be em-
ployed, if neceflary, upon fome other occafion.
That fubjet, or what is the fame thing, the price
of that fubjedt, can afierwards, if neceflary, put
into motion a quantity of labour equal to thar which
had orignnally produced it. Thelabour of the menial
fervant, on the contrary, does net fix or realize jefelf
in any particular fubject or vendible commodity.
His {ervices generally perifh in the very inftant of
their performance, and feldom leave any trace or
value behind them, fur which an equal quantity of
lervice could afterwards be procured.

Tug labour of fome of the moft refpectable
orders in the fociety i3, like that of menial fer-
vahits, unproductive of any value, and does not fix
or realize wlelf o any permanent fubjet, or ven-
dible commedity, which endirés after that labaur e
paft, and for which an equal quantity of lbour could
afterwards be procured. The fovereign, for ex-
ampie, with all the officers hoth 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 ather people,
Their fervice, how honcurable, how ufeful, or how
-mecellary foever, produces nothing for which an
equal quentity of fervice can sfterwards be pro-

eured. The protedtion, fecurity, and defence of
the commonwealth, the effe® of their labour this
!.'{':11',_' wall not purchafe its protediion, fecurity, and

: defence,
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defence, for the year o come. In the fime clafs
mult be ranked, fome both of the gravelt and maft
important, and forme of the moft frivolous profef-
fions : churchmen, lawyers, phyficians, men of
letters of all kinds; players, buffoons, mulicians,
opera-fingers, opera-dancers, &c. The labour of
the meaneft of thefe has a certain value, regulated
by the very fame principles which regulare that of
every other forc of laboury and that of the nobleft
and moft uleful; produces nothing which could af-
terwards purchale or procure 2n eqoal quantity of
labour. Like the declamaton of the afor, the
harangue of the orator, or the tune of the mufi-
cian, the work of all of them penfhes in the very
inﬁ:.ml: of its produdtion.

Born produchive and unproductive laboprers,
and thofe who do not labour ar all, are all equally
maintamed by the annusl produce of the lapd
and labour of the comnuy. This produce, how
great {oever, can never be infinite, but muflt have
certain limits.  Accoeding, therefore, as a {maller
er greates proportion of it ig in any one year
mel::}:d in Maintaning unpmduﬂlv: hands, the
mare in the one cafe and the lefs in the other will
remain for the productive, and the next year's pro-
duce will be greater or (maller accordingly; the
whole annual preduce, if we except the [pontanecus
productions of the carth, being the cffect of pro-
dudtive labour.

Trovcs the whole annual prodace of the land
and lsbour of every country, 15, no doubt, ult-
mately deflined for fupplying the confumprion of

its inhabitants, and for procuring a revenue to
them ;
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them; ver when it firlt comes either from the
ground, ar from the hands of the predutive la-
bourers, it maturally divides itfelf ot two  parts.
One of them, and frequently the largeft, is, in the
furft place, deftined for replacing a capital; or for re-
newing the provifions, maeterials, and finithed work,
which had been withdrawn from a capital; the
other for confhtuting a revenue ecither 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 part replaces
the capital of the farmer; the other pays lns profic
and the rent of the landlord ; and thus conftitutes a
revenue both to the owner of this capital, as the
profits of his ftack; and to fome other perfon, as
the rent of his land. OfF the produce of a great
manufacture, in the [ame manner, one part, and
that always the largelt, replaces the capiral of the
undertaker of the work; the other pays his profir,
and thus confbitutes a revenue to the owner of this
capiral,

Tuar 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
productive hands. It pays the wages of productive
labour enly. That which is immediately deftined
for conftituting a revenue either as profit or as rent,
may maintain indifferently either productive or up-
productive hands.

