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Introduction
Why We All Need to Read 

Adam Smith

There are many myths about Adam Smith.
Best selling economist John Kenneth Gal-

braith claimed that Smith was “the first econ-
omist,”1 and thus in effect the inventor of economics. 
This is certainly wrong. Smith was not even the inven-
tor of modern free market economics. That accolade 
would be shared by Richard Cantillon,2 Anne-Robert-
Jacques Turgot,3 David Hume,4 and to a lesser degree 
François Quesnay,5 among others.

Famed economist Joseph Schumpeter concluded 
rightly that “The Wealth of Nations does not con-
tain a single analytic idea, principle, or method that 
was entirely new in 1776.”6 A journal article has even 
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been devoted to the question of whether Smith was 
a plagiarist,7 although the charge remains unproven, 
and probably applies today’s standard to the past in an 
inappropriate way.

It is closer to the truth, but still incorrect, to say that 
The Wealth of Nations is the “bible” of free market cap-
italism. As we shall see, Smith made too many errors 
for this to be the case. A very prominent free mar-
ket economist, Murray Rothbard, regarded Smith, in 
Rothbard colleague David Gordon’s telling phrase, as 
almost the “gravedigger,” not the founder of free mar-
ket economics.8

If Rothbard were entirely right, we could stop right 
here, close this introduction, and not bother to read 
Smith himself. To reach this conclusion, however, 
would be an error. There are reasons not only to read 
Smith, but also to study and value his work highly. In 
this introduction at least, we have come not to bury 
Smith for his undeniable faults but to praise him.

No one disputes that Smith is one of the most influ-
ential economists, and indeed thinkers, of world his-
tory. Economist Mark Skousen wrote a book describ-
ing the “big three” of economics as Smith, Marx, and 
Keynes. These three have clearly been the most influ-
ential, and Smith the most lastingly influential of the 
three. Has any single book had a greater impact on 
world history than The Wealth of Nations? The only 
possible competitor is Charles Darwin’s Origin of the 
Species, which ignited the evolution controversy.
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Is then Smith, the uber-famous economist, simply 
overblown, a case of earning a reputation that he does 
not deserve? No, not at all. Whatever his failings, he 
has more than earned his fame as the most profound 
and persuasive critic of an economic system tradition-
ally referred to as mercantilism, but more recently (and 
quite appropriately) called “crony capitalism.” Smith’s 
critique is always relevant, because crony capitalism 
is the dominant economic system of world history. It 
is especially relevant today, when this type of capital-
ism is especially strong, both in the developed and the 
developing world.

What exactly is crony capitalism? In simple terms, 
we can think of it as state-led capitalism gone awry. In 
ideal terms, state-led capitalism envisions wise, unself-
ish, and far-sighted public servants making economic 
decisions for the greater good of all of us. In reality, 
critics of state-led capitalism say, public servants are 
rarely wise and far-sighted and never unselfish. They 
have their own interests, which in the case of politi-
cians focus on the immediate need to get re-elected, 
with the true public welfare, and especially the true 
long-term public welfare, mostly ignored.

Public “servants” running the economy to serve 
their own interests are bad enough. But we get crony 
capitalism when the public servants reach out to 
ally themselves with rich people, corporations, labor 
unions, trial lawyers, or other powerful private inter-
est groups. Often these alliances are formed under the 
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fig leaf of government “regulating” the powerful pri-
vate interests. But the reality is that government and 
special interests work out deals behind the regulatory 
smokescreen, in effect combine to run the economy 
for their mutual immediate advantage, not the long-
term advantage of the general public which govern-
ment is sworn to serve.

Smith’s solution to this conundrum is not to try to 
make regulation more honest or more effective. That, 
he suggests, is mostly futile. It is futile because govern-
ment will never be honest enough to avoid the temp-
tations of crony capitalism or wise enough to run 
the economy even if it could avoid the temptations. 
Indeed no one can be wise enough to run the econ-
omy. Only the preferences of millions of consumers 
expressed through markets can successfully order and 
guide our economic affairs.

The correct solution is to get government out of 
the economy and make markets freer. Competition, 
encouraged by free markets, is in the final analysis 
the only reliable regulator of economic life. It is not 
surprising that powerful private economic interests 
hate competition and conspire with government reg-
ulators to restrict it and create government-sup-
ported monopolies.

One of the most egregious myths about Adam Smith 
is that he was an apologist for powerful private interests 
such as rich businessmen. In this account, Smith is often 
described as a “conservative” economist concerned with 
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protecting the status quo. This is absurd. It ignores what 
Smith actually said.

Although certainly no firebrand, Smith was more 
of a “revolutionary” than a “conservative.” His aim in 
writing The Wealth of Nations was to attack the status 
quo of his day, which was crony capitalist to its core. 
He wanted to get government out of the economy for 
many reasons, but especially because he thought the 
marriage of money and politics created an inherently 
corrupt system.

We can all talk endlessly about combating corrup-
tion and cleaning up the system. But, Smith infers, this 
will never happen under state-led capitalism. So long as 
government runs the economy, private economic inter-
ests will insinuate themselves into politics. Money and 
power will flow back and forth through ever more cor-
rupted channels, the same channels which today run 
between The City and Whitehall in the UK, Wall Street 
and Washington in the US, among other murky streams. 
Average citizens always end up getting the short end of 
the stick, as they did during the infamous bailout of The 
City and Wall Street following the Crash of 2008, and 
during subsequent years of high unemployment.

Capitalism has been called by some a system run for 
the benefit business owners. If so, this is not Smith’s capi-
talism. He wants a system run for the benefit, not of the 
business owner or the worker, but of the average con-
sumer. Of course consumers are also workers; that is how 
they get the wherewithal to consume. But working, like 
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organizing and owning businesses, is a means to an end: 
the creation of goods and services to meet the genuine 
needs of the people, and not just some of the people, all 
of the people, especially people still living in poverty.

Smith emphasizes that

no society can surely be flourishing and 
happy, of which the far greater part of the 
members are poor and miserable.9

But in a crony capitalist system, not only the inter-
ests of the poor,

[even] . . . the interest[s] of the [average] 
consumer [are] constantly sacrificed10

to those of rulers and special interests allied with the 
rulers.

Government ought to be impartial in its promotion 
of the common good:

To hurt, in any degree, the interest of any 
one order of citizens, for no other reason but 
to promote that of some other, is evidently 
contrary to that justice and equality of treat-
ment which the sovereign owes to all the dif-
ferent orders of his subjects.11

Nevertheless,

it is the industry which is carried on for 
the benefit of the rich and the powerful, 
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that is principally encouraged by our mer-
cantile system. That which is carried on for 
the benefit of the poor and the indigent is 
too often either neglected or oppressed.12

Proponents of state-led capitalism often point to the 
selfishness and self-interested maneuvering of private 
business interests. Smith agrees with them up to a point:

The clamor and sophistry of merchants and 
manufacturers easily persuade them, that 
the private interest of a part, and of a sub-
ordinate part, of the society, is the general 
interest of the whole.

People of the same trade seldom meet to-
gether, even for merriment and diversion, 
but the conversation ends in a conspiracy 
against the public, or in some contrivance 
to raise prices.

The interest of the dealers . . . in any par-
ticular branch of trade or manufactures, 
is always in some respects different from, 
and even opposite to, that of the public. To 
widen the market, and to narrow the com-
petition, is always the interest of the deal-
ers. To widen the market may frequently 
be agreeable enough to the interest of the 
public; but to narrow the competition must 
always be against it, and can only serve to 
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enable the dealers, by raising their profits 
above what they naturally would be, to levy, 
for their own benefit, an absurd tax upon 
the rest of their fellow citizens.

The proposal of any new law or regulation 
of commerce which comes from this order, 
ought always to be listened to with great 
precaution, and ought never to be adopted 
till after having been long and carefully ex-
amined, not only with the most scrupulous, 
but with the most suspicious attention. It 
comes from an order of men, whose inter-
est is never exactly the same with that of 
the public, who have generally an interest 
to deceive and even to oppress the public, 
and who accordingly have, upon many oc-
casions, both deceived and oppressed it.

Is state leadership and regulation possibly solving 
this perennial problem? No, says Smith. When pri-
vate interests abuse power, they are merely doing what 
government itself does. And it is the takeover of gov-
ernment by private interests, under guise of being con-
trolled by government, which is especially to be feared:

The capricious ambition of kings and min-
isters has not, during the present and the 
preceding century, been more fatal to the 
repose of Europe, than the impertinent 
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jealousy of merchants and manufacturers. 
The violence and injustice of the rulers of 
mankind is an ancient evil, for which, I am 
afraid, the nature of human affairs can scarce 
admit of a remedy. But the mean rapacity, 
the monopolizing spirit, of merchants and 
manufacturers, who neither are, nor ought 
to be, the rulers of mankind, though it can-
not, perhaps, be corrected, may very eas-
ily be prevented from disturbing the tran-
quility of anybody but themselves.

When government and private interest increasingly 
merge, we have what Smith called the “mercantile 
system,” and much of The Wealth of Nations is spent 
describing its features. Among them are:

1. A Larger-than-Necessary Military Establishment

This appeals to the vainglory of public officials and 
offered many profit opportunities for well-connected 
private interests.

2. Colonies

Although overt colonialism has fallen out of fashion 
since the 18th century, imperialism has traditionally 
accompanied an overly large military, and afforded 
similar scope for vainglory or private profit.
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3. Slavery

This was a notable feature of Smith’s time, which he 
and similar-minded reformers vigorously opposed. 
Smith made the salient point that slavery was actu-
ally an uneconomic system which could only be main-
tained through government subsidy and enforcement:

The work done by freemen comes cheaper 
in the end than that performed by slaves. It 
is found to be so even at Boston, New York, 
and Philadelphia, where the wages of com-
mon labor are so high.13

4. Government-Sponsored Monopoly

Everyone, governments included, pay lip service to the 
proposition that

monopoly . . . is a great enemy to good man-
agement. . . . [The best management] . . . 
can never be universally established, but 
in consequence of that free and universal 
competition which forces everyone to have 
recourse to it for the sake of self defense.14

Business owners know from experience that 
monopoly is difficult to fashion and impossible to 
sustain in a truly free market. They therefore seek 
and very often receive assistance from government 
in erecting trade barriers. These barriers are never 
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acknowledged for what they are—they are justified 
as quality or safety controls, when their real purpose 
is to restrict supply and increase price. Smith offers 
many examples:

[Government interferes with natural sup-
ply and demand] in the three following 
ways. First, by restraining the competition 
in some employments to a smaller number 
than would otherwise be disposed to enter 
into them; secondly, by increasing it in oth-
ers beyond what it naturally would be; and, 
thirdly, by obstructing the free circulation 
of labor and stock, both from employment 
to employment, and from place to place.

In Sheffield, no master cutler can have more 
than one apprentice at a time, by a by-law of 
the corporation. In Norfolk and Norwich, 
no master weaver can have more than two 
apprentices, under pain of forfeiting five 
pounds a month to the king. No master hat-
ter can have more than two apprentices any-
where in England or in the English planta-
tions, under pain of forfeiting; five pounds 
a month, half to the king, and half to him 
who shall sue in any court of record. Both 
these regulations . . . have been confirmed 
by a public law of the kingdom.
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But the 5th of Elizabeth, commonly called 
the Statute of Apprenticeship, it was en-
acted that no person should, for the future, 
exercise any trade [or] craft at that time ex-
ercised in England, unless he had previously 
served to it an apprenticeship of seven years 
at least; and what before had been the by-
law of many particular corporations, became 
in England the general and public law of all 
trades carried on in market towns.

These examples are particular to the 18th century 
and earlier. But government sponsored monopoly is, 
if anything, more prevalent in today’s economy. In 
the United States, for example, drugs are generally 
regarded as the most profitable major industry. And it 
is not hard to see why.

Each successful new drug is a government-sanctioned 
monopoly, guarded first by a government granted pat-
ent and second by government approval from the Food 
and Drug Administration (FDA). Moreover, only 
government-approved drugs or equipment or proce-
dures may be marketed as a treatment for any disease 
or health condition. If a food or supplement producer 
claims a health benefit the government will quickly 
shut it down under penalty of fines or even jail.

To get a drug approved, it is common knowledge that 
company officials must have personal relationships with 
those inside the government, and it is therefore essential 
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to hire former government employees at attractive sala-
ries. Unfortunately, this is only one example of contem-
porary government sponsored monopoly: they are vir-
tually everywhere in modern economies, just as they 
were everywhere in Adam Smith’s day.

5. Barriers to Free Trade

One of the many ways that private interests, work-
ing with government, attempt to create monopolies is 
by erecting international trade barriers. They do this 
under the pretense of protecting domestic jobs, but 
this is just a subterfuge. As Smith notes,

[It] cannot be doubted . . . that it was the 
spirit of monopoly which originally both 
invented and propagated this doctrine [of 
trade protectionism] and they who first 
taught it were by no means such fools as they 
who believed it. In every country it always is, 
and must be, the interest of the great body 
of the people, to buy whatever they want of 
those who sell it cheapest. The proposition 
is so very manifest, that is seems ridiculous 
to take any pains to prove it; nor could it 
ever have been called in question, had not 
the interested sophistry of merchants and 
manufacturers confounded the common 
sense of mankind.
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To give the monopoly of the home market 
to the produce of domestic industry, in any 
particular art or manufacture, is in some 
measure to direct private people in what 
manner they ought to employ their capi-
tals, and must, in almost all cases, be either 
a useless or a hurtful regulation. If the pro-
duce of domestic [origin] can be brought 
there as cheap as that of foreign industry, 
the regulation is evidently useless. If it can-
not, it must generally be hurtful.

It is the maxim of every prudent master of 
a family, never to attempt to make at home 
what it will cost him more to make than to 
buy. The tailor does not attempt to make his 
own shoes, but buys them off the shoemaker. 
The shoemaker does not attempt to make his 
own clothes, but employs a tailor. The farmer 
attempts to make neither the one nor the other, 
but employs those different artificers. All of 
them find it for their interest to employ their 
whole industry in a way in which they have 
some advantage over their neighbors, and to 
purchase with a part of its produce, or, what 
is the same thing, with the price of a part of 
it, whatever else they have occasion for.

What is prudence in the conduct of every 
private family can scarce be folly in that of 
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a great kingdom. If a foreign country can 
supply us with a commodity cheaper than 
we ourselves can make it, better buy it of 
them with some part of the produce of our 
own industry, employed in a way in which 
we have some advantage.

The same maxim which would in this man-
ner direct the common sense of one, or ten, 
or twenty individuals, should regulate the 
judgment of one, or ten, or twenty millions, 
and should make a whole nation regard the 
riches of its neighbors, as a probable cause 
and occasion for itself to acquire riches. A 
nation that would enrich itself by foreign 
trade is certainly most likely to do so, when 
its neighbors are all rich, industrious, and 
commercial nations. A great nation, sur-
rounded on all sides by wandering savages 
and poor barbarians, might, no doubt, ac-
quire riches by the cultivation of its own 
lands, and by its own interior commerce, 
but not by foreign trade.

Nothing . . . can be more absurd than [the] 
whole doctrine of the balance of trade, upon 
which, not only these restraints, but almost 
all the other regulations of commerce, are 
founded. When two places trade with one 
another, this doctrine supposes that, if the 
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balance be even, neither of them either 
loses or gains; but if it leans in any degree 
to one side, that one of them loses, and the 
other gains, in proportion to its declension 
from the exact equilibrium. Both supposi-
tions are false. A trade, which is forced by 
means of bounties and monopolies, may 
be, and commonly is, disadvantageous to 
the country in whose favor it is meant to 
be established, as I shall endeavor to show 
hereafter. But that trade which, without 
force or constraint, is naturally and regu-
larly carried on between any two places, is 
always advantageous, though not always 
equally so, to both.

By advantage or gain, I understand, not the 
increase of the quantity of gold and silver 
[the money of Smith’s day], but that of the 
exchangeable value of the annual produce of 
the land and labor of the country, or the in-
crease of the annual revenue of its inhabitants. 

There is another balance . . . which [is] . . . 
very different from the balance of trade, and 
which, according as it happens to be either fa-
vorable or unfavorable, necessarily occasions 
the prosperity or decay of every nation. This 
is the balance of the annual produce and con-
sumption. If the exchangeable value of the 
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annual produce, it has already been observed, 
exceeds that of the annual consumption, the 
capital of the society must annually increase 
in proportion to this excess. The society in 
this case lives within its revenue; and what 
is annually saved out of its revenue, is natu-
rally added to its capital, and employed so as 
to increase still further the annual produce.

If the exchangeable value of the annual pro-
duce, on the contrary, falls short of the an-
nual consumption, the capital of the soci-
ety must annually decay in proportion to 
this deficiency. The expense of the society, 
in this case, exceeds its revenue, and neces-
sarily encroaches upon its capital. Its capi-
tal, therefore, must necessarily decay, and, 
together with it, the exchangeable value of 
the annual produce of its industry.*

The balance of produce and consumption 
is entirely different from what is called the 
balance of trade. It might take place in a na-
tion which had no foreign trade, but which 
was entirely separate from all the world. It 
may take place in the whole globe of the 
earth, of which the wealth, population, and 

* Note that this describes the condition of the United States at the date 
of publication of this book.



The Essence of Adam Smith’s Wealth of Nations18 •

improvement, may be either gradually in-
creasing or gradually decaying.

The balance of produce and consumption 
may be constantly in favor of a nation, though 
what is called the balance of trade be gen-
erally against it.

There is nothing that Smith says here which does not 
apply with equal force to the 21st century as the 18th. 
Even Smith’s mockery of the simple-minded mercantil-
ist’s aim of amassing gold and silver hoards reminds us 
of contemporary mercantilist governments (e.g. China) 
relentlessly pursuing the dream of bigger and bigger offi-
cial reserves, this time denominated in dollar, euro, or 
yen bonds, mere pieces of paper even less intrinsically 
valuable than yesterday’s gold or silver.

Today’s trade protectionism, however, often takes 
a different form than in Smith’s day. In the 18th cen-
tury, the gold standard made it difficult to manipulate 
a nation’s currency value in order to encourage exports 
and discourage imports. Today currency manipulation 
is as important as or even more important than tra-
ditional trade barriers in protectionist policy-making.

6. Government Subsidies

Crony capitalist alliances between private interests 
and government do not just restrict or eliminate for-
eign (or domestic) competition. They also bestow sub-
sidies and other favors upon politically connected 
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industries, a practice which, as Smith says, leads to 
malinvestment, corruption, and outright “fraud.”

Such payoffs are common enough in prosperous 
times, but become even more prevalent during down-
turns. A weak economy gives government a rationale 
for intervening even more, allegedly in order to fix the 
economy. As Smith drily notes,

it can very seldom be reasonable to tax the 
industry of the great body of the people, 
in order to support that of some particular 
class of manufacturers. . . . In public, as well 
as in private expenses, great wealth, may, 
perhaps, frequently be admitted as an apol-
ogy for great folly. But there must surely be 
something more than ordinary absurdity in 
continuing such profusion in times of gen-
eral difficulty and distress.

7. Labor Market Interventions

In Smith’s day, the British government had for centuries 
restricted the mobility of laborers. If you were born in 
a given locality, you could only move to another with 
official permission, which was not easy to get. The 
ostensible purpose of this rule was to avoid vagrancy 
or the dumping of indigent persons on one locality by 
another. Its real purpose was to ensure a local supply 
of labor for rich employers, no matter what the local 
employment conditions. A side effect of this was to 
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hold back innovation and change in the economy and 
thus to thwart economic growth.

Government intervention in labor markets has 
certainly not abated since Smith’s day. Today the 
black teenage unemployment rate approaches 50%, 
largely because legislators refuse to exempt teenag-
ers from minimum wage laws. The US federally man-
dated minimum wage is a bit over $7. But Congress 
has just passed national medical insurance legislation 
that will cost employers just under $6 an hour to pay 
for one employee’s family coverage. When this provi-
sion comes into effect, the de facto minimum wage for 
employees with families will almost double, resulting 
in massive job loss of the very poorest workers.

8. Unintended Consequences as  
a General Disorder

Every . . . [government economic interven-
tion] . . . introduces some degree of real 
disorder into the constitution of the state, 
which it will be difficult afterwards to cure 
without occasioning another disorder.

9. Misdirected Investment

Every system which endeavors, either, by 
extraordinary encouragements to draw to-
wards a particular species of industry a 
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greater share of the capital of the society 
than what would naturally go to it, or, by 
extraordinary restraints, to force from a 
particular species of industry some share 
of the capital which would otherwise be 
employed in it, is, in reality, subversive of 
the great purpose which it means to pro-
mote. It retards, instead of accelerating, the 
progress of the society towards real wealth 
and greatness; and diminishes, instead of 
increasing, the real value of the annual pro-
duce of its land and labor.

10. Swelling Government Payrolls

The number of public employees increases under the 
mercantilist (crony capitalist) system, but so does the 
public pay level:

The emoluments of offices are not, like those 
of trades and professions, regulated by the 
free competition of the market, and do not, 
therefore, always bear a just proportion to 
what the nature of the employment requires. 
They are, perhaps, in most countries, higher 
than it requires; the persons who have the 
administration of government being gen-
erally disposed to regard both themselves 
and their immediate dependents, rather 
more than enough.
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11. Out-of-Control Government Spending

Great nations are never impoverished by pri-
vate, though they sometimes are by public 
prodigality and misconduct. The whole or 
almost the whole, public revenue is, in most 
countries, employed in maintaining unpro-
ductive hands. . . . Such people, as they them-
selves produce nothing, are all maintained 
by the produce of other men’s labor.

It is the highest impertinence and presump-
tion, therefore, in kings and ministers to 
pretend to watch over the economy of pri-
vate people, and to restrain their expense, 
either by sumptuary laws, or by prohib-
iting the importation of foreign luxuries. 
They are themselves always, and without 
any exception, the greatest spendthrifts in 
the society. Let them look well after their 
own expense, and they may safely trust pri-
vate people with theirs. If their own extrav-
agance does not ruin the state, that of the 
subject never will.

12. High Taxes Contributing to Unemployment

Smith says about taxes in general: “There is no art 
which one government sooner learns of another, than 
that of draining the pockets of the people.”15 But public 
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officials give relatively little thought to how taxes may 
affect employment, an oversight which ultimately hurts 
government revenue as well as the unemployed.

If direct taxes upon the wages of labor have 
not always occasioned a proportionable rise 
in those wages, it is because they have gen-
erally occasioned a considerable fall in the 
demand of labor [i.e. unemployment]. The 
declension of industry, the decrease of em-
ployment for the poor, the diminution of 
the annual produce of the land and labor 
of the country, have generally been the ef-
fects of such taxes.

In consequence of them, also, the price of 
labor must always be higher than it other-
wise would have been in the actual state 
of the demand; and this enhancement of 
price, together with the profit of those who 
advance it, must always be finally paid by 
the landlords and consumers. Absurd and 
destructive as such taxes are, . . . they take 
place in many countries.

The observation of Sir Matthew Decker, 
that certain taxes are, in the price of cer-
tain goods, sometimes repeated and accu-
mulated four or five times, is perfectly just 
with regard to taxes upon the necessaries 
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of life. In the price of leather, for example, 
you must pay not only for the tax upon the 
leather of your own shoes, but for a part of 
that upon those of the shoemaker and the 
tanner. You must pay, too, for the tax upon 
the salt, upon the soap, and upon the can-
dles which those workmen consume while 
employed in your service; and for the tax 
upon the leather, which the salt maker, the 
soap maker, and the candle maker consume, 
while employed in their service.

In Great Britain, the principal taxes upon 
the necessaries of life are those upon the 
four commodities just now mentioned, salt, 
leather, soap, and candles.

As all those four commodities are real nec-
essaries of life, such heavy taxes upon them 
must increase somewhat the expense of the 
sober and industrious poor, and must conse-
quently raise more or less the wages of their 
labor. . . . [, thereby causing unemployment 
with no offsetting benefit to them].

The duties of customs are . . . ancient. They 
seem to have been called customs, as denot-
ing customary payments, [and] . . . appear to 
have been originally considered as taxes upon 
the profits of merchants. In those ignorant 
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times, it was not understood, that the prof-
its of merchants are a subject not taxable di-
rectly; or that the final payment of all such 
taxes must fall, with a considerable overcharge, 
upon the consumers.

13. Debasement of the Currency

In earlier times, impecunious governments often sim-
ply seized private property. As Smith noted, this had a 
particularly chilling effect on economic activity:

In those unfortunate countries, indeed, where 
men are continually afraid of the violence 
of their superiors, they frequently bury or 
conceal a great part of their stock, in order 
to have it always at hand to carry with them 
to some place of safety, in case of their be-
ing threatened with any of those disasters to 
which they consider themselves at all times 
exposed. This is said to be a common prac-
tice in Turkey, in Indostan, and, I believe, 
in most other governments of Asia.

It seems to have been a common practice 
among our ancestors during the violence 
of the feudal government. Treasure-trove 
was, in these times, considered, as no con-
temptible part of the revenue of the great-
est sovereigns in Europe. It consisted in 
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such treasure as was found concealed in 
the earth.

Modern governments have adopted more sophisti-
cated means of raising revenue in addition to what can 
be collected in taxes. If they can find creditors, they 
borrow. Often the funds are repaid; sometimes they 
are not.

When national debts have once been accu-
mulated to a certain degree, there is scarce, 
I believe, a single instance of their having 
been fairly and completely paid. The lib-
eration of the public revenue, if it has ever 
been brought about at all, has always been 
brought about by a bankruptcy; sometimes 
by an avowed one, through frequently by a 
pretended payment.

“Pretended payment” refers to debasing the currency:

In every country of the world, I believe, the 
avarice and injustice of princes and sover-
eign states, abusing the confidence of their 
subjects, have by degrees diminished the 
real quantity of metal, which had been orig-
inally contained in their coins. The Roman 
As, in the latter ages of the Republic, was 
reduced to the twenty-fourth part of its 
original value, and, instead of weighing a 
pound, came to weigh only half an ounce. 
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The English pound and penny contain at 
present about a third only; the Scots pound 
and penny about a thirty-sixth; and the 
French pound and penny about a sixty-sixth 
part of their original value.

By means of those operations, the princes 
and sovereign states which performed them 
were enabled, in appearance, to pay their 
debts and fulfill their engagements with a 
smaller quantity of silver than would oth-
erwise have been requisite. It was indeed in 
appearance only; for their creditors were 
really defrauded of a part of what was due 
to them. All other debtors in the state were 
allowed the same privilege, and might pay 
with the same nominal sum of the new and 
debased coin whatever they had borrowed 
in the old. Such operations, therefore, have 
always proved favorable to the debtor, and 
ruinous to the creditor.

The raising of the denomination of the coin 
has been [another] expedient by which a real 
public bankruptcy has been disguised un-
der the appearance of a pretended payment. 
If a sixpence, for example, should, either by 
act of parliament or royal proclamation, be 
raised to the denomination of a shilling, and 
twenty sixpences to that of a pound sterling; 
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the person who, under the old denomina-
tion, had borrowed twenty shillings, or near 
four ounces of silver, would, under the new, 
pay with twenty sixpences, or with some-
thing less than two ounces.

A national debt of about a hundred and 
twenty-eight millions, near the capital of the 
funded and unfunded debt of Great Britain, 
might, in this manner, be paid with about 
sixty-four millions of our present money. 
It would, indeed, be a pretended payment 
only, and the creditors of the public would 
really be defrauded of ten shillings in the 
pound of what was due to them.

In some later instances, governments dispensed with 
metal money entirely, and financed themselves with 
paper. Both the US and confederate governments did 
this during the US Civil War, and it led directly to run-
away inflation. The German government famously did 
the same in the 1920s, with even greater inflation. Many 
other governments have done the same since, includ-
ing the government of the Soviet Union in its final days, 
and most infamously the government of Zimbabwe.

During the 1920s, government central bankers 
learned how to create new money without even printing 
bills through so-called open market operations,16 and 
this has become the preferred method in developed 
nations. Since the 1990s, larger and larger amounts of 
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new money have been surreptitiously “printed” by world 
governments, partly to pay expenses, but more often to 
manipulate currency values. The new money led directly 
to bubbles, thence to the global Crash of 2008, which in 
turn led to truly unprecedented levels on money “print-
ing,” now euphemistically called “quantitative easing,” 
followed by subsequent rounds of more money “print-
ing” when the first rounds failed to get the world bor-
rowing and spending machine going again.

Smith would not have been entirely surprised by 
these events, but also not have been able to predict 
them. No one in his day ever imagined that govern-
ments could succeed in dispensing entirely with gold 
and silver backing of a currency, and thus making 
it possible to run what are now electronic “printing 
presses” continually.

14. Government Failure to Perform  
Its Essential Duties

As state control of the economy grows, government 
becomes even less able to perform its essential duties. 
Smith enumerates these duties as follows:

According to the system of natural liberty, 
the sovereign has only three duties to attend 
to; three duties of great importance, indeed, 
but plain and intelligible to common un-
derstandings: first, the duty of protecting 
the society from the violence and invasion 
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of other independent societies; secondly, 
the duty of protecting, as far as possible, 
every member of the society from the in-
justice or oppression of every other mem-
ber of it, or the duty of establishing an ex-
act administration of justice; and, thirdly, 
the duty of erecting and maintaining cer-
tain public works, and certain public insti-
tutions, which it can never be for the inter-
est of any individual, or small number of 
individuals to erect and maintain.

Commerce and manufactures can seldom 
flourish long in any state which does not 
enjoy a regular administration of justice; 
in which the people do not feel themselves 
secure in the possession of their property; 
in which the faith of contracts is not sup-
ported by law; and in which the authority 
of the state is not supposed to be regularly 
employed in enforcing the payment of debts 
from all those who are able to pay. Com-
merce and manufactures, in short, can sel-
dom flourish in any state, in which there is 
not a certain degree of confidence in the 
justice of government.

Unfortunately government entry into the economy 
inevitably leads to alliances between powerful special 
interests and public officials. The resulting corruption 
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utterly undermines our faith in government justice, 
much less government efficiency.

Smith put his view of the proper role of govern-
ment even more succinctly in one of his early univer-
sity lectures:

Little else is requisite to carry a state to the 
highest degree of opulence from the lowest 
barbarism, but peace, easy taxes, and a tol-
erable administration of justice: all the rest 
being brought about by the natural course 
of things.17

15. Muddling through (at Unnecessary Cost to 
the Poor and Struggling)

Throughout most of human history, the efforts of 
individuals to better their condition went nowhere. 
There was little or no economic growth from genera-
tion to generation. This fact testified to just how bad 
governments were, because, in Smith’s view, it is diffi-
cult to render completely futile the efforts of human 
enterprise. As he says,

the natural effort which every man is con-
tinually making to better his own condition 
is a principle of preservation capable of pre-
venting and correcting, in many respects, the 
bad effects of a political economy, in some 
degree both partial and oppressive. Such a 
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political economy, though it no doubt re-
tards more or less, is not always capable of 
stopping altogether, the natural progress 
of a nation towards wealth and prosperity, 
and still less of making it go backwards. If 
a nation could not prosper without the en-
joyment of perfect liberty and perfect jus-
tice, there is not in the world a nation which 
could ever have prospered.

The natural effort of every individual to 
better his own condition, when suffered 
to exert itself with freedom and security 
is so powerful a principle that it is alone, 
and without any assistance, not only capa-
ble of carrying on the society to wealth and 
prosperity, but of surmounting a hundred 
impertinent obstructions with which the 
folly of human laws too often encumbers 
its operations; though the effect of these 
obstructions is always more or less either 
to encroach upon its freedom, or to dimin-
ish its security. In Great Britain industry is 
perfectly secure; and though it is far from 
being perfectly free, it is as free as or freer 
than in any other part of Europe.18

The signal achievement of The Wealth of Nations is 
to describe mercantilism/crony capitalism both as a 
whole and in telling detail. As explained earlier, Smith 
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is first and foremost a reformer, and his principal job 
is to explain the true costs of a corrupt system. But as 
a reformer, he is also concerned with providing a rem-
edy, which he calls the System of Liberty, and which, 
we today call free markets:

[When government relinquishes control of 
the economy, with all its unintended and 
damaging consequences], the obvious and 
simple system of natural liberty establishes 
itself of its own accord. Every man, as long 
as he does not violate the laws of justice, is 
left perfectly free to pursue his own interest 
his own way, and to bring both his industry 
and capital into competition with those of 
any other man, or order of men.

The sovereign is completely discharged from 
a duty, in the attempting to perform which 
he must always be exposed to innumerable 
delusions, and for the proper performance 
of which, no human wisdom or knowledge 
could ever be sufficient; the duty of superin-
tending the industry of private people, and 
of directing it towards the employments 
most suitable to the interests of the society.

Smith’s System of Liberty also has its central 
characteristics.
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A. Reliance on Free Prices

Free markets are often described by their critics as both 
chaotic and wasteful. They are actually both orderly 
and productive, but only if prices are allowed to be 
free. Prices are an indispensable signaling device that 
tells all the economic players what they need to know 
in order to make rational (and useful) choices.

It has often been observed that the Soviet Union 
collapsed because it could not find a workable alterna-
tive to the free price system. But this is not just a prob-
lem for Communist systems. In the so-called market 
economics of today, all the biggest prices (e.g. curren-
cies, interest rates, mortgage rates) are controlled by 
government and many of the lesser ones as well.

B. Reliance on Profits

Profits are a corollary of free prices, and are indispens-
able regulating as well as signaling devices. Of course, we 
must be careful to describe the profit system accurately 
as the profit and loss system. The fear and pain of loss 
counts for as much as or more than the hope for gain.

It is sometimes alleged that the profit system makes 
goods more expensive, because profit is an “avoidable 
cost” that is simply tacked on to unavoidable costs 
such as labor. The truth is that profits are the whip that 
continually drives prices down, because high prices 
quickly attract new investment which increases supply 
relative to demand.
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Even Karl Marx acknowledged (in The Communist 
Manifesto) the power of market forces to bring down 
prices. Marx was a close student of Smith and would 
have read this from The Wealth of Nations:

When, by an increase in the effectual de-
mand, the market price of some particu-
lar commodity happens to rise a good deal 
above the natural price, those who employ 
their stocks in supplying that market, are 
generally careful to conceal this change. If 
it was commonly known, their great profit 
would tempt so many new rivals to employ 
their stocks in the same way, that, the effec-
tual demand being fully supplied, the mar-
ket price would soon be reduced to the nat-
ural price, and, perhaps, for some time even 
below it. Secrets of this, however, it must 
be acknowledged, can seldom be long kept; 
and the extraordinary profit can last very 
little longer than they are kept.

Smith also notes that average profits tend to fall, not 
rise, in a truly free market:

The rate of profit does not, like rent and 
wages, rise with the prosperity, and fall with 
the declension of the society. On the con-
trary, it is naturally low in rich, and high in 
poor countries.
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C. Expanding Employment and Wage Rates

Profits are also that portion of the economic pie which 
is most easily saved. Savings in a secure and free envi-
ronment are generally invested in the pursuit of further 
profits, which requires hiring more workers. Demand 
for more workers also raises wages, which in turn may 
further increase productivity, because

Where wages are high . . . we shall always 
find the workmen more active, diligent, 
and expeditious, than where they are low.

Smith further notes that high wages encourage 
investment in new equipment, which both raises pro-
ductivity and, eventually, wages.

D. Reliance on Personal and Business Saving

The capitals of industry are increased by 
parsimony, and diminished by prodigality 
and misconduct.

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

What is annually saved is as regularly con-
sumed as what is annually spent and nearly 
in the same time too: but it is consumed by 
a different set of people. That portion of his 
revenue which a rich man annually spends is, 
in most cases, consumed by idle guests and 
menial servants, who leave nothing behind 
them in return for their consumption. That 
portion, which he annually saves, as, for the 
sake of the profit, is immediately employed 
as a capital, is consumed in the same man-
ner and nearly in the same time too, but by a 
different set of people: by laborers, manufac-
turers, and artificers, who reproduce, with a 
profit, the value of their annual consumption.†

* Smith was living before the fully global economy but his point still 
remains valid, that saving is needed to fund investment. Some econo-
mists, most notably John Maynard Keynes, have assumed that govern-
ment-printed money could be substituted for savings, but both logic 
and economic history argue against this.

† It is often argued by politicians and those not schooled in economics 
that the rich only benefit the economy by spending on luxuries, and 
that their tendency to save will depress rather than stimulate the econ-
omy. This argument is then translated into a call for very high tax levels 
for the rich. Smith shows that this is quite false. Saving is also a form of 
spending, and when channeled into well-considered investments, the 
most valuable kind of spending for an economy.
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By what a frugal man annually saves, he 
not only affords maintenance to an addi-
tional number of productive hands, for 
that of the ensuing year, but like the founder 
of a public workhouse he establishes, as it 
were, a perpetual fund for the mainte-
nance of an equal number in all times to 
come. The perpetual allotment and desti-
nation of this fund, indeed, is not always 
guarded by any positive law, by any trust-
right or deed of mortmain. It is always 
guarded, however, by a very powerful prin-
ciple, the plain and evident interest of ev-
ery individual to whom any share of it 
shall ever belong. No part of it can ever 
afterwards be employed to maintain any 
but productive hands, without an evident 
loss to the person who thus perverts it 
from its proper destination.

If the prodigality of some were not compen-
sated by the frugality of others, the conduct 
of every prodigal, by feeding the idle with 
the bread of the industrious, would tend 
not only to beggar himself, but to impov-
erish his country.
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E. An Equivocal View of the Rich

Smith generally takes a jaundiced and critical view of 
the rich. He says that

with the greater part of rich people, the chief 
enjoyment of riches consists in the parade of 
riches; which, in their eye, is never so com-
plete as when they appear to possess those 
decisive marks of opulence which nobody 
can possess but themselves.

But he does recognize that they have a special role to 
play as savers, because unlike most people, the truly rich 
simply cannot spend all their income, and thus must 
save. And insofar as they are business owners, their

natural selfishness and rapacity19

is regulated by their very desire for profit:

The real and effectual discipline which is 
exercised over [an employer or other eco-
nomic actor] is not that of [outside parties 
including government], but that of his cus-
tomers. It is the fear of losing their employ-
ment which restrains his frauds and corrects 
his negligence.



The Essence of Adam Smith’s Wealth of Nations40 •

F. Reliance on Enlightened Self-Interest as  
the Chief Economic Motivator

Not surprisingly, the following are some of the most 
frequently cited passages of The Wealth of Nations:

[The] division of labor, from which so many 
advantages are derived, is not originally the 
effect of any human wisdom, which foresees 
and intends that general opulence to which 
it gives occasion. It is the necessary, though 
very slow and gradual, consequence of a cer-
tain propensity in human nature to truck, 
barter, and exchange one thing for another.

In civilized society [an individual] stands at 
all times in need of the cooperation and as-
sistance of great multitudes, while his whole 
life is scarce sufficient to gain the friend-
ship of a few persons. It is in vain for him 
to expect . . . [assistance] . . . from [the] be-
nevolence [of others] only. He will be more 
likely to prevail if he can interest their self-
love in his favor, and show them that it is 
for their own advantage to do for him what 
he requires of them.

It is not from the benevolence of the butcher, 
the brewer, or the baker, that we expect our 
dinner, but from their regard to their own 
interest. We address ourselves, not to their 



Why We All Need to Read Adam Smith 41•

humanity, but to their self-love, and never 
talk to them of our own necessities, but of 
their advantages.

Every individual is continually exerting him-
self to find out the most advantageous em-
ployment for whatever capital he can com-
mand. It is his own advantage, indeed, and 
not that of the society, which he has in view. 
But the study of his own advantage natu-
rally, or rather necessarily, leads him to pre-
fer that employment which is most advan-
tageous to the society.

As every individual, therefore, endeavors 
as much as he can, both to employ his cap-
ital in the support of domestic industry, 
and so to direct that industry that its pro-
duce may be of the greatest value; every 
individual necessarily labors to render the 
annual revenue of the society as great as he 
can. He generally, indeed, neither intends 
to promote the public interest, nor knows 
how much he is promoting it.

By preferring the support of domestic to 
that of foreign industry, he intends only 
his own security; and by directing that in-
dustry in such a manner as its produce may 
be of the greatest value, he intends only his 
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own gain; and he is in this, as in many other 
cases, led by an invisible hand to promote 
an end which was no part of his intention.

Nor is it always the worse for the society 
that it was no part of it. By pursuing his 
own interest, he frequently promotes that 
of the society more effectually than when 
he really intends to promote it. I have never 
known much good done by those who af-
fected to trade for the public good. It is an 
affectation, indeed, not very common among 
merchants, and very few words need be em-
ployed in dissuading them from it.

The species of domestic industry which his 
capital can employ, and of which the pro-
duce is likely to be of the greatest value, ev-
ery individual, it is evident, can in his lo-
cal situation judge much better than any 
statesman or lawgiver can do for him. The 
statesman, who should attempt to direct 
private people in what manner they ought 
to employ their capitals, would not only 
load himself with a most unnecessary atten-
tion, but assume an authority which could 
safely be trusted, not only to no single per-
son, but to no council or senate whatever, 
and which would nowhere be so danger-
ous as in the hands of a man who had folly 
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and presumption enough to fancy himself 
fit to exercise it.

Smith has sometimes been dismissed as a propo-
nent, even a salesman, of selfishness. This is false. In 
his first book, The Theory of Moral Sympathy, Smith 
says that human beings are often moved to altruism 
by what he calls sympathy (we might call it empathy), 
which he clearly regards in a very positive light.

At the very last Smith wants our self-interest to be 
rational and enlightened. He is well aware of how irra-
tional self-interest can be and how it has torn societ-
ies asunder and kept them poor. The main point here 
is that no amount of human goodwill or altruism will 
create the orderly webs of cooperation that we all need 
in order to survive. Nor will a command and control 
system led from the top by government, even a more 
honest government than we actually get, succeed.

It is only free markets, pitifully hampered and con-
strained as they have been by misguided government 
interventions, which have got us as far as we have 
come, by channeling our aggressions away from vio-
lence and theft and toward constructive enterprise. 
And it is free markets alone which offer any hope of 
eliminating poverty in an environmentally and eco-
nomically sustainable way.

By emphasizing enlightened self-interest, Smith 
was no doubt being a realist, and no doubt making an 
important point. But as this author argued in Are the 
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Rich Necessary?, self-interest—even enlightened self-
interest—is over-emphasized. The gist of the argu-
ment is that the private market system is not funda-
mentally grounded in self-interest:

Adam Smith seriously erred in suggesting that it 
was, and his authority has misled us for centu-
ries. The market system teaches naturally selfish 
people to put aside their selfishness and practice 
some of the “highest” values of social cooperation 
that human beings have ever achieved.

“Market values” are the diametrical opposite of 
“every man for himself.” The “self-interest model” 
so beloved of economists is completely illusory. A 
young person may proclaim: “I will start my own 
business in order to be my own boss.” But if he or 
she persists in this illusion, the new business will 
fail, as most do. In order to start and run a suc-
cessful business, one must be willing, above all, to 
subordinate oneself in the service of others. One 
must serve one’s customers and one must also 
serve and respect and nurture one’s employees.

Sometimes “bosses” are so talented or lucky 
that they do well without fully learning these les-
sons. Even then, they do not do nearly as well as 
they might have. The iron rule is: everything else 
being equal, the better you serve, the better you 
do. Predation, exploitation, parasitism, or greed 
may make this transaction, or even this year’s 
profits, fatter. But a business is defined as the 
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present value of all future profits, and these true 
profits are ruined by selfishness, even so-called 
“rational” selfishness.

“Market” values are not easy. They are 
extremely demanding, and in many cases take 
generations to learn. Nor are they “lower than” 
or “separate from” religious values. It is true that 
they are not identical to religious values, but they 
are rather “complementary” to religion and have 
arguably done as much as religion to “civilize” us, 
especially given the dark side of religion exempli-
fied by religious wars. It is no coincidence that it 
was defenders of free markets who led the battle 
against world slavery and finally won it, against 
large odds, in the nineteenth century. As econo-
mist George Stigler writes:

Important as the moral influences of the 
market place are, they have not been sub-
jected to any real study. The immense pro-
liferation of general education, of scientific 
progress, and of democracy are all coinci-
dental in time and place with the emergence 
of the free enterprise system of organizing 
the market place. I believe this coincidence 
was not accidental.20

A critic of free markets, Liah Greenfield, has 
asserted in her book, The Spirit of Capitalism: 
Nationalism and Economic Growth, that nation-
alism promotes free-market growth. The truth 
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is just the opposite. “Market values” are at odds 
with nationalism, tribalism, racism, and sectari-
anism of all kinds, and continually teach us to tol-
erate, work with, and ultimately appreciate peo-
ple wherever and however we find them.

The hostile attitude of most economists toward 
the idea of the market as a source of moral values 
is hard to fathom, although it may simply reflect a 
lack of personal familiarity with business. Listen 
to Geoffrey Martin Hodgson:

The firm has to compete not simply for profit 
but for our confidence and trust. To achieve 
this, it has to abandon profit-maximization, 
or even shareholder satisfaction, as the ex-
clusive objectives of the organization.21

This is quite wrong. In truth, confidence and 
trust do not in the least conflict with profits. On 
the contrary, one cannot have the latter with-
out the former, as great businesses have shown 
throughout history.

Perhaps the ultimate wrong note of this kind 
was sounded by economist John Kenneth Gal-
braith, past president of the American Econom-
ics Association, when he wrote that

there is nothing reliable to be learned about 
making money. If there were, study would 
be intense and everyone with a positive IQ 
would be rich.22
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What Galbraith, like others, failed to see is that 
one does not necessarily need a high IQ to make 
money, but rather the right personal values, in par-
ticular an ardor to serve others and a degree of real-
ism about how to do it (since in markets, as in life 
generally, good intentions alone do not suffice).23

US president Calvin Coolidge, like Smith a free 
market icon noted for a certain stringency of tone, got 
it right when he said that the business of America was 
business but that business “rest[ed] squarely on the law 
of service [which had its] main reliance on truth, faith, 
and justice.”24

G. Honest Money

It may be debated whether Smith over-emphasized 
rational self-interest. It may also be debated whether he 
got government monetary policy right. This author for 
one thinks he got it mostly wrong. Given that mone-
tary policy has had such a large impact on economic 
affairs since his day, and also given Smith’s immense 
authority, it is worth taking a moment to consider what 
exactly The Wealth of Nations said about this subject.

In the first place, Smith objects to government issued 
paper money. His argument is sensible:

The paper currencies of North America 
consisted, not in bank notes payable to 
the bearer on demand, but in a govern-
ment paper, of which the payment was 
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not eligible till several years after it was is-
sued; and though the colony governments 
paid no interest to the holders of this pa-
per, they declared it to be, and in fact ren-
dered it, a legal tender of payment for the 
full value for which it was issued.

Allowing the colony security to be perfectly 
good, a hundred pounds payable fifteen years 
hence, for example, in a country where in-
terest is at six per cent, is worth little more 
than forty pounds ready money. To oblige 
a creditor, therefore, to accept of this as full 
payment for a debt of hundred pounds actu-
ally paid down in ready money, was an act of 
such violent injustice, as has scarce, perhaps, 
been attempted by the government of any 
other country which pretended to be free. 
It bears the evident marks of having origi-
nally been, what the honest and downright 
Doctor Douglas assures us it was, a scheme 
of fraudulent debtors to cheat their creditors.

As suggested above, Smith does not object to paper 
money issued by banks, assuming it is backed by gold 
or silver, and that it is restricted and regulated by 
government:

If bankers are restrained from issuing any 
circulating bank notes, or notes payable to 
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the bearer, for less than a certain sum; and 
if they are subjected to the obligation of an 
immediate and unconditional payment of 
such bank notes as soon as presented, their 
trade may, with safety to the public, be ren-
dered in all other respects perfectly free.

He says that these government restrictions are nec-
essary because some banks act foolishly:

Had every particular banking company al-
ways understood and attended to its own 
particular interest, the circulation never 
could have been overstocked with paper 
money. But every particular banking com-
pany has not always understood or attended 
to its own particular interest, and the cir-
culation has frequently been overstocked 
with paper money.

It is not, however, just the bankers who are respon-
sible for this problem:

The over-trading of some bold projectors 
in both parts of the United Kingdom was 
the original cause of this excessive circula-
tion of paper money.25

Smith is aware that calling for government interven-
tion into banking affairs is inconsistent with the rest of 
his argument:
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To restrain private people, it may be said, from 
receiving in payment the promissory notes 
of a banker for any sum, whether great or 
small, when they themselves are willing to 
receive them; or, to restrain a banker from 
issuing such notes, when all his neighbors 
are willing to accept of them is a manifest 
violation of that natural liberty, which it is 
the proper business of law not to infringe, 
but to support. Such regulations may, no 
doubt, be considered as in some respect a 
violation of natural liberty. But those exer-
tions of the natural liberty of a few individ-
uals, which might endanger the security of 
the whole society, are, and ought to be, re-
strained by the laws of all governments; of 
the most free, as well as or the most despot-
ical. The obligation of building party walls, 
in order to prevent the communication of 
fire, is a violation of natural liberty, exactly 
of the same kind with the regulations of 
the banking trade which are here proposed.

Smith also seems to have rejected the worry that 
allowing paper bank notes would lead to consumer 
price inflation:

The increase of paper money, it has been 
said, by augmenting the quantity, and conse-
quently diminishing the value, of the whole 
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currency, necessarily augments the money 
price of commodities. But as the quantity of 
gold and silver, which is taken from the cur-
rency, is always equal to the quantity of pa-
per which is added to it, paper money does 
not necessarily increase the quantity of the 
whole currency.

Smith adds that it is proper for government to regu-
late and restrict the interest rates that banks charge:

In countries where interest is permitted, the 
law in order to prevent the extortion of usury 
generally fixes the highest rate which can be 
taken without incurring a penalty. . . . In a 
country such as Great Britain, where money 
is lent to government at three per cent and 
to private people, upon good security, at 
four and four-and-a-half, the present legal 
rate, five per cent is perhaps as proper as any.

There is an acknowledgment that ready access to 
cheap but fluctuating bank credit poses a special prob-
lem for the conservative business operator. If a busi-
ness can earn 8% on its capital, it can earn a great deal 
more by augmenting that capital by borrowing at 4%. 
The extra profits may in turn enable this business, 
through borrowing, to expand faster than its competi-
tors, cut price, or otherwise drive competitors out of 
business. The more conservative business may thus feel 
itself obliged to borrow whether or not it wishes to, 
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and then both imprudent and prudent business may 
both collapse if credit is suddenly withdrawn.

Since Smith’s time, we have witnessed great credit 
expansions and great collapses. These have become 
ever more dramatic and more troublesome, and have 
not been arrested by the creation of government cen-
tral banks, indeed they appear to have become worse. 
In our day, banks are no longer able to print their own 
paper money. But they are able to issue checks, and 
these checks act as money. So one way or another, both 
banks and central banks are able to expand and con-
tract both the supply of money in the economy and 
the availability and terms of credit.*

In Smith’s day, there was still a debate about whether 
banks should be able to lend more than the money 
that was actually in the vault. It was not at all clear that 
they could. Banks began as gold and silver warehouses, 
and other warehouses were not (and are not) permit-
ted to lend more than they hold or to lend at all with-
out the depositor’s explicit permission. Eventually, 
long after Smith’s death, it was decided by courts that 
banks, unlike other warehouses, could do these things, 
even though this “fractional reserve banking system” 
expanded and contracted both money and credit in 
an unpredictable and often erratic way, which in turn 
contributed to economic booms and busts.

* For a more complete explanation of how this works see Hunter Lewis, 
Are the Rich Necessary? (Mt. Jackson, VA: Axios Press, 2009), 303.
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Unaccountably, Smith is mostly silent about all this. 
He seems to excuse loose credit, so long as it is regu-
lated by government, even though elsewhere he argues 
that government regulation cannot work, and that 
government, being chronically short of funds, will 
adopt every furtive and destructive device to fund 
itself. If government cannot be trusted to impose hon-
est taxes or rein in its borrowing, how can government 
be entrusted with control of the entire money and 
lending system? No wonder that some contemporary 
free market economists are so critical of Smith.

Wealth of Nations also argued that

the quantity of money . . . must in every coun-
try naturally increase as the value of the an-
nual produce increases. The value of the con-
sumable goods annually circulated within the 
society being greater, will require a greater 
quantity of money to circulate them.

This proposition may seem obviously true, but actu-
ally needs a second look. There is no empirical evi-
dence that additional money is needed as an economy 
expands. If an economy consists of four identical tools 
and four dollars, the production of four more tools 
does not require the production of four more dollars. 
In the first instance, the tools may each be worth $1. In 
the latter, the price falls to 50¢. In either case, the role 
of money, which in this case is to make it possible to 
trade goods, remains unaffected.
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Why does Smith’s lapse on this point matter? Because 
he himself says that

no complaint is more common than that 
of a scarcity of money.26

He adds that

the attention of government never was so 
unnecessarily employed, as when directed 
to watch over the preservation or increase 
of the quantity of money in any country.

But, this injunction notwithstanding, the idea that 
the money supply must continually increase has been 
one of the prime justifications for government con-
trol of money. It was the supposed need for an “elas-
tic currency” that was invoked in order to pass legis-
lation creating the US Federal Reserve Board in 1913. 
Of course no one at that time imagined how rapidly 
the new central bank would run the monetary print-
ing presses, especially during the 1920s boom, the dot 
com boom of the 1990s, the housing boom that fol-
lowed, or especially after the Crash of 2008, or that all 
the new money created would reduce the purchasing 
power of the dollar over a little less than a century by 
about 97%.

As economist Ludwig von Mises has noted,

if one looks at the catastrophic consequences 
of the great paper money inflations, one 
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must admit that . . . it would be futile to re-
tort that these catastrophes were brought 
about by the improper use which the gov-
ernments made of the powers that credit 
money and fiat money placed in their hands 
and that wise governments would have ad-
opted sounder policies. As money can never 
be neutral and stable in purchasing power, a 
government’s plans concerning the determi-
nation of the quantity of money can never 
be impartial and fair to all members of so-
ciety. Whatever a government does in the 
pursuit of aims to influence the height of 
purchasing power depends necessarily upon 
the rulers’ personal value judgments. It al-
ways furthers the interests of some groups 
of people at the expense of other groups. It 
never serves what is called the commonweal 
or the public welfare. In the field of mon-
etary policies too there is no such thing as 
a scientific ought.27

It must be stressed that what has been characterized 
here as Smith’s monetary errors are debated. This author 
regards them as disastrous for subsequent economic his-
tory. If only, one wonders, Smith had got this right—
how much boom and bust and human suffering would 
have been averted. But conventional opinion in con-
temporary economics disagrees. It is either not much 
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concerned with Smith’s monetary policy, or agrees with 
it, or excuses it.

There is a consensus among economists about some 
of Smith’s other errors. The notion that

the most decisive mark of the prosperity of 
any country is the increase of the number 
of its inhabitants,

is not correct. The statement that

the greatest improvements in the produc-
tive powers of labor . . . seem to have been 
the effects of the division of labor,

is only partly correct. Capital accumulation (which 
Smith embraces) and new technology arguably mat-
ter as much. It is worth noting that there is not much 
said about technology in The Wealth of Nations and 
nothing at all about the industrial revolution that 
was taking shape in Britain at the time. Also miss-
ing is the role of the entrepreneur, something men-
tioned by two earlier apostles of free markets, Can-
tillon and Turgot.

There are more lapses. No one today agrees that agri-
culture is inherently more productive than manufac-
turing, or that housing and services do not count at all 
as productive economic activity,28 only as here today 
and gone forever tomorrow consumption. Many econ-
omists also disagree with Smith’s approval of retalia-
tory tariffs29 (tariffs raised to combat others). It might 
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be added that retaliatory tariffs are the kind of loop-
hole that crony capitalist governments and their pri-
vate interest friends love. Cannot all tariffs, in the same 
way be characterized as retaliatory?

Smith’s most notorious and generally accepted 
blunder was his theory of what made goods valuable 
and how they were priced. As we shall see, this blun-
der mattered a great deal, but first we should let Smith 
speak for himself on this important subject of eco-
nomic valuation:

What are the rules which men naturally 
observe, in exchanging either money, or 
[goods]? These rules determine what may 
be called the exchangeable value of goods.

The word value, it is to be observed, has 
two different meanings, one may be called 
“value in use”; the other, “value in exchange.” 
The things which have the greatest value in 
use have frequently little or no value in ex-
change; and, on the contrary, those which 
have the greatest value in exchange have fre-
quently little or no value in use. Nothing is 
more useful than water; but it will purchase 
scarce anything; scarce anything can be had 
in exchange for it. A diamond, on the con-
trary, has scarce any value in use; but a very 
great quantity of other goods may frequently 
be had in exchange for it.
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Every man is rich or poor according to the 
degree in which we can afford to enjoy the 
necessaries, conveniences, and amusements of 
human life. But after the division of labor has 
once thoroughly taken place, it is but a very 
small part of these with which a man’s own 
labor can supply him. The far greater part of 
them he must derive from the labor of other 
people, and he must be rich or poor accord-
ing to the quantity of that labor which he can 
command, or which he can afford to purchase.

The value of any commodity, therefore, to 
the person who possesses it, and who means 
not to use or consume it himself, but to ex-
change it for other commodities, is equal to 
the quantity of labor which it enables him 
to purchase or command. Labor therefore, 
is the real measure of the exchangeable value 
of all commodities.

As a corollary of this, high or low wages and 
profit are the causes of high or low price. It is 
because high or low wages and profit must 
be paid, in order to bring a particular com-
modity to market, that its price is high or low.

At all times and places, that is dear which 
it is difficult to come at, or which it costs 
much labor to acquire; and that cheap which 
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is to be had easily, or with very little labor. 
Labor alone, therefore, never varying in its 
own value, is the ultimate and real standard 
by which the value of all commodities can at 
all times and places be estimated and com-
pared. It is their real price; money is their 
nominal price only.

When the price of any commodity is nei-
ther more nor less than what is sufficient 
to pay the rent of the land, the wages of 
the labor, and the profits of the stock em-
ployed in raising, preparing, and bringing it 
to market, according to their natural rates, 
the commodity is then sold for what may 
be called it natural price.

The actual price, at which any commodity 
is commonly sold, is called its market price. 
It may either be above, or below, or exactly 
the same with its natural price.

The market price of every particular com-
modity is regulated by the proportion be-
tween the quantity which is actually brought 
to market, and the demand of those who are 
willing to pay the natural price of the com-
modity, or the whole value of the rent, la-
bor, and profit, which must be paid in or-
der to bring it thither.
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Such people [who pay the price] may be 
called the effectual demanders, and their 
demand the effectual demand; since it 
maybe sufficient to effectuate the bring-
ing of the commodity to market. It is dif-
ferent from the absolute demand. A very 
poor man may be said, in some sense, to 
have a demand for a coach and six horses; 
he might like to have it; but his demand is 
not an effectual demand, as the commod-
ity can never be brought to market in or-
der to satisfy it.

The preceding makes some useful points, but is gen-
erally garbled. As economist Joseph Schumpeter and 
others have noted, it seems to express several different 
theories of economic pricing: usefulness; labor cost; 
difficulty of acquisition; imbedded rent, labor, and 
profit; supply and demand—with perhaps an overall 
emphasis on labor cost.

Smith’s mentor, the noted philosopher (and econ-
omist) David Hume, read Wealth of Nations during 
his final illness. He approved highly of it, but at once 
noted the error on pricing: “If you were at my fire-
side, I should dispute some of your principles. I cannot 
think . . . but that price is determined altogether by the 
quantity and the demand.”30

In other words, a product is not worth the labor 
in it, or even the rent, labor, and expected profit. It 
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is worth whatever someone is willing to pay for it. 
Moreover, the seller and buyer do not make an equal 
exchange. The seller values cash more than the prod-
uct; the buyer the reverse. This is possible because valu-
ation is subjective in nature.

