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PRELIMINARY ESSAY.

S1

many important inquiries have been instituted into the
nature of value that the subject would not have been adverted
to in this production if it could have been separated with pro-
priety from an investigation of capital. If our theory agrees
with any other, it is with that of Professor Smith. He makes
the quantity of labour expended in the production of any ar-

ticle the standard of its value, and the regulator of the quanti-

ty that must be given in its exchanges. We have made the
value of all articles to depend on the facility or difficulty of
their production, and the rate of exchanges between any two
of them to be ultimately governed by the relative difficulty of
their production. This is perhaps merely stating the same prin-

ciple, but in different terms. The difficulty or facility of pro-
duction'has certainly reference to a greater or less quantity of
labour.

The Earl of Lauderdale, who wrote after Mr. Smith, makes
the value of all desired articles to depend on their existing in a
state of scarcity.

If what we have written on this subject* be correct,
it will appear, that to say an article exists in great scarcity
is merely to say that it is procurable with great difficulty, and
therefore a theory which founds the nature of value on the

scarcity in which mankind possess different articles, founds
it on the effect produced by the difficulty experienced in their

production.
To say that one article is more valuable than another because

it is more scarce, may be, no doubt, very correct, and will be
consonant to the theory of the Earl of Lauderdale ; to say that

it is more valuable than this other, because it requires more la-

bour to produce it, may be no doubt also correct, and will be
consonant to the theory of Mr. Smith. There will be no impor-
tant difference in these conclusions if an article that exists in

scarcity is always procurable with more labour than another

* The quantity of every article possessed by man depends upon, the difficul-

ty OP facility of its production.



which exists in a greater quantity ^ and if an article that is pro-
curable with much labour is always possessed by us in greater

scarcity than another which is procurable with less labour. A
combination similar to this which we have now supposed, will

also be found the true operation of practice, because the quanti-

ty which we possess of every article is governed by the diffi-

culty or facility of its production.
In his criticism on Mr. Smith, the Earl of Lauderdale does

not appear to have considered this fact; he treats of the scar-

city of an article as if it was a property which had no re-

ference to our powers ofproduction, and as if it operated to pro-
duce value by debarring us from enjoying the full quantity we
desire to enjoy. We have on the contrary, endeavoured to show
that the quantity of any article we are really solicitous to enjoy,
is that quantity which we have been in the habit of enjoy-

ing, and therefore that its value cannot be caused by our being
debarred, through its scarceness, from enjoying more of it.

That we do not possess more of any article, is owing to the dif-

ficulty experienced in its production : that we desire what we
do possess is owing to our being habituated to its enjoyment ;

that we purchase it at the market price is owing to our being
unable to purchase it on lower terms, and the reason why we
are enabled to purchase it on lower terms is the difficulty expe-
rienced in its production. This difficulty of production regulates,

therefore, not only the price of all articles, but also the quantities
in which we possess them. The most peculiar feature in our

inquiry is the view we have taken of government loans and bank-

ing institutions.

In various theories that have been invented on the subject
of capital, many of them invaluable for the suggestions they
contain, certain articles, such as specie and bank notes are spo-
ken of as if they were desired only on account of the uses they

perform in commercial operations.
The tenour of these writings do not seem to admit that any

articles are desired for their own qualities, excepting those we
use as sustenance, as clothing, as shelter, and as necessary
conveniencies.

The discovery of a rich diamond mine would not be con-

sidered by them advantageous, excepting it were for the more
substantial articles these diamonds would be exchanged for in

some foreign nation. The gratification afforded by the wearing
of diamonds by the finders would not be admitted as a reasona-

ble argument in favour of their discovery, especially if their

extraction from the mine consumed labour that had previously
b^ -*i 'employed in the production of houses, of wheat, and of

other articles of sustenance and convenience. The same unim-



portance appears by these writings attached to gold, to silver, and
to bank notes. No benefit is spoken of as emanating from them,
but the benefit is spoken of as emanating froimthe commercial
effects they produce from the articles of sustenance, of cloth-

ing, and of palpable convenience that they are the means of

producing. In various other theories, however, of earlier date,

gold and silver, or as they are there called the precious metals,
are held in greater estimation, and indeed all other articles appear
to be de-hirab^e only because they will produce these metals in

exchange. There is still another division of capital both in an-

cient and modern theories, into those articles which are consid-

ered necessary to the common conveniences of life, and into

those which are not considered necessary. Of the kind first

mentioned, are wheat and leather, and of the kind last men-
tioned are costly lace and diamonds.
The question is, whether that trade is not disadvantageous

which exports these more necessary articles for the purpose of

receiving in exchange these less necessary ones. And also,
whether it is not better that the industry of a nation should be

employed about the production of the first, in preference to the

production of the latter, when the production of either should

depend upon the balance of advantages.
There is then another question existing, (and we shall advert

to no more) it is, whether a parsimony in the consumption of the

articles of our desire is not more beneficial than a more liberal

enjoyment of them.
It happens frequently with theorists, that they do not des-

cribe any actual operation, but merely state that which they think

ought to be practised. Such a theory is then barely the opinion
of an individual that certain effects may be produced by certain

causes, and that these effects will tend to our greater advantage
than the accustomed and well known practises of the nation.

It may also be true, but if we anticipate the future from
the experience of the past, we shall find sufficient reason to

question the ability of the most knowing, in his forebodings of
what consequences will follow from any untried event. There
is no connexion visible to man, between any cause and its effect,

and if we state any untried measure, and detail the operations
we expect it to perform, it is because we think there is a re-

semblance between this measure and some other that we have
seen in:practice, and therefore judge from this similarity of causes
that the resembling measure must produce a resembling effect-

But to deal candidly, perhaps every man would acknowledge
that no expected result ever followed exactly as he had anticipa-
ted even in his familiar transactions. If so, how much less are
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his conclusions to be relied on when he derives them from mea
sures yet unknown to practice.
The various

gpinions we have spoken of as existing on the
different articles which compose capital, have all been given at

different periods for the government of man's conduct towards
them.

It appeared ridiculous to several of these authors that man
should employ himself about the production of articles which
in the eye of phi.osophy were below his regard; of articles

which were necessary neither to his support, to his shelter, nor
to his palpable convenience. In pi^ctioe, however, the- true test

of all theories, we find that it is more easy to point out objects
that are desired, than it is to account for the cause of their

being thus desired. To say that a human being should consid-

er a diamond necessary to his happiness, and to account for

his desire by saying that such stones shine very brilliantly,

appears to an abstracted reasoner as stamping the person having
such desires, with a character of frivolity beyond what he can

think mankind capable of. The fact, nevertheless, is certain

that diamonds are an object of our desire, and though the cause

of this desire may be attributed to various properties which

they possess, they are all very immaterial to the effect produ-
ced, and of which we speak.
We have attempted to show, though very briefly, in the fol-

lowing work, that our great source of pleasure is the enjoy-
ment of those objects we desire. Whether it is more consis-

tent with wisdom to desire certain articles, such as wheat and
woollens to gold and laces, has not been agitated. We have
contented ourselves with stating what is the practice, and not

what ought to be.

In practice it certainly is the concernment of each individual

to employ his industry in procuring those articles for which he
has a desire, whether it be for lace or leather, for wheat or

gold nor can it well be conceived why my desires for one arti-

cle should not be gratified as well as those of my neighbour for

any other.

We have said that it has been agitated whether parsimony in

the consumption of the articles of our desire is not more
beneficial than a more liberal enjoyment of them. Thus, whe-
ther an illumination of a city which should consume oil, candles,
and other articles to the amount we will say of five thousand dol-

lars would not be a loss to the nation equal to the capital thus

consumed.

By a careful review of the operations of man in society, we
shall perceive a constant exertion to counteract the evil tenden-

cy which any measure produces, and it is therefore probable



that an increased consumption gives rise to an increased pro-
duction sufficient not only to compensate for the consumption,
but also for to outweigh it.

The quantity of capital produced by a single individual

in one period of the world differs most widely from the quan-

tity produced at another period. It is also impossible to fore-

see or even conjecture the increased production that the ingenui-

ty of man may in time cause individuals to produce. This

ingenuity must however be stimulated, and it may readily be

conceived that if man had been formed without the power of

consuming capital, and in every other respect just as he now is,

that the quantity of capital he would have possessed at this day
(even admitting that all he produced should have been imperish-

able) would be a less quantity than that which we now find in

his possession. If this be so, or even if the consumption of

capital is at all a stimulus to its production, we may con-

clude that consumption does not necessarily tend to impoverish
a nation, but on the contrary, to enrich it with additional produc-
tions.

In Russia, the late destruction of Moscow must have con-

sumed an almost incalculable quantity of capital, yet from
what we know man can perform when greatly induced, we may
conclude that even this unparalleled waste of desired articles

may give rise to sur.h increased exertions as to make it a means
of increasing eventually the wealth of that empire.

Sumptuary laws have been adopted in many countries, and

may, it is true, prevent the consumption of capital, but they also

prevent its production by removing that stimulus to man's ex-

ertions which may be said to regulate the extent of his perform-
ances.

To inquire whether that is a profitable branch of national

trade that exports the articles of sustenance for to receive in

exchange silks and laces, is perhaps an inquiry arising from a

wrong view of the nature of capital. The great employment of
man is to procure such objects as he desires. In a state of un-
cultivated society the whole exertions of the tribe or nation

do no more than produce some few articles of absolute necessi-

ty ; in a state of refinement and civilization the exertion of
but a very few are sufficient to supply the whole with these

same articles, and in a greater quantity. It may be now inqui-
red why this change ? The individuals at this day possess no

j greater natural powers than at the former period then why is

I

the result of their efforts so widely different ? The answer
is because of their superior exertions. A motive will then be

'j
wanting for their superior exertions, and it may be found in

jj

their solicitude now to obtain various articles which at the period
"first spoken of were entirely unknown to them. The exertions
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of man will always be governed by the end to be attained.

When he knew no greater enjoyment than that derived from
a scanty sustenance, he proportioned his efforts to its attain-

ment, and they were accordingly as feeble as the object was
small.

In the progress of this work we have shown that man is never
without desires, and that as soon as he is enabled to obtain che ob-

ject of his present solicitude, some desire beyond his means of

gratification will immediately supply its place. This might be

urged to show that he could never want a stimulus to his exer-

tions. In all probability he never did want one, and hence the

universal tendency of all nations to a state of greater refinement.

The progress of improvement is, however, slow, where ex-

ample does not point out the way.
In a nation where desires are known far beyond those crea-

ted by the necessities of nature, the ungratified desires of most
individuals tend more to give a stimulus to those exertions

which produce capital than the desires of those individuals do
who live in a rude state of nature. In the refined nations,
each individual beholds others possessing many objects of desire

beyond his capacity of obtainment ; and his ungratified desires

(that is, those which serve as a stimulus to his exertions) go

generally to the obtainment of some objects similar to them
which he observes in the possession of his neighbours.

In the rude state we before adverted to, each individual will

also have his ungratified desires to serve as a stimulus to his ac-

tions, but they will not always be for the possession of capital,

they will be for distinction in battle, in the chase, or some other

object distinct from the accumulation of capital. The reason

then, why man produces more capital in a nation which we
call refined, than he does in another which we call uncivilized,

is because he makes greater exertions of his labour and ingenui-

ty, and the reason why he makes greater exertions is, because

he knows more wants in the refined state of society than he

previously did in that which we call leas refined.

We will suppose that a nation shall have arrived to a state of

great refinement, and that its Legislator shall observe with re-

gret the small number of inhabitants who employ themselves

in the production of those articles which he shall think of real

utility, compared with the number of those who employ them-

selves in the production of less important articles ; and that

with this impression he shall prohibit such less important arti-

cles from being produced, and also prohibit any exchanges with

foreign nations of the articles of real utility for any others not

equally necessary to the support or palpable conveniences of

life. He shall a,dopt this policy from an impression that the



exertions of the nation will not be diminished by its operation,
and that therefore the production of necessary articles will be
so multiplied as to place them within the reach of his meanest

subject : The result will however, deceive his expectations.
The whole object of the nation will ROW be to acquire so much
of the articles they are permitted to enjoy, as will satisfy their

desires for them. Their exertions will therefore be proportion-
ed to this end.

We have said that the quantity of these articles they have
been in the habit of enjoying, was furnished by the exertion of
but a small portion of the inhabitants. The nation will have
no known and desired uses for any quantity over what they
have been accustomed to possess, and therefore, their solicitude

will be directed to the attainment of this quantity, and to no
more. The various other productions will cease from being
produced, and no equivalent will be given to the nation by any
increase in the quantity of those articles, for the increase

of which the new policy was introduced. The question,
therefore, for a legislator to decide, is not whether the labour

employed in the production of silks, laces, and lawns shall

be employed in that way, or in the production of wheat, leather,
and blankets ; but whether these silks, laces, and lawns, shall

cease from being produced, without any increase being made in

consequence thereof, in the production of those other articles. It

is an error that supposes the production of one article ne-

cessarily diminishes the production of another whose uses it

does not go to supply.
A nation in the first century of its existence employs its in-

dustry in producing articles of sustenance. In the second cen-

tury it adds, we will say, to its productions, the arti. les of cloth-

ing. In the third century, fixed habitations. In the fourth,
ornaments and domesticated animals, and in this progres-
sion, continues to advance until we behold all those wonders of

art and ingenuity which man at length gives to society. These

progressive improvements are not made at the expense of each

other, but by making industry more productive through the

means of an increased exertion of labour and ingenuity. A new

production that does not go to supplant any other, (by
filling the office this other had been desired for) does not neces-

sarily cause a diminution in the production of any article,

but on the contrary, may be considered as a new acquisition of so

much additional capital.
If the producers of it are taken from a class who formerly

furnished any desired articles, their place will be soon sup-

plied by the increased exertions of the remainder. The causes

which produce these changes in our exertions are not con-
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certed amongst individuals, but operate by their own tendency.
An insufficient supply of any article occasioned by many indi-

viduals deserting its production, causes an insufficiency in the

market for the ordinary demand, and a consequent advance in

price. This advance is an inducement for an increased exer-

tion by them who still remain its producers, and it also occasions

many others to become producers oi' it M ho were not so previous-

ly. The required quantity is at length obtained, and the deser-

tion of its former producers does not eventually diminish it.

In what we said of the legislator, whom we made to restrict

the production of capital to such articles as he thought necessa-

ry, we attempted to show that the production of those articles

would not be thereby increased, and that the only effect of the

measure would be to prevent the production of the articles he

restricted, without increasing the production of the articles he

permitted. It must be, however, admitted, that it is impossible
to foresee what the natural love of man for pre-eminence would

prompt him to effect even under such circumstances.

It is possible, that if a nation accustomed to great exertions

were suddenly restricted to the production of wheat, oxen, and

leather, that their exertions would not expire, but would be

employed in the accumulation of vast quantities of these articles,

beyond any present known enjoyment of them.
The desire which men have for many articles met with in im-

proved society, does not, perhaps, arise from any actual plea-
sure derived through the medium of their senses, but rather

from a pleasure of the imagination. Our desires for the vari-

ous articles of food, for fire, for down beds, for soft carpets,
for warm clothing, for horses and carriages, may all be tra-

ced to some pleasurable sensation these articles are the means of

producing, and perhaps would all be used, if attainable, by an
individual situated in some part of the globe, remote from the

possible view of any human observer ; but our desires for dia-

monds, for laces, for gold utensils in preference to silver, to be

drawn by four horses in preference to two, by six in preference
to four, can hardly be traced to any pleasurable sensaiion they
are the means of producing, and probably they would all exist

unused, however easily attainable, by an individual situated the

same as we have supposed the former individual. If then socie-

ty is necessary to make 'these latter objects yield us pleas-
ure, it must be to some other source that \ve must search for the

cause of this pleasure, and not to their operation on our senses.

For whatever wise purpose, (immaterial however, to the ef-

fect of which we speak) every man appears to be possessed of

a strong natural ambition, and frequently of a restless desire to

be superior to those who compose the circle in which he moves
in society. The contention of Kings, down to the depravity of
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felons, (to speak of two extremes) may perhaps spring from
this principle ; for there is no action, however noble, or how-
ever base, but a superior facility in the exercise of it will of-

ten be courted, when the attainment shall exalt the possessor in

the opinion of his associates-

It is perhaps this, which makes a person so generally conform
his conduct to the habits of his companions, and therefore makes
the choice of society a matter of such great importance.-
With the generality of mankind, .however, their ambition

finds employment in the accumulation of capital. The
greater that portion of the inhabitants is of any nation, who
make such accumulations the sole end of their ambition, the

greater will be the respect paid to wealth. In France, it is less

the object of primary ambition than it is in England, and per-

haps in the United States it is more frequently the object of

primary ambition than it is in England. In the first nation,

therefore, there is less respe : v paid to wealth than in the second,
and in the United States, perhaps, still more respect paid to it

than in either.

It is a saying frequently heard, that there is no disgrace in

being poor. This may no doubt be true of many persons thus

situated, but where the accumulation of capital is very generally
the primary object of ambition, poverty will be more or less con-

sidered as evincing a want of capacity, or some other natural

inferiority in the poorer man compared to that possessed by the

one more wealthy, especially when the persons compared were
once on an equality.
Men engaged in the pursuit of wealth may be considered

like rival authors or painters, the event is that by which wejudge
of their relative skill, and they are prized accordingly. This

principle is also very perceptible ia many situations of life. A
village trader may not feel it as any detraction from his own
merits when he is informed that a person in the city engaged
in the same pursuit, has made a large fortune in the time he has
been making but a bare subsistence. He will spare himself any
unpleasant feelings, from the contrast, by supposing that it should
be justly attributed to the circumstance of superior advan-

tages of place, and not of talents. But if this superior success

has befallen to a person in his own village, he will not have
the same excuse for not being equally prosperous, and will

in all probability feel sensations of uneasiness whenever the

topic is adverted to, from a consciousness that inferences to

his disadvantage will be drawn in the minds of others when
he is thus compared with the person that he was formerly on
a level with. Here is a person, therefore, who feels his po-

verty as a disgrace. He at least fears that others will so think
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it, and whenever the subject is introduced, will endeavour to

obviate unfavourable impressions by accounting for the event in

some way that may show it has been voluntary on his part, by
his disdaining to employ those means which the other person
resorted to. Such may also be frequently the truth, but there

would be no necessity of his so pertinaciously relating it, if he

did not feel that it was necessary to his own character. There
is perhaps more justness in the favourable impression entertain-

ed for the rich, than at the first view we are willing to allow.

It is a common observation, that the bare knowledge of any

stranger possessing wealth is a great recommendation to him,
even with those who know nothing farther concerning him, and
who cannot possibly expect to be 'in any shape benefitted by
his possessions.

In a nation where the accumulation of wealth is the primary
object of general ambition, it will follow that those means must
be approved of, which are generally pursued in its accumulation,
and that those must be held in disesteem which have a contrary

tendency.
We accordingly find that economy in expenses ; application in

business ; punctuality in engagements, and the peculiar species
of knowledge necessary in commercial pursuits, are all admired

qualities, and insure to the possessor a degree of general respect.
A contrary conduct does in like manner create an unfavour-

able impression against him who practices it. His actions are

not those which others admire, and therefore his conduct meets
with a degree of general disapprobation. It is from this source

that the knowledge of a stranger possessing wealth operates as

a recommendation to him. The possession of the object sought
is considered as a pretty fair evidence of his also possessing
those esteemed qualities necessary to its attainment, and when
no circumstances are known to the contrary, he frequently re-

ceives all the respect and attention which the actual knowledge of

his possessing them would ensure him. The knowledge of a

stranger possessing no wealth does on the contrary operate to his

disadvantage. If we know nothing of him but his poverty,
and judge him by the same criterion that we did the rich man,
we shall suppose it probable that he is not in the practice of

those actions which we so much approve of, and that on the con-

trary he is given to those opposite practices of which we so

much disapprove, and we shall accordingly, frequently view
him with the disapprobation that the actual possession of those

bad qualities would ensure him.
We have said that there is a natural desire in each indi-

vidual to become superior to those with whom he is at pre-
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sent on an equality. This desire is that impulse to which vie

have given the name of ambition.

We have also said, that in a commercial nation this ambition

will most generally be exerted in the accumulation of capital.

Wealth may therefore be considered as the prize for which many
men are contending, and the amount acquired by each, as the

criterion by which their relative skill is determined.

In the progress of the following work it will be shown, that

the articles of capital are valued in proportion to the difficulty

of their production, and accordingly, if I possess an article of

too difficult a production for others, my self-love will feel a gra-
tification from this result of my endeavours, indicating some

superiority in me over them that have been engaged in a similar

pursuit. It is perhaps from this cause that many articles of capi-
tal are desired, and not from any quality they possess of grati-

fying our senses. They are desired for the pleasure they
cause us through the medium of our imagination, or in other

words, for the pleasant reflections they give rise to.

It is hardly probable that a person would wear diamonds if

he were so situated as to be entirely secluded from the pos-

sibility of any human observer. If, however, he did, it would
be because the wearing of them would give rise to some pleas-
ant reflections caused by their having been worn in times past,
and by their now exciting a reproduction of the agreeable

thoughts which they then gave birth to. They would not be

worn in such a situation from any pleasure they would cause

the senses to produce. The pleasure they are the means of caus-

ing to us in society is probably derived from the desire of supe-

riority which we have just spoken of.

Knowing the pursuit of wealth to be an object of such gene-
ral ambition, we conclude that every person who observes in

our possession an article beyond his means of attainment, must
view us in a point of view highly flattering to our self-love.

Any way, this is certain, that our reflecting on something which
we suppose is passing in the minds of beholders, is all the pleas-
ure which we receive from these decorations, and from various

other articles which we seek with avidity, and indeed employ
a great portion of our lives in procuring.
The subject which gave occasion for this digression on the

nature of our desire for these articles, was our speculating on the

result of a policy which should restrain the use and produc-
tion of any article that did not administer to the necessities of
our nature, or to our palpable convenience, such as wheat, lea-

ther, and blankets.

We endeavoured to show that the exertions of the nation

would be lessened by thi* lessening of the objects for which
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we now exert ourselves, or that in case these exertions should

not be lessened, that then they would (for the purpose of grati-

fying our desires for personal superiority) be employed in col-

lecting these necessary articles in such quantities as to make the

exertions which produce them equally misemployed as if they
were spent in the production of diamonds, laces, or any other

articles which may, in one sense, be termed useless. Because,
if it be useless to employ time in the production of diamonds,
it will be equally useless to employ it in the pruduction of blank-

ets, after a sufficient quantity should exist to answer the pur-

poses of defence against the inclemency of cold ; and yet it is

easily conceivable, that if we exert ourselves in the production
of diamonds and various other articles for the mere purpose of

attaining a personal superiority, that we should for the same

purpose (when restrained from any other pursuit) accumulate
vast quantities of blankets, or any other article we might be per-
mitted to exert our industry upon, and endeavour to attain to

a personal superiority by maintaining in our possession a lar-

ger quantity of blankets than others of less ability or perse-
verance could acquire.

It is not intended that this would be the operation of such a

restraint as we have described, it is only meant that such might
be the operation.

Any speculation that cannot be elucidated by former experi-

ence, will in all probability differ very widely from what would

actually result from the assumed premises, and therefore we
shall not presume to say what would be the effects produced
by any restraint on our exertions.

But to speak of the propensities of man, is. to treat of a sub-

ject with which our experience has brought us acquainted, and
we may therefore assert, that whatever forced regulations man

may be made to conform to, yet so long as he retains that prin-

ciple which he at present possesses, and which we have named
ambition, so long will he endeavour to rise superior to his

present equals. If he is restrained fro 1

doing it with arti-

cles of capital, he will do it with courag in war, with expert-
ness in the chase, or with some other nu^ns that the new or-

der of things might give rise to.

To determine v/hat pursuit would be really best for this

passion to expend itself upon, is perhaps a question of difficult

and even impossible solution. To judge by our own habits, we
should say the v;cumulation of capital. A military nation

might say renown in battle, and perhaps feel an emotion of

scorn for the man who should be content to pass his time in

peaceful occu} uions.
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Something similar to this spirit is now observable in France,
where the English nation, from being less military is called, in

contempt, a nation of shop-keepers.
The wealthy merchant of a highly commercial nation will

scarcely suffer the company of a military man, whilst in a milita-

ry nation a man of that profession will scarcely brook the socie-

ty of a merchant.
In a nation where the pursuit of capital forms the primary

object of general ambition, it is improper to endeavour to ac-

count for our desire of any article by the particular use it can

perform, and to suppose that none is beneficial but those to

which we can appropriate some such use. On this principle we
might discard the greater part of the articles we possess. They
would not be desired by an individual who should be placed
remote from any human society, and are by us desired only
as the acquisition of them is,' a means of affording us pleasure

through the medium of the imagination, by the process which
we have already described.
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A PUBLIC LOAN INCREASES THE NATIONAL
CAPITAL TO THE AMOUNT OF THE LOAN.

JLF the general government commence some expensive inter-

nal undertaking, and defray the expenses by creating a public
debt, the loans must be taken up in this country, or in a fo-

reign nation. We will suppose, first, that ihey shall borrow
from some foreign nation, five millions of dollars

', bring them
to the United States, and distribute them amongst the citi-

zens for various services. The United States will, by this dis-

tribution obtain an increase of capital equal to the amount dis-

tributed, say five millions of dollars. That is, their capital,
which we will suppose, was before the distribution, twenty mil-

lions of dollars, will be now five and twenty millions, and what-
ever further sum may be borrowed, imported and distributed,
will operate in a like manner.
We will now suppose that the government shall adopt the

other mode of borrowing, and receive from their own citizens

this loan of five millions. It will be evident that the money
must be taken from the capital of twenty millions that we be-

fore allowed the United States to possess, and that there would
then remain only fifteen millions were it not that the five mil-

lions borrowed are replaced by that amount of government se-

curities. If the five millions borrowed by government, and in

their treasury, be kept unexpended, the national capital will not
amount to more than it previously did, neither will it to

less ; because the government securities supply the place, and

fully represent the five millions borrowed, answering every
purpose in a foreign or domestic market, that the amount
of specie would have answered which was given for tnt-m.