Wuatever part of bis flock a man employs as

o capital, he always expecis it to be replaced to him
with a profit. He employs it, therefore, in main-
tining
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taining  produtive hands oaly; and after having
ferved in the funttion of a capital to him, it confti-
futes a revenue to them. Whenever Le employs
any part of it in muiptaining unproductive hands
of any Kind, that part is, from that moment, with-
drawn from his capital, and placed in his flock: re-
ferved for immediate confumption,

Usxrropverive labourers, and thefe who i
not labour at all, are all maintained by revenue;
cither, firt, by that part of the annual produce
which 38 oniginally deftined for condtiniting a reve-
nue to {ome particular perfons, either 2= the rent of
land or as the profits of ftock; or, tecondly, by
that part which, though onginally deftined for re-
placing 2 capital and for mainmining produdkive
labourers only, yetr when it comes into their hands,
whatever part of it is over and zbove their necels
fary fubfiftence;, may be employed in maintaining
indifferently either produdtive or unproductive
hands. ‘Thus, not only the great landlord or the
rich merchant, but even the common worliman, if
hiz wages are confiderable, may maintain a menial
fervanty or he may fometimes g0 to a play or a
poppet-fhow, and b contribute his fhare towards
maintsning one fet of unproductive kbourers; or
he may pay fome rtaxes, and thus help to maintain
another fer, more honourable and ylefiyl, indeed,
but equally unproductive, Mo part of the annual
produce, however, which had been ariginally de-
ftined to replace a capital, is ever direéted towards
maintaining unproductive hands, il after it has
put inta moton its foll complement of productive
labour, or gl that it could put intwo motion in the

way
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way in which it was employed. The workman
mull have earncd bis wages by work done, before
he-cen employ any part of them in this manmer,
That part top 15 generally bur a fmall oae. Te is his
fpare revenue only, of which preductive lsbourers
have {eldom a great deal. ‘They generally  have
fome, however; and in the payment of taxes
the greatnels of their number may compeniate,
in fome meafure, the fmallnels of their con-
tribution. The rent of land and the profits of flack
are everywhere, therefore, the principal fources
from which unprodudtive hands derive their fubfifi-
ence. Thele are the two forts of revenue of which
the owners have generally moft 1o fpare.  They
might both mainin indiffersntly either productive
orunpraductive hands, They feem, howe ver, tohave
fome prediletion for the later. The expence of
2 great lord feeds generally more idle than induftri-
ous people.  The rich merchant, though with his
capital be mainsains induftrious people only, yet by
bis expence, thatis, by the employment of his re-
venue, he feeds commonly the very lame fort as
the arear lord.

THE proportion, therefore, between the praduc-
tive and unproductive hands, depends very much
in every country upon the proportion between chae
part of the annual produce, which, as foon as it
comes either from the ground or from the hands of
the productive labourers, is deflined for replacing a
capital, and that which is deftined for conftituting a
revenue, cither as rent, or as profir. This propor-
fion s very different in rich from whar it is in poor
countries.

THUs,
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Tnus, at preient, in the opulent countries of
Europe, a very large, frequently the largeft portion
of the produce of the land, is deftined for replacing
the capital of the rich and independant farmer; the
other for paying his profits, and the rent of the
landford. But anciently, during the prevalency of
the feudal government, a very fmall portion of the
produce was {ufficient to replace the capital employ-
ed in calsivation. It confifted commenly in a few
wretched cattle, maintained altogether by the fpon-
tancous produce of uncoltivated land, and which
might, therefore, be confidered as a part of that
fpontancous produce. It generally too belonzed o
the landlord, and was by him advanced to the oc-
cupicrs of the hind. All the reft of the produce
properly belonged to him too, either as rent for his
land, or as profit upen this panlry capital.  The
occupiers of land were generally bondmen, whole
perfons and effeéts were equally his properey.
Theie who were not bondmen were tenants at will,
and though the rent which they paid was often no-
minally little more than 3 quit-rent, it really a-
mounted to the whole produce of the land.  Their
lard could at-all nmes command their labour in
peace, and their fervice in war. Though they lived
at a diftance from his houfe, they were equally de-
pendant upon him as his retainers who lived in it
But the wheole produce of the land undoubtedly be-
longs to him, who can difpofe of the labour and
fervics of all thofe whom it maintains. In the pre-
fent ftate of Europs, the fhare of the landlord fel-
dom cxceeds a third, fometimes not a fourth part
of the whole produce of the land. The rent of