By the late 19th century, approximately a century 
after Smith, economists had worked all this out. But in 
the meantime Karl Marx had seized on Smith’s “labor 
theory of value” to justify an attack on what he called, 
in his own verbal coinage, capitalism. If labor is what 
makes goods valuable, then workers should not share 
that value with capitalists. Profit in this view is both 
unnecessary and illegitimate.

Marx agreed that capital investment and equipment 
entered into the equation, but these were characterized 
as labor from the past. He did not attempt to explain 
why today’s laborers deserved emolument from labor 
of the past, or how any of this squared with the dictum 
“from each according to his ability, to each according 
to his need.”31 But insofar as Marx depended on a labor 
theory of value, it may be said that Marxist commu-
nism depended on Smith.

Well, we all make our mistakes. And we cannot 
choose what others will do with our ideas. The unmis-
takable truth remains that Adam Smith very much 
deserves his central place in the pantheon of economic 
thinkers, not because he got free market theory right, 
but because he got mercantilism/crony capitalism so 
unmistakable right.
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In Smith’s day, as in our day, it is crony capitalism 
that rules the roost. This is hard on all of us, but espe-
cially the poor and disadvantaged. As Smith states, this 
is a very sorry state of affairs, and we should not accept 
it. We should lay bare the flaws of the current system 
and demand reform, just as Smith and our 18th cen-
tury forebears did. And we should take special care not 
to get sidetracked by false panaceas offered by “correc-
tors” of Smith such as Marx or John Maynard Keynes, 
precisely because their “corrections” lead in practice to 
more rather than less crony capitalism.*

—Hunter Lewis

A Biographical Sketch

Adam Smith (1723–1790) was born in Kirkcaldy 
Scotland where his father who died a few months 

before his birth, had been controller of customs. At 
age three he was taken to visit an uncle, where, play-
ing alone, he was seized by a group of “tinkers.” Fortu-
nately this was noticed and after a hot pursuit, the boy 
was abandoned and recovered. But for this recovery, 
we might never have had The Theory of Moral Senti-
ments, Smith’s first book, or The Wealth of Nations.

In 1737 Smith enrolled at the University of Glasgow, 
where he studied under Hutcheson, who became an 

* For more on John Maynard Keynes and crony capitalism, see Hunter 
Lewis, Where Keynes Went Wrong (Mt. Jackson, VA: Axios Press, 2009).
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important mentor and source of his ideas. In 1740 he 
went to Oxford, where appalled by the utter sloth and 
neglect of students by teachers, he nevertheless stayed 
seven years. This was followed by two years at home 
with his mother, Margaret; then a period of three years 
lecturing in Edinburgh, where he met and became 
greatly influenced by the philosopher and economist 
David Hume; then a move back to Glasgow as profes-
sor of logic in 1751, which led to the chair of moral phi-
losophy (then incorporating economics) a year later.

Smith remained at Glasgow for almost twelve 
years. Later he described it as “by far the most use-
ful, and therefore by far the happiest period of my 
life.”32 In 1763, four years after the publication of his 
first book established his name throughout Britain, 
he was asked to accompany the young Duke of Buc-
cleuch on a continental tour. This was a very lucrative 
offer, involving a lifetime pension, and Smith decided 
to resign his professorship.

Smith and the young Duke got along very well, resi-
dence in Paris opened up a new world including the 
most famous economist of the day, François Quesnay, 
as well as Anne-Robert-Jacques Turgot, another expo-
nent of free markets and critic of the dominant mer-
cantilist policies of the day. Two and a half years into 
the tour, the Duke’s younger brother was suddenly 
murdered in France, and the party returned to Britain.

For ten years beginning in 1766, Smith lived with his 
mother at Kirkcaldy, engaged in writing The Wealth of 
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Nations. He also described this period as one of great 
happiness. He was able to send the completed work to 
his close friend David Hume and also to visit him just 
prior to his death. Smith’s attack on mercantilism really 
took up where Hume had left off in his own economic 
writing. Smith also published a letter (to W. Strahan, 
Smith’s publisher) describing Hume’s last days, a warm 
tribute to his friend that offended many churchmen, 
because of Hume’s celebrated atheism.

After the publication of The Wealth of Nations in 
1776, Smith spent two years in London, enjoying the 
success of his book and increasing fame. In 1778, his 
reputation and especially the efforts of the Duke of 
Buccleuch secured him the office of Commissioner of 
Customs in Scotland, a very handsomely remunerated 
post, and he moved back to Scotland, taking a house 
with his mother in Edinburgh. Between his new sti-
pend and the continuing pension from the Duke, 
Smith was now fairly rich, and it is thought that he 
spent much of it on secret charities.

Smith’s mother died in 1784, then two years later, his 
cousin, Tane Douglas, who also lived with him. There-
after his health failed, he suffered, and finally died on 
July 17, 1790. By his will, most of his unpublished man-
uscripts were burned, but some survived.



Book One
Of the Causes of 

Improvement in the 
Productive Power of Labor 

and of the Order According 
to Which Its Produce 

is Naturally Distributed 
among the Different Ranks  

of the People





67•

Chapter One
Of the Division of Labor

The greatest improvements in the pro-
ductive powers of labor. . . seem to have been 
the effects of the division of labor.

To take an example, [from] the trade of a pin maker; . . . 
one man draws out the wire, another straights it, a third 
cuts it, a fourth points it, a fifth grinds it at the top for 
receiving the head; to make the head requires two or 
three distinct operations, to put it on is a peculiar busi-
ness, to whiten the pins is another, it is even a trade by 
itself to put them into the paper; and the important 
business of making a pin is, in this manner, divided into 
about eighteen distinct operations. . . . I have seen a small 
manufactory of this kind, where ten men only were 
employed, and where some of them consequently per-
formed two or three distinct operations. . . . Those ten 
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persons . . . could make among them upwards of forty-
eight thousand pins in a day. Each person, therefore, 
making a tenth part of forty-eight thousand pins, might 
be considered as making four thousand eight hundred 
pins in a day. But if they had all wrought separately and 
independently, and without any of them having been 
educated to this peculiar business, they certainly could 
not each of them have made twenty, perhaps not one 
pin in a day. . . .

In every other art and manufacture, the effects of 
the division of labor are similar to what they are in this 
very trifling one, though, in many of them, the labor 
can neither be so much subdivided, nor reduced to so 
great a simplicity of operation. . . .

It is the great multiplication of the productions of 
all the different arts, in consequence of the division of 
labor, which occasions, in a well-governed society, that 
universal opulence which extends itself to the lowest 
ranks of the people. . . .

Observe the accommodation of the most common 
artificer or day laborer in a civilized and thriving coun-
try and you will perceive that the number of people 
whose industry has been employed in procuring him 
this accommodation exceeds all computation. The 
woolen coat, for example, which covers the day laborer, 
as coarse and rough as it may appear, is the produce of 
the joint labor of a great multitude of workmen. The 
shepherd, the sorter of the wool, the wool comber or 
carder, the dyer, the scribbler, the spinner, the weaver, 
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the fuller, the dresser, with many others, must all join 
their different arts in order to complete even this 
homely production. How many merchants and carri-
ers, besides, must have been employed in transporting 
the materials from some of those workmen to others 
who often live in a very distant part of the country? 
How much commerce and navigation in particular, 
how many shipbuilders, sailors, sail makers, rope mak-
ers, must have been employed in order to bring together 
the different drugs made use of by the dyer, which 
often come from the remotest corners of the world? 
What a variety of labor, too, is necessary in order to 
produce the tools of the meanest of those workmen! 
To say nothing of such complicated machines as the 
ship of the sailor, the mill of the fuller, or even the 
loom of the weaver, let us consider only what a variety 
of labor is requisite in order to form that very simple 
machine, the shears with which the shepherd clips the 
wool. The miner, the builder of the furnace for smelt-
ing the ore, the feller of the timber, the burner of the 
charcoal to be made use of in the smelting house, the 
brick maker, the bricklayer, the workmen who attend 
the furnace, the millwright, the forger, the smith, must 
all of them join their different arts in order to produce 
them. . . . Without the assistance and cooperation of 
many thousands, the very meanest person in a civi-
lized country could not be provided, even according 
to, what we very falsely imagine, the easy and simple 
manner in which he is commonly accommodated. . . .
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Chapter Two
Of the Principle Which 
Gives Occasion to the 

Division of Labor

This division of labor, from which so many 
advantages are derived, is not originally the 
effect of any human wisdom, which fore-

sees and intends that general opulence to which it 
gives occasion. It is the necessary, though very slow 
and gradual, consequence of a certain propensity in 
human nature . . . to truck, barter, and exchange one 
thing for another.

. . . In civilized society [an individual] stands at all 
times in need of the cooperation and assistance of 
great multitudes, while his whole life is scarce suffi-
cient to gain the friendship of a few persons. . . . It is 
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in vain for him to expect . . . [assistance] . . . from [the] 
benevolence [of others] only. He will be more likely to 
prevail if he can interest their self-love in his favor, and 
show them that it is for their own advantage to do for 
him what he requires of them. . . .

It is not from the benevolence of the butcher, the 
brewer, or the baker, that we expect our dinner, but 
from their regard to their own interest. We address 
ourselves, not to their humanity, but to their self-love, 
and never talk to them of our own necessities, but of 
their advantages. . . .
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Chapter Three
That the Division of Labor 

Is Limited by the Extent  
of the Market

As it is the power of exchanging that gives 
occasion to the division of labor, so the 
extent of this division must always be lim-

ited by the extent of . . . the market. When the market 
is very small, no person can have any encouragement 
to dedicate himself entirely to one employment. . . .
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Chapter Four
Of the Origin and Use  

of Money

When the division of labor has been 
once thoroughly established, it is but a 
very small part of a man’s wants which 

the produce of his own labor can supply. He supplies 
the far greater part of them by exchanging that surplus 
part of the produce of his own labor. . . .

But when the division of labor first began to take 
place, this power of exchanging must frequently have 
been very much clogged and embarrassed in its opera-
tions. One man, we shall suppose, has more of a certain 
commodity than he himself has occasion for, while 
another has less. . . . But if this latter should chance 
to have nothing that the former stands in need of, no 
exchange can be made between them. . . .



The Essence of Adam Smith’s Wealth of Nations76 •

Different metals have been made use of by different 
nations [to solve this problem and facilitate exchange]. 
Iron was the common instrument of commerce among 
the ancient Spartans, copper among the ancient 
Romans, and gold and silver among all rich and com-
mercial nations. . . .

. . . [But] in every country of the world, I believe, the 
avarice and injustice of princes and sovereign states, 
abusing the confidence of their subjects, have by degrees 
diminished the real quantity of metal, which had been 
originally contained in their coins. The Roman, as in the 
latter ages of the republic, was reduced to the twenty-
fourth part of its original value, and, instead of weighing 
a pound, came to weigh only half an ounce. The Eng-
lish pound and penny contain at present about a third 
only; the Scots pound and penny about a thirty-sixth; 
and the French pound and penny about a sixty-sixth 
part of their original value. By means of those opera-
tions, the princes and sovereign states which performed 
them were enabled, in appearance, to pay their debts 
and fulfill their engagements with a smaller quantity 
of silver than would otherwise have been requisite. It 
was indeed in appearance only; for their creditors were 
really defrauded of a part of what was due to them. All 
other debtors in the state were allowed the same privi-
lege, and might pay with the same nominal sum of the 
new and debased coin whatever they had borrowed in 
the old. Such operations, therefore, have always proved 
favorable to the debtor, and ruinous to the creditor. . . .
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What are the rules which men naturally observe, in 
exchanging . . . either . . . money, or [goods]? . . . These 
rules determine what may be called the exchangeable 
value of goods.

The word value, it is to be observed, has two differ-
ent meanings, . . . one may be called “value in use”; the 
other, “value in exchange.” The things which have the 
greatest value in use have frequently little or no value 
in exchange; and, on the contrary, those which have 
the greatest value in exchange have frequently little or 
no value in use. Nothing is more useful than water; but 
it will purchase scarce anything; scarce anything can be 
had in exchange for it. A diamond, on the contrary, has 
scarce any value in use; but a very great quantity of other 
goods may frequently be had in exchange for it. . . .
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Chapter Five
Of the Real and Nominal 
Price of Commodities, or 

of Their Price in Labor,  
and Their Price in Money

Every man is rich or poor according to the 
degree in which he can afford to enjoy the 
necessaries, conveniences, and amusements of 

human life. But after the division of labor has once 
thoroughly taken place, it is but a very small part of 
these with which a man’s own labor can supply him. 
The far greater part of them he must derive from the 
labor of other people, and he must be rich or poor 
according to the quantity of that labor which he can 
command, or which he can afford to purchase. The 
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value of any commodity, therefore, to the person who 
possesses it, and who means not to use or consume it 
himself, but to exchange it for other commodities, is 
equal to the quantity of labor which it enables him 
to purchase or command. Labor therefore, is the real 
measure of the exchangeable value of all commodities.

As a corollary of this high or low wages and profit, 
are the causes of high or low price. It is because high 
or low wages and profit must be paid, in order to 
bring a particular commodity to market, that its price 
is high or low. . . .*

But though labor be the real measure of the exchange-
able value of all commodities, it is not that by which 
their value is commonly estimated. It is often difficult to 
ascertain the proportion between two different quanti-
ties of labor. The time spent in two different sorts of 
work will not always alone determine this proportion. 
The different degrees of hardship endured, and of inge-
nuity exercised, must likewise be taken into account. 
There may be more labor in an hour’s hard work, than 
in two hours easy business; or in an hour’s application 
to a trade which it cost ten years labor to learn, than in 
a month’s industry, at an ordinary and obvious employ-
ment. But it is not easy to find any accurate measure 
either of hardship or ingenuity. In exchanging, indeed, 
the different productions of different sorts of labor for 

* See Introduction, page 61, for why Smith’s “Labor Theory of Value” 
is incorrect.
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one another, some allowance is commonly made for 
both. It is adjusted, however, not by any accurate mea-
sure, but by the haggling and bargaining of the market, 
according to that sort of rough equality which, though 
not exact, is sufficient for carrying on the business of 
common life. . . .

But when barter ceases, and money has become 
the common instrument of commerce, every par-
ticular commodity is more frequently exchanged for 
money than for any other commodity. The butcher 
seldom carries his beef or his mutton to the baker or 
the brewer, in order to exchange them for bread or 
for beer; but he carries them to the market, where he 
exchanges them for money, and afterwards exchanges 
that money for bread and for beer. . . .

At all times and places, that is dear which it is diffi-
cult to come at, or which it costs much labor to acquire; 
and that cheap which is to be had easily, or with very 
little labor. Labor alone, therefore, never varying in its 
own value is alone the ultimate and real standard by 
which the value of all commodities can at all times and 
places be estimated and compared. It is their real price; 
money is their nominal price only. . . .

In [a] popular sense . .  . labor, like commodities, 
may be said to have a real and a nominal price. Its 
real price may be said to consist in the quantity of the 
necessaries and conveniences of life which are given 
for it; its nominal price, in the quantity of money. 
The laborer is rich or poor, is well or ill rewarded, in 
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proportion to the real, not to the nominal price of 
his labor. . . .

[As noted,] princes and sovereign states have fre-
quently fancied that they had a temporary interest 
to diminish the quantity of pure metal contained in 
their coins. . . .

The discovery of the mines of America [also] dimin-
ished the value of gold and silver in Europe. . . .

The rents which have been reserved in corn* have 
preserved their value much better than those which 
have been reserved in money, even where the denomi-
nation of the coin has not been altered. By the 18th 
of Elizabeth, it was enacted, that a third of the rent 
of all college leases should be reserved in corn, to be 
paid either in kind, or according to the current prices 
at the nearest public market. The money arising from 
this corn rent, though originally but a third of the 
whole, is, in the present times, according to Dr. Black-
stone, commonly near double of what arises from the 
other two-thirds. The old money rents of colleges 
must, according to this account, have sunk almost to 
a fourth part of their ancient value, or are worth little 
more than a fourth part of the corn which they were 
formerly worth. . . .

Though the real value of a corn rent . . . varies much 
less from century to century than that of a money rent, 
it varies much more from year to year. . . .

* American language: wheat.
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Labor, therefore, it appears evidently, is the only uni-
versal, as well as the only accurate, measure of value, or 
the only standard by which we can compare the values 
of different commodities, at all times, and at all places. 
We cannot estimate, it is allowed, the real value of differ-
ent commodities from century to century by the quanti-
ties of silver which were given for them. We cannot esti-
mate it from year to year by the quantities of corn. By 
the quantities of labor, we can, with the greatest accu-
racy, estimate it, both from century to century, and from 
year to year. From century to century, corn is a better 
measure than silver, because, from century to century, 
equal quantities of corn will command the same quan-
tity of labor more nearly than equal quantities of silver. 
From year to year, on the contrary, silver is a better mea-
sure than corn, because equal quantities of it will more 
nearly command the same quantity of labor. . . .

The northern nations who established themselves 
upon the ruins of the Roman empire seem to have had 
silver money from the first beginning of their settle-
ments, and not to have known either gold or copper 
coins for several ages thereafter. There were silver coins 
in England in the time of the Saxons; but there was 
little gold coined till the time of Edward III nor any 
copper till that of James I of Great Britain. In England, 
therefore, and for the same reason, I believe, in all 
other modern nations of Europe, all accounts are kept, 
and the value of all goods and of all estates is generally 
computed, in silver: and when we mean to express the 
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amount of a person’s fortune, we seldom mention the 
number of [gold] guineas, but the number of pounds 
sterling which we suppose would be given for it.

Originally, in all countries, I believe, a legal tender 
of payment could be made only in the coin of that 
metal which was peculiarly considered as the standard 
or measure of value. In England, gold was not consid-
ered as a legal tender for a long time after it was coined 
into money. The proportion between the values of 
gold and silver money was not fixed by any public law 
or proclamation, but was left to be settled by the mar-
ket. If a debtor offered payment in gold, the creditor 
might either reject such payment altogether, or accept 
of it at such a valuation of the gold as he and his debtor 
could agree upon. . . .

In process of time, and as people became gradually 
more familiar with the use of the different metals in 
coin . . . it has, in most countries, I believe, been found 
convenient to . . . declare by a public law, that a [gold] 
guinea, for example, of such a weight and fineness, 
should exchange for one-and-twenty [silver] shillings, 
or be a legal tender for a debt of that amount. . . .

. . . The late regulations have brought the gold coin 
as near, perhaps, to its standard weight as it is possible 
to bring the current coin of any nation; and the order 
to receive no gold at the public offices but by weight, is 
likely to preserve it so, as long as that order is enforced. 
The silver coin still continues in the same worn and 
degraded state as before the reformation of the gold 
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coin. In the market, however, one-and-twenty shil-
lings of this degraded silver coin are still considered as 
worth a guinea of this excellent gold coin.

The reformation of the gold coin has evidently 
raised the value of the silver coin which can be 
exchanged for it. . . .
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Chapter Six
Of the Component Part of 
the Price of Commodities

Whoever derives his revenue from a 
fund which is his own must draw it either 
from his labor, from his stock, or from his 

land. The revenue derived from labor is called wages; 
that derived from stock, by the person who manages or 
employs it, is called profit; that derived from it by the 
person who does not employ it himself, but lends it to 
another, is called the interest or the use of money. . . . 
The revenue which proceeds altogether from land, is 
called rent, and belongs to the landlord. . . .

When those three different sorts of revenue belong 
to different persons, they are readily distinguished; 
but when they belong to the same, they are some-
times confounded with one another, at least in com-
mon language. . . .
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. . . In a civilized country there are but few commod-
ities of which the exchangeable value arises from labor 
only, rent and profit contributing largely to that of the 
far greater part of them. . . .
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Chapter Seven
Of the Natural and Market 

Price of Commodities

When the price of any commodity is nei-
ther more nor less than what is sufficient 
to pay the rent of the land, the wages of 

the labor, and the profits of the stock employed in rais-
ing, preparing, and bringing it to market, according 
to their natural rates, the commodity is then sold for 
what may be called its natural price.

The commodity is then sold precisely for what it 
is worth, or for what it really costs the person who 
brings it to market; for though, in common language, 
what is called the . . . cost of any commodity does not 
comprehend the profit of the person who is to sell it 
again, yet, if he sells it at a price which does not allow 
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him the ordinary rate of profit in his neighborhood, 
he is evidently a loser by the trade; since, by employ-
ing his stock in some other way, he might have made 
that profit. . . . Unless [buyers] yield him this profit, 
therefore, they do not repay him what [the goods] 
have really cost him. . . .

The actual price, at which any commodity is com-
monly sold, is called its market price. It may either be 
above, or below, or exactly the same with its natural price.

The market price of every particular commodity 
is regulated by the proportion between the quantity 
which is actually brought to market, and the demand 
of those who are willing to pay the natural price of the 
commodity, or the whole value of the rent, labor, and 
profit, which must be paid in order to bring it thither. 
Such people may be called the effectual demanders 
and their demand the effectual demand; since it may 
be sufficient to effectuate the bringing of the commod-
ity to market. It is different from the absolute demand. 
A very poor man may be said, in some sense, to have 
a demand for a coach and six [horses]; he might like 
to have it; but his demand is not an effectual demand, 
as the commodity can never be brought to market in 
order to satisfy it.

When the quantity of any commodity which is 
brought to market falls short of the effectual demand, 
all those who are willing to pay the whole value of the 
rent, wages, and profit, which must be paid in order to 
bring it thither, cannot be supplied with the quantity 
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which they want. Rather than want it altogether, some 
of them will be willing to give more. A competition will 
immediately begin among them, and the market price 
will rise more or less above the natural price, according 
to either the greatness of the deficiency, or the wealth 
and wanton luxury of the competitors. . . .

When the quantity brought to market exceeds the 
effectual demand, it cannot be all sold to those who are 
willing to pay the whole value of the rent, wages, and 
profit, which must be paid in order to bring it thither. 
Some part must be sold to those who are willing to 
pay less, and the low price which they give for it must 
reduce the price of the whole. The market price will 
sink more or less below the natural price, according as 
the greatness of the excess increases more or less the 
competition of the sellers, or according as it happens 
to be more or less important to them to get immedi-
ately rid of the commodity. . . .

The natural price, therefore, is, as it were, the central 
price, to which the prices of all commodities are con-
tinually gravitating. . . . But whatever may be the obsta-
cles which hinder them from settling in this center of 
repose and continuance, they are constantly tending 
towards it. . . .

But though the market price of every particular com-
modity is in this manner continually gravitating, if one 
may say so, towards the natural price; yet sometimes 
particular accidents, sometimes natural causes, and 
sometimes particular regulations of policy, may, in many 
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commodities, keep up the market price, for a long time 
together, a good deal above the natural price.

When, by an increase in the effectual demand, the 
market price of some particular commodity happens 
to rise a good deal above the natural price, those who 
employ their stocks in supplying that market, are gen-
erally careful to conceal this change. If it was com-
monly known, their great profit would tempt so many 
new rivals to employ their stocks in the same way, that, 
the effectual demand being fully supplied, the market 
price would soon be reduced to the natural price, and, 
perhaps, for some time even below it. . . . Secrets of this 
kind, however, it must be acknowledged, can seldom 
be long kept; and the extraordinary profit can last very 
little longer than they are kept.

Secrets in manufactures are capable of being lon-
ger kept than secrets in trade. A dyer who has found 
the means of producing a particular color with mate-
rials which cost only half the price of those commonly 
made use of, may, with good management, enjoy the 
advantage of his discovery as long as he lives. . . .

A monopoly granted either to an individual or to a 
trading company, has the same effect as a secret in trade 
or manufactures. The monopolists, by keeping the mar-
ket constantly understocked by never fully supplying 
the effectual demand, sell their commodities much 
above the natural price, and raise their emoluments, 
whether they consist in wages or profit, greatly above 
their natural rate.
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The price of monopoly is upon every occasion the 
highest which can be got. The natural price, or the 
price of free competition, on the contrary, is the lowest 
which can be taken, not upon every occasion indeed, 
but for any considerable time together. The one is upon 
every occasion the highest which can be squeezed out 
of the buyers, or which it is supposed they will consent 
to give; the other is the lowest which the sellers can 
commonly afford to take, and at the same time con-
tinue their business.

The exclusive privileges of corporations, statutes of 
apprenticeship, and all those laws which restrain in 
particular employments, the competition to a smaller 
number than might otherwise go into them, have the 
same tendency, though in a less degree. They are a sort 
of enlarged monopolies, and may frequently, for ages 
together, and in whole classes of employments, keep 
up the market price of particular commodities above 
the natural price, and maintain both the wages of the 
labor and the profits of the stock employed about 
them somewhat above their natural rate.

Such enhancements of the market price may last as 
long as the regulations of policy which give occasion 
to them.

The market price of any particular commodity, 
though it may continue long above, can seldom con-
tinue long below, its natural price. Whatever part of 
it was paid below the natural rate, the persons whose 
interest it affected would immediately feel the loss, and 
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would immediately withdraw either so much land or 
so much labor, or so much stock, from being employed 
about it, that the quantity brought to market would 
soon be no more than sufficient to supply the effectual 
demand. Its market price, therefore, would soon rise to 
the natural price; this at least would be the case where 
there was perfect liberty. . . .
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Chapter Eight
Of the Wages of Labor

In [the] original state of things . . . the whole 
produce of labor belongs to the laborer. He has 
neither landlord nor master to share with him. . . .

But this original state of things, in which the laborer 
enjoyed the whole produce of his own labor, could not 
last beyond the first introduction of the appropriation 
of land and the accumulation of stock. It was at an end, 
therefore, long before the most considerable improve-
ments were made in the productive powers of labor. . . .

. . . The common wages of labor depend . . . every-
where upon the contract usually made between those 
two parties, whose interests are by no means the same. 
The workmen desire to get as much, the masters to 
give as little, as possible. The former are disposed to 
combine in order to raise, the latter in order to lower, 
the wages of labor.
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It is not, however, difficult to foresee which of the 
two parties must, upon all ordinary occasions, have 
the advantage in the dispute. . . . In all such disputes, 
the masters can hold out much longer. A landlord, a 
farmer, a master manufacturer, or merchant, though 
they did not employ a single workman, could gener-
ally live a year or two upon the stocks, which they have 
already acquired. Many workmen could not subsist a 
week, few could subsist a month, and scarce any a year, 
without employment. In the long run, the workman 
may be as necessary to his master as his master is to 
him; but the necessity is not so immediate.

We rarely hear, it has been said, of the combinations 
of masters, though frequently of those of workmen. 
But whoever imagines, upon this account, which mas-
ters rarely combine, is as ignorant of the world as of the 
subject. Masters are always and everywhere in a sort of 
tacit, but constant and uniform, combination, not to 
raise the wages of labor above their actual rate. To vio-
late this combination is everywhere a most unpopular 
action, and a sort of reproach to a master among his 
neighbors and equals. . . . Masters too sometimes enter 
into particular combinations to sink the wages of labor 
even below this rate. These are always conducted with 
the utmost silence and secrecy. . . .

Such combinations . . . are frequently resisted by a 
contrary defensive combination of the workmen, who 
sometimes, too, without any provocation of this kind, 
combine, of their own accord, to raise the price of their 
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labor. . . . In order to bring the point to a speedy deci-
sion, they have always recourse to the loudest clamor, 
and sometimes to the most shocking violence and out-
rage. They are desperate, and act with the folly and 
extravagance of desperate men, who must either starve, 
or frighten their masters into an immediate compliance 
with their demands. The masters, upon these occasions, 
are just as clamorous upon the other side, and never 
cease to call aloud for the assistance of the civil mag-
istrate, and the rigorous execution of those laws which 
have been enacted with so much severity against the 
combination of servants, laborers, and journeymen. 
The workmen, accordingly, very seldom derive any 
advantage from the violence of those tumultuous com-
binations, which, partly from the interposition of the 
civil magistrate, partly from the superior steadiness of 
the masters, partly from the necessity which the greater 
part of the workmen are under of submitting for the 
sake of present subsistence, generally end in nothing 
but the punishment or ruin of the ringleaders.

But though, in disputes with their workmen, mas-
ters must generally have the advantage, there is, how-
ever, a certain rate, below which it seems impossible to 
reduce, for any considerable time, the ordinary wages 
even of the lowest species of labor.

A man must always live by his work, and his wages 
must at least be sufficient to maintain him. They must 
even upon most occasions be somewhat more, other-
wise it would be impossible for him to bring up a family, 
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and the race of such workmen could not last beyond the 
first generation. Mr. Cantillon* seems, upon this 
account, to suppose that the lowest species of common 
laborers must everywhere earn at least double their own 
maintenance, in order that, one with another, they may 
be enabled to bring up two children; the labor of the 
wife, on account of her necessary attendance on the 
children, being supposed no more than sufficient to 
provide for herself. But one-half the children born, it is 
computed, die before the age of manhood. The poorest 
laborers, therefore, according to this account, must, one 
with another, attempt to rear at least four children, in 
order that two may have an equal chance of living to 
that age. But the necessary maintenance of four chil-
dren, it is supposed, may be nearly equal to that of one 
man. The labor of an able-bodied slave, the same author 
adds, is computed to be worth double his maintenance; 
and that of the meanest laborer, he thinks, cannot be 
worth less than that of an able-bodied slave. Thus far at 
least seems certain, that, in order to bring up a family, 
the labor of the husband and wife together must, even 
in the lowest species of common labor, be able to earn 
something more than what is precisely necessary for 
their own maintenance; but in what proportion, 
whether in that above-mentioned, or many other, I shall 
not take upon me to determine.

* See Introduction, page 56. Richard Cantillon developed free mar-
ket economics some decades before Smith and the latter seems to have 
relied on his work.
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There are certain circumstances, however, which 
sometimes give the laborers an advantage, and enable 
them to raise their wages considerably above this rate. . . .

When in any country the demand for those who 
live by wages, laborers, journeymen, servants of every 
kind, is continually increasing; when every year fur-
nishes employment for a greater number than had 
been employed the year before, the workmen have no 
occasion to combine in order to raise their wages. The 
scarcity of hands occasions a competition among mas-
ters, who bid against one another in order to get work-
men, and thus voluntarily break through the natural 
combination of masters not to raise wages. . . .

The demand for those who live by wages . . . nec-
essarily increases with the increase of the revenue and 
stock of every country, and cannot possibly increase 
without it. The increase of revenue and stock is the 
increase of national wealth. The demand for those 
who live by wages, therefore, naturally increases with 
the increase of national wealth, and cannot possibly 
increase without it.

It is not the actual greatness of national wealth, but 
its continual increase, which occasions a rise in the 
wages of labor. It is not, accordingly, in the richest 
countries, but in the most thriving, or in those which 
are growing rich the fastest, that the wages of labor 
are highest. England is certainly, in the present times, 
a much richer country than any part of North Amer-
ica. The wages of labor, however, are much higher in 
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North America than in any part of England. . . . The 
price of provisions is everywhere in North America 
much lower than in England. A dearth has never been 
known there. In the worst seasons they have always 
had a sufficiency for themselves, though less for expor-
tation. If the money price of labor, therefore, be higher 
than it is anywhere in the mother country, its real 
price, the real command of the necessaries and conve-
niences of life which it conveys to the laborer, must be 
higher in a still greater proportion.

But though North America is not yet so rich as Eng-
land, it is much more thriving and advancing with 
much greater rapidity to the further acquisition of 
riches. The most decisive mark of the prosperity of 
any country is the increase of the number of its inhab-
itants.* In Great Britain, and most other European 
countries, they are not supposed to double in less than 
five hundred years. In the British colonies in North 
America, it has been found that they double in twenty 
or five-and-twenty years. Nor in the present times is 
this increase principally owing to the continual impor-
tation of new inhabitants, but to the great multiplica-
tion of the species. Those who live to old age, it is said, 
frequently see there from fifty to a hundred, and some-
times many more, descendants from their own body. 
Labor is there so well rewarded, that a numerous fam-
ily of children, instead of being a burden, is a source of 

* See Introduction, page 56.
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opulence and prosperity to the parents. The labor of 
each child, before it can leave their house, is computed 
to be worth a hundred pounds clear gain to them. A 
young widow with four or five young children, who, 
among the middling or inferior ranks of people in 
Europe, would have so little chance for a second hus-
band, is there frequently courted as a sort of fortune. 
The value of children is the greatest of all encourage-
ments to marriage. We cannot, therefore, wonder that 
the people in North America should generally marry 
very young. Notwithstanding the great increase occa-
sioned by such early marriages, there is a continual 
complaint of the scarcity of hands in North America. 
The demand for laborers, the funds destined for main-
taining them increase, it seems, still faster than they 
can find laborers to employ.

Though the wealth of a country should be very 
great, yet if it has been long stationary, we must not 
expect to find the wages of labor very high in it. . . . 
China has been long one of the richest, that is, one of 
the most fertile, best cultivated, most industrious, and 
most populous, countries in the world. It seems, how-
ever, to have been long stationary. Marco Polo, who 
visited it more than five hundred years ago, describes 
its cultivation, industry, and populousness, almost in 
the same terms in which they are described by travelers 
in the present times. . . . The accounts of all travelers, 
inconsistent in many other respects, agree in the low 
wages of labor, and in the difficulty which a laborer 
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finds in bringing up a family in China. If by digging 
the ground a whole day he can get what will purchase 
a small quantity of rice in the evening, he is contented. 
The condition of artificers is, if possible, still worse. 
Instead of waiting indolently in their workhouses for 
the calls of their customers, as in Europe, they are con-
tinually running about the streets with the tools of 
their respective trades, offering their services, and, as it 
were, begging employment. The poverty of the lower 
ranks of people in China far surpasses that of the most 
beggarly nations in Europe. In the neighborhood of 
Canton, many hundred, it is commonly said, many 
thousand families, have no habitation on the land, 
but live constantly in little fishing boats upon the riv-
ers and canals. The subsistence which they find there 
is so scanty, that they are eager to fish up the nastiest 
garbage thrown overboard from any European ship. 
Any carrion, the carcass of a dead dog or cat, for exam-
ple, though half putrid and stinking, is as welcome to 
them as the most wholesome food to the people of 
other countries. Marriage is encouraged in China, not 
by the profitableness of children, but by the liberty of 
destroying them. In all great towns, several are every 
night exposed in the street, or drowned like puppies in 
the water. The performance of this horrid office is even 
said to be the avowed business by which some people 
earn their subsistence.

China, however, though it may, perhaps, stand still, 
does not seem to go backwards. Its towns are nowhere 
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deserted by their inhabitants. The lands which had 
once been cultivated are nowhere neglected. The same, 
or very nearly the same, annual labor, must, therefore, 
continue to be performed. . . .

But it would be otherwise in a country where the 
funds destined for the maintenance of labor were sen-
sibly decaying. Every year the demand for servants and 
laborers would, in all the different classes of employ-
ments, be less than it had been the year before. .  .  . 
This, perhaps, is nearly the present state of Bengal, and 
of some other of the English settlements in the East 
Indies. In a fertile country, which had before been 
much depopulated, where subsistence, consequently, 
should not be very difficult, and where, notwithstand-
ing, three or four hundred thousand people die of 
hunger in one year, we may be assured that the funds 
destined for the maintenance of the laboring poor are 
fast decaying. The difference between the genius of 
the British constitution, which protects and governs 
North America, and that of the mercantile company 
which oppresses and domineers in the East Indies, 
cannot, perhaps, be better illustrated than by the dif-
ferent state of those countries.

The liberal reward of labor, therefore, as it is the nec-
essary effect, so it is the natural symptom of increasing 
national wealth. The scanty maintenance of the labor-
ing poor, on the other hand, is the natural symptom 
that things are at a stand, and their starving condition, 
that they are going fast backwards.
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In Great Britain, the wages of labor seem, in the pres-
ent times, to be evidently more than what is precisely 
necessary to enable the laborer to bring up a family. . . .

. . . The price of labor . . . is dearer in England than 
in Scotland. If the laboring poor, therefore, can main-
tain their families in the one part of the United King-
dom, they must be in affluence in the other. Oatmeal, 
indeed, supplies the common people in Scotland with 
the greatest and the best part of their food, which is, 
in general, much inferior to that of their neighbors of 
the same rank in England. This difference, however, 
in the mode of their subsistence, is not the cause, but 
the effect, of the difference in their wages; though, by 
a strange misapprehension, I have frequently heard 
it represented as the cause. It is not because one man 
keeps a coach, while his neighbor walks afoot, that the 
one is rich, and the other poor; but because the one is 
rich, he keeps a coach, and because the other is poor, 
he walks afoot. . . .

It is certain, that in both parts of the United King-
dom grain was somewhat dearer in the last century than 
in the present, it is equally certain that labor was much 
cheaper. If the laboring poor, therefore, could bring up 
their families then, they must be much more at their 
ease now. . . . In England, the improvements of agricul-
ture, manufactures, and commerce, began much ear-
lier than in Scotland. The demand for labor, and con-
sequently its price, must necessarily have increased with 
those improvements. In the last century, accordingly, as 
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well as in the present, the wages of labor were higher in 
England than in Scotland. . . .

The real recompense of labor, the real quantity of the 
necessaries and conveniences of life which it can pro-
cure to the laborer, has, during the course of the pres-
ent century, increased perhaps in a still greater propor-
tion than its money price. Not only grain has become 
somewhat cheaper, but many other things, from which 
the industrious poor derive an agreeable and whole-
some variety of food, have become a great deal cheaper. 
Potatoes, for example, do not at present, through the 
greater part of the kingdom, cost half the price which 
they used to do thirty or forty years ago. The same 
thing may be said of turnips, carrots, cabbages; things 
which were formerly never raised but by the spade, but 
which are now commonly raised by the plow. All sort 
of garden stuff, too, has become cheaper. The greater 
part of the apples and even of the onions consumed in 
Great Britain, were in the last century, imported from 
Flanders. The great improvements in the coarser man-
ufactories of both linen and woolen cloth furnish the 
laborers with cheaper and better clothing; and those in 
the manufactories of the coarser metals, with cheaper 
and better instruments of trade, as well as with many 
agreeable and convenient pieces of household furni-
ture. Soap, salt, candles, leather, and fermented liquors, 
have, indeed, become a good deal dearer, chiefly from 
the taxes which have been laid upon them. The quantity 
of these, however, which the laboring poor are under 
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any necessity of consuming, is so very small, that the 
increase in their price does not compensate the dimi-
nution in that of so many other things. . . .

Is this improvement in the circumstances of the 
lower ranks of the people to be regarded as an advan-
tage or as an inconveniency to the society? The answer 
seems at first abundantly plain. Servants, laborers, and 
workmen of different kinds, make up the far greater 
part of every great political society. But what improves 
the circumstances of the greater part can never be 
regarded as any inconveniency to the whole. No soci-
ety can surely be flourishing and happy, of which the 
far greater part of the members are poor and misera-
ble. It is but equity, besides, that they who feed, clothe, 
and lodge the whole body of the people, should have 
such a share of the produce of their own labor as to be 
themselves tolerably well fed, clothed, and lodged.

. . . Poverty, though it does not prevent the genera-
tion, is extremely unfavorable to the rearing of chil-
dren. The tender plant is produced; but in so cold a 
soil, and so severe a climate, soon withers and dies. It 
is not uncommon, I have been frequently told, in the 
Highlands of Scotland, for a mother who has born 
twenty children not to have two alive. . .  . In some 
places, one-half the children die before they are four 
years of age, in many places before they are seven, and 
in almost all places before they are nine or ten. This 
great mortality, however, will everywhere be found 
chiefly among the children of the common people, 
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who cannot afford to tend them with the same care 
as those of better station. . . .

The liberal reward of labor enables them to provide 
better for their children, and consequently to bring up 
a greater number. . . .

The wear and tear of a slave, it has been said, is at the 
expense of his master; but that of a free servant is at 
his own expense. The wear and tear of the latter, how-
ever, is, in reality, as much at the expense of his mas-
ter as that of the former. The wages paid to journey-
men and servants of every kind must be such as may 
enable them, one with another to continue the race 
of journeymen and servants, according as the increas-
ing, diminishing, or stationary demand of the society, 
may happen to require. But . . . the work done by free-
men comes cheaper in the end than that performed by 
slaves. It is found to do so even at Boston, New York, 
and Philadelphia, where the wages of common labor 
are so very high. . . .

The liberal reward of labor, as it encourages the 
propagation, so it increases the industry of the com-
mon people. The wages of labor are the encourage-
ment of industry, which, like every other human qual-
ity, improves in proportion to the encouragement it 
receives. A plentiful subsistence increases the bodily 
strength of the laborer, and the comfortable hope of 
bettering his condition, and of ending his days, perhaps, 
in ease and plenty, animates him to exert that strength 
to the utmost. Where wages are high, accordingly, we 
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shall always find the workmen more active, diligent, 
and expeditious, than where they are low; in England, 
for example, than in Scotland; in the neighborhood of 
great towns, than in remote country places. . . .

. . . That a little more plenty than ordinary may ren-
der some workmen idle, cannot be well doubted; but 
that it should have this effect upon the greater part, 
or that men in general should work better when they 
are ill fed, than when they are well fed, when they are 
disheartened than when they are in good spirits, when 
they are frequently sick than when they are generally 
in good health, seems not very probable. . . .

[In addition] . . . nothing can be more absurd . . . 
than to imagine that men in general should work less 
when they work for themselves, than when they work 
for other people. A poor independent workman will 
generally be more industrious than even a journeyman 
who works by the piece. The one enjoys the whole pro-
duce of his own industry, the other shares it with his 
master. The one, in his separate independent state, is 
less liable to the temptations of bad company, which, 
in large manufactories, so frequently ruin the morals 
of the other. The superiority of the independent work-
man over those servants who are hired by the month 
or by the year, and whose wages and maintenance are 
the same, whether they do much or do little, is likely to 
be still greater. . . .
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Chapter Nine
Of the Profits of Stock

It is not easy, it has already been observed, to 
ascertain what are the average wages of labor, even 
in a particular place, and at a particular time. We 

can, even in this case, seldom determine more than 
what are the most usual wages. But even this can sel-
dom be done with regard to the profits of stock. Profit 
is so very fluctuating, that the person who carries on a 
particular trade, cannot always tell you himself what is 
the average of his annual profit. . . .

But . . . some notion may be formed of them from 
the interest of money. It may be laid down as a maxim 
that wherever a great deal can be made by the use of 
money, a great deal will commonly be given for the use 
of it; and that, wherever little can be made by it, less 
will commonly be given for it. Accordingly, therefore, 
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as the usual market rate of interest varies in any coun-
try, we may be assured that the ordinary profits of stock 
must vary with it, must sink as it sinks, and rise as it 
rises. The progress of interest, therefore, may lead us to 
form some notion of the progress of profit.

By the 37th of Henry VIII all interest above ten per-
cent was declared unlawful. More, it seems, had some-
times been taken before that. In the reign of Edward VI 
religious zeal prohibited all interest. This prohibition, 
however, like all others of the same kind, is said to have 
produced no effect, and probably rather increased than 
diminished the evil of usury. The statute of Henry VIII 
was revived by the 13th of Elizabeth, chap. 8, and ten 
percent continued to be the legal rate of interest till the 
21st of James I when it was restricted to eight percent. 
It was reduced to six percent soon after the Restora-
tion, and by the 12th of Queen Anne, to five percent. 
All these different statutory regulations seem to have 
been made with great propriety. They seem to have fol-
lowed, and not to have gone before, the market rate 
of interest, or the rate at which people of good credit 
usually borrowed. Since the time of Queen Anne, five 
percent seems to have been rather above than below 
the market rate. Before the late war, the government 
borrowed at three percent; and people of good credit 
in the capital, and in many other parts of the kingdom, 
at three-and-a-half, four, and four-and-a-half percent.

. . . France is, perhaps, in the present times, not so 
rich a country as England; and though the legal rate of 
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interest has in France frequently been lower than in 
England, the market rate has generally been higher; 
for there, as in other countries, they have several very 
safe and easy methods of evading the law. . . .

The province of Holland, on the other hand, in pro-
portion to the extent of its territory and the number of 
its people, is a richer country than England. The govern-
ment there borrows at two percent and private people 
of good credit at three. The wages of labor are said to be 
higher in Holland than in England, and the Dutch, it is 
well known, trade upon lower profits than any people in 
Europe. . . . When profit diminishes, merchants are very 
apt to complain that trade decays, though the diminu-
tion of profit is the natural effect of its prosperity, or of a 
greater stock being employed in it than before. . . .

. . . The great fortunes so suddenly and so easily 
acquired in Bengal and the other British settlements in 
the East Indies may satisfy us, that as the wages of labor 
are very low, so the profits of stock are very high in those 
ruined countries. The interest of money is proportion-
ally so. In Bengal, money is frequently lent to the farm-
ers at forty, fifty, and sixty percent and the succeeding 
crop is mortgaged for the payment. . . . Such enormous 
usury must . . . eat up the greater part of . . . profits. Before 
the fall of the Roman republic, a usury of the same kind 
seems to have been common in the provinces, under the 
ruinous administration of their proconsuls. The virtu-
ous Brutus lent money in Cyprus at eight-and-forty per-
cent as we learn from the letters of Cicero. . . .
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In . . . [China] . . .the rich, or the owners of large capi-
tals, enjoy a good deal of security, [while] the poor, or 
the owners of small capitals, enjoy scarce any, but are 
liable, under the pretence of justice, to be pillaged and 
plundered at any time by the inferior mandarins. . . . In 
every different branch, the oppression of the poor . . . 
establish[es] the monopoly of the rich, who, by engross-
ing the whole trade to themselves, [are] able to make 
very large profits. Twelve percent accordingly, is said to 
be the common interest of money in China, and the 
ordinary profits of stock must be sufficient to afford 
this large interest.

A defect in the law may sometimes raise the rate 
of interest considerably above what the condition of 
the country, as to wealth or poverty, would require. 
When the law does not enforce the performance 
of contracts, it puts all borrowers nearly upon the 
same footing with bankrupts, or people of doubtful 
credit, in better-regulated countries. The uncertainty 
of recovering his money makes the lender exact the 
same usurious interest which is usually required from 
bankrupts. Among the barbarous nations who over-
ran the western provinces of the Roman Empire, 
the performance of contracts was left for many ages 
to the faith of the contracting parties. The courts 
of justice of their kings seldom intermeddled in it. 
The high rate of interest which took place in those 
ancient times, may, perhaps, be partly accounted for 
from this cause.
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When the law prohibits interest altogether, it does 
not prevent it. Many people must borrow, and nobody 
will lend without such a consideration for the use of 
their money as is suitable, not only to what can be 
made by the use of it, but to the difficulty and danger 
of evading the law. . . .

In a country which had acquired its full complement 
of riches, where, in every particular branch of business, 
there was the greatest quantity of stock that could 
be employed in it, as the ordinary rate of clear profit 
would be very small, so the usual market rate of inter-
est which could be afforded out of it would be so low 
as to render it impossible for any but the very wealthi-
est people to live upon the interest of their money. . . . 
It would be necessary that almost every man should 
be a man of business, or engage in some sort of trade. 
The province of Holland seems to be approaching near 
to this state. It is there unfashionable not to be a man 
of business. Necessity makes it usual for almost every 
man to be so, and custom everywhere regulates fash-
ion. As it is ridiculous not to dress, so is it, in some 
measure, not to be employed like other people. As a 
man of a civil profession seems awkward in a camp or a 
garrison, and is even in some danger of being despised 
there, so does an idle man among men of business. . . .

The proportion which the usual market rate of 
interest ought to bear to the ordinary rate of clear 
profit necessarily varies as profit rises or falls. . . . In a 
country where the ordinary rate of clear profit is eight 
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or ten percent it may be reasonable that one-half of it 
should go to interest, wherever business is carried on 
with borrowed money. . . . But the proportion between 
interest and clear profit might not be the same in coun-
tries where the ordinary rate of profit was either a good 
deal lower, or a good deal higher. If it were a good deal 
lower, one-half of it, perhaps, could not be afforded for 
interest; and more might be afforded if it were a good 
deal higher. . . .
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Chapter Ten
Of Wages and Profit in the 
Different Employments of  

Labor and Stock

The whole of the advantages and disad-
vantages of the different employments of 
labor and stock, must, in the same neighbor-

hood, be either perfectly equal, or continually tending 
to equality. If, in the same neighborhood, there was 
any employment evidently either more or less advan-
tageous than the rest, [taking into account risk and 
reward, difficulty and ease, attractiveness and unat-
tractiveness], so many people would crowd into it in 
the one case, and so many would desert it in the other, 
that its advantages would soon return to the level of 
other employments. This, at least, would be the case in 
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a society where things were left to follow their natu-
ral course, where there was perfect liberty, and where 
every man was perfectly free both to choose what occu-
pation he thought proper, and to change it as often as 
he thought proper. . . .

Pecuniary wages and profit, indeed, are everywhere 
in Europe extremely different, according to the differ-
ent employments of labor and stock. But this differ-
ence arises, partly . . . from the policy of Europe, which 
nowhere leaves things at perfect liberty. . . .

[There] are [natural] inequalities in the . . . advan-
tages and disadvantages of the different employments 
of labor and stock . . . even where there is the most per-
fect liberty. But the policy of Europe, by not leaving 
things at perfect liberty, occasions other inequalities 
of much greater importance.

It does this chiefly in the three following ways. First, 
by restraining the competition in some employments 
to a smaller number than would otherwise be disposed 
to enter into them; secondly, by increasing it in oth-
ers beyond what it naturally would be; and, thirdly, 
by obstructing the free circulation of labor and stock, 
both from employment to employment, and from 
place to place. . . .

In Sheffield, no master cutler can have more than 
one apprentice at a time, by a by-law of the corpora-
tion. In Norfolk and Norwich, no master weaver can 
have more than two apprentices, under pain of forfeit-
ing five pounds a month to the king. No master hatter 
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can have more than two apprentices anywhere in Eng-
land, or in the English plantations, under pain of for-
feiting five pounds a month, half to the king, and half 
to him who shall sue in any court of record. Both these 
regulations, though they have been confirmed by a 
public law of the kingdom, are evidently dictated by 
the same corporation-spirit which enacted the by-law 
of Sheffield. . . .

Seven years seem anciently to have been, all over 
Europe, the usual term established for the duration of 
apprenticeships in the greater part of incorporated 
trades. All such incorporations were anciently called 
universities, which, indeed, is the proper Latin name for 
any incorporation whatever. The university of smiths, 
the university of tailors, etc. are expressions which we 
commonly meet with in the old charters of ancient 
towns. When those particular incorporations, which 
are now peculiarly called universities, were first estab-
lished, the term of years which it was necessary to study, 
in order to obtain the degree of master of arts, appears 
evidently to have been copied from the term of appren-
ticeship in common trades, of which the incorporations 
were much more ancient. As to have wrought seven 
years under a master properly qualified, was necessary, 
in order to entitle any person to become a master, and to 
have himself apprentices in a common trade; so to have 
studied seven years under a master properly qualified, 
was necessary to entitle him to become a master, teacher, 
or doctor (words anciently synonymous), in the liberal 
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arts, and to have scholars or apprentices (words likewise 
originally synonymous) to study under him.

By the 5th of Elizabeth, commonly called the Stat-
ute of Apprenticeship, it was enacted, that no person 
should, for the future, exercise any trade, craft, or mys-
tery, at that time exercised in England, unless he had 
previously served to it an apprenticeship of seven years 
at least; and what before had been the by-law of many 
particular corporations, became in England the general 
and public law of all trades carried on in market towns. 
For though the words of the statute are very general, 
and seem plainly to include the whole kingdom, by 
interpretation its operation has been limited to mar-
ket towns; it having been held that, in country villages, 
a person may exercise several different trades, though 
he has not served a seven years apprenticeship to each, 
they being necessary for the conveniency of the inhab-
itants, and the number of people frequently not being 
sufficient to supply each with a particular set of hands.

By a strict interpretation of the words, too, the oper-
ation of this statute has been limited to those trades 
which were established in England before the 5th of 
Elizabeth, and has never been extended to such as 
have been introduced since that time. This limitation 
has given occasion to several distinctions, which, con-
sidered as rules of police, appear as foolish as can well 
be imagined. It has been adjudged, for example, that 
a coach maker can neither himself make nor employ 
journeymen to make his coach wheels, but must buy 
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them of a master wheelwright; this latter trade hav-
ing been exercised in England before the 5th of Eliza-
beth. But a wheelwright, though he has never served 
an apprenticeship to a coach maker, may either him-
self make or employ journeymen to make coaches; the 
trade of a coach maker not being within the statute, 
because not exercised in England at the time when it 
was made. The manufactures of Manchester, Birming-
ham, and Wolverhampton, are many of them, upon 
this account, not within the statute, not having been 
exercised in England before the 5th of Elizabeth. . . .

The property which every man has in his own labor, 
as it is the original foundation of all other property, 
so it is the most sacred and inviolable. The patrimony 
of a poor man lies in the strength and dexterity of his 
hands; and to hinder him from employing this strength 
and dexterity in what manner he thinks proper, with-
out injury to his neighbor, is a plain violation of this 
most sacred property. It is a manifest encroachment 
upon the just liberty, both of the workman, and of 
those who might be disposed to employ him. . . . To 
judge whether he is fit to be employed, may surely be 
trusted to the discretion of the employers, whose inter-
est it so much concerns. The affected anxiety of the 
lawgiver, lest they should employ an improper person, 
is evidently as impertinent as it is oppressive.

The institution of long apprenticeships can give no 
security that insufficient workmanship shall not fre-
quently be exposed to public sale. When this is done, 
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it is generally the effect of fraud, and not of inability; 
and the longest apprenticeship can give no security 
against fraud. Quite different regulations are necessary 
to prevent this abuse. The sterling mark upon plate, 
and the stamps upon linen and woolen cloth, give the 
purchaser much greater security than any statute of 
apprenticeship. He generally looks at these, but never 
thinks it worthwhile to enquire whether the workman 
had served a seven-year’s apprenticeship.

The institution of long apprenticeships has no ten-
dency to form young people to industry. A journey-
man who works by the piece is likely to be industrious, 
because he derives a benefit from every exertion of his 
industry. An apprentice is likely to be idle, and almost 
always is so, because he has no immediate interest to 
be otherwise. . . . A young man naturally conceives an 
aversion to labor, when for a long time he receives no 
benefit from it. The boys who are put out as appren-
tices from public charities are generally bound for 
more than the usual number of years, and they gener-
ally turn out very idle and worthless. . . .

Long apprenticeships are altogether unneces-
sary. . . . In the common mechanic trades, those of a 
few days might certainly be sufficient. The dexterity 
of hand, indeed, even in common trades, cannot be 
acquired without much practice and experience. But a 
young man would practice with much more diligence 
and attention, if from the beginning he wrought 
as a journeyman, being paid in proportion to the 
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little work which he could execute. . . . The master, 
indeed, would be a loser. He would lose all the wages 
of the apprentice, which he now saves, for seven years 
together. In the end, perhaps, the apprentice himself 
would be a loser. In a trade so easily learnt he would 
have more competitors, and his wages, when he came 
to be a complete workman, would be much less than 
at present. The same increase of competition would 
reduce the profits of the masters, as well as the wages 
of workmen. The trades, the crafts, the mysteries, 
would all be losers. But the public would be a gainer, 
the work of all artificers coming in this way much 
cheaper to market.

It is to prevent his reduction of price, and conse-
quently of wages and profit, by restraining that free 
competition which would most certainly occasion it, 
that all corporations, and the greater part of corpo-
ration laws have been established. In order to erect a 
corporation, no other authority in ancient times was 
requisite, in many parts of Europe, but that of the 
town-corporate in which it was established. In Eng-
land, indeed, a charter from the king was likewise nec-
essary. But this prerogative of the crown seems to have 
been reserved rather for extorting money from the 
subject, than for the defense of the common liberty 
against such oppressive monopolies. . . .

The government of towns-corporate was altogether 
in the hands of traders and artificers, and it was the man-
ifest interest of every particular class of them, to prevent 
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the market from being overstocked, as they commonly 
express it, with their own particular species of industry; 
which is in reality to keep it always understocked. . . .

. . . Whatever regulations, tend to increase wages and 
profits beyond what they otherwise would be, tend to 
enable the town to purchase, with a smaller quantity of 
its labor, the produce of a greater quantity of the labor 
of the country. They give the traders and artificers in 
the town an advantage over the landlords, farmers, and 
laborers, in the country, and break down that natural 
equality which would otherwise take place in the com-
merce which is carried on between them. The whole 
annual produce of the labor of the society is annually 
divided between those two different sets of people. By 
means of those regulations, a greater share of it is given 
to the inhabitants of the town than would otherwise 
fall to them, and a less to those of the country.

The price which the town really pays for the provi-
sions and materials annually imported into it is the quan-
tity of manufactures and other goods annually exported 
from it. The dearer the latter are sold, the cheaper the 
former are bought. The industry of the town becomes 
more, and that of the country less advantageous. . . .

The inhabitants of a town being collected into one 
place can easily combine together. The most insignifi-
cant trades carried on in towns have, accordingly, in 
some place or other, been incorporated; and even where 
they have never been incorporated, yet the corpora-
tion-spirit, the jealousy of strangers, the aversion to take 
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apprentices, or to communicate the secret of their trade, 
generally prevail in them, and often teach them, by vol-
untary associations and agreements, to prevent that free 
competition which they cannot prohibit by by-laws. 
The trades which employ but a small number of hands 
run most easily into such combinations. Half-a-dozen 
wool combers, perhaps, are necessary to keep a thou-
sand spinners and weavers at work. By combining not to 
take apprentices, they cannot only engross the employ-
ment, but reduce the whole manufacture into a sort of 
slavery to themselves, and raise the price of their labor 
much above what is due to the nature of their work.

The inhabitants of the country, dispersed in distant 
places, cannot easily combine together. They have not 
only never been incorporated, but the incorporation 
spirit never has prevailed among them. No appren-
ticeship has ever been thought necessary to qualify for 
husbandry, the great trade of the country. After what 
are called the fine arts, and the liberal professions, 
however, there is perhaps no trade which requires so 
great a variety of knowledge and experience. . . . The 
direction of operations, besides, which must be var-
ied with every change of the weather, as well as with 
many other accidents, requires much more judgment 
and discretion, than that of those which are always the 
same, or very nearly the same. . . .

The superiority which the industry of the towns has 
everywhere in Europe over that of the country is not 
altogether owing to corporations and corporation 
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laws. It is supported by many other regulations. The 
high duties upon foreign manufactures and upon all 
goods imported by alien merchants all tend to the 
same purpose. Corporation laws enable the inhabit-
ants of towns to raise their prices, without fearing to be 
undersold by the free competition of their own coun-
trymen. Those other regulations secure them equally 
against that of foreigners. The enhancement of price 
occasioned by both is everywhere finally paid by the 
landlords, farmers, and laborers, of the country, who 
have seldom opposed the establishment of such 
monopolies. .  .  . The clamor and sophistry of mer-
chants and manufacturers easily persuade them, that 
the private interest of a part, and of a subordinate part, 
of the society, is the general interest of the whole. . . .

People of the same trade seldom meet together, 
even for merriment and diversion, but the conversa-
tion ends in a conspiracy against the public, or in some 
contrivance to raise prices. It is impossible, indeed, to 
prevent such meetings, by any law which either could 
be executed, or would be consistent with liberty and 
justice. But though the law cannot hinder people of 
the same trade from sometimes assembling together, 
it ought to do nothing to facilitate such assemblies, 
much less to render them necessary. . . .

An incorporation not only renders them neces-
sary, but makes the act of the majority binding upon 
the whole. In a free trade, an effectual combination 
cannot be established but by the unanimous consent 
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of every single trader, and it cannot last longer than 
every single trader continues of the same mind. The 
majority of a corporation can enact a by-law, with 
proper penalties, which will limit the competition 
more effectually and more durably than any voluntary 
combination whatever.