. In the other case, if the government do not lock up these five

millions, but expend them within the country, it will appear
that the original twenty millions is again restored to circu-

lation, and also an additional capital of five millions of govern-
ment securities. If, after these first five millions are thus ex-

pended, government again borrow another sum, and in the like

manner expend it, the national capital will be farther increased

to the amount of this second sum borrowed, and so of every
.sum they may borrow and expend.
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Loans are^ in fact, Loans from Government to the

Nation.

Government borrow from individuals five millions of dol-

lars. They do not require this sum for the purpose of accumu-

lating, but for the purpose of expending. The borrowed money
js, therefore, immediately returned;to the people, who not only
have it thus returned to them, bat they also retain the govern-
ment securities, which were given to represent it. The national

capital is therefore increased to the amount of the government
securities, which increased capital the nation may continue,
to use as a borrowed capital, by paying the stipulated interest

for it. That is, the people must permit the government to col-

lect from them the amount of interest pledged .o be paid on
these securities.

What Capital is.

If an explanation be required of the term capital, it may be

given by stating that when used here, it means every article

that bears a value in market. Any article may be classed with

capital if the possessor can exchange it for some other article

that he desires to purchase. Accordingly, if the possessor of

government securities, can obtain in exchange for them some
article he desires to purchase, he will know that they pos-
sess the nature of capital, and so of all other articles that

he may possess, which will produce the same effect.

National capital, is a collective name for all the capital in a

nation, and when we speak of a measure as increasing the

national capital, it will mean that this measure produces some
increase of those articles which have the qualities above des-

scribed of passing in market, and of enabling the possessor
to obtain with them some articles that he may desire to pur-
chase.

Banks increase the National Capital.

Several persons deposit in a general concern, we will say,
a million of dollars, for the purpose of loaning it to indi-

viduals who may desire a credit capital. The borrowers de-

posit their individual notes for the amount of this million,
and draw it from the bank. So far, no capital is added to

the nation, because the money drawn from the bank, and

put into circulation, was originally abstracted from the na-
tional capital by the institutors of the bank ; and therefore,
it is now n more than returned. If the bankers also turned

3
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into circulation the promissory notes received from these indi-

viduals, in exchange for the money lent them, it might then be

said that the national capital had been increased, since not

only the money was returned to the nation, but an equal amount
of the notes of individuals were added to the national capi-
tal which had not previously existed. Such is, however, not

the operation. The bankers do not put into circulation the notes

of individuals which they receive in exchange for their specie :

neither do they put into circulation the specie which was

originalh taken from circulation to be placed in their vaults ;

at least we will say that they do not. In lieu of these, they
issue promissory noies of their own creation sufficient to

represent the specie in their vaults, and provided they did

not issue more promissory notes than just to represent the

amount of specie in their vaults, it is evident the national

capital would not be augmented. They would then turn into

circulation no more capital than what was debarred circula-

tion, by being confined in their vaults.

Experience, however, shows us, that they do not restrict

their emission of bank notes to the amount of specie drawn
from circulation and confined in their vaults. They emit a

much larger amount. We will say they shall issue notes to

the* amount of two millions, being one million more than

the amount of specie confined in their vaults, it will then be ob-

vious that they will increase the national capital one million of

dollars, which will continue in existence as long as they con-

tinue their operations. By this process, our banking insti-

tutions have vastly increased the capital of the nation.

Of the amount of increase, some judgment may be formed
from the number of banking establishments, and from the

knowledge shat each does thus increase the national capital in

a proportion to their specie, even much greater than that

which we have assumed.

An article of Capital must be an object of Man's desire.

We have said that capital may be known by its effects.

That is, an article may be known as capital when it can be ex-

changed for some object that we desire to purchase. The

question may now be asked, what are the properties neces-

sary to make an article produce this effect ? The answer is,

that every thing an individual possesses will produce it, when
the possession of it is an object of desire to other individu-

als. Thus, if I possess a horse, a government security, or any
other article of capital, and desire to exchange it for silver, the

price I shall demand will be some quantity of silver that I de-
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sire more than I do the horse, the government security, or

the other article of capital. If I obtain my price, it will be be-

cause the purchaser desires the horse, or whatever it may be,
more than he desires the silver.

The reason why the desires of one individual differ from
those of another, and even the reason why various articles

of capital are objects of desire at all, may arise from various

causes which, although curious and interesting, are quite unim-

portant to the present inquiry. Certain, however, it is, that

without these desires, there would be nothing like what we now
call capital, and without this variance in our desires there

would be no article of capital of which we could either effect a

sale, or make a purchase.

Government Securities are desiredfor the specie which they

produce.

They are objects of desire, and may be taken ;nto market
the same as any other article of capital, and may be exchan-

ged for such objects as the possessor ef them may desire to

purchase. If it be inquired why they are desired, it may be
answered by saying, that they produce periodically to the pos-
sessor certain quantities of specie, which specie is an object of

desire to those who take them.
If it be inquired farther, why specie is an object of desire ?

it may be answered that the fact must be perfectly familiar to

the daily experience of every individual, and indeed to the in-

quirer's own feelings. The cause of this desire (as was said

before) is unimportant in an inquiry like this, into its effects.

It may, however, be observed, that the usual way of account-

ing for this desire in man for gold and silver, is by stating that

they pass in market, and that they are desired for the sake
of the objects they may be there exchanged for. Yet this can-

not be the true reason. There must have been a desire to pos-
sess them in the individual who first gave any thing in exchange
for them. Therefore the desire must have existed before they
were received in exchanges; and when they were first received

it must have been on account of a desire felt for them.

Like every other article of capital then, the cause of specie pas-

sing in market, is the desire felt for it : that it does pass, is the

effect of this desire.

An individual may say, that he would not exchange his

horse for ever so large a quantity of gold and silver, if he could
not dispose of them for certain articles that he might desire.

And this may be true ; because, if they should cease from be-

ing objects of desire to other men, the same cause would, in a})
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siring them.

Bank Notes are desiredfor the specie which they represent.

They are objects of our desire we may know from expe-
rience ; and that they are so, is (in this country) owing to the

specie which they represent, and to the assurances they give
that we may have it delivered to us whenever we demand it,

The amount in circulation mc*y, many times, exceed the whole

amount ofgold and silver in the nation.

This is, without doubt, the present case of the United States,
and yet the desire for them remains undiminished. It pro-
ceeds from the desire for them being the desire of individuals.

Each one will continue to desire them so long as he believes

that those in his possession may be exchanged for the specie

they represent whenever he shall demand it. It is a matter of

no concernment to him whether the banks would, or would not

be able to pay on de.nand, and at the same moment the

specie for all the notes they have issued. His concernment lies

in their capacity to pay to him individually, the amount of notes

which he may possess, and if he be assured of thi fact, (which
the experience of himself and of others, continually may teach

him) he then receives the notes, and entertains as great a desire

for them as for the specie which they represent.
It is this consciousness of individuals in the ability of banks

to satisfy their individual claims, that makes them indifferent

about demanding them, and enables banks to issue notes to

an amount far exceeding the quantity of specie defined in their

vaultc, and of which these notes purport to be the represen-
tatives.

The concernment of bankers does not lie in being at all times

prepared to liquidate the whole quantity of notes they hav/ in

circulation ; but it lies in being at all times prepared to liquidate
that portion of them which may be actually brought for li-

quidation.
It is only through this system that they are enabled to in-

crease the capital of a nation, for it would not be increased were
thev forced to keep abstracted from circulation, the same amount
of gold and silver as is represented by their notes. So much,
therefore, as the amount of bank-notes which they emit, ex-

cteds die amount of specie which they abstract from circula-
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operations.

Notes of Individuals are objects of desire
^
andpossess the nature

of capital.

If it be inquired why they are objects of desire ? It may be

answered that they represent specie, which is a desired object ;

and that we expect to receive for them the amount they repre-
sent at some certain future period.

They increase the Capital of a Nation.

It is the same with notes of individuals as with those of

banks, that if they abstracted from circulation the amount of

specie which they represent, the national capital would not

be increased by their creation. But we know from experi-

ence, that individuals who issue them, do not abstract from
circulation the amount thus represented. That is, they do not

keep by them, in reserve, a sum of money sufficient to redeem
all their outstanding notes. Their only concernment lies in pos-

sessing at any one time, such an amount as they know will li-

quidate the demands which they at that time are pledged to

liquidate, without any reference to those which need not be

liquidated until a future day.

The notes of individuals may exceed in amount not only the

specie of a nation, but also the bank-notes of the nation.

It has been said that the bank-notes in circulation may
many times exceed the whole quantity of specie. The same

may be said of the notes of individuals, and with this addition,
that they may not only exceed the specie of a nation, but

the bank-notes of the nation superadded. This excess does,

also, no doubt, exist at the present moment, in actual practice.
The amount however, which is payable at any one time can-

not exceed the amount of the whole specie and bank-note ca-

pital of the nation ; For did notes of individuals for sixty mil-

lions of dollars become payable to-morrow, it would be im-

possible to liquidate them in a nation where all the specie
and bank-notes did not amount to more than twenty millions

of dollars. Because, as sixty millions were required at one

time, they could not be furnished where only twejity millions

existed. But if the amount of notes remain at sixty millions,
and we vary the time of payment, there will be no difficulty in

the liquidation. Thus, we '"will say one individual (for it has



the same operation) shall commence business, and every day
give his note for one million of dollars, payable at the end of

sixty days from each period. It will appear, after he shall

have continued these operations for sixty successive days, that

he will be indebted sixty millions. They will become due one
million each day. We will say that he shall determine on al-

ways being in debt sixty millions, and accordingly, as soon as

he has discharged the note first due, he shall immediately
make a fresh purchase, and give a new note for a million,

payable at the end of 60 days. By this course he will never be
indebted over 60 millions, but he will always

1 be indebted to

that amount. It will be his concernment to provide daily, one
million of dollars, and if he can effect this, it will be immate-
rial how much his debts exceed the specie and bank-note capi-
tal of the nation.

This statement shows that his individual notes may tre-

ble in amount the specie and bank notes, and yet if he can pro-
vide daily only- one-twentieth part of them, it will be all that is

required of him. To aid him in this provision, he will have

continually on hand 60 millions in the merchandize or other

property for which he give his notes, as he daily contracts anew
debt to the amount of that which he liquidates.

Sank Notes might continue objects of desire even though specie
should be refusedfor them at the Banks.

In saying bank-notes are objects of desire on account of the

specie which they represent, and on account of the conscious-

ness we possess, that they may be exchanged at will, for the arti-

cle represented, we speak of the present operation of these arti-

cles of capital. In England, the public bank of that nation has

long since refused to redeem their notes with specie, and yet

they still continue to be objects of general desire. It must be

remembered, that whenever bankers emit their notes, they al-

ways receive in exchange an equal amount in the private notes of

individuals. This exchange is desired by an individual on ac-

count of the superior and more widely diffused confidence that

is placed in the bankers over what is placed in him individually.
In fact, the discount which he pays to the bankers is not for the

use of any actual specie, (for they loan him none) but it is for the

use of their name and credit. It is a fact of which there can be

no doubt, that no bankers would be able to redeem with specie
all their notes, which they have emitted, if they should, at the

same moment, be presented to them for redemption
The bank-note capital of the United States does, unquestion-

ably, many times exceed in amount the whole specie capital of
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possible to meet the demand that might be made on them for

specie, and should, accordingly refuse to give it in exchange.
The desire for bank notes would, in all probability (judging from

the experience of England) be very little impaired. There
would still be a profitable use in the nation for all the notes in

circulation, because, we have already said, that the bankers pos-
sess notes of individuals sufficient to represent all the bank-notes

in circulation. It will therefore follow, that each of these indi-

viduals so indebted, will be as anxious to obtain the bank-notes

as they ever were, and indeed will receive them as gladly as so

much actual specie, since they will answer the same purpose which
that article would, in redeeming their individual obligations held

by the bankers, and for which they would have to give specie if

they could not obtain bank-notes. There will then continue to

be a demand for the notes of every bank that shall possess indivi-

dual notes sufficient to represent their own in circulation, and
this will be the case with every bank who has not acted fraud-

ulendy, or who has not been unfortunate or indiscreet in loaning
to individuals who are incapable ofrefunding the amount borrow-

ed. This calculation is also grounded on the supposition that

each bank should continue to receive its own notes in payment
from its debtors a contrary procedure could be dictated only by
fraud, and of course not entitled to any consideration in a calcu-

lation on general operations.
If we suppose that this change in the custom of banks should

not alter the credit of bank-notes with the different institutions,
but that the debtors of any one bank might be allowed to redeem
his obligation with the notes of any other bank (the same as is

now practised), it is then extremely doubtful if this change of

system would at all affect the currency of bank paper. There
are so few persons in society who are not either themselves in-

debted to some bank, or who do not pay their money to those that

are indebted,that we might pretty confidently look forward to no al-

teration in our desire for those articles, if every bank-note might
be employed in the way we have imagined, and which undoubt-

edly would be the actual operation, since it would be dictated to

those institutions by their general interest.

At this distance from England, it is imagined that nothing
enforces the circulation there of the national bank paper but a

law which prevents its being refused by individuals. Such a law

might, it is true, prevent a person from refusing it when offered,
but it could not give to it a value or uphold its credit. The
only operation of such a law is to prevent litigious and vexatious

suits, by persons, who, however much the value of any article

would refuse to receive it, or perhaps any other that they



could refuse, for the purpose of perplexing their debt-

or if they bear him ill will, or of injuring him by the cost of

a suit at law. It is from this consideration that some article in

every country is provided as a lawful payment for debts, which
law no more gives a value to bank-notes than it does to gold and

silver, or any other article that it designates. To be convinced
of this fact we need only suppose that the law should declare

that water must be receivable in payment for all debts at the

rate of a dollar for every pint. Transactions that had already
been made could not of course be accommodated to this new
state of things, and creditors would be injured to the amount
of their debts at the time of this new regulation ; but thereafter,
an entire new course would be pursued, and the price demanded
for every article to be sold on credit, would be regulated by the

article they knew they were liable to receive in payment. If

this article was so extremely void of value as a pint of water,
there would be no credit operations ; and if it were ten-

dered in payment for present purchases, there would be no

person willing to sell. It would cause a total suspension of all

exchanges until purchasers should offer some article of actual va-

lue. The effect of a similar operation was observable in the war

of our revolution, and notwithstanding the law to enforce the re-

ceipt of continental paper, it immediately vanished from circu-

lation when it ceased from being thought valuable. That bank

of England notes do therefore possess a consideration of value,

is not owing to a law which enforces their acceptance, but to

the uses possessed for them by individuals in liquidating tluir

notes held by the bank, and in meeting the requirements of go-

vernment, which can be answered with this paper equal to what

they can be with actual specie.

The extent to -which ourpresent banking system (ofgiving specie

for their notes) can be extended, ~w:ll have some reference
to the amount of specie in the nation.

We have shewn that the present operation of banks is to li-

quidate such of their notes*as may be brought for liquidation.
The amount thus brought bears but a very small proportion to

the quantity in existence, but yet it appears reasonable to suppose
that it must bear some proportion. If twenty millions were in

existence, there would be more brought for exchange, than if only
one million existed ; and the like reasoning will apply to show
that the larger the quantity in existence, the larger will be the

quantity brought for exchange Not that it is supposed the pro-

portion increases with the quantity,but on the contrary, it is suppo-
sed to diminish ; so, that if one per cent, ot the capital was daily

brought for exchange,when only one million was in circulation,not
so much as a quarter ofone per cent, will be brought when the capi-
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tal is twenty millions, owing to the increased familiarity the people
have with them, and to the superior confidence thereby excited. If,

however, the quanti-y for which an exchange is required, does

increase, by an increased emission, (however much the propor-
tion may decrease) it will be evident that the quantity which may
be emitted must have its limits, and that it can never be so ex-

tended under the present operation as to make the amount

brought daily for exchange, exceed the amount of specie in the

nation, and of course exceed the amount possible for the banks
to possess. It therefore appears, that the present banking sys-
tem has its prescribed limits, and although bank-notes may, ma-

ny times exceed the specie of the nation, they cannot, under the

present regulations, be so extended, as to make the customary
amount brought each day for liquidation, exceed the amount of

the specie in the nation.

An Article may lose its character as Capital.

Any occurrence that should operate to destroy our desire for

bank-notes, or any other article, would also destroy its character

as capital. It is not intended, that all articles are equally secure

against this change of character; experience gives continual

evidence to the contrary fact. Thus, notes of individuals may
be objects of desire one daj

7
, and the next, cease from being so.

Bank-notes are less liable to this vicissitude than notes of indi-

viduals ; and government securities are still less liable than either.

An article ceasing from being an object of desire, as with the

notes of a person become bankrupt, frequently creates much in-

dividual distress to the persons who unfortunately possess them.
The advantages however, derived to a nation by the facility pre-
sented to individuals of increasing their capital by this means of

credit, far outbalances its disadvantages. The same may be said

of banks, excepting that by their more widely extended transac-

tions, the advantages derived from their operations, and the dis-

advantages resulting from their failure, are much more widely
diffused. Government securities are so very seldom subject to

this change of character that they present a stability to the pos-
sessor, differing but little from houses and lands, for we find

that they are seldom effected but by some violent commotion of
the nation itself, which when it is sufficient to destroy them, sel-

dom fails from destroying or wresting from the owners, all the

other articles of capital in their possession.

Skill and Labour create Capital.

If all my possessions amount simply, to a log of wood, which
4
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shall be an object of no man's desire ; and I can, by art uj:

labour, shape it into any desired utensil, I may take it int3

market and exchange it for some article I wish to purchase.

Again^ if I dig from the earth silver ore, and fabricate there-

from a hundred dollars, I shall also have created a capital, but

not more obviously than can be done by man, in the formation

or production of any other object of desire.

Capital is perishable.

This is a proposition so familiar to our constant experience,
that it need only be understood to find immediate assent. Our

daily food is thus a capital, which had we not consumed, might
have been exchanged for other objects we had sought to pur-
chase.

The destruction occasioned by fire, by shipwreck, by break-

age, and by various other causes, known to the experience of
each individual, will convince him of the quantity of capital
which goes daily from existence, and which, were it not as

rapidly reproduced, would soon deprive man of the objects
of his desire, and eventually of life itself.

Credit capital perishes more rapidly than any other, regularly

expiring at short stated periods ; and were it not for its regu-
lar and equally rapid reproduction, the whole would soon van-

ish from existence.

An Increase of Capital is desirable.

We have already shown that the quality by which capital may
be known, is, that it can be exchanged for some object that the

possessor wishes to purchase ; and that the reason why it may
be so exchanged, is, that it does itself constitute some object
of man's desire. It follows, that an increase of capital is an in-

crease of some objects desired by man.

The business of life
is to procure the objects ofdesire,

If it be inquired whether an increase of the desired objects
called capital, be beneficial to a nation, it may be best an-

swered by examining the conduct and occupation of man.
We shall then find that the great business of each through life,

is the procurement of these objects. When he obtains them
he receives pleasure, and when deprived of them, he suffers

.pain.
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We distinguish Nations by the quantity of Capital they possess*

The great difference between one nation of people and ano-

ther, consists in the quantity, and also variety of desired ob-

jects the inhabitants of the one possess, compared with those

which are possessed by the inhabitants of the other.

Nations in which the objects of desire are few, and the va-

riety small, are called rude and uncivilized. Those which pos<-

sess more desired objects, and also a greater variety, are

termed more civilized and refined, and that nation which

possesses a greater number and variety of desired objects than

any other, will be esteemed the most refined and polished,
and will be considered as having attained to a higher state of

civilization and improvement than any other. It may be said,
that these possessions are effects resulting from civilization and

refinement, and not the causes which produces the refinement.

Be it so. This, however, is certain, that there never was a
nation considered highly civilized and refined, which did not

abound in articles of capital ; and there never was a nation

abounding in capital, which was not considered both civilized

and refined.

A great portion of this Capita^ is created by skill and labour,

Amongst which, are houses, furniture, clothing, and perhaps
all the articles of convenience and elegance with which high-

ly improved societies are furnished.

The chief portion of their food may also be thus classed ; for

the unaided and spontaneous efforts of nature form but a small

part of the sustenance of man in improved society.
It has been said, that the serious business of man's life (that

is in practice) lies in procuring the objects of his desire. To
procure them, he must either fabricate them himself, or purchase
them of others. Our own experience will sufficiently teach

us, how few can be produced by his own individual fabrication.

His mode of procuring them then, must be by purchase.

His gratification ivill be restricted only by his means.

Finding himself destitute of every object of desire, his chief

concernment will be to obtain that first, for which his desire is

most urgent. This will probably, be food. He finds it in abun-

dance, but no persons will part with it until he returns them an,

equivalent in some object which they desire more than the quan-
tity of food they are willing to give for it. If tlvy desire his

labour more than the food he requires, they will accept of it in
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exchange, and if he desires the food, they are willing to give more
than the ease he must forsake in thus obtaining it, he will agree
to the exchange and thereby obtain food. Labour will hence-
forth constitute his capital, if it be the only desired object in his

possession.

His Desires increase with his Means.

We have daily occasion to observe that no man is so humble,
but, on acquiring the means of gratifying his present desires, he
will immediately feel others that he was before a stranger to.

He who formerly lived in a small hut, walked on foot, and
wished for no greater enjoyment than coarse food, furniture and

cloathings will, on acquiring these, also acquire new desires be-

yond his means of gratification. He will wish a more spacious
mansion, better furniture, food and cloathing, and if these were al-

so obtained he would go still farther, and indeed would continue

extending his desires beyond the reach of his ability, so as never to

be without ungratified desires in every station, hpwever affluent.

His Pleasure depends upon the number ofDesires he can gratify.

That man receives pleasure in gratifying his desires is a pro-

position so very familiar to our experience, that it will be use-

less to dwell on it. The inference, however, to be drawn from it

is, that he who can gratify the greatest number of desires, must
also be in the reception of the most pleasure. If this be so, (and
the enjoyment ofpleasure, an object worthy of our concernment) it

appears that an individual will be benefitted by any measure that

enables him to obtain the objects of his desire, although by thus

obtaining them, he gives birth to new desires for objects beyond
his attainment. For, we will suppose he shall be in the posses-
sion of fifty objects of his desire, and that he shall also desire fifty

other objects which he has not the means of obtaining. By what
we formerly said, he never will be able to obtain all the objects
of his desire : and were he to receive these fifty, he would imme-

diately find that he desired a farther fifty that he had not before

thought of. It may therefore be inquired, what would be his

advantage in receiving them, seeing that he would still have an

equal number ungratified ? The answer is, that it v/ould Increase

the number of his gratifications, although it would not di-

minish the number of his wants. Formerly he had only
fifty objects of his desire, he has now one hundred ; he

th refore has increased his enjoyment by the pleasure that the

possession of the additional fifty desired objects bring with

them. The number of the objects that he cannot obtain, are on
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the contrary, not increased, they are still only fifty ; he is there-

fore bent fitted without any increased disadvantages.

His desires do not so readily decrease with the decrement of
his means.

We have stated, that he shall now enjoy one hundred desired

objects, und shall not feel the want of more than fifty, which was
the number he was originally solicitous to obtain. We will sup-

pose, that after being in possession of the hundred for some

length oftime, the means by which he obtained the last fifty shall

sM.l-.u-nii- and unexpectedly fail him. He will then be in the

same situation as to enjoyment that we first found him ; that is,

h. will still possess fifty desired objects. His situation as to the

ol.
(

.rts which he cannot obtain, will, however, be widely differ-

ent. He then knew <he want of only fifty objects he now knows
the wai^t of an hundred. For the imagination cannot divest itself of

the knowledge ofthose fifty wants which were called into existence

by his former good fortune. He therefore suffers the addi-

tional fifty wants that this good fortune called into existence.

He will be unhappy in proportion to the desires which he cannot

gratify.

Our experience, will, perhaps, sufficiently demonstrate, that

we feel a degree of unhappiness when we cannot gratify our de-

sires. If so, it will follow, that the more ungratified desires we
have, the more unhappiness we shall suffer ; and of course, the

person before spoken of, who has now one hundred desires un-

gratified, will suffer more pain than he did before his good fortune

made him acquainted with fifty new desires. It may be this

principle that makes persons unhappy on any reverse of fortune.

We frequently meet with individuals, who, by gradual advances,

acquire large possessions. On any decrease of these, we find

them unhappy, although when they first attained to the fortune

they are now diminished to, they considered themselves ex^reiae-

ly happy. This must arise from the many desired objects they
now feel the want of, which at that time they were unacquainted
with, and which were brought to their acquaintance by the pos-
sessions which they now have lost. There is likewise a great
difference between our desire for things which we have actually

possessed, and our desire for things which we only want to pos-

sess, without ever having done so. Thus, however much a poor
man might desire a stately palace, he would feel more pain at the

loss of his cottage, than he had ever before felt at not possessing
a palace. Our greatest unhappiness appears to arise from the
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want of objects that we have been accustomed to enjoy. We feel

a less solicitude about obtaining those that we never have pos-

sessed, but yet it is sufficient to engage all mankind in daily and

incessant exertions, and therefore cannot be inconsiderable.

Possessing Capital enables us to increase our Possessions.