land,
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land, however, in all the improved parts of the
cauntry, has been tripled and quadrupled fince thafe
ancient cumes; and this thrd or fourth partof the an-
nual produce is, it feems, three or four times greater
than the whole had been before. In the progrefs
of improvement, rent though it mncreafes in propor-
tion to the extent, diminifhes in proportion to the
produce af the land.

In the opulent countries of Europe, grear capitals
dre at preient employed in wrade and manufactures.
In the ancient ftate, the licle trade that was ftir-
ring, and the few homely and coarfe manofadtures
that were carried on, required but very fmall capi-
tals. Thele, bowever, muft have yielded very
large: profits.  The rawc of intereft was nowhere
lefs than ten per cent. and their profiss muft have
been fufficient to afford this grear intereft. At pre-
fent the rate of ntereft, in the improved parts of
_Eur-.'np:, is nowhers higher than [x per cent. and
in {ome of the moft improved it is fo low as foor,
three, and two per cent.  Though thar part of the
revenue of the inhabitants which is derived from
the profits of flock is always much greater in rich
than in poor countries, it is becaule the flock is
much greater: in proportion to the fluck the profits
are generally much lefs.

Tuar part of the annoal produce, therefore,
which, as foon as it comes cither from the ground
or from the hands of the productive labourers, is
deftined for replacing a capial, is not only much
greater in rich than in poor countries, but bears a
much grearer proportion o that which is immedi-
ately deflined for conflituting a revenue either as

rent
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rentor as profit. . The funds deftined for the main-
tenance of produdhive labour, are not only much
greater in the former than in the latter; but bear a
much greater proportion to thefe which, though
they may be employed to maintain either productive

or unproductive hands, have generally a predileétion
for the latter.

Tre proportion berween thofe different funds
neceflarily determines in every country the geners]
charalter of the inhabitants as to induftry or idle-
nefs. We are more induftrious than our fore-fa-
therss becanfe in the prefent umeés the funds deftin-
ed for the maintenance of induftry, ate much great-
er in proportion to thofe which are likely to be em-
ployed in the mantenance of idlenefs, than they
were two or three cenmunes sgo. Our anceflors
Yere idle for want of a2 fufficient encourazement ko
indaftry. It is better, fays the proverb, to play for
nothing, than to work for nothing' In mer-
cantile and manufaéturing rowns, where the infe-
rior ranks of people are chicfly maintained by the
employment of capital, they are in general indultn-
ous, fober, and thrivingy as in many Englith, and
i moft Durch towns.  In thofe towns which are
principally fupported by the conftant or occafional
refidence of a court, and in which the inférfor ranks
of people are chiefly maintained by the (pending of
revenue, they are in gencral idle, diffolure, and
poor ; as at Rome, Verfailles, Compiegne, and Fon-
tdinblean. If you except Rounen and Bourdeany,
there is little trade or indaftry in any of the parha-
ment wowns of France; and the inferior ranks of
people being chiefly maintained by the expence of