The pretence that corporations are necessary for the 
better government of the trade is without any founda-
tion. The real and effectual discipline which is exercised 
over a workman is not that of his corporation, but that 
of his customers. It is the fear of losing their employment 
which restrains his frauds and corrects his negligence. 
An exclusive corporation necessarily weakens the force 
of this discipline. A particular set of workmen must then 
be employed, let them behave well or ill. It is upon this 
account that, in many large incorporated towns, no tol-
erable workmen are to be found, even in some of the 
most necessary trades. If you would have your work tol-
erably executed, it must be done in the suburbs, where 
the workmen, having no exclusive privilege, have noth-
ing but their character to depend upon, and you must 
then smuggle it into the town as well as you can. . . .

. . . The policy of Europe, by increasing the competition 
in some employments beyond what it naturally would be, 
occasions another inequality, of an opposite kind. . . .

. . . Sometimes the public, and sometimes the piety of 
private founders, have established many pensions, 
scholarships, exhibitions, bursaries, etc., . . . which draw 
many more people into trades than could otherwise 
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pretend to follow them. In all Christian countries, I 
believe, the education of the greater part of churchmen 
is paid for in this manner. Very few of them are edu-
cated altogether at their own expense. The long, 
tedious, and expensive education, therefore, of those 
who are, will not always procure them a suitable reward, 
the church being crowded with people, who, in order 
to get employment, are willing to accept of a much 
smaller recompense than what such an education 
would otherwise have entitled them to. .  .  . Forty 
pounds a year is reckoned at present very good pay for 
a curate; and . . . there are many curacies under twenty 
pounds a year. There are journeymen shoemakers in 
London who earn forty pounds a year, and there is 
scarce an industrious workman of any kind in that 
metropolis who does not earn more than twenty. . . .

In professions in which there are no benefices, such 
as law and physic, if an equal proportion of people 
were educated at the public expense, the competi-
tion would soon be so great as to sink very much their 
pecuniary reward. . . .

That unprosperous race of men, commonly called 
men of letters, are pretty much in the situation which 
lawyers and physicians probably would be in, upon 
the foregoing supposition. In every part of Europe, the 
greater part of them have been educated for the church, 
but have been hindered by different reasons from enter-
ing into holy orders. They have generally, therefore, been 
educated at the public expense; and their numbers are 
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everywhere so great, as commonly to reduce the price of 
their labor to a very paltry recompense. . . .

. . . Before the invention of the art of printing, a 
scholar and a beggar seem to have been terms very 
nearly synonymous. The different governors of the 
universities, before that time, appear to have often 
granted licenses to their scholars to beg.

In ancient times, before any charities of this kind had 
been established for the education of indigent people to 
the learned professions, the rewards of eminent teachers 
appear to have been much more considerable. . . . Many 
eminent teachers in those times appear to have acquired 
great fortunes. Gorgias made a present to the temple of 
Delphi of his own statue in solid gold. We must not, I 
presume, suppose that it was as large as the life. His way 
of living, as well as that of Hippias and Protagoras, two 
other eminent teachers of those times, is represented 
by Plato as splendid, even to ostentation. Plato himself 
is said to have lived with a good deal of magnificence. 
Aristotle, after having been tutor to Alexander, and 
most munificently rewarded, as it is universally agreed, 
both by him and his father, Philip, thought it worth-
while, notwithstanding, to return to Athens, in order to 
resume the teaching of his school. . . .

. . . The policy of Europe, by obstructing the free cir-
culation of labor and stock, both from employment 
to employment, and from place to place, occasions 
[other] cases [of ] inequality . . . and disadvantages of 
their different employments. . . .
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. . . In many different manufactures, the operations 
are so much alike, that the workmen could easily 
change trades with one another, if absurd laws did not 
hinder them. The arts of weaving plain linen and plain 
silk, for example, are almost entirely the same. That of 
weaving plain woolen is somewhat different; but the 
difference is so insignificant, that either a linen or a 
silk weaver might become a tolerable workman in a 
very few days. If any of those three capital manufac-
tures, therefore, were decaying, the workmen might 
find a resource in one of the other two which was in 
a more prosperous condition; and their wages would 
neither rise too high in the thriving, nor sink too low 
in the decaying manufacture. . . .

The obstruction which corporation laws give to 
the free circulation of labor is common, I believe, to 
every part of Europe. That which is given to it by the 
poor laws is, so far as I know, peculiar to England. It 
consists in the difficulty which a poor man finds in 
obtaining a settlement, or even in being allowed to 
exercise his industry in any parish but that to which 
he belongs. .  .  . It may be worthwhile to give some 
account of the rise, progress, and present state of this 
disorder . . . of England.

When, by the destruction of monasteries, the poor 
had been deprived of the charity of those religious 
houses, after some other ineffectual attempts for their 
relief, it was enacted, by the 43rd of Elizabeth, chap. 2, 
that every parish should be bound to provide for its own 
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poor, and that overseers of the poor should be annually 
appointed, who, with the churchwardens, should raise, 
by a parish rate, competent sums for this purpose.

By this statute, the necessity of providing for their 
own poor was indispensably imposed upon every par-
ish. Who were to be considered as the poor of each 
parish became, therefore, a question of some impor-
tance. This question, after some variation, was at last 
determined by the 13th and 14th of Charles II when 
it was enacted, that forty days undisturbed residence 
should gain any person a settlement in any parish; but 
that within that time it should be lawful for two jus-
tices of the peace, upon complaint made by the church-
wardens or overseers of the poor, to remove any new 
inhabitant to the parish where he was last legally set-
tled; unless he either rented a tenement of ten pounds 
a year, or could give such security for the discharge of 
the parish where he was then living, as those justices 
should judge sufficient.

Some frauds, it is said, were committed in conse-
quence of this statute; parish officers sometime’s brib-
ing their own poor to go clandestinely to another par-
ish, and, by keeping themselves concealed for forty 
days, to gain a settlement there, to the discharge of 
that to which they properly belonged. It was enacted, 
therefore, by the 1st of James II that the forty days 
undisturbed residence of any person necessary to 
gain a settlement, should be accounted only from the 
time of his delivering notice, in writing, of the place 
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of his abode and the number of his family, to one of 
the churchwardens or overseers of the parish where he 
came to dwell. . . .

. . . It was further enacted by the 3rd of William III 
that the forty days residence should be accounted only 
from the publication of such notice in writing on Sun-
day in the church, immediately after divine service. . . .

The very unequal price of labor which we frequently 
find in England, in places at no great distance from one 
another, is probably owing to the obstruction which 
the law of settlements gives to a poor man who would 
carry his industry from one parish to another. . . . A 
single man, indeed who is healthy and industrious, 
may sometimes reside by sufferance; but a man with a 
wife and family who should attempt to do so, would, 
in most parishes, be sure of being removed; and, if the 
single man should afterwards marry, he would gener-
ally be removed likewise. The scarcity of hands in one 
parish, therefore, cannot always be relieved by their 
superabundance in another, as it is constantly in Scot-
land, and I believe, in all other countries where there 
is no difficulty of settlement. . . . In England, it is often 
more difficult for a poor man to pass the artificial 
boundary of a parish, than an arm of the sea, or a ridge 
of high mountains, natural boundaries which some-
times separate very distinctly different rates of wages 
in other countries.

To remove a man who has committed no misde-
meanor, from the parish where he chooses to reside, 
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is an evident violation of natural liberty and justice. 
The common people of England, however, so jealous 
of their liberty, but like the common people of most 
other countries, never rightly understanding wherein 
it consists, have now, for more than a century together, 
suffered themselves to be exposed to this oppression 
without a remedy. . . . There is scarce a poor man in 
England, of forty years of age, I will venture to say, who 
has not, in some part of his life, felt himself most cru-
elly oppressed by this ill-contrived law of settlements.

I shall conclude this long chapter with observing, 
that though anciently it was usual to rate wages, first 
by general laws extending over the whole kingdom, and 
afterwards by particular orders of the justices of peace in 
every particular county, both these practices have now 
gone entirely into disuse. “By the experience of above 
four hundred years,” says Doctor Burn, “it seems time 
to lay aside all endeavors to bring under strict regula-
tions, what in its own nature seems incapable of minute 
limitation; for if all persons in the same kind of work 
were to receive equal wages, there would be no emula-
tion, and no room left for industry or ingenuity.”

Particular acts of parliament, however, still attempt 
sometimes to regulate wages in particular trades, and 
in particular places. Thus the 8th of George III pro-
hibits, under heavy penalties, all master tailors in Lon-
don, and five miles round it, from giving, and their 
workmen from accepting, more than two shillings and 
seven pence halfpenny a day, except in the case of a 
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general mourning. Whenever the legislature attempts 
to regulate the differences between masters and their 
workmen, its counselors are always the masters. .  .  . 
When masters combine together, in order to reduce 
the wages of their workmen, they commonly enter 
into a private bond or agreement, not to give more 
than a certain wage, under a certain penalty. Were the 
workmen to enter into a contrary combination of the 
same kind, not to accept of a certain wage, under a cer-
tain penalty, the law would punish them very severely; 
and, if it dealt impartially, it would treat the masters in 
the same manner. But the 8th of George III enforces 
by law that very regulation which masters sometimes 
attempt to establish by such combinations. The com-
plaint of the workmen, that it puts the ablest and most 
industrious upon the same footing with an ordinary 
workman, seems perfectly well founded.

In ancient times, too, it was usual to attempt to regu-
late the profits of merchants and other dealers, by regu-
lating the price of provisions and other goods. The assize* 
of bread is, so far as I know, the only remnant of this 
ancient usage. Where there is an exclusive corporation, it 
may, perhaps, be proper to regulate the price of the first 
necessary of life. But, where there is none, the competi-
tion will regulate it much better than any assize. . . .

* The word “assize” can mean a session or ordinance but here refers to a 
price control.
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Chapter Eleven
Of the Rent of Land

[Agriculture]

Good roads, canals, and navigable rivers, 
by diminishing the expense of carriage, put 
the remote parts of the country more nearly 

upon a level with those in the neighborhood of the 
town. They are upon that account the greatest of all 
improvements. They encourage the cultivation of the 
remote, which must always be the most extensive cir-
cle of the country. They are advantageous to the town 
by breaking down the monopoly of the country in its 
neighborhood. They are advantageous even to that 
part of the country. Though they introduce some rival 
commodities into the old market, they open many 
new markets to its produce. Monopoly, besides, is a 
great enemy to good management, which can never be 
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universally established, but in consequence of that free 
and universal competition which forces everybody to 
have recourse to it for the sake of self-defense. It is not 
more than fifty years ago, that some of the counties in 
the neighborhood of London petitioned the parlia-
ment against the extension of the turnpike roads into 
the remoter counties. Those remoter counties, they 
pretended, from the cheapness of labor, would be able 
to sell their grass and corn cheaper in the London mar-
ket than themselves, and would thereby reduce their 
rents, and ruin their cultivation. Their rents, however, 
have risen, and their cultivation has been improved 
since that time. . . . *

. . . It is not more than a century ago, that in many 
parts of the Highlands of Scotland, butcher’s meat was 
as cheap as or cheaper than even bread made of oatmeal. 
The Union opened the market of England to the High-
land cattle. Their ordinary price, at present, is about 
three times greater than at the beginning of the century, 
and the rents of many Highland estates have been tri-
pled and quadrupled in the same time. In almost every 
part of Great Britain, a pound of the best butcher’s meat 
is, in the present times, generally worth more than two 
pounds of the best white bread; and in plentiful years it 
is sometimes worth three or four pounds. . . .

In Virginia and Maryland, the cultivation of tobacco 
is preferred, as most profitable, to that of corn [wheat]. 

* This an argument for global, not just regional, trade.
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Tobacco might be cultivated with advantage through 
the greater part of Europe; but, in almost every part 
of Europe, it has become a principal subject of taxa-
tion; and to collect a tax from every different farm in 
the country where this plant might happen to be cul-
tivated, would be more difficult, it has been supposed, 
than to levy one upon its importation at the cus-
tomhouse. The cultivation of tobacco has, upon this 
account, been most absurdly prohibited through the 
greater part of Europe, which necessarily gives a sort of 
monopoly to the countries where it is allowed; and as 
Virginia and Maryland produce the greatest quantity 
of it, they share largely, though with some competitors, 
in the advantage of this monopoly. Our tobacco plant-
ers have shown the same fear of the superabundance 
of tobacco, which the proprietors of the old vineyards 
in France have of the superabundance of wine. By act 
of assembly, they have restrained its cultivation to six 
thousand plants, supposed to yield a thousand weight 
of tobacco, for every Negro between sixteen and sixty 
years of age. Such a Negro, over and above this quan-
tity of tobacco, can manage, they reckon, four acres of 
Indian corn. To prevent the market from being over-
stocked, too, they have sometimes, in plentiful years, 
we are told by Dr. Douglas (I suspect he has been ill 
informed), burnt a certain quantity of tobacco for 
every negro, in the same manner as the Dutch are said 
to do of spices. If such violent methods are necessary 
to keep up the present price of tobacco, the superior 
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advantage of its culture over that of corn, if it still has 
any, will not probably be of long continuance. . . .

In some parts of Lancashire, it is pretended, I have 
been told, that bread of oatmeal is a heartier food for 
laboring people than wheaten bread, and I have fre-
quently heard the same doctrine held in Scotland. I am, 
however, somewhat doubtful of the truth of it. The com-
mon people in Scotland, who are fed with oatmeal, are 
in general neither so strong nor so handsome as the same 
rank of people in England, who are fed with wheaten 
bread. They neither work so well, nor look so well; and 
as there is not the same difference between the people 
of fashion in the two countries, experience would seem 
to show, that the food of the common people in Scot-
land is not so suitable to the human constitution as that 
of their neighbors of the same rank in England. But it 
seems to be otherwise with potatoes. The chairmen, 
porters, and coal heavers in London, and those unfortu-
nate women who live by prostitution, the strongest men 
and the most beautiful women perhaps in the British 
dominions, are said to be, the greater part of them, from 
the lowest rank of people in Ireland, who are generally 
fed with this root.* No food can afford a more decisive 
proof of its nourishing quality, or of its being peculiarly 
suitable to the health of the human constitution.

* Potatoes are a more complete food than oats or wheat, although today 
cause a concern about spiking blood sugar because of being high on the 
glycemic scale, especially if eaten without skins. Ironically, this is much 
less true of sweet potatoes and yams.
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It is difficult to preserve potatoes through the year, 
and impossible to store them like corn, for two or three 
years together. The fear of not being able to sell them 
before they rot, discourages their cultivation, and is, 
perhaps, the chief obstacle to their ever becoming in 
any great country, like bread, the principal vegetable 
food of all the different ranks of the people. . . .

After food, clothing and lodging are the two great 
wants of mankind. . . .

When, by the improvement and cultivation of land, 
the labor of one family can provide food for two, the 
labor of half the society becomes sufficient to provide 
food for the whole. The other half, therefore, or at 
least the greater part of them, can be employed in pro-
viding other things, or in satisfying the other wants 
and fancies of mankind. Clothing and lodging, house-
hold furniture, and what is called equipage, are the 
principal objects of the greater part of those wants 
and fancies. The rich man consumes no more food 
than his poor neighbor. In quality it may be very dif-
ferent, and to select and prepare it may require more 
labor and art; but in quantity it is very nearly the 
same. But compare the spacious palace and great 
wardrobe of the one, with the hovel and the few rags 
of the other, and you will be sensible that the differ-
ence between their clothing, lodging, and household 
furniture, is almost as great in quantity as it is in qual-
ity. The desire of food is limited in every man by the 
narrow capacity of the human stomach; but the desire 
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of the conveniences and ornaments of building, dress, 
equipage, and household furniture, seems to have no 
limit or certain boundary. [These] . . . desires . . . seem 
to be altogether endless. . . .

. . . With the greater part of rich people, the chief 
enjoyment of riches consists in the parade of riches; 
which, in their eye, is never so complete as when they 
appear to possess those decisive marks of opulence 
which nobody can possess but themselves. In their eyes, 
the merit of an object, which is in any degree either 
useful or beautiful, is greatly enhanced by its scarcity, 
or by the great labor which it requires to collect any 
considerable quantity of it; a labor which nobody can 
afford to pay but themselves. Such objects they are 
willing to purchase at a higher price than things much 
more beautiful and useful, but more common. . . .

The demand for the precious stones arises altogether 
from their beauty. They are of no use but as ornaments; 
and the merit of their beauty is greatly enhanced by 
their scarcity, or by the difficulty and expense of get-
ting them from the mine. . . .

The most abundant mines, either of the precious 
metals, or of the precious stones, could add little to 
the wealth of the world. A produce, of which the value 
is principally derived from its scarcity, is necessarily 
degraded by its abundance. . . .

. . . The poor inhabitants of Cuba and St. Domingo, 
when they were first discovered by the Spaniards, used 
to wear little bits of gold as ornaments in their hair and 
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other parts of their dress. They seemed to value them as 
we would do any little pebbles of somewhat more than 
ordinary beauty, and to consider them as just worth the 
picking up, but not worth the refusing to anybody who 
asked them. They gave them to their new guests at the 
first request, without seeming to think that they had 
made them any very valuable present. They were aston-
ished to observe the rage of the Spaniards to obtain 
them; and had no notion that there could anywhere 
be a country in which many people had the disposal of 
so great a superfluity of food; so scanty always among 
themselves, that, for a very small quantity of those glit-
tering baubles, they would willingly give as much as 
might maintain a whole family for many years. . . .

Different Effects of the Progress 
of Improvement upon Three 
Different Sorts of Rude Produce

The .  .  . different sorts of rude produce may be 
divided into three classes. . . .

First Sort

The first sort of rude produce, of which the price rises in 
the progress of improvement, is that which it is scarce in 
the power of human industry to multiply at all. It con-
sists in those things which nature produces only in cer-
tain quantities, and which being of a very perishable 
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nature, it is impossible to accumulate together the pro-
duce of many different seasons. Such are the greater part 
of rare and singular birds and fishes, many different sorts 
of game, almost all wild fowl, all birds of passage in par-
ticular, as well as many other things. When wealth, and 
the luxury which accompanies it, increase, the demand 
for these is likely to increase with them, and no effort of 
human industry may be able to increase the supply 
much beyond what it was before this increase of the 
demand. The quantity of such commodities, therefore, 
remaining the same, or nearly the same, while the com-
petition to purchase them is continually increasing, 
their price may rise to any degree of extravagance, and 
seems not to be limited by any certain boundary. . . .

Second Sort

The second sort of rude produce . . . is that which human 
industry can multiply in proportion to the demand. . . .

Third Sort

The third and last sort of rude produce . . . is that in 
which the efficacy of human industry, in augmenting 
the quantity, is either limited or uncertain. The real 
price of this sort of rude produce naturally tends to rise 
in the progress of improvement, yet, according as differ-
ent accidents happen to render the efforts of human 
industry more or less successful in augmenting the quan-
tity, it may happen sometimes even to fall, sometimes to 
continue the same . . . and sometimes to rise. . . .
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In England, notwithstanding the flourishing state of 
its woolen manufacture, the price of English wool has 
fallen very considerably since the time of Edward III. . . .

This degradation, both in the real and nominal value 
of wool, could never have happened in consequence of 
the natural course of things. It has accordingly been the 
effect of violence and artifice. First, of the absolute pro-
hibition of exporting wool from England; secondly, of 
the permission of importing it from Spain, duty-free; 
thirdly, of the prohibition of exporting it from Ireland to 
another country but England. In consequence of these 
regulations, the market for English wool, instead of being 
somewhat extended, in consequence of the improve-
ment of England, has been confined to the home market, 
where the wool of several other countries is allowed to 
come into competition with it, and where that of Ireland 
is forced into competition with it. As the woolen manu-
factures, too, of Ireland, are fully as much discouraged as 
is consistent with justice and fair dealing, the Irish can 
work up but a smaller part of their own wool at home, 
and are therefore obliged to send a greater proportion of 
it to Great Britain, the only market they are allowed. . . .

Whatever regulations tend to sink the price, either 
of wool or of raw hides, below what it naturally would 
be, must, in an improved and cultivated country, have 
some tendency to raise the price of butcher’s meat. The 
price both of the great and small cattle, which are fed on 
improved and cultivated land, must be sufficient to pay 
the rent which the landlord, and the profit which the 
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farmer, has reason to expect from improved and culti-
vated land. If it is not, they will soon cease to feed them. 
Whatever part of this price, therefore, is not paid by the 
wool and the hide must be paid by the carcass. The less 
there is paid for the one, the more must be paid for the 
other. In what manner this price is to be divided upon 
the different parts of the beast, is indifferent to the land-
lords and farmers, provided it is all paid to them. . . .

The wool of Scotland fell very considerably in its 
price in consequence of the union with England, by 
which it was excluded from the great market of Europe, 
and confined to the narrow one of Great Britain. The 
value of the greater part of the lands in the southern 
counties of Scotland, which are chiefly a sheep coun-
try, would have been very deeply affected by this event, 
had not the rise in the price of butcher’s meat fully 
compensated the fall in the price of wool. . . .

In increasing the quantity of the different minerals 
and metals which are drawn from the bowels of the 
earth, that of the more precious ones particularly, the 
efficacy of human industry seems not to be limited, 
but to be altogether uncertain. . . .

The fertility or barrenness of the mines, which may 
happen at any particular time to supply the commercial 
world, is a circumstance which, it is evident, may have 
no sort of connection with the state of industry in a 
particular country. It seems even to have no very nec-
essary connection with that of the world in general. As 
arts and commerce, indeed, gradually spread themselves 
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over a greater and a greater part of the earth, the search 
for new mines, being extended over a wider surface, may 
have somewhat a better chance for being successful than 
when confined within narrower bounds. The discovery 
of new mines, however, as the old ones come to be grad-
ually exhausted, is a matter of the greatest uncertainty 
and such as no human skill or industry can insure. . . . 
In the course of a century or two, it is possible that new 
mines may be discovered, more fertile than any that 
have ever yet been known; and it is just equally possi-
ble, that the most fertile mine then known may be more 
barren than any that was wrought before the discovery 
of the mines of America. Whether the one or the other 
of those two events may happen to take place, is of very 
little importance to the real wealth and prosperity of the 
world, to the real value of the annual produce of the land 
and labor of mankind. Its nominal value, the quantity of 
gold and silver by which this annual produce could be 
expressed or represented, would, no doubt, be very dif-
ferent; but its real value, the real quantity of labor which 
it could purchase or command, would be precisely the 
same. A shilling might, in the one case, represent no 
more labor than a penny does at present; and a penny, 
in the other, might represent as much as a shilling does 
now. But in the one case, he who had a shilling in his 
pocket would be no richer than he who has a penny at 
present; and in the other, he who had a penny would be 
just as rich as he who has a shilling now. . . .



The Essence of Adam Smith’s Wealth of Nations144 •

Effects of the Progress of 
Improvement upon the Real Price 
of Manufactures

It is the natural effect of improvement, to dimin-
ish gradually the real price of almost all manu-

factures. . . . In consequence of better machinery, of 
greater dexterity, and of a more proper division and 
distribution of work, all of which are the natural effects 
of improvement, a much smaller quantity of labor 
becomes requisite for executing any particular piece 
of work; and though, in consequence of the flourish-
ing circumstances of the society, the real price of labor 
should rise very considerably, yet the great diminution 
of the quantity will generally much more than com-
pensate the greatest rise which can happen in the price.

There are, indeed, a few manufactures, in which the 
necessary rise in the real price of the rude materials will 
more than compensate all the advantages which improve-
ment can introduce into the execution of the work In 
carpenters’ and joiners’ work, and in the coarser sort of 
cabinet work, the necessary rise in the real price of barren 
timber, in consequence of the improvement of land, will 
more than compensate all the advantages which can be 
derived from the best machinery, the greatest dexterity, 
and the most proper division and distribution of work.

But in all cases in which the real price of the rude 
material either does not rise at all, or does not rise very 
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much, that of the manufactured commodity sinks very 
considerably.

This diminution of price has, in the course of the 
present and preceding century, been most remarkable 
in those manufactures of which the materials are the 
coarser metals. A better movement of a watch, than 
about the middle of the last century could have been 
bought for twenty pounds, may now perhaps be had for 
twenty shillings. In the work of cutlers and locksmiths, 
in all the toys which are made of the coarser metals, 
and in all those goods which are commonly known by 
the name of Birmingham and Sheffield ware, there has 
been, during the same period, a very great reduction of 
price, though not altogether so great as in watch-work. 
It has, however, been sufficient to astonish the work-
men of every other part of Europe, who in many cases 
acknowledge that they can produce no work of equal 
goodness for double or even for triple the price. . . .

In the clothing manufacture* there has, during the 
same period, been no such sensible reduction of price. 
The price of superfine cloth, I have been assured, on 
the contrary, has, within these five-and-twenty or 

* The revolution in cheap cotton clothing had not yet arrived. Wool and 
linen manufacturers, however, had already lost their battle to ban cot-
ton, so the groundwork had been laid for the textile products that both 
sparked and epitomized the British Industrial Revolution. By contrast, 
cotton was banned in France to protect the powerful interests in wool 
and linen, which meant that France fell far behind Britain in learn-
ing industrial methods. This is one of the most important, and least 
known, episodes in world economic history.
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thirty years, risen somewhat in proportion to its qual-
ity, owing, it was said, to a considerable rise in the price 
of the material, which consists altogether of Span-
ish wool. That of the Yorkshire cloth, which is made 
altogether of English wool, is said, indeed, during the 
course of the present century, to have fallen a good 
deal in proportion to its quality. Quality, however, is 
so very disputable a matter that I look upon all infor-
mation of this kind as somewhat uncertain. . . .

In 1487, being the 4th of Henry VII, it was enacted, 
that “whosoever shall sell by retail a broad yard of the 
finest scarlet grained, or of other grained cloth of the 
finest making, above sixteen shillings, shall forfeit 
forty shillings for every yard so sold.” Sixteen shillings, 
therefore, containing about the same quantity of sil-
ver as four-and-twenty shillings of our present money, 
was, at that time, reckoned not an unreasonable price 
for a yard of the finest cloth; and as this is a sumptu-
ary law, such cloth, it is probable, had usually been sold 
somewhat dearer. A guinea may be reckoned the high-
est price in the present times. Even though the quality 
of the cloths, therefore, should be supposed equal, and 
that of the present times is most probably much supe-
rior, yet, even upon this supposition, the money price 
of the finest cloth appears to have been considerably 
reduced since the end of the fifteenth century. But its 
real price has been much more reduced. Six shillings 
and eight pence was then, and long afterwards, reck-
oned the average price of a quarter of wheat. Sixteen 
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shillings, therefore, was the price of two quarters and 
more than three bushels of wheat. Valuing a quarter 
of wheat in the present times at eight-and-twenty shil-
lings, the real price of a yard of fine cloth must, in those 
times, have been equal to at least three pounds six shil-
lings and six pence of our present money. The man 
who bought it must have parted with the command of 
a quantity of labor and subsistence equal to what that 
sum would purchase in the present times.

The reduction in the real price of the coarse manu-
facture, though considerable, has not been so great as 
in that of the fine.

In 1463, being the 3rd of Edward IV, it was enacted, 
that “no servant in husbandry nor common laborer, 
nor servant to any artificer inhabiting out of a city 
or burgh, shall use or wear in their clothing any cloth 
above two shillings the broad yard.” In the 3rd of 
Edward IV, two shillings contained very nearly the 
same quantity of silver as four of our present money. 
But the Yorkshire cloth which is now sold at four shil-
lings the yard, is probably much superior to any that 
was then made for the wearing of the very poorest 
order of common servants. Even the money price of 
their clothing, therefore, may, in proportion to the 
quality, be somewhat cheaper in the present than it 
was in those ancient times. The real price is certainly 
a good deal cheaper. Ten pence was then reckoned 
what is called the moderate and reasonable price of a 
bushel of wheat. Two shillings, therefore, was the price 
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of two bushels and near two pecks of wheat, which in 
the present times, at three shillings and six pence the 
bushel, would be worth eight shillings and nine pence. 
For a yard of this cloth the poor servant must have 
parted with the power of purchasing a quantity of sub-
sistence equal to what eight shillings and nine pence 
would purchase in the present times. This is a sumptu-
ary law, too, restraining the luxury and extravagance 
of the poor. Their clothing, therefore, had commonly 
been much more expensive.

The same order of people are, by the same law, pro-
hibited from wearing hose, of which the price should 
exceed fourteen pence the pair, equal to about eight-
and-twenty pence of our present money. But four-
teen pence was in those times the price of a bushel and 
near two pecks of wheat; which in the present times, 
at three and six pence the bushel, would cost five shil-
lings and three pence. We should in the present times 
consider this as a very high price for a pair of stockings 
to a servant of the poorest and lowest order. He must 
however, in those times, have paid what was really 
equivalent to this price for them.

In the time of Edward IV the art of knitting stock-
ings was probably not known in any part of Europe. 
Their hose were made of common cloth, which may 
have been one of the causes of their dearness. The first 
person that wore stockings in England is said to have 
been Queen Elizabeth. She received them as a present 
from the Spanish ambassador. . . .
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Secondly, the use of several very ingenious machines, 
which facilitate and abridge, in a still greater propor-
tion, the winding of the worsted and woolen yarn, or 
the proper arrangement of the warp and woof before 
they are put into the loom; an operation which, pre-
vious to the invention of those machines, must have 
been extremely tedious and troublesome. Thirdly, is the 
employment of the fulling mill for thickening the cloth, 
instead of treading it in water. Neither wind nor water 
mills of any kind were known in England so early as the 
beginning of the sixteenth century, nor, so far as I know, 
in any other part of Europe north of the Alps. They had 
been introduced into Italy some time before. . . .

Conclusion of the Chapter

The whole annual produce of the land and labor 
of every country, or, what comes to the same 

thing, the whole price of that annual produce, natu-
rally divides itself, it has already been observed, into 
three parts; the rent of land, the wages of labor, and 
the profits of stock; and constitutes a revenue to three 
different orders of people; to those who live by rent, 
to those who live by wages, and to those who live by 
profit. These are the three great, original, and constitu-
ent, orders of every civilized society, from whose reve-
nue that of every other order is ultimately derived.

The interest of the first of those three great orders . . . 
is strictly and inseparably connected with the general 
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interest of the society. Whatever either promotes or 
obstructs the one, necessarily promotes or obstructs 
the other. . . .

The interest of the second order, that of those who 
live by wages, is as strictly connected with the inter-
est of the society as that of the first. The wages of the 
laborer, it has already been shown, are never so high 
as when the demand for labor is continually rising, 
or when the quantity employed is every year increas-
ing considerably. When this real wealth of the soci-
ety becomes stationary, his wages are soon reduced to 
what is barely enough to enable him to bring up a fam-
ily, or to continue the race of laborers. . . .

His employers constitute the third order, that of 
those who live by profit. It is the stock that is employed 
for the sake of profit, which puts into motion the greater 
part of the useful labor of every society. The plans and 
projects of the employers of stock regulate and direct 
all the most important operation of labor and profit is 
the end proposed by all those plans and projects. But 
the rate of profit does not, like rent and wages, rise 
with the prosperity, and fall with the declension of the 
society. On the contrary, it is naturally low in rich, and 
high in poor countries, and it is always highest in the 
countries which are going fastest to ruin. The interest 
of this third order, therefore, has not the same connec-
tion with the general interest of the society, as that of 
the other two. . . . The interest of the dealers, however, 
in any particular branch of trade or manufactures, is 
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always in some respects different from, and even oppo-
site to, that of the public. To widen the market, and to 
narrow the competition, is always the interest of the 
dealers. To widen the market may frequently be agree-
able enough to the interest of the public; but to nar-
row the competition must always be against it, and can 
only serve to enable the dealers, by raising their profits 
above what they naturally would be, to levy, for their 
own benefit, an absurd tax upon the rest of their fellow 
citizens. The proposal of any new law or regulation of 
commerce which comes from this order, ought always 
to be listened to with great precaution, and ought 
never to be adopted till after having been long and 
carefully examined, not only with the most scrupu-
lous, but with the most suspicious attention. It comes 
from an order of men, whose interest is never exactly 
the same with that of the public, who have generally 
an interest to deceive and even to oppress the public, 
and who accordingly have, upon many occasions, both 
deceived and oppressed it.
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Introduction

In that rude state of society, in which there is no 
division of labor, in which exchanges are seldom 
made, and in which every man provides every-

thing for himself, it is not necessary that any stock 
should be accumulated, or stored up beforehand, in 
order to carry on the business of the society. Every 
man endeavors to supply, by his own industry, his own 
occasional wants, as they occur. When he is hungry, he 
goes to the forest to hunt; when his coat is worn out, 
he clothes himself with the skin of the first large ani-
mal he kills: and when his hut begins to go to ruin, he 
repairs it, as well as he can, with the trees and the turf 
that are nearest it.

But when the division of labor has once been thor-
oughly introduced, the produce of a man’s own labor 
can supply but a very small part of his occasional 
wants. The far greater part of them are supplied by the 
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produce of other men’s labor, which he purchases with 
the produce, or, what is the same thing, with the price 
of the produce, of his own. But this purchase can-
not be made till such time as the produce of his own 
labor has not only been completed, but sold. A stock 
of goods of different kinds, therefore, must be stored 
up somewhere, sufficient to maintain him, and to sup-
ply him with the materials and tools of his work, till 
such time at least as both these events can be brought 
about. A weaver cannot apply himself entirely to his 
peculiar business, unless there is beforehand stored 
up somewhere, either in his own possession, or in that 
of some other person, a stock sufficient to maintain 
him, and to supply him with the materials and tools of 
his work, till he has not only completed, but sold his 
web. This accumulation must evidently be previous to 
his applying his industry for so long a time to such a 
peculiar business.

As the accumulation of stock must, in the nature of 
things, be previous to the division of labor, so labor 
can be more and more subdivided in proportion only 
as stock is previously more and more accumulated. 
The quantity of materials which the same number 
of people can work up, increases in a great propor-
tion as labor comes to be more and more subdivided; 
and as the operations of each workman are gradually 
reduced to a greater degree of simplicity, a variety of 
new machines come to be invented for facilitating and 
abridging those operations. As the division of labor 
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advances, therefore, in order to give constant employ-
ment to an equal number of workmen, an equal stock 
of provisions, and a greater stock of materials and 
tools than what would have been necessary in a ruder 
state of things, must be accumulated beforehand. But 
the number of workmen in every branch of business 
generally increases with the division of labor in that 
branch; or rather it is the increase of their number 
which enables them to class and subdivide themselves 
in this manner. . . .

As the accumulation of stock is previously necessary 
for carrying on this great improvement in the produc-
tive powers of labor, so that accumulation naturally 
leads to this improvement. The person who employs 
his stock in maintaining labor, necessarily wishes to 
employ it in such a manner as to produce as great a 
quantity of work as possible. He endeavors, therefore, 
both to make among his workmen the most proper dis-
tribution of employment, and to furnish them with the 
best machines which he can either invent or afford to 
purchase. His abilities, in both these respects, are gen-
erally in proportion to the extent of his stock, or to the 
number of people whom it can employ. The quantity of 
industry, therefore, not only increases in every country 
with the increase of the stock which employs it, but, 
in consequence of that increase, the same quantity of 
industry produces a much greater quantity of work. . . .
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Chapter One
Of the Division of Stock

When the stock which a man possesses 
is no more than sufficient to maintain 
him for a few days or a few weeks, he sel-

dom thinks of deriving any revenue from it. He con-
sumes it as sparingly as he can, and endeavors, by his 
labor, to acquire something which may supply its place 
before it be consumed altogether. His revenue is, in 
this case, derived from his labor only. This is the state 
of the greater part of the laboring poor in all countries.

But when he possesses stock sufficient to maintain 
him for months or years, he naturally endeavors to 
derive a revenue from the greater part of it, reserv-
ing only so much for his immediate consumption as 
may maintain him till this revenue begins to come in. 
His whole stock, therefore, is distinguished into two 



The Essence of Adam Smith’s Wealth of Nations160 •

parts. That part which he expects is to afford him this 
revenue is called his capital. The other is that which 
supplies his immediate consumption. . . .

There are two different ways in which a capital may be 
employed so as to yield a revenue or profit to its employer.

First, it may be employed in raising, manufactur-
ing, or purchasing goods, and selling them again with 
a profit. The capital employed in this manner yields no 
revenue or profit to its employer, while it either remains 
in his possession, or continues in the same shape. The 
goods of the merchant yield him no revenue or profit 
till he sells them for money, and the money yields him 
as little till it is again exchanged for goods. His cap-
ital is continually going from him in one shape, and 
returning to him in another; and it is only by means 
of such circulation, or successive changes, that it can 
yield him any profit. Such capitals, therefore, may very 
properly be called circulating capitals.

Secondly, it may be employed in the improvement 
of land, in the purchase of useful machines and instru-
ments of trade, or in such like things as yield a revenue 
or profit without changing masters, or circulating any 
further. Such capitals, therefore, may very properly be 
called fixed capitals.

Different occupations require very different pro-
portions between the fixed and circulating capitals 
employed in them.

The capital of a merchant, for example, is altogether 
a circulating capital. He has occasion for no machines 
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or instruments of trade, unless his shop or warehouse 
be considered as such.

Some part of the capital of every master artificer or 
manufacturer must be fixed in the instruments of his 
trade. This part, however, is very small in some and 
very great in others. . . .

. . . The stock that is laid out in a house, if it is to 
be the dwelling house of the proprietor, ceases from 
that moment to serve in the function of a capital, or 
to afford any revenue to its owner. A dwelling house, 
as such, contributes nothing to the revenue of its 
inhabitant; and though it is, no doubt, extremely use-
ful to him, it is as his clothes and household furniture 
are useful to him, which, however, make a part of his 
expense, and not of his revenue. . . .

In all countries where there is a tolerable security, 
every man of common understanding will endeavor to 
employ whatever stock he can command, in procur-
ing either present enjoyment or future profit. If it is 
employed in procuring present enjoyment, it is a stock 
reserved for immediate consumption. If it is employed 
in procuring future profit, it must procure this profit 
either by staying with him or by going from him. In the 
one case it is a fixed, in the other it is a circulating capi-
tal. A man must be perfectly crazy, who, where there 
is a tolerable security, does not employ all the stock 
which he commands, whether it be his own, or bor-
rowed of other people, in some one or other of those 
three ways.
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In those unfortunate countries, indeed, where men 
are continually afraid of the violence of their supe-
riors, they frequently bury or conceal a great part of 
their stock, in order to have it always at hand to carry 
with them to some place of safety, in case of their being 
threatened with any of those disasters to which they 
consider themselves at all times exposed. This is said 
to be a common practice in Turkey, in Indostan, and, 
I believe, in most other governments of Asia. It seems 
to have been a common practice among our ances-
tors during the violence of the feudal government. 
Treasure-trove was, in these times, considered as no 
contemptible part of the revenue of the greatest sov-
ereigns in Europe. It consisted in such treasure as was 
found concealed in the earth, and to which no partic-
ular person could prove any right. This was regarded, 
in those times, as so important an object, that it was 
always considered as belonging to the sovereign, and 
neither to the finder nor to the proprietor of the land, 
unless the right to it had been conveyed to the latter 
by an express clause in his charter. It was put upon the 
same footing with gold and silver mines, which, with-
out a special clause in the charter, were never supposed 
to be comprehended in the general grant of the lands, 
though mines of lead, copper, tin, and coal were, as 
things of smaller consequence.



163•

Chapter Two
Of Money Considered  
as a Particular Branch  
of the General Stock  

of the Society

It has been shown in the First Book, that the 
price of the greater part of commodities resolves 
itself into three parts, of which one pays the wages 

of the labor, another the profits of the stock, and a 
third the rent of the land which had been employed in 
producing and bringing them to market. . . .

Since this is the case, it has been observed, with 
regard to every particular commodity, taken sepa-
rately, it must be so with regard to all the commodi-
ties which compose the whole annual produce of the 
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land and labor of every country, taken complexly. The 
whole price or exchangeable value of that annual pro-
duce must resolve itself into the same three parts, and 
be parceled out among the different inhabitants of the 
country, either as the wages of their labor, the profits 
of their stock, or the rent of their land. . . .

. . . The amount of the metal pieces which are annu-
ally paid to an individual, is often precisely equal to his 
revenue, and is upon that account the shortest and best 
expression of its value. But the amount of the metal 
pieces which circulate in a society can never be equal 
to the revenue of all its members. As the same guinea 
which pays the weekly pension of one man today, may 
pay that of another tomorrow, and that of a third the 
day thereafter, the amount of the metal pieces which 
annually circulate in any country, must always be of 
much less value than the whole money pensions annu-
ally paid with them. . . .

There are several different sorts of paper money; 
but the circulating notes of banks and bankers are the 
species which is best known, and which seems best 
adapted for this purpose. When the people of any 
particular country have such confidence in the for-
tune, probity and prudence of a particular banker, as 
to believe that he is always ready to pay upon demand 
such of his promissory notes as are likely to be at any 
time presented to him, those notes come to have the 
same currency as gold and silver money, from the confi-
dence that such money can at any time be had for them.
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A particular banker lends among his customers his 
own promissory notes, to the extent, we shall suppose, 
of a hundred thousand pounds. As those notes serve all 
the purposes of money, his debtors pay him the same 
interest as if he had lent them so much money. This 
interest is the source of his gain. Though some of those 
notes are continually coming back upon him for pay-
ment, part of them continue to circulate for months and 
years together. Though he has generally in circulation, 
therefore, notes to the extent of a hundred thousand 
pounds, twenty thousand pounds in gold and silver may, 
frequently, be a sufficient provision for answering occa-
sional demands. By this operation, therefore, twenty 
thousand pounds in gold and silver perform all the func-
tions which a hundred thousand could otherwise have 
performed. The same exchanges may be made, the same 
quantity of consumable goods may be circulated and 
distributed to their proper consumers, by means of his 
promissory notes, to the value of a hundred thousand 
pounds, as by an equal value of gold and silver money. 
Eighty thousand pounds of gold and silver, therefore, 
can in this manner be spared from the circulation of the 
country; and if different operations of the same kind 
should, at the same time, be carried on by many differ-
ent banks and bankers, the whole circulation may thus 
be conducted with a fifth part only of the gold and silver 
which would otherwise have been requisite.

Let us suppose, for example, that the whole circulat-
ing money of some particular country amounted, at a 
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particular time, to one million sterling, that sum being 
then sufficient for circulating the whole annual produce 
of their land and labor; let us suppose, too, that some 
time thereafter, different banks and bankers issued 
promissory notes payable to the bearer, to the extent 
of one million, reserving in their different coffers two 
hundred thousand pounds for answering occasional 
demands; there would remain, therefore, in circulation, 
eight hundred thousand pounds in gold and silver, and 
a million of bank notes, or eighteen hundred thousand 
pounds of paper and money together. But the annual 
produce of the land and labor of the country had before 
required only one million to circulate and distribute it 
to its proper consumers, and that annual produce can-
not be immediately augmented by those operations of 
banking. One million, therefore, will be sufficient to 
circulate it after them. The goods to be bought and sold 
being precisely the same as before, the same quantity of 
money will be sufficient for buying and selling them. 
The channel of circulation, if I may be allowed such an 
expression, will remain precisely the same as before.

One million we have supposed sufficient to fill that 
channel. Whatever, therefore, is poured into it beyond 
this sum, cannot run into it, but must overflow. One 
million eight hundred thousand pounds are poured 
into it. Eight hundred thousand pounds, therefore, 
must overflow, that sum being over and above what 
can be employed in the circulation of the country. But 
though this sum cannot be employed at home, it is too 
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valuable to be allowed to lie idle. It will, therefore, be 
sent abroad, in order to seek that profitable employ-
ment which it cannot find at home. But the paper can-
not go abroad; because at a distance from the banks 
which issue it, and from the country in which payment 
of it can be exacted by law, it will not be received in 
common payments. Gold and silver, therefore, to the 
amount of eight hundred thousand pounds, will be 
sent abroad, and the channel of home circulation will 
remain filled with a million of paper instead of a mil-
lion of those metals which filled it before.

But though so great a quantity of gold and silver is 
thus sent abroad, we must not imagine that it is sent 
abroad for nothing, or that its proprietors make a pres-
ent of it to foreign nations. They will exchange it for 
foreign goods of some kind or another, in order to 
supply the consumption either of some other foreign 
country, or of their own.

If they employ it in purchasing foreign goods for 
home consumption, they may either, first, purchase 
such goods as are likely to be consumed by idle peo-
ple, who produce nothing, such as foreign wines, for-
eign silks, etc.; or, secondly, they may purchase an 
additional stock of materials, tools, and provisions, in 
order to maintain and employ an additional number 
of industrious people, who reproduce, with a profit, 
the value of their annual consumption.

So far as it is employed in the first way, it promotes 
prodigality, increases expense and consumption, without 
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increasing production, or establishing any permanent 
fund for supporting that expense, and is in every respect 
hurtful to the society.

So far as it is employed in the second way, it pro-
motes industry. . . .

That the greater part of the gold and silver which 
being forced abroad by those operations of banking, is 
employed in purchasing foreign goods for home con-
sumption, is, and must be, employed in purchasing those 
of this second kind, seems not only probable, but almost 
unavoidable. . . . The demand of idle people . . . for foreign 
goods, being the same, or very nearly the same as before, a 
very small part of the money which, being forced abroad 
by those operations of banking, is employed in purchas-
ing foreign goods for home consumption, is likely to be 
employed in purchasing those for their use. The greater 
part of it will naturally be destined for the employment 
of industry, and not for the maintenance of idleness. . . .

When paper is substituted in the room of gold and 
silver money, the quantity of the materials, tools, and 
maintenance, which the whole circulating capital can 
supply, may be increased by the whole value of gold 
and silver which used to be employed in purchasing 
them. The whole value of the great wheel of circula-
tion and distribution is added to the goods which are 
circulated and distributed by means of it. . . .

What is the proportion which the circulating 
money of any country bears to the whole value of the 
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annual produce circulated by means of it, it is perhaps 
impossible to determine. It has been computed by dif-
ferent authors at a fifth, at a tenth, at a twentieth, and 
at a thirtieth, part of that value. But how small soever 
the proportion which the circulating money may bear 
to the whole value of the annual produce, as but a part, 
and frequently but a small part, of that produce, is 
ever destined for the maintenance of industry, it must 
always bear a very considerable proportion to that part. 
When, therefore, by the substitution of paper, the gold 
and silver necessary for circulation is reduced to, per-
haps, a fifth part of the former quantity, if the value of 
only the greater part of the other four-fifths be added 
to the funds which are destined for the maintenance of 
industry, it must make a very considerable addition to 
the quantity of that industry, and, consequently, to the 
value of the annual produce of land and labor.

An operation of this kind has, within these five-
and-twenty or thirty years, been performed in Scot-
land, by the erection of new banking companies in 
almost every considerable town, and even in some 
country villages. The effects of it have been precisely 
those above described. The business of the country is 
almost entirely carried on by means of the paper of 
those different banking companies, with which pur-
chases and payments of all kinds are commonly made. 
Silver very seldom appears, except in the change of a 
twenty-shilling bank note, and gold still seldomer. But 
though the conduct of all those different companies 
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has not been unexceptionable, and has accordingly 
required an act of parliament to regulate it, the coun-
try, notwithstanding, has evidently derived great ben-
efit from their trade. I have heard it asserted, that the 
trade of the city of Glasgow doubled in about fifteen 
years after the first erection of the banks there; and 
that the trade of Scotland has more than quadrupled 
since the first erection of the two public banks at Edin-
burgh; of which the one, called the Bank of Scotland, 
was established by act of parliament in 1695, and the 
other, called the Royal Bank, by royal charter in 1727. 
Whether the trade, either of Scotland in general or of 
the city of Glasgow in particular, has really increased 
in so great a proportion, during so short a period, I do 
not pretend to know. If either of them has increased 
in this proportion, it seems to be an effect too great to 
be accounted for by the sole operation of this cause. 
That the trade and industry of Scotland, however, have 
increased very considerably during this period, and 
that the banks have contributed a good deal to this 
increase, cannot be doubted.

The value of the silver money which circulated in 
Scotland before the Union in 1707, and which, imme-
diately after it, was brought into the Bank of Scotland, 
in order to be recoined, amounted to 411,117l. 10s. 9d. 
sterling. No account has been got of the gold coin; 
but it appears from the ancient accounts of the mint 
of Scotland, that the value of the gold annually coined 
somewhat exceeded that of the silver. . . . The whole 
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value of the gold and silver, therefore, which circulated 
in Scotland before the Union, cannot be estimated at 
less than a million sterling. . . . In the present times, the 
whole circulation of Scotland cannot be estimated at 
less than two millions, of which that part which con-
sists in gold and silver, most probably, does not amount 
to half a million. But though the circulating gold and 
silver of Scotland have suffered so great a diminution 
during this period, its real riches and prosperity do not 
appear to have suffered any. Its agriculture, manufac-
tures, and trade, on the contrary, the annual produce of 
its land and labor, have evidently been augmented. . . .

The commerce of Scotland, which at present is not 
very great, was still more inconsiderable when the two 
first banking companies were established; and those 
companies would have had but little trade, had they 
confined their business to the discounting of bills of 
exchange. They invented, therefore, another method 
of issuing their promissory notes; by granting what 
they call cash accounts, that is, by giving credit, to the 
extent of a certain sum (two or three thousand pounds 
for example), to any individual who could procure two 
persons of undoubted credit and good landed estate to 
become surety for him, that whatever money should 
be advanced to him, within the sum for which the 
credit had been given, should be repaid upon demand, 
together with the legal interest. Credits of this kind 
are, I believe, commonly granted by banks and bankers 
in all different parts of the world. But the easy terms 
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upon which the Scotch banking companies accept of 
repayment are, so far as I know, peculiar to them, and 
have perhaps been the principal cause, both of the great 
trade of those companies, and of the benefit which the 
country has received from it.

. . . The banks, when their customers apply to them 
for money, generally advance it to them in their own 
promissory notes. These the merchants pay away to 
the manufacturers for goods, the manufacturers to the 
farmers for materials and provisions, the farmers to 
their landlords for rent; the landlords repay them to 
the merchants for the conveniences and luxuries with 
which they supply them, and the merchants again 
return them to the banks, in order to balance their cash 
accounts, or to replace what they may have borrowed 
of them; and thus almost the whole money business of 
the country is transacted by means of them. Hence the 
great trade of those companies.

By means of those cash accounts, every merchant 
can, without imprudence, carry on a greater trade than 
he otherwise could do. If there are two merchants, one 
in London and the other in Edinburgh, who employ 
equal stocks in the same branch of trade, the Edin-
burgh merchant can, without imprudence, carry on a 
greater trade, and give employment to a greater num-
ber of people, than the London merchant. The Lon-
don merchant must always keep by him a considerable 
sum of money, either in his own coffers, or in those of 
his banker, who gives him no interest for it, in order to 
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answer the demands continually coming upon him for 
payment of the goods which he purchases upon credit. 
Let the ordinary amount of this sum be supposed five 
hundred pounds; the value of the goods in his ware-
house must always be less, by five hundred pounds, 
than it would have been, had he not been obliged to 
keep such a sum unemployed. Let us suppose that he 
generally disposes of his whole stock upon hand, or of 
goods to the value of his whole stock upon hand, once 
in the year. By being obliged to keep so great a sum 
unemployed, he must sell in a year five hundred pounds 
worth less goods than he might otherwise have done. 
His annual profits must be less by all that he could 
have made by the sale of five hundred pounds worth 
more goods; and the number of people employed in 
preparing his goods for the market must be less by all 
those that five hundred pounds more stock could have 
employed. The merchant in Edinburgh, on the other 
hand, keeps no money unemployed for answering such 
occasional demands. When they actually come upon 
him, he satisfies them from his cash account with the 
bank, and gradually replaces the sum borrowed with 
the money or paper which comes in from the occa-
sional sales of his goods. With the same stock, there-
fore, he can, without imprudence, have at all times in 
his warehouse a larger quantity of goods than the Lon-
don merchant; and can thereby both make a greater 
profit himself, and give constant employment to a 
greater number of industrious people who prepare 
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those goods for the market. Hence the great benefit 
which the country has derived from this trade. . . .*

The whole paper money of every kind which can 
easily circulate in any country never can exceed the 
value of the gold and silver, of which it supplies the 
place, or which (the commerce being supposed the 
same) would circulate there, if there was no paper 
money. If twenty-shilling notes, for example, are the 
lowest paper money current in Scotland, the whole 
of that currency which can easily circulate there, can-
not exceed the sum of gold and silver which would 
be necessary for transacting the annual exchanges of 
twenty shillings value and upwards usually transacted 
within that country. Should the circulating paper at 
any time exceed that sum, as the excess could neither 
be sent abroad nor be employed in the circulation 
of the country, it must immediately return upon the 
banks, to be exchanged for gold and silver. Many peo-
ple would immediately perceive that they had more 
of this paper than was necessary for transacting their 
business at home; and as they could not send it abroad, 
they would immediately demand payment for it from 
the banks. When this superfluous paper was converted 
into gold and silver, they could easily find a use for it, 
by sending it abroad; but they could find none while it 
remained in the shape of paper. There would immedi-
ately, therefore, be a run upon the banks to the whole 

* See Introduction, page 51, for a cautionary note.
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extent of this superfluous paper, and if they showed 
any difficulty or backwardness in payment, to a much 
greater extent; the alarm which this would occasion 
necessarily increasing the run. . . .

Let us suppose that all the paper of a particular 
bank, which the circulation of the country can easily 
absorb and employ, amounts exactly to forty thousand 
pounds, and that, for answering occasional demands, 
this bank is obliged to keep at all times in its coffers ten 
thousand pounds in gold and silver. Should this bank 
attempt to circulate forty-four thousand pounds, the 
four thousand pounds which are over and above what 
the circulation can easily absorb and employ, will return 
upon it almost as fast as they are issued. For answering 
occasional demands, therefore, this bank ought to keep 
at all times in its coffers, not eleven thousand pounds 
only, but fourteen thousand pounds. It will thus gain 
nothing by the interest of the four thousand pounds 
excessive circulation; and it will lose the whole expense 
of continually collecting four thousand pounds in gold 
and silver, which will be continually going out of its 
coffers as fast as they are brought into them.

Had every particular banking company always 
understood and attended to its own particular inter-
est, the circulation never could have been overstocked 
with paper money. But every particular banking com-
pany has not always understood or attended to its own 
particular interest, and the circulation has frequently 
been overstocked with paper money. . . .
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The gold coin which was paid out, either by the Bank 
of England or by the Scotch banks, in exchange for that 
part of their paper which was over and above what could 
be employed in the circulation of the country, being like-
wise over and above what could be employed in that cir-
culation, was sometimes sent abroad in the shape of coin, 
sometimes melted down and sent abroad in the shape 
of bullion, and sometimes melted down and sold to the 
Bank of England at the high price of four pounds an 
ounce. It was the newest, the heaviest, and the best pieces 
only, which were carefully picked out of the whole coin, 
and either sent abroad or melted down.* At home, and 
while they remained in the shape of coin, those heavy 
pieces were of no more value than the light; but they 
were of more value abroad, or when melted down into 
bullion at home. The Bank of England, notwithstanding 
their great annual coinage, found, to their astonishment, 
that there was every year the same scarcity of coin as there 
had been the year before; and that, notwithstanding the 
great quantity of good and new coin which was every 
year issued from the bank, the state of the coin, instead 
of growing better and better, became every year worse 
and worse. Every year they found themselves under the 
necessity of coining nearly the same quantity of gold as 
they had coined the year before; and from the continual 
rise in the price of gold bullion, in consequence of the 

* I.e., people cherry picked heavier (unclipped or newer) gold coins and 
took them out of circulation.



Money as a Branch of the General Stock of the Society 177•

continual wearing and clipping of the coin, the expense 
of this great annual coinage became, every year, greater 
and greater. The Bank of England, it is to be observed, by 
supplying its own coffers with coin, is indirectly obliged 
to supply the whole kingdom, into which coin is con-
tinually flowing from those coffers in a great variety of 
ways. Whatever coin, therefore, was wanted to support 
this excessive circulation both of Scotch and English 
paper money, whatever vacuities this excessive circula-
tion occasioned in the necessary coin of the kingdom, 
the Bank of England was obliged to supply them. The 
Scotch banks, no doubt, paid all of them very dearly for 
their own imprudence and inattention: but the Bank of 
England paid very dearly, not only for its own impru-
dence, but for the much greater imprudence of almost 
all the Scotch banks.

The over-trading of some bold projectors in both 
parts of the United Kingdom was the original cause of 
this excessive circulation of paper money.* 

What a bank can with propriety advance to a mer-
chant or undertaker of any kind, is not either the whole 
capital with which he trades, or even any considerable 
part of that capital; but that part of it only which he 
would otherwise be obliged to keep by him unem-
ployed and in ready money, for answering occasional 
demands. If the paper money which the bank advances 
never exceeds this value, it can never exceed the value 

* See Introduction, page 49, for a contrary view.
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of the gold and silver which would necessarily circu-
late in the country if there was no paper money; it can 
never exceed the quantity which the circulation of the 
country can easily absorb and employ. . . .

The banking companies of Scotland, accordingly, 
were for a long time very careful to require frequent 
and regular repayments from all their customers, and 
did not care to deal with any person, whatever might 
be his fortune or credit, who did not make, what they 
called, frequent and regular operations with them. . . .

. . . By this attention they secured themselves from 
the possibility of issuing more paper money than what 
the circulation of the country could easily absorb and 
employ. When they observed, that within moderate 
periods of time, the repayments of a particular cus-
tomer were, upon most occasions, fully equal to the 
advances which they had made to him, they might be 
assured that the paper money which they had advanced 
to him had not, at any time, exceeded the quantity of 
gold and silver which he would otherwise have been 
obliged to keep by him for answering occasional 
demands; and that, consequently, the paper money, 
which they had circulated by his means, had not at any 
time exceeded the quantity of gold and silver which 
would have circulated in the country, had there been 
no paper money. . . .*

* This argues that banks should not make longer term but only tempo-
rary working capital loans.
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. . . A bank cannot, consistently with its own interest, 
advance to a trader the whole, or even the greater part 
of the circulating capital with which he trades; because, 
though that capital is continually returning to him in 
the shape of money, and going from him in the same 
shape, yet the whole of the returns is too distant from 
the whole of the outgoings, and the sum of his repay-
ments could not equal the sum of his advances within 
such moderate periods of time as suit the conveniency 
of a bank. Still less could a bank afford to advance him 
any considerable part of his fixed capital; of the capi-
tal which the undertaker of an iron forge, for example, 
employs in erecting his forge and smelting houses, his 
workhouses, and warehouses, the dwelling houses of 
his workmen, etc. . . . The money which is borrowed, 
and which it is meant should not be repaid till after a 
period of several years, ought not to be borrowed of a 
bank, but ought to be borrowed upon bond or mort-
gage, of such private people as propose to live upon 
the interest of their money, without taking the trouble 
themselves to employ the capital. . . .

. . . The gold and silver money which circulates in any 
country, and by means of which, the produce of its land 
and labor is annually circulated and distributed to the 
proper consumers, is, in the same manner as the ready 
money of the dealer, all dead stock. It is a very valuable 
part of the capital of the country, which produces noth-
ing to the country. The judicious operations of bank-
ing, by substituting paper in the room of a great part 
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of this gold and silver, enable the country to convert 
a great part of this dead stock into active and produc-
tive stock; into stock which produces something to the 
country. . . . The commerce and industry of the country, 
however, it must be acknowledged, though they may be 
somewhat augmented, cannot be altogether so secure, 
when they are thus, as it were, suspended upon the 
Daedalian wings of paper money, as when they travel 
about upon the solid ground of gold and silver. Over 
and above the accidents to which they are exposed 
from the unskilfullness of the conductors of this paper 
money, they are liable to several others, from which no 
prudence or skill of those conductors can guard them.