The methods employed by man in acquiring the objects of his

desire are various, and also well understood in practice. It may
be noticed, however, that the use of capital is generally the most

potent aid in these acquisitions. A borrowed capital is there-

fore sought with avidity, and it is to this cause that the creation

of all our banks may be attributed. Not that the bankers esta-

blish them to enable individuals to acquire a credit capital, they
create them for the purpose of enjoying the productiveness at-

tendant on specie thus invested ; the cause of which productive-
ness is the desire of individuals to obtain a credit capital. The
business of trade is to purchase or to fabricate the objects of de-

sire, for the purpose of again parting with them to any person
who will give in exchange some object of greater desire than the

dealer gave in the purchase. The excess in the price received

over the price he paid, may be considered as the capital gained in

the exchange. By the use of a borrowed capital, an individual

is enabled to extend his business, and thereby enlarge his pos-
sessions beyond the size they could otherwise attain. His gains
will depend upon the extent of his business, and the extent of his

business will be governed by the amount of capital he is enabled

to command. Persons who have few possessions of their own,
and who cannot obtain a borrowed capital,are generally restrained

to small gains and petty accumulations. For property must be

acquired by exchanges, and the amount of the seller's profits on
each exchange, will, in a measure, depend upon the magnitude
of the transaction.

A Man seldom gets rich by his Individual Labour.

It is on this principle that a man is seldom enabled to acquire

large possessions by the operations of his own labour. His ex-

changes are few, and their magnitude trifling. A master work-
man who engages a number of individuals under him, wiii be

enabled to accumulate larger possessions. He exchanges the la-

bour of each of them to some profit, and therefore his exchanges
are more numerous than those are of a single labourer, and his

accumulations are accordingly larger.
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Our Desires cause the Production of Capital.

The desire of man to increase his possessions sets in motion

the various members of society, and all the productions of hu-

mair ingenuity and labour that fill a civilized and polished na-

tion, are instruments that were formed by individuals for in-

creasing their possessions. That these instruments have this

effect, is caused by the desire felt for them. Thus, the artist

who fabricates a watch (an article desired by many individuals)

exchanges it for more capital than he employed in its fabrication.

The surplus is his gain, which must also be a greater object of

his desire than the present ease he sacrificed in obtaining it. In

this transaction, it appears, that he has increased the objects of

desire in the nation by the production of a watch, and that his

motive for so doing, was to obtain gold, or some other object of

his desire. If we look still farther, we shall find that this gold,
or other object he obtained, was itself brought into the posses-
sion of man by some individual from a like motive, and so of

every other article we may examine.

Specie the most used in exchanges.

We have said that men employ a great portion of their lives

in acquiring the objects of their desire. Although, all the 6b-

jects they exchange in trade are articles of man's desire, j^et

they may not be objects of every man's individual desire. Each

will, however, be anxious to obtain an article, even if he dislike

it himself, provided he knows that it can be re-exchanged for

some object of his own peculiar desire.

Specie, from being an object of desire easily transported, or

from some other cause, not necessary to be here inquired intOj is

more frequently exchanged for other objects than any one arti-

cle of capital in. our possession. So frequently indeed, is it thus

employed, that the quantity of it necessary to be given in ex-

change for each other article, is pretty generally known to a

whole nation, and this quantity constitutes what is practically
called the price of every such article.

Of Value.

The value of an article (in practice) means the quantity ofany
other article it is desired to be exchanged for. The value of a

bushel of wheat to a person who wishes to exchange it for specie,
is the quantity of gold or silver that he can procure for it. The
value of a hundred silver dollars lo a person who wishes to ex-

change them for wheat, is,the quantity of that article which he can

procure for them. And o of all articles when they are either

exchanged for specie or any other article.



The quantity of every article possessed by man depends upon the

difficulty orfacility of its procurement.

In comparing one article with another, we distinguish that

as more scarce ef which we possess a less quantity, and that as

more abundant, of which we possess a greater quantity. Thus,

gold is called more scarce than lead, and iron more abundant
than silver. In this distinction, we only allude to their quan-
tities as they exist in our possession. Which of these articles

is least abundant in nature, is beyond our present knowledge.
We know the contents of the earth so far only as we have pene-
trated.

Since the earliest periods, gold has been accumulating in the

hands of man. This seems to show that our not possessing it

in any greater quantity, must arise more from the difficulty expe-
rienced in its discovery and extraction from the earth, than from
its non-existence there. Any new discovery that should so

improve the method of obtaining it, that one man should be able

to remove as much earth, or pierce as far into the earth in one

day, as he at present does in two, would have the same ope-
ration in increasing the quantity of gold in man's possession,
as a new order of nature, that should double the quantity in

which it at present exists*

From our experience hitherto, we may conclude, that were
the world to continue in being as much longer as it has alrea-

dy existed, that there never will be a time when men will not

be employed in extracting gold from the earth. If this be

so, our not obtaining at this present day, the whole quantity
that will have been obtained at the end of the period just men-
tioned, must arise, not from this quantity not existing, but
from our want of power to obtain it.

If we admit this position, it will then Appear that the

quantity we possess is limited by the difficulty of its procure-
ment, and not by its non-existence in nature. The same may
be said of every other article, and it therefore follows that

when we possess an article in greater abundance than we do

gold, it arises from a greater facility in its procurement, and
not necessarily from the quantity in which it exists in nature

being larger. Our experience will,, any way, fully justify the

assc-rtioii that those articles which we possess in great abun-

dance, are those which we obtain with little difficulty, and that

those which we possess in a less quantity, are those which
we obtain wiih greater difficulty.

*
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relative difficulty cf their procurement.

Of several cfujects of desire, every individual will rather

part with that object which he can most readily replace. If a

quart ofwater can be more readily replaced than a quart of beer,
it will be said not to be worth as much as the beer ; but if a

hogshead of water cannot be replaced with so little difficulty as
a quart of beer, it will then be said to be worth more than a

quart of beer.

It therefore appears, that a diminution in the present relative

value of any article of desire, when compared with another,
would be effected by rendering the object, the value of which

you wish to diminish, more easily attainable.

Thus, if you wished to diminish the value of a quart of beer
down to the value of a quart of water, it would be effected when
you made the production of the beer a matter of as little

difficulty as the attainment of the water. Whether such an
event is, or is not practicable, concerns not the present in-

quiry ; the circumstance is stated merely to show the conse-

quence that would result from such a change in the state of
these articles.

This relative difficulty in the production of the objects of de-

sire, must ultimately govern the rate of exchanges, and de-

termine the quantity of any one article to be given for another.

For, did the procurers of gold discover that a ton weight of
iron was procurable with less difficulty than an ounce of gold, and
that this quantity of iron could be exchanged in market for

some object of greater desire than that quantity of gold, they
would immediately cease from procuring gold, and employ
themselves in procuring iron. The consequences would be, that

either a sufficient inducement must be offered to make them, or
some others, return to the procurement of gold, or the supply
of that article will ultimately cease. The inducement required,
will be, that the ounce of gold shall be considered an object of
as great desire as the ton of iron, and that it shall be exchange-
able in market for as much of any object, as the iron can. This
inducement will accordingly be given. Not, however, by any
concerted agreement between individuals, but by the natural

operation of trade, produced by. the consequent diminution in

the supply of gold, and the augmentation in the supply of iron,

thereby causing a surplusage in the quantity of iron in market,
and a scarcity in the quantity of gold, both of which will here-

after be more fully spoken of.
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The facility with which an article is procurable^ dictates its use,

We have attempted to show that the quantities of each

article in the possession of man, bear some proportion to
*
the

relative difficulty in their production. They possess more iron

than gold ; more lead than silver ; more pebbles than diamonds ;

and they also procure the articles which they possess the most of,

with more ease and facility than those which they possess a
less quantity of.

It is an observation consonant to our daily experience, that

articles of the first necessity, are those which we can pro-
cure with the least difficulty. If we well consider this fact, we
may be led to the conclusion that these articles are not of the

first necessity, from any express order of our nature, but they
are so from a habit growing out of the great facility in their

procurement, and that the articles which we now think of small

necessity, would, under a change of circumstances with the

others, have been those of our greatest necessity.

Iron, which is easily procured, is also an article of great ne-

cessity. Had iron, however, been an article of difficult pro-

curement, it could not have been possessed by us in suffi-

cient quantity for all the uses to which we now apply it. We should

have resorted to some article of easier procurement. We will

say gold should have been this article, and also have been of

easy procurement.
If it be then said, that gold, nor any other known article,

can be applied to several uses, to which we now apply iron, it

may be answered, that these uses were discovered, not by any
abstract reasoning, but by actual experiment with iron itself,

and therefore, if we had not possessed it in sufficient quantity
to dictate the experiments, we should have known nothing
of those uses, however necessary they now appear to our con-

venience. But even if chance had discovered them, and the

difficulty in the procurement of iron, had prevented its ap-

plication, the privation would have been as unimportant to our

peace, as it now is that diamonds cannot he procured with suffi-

cient facility to be used in the construction of furnaces, since

the infusibility of those substances would render their ap-

plication to this use, as desirable an improvement as can well

be conceived.

If the relative facility with which the objects of desire are

procurable, had been different, the state of society would also

have been different ; but whether for our greater or less relative

convenience, is perhaps a question of impossible solution, be-

cause, although we know of many uses to which gold cannot be

applied with equal advantage that iron can ; yet if it were pro-



35

curable with the facility that iron now is, there can be little doubt,
that various new uses would be discovered for it, of which we
know not now the excellence. The same may be said of a like

change in the relative circumstances of any other articles. The

consequences that would result from such a change are, however,
immaterial to our present inquiry, and will therefore not be in-

vestigated. We have said that the facility with which an article

is procurable, dictates its use, and this may be evinced by many
familiar observations. In passing through a country where stone

is more easily procurable than wood, we shall find not only all

the cottages constructed of it, but also the fences, and that it is

applied to various other uses, that nothing could have suggested
but the facility of its procurement. The same uses would have
been made ofthe finest marble, or of alabaster, had it existed un-

der like circumstances, and the article (which ever it was) would
have been distinguished as of the first necessity to the inhabi-

tants. Again, it is difficult to find, in most countries, an article

more easily procured than water, and we accordingly find that

there is no article in such countries, of which so large a quanti-

ty is used, or which is considered of so great a necessity.

A Surplus can never long exist.

If we admit the foregoing observations as correct, it will ap-

pear, that it is difficult to conceive any article that can be posses-
sed by us in a surplusage, at least for any length of time. Be-

cause, if we are governed in our uses of an article by the quanti-

ty we can obtain, it will follow, that an increase of the article will

soon be accompanied by some new or extended use, sufficient to

embrace it, and this will, perhaps, better appear from a consider-

ation of our ideas on the quantities which we call scarce and

plenty.

An article is scarce orplenty in proportion as the quantity in mar-
ket either exceeds or falls short of the usual supply.

We have so far extended our uses for water, (owing to the fa-

cility of its procurement) that it is frequently considered as ex-

isting in scarcity when the quantity in which it is possessed by
an individual is so large as to immeasurably exceed all his other

possessions. . Thus, a man living near a river navigable for boats,

may, without any appearance of absurdity declare, that it does

not contain water enough for his use ; that he should desire such
a further quantity as would permit a navigation by sloops or

even larger vessels. The quantity of water is insufficient to sa-

tisfy his desires for it, and is therefore said to be scarce. Did
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in a year, he would say that he possessed that article in great

plenty t that is, it would satisfy all the uses he had been accus-

tomed to apply sugar to, and he would have no desire for any
additional quantity. Not that he would refuse receiving an ad-

ditional quantity gratuitously, because his experience would in-

form him, that he could exchange it for some other object of de-

sire ; but he would refuse purchasing an additional quantity for

his own consumption, because he would feel no desire to its use.

He had already a sufficiency for ail the uses he had been accus-

tomed to apply sugar to. This would .not be his feelings, how-
ever, on an offer to furnish him with an additional quantity of

water ; could this object be attained, he would gladly purchase a

sufficiency for a sloop or a ship navigation, end give seme im-

portant object in exchange, because, for this additional water, he
has a known use, and accordingly feels a want which he would

gladly remove. If, therefore, it is the facility with which water
is procured, that has occasioned its being thought necessary in

such large quantities, we may form some idea of the quantity of

any other article which would be required to produce a perma-
nent surplus. And although it may be difficult to conceive the

precise uses the addition to the quantity of any article would be

applied to, yet every person must have experienced various

changes in the circumstances of different articles, whereby a lar-

ger quantity has come into the possession of man than he had
been formerly accustomed to possess, and I doubt not, that the

result produced by this additional quantity has always been the

creation of some new uses sufficient to absorb it. An event

something like the foregoing, occurred in the western part of the

state of New-York, which, as it is applicable to the present sub-

ject, will be related.

The Inhabitant of that part 01 our country, employed the great-
er portion of their industry in the production of wheat, which
was used in cupplying the European markets. When the embar-

go wss in operation, this use was of course suspended, and the

quantity of \vheat that had formerly been applied to it, became

surplus : that is, it had no definite use to which it could be ap-

plied. The opinion generally entertained at that period, by per-
sons rt a distance, was, that this surplus quantity would have to

remain as a dead capital in market until the former use should

again revive.

Much of it was, no doubt, for some time in this situation, but
a use was soon appropriated for the whole quantity which has
ever since operated to prevent the transportation of grain from
that country. This use was distillation. Instances, on this sub-

ject, might be multiplied without number, but only one more
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will now be submitted. Since the first establishment of banks m
the United States, it has been the constant apprehension of bank-

ers, that an increase of those establishments would over supply
the market with specie capital. Every proposition for a new
bank has been encountered with this objection. New banks

have, however, annually been created, and the practice has shewn
that the predicted consequences were ill founded. Specie, like

every other article of capital may, however, be produced to ex-

ceed in quantity the established uses, and thus create a tempora-

ry surplus, but new uses would soon be discovered to embrace

any conceivable quantity that can be put into the possession of

man of that article, or of any other.

Q

An insufficiency of quantity in any article cannot long exist.

The quantity of any article about which man is really solicit-

ous, is the quantity which he has been accustomed to enjoy ; the

quantity for which he has some habitual use. Nearly all the

wants we possess, arise from habit. The articles which are

now sought for with anxiety, were once considered as surplus.

They existed Jieavily in our possession until the uses they were
first applied to, more perhaps from sufferance than desire, became
endeared to us by habit. The same means, that is, to be habitu-

ated to its disuse, will make an object of our present solicitude,
become first indifferent to us, and at length totally unimportant.
No proposition can be more palpable to our reason, than that an

article cannot be used in any greater quantity, than that in which
we possess it ; we will therefore suppose that the quantity we
have been accustomed to possess of some article of desire,
shall suddenly diminish one half, and remain permanently
thus diminished. The consequence will be, that some individu-

als, and perhaps every individual, will have to enjoy less of it

than formerly. Each individual who can afford it, will make an

effort to obtain his accustomed quantity. The price (from these

efforts) will accordingly rise in market. Some individuals, per-

haps the most wealthy or voluptuous, will obtain their whole

quantity ; many will be forced to receive less than their usual

quantity, and some will discontinue its use entirely. As we
have admitted that this diminution shall continue permanent, it

will follow that in time, each individual will become reconciled

to the quantity he has been enabled to obtain under its operation.
Those whom the advanced price shall deter from purchasing any,
will at length cease from desiring any, and each individual will,
on every following year, be contented with obtaining the quanti-

ty he obtained in the preceding one. The habits of each will be-

come reconciled to his diminished quantity, and the article will

cease from being considered as existing in scarcity. If therefore
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forts made by individuals to outbid each other, these efforts

will cease as each individual becomes reconciled to his

diminished portion ; and when each shall have become entirely

reconciled, no efforts will be necessary, and the price will gradu-
ally decline to its former standard.

Dear and Cheap.

We have now endeavoured to show, that no quantity of any
article will long exist as a surplus, or be deplored as an insuffi-

ciency, and that our habits will soon become reconciled to the

quantity put into our possession, be 'it more or less than for-

merly.
We have also endeavoured to show, that our ideas of scarce

and plenty, when used of an article in market, have no refer-

ence to the magitude of the quantity, only as that quantity is

either sufficient or insufficient for the accustomed, and accord-

ingly, desired uses.

Iron may be considered scarce, when there are a thousand
tons in market, and gold be considered plenty, when there is less

than one ton. There is still another distinction which we use
of the objects of desire, and that is, dear and cheap. We do
not call an article dearer or cheaper than another, because it

demands a greater price than the other, but we call it dearer
when its present price exceeds that which we have formerly ob-

tained it for, and we call it cheaper, when its present price is

less than formerly. One article may, accordingly, be consi-

dered cheap for a thousand dollars, when an equal quantity
of some other, may be considered dear for one dollar.

We have said, that the permanent price of every article must
be governed by the difficulty or facility of its procurement,
and that a article of easy procurement, cannot long command
a greater, or even so great a value in exchanges, as one of more
difficult procurement. The temporary price of articles will,

however, frequently vary from this standard ; nor is the price
an article bears in market, that is the quantity of any other that

is given for it ever openly judged and determined by this stand-

ard. It operates more by the consequences it produces^ than

by any principles of reasoning or equity.
The mere knowledge of difficulty, ever so great, encountered

in the procurement *f an object, will not make another per-
son give in exchange for it, an article of his most easy pro-

curement, without he desires this other more than he desires

the one he is to give in exchange, and without he also knows
that he cannot procure it on more reasonable terms. If, there-
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tore, the article procured, is not sufficiently desired to make
others give in exchange for it, the quantity of capital that will

warrant its procurement ; or if, from any other cause, the

price shall stand below its true relative value, the article will

gradually cease from being procured, and will be said to have

become scarce. That is, the article will no longer exist in

market in sufficient quantity to answer the demand dictated

by the accustomed and desired uses.

We have said, that individuals are always solicitous to obtain

the quantity of every article they have been accustomed to en-

joy, and therefore, if this be such an article, there will be an

effort made by each individual, to obtain his accustomed quan-

tity, which efforts will produce an advance in the price, and
all the consequences before described. If the advance should

not be sufficient, to encourage its procurement, the quantity
in market will continually diminish, until the solicitude of pur-
chasers shall make the article advance in price sufficiently to

induce its production, or until the article shall entirely van-

ish from the possession of man.
It therefore appears, that no article can long exist in our pos-

session, without it commands a price in market that bears a

due reference to the difficulty of its production.
It may also be shown, that the exchangeable value an arti-

cle bears in market can never long exist at a price above what
the real difficulty of its production entitles it to command, be-

cause, to value one article above what the difficulty of its pro-
duction dictates, is to undervalue all other articles that may
be exchanged for it.

Thus, if it be more difficult to procure a hundred weight of
lead than a ton weight of iron, and if, notwithstanding this, a

ton weight of iron may be exchanged in market for more capi-
tal than a hundred weight of lead, it will follow, that it may
be exchanged for more lead than a hundred weight. The lead

is, of course, undervalued, because in its exchange for iron, it

does not command so large a quantity as the superior difficulty
of its production entitles it to command. The same will apply
to every article under like circumstances, that the iron may be

exchanged for. The natural consequence will be, that many
will cease from procuring the articles thus undervalued^ and

employ their industry in procuring the iron, that is overvalued.
The quantity of iron will, therefore, increase in market, whilst

the quantity of the other articles will diminish. An increase

in the quantity of the iron will produce a surplusage in market,
because we have already shown, that the quantity of any arti-

cle for which man has a solicitude, is the quantity for which
he has known and accustomed uses. He cannot have any accus-
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ipnied uses for a larger quantity than he has been in the habit

of possessing, and accordingly when the quantity produced ex-

ceeds the quantity he has been in the habit of possessing, the

excess will be a quantity for which he has no habitual uses,
and it will, therefore, be a surplus in market, until new uses

are discovered for it. The operation of a surplus of any arti-

cle, is to occasion a depreciation in its price, from the ef-

forts made by each producer to dispose of the whole quanti-

ty in his possession. These efforts are attended by some offer

of inducement to the purchasers to make them buy a larger

quantity than they have been accustomed to purchase, and this

inducement is a depreciation of the price. The price will, there-

fore, depreciate in proportion to the extent of the surplus, and
the consequent efforts necessary for the producers to make in

its disposal. It will also continue to depreciate so long as the

quantity continues to increase, because, although the quantity
of an article put into our possession, will eventually give rise

to uses sufficient to embrace it, yet if the quantity is continu-

ally increasing, there must always be a surplus. By the time
uses are appropriated to the surplus that existed last year, the

additional quantity produced this year, over what was produced
the last, will be anew surplus, and the same may be said of each

succeeding year, in which the quantity shall continue to aug-
ment. This depreciation in price, will not arrest the produc-
tion of the article, until it shall have declined in price, below
its true relative value, and then from the causes we before

stated, it will gradually cease from being produced, until it ac-

quire a value regulated by the difficulty of its production. The

quantity of iron, therefore, will be increased in market, un-

til the surplus, thus created, will, most probably, make it fall

even below its true relative value.

The quantity of Capital in a Nation is distinctfrom the

amount of it.

The quantity of capital in a nation may be considered as

meaning the number of the objects of desire possessed by
the inhabitants. The value of this capital relates to the princi-

ple by which the exchanges of articles are effected one for

the other. In an estimate of the value of capital, it is general-

ly conveyed to us by stating the number of dollars, or other

ooins, the articles can be exchanged for in market. From a long

acquaintance with these exchanges^ a person is enabled to state,

pretty correctly, the amount in dollars that can be obtained for

any article of desire. Such a person might, therefore, examine

my capital, and inform me of the number ot dollars it would bring
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&i market. Were an inventory to be made of every article of

capital in a nation, this person might, by the same knowledge,
state the amount in dollars that the whole could be exchanged
for, and thereby give us an idea of the relative value of the

whole national capital. It would be perfectly immaterial to such
a statement, whether so many dollars actually existed in the na-

tion, or even in the vvorld. It merely specifies the amount that

such articles would bring, did so many dollars exist, and did the

state of exchanges continue as at present. If it be said thai one
nation is possessed of a capital worth ten millions of dollars, and
that another is possessed of a capital worth twenty millions, a per-
son will not be able to know which nation hus the most capital.

Because, owing to the different relative value which the same arti-

cles bear to each other in different countries, it requires a knowledge
of the rate of exchanges in each country, before you can under-
stand the quantity of capital that would be considered equivalent
to the ten millions, or the twenty millions. For instance, dollars

may be of such difficult procurement in the nation often millions,
and all other articles of such easy procurement, that the amount
of capital considered an equivalent for ten millions of dollars might
far exceed the amount of capital that in the other nation (where
dollars are less difficult ofprocureme.it) would be considered an

equivalent for twenty millions, or perhaps a hundred millions.

Commerce regulates the rates of Exchanges*

Where commerce is permitted, articles that are of more diffi-

cult procurement in one nation than they are in another, are gen-

erally transported from the country where they are more easily

procured, to the country where they are less easily procured ',

which trade continues until the articles, by means of this import-
ed quantity, sink to the value they bear in the country of easy
procurement. Commerc

, therefore, serves to regulate the ex-

changes between articles; not by the relative difficulty of their

procurement in the nations where they are exchanged, but by the

relative difficulty of their procurement in those nations where

they are each most easily procured ; and makes nearly th^ relative

value of any two articles the same in every market on the globe-.

The easy procurement ofan article in any one nationt benefits

every other country*

An object of desire by being procurable in any nation with un*

usual facility, will continue to be exported to every other, until

it shall have brought the article to bear a value in every mar-
ket regulated by this facility. The cause of its being thus ex*
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ported will be easily conceived, for we have already shown that

when the exchangeable value of an article in market rises above
what is dictated by the relative difficulty of its procurement, the

production of it will increase, since every individual will

employ his industry in obtaining that, which bears a great

value, if he can obtain it with as little difficulty as he can
another that bears a less value. If therefore an indivi-

dual finds that he can procure and transport an article

to some foreign nation, and exchange it there for more ca-

pital than the relative difficulty in the procurement and trans-

portation of it ought to command, he will continue procuring and

transporting it until the inducement shall cease from operating?
which will in time happen from the surplus that will be caused,
and from the other various well known operations of commerce.
The nation will, however, continue obtaining its supply from this

quarter, and the price of the article will eventually be regulated by
the true difficulty of its procurement and transportation. Such, at

least, is the tendency ofcommerce, butwe find in practice, that this

theory is frequently interrupted and counteracted by monopolies,
by national restraints, by wars, and by various obstructions which
retard its free operations.

It is reported of the Dutch, and adverted to by the Earl of

Lauderdale, that when they were in the sole possession of the

countries producing nutmegs, they annually destroyed a certain

portion of the nutmegs produced, for the purpose of creating an

artificial scarcity. They had found by experience, that whenever
the quantity of an article in market fell short of the quantity re-

quired for known and accustomed uses, the price would rise not

only sufficient to make the reduced quantity bring an amount as

large as the whole quantity usually brought, but also a

much larger amount. For, agreeably to what we have

formerly said, and to what the Earl of Lauderdale has said on
the same subject, each purchaser will be solicitous to obtain his

accustomed quantity, and many, for the purpose of obtaining it,

will give a price not dictated by the relative difficulty of pro-
curement in the articles exchanged, but governed, solely by their

desire for the article. That is, they will give any amount of

specie that they would rather part with, than leave this desire un-

gratified. This plan of the Dutch, therefore, counteracted the

operations of commerce, for it produced a scarcity in foreign
markets, which would not otherwise have existed. From what
we formerly said on the subject of scarce and plenty, it will ap-
pear, that although this stratagem might operate to the immediate

advantage of its authors, yet it could not be permanent. The cause
ofthe advance in price of their nutmegs, was the desire of indivi-

duals to obtain their accustomed quantity. To effect this, they
outbid each other in market, because the diminished quantity in
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which the article existed, rendered his accustomed quantity un-
attainable by every individual. This contest amongst individu-
als would gradually subside as each became accustomed to the

quantity he was enabled to obtain under this new order of things,
and whenever each become perfectly reconciled, the contest
would entirely cease, together with all the effects it produced.