the
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the members of the courts of juftice, and of thefe
who come to plead before them, are in general idle
and poor. The grear wrade of Rouen and Bour-
deaux feems to be altogether the effect of their fira-
ot Rouen is neceffarily the entrepét of almoft
all the goods which are brought either from forsign
countries, or from the maritime provinces of France,
for the confumption of the great eity of Paris.
Bourdeaux is in the fame manner the entrepbt of
the wines which grow upon the banks of the Ga-
ranng, and of the rivers which run into ir, one of
the richeft wine countries in the world, and which
fezms to praduce the wine fitteft for exportation,
or beft {uited to the tafte of foreign nations.  Such
advantageous fitnations neceffarily awraét a great
capital by the great employment which they aford
it; and the employment of this capital iz the caufe
of the induftry of thofe two citics. In the other
pachizment towns of France, very little more capital
feems to be employed than what is neceffary for
fupplying their own confumption; rhat is, little
maore than the fmalleft capital which can be employ-
edin them. The Gme thing may be faid of Paris,
Madrid, and Vienna, OF thofe three cities, Parig
15 by far the moft induftrious; but Paris itfelf is the
principal marker of all the manufadtures efteblithed
at Paris, and its own confumption is the principal
abjcct of all the trade which it cardes on. London,
Lifbon, and Copenhagen, are, perhaps, the only
three cities in Europe, which are both the conftane
refidence of a court, and can at the [ame time be
confidered as rading cities, or a8 cities which trade
not only For their own confumpron, but for thar of
other cities and countries.  The fituation of all the

Vor. 1L H three
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three 5 extremely sdvantageous; and naturally fus
them to be the entrephis of o grest part of the
goods deftined for the confumption of diftant places.
In a city where a great revenue 15 (pent, to employ
with advantage a capital for any other purpale than
for fupplymg the eonfumption of that city, is pro-
bably more difficulr than in one 1o which the infe-
rior ranks of people have no other maintenance bat
what they derive from the employment of fuch a
eapital.  The idlenels of the gremer part of the
peaple who are maintained by the expenes of reve-
nue, corrupls, it is probable, the induftry of thofe
whao ought o be maintamed by the empleyment of
capital, and renders it lefs edvantageous to employ
a capitz] there than in other places. There was
hetle trade or indoftry in Edinburgh before the uni-
on. When the Scotch parliament was no longer to
be affembled in it, when it ceafed to b the necefla-
ry refidence of the principal nobilicy and gentry of
Seatland, it became a ciry of {ome rrade and indui-
try. It ftill continues, however, to be the refidence
of the principal conres of juflice in Scotland, of the
boards of cnflomaand excile, &c. A confiderable
revenue, therefore, hil continnes to be fpent in it
In trade and induflry 101z much ifenor to Glafgow,
of which the iphabitants are chiefly maintained by
the employment of capital.  The idhabitants of
a large willage, it has fometimes been obferved, af-
ter having made confiderable progre(s in manufac-
tures, have become idle and poor, in confequence
af a great lord's having taken up his refdence in
their neighbourhoad.

Tnn “proportion berween capiial and revenue,
thergfore, (eems everywhere to reguliate the pro-
portion
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portion berween induftry and idlenels, Wherever
capital predominates, induftry prevails: Wherever
revenue, idlenefs.  Every incresle or diminurtion of
eapital, therefore; naturzlly tends to increafe or di-
minilh the real quantity of induftry; the number of
productive hands, and confequently the exchange-
able value of the annual produce of the land and
babour of the country, the real wealth and revenue
of all its inhabitants.

CarrTars are increafed by parfimohy;, and di-
minithed by prodigabity and mifcondudt.

WHATEVER a perfon faves from his revenue he
adds to his capital, and either employs it himEIf in
maintwimng an additional number of productive
hands, or enables fome other perfon w do o, by
lending it to him for an mterefl, that is, for a thare
of the profits.  As the capital of an mdividual cap
he increafed only by what he faves from his annual
revenue or his annual gains, o the capital of a fo-
ciety, which is the fame with that of all the indivie
duals who compoie it, ean be inereafed only in the
fame manner-

Parsimony and nor induftry is the immediare
canfe of the increale of capital.  Induftey, indeed,
provides the (ubject which parfimony accumulates.
But whatever indultry might acquire, if parfumony
did not fave and ftore up, the capital would never
be the greater.