An unsuccessful war, for example, in which the 
enemy got possession of the capital, and consequently 
of that treasure which supported the credit of the 
paper money, would occasion a much greater confu-
sion in a country where the whole circulation was car-
ried on by paper, than in one where the greater part of 
it was carried on by gold and silver. . . . A prince, anx-
ious to maintain his dominions at all times in the state 
in which he can most easily defend them, ought upon 
this account to guard not only against that excessive 
multiplication of paper money which ruins the very 
banks which issue it, but even against that multiplica-
tion of it which enables them to fill the greater part of 
the circulation of the country with it.

The circulation of every country may be considered 
as divided into two different branches; the circulation 
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of the dealers with one another, and the circulation 
between the dealers and the consumers. . . . The circula-
tion between the dealers, as it is carried on by wholesale, 
requires generally a pretty large sum for every particular 
transaction. That between the dealers and the consum-
ers, on the contrary, as it is generally carried on by retail, 
frequently requires but very small ones, a shilling, or 
even a halfpenny, being often sufficient. But small sums 
circulate much faster than large ones. A shilling changes 
masters more frequently than a guinea and a halfpenny 
more frequently than a shilling. Though the annual pur-
chases of all the consumers, therefore, are at least equal 
in value to those of all the dealers, they can generally 
be transacted with a much smaller quantity of money; 
the same pieces, by a more rapid circulation, serving as 
the instrument of many more purchases of the one kind 
than of the other.

Paper money may be so regulated as either to con-
fine itself very much to the circulation between the 
different dealers, or to extend itself likewise to a 
great part of that between the dealers and the con-
sumers. Where no bank notes are circulated under 
ten pounds value, as in London, paper money con-
fines itself very much to the circulation between the 
dealers. . . . Where bank notes are issued for so small 
sums as twenty shillings as in Scotland, paper money 
extends itself to a considerable part of the circula-
tion between dealers and consumers. Before the act 
of parliament which put a stop to the circulation of 
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ten and five shilling notes, it filled a still greater part 
of that circulation. . . .

It were better, perhaps, that no bank notes were 
issued in any part of the kingdom for a smaller sum 
than five pounds. Paper money would then, probably, 
confine itself, in every part of the kingdom, to the cir-
culation between the different dealers, as much as it 
does at present in London, where no bank notes are 
issued under ten pounds value; five pounds being, in 
most parts of the kingdom, a sum which, though it will 
purchase, perhaps, little more than half the quantity of 
goods, is as much considered, and is as seldom spent all 
at once, as ten pounds are amidst the profuse expense 
of London. . . .

To restrain private people, it may be said, from 
receiving in payment the promissory notes of a banker 
for any sum, whether great or small, when they them-
selves are willing to receive them; or, to restrain a 
banker from issuing such notes, when all his neighbors 
are willing to accept of them, is a manifest violation of 
that natural liberty, which it is the proper business of 
law not to infringe, but to support. Such regulations 
may, no doubt, be considered as in some respect a vio-
lation of natural liberty. But those exertions of the nat-
ural liberty of a few individuals, which might endan-
ger the security of the whole society, are, and ought 
to be, restrained by the laws of all governments; of the 
most free, as well as or the most despotical. The obli-
gation of building party walls, in order to prevent the 
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communication of fire, is a violation of natural liberty, 
exactly of the same kind with the regulations of the 
banking trade which are here proposed. . . .*

The increase of paper money, it has been said, by 
augmenting the quantity, and consequently dimin-
ishing the value, of the whole currency, necessarily 
augments the money price of commodities. But as 
the quantity of gold and silver, which is taken from 
the currency, is always equal to the quantity of paper 
which is added to it, paper money does not neces-
sarily increase the quantity of the whole currency. 
From the beginning of the last century to the pres-
ent time, provisions never were cheaper in Scotland 
than in 1759, though, from the circulation of ten and 
five shilling bank notes, there was then more paper 
money in the country than at present. The propor-
tion between the price of provisions in Scotland and 
that in England is the same now as before the great 
multiplication of banking companies in Scotland. 
Corn is, upon most occasions, fully as cheap in Eng-
land as in France, though there is a great deal of paper 
money in England, and scarce any in France. In 1751 
and 1752, when Mr. Hume† published his Political 
Discourses, and soon after the great multiplication of 
paper money in Scotland, there was a very sensible 

* See Introduction, page 53, for discussion. Smith is acknowledging 
his own seeming inconsistency about government regulation.

† David Hume (1711–1776), Scottish philosopher, historian, econo-
mist, and essayist.
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rise in the price of provisions, owing, probably, to the 
badness of the seasons, and not to the multiplication 
of paper money.*

It would be otherwise, indeed, with a paper money, 
consisting in promissory notes, of which the immedi-
ate payment depended, in any respect, either upon the 
good will of those who issued them, or upon a condi-
tion which the holder of the notes might not always 
have it in his power to fulfill, or of which the payment 
was not eligible till after a certain number of years, and 
which, in the meantime, bore no interest. Such a paper 
money would, no doubt, fall more or less below the 
value of gold and silver, according as the difficulty or 
uncertainty of obtaining immediate payment was sup-
posed to be greater or less, or according to the greater 
or less distance of time at which payment was eligible.

Some years ago the different banking companies of 
Scotland were in the practice of inserting into their 
bank notes, what they called an optional clause; by 
which they promised payment to the bearer, either 
as soon as the note should be presented, or, in the 
option of the directors, six months after such present-
ment, together with the legal interest for the said six 
months. The directors of some of those banks some-
times took advantage of this optional clause, and 
sometimes threatened those who demanded gold and 

* Also see Introduction, page 50, for further discussion of whether 
paper money causes inflation.
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silver in exchange for a considerable number of their 
notes, that they would take advantage of it, unless such 
demanders would content themselves with a part of 
what they demanded. The promissory notes of those 
banking companies constituted, at that time, the far 
greater part of the currency of Scotland, which this 
uncertainty of payment necessarily degraded below 
value of gold and silver money. . . . The same act of par-
liament which suppressed ten and five shilling bank 
notes, suppressed likewise this optional clause, and 
thereby restored the exchange between England and 
Scotland to its natural rate, or to what the course of 
trade and remittances might happen to make it. . . .

The paper currencies of North America consisted, 
not in bank notes payable to the bearer on demand, 
but in a government paper, of which the payment was 
not eligible till several years after it was issued; and 
though the colony governments paid no interest to the 
holders of this paper, they declared it to be, and in fact 
rendered it, a legal tender of payment for the full value 
for which it was issued. But allowing the colony secu-
rity to be perfectly good, a hundred pounds payable 
fifteen years hence, for example, in a country where 
interest is at six percent, is worth little more than forty 
pounds ready money. To oblige a creditor, therefore, 
to accept of this as full payment for a debt of hundred 
pounds actually paid down in ready money, was an act 
of such violent injustice, as has scarce, perhaps, been 
attempted by the government of any other country 
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which pretended to be free. It bears the evident marks 
of having originally been, what the honest and down-
right Doctor Douglas assures us it was, a scheme of 
fraudulent debtors to cheat their creditors.

The government of Pennsylvania, indeed, pretended, 
upon their first emission of paper money, in 1722, to 
render their paper of equal value with gold and silver, by 
enacting penalties against all those who made any dif-
ference in the price of their goods when they sold them 
for a colony paper, and when they sold them for gold 
and silver, a regulation equally tyrannical, but much 
less, effectual, than that which it was meant to support. 
A positive law may render a shilling a legal tender for 
a guinea, because it may direct the courts of justice to 
discharge the debtor who has made that tender; but no 
positive law can oblige a person who sells goods, and 
who is at liberty to sell or not to sell as he pleases, to 
accept of a shilling as equivalent to a guinea in the price 
of them. Notwithstanding any regulation of this kind, it 
appeared, by the course of exchange with Great Britain, 
that a hundred pounds sterling was occasionally consid-
ered as equivalent, in some of the colonies, to a hundred 
and thirty and in others to so great a sum as eleven hun-
dred currency; this difference in the value arising from 
the difference in the quantity of paper emitted in the 
different colonies, and in the distance and probability of 
the term of its final discharge and redemption.

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

Pennsylvania was always more moderate in its emis-
sions of paper money than any other of our colonies. 
Its paper currency, accordingly, is said never to have 
sunk below the value of the gold and silver which was 
current in the colony before the first emission of its 
paper money. Before that emission, the colony had 
raised the denomination of its coin, and had, by act 
of assembly, ordered five shillings sterling to pass in 
the colonies for six-and-three pence, and afterwards 
for six-and-eight pence. A pound, colony currency, 
therefore, even when that currency was gold and sil-
ver, was more than thirty percent below the value of 
a pound sterling; and when that currency was turned 
into paper, it was seldom much more than thirty per-
cent below that value. The pretence for raising the 
denomination of the coin was to prevent the exporta-
tion of gold and silver, by making equal quantities of 
those metals pass for greater sums in the colony than 
they did in the mother country. It was found, however, 
that the price of all goods from the mother country 
rose exactly in proportion as they raised the denomi-
nation of their coin, so that their gold and silver were 
exported as fast as ever. . . .

If bankers are restrained from issuing any circulat-
ing bank notes, or notes payable to the bearer, for less 
than a certain sum; and if they are subjected to the 
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obligation of an immediate and unconditional pay-
ment of such bank notes as soon as presented, their 
trade may, with safety to the public, be rendered in all 
other respects perfectly free. The late multiplication of 
banking companies in both parts of the United King-
dom, an event by which many people have been much 
alarmed, instead of diminishing, increases the secu-
rity of the public. It obliges all of them to be more cir-
cumspect in their conduct, and, by not extending their 
currency beyond its due proportion to their cash, to 
guard themselves against those malicious runs, which 
the rivalship of so many competitors is always ready 
to bring upon them. It restrains the circulation of 
each particular company within a narrower circle, and 
reduces their circulating notes to a smaller number. By 
dividing the whole circulation into a greater number 
of parts, the failure of any one company, an accident 
which, in the course of things, must sometimes hap-
pen, becomes of less consequence to the public. This 
free competition, too, obliges all bankers to be more 
liberal in their dealings with their customers, lest their 
rivals should carry them away. In general, if any branch 
of trade, or any division of labor, be advantageous to 
the public, the freer and more general the competi-
tion, it will always be the more so.
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Chapter Three
Of the Accumulation of 
Capital, or of Productive 
and Unproductive Labor

There is one sort of labor which adds to the 
value of the subject upon which it is bestowed; 
there is another which has no such effect. The 

former as it produces a value, may be called produc-
tive, the latter, unproductive labor. . . . A man grows 
rich by employing a multitude of manufacturers; he 
grows poor by maintaining a multitude or menial ser-
vants. The labor of the latter, however, has its value, 
and deserves its reward as well as that of the former. . . .

The labor of some of the most respectable orders in 
the society is, like that of menial servants, unproduc-
tive of any value, and does not fix or realize itself in 
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any permanent subject, or vendible commodity, which 
endures after that labor is past, and for which an equal 
quantity of labor could afterwards be procured. The 
sovereign, for example, with all the officers both of 
justice and war who serve under him, the whole army 
and navy, are unproductive laborers. They are the ser-
vants of the public, and are maintained by a part of the 
annual produce of the industry of other people. Their 
service, how honorable, how useful, or how necessary 
soever, produces nothing for which an equal quantity 
of service can afterwards be procured. The protection, 
security, and defense, of the commonwealth, the effect 
of their labor this year, will not purchase its protec-
tion, security, and defense, for the year to come. In the 
same class must be ranked, some both of the gravest 
and most important, and some of the most frivolous 
professions; churchmen, lawyers, physicians, men of 
letters of all kinds; players, buffoons, musicians, opera 
singers, opera dancers, etc. The labor of the meanest 
of these has a certain value, regulated by the very same 
principles which regulate that of every other sort of 
labor; and that of the noblest and most useful, pro-
duces nothing which could afterwards purchase or 
procure an equal quantity of labor. Like the declama-
tion of the actor, the harangue of the orator, or the 
tune of the musician, the work of all of them perishes 
in the very instant of its production.

Both productive and unproductive laborers, and 
those who do not labor at all, are all equally maintained 
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by the annual produce of the land and labor of the 
country. This produce, how great soever, can never be 
infinite, but must have certain limits. According, there-
fore, as a smaller or greater proportion of it is in any 
one year employed in maintaining unproductive hands, 
the more in the one case, and the less in the other, will 
remain for the productive, and the next year’s produce 
will be greater or smaller accordingly. . . .

Unproductive laborers, and those who do not labor 
at all, are all maintained by revenue; either, first, by 
that part of the annual produce which is originally des-
tined for constituting a revenue to some particular 
persons, either as the rent of land, or as the profits of 
stock; or, secondly, by that part which, though origi-
nally destined for replacing a capital, and for maintain-
ing productive laborers only, yet when it comes into 
their hands, whatever part of it is over and above their 
necessary subsistence, may be employed in maintain-
ing indifferently either productive or unproductive 
hands. Thus, not only the great landlord or the rich 
merchant, but even the common workman, if his 
wages are considerable, may maintain a menial ser-
vant; or he may sometimes go to a play or a puppet 
show, and so contribute his share towards maintaining 
one set of unproductive laborers; or he may pay some 
taxes, and thus help to maintain another set, more 
honorable and useful, indeed, but equally unproduc-
tive. . . . The workman must have earned his wages by 
work done, before he can employ any part of them in 
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this manner. That part, too, is generally but a small 
one. It is his spare revenue only, of which productive 
laborers have seldom a great deal. They generally have 
some, however; and in the payment of taxes, the great-
ness of their number may compensate, in some mea-
sure, the smallness of their contribution. The rent of 
land and the profits of stock are everywhere, therefore, 
the principal sources from which unproductive hands 
derive their subsistence. These are the two sorts of rev-
enue of which the owners have generally most to spare. 
They might both maintain indifferently, either pro-
ductive or unproductive hands. They seem, however, 
to have some predilection for the latter. The expense of 
a great lord feeds generally more idle than industrious 
people. The rich merchant though with his capital he 
maintains industrious people only, yet by his expense, 
that is, by the employment of his revenue, he feeds 
commonly the very same sort as the great lord. . . .

. . . We are more industrious than our forefathers, 
because, in the present times, the funds destined for the 
maintenance of industry are much greater in propor-
tion to those which are likely to be employed in the 
maintenance of idleness, than they were two or three 
centuries ago. Our ancestors were idle for want of a suf-
ficient encouragement to industry. It is better, says the 
proverb, to play for nothing, than to work for nothing. 
In mercantile and manufacturing towns, where the 
inferior ranks of people are chiefly maintained by the 
employment of capital, they are in general industrious, 
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sober, and thriving; as in many English, and in most 
Dutch towns. In those towns which are principally sup-
ported by the constant or occasional residence of a 
court, and in which the inferior ranks of people are 
chiefly maintained by the spending of revenue, they are 
in general idle, dissolute, and poor; as at Rome, Ver-
sailles, Compiegne, and Fontainebleau. If you except 
Rouen and Bordeaux, there is little trade or industry in 
any of the parliament towns of France; and the inferior 
ranks of people, being chiefly maintained by the 
expense of the members of the courts of justice, and of 
those who come to plead before them, are in general 
idle and poor. . . .

There was little trade or industry in Edinburgh 
before the Union. When the Scotch parliament was 
no longer to be assembled in it, when it ceased to be 
the necessary residence of the principal nobility and 
gentry of Scotland, it became a city of some trade and 
industry. It still continues, however, to be the residence 
of the principal courts of justice in Scotland, of the 
boards of customs and excise, etc. A considerable reve-
nue, therefore, still continues to be spent in it. In trade 
and industry, it is much inferior to Glasgow, of which 
the inhabitants are chiefly maintained by the employ-
ment of capital. The inhabitants of a large village, it has 
sometimes been observed, after having made consider-
able progress in manufactures, have become idle and 
poor, in consequence of a great lord’s having taken up 
his residence in their neighborhood. . . .
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[The] capitals [of industry] are increased by parsi-
mony, and diminished by prodigality and misconduct.

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

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

What is annually saved is as regularly consumed 
as what is annually spent and nearly in the same time 
too: but it is consumed by a different set of people. 
That portion of his revenue which a rich man annu-
ally spends is, in most cases, consumed by idle guests 
and menial servants, who leave nothing behind them 
in return for their consumption. That portion, which 
he annually saves, as, for the sake of the profit, it is 
immediately employed as a capital, is consumed in the 
same manner and nearly in the same time too, but by 

* See page 36 for a discussion of Smith’s emphasis on saving.
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a different set of people: by laborers, manufacturers, 
and artificers, who reproduce, with a profit, the value 
of their annual consumption. . . .

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

The prodigal perverts it in this manner: By not con-
fining his expense within his income, he encroaches 
upon his capital. Like him who perverts the revenues 
of some pious foundation to profane purposes, he pays 
the wages of idleness with those funds which the fru-
gality of his forefathers had, as it were, consecrated to 
the maintenance of industry. . . . If the prodigality of 
some were not compensated by the frugality of others, 
the conduct of every prodigal, by feeding the idle with 
the bread of the industrious, would tend not only to 
beggar himself but to impoverish his country. . . .
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This [spending], it may be said, indeed, not being 
in foreign goods, and not occasioning any exportation 
of gold and silver, the same quantity of money would 
remain in the country as before. But if the quantity 
of food and clothing which were thus consumed by 
unproductive had been distributed among productive 
hands, they would have reproduced, together with a 
profit, the full value of their consumption. The same 
quantity of money would, in this case, equally have 
remained in the country, and there would, besides, 
have been a reproduction of an equal value of con-
sumable goods. There would have been two values 
instead of one.

The same quantity of money, besides, cannot long 
remain in any country in which the value of the annual 
produce diminishes. .  .  . The money which, by this 
annual diminution of produce, is annually thrown out of 
domestic circulation will not be allowed to lie idle. The 
interest of whoever possesses it requires that it should be 
employed; but having no employment at home, it will, 
in spite of all laws and prohibitions, be sent abroad, and 
employed in purchasing consumable goods, which may 
be of some use at home. Its annual exportation will, in 
this manner, continue for some time to add something 
to the annual consumption of the country beyond the 
value of its own annual produce. . . .

The quantity of money, on the contrary, must in 
every country naturally increase as the value of the 
annual produce increases. The value of the consumable 
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goods annually circulated within the society being 
greater, will require a greater quantity of money to cir-
culate them. A part of the increased produce, there-
fore, will naturally be employed in purchasing, wher-
ever it is to be had, the additional quantity of gold and 
silver necessary for circulating the rest. The increase 
of those metals will, in this case, be the effect, not the 
cause, of the public prosperity. Gold and silver are 
purchased everywhere in the same manner. The food, 
clothing, and lodging, the revenue and maintenance, 
of all those whose labor or stock is employed in bring-
ing them from the mine to the market, is the price paid 
for them in Peru as well as in England. . . .*

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

The effects of misconduct are often the same as those 
of prodigality. Every injudicious and unsuccessful proj-
ect in agriculture, mines, fisheries, trade, or manufac-
tures, tends in the same manner to diminish the funds 
destined for the maintenance of productive labor. In 
every such project, though the capital is consumed by 

* Not true, don’t need more money.
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productive hands only, yet as, by the injudicious man-
ner in which they are employed, they do not reproduce 
the full value of their consumption, there must always 
be some diminution in what would otherwise have 
been the productive funds of the society.

It can seldom happen, indeed, that the circum-
stances of a great nation can be much affected either 
by the prodigality or misconduct of individuals; the 
profusion or imprudence of some being always more 
than compensated by the frugality and good conduct 
of others.

With regard to profusion, the principle which 
prompts to expense is the passion for present enjoy-
ment; which, though sometimes violent and very diffi-
cult to be restrained, is in general only momentary and 
occasional. But the principle which prompts to save is 
the desire of bettering our condition; a desire which, 
though generally calm and dispassionate, comes with 
us from the womb, and never leaves us till we go into 
the grave. In the whole interval which separates those 
two moments, there is scarce, perhaps, a single instance, 
in which any man is so perfectly and completely satis-
fied with his situation, as to be without any wish of 
alteration or improvement of any kind. An augmenta-
tion of fortune is the means by which the greater part 
of men propose and wish to better their condition. It is 
the means the most vulgar and the most obvious; and 
the most likely way of augmenting their fortune, is to 
save and accumulate some part of what they acquire, 
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either regularly and annually, or upon some extraordi-
nary occasion. Though the principle of expense, there-
fore, prevails in almost all men upon some occasions, 
and in some men upon almost all occasions; yet in the 
greater part of men, taking the whole course of their 
life at an average, the principle of frugality seems not 
only to predominate, but to predominate very greatly.

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

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

This frugality and good conduct, however, is, upon 
most occasions, it appears from experience, sufficient 
to compensate, not only the private prodigality and 
misconduct of individuals, but the public extrava-
gance of government. The uniform, constant, and 
uninterrupted effort of every man to better his con-
dition, the principle from which public and national, 
as well as private opulence is originally derived, is fre-
quently powerful enough to maintain the natural 
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progress of things towards improvement, in spite both 
of the extravagance of government, and of the greatest 
errors of administration. Like the unknown principle 
of animal life, it frequently restores health and vigor to 
the constitution, in spite not only of the disease, but of 
the absurd prescriptions of the doctor.

The annual produce of the land and labor of any 
nation can be increased in its value by no other means, 
but by increasing either the number of its productive 
laborers, or the productive powers of those laborers who 
had before been employed. The number of its produc-
tive laborers, it is evident, can never be much increased, 
but in consequence of an increase of capital, or of the 
funds destined for maintaining them. The produc-
tive powers of the same number of laborers cannot be 
increased, but in consequence either of some addition 
and improvement to those machines and instruments 
which facilitate and abridge labor, or of more proper 
division and distribution of employment. In either 
case, an additional capital is almost always required. . . . 
When we compare, therefore, the state of a nation at 
two different periods, and find that the annual produce 
of its land and labor is evidently greater at the latter 
than at the former, that its lands are better cultivated, 
its manufactures more numerous and more flourish-
ing, and its trade more extensive; we may be assured 
that its capital must have increased during the interval 
between those two periods, and that more must have 
been added to it by the good conduct of some, than had 
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been taken from it either by the private misconduct of 
others, or by the public extravagance of government. . . .

The annual produce of the land and labor of Eng-
land, for example, is certainly much greater than it was 
a little more than a century ago, at the restoration of 
Charles II. . . .

. . . [Yet], in the happiest and most fortunate period 
of them all, that which has passed since the Restora-
tion, how many disorders and misfortunes have 
occurred, which, could they have been foreseen, not 
only the impoverishment, but the total ruin of the 
country would have been expected from them? The 
fire and the plague of London, the two Dutch wars, 
the disorders of the revolution, the war in Ireland, the 
four expensive French wars of 1688, 1701, 1742, and 
1756, together with the two rebellions of 1715 and 1745. 
In the course of the four French wars, the nation has 
contracted more than a hundred and forty-five mil-
lions of debt, over and above all the other extraordi-
nary annual expense which they occasioned; so that 
the whole cannot be computed at less than two hun-
dred millions. So great a share of the annual produce 
of the land and labor of the country, has, since the Rev-
olution, been employed upon different occasions, in 
maintaining an extraordinary number of unproduc-
tive hands. But had not those wars given this particular 
direction to so large a capital, the greater part of it 
would naturally have been employed in maintaining 
productive hands, whose labor would have replaced, 
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with a profit, the whole value of their consumption. 
The value of the annual produce of the land and labor 
of the country would have been considerably increased 
by it every year, and every year’s increase would have 
augmented still more that of the following year. More 
houses would have been built, more lands would have 
been improved, and those which had been improved 
before would have been better cultivated; more manu-
factures would have been established, and those which 
had been established before would have been more 
extended; and to what height the real wealth and rev-
enue of the country might by this time have been 
raised, it is not perhaps very easy even to imagine.

But though the profusion of government must 
undoubtedly have retarded the natural progress of 
England towards wealth and improvement, it has not 
been able to stop it. The annual produce of its land 
and labor is undoubtedly much greater at present than 
it was either at the Restoration or at the Revolution. 
The capital, therefore, annually employed in cultivat-
ing this land, and in maintaining this labor, must like-
wise be much greater. In the midst of all the exactions 
of government, this capital has been silently and gradu-
ally accumulated by the private frugality and good con-
duct of individuals, by their universal, continual, and 
uninterrupted effort to better their own condition. 
It is this effort, protected by law, and allowed by lib-
erty to exert itself in the manner that is most advanta-
geous, which has maintained the progress of England 
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towards opulence and improvement in almost all for-
mer times, and which, it is to be hoped, will do so in 
all future times. England, however, as it has never been 
blessed with a very parsimonious government, so par-
simony has at no time been the characteristic virtue of 
its inhabitants. It is the highest impertinence and pre-
sumption, therefore, in kings and ministers to pretend 
to watch over the economy of private people, and to 
restrain their expense, either by sumptuary laws, or by 
prohibiting the importation of foreign luxuries. They 
are themselves always, and without any exception, the 
greatest spendthrifts in the society. Let them look well 
after their own expense, and they may safely trust pri-
vate people with theirs. If their own extravagance does 
not ruin the state, that of the subject never will.

As frugality increases, and prodigality diminishes, 
the public capital, so the conduct of those whose 
expense just equals their revenue, without either accu-
mulating or encroaching, neither increases nor dimin-
ishes it. Some modes of expense, however, seem to 
contribute more to the growth of public opulence 
than others.

The revenue of an individual may be spent, either 
in things which are consumed immediately, and in 
which one day’s expense can neither alleviate nor sup-
port that of another; or it may be spent in things more 
durable, which can therefore be accumulated, and in 
which every day’s expense may, as he chooses, either 
alleviate, or support and heighten, the effect of that of 
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the following day. A man of fortune, for example, may 
either spend his revenue in a profuse and sumptuous 
table, and in maintaining a great number of menial 
servants, and a multitude of dogs and horses; or, con-
tenting himself with a frugal table, and few atten-
dants, he may lay out the greater part of it in adorning 
his house or his country villa, in useful or ornamen-
tal buildings, in useful or ornamental furniture, in 
collecting books, statues, pictures; or in things more 
frivolous, jewels, baubles, ingenious trinkets of differ-
ent kinds; or, what is most trifling of all, in amassing 
a great wardrobe of fine clothes, like the favorite and 
minister of a great prince who died a few years ago. 
Were two men of equal fortune to spend their reve-
nue, the one chiefly in the one way, the other in the 
other, the magnificence of the person whose expense 
had been chiefly in durable commodities, would be 
continually increasing, every day’s expense contribut-
ing something to support and heighten the effect of 
that of the following day; that of the other, on the con-
trary, would be no greater at the end of the period than 
at the beginning. The former too would, at the end of 
the period, be the richer man of the two. He would 
have a stock of goods of some kind or other, which, 
though it might not be worth all that it cost, would 
always be worth something. No trace or vestige of the 
expense of the latter would remain, and the effects of 
ten or twenty years’ profusion would be as completely 
annihilated as if they had never existed.
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As the one mode of expense is more favorable than 
the other to the opulence of an individual, so is it like-
wise to that of a nation. The houses, the furniture, 
the clothing of the rich, in a little time, become use-
ful to the inferior and middling ranks of people. They 
are able to purchase them when their superiors grow 
weary of them; and the general accommodation of the 
whole people is thus gradually improved, when this 
mode of expense becomes universal among men of 
fortune. In countries which have long been rich, you 
will frequently find the inferior ranks of people in pos-
session both of houses and furniture perfectly good 
and entire, but of which neither the one could have 
been built, nor the other have been made for their use. 
What was formerly a seat of the family of Seymour 
is now an inn upon the Bath road. The marriage bed 
of James I of Great Britain, which his queen brought 
with her from Denmark, as a present fit for a sover-
eign to make to a sovereign, was, a few years ago, the 
ornament of an alehouse at Dunfermline. In some 
ancient cities, which either have been long stationary, 
or have gone somewhat to decay, you will sometimes 
scarce find a single house which could have been built 
for its present inhabitants. If you go into those houses, 
too, you will frequently find many excellent, though 
antiquated pieces of furniture, which are still very fit 
for use, and which could as little have been made for 
them. Noble palaces, magnificent villas, great collec-
tions of books, statues, pictures, and other curiosities, 
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are frequently both an ornament and an honor, not 
only to the neighborhood, but to the whole country 
to which they belong. Versailles is an ornament and an 
honor to France, Stowe and Wilton to England. Italy 
still continues to command some sort of veneration, by 
the number of monuments of this kind which it pos-
sesses, though the wealth which produced them has 
decayed, and though the genius which planned them 
seems to be extinguished, perhaps from not having the 
same employment.

The expense, too, which is laid out in durable com-
modities, is favorable not only to accumulation, but to 
frugality. If a person should at any time exceed in it, he 
can easily reform without exposing himself to the cen-
sure of the public. To reduce very much the number of 
his servants, to reform his table from great profusion to 
great frugality, to lay down his equipage after he has once 
set it up, are changes which cannot escape the observa-
tion of his neighbors, and which are supposed to imply 
some acknowledgment of preceding bad conduct. Few, 
therefore, of those who have once been so unfortunate 
as to launch out too far into this sort of expense, have 
afterwards the courage to reform, till ruin and bank-
ruptcy oblige them. But if a person has, at any time, 
been at too great an expense in building, in furniture, in 
books, or pictures, no imprudence can be inferred from 
his changing his conduct. These are things in which fur-
ther expense is frequently rendered unnecessary by for-
mer expense; and when a person stops short, he appears 
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to do so, not because he has exceeded his fortune, but 
because he has satisfied his fancy. . . .

I would not, however, by all this, be understood to 
mean, that the one species of expense always betokens 
a more liberal or generous spirit than the other. When 
a man of fortune spends his revenue chiefly in hospi-
tality, he shares the greater part of it with his friends 
and companions; but when he employs it in purchas-
ing such durable commodities he often spends the 
whole upon his own person, and gives nothing to 
anybody without an equivalent. The latter species of 
expense, therefore, especially when directed towards 
frivolous objects, the little ornaments of dress and fur-
niture, jewels, trinkets, gewgaws, frequently indicates 
not only a trifling, but a base and selfish disposition. 
All that I mean is, that the one sort of expense, as it 
always occasions some accumulation of valuable com-
modities, as it is more favorable to private frugality, 
and, consequently, to the increase of the public capi-
tal, and as it maintains productive rather than unpro-
ductive hands, conduces more than the other to the 
growth of public opulence.
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Chapter Four
Of Stock Lent at Interest

The stock which is lent at interest . . . the 
borrower may use either as a capital, or as a 
stock reserved for immediate consumption. 

If he uses it as a capital, he employs it in the main-
tenance of productive laborers, who reproduce the 
value, with a profit. He can, in this case, both restore 
the capital, and pay the interest, without alienating 
or encroaching upon any other source of revenue. If 
he uses it as a stock reserved for immediate consump-
tion, he acts the part of a prodigal, and dissipates, in 
the maintenance of the idle, what was destined for the 
support of the industrious. . . .

The stock which is lent at interest is, no doubt, occa-
sionally employed in both these ways, but in the for-
mer much more frequently than in the latter. The man 
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who borrows in order to spend will soon be ruined, 
and he who lends to him will generally have occasion 
to repent of his folly. To borrow or to lend for such a 
purpose, therefore, is, in all cases, where gross usury is 
out of the question, contrary to the interest of both 
parties; and though it no doubt happens sometimes, 
that people do both the one and the other, yet, from 
the regard that all men have for their own interest, 
we may be assured, that it cannot happen so very fre-
quently as we are sometimes apt to imagine. Ask any 
rich man of common prudence, to which of the two 
sorts of people he has lent the greater part of his stock, 
to those who he thinks will employ it profitably, or to 
those who will spend it idly, and he will laugh at you 
for proposing the question. Even among borrowers, 
therefore, not the people in the world most famous for 
frugality, the number of the frugal and industrious sur-
passes considerably that of the prodigal and idle.

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

Almost all loans at interest are made in money, either 
of paper, or of gold and silver; but what the borrower 
really wants, and what the lender readily supplies him 
with, is not the money, but the money’s worth, or the 
goods which it can purchase. . . .

As the quantity of stock to be lent at interest 
increases, the interest, or the price which must be paid 
for the use of that stock, necessarily diminishes, not 
only from those general causes which make the mar-
ket price of things commonly diminish as their quan-
tity increases, but from other causes which are peculiar 
to this particular case. As capitals increase in any coun-
try, the profits which can be made by employing them 
necessarily diminish. It becomes gradually more and 
more difficult to find within the country a profitable 
method of employing any new capital. There arises, in 
consequence, a competition between different capitals, 
the owner of one endeavoring to get possession of that 
employment which is occupied by another; but, upon 
most occasions, he can hope to jostle that other out of 
this employment by no other means but by dealing upon 
more reasonable terms. He must not only sell what he 
deals in somewhat cheaper, but, in order to get it to sell, 
he must sometimes, too, buy it dearer. The demand for 
productive labor, by the increase of the funds which are 
destined for maintaining it, grows every day greater and 
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greater. Laborers easily find employment; but the own-
ers of capitals find it difficult to get laborers to employ. 
Their competition raises the wages of labor, and sinks 
the profits of stock. But when the profits which can be 
made by the use of a capital are in this manner dimin-
ished, as it were, at both ends, the price which can be 
paid for the use of it, that is, the rate of interest must 
necessarily be diminished with them.

Mr. Locke,* Mr. Lawe,† and Mr. Montesquieu,‡ as 
well as many other writers, seem to have imagined that 
the increase of the quantity of gold and silver, in con-
sequence of the discovery of the Spanish West Indies, 
was the real cause of the lowering of the rate of interest 
through the greater part of Europe. Those metals, they 
say, having become of less value themselves, the use of 
any particular portion of them necessarily became of 
less value too, and, consequently, the price which could 
be paid for it. This notion, which at first sight seems so 
plausible, has been so fully exposed by Mr. Hume, that 
it is, perhaps, unnecessary to say anything more about 
it. The following very short and plain argument, how-
ever, may serve to explain more distinctly the fallacy 
which seems to have misled those gentlemen.

* John Locke (1632–1704), English philosopher and physician.
† John Law (1671–1729), Scottish economist. He served King Louis 

XV of France as controller-general of finance and pursued monetary  
policies which resulted in the disastrous Mississippi Bubble.

‡ Baron de Montesquieu, Charles-Louis de Secondat (1689–1755), 
French social commentator and political thinker.
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Before the discovery of the Spanish West Indies, 
ten percent seems to have been the common rate of 
interest through the greater part of Europe. It has since 
that time, in different countries, sunk to six, five, four, 
and three percent Let us suppose, that in every partic-
ular country the value of silver has sunk precisely in 
the same proportion as the rate of interest; and that 
in those countries, for example, where interest has 
been reduced from ten to five percent the same quan-
tity of silver can now purchase just half the quantity 
of goods which it could have purchased before. This 
supposition will not, I believe, be found anywhere 
agreeable to the truth; but it is the most favorable to 
the opinion which we are going to examine; and, even 
upon this supposition, it is utterly impossible that the 
lowering of the value of silver could have the small-
est tendency to lower the rate of interest. If a hundred 
pounds are in those countries now of no more value 
than fifty pounds were then, ten pounds must now be 
of no more value than five pounds were then. What-
ever were the causes which lowered the value of the 
capital, the same must necessarily have lowered that of 
the interest, and exactly in the same proportion. The 
proportion between the value of the capital and that of 
the interest must have remained the same, though the 
rate had never been altered. By altering the rate, on the 
contrary, the proportion between those two values is 
necessarily altered. If a hundred pounds now are worth 
no more than fifty were then, five now can be worth 
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no more than two pounds ten shillings were then. By 
reducing the rate of interest, therefore, from ten to five 
percent we give for the use of a capital, which is sup-
posed to be equal to one-half of its former value, an 
interest which is equal to one-fourth only of the value 
of the former interest. . . .

In some countries the interest of money has been 
prohibited by law. But as something can everywhere 
be made by the use of money, something ought every-
where to be paid for the use of it. This regulation, 
instead of preventing, has been found from experience 
to increase the evil of usury. The debtor being obliged 
to pay, not only for the use of the money, but for the 
risk which his creditor runs by accepting a compensa-
tion for that use, he is obliged, if one may say so, to 
insure his creditor from the penalties of usury.

In countries where interest is permitted, the law in 
order to prevent the extortion of usury generally fixes 
the highest rate which can be taken without incurring 
a penalty. This rate ought always to be somewhat above 
the lowest market price, or the price which is com-
monly paid for the use of money by those who can give 
the most undoubted security. If this legal rate should be 
fixed below the lowest market rate, the effects of this fix-
ation must be nearly the same as those of a total prohi-
bition of interest. The creditor will not lend his money 
for less than the use of it is worth, and the debtor must 
pay him for the risk which he runs by accepting the 
full value of that use. If it is fixed precisely at the lowest 
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market price, it ruins, with honest people who respect 
the laws of their country, the credit of all those who 
cannot give the very best security, and obliges them to 
have recourse to exorbitant usurers. In a country such 
as Great Britain, where money is lent to government at 
three percent and to private people, upon good secu-
rity, at four and four-and-a-half, the present legal rate, 
five percent is perhaps as proper as any.*

The legal rate, it is to be observed, though it ought 
to be somewhat above, ought not to be much above 
the lowest market rate. If the legal rate of interest in 
Great Britain, for example, was fixed so high as eight 
or ten percent the greater part of the money which was 
to be lent, would be lent to prodigals and projectors, 
who alone would be willing to give this high inter-
est. Sober people, who will give for the use of money 
no more than a part of what they are likely to make 
by the use of it, would not venture into the competi-
tion. A great part of the capital of the country would 
thus be kept out of the hands which were most likely 
to make a profitable and advantageous use of it, and 
thrown into those which were most likely to waste and 
destroy it. Where the legal rate of interest, on the con-
trary, is fixed but a very little above the lowest market 
rate, sober people are universally preferred, as borrow-
ers, to prodigals and projectors. The person who lends 
money gets nearly as much interest from the former as 

* He’s OK with interest rate control.
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he dares to take from the latter, and his money is much 
safer in the hands of the one set of people than in those 
of the other. A great part of the capital of the country 
is thus thrown into the hands in which it is most likely 
to be employed with advantage.

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

Employment of Capitals

A capital may be employed in four different 
ways; either, first, in procuring the rude pro-
duce annually required for the use and con-

sumption of the society; or, secondly, in manufactur-
ing and preparing that rude produce for immediate use 
and consumption; or, thirdly in transporting either 
the rude or manufactured produce from the places 
where they abound to those where they are wanted; 
or, lastly, in dividing particular portions of either into 
such small parcels as suit the occasional demands of 
those who want them. . . .

Unless a capital was employed in breaking and divid-
ing certain portions either of the rude or manufactured 
produce into such small parcels as suit the occasional 
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demands of those who want them, every man would 
be obliged to purchase a greater quantity of the goods 
he wanted than his immediate occasions required. 
If there was no such trade as a butcher, for example, 
every man would be obliged to purchase a whole ox or 
a whole sheep at a time. This would generally be incon-
venient to the rich, and much more so to the poor. If 
a poor workman was obliged to purchase a month’s 
or six months’ provisions at a time, a great part of the 
stock which he employs as a capital in the instruments 
of his trade, or in the furniture of his shop, and which 
yields him a revenue, he would be forced to place in 
that part of his stock which is reserved for immediate 
consumption, and which yields him no revenue. Noth-
ing can be more convenient for such a person than to 
be able to purchase his subsistence from day to day, or 
even from hour to hour, as he wants it. He is thereby 
enabled to employ almost his whole stock as a capital. 
He is thus enabled to furnish work to a greater value; 
and the profit which he makes by it in this way much 
more than compensates the additional price which the 
profit of the retailer imposes upon the goods.

The prejudices of some political writers against shop-
keepers and tradesmen are altogether without foundation. 
So far is it from being necessary either to tax them, or to 
restrict their numbers, that they can never be multiplied so 
as to hurt the public, though they may so as to hurt one 
another. The quantity of grocery goods, for example, which 
can be sold in a particular town, is limited by the demand 
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of that town and its neighborhood. The capital, therefore, 
which can be employed in the grocery trade, cannot exceed 
what is sufficient to purchase that quantity. If this capital is 
divided between two different grocers, their competition 
will tend to make both of them sell cheaper than if it were in 
the hands of one only; and if it were divided among twenty, 
their competition would be just so much the greater, and 
the chance of their combining together, in order to raise 
the price, just so much the less. Their competition might, 
perhaps, ruin some of themselves; but to take care of this, 
is the business of the parties concerned, and it may safely 
be trusted to their discretion. It can never hurt either the 
consumer or the producer; on the contrary, it must tend to 
make the retailers both sell cheaper and buy dearer, than if 
the whole trade was monopolized by one or two persons. 
Some of them, perhaps, may sometimes decoy a weak cus-
tomer to buy what he has no occasion for. This evil, how-
ever, is of too little importance to deserve the public atten-
tion, nor would it necessarily be prevented by restricting 
their numbers. It is not the multitude of alehouses, to give 
the most suspicious example, that occasions a general dis-
position to drunkenness among the common people; but 
that disposition, arising from other causes, necessarily gives 
employment to a multitude of alehouses. . . .

A particular country, in the same manner as a par-
ticular person, may frequently not have capital suffi-
cient both to improve and cultivate all its lands, to 
manufacture and prepare their whole rude produce for 
immediate use and consumption, and to transport the 
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surplus part either of the rude or manufactured pro-
duce to those distant markets, where it can be 
exchanged for something for which there is a demand 
at home. The inhabitants of many different parts of 
Great Britain have not capital sufficient to improve 
and cultivate all their lands. The wool of the southern 
counties of Scotland is, a great part of it, after a long 
land carriage through very bad roads, manufactured in 
Yorkshire, for want of a capital to manufacture it at 
home. There are many little manufacturing towns in 
Great Britain, of which the inhabitants have not capi-
tal sufficient to transport the produce of their own 
industry to those distant markets where there is 
demand and consumption for it. . . .

When the capital of any country is not sufficient 
for all those three purposes, in proportion as a greater 
share of it is employed in agriculture, the greater will 
be the quantity of productive labor which it puts into 
motion within the country; as will likewise be the 
value which its employment adds to the annual pro-
duce of the land and labor of the society. After agricul-
ture, the capital employed in manufactures puts into 
motion the greatest quantity of productive labor, and 
adds the greatest value to the annual produce. That 
which is employed in the trade of exportation has the 
least effect of any of the three.

The country, indeed, which has not capital suffi-
cient for all those three purposes, has not arrived at 
that degree of opulence for which it seems naturally 
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destined. To attempt, however, prematurely, and with 
an insufficient capital, to do all the three, is certainly 
not the shortest way for a society, no more than it 
would be for an individual, to acquire a sufficient one. 
The capital of all the individuals of a nation has its lim-
its, in the same manner as that of a single individual, 
and is capable of executing only certain purposes. The 
capital of all the individuals of a nation is increased in 
the same manner as that of a single individual, by their 
continually accumulating and adding to it whatever 
they save out of their revenue. It is likely to increase 
the fastest, therefore, when it is employed in the way 
that affords the greatest revenue to all the inhabitants 
or the country, as they will thus be enabled to make the 
greatest savings. . . .

It has been the principal cause of the rapid progress 
of our American colonies towards wealth and great-
ness, that almost their whole capitals have hitherto 
been employed in agriculture. They have no manu-
factures, those household and coarser manufactures 
excepted, which necessarily accompany the progress 
of agriculture, and which are the work of the women 
and children in every private family. The greater part, 
both of the exportation and coasting trade of America, 
is carried on by the capitals of merchants who reside 
in Great Britain. Even the stores and warehouses from 
which goods are retailed in some provinces, particu-
larly in Virginia and Maryland, belong, many of them, 
to merchants who reside in the mother country, and 
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afford one of the few instances of the retail trade of a 
society being carried on by the capitals of those who 
are not resident members of it. Were the Americans, 
either by combination, or by any other sort of vio-
lence, to stop the importation of European manufac-
tures, and, by thus giving a monopoly to such of their 
own countrymen as could manufacture the like goods, 
divert any considerable part of their capital into this 
employment, they would retard, instead of accelerat-
ing, the further increase in the value of their annual 
produce, and would obstruct, instead of promoting, 
the progress of their country towards real wealth and 
greatness. This would be still more the case, were they 
to attempt, in the same manner, to monopolize to 
themselves their whole exportation trade. . . .

When the produce of any particular branch of indus-
try exceeds what the demand of the country requires, 
the surplus must be sent abroad, and exchanged for 
something for which there is a demand at home. With-
out such exportation, a part of the productive labor 
of the country must cease, and the value of its annual 
produce diminish. The land and labor of Great Britain 
produce generally more corn, woolens, and hardware, 
than the demand of the home market requires. The sur-
plus part of them, therefore, must be sent abroad, and 
exchanged for something for which there is a demand at 
home. It is only by means of such exportation, that this 
surplus can acquire value sufficient to compensate the 
labor and expense of producing it. . . .
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When the foreign goods which are thus purchased 
with the surplus produce of domestic industry exceed 
the demand of the home market, the surplus part of 
them must be sent abroad again, and exchanged for 
something more in demand at home. About ninety-six 
thousand hogsheads of tobacco are annually purchased 
in Virginia and Maryland with a part of the surplus 
produce of British industry. But the demand of Great 
Britain does not require, perhaps, more than four-
teen thousand. If the remaining eighty-two thousand, 
therefore, could not be sent abroad, and exchanged for 
something more in demand at home, the importation 
of them must cease immediately, and with it the pro-
ductive labor of all those inhabitants of Great Britain 
who are at present employed in preparing the goods 
with which these eighty-two thousand hogsheads are 
annually purchased. Those goods, which are part of the 
produce of the land and labor of Great Britain, having 
no market at home, and being deprived of that which 
they had abroad, must cease to be produced. The most 
roundabout foreign trade of consumption, therefore, 
may, upon some occasions, be as necessary for support-
ing the productive labor of the country, and the value 
of its annual produce, as the most direct.

When the capital stock of any country is increased to 
such a degree that it cannot be all employed in supply-
ing the consumption, and supporting the productive 
labor of that particular country, the surplus part of it 
naturally disgorges itself into the carrying trade, and is 
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employed in performing the same offices to other coun-
tries. The carrying trade is the natural effect and symp-
tom of great national wealth; but it does not seem to be 
the natural cause of it. Those statesmen, who have been 
disposed to favor it with particular encouragement, 
seem to have mistaken the effect and symptom for the 
cause. Holland, in proportion to the extent of the land 
and the number of its inhabitants, by far the richest 
country in Europe, has accordingly the greatest share of 
the carrying trade of Europe. England, perhaps the sec-
ond richest country of Europe, is likewise supposed to 
have a considerable share in it; though what commonly 
passes for the carrying trade of England will frequently, 
perhaps, be found to be no more than a roundabout 
foreign trade of consumption. . . .
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Chapter One
Of the Natural Progress  

of Opulence

Commerce and manufactures gradually 
introduced order and good government, 
and with them, the liberty and security of 

individuals, among the inhabitants of the country, 
who had before lived almost in a continual state of 
war with their neighbors, and of servile dependency 
upon their superiors.*

The great commerce of every civilized society is that 
carried on between the inhabitants of the town and 
those of the country. It consists in the exchange of rude 
for manufactured produce, either immediately, or by 

* This passage moved from Book Three, Chapter Four.
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the intervention of money, or of some sort of paper 
which represents money. The country supplies the 
town with the means of subsistence and the materials 
of manufacture. The town repays this supply, by send-
ing back a part of the manufactured produce to the 
inhabitants of the country. The town in which there 
neither is nor can be any reproduction of substances, 
may very properly be said to gain its whole wealth and 
subsistence from the country. We must not, however, 
upon this account, imagine that the gain of the town 
is the loss of the country. The gains of both are mutual 
and reciprocal, and the division of labor is in this, as 
in all other cases, advantageous to all the different per-
sons employed in the various occupations into which 
it is subdivided. The inhabitants of the country pur-
chase of the town a greater quantity of manufactured 
goods with the produce of a much smaller quantity of 
their own labor, than they must have employed had 
they attempted to prepare them themselves. . . . Among 
all the absurd speculations that have been propagated 
concerning the balance of trade, it has never been pre-
tended that either the country loses by its commerce 
with the town, or the town by that with the country 
which maintains it. . . .

. . . Upon equal or nearly equal profits, most men 
will choose to employ their capitals, rather in the 
improvement and cultivation of land, than either in 
manufactures or in foreign trade. The man who 
employs his capital in land, has it more under his view 
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and command; and his fortune is much less liable to 
accidents than that of the trader, who is obliged fre-
quently to commit it, not only to the winds and the 
waves, but to the more uncertain elements of human 
folly and injustice, by giving great credits, in distant 
countries, to men with whose character and situation 
he can seldom be thoroughly acquainted. The capital 
of the landlord, on the contrary, which is fixed in the 
improvement of his land, seems to be as well secured as 
the nature of human affairs can admit of. The beauty 
of the country, besides, the pleasure of a country life, 
the tranquility of mind which it promises, and, wher-
ever the injustice of human laws does not disturb it, 
the independency which it really affords, have charms 
that, more or less, attract everybody; and as to culti-
vate the ground was the original destination of man, 
so, in every stage of his existence, he seems to retain a 
predilection for this primitive employment.

Without the assistance of some artificers, indeed, the 
cultivation of land cannot be carried on, but with great 
inconveniency and continual interruption. Smiths, 
carpenters, wheelwrights and plough wrights, masons 
and bricklayers, tanners, shoemakers, and tailors, are 
people whose service the farmer has frequent occasion 
for. Such artificers, too, stand occasionally in need of 
the assistance of one another; and as their residence is 
not, like that of the farmer, necessarily tied down to a 
precise spot, they naturally settle in the neighborhood 
of one another, and thus form a small town or village. 
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The butcher, the brewer, and the baker, soon join them, 
together with many other artificers and retailers, neces-
sary or useful for supplying their occasional wants, and 
who contribute still further to augment the town. The 
inhabitants of the town, and those of the country, are 
mutually the servants of one another. . . .

In our North American colonies, where unculti-
vated land is still to be had upon easy terms, no manu-
factures for distant sale have ever yet been established 
in any of their towns. When an artificer has acquired 
a little more stock than is necessary for carrying on 
his own business in supplying the neighboring coun-
try, he does not, in North America, attempt to estab-
lish with it a manufacture for more distant sale, but 
employs it in the purchase and improvement of uncul-
tivated land. From artificer he becomes planter; and 
neither the large wages nor the easy subsistence which 
that country affords to artificers, can bribe him rather 
to work for other people than for himself. He feels that 
an artificer is the servant of his customers, from whom 
he derives his subsistence; but that a planter who cul-
tivates his own land, and derives his necessary subsis-
tence from the labor of his own family, is really a mas-
ter, and independent of all the world. . . .

In seeking for employment to a capital, manufac-
tures are, upon equal or nearly equal profits, naturally 
preferred to foreign commerce, for the same reason 
that agriculture is naturally preferred to manufac-
tures. As the capital of the landlord or farmer is more 
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secure than that of the manufacturer, so the capital of 
the manufacturer, being at all times more within his 
view and command, is more secure than that of the 
foreign merchant. In every period, indeed, of every 
society, the surplus part both of the rude and manu-
factured produce, or that for which there is no 
demand at home, must be sent abroad, in order to be 
exchanged for something for which there is some 
demand at home. But whether the capital which car-
ries this surplus produce abroad be a foreign or a 
domestic one is of very little importance. .  .  . The 
wealth of ancient Egypt, that of China and Indostan, 
sufficiently demonstrate that a nation may attain a 
very high degree of opulence, though the greater part 
of its exportation trade be carried on by foreigners. 
The progress of our North American and West Indian 
colonies, would have been much less rapid, had no 
capital but what belonged to themselves been 
employed in exporting their surplus produce.

According to the natural course of things, therefore, 
the greater part of the capital of every growing society 
is, first, directed to agriculture, afterwards to manufac-
tures, and, last of all, to foreign commerce. This order 
of things is so very natural, that in every society that 
had any territory, it has always, I believe, been in some 
degree observed. . . .
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Introduction

Political economy, considered as a 
branch of the science of a statesman or legisla-
tor, proposes two distinct objects; first, to pro-

vide a plentiful revenue or subsistence for the people, 
or, more properly, to enable them to provide such a 
revenue or subsistence for themselves; and, secondly, 
to supply the state or commonwealth with a revenue 
sufficient for the public services. It proposes to enrich 
both the people and the sovereign. . . .
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Chapter One
Of the Principle of  
the Commercial or  
Mercantile System

That wealth consists in money, or in gold 
and silver, is a popular notion which naturally 
arises from the double function of money, as 

the instrument of commerce, and as the measure of 
value. In consequence of its being the instrument of 
commerce, when we have money we can more readily 
obtain whatever else we have occasion for, than by 
means of any other commodity. The great affair, we 
always find, is to get money. When that is obtained, 
there is no difficulty in making any subsequent pur-
chase. In consequence of its being the measure of value, 
we estimate that of all other commodities by the quan-
tity of money which they will exchange for. We say of a 
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rich man, that he is worth a great deal, and of a poor 
man, that he is worth very little money. A frugal man, 
or a man eager to be rich, is said to love money; and a 
careless, a generous, or a profuse man, is said to be indif-
ferent about it. To grow rich is to get money; and 
wealth and money, in short, are, in common language, 
considered as in every respect synonymous.

A rich country, in the same manner as a rich man, 
is supposed to be a country abounding in money; and 
to heap up gold and silver in any country is supposed 
to be the readiest way to enrich it. For some time after 
the discovery of America, the first inquiry of the Span-
iards, when they arrived upon any unknown coast, 
used to be, if there was any gold or silver to be found 
in the neighborhood? By the information which they 
received, they judged whether it was worthwhile to 
make a settlement there, or if the country was worth 
the conquering. Plano Carpine, a monk sent ambassa-
dor from the King of France to one of the sons of the 
famous Genghis Khan, says, that the Tartars used fre-
quently to ask him, if there were plenty of sheep and 
oxen in the kingdom of France? Their inquiry had the 
same object with that of the Spaniards. They wanted 
to know if the country was rich enough to be worth 
the conquering. Among the Tartars, as among all other 
nations of shepherds, who are generally ignorant of the 
use of money, cattle are the instruments of commerce 
and the measures of value. Wealth, therefore, accord-
ing to them, consisted in cattle, as, according to the 
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Spaniards, it consisted in gold and silver. Of the two, 
the Tartar notion, perhaps, was the nearest to the truth.

Mr. Locke remarks a distinction between money 
and other moveable goods. All other moveable goods, 
he says, are of so consumable a nature, that the wealth 
which consists in them cannot be much depended on; 
and a nation which abounds in them one year may, with-
out any exportation, but merely by their own waste and 
extravagance, be in great want of them the next. Money, 
on the contrary, is a steady friend, which, though it may 
travel about from hand-to-hand, yet if it can be kept 
from going out of the country, is not very liable to be 
wasted and consumed. Gold and silver, therefore, are, 
according to him, the most solid and substantial part of 
the moveable wealth of a nation; and to multiply those 
metals ought, he thinks, upon that account, to be the 
great object of its political economy.

Others admit that if a nation could be separated from 
all the world it would be of no consequence how much 
or how little money circulated in it. The consumable 
goods, which were circulated by means of this money, 
would only be exchanged for a greater or a smaller 
number of pieces; but the real wealth or poverty of the 
country, they allow, would depend altogether upon 
the abundance or scarcity of those consumable goods. 
But it is otherwise, they think, with countries which 
have connections with foreign nations, and which are 
obliged to carry on foreign wars, and to maintain fleets 
and armies in distant countries. This, they say, cannot 
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be done, but by sending abroad money to pay them 
with; and a nation cannot send much money abroad, 
unless it has a good deal at home. Every such nation, 
therefore, must endeavor, in time of peace, to accumu-
late gold and silver, that when occasion requires, it may 
have wherewithal to carry on foreign wars.

In consequence of those popular notions, all the dif-
ferent nations of Europe have studied, though to little 
purpose, every possible means of accumulating gold 
and silver in their respective countries. Spain and Por-
tugal, the proprietors of the principal mines which 
supply Europe with those metals, have either prohib-
ited their exportation under the severest penalties, or 
subjected it to a considerable duty. The like prohibi-
tion seems anciently to have made a part of the policy 
of most other European nations. It is even to be found, 
where we should least of all expect to find it, in some 
old Scotch acts of Parliament, which forbid, under 
heavy penalties, the carrying gold or silver forth of the 
kingdom. The like policy anciently took place both in 
France and England.

When those countries became commercial, the mer-
chants found this prohibition, upon many occasions, 
extremely inconvenient. They could frequently buy 
more advantageously with gold and silver, than with 
any other commodity, the foreign goods which they 
wanted, either to import into their own, or to carry to 
some other foreign country. They remonstrated, there-
fore, against this prohibition as hurtful to trade.
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They represented, first, that the exportation of gold 
and silver, in order to purchase foreign goods, did not 
always diminish the quantity of those metals in the 
kingdom; that, on the contrary, it might frequently 
increase the quantity; because, if the consumption of 
foreign goods was not thereby increased in the country, 
those goods might be re-exported to foreign countries, 
and being there sold for a large profit, might bring back 
much more treasure than was originally sent out to pur-
chase them. Mr. Mun* compares this operation of for-
eign trade to the seedtime and harvest of agriculture. . . .

They represented, secondly, that this prohibition 
could not hinder the exportation of gold and silver, 
which, on account of the smallness of their bulk in 
proportion to their value, could easily be smuggled 
abroad. That this exportation could only be prevented 
by a proper attention to what they called the balance 
of trade. That when the country exported to a greater 
value than it imported, a balance became due to it 
from foreign nations, which was necessarily paid to 
it in gold and silver, and thereby increased the quan-
tity of those metals in the kingdom. But that when it 
imported to a greater value than it exported, a con-
trary balance became due to foreign nations, which 
was necessarily paid to them in the same manner, and 
thereby diminished that quantity. That in this case, to 

* Thomas Mun (1571–1641), one of the directors of the British East 
India Company.
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prohibit the exportation of those metals, could not 
prevent it, but only, by making it more dangerous, 
render it more expensive. . . .

Those arguments were partly solid and partly 
sophistical. They were solid, so far as they asserted that 
the exportation of gold and silver in trade might fre-
quently be advantageous to the country. They were 
solid, too, in asserting that no prohibition could pre-
vent their exportation, when private people found any 
advantage in exporting them. But they were sophis-
tical, in supposing, that either to preserve or to aug-
ment the quantity of those metals required more the 
attention of government, than to preserve or to aug-
ment the quantity of any other useful commodities, 
which the freedom of trade, without any such atten-
tion, never fails to supply in the proper quantity. . . .

Such as they were, however, those arguments con-
vinced the people to whom they were addressed. They 
were addressed by merchants to parliaments and to the 
councils of princes, to nobles, and to country gentlemen; 
by those who were supposed to understand trade, to 
those who were conscious to themselves that they knew 
nothing about the matter. That foreign trade enriched 
the country, experience demonstrated to the nobles and 
country gentlemen, as well as to the merchants; but how, 
or in what manner, none of them well knew. The mer-
chants knew perfectly in what manner it enriched them-
selves, it was their business to know it. But to know in 
what manner it enriched the country was no part of their 



Principle of the Commercial or Mercantile System 243•

business. The subject never came into their consideration, 
but when they had occasion to apply to their country for 
some change in the laws relating to foreign trade. It then 
became necessary to say something about the beneficial 
effects of foreign trade, and the manner in which those 
effects were obstructed by the laws as they then stood. To 
the judges who were to decide the business, it appeared a 
most satisfactory account of the matter, when they were 
told that foreign trade brought money into the country, 
but that the laws in question hindered it from bringing 
so much as it otherwise would do.