An individual may increase his Wealth without increasing
his Possessions.

The principal object of inserting the foregoing, was to shew, that

an increase of the articles of capital, is very distinct from an in-

crease of the amount that capital is worth. By the above in-

stance, we perceive that a diminution of the articles composing
the capital of individuals, may increase the exchangeable value of
the remainder, so as to make it produce more than the whole

quantity could have been exchanged for before its diminution.

Every person may be said to have two ways of increasing his

wealth, without enlarging his possessions. And first, any event

that should increase the value of the articles composing his capi-

tal, would of course enable him to exchange them for a greater

quantity of other articles, the value of which had not been in-

creased. Secondly, any event that should diminish the value of

the capital of others, without diminishing the value of the kind

of capital in his possession, would also enable him to obtain a

greater quantity of these depreciated articles than he otherwise

could have obtained. For example, did I possess* any article,

we will say a horse ; the more valuable horses become, the more
it will increase the importance of my possessions ; but, on the

other hand, did I desire to purchase a horse, the less valuable

they become, the less capital I shall have to part with in its ac-

quisition, and accordingly the more I shall be beneiitted. It

therefore appears, that when an article rises in price, it benefits

the producers to the amount that it injures the consumers, and
that when an article depreciates in price, it has a reverse opera-
tion that is, it benefits the consumers to the amount that it

injures the producers.

An increased facility in the procurement of any article, benefits
the consumers.

Could we devise any measure whereby the price of an arti-

cle should be depreciated without injuring the producers, its

whole operation would be on the consumers. They would be
benefitted as much as though the producers were injured. The
cause of their benefit is the depreciation in the value f the ar-

ticles they desire, and not the injury this depreciation may
do the producers.
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Thus, did I desire to ride in a coach, and had an animal

income of only a thousand d liars, I should be benefittedby any
measure that would so reduce the relative value of horses,

carriages, and provender, when compared with specie, as would
enable me to gratify my desire. If this object could be at-

tained without injuring the coach-maker, the horse-dealer, and
the producer of provender, it would then appear that I, and
all others in the same situation, would be benefitted, and that no

person would be injured.
If it be now inquired, how such an event can possibly hap-

pen, it may be answered, that from former considerations, it

appears that the exchangeable value of all articles in market, is

ultimately governed by the relative difficulty of their procure-
ment. Accordingly, any discovery, or improvement, that should

go to increase the facility of procuring any article, would also

diminish its relative value, when compared with an article

the procurement of which had not been facilitated. This di-

minution in 'the comparative value, does also, not injure the

producers^ for if the producers of any article, say hay and

oats, should, by any newly discovered method, be enabled to

produce double the quantity of these articles on the same land,
and with the same expense of implements, and difficulty of

production, that they formerly employed in producing only half

the quantity, it would be no loss to them if they sold this double

quantity for the capital they formerly sold the half for. The
like reasoning may be applied to the producers of all other

articles, and it accordingly appears, that any discovery or im-

provement that increases the facility in the production of any
article, benefits the consumers, and does not injure the produ-
cers.

Any depreciation in price not arising from an increasedfacility

of production, miff be but temporary.

A temporary depreciation in the relative value of an article

may arise from a surplus quantity being accidentally produced,
(agreeably to what we have formerly said on this subject) or from
a diminution in the demand, arising from a discontinuance
of some of the uses to which it was formerly applied. Tpat
this latter cause should produce a depreciation in the pric6 of
an article, may be readily conceived, when we reflect that it

operates to produce a surplus quantity in market. That is,

oiving to the diminished demand, the quantity in market be
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comes too large for the desired uses, and therefore, it calls forth

an effort in the producers, to part with the whole quantity

they have produced, and this effort is a depreciation of price.

If this depreciation makes the article fall below its true relative

value, its production will gradually diminish, until a scarci-

ty shall cause it to regain its true exchangeable value, or un-

til it shall en irely cease from existing, which latter event will,

also, happen, if the article has (from any cause) ceased from

being an object of our desire. It therefore appears, that al-

though a depreciation in price does operate to the benefit of

consumers, yet if it i not caused by some increased facility

in the production of the article, it will be but temporary, and
the consumers will soon be forced by the operation of a scarci-

ty,
either to relinquish the benefit which they enjoyed at the

cost of the producers,-^-or to relinquish the enjoyment of the

article itself.

The depreciation of an article below its true relative value,
is generally followed by its appreciation above its true rela-

tive value.

We have shown, that when an article falls below its true

relative value, its production will gradually diminish, until a

scarcity causes a sufficient advance in the price to induce in-

dividuals to resume its production. As they do not, however,
in a free community, act by any concert, it generally happens,
that when the price advances to a height sufficient to induce
its reproduction, so many individuals (from ignorance of each
other's pursuits) are tempted to engage in its procurement, that

the quantity produced, is not only sufficient to obviate the scar-

city, but also to occasion a great surplus. The surplus thus

produced, will operate to depreciate the article, until it again
falls below its true relative value, when another scarcity will

be produced by the same operation that produced the former.
The incessant fluctuation which this theory supposes in the

exchangeable value of articles in market, may also (it is be-

lieved) be found in actual practice.

An increased difficulty in the procurement of an article, injures
the consumers, *vithout benefiting the producers.

If an article increase in value, it has been said to benefit

the producers, and to injure the consumers. The producers
receive in exchange for their article more capital than they
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formerly received. They are benefittecl to the amount of this

excess, and the consumers are injured to the same amount. If,

however, any event could be devised, whereby we could increase

the value of an article without injuring the consumers, it would

appear that its whole operation would be on the producers, and

they would be benefitted.

If it be now inquired how such an event can be effected ? it

may be answered, that the permanent value of every article

in market is ultimately governed by the relative difficulty of
its procurement, and therefore, no measure can increase the re-

lative value of an article, when compared with other articles,

without it increase the difficulty of the procurement of this ap-

preciated article. Accordingly, no measure can be devised to

increase permanently the relative value of any article so as to

benefit either the producers or the consumers, because, if the

value of the article rise on account of some increased difficul-

ty of its procurement, it will follow that the producers are mere-

ly compensated, by this rise, for the increased difficulty.
If they can only produce fifty weight of lead by the same exer-

tions that formerly gave them one hundred weight, they will not

be benefitted by the change, without they receive more capital
for the fifty weight, than they formerly received for the one hun-

dred weight. They will, however, not receive more, but they
will receive just the same amount, and therefore they will not be

benefitted by the alteration, neither will they be injured. Its

whole operation will fall on the consumers, and they will be in-

jured to the amount that the increased difficulty makes them

pay in the purchase of the article over what they formerly paid.

An event that should increase the facility ofprocuring all the

objects of desire -would be a universal benefit : one that should

increase the difficulty of their procurement, would be a univer-

sal injury.

It appears, from what has been said, that the only event which

can permanently increase the value of an article, is some increas-

ed difficulty in the procurement of it, which injures the consu-

mers without benefiting the producers. If we look upon the

producer of an article as being himself a consumer of various ar-

ticles, (and which in fact he is) it will follow that any event which

should increase the difficulty experienced in the procurement of

every article, would be an universal injury. In the same way it

may be shown that any event that should increase the facility of

procuring every object of desire, would be a universal benefit.
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An increased facility in the production of any article, not only
makes it procurablefor less capital, but also makes it exist in

greater plenty.

Although every individual feels conscious that he should be

benefitted by an increased facility in the procurement of the ob-

jects of his desire, and in their consequent depreciation, yet
he would choose that the articles which form his capital
should remain unfacilitated, and of course undepreciated. In this

event, the relative value of his capital would be increased ; but if

the articles which form his capital were also depreciated, they
would not possess a greater relative value than there did before this

universal depreciation. Thus, if the rela ive value of a bushel of

wheat was equal to a dollar, the holder of dollars would be benefit-

ted by the relative value of wheat sinking below this standard.

We will say, that on account of some iacreased facility in the pro-
curement of wheat, its relative value shall fall, so that a dollar

will be considered equivalent to two bushels of it. We will say
farther, that this increased facility shall extend itself to all other

articles excepting silver, and that a dollar shall be exchangeable
in market for double the quantity of any article that it formerly
could be exchanged for. Should a proposition then be made to

the holders of dollars, whereby the facility in their production
could also be increased, so as to make them again bear the same
relative value to other articles which they had formerly borne,
the holders of them would discountenance the project, because,

they would perceive that they should immediately lose the ad-

vantage this state of things gave to them. Every person in the

nation who were not holders of dollars, would, however, give it

their support, and from the same principle that the others dis-

countenance it That is, the holders of wheat, who are forced to

give two bushels for one dollar, would be glad of any measure
that should make this quantity of wheat exchangeable for two
dollars. We will say that the project shall at length be adopted

Every article will then again assume its former relative value..

The holders of dollars will no longer be able to obtain two bush-
els of wheat for their dollar, but will only be able to obtain one
bushel. It may now be inquired what advantage this universal

depreciation has affected ? The advantage will be found in the
increased facility of procuring these articles, and in the increased

quantity of capital each individual will possess. He who former-

ly could procure in any one year, only one hundred bushels of
wheat and twenty Ibs. of gold, will now be able to obtain without

any increased exertions, two hundred bushels of wheat and forty
Ibs. of gold. Therefore, although the relative value ofeach articlq
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is as it heretofore existed, yet by the objects of desire being
doubled in quantity, it enables each individual to indulge in more
of them, and thereby administers to the pleasures of his exist-

ence.

It ^vQuld be injurious to men of stationary fortunes.

This change in the facility of procuring articles, notwithstand^

ing ii continued to preserve their accustomed relative value, would
still affect the relative circumstances of men so far as regards
our kleas of poor and rich.

The individual possessed of an annual income of a thousand
dollars the year, and who should be removed by his habits and
education from pursuing the means of increasing his fortune,
would soon find that .hose in active life, who were formerly
equal, or perhaps inferior^

to himself in wealth, would, by the

increased facility of procuring the objects of desire, soon attain

to the amount of his fortune, and as quickly surpass it. Al-

though this would not absolutely take irom his possessions, yet
in the estimation of the world, he would soon be considered

poorer than formerly. For rich and poor does not depend upon
any precise quantity of capital, but upon a quantity that is either

large or small, in proportion to that possessed by others. There
are few persons possessed of so small a fortune as not to be enti-

tled to the appellation of rich, in some societies to which they
could remove. So long, however, as they refrain from this re-

moval, they feel a sense of poverty from contrasting their enjoy-
ments with those of their more fortunate neighbours.

An increased
difficultly

in the procurement ofany article, not only
makes it exchangeablejor more capital^ but also makes it ex/si

in greater scarcity.

From what we have already said, on the opposite side of this

proposi'ion, the disadvantages resulting from the present one

will readily be conceived. An universal appreciation in

the value of articles produced by an increased difficulty in

their procurement, although it should preserve the accustomed
relative value of articles one to the other, would prove disadvan-

tageous from the increased difficulty required in the procurement
of them, and from the consequent smallness of the quantity am
One individual would be enabled to procure.



49

General Conclusions.
...

From what we have now said on the subject of a rise and fall

in the value of articles, we may perhaps come to the following

general conclusions :

1st. A rise in the price of any article, benefits the persons
in whose hands it appreciates, but it injures all the consumers
of it,

2d. A fall in the price of any article injures the persons in

whose hands it depreciates, but it benefits all the consumers
of it.

3d. If these fluctuations in price do not proceed from any in-

creased facility or difficulty in the production of the article,

they will be but of temporary duration ; and from the frequency
that every individual is both benefitted and injured by such occa-

sional variations, they may in the course of his life balance each
other in the injury and benefit they bring to him.

4th. A depreciation in price produced by any increased faci-

lity in the procurement of objects, is permanently beneficial, al-

though it subjects the persons in whose hands they depreciate to

some individua loss.

5th. An appreciation in price produced by any increased dif-

ficulty in the procurement of articles, is permanently prejudi-
cial, although it occasions to the persons in whose hands they
appreciate some individual gain.

6th. If it be found in practice, that these fluctuations in price

produce to an individual, in the operations of his whole life, as

much benefit as injury, then the advantages and disadvantages

resulting from an increased difficulty or facility in the procure-
ment of articles may be judged of by their permanent effects,

without any deduction for individual loss or gain at the com-
mencement, and an increased facility in the procurement of

articles be accordingly considered as wholly beneficial, and an

increased difficulty in their procurement as wholly prejudi-
cial.

Capital, real and artificial.

An article of capital may be called real, when it is desired fof

itself, and when the value of it in market has reference to the;

facility or difficulty of its production. It may be called artifi-

cial when it is desired for some object that it represents, and
when the value it bears in market has no reference to the facility
of its production, but is governed by the lacility or difficulty in

the production of the article it represents. Bank-notes, govern-
r
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ment securities and notes of individuals, may be considered^as of

this latter sort.

The quantity ofReal Capitalproduced in a Nation will bear some

proportion to the number of its Inhabitants.

Experience teaches us that men of different nations seldom
differmuch from each other in their natural powers. The quantity
of real capital therefore, which a nation is enabled to procure, must
be governed by the number ofindividuals in the nation, and that na-

tion will, in all probability, contain the most capital, which con-

tains the most inhabitants. Accidental causes of difference pre-
vent, however, the free operation of this theory. Personal ease

may be a greater object of desire in one nation than it is in an-

other ; and the facility with which objects are procurable in dif-

ferent nations, will also have an operation. Were the powers
of each man, in any nation, to be suddenly doubled, it may be

readily conceived that there would be as many objects of desire

produced in that nation, as there would be in another with twice
the number of inhabitants whose powers should be unincreased.
The same result would follow from any farther increase of pow-
er : and were the powers of one man suddenly increased to the

strength, skill, and ingenuity possessed by ten ordinary men,
this one would produce as much capital as the ten men would.
It therefore appears, that there is no way of increasing the pro-
duction of real capital in a nation beyond the whole industry of
its inhabi ants, but by increasing their powers. This increase of

power is effected by machinery. The articles of capital in the

present possession of man, are much more numerous than he
could have possibly possessed by his unaided powers. It is

also impossible to foresee the extent of capital he will be enabled
to acquire by means of such inventions. The use of machinery
has already so increased the facility in the production of various

articles, that they are now enjoyed by numerous individuals,
who could not otherwise have participated in them, and they are

enjoyed by all, to a much greater extent than they could other-

wise have possibly been.

Artificial Capital,

Must be produced with less labour, skill, and ingenuity, than
would be required in the production of the objects it represents.
It would net otherwise be a means of increasing the capital of a
nation beyond the natural increase, because the labour, skill and
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ingenuity employed in the production of these representatives,

would, if not so engaged, be employed in producing the articles

represented. On the other hand, if there is less difficulty in

making the representative than there is in producing the article

represented, there will be a gain of capital by the operation. The
more widely the facility of producing the artificial capital differs

from the difficulty of producing the real, the more will be gained
by its use. If a man can make in one day a thousand dollars in

bank-notes, and cannot produce from the mines the same num-
ber of dollars in less time than twenty days, it may be said that

nineteen days labour are saved to the nation by the use of the re-

presentative. Were it to take forty days to procure the dollars,
then thirty-nine days would be saved. If we review these opera-
tions in practice, and see the facility with which even many mil-

lions, of artificial capital can be produced compared to the vast

exertions required in the production of but a small amount of

real capital, we may easily come to the conclusion that the use

of representatives does increase the capital of a nation to an ex-

tent, not otherwise attainable, making that of the present period

equal to that which it would have taken the united and continued

efforts of succeeding generations to have made for some remote
future period.

Gold and Silver are no greater representatives of other articles,
than other articles are representatives of them.

It is a favourite theory with many persons, that gold and silver

represent all other articles of capital. If we examine their actu-

al operations, we shall, however, find thai they are no more en-

titled to this appellation, than any other articles of capital. It is

true, that an individual, with gold or silver in his possession,

may go into market and exchange them for any other article he

may desire, but this is not a property peculiar to gold and silver.,

but is possessed equally by every other object of desire. The
possessor of a load of wheat may as well term his capital a repre-
sentative of gold and silver, as the possessor of these metals

may term them a representative of wheat, since it is equally cer-

tain that he can exchange his wheat for these metals, as it is that

the owner ot gold and silver can exchange them for wheat.

Machinery.

The introduction of machinery has, in many countries, met
with much opposition from the labourers, whose exertions it
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count of certain uses it had been accustomed to be applied to, did,

when these uses ceased from existing, become a surplus in mar-

ket, and was no longer an object of desire. What was formerly
said of oiher capital, will, nevertheless, apply to labour, that the

quantity in market will in time dictate its use, and that when any

particular use to which it has been applied shall cease from ex-^

isting, new uses will be discovered sufficient to absorb it.

Until these new uses, however, are discovered, the supplanted
labour will constitute a surplus. This temporary disadvantage,

joined to the great reluctance we find in man to abandon any em-

ployment to which he has been long accustomed, and to adopt any
new pursuit which generally requires a fresh pupilage, are suffi-

cient to make those on whom they operate, inimical to the mea-
sure which produces them.
Our experience, however, may sufficiently convince us, that

few advantages are ever introduced into society, but they do in

some of their bearings, operate unprofitably to individuals.

Machinery increases the Productions ofa Nation,

Were the individuals thrown out of employ to cease from la-

bour of any kind, it would appear that the amount of capital

produced in the nation, would not be less than formerly, because

the capital these individuals had been in the habit of producing,
would now be produced by machinery. But we find from experi-
ence, that the persons thus supplanted, gradually become producers
of other articles. The national capital is then increased by the use
of the machinery, not only to the amount which the machinery pro-
duces, beyond what the supplanted labour formerly produced, but

also to the amount that this supplanted labour now produces in

other articles.

The suspension ofanif accustomed use, wouldproduce a surplus of
labour in this country, the same as in every other country.

It is generally thought, that in this country, the advantages of

machinery are more obvious, and also attended with less indivi-

dual injury than they are in more populous nations, and where la-

bour possesses less exchangeable value. It is certain, that no use
of machinery here has ever produced any popular commotionc
The same result has not always followed its use in other coun-
tries. It is supposed that the great demand for labour in the

United States, renders individuals indifferent to the introduction
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of machinery, as a sufficient use immediately exists for the labour

that may be thus supplanted. The quantity of labour, however,
in this, as in every other country, for which individuals will bo
really solicitous, is that quantity which they are accustomed to

apply to desired uses. Labour, like every other article, is

either scarce or plenty, in proportion as the quantity exceeds or

falls short of supplying these accustomed uses and in this

country, as in all other countries, the quantity will be continu-

ally acted on by various uses for it ceasing, and also by new uses

as continually arising. Should any event suddenly occur, either

from the introduction of machinery or any other cause, whereby
the uses should cease, to which any large quantity of labour had
been habitually applied, we should find that this quantity would

produce a surplus in market, and lower its price below the true

relative value, until new uses should be found sufficient to absorb

it. With regard to the use of machinery, and the unconcern

evinced at its introduction, it may be observed, that although
there are many labour-saving machines in this country, yet they
did not at their introduction here supplant any labour. The ma-

chines, as they were either introduced or invented, produced
certain articles, :he production of which had never given em-

plov o the labour of this country. No labour was therefore

supplanted by their use, and of course no individual injury was
sustained. In other countries this has not always been the case,

and machines have been introduced to supply uses to which much
labour had been formerly applied.
The first instance within immediate recollection, when the

uses for any considerable quantity of labour were suspended,
was at the time of the general embargo. The effects of this

suspension were clearly visible, ard -specially in the labour

tha f had been employed in navigation and in ship-building.
The great reluctance which men evince to the leaving of any

habitual occupation, made new uses to these persons extreme-

ly unpleasant, and many of them did in consequence thereof,

leave the United States, and resort to the Canadas, and
other countries, where uses still existed for their labour, in

the way it had been accustomed to act. Those that remained,

being too numerous for the accustomed uses that still exist-

ed for them, greatly over-supplied the desired quantity, and
their labour did, in consequence, exceedingly depreciate.
We havej heretofore, shown, that a surplus quantity of any

article, will dictate a use sufficient to absorb it, so that in a

short time, the surplus will cease from existing. This would
no doubt have been the operation of the present labour, and the

surplus in market did gradually diminish, but its diminution

was retarded from a continued expectation that the former
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uses would speedily revive, and that a resort to new voca-

tions would be, thereby, unnecessary.
From this view of the operation of the embargo, we may

safely come to the conclusion, that labour is, in this country,
as in all other countries, subject to become surplus, whenever

any of the accustomed and great uses for it shall be sus-

pended, or otherwise cease from existing; that the quanti-

ty of labour we possess is the quantity for which we have
accustomed uses, and when this quantity becomes suddenly
increased, it requires time to have desired uses appropriated
to it.

War increases the price of Labour.

Although so many uses for labour cease by the suspension
of commerce, consequent to a state of war, yet we find that

the price of labour generally advances. This arises from
the great number of new uses created for it by the war it-

self.

The advance in the price of labour shows, whenever it happens,
that the quantity abstracted by government, is larger than the

quantity for which uses have ceased. Were it otherwise, there

would be a surplus quantity in market, and the price would de-

preciate.
We have said that an insufficiency of any article to supply the

accustomed uses, will cause its appreciation in market, from the

efforts made by individuals to obtain their accustomed quanti-

ty. We have also said, that when the quantity falls short of

supplying the accustomed uses, that the uses will, in time, ac-

commodate themselves to the quantity that can be obtained,
and that the efforts of individuals to obtain more, will gra-

dually cease as they become accustomed to the diminished

quantity. It might be, therefore, inferred, that in a state of

war, the nation would soon become familiarized to the di-

minished quantity of labour produced by the requirements of go-
vernment, and that it would accordinglyj soon fall to its accus-

tomed relative value.

Our experience, however, convinces us, that this is not the

operation of war, and on the contrary, labour is continually

enhancing in price. The cause will be perfectly reconcileable

to our theory, when we reflect that in a state ofwar, the quantity
of labour abstracted by government in any one year, is not

the sole quantity required. Their abstractions are continually

increasing. Did the quantity they are enabled to abstract in

any one year, form the whole quantity they desire, and did



55

they continually keep this quantity out of market, by appro-

priating it to their own use, then the remainder would become
thi quantity to which the nation would be habituated, and
there would soon be no efforts made by individuals to obtain

more than chey had been enabled to obtain under this new
order of things, and the advance in price which these ef-

forts had caused, would of c-mrse cease with the efforts that

caused it. But government keep out of market not on-

ly the quantity they abstract in any one year, but they are

continually making fresh abstractions to supply the place of

that quantity put out of existence by the casualties and bu-

siness of war, and also to supply the increased wants which

generally grow during the whole continuance of a war. The

quantity of labour in market is therefore, continually decreas-

ing, and the efforts made by individuals, are as continually
called forth, during the whole progress of the war, as they
were when government first commenced their abstractions.

A rise in the pnce of Labour , produced by an insufficiency
of quantity to supply the habitual uses, must also cause a
rise in price of each of those articles that the labour "was used
in producing.

For, if the labour remaining in market be insufficient for the

accustomed uses, it will follow, that many objects of desire

will not be produced, that the labour abstracted by govern-
ment was formerly employed in producing, and an insufficien-

cy in the quantity of each of these objects will accordingly
cause them to appreciate in market, by the same operation
that the labour itself appreciates.
The incessant abstractions which we have before spoken

of as made by government, will also cause the quantity of
these articles incessantly to diminish in market, and there-

fore, preserve them in the appreciated state which this first

diminution gave rise to.

Governments can seldom abstract without compulsion, the quan-
tity of labour they desire.

It has been said that a rise in the price of any article is oc-

casioned by the efforts made to obtain it. In a state of war, the

quantity of labour in market becomes too small for the desired

uses, on account of the new ones found for it by government.
They are, however, seldom enabled to obtain without COB-
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straint the quantity of labour they desire. However greal
the inducement they may offer, it only operates to enable them
to abstract a small portion. The nation soon feels its ab-

sences from market, and the efforts of individuals to obtain

their accustomed quantity, makes it readily advance sufficient

to counteract the inducements offered by government for its

further abstraction.

We have seen this exemplified in our late recruiting, where,

although the inducements offered by government are much su-

perior to what they were at the commencement of the war, yet
the recruiting does not progress more successfully than it did at

the commencement of the old regulation. The inducements of-

fered by individuals to retain labour, has advanced with the ef

forts of government to abstract it. We may also conceive, that

however large any new inducement might be that government
should offer, yet, that after some short time, the efforts made by
individuals to obtain labour for their accustomed uses, would

produce a rise sufficient to arrest its abstraction. But the in-

ducements of government have their desired operation until the

price given by individuals advances to meet them ; and as this

price does not advance by any concerted plan amongst individu-

als, but by gradual progression, it naturally follows that the more
the inducements of government exceed the cotemporary price

paid by individuals, the longer will be the period before this

price overtakes them, and the more labour government will have
been enabled to abstract.

A rise in the price of labour causes an advance in the price of
every article produced by labour.

It is this overbidding in the price of labour that affects the va-

lue of articles in market, even more than they are affected by the

quantity of labour actually abstracted. When labour advances

in price, the articles produced by labour must also advance, even

though the quantity of thc-m produced remain undiminished.