Pawstmony, by increafing the fund which is
deltined for the mainterance of producive hands;

H 2 e nds
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tends to Jncreafe the number of thale hands whofe
labour adds to the valoe of the fubjsft upon which
it 15 baftowed., Tt tends therefore to increale the
ckchangeable value of the annual produce of the
land and labour of the country, 1t puts into mori-
on an addinwonal quanney of indultty, wihech gives
any additonal value to the annuwal produce,

WaaTis annually faved is as regularly confum-
ed aswhat 15 annually fpent, and nearly in the fame
time too; but it 15 confumed by a different fet of
people.  That portion of his revense which & nich
man annuaily (pends, is in molt cafes confumed by
whle goefts, and memal fervants, who leave nothing
behind them in remrn for ther confumption, Thut
porticn which he annually faves, as for the fuke of
the proficic 15 immediately employed as 2 capital,
18 eonfumed in the fEme manner, and nearly in the
fame time wo, but by a different fer of people, by
laebowrers, manufadhurers, and anificers, who re-
produce with & proht the value of their annual con-
finmiprion. His revenue, we fhall fuppole, is pad
him in money., Had he fpent the whole, the food,
cioathing, and lodging which the whole conld have
parchafed, would have been diftributed among
the former fet of prople. By faving a partof ir,
as that pare s for the (akeof the profic iImmediate-
Iy employed as a capital either by himlclf or by
fonme other perion, the food, cloathing, and lodg-
ing, which may be purchafed with i, are necefla-
rily referved for the lfatter. FThe copfomption is
the fame, but the confumers are different.

By what s frugal man annually faves, he not on-
ly affords maintenance o an additional number of
produttive
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productive hands, for that or the enfuing yeer,
but, like the founder of a publick workhoufe, he
eftablithes as it were a perpetual fund for the mam-
tenance of an equal number in all times ta come.
The perpetual allotment and deflination of this fund,
indeed, 15 pot always guarded by any pobiive law,
b_':.r any l;_mﬂ:—r]ght or deed of mortmain. It sal-
ways guarded, however, by a very powedul pnp-
ciple, the plain and evident intereft of every indivi-
dual © whom any fhare of it fhall ever belong.
No part of it can ever afterwards be employed o
maintain any but produfiive hands, without an
evident lafs to the perfon who thus perverts it from
its proper deftination.

Tue prodigal perverts it in this manner. By
not confining s expence within his income, he én-
croaches upon his capital.  Take him who perverts
the revenues of fome piows foundation to profane
purpales, be pays the wages of idlenels with thofe
funds which the frugaliey of his forefathers had, as
it were, condecrated to the maintenance of induftry.
By diminithing the funds deflined for the employ-
ment of productive labour, he necefanly diminifhes,
(o far as depends upon him, the quantity of that
labour which adds a valueto the fubject upon which
it is beftowed, and, confequently, the value of the
annual produce of the lznd and labour of the whole
country, the real wealth and revenue of its inhabi-
tants.  If the prodigality of fome was not cempen-
fated by the frugality of ethers, the condudt of eve-
ry prodigal, by feeding the idle with the bread of
the induftrious, tends not only o begear himRIF,
but to impoveith his covntry.

TrovGh
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THovcn the expence of the prodigal fhould be
altogether m home-made and no part of 1t in fo-
reign commedities, its effeft upon the produdtive
funds of the fociety would fill be the {xme. Every
year there would ftill be a certain quantity of food
and cluathing, which ought tv have maintained
prodactive, employed in maintaining unproduilive
hands. Every year, therefore, there would flill
be fome diminution in what would’ otherwife have
been the value of the annual produce of the land
and labour of the country.

This expence, it may be faid indeed, not being
in foreign goods, and not occalioning any expora-
tion of gold and filver, the fame quantity of monecy
would remain in the country as before.  But if the
quantity of food and cloathing, which wete thus
confumed by unproductive, had heen diftributed
among productive hands, they would have repro-
duced, together with a profit, the full value of their
canfumption. The fame quantity of money would
in this cale cqually have remained in the country,
and there would belides have been 2 reproduttion
of an equal value of confumable goods. There
would have been twao values inftead of cne.