Those arguments . . . produced the wished-for effect. 
The prohibition of exporting gold and silver was, in 
France and England, confined to the coin of those 
respective countries. The exportation of foreign coin 
and of bullion was made free. In Holland, and in some 
other places, this liberty was extended even to the 
coin of the country. The attention of government was 
turned away from guarding against the exportation of 
gold and silver, to watch over the balance of trade, as 
the only cause which could occasion any augmenta-
tion or diminution of those metals. From one fruitless 
care, it was turned away to another care much more 
intricate, much more embarrassing, and just equally 
fruitless. The title of Mun’s book, England’s Trea-
sure in Foreign Trade, became a fundamental maxim 
in the political economy, not of England only, but of 
all other commercial countries. The inland or home 
trade, the most important of all, the trade in which an 
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equal capital affords the greatest revenue, and creates 
the greatest employment to the people of the country, 
was considered as subsidiary only to foreign trade. It 
neither brought money into the country, it was said, 
nor carried any out of it. The country, therefore, could 
never become either richer or poorer by means of it, 
except so far as its prosperity or decay might indirectly 
influence the state of foreign trade.

A country that has no mines of its own must 
undoubtedly draw its gold and silver from foreign 
countries, in the same manner as one that has no vine-
yards of its own must draw its wines. It does not seem 
necessary, however, that the attention of government 
should be more turned towards the one than towards 
the other object. A country that has wherewithal to 
buy wine, will always get the wine which it has occa-
sion for; and a country that has wherewithal to buy 
gold and silver, will never be in want of those met-
als. They are to be bought for a certain price, like all 
other commodities; and as they are the price of all 
other commodities, so all other commodities are the 
price of those metals. We trust, with perfect secu-
rity, that the freedom of trade, without any attention 
of government, will always supply us with the wine 
which we have occasion for; and we may trust, with 
equal security, that it will always supply us with all 
the gold and silver which we can afford to purchase 
or to employ, either in circulating our commodities 
or in other uses. . . .



Principle of the Commercial or Mercantile System 245•

. . . The attention of government never was so unnec-
essarily employed, as when directed to watch over the 
preservation or increase of the quantity of money in 
any country.

No complaint, however, is more common than that 
of a scarcity of money. Money, like wine, must always 
be scarce with those who have neither wherewithal to 
buy it, nor credit to borrow it. Those who have either 
will seldom be in want either of the money, or of the 
wine which they have occasion for. This complaint, 
however, of the scarcity of money, is not always con-
fined to improvident spendthrifts. It is sometimes gen-
eral through a whole mercantile town and the coun-
try in its neighborhood. Over-trading is the common 
cause of it. Sober men, whose projects have been dis-
proportioned to their capitals, are as likely to have nei-
ther wherewithal to buy money, nor credit to borrow 
it, as prodigals, whose expense has been dispropor-
tioned to their revenue. Before their projects can be 
brought to bear, their stock is gone, and their credit 
with it. They run about everywhere to borrow money, 
and everybody tells them that they have none to lend. 
Even such general complaints of the scarcity of money 
do not always prove that the usual number of gold and 
silver pieces are not circulating in the country, but that 
many people want those pieces who have nothing to 
give for them.

When the profits of trade happen to be greater than 
ordinary, over-trading becomes a general error, both 
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among great and small dealers. They do not always send 
more money abroad than usual, but they buy upon 
credit, both at home and abroad, an unusual quantity 
of goods, which they send to some distant market, in 
hopes that the returns will come in before the demand 
for payment. The demand comes before the returns, and 
they have nothing at hand with which they can either 
purchase money or give solid security for borrowing. It 
is not any scarcity of gold and silver, but the difficulty 
which such people find in borrowing, and which their 
creditors find in getting payment, that occasions the 
general complaint of the scarcity of money. . . .*

The gold and silver which can properly be consid-
ered as accumulated, or stored up in any country, may 
be distinguished into three parts; first, the circulating 
money; secondly, the plate of private families; and, last 
of all, the money which may have been collected by 
many years parsimony, and laid up in the treasury of 
the prince. . . .

. . . The last French war cost Great Britain upwards 
of ninety millions, including not only the seventy-five 
millions of new debt that was contracted, but the addi-
tional two shillings in the pound land tax, and what 
was annually borrowed of the sinking fund. More than 
two-thirds of this expense were laid out in distant 
countries; in Germany, Portugal, America, in the ports 

* See Introduction, page 53, for discussion. Smith misses the role of 
too easy money leading to tight money.
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of the Mediterranean, in the East and West Indies. The 
kings of England had no accumulated treasure. We 
never heard of any extraordinary quantity of plate 
being melted down. The circulating gold and silver of 
the country had not been supposed to exceed eighteen 
millions. Since the late recoinage of the gold, however, 
it is believed to have been a good deal underrated. Let 
us suppose, therefore, according to the most exagger-
ated computation which I remember to have either 
seen or heard of, that, gold and silver together, it 
amounted to thirty millions. Had the war been carried 
on by means of our money, the whole of it must, even 
according to this computation, have been sent out and 
returned again, at least twice in a period of between six 
and seven years. . . .

Besides the three sorts of gold and silver above 
mentioned, there is in all great commercial coun-
tries a good deal of bullion alternately imported and 
exported, for the purposes of foreign trade. This bul-
lion, as it circulates among different commercial coun-
tries, in the same manner as the national coin circu-
lates in every country, may be considered as the money 
of the great mercantile republic. The national coin 
receives its movement and direction from the com-
modities circulated within the precincts of each par-
ticular country; the money in the mercantile repub-
lic, from those circulated between different countries. 
Both are employed in facilitating exchanges, the one 
between different individuals of the same, the other 
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between those of different nations. Part of this money 
of the great mercantile republic may have been, and 
probably was, employed in carrying on the late war. 
In time of a general war, it is natural to suppose that 
a movement and direction should be impressed upon 
it, different from what it usually follows in profound 
peace, that it should circulate more about the seat of 
the war, and be more employed in purchasing there, 
and in the neighboring countries, the pay and provi-
sions of the different armies. But whatever part of this 
money of the mercantile republic Great Britain may 
have annually employed in this manner, it must have 
been annually purchased, either with British commod-
ities, or with something else that had been purchased 
with them; which still brings us back to commodi-
ties, to the annual produce of the land and labor of the 
country, as the ultimate resources which enabled us to 
carry on the war. . . .

The importation of gold and silver is not the princi-
pal, much less the sole benefit, which a nation derives 
from its foreign trade. Between whatever places for-
eign trade is carried on, they all of them derive two dis-
tinct benefits from it. It carries out that surplus part 
of the produce of their land and labor for which there 
is no demand among them, and brings back in return 
for it something else for which there is a demand. It 
gives a value to their superfluities, by exchanging them 
for something else, which may satisfy a part of their 
wants and increase their enjoyments. By means of it, 
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the narrowness of the home market does not hinder 
the division of labor in any particular branch of art or 
manufacture from being carried to the highest perfec-
tion. By opening a more extensive market for what-
ever part of the produce of their labor may exceed the 
home consumption, it encourages them to improve its 
productive power, and to augment its annual produce 
to the utmost, and thereby to increase the real revenue 
and wealth of the society. These great and important 
services foreign trade is continually occupied in per-
forming to all the different countries between which 
it is carried on. They all derive great benefit from it, 
though that in which the merchant resides generally 
derives the greatest, as he is generally more employed 
in supplying the wants, and carrying out the superflui-
ties of his own, than of any other particular country. To 
import the gold and silver which may be wanted into 
the countries which have no mines, is, no doubt, a part 
of the business of foreign commerce. It is, however, a 
most insignificant part of it. A country which carried 
on foreign trade merely upon this account could scarce 
have occasion to freight a ship in a century.

It is not by the importation of gold and silver that 
the discovery of America has enriched Europe. By the 
abundance of the American mines, those metals have 
become cheaper. A service of plate can now be pur-
chased for about a third part of the corn, or a third 
part of the labor, which it would have cost in the fif-
teenth century. . . . The cheapness of gold and silver 
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renders those metals rather less fit for the purposes of 
money than they were before. In order to make the 
same purchases, we must load ourselves with a greater 
quantity of them, and carry about a shilling in our 
pocket, where a groat would have done before. . . . The 
discovery of America, however, certainly made a most 
essential . . . [change in the State of Europe]. By open-
ing a new and inexhaustible market to all the com-
modities of Europe, it gave occasion to new divisions 
of labor and improvements of art, which in the narrow 
circle of the ancient commerce could never have taken 
place, for want of a market to take off the greater part 
of their produce. The productive powers of labor were 
improved, and its produce increased in all the different 
countries of Europe, and together with it the real rev-
enue and wealth of the inhabitants. The commodities 
of Europe were almost all new to America, and many 
of those of America were new to Europe. A new set of 
exchanges, therefore, began to take place, which had 
never been thought of before, and which should natu-
rally have proved as advantageous to the new, as it cer-
tainly did to the old continent. The savage injustice of 
the Europeans rendered an event, which ought to have 
been beneficial to all, ruinous and destructive to sev-
eral of those unfortunate countries.

The discovery of a passage to the East Indies by the 
Cape of Good Hope, which happened much about 
the same time, opened perhaps a still more extensive 
range to foreign commerce, than even that of America, 
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notwithstanding the greater distance. There were but 
two nations in America, in any respect, superior to the 
savages, and these were destroyed almost as soon as 
discovered. The rest were mere savages. But the empires 
of China, Indostan, Japan, as well as several others in 
the East Indies, without having richer mines of gold or 
silver, were, in every other respect, much richer, better 
cultivated, and more advanced in all arts and manufac-
tures, than either Mexico or Peru, even though we 
should credit, what plainly deserves no credit, the 
exaggerated accounts of the Spanish writers concern-
ing the ancient state of those empires. But rich and civ-
ilized nations can always exchange to a much greater 
value with one another, than with savages and barbar-
ians. Europe, however, has hitherto derived much less 
advantage from its commerce with the East Indies, 
than from that with America.

The Portuguese monopolized the East India trade 
to themselves for about a century; and it was only 
indirectly, and through them, that the other nations 
of Europe could either send out or receive any goods 
from that country. When the Dutch, in the beginning 
of the last century, began to encroach upon them, they 
vested their whole East India commerce in an exclusive 
company. The English, French, Swedes, and Danes, 
have all followed their example; so that no great nation 
of Europe has ever yet had the benefit of a free com-
merce to the East Indies. No other reason need be 
assigned why it has never been so advantageous as the 
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trade to America, which, between almost every nation 
of Europe and its own colonies, is free to all its subjects. 
The exclusive privileges of those East India companies, 
their great riches, the great favor and protection which 
these have procured them from their respective gov-
ernments, have excited much envy against them. This 
envy has frequently represented their trade as alto-
gether pernicious, on account of the great quantities 
of silver which it every year exports from the countries 
from which it is carried on. The parties concerned have 
replied, that their trade by this continual exportation 
of silver, might indeed tend to impoverish Europe in 
general, but not the particular country from which it 
was carried on; because, by the exportation of a part 
of the returns to other European countries, it annually 
brought home a much greater quantity of that metal 
than it carried out. Both the objection and the reply 
are founded in the popular notion which I have been 
just now examining. It is therefore unnecessary to say 
anything further about either.

By the annual exportation of silver to the East 
Indies, plate is probably somewhat dearer in Europe 
than it otherwise might have been; and coined sil-
ver probably purchases a larger quantity both of labor 
and commodities. The former of these two effects is 
a very small loss, the latter a very small advantage; 
both too insignificant to deserve any part of the pub-
lic attention. The trade to the East Indies, by open-
ing a market to the commodities of Europe, or, what 
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comes nearly to the same thing, to the gold and silver 
which is purchased with those commodities, must 
necessarily tend to increase the annual production 
of European commodities, and consequently the real 
wealth and revenue of Europe. That it has hitherto 
increased them so little, is probably owing to the 
restraints which it everywhere labors under.

I thought it necessary, though at the hazard of 
being tedious, to examine at full length this popular 
notion, that wealth consists in money or in gold and 
silver. Money, in common language, as I have already 
observed, frequently signifies wealth; and this ambi-
guity of expression has rendered this popular notion 
so familiar to us, that even they who are convinced 
of its absurdity, are very apt to forget their own prin-
ciples, and, in the course of their reasonings, to take it 
for granted as a certain and undeniable truth. Some of 
the best English writers upon commerce set out with 
observing, that the wealth of a country consists, not 
in its gold and silver only, but in its lands, houses, and 
consumable goods of all different kinds. In the course 
of their reasonings, however, the lands, houses, and 
consumable goods, seem to slip out of their memory; 
and the strain of their argument frequently supposes 
that all wealth consists in gold and silver, and that to 
multiply those metals is the great object of national 
industry and commerce.

The two principles being established, however, that 
wealth consisted in gold and silver, and that those 
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metals could be brought into a country which had no 
mines, only by the balance of trade, or by exporting to 
a greater value than it imported; it necessarily became 
the great object of political economy to diminish as 
much as possible the importation of foreign goods 
for home consumption, and to increase as much as 
possible the exportation of the produce of domestic 
industry. Its two great engines for enriching the coun-
try, therefore, were restraints upon importation, and 
encouragement to exportation.

The restraints upon importation were of two kinds.

 � First, restraints upon the importation of 
such foreign goods for home consumption 
as could be produced at home, from what-
ever country they were imported.

 � Secondly, restraints upon the importation 
of goods of almost all kinds, from those par-
ticular countries with which the balance of 
trade was supposed to be disadvantageous.

Those different restraints consisted sometimes in 
high duties, and sometimes in absolute prohibitions.

Exportation was encouraged sometimes by drawbacks, 
sometimes by bounties, sometimes by advantageous trea-
ties of commerce with foreign states, and sometimes by 
the establishment of colonies in distant countries.

Drawbacks were given upon two different occasions. 
When the home manufactures were subject to any duty 
or excise, either the whole or a part of it was frequently 
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drawn back upon their exportation; and when foreign 
goods liable to a duty were imported, in order to be 
exported again, either the whole or a part of this duty 
was sometimes given back upon such exportation.

Bounties were given for the encouragement, either 
of some beginning manufactures, or of such sorts of 
industry of other kinds as were supposed to deserve 
particular favor.

By advantageous treaties of commerce, particu-
lar privileges were procured in some foreign state for 
the goods and merchants of the country, beyond what 
were granted to those of other countries.

By the establishment of colonies in distant coun-
tries, not only particular privileges, but a monopoly 
was frequently procured for the goods and merchants 
of the country which established them.

The two sorts of restraints upon importation above 
mentioned, together with these four encouragements 
to exportation, constitute the six principal means by 
which the commercial system proposes to increase the 
quantity of gold and silver in any country, by turning 
the balance of trade in its favor. I shall consider each 
of them in a particular chapter, and, without taking 
much farther notice of their supposed tendency to 
bring money into the country, I shall examine chiefly 
what are likely to be the effects of each of them upon 
the annual produce of its industry. . . .
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Chapter Two
Of Restraints upon 

Importation from Foreign 
Countries of Such Goods 

as Can Be Produced  
at Home

By restraining, either by high duties, or by 
absolute prohibitions, the importation of such 
goods from foreign countries as can be produced 

at home, the monopoly of the home market is more or 
less secured to the domestic industry employed in pro-
ducing them. Thus the prohibition of importing either 
live cattle or salt provisions* from foreign countries, 

* “Salt provisions” refers to salted meat.
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secures to the graziers of Great Britain the monopoly 
of the home market for butcher’s meat. The high duties 
upon the importation of corn, which, in times of mod-
erate plenty, amount to a prohibition, give a like advan-
tage to the growers of that commodity. The prohibition 
of the importation of foreign woolen is equally favor-
able to the woolen manufacturers. The silk manufacture, 
though altogether employed upon foreign materials, has 
lately obtained the same advantage. The linen manufac-
ture has not yet obtained it, but is making great strides 
towards it. Many other sorts of manufactures have, in 
the same manner obtained in Great Britain, either alto-
gether, or very nearly, a monopoly against their coun-
trymen. The variety of goods, of which the importa-
tion into Great Britain is prohibited, either absolutely, 
or under certain circumstances, greatly exceeds what can 
easily be suspected by those who are not well acquainted 
with the laws of the customs.

That this monopoly of the home market frequently 
gives great encouragement to that particular species of 
industry which enjoys it, and frequently turns towards 
that employment a greater share of both the labor and 
stock of the society than would otherwise have gone to 
it, cannot be doubted. But whether it tends either to 
increase the general industry of the society, or to give it 
the most advantageous direction, is not, perhaps, alto-
gether so evident.

The general industry of the society can never exceed 
what the capital of the society can employ. As the 
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number of workmen that can be kept in employment 
by any particular person must bear a certain propor-
tion to his capital, so the number of those that can be 
continually employed by all the members of a great 
society must bear a certain proportion to the whole 
capital of the society, and never can exceed that pro-
portion. No regulation of commerce can increase the 
quantity of industry in any society beyond what its 
capital can maintain. It can only divert a part of it into 
a direction into which it might not otherwise have 
gone; and it is by no means certain that this artificial 
direction is likely to be more advantageous to the 
society, than that into which it would have gone of its 
own accord.

Every individual is continually exerting himself to 
find out the most advantageous employment for what-
ever capital he can command. It is his own advantage, 
indeed, and not that of the society, which he has in 
view. But the study of his own advantage naturally, 
or rather necessarily, leads him to prefer that employ-
ment which is most advantageous to the society.

First, every individual endeavors to employ his capi-
tal as near home as he can, and consequently as much 
as he can in the support of domestic industry, provided 
always that he can thereby obtain the ordinary, or not 
a great deal less than the ordinary profits of stock. . . .

. . . Upon equal or only nearly equal profits, there-
fore, every individual naturally inclines to employ his 
capital in the manner in which it is likely to afford the 
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greatest support to domestic industry, and to give reve-
nue and employment to the greatest number of people 
of his own country.

Secondly, every individual who employs his capi-
tal in the support of domestic industry necessarily 
endeavors so to direct that industry, that its produce 
may be of the greatest possible value.

The produce of industry is what it adds to the sub-
ject or materials upon which it is employed. In pro-
portion as the value of this produce is great or small, 
so will likewise be the profits of the employer. But it 
is only for the sake of profit that any man employs a 
capital in the support of industry; and he will always, 
therefore, endeavor to employ it in the support of that 
industry of which the produce is likely to be of the 
greatest value, or to exchange for the greatest quantity 
either of money or of other goods.

But the annual revenue of every society is always 
precisely equal to the exchangeable value of the whole 
annual produce of its industry, or rather is precisely the 
same thing with that exchangeable value. As every indi-
vidual, therefore, endeavors as much as he can, both to 
employ his capital in the support of domestic industry, 
and so to direct that industry that its produce may be 
of the greatest value; every individual necessarily labors 
to render the annual revenue of the society as great as 
he can. He generally, indeed, neither intends to pro-
mote the public interest, nor knows how much he is 
promoting it. By preferring the support of domestic to 
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that of foreign industry, he intends only his own secu-
rity; and by directing that industry in such a manner 
as its produce may be of the greatest value, he intends 
only his own gain; and he is in this, as in many other 
cases, led by an invisible hand to promote an end which 
was no part of his intention. Nor is it always the worse 
for the society that it was no part of it. By pursuing his 
own interest, he frequently promotes that of the soci-
ety more effectually than when he really intends to pro-
mote it. I have never known much good done by those 
who affected to trade for the public good. It is an affec-
tation, indeed, not very common among merchants, 
and very few words need be employed in dissuading 
them from it.

What is the species of domestic industry which his 
capital can employ, and of which the produce is likely 
to be of the greatest value, every individual, it is evident, 
can in his local situation judge much better than any 
statesman or lawgiver can do for him. The statesman, 
who should attempt to direct private people in what 
manner they ought to employ their capitals, would not 
only load himself with a most unnecessary attention, 
but assume an authority which could safely be trusted, 
not only to no single person, but to no council or sen-
ate whatever, and which would nowhere be so danger-
ous as in the hands of a man who had folly and pre-
sumption enough to fancy himself fit to exercise it.

To give the monopoly of the home market to the 
produce of domestic industry, in any particular art or 
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manufacture, is in some measure to direct private peo-
ple in what manner they ought to employ their cap-
itals, and must in almost all cases be either a useless 
or a hurtful regulation. If the produce of domestic can 
be brought there as cheap as that of foreign industry, 
the regulation is evidently useless. If it cannot, it must 
generally be hurtful. It is the maxim of every prudent 
master of a family, never to attempt to make at home 
what it will cost him more to make than to buy. The 
tailor does not attempt to make his own shoes, but 
buys them of the shoemaker. The shoemaker does not 
attempt to make his own clothes, but employs a tai-
lor. The farmer attempts to make neither the one nor 
the other, but employs those different artificers. All of 
them find it for their interest to employ their whole 
industry in a way in which they have some advantage 
over their neighbors, and to purchase with a part of its 
produce, or, what is the same thing, with the price of a 
part of it, whatever else they have occasion for.

What is prudence in the conduct of every private 
family can scarce be folly in that of a great kingdom. 
If a foreign country can supply us with a commod-
ity cheaper than we ourselves can make it, better buy 
it of them with some part of the produce of our own 
industry, employed in a way in which we have some 
advantage. The general industry of the country being 
always in proportion to the capital which employs it, 
will not thereby be diminished, no more than that of 
the above-mentioned artificers; but only left to find 
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out the way in which it can be employed with the 
greatest advantage. It is certainly not employed to the 
greatest advantage, when it is thus directed towards 
an object which it can buy cheaper than it can make. 
The value of its annual produce is certainly more or 
less diminished, when it is thus turned away from pro-
ducing commodities evidently of more value than the 
commodity which it is directed to produce. Accord-
ing to the supposition, that commodity could be pur-
chased from foreign countries cheaper than it can be 
made at home; it could therefore have been purchased 
with a part only of the commodities, or, what is the 
same thing, with a part only of the price of the com-
modities, which the industry employed by an equal 
capital would have produced at home, had it been left 
to follow its natural course. The industry of the coun-
try, therefore, is thus turned away from a more to a 
less advantageous employment; and the exchangeable 
value of its annual produce, instead of being increased, 
according to the intention of the lawgiver, must neces-
sarily be diminished by every such regulation.

By means of such regulations, indeed, a particular 
manufacture may sometimes be acquired sooner than 
it could have been otherwise, and after a certain time 
may be made at home as cheap, or cheaper, than in 
the foreign country. But though the industry of the 
society may be thus carried with advantage into a par-
ticular channel sooner than it could have been oth-
erwise, it will by no means follow that the sum-total, 
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either of its industry, or of its revenue, can ever be aug-
mented by any such regulation. The industry of the 
society can augment only in proportion as its capital 
augments, and its capital can augment only in propor-
tion to what can be gradually saved out of its revenue. 
But the immediate effect of every such regulation is to 
diminish its revenue; and what diminishes its revenue 
is certainly not very likely to augment its capital faster 
than it would have augmented of its own accord, had 
both capital and industry been left to find out their 
natural employments.

Though, for want of such regulations, the society 
should never acquire the proposed manufacture, it 
would not upon that account necessarily be the poorer 
in any one period of its duration. In every period of 
its duration its whole capital and industry might still 
have been employed, though upon different objects, in 
the manner that was most advantageous at the time. 
In every period its revenue might have been the great-
est which its capital could afford, and both capital and 
revenue might have been augmented with the greatest 
possible rapidity.

The natural advantages which one country has over 
another, in producing particular commodities, are 
sometimes so great, that it is acknowledged by all the 
world to be in vain to struggle with them. By means of 
glasses, hot-beds, and hot-walls, very good grapes can 
be raised in Scotland, and very good wine, too, can be 
made of them, at about thirty times the expense for 
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which at least equally good can be brought from foreign 
countries. Would it be a reasonable law to prohibit the 
importation of all foreign wines, merely to encourage the 
making of claret and Burgundy in Scotland? But if there 
would be a manifest absurdity in turning towards any 
employment thirty times more of the capital and indus-
try of the country than would be necessary to purchase 
from foreign countries an equal quantity of the com-
modities wanted, there must be an absurdity, though 
not altogether so glaring, yet exactly of the same kind, 
in turning towards any such employment a thirtieth, or 
even a three hundredth part more of either. Whether 
the advantages which one country has over another be 
natural or acquired is in this respect of no consequence. 
As long as the one country has those advantages, and 
the other wants them, it will always be more advanta-
geous for the latter rather to buy of the former than to 
make. It is an acquired advantage only, which one arti-
ficer has over his neighbor, who exercises another trade; 
and yet they both find it more advantageous to buy of 
one another, than to make what does not belong to their 
particular trades.

Merchants and manufacturers are the people who 
derive the greatest advantage from this monopoly of 
the home market The prohibition of the importation 
of foreign cattle and of salt provisions, together with 
the high duties upon foreign corn, which in times of 
moderate plenty amount to a prohibition, are not near 
so advantageous to the graziers and farmers of Great 
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Britain, as other regulations of the same kind are to its 
merchants and manufacturers. Manufactures, those of 
the finer kind especially, are more easily transported 
from one country to another than corn or cattle. It 
is in the fetching and carrying manufactures, accord-
ingly, that foreign trade is chiefly employed. In manu-
factures, a very small advantage will enable foreigners 
to undersell our own workmen, even in the home mar-
ket. It will require a very great one to enable them to 
do so in the rude produce of the soil. If the free impor-
tation of foreign manufactures were permitted, sev-
eral of the home manufactures would probably suffer, 
and some of them perhaps go to ruin altogether, and 
a considerable part of the stock and industry at pres-
ent employed in them, would be forced to find out 
some other employment. But the freest importation of 
the rude produce of the soil could have no such effect 
upon the agriculture of the country. . . .

Even the free importation of foreign corn could very 
little affect the interest of the farmers of Great Britain. 
Corn is a much more bulky commodity than butcher’s 
meat. A pound of wheat at a penny is as dear as a pound 
of butcher’s meat at four pence. The small quantity of 
foreign corn imported even in times of the greatest 
scarcity, may satisfy our farmers that they can have 
nothing to fear from the freest importation. The aver-
age quantity imported, one year with another, amounts 
only, according to the very well informed author of the 
Tracts upon the corn trade, to twenty-three thousand 
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seven hundred and twenty-weight quarters of all sorts 
of grain, and does not exceed the five hundredth and 
seventy-one part of the annual consumption. But as 
the bounty upon corn occasions a greater exportation 
in years of plenty, so it must, of consequence, occasion 
a greater importation in years of scarcity, than in the 
actual state of tillage would otherwise take place. By 
means of it, the plenty of one year does not compen-
sate the scarcity of another; and as the average quan-
tity exported is necessarily augmented by it, so must 
likewise, in the actual state of tillage, the average quan-
tity imported. If there were no bounty, as less corn 
would be exported, suit is probable that, one year with 
another, less would be imported than at present. The 
corn merchants, the fetchers and carriers of corn 
between Great Britain and foreign countries, would 
have much less employment, and might suffer consid-
erably; but the country gentlemen and farmers could 
suffer very little. It is in the corn merchants, accord-
ingly, rather than the country gentlemen and farmers, 
that I have observed the greatest anxiety for the 
renewal and continuation of the bounty.

Country gentlemen and farmers are, to their great 
honor, of all people, the least subject to the wretched 
spirit of monopoly. The undertaker of a great manu-
factory is sometimes alarmed if another work of the 
same kind is established within twenty miles of him; 
the Dutch undertaker of the woolen manufacture at 
Abbeville, stipulated that no work of the same kind 



The Essence of Adam Smith’s Wealth of Nations268 •

should be established within thirty leagues of that 
city. Farmers and country gentlemen, on the con-
trary, are generally disposed rather to promote, than 
to obstruct, the cultivation and improvement of their 
neighbors farms and estates. They have no secrets, 
such as those of the greater part of manufacturers, but 
are generally rather fond of communicating to their 
neighbors, and of extending as far as possible any new 
practice which they may have found to be advanta-
geous. “Pius quaestus,” says old Cato, “stabilissimus-
que, minimeque invidiosus; minimeque male cogitantes 
sunt, qui in eo studio occupati sunt.”* Country gentle-
men and farmers, dispersed in different parts of the 
country, cannot so easily combine as merchants and 
manufacturers, who being collected into towns, and 
accustomed to that exclusive corporation spirit which 
prevails in them, naturally endeavor to obtain, against 
all their countrymen, the same exclusive privilege 
which they generally possess against the inhabitants 
of their respective towns. They accordingly seem to 
have been the original inventors of those restraints 
upon the importation of foreign goods, which secure 
to them the monopoly of the home market. It was 
probably in imitation of them, and to put themselves 
upon a level with those who, they found, were dis-
posed to oppress them, that the country gentlemen 

* “[Farming is] the most stable income and the least subject to envy; and 
those occupied in this pursuit are the least duplicitous.”
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and farmers of Great Britain so far forgot the gener-
osity which is natural to their station, as to demand 
the exclusive privilege of supplying their countrymen 
with corn and butcher’s meat. They did not, perhaps, 
take time to consider how much less their interest 
could be affected by the freedom of trade, than that of 
the people whose example they followed.

To prohibit, by a perpetual law, the importation of for-
eign corn and cattle, is in reality to enact, that the popula-
tion and industry of the country shall, at no time, exceed 
what the rude produce of its own soil can maintain.

There seem, however, to be two cases, in which it will 
generally be advantageous to lay some burden upon 
foreign, for the encouragement of domestic industry.

The first is, when some particular sort of industry is 
necessary for the defense of the country. The defense 
of Great Britain, for example, depends very much 
upon the number of its sailors and shipping. The act of 
navigation, therefore, very properly endeavors to give 
the sailors and shipping of Great Britain the monop-
oly of the trade of their own country, in some cases, by 
absolute prohibitions, and in others, by heavy burdens 
upon the shipping of foreign countries. . . .

When the act of navigation was made, though Eng-
land and Holland were not actually at war, the most vio-
lent animosity subsisted between the two nations. It had 
begun during the government of the long parliament, 
which first framed this act, and it broke out soon after 
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in the Dutch wars, during that of the Protector and of 
Charles II. It is not impossible, therefore, that some of 
the regulations of this famous act may have proceeded 
from national animosity. They are as wise, however, as 
if they had all been dictated by the most deliberate wis-
dom. National animosity, at that particular time, aimed 
at the very same object which the most deliberate wis-
dom would have recommended, the diminution of the 
naval power of Holland, the only naval power which 
could endanger the security of England. . . .

The second case, in which it will generally be advan-
tageous to lay some burden upon foreign for the 
encouragement of domestic industry, is when some 
tax is imposed at home upon the produce of the lat-
ter. In this case, it seems reasonable that an equal tax 
should be imposed upon the like produce of the for-
mer. This would not give the monopoly of the borne 
market to domestic industry, nor turn towards a partic-
ular employment a greater share of the stock and labor 
of the country, than what would naturally go to it. It 
would only hinder any part of what would naturally go 
to it from being turned away by the tax into a less natu-
ral direction, and would leave the competition between 
foreign and domestic industry, after the tax, as nearly 
as possible upon the same footing as before it. In Great 
Britain, when any such tax is laid upon the produce of 
domestic industry, it is usual, at the same time, in order 
to stop the clamorous complaints of our merchants and 
manufacturers, that they will be undersold at home, to 
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lay a much heavier duty upon the importation of all 
foreign goods of the same kind. . . .

. . . Every commodity, therefore, which is the produce 
of domestic industry, though not immediately taxed 
itself, becomes dearer in consequence of such taxes, 
because the labor which produces it becomes so. Such 
taxes, therefore, are really equivalent, they say, to a tax 
upon every particular commodity produced at home. 
In order to put domestic upon the same footing with 
foreign industry, therefore, it becomes necessary, they 
think, to lay some duty upon every foreign commod-
ity, equal to this enhancement of the price of the home 
commodities with which it can come into competition.

Whether taxes upon the necessaries of life, such as 
those in Great Britain upon soap, salt, leather, can-
dles, etc. necessarily raise the price of labor, and conse-
quently that of all other commodities, I shall consider 
hereafter, when I come to treat of taxes. Supposing, 
however, in the meantime, that they have this effect, 
and they have it undoubtedly, . . . would be impossi-
ble . . . to proportion, with any tolerable exactness, the 
tax of every foreign, to the enhancement of the price of 
every home commodity.

. . . Taxes upon the necessaries of life have nearly the 
same effect upon the circumstances of the people as 
a poor soil and a bad climate. Provisions are thereby 
rendered dearer, in the same manner as if it required 
extraordinary labor and expense to raise them. As, in 
the natural scarcity arising from soil and climate, it 
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would be absurd to direct the people in what manner 
they ought to employ their capitals and industry, so is 
it likewise in the artificial scarcity arising from such 
taxes. To be left to accommodate, as well as they could, 
their industry to their situation, and to find out those 
employments in which, notwithstanding their unfa-
vorable circumstances, they might have some advan-
tage either in the home or in the foreign market, is 
what, in both cases, would evidently be most for their 
advantage. To lay a new tax upon them, because they 
are already overburdened with taxes, and because they 
already pay too dear for the necessaries of life, to make 
them likewise pay too dear for the greater part of other 
commodities, is certainly a most absurd way of mak-
ing amends.

Such taxes, when they have grown up to a certain 
height, are a curse equal to the barrenness of the earth, 
and the inclemency of the heavens, and yet it is in the 
richest and most industrious countries that they have 
been most generally imposed. No other countries 
could support so great a disorder. As the strongest bod-
ies only can live and enjoy health under an unwhole-
some regimen, so the nations only, that in every sort of 
industry have the greatest natural and acquired advan-
tages, can subsist and prosper under such taxes. Hol-
land is the country in Europe in which they abound 
most, and which, from peculiar circumstances, contin-
ues to prosper, not by means of them, as has been most 
absurdly supposed, but in spite of them.
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As there are two cases in which it will generally be 
advantageous to lay some burden upon foreign for the 
encouragement of domestic industry, so there are two 
others in which it may sometimes be a matter of delib-
eration, in the one, how far it is proper to continue the 
free importation of certain foreign goods; and, in the 
other, how far, or in what manner, it may be proper to 
restore that free importation, after it has been for some 
time interrupted.

The case in which it may sometimes be a matter of 
deliberation how far it is proper to continue the free 
importation of certain foreign goods, is when some 
foreign nation restrains, by high duties or prohibi-
tions, the importation of some of our manufactures 
into their country. Revenge, in this case, naturally dic-
tates retaliation, and that we should impose the like 
duties and prohibitions upon the importation of some 
or all of their manufactures into ours. Nations, accord-
ingly, seldom fail to retaliate in this manner.

The French have been particularly forward to favor 
their own manufactures, by restraining the importation 
of such foreign goods as could come into competition 
with them. In this consisted a great part of the policy 
of Mr. Colbert,* who, notwithstanding his great abili-
ties, seems in this case to have been imposed upon by 
the sophistry of merchants and manufacturers, who are 

* Jean-Baptiste Colbert, controller-general of finances of France from 
1665 to 1683. His policies were mercantilist and thus represented what 
Smith was attacking.
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always demanding a monopoly against their country-
men. It is at present the opinion of the most intelligent 
men in France, that his operations of this kind have not 
been beneficial to his country. That minister, by the 
tariff of 1667, imposed very high duties upon a great 
number of foreign manufactures. Upon his refusing 
to moderate them in favor of the Dutch, they, in 1671, 
prohibited the importation of the wines, brandies, and 
manufactures of France. The war of 1672 seems to have 
been in part occasioned by this commercial dispute. 
The peace of Nimeguen put an end to it in 1678, by 
moderating some of those duties in favor of the Dutch, 
who in consequence took off their prohibition.

It was about the same time that the French and Eng-
lish began mutually to oppress each other’s industry, by 
the like duties and prohibitions, of which the French, 
however, seem to have set the first example, The spirit of 
hostility which has subsisted between the two nations 
ever since, has hitherto hindered them from being mod-
erated on either side. In 1697, the English prohibited the 
importation of bone lace, the manufacture of Flanders. 
The government of that country, at that time under the 
dominion of Spain, prohibited, in return, the impor-
tation of English woolens. In 1700, the prohibition of 
importing bone lace into England was taken oft; upon 
condition that the importation of English woolens into 
Flanders should be put on the same footing as before.

There may be good policy in retaliations of this kind, 
when there is a probability that they will procure the 
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repeal of the high duties or prohibitions complained 
of. The recovery of a great foreign market will generally 
more than compensate the transitory inconveniency 
of paying dearer during a short time for some sorts of 
goods. To judge whether such retaliations are likely to 
produce such an effect, does not, perhaps, belong so 
much to the science of a legislator, whose deliberations 
ought to be governed by general principles, which are 
always the same, as to the skill of that insidious and 
crafty animal vulgarly called a statesman or politician, 
whose councils are directed by the momentary fluctua-
tions of affairs. When there is no probability that any 
such repeal can be procured, it seems a bad method 
of compensating the injury done to certain classes of 
our people, to do another injury ourselves, not only 
to those classes, but to almost all the other classes of 
them. When our neighbors prohibit some manufac-
ture of ours, we generally prohibit, not only the same, 
for that alone would seldom affect them considerably, 
but some other manufacture of theirs. This may, no 
doubt, give encouragement to some particular class of 
workmen among ourselves, and, by excluding some of 
their rivals, may enable them to raise their price in the 
home market. Those workmen however, who suffered 
by our neighbors prohibition, will not be benefited by 
ours. On the contrary, they, and almost all the other 
classes of our citizens, will thereby be obliged to pay 
dearer than before for certain goods. Every such law, 
therefore, imposes a real tax upon the whole country, 
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not in favor of that particular class of workmen who 
were injured by our neighbors’ prohibitions, but of 
some other class.

The case in which it may sometimes be a matter of 
deliberation, how far, or in what manner, it is proper 
to restore the free importation of foreign goods, after 
it has been for some time interrupted, is when partic-
ular manufactures, by means of high duties or prohi-
bitions upon all foreign goods which can come into 
competition with them, have been so far extended as 
to employ a great multitude of hands. Humanity may 
in this case require that the freedom of trade should be 
restored only by slow gradations, and with a good deal 
of reserve and circumspection. Were those high duties 
and prohibitions taken away all at once, cheaper for-
eign goods of the same kind might be poured so fast 
into the home market, as to deprive all at once many 
thousands of our people of their ordinary employment 
and means of subsistence. The disorder which this 
would occasion might no doubt be very considerable. 
It would in all probability, however, be much less than 
is commonly imagined, for the two following reasons.

First, all those manufactures of which any part is 
commonly exported to other European countries with-
out a bounty, could be very little affected by the freest 
importation of foreign goods. Such manufactures must 
be sold as cheap abroad as any other foreign goods of 
the same quality and kind, and consequently must be 
sold cheaper at home. They would still, therefore, keep 
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possession of the home market; and though a capricious 
man of fashion might sometimes prefer foreign wares, 
merely because they were foreign, to cheaper and bet-
ter goods of the same kind that were made at home, this 
folly could, from the nature of things, extend to so few, 
that it could make no sensible impression upon the gen-
eral employment of the people. . . .

Secondly, though a great number of people should, 
by thus restoring the freedom of trade, be thrown all at 
once out of their ordinary employment and common 
method of subsistence, it would by no means follow 
that they would thereby be deprived either of employ-
ment or subsistence. By the reduction of the army and 
navy at the end of the late war, more than a hundred 
thousand soldiers and seamen, a number equal to what 
is employed in the greatest manufactures, were all at 
once thrown out of their ordinary employment; but 
though they no doubt suffered some inconveniency, 
they were not thereby deprived of all employment and 
subsistence. The greater part of the seamen, it is prob-
able, gradually betook themselves to the merchant ser-
vice as they could find occasion, and in the meantime 
both they and the soldiers were absorbed in the great 
mass of the people, and employed in a great variety 
of occupations. Not only no great convulsion, but no 
sensible disorder, arose from so great a change in the 
situation of more than a hundred thousand men, all 
accustomed to the use of arms, and many of them to 
rapine and plunder. The number of vagrants was scarce 
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anywhere sensibly increased by it; even the wages of 
labor were not reduced by it in any occupation, so far 
as I have been able to learn, except in that of seamen in 
the merchant service. But if we compare together the 
habits of a soldier and of any sort of manufacturer, we 
shall find that those of the latter do not tend so much 
to disqualify him from being employed in a new trade, 
as those of the former from being employed in any. 
The manufacturer has always been accustomed to look 
for his subsistence from his labor only; the soldier to 
expect it from his pay. Application and industry have 
been familiar to the one; idleness and dissipation to 
the other. But it is surely much easier to change the 
direction of industry from one sort of labor to another, 
than to turn idleness and dissipation to any. . . .

Soldiers and seamen, indeed, when discharged from 
the king’s service, are at liberty to exercise any trade 
within any town or place of Great Britain or Ireland. 
Let the same natural liberty of exercising what species 
of industry they please, be restored to all his Majesty’s 
subjects, in the same manner as to soldiers and seamen; 
that is, break down the exclusive privileges of corpora-
tions, and repeal the statute of apprenticeship, both 
which are really encroachments upon natural Liberty, 
and add to those the repeal of the law of settlements, 
so that a poor workman, when thrown out of employ-
ment, either in one trade or in one place, may seek for 
it in another trade or in another place, without the fear 
either of a prosecution or of a removal; and neither the 
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public nor the individuals will suffer much more from 
the occasional disbanding of some particular classes 
of manufacturers, than from that of the soldiers. Our 
manufacturers have no doubt great merit with their 
country, but they cannot have more than those who 
defend it with their blood, nor deserve to be treated 
with more delicacy.

To expect, indeed, that the freedom of trade should 
ever be entirely restored in Great Britain, is as absurd 
as to expect that an Oceana or Utopia should ever be 
established in it. Not only the prejudices of the pub-
lic, but what is much more unconquerable, the pri-
vate interests of many individuals, irresistibly oppose 
it. Were the officers of the army to oppose, with the 
same zeal and unanimity, any reduction in the num-
ber of forces, with which master manufacturers set 
themselves against every law that is likely to increase 
the number of their rivals in the home market; were 
the former to animate their soldiers, in the same man-
ner as the latter inflame their workmen, to attack with 
violence and outrage the proposers of any such regula-
tion; to attempt to reduce the army would be as dan-
gerous as it has now become to attempt to diminish, 
in any respect, the monopoly which our manufactur-
ers have obtained against us. This monopoly has so 
much increased the number of some particular tribes 
of them, that, like an overgrown standing army, they 
have become formidable to the government, and, 
upon many occasions, intimidate the legislature. The 
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member of parliament who supports every proposal 
for strengthening this monopoly, is sure to acquire not 
only the reputation of understanding trade, but great 
popularity and influence with an order of men whose 
numbers and wealth render them of great importance. 
If he opposes them, on the contrary, and still more, if 
he has authority enough to be able to thwart them, 
neither the most acknowledged probity, nor the high-
est rank, nor the greatest public services, can protect 
him from the most infamous abuse and detraction, 
from personal insults, nor sometimes from real danger, 
arising from the insolent outrage of furious and disap-
pointed monopolists.

The undertaker of a great manufacture, who, by the 
home markets being suddenly laid open to the com-
petition of foreigners, should be obliged to aban-
don his trade, would no doubt suffer very consider-
ably. That part of his capital which had usually been 
employed in purchasing materials, and in paying his 
workmen, might, without much difficulty, perhaps, 
find another employment; but that part of it which 
was fixed in workhouses, and in the instruments of 
trade, could scarce be disposed of without consider-
able loss. The equitable regard, therefore, to his inter-
est, requires that changes of this kind should never be 
introduced suddenly, but slowly, gradually, and after 
a very long warning. The legislature, were it possible 
that its deliberations could be always directed, not by 
the clamorous importunity of partial interests, but by 
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an extensive view of the general good, ought, upon 
this very account, perhaps, to be particularly careful, 
neither to establish any new monopolies of this kind, 
nor to extend further those which are already estab-
lished. Every such regulation introduces some degree 
of real disorder into the constitution of the state, 
which it will be difficult afterwards to cure without 
occasioning another disorder.

How far it may be proper to impose taxes upon the 
importation of foreign goods, in order not to prevent 
their importation, but to raise a revenue for govern-
ment, I shall consider hereafter when I come to treat of 
taxes. Taxes imposed with a view to prevent, or even to 
diminish importation, are evidently as destructive of 
the revenue of the customs as of the freedom of trade.
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Chapter Three
Of the Extraordinary 
Restraints upon the 

Importation of Goods of 
Almost All Kinds, from Those 

Countries with Which the 
Balance Is Supposed to Be 

Disadvantageous

Part One
Of the Unreasonableness 
of Those Restraints, Even 
upon the Principles of the 

Commercial System

To lay extraordinary restraints upon the 
importation of goods of almost all kinds, 
from those particular countries with which 
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the balance of trade is supposed to be disadvanta-
geous, is the second expedient by which the commer-
cial system proposes to increase the quantity of gold 
and silver. Thus, in Great Britain, Silesia lawns may be 
imported for home consumption, upon paying cer-
tain duties; but French cambrics and lawns are prohib-
ited to be imported, except into the port of London, 
there to be warehoused for exportation. Higher duties 
are imposed upon the wines of France than upon 
those of Portugal, or indeed of any other country. 
By what is called the impost 1692, a duty of five-and-
twenty percent of the rate or value, was laid upon all 
French goods; while the goods of other nations were, 
the greater part of them, subjected to much lighter 
duties, seldom exceeding five percent. . . . Before the 
commencement of the present war, seventy-five per-
cent may be considered as the lowest duty to which 
the greater part of the goods of the growth, produce, 
or manufacture of France, were liable. But upon the 
greater part of goods, those duties are equivalent to a 
prohibition. The French, in their turn, have, I believe, 
treated our goods and manufactures just as hardly; 
though I am not so well acquainted with the partic-
ular hardships which they have imposed upon them. 
Those mutual restraints have put an end to almost all 
fair commerce between the two nations; and smug-
glers are now the principal importers, either of Brit-
ish goods into France, or of French goods into Great 
Britain. The principles which I have been examining, 
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in the foregoing chapter, took their origin from pri-
vate interest and the spirit of monopoly; those which 
I am going to examine in this, from national prejudice 
and animosity. They are, accordingly, as might well be 
expected, still more unreasonable. They are so, even 
upon the principles of the commercial system.

First, though it were certain that in the case of a free 
trade between France and England, for example, the bal-
ance would be in favor of France, it would by no means 
follow that such a trade would be disadvantageous to 
England, or that the general balance of its whole trade 
would thereby be turned more against it. If the wines 
of France are better and cheaper than those of Portugal, 
or its linens than those of Germany, it would be more 
advantageous for Great Britain to purchase both the 
wine and the foreign linen which it had occasion for of 
France, than of Portugal and Germany. Though the value 
of the annual importations from France would thereby 
be greatly augmented, the value of the whole annual 
importations would be diminished, in proportion as 
the French goods of the same quality were cheaper than 
those of the other two countries. This would be the case, 
even upon the supposition that the whole French goods 
imported were to be consumed in Great Britain.

But, secondly, a great part of them might be re-exported 
to other countries, where, being sold with profit, they 
might bring back a return, equal in value, perhaps, to the 
prime cost of the whole French goods imported. . . .
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Thirdly, and lastly, there is no certain criterion by 
which we can determine on which side what is called 
the balance between any two countries lies, or which 
of them exports to the greatest value. National prej-
udice and animosity, prompted always by the private 
interest of particular traders, are the principles which 
generally direct our judgment upon all questions con-
cerning it. There are two criterions, however, which 
have frequently been appealed to upon such occasions, 
the customhouse books, and the course of exchange. 
The customhouse books, I think, it is now gener-
ally acknowledged, are a very uncertain criterion, on 
account of the inaccuracy of the valuation at which the 
greater part of goods are rated in them. The course of 
exchange is, perhaps, almost equally so.

. . . Though the ordinary course of exchange shall 
be allowed to be a sufficient indication of the ordi-
nary state of debt and credit between any two places, 
it would not from thence follow, that the balance of 
trade was in favor of that place which had the ordinary 
state of debt and credit in its favor. The ordinary state 
of debt and credit between any two places is not always 
entirely regulated by the ordinary course of their deal-
ings with one another, but is often influenced by that 
of the dealings of either with many other places. . . .

In the way, besides, in which the par of exchange 
has hitherto been computed, the ordinary course of 
exchange can afford no sufficient indication that the 
ordinary state of debt and credit is in favor of that 
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country which seems to have, or which is supposed 
to have, the ordinary course of exchange in its favor; 
or, in other words, the real exchange may be, and in 
fact often is, so very different from the computed one, 
that, from the course of the latter, no certain conclu-
sion can, upon many occasions, be drawn concerning 
that of the former.

When for a sum of money paid in England, contain-
ing, according to the standard of the English mint, a 
certain number of ounces of pure silver, you receive a 
bill for a sum of money to be paid in France, contain-
ing, according to the standard of the French mint, an 
equal number of ounces of pure silver, exchange is said 
to be at par between England and France. When you 
pay more, you are supposed to give a premium, and 
exchange is said to be against England, and in favor 
of France. When you pay less, you are supposed to get 
a premium, and exchange is said to be against France, 
and in favor of England.

But, first, we cannot always judge of the value of 
the current money of different countries by the stan-
dard of their respective mints. In some it is more, in 
others it is less worn, clipped, and otherwise degener-
ated from that standard. But the value of the current 
coin of every country, compared with that of any 
other country, is in proportion, not to the quantity of 
pure silver which it ought to contain, but to that 
which it actually does contain. Before the reforma-
tion of the silver coin in King William’s time, 
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exchange between England and Holland, computed 
in the usual manner, according to the standard of 
their respective mints, was five-and-twenty percent 
against England. But the value of the current coin of 
England, as we learn from Mr. Lowndes,* was at that 
time rather more than five-and-twenty percent below 
its standard value. The real exchange, therefore, may 
even at that time have been in favor of England, not-
withstanding the computed exchange was so much 
against it; a smaller number of ounces of pure silver, 
actually paid in England, may have purchased a bill 
for a greater number of ounces of pure silver to be 
paid in Holland, and the man who was supposed to 
give, may in reality have got the premium. . . .

Secondly, in some countries the expense of coinage 
is defrayed by the government; in others, it is defrayed 
by the private people, who carry their bullion to the 
mint, and the government even derives some revenue 
from the coinage. In England it is defrayed by the gov-
ernment; and if you carry a pound weight of standard 
silver to the mint, you get back sixty-two shillings, 
containing a pound weight of the like standard sil-
ver. In France a duty of eight percent is deducted for 
the coinage, which not only defrays the expense of it, 
but affords a small revenue to the government. In Eng-
land, as the coinage costs nothing, the current coin 

* William Lowndes (1652–1724), Secretary to the Treasury of Great 
Britain under King William III and Queen Anne, and a Member of 
Parliament under William III, Anne and George I.
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can never be much more valuable than the quantity 
of bullion which it actually contains. In France, the 
workmanship, as you pay for it, adds to the value, in 
the same manner as to that of wrought plate. A sum of 
French money, therefore, containing an equal weight 
of pure silver, is more valuable than a sum of English 
money containing an equal weight of pure silver, and 
must require more bullion, or other commodities, to 
purchase it. . . .

Thirdly, and lastly, in some places, as at Amsterdam, 
Hamburg, Venice, etc. foreign bills of exchange are paid 
in what they call bank money; while in others, as at 
London, Lisbon, Antwerp, Leghorn, etc. they are paid 
in the common currency of the country. . . . Supposing 
the current money of the two countries equally near to 
the standard of their respective mints, and that the one 
pays foreign bills in this common currency, while the 
other pays them in bank money, it is evident that the 
computed exchange may be in favor of that which pays 
in bank money, though the real exchange should be in 
favor of that which pays in current money; for the same 
reason that the computed exchange may be in favor of 
that which pays in better money, or in money nearer to 
its own standard, though the real exchange should be in 
favor of that which pays in worse. . . .
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Part Two
Of the Unreasonableness of 

Those Extraordinary Restraints, 
upon Other Principles

In the foregoing part of this chapter, I have endeav-
ored to show, even upon the principles of the com-

mercial system, how unnecessary it is to lay extraordi-
nary restraints upon the importation of goods from 
those countries with which the balance of trade is sup-
posed to be disadvantageous.

Nothing, however, can be more absurd than this 
whole doctrine of the balance of trade, upon which, not 
only these restraints, but almost all the other regulations 
of commerce, are founded. When two places trade with 
one another, this doctrine supposes that, if the balance 
be even, neither of them either loses or gains; but if it 
leans in any degree to one side, that one of them loses, 
and the other gains, in proportion to its declension from 
the exact equilibrium. Both suppositions are false. A 
trade, which is forced by means of bounties and monop-
olies, may be, and commonly is, disadvantageous to the 
country in whose favor it is meant to be established, as I 
shall endeavor to show hereafter. But that trade which, 
without force or constraint, is naturally and regularly 
carried on between any two places, is always advanta-
geous, though not always equally so, to both.
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By advantage or gain, I understand, not the increase 
of the quantity of gold and silver, but that of the 
exchangeable value of the annual produce of the land 
and labor of the country, or the increase of the annual 
revenue of its inhabitants. . . .

There is not, probably, between any two countries, a 
trade which consists altogether in the exchange, either 
of native commodities on both sides, or of native com-
modities on one side, and of foreign goods on the 
other. Almost all countries exchange with one another, 
partly native and partly foreign goods. That country, 
however, in whose cargoes there is the greatest pro-
portion of native, and the least of foreign goods, will 
always be the principal gainer. . . .

It is a losing trade, it is said, which a workman carries 
on with the alehouse; and the trade which a manufac-
turing nation would naturally carry on with a wine 
country, may be considered as a trade of the same 
nature. I answer, that the trade with the alehouse is not 
necessarily a losing trade. In its own nature it is just as 
advantageous as any other, though, perhaps, somewhat 
more liable to be abused. The employment of a brewer, 
and even that of a retailer of fermented liquors, are as 
necessary divisions of labor as any other. It will gener-
ally be more advantageous for a workman to buy of the 
brewer the quantity he has occasion for, than to brew 
it himself; and if he is a poor workman, it will gener-
ally be more advantageous for him to buy it by little 
and little of the retailer, than a large quantity of the 
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brewer. He may no doubt buy too much of either, as he 
may of any other dealers in his neighborhood; of the 
butcher, if he is a glutton; or of the draper, if he affects 
to be a beau among his companions. It is advantageous 
to the great body of workmen, notwithstanding, that 
all these trades should be free, though this freedom 
may be abused in all of them, and is more likely to be 
so, perhaps, in some than in others.

Though individuals, besides, may sometimes ruin 
their fortunes by an excessive consumption of fer-
mented liquors, there seems to be no risk that a nation 
should do so. Though in every country there are many 
people who spend upon such liquors more than they 
can afford, there are always many more who spend 
less. It deserves to be remarked, too, that if we consult 
experience, the cheapness of wine seems to be a cause, 
not of drunkenness, but of sobriety. The inhabitants 
of the wine countries are in general the soberest peo-
ple of Europe; witness the Spaniards, the Italians, and 
the inhabitants of the southern provinces of France. 
People are seldom guilty of excess in what is their daily 
fare. Nobody affects the character of liberality and 
good fellowship, by being profuse of a liquor which is 
as cheap as small beer. On the contrary, in the coun-
tries which, either from excessive heat or cold, pro-
duce no grapes, and where wine consequently is dear 
and a rarity, drunkenness is a common vice, as among 
the northern nations, and all those who live between 
the tropics, the negroes, for example on the coast of 
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Guinea. When a French regiment comes from some of 
the northern provinces of France, where wine is some-
what dear, to be quartered in the southern, where it 
is very cheap, the soldiers, I have frequently heard it 
observed, are at first debauched by the cheapness and 
novelty of good wine; but after a few months resi-
dence, the greater part of them become as sober as the 
rest of the inhabitants.

Were the duties upon foreign wines, and the excises 
upon malt, beer, and ale, to be taken away all at once, 
it might, in the same manner, occasion in Great Brit-
ain a pretty general and temporary drunkenness among 
the middling and inferior ranks of people, which would 
probably be soon followed by a permanent and almost 
universal sobriety. At present, drunkenness is by no 
means the vice of people of fashion, or of those who can 
easily afford the most expensive liquors. A gentleman 
drunk with ale has scarce ever been seen among us. The 
restraints upon the wine trade in Great Britain, besides, 
do not so much seem calculated to hinder the people 
from going, if I may say so, to the alehouse, as from 
going where they can buy the best and cheapest liquor. 
They favor the wine trade of Portugal, and discourage 
that of France. The Portuguese, it is said, indeed, are 
better customers for our manufactures than the French, 
and should therefore be encouraged in preference to 
them. As they give us their custom, it is pretended we 
should give them ours. The sneaking arts of underling 
tradesmen are thus erected into political maxims for the 
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conduct of a great empire; for it is the most underling 
tradesmen only who make it a rule to employ chiefly 
their own customers. A great trader purchases his goods 
always where they are cheapest and best, without regard 
to any little interest of this kind.

By such maxims as these, however, nations have 
been taught that their interest consisted in beggar-
ing all their neighbors. Each nation has been made to 
look with an invidious eye upon the prosperity of all 
the nations with which it trades, and to consider their 
gain as its own loss. Commerce, which ought natu-
rally to be, among nations as among individuals, a 
bond of union and friendship, has become the most 
fertile source of discord and animosity. The capricious 
ambition of kings and ministers has not, during the 
present and the preceding century, been more fatal to 
the repose of Europe, than the impertinent jealousy 
of merchants and manufacturers. The violence and 
injustice of the rulers of mankind is an ancient evil, 
for which, I am afraid, the nature of human affairs 
can scarce admit of a remedy. But the mean rapacity, 
the monopolizing spirit, of merchants and manufac-
turers, who neither are, nor ought to be, the rulers of 
mankind, though it cannot, perhaps, be corrected, 
may very easily be prevented from disturbing the tran-
quility of anybody but themselves.

That it was the spirit of monopoly which originally 
both invented and propagated this doctrine, cannot be 
doubted and they, who first taught it, were by no means 
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such fools as they who believed it. In every country it 
always is, and must be, the interest of the great body of 
the people, to buy whatever they want of those who sell 
it cheapest. The proposition is so very manifest, that it 
seems ridiculous to take any pains to prove it; nor could it 
ever have been called in question, had not the interested 
sophistry of merchants and manufacturers confounded 
the common sense of mankind. Their interest is, in this 
respect, directly opposite to that of the great body of the 
people. As it is the interest of the freemen of a corpora-
tion to hinder the rest of the inhabitants from employing 
any workmen but themselves; so it is the interest of the 
merchants and manufacturers of every country to secure 
to themselves the monopoly of the home market. Hence, 
in Great Britain, and in most other European countries, 
the extraordinary duties upon almost all goods imported 
by alien merchants. Hence the high duties and prohibi-
tions upon all those foreign manufactures which can 
come into competition with our own. Hence, too, the 
extraordinary restraints upon the importation of almost 
all sorts of goods from those countries with which the 
balance of trade is supposed to be disadvantageous; that 
is, from those against whom national animosity happens 
to be most violently inflamed.