Because, if I am a hatter, and can in a day produce a man's hat,
the price I shall demand for the hat will be the cost of the ma-
terials of which it is composed, and the price of my day's labour

superadded. If the materials cost me two dollars, and my la-

bour will bring in market one dollar, the hat must produce to

me three dollars, or I shall cease from making. But if by the

exertions of government, or by any other means, the price of la-

bour should advance so that I could obtain in market two dol-

lars a day for my services, then the price I should ask for the

hat would be four dollars, and if I could not obtain that, I should
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I could obtain two dollars the day for it.

By this operation, it appears that the price of all articles

produced by labour, must appreciate with it, or they will gra-

dually cease from being produced, until a scarcity shall forcb

their appreciation by the efforts of consumers to obtain them.

War produces a rise in the value of all articles^ except specie*

The tendency of war is not to destroy the settled relative*-

value of articles, one to the other, but to cause them all 10 ap-

preciate. It is, however, a lengthy period before its operation
extends to every article, and many individuals are according-

ly benefitted in the appreciation of the articles which compose
their capital, whilst others are injured, whose capital may not

have appreciated, and who may be daily forced to make ex-

changes before this event takes effect, and to accept of less quan-
tities than they formerly obtained. After this length of time
has elapsed, and every article has so appreciated, that the for-

mer relative value is again restored, the new state of things
will be a matter of indifference to each individual. If he could

formerly obtain, as much of any article in exchange for one

dollar as he now can for two, it will follow, that he does not
now make amore favourable exchange when he obtains two dol-

lars, than he did formerly when he obtained but one. The
only difference is, that he obtains more of the article of specie,
but not more of any other article that he may desire to ex-

change the specie for.

If, however, such a period were to arrive, when two dol-

lars would produce no more capital in exchange than one dollar

previously did, it would show that dollars had not participated
in the general appreciation, because if they had, such a re-

sult could not follow, that two of them should not be exchange-
able for more than one could formerly be exchanged for.

Nevertheless, such a result will, it is believed, be found in,

practice, in all nations where the expenses of war are furnish-

ed by loans, and where representative specie is in the practice
of being produced.
A state of war has been shown to increase the price of ar-

ticles, from the following causes and effects.

First, The application of labour, and many other
articles^

iron, lead, horses, sulphur, &c. to various new uses called into

existence by the operations of war.
8
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EFFECT.

A diminution in the production of all the objects of desire,
which the labour employed b- government had formerly produ-
ced, and their consequent appreciation. Also, a diminution in

the quantity left for individuals, of the iron, lead, horses, and
other articles which the war has caused new uses for, and the

consequent appreciation in the price of each of them.

Secondly. A continued and incessant effort made by gov-
ernment to abstract labour, and a like continued and incessant

effort made by individuals to detain it.

EFFECT.

A rise in the price of labour, occasioned by these efforts,

and a like rise in all the articles it enters into as a component
part.
To make an article of capital, therefore, rise in value by

the operations of war, it must be effected by one of these acci-

dents, and to discover whether the specie of a nation is thus af-

fected, we must examine first, whether the new state of things

produced by war, furnishes a sufficient number of new uses for

it to compensate for the uses suspended by the war.

Secondly, Whether the price paid for the production of it,

is increased by the appreciation which the efforts of govern-
ment and of individuals cause in the price of labour.

Were we to admit that the new uses found for specie in the

United States, since the present war, have been insufficient to

supply the place of those uses suspended by the war, and by the

consequent state of commerce, we might readily conceive that

there would be a surplus quantity in market, and that the ex-

changeable price would fall. Nor would it regain its accustom-
ed relative value, until the surplus had dictated uses for itself,

and the pursuit of them had become an object of our solicitude.

On the other hand, were we to admit that the uses found for

specie since the war, have more than counterbalanced the

uses which the war has suspended, it would follow that

there will be an insufficiency in market to supply the ac-

customed uses, and that the exchangeable value must accor-

dingly rise, from the efforts made by each individual to ob-

tain his accustomed quantity.
We have already shown the progress of this rise in the ar-

<;icle of labour, and in those other articles which the uses oc-

casioned by war, generally make scarce in market.
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In nations, However, where a representative specie capital is

produced and in circulation, specie is an exception from the ar-

ticles which rise from an increase of use. Because, from the

great facility in the production of the representative, an increased

demand is immediately met by an,increased production sufficient

to answer it. It therefore appears, that although a state of war

may produce an increase in the value of articles for which no

representative can answer, yet in specie, which is differently cir-

cumstanced, no increase in the demand or other operation of

war, will probably produce any increase in the price More es-

pecially since the labour employed in the production of the repre-
sentative bears so trifling a proportion to the value of the thing

produced, that no conceivable advance in the value of that arti-

ticle, can affect its production. Accordingly, if any articles of

capital may now be exchanged for more specie than formerly, it

will indicate that specie possesses less relative value than for-

merly, occasioned by the appreciation of these articles, and by
specie remaining unappreciated. That such is the case in pre-
sent practice, will, I believe, agree with our actual experience.

Were it notfor the representative, government could not abstract

much speciefrom market.

Were there no specie in the nation, but what had to be produ-
ced with the same difficulty that actual specie takes in its pro-

duction, it would then be influenced by any unusual demand in

the same way that labour and all other articles are influenced.

That is, should government suddenly desire the use of twen-

ty millions of dollars, and there be no surplus specie in

market, it will follow that it must be taken from that quantity for

which there are accustomed, and of course desired uses. To
produce it from the mines to answer this sudden demand, is im-

possible, in practice. The only way a government could obtain

it, would be by compulsory taxes, or by offering individuals more
for the use of it than they had been accustomed to receive in its

employ. Specie would therefore rise in price, equal to the ad-

ditional inducements off?red for it by government. It would be

the same with that article then, that it now is with labour. The
desires of individuals to obtain their accustomed quantities,
would soon make its price rise with them to the price offer-

ed by government, and thereby prevent its abstraction to any
great extent by any other means than by those, that are com-

pulsory.
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sentative, would increase its value in market.

When we say that the requirements of specie by government
do not increase its value, we of course suppose that the us^ of a

representative will answer all the purposes required. Were the

contrary of this supposition to be the fact, the value of specie
would rise by this new demand, the same as any other arti-

cle.

Should the uses required by government be to pay troops in a

foreign nation, or to export it for any other purposes, where a

representative would not answer, their efforts would then be di-

rected to the obtainment of the actual specie, and all the conse-

quences would ensue which we have before considered. From
our actual experience on this subject, we may readily conceive

that the obtaining of any large quantity would be attended with

a great appreciation of its value, for we have seen that when the

requirements of commerce presented inducements for its ship-
ment to China and the East Indies, that the efforts to obtain it,

even in an inconsiderable quantity, alwavs occasioned a rise in

its exchangeable value of about four per cent. We see, that

the present efforts ofgovernment to acquire specie, has not pro-
duced any rise in its value. The cause must be found either in

their not abstracting so much as has been thrown from employ by
the suspension of commerce, or in the additional demand being
answered by an increase in the quantity affected by the produc-
tion of a representative.

A law to prevent the farther production of these representatives,
would cause specie to appreciate, on any increase in the de-

mandfor it.

We will suppose such a law to be in operation, and we will al-

so suppose that government shall require a certain quantity of

specie for some new uses, it will then follow that if they obtain

it, they must take it from the quantity which is in market,
and for which there are accustomed and desired uses, because
we have already shown that the quantity in market is the

quantity for which there are accustomed and desired uses,
and therefore if no unusual occurrence has caused a surplus to

exist in market, the quantity desired by government, will, if ob-

tained, be abstracted from some uses, to which individuals are

habituated. We will suppose this t be the case, and that there

be no specie in market, and no representative of it,
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individuals have desired and accustomed uses for. It will then

follow, that the efforts of government to obtain any, will net be

furthered by the existence of the representatives which are in

market, because there are desired uses for them, the same as there

art- for the specie itself, and the reluctance to part from them
will render as great an effort necessary in their obtainment as in

the obtainment of the actual dollars. If the efforts of govern-
ment to abstract specie be successful, a scarcity will be produced
in market, because the law before spoken of will prevent an in-

creased production to meet this new demand. The scarcity,
that is, the insufficiency to supply the accustomed uses, will cause

it to appreciate from the efforts of individuals to obtain their ac-

customed quantities, and if the requirements uf government make
them desirous to abstract any large quantity, they will in all pro-

bability be unable to obtain it even at any price, (the same as is

now experienced in labour) from the counteracting efforts of in-

dividuals to detain it.

If the requirements of government should make it necessary
for them each year to make a new abstraction (as we know they
would, under a continuance of war) then their efforts, and those

of individuals, would continue incessant, and the quantity of spe-
cie remaining for accustomed uses, becoming continually less,

would never allow sufficient time between the period of these ab-

stractions, for the nation to become familiarized to the diminish-

ed quantities, and the article would accordingly be kept in a state

of continued appreciation (and most probably would continue ap-

preciating) during the whole continuance of the war.

Theprice at which government is enabled to obtain specie, (ruhere
a representative to answer the purpose can be producedJ zs re-

gulated by the price paid to the banksJor its production.

A sufficient inducement will be required from government by
individuals to make them instrumental in calling into existence

the amount of specie desired. Therefore, whatever the price

may be, at which the banks will produce it, the price paid by go-
vernment must always be something in advance. This is uni-

formly the operation in England during a state of war. The

price given by government for the specie they borrow, is always
more than the four per cent, the lenders have to pay the national

bank for its creation.



Government Loans cause the Creation of Specie.

Whenever government create a loan, it causes a new use
for specie, which must be supplied either by an abstraction

from the quantity in market, or by a new creation.

We have already shown, that if there is not a surplus ex-

isting in market, its abstraction will be resisted, and that a new
creation will be excited to satisfy the new use. This may
be more readily conceived, when we reflect that the creation

of bank-notes, in a nation where they may be created, can have
no other cause for restraint, but a want of some sufficiently

profitable use to which they can be applied.
So long as individuals can make in their employment, more

than they have to pay the banks in their obtainment, so

long will they be anxious to obtain them.
It is this circumstance of profit that regulates the desires

of individuals, and were the amount illimitable, that banks
had the power to create, the precise amount they would be called

upon to issue, would be the amount for which there ex-

isted profitable uses. That is, uses sufficiently profitable to

compensate for the interest paid to the banks. Any event

that should create anew use for money,, more profitable than

this interest, would be a means of causing the production of

these representatives. Government loans is a new use of this

character, and does accordingly cause their production.

If the Specie zvhich a Loan causes the production of, become

surplus, it will soon cease from existing.

Should government make a new loan for any amount, say
ten millions of dollars, and this should produce a new emis-

sion of bank-notes to the whole amount, it would then appear
that the specie capital of the nation had increased ten mil-

lions.

A B and C contracted for the loan, and obtained the money
from bankers, they are indebted to the banks ten millions.

Government holds the specie, and these individuals possess
the government securities. We will say, that government shall

disburse this money for various services, and it will accordingly
soon be possessed by the nation.

It may now be inquired, how this additional specie capital
will find employment. It must be employed, or it will become

surplus, and cause a depreciation in the price of specie. This

can, however, hardly happen, so long as there are public secu-

rities in market, that it can be exchanged for on such ter n



as to produce the usual interest, or indeed so long as there

are any other uses that it may be applied to with the same
result.

If the holders should have no such uses for it themselves,
and also be unable to find other individuals who would give the

usual interest, it might then be truly said to exist in a surplus

quantity, and they would possess no other resource than to

invest it in government securities.

We will say the quantity which is thus surplus, shall be

five millions, and that the holders shall purchase of A B & C,
so much of their government securities as this sum can be

exchanged for. By this exchange no specie has so far gone out of

existence, but it has come into the hands of those individ-

uals who first caused the surplus, by creating an addition-

al quantity to the amount of the loans they purchased. These
individuals will have a use for it. Paying it into the banks
where they are indebted, will arrest the interest which they
are periodically charged with. To this use it will therefore

be applied, and thus cease from existing, because the bank
will not re-issue it without some person stipulates to pay an
interest for it, and this we have supposed no person shall

be willing to do, on account of there being no profitable uses

to which it can be applied.

The quantity of Specie which a ?tew Loan will cause the pro-
duction oj\ depends upon the existence or non-existence of
a surplus at the time the Loan is contractedfor.

The specie which any new loan causes the production of,

depends, in actual practice, upon the quantity that exists in

the nation beyond what there are profitable uses for. If, when
a new loan is proposed, there exist a surplus of specie in

the nation, that surplus will immediately be applied to the

loan, and it will, accordingly, not cause the production
of any new specie. Those who possess the surplus, will

be willing to purchase the securities from government at a

higher price than others, who would have to obtain the means

through the agency of banks.

Government securities increase in value after their creation.

If no surplus exist at the time of the loan, it will in all proba-

bility have the operation before described, and cause an entire

new production of specie to the amount of the sum borrowed by
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government, and the price at which the government will be ena*

bled to obtain the specie, will, in a grea: measure, be governed
by the price these individuals have to pay the banks. The pur-
chasers, however, frequentlv calculate on a farther profit than
what is derived to them from the difference in the price between
what they receive from government and what they have to give
the banks.

They calculate on being enabled to sell the government secu-

rities at second hand, for some greater price than they give for

them in the original purchase. In this expectation they are also

seldom disappointed, because, although no surplus exist when
the loan is first authorised by government, yet the money which
this loan causes the production of, does generally produce a sur-

plus.
It seldom happens that there are immediate and profitable uses

for so much additional specie. When government disburse the

specie received for their securities, there is, as has been before

observed, an increase of specie in the hands of individuals to the

amount thus disbursed. The holders of it will be willing to ob-

tain the government securities at a higher price than was paid in

their original purchase, for at that period, as there was no sur-

plus in market, no one would bid for them but at such a price as

would enable him to bear the expense of paying the banks for

their assistance. The second purchasers are impelled by differ-

ent motives. They have become the real owners of this specie,
and are accordingly anxious to make it productive. If they
cannot obtain seven per cent, they must take six, and if they can-

not obtain that, they must accept less. This produces a demand
for government securities, and they accordingly rise in price.
The first purchasers are benefitted from the very specie being in

market which they enabled government to expend.
When the amount that is thus surplus comes, by these means,

into the hands of those who contracted with government, they
will return it to the banks from whence it was first issued, for it

must be remembered, that although the whole quantity they
loaned to government should be surplus with other individuals,

yet with them it is not so. They have a productive use, by pay-

ing it to the banks for their individual securities, and they will

accordingly be glad to obtain it until these securities shall be li-

quidated, which, as they were given for the whole amount of spe-
cie loaned to government, will, any way, embrace all that can be

surplus. It is this operation of capital that has the greatest agen-

cy in producing that advance in the price of public securities

which so generally attends their production.
Should the whole amount of specie created by every loan

become in this manner surplus, it would then appear that loans
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do not permanently increase the specie of a nation, but we may
safely conclude, that it seldom happens, any thing like the whole

amount created, becomes surplus, because from our present ex-

perience in this country, we must perceive, that there is much
more specie in circulation than there was .previously to the loans,

which would not be, were the whole amount created uniformly

returned, and put out of existence.

Representative specie cannot exist in a surplus,for any great

length oj time.

So long as the uses that bank-notes can be put to, produce a

larger sum than that which it costs to keep them in existence, so

long they will be maintained in existence. Whatever quantity
should exist beyond what could be thus profitably employed,
would be returned to the banks to arrest the payment of interest.

In every nation therefore, where a representative specie capital
is in circulation, there never will exist, for any length of time a

quantity of it that is unproductive that is, a quantity which will

not produce, by its employment, a greater sum than what the

banks charge for the loan of it. Every bank-note in circulation,

may be considered as an instrument created by the bank that is-

sued it, for the use ofsome individual who has promised to pay a,

certain sum for the loan of it. Each one, some person or other,
is indebted for, and has to pay an interest to support. Whatever

portion of them does not produce as much as this interest, will

be returned to the banks, and the quantity will, accordingly gra-

dually diminish, until there are no more in existence than will

pay by their use the sum required for their support.
It may be said that all the bank-notes in circulation are not bor-

rowed from the banks, because if I possess a thousand metallic

dollars, I shall carry them to the banks and obtain notes for them
on account of the greater convenience in their transportation*
There will then be a thousand dollars in bank-notes, for the sup-

port of which, no interest is paid. This is also correct, and so

many notes as are issued under such circumstances, will not

come within the scope of the before-mentioned operation. It

may be farther observed, that if every borrowed bank-note were

returned, the remaining specie circulation would be no larger
than the actual metallic coin of the nation. If any portion of
this were surplus, there would be no profitable means of dimin-

ishing it, and the consequence would be, a depreciation in the

price, until profitable uses should be found.
9
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War prevents the production ofCapital.

We have already stated several measures which operate to in-

crease the capital of a nation, and amongst these, we have stated,
that any thing, which should increase the animal powers of man
in any nation, would also increase the quantity of capital which
that nation would annually produce. It will be equally conso-

nant to our experience, that any measure, which should diminish

the animal powers of man in any nation, would also diminish the

amount of its productions. \Ve have also shown, that the

amount of capital produced in any country, generally bears some
relation to the number of its inhabitants. Where the love of ease

is very prevalent, there will, however, be less capital produced
than, in an other country, of equal population, where the love of

ease is not so prevalent. The one will be termed industrious,
and will abound with various objects of capital ; the other,
where ease is a more desired object, will be considered poor, and
the articles of capital will be few. Conformably to these ideas

and to our experience, any measure that should, in its operation
diminish the quantity of labour in a nation, would diminish the

quantity of that nation's productions.
In a state of war, much labour is abstracted which is not em-

ployed in the production of any capital. If the labour thus ab-

stracted, and kept from producing, amount to the fiftieth part of

any nation's productive population, it will be evident that a fifti-

eth part of its productions will cease. Any way, the produc-
tions will cease to the amount of capital which the abstracted la-

bour would have produced. If 30,OOO men become soldiers and

sailors, and are not employed in the production of any capital,
it will be equally evident that the productions of the nation will

not be as much as if these men had not been made into soldiers

and sailors.

There is a necessity for all such individuals to produce arti-

cles of desire to exchange for such other articles, as they may
wish to procure, and accordingly these 30,000 would have
been impelled by this necessity, and would have been produ-
cers. The productions of a nation are therefore arrested by the

operations of war, to the amount that would have been produced
by the individuals that it keeps from producing.

Soldiers and Sailors are consumers ofCapital.

In4ependent of the loss to a nation, occasioned by the indivi-

duals employed in war, ceasing from being producers of capital,
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there is still another loss. That is, although these individuals

have ceased from producing, yet they still remain consumers
of capital. The quantity of food, clothing, and various other

articles which they consume, must be abstracted from the pro-
ductions of the remaining inhabitants. There is then a two-
fold disadvantage in their abstraction; first, the nation does
not produce so much capital, which may be termed a prevention
of gain ; and secondly, there is an actual loss to the amount of

capital which is consumed in their support and occupation.
Had they remained in society, and been producers of capital,

they would have produced as much at least as they consumed,
but now they are consumers of capital, without being pro-
ducers, and the nation suffers an actual diminution of capital
to the amount of their consumption.

The disadvantages arising
1

from thisprevention ofgain, and this

actual loss, are made up to the nation if the expenses of the

-war are borne by the creation ofgovernment securities.

Because the securities are employed in paying for the capital
which these persons consume in their support and occupa-
tion, and for the capital which they would have produced,
if they had not been abstracted by government. If thirty
thousand men are employed, the amount which government
have to pay them in bounty and wages, will be the quantity
of capital they produce.
We will say that it shall amount to thirty thousand dol-

lars each day. Were these men employed in mines,
and to produce daily thirty thousand dollars worth of sil-

ver, it is easily conceivable that they would not be consi-

dered unprofitable members of society. They would add

daily, to the national capital, that amount of silver, out of

which, however, would have to be deducted the capital con-

sumed in their support.
We will say, that they should, each day, produce thirty thou-

sand dollars worth of silver, and also, such an additional quan-
tity, as to compensate for the capital they consume. They
would, therefore, each day increase the national capital thirty
thousand dollars.

Again, were these men not employed in mines, but in agri-
culture or some other pursuit, and were the product of their

exertions exported, and to yield in its proceeds a like sum
of thirty thousand dollars, exclusive of a sufficiency to pay
for the capital consumed in their support, and in the trans-

portation
of their produce, we should then, also, readily a.1-
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low, that they had increased the national capital to the amount
before spoken of, and which they have now brought home
in silver, from the country to which they resorted ior a mar-
ket.

We will now suppose that the amount of government secu-

rities which they shall daily cause the production of, shall be

th irty thousand dollars, and that this shall be exclusive

of the securities produced to pay for the capital they shall con-

sume, it will then be equally evident with the former cases,

that the national capital will increase by their exertions to

the same amount that it would have increased by either of the

other methods. The difference will be, that in the other

cases, the capital was increased by the addition of silver, whilst

in the present case it is increased by the addition of gov-
ernment securities.

We have already shown (in the commencement of this work)
that an addition of government securities, is an addition of ca-

pital. That they yield to the possessors of them, all the advan-

tages that other articles of capital yield. That they are ex-

changeable in a foreign or dom stic market, in the same

manner, and to the same effect, that so much gold or silver

may be exchanged, or indeed any other object of man's de-

sire. That their possession is sought with avidity, and that

their loss is deplored as a misfortune.

The Labour abstracted by Government^ is not always unpro-
ductive.

In the foregoing calculations it is evident that we have as-

sumed several facts. First, that the thirty thousand men will

not be employed in the production of any capital.

Secondly, That the amount of government securities created
to represent the capital they consume in their support and oc-

cupation, will be equal to the amount which they do consume.

Thirdly, that the amount of securities created to pay for

their services, will be equal to the amount o. capital they
would have produced (exclusive of their consumptions) if

they had not been taken into the services of government.
Fourthly, That the money paid by government, will remain

in the nation, and not be disbursed in a foreign country to indi-

viduals who do not bring home an equivalent*
We will now consider these assumed facts, and first, that

which supposes the men abstracted by government are not

employed in the production of capital. If, contrary to this

assumption, they are employed in the production of capital, it
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will materially alter the effect we have shown to result from

their change ot character, and conversion into soldiers and sai-

lors.

If soldiers enter into an enemy's territory, and bring from
thence any articles of value, it will follow that the capital of

the nation will be further increased, equal to the amount they
thus acquire and bring home. The same results will follow

from captures at sea, or from any production of capital, that

they may be the means of producing.
In every correct calculation, therefore, of the actual in-

crease or diminution of capital by such an abstraction of labour

by government, all these circumstances must have a due consi-

deration, and the result must be governed by them.
In the second position we have assumed, that the secu-

rities, created for the capital consumed by these individuals,
in their support and occupation, will be an equivalent for the

capital they do consume- That is, one will be freely exchange-
able in market for the other. If, however, contrary to this

supposition, the capital consumed, should not be replaced by
its equivalent in securities, the national capital will be diminish-

ed to the amount that the capital consumed exceeds the securi-

ties ; or if, on the other hand, the capital consumed, should
be replaced by more than its equivalent, the national capi-
tal jwiil, in like manner, be increased by the operation, to the

amount of this excess.

In the third position, we have said that the amount of securi-

ties the thirty thousand persons shall cause to be produced, as

payment for their services, will be equivalent to the capital they
would have produced (exclusive of the capital consumed in their

support) had they not been abstracted by government. If, there-

fore, the practice should be different from this assumption, the

result will also be different, and it may frequently happen, that

the amount paid them by government, will be more than the ca-

pital they would have created in any other employ. The fourth

position must also be understood as not referring to any actual

practice, but as speaking of a result that would follow from a

practice agreeing with that theory.

An increase of capital by government securities, differsfrom ad
increase by gold and silver, on account of the taxes the securi-

ties give birth to.

The securities form a capital which differs in nothing from what
would be formed by government issuing a like amount ofgold and
silver ifthey should have discovered a mine of those metals under
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the government house, excepting that loans require an annual tax

from the nation to pay the interest on them. That an increase

of capital is beneficial to a community, is a proposition so con-

formable to our daily experience, that an emission of public se-

curities would readily be admitted as desirable, were it not for

the taxes they give birth to for paying the stipulated interest.

Many, who would admit an increase of capital to be beneficial,

cannot conceive that it is sufficiently beneficial, to counterbalance

the disadvantages resulting from taxes. Taxes are a direct and

palpable individual disadvantage, whilst the benefit derived to

any particular individual, from the quantity of capital possessed

by others in the nation where he resides, is generally indirect,

and requires thought and reasoning to discover. Were it how-
ever borne in mind, that only a very small sum is required an-

nually of any one individual, for the support of a large national

debt, he might perceive, more readily, that if the additional ca-

pital it creates is at all advantageous, it must be sufficiently so to

counterbalance this small disadvantage. Thus, did the Uni-
ted States increase the national capital, by the creation of

government securities, a hundred millions of dollars, it

would require for its support about seven millions annually.

This, on an equal distribution amongst all the male inhabitants

of the nation over the age of twenty one yeara, would be about

four dollars each. It may be said, and truly, that this is not the

way taxes are apportioned, but that some individuals would have
to contribute much more than this sum, whilst others would have
to contribute less, and indeed many, not any thing. In every as-

sessment, each person has to contribute (at least such should be

the operation) a sum proportioned in magnitude, to the advanta-

ges derived to him from the increase of capital which the tax goes
to support. Were this rule strictly adhered to, no increase of

public securities could be injurious to any person in the nation,
so long as the use of capital was more productive than the amount
of tax necessary to support it.

National Securities are in then' operation like Bank-Notes.