Tue fame quantity of money befides canput long
Temain in- any country, in which the value of the
annnil produce diminithes..  The fole ufe of money
15 1o circulate confumable goods. By means of i
provifions, maserials, and Goihed work, are hnughr:
and lold, and difteibuted eo their preper confumers.
The quantity of meney, thercfore; which ean be
annually employed in any country muft be deter-

: mintd_
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mined by the value of the confumable goods an-
nually cireulated within it.  Thefe muil coniift
cither in the immediate produce of ‘the land and
labour of the country itfelf, or in fomething which
had been purchafed with {fome part of thar pro-
duce.  Their value, therefore, muft diminith as the
value of that produce diminithes, and along with it
the guantity of money which can be employed in
circulating them. But the money which by this
annual diminution of produce 15 annually thrown
cut of domeftic circulation will nor be dllowed o
lie idle.  The intereft of whoever pofielles i, re-
quires that it (hould be employed. Bur having no
cnployment at home, it willy in fpite of all laws
and prohibitions, be fent abroad, and employed in
purchafing confimable goods which miay be d&f
fome ule 2t home, Irs annual exportaton will
this manner continue for (ome time to add [ome-
thing to the annual confumprion of the country
beyond the valye of its own annual produce. What
i the days of its profperity had been faved from
that annual produce, and employed in' purchaling
aold and fAlver, will contribute for fume litde tme
1o fupport its confumption in adverfity. = The ex-
poriation of gold and filver is, n this cale, no: the
caufe, but the effcct of its declenfion, and may
even for fome litile time alleviate the mitery of thae
decienfion. :

T se quantity of meney, on the contrary, mut
N every country naturally increile as the value of
the annual produce increales, The value of the
confumable goods annually arcuiated within the
focicty  being greater, will requise a greater quan-
Ty
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tity of moncy to circulate them. A part of the in-
creafed produce, therefore, will naturally be em-
ployed in purchafing, wherever it is 1o be had, the
additional quantity of gald and filver neceffary for
circulating the reft.  The increafe of thofe metals
will in this cafe be the cffeft, not the caufe, of the
publick profperity, Guold and filver are purchafed
everywherein the fame manner, The food, cloathing,
and lodging, the revenue and maintenance of all
thofe wheie labour or fteck is employed in bringing
them from the mine 1o the market, 15 the price
paid for them in Pern as well as ip Enzland. The
country which has this price to pay, will never he
lopg-without the quantity of thofe metals which it
has occafion for: and no country will ever long
fetain a quantity which it has no occafion for.

Wuarever, therefore, we may magine the
real wealth and revenue of a country to confifl in,
whether in the value of the annual produce of its
land and labour, as plain reafon feems to didtate ;
of in the quantity of the precious megals which cir-
culate within it, as volgar prejudices foppofe: in
cither view of the matter, every prodigal a ppears 1o

be a publick enemy, and every frugal man a pub-
lick benefadtor,

Tue effects of miftondudt are often the fame
a5 thofe of prodigality. Every injudicious and
unfuceefsful project m agriculture, mines, hifheries,
trade, or manufackures, tends in the fame manner
to diminith the funds deflined for the maintenance
of pmoduttive labour. Tn every fuch projedt, thongh
the capital is confumed by produflive hands only,
+ ¥et, a& by the injudicious manner in which they are

employedy they do not reproduce the full value of

theur
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their confumpuion, there muft always be fome dimi-
nution in what would otherwife have been the pro-
ductive funds of the fociety.

It can feldom happen; indeed, that the drcum-
flanices of a great nation can be much affetied ci-
ther by the prodigabty or mifconduét of indivi-
dupals; the profulion or imprudence of fome being
always more than compenfated by the frygality and
good condudk of others.