The wealth of neighboring nations, however, though 
dangerous in war and politics, is certainly advantageous 
in trade. In a state of hostility, it may enable our ene-
mies to maintain fleets and armies superior to our own; 
but in a state of peace and commerce it must likewise 
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enable them to exchange with us to a greater value, and 
to afford a better market, either for the immediate pro-
duce of our own industry, or for whatever is purchased 
with that produce. As a rich man is likely to be a bet-
ter customer to the industrious people in his neigh-
borhood, than a poor, so is likewise a rich nation. A 
rich man, indeed, who is himself a manufacturer, is a 
very dangerous neighbor to all those who deal in the 
same way. All the rest of the neighborhood, however, 
by far the greatest number, profit by the good market 
which his expense affords them. They even profit by 
his underselling the poorer workmen who deal in the 
same way with him. The manufacturers of a rich nation, 
in the same manner, may no doubt be very dangerous 
rivals to those of their neighbors. This very competi-
tion, however, is advantageous to the great body of the 
people, who profit greatly, besides, by the good market 
which the great expense of such a nation affords them 
in every other way. Private people, who want to make a 
fortune, never think of retiring to the remote and poor 
provinces of the country, but resort either to the cap-
ital, or to some of the great commercial towns. They 
know that where little wealth circulates, there is little 
to be got; but that where a great deal is in motion, some 
share of it may fall to them. The same maxims which 
would in this manner direct the common sense of one, 
or ten, or twenty individuals, should regulate the judg-
ment of one, or ten, or twenty millions, and should 
make a whole nation regard the riches of its neighbors, 
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as a probable cause and occasion for itself to acquire 
riches. A nation that would enrich itself by foreign 
trade is certainly most likely to do so, when its neigh-
bors are all rich, industrious, and commercial nations. 
A great nation, surrounded on all sides by wandering 
savages and poor barbarians, might, no doubt, acquire 
riches by the cultivation of its own lands, and by its own 
interior commerce, but not by foreign trade. It seems 
to have been in this manner that the ancient Egyptians 
and the modern Chinese acquired their great wealth. 
The ancient Egyptians, it is said, neglected foreign 
commerce, and the modern Chinese, it is known, hold 
it in the utmost contempt, and scarce deign to afford it 
the decent protection of the laws. The modern maxims 
of foreign commerce, by aiming at the impoverishment 
of all our neighbors, so far as they are capable of pro-
ducing their intended effect, tend to render that very 
commerce insignificant and contemptible.

It is in consequence of these maxims, that the com-
merce between France and England has, in both coun-
tries, been subjected to so many discouragements and 
restraints. If those two countries, however, were to con-
sider their real interest, without either mercantile jeal-
ousy or national animosity, the commerce of France 
might be more advantageous to Great Britain than that 
of any other country, and, for the same reason, that of 
Great Britain to France. France is the nearest neighbor 
to Great Britain. . . . Between the parts of France and 
Great Britain most remote from one another, the 
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returns might be expected, at least, once in the year; and 
even this trade would so far be at least equally advanta-
geous, as the greater part of the other branches of our 
foreign European trade. It would be, at least, three times 
more advantageous than the boasted trade with our 
North American colonies, in which the returns were sel-
dom made in less than three years, frequently not in less 
than four or five years. France, besides, is supposed to 
contain twenty-four millions of inhabitants. Our North 
American colonies were never supposed to contain 
more than three millions; and France is a much richer 
country than North America; though, on account of 
the more unequal distribution of riches, there is much 
more poverty and beggary in the one country than in 
the other. France, therefore, could afford a market at 
least eight times more extensive, and, on account of the 
superior frequency of the returns, four-and-twenty 
times more advantageous than that which our North 
American colonies ever afforded. The trade of Great 
Britain would be just as advantageous to France, and, in 
proportion to the wealth, population, and proximity of 
the respective countries, would have the same superior-
ity over that which France carries on with her own colo-
nies. Such is the very great difference between that trade 
which the wisdom of both nations has thought proper 
to discourage, and that which it has favored the most.

But the very same circumstances which would have 
rendered an open and free commerce between the two 
countries so advantageous to both have occasioned the 
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principal obstructions to that commerce. . . . They are 
both rich and industrious nations; and the merchants 
and manufacturers of each dread the competition of the 
skill and activity of those of the other. Mercantile jeal-
ousy is excited, and both inflames, and is itself inflamed, 
by the violence of national animosity, and the traders of 
both countries have announced, with all the passion-
ate confidence of interested falsehood, the certain ruin 
of each, in consequence of that unfavorable balance of 
trade, which, they pretend, would be the infallible effect 
of an unrestrained commerce with the other.

There is no commercial country in Europe, of which 
the approaching ruin has not frequently been foretold 
by the pretended doctors of this system, from all unfa-
vorable balance of trade. After all the anxiety, however, 
which they have excited about this, after all the vain 
attempts of almost all trading nations to turn that bal-
ance in their own favor, and against their neighbors, it 
does not appear that any one nation in Europe has been, 
in any respect, impoverished by this cause. Every town 
and country, on the contrary, in proportion as they have 
opened their ports to all nations, instead of being ruined 
by this free trade, as the principles of the commercial sys-
tem would lead us to expect, have been enriched by it. . . .

There is another balance, indeed, which has already 
been explained, very different from the balance of trade, 
and which, according as it happens to be either favor-
able or unfavorable, necessarily occasions the prosper-
ity or decay of every nation. This is the balance of the 
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annual produce and consumption. If the exchange-
able value of the annual produce, it has already been 
observed, exceeds that of the annual consumption, the 
capital of the society must annually increase in propor-
tion to this excess. The society in this case lives within 
its revenue; and what is annually saved out of its rev-
enue, is naturally added to its capital, and employed so 
as to increase still further the annual produce. If the 
exchangeable value of the annual produce, on the con-
trary, falls short of the annual consumption, the capi-
tal of the society must annually decay in proportion to 
this deficiency. The expense of the society, in this case, 
exceeds its revenue, and necessarily encroaches upon 
its capital. Its capital, therefore, must necessarily decay, 
and, together with it, the exchangeable value of the 
annual produce of its industry.

This balance of produce and consumption is entirely 
different from what is called the balance of trade. It 
might take place in a nation which had no foreign trade, 
but which was entirely separated from all the world. 
It may take place in the whole globe of the earth, of 
which the wealth, population, and improvement, may 
be either gradually increasing or gradually decaying.

The balance of produce and consumption may be 
constantly in favor of a nation, though what is called the 
balance of trade be generally against it. A nation may 
import to a greater value than it exports for half a cen-
tury, perhaps, together; the gold and silver which comes 
into it during all this time, may be all immediately sent 
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out of it; its circulating coin may gradually decay, differ-
ent sorts of paper money being substituted in its place, 
and even the debts, too, which it contracts in the princi-
pal nations with whom it deals, may be gradually increas-
ing; and yet its real wealth, the exchangeable value of the 
annual produce of its lands and labor, may, during the 
same period, have been increasing in a much greater 
proportion. The state of our North American colonies, 
and of the trade which they carried on with Great Brit-
ain, before the commencement of the present distur-
bances, may serve as a proof that this is by no means an 
impossible supposition.
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Chapter Four
Of Drawbacks

Merchants and manufacturers are 
not contented with the monopoly of the 
home market, but desire likewise the most 

extensive foreign sale for their goods. Their country has 
no jurisdiction in foreign nations, and therefore can sel-
dom procure them any monopoly there. They are gen-
erally obliged, therefore, to content themselves with 
petitioning for certain encouragements to exportation.

Of these encouragements, what are called draw-
backs seem to be the most reasonable. To allow the 
merchant to draw back upon exportation, either the 
whole, or a part of whatever excise or inland duty is 
imposed upon domestic industry, can never occasion 
the exportation of a greater quantity of goods than 
what would have been exported had no duty been 
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imposed. Such encouragements do not tend to turn 
towards any particular employment a greater share 
of the capital of the country, than what would go to 
that employment of its own accord, but only to hin-
der the duty from driving away any part of that share 
to other employments. They tend not to overturn that 
balance which naturally establishes itself among all the 
various employments of the society, but to hinder it 
from being overturned by the duty. They tend not to 
destroy, but to preserve, what it is in most cases advan-
tageous to preserve, the natural division and distribu-
tion of labor in the society. . . .

Drawbacks, however, it must always be under-
stood, are useful only in those cases in which the 
goods, for the exportation of which they are given, 
are really exported to some foreign country, and not 
clandestinely re-imported into our own. That some 
drawbacks, particularly those upon tobacco, have fre-
quently been abused in this manner, and have given 
occasion to many frauds, equally hurtful both to the 
revenue and to the fair trader, is well known.
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Chapter Five
Of Bounties

Bounties upon exportation are, in Great 
Britain, frequently petitioned for, and some-
times granted, to the produce of particular 

branches of domestic industry. By means of them, our 
merchants and manufacturers, it is pretended, will be 
enabled to sell their goods as cheap as or cheaper than 
their rivals in the foreign market. A greater quantity, it 
is said, will thus be exported, and the balance of trade 
consequently turned more in favor of our own coun-
try. We cannot give our workmen a monopoly in the 
foreign, as we have done in the home market. We can-
not force foreigners to buy their goods, as we have done 
our own countrymen. The next best expedient, it has 
been thought, therefore, is to pay them for buying. It 
is in this manner that the mercantile system proposes 
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to enrich the whole country, and to put money into all 
our pockets, by means of the balance of trade.

Bounties, it is allowed, ought to be given to those 
branches of trade only which cannot be carried on with-
out them. But . . . those trades only require bounties, 
in which the merchant is obliged to sell his goods for a 
price which does not replace to him his capital, together 
with the ordinary profit, or in which he is obliged to 
sell them for less than it really cost him to send them 
to market. The bounty is given in order to make up this 
loss, and to encourage him to continue, or, perhaps, to 
begin a trade, of which the expense is supposed to be 
greater than the returns, of which every operation eats 
up a part of the capital employed in it, and which is of 
such a nature, that if all other trades resembled it, there 
would soon be no capital left in the country. . . .

The effect of bounties, like that of all the other expe-
dients of the mercantile system, can only be to force 
the trade of a country into a channel much less advan-
tageous than that in which it would naturally run of its 
own accord. . . .

The corn bounty, it is to be observed, as well as every 
other bounty upon exportation, imposes two differ-
ent taxes upon the people; first, the tax which they are 
obliged to contribute, in order to pay the bounty; and, 
secondly, the tax which arises from the advanced price of 
the commodity in the home market, and which, as the 
whole body of the people are purchasers of corn, must, 
in this particular commodity, be paid by the whole body 
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of the people. In this particular commodity, therefore, 
this second tax is by much the heavier of the two. . . .

According to the very well informed author of the 
tracts upon the corn trade,* the average proportion of 
the corn exported to that consumed at home, is not 
more than that of one to thirty-one. For every five 
shillings therefore, which they contribute to the pay-
ment of the first tax, they must contribute six pounds 
four shillings to the payment of the second. So very 
heavy a tax upon the first necessary of life must either 
reduce the subsistence of the laboring poor or it 
must occasion some augmentation in their pecuniary 
wages, proportional to that in the pecuniary price of 
their subsistence. So far as it operates in the one way, 
it must reduce the ability of the laboring poor to edu-
cate and bring up their children, and must, so far, tend 
to restrain the population of the country. So far as it 
operates in the other, it must reduce the ability of the 
employers of the poor, to employ so great a number 
as they otherwise might do, and must so far tend to 
restrain the industry of the country. The extraordi-
nary exportation of corn, therefore occasioned by the 
bounty, not only in every particular year diminishes 
the home, just as much as it extends the foreign mar-
ket and consumption, but, by restraining the popula-
tion and industry of the country, its final tendency is 

* The author is referring to Charles Smith’s Three Tracts on the Corn 
Trade and Corn Laws (1766).
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to stint and restrain the gradual extension of the home 
market; and thereby, in the long run, rather to dimin-
ish than to augment the whole market and consump-
tion of corn.

This enhancement of the money price of corn, how-
ever, it has been thought, by rendering that commod-
ity more profitable to the farmer, must necessarily 
encourage its production.

I answer, that this might be the case, if the effect 
of the bounty was to raise the real price of corn, or 
to enable the farmer, with an equal quantity of it, to 
maintain a greater number of laborers in the same 
manner, whether liberal, moderate, or scanty, than 
other laborers are commonly maintained in his neigh-
borhood. But neither the bounty, it is evident, nor any 
other human institution, can have any such effect. It is 
not the real, but the nominal price of corn, which can 
in any considerable degree be affected by the bounty. 
And though the tax, which that institution imposes 
upon the whole body of the people, may be very bur-
densome to those who pay it, it is of very little advan-
tage to those who receive it. . . .

Though in consequence of the bounty . . . the farmer 
should be enabled to sell his corn for four shilling the 
bushel, instead of three and six pence and to pay his 
landlord a money rent proportional to this rise in the 
money price of his produce; yet if, in consequence of 
this rise in the price of corn, four shillings will purchase 
no more home made goods of any other kind than 
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three and six pence would have done before, neither 
the circumstances of the farmer, nor those of the land-
lord, will be much mended by this change. The farmer 
will not be able to cultivate much better; the landlord 
will not be able to live much better. In the purchase of 
foreign commodities, this enhancement in the price of 
corn may give them some little advantage. In that of 
homemade commodities, it can give them none at all. 
And almost the whole expense of the farmer, and the 
far greater part even of that of the landlord, is in home-
made commodities. . . .

It is the peculiar situation of Spain and Portugal, as 
proprietors of the mines, to be the distributors of gold 
and silver to all the other countries of Europe. Those 
metals ought naturally, therefore, to be somewhat 
cheaper in Spain and Portugal than in any other part 
of Europe. The difference, however, should be no more 
than the amount of the freight and insurance; and, on 
account of the great value and small bulk of those met-
als, their freight is no great matter, and their insurance 
is the same as that of any other goods of equal value. 
Spain and Portugal, therefore, could suffer very little 
from their peculiar situation, if they did not aggravate 
its disadvantages by their political institutions.

Spain by taxing, and Portugal by prohibiting, the 
exportation of gold and silver, load that exportation with 
the expense of smuggling, and raise the value of those 
metals in other countries so much more above what it 
is in their own, by the whole amount of this expense. . . . 
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The cheapness of gold and silver, or, what is the same 
thing, the dearness of all commodities, which is the nec-
essary effect of this redundancy of the precious metals, 
discourages both the agriculture and manufactures of 
Spain and Portugal, and enables foreign nations to sup-
ply them with many sorts of rude, and with almost all 
sorts of manufactured produce, for a smaller quantity 
of gold and silver than what they themselves can either 
raise or make them for at home. The tax and prohibi-
tion operate in two different ways. They not only lower 
very much the value of the precious metals in Spain and 
Portugal, but by detaining there a certain quantity of 
those metals which would otherwise flow over other 
countries, they keep up their value in those other coun-
tries somewhat above what it otherwise would be, and 
thereby give those countries a double advantage in their 
commerce with Spain and Portugal. . . .

Remove the tax and the prohibition, and as the 
quantity of gold and silver will diminish considerably 
in Spain and Portugal, so it will increase somewhat in 
other countries; and the value of those metals, their 
proportion to the annual produce of land and labor, 
will soon come to a level, or very near to a level, in 
all.  .  .  . The gold and silver which would go abroad 
would not go abroad for nothing, but would bring 
back an equal value of goods of some kind or other. 
Those goods, too, would not be all matters of mere 
luxury and expense, to be consumed by idle people, 
who produce nothing in return for their consumption. 
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As the real wealth and revenue of idle people would 
not be augmented by this extraordinary exportation of 
gold and silver, so neither would their consumption be 
much augmented by it. Those goods would probably, 
the greater part of them, and certainly some part of 
them, consist in materials, tools, and provisions, for 
the employment and maintenance of industrious peo-
ple, who would reproduce, with a profit, the full value 
of their consumption. A part of the dead stock of the 
society would thus be turned into active stock, and 
would put into motion a greater quantity of industry 
than had been employed before. The annual produce 
of their land and labor would immediately be aug-
mented a little, and in a few years would probably be 
augmented a great deal; their industry being thus 
relieved from one of the most oppressive burdens 
which it at present labors under.

The bounty upon the exportation of corn necessar-
ily operates exactly in the same way as this absurd pol-
icy of Spain and Portugal. Whatever be the actual state 
of tillage, it renders our corn somewhat dearer in the 
home market than it otherwise would be in that state, 
and somewhat cheaper in the foreign; and as the aver-
age money price of corn regulates, more or less, that 
of all other commodities, it lowers the value of silver 
considerably in the one, and tends to raise it a little in 
the other. It enables foreigners, the Dutch in particu-
lar, not only to eat our corn cheaper than they other-
wise could do, but sometimes to eat it cheaper than 
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even our own people can do upon the same occasions; 
as we are assured by an excellent authority, that of Sir 
Matthew Decker. It hinders our own workmen from 
furnishing their goods for so small a quantity of silver 
as they otherwise might do, and enables the Dutch to 
furnish theirs for a smaller. It tends to render our man-
ufactures somewhat dearer in every market and theirs 
somewhat cheaper than they otherwise would be, and 
consequently to give their industry a double advantage 
over our own.

The bounty, as it raises in the home market, not so 
much the real, as the nominal price of our corn; as it 
augments, not the quantity of labor which a certain 
quantity of corn can maintain and employ, but only 
the quantity of silver which it will exchange for; it dis-
courages our manufactures, without rendering any 
considerable service, either to our farmers or country 
gentlemen. It puts, indeed, a little more money into 
the pockets of both, and it will perhaps be somewhat 
difficult to persuade the greater part of them that this 
is not rendering them a very considerable service. But 
if this money sinks in its value, in the quantity of labor, 
provisions, and homemade commodities of all differ-
ent kinds which it is capable of purchasing, as much 
as it rises in its quantity, the service will be little more 
than nominal and imaginary.

There is, perhaps, but one set of men in the whole 
commonwealth to whom the bounty either was or 
could be essentially serviceable. These were the corn 
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merchants, the exporters and importers of corn. In years 
of plenty, the bounty necessarily occasioned a greater 
exportation than would otherwise have taken place; and 
by hindering the plenty of the one year from relieving 
the scarcity of another, it occasioned in years of scarcity 
a greater importation than would otherwise have been 
necessary. It increased the business of the corn merchant 
in both; and in the years of scarcity, it not only enabled 
him to import a greater quantity, but to sell it for a bet-
ter price, and consequently with a greater profit, than he 
could otherwise have made, if the plenty of one year had 
not been more or less hindered from relieving the scar-
city of another. It is in this set of men, accordingly, that 
I have observed the greatest zeal for the continuance or 
renewal of the bounty. . . .

Bounties upon the exportation of any homemade 
commodity are liable, first, to that general objection 
which may be made to all the different expedients of 
the mercantile system; the objection of forcing some 
part of the industry of the country into a channel less 
advantageous than that in which it would run of its 
own accord; and, secondly, to the particular objection 
of forcing it not only into a channel that is less advan-
tageous, but into one that is actually disadvantageous; 
the trade which cannot be carried on but by means of 
a bounty being necessarily a losing trade. The bounty 
upon the exportation of corn is liable to this further 
objection, that it can in no respect promote the raising 
of that particular commodity of which it was meant 
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to encourage the production. When our country gen-
tlemen, therefore, demanded the establishment of the 
bounty, though they acted in imitation of our mer-
chants and manufacturers, they did not act with that 
complete comprehension of their own interest, which 
commonly directs the conduct of those two other 
orders of people. They loaded the public revenue with 
a very considerable expense: they imposed a very heavy 
tax upon the whole body of the people; but they did 
not, in any sensible degree, increase the real value of 
their own commodity; and by lowering somewhat the 
real value of silver, they discouraged, in some degree, 
the general industry of the country, and, instead of 
advancing, retarded more or less the improvement of 
their own lands, which necessarily depend upon the 
general industry of the country.

To encourage the production of any commodity, a 
bounty upon production, one should imagine, would 
have a more direct operation than one upon exporta-
tion. It would, besides, impose only one tax upon the 
people, that which they must contribute in order to 
pay the bounty. Instead of raising, it would tend to 
lower the price of the commodity in the home market; 
and thereby, instead of imposing a second tax upon 
the people, it might, at least in part, repay them for 
what they had contributed to the first. Bounties upon 
production, however, have been very rarely granted. 
The prejudices established by the commercial system 
have taught us to believe, that national wealth arises 
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more immediately from exportation than from pro-
duction. It has been more favored, accordingly, as 
the more immediate means of bringing money into 
the country. Bounties upon production, it has been 
said too, have been found by experience more liable 
to frauds than those upon exportation. How far this 
is true, I know not. That bounties upon exportation 
have been abused, to many fraudulent purposes, is very 
well known. But it is not the interest of merchants and 
manufacturers, the great inventors of all these expe-
dients, that the home market should be overstocked 
with their goods; an event which a bounty upon pro-
duction might sometimes occasion. A bounty upon 
exportation, by enabling them to send abroad their 
surplus part, and to keep up the price of what remains 
in the home market, effectually prevents this. Of all 
the expedients of the mercantile system, accordingly, 
it is the one of which they are the fondest. . . .

If any particular manufacture was necessary, indeed, 
for the defense of the society, it might not always be 
prudent to depend upon our neighbors for the sup-
ply; and if such manufacture could not otherwise be 
supported at home, it might not be unreasonable that 
all the other branches of industry should be taxed in 
order to support it. The bounties upon the exportation 
of British made sailcloth, and British made gunpowder, 
may, perhaps, both be vindicated upon this principle.

. . . It can very seldom be reasonable to tax the indus-
try of the great body of the people, in order to support 
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that of some particular class of manufacturers; yet, in 
the wantonness of great prosperity, when the public 
enjoys a greater revenue than it knows well what to do 
with, to give such bounties to favorite manufactures, 
may, perhaps, be as natural as to incur any other idle 
expense. In public, as well as in private expenses, great 
wealth may, perhaps, frequently be admitted as an apol-
ogy for great folly. But there must surely be something 
more than ordinary absurdity in continuing such pro-
fusion in times of general difficulty and distress.

That system of laws, therefore, which is connected 
with the establishment of the bounty, seems to deserve 
no part of the praise which has been bestowed upon 
it. The improvement and prosperity of Great Britain, 
which has been so often ascribed to those laws, may 
very easily be accounted for by other causes. . . . The 
natural effort of every individual to better his own 
condition, when suffered to exert itself with free-
dom and security, is so powerful a principle that it is 
alone, and without any assistance, not only capable of 
carrying on the society to wealth and prosperity, but 
of surmounting a hundred impertinent obstructions 
with which the folly of human laws too often encum-
bers its operations; though the effect of these obstruc-
tions is always more or less either to encroach upon its 
freedom, or to diminish its security. In Great Britain 
industry is perfectly secure; and though it is far from 
being perfectly free, it is as free as or freer than in any 
other part of Europe. . . .



Of Bounties 317•

Premiums given by the public to artists and manu-
facturers, who excel in their particular occupations, 
are not liable to the same objections as bounties. By 
encouraging extraordinary dexterity and ingenuity, 
they serve to keep up the emulation of the workmen 
actually employed in those respective occupations, 
and are not considerable enough to turn towards any 
one of them a greater share of the capital of the coun-
try than what would go to it of its own accord. Their 
tendency is not to overturn the natural balance of 
employments, but to render the work which is done in 
each as perfect and complete as possible. The expense 
of premiums, besides, is very trifling, that of bounties 
very great. The bounty upon corn alone has sometimes 
cost the public, in one year, more than three hundred 
thousand pounds.

Bounties are sometimes called premiums, as draw-
backs are sometimes called bounties. But we must, in 
all cases, attend to the nature of the thing, without 
paying any regard to the word.
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Chapter Six
Of Treaties of Commerce

When a nation binds itself by treaty, 
either to permit the entry of certain 
goods from one foreign country which 

it prohibits from all others, or to exempt the goods of 
one country from duties to which it subjects those of 
all others, the country, or at least the merchants and 
manufacturers of the country, whose commerce is so 
favored, must necessarily derive great advantage from 
the treaty. Those merchants and manufacturers enjoy a 
sort of monopoly in the country which is so indulgent 
to them. That country becomes a market, both more 
extensive and more advantageous for their goods: more 
extensive, because the goods of other nations being 
either excluded or subjected to heavier duties, it takes 
off a greater quantity of theirs; more advantageous, 
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because the merchants of the favored country, enjoying 
a sort of monopoly there, will often sell their goods for 
a better price than if exposed to the free competition of 
all other nations.

Such treaties, however, though they may be advan-
tageous to the merchants and manufacturers of the 
favored, are necessarily disadvantageous to those of 
the favoring country. A monopoly is thus granted 
against them to a foreign nation; and they must fre-
quently buy the foreign goods they have occasion for, 
dearer than if the free competition of other nations 
was admitted. That part of its own produce with which 
such a nation purchases foreign goods, must conse-
quently be sold cheaper; because, when two things are 
exchanged for one another, the cheapness of the one is 
a necessary consequence, or rather is the same thing, 
with the dearness of the other. The exchangeable value 
of its annual produce, therefore, is likely to be dimin-
ished by every such treaty. This diminution, however, 
can scarce amount to any positive loss, but only to a 
lessening of the gain which it might otherwise make. 
Though it sells its goods cheaper than it otherwise 
might do, it will not probably sell them for less than 
they cost; nor, as in the case of bounties, for a price 
which will not replace the capital employed in bring-
ing them to market, together with the ordinary profits 
of stock. The trade could not go on long if it did. Even 
the favoring country, therefore, may still gain by the 
trade, though less than if there was a free competition.
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Some treaties of commerce, however, have been sup-
posed advantageous, upon principles very different 
from these; and a commercial country has sometimes 
granted a monopoly of this kind, against itself, to cer-
tain goods of a foreign nation, because it expected, 
that in the whole commerce between them, it would 
annually sell more than it would buy, and that a bal-
ance in gold and silver would be annually returned to 
it. It is upon this principle that the treaty of commerce 
between England and Portugal, concluded in 1703 by 
Mr. Methuen,* has been so much commended. . . .

By this treaty, the crown of Portugal becomes bound 
to admit the English woolens upon the same footing as 
before the prohibition; that is, not to raise the duties 
which had been paid before that time. But it does not 
become bound to admit them upon any better terms 
than those of any other nation, of France or Holland, 
for example. The crown of Great Britain, on the con-
trary, becomes bound to admit the wines of Portugal, 
upon paying only two-thirds of the duty which is paid 
for those of France, the wines most likely to come into 
competition with them. So far this treaty, therefore, is 
evidently advantageous to Portugal, and disadvanta-
geous to Great Britain.

* John Methuen (c.1650–1706) who served as a member of Parliament, 
Lord Chancellor of Ireland, Privy Councilor, envoy and then ambas-
sador extraordinary to Portugal where he negotiated the Methuen 
Treaty of 1703; the Treaty cemented allegiances in the War of Spanish 
Succession.
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It has been celebrated, however, as a masterpiece of 
the commercial policy of England. Portugal receives 
annually from the Brazils a greater quantity of gold 
than can be employed in its domestic commerce, 
whether in the shape of coin or of plate. The surplus 
is too valuable to be allowed to lie idle and locked up 
in coffers; and as it can find no advantageous market 
at home, it must, notwithstanding any prohibition, be 
sent abroad, and exchanged for something for which 
there is a more advantageous market at home. A large 
share of it comes annually to England, in return either 
for English goods, or for those of other European 
nations that receive their returns through England. . . .

[But] though Britain were entirely excluded from 
the Portugal trade, it could find very little difficulty 
in procuring all the annual supplies of gold which it 
wants, either for the purposes of plate, or of coin, or 
of foreign trade. Gold, like every other commodity, is 
always somewhere or another to be got for its value by 
those who have that value to give for it. . . .

It was upon this silly notion, however, that Eng-
land could not subsist without the Portugal trade, 
that, towards the end of the late war, France and 
Spain, without pretending either offence or provoca-
tion, required the King of Portugal to exclude all Brit-
ish ships from his ports, and, for the security of this 
exclusion, to receive into them French or Spanish gar-
risons. Had the King of Portugal submitted to those 
ignominious terms which his brother-in-law the King 
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of Spain proposed to him, Britain would have been 
freed from a much greater inconveniency than the loss 
of the Portugal trade, the burden of supporting a very 
weak ally, so unprovided of everything for his own 
defense, that the whole power of England, had it been 
directed to that single purpose, could scarce, perhaps, 
have defended him for another campaign.

The loss of the Portugal trade would, no doubt, 
have occasioned a considerable embarrassment to the 
merchants at that time engaged in it, who might not, 
perhaps, have found out, for a year or two, any other 
equally advantageous method of employing their capi-
tals; and in this would probably have consisted all the 
inconveniency which England could have suffered 
from this notable piece of commercial policy. . . .
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Chapter Seven
Conclusion of the 
Mercantile System

Though the encouragement of exporta-
tion, and the discouragement of importation, 
are the two great engines by which the mer-

cantile system proposes to enrich every country, yet, 
with regard to some particular commodities, it seems 
to follow an opposite plan: to discourage exportation, 
and to encourage importation. Its ultimate object, 
however, it pretends, is always the same, to enrich the 
country by an advantageous balance of trade. It dis-
courages the exportation of the materials of manufac-
ture, and of the instruments of trade, in order to give 
our own workmen an advantage, and to enable them to 
undersell those of other nations in all foreign markets; 
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and by restraining, in this manner, the exportation of 
a few commodities, of no great price, it proposes to 
occasion a much greater and more valuable exporta-
tion of others. It encourages the importation of the 
materials of manufacture, in order that our own peo-
ple may be enabled to work them up more cheaply, and 
thereby prevent a greater and more valuable importa-
tion of the manufactured commodities. . . .

The importation of the materials of manufacture 
has sometimes been encouraged by an exemption from 
the duties to which other goods are subject, and some-
times by bounties.

The importation of sheep’s wool from several dif-
ferent countries, of cotton wool from all countries, of 
undressed flax, of the greater part of dyeing drugs, of 
the greater part of undressed hides from Ireland, or the 
British colonies, of seal skins from the British Green-
land fishery, of pig and bar iron from the British colo-
nies, as well as of several other materials of manufac-
ture, has been encouraged by an exemption from all 
duties, if properly entered at the customhouse. The 
private interest of our merchants and manufactur-
ers may, perhaps, have extorted from the legislature 
these exemptions, as well as the greater part of our 
other commercial regulations. They are, however, per-
fectly just and reasonable; and if, consistently with the 
necessities of the state, they could be extended to all 
the other materials of manufacture, the public would 
certainly be a gainer. . . .
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Our spinners are poor people; women commonly 
scattered about in all different parts of the country, 
without support or protection. It is not by the sale of 
their work, but by that of the complete work of the 
weavers, that our great master manufacturers make 
their profits. As it is their interest to sell the com-
plete manufacture as dear, so it is to buy the materi-
als as cheap as possible. By extorting from the legisla-
ture bounties upon the exportation of their own linen, 
high duties upon the importation of all foreign linen, 
and a total prohibition of the home consumption of 
some sorts of French linen, they endeavor to sell their 
own goods as dear as possible. By encouraging the 
importation of foreign linen yarn, and thereby bring-
ing it into competition with that which is made by our 
own people, they endeavor to buy the work of the poor 
spinners as cheap as possible. They are as intent to keep 
down the wages of their own weavers, as the earnings 
of the poor spinners; and it is by no means for the ben-
efit of the workmen that they endeavor either to raise 
the price of the complete work, or to lower that of the 
rude materials. It is the industry which is carried on 
for the benefit of the rich and the powerful, that is 
principally encouraged by our mercantile system. That 
which is carried on for the benefit of the poor and the 
indigent is too often either neglected or oppressed.

The exportation of the materials of manufacture is 
sometimes discouraged by absolute prohibitions, and 
sometimes by high duties.
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Our woolen manufacturers have been more success-
ful than any other class of workmen, in persuading the 
legislature that the prosperity of the nation depended 
upon the success and extension of their particular busi-
ness.* They have not only obtained a monopoly against 
the consumers, by an absolute prohibition of import-
ing woolen cloths from any foreign country; but they 
have likewise obtained another monopoly against the 
sheep farmers and growers of wool, by a similar prohi-
bition of the exportation of live sheep and wool. The 
severity of many of the laws which have been enacted 
for the security of the revenue is very justly complained 
of, as imposing heavy penalties upon actions which, 
antecedent to the statutes that declared them to be 
crimes, had always been understood to be innocent. 
But the cruelest of our revenue laws, I will venture to 
affirm, are mild and gentle, in comparison to some of 
those which the clamor of our merchants and manu-
facturers has extorted from the legislature, for the sup-
port of their own absurd and oppressive monopolies. 
Like the laws of Draco, these laws may be said to be all 
written in blood.

By the 8th of Elizabeth, chap. 3, the exporter of 
sheep, lambs, or rams, was for the first offence, to for-
feit all his goods forever, to suffer a year’s imprison-
ment, and then to have his left hand cut off in a mar-
ket town, upon a market day, to be there nailed up; 

* See footnote on page 145 re: the revolution in cheap cotton.
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and for the second offence, to be adjudged a felon, 
and to suffer death accordingly. To prevent the breed 
of our sheep from being propagated in foreign coun-
tries seems to have been the object of this law. By the 
13th and 14th of Charles II, chap. 18, the exportation of 
wool was made a felony, and the exporter subjected to 
the same penalties and forfeitures as a felon.

For the honor of the national humanity, it is to be 
hoped that neither of these statutes was ever executed. 
The first of them, however, so far as I know, has never 
been directly repealed, and Sergeant Hawkins seems to 
consider it as still in force. It may, however, perhaps be 
considered as virtually repealed by the 12th of Charles 
II, chap. 32, sect. 3, which, without expressly taking 
away the penalties imposed by former statutes, imposes 
a new penalty, viz. that of 20s for every sheep exported, 
or attempted to be exported, together with the forfei-
ture of the sheep, and of the owner’s share of the sheep. 
The second of them was expressly repealed by the 7th 
and 8th of William III, chap. 28, sect. 4, by which it 
is declared that “Whereas the statute of the 13th and 
14th of King Charles II made against the exportation 
of wool, among other things in the said act mentioned, 
doth enact the same to be deemed felony, by the sever-
ity of which penalty the prosecution of offenders hath 
not been so effectually put in execution; be it therefore 
enacted, by the authority aforesaid, that so much of the 
said act, which relates to the making the said offence 
felony, be repealed and made void.”
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The penalties, however, which are either imposed by 
this milder statute, or which, though imposed by for-
mer statutes, are not repealed by this one, are still suf-
ficiently severe. Besides the forfeiture of the goods, the 
exporter incurs the penalty of three shillings for every 
pound weight of wool, either exported or attempted 
to be exported, that is, about four or five times the 
value. Any merchant, or other person convicted of this 
offence, is disabled from requiring any debt or account 
belonging to him from any factor or other person. Let 
his fortune be what it will, whether he is or is not able 
to pay those heavy penalties, the law means to ruin him 
completely. But, as the morals of the great body of the 
people are not yet so corrupt as those of the contrivers 
of this statute, I have not heard that any advantage has 
ever been taken of this clause. If the person convicted 
of this offence is not able to pay the penalties within 
three months after judgment, he is to be transported 
for seven years; and if he returns before the expiration 
of that term, he is liable to the pains of felony, without 
benefit of clergy. The owner of the ship, knowing this 
offence, forfeits all his interest in the ship and furni-
ture. The master and mariners, knowing this offence, 
forfeit all their goods and chattels, and suffer three 
months imprisonment. By a subsequent statute, the 
master suffers six months imprisonment.

In order to prevent exportation, the whole inland 
commerce of wool is laid under very burdensome and 
oppressive restrictions. It cannot be packed in any box, 
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barrel, cask, case, chest, or any other package, but only 
in packs of leather or pack-cloth, on which must be 
marked on the outside the words wool or yarn, in large 
letters, not less than three inches long, on pain of for-
feiting the same and the package, and three shillings for 
every pound weight, to be paid by the owner or packer. 
It cannot be loaden on any horse or cart, or carried by 
land within five miles of the coast, but between sun ris-
ing, and sun setting, on pain of forfeiting the same, the 
horses and carriages. The hundred next adjoining to 
the seacoast, out of, or through which the wool is car-
ried or exported, forfeits twenty pounds, if the wool is 
under the value of ten pounds; and if of greater value, 
then treble that value, together with treble costs, to be 
sued for within the year. The execution to be against 
any two of the inhabitants, whom the sessions must 
reimburse, by an assessment on the other inhabitants, 
as in the cases of robbery. And if any person com-
pounds with the hundred for less than this penalty, he 
is to be imprisoned for five years; and any other person 
may prosecute. These regulations take place through 
the whole kingdom.

But in the particular counties of Kent and Sus-
sex, the restrictions are still more troublesome. Every 
owner of wool within ten miles of the seacoast must 
give an account in writing, three days after shearing, 
to the next officer of the customs, of the number of his 
fleeces, and of the places where they are lodged. And 
before he removes any part of them, he must give the 
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like notice of the number and weight of the fleeces, 
and of the name and abode of the person to whom 
they are sold, and of the place to which it is intended 
they should be carried. No person within fifteen miles 
of the sea, in the said counties, can buy any wool, 
before he enters into bond to the king, that no part 
of the wool which he shall so buy shall be sold by him 
to any other person within fifteen miles of the sea. If 
any wool is found carrying towards the sea side in the 
said counties, unless it has been entered and security 
given as aforesaid, it is forfeited, and the offender also 
forfeits three shillings for every pound weight, if any 
person lay any wool, not entered as aforesaid, within 
fifteen miles of the sea, it must be seized and forfeited; 
and if, after such seizure, any person shall claim the 
same, he must give security to the exchequer, that if 
he is cast upon trial he shall pay treble costs, besides all 
other penalties.

When such restrictions are imposed upon the inland 
trade, the coasting trade, we may believe, cannot be 
left very free. Every owner of wool, who carrieth, or 
causeth to be carried, any wool to any port or place on 
the seacoast, in order to be from thence transported 
by sea to any other place or port on the coast, must 
first cause an entry thereof to be made at the port from 
whence it is intended to be conveyed, containing the 
weight, marks, and number, of the packages, before he 
brings the same within five miles of that port, on pain 
of forfeiting the same, and also the horses, carts, and 
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other carriages; and also of suffering and forfeiting, as 
by the other laws in force against the exportation of 
wool. This law, however (1st of William III, chap. 32), 
is so very indulgent as to declare, that this shall not 
hinder any person from carrying his wool home from 
the place of shearing, though it be within five miles of 
the sea, provided that in ten days after shearing, and 
before he remove the wool, he do under his hand cer-
tify to the next officer of the customs the true number 
of fleeces, and where it is housed; and do not remove 
the same, without certifying to such officer, under his 
hand, his intention so to do, three days before. Bond 
must be given that the wool to be carried coast-ways 
is to be landed at the particular port for which it is 
entered outwards; and if my part of it is landed with-
out the presence of an officer, not only the forfeiture 
of the wool is incurred, as in other goods, but the usual 
additional penalty of three shillings for every pound 
weight is likewise incurred.

Our woolen manufacturers, in order to justify their 
demand of such extraordinary restrictions and regula-
tions, confidently asserted, that English wool was of 
a peculiar quality, superior to that of any other coun-
try; that the wool of other countries could not, with-
out some mixture of it, be wrought up into any toler-
able manufacture; that fine cloth could not be made 
without it; that England, therefore, if the exportation 
of it could be totally prevented, could monopolize to 
herself almost the whole woolen trade of the world; 
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and thus, having no rivals, could sell at what price she 
pleased, and in a short time acquire the most incredible 
degree of wealth by the most advantageous balance of 
trade. This doctrine, like most other doctrines which 
are confidently asserted by any considerable number 
of people, was, and still continues to be, most implic-
itly believed by a much greater number: by almost all 
those who are either unacquainted with the woolen 
trade, or who have not made particular inquiries. It is, 
however, so perfectly false, that English wool is in any 
respect necessary for the making of fine cloth, that it is 
altogether unfit for it. Fine cloth is made altogether of 
Spanish wool. English wool cannot be even so mixed 
with Spanish wool, as to enter into the composition 
without spoiling and degrading, in some degree, the 
fabric of the cloth.

It has been shown in the foregoing part of this work, 
that the effect of these regulations has been to depress 
the price of English wool, not only below what it nat-
urally would be in the present times, but very much 
below what it actually was in the time of Edward III. 
The price of Scotch wool, when, in consequence of the 
Union, it became subject to the same regulations, is 
said to have fallen about one-half. It is observed by the 
very accurate and intelligent author of the Memoirs of 
Wool, the Reverend Mr. John Smith, that the price of 
the best English wool in England, is generally below 
what wool of a very inferior quality commonly sells for 
in the market of Amsterdam. To depress the price of 
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this commodity below what may be called its natural 
and proper price was the avowed purpose of those reg-
ulations; and there seems to be no doubt of their hav-
ing produced the effect that was expected from them.

This reduction of price, it may perhaps be thought, 
by discouraging the growing of wool, must have 
reduced very much the annual produce of that com-
modity, though not below what it formerly was, yet 
below what, in the present state of things, it would 
probably have been, had it, in consequence of an open 
and free market, been allowed to rise to the natural 
and proper price. I am, however, disposed to believe, 
that the quantity of the annual produce cannot have 
been much, though it may, perhaps, have been a lit-
tle affected by these regulations. The growing of wool 
is not the chief purpose for which the sheep farmer 
employs his industry and stock. He expects his profit, 
not so much from the price of the fleece, as from that 
of the carcass; and the average or ordinary price of the 
latter must even, in many cases, make up to him what-
ever deficiency there may be in the average or ordinary 
price of the former. It has been observed, in the forego-
ing part of this work, that

whatever regulations tend to sink the price, 
either of wool or of raw hides, below what 
it naturally would be, must, in an improved 
and cultivated country, have some tendency 
to raise the price of butcher’s meat. The price, 
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both of the great and small cattle which are 
fed on improved and cultivated land, must 
be sufficient to pay the rent which the land-
lord, and the profit which the farmer, has 
reason to expect from improved and culti-
vated land. If it is not, they will soon cease 
to feed them. Whatever part of this price, 
therefore, is not paid by the wool and the 
hide must be paid by the carcass. The less 
there is paid for the one, the more must be 
paid for the other. In what manner this price 
is to be divided upon the different parts of 
the beast, is indifferent to the landlords and 
farmers, provided it is all paid to them. In 
an improved and cultivated country, there-
fore, their interest as landlords and farm-
ers cannot be much affected by such regu-
lations, though their interest as consumers 
may, by the rise in the price of provisions. 

According to this reasoning, therefore, this degra-
dation in the price of wool is not likely, in an improved 
and cultivated country, to occasion any diminution 
in the annual produce of that commodity; except so 
far as, by raising the price of mutton, it may somewhat 
diminish the demand for, and consequently the pro-
duction of, that particular species of butcher’s meat. Its 
effect, however, even in this way, it is probable, is not 
very considerable.
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But though its effect upon the quantity of the 
annual produce may not have been very considerable, 
its effect upon the quality, it may perhaps be thought, 
must necessarily have been very great. The degrada-
tion in the quality of English wool, if not below what 
it was in former times, yet below what it naturally 
would have been in the present state of improvement 
and cultivation, must have been, it may perhaps be 
supposed, very nearly in proportion to the degrada-
tion of price. As the quality depends upon the breed, 
upon the pasture, and upon the management and 
cleanliness of the sheep, during the whole progress of 
the growth of the fleece, the attention to these cir-
cumstances, it may naturally enough be imagined, can 
never be greater than in proportion to the recom-
pense which the price of the fleece is likely to make for 
the labor and expense which that attention requires. 
It happens, however, that the goodness of the fleece 
depends, in a great measure, upon the health, growth, 
and bulk of the animal: the same attention which is 
necessary for the improvement of the carcass is, in 
some respect, sufficient for that of the fleece. Not-
withstanding the degradation of price, English wool 
is said to have been improved considerably during the 
course even of the present century. The improvement, 
might, perhaps, have been greater if the price had 
been better; but the lowness of price, though it may 
have obstructed, yet certainly it has not altogether 
prevented that improvement. . . .
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To hurt, in any degree, the interest of any one order 
of citizens, for no other purpose but to promote that 
of some other, is evidently contrary to that justice and 
equality of treatment which the sovereign owes to all 
the different orders of his subjects. But the prohibi-
tion certainly hurts, in some degree, the interest of the 
growers of wool, for no other purpose but to promote 
that of the manufacturers. . . .

The prohibition, notwithstanding all the penalties 
which guard it, does not prevent the exportation of 
wool. It is exported, it is well known, in great quantities. 
The great difference between the price in the home and 
that in the foreign market, presents such a temptation to 
smuggling, that all the rigor of the law cannot prevent 
it. This illegal exportation is advantageous to nobody 
but the smuggler. A legal exportation, subject to a tax, 
by affording a revenue to the sovereign, and thereby sav-
ing the imposition of some other, perhaps more bur-
densome and inconvenient taxes, might prove advanta-
geous to all the different subjects of the state.

The exportation of fuller’s earth, or fuller’s clay, sup-
posed to be necessary for preparing and cleansing the 
woolen manufactures, has been subjected to nearly 
the same penalties as the exportation of wool. Even 
tobacco pipe clay, though acknowledged to be differ-
ent from fuller’s clay, yet, on account of their resem-
blance, and because fuller’s clay might sometimes be 
exported as tobacco pipe clay, has been laid under the 
same prohibitions and penalties.
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By the 13th and 14th of Charles II, chap. 7, the expor-
tation, not only of raw hides, but of tanned leather, 
except in the shape of boots, shoes, or slippers, was pro-
hibited; and the law gave a monopoly to our boot mak-
ers and shoemakers, not only against our graziers, but 
against our tanners. By subsequent statutes, our tanners 
have got themselves exempted from this monopoly, 
upon paying a small tax of only one shilling on the hun-
dredweight of tanned leather, weighing one hundred 
and twelve pounds. They have obtained likewise the 
drawback of two-thirds of the excise duties imposed 
upon their commodity, even when exported without 
further manufacture. All manufactures of leather may 
be exported duty-free; and the exporter is besides enti-
tled to the drawback of the whole duties of excise. Our 
graziers still continue subject to the old monopoly. 
Graziers, separated from one another, and dispersed 
through all the different corners of the country, cannot, 
without great difficulty, combine together for the pur-
pose either of imposing monopolies upon their fellow 
citizens or of exempting themselves from such as may 
have been imposed upon them by other people. Manu-
facturers of all kinds, collected together in numerous 
bodies in all great cities, easily can. Even the horns of 
cattle are prohibited to be exported; and the two insig-
nificant trades of the horner and comb maker enjoy, in 
this respect, a monopoly against the graziers. . . .

The exportation . . . of the instruments of trade, prop-
erly so called, is commonly restrained, not by high duties, 
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but by absolute prohibitions. Thus, by the 7th and 8th of 
William III, chap. 20, sect. 8, the exportation of frames 
or engines for knitting [wool] gloves or stockings, is 
prohibited, under the penalty, not only of the forfeiture 
of such frames or engines, so exported, or attempted to 
be exported, but of forty pounds, one-half to the king, 
the other to the person who shall inform or sue for the 
same. In the same manner, by the 14th George III, chap. 
71, the exportation to foreign parts, of any utensils made 
use of in the cotton, linen, woolen, and silk manufac-
tures, is prohibited under the penalty, not only of the 
forfeiture of such utensils, but of two hundred pounds, 
to be paid by the person who shall offend in this man-
ner; and likewise of two hundred pounds, to be paid by 
the master of the ship, who shall knowingly suffer such 
utensils to be loaded on board his ship.

When such heavy penalties were imposed upon the 
exportation of the dead instruments of trade, it could 
not well be expected that the living instrument, the arti-
ficer, should be allowed to go free. Accordingly, by the 
5th George I, chap. 27, the person who shall be convicted 
of enticing any artificer, of or in any of the manufactures 
of Great Britain, to go into any foreign parts, in order to 
practice or teach his trade, is liable, for the first offence, to 
be fined in any sum not exceeding one hundred pounds, 
and to three months imprisonment, and until the fine 
shall be paid; and for the second offence, to be fined in 
any sum, at the discretion of the court, and to imprison-
ment for twelve months, and until the fine shall be paid. 
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By the 23rd George II, chap. 13, this penalty is increased, 
for the first offence, to five hundred pounds for every 
artificer so enticed, and to twelve months imprison-
ment, and until the fine shall be paid; and for the sec-
ond offence, to one thousand pounds, and to two years 
imprisonment, and until the fine shall be paid.

By the former of these two statutes, upon proof that 
any person has been enticing any artificer, or that any 
artificer has promised or contracted to go into foreign 
parts, for the purposes aforesaid, such artificer may be 
obliged to give security, at the discretion of the court, 
that he shall not go beyond the seas, and may be com-
mitted to prison until he give such security.

If any artificer has gone beyond the seas, and is exer-
cising or teaching his trade in any foreign country, upon 
warning being given to him by any of his majesty’s min-
isters or consuls abroad, or by one of his majesty’s secre-
taries of state, for the time being, if he does not, within 
six months after such warning, return into this realm, 
and from henceforth abide and inhabit continually 
within the same, he is from thenceforth declared inca-
pable of taking any legacy devised to him within this 
kingdom, or of being executor or administrator to any 
person, or of taking any lands within this kingdom, by 
descent, devise, or purchase. He likewise forfeits to the 
king all his lands, goods, and chattels; is declared an alien 
in every respect; and is put out of the king’s protection.

It is unnecessary, I imagine, to observe how con-
trary such regulations are to the boasted liberty of the 
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subject, of which we affect to be so very jealous; but 
which, in this case, is so plainly sacrificed to the futile 
interests of our merchants and manufacturers.

The laudable motive of all these regulations is 
to extend our own manufactures, not by their own 
improvement, but by the depression of those of all 
our neighbors, and by putting an end, as much as pos-
sible, to the troublesome competition of such odious 
and disagreeable rivals. Our master manufacturers 
think it reasonable that they themselves should have 
the monopoly of the ingenuity of all their country-
men. Though by restraining, in some trades, the num-
ber of apprentices which can be employed at one time, 
and by imposing the necessity of a long apprenticeship 
in all trades, they endeavor, all of them, to confine the 
knowledge of their respective employments to as small 
a number as possible; they are unwilling, however, 
that any part of this small number should go abroad to 
instruct foreigners.

Consumption is the sole end and purpose of all pro-
duction; and the interest of the producer ought to be 
attended to, only so far as it may be necessary for pro-
moting that of the consumer.* The maxim is so per-
fectly self-evident, that it would be absurd to attempt 

* John Maynard Keynes quoted this in arguing against Say’s Law and 
for the proposition that, spending being as useful as investment, saving 
was usually a problem rather than a solution. Smith would likely have 
strongly disagreed with this. For more on Keynes, see Hunter Lewis’s 
Where Keynes Went Wrong.
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to prove it. But in the mercantile system, the interest 
of the consumer is almost constantly sacrificed to that 
of the producer; and it seems to consider production, 
and not consumption, as the ultimate end and object 
of all industry and commerce.

In the restraints upon the importation of all foreign 
commodities which can come into competition with 
those of our own growth or manufacture, the interest 
of the home consumer is evidently sacrificed to that of 
the producer. It is altogether for the benefit of the latter, 
that the former is obliged to pay that enhancement of 
price which this monopoly almost always occasions. . . .

. . . In the system of laws which has been established 
for the management of our American and West Indian 
colonies, the interest of the home consumer has been 
sacrificed to that of the producer, with a more extrava-
gant profusion than in all our other commercial regu-
lations. A great empire has been established for the 
sole purpose of raising up a nation of customers, who 
should be obliged to buy, from the shops of our differ-
ent producers, all the goods with which these could 
supply them. For the sake of that little enhancement of 
price which this monopoly might afford our produc-
ers, the home consumers have been burdened with the 
whole expense of maintaining and defending that 
empire. For this purpose, and for this purpose only, in 
the two last wars, more than two hundred millions 
have been spent, and a new debt of more than a hun-
dred and seventy millions has been contracted, over 
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and above all that had been expended for the same 
purpose in former wars. The interest of this debt alone 
is not only greater than the whole extraordinary profit 
which, it never could be pretended, was made by the 
monopoly of the colony trade, but than the whole 
value of that trade, or than the whole value of the 
goods which, at an average, have been annually 
exported to the colonies.

It cannot be very difficult to determine who have 
been the contrivers of this whole mercantile system; 
not the consumers, we may believe, whose interest 
has been entirely neglected; but the producers, whose 
interest has been so carefully attended to; and among 
this latter class, our merchants and manufacturers have 
been by far the principal architects. In the mercantile 
regulations which have been taken notice of in this 
chapter, the interest of our manufacturers has been 
most peculiarly attended to; and the interest, not so 
much of the consumers, as that of some other sets of 
producers, has been sacrificed to it. 
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Chapter Eight
Of the Agricultural Systems . . . 

of Political Economy Which 
Represent the Produce of 

Land as Either the Sole or the 
Principal Source of the Revenue 

and Wealth of Every Country

Mr. Colbert, the famous minister of 
Lewis XIV was a man of probity, of great 
industry, and knowledge of detail; of great 

experience and acuteness in the examination of public 
accounts; and of abilities, in short, every way fitted for 
introducing method and good order into the collec-
tion and expenditure of the public revenue. That min-
ister had unfortunately embraced all the prejudices of 
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the mercantile system, in its nature and essence a sys-
tem of restraint and regulation. . . . The industry and 
commerce of a great country, he endeavored to regu-
late upon the same model as the departments of a pub-
lic office; and instead of allowing every man to pursue 
his own interest his own way, upon the liberal plan of 
equality, liberty, and justice, he bestowed upon certain 
branches of industry extraordinary privileges, while he 
laid others under as extraordinary restraints. He was 
not only disposed, like other European ministers, to 
encourage more the industry of the towns than that 
of the country; but, in order to support the industry 
of the towns, he was willing even to depress and keep 
down that of the country.

In order to render provisions cheap to the inhabit-
ants of the towns, and thereby to encourage manufac-
tures and foreign commerce, he prohibited altogether 
the exportation of corn, and thus excluded the inhab-
itants of the country from every foreign market, for by 
far the most important part of the produce of their 
industry. This prohibition, joined to the restraints 
imposed by the ancient provincial laws of France upon 
the transportation of corn from one province to 
another, and to the arbitrary and degrading taxes 
which are levied upon the cultivators in almost all the 
provinces, discouraged and kept down the agriculture 
of that country very much below the state to which it 
would naturally have risen in so very fertile a soil, and 
so very happy a climate. This state of discouragement 
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and depression was felt more or less in every different 
part of the country, and many different inquiries were 
set on foot concerning the causes of it. One of those 
causes appeared to be the preference given, by the 
institutions of Mr. Colbert, to the industry of the 
towns above that of the country.

If the rod be bent too much one way says the prov-
erb, in order to make it straight, you must bend it as 
much the other. The French philosophers, who have 
proposed the system which represents agriculture 
as the sole source of the revenue and wealth of every 
country, seem to have adopted this proverbial maxim; 
and, as in the plan of Mr. Colbert, the industry of the 
towns was certainly overvalued in comparison with 
that of the country, so in their system it seems to be as 
certainly undervalued.

The different orders of people, who have ever been 
supposed to contribute in any respect towards the annual 
produce of the land and labor of the country, they divide 
into three classes. The first is the class of the proprietors of 
land. The second is the class of the cultivators, of farmers 
and country laborers, whom they honor with the pecu-
liar appellation of the productive class. The third is the 
class of artificers, manufacturers, and merchants, whom 
they endeavor to degrade by the humiliating appellation 
of the barren or unproductive class. . . .

The . . . expenses of the landlord . . . together with 
the . . . expenses of the farmer, are the only three sorts 
of expenses which in this system are considered as 
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productive. All other expenses, and all other orders of 
people, even those who, in the common apprehen-
sions of men, are regarded as the most productive, are, 
in this account of things, represented as altogether 
barren and unproductive. . . .

Artificers, manufacturers, and merchants, can aug-
ment the revenue and wealth of their society by parsi-
mony only; or, as it is expressed in this system, by pri-
vation, that is, by depriving themselves of a part of the 
funds destined for their own subsistence. They annually 
reproduce nothing but those funds. Unless, therefore, 
they annually save some part of them, unless they annu-
ally deprive themselves of the enjoyment of some part of 
them, the revenue and wealth of their society can never 
be, in the smallest degree, augmented by means of their 
industry. Farmers and country laborers, on the contrary, 
may enjoy completely the whole funds destined for their 
own subsistence, and yet augment, at the same time, the 
revenue and wealth of their society. . . .

Nations . . . which, like France or England, consist 
in a great measure, of proprietors and cultivators, can 
be enriched by industry and enjoyment. Nations, on 
the contrary, which, like Holland and Hamburg, are 
composed chiefly of merchants, artificers, and manu-
facturers, can grow rich only through parsimony and 
privation. As the interest of nations so differently 
circumstanced is very different, so is likewise the 
common character of the people. In those of the for-
mer kind, liberality, frankness, and good fellowship, 
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naturally make a part of their common character; in 
the latter, narrowness, meanness, and a selfish dispo-
sition, averse to all social pleasure and enjoyment.

The unproductive class, that of merchants, artificers, 
and manufacturers, is maintained and employed alto-
gether at the expense of the two other classes, of that 
of proprietors, and of that of cultivators. They furnish 
it both with the materials of its work, and with the 
fund of its subsistence, with the corn and cattle which 
it consumes while it is employed about that work. The 
proprietors and cultivators finally pay both the wages 
of all the workmen of the unproductive class, and the 
profits of all their employers. Those workmen and 
their employers are properly the servants of the propri-
etors and cultivators. They are only servants who work 
without doors, as menial servants work within. Both 
the one and the other, however, are equally maintained 
at the expense of the same masters. The labor of both 
is equally unproductive. It adds nothing to the value of 
the sum total of the rude produce of the land. Instead 
of increasing the value of that sum total, it is a charge 
and expense which must be paid out of it.

The unproductive class, however, is not only useful, 
but greatly useful, to the other two classes. By means of 
the industry of merchants, artificers, and manufactur-
ers, the proprietors and cultivators can purchase both 
the foreign goods and the manufactured produce of 
their own country, which they have occasion for, with 
the produce of a much smaller quantity of their own 
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labor, than what they would be obliged to employ, if 
they were to attempt, in an awkward and unskillful 
manner, either to import the one, or to make the other, 
for their own use. By means of the unproductive class, 
the cultivators are delivered from many cares, which 
would otherwise distract their attention from the cul-
tivation of land. The superiority of produce, which 
in consequence of this undivided attention, they are 
enabled to raise, is fully sufficient to pay the whole 
expense which the maintenance and employment of 
the unproductive class costs either the proprietors or 
themselves. The industry of merchants, artificers, and 
manufacturers, though in its own nature altogether 
unproductive, yet contributes in this manner indi-
rectly to increase the produce of the land. It increases 
the productive powers of productive labor, by leaving 
it at liberty to confine itself to its proper employment, 
the cultivation of land; and the plough goes frequently 
the easier and the better, by means of the labor of the 
man whose business is most remote from the plough.

It can never be the interest of the proprietors and 
cultivators, to restrain or to discourage, in any respect, 
the industry of merchants, artificers, and manufactur-
ers. The greater the liberty which this unproductive 
class enjoys, the greater will be the competition in all 
the different trades which compose it, and the cheaper 
will the other two classes be supplied, both with for-
eign goods and with the manufactured produce of 
their own country.
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It can never be the interest of the unproductive class 
to oppress the other two classes. It is the surplus pro-
duce of the land, or what remains after deducting the 
maintenance, first of the cultivators, and afterwards of 
the proprietors, that maintains and employs the unpro-
ductive class. The greater this surplus, the greater must 
likewise be the maintenance and employment of that 
class. The establishment of perfect justice, of perfect 
liberty, and of perfect equality, is the very simple secret 
which most effectually secures the highest degree of 
prosperity to all the three classes.

The merchants, artificers, and manufacturers of 
those mercantile states, which, like Holland and Ham-
burg, consist chiefly of this unproductive class, are 
in the same manner maintained and employed alto-
gether at the expense of the proprietors and cultivators 
of land. The only difference is, that those proprietors 
and cultivators are, the greater part of them, placed at a 
most inconvenient distance from the merchants, arti-
ficers, and manufacturers, whom they supply with the 
materials of their work and the fund of their subsis-
tence; they are the inhabitants of other countries, and 
the subjects of other governments.

Such mercantile states, however, are not only use-
ful, but greatly useful, to the inhabitants of those 
other countries. They fill up, in some measure, a very 
important void; and supply the place of the mer-
chants, artificers, and manufacturers, whom the 
inhabitants of those countries ought to find at home, 
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but whom, from some defect in their policy, they do 
not find at home.

It can never be the interest of those landed nations, if 
I may call them so, to discourage or distress the indus-
try of such mercantile states, by imposing high duties 
upon their trade, or upon the commodities which they 
furnish. Such duties, by rendering those commodities 
dearer, could serve only to sink the real value of the 
surplus produce of their own land, with which, or, 
what comes to the same thing, with the price of which 
those commodities are purchased.