Persons willingly pay banks for the use of that part of their

capital thev create and loan to them. But it may be said, the na-

tion would be displeased were banks to loan out to individuals

the specie they create, and then have power to levy a general tax

on all he natioa for the payment of the interest on the capital
thus loaned. A \.\ yet the nation does participate in paying an

interest ort the capital which individuals borrow. If I receive
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from a bank a thousand dollars and make any use of it, I include

the interest I had to pay for this money into the calculation, and

if it be to make a purchase, I give as much less, as the amount of

interest I am forced to pay.
We have already said, that every bank-note in circulation, has

to be supported in existence, by some person paying to the bank,
an interest for it. Every dollar in bank-notes, costs for its sup-

port, a half a cent a month, or six cents the year. If it be in-

quired of any individual that may have obtained notes from a

bank, and who is the instrument through which the bank is paid
its interest, whether he is the loser of this tax, he will answer no.

He made more than the interest from the person to whom he

paid them. If this person be also inquired of, whether he loses

the amount of interest paid for the notes he obtained in ex-

change for his property, he will ans\ver in like manner, and will

inform you, that he made a profit out of them from some person to

whom he paid them. No person will acknowledge that they are

kept in circulation at his cost, and yet it is evident, that they are

kept in circulation and at the annual cost of six per cent, on each

of them. The truth is, that every individual, bears a portion of
this expense, who either purchases or sells. If I dispose of an

article, the person who purchases, has to compensate me for the

time this capital has lain by me unproductive. We will say, I

purchased it with notes obtained from a bank, and therefore

when he purchases with this charge included, he pays for these

notes having been put in circulation. When he again disposes
of the article, the various persons he sells it to, will be the persons
who pay for their circulation, and thus it may at length be traced

to perhaps every person in the community each contributing in

proportion to the magnitude of his transactions. Should a go-
vernment, with this view of the subject, conceive that such an in-

direct tax on the community by bankers, was a burthen which

ought to be removed, and should they accordingly enact a law,

preventing any new emission of bank notes, and providing for

the speedy liquidation ofthose already in circulation, it is readi-

ly conceivable, that although this would remove the burden com-

plained of, it would also much reduce the capital of the nation,
and contract the operations of individuals. The burden (if it

may be so called) produced by banks, could not be removed
without destroying, at the same blow, all the advantages that

they also produce, and therefore, if these advantages counter-

balance the evil, (of which our experience is sufficient evidence

that they do,) then the nation would be a sufferer by the measure
to the whole extent that the advantages preponderate.



No increase of Capital can be caused in a Nation, ^vithout eacn
individual contributing towards its Production.

It may be inquired why individuals should contribute to keep
in existence a capital of government securities and of bank-notes,
and not also contribute in the cost required to produce other ar-

ticles of capital. To this it may be answered, that there is

no article of capital in a nation, but every individual had to

contribute or pay a tax for its production. Thus, should any
person discover a silver mine, and work it at his own expense,
it will be obvious, that he will increase the national capital to

th amount that the silver he may produce exceeds the amount
of capital (labour, machinery, &c.) consumed in its production.
It does n ot obviously appear, that any other individual in the na-

tion would participate in the expense, and yet there are few, if

any, in the nation, but what would participate. We will not

suppose that the quantity produced shall be very small, because
that would prevent our observing its operations on the public,
but we will suppose, that it shall employ as many individuals in

the different necessary departments and occupations as are now
employed by government in their land and sea service. If so

many men were taken from the common occupations, about
which they had been hitherto employed, it would operate as we
now find the same measure does operate. It would enhance the

price of labour, and of every article produced by labour. The

price, therefore, which every individual would have to pay for

labour, or other articles, over what he had previously to pay,
would be the tax which the production of this silver imposed up-
on him. We will say, that after a quantity of silver had been

produced, equal in amount to our government securities, the

production of it should cease. The persons abstracted from the

community would then return to it, and the advance in the price
of labour and other articles, which their abstraction had caused,
would gradually cease with this cessation of the cause. It may
be said, that this capital would then be no farther tax on the

community, and that it does therefore differ from government
securities and bank-notes, which remain a tax on the communi-

ty as long as they continue to exist. This also does appear to be

the true distinction betweea what may be termed real, and what

may be termed artificial capital. Every person in the communi-

ty has to pay a tax for tht production of real capital, which ceases

when the capital is produced ; but in artificial capital, no ex-

pense is caused by it.s production, (that is, by government cre-

ating twenty millions of securities, or banks twenty millions of

notes) but the expense is created by keeping them in ex-
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islence, either by a palpable tax, as in the case of government se-

curities, or by a hidden and unseen tax, as in the case of the notes

of banks. It may be said, that the advance of price in labour

and other articles, occasioned by the employment of these persons
in the silver mine, arose from the scarcity thus produced, and
from the efforts of individuals to acquire their accustomed quan-
tities ; that if these persons had not been thus abstracted, there

would have been no advance in the price of any articles, and
therefore the capital produced in ordinary and accustomed oc-

cupations would have increased the capital of the nation and oc-

casioned no tax on the community in its production. To this it

may be answered, that although the price I should, in that case,

have had to pay for labour and other articles, would have been

less than it now is, yet that the price,"at|all times, paid for labour,
is dictated by the employment found for it. Jf labour be surplus
in market, the price will be less than if there were a sufficiency of

employment for it, and the reason why labour cannot be obtained

on lower terms than those which we call its usual price, is on ac-

count of the capital then produced. The relative price of labour,
in every country, always depends upon the quantity of capital

produced, in proportion to the labour that there is to produce it.

In two nations, of an equal number of inhabitants, if one

produce only half the quantity of capital that the other pro-

duces, then the one which produces the least quantity, will

be considered a poorer nation than the other, and the price
of labour, and all the articles produced by it will, be cheap-
er in this nation, than in the one which produces more capi-aU

By this we may perceive, that the production of capital

by other persons, makes the capital we desire, produceable
at more expense than if we were the only producers, and
this is, perhaps, so consonant to our daily experience as to

make it sufficiently palpable. However much, then, I may be
benefitted by the production of others, I do also bear a secret

loss as a consequence resulting from this benefit, and insepara-
ble from it.

The borrowers from Ranks ought not to be the only persons
who contribute to the support of the specie borrowed, be-

cause others are equally benejitted.

Were an individual, resident of some small village, to have
credit at a city bank, and to borrow from thence a thousand dol-

lars, there would be few persons in his neighbourhood, but

what might, and perhaps would calculate, on receiving som be-

nefit from this introduction of new capital, especially if it were
10
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known to be borrowed for the purpose of its employment in

their neighbourhood. We have, perhaps, named too small a

sum to carry conviction of its producing this effect, but, if it

were a very large capital that was to be employed amongst
them, there can be no doubt its introduction would be con-

sidered fortunate, and that many, if not all, would expect to

receive some benefit from its circulation.

We will suppose a thousand dollars shall be of sufficient

magnitude to create these sensations. We will also suppose,
that on its arrival, the possessor should make a proposition to

the villagers, that a general tax should be levied to indemnify
him for the discount he had given to the bank. It is easi-

ly conceivable that this proposition would not meet with a

favourable reception. If, however, he could so modify the

tax that no one would have to contribute, but only in pro-

portion to the amount he found the new capital prove benefi-

cial to him, there can be no doubt of their willingness to

comply. That is, provided they knew the whole benefit

derived from it, would exceed the whole amount of discount, and

accordingly, that their proportion of benefit would be a larger sum
than their proportion of discount. If the whole benefit prove
equal to one hundred dollars, and the whole discount only
fifty dollars, they would of course receive an advantage from
the arrangement. From the difficulty of ascertaining the due

proportions of each member of the society, we will say that

this arrangement shall not go into operation, and that the

transactions the money may give birth to, shall be allowed to

take their accustomed and natural courses.

The object of the person who borrowed from the bank, was
to make more in the use of the capital, than the sum he would
have to pay.
The following account of his profit and loss, may show

the result of the undertaking.
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Profit and Loss Account, on one thousand dollars, borrowed

from the Merchants' Bank, April 16, and refunded the fol-

lowing 16th June.

Purchased of A B & C, various articles, the produce
of their village, for one thousand dollars, which, on
a resale to L, & E, of New-York, gave me a nett

profit of B 35

Purchased with the proceeds, various articles of mer-

chandise, which, on being transported to this vil-

lage, and sold, gave me a nett profit of 35

Total profit 8 70

Paid the Bank for the use of their capital during this

period
- - $ 1O

MMMHMMMM

Balance, being the nett profit made in its employ, 6O

From this it appears, that instead of being a loser by the dis-

count given to the bank, he is in fact a gainer, to the amount
of sixty dollars. Were this not the case with borrowers, there

would be no one desirous of borrowing. It may *be said, that

in this account, although the profit is stated at sixty dollars, yet
that there is still a loss of ten dollars, because, had he posses-
sed the capital without this charge, his profit would have been

seventy dollars. Therefore, although he is benefitted by the

transaction, he still has to bear the loss of what he paid the

bank ; but, if the villagers had consented to pay it by general or

partial taxes, he would not have had to make such a deduc-
tion from his profits.

This argument may be adduced to show, that it is the bor-

rower alone who bears the charge caused by the creation of

capital by banks. We will, however, more closely review
the operations of this individual. He made several exchanges
before he was enabled to accumulate the amount of proiit

spoken of. If we examine the free operations of trade, we
shall find that not only one of the parties is benefitted, but that

both are benefitted.

The great business of life, in actual practice, is to acquire

possessions, which individuals do not necessarily obtain at the

expense of each other, but in aiding each other.- A transac-



tion between individuals is generally a mutual advantage.-
Such must be the method of man's dealings, or we should find

no large trading cities. They grow from a general prosperity.
If the fortune of one individual was regularly made at the ex-

pense of another, we would be able constantly, to date the riches

of a prosperous man from the impoverishment of his former

companion. It would be supposing the art of trade, a system
of over-reaching and deception, and of two individuals, we
should be sure, that like two gamesters, they would continue

thinr transactions, until one had stripped the other of all his

possessions. This is contrary to our daily experience, and

therefore, is not the operation of trade.

If I become the purchaser of any article, I must give such

a sum in exchange for it, as the seller prefers to the article he

parts with. I must, however, prefer the article he parts with,
to the sum he accepts in exchange, or I should not pur-
chase it.

We have said that this person purchased of A B & C,
various articles for his thousand dollars. These individuals

were, therefore, benefitted by his coming amongst them with
his borrowed capital, since it enabled him to give them, in

exchange for their produce, various sums which they must have

preferred to the produce he purchased. He was enabled to

do this, because he possessed sufficient capital to transport
the articles to a better market than they individually ceuld.

The persons with whom he re-exchanged them in the city,
did also give a sum that he, in his turn, must have preferred.

They possessed the capital and means of transportation to some

foreign nation or market which he did not possess.
With the sum thus acquired, we have said he purchased mer-

chandise to transport to the village. The seller and pur-
chaser were again benefitted. The one preferred the merchan-
dise to the sum accepted in exchange, on account of the disposi-
tion he could make of it, which the line of business or inclina-

tion of the other, prevented him from making. The villagers to

whom the merchandise is lastly sold, do, in like manner, preterit to

the sum or article accepted in exchange. They are benefitted in

giving more for the articles they purchase, than the price given
in the city, on account of the superior quantity in which they
were there purchased, and on account of various other conside-

rations of transportation and time, sufficient to have entirely pre-
vented their enjoyment by individuals, if each had been obliged
to resort in their procurement, to the market which they would
have had to resort to, if some one person had not interposed, by
making their general procurement his occupation. From these

considerations, it appears, that although the individual firs
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spoken of, is bencfitted by having obtained the loan of capital
from the banks, and for which he gave ten dollars ; that many
other individuals are also either directly or indirectly benefitted.

If the benefits produced could be pursued through all its ramifi-

cations, it would be found to embrace a greater number of per-

sons, than would in a less particular search, appear credible.

For if, through this introduction of capital, the persons
who sell him the produce of their farms, receive for it more
than they would otherwise receive, then the value of land will

increase, because the price of the produce must always

regulate the value of the article which produces. Since, there-

fore, many individuals are benefitted by his obtaining this

capital, it will be consonant to justice that they should also

bear a portion of the cost necessary to its obtainment. If the

whole number could be ascertained, and each were made to

contribute in a sum proportioned to the advantage he re-

ceived, it would be the most equitable arrangement that could be

fallen on.

It may be said, that this is merely a theoretical evil, and not

an evil in practice. That they who use a borrowed capital,

always make the persons they trade with, contribute towards its

support ; that this person who took a thousand dollars into his

Village, gave as much less for the produce he purchased, as

would compensate him for the discount given to the bank ;

and that when he sold his goods., he included in their price
this same consideration. Therefore, it follows, if these re-

sults be true, that a loan from a bank does make others

contribute towards it support, besides those who actually bor-

row the capital. Any way, this seems beyond contradiction,
that others participate in the benefit, if they do not in the

cost.

The quantity of Capital in a nation, concerns each one of the

inhabitants.

That an increase of capital operates beneficially to an indi-

vidual, is a proposition so agreeable to our experience as to

need no illustration.

That an increase of capital to other persons is also be-

neficial to him, is a proposition not so palpable. And yet,
the advantages derived from living in a wealthy neighbour-
hood are well known in practice. The fortune to which an in-

dividual can attain, is in a manner regulated by the wealth
of others. On the circumstances of his customers, must de-

pend the magnitude of his trading operations, and accordingly,
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the magnitude of the sum he will gain in his vocation. It is

from the knowledge of this fact that men live in large com-

munities, and always resort to a place of wealth when they
seek for a situation in which they may increase their own pos-

sessions*

The superior expense in the rent, food, and other necessa-

ries of life, which have to be borne in a city, may be con-

sidered as the tax which an individual pays for the advanta-

ges attached to being in the neighbourhood of wealth.

When the proceeds of taxes are employed within the nation

where they are collected, the National Capital is neither in-

creased nor diminished bij their operation.

If government levy a tax of any amount, and again disburse

it within the nation, the capital will increase by its disbursement
as much as it diminished by its collection. It therefore appears,
if the expenses of war should be borne by taxes, that they them-
selves would neither increase, nor diminish the amount of capi-
tal possessed by the nation. The diminution would be occasion-

ed by the quantity of capital consumed by the persons whom the

war prevented from producing any equivalent. If government
were to employ 30,000 men, and they should consume daily
1000 bushels of wheat, and 30 oxen, the national capital would
diminish daily to the amount of this consumption. Besides, so

many individuals, placed in a situation where they could not

produce articles of capital, would cause the annual produc-
tions of the nation to be as much less, as the quantity they
would have produced, if they had not been abstracted by-

government and kept unproductive : supported without those

efforts wrhich would have been indispensable to them in any
other situation. The nation is not indemnified for the capi-
tal they would have produced, because the money paid to

them for their services, is not any newly created capital (as
in the case of loans) but it is a capital which already exist-

ed in the nation, and which was abstracted by taxes. In
the same way, the nation is not indemnified for the articles they
consume, because the capital given by government in exchange
for these articles, is, in like manner, merely what was formerly ab-

stracted by taxes, and which by being returned, only gives the na-

tion what it had previously possessed. In nations where the ex-

penses of war are thus furnished, it is generally found that the

commencement of hostilities, is the commencement of a state of

impoverishment, and this will invariably be its operation with-

out they are indemnified by the introduction of a sufficient
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quantity of capital captured from the enemy. It is frequently

said, that the war of our revolution left the United States very
much impoverished. Thisdid not arise from any part of the ca-

pital having been sent out of the nation, but it arose from so great
a portion of the inhabitants having been prevented by the war
from producing capital. And also from these individuals not

only being non-producers of capital, but from their being, at the

same time, consumers of it. No sooner, however, was the debt

funded^ that served to represent a large portion of the capital
thus consumed, and of the capital thus prevented from being

produced, than the society assumed a different appearance. The
government securities constituted a new capital. Individual

transactions immediately extended themselves by the employ-
ment of it, and the poverty produced by the war, existed no

longer as a serious fact.

Taxes affect Individual Possessions*

Although taxes, when employed in the nation where they are

collected, do not diminish the amount of capital in the nation,

yet they diminish the amount of individual possessions. If a

tax annually takes from me ten dollars, I lose so much of my pos-
sessions. The national capital is not however diminished that

amount, because some other person in the nation receives it.

We will say this tax shall be levied for the support of a hundred
millions of dollars in government securities, which war had caused
the production of. If I receive an advantage from the capital
which these securities constitute, over the amount of my tax, I

am. of course, benefitted by their creation as much as the ad-

vantage overbalances the tax. We have already endeavoured to

show, that an increase of capital is advantageous. That for the

purpose of any person acquiring wealth, it is indispensable that

it should be possessed by other persons in the nation. That no
increase of capital to a nation can be effected but what will pro-
duce either a direct or indirect tax on the inhabitants amongst
whom the increase is produced ; and that the only concernment
of each individual is, that the amount of his tax, for the support
or introduction of any new capital, shall not exceed the amount
of his benefit We have said that the tax which takes from me
annually ten dollars, goes to the support ofa hundred millions iu

government securities That the employment of these one hun-
dred millions will be more productive than the amount stipulat-
ed to be annually paid on them, is a conclusion we are warranted
in drawing !>y our daily experience. For were the use of capi-
tal not more productive than the interest paid for it, there would
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be no persons willing to borrow, which is a state of things con-

trary to what we observe in practice. The great solicitude

evinced by individuals to acquire a credit capital by paying the

interest for it, may easily lead us to conclude, that the use of ca-

pital is more productive than the interest required for it, and
that therefore, the tax levied for the interest of the one hundred
millions in government securities will not be equal to the amount
made in their employ. If, therefore, the whole benefit derived
from these securities exceeds the amount of the tax, as we have
shewn it will, it naturally follows, that the proportion of tax

paid by each individual, will fall short of his proportion of bene-

fit That is, provided his tax is not disproportioned to his bene-

fit, and that he was assessed with a due reference to his situa-

tion as it regards the operation of this credit capital on him. If

we carefully consider that when an individual borrows a capital,
he not only makes in its employ a larger sum than the intere*st he

pays, but that the persons with whom he has transactions, also

are benefitted by the capital having been put into existence ; and
if we trace it still farther, and consider the numerous individu-

als through whose hands it circulates within the year, and that all

ofthem are benefitted, we may easily conceive, that were the in-

terest that pat it into circulation to be borne by the whole num-
ber of individuals it had benefitted, the amount to each would
bear but a very trifling proportion to the amount of his benefit.

If then, this be the true operation of capital, (and that it

is experience can inform us) then the amount which the

whole nation would be benefitted, by the creation of a hundred
millions of securities, would very far exceed the amount of

tax necessary for their support, and the assessment of each in-

dividual, if properly regulated, would fall far short of the

amount of his benefit.

Government securities are of small advantage to any but the

possessors, if they are not used as a trading capital.

It is a question of much importance, whether government se-

curities are used by individuals as a trading capital, or whe-
ther they are retained inactively.
We have shown that the indemnification for the taxes they

give rise to, must be found in their employ, for scarcely any
conceivable advantage could arise to any person in the nation,

from any quantity, however large, being in the possession of

any other who should keep them confined in his chest, and of

course unemployed.
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It may be said that a government security for a thousand

dollars, or any other amount, differs from the same amount
of specie. The specie compels an employment, or it will re-

main unproductive ; but a government security needs no ope-
ration to make it produce. The mere possession ensures the

owner sixty dollars the year for a thousand dollar security,
and therefore, it may be said there is no inducement to use

it in trade. Another view of this subject, will however show

us, that the possessor of a government security has no great-
er motive for keeping it unemployed," than another indivi-

dual has for not borrowing from a bank. >Each of these

persons has the same inducement not to use a capital in trade.

The borrower from a bank, because he must give sixty dollars

for the use of a thousand, and the owner of a government
security, because he must lose the receipt of that sum.

We find, however, by the quantity of bunk paper in cir-

culation, that this loss is not sufficient to restrain the use

of it as a trading capital, and therefore, we may naturally con-

clude that capital is more productive than the six per cent,

charged for the loan of it, and that the holders of government
securities will accordingly not be restrained from making
them produce this larger sum, from the consideration of lo-

sing by it the smaller one.

It may be said, that in every nation, there are persons who
by possessing large estates, are contented with the interest

they can receive, by permitting others to employ their capital.
Government securities are most generally found in the hands of

such persons, for being desirous of ease, they gladly enjoy
the natural productiveness of this species of capital, with-
out seeking for a greater revenue. Of course, the individuals,
who pay taxes for the support of securities thus situated, re-

ceive no indemnification. To this it may be said, that when
these individuals obtained securities, they gave a capital in ex-

change which is now in circulation to represent them. It

may be, however contended, that if they had not invested
their capital in government securities, they would have loaned
it to individuals, and that it would in that case have been
in circulation the same as it now is. This position is how-
ever, not certain, because, for want of so stable a security
at home as government, they might have invested their pro-

perty in foreign funds, and thereby deprived the nation of
the benefit derived from it.

In this country, owing to the smallness of individual for-

tunes, and the .present habits of industry, there are few per-
sons so situated as so engross, in this manner, any large por-
tion of the government-securities, and however much such &

tt
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disposition of government securities may be a matter of con-

sideration in other countries, it is not so in this. But a very
small portion of our first debt was kept unemployed. It was
used as a trading capital, and continually exchanged in our

own and foreign markets as any other article of capital.

Nations are not impoverished by war, -when they defray the

expenses by creat ng public securities.

We have already shown, that government securities serve to

represent the capital which war, by making many individuals sol-

diers and sailors, prevents the production 01 ; and that they
also serve to represent the capital purchased by government, and
consumed in war operations.

If we survey an army, and observe how great a portion of it is

composed of persons, who, from idle habits, previous to their en-

listment, did not produce much capital, we shall be led to think

that the securities they cause government to create, form a ca-

pital of greater magnitude than that which they would have cau-

sed the production of in any other situation. If the amount ib

greater, then the national capital will be increased by their em-

ployment equal to the excess.

The present inquiry may be considered as entered into more
for the purpose of finding a method to ascertain the loss and

gain of war in general, than it is to ascertain the loss and gain
of any particular war ; as such, we will take it for granted that

the amount of securities created by government, shall be equal
to the capital prevented from being produced, and to the capital
consumed in belligerent operations. By admitting these premi-
ses, it will follow, that at the conclusion of war, the national ca-

pital will be as large as if peace had been undisturbed, and no

impoverishment will be imputable to the war.

The War would injure each individual to the amount ofhis Tax.

We have said that the securities created by government, serve

to represent the capital which the war consumed, or prevented
the production of. The tax paid for their support, is the virtue

which makes them constitute capital. Ifmy tax takes from me
ten dollars the year, I pay that sum for the purpose of prevent-
ing the war from diminishing the national capital. Had we re-

mained at peace, the same capital would have* been produced,
but it would not have been in government securities, it would
have been in various articles of real capital produced by the per*
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sons whom the war made soldiers and sailors. These articles

would not have required a tax to make them constitute capital.

They would have been so from some properties within them-

selves. Whatever advantages, therefore., the present magnitude
ofthe national capital yields to me, I should have possessed them,
had we continued at peace, without this annual tax often dollars.

I pay the tax to purchase advantages, which I should have en-

joyed without purchasing had we remained exempt from the

operations of war.

However much lam benefited by the capital which the govern-
ment securities create, Ishould be more benejitted were it notfor
the tax they require me to pay.

The benefit is derived to me, not from the capital created, be-

ing in the form of government securities, but from so much capi-
tal being in existence. The articles which would have been

produced in a state of peace, would have yielded me equal ad-

vantages, for it is very immaterial to the effects produced by an

increase of capital, whether the increase be in gold, government
securities, or any other article. This, then, under such circum-

stances, is the true result; if the benefit derived to me from the

existence of securities created by government during a war, are

equal to a hundred dollars each year, 'and my annual tax takes

from me ten dollars, I am then benefitted ninety dollars : if the

operations of peace had not been disturbed, and the capital produ-
ced by individuals had been equal to the securities created by go-
vernment, my benefit would be a hundred dollars, instead of the

ninety which it now is, as no deduction for taxes would in that

case have been required. We have hitherto supposed that the

securities created by government shall be no more than sufficient

to represent the amount of capital which the war prevented the

production of, but we will now suppose, that owing to successful

captures from the enemy, made by our forces, or from some
other cause, the securities shall form a capital more than suffi-

cient to represent that which the wrar prevented from being pro-
duced. We will say that the securities shall be fifty millions

more capital than would have been produced if we had continued
in peace. We will also say, that by these fifty millions, I shall

be annually benefitted ten dollars. It will then follow, that the

national capital being augmented by the war, causes me to re-

ceive a yearly benefit of ten dollars more than I should have re-

ceived, if we had continued in peace. These ten dollars per an-

num, will just satisfy the amount I have said my tax shall ex-

act from me, and therefore I shall be neither benefitted nor in-
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jured by the war. The amount of tax (the iujiir} brought on
me by the war) is compensated by an increase of capital (a bene-
fit resulting from the same measure) just sufficient to counter-
balance the injury. If I am benefittcd by the additional capital
more than the amount of my tax, I shall be benefitted by the war

equal to this excess.

A gratuitous issue of Government Securities would be beneficial,

if individuals -were taxed for their support only in propor-
tion to the benefit they receivefrom them.