Wit regard to profufion, the principle, which
prompis to expenee, is the paffion for prefent en-
joyments. which, though (umedmes violent and
very dificult to be reftrained, is in general only
momentary and occalional, . Buor the principle
which prompts to fave, i the delive of betrering
our condition, a defire which, though gencrally
calm and dilpallivnate, comes with us fiom the
womb, and never leaves us il we 20 mto the
grave. In the whole interval which leparates
thofe two moments, there is fcares perhaps 5 Eng]e
nftant in which any man is o perfedtly and com-
Pleatly fatisfied with his ftuation, as to be withoue
any with of alteration or M provement of any kind.
An augmentation of fortune is the means by which
the greater part of men propofc and with 1o betrer
their condition. It is the means the moft vul
and the moft obvious: and the moft likely way of
augmenting their fortune, i to five and accumuiare
fome part of what they acquire, either regularly
and annually, or upon fome extraordinary D-El.':.a_.ﬁuna,
Thongh the principle of expence, therefupe pre-
1.I=;1i!5 in almeft all men upon fome cocafions, ;nd in
lame men upon almoft all occafions, yet in the

Breater



tof THE NATURE AND CAUSES OF

greater part of men, taking the whole courfe of
their ife at an average, the principle of frugality
feems not only to predominate, but to predominate
very greatly.

Wit regard 1o mifeonduét, the number of pru-
dent and fuccefsful undertakings 15 everywhere
mch greater than that of injudicious and unfie-
cefsful ones.  After all our complaints of the fre-
quency of bankruptcics, the unhappy men who fall
ito this misfortune make but a very fmall part of
the whole number engaged in trade, and all other
forts of bufinels . not much more perhaps than one
m a thouland.  Bankruprey is perhips the greatcit
and moft humiliating calamity which can befall an
innocent man.  The preater part of men, there-
fore, are fufficiently careful 1o aveid . Some,
indeed, do nov avoid at; a5 fome do not aveid the

gallowe,

Greaw natons are never impoverithed by pri-
vaie, though they fometimes are by publick prodi-
gality and mifconduct. The whole, or almoft the
whole publick revenue, s in moft countries em-
ployed in maintaining unprodudtive hands, Such are
the people who compefe a numerous and [plendid
court. a great ecclefiaflical eftablithment, preat fleets
aod armics, who in time of peece produce nothing,
and m time of war acquire nothing which can com-
penfate the expence of majntaining them,  even
while the war lafts. Such people, 53 they them-
felves produce nothing, are all nwmintained- by the
produce of other mens labour. When multiphied,
therefere, o an unneceflary number, they may in

8 parueilor
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a particular year conlume fo great a fhare of this
produce, as not o leave u fufficency for main-
waining the productive labourers, who (hould repro-
duce it next year.  The next year's produce, there-
fore, will be lefs than that of the foregoing, and if
the fame diforder Monld continue, that of the thivd
year will be fhil lefs than that- of the fecond.
Thefe unpraduttive hands, who fheuld be main-
tamed by a pare only of the Ipare revenue of the
people, may confume {o great a fthare of their
whole revenue, and thereby oblige (o great a num-
ber to enceoach upan their capitals, upon the funds
deftined for the matnrenance of productive libeur,
that all the frugaliey and sood conduct of indivi-
duals may not be able to compeniate the wafte and
degradanion of produce eccafioned by this violent
and foreed éncroachment.

Tuts frugality and good condudt, however, is
upon molt cecalions, it appsars from experience,
lubicient to campeniate, not only the private pro-
digality and mifconduct of individuals, bur the
publick extmravegance of governmenr. The uni-
form, conflant, and uninterrupted effore of Every
man to better his condition, the pranciple {rom
which  publick and national, 1s well as privare Opu-
lence is originally derived, is frequently powerful
gnough to maintain the nataral progrefs of things
towards improvement, i {pite both of the exiravg
gance of government, and of the gresteft errors of
adminifiration,  Like the wnkaown prnciple of
animal life, it frequently reftares health and wi-
gour to the contlitation, in {pite, not unly of the
difcale, but of the ablurd preferiptions of the
doctor,

Tur
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