Such duties could only serve to discourage the 
increase of that surplus produce, and consequently 
the improvement and cultivation of their own land. 
The most effectual expedient, on the contrary, for 
raising the value of that surplus produce, for encour-
aging its increase, and consequently the improvement 
and cultivation of their own land, would be to allow 
the most perfect freedom to the trade of all such mer-
cantile nations.

This perfect freedom of trade would even be the 
most effectual expedient for supplying them, in due 
time, with all the artificers, manufacturers, and mer-
chants, whom they wanted at home; and for filling up, 
in the properest and most advantageous manner, that 
very important void which they felt there. . . .

According to this liberal and generous system, there-
fore, the most advantageous method in which a landed 
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nation can raise up artificers, manufacturers, and mer-
chants of its own, is to grant the most perfect free-
dom of trade to the artificers, manufacturers, and mer-
chants of all other nations. It thereby raises the value 
of the surplus produce of its own land, of which the 
continual increase gradually establishes a fund, which, 
in due time, necessarily raises up all the artificers, man-
ufacturers, and merchants, whom it has occasion for.

When a landed nation on the contrary, oppresses, 
either by high duties or by prohibitions, the trade of 
foreign nations, it necessarily hurts its own interest in 
two different ways. First, by raising the price of all for-
eign goods, and of all sorts of manufactures, it necessar-
ily sinks the real value of the surplus produce of its own 
land, with which, or, what comes to the same thing, with 
the price of which, it purchases those foreign goods and 
manufactures. Secondly, by giving a sort of monopoly 
of the home market to its own merchants, artificers, and 
manufacturers, it raises the rate of mercantile and man-
ufacturing profit, in proportion to that of agricultural 
profit; and, consequently, either draws from agriculture 
a part of the capital which had before been employed in 
it, or hinders from going to it a part of what would oth-
erwise have gone to it. This policy, therefore, discour-
ages agriculture in two different ways; first, by sinking 
the real value of its produce, and thereby lowering the 
rate of its profits; and, secondly, by raising the rate of 
profit in all other employments. Agriculture is rendered 
less advantageous, and trade and manufactures more 
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advantageous, than they otherwise would be; and every 
man is tempted by his own interest to turn, as much as 
he can, both his capital and his industry from the for-
mer to the latter employments.

Though, by this oppressive policy, a landed nation 
should be able to raise up artificers, manufacturers, 
and merchants of its own, somewhat sooner than it 
could do by the freedom of trade; a matter, however, 
which is not a little doubtful; yet it would raise them 
up, if one may say so, prematurely, and before it was 
perfectly ripe for them. By raising up too hastily one 
species of industry, it would depress another more 
valuable species of industry. . . .

In what manner, according to this system, the sum 
total of the annual produce of the land is distributed 
among the three classes above mentioned, and in what 
manner the labor of the unproductive class does no 
more than replace the value of its own consumption, 
without increasing in any respect the value of that sum 
total, is represented by Mr. Quesnay,* the very ingenious 
and profound author of this system, in some arithmet-
ical formularies. The first of these formularies, which, 
by way of eminence, he peculiarly distinguishes by the 
name of the Economical Table, represents the manner 
in which he supposes this distribution takes place, in a 
state of the most perfect liberty, and, therefore, of the 

* François Quesnay, the leader of the French physiocrats. Smith had 
lived in France and originally proposed to dedicate Wealth of Nations 
to Quensay.
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highest prosperity; in a state where the annual pro-
duce is such as to afford the greatest possible neat pro-
duce, and where each class enjoys its proper share of the 
whole annual produce. Some subsequent formularies 
represent the manner in which he supposes this distri-
bution is made in different states of restraint and regu-
lation; in which, either the class of proprietors, or the 
barren and unproductive class, is more favored than the 
class of cultivators; and in which either the one or the 
other encroaches, more or less, upon the share which 
ought properly to belong to this productive class. . . . 
Those subsequent formularies represent the different 
degrees of declension which, according to this system, 
correspond to the different degrees in which this natu-
ral distribution of things is violated.

Some speculative physicians seem to have imag-
ined that the health of the human body could be pre-
served only by a certain precise regimen of diet and 
exercise, of which every, the smallest violation, neces-
sarily occasioned some degree of disease or disorder 
proportionate to the degree of the violation. Experi-
ence, however, would seem to show, that the human 
body frequently preserves, to all appearance at least, 
the most perfect state of health under a vast variety of 
different regimens; even under some which are gener-
ally believed to be very far from being perfectly whole-
some. But the healthful state of the human body, it 
would seem, contains in itself some unknown princi-
ple of preservation, capable either of preventing or of 
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correcting, in many respects, the bad effects even of a 
very faulty regimen. Mr. Quesnay, who was himself a 
physician, and a very speculative physician, seems to 
have entertained a notion of the same kind concern-
ing the political body, and to have imagined that it 
would thrive and prosper only under a certain pre-
cise regimen, the exact regimen of perfect liberty and 
perfect justice. He seems not to have considered, that 
in the political body, the natural effort which every 
man is continually making to better his own condi-
tion, is a principle of preservation capable of prevent-
ing and correcting, in many respects, the bad effects 
of a political economy, in some degree both partial 
and oppressive. Such a political economy, though it 
no doubt retards more or less, is not always capable of 
stopping altogether, the natural progress of a nation 
towards wealth and prosperity, and still less of mak-
ing it go backwards. If a nation could not prosper 
without the enjoyment of perfect liberty and perfect 
justice, there is not in the world a nation which could 
ever have prospered. In the political body, however, 
the wisdom of nature has fortunately made ample 
provision for remedying many of the bad effects of 
the folly and injustice of man; in the same manner as 
it has done in the natural body, for remedying those 
of his sloth and intemperance.

The capital error of this system, however, seems to lie 
in its representing the class of artificers, manufacturers, 
and merchants, as altogether barren and unproductive. 
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The following observations may serve to show the 
impropriety of this representation.

First, this class, it is acknowledged, reproduces annu-
ally the value of its own annual consumption, and con-
tinues, at least, the existence of the stock or capital which 
maintains and employs it. But, upon this account alone, 
the denomination of barren or unproductive should 
seem to be very improperly applied to it. . . .

. . . It seems, on this account, altogether improper to 
consider artificers, manufacturers, and merchants, in 
the same light as menial servants. The labor of menial 
servants does not continue the existence of the fund 
which maintains and employs them. Their mainte-
nance and employment is altogether at the expense of 
their masters, and the work which they perform is not 
of a nature to repay that expense. That work consists in 
services which perish generally in the very instant of 
their performance, and does not fix or realize itself in 
any vendible commodity, which can replace the value 
of their wages and maintenance.* The labor, on the 
contrary, of artificers, manufacturers, and merchants, 
naturally does fix and realize itself in some such vend-
ible commodity. It is upon this account that, in the 
chapter in which I treat of productive and unproduc-
tive labor, I have classed artificers, manufacturers, and 
merchants among the productive laborers, and menial 
servants among the barren or unproductive.

* More on potential productivity of services.
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. . . It [also] seems, upon every supposition, improper 
to say, that the labor of artificers, manufacturers, and 
merchants, does not increase the real revenue of the 
society. Though we should suppose, for example, as 
it seems to be supposed in this system, that the value 
of the daily, monthly, and yearly consumption of this 
class was exactly equal to that of its daily, monthly, and 
yearly production; yet it would not from thence fol-
low, that its labor added nothing to the real revenue, 
to the real value of the annual produce of the land and 
labor of the society. An artificer, for example, who, in 
the first six months after harvest, executes ten pounds 
worth of work, though he should, in the same time, 
consume ten pounds worth of corn and other neces-
saries, yet really adds the value of ten pounds to the 
annual produce of the land and labor of the society. 
While he has been consuming a half-yearly revenue 
of ten pounds worth of corn and other necessaries, he 
has produced an equal value of work, capable of pur-
chasing, either to himself, or to some other person, an 
equal half-yearly revenue. The value, therefore, of what 
has been consumed and produced during these six 
months, is equal, not to ten, but to twenty pounds. . . .

. . . Farmers and country laborers can no more aug-
ment, without parsimony, the real revenue, the annual 
produce of the land and labor of their society, than 
artificers, manufacturers, and merchants. The annual 
produce of the land and labor of any society can be 
augmented only in two ways; either, first, by some 
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improvement in the productive powers of the useful 
labor actually maintained within it; or, secondly, by 
some increase in the quantity of that labor.

The improvement in the productive powers of use-
ful labor depends, first, upon the improvement in the 
ability of the workman; and, secondly, upon that of 
the machinery with which he works. But the labor 
of artificers and manufacturers, as it is capable of 
being more subdivided, and the labor of each work-
man reduced to a greater simplicity of operation, than 
that of farmers and country laborers; so it is likewise 
capable of both these sorts of improvement in a much 
higher degree. In this respect, therefore, the class of 
cultivators can have no sort of advantage over that of 
artificers and manufacturers.

The increase in the quantity of useful labor actually 
employed within any society must depend altogether 
upon the increase of the capital which employs it; and 
the increase of that capital, again, must be exactly equal 
to the amount of the savings from the revenue, either 
of the particular persons who manage and direct the 
employment of that capital, or of some other persons, 
who lend it to them. If merchants, artificers, and man-
ufacturers are, as this system seems to suppose, natu-
rally more inclined to parsimony and saving than pro-
prietors and cultivators, they are, so far, more likely to 
augment the quantity of useful labor employed within 
their society, and consequently to increase its real rev-
enue, the annual produce of its land and labor.
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. . . Lastly, though the revenue of the inhabitants of 
every country was supposed to consist altogether, as 
this system seems to suppose, in the quantity of subsis-
tence which their industry could procure to them; yet, 
even upon this supposition, the revenue of a trading and 
manufacturing country must, other things being equal, 
always be much greater than that of one without trade 
or manufactures. By means of trade and manufactures, a 
greater quantity of subsistence can be annually imported 
into a particular country, than what its own lands, in the 
actual state of their cultivation, could afford. . . .

This system, [of Quesnay,] with all its imperfections, 
is perhaps the nearest approximation to the truth that 
has yet been published upon the subject of political 
economy; and is upon that account, well worth the con-
sideration of every man who wishes to examine with 
attention the principles of that very important science. 
Though in representing the labor which is employed 
upon land as the only productive labor, the notions 
which it inculcates are, perhaps, too narrow and con-
fined; yet in representing the wealth of nations as con-
sisting, not in the unconsumable riches of money, but 
in the consumable goods annually reproduced by the 
labor of the society, and in representing perfect lib-
erty as the only effectual expedient for rendering this 
annual reproduction the greatest possible, its doctrine 
seems to be in every respect as just as it is generous and 
liberal. Its followers are very numerous; and as men 
are fond of paradoxes, and of appearing to understand 
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what surpasses the comprehensions of ordinary people, 
the paradox which it maintains, concerning the unpro-
ductive nature of manufacturing labor, has not, per-
haps, contributed a little to increase the number of its 
admirers.* They have for some years past made a pretty 
considerable sect, distinguished in the French republic 
of letters by the name of the Economists. Their works 
have certainly been of some service to their country; 
not only by bringing into general discussion, many sub-
jects which had never been well examined before, but 
by influencing, in some measure, the public adminis-
tration in favor of agriculture. . . . The ancient provin-
cial restraints upon the transportation of corn from one 
province of the kingdom to another have been entirely 
taken away; and the liberty of exporting it to all foreign 
countries, has been established as the common law of 
the kingdom in all ordinary cases.

This sect, in their works, which are very numerous, 
and which treat not only of what is properly called 
Political Economy, or of the nature and causes of the 
wealth of nations, but of every other branch of the 
system of civil government, all follow implicitly, and 
without any sensible variation, the doctrine of Mr. 
Quesnay. There is, upon this account, little variety in 
the greater part of their works. . . . The admiration of 
this whole sect for their master, who was himself a 

* In the 20th century, the art of economic paradox was carried to an 
extreme by John Maynard Keynes. See Lewis, Where Keynes Went Wrong.
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man of the greatest modesty and simplicity, is not infe-
rior to that of any of the ancient philosophers for the 
founders of their respective systems.

“There have been since the world began,” says a very 
diligent and respectable author, the Marquis de Mira-
beau, “three great inventions which have principally 
given stability to political societies, independent of many 
other inventions which have enriched and adorned 
them. The first is the invention of writing, which alone 
gives human nature the power of transmitting, without 
alteration, its laws, its contracts, its annals, and its dis-
coveries. The second is the invention of money, which 
binds together all the relations between civilized societ-
ies. The third is the economical table, the result of the 
other two, which completes them both by perfecting 
their object; the great discovery of our age, but of which 
our posterity will reap the benefit.”

The greatest and most important branch of the com-
merce of every nation, it has already been observed, is 
that which is carried on between the inhabitants of the 
town and those of the country. The inhabitants of the 
town draw from the country the rude produce, which 
constitutes both the materials of their work and the 
fund of their subsistence; and they pay for this rude 
produce by sending back to the country a certain por-
tion of it manufactured and prepared for immediate 
use. The trade which is carried on between these two 
different sets of people consists ultimately in a cer-
tain quantity of rude produce exchanged for a certain 
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quantity of manufactured produce. The dearer the lat-
ter, therefore, the cheaper the former; and whatever 
tends in any country to raise the price of manufactured 
produce, tends to lower that of the rude produce of 
the land, and thereby to discourage agriculture. The 
smaller the quantity of manufactured produce, which 
any given quantity of rude produce, or, what comes to 
the same thing, which the price of any given quantity 
of rude produce is capable of purchasing, the smaller 
the exchangeable value of that given quantity of rude 
produce; the smaller the encouragement which either 
the landlord has to increase its quantity by improv-
ing, or the farmer by cultivating the land. Whatever, 
besides, tends to diminish in any country the number 
of artificers and manufacturers, tends to diminish the 
home market, the most important of all markets, for 
the rude produce of the land, and thereby still further 
to discourage agriculture.

Those systems, therefore, which preferring agricul-
ture to all other employments, in order to promote 
it, impose restraints upon manufactures and foreign 
trade, act contrary to the very end which they propose, 
and indirectly discourage that very species of indus-
try which they mean to promote. They are so far, per-
haps, more inconsistent than even the mercantile sys-
tem. That system, by encouraging manufactures and 
foreign trade more than agriculture, turns a certain 
portion of the capital of the society, from supporting 
a more advantageous, to support a less advantageous 
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species of industry. But still it really, and in the end, 
encourages that species of industry which it means to 
promote. Those agricultural systems, on the contrary, 
really, and in the end, discourage their own favorite 
species of industry.

It is thus that every system which endeavors, either, 
by extraordinary encouragements to draw towards 
a particular species of industry a greater share of the 
capital of the society than what would naturally go to 
it, or, by extraordinary restraints, to force from a par-
ticular species of industry some share of the capital 
which would otherwise be employed in it, is, in real-
ity, subversive of the great purpose which it means to 
promote. It retards, instead of accelerating the prog-
ress of the society towards real wealth and greatness; 
and diminishes, instead of increasing, the real value of 
the annual produce of its land and labor.

All systems, either of preference or of restraint, there-
fore, being thus completely taken away, the obvious and 
simple system of natural liberty establishes itself of its 
own accord. Every man, as long as he does not violate 
the laws of justice, is left perfectly free to pursue his own 
interest his own way, and to bring both his industry and 
capital into competition with those of any other man, 
or order of men. The sovereign is completely discharged 
from a duty, in the attempting to perform which he 
must always be exposed to innumerable delusions, and 
for the proper performance of which, no human wis-
dom or knowledge could ever be sufficient; the duty 
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of superintending the industry of private people, and 
of directing it towards the employments most suitable 
to the interests of the society. According to the system 
of natural liberty, the sovereign has only three duties 
to attend to; three duties of great importance, indeed, 
but plain and intelligible to common understandings: 
first, the duty of protecting the society from the vio-
lence and invasion of other independent societies; sec-
ondly, the duty of protecting, as far as possible, every 
member of the society from the injustice or oppression 
of every other member of it, or the duty of establish-
ing an exact administration of justice; and, thirdly, the 
duty of erecting and maintaining certain public works, 
and certain public institutions, which it can never be 
for the interest of any individual, or small number of 
individuals to erect and maintain; because the profit 
could never repay the expense to any individual, or 
small number of individuals, though it may frequently 
do much more than repay it to a great society.

The proper performance of those several duties of 
the sovereign necessarily supposes a certain expense; 
and this expense again necessarily requires a certain 
revenue to support it. In the following book, there-
fore, I shall endeavor to explain, first, what are the nec-
essary expenses of the sovereign or commonwealth; 
and which of those expenses ought to be defrayed by 
the general contribution of the whole society; and 
which of them, by that of some particular part only, or 
of some particular members of the society; secondly, 
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what are the different methods in which the whole 
society may be made to contribute towards defray-
ing the expenses incumbent on the whole society; and 
what are the principal advantages and inconvenien-
cies of each of those methods; and thirdly, what are 
the reasons and causes which have induced almost all 
modern governments to mortgage some part of this 
revenue, or to contract debts; and what have been the 
effects of those debts upon the real wealth, the annual 
produce of the land and labor of the society. The fol-
lowing book, therefore, will naturally be divided into 
three chapters.
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Chapter One
Of the Expenses 

of the Sovereign or 
Commonwealth

Part One
Of the Expense of Defense

The first duty of the sovereign, that of pro-
tecting the society from the violence and 
invasion of other independent societies, can 

be performed only by means of a military force. . . .
. . . A well-regulated standing army is superior to 

every militia. Such an army, as it can best be main-
tained by an opulent and civilized nation, so it can 
alone defend such a nation against the invasion of a 
poor and barbarous neighbor. It is only by means of a 
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standing army, therefore, that the civilization of any 
country can be perpetuated, or even preserved, for 
any considerable time. . . .

Men of republican principles have been jealous of 
a standing army, as dangerous to liberty. It certainly is 
so, wherever the interest of the general, and that of the 
principal officers, are not necessarily connected with 
the support of the constitution of the state. The stand-
ing army of Caesar destroyed the Roman republic. The 
standing army of Cromwell turned the long parliament 
out of doors. But . . . it may, in some cases, be favorable 
to liberty. The security which it gives to the sovereign 
renders unnecessary that troublesome jealousy, which, 
in some modern republics, seems to watch over the 
minutest actions, and to be at all times ready to disturb 
the peace of every citizen. Where the security of the 
magistrate, though supported by the principal people 
of the country, is endangered by every popular discon-
tent; where a small tumult is capable of bringing about 
in a few hours a great revolution, the whole authority 
of government must be employed to suppress and pun-
ish every murmur and complaint against it. To a sov-
ereign, on the contrary, who feels himself supported, 
not only by the natural aristocracy of the country, but 
by a well-regulated standing army, the rudest, the most 
groundless, and the most licentious remonstrances, 
can give little disturbance. He can safely pardon or 
neglect them, and his consciousness of his own superi-
ority naturally disposes him to do so. . . .
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The great change introduced into the art of war by 
the invention of firearms, has enhanced still further 
both the expense of exercising and disciplining any 
particular number of soldiers in time of peace, and 
that of employing them in time of war. Both their arms 
and their ammunition are become more expensive. . . .

In modern war, the great expense of firearms gives 
an evident advantage to the nation which can best 
afford that expense; and, consequently, to an opulent 
and civilized, over a poor and barbarous nation. In 
ancient times, the opulent and civilized found it diffi-
cult to defend themselves against the poor and barba-
rous nations. In modern times, the poor and barbarous 
find it difficult to defend themselves against the opu-
lent and civilized. The invention of firearms, an inven-
tion which at first sight appears to be so pernicious, is 
certainly favorable, both to the permanency and to the 
extension of civilization.

Part Two
Of the Expense of Justice 

The second duty of the sovereign, that of protect-
ing, as far as possible, every member of the society 

from the injustice or oppression of every other mem-
ber of it, or the duty of establishing an exact adminis-
tration of justice, requires two very different degrees of 
expense in the different periods of society.
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Justice, however, never was in reality administered 
gratis in any country. Lawyers and attorneys, at least, 
must always be paid by the parties; and if they were 
not, they would perform their duty still worse than 
they actually perform it. The fees annually paid to 
lawyers and attorneys, amount, in every court, to 
a much greater sum than the salaries of the judges. 
The circumstance of those salaries being paid by the 
crown, can nowhere much diminish the necessary 
expense of a lawsuit. . . .

A stamp-duty upon the law proceedings of each 
particular court, to be levied by that court, and applied 
towards the maintenance of the judges, and other offi-
cers belonging to it, might in the same manner, afford 
a revenue sufficient for defraying the expense of the 
administration of justice, without bringing any bur-
den upon the general revenue of the society. The 
judges, indeed, might in this case, be under the temp-
tation of multiplying unnecessarily the proceedings 
upon every cause, in order to increase, as much as pos-
sible, the produce of such a stamp-duty. It has been 
the custom in modern Europe to regulate, upon most 
occasions, the payment of the attorneys and clerks of 
court according to the number of pages which they 
had occasion to write; the court, however, requiring 
that each page should contain so many lines, and each 
line so many words. In order to increase their pay-
ment, the attorneys and clerks have contrived to mul-
tiply words beyond all necessity, to the corruption of 
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the law language of, I believe, every court of justice in 
Europe. A like temptation might, perhaps, occasion a 
like corruption in the form of law proceedings.

Part Three 
Of the Expense of Public 

Works and Public Institutions

The third and last duty of the sovereign or com-
monwealth, is that of erecting and maintain-

ing those public institutions and those public works, 
which though they may be in the highest degree 
advantageous to a great society, are, however, of such 
a nature, that the profit could never repay the expense 
to any individual, or small number of individuals; and 
which it, therefore, cannot be expected that any indi-
vidual, or small number of individuals, should erect or 
maintain. The performance of this duty requires, too, 
very different degrees of expense in the different peri-
ods of society.

After the public institutions and public works nec-
essary for the defense of the society, and for the admin-
istration of justice, both of which have already been 
mentioned, the other works and institutions of this 
kind are chiefly for facilitating the commerce of the 
society, and those for promoting the instruction of 
the people. The institutions for instruction are of two 
kinds: those for the education of the youth, and those 
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for the instruction of people of all ages. The consid-
eration of the manner in which the expense of those 
different sorts of public works and institutions may be 
most properly defrayed will divide this third part of 
the present chapter into three different articles.

Article One
Of the Public Works and Institutions for 
Facilitating the Commerce of the Society

And, First, of Those Which Are Necessary for 
Facilitating Commerce in General

That the erection and maintenance of the public 
works which facilitate the commerce of any country, 
such as good roads, bridges, navigable canals, harbors, 
etc. must require very different degrees of expense in 
the different periods of society, is evident without any 
proof. The expense of making and maintaining the 
public roads of any country must evidently increase 
with the annual produce of the land and labor of that 
country, or with the quantity and weight of the goods 
which it becomes necessary to fetch and carry upon 
those roads. . . .

It does not seem necessary that the expense of those 
public works should be defrayed from that public reve-
nue, as it is commonly called, of which the collection and 
application are in most countries, assigned to the execu-
tive power. The greater part of such public works may 
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easily be so managed, as to afford a particular revenue, 
sufficient for defraying their own expense without bring-
ing any burden upon the general revenue of the society.

A highway, a bridge, a navigable canal, for example, 
may, in most cases, be both made and maintained by a 
small toll upon the carriages which make use of them; 
a harbor, by a moderate port-duty upon the tonnage of 
the shipping which load or unload in it. The coinage, 
another institution for facilitating commerce, in many 
countries, not only defrays its own expense, but affords a 
small revenue or a seignorage to the sovereign. The post 
office, another institution for the same purpose, over and 
above defraying its own expense, affords, in almost all 
countries, a very considerable revenue to the sovereign.

When the carriages which pass over a highway or a 
bridge, and the lighters which sail upon a navigable 
canal, pay toll in proportion to their weight or their 
tonnage, they pay for the maintenance of those public 
works exactly in proportion to the wear and tear which 
they occasion of them. It seems scarce possible to invent 
a more equitable way of maintaining such works. This 
tax or toll, too, though it is advanced by the carrier, is 
finally paid by the consumer, to whom it must always 
be charged in the price of the goods. As the expense of 
carriage, however, is very much reduced by means of 
such public works, the goods, notwithstanding the toll, 
come cheaper to the consumer than they could other-
wise have done, their price not being so much raised by 
the toll, as it is lowered by the cheapness of the carriage. 
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The person who finally pays this tax, therefore, gains by 
the application more than he loses by the payment of it. 
His payment is exactly in proportion to his gain. It is, in 
reality, no more than a part of that gain which he is 
obliged to give up, in order to get the rest. It seems 
impossible to imagine a more equitable method of rais-
ing a tax. . . .

When high roads, bridges, canals, etc. are in this 
manner made and supported by the commerce which 
is carried on by means of them, they can be made 
only where that commerce requires them, and, con-
sequently, where it is proper to make them. Their 
expense, too, their grandeur and magnificence, must 
be suited to what that commerce can afford to pay. 
They must be made, consequently, as it is proper to 
make them. A magnificent high road cannot be made 
through a desert country, where there is little or no 
commerce, or merely because it happens to lead to the 
country villa of the intendant of the province, or to 
that of some great lord, to whom the intendant finds 
it convenient to make his court. A great bridge cannot 
be thrown over a river at a place where nobody passes, 
or merely to embellish the view from the windows of 
a neighboring palace; things which sometimes happen 
in countries, where works of this kind are carried on by 
any other revenue than that which they themselves are 
capable of affording.

In several different parts of Europe, the toll or lock-
duty upon a canal is the property of private persons, 
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whose private interest obliges them to keep up the 
canal. If it is not kept in tolerable order, the naviga-
tion necessarily ceases altogether, and, along with it, 
the whole profit which they can make by the tolls. If 
those tolls were put under the management of com-
missioners, who had themselves no interest in them, 
they might be less attentive to the maintenance of the 
works which produced them. . . .

The tolls for the maintenance of a high road cannot, 
with any safety, be made the property of private per-
sons. A high road, though entirely neglected, does not 
become altogether impassable, though a canal does. 
The proprietors of the tolls upon a high road, there-
fore, might neglect altogether the repair of the road, 
and yet continue to levy very nearly the same tolls. It is 
proper, therefore, that the tolls for the maintenance of 
such a work should be put under the management of 
commissioners or trustees.

Even those public works, which are of such a 
nature that they cannot afford any revenue for main-
taining themselves, but of which the conveniency is 
nearly confined to some particular place or district, 
are always better maintained by a local or provincial 
revenue, under the management of a local and pro-
vincial administration, than by the general revenue of 
the state, of which the executive power must always 
have the management. Were the streets of London to 
be lighted and paved at the expense of the treasury, 
is there any probability that they would be so well 
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lighted and paved as they are at present, or even at so 
small an expense? . . .

The abuses which sometimes creep into the local and 
provincial administration of a local and provincial rev-
enue, how enormous soever they may appear, are in real-
ity, however, almost always very trifling in comparison 
of those which commonly take place in the administra-
tion and expenditure of the revenue of a great empire. 
They are, besides, much more easily corrected. . . .

Of the Public Works and Institutions Which Are 
Necessary for Facilitating Particular Branches  
of Commerce

The object of the public works and institutions above 
mentioned is to facilitate commerce in general. But in 
order to facilitate some particular branches of it, par-
ticular institutions are necessary, which again require 
a particular and extraordinary expense.

Some particular branches of commerce which are 
carried on with barbarous and uncivilized nations 
require extraordinary protection. An ordinary store or 
counting house could give little security to the goods 
of the merchants who trade to the western coast of 
Africa. To defend them from the barbarous natives, 
it is necessary that the place where they are deposited 
should be in some measure fortified. . . . The interests of 
commerce have frequently made it necessary to main-
tain ministers in foreign countries, where the purposes 
either of war or alliance would not have required any. 
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The commerce of the Turkey Company first occa-
sioned the establishment of an ordinary ambassador at 
Constantinople. The first English embassies to Russia 
arose altogether from commercial interests. . . .

It seems not unreasonable, that the extraordi-
nary expense which the protection of any particu-
lar branch of commerce may occasion, should be 
defrayed by a moderate tax upon that particular 
branch; by a moderate fine, for example, to be paid 
by the traders when they first enter into it; or, what 
is more equal, by a particular duty of so much per-
cent upon the goods which they either import into, 
or export out of, the particular countries with which 
it is carried on. The protection of trade, in general, 
from pirates and freebooters, is said to have given 
occasion to the first institution of the duties of cus-
toms. But, if it was thought reasonable to lay a gen-
eral tax upon trade, in order to defray the expense of 
protecting trade in general, it should seem equally 
reasonable to lay a particular tax upon a particular 
branch of trade, in order to defray the extraordinary 
expense of protecting that branch.

The protection of trade, in general, has always been 
considered as essential to the defense of the common-
wealth, and, upon that account, a necessary part of the 
duty of the executive power. The collection and appli-
cation of the general duties of customs, therefore, have 
always been left to that power. But the protection of 
any particular branch of trade is a part of the general 
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protection of trade; a part, therefore, of the duty of 
that power. . . .

When a company of merchants undertake, at their 
own risk and expense, to establish a new trade with 
some remote and barbarous nation, it may not be 
unreasonable to incorporate them into a joint-stock 
company, and to grant them, in case of their success, 
a monopoly of the trade for a certain number of years. 
It is the easiest and most natural way in which the 
state can recompense them for hazarding a danger-
ous and expensive experiment, of which the public is 
afterwards to reap the benefit. A temporary monopoly 
of this kind may be vindicated, upon the same prin-
ciples upon which a like monopoly of a new machine 
is granted to its inventor, and that of a new book to 
its author. But upon the expiration of the term, the 
monopoly ought certainly to determine; the forts and 
garrisons, if it was found necessary to establish any, to 
be taken into the hands of government, their value to 
be paid to the company, and the trade to be laid open 
to all the subjects of the state.

By a perpetual monopoly, all the other subjects of 
the state are taxed very absurdly in two different ways: 
first, by the high price of goods, which, in the case of 
a free trade, they could buy much cheaper; and, sec-
ondly, by their total exclusion from a branch of busi-
ness which it might be both convenient and profit-
able for many of them to carry on. It is for the most 
worthless of all purposes, too, that they are taxed in 
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this manner. It is merely to enable the company to 
support the negligence, profusion, and malversation 
of their own servants, whose disorderly conduct sel-
dom allows the dividend of the company to exceed 
the ordinary rate of profit in trades which are alto-
gether free, and very frequently makes a fall even a 
good deal short of that rate. Without a monopoly, 
however, a joint-stock company, it would appear from 
experience, cannot long carry on any branch of for-
eign trade. .  .  . The East India Company, upon the 
redemption of their funds, and the expiration of their 
exclusive privilege, have a right, by act of parliament, 
to continue a corporation with a joint stock, and to 
trade in their corporate capacity to the East Indies, in 
common with the rest of their fellow subjects. But in 
this situation, the superior vigilance and attention of 
a private adventurer would, in all probability, soon 
make them weary of the trade. . . .

The only trades which it seems possible for a joint-
stock company to carry on successfully, without an 
exclusive privilege, are those, of which all the opera-
tions are capable of being reduced to what is called a 
routine, or to such a uniformity of method as admits 
of little or no variation. Of this kind is, first, the bank-
ing trade; secondly, the trade of insurance from fire 
and from sea risk, and capture in time of war; thirdly, 
the trade of making and maintaining a navigable cut or 
canal; and, fourthly, the similar trade of bringing water 
for the supply of a great city.
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Though the principles of the banking trade may 
appear somewhat abstruse, the practice is capable of 
being reduced to strict rules. To depart upon any occa-
sion from those rules, in consequence of some flatter-
ing speculation of extraordinary gain, is almost always 
extremely dangerous and frequently fatal to the bank-
ing company which attempts it. But the constitution of 
joint-stock companies renders them in general, more 
tenacious of established rules than any private copart-
nery. Such companies, therefore, seem extremely well 
fitted for this trade. The principal banking companies in 
Europe, accordingly, are joint-stock companies, many 
of which manage their trade very successfully without 
any exclusive privilege. The bank of England has no 
other exclusive privilege, except that no other banking 
company in England shall consist of more than six per-
sons. The two banks of Edinburgh are joint-stock com-
panies, without any exclusive privilege. . . .

To establish a joint-stock company, however, for any 
undertaking, merely because such a company might 
be capable of managing it successfully; or, to exempt a 
particular set of dealers from some of the general laws 
which take place with regard to all their neighbors, 
merely because they might be capable of thriving, if 
they had such an exemption, would certainly not be 
reasonable. To render such an establishment perfectly 
reasonable, with the circumstance of being reducible to 
strict rule and method, two other circumstances ought 
to concur. First, it ought to appear with the clearest 
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evidence, that the undertaking is of greater and more 
general utility than the greater part of common trades; 
and, secondly, that it requires a greater capital than can 
easily be collected into a private copartnery. . . .

The great and general utility of the banking trade, 
when prudently managed, has been fully explained in 
the second book of this Inquiry. But a public bank, 
which is to support public credit, and, upon particular 
emergencies, to advance to government the whole pro-
duce of a tax, to the amount, perhaps, of several millions, 
a year or two before it comes in, requires a greater capital 
than can easily be collected into any private copartnery.

The trade of insurance gives great security to the 
fortunes of private people, and, by dividing among a 
great many that loss which would ruin an individual, 
makes it fall light and easy upon the whole society. In 
order to give this security, however, it is necessary that 
the insurers should have a very large capital. Before the 
establishment of the two joint-stock companies for 
insurance in London, a list, it is said, was laid before 
the attorney-general, of one hundred and fifty private 
usurers, who had failed in the course of a few years. . . .

Except the four trades above mentioned, I have not 
been able to recollect any other, in which all the three 
circumstances requisite for rendering reasonable the 
establishment of a joint-stock company concur. .  .  . 
The joint-stock companies, which are established for 
the public-spirited purpose of promoting some par-
ticular manufacture, over and above managing their 
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own affairs ill, to the diminution of the general stock 
of the society, can, in other respects, scarce ever fail to 
do more harm than good. . . .

Article Two 
Of the Expense of the Institution for the 
Education of Youth

The institutions for the education of the youth may, 
in the same manner, furnish a revenue sufficient for 
defraying their own expense. The fee or honorary, 
which the scholar pays to the master, naturally consti-
tutes a revenue of this kind.

Even where the reward of the master does not arise 
altogether from this natural revenue, it still is not nec-
essary that it should be derived from that general rev-
enue of the society, of which the collection and appli-
cation are, in most countries, assigned to the executive 
power. Through the greater part of Europe, accordingly, 
the endowment of schools and colleges makes either no 
charge upon that general revenue, or but a very small 
one. It everywhere arises chiefly from some local or pro-
vincial revenue, from the rent of some landed estate, or 
from the interest of some sum of money, allotted and 
put under the management of trustees for this partic-
ular purpose, sometimes by the sovereign himself, and 
sometimes by some private donor.
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Article Three 
Of the Expense of the Institutions for the 
Instruction of People of All Ages

The institutions for the instruction of people of all 
ages, are chiefly those for religious instruction. This is 
a species of instruction, of which the object is not so 
much to render the people good citizens in this world, 
as to prepare them for another and a better world in 
the life to come. The teachers of the doctrine which 
contains this instruction, in the same manner as other 
teachers, may either depend altogether for their subsis-
tence upon the voluntary contributions of their hear-
ers; or they may derive it from some other fund, to 
which the law of their country may entitle them; such 
as a landed estate, a tithe or land tax, an established 
salary or stipend. Their exertion, their zeal and indus-
try, are likely to be much greater in the former situa-
tion than in the latter. In this respect, the teachers of a 
new religion have always had a considerable advantage 
in attacking those ancient and established systems, of 
which the clergy, reposing themselves upon their ben-
efices, had neglected to keep up the fervor of faith and 
devotion in the great body of the people.
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Part Four
Of the Expense of Supporting 
the Dignity of the Sovereign 

Over and above the expenses necessary for 
enabling the sovereign to perform his several 

duties, a certain expense is requisite for the support of 
his dignity. . . .

. . . We naturally expect more splendor in the court 
of a king, than in the mansion house of a doge or 
burgomaster.
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Chapter Two
Of the Sources of the 

General or Public Revenue 
of the Society

The revenue which must defray, not only 
the expense of defending the society and of 
supporting the dignity of the chief magis-

trate, but all the other necessary expenses of govern-
ment, for which the constitution of the state has not 
provided any particular revenue may be drawn, either, 
first, from some fund which peculiarly belongs to the 
sovereign or commonwealth, and which is indepen-
dent of the revenue of the people; or, secondly, from 
the revenue of the people.
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Part One
Of the Funds, or Sources, of 

Revenue Which May Peculiarly 
Belong to the Sovereign  

or Commonwealth

The republic of Hamburg is said to do so from the 
profits of a public wine cellar and apothecary’s 

shop. That state cannot be very great, of which the sov-
ereign has leisure to carry on the trade of a wine mer-
chant or an apothecary. The profit of a public bank has 
been a source of revenue to more considerable states. 
It has been so, not only to Hamburg, but to Venice 
and –Amsterdam. A revenue of this kind has even by 
some people been thought not below the attention of 
so great an empire as that of Great Britain. Reckon-
ing the ordinary dividend of the bank of England at 
five-and-a-half percent, and its capital at ten millions 
seven hundred and eighty thousand pounds, the neat 
annual profit, after paying the expense of management, 
must amount, it is said, to five hundred and ninety-two 
thousand nine hundred pounds. Government, it is pre-
tended, could borrow this capital at three percent inter-
est, and, by taking the management of the bank into its 
own hands, might make a clear profit of two hundred 
and sixty-nine thousand five hundred pounds a year. 
The orderly, vigilant, and parsimonious administration 
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of such aristocracies as those of Venice and Amsterdam, 
is extremely proper, it appears from experience, for the 
management of a mercantile project of this kind. But 
whether such a government as that of England, which, 
whatever may be its virtues, has never been famous for 
good economy; which, in time of peace, has generally 
conducted itself with the slothful and negligent pro-
fusion that is, perhaps, natural to monarchies; and, in 
time of war, has constantly acted with all the thought-
less extravagance that democracies are apt to fall into, 
could be safely trusted with the management of such 
a project, must at least be a good deal more doubtful.

The post office is properly a mercantile project. The 
government advances the expense of establishing the 
different offices, and of buying or hiring the necessary 
horses or carriages, and is repaid, with a large profit, by 
the duties upon what is carried. It is, perhaps, the only 
mercantile project which has been successfully man-
aged by, I believe, every sort of government. The capi-
tal to be advanced is not very considerable. There is no 
mystery in the business. The returns are not only cer-
tain but immediate.

Princes, however, have frequently engaged in many 
other mercantile projects, and have been willing, like 
private persons, to mend their fortunes, by becoming 
adventurers in the common branches of trade. They 
have scarce ever succeeded. The profusion, with which 
the affairs of princes are always managed, renders it 
almost impossible that they should. The agents of a 
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prince regard the wealth of their master as inexhaust-
ible; are careless at what price they buy, are careless at 
what price they sell, are careless at what expense they 
transport his goods from one place to another. Those 
agents frequently live with the profusion of princes; 
and sometimes, too, in spite of that profusion, and by 
a proper method of making up their accounts, acquire 
the fortunes of princes. . . .

No two characters seem more inconsistent than 
those of trader and sovereign. If the trading spirit of 
the English East India Company renders them very 
bad sovereigns, the spirit of sovereignty seems to have 
rendered them equally bad traders. While they were 
traders only, they managed their trade successfully, 
and were able to pay from their profits a moderate 
dividend to the proprietors of their stock. Since they 
became sovereigns, with a revenue which, it is said, 
was originally more than three millions sterling, they 
have been obliged to beg the ordinary assistance of 
government, in order to avoid immediate bankruptcy. 
In their former situation, their servants in India con-
sidered themselves as the clerks of merchants; in their 
present situation, those servants consider themselves 
as the ministers of sovereigns.

A state may sometimes derive some part of its pub-
lic revenue from the interest of money, as well as from 
the profits of stock. If it has amassed a treasure, it may 
lend a part of that treasure, either to foreign states, or 
to its own subjects.
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The canton of Berne derives a considerable revenue by 
lending a part of its treasure to foreign states, that is, by 
placing it in the public funds of the different indebted 
nations of Europe, chiefly in those of France and Eng-
land. . . . This policy of lending money to foreign states 
is, so far as I know peculiar to the canton of Berne. . . .

The government of Pennsylvania, without amass-
ing any treasure, invented a method of lending, not 
money, indeed, but what is equivalent to money, to 
its subjects. By advancing to private people, at inter-
est, and upon land security to double the value, paper 
bills of credit, to be redeemed fifteen years after their 
date; and, in the meantime, made transferable from 
hand to hand, like banknotes, and declared by act of 
assembly to be a legal tender in all payments from one 
inhabitant of the province to another, it raised a mod-
erate revenue, which went a considerable way towards 
defraying an annual expense of about 4,500l, the 
whole ordinary expense of that frugal and orderly gov-
ernment. The success of an expedient of this kind must 
have depended upon three different circumstances: 
first, upon the demand for some other instrument of 
commerce, besides gold and silver money, or upon the 
demand for such a quantity of consumable stock as 
could not be had without sending abroad the greater 
part of their gold and silver money, in order to pur-
chase it; secondly, upon the good credit of the govern-
ment which made use of this expedient; and, thirdly, 
upon the moderation with which it was used, the 
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whole value of the paper bills of credit never exceeding 
that of the gold and silver money which would have 
been necessary for carrying on their circulation, had 
there been no paper bills of credit. The same expedi-
ent was, upon different occasions, adopted by several 
other American colonies; but, from want of this mod-
eration, it produced, in the greater part of them, much 
more disorder than conveniency.

The unstable and perishable nature of stock and 
credit, however, renders them unfit to be trusted to 
as the principal funds of that sure, steady, and perma-
nent revenue, which can alone give security and dig-
nity to government. . . .

Land is a fund of more stable and permanent nature; 
and the rent of public lands, accordingly, has been the 
principal source of the public revenue of many a great 
nation that was much advanced beyond the shepherd 
state. . . . The rent of the crown lands constituted for a 
long time the greater part of the revenue of the ancient 
sovereigns of Europe. . . .

. . . The crown lands of Great Britain do not at pres-
ent afford the fourth part of the rent which could prob-
ably be drawn from them if they were the property of 
private persons. If the crown lands were more exten-
sive, it is probable, they would be still worse managed.

Though there is not at present in Europe, any civi-
lized state of any kind which derives the greater part of 
its public revenue from the rent of lands which are the 
property of the state; yet, in all the great monarchies of 
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Europe, there are still many large tracts of land which 
belong to the crown. They are generally forest, and 
sometimes forests where, after traveling several miles, 
you will scarce find a single tree; a mere waste and loss 
of country, in respect both of produce and population. 
In every great monarchy of Europe, the sale of the crown 
lands would produce a very large sum of money, which, 
if applied to the payment of the public debts, would 
deliver from mortgage a much greater revenue than any 
which those lands have ever afforded to the crown. . . .

Lands, for the purposes of pleasure and magnifi-
cence, parks, gardens, public walks, etc., possessions 
which are everywhere considered as causes of expense, 
not as sources of revenue, seem to be the only lands 
which, in a great and civilized monarchy, ought to 
belong to the crown.

Public stock and public lands, therefore, the two 
sources of revenue which may peculiarly belong to the 
sovereign or commonwealth, being both improper 
and insufficient funds for defraying the necessary 
expense of any great and civilized state; it remains that 
this expense must, the greater part of it, be defrayed by 
taxes of one kind or another; the people contributing a 
part of their own private revenue, in order to make up 
a public revenue to the sovereign or commonwealth.
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Part Two
Of Taxes 

The private revenue of individuals, it has been 
shown in the first book of this Inquiry, arises, 

ultimately from three different sources; rent, profit, 
and wages. Every tax must finally be paid from some-
one or other of those three different sources of reve-
nue, or from all of them indifferently. . . .

Before I enter upon the examination of particu-
lar taxes, it is necessary to premise the four following 
maxims with regard to taxes in general.

1. The subjects of every state ought to contrib-
ute towards the support of the government, 
as nearly as possible, in proportion to their 
respective abilities; that is, in proportion to 
the revenue which they respectively enjoy 
under the protection of the state. . . . Every 
tax, it must be observed once for all, which 
falls finally upon one only of the three sorts 
of revenue above-mentioned, is necessarily 
unequal, in so far as it does not affect the 
other two. In the following examination of 
different taxes, I shall seldom take much 
farther notice of this sort of inequality; but 
shall, in most cases, confine my observa-
tions to that inequality which is occasioned 



Of the Sources of the General or Public Revenue 395•

by a particular tax falling unequally upon 
that particular sort of private revenue which 
is affected by it.

2. The tax which each individual is bound to 
pay, ought to be certain and not arbitrary. 
The time of payment, the manner of pay-
ment, the quantity to be paid, ought all to 
be clear and plain to the contributor, and 
to every other person. Where it is other-
wise, every person subject to the tax is put 
more or less in the power of the tax gatherer, 
who can either aggravate the tax upon any 
obnoxious contributor, or extort, by the ter-
ror of such aggravation, some present or per-
quisite to himself. The uncertainty of taxa-
tion encourages the insolence, and favors 
the corruption, of an order of men who are 
naturally unpopular, even where they are 
neither insolent nor corrupt. The certainty 
of what each individual ought to pay is, in 
taxation, a matter of so great importance, 
that a very considerable degree of inequal-
ity, it appears, I believe, from the experience 
of all nations, is not near so great an evil as a 
very small degree of uncertainty. . . .

3. Every tax ought to be so contrived, as both 
to take out and to keep out of the pockets 
of the people as little as possible, over and 
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above what it brings into the public treasury 
of the state. A tax may either take out or keep 
out of the pockets of the people a great deal 
more than it brings into the public treasury, 
in the four following ways. First, the levying 
of it may require a great number of officers, 
whose salaries may eat up the greater part 
of the produce of the tax, and whose per-
quisites may impose another additional tax 
upon the people. Secondly, it may obstruct 
the industry of the people, and discourage 
them from applying to certain branches of 
business which might give maintenance and 
employment to great multitudes. While it 
obliges the people to pay, it may thus dimin-
ish, or perhaps destroy, some of the funds 
which might enable them more easily to do 
so. Thirdly, by the forfeitures and other pen-
alties which those unfortunate individuals 
incur, who attempt unsuccessfully to evade 
the tax, it may frequently ruin them, and 
thereby put an end to the benefit which the 
community might have received from the 
employment of their capitals. . . . Fourthly, by 
subjecting the people to the frequent visits 
and the odious examination of the tax gath-
erers, it may expose them to much unnec-
essary trouble, vexation, and oppression; 
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and though vexation is not, strictly speak-
ing, expense, it is certainly equivalent to the 
expense at which every man would be will-
ing to redeem himself from it. It is in some 
one or other of these four different ways, that 
taxes are frequently so much more burden-
some to the people than they are beneficial 
to the sovereign. . . .

Article One
Taxes upon Rent—Taxes upon the Rent of Land

. . . A land tax which, like that of Great Britain, is 
assessed upon each district according to a certain 
invariable canon, though it should be equal at the time 
of its first establishment, necessarily becomes unequal 
in process of time, according to the unequal degrees of 
improvement or neglect in the cultivation of the dif-
ferent parts of the country. In England, the valuation, 
according to which the different counties and parishes 
were assessed to the land tax by the 4th of William and 
Mary, was very unequal even at its first establishment. 
This tax, therefore, so far offends against the first of 
the four maxims above mentioned. . . .

A land tax assessed according to a general survey and 
valuation, how equal soever it may be at first, must, in 
the course of a very moderate period of time, become 
unequal. To prevent its becoming so would require the 
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continual and painful attention of government to all 
the variations in the state and produce of every differ-
ent farm in the country. The governments of Prussia, 
of Bohemia, of Sardinia, and of the duchy of Milan, 
actually exert an attention of this kind; an attention so 
unsuitable to the nature of government, that it is not 
likely to be of long continuance, and which, if it is con-
tinued, will probably, in the long run, occasion much 
more trouble and vexation than it can possibly bring 
relief to the contributors. . . .

Taxes Which Are Proportioned, Not in the Rent, 
but to the Produce of Land

Taxes upon the produce of land are, in reality, taxes 
upon the rent; and though they may be originally 
advanced by the farmer, are finally paid by the land-
lord. When a certain portion of the produce is to be 
paid away for a tax, the farmer computes as well as he 
can, what the value of this portion is, one year with 
another, likely to amount to, and he makes a propor-
tional abatement in the rent which he agrees to pay to 
the landlord. There is no farmer who does not com-
pute beforehand what the church tithe, which is a land 
tax of this kind, is, one year with another, likely to 
amount to. . . .

The tithe, as it is frequently a very unequal tax upon 
the rent, so it is always a great discouragement, both to 
the improvements of the landlord, and to the cultiva-
tion of the farmer. The one cannot venture to make the 
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most important, which are generally the most expen-
sive improvements; nor the other to raise the most 
valuable, which are generally, too, the most expensive 
crops; when the church, which lays out no part of the 
expense, is to share so very largely in the profit. . . .

As through the greater part of Europe, the church, so 
in many different countries of Asia, the state, is princi-
pally supported by a land tax, proportioned not to the 
rent, but to the produce of the land. In China, the prin-
cipal revenue of the sovereign consists in a tenth part of 
the produce of all the lands of the empire. This tenth 
part, however, is estimated so very moderately, that, in 
many provinces, it is said not to exceed a thirtieth part 
of the ordinary produce. The land tax or land rent which 
used to be paid to the Mahometan government of Ben-
gal, before that country fell into the hands of the English 
East India company, is said to have amounted to about a 
fifth part of the produce. The land tax of ancient Egypt 
is said likewise to have amounted to a fifth part. . . .

Taxes upon the Rent of Houses

The rent of a house may be distinguished into two 
parts, of which the one may very properly be called 
the building-rent; the other is commonly called the 
ground-rent. . . .

The rent of houses, though it in some respects resem-
bles the rent of land, is in one respect essentially dif-
ferent from it. The rent of land is paid for the use of a 
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productive subject. The land which pays it produces it. 
The rent of houses is paid for the use of an unproduc-
tive subject. Neither the house, nor the ground which 
it stands upon, produce anything. The person who pays 
the rent, therefore, must draw it from some other source 
of revenue, distinct from and independent of this sub-
ject. . . . In general, there is not perhaps, any one article of 
expense or consumption by which the liberality or nar-
rowness of a man’s whole expense can be better judged 
of than by his house-rent. A proportional tax upon this 
particular article of expense might, perhaps, produce 
a more considerable revenue than any which has hith-
erto been drawn from it in any part of Europe. If the tax, 
indeed, was very high, the greater part of people would 
endeavor to evade it as much as they could, by content-
ing themselves with smaller houses, and by turning the 
greater part of their expense into some other channel.

The rent of houses might easily be ascertained with 
sufficient accuracy, by a policy of the same kind with 
that which would be necessary for ascertaining the 
ordinary rent of land. . . .

In Great Britain the rent of houses is supposed to 
be taxed in the same proportion as the rent of land, 
by what is called the annual land tax. The valuation, 
according to which each different parish and district is 
assessed to this tax, is always the same. It was originally 
extremely unequal, and it still continues to be so. . . .

In the province of Holland every house is taxed 
at two-and-a-half percent of its value, without any 
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regard, either to the rent which it actually pays, or 
to the circumstance of its being tenanted or unten-
anted. . . . The valuation, indeed, according to which 
the houses are rated, though very unequal, is said to be 
always below the real value. When a house is rebuilt, 
improved, or enlarged, there is a new valuation, and 
the tax is rated accordingly.

The contrivers of the several taxes which in England 
have, at different times, been imposed upon houses, 
seem to have imagined that there was some great dif-
ficulty in ascertaining, with tolerable exactness, what 
was the real rent of every house. They have regulated 
their taxes, therefore, according to some more obvi-
ous circumstance, such as they had probably imagined 
would, in most cases, bear some proportion to the rent.

The first tax of this kind was hearth-money; or a tax 
of two shillings upon every hearth. In order to ascer-
tain how many hearths were in the house, it was nec-
essary that the tax gatherer should enter every room 
in it. This odious visit rendered the tax odious. Soon 
after the Revolution, therefore, it was abolished as a 
badge of slavery. . . .

This tax was afterwards repealed, and in the room of 
it was established the window-tax, which has under-
gone several alterations and augmentations.* The win-
dow tax, as it stands at present ( January 1775), over 

* And presumably reduced the number of windows built. One wonders 
if later generations had a clue why their dwellings were dark.
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and above the duty of three shillings upon every house 
in England, and of one shilling upon every house in 
Scotland, lays a duty upon every window, which in 
England augments gradually from two pence, the low-
est rate upon houses with not more than seven win-
dows, to two shillings, the highest rate upon houses 
with twenty-five windows and upwards.

The principal objection to all such taxes is their 
inequality; an inequality of the worst kind, as they 
must frequently fall much heavier upon the poor than 
upon the rich. A house of ten pounds rent in a coun-
try town, may sometimes have more windows than a 
house of five hundred pounds rent in London; and 
though the inhabitant of the former is likely to be a 
much poorer man than that of the latter. . . .

Article Two
Taxes upon Profit, or upon the Revenue  
Arising from Stock

The revenue or profit arising from stock naturally 
divides itself into two parts; that which pays the inter-
est, and which belongs to the owner of the stock; and 
that surplus part which is over and above what is nec-
essary for paying the interest.

This latter part of profit is evidently a subject not tax-
able directly. It is the compensation, and, in most cases, 
it is no more than a very moderate compensation for the 
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risk and trouble of employing the stock.  .  .  . If he 
employed it as a mercantile or manufacturing stock, he 
could raise the rate of his profit only by raising the price 
of his goods; in which case, the final payment of the tax 
would fall altogether upon the consumers of those 
goods. If he did not raise the rate of his profit, he would 
be obliged to charge the whole tax upon that part of it 
which was allotted for the interest of money. He could 
afford less interest for whatever stock he borrowed, and 
the whole weight of the tax would, in this case, fall ulti-
mately upon the interest of money. So far as he could 
not relieve himself from the tax in the one way, he would 
be obliged to relieve himself in the other. . . .

There are . . . two [further] circumstances, which 
render [investment assets] a much less proper subject 
of direct taxation than the rent of land.

First, the quantity and value of the land which any 
man possesses, can never be a secret, and can always be 
ascertained with great exactness. But the whole amount 
of the capital stock which he possesses is almost always a 
secret, and can scarce ever be ascertained with tolerable 
exactness. It is liable, besides, to almost continual varia-
tions. A year seldom passes away, frequently not a month, 
sometimes scarce a single day, in which it does not rise 
or fall more or less. An inquisition into every man’s pri-
vate circumstances, and an inquisition which, in order to 
accommodate the tax to them, watched over all the fluc-
tuations of his fortune, would be a source of such con-
tinual and endless vexation as no person could support.
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Secondly, land is a subject which cannot be 
removed; whereas stock easily may. The proprietor of 
land is necessarily a citizen of the particular country 
in which his estate lies. The proprietor of stock is 
properly a citizen of the world, and is not necessarily 
attached to any particular country. He would be apt 
to abandon the country in which he was exposed to a 
vexatious inquisition, in order to be assessed to a bur-
densome tax; and would remove his stock to some 
other country, where he could either carry on his busi-
ness, or enjoy his fortune more at his ease. By remov-
ing his stock, he would put an end to all the industry 
which it had maintained in the country which he left. 
Stock cultivates land; stock employs labor. A tax 
which tended to drive away stock from any particular 
country would so far tend to dry up every source of 
revenue, both to the sovereign and to the society. Not 
only the profits of stock, but the rent of land, and the 
wages of labor, would necessarily be more or less 
diminished by its removal.

The nations, accordingly, who have attempted to tax 
the revenue arising from stock, instead of any severe 
inquisition of this kind, have been obliged to content 
themselves with some very loose, and, therefore, more 
or less arbitrary estimation. The extreme inequality 
and uncertainty of a tax assessed in this manner, can be 
compensated only by its extreme moderation; in con-
sequence of which, every man finds himself rated so 
very much below his real revenue, that he gives himself 
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little disturbance though his neighbor should be rated 
somewhat lower.

By what is called the land tax in England, it was 
intended that the stock should be taxed in the same 
proportion as land. . . . [But] the greater part of it was 
laid upon the country; and of what was laid upon the 
towns, the greater part was assessed upon the houses. 
What remained to be assessed upon the stock or 
trade of the towns (for the stock upon the land was 
not meant to be taxed) was very much below the real 
value of that stock or trade. Whatever inequalities, 
therefore, there might be in the original assessment, 
gave little disturbance. Every parish and district still 
continues to be rated for its land, its houses, and its 
stock, according to the original assessment; and the 
almost universal prosperity of the country, which, in 
most places, has raised very much the value of all these, 
has rendered those inequalities of still less importance 
now. . . . If the greater part of the lands of England are 
not rated to the land tax at half their actual value, the 
greater part of the stock of England is, perhaps, scarce 
rated at the fiftieth part of its actual value. In some 
towns, the whole land tax is assessed upon houses; as 
in Westminster, where stock and trade are free. It is 
otherwise in London.

In all countries, a severe inquisition into the circum-
stances of private persons has been carefully avoided.

At Hamburg, every inhabitant is obliged to pay to 
the state one-fourth percent of all that he possesses; 
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and as the wealth of the people of Hamburg consists 
principally in stock, this tax may be considered as a 
tax upon stock. Every man assesses himself, and, in the 
presence of the magistrate, puts annually into the pub-
lic coffer a certain sum of money, which he declares 
upon oath, to be one-fourth percent of all that he pos-
sesses, but without declaring what it amounts to, or 
being liable to any examination upon that subject. . . .

The canton of Underwald, in Switzerland, is fre-
quently ravaged by storms and inundations, and it is 
thereby exposed to extraordinary expenses. Upon such 
occasions the people assemble, and everyone is said to 
declare with the greatest frankness what he is worth, in 
order to be taxed accordingly. . . .

To oblige every citizen to declare publicly upon oath, 
the amount of his fortune, must not, it seems, in those 
Swiss cantons, be reckoned a hardship. At Hamburg 
it would be reckoned the greatest. Merchants engaged 
in the hazardous projects of trade, all tremble at the 
thoughts of being obliged, at all times, to expose the real 
state of their circumstances. The ruin of their credit, and 
the miscarriage of their projects, they foresee, would too 
often be the consequence. A sober and parsimonious 
people, who are strangers to all such projects, do not feel 
that they have occasion for any such concealment. . . .

. . . The tax at Hamburg, and the still more moderate 
taxes of Underwald and Zurich, are meant, in the same 
manner, to be taxes, not upon the capital, but upon the 
interest or neat revenue of stock. . . .
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Taxes upon the Profit of Particular Employments

In some countries, extraordinary taxes are imposed 
upon the profits of stock; sometimes when employed 
in particular branches of trade, and sometimes when 
employed in agriculture.

Of the former kind, are in England, the tax upon 
hawkers and peddlers, that upon hackney coaches and 
chairs, and that which the keepers of alehouses pay for 
a license to retail ale and spirituous liquors. During the 
late war, another tax of the same kind was proposed 
upon shops. The war having been undertaken, it was 
said, in defense of the trade of the country, the mer-
chants, who were to profit by it, ought to contribute 
towards the support of it. 

A tax, however, upon the profits of stock employed 
in any particular branch of trade, can never fall finally 
upon the dealers (who must in all ordinary cases have 
their reasonable profit, and, where the competition 
is free, can seldom have more than that profit), but 
always upon the consumers, who must be obliged to 
pay in the price of the goods the tax which the dealer 
advances; and generally with some overcharge. . . .