It may now be inquired, what would be the effect of a spon-
taneous production of capital by government ? That is, what
would be the effect of their increasing the national capital,

by gratuitously sending into circulation a large quantity of

government securities, say two hundred millions of dollars,
without abstracting or consuming any capital in exchange
for them ? If no capital be consumed or abstracted on ac-

count of their production, it will be evident that the national

capital would be augmented. Every article of capital that pre-

viously existed, would still remain, together with the addi-

tion of two hundred millions of dollars in government securi-

ties. The sureties that we formerly considered, were created

for the payment of individuals restrained by government from

producing capital. They did no more than compensate for a

capital that government had prevented individuals from pro-

ducing.
The pre'sent issue, we have said, shall not be created for

this purpose. It shall be an entire and complete addition

to the national capital of such an amount in government
securities. Whether the nation should be considered richer

for such a creation, will not be now considered, it is mere-

ly intended that there will be so much more capital in the

nation, for which it will be necessary that a certain tax should
be collected from the people for the payment of its annual in-

terest.

If my portion of the tax take from me annually twenty
dollars, I shall be individually injured to that amount, if I

am not compensated by some benefit received from this in-

crease of capital.
If the benefit I receive, should exceed twenty dollars, I shall

be benefitted to the amount of the excess. On the other hand,
I shall of course, be injured, if the benefit derived to me should
fall short of that sum. An event similar to this now spoken
off % gratuitous issue of government securities, was observa
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ble in this country at the commencement of our present consti-

tution. It is true, that the debt then funded, did represent a

capital which the war had consumed or prevented the production
of. That is, the amount of the securities then issued, were
for debts due to individuals for services performed in the

employment of the nation, and for various articles con-

sumed during the war. The securities represented these

services and this capital, the same as our present securities

represent the services of individuals and the capital consu-

med in this war. Therefore, when we say that ttu funding
of this debt operated like a gratuitous issue of government
securities, we must be understood as speaking of its effects.

It was a measure at one time despaired of, and few of the per-
sons to whom the capital was originally due, were the even-

tu^^gfcceivers
of it.

It is, however, quite immaterial to the effects that were

produced by these securities, whether the capital they crea-

ted, went to pay for capital consumed in the services of

the nation, or whether no such capital ever had been con-

sumed. It is their operation, as it was either hurtful or

beneficial, that concerns our present subject. It is, whether
the benefit produced to the nation, by the increase of capi-
tal they caused, did not render their creation a fortunate

event, even if it were to be judged of solely by considera-

tions of interest. If their creation was found advantageous,
that is, if it was found to benefit each individual more than
the amount of tax injured him, then each may be said to have
been benefitted. But if the advantages to each individual,
were not sufficient to counterbalance his individual portion
of the tax, then it was injurious to every one that was so cir-

cumstanced.
From the best information that can be collected on the sub-

ject, it produced an evident and immediate benefit to society.
Individual transaction that had been previously on a very limit-

ed scale, immediately became extended. The new capital was

employed in multiplying the objects of man's desire ; in stimu-

lating industry, and in rendering its efforts more productive and

important.
It must be remembered, that in speaking of government secu-

rities, we have treated them as our indemnification for the injury
done to the nation by so many of its members being made un-

productive by the war, and also for the capital otherwise con-

sumed in war operations. It therefore appears, if our position be
a correct one, that could we enjoy a creation of government se-

curities, without an attendant evil of capital consumed and la-

bour made unproductive, that it would then be a. benefit without
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an attendant evil. This result was verified in the securities

just referred to as created after our revolutionary war. They
produced a visible benefit to the nation, which did not proceed
from the securities being applied to the payment of previous
debts due from government, but it proceeded from the increase

of capital they formed, independent of the motives which dictat-

ed their creation. The same benefit would have followed their

production, whether they had been created for the payment of

previous debts, or given as algratuuous present to the individu-

als who received them. The advantages to be derived from a

gratuitous issue of government securities, depend however, very
much, for their accomplishment, on the situation of the nation

where such a measure should go into operation. If the habits

of the people are mercantile, and restlessly industrious, with a

capital less than that which they desire to employ, then, ir^uch
a nation, a gratuitous issue of government securities woufifrbe

advantageous. It would be an increase of capital, and from the

desire we have supposed to exist for such an increase, the secu-

rities would be used in extending mercantile operations, and ac-

cordingly in benefitting, not only the persons who received them
from government, but every other person in the nation, who
should either have operations with these persons, or whose ope-
rations should in any other way be enlarged by the additional

capital.
These were its effects at the commencement of our funding

system. The benefits which resulted were general, because the

securities then created were used as a trading capital, and there-

fore not only benefitted the first receivers of them, but every other

person who could be influenced by the magnitude of capital in

the nation. If we suppose that securities gratuitously issued by

government, should be kept by the persons to whom they might
be given, and no farther employed than to receive the dividends,
as they should fall due, we might then -easily conceive v i:hat their

creation would not be beneficial to any but the receivers, and

that the tax, which others would have to contribute to the inte-

rest, would be a loss without any equivalent, This would also,

no doubt, be true, and shows the necessity of what we previously

said, that the proportion of tax required from each individual,
should be in proportion to the benefit derived to him from the

increase of capital. Could this proportion of benefit be correctly

ascertained, no gratuitous issue of government securities could

be injurious, for were I to receive in-this way an amount of a

thousand dollars, and did not employ it, no person would be ben-

efitted by its creation but myself, and therefore no person but

myself should be required to contribute to its support. But if

I did employ it, then many others would be benefitted, and a tax
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that should make each one contribute in proportion to this bene-

fit would render the capital advantageous, because we have al-

ready shewn, and indeed our daily experience may inform us,

that the profit derived from the employment of capital does much
exceed the interest paid for the loan of it.

If a hundred dollars in bank notes should be brought into

existence, the profii;
derived from it in any one year, by the

various individuals, through whose hands it might pass during
that period of iis circulation, would form a total much ex-

ceeding the six or seven dollars necessary for its support.

A National Debt is paid off,
not by the introduction of any new

capital, but by an extinction of capital equal to the sum

paid of.

It has been said, that a loan to government is, in fact, a loan

from government to the people, and this will perhaps more

plainly appear, if we reflect, that to discharge the debt, no-

thing more would be necessary than to raise from the cit-

izens, by taxes, a sum equal to the amount of securities to

be paid off, and then, by giving this sum in exchange for the

securities, it would eventuate in their liquidation, and in the

money raised by taxes, being returned to the nation. The

object is effected, not by the introduction of any new ca-

pital, but by taking from one individual in the nation, capital

already in existence, and giving it to another.

The possessions of each individual will be diminished to an
amount eaj.ial to h-s tax.

If my portion of tax to pay off the national debt, should
take from me a hundred dollars, it will have lessened my
possessions a sum equal to that amount. Because, although
the securities when in existence took from me annually, we
will say seven dollars, and although I can again acquire a
hundred dollars, by pledging myself to pay seven dollars a

year for the use of it, yet the hundred dollars which the tax
took from me, I had always considered, not as specie that
1 owed, but as my own absolute wealth, and it would have

really continued to be so if I had removed to some
other nation, before the tax was levied. A removal

previous to that period, would not have been considered an act
of dishonesty ; but were I to replace the sum, by borrowing
from an individual, on a promise of giving to him annually
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seven dollars, formerly given to government^ and then to

remove with the hundred dollars in my possession, fpr the pur-

pose of avoiding the payment, it would be a palpable violat/.'U

of truth and honesty. I shall therefore, be a hundred dollars

the poorer by this liquidation of the government securities, and

every individual will lose of his possessions an amount equal
to the sum he paid.

The holders of government securities are not benefited by this

liquidation.

They are in possession of specie to represent the securi-

ties they formerly possessed, and therefore, possess the same
amount of capital they previously possessed, excepting so much
as the tax made them contribute towards the object. They
will be injured by a loss of their possessions, in the same

way as the other individuals are injured.
We will say, that they shall be enabled to find employment

for their specie in loaning it to those persons from whom the tax

of government abstracted it. If the notes they receive from
these persons are as desirable as the securities, they will then be

no farther injured than the amount which they lost by the tax,

but these notes will not be so desirable ; they will not be useful

as a capital in a foreign market, the same as the government se-

curities were, neither will they answer the same purpose in a

distant market in their own country. Yet if we admit that they
shall answ.er all the purposes that the government securities pre-

viously did (which however they will not) still the capital which
is actually owned by the individuals in the nation has diminish-

ed to the amount of the securities liquidated. Because, al-

though each one may now re-possess by borrowing, the amount
taken from him by the tax,, and therefore have at his command
as much capital as formerly, yet he must now consider it as a

borrowed capital, whereas he could formerly call it his own.
In calculations made by an individual of his fortune, he does

not first sit down to find the amount of national debt that may
be considered as his portion, and then deduct it from the sum
of his possessions, as a debt he is pledged to pay; and

therefore, if he does have it to pay, the amount is a loss of his

individual possessions equal to the sum he pays. I! it be said

that the amount he is assessed to liquidate the national debt, is

but the principal of the sum for which he has annually to pay an

interest ; that admitting the national debt could be liquidated

by each individual paying a hundred dollars, the amount
of interest he would be required to pay whilst it remained un-
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If this be s'ald, and that its liquidation will therefore save him
th : annual disbursement, it may be answered, that even allow-

ing^ person should be so situated, as to prefer paying a debt, ra-

ther than remaining subject to its charge of interest, yet that a

public debt is different from" one which an individual may owe
in his private capacity. In owing an individual 4pbt, the debtor
is conscious that the principal must be by him liquidated at

some period either near or remote, and that the interest will be

chargeable to him until the debt is satisfied. In owing a public

debt, however, there is no such necessity for the payment of it

being made by him, and no such positive knowledge that the

.interest will continue chargeable to him until it is paid.

To liquidate the National Debt, is to diminish the National Capi-
tal equal to the amount liquidated.

From what we formerly said on the nature of govern-
ment securities, it will appear, that to pay off the national debt

by taxation, is to diminish the national capital equal to the sum
paid off. The payment is not made by the introduction of new

eapitai, but by taking from some individuals, capital which al-

ready exists, and giving it to others. We have had experience of

the entire failure of some nations to fulfil their engagements
with their creditors. The national debt has been cancelled by an
abolition of the government under which it was created, or by
some other event. Individual ruin has immediately ensued to

numerous persons in the nation. A proceeding of this kind does

not, however, differ essentially, from the proceedings of another
nation who should pass a law for the payment of the national

debt by a general tax. In both countries there would be a loss of

capital to the amount of the extinguished securities, and the only
difference between them, is the means by which the same end has

been accomplished. In one, the loss is borne by the whole na-

tion collectively, each individual contributing in si proportion to

his capacity for bearing the loss ; in the other nation, where the

object was effected by a revolution, the loss is borne by the pub-
lic creditors alone. No one alleviates their misfortune by any

participation in it. They are accordingly entirely ruined, where-

as, in the other case, each one lost only a portion of his posses-
sions.

It is very immaterial to the result here spoken of, how

gradual, and by what imperceptible steps the liquidation of

a national debt is accomplished. So long as it is discharged
by merely taking from one person and giving to smother?

12
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without introducing new capital, so long it will continue

to operate as a diminution ojf the national capital ; and the

only preference such a mode is entitled to over the violent one

of expunging the debt, by a revolution, or otherwise, is, as

we have previously shown, that when accomplished by taxes,

it regulates the loss, and thereby prevents individual ruin.

The only reason that ever was assigned, or perhaps ever can

be, for a desire to liquidate a national debt, is, that the taxes

may be thereby arrested which go to the payment of its interest.

We have already said, that the same objection lies against

bank-notes, and that^ although the interest paid on them is not

collected from the nation through- the medium of tax-ga-

therers, yet that it is not less certainly collected, and therefore

the same inducement may be found for the extinction of all bank
notes and other credit capital, as for the extinction of any one
branch of it. It is to the balance of advantages and disadvan-

tages, that we must look to find out the expediency of any
measure, and so long as the use of capital is found more pro-
ductive than the amount of interest necessary to keep it in

existence, so long will its being kept in existence, prove ad-

vantageous to the nation.

It is difficult to conceive any person so situated as to receive

a benefit from the liquidation of a national debt, when the

liquidation is effected by taxation ; because, if the amount which
1 should be assessed for this purpose, should be equal to the

principal of the sum I heretofore paid an interest on ; that

is, if I should be assessed a hundred dollars, and the pay-
ment of this should save me seven dollars per annum in fu-

ture taxes, then the only benefit I could derive from the pay-
ment of the hundred dollars, would be its saving me in

future from this annual requirement. Were my situation,

therefore, so peculiar, as to make such an arrangement desi-

rable, it could always be effected without the intervention of

government ; by loaning to an individual the hundred dol-

lars, he could annually furnish me with the seven dollars re-

quired by the government tax. I should then, by such an ar-

rangement, be furnished with the means of meeting the require-
ments of government, and still not divest myself of the own-

ership of any portion of my possessions, which by the other ar-

rangement, I should certainly do, so far at least as respects the

hundred dollars.
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>A Sinking Fund liquidates the National Debt -without increasing
the Tax of Individuals.

The operations of a sinking fund are perhaps well known in

theory and practice. Any sum, however small, if placed in the

hands of persons for that purpose, would, by the force of accu-

mulation, at compound interest, increase to a sum sufficient to li-

quidate the debt of any nation. This fund is called a sinking

fund, and these persons commissioners of it. We will suppose
that there shall be such an institution, and that it shall com-
mence operating. The commissioners invest the sum they com-
mence with, in government securities, and regularly receive the

dividends on them, which they immediately invest also, in a far-

ther purchase of securities. By a perseverance in this system,
it will eventuate in all the securities being in their hands, at

which period their operations will be arrested by government.
The securities will be put out of existence, and the taxes that

had been uniformly paid on them, will also be abolished. Un-
,til this object is thus finally accomplished, it will not lessen the

amount to be raised by taxes, because the securities in the hands
of the commissioners, draw an interest equal to what they would
draw if owned by private individuals. The amount of taxes is,

however, not increased by the securities being in their hands,
and when the object is finally accomplished, it will have been

effected without any increase or diminution in the amount of

taxes paid by any person in the nation.

Taxes paidfor the support ofSecurities in the Coffers of a Sinking
Fund* are paid without the possibility of receiving any equiv-
alentfrom their employ.

If by this method of accumulation the commissioners of a

sinking fund should be enabled to liquidate the national debt in

fifty years, and without increasing the taxes paid by individuals

during that period, it may be inquired who would be injured by
its operations ? The former holders of the securities now pos-
sess the specie which the commissioners paid them when they
made their purchases, and each individual has not had to pay a

greater amount in taxes, than he would have paid if the securi-

ties had not changed their owners. To this it must be answer-

ed, that, according to what we previously said, an individual was
not a loser by the amount he paid in taxes, because he probably
received more than a remuneration from the employment given to

the securities. It was shewn that the employment of capital is

more productive than the amount of interest paid for its use ;
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that the securities were accordingly more productive than the
interest they required to keep them in existence, and therefore,
that they were a national benefit.

By the operations of a sinking fund, the securities purcha-
sed by the commissioners, are kept unemployed, and of course
do not benefit any person by being in existence. The tax paid
by individuals is not for the support of a capital kept in circu-

lation and employment, and which may therefore, present to

them an equivalent, but it is for the support of a capital kept
unemployed and removed from Circulation, and which cannot,
in that situation, return them any equivalent. Each individual

loses, annually, the amount he pays in taxes. At least so far as

it regards the taxes which he pays for the support of those secu-

rities, in the coffers of the sinking fund. To pay off a national

debt by these means, differs in no essential point from its liquida-
tion by increased taxes, excepting that this mode, by being more

gradual, renders the loss to individuals less perceptible*
When the securities are discharged by open taxes, for that

purpose, the loss arises from some of your possessions being
actually taken from you ; when they are discharged by a sink-

ing fund, it arises from your being prevented an increase

of your possessions by the employment that would have
been given to the securities, had they remained in the hands
of individuals. The one method diminishes your estate; the

other diminishes your income. This difference only relates,

however, to the manner of accomplishing a liquidation of
the national debt. After the object is accomplished, the effects

produced by it will not be altered by the manner in which
it has been brought about. The national capital will be di-

minished to the amount of securities put out of existence,
and whatever benefits were derived to individuals from the em-

ployment of them, will, of course, cease with the cause which

gave them birth. The benefit to individuals, will be the amount

they save in taxes ; and the loss, will be the amount which the

employment of this capital produced, over the sum paid in

taxes for its support.
We have already shown, that the employment of capital

is more productive than the interest paid for its use, and

therefore, in the liquidation of a national debt, a minor benefit

rs purchased at the expense of one that is much greater.



APPENDIX.

AN INQUIRY INTO THE CAUSES WHICH REGU-
LATE THE RATE OF INTEREST, AND

THE PRICE OF STOCKS.

If a depreciation in the exchangeable value of Specie, produce
a depreciat on in the rate of interest, the holders of Specie
will suffer a double loss ; first, in the diminution ofthe quan-
tity of their interest, and secondly, in the depreciation ofthe
value of the article -which composes that quantity.

We will say, that the rate of interest shall fall from seven

per cent, to six per cent, and that the reason given by
borrowers for refusing to pay a higher interest, shall be, that

the exchangeable value of specie has so fallen, that they can-

not purchase a bushel of wheat for a dollar, as they formerly
could, but on the contrary, have to pay two dollars for it,

and therefore, they will also make the "price of interest fall,

and will not pay so much for the use of a depreciated article

as they formerly paid when it was undepreciated.
If the holders of specie consent to this new regulation, (and

we will say they shall) it will then follow, that they not only
lose by the depreciation before spoken of, 'but they also lose

by receiving a diminished quantity of income. Thus, instead

of receiving aunually, seven dollars for the use of a hund-
red dollars, they now receive only six dollars, being a loss

to them of one-seventh of their income. Therefore, because the

exchangeable value of specie has fallen, (we will say) fifty per
cent, they must lose not only this fifty per cent, but also

one-seventh part of the quantity they have been in the ha-

bit of receiving. If they had continued to receive the usual



94

jate of interest, it would not have shielded them from suf-

fering by the depreciation of money, because, as the borrow-

ers would, in all probability, have paid them their interest in

specie, they would have found the seven dollars thus

received, not as valuable as formerly, and that they would
not produce more in market, than half the quantity of other

articles they formerly would. The owners of specie, would,
therefore, have suffered a loss equal to the depreciation ;

now, they not only suffer this loss, but also an additional

one, in receiving only six dollars where they formerly received

seven.

Jf en appreciation in the exchangeable value ofSpecie, produce
a rise in the rate of interest, the holders of Specie "will re-

ceive a double benefit ; first, in the increase of the quantity

of their interest money, and secondly, in the appreciation

of the Specie tvhich composes that quantity,

If I formerly received six dollars a year for the use of a

hundred, and any state of things should so change the rela-

tive value of specie, that one dollar could be exchanged for

as"much of any other article as two dollars could formerly ;

it will follow, that I need not any advance in the rate of

interest to be benelitted by this exchange of circumstances

in the value of specie, because the six dollars I now receive

for the use of my hundred, will produce me in market as much
of other articles, as twelve dollars did formerly. But we will

say I shall think differently, and that I shall demand
from those who desire to borrow, seven dollars the year in-

terest on the account of the superior value of specie now, over

its former value.

We will say, this change, in the exchangeable value of

money, shall eventually produce this advance in the price of

interest, and that I shall accordingly obtain seven dollars

the year instead of the six I formerly obtained. Therefore,
I not only receive an advantage from the rise in the value

of money, and obtain as many articles in exchange for six

dollars (the interest of one hundred dollars) as I could former-

ly obtain for twelve dollars (the interest of two hundred dol-

lars,) but I also receive an additional advantage in receiving
one-sixth jnore interest money than formerly. That is, because

specie has advanced in value a hundred per cent. I shall be

benefitted this hundred per cent, in the disbursement of my
income, and also be benefitted nearly seventeen per cent, in the

quantity of it.



The rate ofinterest is governed by the profit that can be made in

the employ of Capita!.

Before we give assent to propositions that appear so unrea-

sonable as the two just considered, it will be well to investigate

the motives which govern men in their efforts to acquire a cre-

dit capital, and the criterion by which they determine whether

to become borrowers or not. We shall find, by observing men
in real life, that they desire to borrow when they have some
uses for capital sufficiently profitable to pay the required inter-

est, and to leave .a sufficient surplus to compensate them for

their agency. No nfcm who intends refunding^the borrowed

capital, will pay more for the use of it than he dm gain in its

employ, and therefore, the utmost that the holder of capital can

obtain, will be the amount th:.t its employment will yield.
The borrower of capital, however, will not resort to this ex-

pedient, without he can obtain the capital so much under what
its employment will yield him, as to leave a sufficient balance,
alter paying the interest, to compensate him for his agency.
The rate of interest will therefore, depend on these two leading
causes : First, the productiveness of capital ; and secondly,
the amount which is thought a sufficient recompense for the

agency of the borrower.

Interest, is not a premium paid exclusively jor Specie, buffer'

Capital generally, be it specie or any oilier article.

Scarcely any one thing differs more widely in different na-

tions, than the rate of interest. In Holland it was formerly two
and a half per cent; in England, five; in India, twelve; and
in this country, seven per cent. This difference in price did
not arise from any corresponding difference in the value of spe-
cie in each country, but it arose from capital possessing in these

different nations, different degrees of productiveness, and per-

haps from a difference in magnitude in the sums that were con-

sidered by the borrowers of each nation, as a recompense for

their individual agency. The exchangeable value of specie

might have been the* same in each country, for this circumstance

has no government or control over the premiums paid for the

use of capital, nor shall I be informed of the difference (if there

be any) in the relative value of a dollar in this country and in

India, when I am informed that in this country, the rate of in-

terest is seven per cent, and in India twelve per cent. It

mu . be borne in mind that the value of an article, means the

quantity of any other article that it may be exchanged for ; and
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the rate of interest, means only, the amount that may be made
in the use of the article. A dollar may be exchanged in India
for more of many articles than it can be exchanged for here ;

and it may also be exchanged here, for more of many other arti-

cles, than it can be exchanged for in India. In speaking of in-

terest, we frequently discourse of it as if it was a premium given

exclusively for the use of money. This is, however, an erroneous

mode of treating the subject, because the premium is given for

the use of a capital, and not for the use of any particular article

of capital. It is true, specie is more frequently obtained on
loan than any other article, but this arises from its being so easi*

ly transporte4 and transferred, from on individual to others.

The person Who borrows specie, has no predilection for this pe-
culiar article, except what arises from the greater convenience at-

tached to it. His motive in borrowing, is to obtain a capital,
that is, to obtain an article that he can exchange for other arti-

cles. We have already said, wealth is acquired by exchanges,
and he therefore, desires some article that he can affect exchan-

ges with. If he could not conveniently obtain specie on loan,
he w uld obtain coffee, or sugar, or any other article, and would

pay an interest for the use of it out of the profits of his opera-
tions. We also find that this mode is nearly as common in prac-
tice as the other, and he who parts with any article of capital,

expects to be compensated for the time he is out of the posses-
sion of it. Interest, therefore, is not paid exclusively for specie,
but for every article of capital, and when we are informed that

money is worth twelve per cent, in India, it means that the use

of capital is worth that premium, whether it be money or any
other article.

If capital be equally productive in any two nations, there may
still be a difference in the rate of interest. A borrower, in

England, may consider a profit of one per cent, over the inter-

est he has to pay, as a sufficient inducement for him to accept
the loan ; whilst a borrower in the United States, may consider

even twice that per centage, as an insufficient advantage. Un-
der the operation of these different circumstances, the rate of in-

terest would be different in the two nations, and the amount of

difference would, perhaps, be regulated by the different degrees
of value that the inhabitants of each attached to their personal
exertions. A borrower may, in one sense, be considered as an

agent of the lender ; he employs a certain quantity of his capital,
and the amount he gives for the use of it, is the amount he can

make it produce, deducting therefrom, however, a sufficient

-sum to compensate himself for his personal exertions.



97

if the Rate of Interest were not regulated by Lazv, it would be

regulated jirst, by the productiveness oj Capital; secondly^

by theprice oj Individual Exertions.

We will suppose a nation, and that no legal rate of interest

shall be established in it. It shall contain many persons

indisposed to employ their own capital, and many others desirous

to employ more than their own. The lenders will offer their

capital to loan, and the borrowers will contend for the obtain-

ment of it. No borrower will give more for the use of it than he
can make in its employ, and therefore, the highest possible price
that a lender can obtain, will be the whole sum that can be made
in its use. He will, of course, endeavour to obtain a sum as

near to this extreme as possible. The borrowers, however, will

not resort to this expedient, without they can obtain it so much
under what they can make in its employ, as to leave them a
sufficient balance to compensate for their individual exer-

tion ; but, as they will contend amongst themselves to ob-

tain it, each will offer a greater premium than another, and

they will continue overbidding, until they think that the pro-
fit made in its employ, will (after deducting the premi-
um) be not more than just sufficient to compensate them
for their trouble. The amount of premium thus settled,
will be the regular interest of the nation, and capitalists
will not be able to obtain a greater, interest, without the use of

capital become more productive, or exertions become less valu-

able. The price of interest will also not fall without the use of

capital become less productive, or personal exertions become
more valuable.

The productiveness of capital, and the value of personal
exertions, may, therefore, be considered as the standards by
which the equity of any given rate of interests may be de-

termined. The price, however, which is given for the use

of capital will, perhaps, never be openly adjusted by these

considerations, but it will be variously influenced by several

causes which we shall now endeavour to treat of.

The quantity of capital in market to be loaned, will affect the

rate of interest.

Few things force themselves more frequently to our no-

tice, than the consequences that result from what is termed

opposition in trade. By.a consideration of these consequences.
We shall find, that the rate of interest, at any particular pe-
riod, ;g(uist depend, very much, on the amount of capital ill,
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market to be loaned, as it is either sufficient or insufficient to

supply the quantity required by the borrowers. If the capital-
ists be numerous, and the borrowers few, there will be an
effort made by each capitalist, to induce the borrowers to

accept his capital in preference to that of others. This effort

will be an offer to accept some smaller premium than that

which is generally demanded.