. . . The tax of five shillings a week upon every hack-
ney coach, and that of ten shillings a year upon every 
hackney chair, so far as it is advanced by the different 
keepers of such coaches and chairs, is exactly enough 
proportioned to the extent of their respective dealings. 
It neither favors the great, nor oppresses the smaller 
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dealer. The tax of twenty shillings a year for a license to 
sell ale; of forty shillings for a license to sell spirituous 
liquors; and of forty shillings more for a license to sell 
wine, being the same upon all retailers, must necessar-
ily give some advantage to the great, and occasion some 
oppression to the small dealers. The former must find it 
more easy to get back the tax in the price of their goods 
than the latter. The moderation of the tax, however, 
renders this inequality of less importance; and it may 
to many people appear not improper to give some dis-
couragement to the multiplication of little alehouses.

The tax upon shops, it was intended, should be the 
same upon all shops. It could not well have been oth-
erwise. It would have been impossible to proportion, 
with tolerable exactness, the tax upon a shop to the 
extent of the trade carried on in it, without such an 
inquisition as would have been altogether insupport-
able in a free country. If the tax had been considerable, 
it would have oppressed the small, and forced almost 
the whole retail trade into the hands of the great deal-
ers. The competition of the former being taken away, 
the latter would have enjoyed a monopoly of the trade; 
and, like all other monopolists, would soon have com-
bined to raise their profits much beyond what was nec-
essary for the payment of the tax. The final payment, 
instead of falling upon the shopkeeper, would have 
fallen upon the consumer, with a considerable over-
charge to the profit of the shopkeeper. For these rea-
sons, the project of a tax upon shops was laid aside. . . .
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The taxes which in Holland are imposed upon men 
and maidservants are taxes, not upon stock, but upon 
expense; and so far resemble the taxes upon consum-
able commodities. The tax of a guinea a head for every 
manservant, which has lately been imposed in Great 
Britain, is of the same kind. It falls heaviest upon the 
middling rank. A man of two hundred a year may keep 
a single manservant. A man of ten thousand a year will 
not keep fifty. It does not affect the poor. . . .

Appendix to Articles One  
and Two
Taxes upon the Capital Value of Lands, Houses, 
and Stock

While property remains in the possession of the same 
person, whatever permanent taxes may have been 
imposed upon it, they have never been intended to 
diminish or take away any part of its capital value, but 
only some part of the revenue arising from it. But when 
property changes hands, when it is transmitted either 
from the dead to the living or from the living to the liv-
ing, such taxes have frequently been imposed upon it as 
necessarily take away some part of its capital value. . . .

By a feudal law, the vassal could not alienate with-
out the consent of his superior, who generally extorted 
a fine or composition on granting it. This fine, which 
was at first arbitrary, came, in many countries, to be 
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regulated at a certain portion of the price of the land. 
In some countries, where the greater part of the other 
feudal customs have gone into disuse, this tax upon 
the alienation of land still continues to make a very 
considerable branch of the revenue of the sovereign. 
In the canton of Berne it is so high as a sixth part of 
the price of all noble fiefs, and a tenth part of that 
of all ignoble ones. In the canton of Lucerne, the tax 
upon the sale of land is not universal, and takes place 
only in certain districts. But if any person sells his 
land in order to remove out of the territory, he pays 
ten percent upon the whole price of the sale. Taxes 
of the same kind, upon the sale either of all lands, or 
of lands held by certain tenures, take place in many 
other countries, and make a more or less considerable 
branch of the revenue of the sovereign.

Such transactions may be taxed indirectly, by 
means either of stamp duties, or of duties upon reg-
istration; and those duties either may, or may not, 
be proportioned to the value of the subject which is 
transferred. . . .

Those modes of taxation by stamp duties and by 
duties upon registration are of very modern invention. 
In the course of little more than a century, however, 
stamp duties have, in Europe, become almost univer-
sal, and duties upon registration extremely common. 
There is no art which one government sooner learns of 
another, than that of draining money from the pockets 
of the people. . . .
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Such stamp duties as those in England upon cards 
and dice, upon newspapers and periodical pamphlets, 
etc. are properly taxes upon consumption; the final 
payment falls upon the persons who use or consume 
such commodities. . . .

Article Three
Taxes upon the Wages of Labor

The wages of the inferior classes of workmen, I have 
endeavored to show in the first book are everywhere 
necessarily regulated by two different circumstances; 
the demand for labor, and the ordinary or average price 
of provisions. The demand for labor, according as it 
happens to be either increasing, stationary, or declin-
ing; or to require an increasing, stationary, or declining 
population, regulates the subsistence of the laborer, 
and determines in what degree it shall be either liberal, 
moderate, or scanty. The ordinary average price of pro-
visions determines the quantity of money which must 
be paid to the workman, in order to enable him, one 
year with another, to purchase this liberal, moderate, or 
scanty subsistence. While the demand for the labor and 
the price of provisions, therefore, remain the same, a 
direct tax upon the wages of labor can have no other 
effect than to raise them somewhat higher than the tax. 
Let us suppose, for example, that, in a particular place, 
the demand for labor and the price of provisions were 
such as to render ten shillings a week the ordinary 
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wages of labor; and that a tax of one-fifth, or four shil-
lings in the pound, was imposed upon wages. If the 
demand for labor and the price of provisions remained 
the same, it would still be necessary that the laborer 
should, in that place, earn such a subsistence as could 
be bought only for ten shillings a week; so that, after 
paying the tax, he should have ten shillings a week free 
wages. But, in order to leave him such free wages, after 
paying such a tax, the price of labor must, in that place, 
soon rise, not to twelve shillings a week only, but to 
twelve and six pence; that is, in order to enable him to 
pay a tax of one-fifth, his wages must necessarily soon 
rise, not one-fifth part only, but one-fourth. Whatever 
was the proportion of the tax, the wages of labor must, 
in all cases rise, not only in that proportion, but in a 
higher proportion. If the tax for example, was one-
tenth, the wages of labor must necessarily soon rise, not 
one-tenth part only, but one-eighth. . . .

. . . In all such cases, not only the tax, but something 
more than the tax, would in reality be advanced by the 
person who immediately employed [the worker]. The 
final payment would, in different cases, fall upon dif-
ferent persons. The rise which such a tax might occa-
sion in the wages of manufacturing labor would be 
advanced by the master manufacturer, who would 
both be entitled and obliged to charge it, with a profit, 
upon the price of his goods. The final payment of this 
rise of wages, therefore, together with the additional 
profit of the master manufacturer would fall upon the 
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consumer. The rise which such a tax might occasion 
in the wages of country labor would be advanced by 
the farmer, who, in order to maintain the same num-
ber of laborers as before, would be obliged to employ a 
greater capital. In order to get back this greater capital, 
together with the ordinary profits of stock, it would 
be necessary that he should retain a larger portion, 
or, what comes to the same thing, the price of a larger 
portion, of the produce of the land, and, consequently, 
that he should pay less rent to the landlord. The final 
payment of this rise of wages, therefore, would, in this 
case, fall upon the landlord, together with the addi-
tional profit of the farmer who had advanced it. In all 
cases, a direct tax upon the wages of labor must, in the 
long run, occasion both a greater reduction in the rent 
of land, and a greater rise in the price of manufactured 
goods than would have followed from the proper 
assessment of a sum equal to the produce of the tax, 
partly upon the rent of land, and partly upon consum-
able commodities.

If direct taxes upon the wages of labor have not 
always occasioned a proportional rise in those wages, 
it is because they have generally occasioned a consid-
erable fall in the demand of labor. The declension of 
industry, the decrease of employment for the poor, 
the diminution of the annual produce of the land and 
labor of the country, have generally been the effects 
of such taxes. In consequence of them, however, the 
price of labor must always be higher than it otherwise 
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would have been in the actual state of the demand; and 
this enhancement of price, together with the profit of 
those who advance it, must always be finally paid by 
the landlords and consumers. . . .

Absurd and destructive as such taxes are, however, 
they take place in many countries. In France, that part 
of the taille which is charged upon the industry of work-
men and day laborers in country villages is properly a tax 
of this kind. Their wages are computed according to the 
common rate of the district in which they reside; and, 
that they may be as little liable as possible to any over-
charge, their yearly gains are estimated at no more than 
two hundred working days in the year. The tax of each 
individual is varied from year to year, according to dif-
ferent circumstances, of which the collector or the com-
missary, whom intendant appoints to assist him, are the 
judges. In Bohemia, in consequence of the alteration in 
the system of finances which was begun in 1748, a very 
heavy tax is imposed upon the industry of artificers. . . .

The recompense of ingenious artists, and of men of 
liberal professions, I have endeavored to show in the 
first book, necessarily keeps a certain proportion to 
the emoluments of inferior trades. A tax upon this rec-
ompense, therefore, could have no other effect than to 
raise it somewhat higher than in proportion to the tax. 
If it did not rise in this manner, the ingenious arts and 
the liberal professions, being no longer upon a level 
with other trades, would be so much deserted, that 
they would soon return to that level.
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The emoluments of offices are not, like those of 
trades and professions, regulated by the free competi-
tion of the market, and do not, therefore, always bear 
a just proportion to what the nature of the employ-
ment requires. They are, perhaps, in most countries, 
higher than it requires; the persons who have the 
administration of government being generally dis-
posed to regard both themselves and their immedi-
ate dependents, rather more than enough. The emol-
uments of offices, therefore, can, in most cases, very 
well bear to be taxed. The persons, besides, who enjoy 
public offices, especially the more lucrative, are, in all 
countries, the objects of general envy; and a tax upon 
their emoluments, even though it should be somewhat 
higher than upon any other sort of revenue, is always 
a very popular tax. In England, for example, when, by 
the land tax, every other sort of revenue was supposed 
to be assessed at four shillings in the pound, it was very 
popular to lay a real tax of five shillings and six pence in 
the pound upon the salaries of offices which exceeded 
a hundred pounds a year; the pensions of the younger 
branches of the royal family, the pay of the officers of 
the army and navy, and a few others less obnoxious to 
envy, excepted. There are in England no other direct 
taxes upon the wages of labor.
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Article Four
Taxes Which It Is Intended Should Fall 
Indifferently upon Every Different Species  
of Revenue

Capitation Taxes

. . . Capitation taxes, if it is attempted to proportion 
them to the fortune or revenue of each contributor, 
become altogether arbitrary. The state of a man’s for-
tune varies from day to day; and, without an inquisi-
tion, more intolerable than any tax, and renewed at 
least once every year, can only be guessed at. His assess-
ment, therefore, must, in most cases, depend upon the 
good or bad humor of his assessors, and must, there-
fore, be altogether arbitrary and uncertain. . . .*

In the different poll-taxes which took place in Eng-
land during the reign of William III the contribu-
tors were, the greater part of them, assessed accord-
ing to the degree of their rank; as dukes, marquises, 
earls, viscounts, barons, esquires, gentlemen, the eldest 
and youngest sons of peers, etc. All shopkeepers and 
tradesmen worth more than three hundred pounds, 
that is the better sort of them, were subject to the same 
assessment, how great soever might be the difference 
in their fortunes. Their rank was more considered than 
their fortune. . . .

* Per person or per household.
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Taxes upon Consumable Commodities

The impossibility of taxing the people, in propor-
tion to their revenue, by any capitation, seems to have 
given occasion to the invention of taxes upon con-
sumable commodities. The state not knowing how 
to tax, directly and proportionally, the revenue of its 
subjects, endeavors to tax it indirectly by taxing their 
expense, which, it is supposed, will, in most cases, be 
nearly in proportion to their revenue. Their expense 
is taxed, by taxing the consumable commodities upon 
which it is laid out.

Consumable commodities are either necessaries  
or luxuries. 

By necessaries I understand, not only the commodities 
which are indispensably necessary for the support of 
life, but whatever the custom of the country renders it 
indecent for creditable people, even of the lowest order, 
to be without. A linen shirt, for example, is, strictly 
speaking, not a necessary of life. The Greeks and 
Romans lived, I suppose, very comfortably, though they 
had no linen. But in the present times, through the 
greater part of Europe, a creditable day laborer would be 
ashamed to appear in public without a linen shirt, the 
want of which would be supposed to denote that dis-
graceful degree of poverty, which, it is presumed, 
nobody can well fall into without extreme bad conduct. 
Custom, in the same manner, has rendered leather shoes 
a necessary of life in England. The poorest creditable 
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person, of either sex, would be ashamed to appear in 
public without them. In Scotland, custom has rendered 
them a necessary of life to the lowest order of men; but 
not to the same order of women, who may, without any 
discredit, walk about barefooted. In France, they are 
necessaries neither to men nor to women; the lowest 
rank of both sexes appearing there publicly, without any 
discredit, sometimes in wooden shoes, and sometimes 
barefooted. Under necessaries, therefore, I compre-
hend, not only those things which nature, but those 
things which the established rules of decency have ren-
dered necessary to the lowest rank of people. All other 
things I call luxuries, without meaning, by this appella-
tion, to throw the smallest degree of reproach upon the 
temperate use of them. Beer and ale, for example, in 
Great Britain, and wine, even in the wine countries, I 
call luxuries. A man of any rank may, without any 
reproach, abstain totally from tasting such liquors. 
Nature does not render them necessary for the support 
of life; and custom nowhere renders it indecent to live 
without them. . . .

. . . A tax upon the necessaries of life operates exactly 
in the same manner as a direct tax upon the wages of 
labor. The laborer, though he may pay it out of his 
hand, cannot, for any considerable time at least, be 
properly said even to advance it. It must always, in the 
long run, be advanced to him by his immediate 
employer, in the advanced state of wages. His employer, 
if he is a manufacturer, will charge upon the price of 
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his goods the rise of wages, together with a profit, so 
that the final payment of the tax, together with this 
overcharge, will fall upon the consumer. If his employer 
is a farmer, the final payment, together with a like over-
charge, will fall upon the rent of the landlord.

It is otherwise with taxes upon what I call luxuries, 
even upon those of the poor. The rise in the price of 
the taxed commodities, will not necessarily occasion 
any rise in the wages of labor. A tax upon tobacco, for 
example, though a luxury of the poor, as well as of the 
rich, will not raise wages. Though it is taxed in Eng-
land at three times and in France at fifteen times its 
original price, those high duties seem to have no effect 
upon the wages of labor. The same thing may be said 
of the taxes upon tea and sugar, which, in England and 
Holland, have become luxuries of the lowest ranks of 
people; and of those upon chocolate, which, in Spain, 
is said to have become so. . . .

The high price of such commodities does not neces-
sarily diminish the ability of the inferior ranks of people 
to bring up families. Upon the sober and industrious 
poor, taxes upon such commodities act as sumptuary 
laws, and dispose them either to moderate, or to refrain 
altogether from the use of superfluities which they can 
no longer easily afford. . . . All the poor, indeed, are 
not sober and industrious; and the dissolute and dis-
orderly might continue to indulge themselves in the 
use of such commodities, after this rise of price, in the 
same manner as before, without regarding the distress 
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which this indulgence might bring upon their fami-
lies. Such disorderly persons, however, seldom rear up 
numerous families, their children generally perishing 
from neglect, mismanagement, and the scantiness or 
unwholesomeness of their food. If by the strength of 
their constitution, they survive the hardships to which 
the bad conduct of their parents exposes them, yet 
the example of that bad conduct commonly corrupts 
their morals; so that, instead of being useful to soci-
ety by their industry, they become public nuisances by 
their vices and disorders. Through the advanced price 
of the luxuries of the poor, therefore, might increase 
somewhat the distress of such disorderly families, and 
thereby diminish somewhat their ability to bring up 
children, it would not probably diminish much the 
useful population of the country. . . .

Taxes upon luxuries have no tendency to raise the 
price of any other commodities, except that of the 
commodities taxed. Taxes upon necessaries, by raising 
the wages of labor, necessarily tend to raise the price 
of all manufactures, and consequently to diminish the 
extent of their sale and consumption. Taxes upon lux-
uries are finally paid by the consumers of the commod-
ities taxed, without any retribution. They fall indiffer-
ently upon every species of revenue, the wages of labor, 
the profits of stock, and the rent of land. Taxes upon 
necessaries, so far as they affect the laboring poor, are 
finally paid, partly by landlords, in the diminished rent 
of their lands, and partly by rich consumers, whether 
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landlords or others, in the advanced price of manu-
factured goods; and always with a considerable over-
charge. The advanced price of such manufactures as 
are real necessaries of life, and are destined for the con-
sumption of the poor, of coarse woolens, for example, 
must be compensated to the poor by a farther advance-
ment of their wages.

The middling and superior ranks of people, if they 
understood their own interest, ought always to oppose 
all taxes upon the necessaries of life, as well as all direct 
taxes upon the wages of labor. The final payment of 
both the one and the other falls altogether upon them-
selves, and always with a considerable overcharge.* 
They fall heaviest upon the landlords, who always pay 
in a double capacity; in that of landlords, by the reduc-
tion, of their rent; and in that of rich consumers, by the 
increase of their expense. The observation of Sir Mat-
thew Decker, that certain taxes are, in the price of cer-
tain goods, sometimes repeated and accumulated four 
or five times, is perfectly just with regard to taxes upon 
the necessaries of life. In the price of leather, for exam-
ple, you must pay not only for the tax upon the leather 
of your own shoes, but for a part of that upon those of 
the shoemaker and the tanner. You must pay, too, for 
the tax upon the salt, upon the soap, and upon the can-
dles which those workmen consume while employed 
in your service; and for the tax upon the leather, which 

* Note: This applies to all consumers today.



The Essence of Adam Smith’s Wealth of Nations422 •

the salt maker, the soap maker, and the candle maker 
consume, while employed in their service.

In Great Britain, the principal taxes upon the neces-
saries of life are those upon the four commodities just 
now mentioned, salt, leather, soap, and candles. . . .

As all those four commodities are real necessaries of 
life, such heavy taxes upon them must increase some-
what the expense of the sober and industrious poor, 
and must consequently raise more or less the wages of 
their labor.

In a country where the winters are so cold as in 
Great Britain, fuel is, during that season, in the strict-
est sense of the word, a necessary of life, not only for 
the purpose of dressing victuals, but for the comfort-
able subsistence of many different sorts of workmen 
who work within doors; and coals are the cheapest of 
all fuel. The price of fuel has so important an influence 
upon that of labor, that all over Great Britain, man-
ufactures have confined themselves principally to the 
coal counties; other parts of the country, on account of 
the high price of this necessary article, not being able 
to work so cheap. In some manufactures, besides, coal 
is a necessary instrument of trade; as in those of glass, 
iron, and all other metals. If a bounty could in any case 
be reasonable, it might perhaps be so upon the trans-
portation of coals from those parts of the country in 
which they abound, to those in which they are wanted. 
But the legislature, instead of a bounty, has imposed a 
tax of three shillings and three pence a ton upon coals 
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carried coast-ways; which, upon most sorts of coal, is 
more than sixty percent of the original price at the coal 
pit. Coals carried, either by land or by inland naviga-
tion, pay no duty. Where they are naturally cheap, they 
are consumed duty-free; where they are naturally dear, 
they are loaded with a heavy duty.

Such taxes, though they raise the price of subsis-
tence, and consequently the wages of labor, yet they 
afford a considerable revenue to government, which 
it might not be easy to find in any other way. There 
may, therefore, be good reasons for continuing them. 
The bounty upon the exportation of corn, so far us it 
tends, in the actual state of tillage, to raise the price of 
that necessary article, produces all the like bad effects; 
and instead of affording any revenue, frequently occa-
sions a very great expense to government. The high 
duties upon the importation of foreign corn, which, 
in years of moderate plenty, amount to a prohibi-
tion; and the absolute prohibition of the importa-
tion, either of live cattle, or of salt provisions, which 
takes place in the ordinary state of the law, and which, 
on account of the scarcity, is at present suspended for 
a limited time with regard to Ireland and the British 
plantations, have all had the bad effects of taxes upon 
the necessaries of life, and produce no revenue to gov-
ernment. Nothing seems necessary for the repeal of 
such regulations, but to convince the public of the 
futility of that system in consequence of which they 
have been established.
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Taxes upon the necessaries of life are much higher 
in many other countries than in Great Britain. Duties 
upon flour and meal when ground at the mill, and upon 
bread when baked at the oven, take place in many coun-
tries. In Holland the money-price of the bread con-
sumed in towns is supposed to be doubled by means of 
such taxes. In lieu of a part of them, the people who live 
in the country pay every year so much a head, accord-
ing to the sort of bread they are supposed to consume. 
Those who consume wheaten bread pay three guilders 
fifteen stivers; about six shillings and nine pence half-
penny. Those, and some other taxes of the same kind, 
by raising the price of labor, are said to have ruined the 
greater part of the manufactures of Holland. . . .

Consumable commodities, whether necessaries or 
luxuries, may be taxed in two different ways. The con-
sumer may either pay an annual sum on account of his 
using or consuming goods of a certain kind; or the goods 
may be taxed while they remain in the hands of the 
dealer, and before they are delivered to the consumer. 
The consumable goods which last a considerable time 
before they are consumed altogether, are most properly 
taxed in the one way; those of which the consumption is 
either immediate or more speedy in the other. The coach 
tax and plate tax are examples of the former method of 
imposing; the greater part of the other duties of excise 
and customs, of the latter.

The duties of excise are imposed chiefly upon goods 
of home produce, destined for home consumption. . . . 
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They fall almost altogether upon what I call luxuries, 
excepting always the four duties above mentioned, 
upon salt, soap, leather, candles, and perhaps that 
upon green glass.

The duties of customs are much more ancient than 
those of excise. They seem to have been called customs, 
as denoting customary payments, which had been in 
use for time immemorial. They appear to have been 
originally considered as taxes upon the profits of mer-
chants. . . . In those ignorant times, it was not under-
stood, that the profits of merchants are a subject not 
taxable directly; or that the final payment of all such 
taxes must fall, with a considerable overcharge, upon 
the consumers. . . .

. . . The ancient duties of customs were imposed 
equally upon all sorts of goods, necessaries as well its 
luxuries, goods exported as well as goods imported. . . .

. . . In the forty-seventh year of Edward III, a duty 
of six pence in the pound was imposed upon all goods 
exported and imported, except wools, wool-felts, 
leather, and wines which were subject to particular 
duties. . . . A great variety of other duties have occasion-
ally been imposed upon particular sorts of goods, in 
order sometimes to relieve the exigencies of the state, 
and sometimes to regulate the trade of the country, 
according to the principles of the mercantile system.

That system has come gradually more and more 
into fashion. . . . The greater part of the ancient duties 
which had been imposed upon the exportation of the 
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goods of home produce and manufacture, have either 
been lightened or taken away altogether. In most cases, 
they have been taken away. Bounties have even been 
given upon the exportation of some of them. Draw-
backs, too, sometimes of the whole, and, in most cases, 
of a part of the duties which are paid upon the impor-
tation of foreign goods, have been granted upon their 
exportation. . . . This growing favor of exportation, and 
discouragement of importation, have suffered only a 
few exceptions, which chiefly concern the materials of 
some manufactures. These our merchants and manu-
facturers are willing should come as cheap as possible 
to themselves, and as dear as possible to their rivals and 
competitors in other countries. Foreign materials are, 
upon this account, sometimes allowed to be imported 
duty-free; Spanish wool, for example, flax, and raw 
linen yarn. The exportation of the materials of home 
produce, and of those which are the particular pro-
duce of our colonies has sometimes been prohibited, 
and sometimes subjected to higher duties. The expor-
tation of English wool has been prohibited. That of 
beaver skins, of beaver wool, and of gum-senega, has 
been subjected to higher duties; Great Britain, by the 
conquests of Canada and Senegal, having got almost 
the monopoly of those commodities.

That the mercantile system has not been very favor-
able to the revenue of the great body of the people, to 
the annual produce of the land and labor of the coun-
try, I have endeavored to show in the fourth book of 
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this Inquiry. It seems not to have been more favorable 
to the revenue of the sovereign; so far, at least, as that 
revenue depends upon the duties of customs.

In consequence of that system, the importation of 
several sorts of goods has been prohibited altogether. 
This prohibition has, in some cases, entirely prevented, 
and in others has very much diminished, the importa-
tion of those commodities, by reducing the importers to 
the necessity of smuggling. It has entirely prevented the 
importation of foreign woolens; and it has very much 
diminished that of foreign silks and velvets. In both 
cases, it has entirely annihilated the revenue of customs 
which might have been levied upon such importation.

The high duties which have been imposed upon the 
importation of many different sorts of foreign goods 
in order to discourage their consumption in Great 
Britain, have, in many cases, served only to encour-
age smuggling, and, in all cases, have reduced the reve-
nues of the customs below what more moderate duties 
would have afforded. The saying of Dr. Swift, that in 
the arithmetic of the customs, two and two, instead 
of making four, make sometimes only one, holds per-
fectly true with regard to such heavy duties, which 
never could have been imposed, had not the mercan-
tile system taught us, in many cases, to employ taxation 
as an instrument, not of revenue, but of monopoly. . . .

. . . It has been the opinion of many people, that, 
by proper management, the duties of customs might 
. . . without any loss to the public revenue, and with 
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great advantage to foreign trade, be confined to a few 
articles only.

The foreign articles, of the most general use and con-
sumption in Great Britain, seem at present to consist 
chiefly in foreign wines and brandies; in some of the 
productions of America and the West Indies, sugar, 
rum, tobacco, cocoa-nuts, etc. and in some of those of 
the East Indies, tea, coffee, chinaware, spiceries of all 
kinds, several sorts of piece goods, etc. These different 
articles afford, the greater part of the perhaps, at present, 
revenue which is drawn from the duties of customs. The 
taxes which at present subsist upon foreign manufac-
tures, if you except those upon the few contained in the 
foregoing enumeration, have, the greater part of them, 
been imposed for the purpose, not of revenue, but of 
monopoly, or to give our own merchants an advantage 
in the home market. By removing all prohibitions, and 
by subjecting all foreign manufactures to such moderate 
taxes, as it was found from experience, afforded upon 
each article the greatest revenue to the public, our own 
workmen might still have a considerable advantage in 
the home market; and many articles, some of which at 
present afford no revenue to government, and others a 
very inconsiderable one, might afford a very great one.

High taxes, sometimes by diminishing the con-
sumption of the taxed commodities, and sometimes by 
encouraging smuggling frequently afford a smaller rev-
enue to government than what might be drawn from 
more moderate taxes. . . .
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. . . If every duty was occasionally either heightened 
or lowered according as it was most likely, either the 
one way or the other, to afford the greatest revenue to 
the state; taxation being always employed as an instru-
ment of revenue, and never of monopoly; it seems not 
improbable that a revenue, at least equal to the pres-
ent neat revenue of the customs, might be drawn from 
duties upon the importation of only a few sorts of 
goods of the most general use and consumption; and 
that the duties of customs might thus be brought to 
the same degree of simplicity, certainty, and precision, 
as those of excise. . . .

If, by such a change of system, the public revenue 
suffered no loss, the trade and manufactures of the 
country would certainly gain a very considerable 
advantage. The trade in the commodities not taxed, 
by far the greatest number would be perfectly free, 
and might be carried on to and from all parts of the 
world with every possible advantage. Among those 
commodities would be comprehended all the neces-
saries of life, and all the materials of manufacture. So 
far as the free importation of the necessaries of life 
reduced their average money price in the home mar-
ket, it would reduce the money price of labor, but 
without reducing in any respect its real recompense. 
The value of money is in proportion to the quantity 
of the necessaries of life which it will purchase. That 
of the necessaries of life is altogether independent of 
the quantity of money which can be had for them. The 
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reduction in the money price of labor would necessar-
ily be attended with a proportional one in that of all 
home manufactures, which would thereby gain some 
advantage in all foreign markets.

The price of some manufactures would be reduced, 
in a still greater proportion, by the free importation of 
the raw materials. If raw silk could be imported from 
China and Indostan, duty-free, the silk manufacturers 
in England could greatly undersell those of both France 
and Italy. There would be no occasion to prohibit the 
importation of foreign silks and velvets. The cheapness 
of their goods would secure to our own workmen, not 
only the possession of a home, but a very great com-
mand of the foreign market. Even the trade in the 
commodities taxed, would be carried on with much 
more advantage than at present. If those commodities 
were delivered out of the public warehouse for foreign 
exportation, being in this case exempted from all taxes, 
the trade in them would be perfectly free. The carry-
ing trade, in all sorts of goods, would, under this sys-
tem, enjoy every possible advantage. If these commod-
ities were delivered out for home consumption, the 
importer not being obliged to advance the tax till he 
had an opportunity of selling his goods, either to some 
dealer, or to some consumer, he could always afford 
to sell them cheaper than if he had been obliged to 
advance it at the moment of importation. . . .

The duties upon foreign luxuries, imported for 
home consumption, though they sometimes fall upon 
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the poor, fall principally upon people of middling or 
more than middling fortune. Such are, for example, 
the duties upon foreign wines, upon coffee, chocolate, 
tea, sugar, etc.

The duties upon the cheaper luxuries of home pro-
duce, destined for home consumption, fall pretty 
equally upon people of all ranks, in proportion to their 
respective expense. The poor pay the duties upon malt, 
hops, beer, and ale, upon their own consumption; the 
rich, upon both their own consumption and that of 
their servants.

The whole consumption of the inferior ranks of 
people, or of those below the middling rank, it must 
be observed, is, in every country, much greater, not 
only in quantity, but in value, than that of the mid-
dling, and of those above the middling rank. The 
whole expense of the inferior is much greater than 
that of the superior ranks. In the first place, almost 
the whole capital of every country is annually distrib-
uted among the inferior ranks of people, as the wages 
of productive labor. Secondly, a great part of the reve-
nue, arising from both the rent of land and the profits 
of stock, is annually distributed among the same rank, 
in the wages and maintenance of menial servants, and 
other unproductive laborers. Thirdly, some part of the 
profits of stock belongs to the same rank, as a reve-
nue arising from the employment of their small capi-
tals. The amount of the profits annually made by small 
shopkeepers, tradesmen, and retailers of all kinds, is 
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everywhere very considerable, and makes a very con-
siderable portion of the annual produce. Fourthly and 
lastly, some part even of the rent of land belongs to 
the same rank; a considerable part to those who are 
somewhat below the middling rank, and a small part 
even to the lowest rank; common laborers sometimes 
possessing in property an acre or two of land.

Though the expense of those inferior ranks of 
people, therefore, taking them individually, is very 
small, yet the whole mass of it, taking them collec-
tively, amounts always to by much the largest portion 
of the whole expense of the society; what remains of 
the annual produce of the land and labor of the coun-
try, for the consumption of the superior ranks, being 
always much less, not only in quantity, but in value. 
The taxes upon expense, therefore, which fall chiefly 
upon that of the superior ranks of people, upon the 
smaller portion of the annual produce, are likely to be 
much less productive than either those which fall indif-
ferently upon the expense of all ranks, or even those 
which fall chiefly upon that of the inferior ranks, than 
either those which fall indifferently upon the whole 
annual produce, or those which fall chiefly upon the 
larger portion of it. The excise upon the materials and 
manufacture of homemade fermented and spirituous 
liquors is, accordingly, of all the different taxes upon 
expense, by far the most productive; and this branch 
of the excise falls very much, perhaps principally, upon 
the expense of the common people. In the year which 
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ended on the 5th of July 1775, the gross produce of this 
branch of the excise amounted to 3,341,837l. 9s. 9d.

It must always be remembered, however, that it is 
the luxuries, and not the necessary expense of the infe-
rior ranks of people, that ought ever to be taxed. The 
final payment of any tax upon their necessary expense 
would fall altogether upon the superior ranks of peo-
ple; upon the smaller portion of the annual produce, 
and not upon the greater. Such a tax must, in all cases, 
either raise the wages of labor, or lessen the demand 
for it. It could not raise the wages of labor, without 
throwing the final payment of the tax upon the supe-
rior ranks of people. It could not lessen the demand 
for labor, without lessening the annual produce of the 
land and labor of the country, the fund upon which all 
taxes must be finally paid. Whatever might be the state 
to which a tax of this kind reduced the demand for 
labor, it must always raise wages higher than they oth-
erwise would be in that state; and the final payment of 
this enhancement of wages must, in all cases, fall upon 
the superior ranks of people.

Fermented liquors brewed, and spirituous liquors 
distilled, not for sale, but for private use, are not in 
Great Britain liable to any duties of excise. This exemp-
tion, of which the object is to save private families from 
the odious visit and examination of the tax gatherer, 
occasions the burden of those duties to fall frequently 
much lighter upon the rich than upon the poor. It is 
not, indeed, very common to distill for private use, 
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though it is done sometimes. But in the country, many 
middling and almost all rich and great families brew 
their own beer. . . .

In consequence of the notion, that duties upon con-
sumable goods were taxes upon the profits of mer-
chants, those duties have, in some countries, been 
repeated upon every successive sale of the goods. If the 
profits of the merchant-importer or merchant-man-
ufacturer were taxed, equality seemed to require that 
those of all the middle buyers, who intervened between 
either of them and the consumer, should likewise be 
taxed. The famous alcavala of Spain seems to have been 
established upon this principle. It was at first a tax of 
ten percent afterwards of fourteen percent and it is at 
present only six percent upon the sale of every sort of 
property whether moveable or immoveable; and it is 
repeated every time the property is sold. The levying 
of this tax requires a multitude of revenue officers, suf-
ficient to guard the transportation of goods, not only 
from one province to another, but from one shop to 
another. It subjects, not only the dealers in some sorts 
of goods, but those in all sorts, every farmer, every 
manufacturer, every merchant and shopkeeper, to the 
continual visit and examination of the tax gatherers. 
Through the greater part of the country in which a tax 
of this kind is established, nothing can be produced 
for distant sale. The produce of every part of the coun-
try must be proportioned to the consumption of the 
neighborhood. It is to the alcavala, accordingly, that 



Of the Sources of the General or Public Revenue 435•

Ustaritz imputes the ruin of the manufactures of Spain. 
He might have imputed to it, likewise, the declension 
of agriculture, it being imposed not only upon manu-
factures, but upon the rude produce of the land. . . .

The uniform system of taxation, which, with a few 
exceptions of no great consequence, takes place in all 
the different parts of the united kingdom of Great 
Britain, leaves the interior commerce of the country, 
the inland and coasting trade, almost entirely free. The 
inland trade is almost perfectly free; and the greater 
part of goods may be carried from one end of the 
kingdom to the other, without requiring any permit 
or let-pass, without being subject to question, visit, or 
examination, from the revenue officers. There are a few 
exceptions, but they are such as can give no interrup-
tion to any important branch of inland commerce of 
the country. Goods carried coastwise, indeed, require 
certificates or coast-cockets. If you except coals, how-
ever, the rest are almost all duty-free. This freedom 
of interior commerce, the effect of the uniformity of 
the system of taxation, is perhaps one of the principal 
causes of the prosperity of Great Britain; every great 
country being necessarily the best and most extensive 
market for the greater part of the productions of its 
own industry. If the same freedom in consequence of 
the same uniformity could be extended to Ireland and 
the plantations, both the grandeur of the state, and the 
prosperity of every part of the empire, would probably 
be still greater than at present.
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In France, the different revenue laws which take 
place in the different provinces, require a multitude 
of revenue officers to surround, not only the frontiers 
of the kingdom, but those of almost each particular 
province, in order either to prevent the importation of 
certain goods, or to subject it to the payment of cer-
tain duties, to the no small interruption of the inte-
rior commerce of the country. . . . There are many local 
duties which do not extend beyond a particular town 
or district. . . . It is unnecessary to observe how much 
both the restraints upon the interior commerce of the 
country, and the number of the revenue officers, must 
be multiplied, in order to guard the frontiers of those 
different provinces and districts which are subject to 
such different systems of taxation. . . .

Such various and complicated revenue laws are not 
peculiar to France. The little dutchy of Milan is divided 
into six provinces, in each of which there is a differ-
ent system of taxation, with regard to several different 
sorts of consumable goods. The still smaller territories 
of the duke of Parma are divided into three or four, 
each of which has, in the same manner, a system of its 
own. Under such absurd management, nothing but 
the great fertility of the soil, and happiness of the cli-
mate, could preserve such countries from soon relaps-
ing into the lowest state of poverty and barbarism.

Taxes upon consumable commodities may either 
be levied by an administration, of which the officers 
are appointed by government, and are immediately 
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accountable to government, of which the revenue 
must, in this case, vary from year to year, according 
to the occasional variations in the produce of the tax; 
or they may be let in farm for a rent certain, the tax 
farmer being allowed to appoint his own officers, who, 
though obliged to levy the tax in the manner directed 
by the law, are under his immediate inspection, and are 
immediately accountable to him. The best and most 
frugal way of levying a tax can never be by farm. . . . In 
countries where the public revenues are in farm, the 
[tax] farmers are generally the most opulent people. 
Their wealth would alone excite the public indigna-
tion; and the vanity which almost always accompanies 
such upstart fortunes, the foolish ostentation with 
which they commonly display that wealth, excite that 
indignation still more.

The farmers of the public revenue never find the laws 
too severe, which punish any attempt to evade the pay-
ment of a tax. . . . In the greatest exigencies of the state, 
when the anxiety of the sovereign for the exact payment 
of his revenue is necessarily the greatest, they seldom 
fail to complain, that without laws more rigorous than 
those which actually took place, it will be impossible 
for them to pay even the usual rent. In those moments 
of public distress, their commands cannot be disputed. 
The revenue laws, therefore, become gradually more 
and more severe. The most sanguinary are always to be 
found in countries where the greater part of the public 
revenue is in farm; the mildest, in countries where it 
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is levied under the immediate inspection of the sover-
eign. Even a bad sovereign feels more compassion for 
his people than can ever be expected from the farmers 
of his revenue. He knows that the permanent grandeur 
of his family depends upon the prosperity of his peo-
ple, and he will never knowingly ruin that prosperity 
for the sake of any momentary interest of his own. It is 
otherwise with the farmers of his revenue, whose gran-
deur may frequently be the effect of the ruin, and not of 
the prosperity, of his people.

A tax is sometimes not only farmed for a certain 
rent, but the farmer has, besides, the monopoly of the 
commodity taxed. In France, the duties upon tobacco 
and salt are levied in this manner. In such cases, the 
farmer, instead of one, levies two exorbitant prof-
its upon the people; the profit of the farmer, and the 
still more exorbitant one of the monopolist. Tobacco 
being a luxury, every man is allowed to buy or not to 
buy as he chooses; but salt being a necessary, every 
man is obliged to buy of the farmer a certain quan-
tity of it; because, if he did not buy this quantity of 
the farmer, he would, it is presumed, buy it of some 
smuggler. The taxes upon both commodities are exor-
bitant. The temptation to smuggle, consequently, is 
to many people irresistible; while, at the same time, 
the rigor of the law, and the vigilance of the farmer’s 
officers, render the yielding to the temptation almost 
certainly ruinous. The smuggling of salt and tobacco 
sends every year several hundred people to the galleys, 
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besides a very considerable number whom it sends to 
the gibbet. . . . Similar taxes and monopolies of salt and 
tobacco have been established in many other coun-
tries, particularly in the Austrian and Prussian domin-
ions, and in the greater part of the states of Italy. . . .

The French system of taxation seems, in every respect, 
inferior to the British. In Great Britain, ten millions 
sterling are annually levied upon less than eight millions 
of people, without its being possible to say that any par-
ticular order is oppressed. From the Collections of the 
Abbé Expilly, and the observations of the author of the 
Essay upon the Legislation and Commerce of Corn, it 
appears probable that France, including the provinces 
of Lorraine and Bar, contains about twenty-three or 
twenty-four millions of people; three times the num-
ber, perhaps, contained in Great Britain. The soil and 
climate of France are better than those of Great Britain. 
The country has been much longer in a state of improve-
ment and cultivation, and is, upon that account, better 
stocked with all those things which it requires a long 
time to raise up and accumulate; such as great towns, 
and convenient and well-built houses, both in town and 
country. With these advantages, it might be expected, 
that in France a revenue of thirty millions might be lev-
ied for the support of the state, with as little inconve-
nience as a revenue of ten millions is in Great Britain. In 
1765 and 1766, the whole revenue paid into the treasury 
of France, according to the best, though, I acknowledge, 
very imperfect accounts which I could get of it, usually 
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run between 308 and 325 millions of livres; that is, it did 
not amount to fifteen millions sterling; not the half of 
what might have been expected, had the people con-
tributed in the same proportion to their numbers as the 
people of Great Britain. The people of France, however, 
it is generally acknowledged, are much more oppressed 
by taxes than the people of Great Britain. France, how-
ever, is certainly the great empire in Europe, which, after 
that of Great Britain, enjoys the mildest and most indul-
gent government.

In Holland, the heavy taxes upon the necessaries of 
life have ruined, it is said, their principal manufacturers, 
and are likely to discourage, gradually, even their fisher-
ies and their trade in shipbuilding. The taxes upon the 
necessaries of life are inconsiderable in Great Britain, 
and no manufacture has hitherto been ruined by them. 
The British taxes which bear hardest on manufactures 
are some duties upon the importation of raw materi-
als, particularly upon that of raw silk. The revenue of 
the States-General and of the different cities [of Hol-
land], however, is said to amount to more than five mil-
lions two hundred and fifty thousand pounds sterling; 
and as the inhabitants of the United Provinces cannot 
well be supposed to amount to more than a third part 
of those of Great Britain, they must, in proportion to 
their number, be much more heavily taxed. . . .

. . . The republican form of government seems to be 
the principal support of the present grandeur of Hol-
land. The owners of great capitals, the great mercantile 
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families, have generally either some direct share, or 
some indirect influence, in the administration of that 
government. For the sake of the respect and authority 
which they derive from this situation, they are willing 
to live in a country where their capital, if they employ 
it themselves, will bring them less profit, and if they 
lend it to another, less interest; and where the very 
moderate revenue which they can draw from it will 
purchase less of the necessaries and conveniences of 
life than in any other part of Europe. The residence of 
such wealthy people necessarily keeps alive, in spite of 
all disadvantages, a certain degree of industry in the 
country. Any public calamity which should destroy 
the republican form of government, which should 
throw the whole administration into the hands of 
nobles and of soldiers, which should annihilate alto-
gether the importance of those wealthy merchants, 
would soon render it disagreeable to them to live in a 
country where they were no longer likely to be much 
respected. They would remove both their residence 
and their capital to some other country, and the indus-
try and commerce of Holland would soon follow the 
capitals which supported them.
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Chapter Three
Of Public Debts

In that rude state of society which precedes the 
extension of commerce and the improvement of 
manufactures . . . the person who possesses a large 

revenue . . . could not well, indeed, do anything else 
but hoard whatever money they saved. To trade, was 
disgraceful to a gentleman; and to lend money at inter-
est, which at that time was considered as usury, and 
prohibited by law, would have been still more so. In 
those times of violence and disorder, besides, it was 
convenient to have a hoard of money at hand, that in 
case they should be driven from their own home, they 
might have something of known value to carry with 
them to some place of safety. The same violence which 
made it convenient to hoard, made it equally conve-
nient to conceal the hoard. . . .
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The same disposition, to save and to hoard, pre-
vailed in the sovereign, as well as in the subjects. 
Among nations, to whom commerce and manufac-
ture are little known, the sovereign, it has already been 
observed in the Fourth book, is in a situation which 
naturally disposes him to the parsimony requisite for 
accumulation. In that situation, the expense, even of 
a sovereign, cannot be directed by that vanity which 
delights in the gaudy finery of a court. The ignorance 
of the times affords but few of the trinkets in which 
that finery consists. Standing armies are not then nec-
essary; so that the expense, even of a sovereign, like that 
of any other great lord can be employed in scarce any-
thing but bounty to his tenants, and hospitality to his 
retainers. But bounty and hospitality very seldom lead 
to extravagance; though vanity almost always does. 
All the ancient sovereigns of Europe, accordingly, it 
has already been observed, had treasures. Every Tartar 
chief, in the present times, is said to have one.

In a commercial country abounding with every sort 
of expensive luxury, the sovereign, in the same manner 
as almost all the great proprietors in his dominions, 
naturally spends a great part of his revenue in purchas-
ing those luxuries. . . . If he does not . . . spend upon 
those pleasures so great a part of his revenue as to debil-
itate very much the defensive power of the state, it can-
not well be expected that he should not spend upon 
them all that part of it which is over and above what 
is necessary for supporting that defensive power. His 
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ordinary expense becomes equal to his ordinary reve-
nue, and it is well if it does not frequently exceed it. . . . 
The present and the late King of Prussia are the only 
great princes of Europe, who, since the death of Henry 
IV of France, in 1610, are supposed to have amassed 
any considerable treasure. The parsimony which leads 
to accumulation has become almost as rare in republi-
can as in monarchical governments. The Italian repub-
lics, the United Provinces of the Netherlands, are all 
in debt. The canton of Berne is the single republic in 
Europe which has amassed any considerable treasure. 
The other Swiss republics have not. The taste for some 
sort of pageantry, for splendid buildings, at least, and 
other public ornaments, frequently prevails as much in 
the apparently sober senate house of a little republic, as 
in the dissipated court of the greatest king.

The want of parsimony, in time of peace, imposes 
the necessity of contracting debt in time of war. When 
war comes, there is no money in the treasury, but what 
is necessary for carrying on the ordinary expense of the 
peace establishment. . . . In this exigency, government 
can have no other resource but in borrowing. 

The same commercial state of society which, by the 
operation of moral causes, brings government in this 
manner into the necessity of borrowing, produces in the 
subjects both an ability and an inclination to lend. . . .

Commerce and manufactures can seldom flour-
ish long in any state which does not enjoy a regu-
lar administration of justice; in which the people do 
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not feel themselves secure in the possession of their 
property; in which the faith of contracts is not sup-
ported by law; and in which the authority of the state 
is not supposed to be regularly employed in enforcing 
the payment of debts from all those who are able to 
pay. Commerce and manufactures, in short, can sel-
dom flourish in any state, in which there is not a cer-
tain degree of confidence in the justice of government. 
The same confidence which disposes great merchants 
and manufacturers upon ordinary occasions, to trust 
their property to the protection of a particular govern-
ment, disposes them, upon extraordinary occasions, to 
trust that government with the use of their property. 
By lending money to government, they do not even 
for a moment diminish their ability to carry on their 
trade and manufactures; on the contrary, they com-
monly augment it. The necessities of the state render 
government, upon most occasions willing to borrow 
upon terms extremely advantageous to the lender. The 
security which it grants to the original creditor is made 
transferable to any other creditor; and from the uni-
versal confidence in the justice of the state, generally 
sells in the market for more than was originally paid 
for it. The merchant or moneyed man makes money by 
lending money to government, and instead of dimin-
ishing, increases his trading capital. . . .

The government of such a state is very apt to repose 
itself upon this ability and willingness of its subjects 
to lend it their money on extraordinary occasions. It 
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foresees the facility of borrowing, and therefore dis-
penses itself from the duty of saving.

In a rude state of society, there are no great mercan-
tile or manufacturing capitals. The individuals, who 
hoard whatever money they can save, and who conceal 
their hoard, do so from a distrust of the justice of gov-
ernment; from a fear, that if it was known that they had 
a hoard, and where that hoard was to be found, they 
would quickly be plundered. In such a state of things, 
few people would be able, and nobody would be will-
ing to lend their money to government on extraordi-
nary exigencies. The sovereign feels that he must pro-
vide for such exigencies by saving, because he foresees 
the absolute impossibility of borrowing. This foresight 
increases still further his natural disposition to save.

The progress of the enormous debts which at pres-
ent oppress, and will in the long run probably ruin, all 
the great nations of Europe, has been pretty uniform. 
Nations, like private men, have generally begun to bor-
row upon what may be called personal credit, without 
assigning or mortgaging any particular fund for the 
payment of the debt; and when this resource has failed 
them, they have gone on to borrow upon assignments 
or mortgages of particular funds. . . .

The ordinary expense of the greater part of modern 
governments, in time of peace, being equal, or nearly 
equal, to their ordinary revenue, when war comes, they 
are both unwilling and unable to increase their revenue 
in proportion to the increase of their expense. They are 
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unwilling, for fear of offending the people, who, by so 
great and so sudden an increase of taxes, would soon be 
disgusted with the war; and they are unable, from not 
well knowing what taxes would be sufficient to produce 
the revenue wanted. The facility of borrowing deliv-
ers them from the embarrassment which this fear and 
inability would otherwise occasion. By means of bor-
rowing, they are enabled, with a very moderate increase 
of taxes, to raise, from year to year, money sufficient for 
carrying on the war; and by the practice of perpetual 
funding, they are enabled, with the smallest possible 
increase of taxes, to raise annually the largest possible 
sum of money. In great empires, the people who live in 
the capital, and in the provinces remote from the scene 
of action, feel, many of them, scarce any inconveniency 
from the war, but enjoy, at their ease, the amusement 
of reading in the newspapers the exploits of their own 
fleets and armies. To them this amusement compen-
sates the small difference between the taxes which they 
pay on account of the war, and those which they had 
been accustomed to pay in time of peace. They are com-
monly dissatisfied with the return of peace, which puts 
an end to their amusement, and to a thousand vision-
ary hopes of conquest and national glory, from a longer 
continuance of the war.

The return of peace, indeed, seldom relieves them 
from the greater part of the taxes imposed during the 
war. These are mortgaged for the interest of the debt 
contracted, in order to carry it on. If, over and above 
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paying the interest of this debt, and defraying the ordi-
nary expense of government, the old revenue, together 
with the new taxes, produce some surplus revenue, it 
may, perhaps, be converted into a sinking fund for pay-
ing off the debt. But, in the first place, this sinking fund, 
even supposing it should be applied to no other pur-
pose, is generally altogether inadequate for paying, in 
the course of any period during which it can reasonably 
be expected that peace should continue, the whole debt 
contracted during the war; and, in the second place, 
this fund is almost always applied to other purposes.

The new taxes were imposed for the sole purpose of 
paying the interest of the money borrowed upon them. 
If they produce more, it is generally something which 
was neither intended nor expected, and is, therefore, 
seldom very considerable. Sinking funds have generally 
arisen, not so much from any surplus of the taxes which 
was over and above what was necessary for paying the 
interest or annuity originally charged upon them, as 
from a subsequent reduction of that interest. . . .

During the most profound peace, various events 
occur, which require an extraordinary expense; and gov-
ernment finds it always more convenient to defray this 
expense by misapplying the sinking fund, than by impos-
ing a new tax. Every new tax is immediately felt more 
or less by the people. It occasions always some murmur, 
and meets with some opposition. The more taxes may 
have been multiplied, the higher they may have been 
raised upon every different subject of taxation; the more 
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loudly the people complain of every new tax, the more 
difficult it becomes, too, either to find out new subjects 
of taxation, or to raise much higher the taxes already 
imposed upon the old. A momentary suspension of the 
payment of debt is not immediately felt by the people, 
and occasions neither murmur nor complaint. To bor-
row of the sinking fund is always an obvious and easy 
expedient for getting out of the present difficulty. The 
more the public debts may have been accumulated, the 
more necessary it may have become to study to reduce 
them; the more dangerous, the more ruinous it may be 
to misapply any part of the sinking fund; the less likely 
is the public debt to be reduced to any considerable 
degree, the more likely, the more certainly, is the sinking 
fund to be misapplied towards defraying all the extraor-
dinary expenses which occur in time of peace. When a 
nation is already overburdened with taxes, nothing but 
the necessities of a new war, nothing but either the ani-
mosity of national vengeance, or the anxiety for national 
security, can induce the people to submit, with tolerable 
patience, to a new tax. Hence the usual misapplication 
of the sinking fund. . . .

. . . Were the expense of war to be defrayed always by 
a revenue raised within the year, the taxes from which 
that extraordinary revenue was drawn would last no 
longer than the war. The ability of private people to 
accumulate, though less during the war, would have 
been greater during the peace, than under the system 
of funding. War would not necessarily have occasioned 
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the destruction of any old capitals, and peace would 
have occasioned the accumulation of many more new. 
Wars would, in general, be more speedily concluded, 
and less wantonly undertaken. The people feeling, 
during continuance of war, the complete burden of 
it, would soon grow weary of it; and government, in 
order to humor them, would not be under the neces-
sity of carrying it on longer than it was necessary to do 
so. The foresight of the heavy and unavoidable burdens 
of war would hinder the people from wantonly calling 
for it when there was no real or solid interest to fight 
for. The seasons during which the ability of private 
people to accumulate was somewhat impaired, would 
occur more rarely, and be of shorter continuance. 
Those, on the contrary, during which that ability was 
in the highest vigor would be of much longer duration 
than they can well be under the system of funding.

When funding, besides, has made a certain prog-
ress, the multiplication of taxes which it brings along 
with it, sometimes impairs as much the ability of pri-
vate people to accumulate, even in time of peace, as the 
other system would in time of war. The peace revenue 
of Great Britain amounts at present to more than ten 
millions a year. If free and unmortgaged, it might be 
sufficient, with proper management, and without con-
tracting a shilling of new debt, to carry on the most 
vigorous war. The private revenue of the inhabitants 
of Great Britain is at present as much encumbered in 
time of peace, their ability to accumulate is as much 
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impaired, as it would have been in the time of the most 
expensive war. . . .

In the payment of the interest of the public debt, it 
has been said, it is the right hand which pays the left. 
The money does not go out of the country. It is only a 
part of the revenue of one set of the inhabitants which is 
transferred to another; and the nation is not a farthing 
the poorer.* This apology is founded altogether in the 
sophistry of the mercantile system; and, after the long 
examination which I have already bestowed upon that 
system, it may, perhaps, be unnecessary to say anything 
further about it. It supposes, besides, that the whole 
public debt is owing to the inhabitants of the country, 
which happens not to be true; the Dutch, as well as sev-
eral other foreign nations, having a very considerable 
share in our public funds. But though the whole debt 
were owing to the inhabitants of the country, it would 
not, upon that account, be less pernicious. . . .

The proprietor of land is interested, for the sake of 
his own revenue, to keep his estate in as good condi-
tion as he can, by building and repairing his tenants’ 
houses, by making and maintaining the necessary 
drains and enclosures, and all those other expensive 
improvements which it properly belongs to the land-
lord to make and maintain. But, by different land taxes, 
the revenue of the landlord may be so much dimin-
ished, and, by different duties upon the necessaries and 

* This is much less true now, when so much borrowing is international.
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conveniences of life, that diminished revenue may be 
rendered of so little real value, that he may find himself 
altogether unable to make or maintain those expensive 
improvements. When the landlord, however, ceases to 
do his part, it is altogether impossible that the tenant 
should continue to do his. As the distress of the land-
lord increases, the agriculture of the country must nec-
essarily decline.

When, by different taxes upon the necessaries and 
conveniences of life, the owners and employers of capi-
tal stock find, that whatever revenue they derive from 
it, will not, in a particular country, purchase the same 
quantity of those necessaries and conveniences which 
an equal revenue would in almost any other, they will 
be disposed to remove to some other. And when, in 
order to raise those taxes, all or the greater part of mer-
chants and manufacturers, that is, all or the greater part 
of the employers of great capitals, come to be contin-
ually exposed to the mortifying and vexatious visits of 
the tax gatherers, this disposition to remove will soon 
be changed into an actual removing. The industry of the 
country will necessarily fall with the removal of the cap-
ital which supported it, and the ruin of trade and manu-
factures will follow the declension of agriculture. . . .

The practice of funding has gradually enfeebled 
every state which has adopted it. The Italian republics 
seem to have begun it. Genoa and Venice, the only two 
remaining which can pretend to an independent exis-
tence, have both been enfeebled by it. Spain seems to 
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have learned the practice from the Italian republics, 
and (its taxes being probably less judicious than theirs) 
it has, in proportion to its natural strength, been still 
more enfeebled. The debts of Spain are of very old 
standing. It was deeply in debt before the end of the six-
teenth century, about a hundred years before England 
owed a shilling. France, notwithstanding all its natural 
resources, languishes under an oppressive load of the 
same kind. The republic of the United Provinces is as 
much enfeebled by its debts as either Genoa or Venice. 
Is it likely that, in Great Britain alone, a practice, which 
has brought either weakness or dissolution into every 
other country, should prove altogether innocent?

The system of taxation established in those differ-
ent countries, it may be said, is inferior to that of Eng-
land. I believe it is so. . . . To the honor of our pres-
ent system of taxation, indeed, it has hitherto given 
so little embarrassment to industry, that, during the 
course even of the most expensive wars, the frugality 
and good conduct of individuals seem to have been 
able, by saving and accumulation, to repair all the 
breaches which the waste and extravagance of govern-
ment had made in the general capital of the society. At 
the conclusion of the late war, the most expensive that 
Great Britain ever waged, her agriculture was as flour-
ishing, her manufacturers as numerous and as fully 
employed, and her commerce as extensive, as they had 
ever been before. The capital, therefore, which sup-
ported all those different branches of industry, must 
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have been equal to what it had ever been before. Since 
the peace . . . Great Britain seems to support with ease, 
a burden which, half a century ago, nobody believed 
her capable of supporting, Let us not, however, upon 
this account, rashly conclude that she is capable of sup-
porting any burden; nor even be too confident that she 
could support, without great distress, a burden a little 
greater than what has already been laid upon her.*

When national debts have once been accumulated 
to a certain degree, there is scarce, I believe, a single 
instance of their having been fairly and completely 
paid. The liberation of the public revenue, if it has ever 
been brought about at all, has always been brought 
about by a bankruptcy; sometimes by an avowed one, 
though frequently by a pretended payment.

The raising of the denomination of the coin has 
been the most usual expedient by which a real public 
bankruptcy has been disguised under the appearance 
of a pretended payment. If a six pence, for example, 
should, either by act of parliament or royal proclama-
tion, be raised to the denomination of a shilling, and 
twenty sixpences to that of a pound sterling, the per-
son who, under the old denomination, had borrowed 
twenty shillings, or near four ounces of silver, would, 

* It must be acknowledged that the United Kingdom did survive these 
debts, and even greater ones incurred during the wars with Napoleon. 
But Smith is right to pose the question and to suggest that there is a 
limit to debt and especially to the growth of debt in excess of that of 
the overall economy.
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under the new, pay with twenty sixpences, or with 
something less than two ounces. A national debt of 
about a hundred and twenty-eight millions, near the 
capital of the funded and unfunded debt of Great Brit-
ain, might, in this manner, be paid with about sixty-
four millions of our present money. It would, indeed, 
be a pretended payment only,* and the creditors of 
the public would really be defrauded of ten shillings 
in the pound of what was due to them. The calamity, 
too, would extend much further than to the creditors 
of the public, and those of every private person would 
suffer a proportional loss; and this without any advan-
tage, but in most cases with a great additional loss, to 
the creditors of the public.

If the creditors of the public, indeed, were gener-
ally much in debt to other people, they might in some 
measure compensate their loss by paying their credi-
tors in the same coin in which the public had paid 
them. But in most countries, the creditors of the pub-
lic are, the greater part of them, wealthy people, who 
stand more in the relation of creditors than in that of 
debtors, towards the rest of their fellow citizens. A pre-
tended payment of this kind, therefore, instead of alle-
viating, aggravates, in most cases, the loss of the credi-
tors of the public; and, without any advantage to the 
public, extends the calamity to a great number of other 

* The usual method today would be for government to issue new paper 
money to pay its debt, which is another, and easier, form of pretended 
payment.
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innocent people. It occasions a general and most per-
nicious subversion of the fortunes of private people; 
enriching, in most cases, the idle and profuse debtor, at 
the expense of the industrious and frugal creditor; and 
transporting a great part of the national capital from 
the hands which were likely to increase and improve it, 
to those who are likely to dissipate and destroy it.

When it becomes necessary for a state to declare 
itself bankrupt, in the same manner as when it becomes 
necessary for an individual to do so, a fair, open, and 
avowed bankruptcy, is always the measure which is 
both least dishonorable to the debtor, and least hurt-
ful to the creditor. The honor of a state is surely very 
poorly provided for, when, in order to cover the dis-
grace of a real bankruptcy, it has recourse to a juggling 
trick of this kind, so easily seen through, and at the 
same time so extremely pernicious.
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