If, however, on the other hand, the borrowers be numer-

ous, and the capitalists few, there will then be an effort made

by each borrower, to induce the capitalists to loan to him
in preference to loaning to any other. This effort will be an

offer to give some greater premium than that generally of-

fered. The rate of interest will, therefore, very much -depend
on the preceding circumstances, but no scarcity of capital can

ever induce borrowers to offer a greater premium than the

amount which they can make in the use of it, and on the other

side, no scarcity of borrowers can ever induce capitalists to

offer a greater inducement to borrowers than to give them
the use of their capital for nothing; which is an extreme
on the side of capitalists, no more to be conceived than that

borrowers should give more for the use of capital, than

they can actually make in its employ. The circumstances, then,
of scarcity of capital and scarcity of borrowers, will make
the rate of interest fluctuate between these two extremes.

The rate ofinterest may Jailfrom the habits of a people becoming
less industfous, and it may also risefrom their habits becom-

ing more industrious.

We will suppose a nation, and that nearly every individu-

al in it, shall possess such habits of industry and enterprise,
that he shall employ his own capital, and be desirous of obtain-

ing even more. There will then be very little in market to be

loaned, and for that little, there will be many competitors.
The rate of interest will, therefore, be very high, that is, it

will be very nearly as much as can be made in the actual em-

ploy of the capital.
We will now suppose another na'ion, and that nearly eve-

ry individual in it, shall possess such habits of indolence and

inactivity, that he shall be desirous of loaning his capital,
and dislike the trouble of employing it himself. In such a na-

tion, there will be much capital in market to loan, and few com-

petitors for obtaining it. The rate of interest, will, there-

fore, be very low ; that is, the borrower will return to the

capitalists, but a very small part of the profit that he
in the employ of their capital.
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The difference in the manners and habits of these two nations,

might, also, be said to operate on the rate of interest,

even in another way ; in the nation of indolent habi s, person-
al ease is an object of greater desire, and of course of great-
er value, than it is in the nation of industrious habits ; there-

fore the rate of interest is lower in the nation of indolent

habits, because the capitalists have to allow the person who
borrows their capital, a greater recompense for his person-
al exertions than the capitalists in the other nation have to

allow to those who borrow of them. These different ways of

a ccounting for the same result are, however, not incompatible
with each other they will always be found together in prac-
tice.

From a consideration of what has now been said, it will ap-

pear, that a rise in the rate of interest will be effected by the fol-

lowing circumstances :

1st. The known uses of capital becoming more productive.
2d. A diminution in the quantity of capital in market to be

loaned, or an increase in the desires of borrowers.
3d. An increased habit of industry and enterprise, whereby

the state of things will be produced, alluded to in the abrwe se-

cond consideration.

4th. A depreciation in the value of personal exertions.

A depreciation in the price of interest, will be effected by the

following circumstances :

1st. The known uses of capital becoming less productive.
2d. An augmentation in the quantity of capital to be loaned,

or a diminution in the desires of borrowers.
3d. A less habit of industry and enterprise, thereby produ-

cing the state of things alluded to in the above second consider-

ation.

4th. An appreciation in the value of personal **ertions.

The tendency ofBanks is to reduce the rate if Interest to the

amount charged bij them, and no augmentation of Banking In-

stitutions can reduce it lower) without they commence the re-

ductun.

Having now enumerated the several causes which have an

operation on the rate of interest, we will proceed to inquire into

the operation ofseveral agents which are supposed to affect the

rate of interest through the medium of some of these before de-

tailed causes and first, as respects banks. We have already
shewn that they increase the amount of capital in a nation, and

therefore, it will appear that they will have a tendency to lower
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tlie rate of interest, without the desires of borrowers increase m
an equal proportion, The question then is, do the desires of in-

dividuals increase in the same proportion ?

To this it may be answered, that we have already shewn
there can never exist, for any length of time, a quantity of

bank-notes in market over what can be profitably used, that is,

there never can exist in any country, for any length of time, a

quantity of bank-notes that will not yield by being employed,
more profit than the amount necessary to be paid for keeping
them in existence because, it must be remembered, every bank-
note has to be kept in circulation at the expense of some indivi-

dual who stands pledged to the bank, to pay them,, periodically,
a certain per centage until he shall refund the borrowed bank-
notes. It therefore appears, that putting bank-notes out of

existence, ( returning them to the banks that created them,)
is a profitable use, equal in this country, to 6 per cent, a year.

If then no use exist for them more profitable than this, they
will be applied to it, and therefore, no quantity can ever long ex-

ist that will not yield in its employ more than the premium paid
for its creation. By this it appears, that no increase of quan-
tity, in bank-notes, can ever operate to depress the rate of in-

terest below what the banks themselves establish ; and the quan-
tity of bank-notes, which it is possible for banks to keep in ex-

istence, \vill be the quantity for which there are known uses
more profitable, than the established rate of discount. If the

establishment of banks be unrestrained, it is probable that those

institutions will increase as long as the business remains profit*
able. It then appears, that the a-nount of paper which they
will be enabled to emit, will be governed by the quantity that

can be used by individuals at a sufficient profit to compensate
for the 6 per cent, required by the banks for its creation. The
amount which can be thus profitably used at any given period,
is not unlimited, and of this fact we may be assured by our in-

dividual experience ; for were the question put to any individu-

al, how great an amount of bank-notes he would receive and sti-

pulate to pay a premium for of six per cent, there would be a cer-

tain sum beyond which he would not receive them on these con-

ditions. The reason for his refusal would be, that he would
know of no use to which he could profitably apply a greater
amount. This sum then, what ever magnitude it might be

of, is all that he would receive, and alike answer from* eve-

ry individual in the nation, would show the precise amount for

which the nation (at that given moment) would venture to pay
an in erest for of six per cent. On this poin: we must now rest,,

because it shows us that the tendency of banks is to reduce the
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rate of interest down to the price at which they loan their paper*
They cannot reduce it lower-, because the extinguishment of their

own notes furnishes to individuals a use for capital as profita-
ble as the 6 per cent, necessary to keep them in existence. A
power to create bank notes to the extent of the sum required by
borrowers, will, undoubtedly, have this effect of reducing the

rate of interest of all other capital, down to the standard estab-

lished by the banks ; because, whatever the productiveness of

capital may be, yet no individual will pay a higher price for it

than 6 per cent, if he can obtain at that price, the whole extent

of his wants, which is a state of things we supposed by saying,
that the number of banking institutions should be sufficient

to emit all the paper that they should be solicited to emit.

Although the quantity of bank-notes-is limited, -which can beput
into circulation at any present period, yet the amount which

may be put into circulation at any future period, is perhaps
beyond thepower of reasonable conjecture.

We have now shown that the quantity of bank notes which
can be issued at any present period is limited, because no indi-

vidual will, on any one clay, receive more than jsome given quan-
tity ; the reason is, because he will know of no use to apply a

larger quantity to sufficiently profitable to afford the six per cent,

premium. We will say fhat each individual shall receive this

quantity. It may then be inquired whether it will continue to

be the extent of the paper circulation ? that is, whether individ-

uals will not discover, after using this quantity, certain other

uses beyond what they calculated on, and therefore require an
increase in the sum given them on loan? Something similar to

this every individual may have experienced in himself; after

having obtained as much capital as he thought he could employ,
he has found, in his progress, that a farther capital could be

profitably used, and accordingly has acquired it and extended
his business. We formerly said, when speaking of capital,
that the quantity of any article in our possession dictates the

quantity in which we shall use it, and that on receiving an in-

crease, we soon extend cur accustomed uses, or invent new
ones, sufficient to embrace it. By this it would appear, that there

is no definite quantity of any article (and therefore of bank

notes) that may be said to be the most we can use, but that the

quantity we desire to use, is the quantity for which we have
known uses. It is highly probable that after each individual

should have received the amount of bank notes for which he
knew profitable uses, that he would, by knowing he could obtain
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Tiiorc notes, exert his enterprise and ingenuity to discover new
uses ; from the result of these exertions, in all other cases

where we have seen them applied, it is quite reasonable to con-

clude that they would be successful in this case also, and that

he would soon require a larger quantity of notes than he had
formerly been content with.

We have now shown that the quantity of bank notes which
can be kept in circulation at any given period, is not unlimited :

that there is a certain quantity for which there are known uses

sufficiently profitable to pay the interest, and that this quantity
will be the extent which individuals will be found willing to sup-

port in existence, and therefore, the extent which banks with
unlimited powers, would be enabled to loan. Could the precise
amount of this desired quantity be ascertained, it would be to

the extent that banking operations could be carried, and any
farther increase of banking institutions would, for the mo-
ment, be surplus ; that is, they would be unable to increase

the quantity of paper loaned to the nation. But agreeably to

what we have said farther, it will appear that an additional

quantity would soon find employment, on account of the en-

larged scale of operations that men are continually aspiring to,
and therefore, although the quantity of bank-notes is limited,
which can be put in circulation, or in other words, that

can satisfy the uses of any present period, yet the quantity
which may be put into circulation at any period ulterior there-

to, is beyond the power of reasonable conjtcture. It is

an opinion very frequently heard, that bank-notes are used

only as an instrument to put other property in motion, and
that the quantity of them that can be useful, \fill depend upon
the quantity that is sufficient to answer this purpose.

This theory, although it seems to give some information,
does, however, in fact, give none. Were the number of

exchanges defined, that can be made with any given quan-
tity of capital, it would then appear, that the knowledge of
the amount of this capital, and of the number of persons
who could purchase and sell it within the year, might give
some information as to the amount of bank-notes that would
be necessary.
We will say that the amount of all the articles of capital in

a village of fifty persons, shall be a* thousand dollars, and
for greater convenience of argument, we will say also, that

this value of a thousand dollars shall be in one single arti-

cle ; it may then be inquired, how great an amount of bank-
notes will the villagers want in their operations? Were it

regulated how many times this article might be bought and sold
in a year, it would then appear, that it would not be difficult
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lo determine the amount of bank-notes that would be ne^

cessary. Because, if it could be bought only six times, it

would seem no individual would want bank-note's, but the six

purchasers, and they would want a thousand dollars each

Therefore, the whole amount of bank-notes that could be pro-

fitably used, would be at farthest, not more than six thousand

dollars in the \ ear. In practice, however, this theory can be

but of little service ; because, although the amount of capital

may be denned, which exists in any given place, yet the num-
ber of exchanges ihat will be made in any one year with

it, is beyond our power of determination. Instead of the num-
ber of exchanges governing the quantity of bank-notes that

can be used, the very reverse is, in all probability, the fact,

and the quantity of bank-notes that can be obtained, deter-

mines, more probably, the number of exchanges.
We have said, that in the village just spoken of, their ca-

pital of a thousand dollars, should only be exchanged six times.

If, however, each inhabitant could have procured as many
bank-notes as he desired to borrow, it would be highly pro-

bable, that many more than six purchasers would have had this

article in their possession. The circumstance of being able to

procure on loan, the means of purchasing it, would have induced

many to become purchasers, who would not otherwise have con-

templated such an operation.
The knowledge then, of the quantity of capital in any place,

can give us no information of the amount of bank-notes that,

will be necessary in its operations ; because not only each
individual may have the whole amount of capital pass through
his hands in any one year, but he may also have it pass

through his hands many times within the year, and the same

may be said of every ever other individual.

Also, the quantity of bank-notes which is necessary to put;
in motion any given quantity of capital, will be unknown to

us until we know the number of exchanges that will be made,

with it, and this circumstance is, probably, more determin-
ed by the quantity of bank-notes that can be obtained, thar;

it is by any other circumstance.

Before there can exiat a surplus quantity cf Bank Capital, the

profits of every known use to -which it can^ be applied, must
be reduced to a standard, governed bif the rate of discount*

and by the amount, considered by individuals, a recompense
for the.r personal agency in applying the capital.

We have said that bank-notes will continue to be soli-

cited so long as the uses to which they can be applied,,
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be sufficiently profitable to pay for keeping them in existence,
and to pay the borrower for his trouble in applying them to

these uses. *If this be so, and as many bank-notes be ob-

tainable by individuals as they desire to borrow, it will fol-

low that the productiveness of every pursuit, which capital can
be freely applied to, will at length be brought down, until a

further application of capital will no longer support the charge
of interest, and leave a sufficient balance to compensate the

borrower for his trouble in employing it. This must be the

state of every known pursuit, before there can exist a surplus

quantity of banking capital in a nation ; because, while there is

a use for capital sufficiently productive to compensate a person
for applying capital to it, there will always be persons suffi-

ciently eager to make the Application. If, therefore, a time ar-

rive, when banking institutions are sufficiently numerous to

furnish more capital than there are known uses for it, sufficient-

ly profitable, all the known uses for capital must have been

previously brought down in their productiveness, to one stand-

ard. That is, no use for capital will be more productive than
to produce a sufficiency to pay for the interest employed in

it, ancf also to yield a certain profit to the borrower of the

capital, for his personal agency, which profit must, however,
be the lowest sum for which persons, capable of applying ca-

pital to this'use, are willing to accept ; because, if we suppose that

it is not the lowest sum, then there will still be individuals willing
to apply capital this way, and therefore it will continue to be

resorted to (as the only remaining use sufficiently profitable to

apply the surplus capital to) until it shall, at length, be brought
down to this standard.

A Reduction in the rate of Discount, will increase the Bank-
Notes that can be supported in circulation, and also increase

the industry of a nation.

Because, although- no uses may remain for capital sufficiently

profitable to compensate a borrower for paying six per cent,

for the loan of capital, yet if he can obtain the capital for five

per cent, there may be many uses that he can profitably apply
it to. We will say, not being able to loan a sufficiency of paper
at six per cent, banks shall reduce the rate of discount to five

per cent. They will, accordingly, be enabled to loan as m'uch

more paper as can be now profitably used, over what previously
could be thus used.
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By what we formerly said, it will appear, that this reduction

in the rate of discount, will eventually reduce ihe productiveness
of every pursuit, because, (when interest was six per cent.) if

the profits of every pursuit had eventually to be brought down
until no more capital could be employed about it at a sufficient

profit to compensate (after paying the interest) f >r the personal
exertions of ihe borrower, then the same result will now be

produced, and each pursuit will be resorted to until the profits

shall be brought down so low that no more capital can be that

way employed with sufficient advantage to compensate for the

personal exertions of the borrower. It may be then inquired,
what benefit has resulted from the reduction of the rate of in-

terest, since the profits of every operation have experienced a

corresponding diminution ? To this it may be answere.d, th it

although the profits of each operation have diminished the same
amount that the rate of interest has lessened, yet that this loss

isfnot borne by the borrowers, but by the lenders. When we
said the profit of each pursuit would not permit any more capi-
tal to be employed in it, because it was not a sufficiency to com-

pensate a borrower that had to pay six per cent, for the use of

capital, it showed that there was a certain portion of the profits
of each operation, that the borrower made indispensible to his

exertions. Therefore, when a reduction took place in the
rate of interest, and eventually in the amount of profit yield-
ed by each pursuit, it did not cause him to exert himself for a
less recompense, because we have already shewn that his former

recompense was the lowest he would exert himself for, as

such, whatever reduction of profit the alteration in the rate of
interest has eventually effected, it must be no greater than the
one per cent, which the banks have become willing to relin-

quish, and the only operation the alteration of interest has
on him, is, that it enables him to increase the number of his

operations ; as he receives by each operation now, as much
benefit as he did formerly, he is therefore benefitted now, over
what he formerly was, equal to the excess in the number of his

present operations over his former ones.

A reduction of interest injures those only, who employ no capital
but their own.

From this view of the operation of the rate of interest, it

appears, that the only effects that can be produced by a depreci-
ation of interest, is some reduction of profit to those who
have capital to loan ; all persons, who live on their income,

14
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will be injured by a reduction in the rate of interest; because, as

they have no connexion with any operations but simply those

which arise from the interest paid them for the use of their

own capital, they will, of course, be injured by any event that

reduces the value of this use.

In the same way every owner of capital will be injured ;

because the profit on every operation of capital, becomes

equally reduced ; but if he be a person who also employs more

capital than his own, (as is the case with most persons in

trade) then he will, in all probability, be much more than

barely compensated for his loss, by the reduced price at

which he will be enabled to borrow, and by the increased

number of operations this reduced price will enable him to

effect.

r,

A reduction of bank dividends, occasioned by a diminution ofthe

rate of interest, -would not lower the price of stock in mar-
ket.

If a great increase in the number of banks should cause

such a competition for custom, as to induce them to reduce

the rate of discount, it will follow from what we formerly
said, that the general rate of interest must also fall, because

no individual will give me six per cent, for the use of capital,
if he can obtain at a bank, the amount he requires, at five

per cent. We will now suppose such a period to have ar-

rived, and that bank dividends, in consequence thereof, shall

fall from nine per cent, to eight per cent.

The reason why bank stock is sought, is because capital in-

vested in banks, produces a greater interest than the customa-

ry sum, and the advance bank stock bears in market, over
its nominal value, is governed by the amount which the di-

vidends exceed the usual interest. The rate of interest at

any period, has nothing to do with the advance stock bears
at that period.
We will suppose two nations, and that each shall have a

certain fund that pays annually fourteen per cent. The rate

at which you can lo <n out capital in one nation is not higher
than seven per cent. A person of that nation, who has capi-
tal to loan, will probably give two hundred dollars for stock

in this fund, although it is nominally worth only one hun-
dred dollars, because this amount of stock will give him an
annud interest of fourteen dollars, which is as much inter-

est as he could obtain if lie were to Joan two hundred do!-
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tars to an individual who should give him his note for that

sum. The individual would only allow him seven per
cent, but in the other operation he obtained fourteen The
result in both transactions would be the same. The
object of the lender was income, and he would obtain the

same amount by either operation. In the other nation, the

circumstances shall be different, for the customary rate of inter-

est shall be fourteen per cent. A capitalist in that country,
will, therefore, not give any advance on this public stock,
because he can loan his hundred dollars to any individual,
and he will give him a like sum of fourteen per cent, and therefore

he has no motive to give an advance. By this it appears, that the

capital given in exchange for any stock, is governed by the income
this capital can produce in other employments, and, therefore,
a depreciation in the income of stock, will not make it ex-

changeable for less capital than formerly, if a like deprecia-
tion has happened in the profits of the capital for which it is

exchanged. In other words, if stock should be fifty per cent,

above its nominal value, on account of its yielding nine per
cent, interest, whilst other property produced only six per
cent, it would still continue to sell at this advance if its inter-

est were reduced to six per cent, provided the interest of
other capital should fall in like proportion, and yield no
more than four per cent. So long as the interest of the stock

should continue permanently fifty per cent, higher than the
interest of other property, (however the price of interest might
rise or fall) so long would it continue to preserve its accus-

tomed price in market, and therefore, no diminution in the

amount of bank dividends, produced by a diminution of the

rate of discount, would probably affect the market price of ba.nk

stock.

Before there can exist a surplus quantity of bank capital, the

profits of banking (like that of every other pursuit} must
be reduced to a standard^ governed by the rate of discount^
and by the amount considered by individual a recompense
for being bankers.

So long as the dividends declared by banks shall much exceed
the rate at which they are willing to loan capital, it appears dif-

ficult to conceive that the farther establishment of banks should
remain unsolicited.

In chartered companies, the management is so simple, and

occasions so little difficulty to the stock-holders, (the reaj, bajikc-
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ers) that no recompense is required for their being placed
iu this capacity. An individual with capital thus invested,

has, perhaps, not even so much trouble in obtaining an in-

terest for it as he would have if it were loaned out to in-

dividuals for the purpose of simply obtaining
4

this end. It

is even probable that if the two methods (loaning to individuals,
and owning bank stock) should yield the same amount of pro-

fit, that a preference would be given to the bank stock, although

by holding the stock of a bank, the possessor subjects him-
self as a banker) to all the losses which his bank is sub-

ject to, yet so small is the danger considered in practice,
that it is, perhaps, seldom accounted a greater hazard than

most of the securities on which capital is loaned.

We have said, that loans will be sought from banks so

long as the uses to which capital can be applied, will pro-
duce more than the amount paid to the bank in its obtain-

ment. That is, sufficiently more, to compensate the borrow-
ers for their individual agency. One use for capital more pro-
due ive, at present, than the interest charged by banks, is

the employment of it in banking, and if this use be sufficient-

ly productive to compensate a borrower for his agency, it will

be resorted to until the number of banks, by continually aug-
menting, shall be reduced in their productiveness to some

profit insufficient t compensate for the agency of borrowers.

That is, until the dividends declared by banks, be insufficient to

compensate individuals for borrowing capital to apply to the

purposes of banking.
This theory will, most probably, correspond with actual

practice, but the extent of its operations on banking, will

depend on s< me circumstances notyet considered. First, whe-
ther the present differences existing between the rate of dis-

count and the amount of bank dividends (in New-York, three

per cent.) is considered in practice, a sufficient inducement for

obtaining a loan, and for the trouble of renewing it so fre-

quently as it Would have to be renewed in every year. Se-

condly, whether, if the present difference be a sufficient in-

ducement, an eventual reduction of one per cent, in the amount
of dividend, would not destroy the farther inducement, or

if one per cent, reduction, would not destroy it, whether
some reduction would not destroy it, which should still leave the

dividend a greater sum than the established rate of interest.
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A reduction ofdividend may be effected by a depreciation of the

rate ofdiscount or bij an insufficiency oj borrowers ; but no re-

duction of dv dend^ occasioned by a depreciation ofthe rate of
discount will reduce theprice oj stock, and therefore arrest the

increase nj banking. This can alone be effected by a reduction

of the dividend^ ruhen produced by an insufficiency of borrow-

ers.

The desire to establish banks, appears to arise more from a
wish to enjoy the productiveness attendant on specie thus in-

vested, than it does to obtain capital on credit. Were it not so,

the contention would be about obtaining the credit ; at present,
the contention is about obtaining the stock. Whether the im-

mediate instruments of creating any new bank desire, the stock

for their own possession, or for the purpose of disposing of it to

others, is immaterial, so long as it is for the purpose of obtaining
the stock that new banks are sought. The erection of new
banks will therefore continue to be solicited, so long, at least, as

this motive shall continue, and the motive will continue so long
as the profits of capital employed in banking shall continue suf-

ficiently large.
Were we to suppose a bank, possessed of unlimited power,

and means of creation, it is easily conceivable, that if it were
to issue all the notes it were solicited to issue, that then the

amount in circulation at any given period, would be the amount
f r which, at that period, there existed kno\\n uses sufficiently

profitable to pay the charge of interest. Should this bank be
desirous of issuing a greater quantity of notes, it would be

unable to loan them to individuals unless it would lower the

rate of interest. Thi-. measure would have the desired effect,

b c:mse the amount of notes previously in existence, was the

whole amount for which there existed uses sufficiently profitable
to pay the former charge of interest, say six per cent. There
ma< be still many uses to which they can be applied, sufficiently

profitable to pay an interest of five ptr cent. ; therefore, by low-

ering the rate of interest to this premium, the bank will be soli-

cited lor a farther emission of notes sufficient to supply thesd

additional uses. The same may be said of any farther depreci-
ation in the rate of interest, that it will be attended by an in-

crease in the quantity of notes that can be loaned.

A diminution of the profits of banking may be effected, in

at le-.'st two ways : First, by a reduction of the rate of
d:-. -aim (AS just spoken of); and secondly, by a want of

sufficient custom. The first event would not, however, re-
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move the inducement, because, as we have already shown,
it would produce a like diminution in the rate of inter-

est generally, and also in the profits of every known use to

which capital can be applied. Therefore, if the inducement for

creating new banks proceeds from the comparative magnitude
of their profits when compared with the profits of other pursuits
of equal ease, it will follow, that this same inducement will still

continue, if the event that reduces the profits of banking, re-

duces also the profits of all other pursuits. The inducement for

the establishment ofnew banks, is the comparative magnitude of
their profits, and therefore the inducement will still continue until

this comparative magnitude be diminished. Any event that

should diminish the amount of dividend without lowering the

rate of interest would have the effect of diminishing this com-

parative magnitude, and therefore would, when the dividend
was sufficiently reduced, arrest the farther increase of banks.

An insufficiency of custom will produce this effect. We have

already shown, that the quantity of bank-notes which banks

possess the power of emitting, may, at any given period, ex-

ceed the quantity for whichj at that period, there exist known
uses sufficiently profitable to compensate for the charge of dis-

count. If, therefore, banking institutions be so multiplied,
there will be an insufficiency of borrowers, and this insufficiency
will continue until new uses are discovered. In the mean time,
from the want of sufficient employment for the whole banking
capital, the profits will, of course, be smaller than usual, and

therefore, the amount of dividend will be less. If this reduc-

tion of dividend be not sufficient to prevent the farther applica-
tion of capital to banking, then the amount of capital will still

increase until the quantity become still more disproportioned to

the profitable uses, and until the surplus quantity be sufficiently

large to cause such a diminution in the amount of"dividend as

to render the farther application of capital to banking, less pro-
fitable than its application to other uses.

Whenever such a period shall arrive, the amount of dividend

will, in all probability, continue thus low, until new uses for ca-

pital, sufficiently profitable, shall be discovered. Then the

banking capital, that had been previously surplus, will find em-

ployment, and the dividends will again rise, and thereby cause

a farther increase in the number of banks, from a revival of the

motives which formerly caused their establishment.



Ill

to be trust-worthyt must possess a capital of -their-

own.

By the syjat^H of banking practised in this country, the

bankers, with perhaps some few exceptions, are not individual-

ly responsible, in their private capacity, for the notes which

they emit as bankers. They are merely guardians of a cer-

tain fund, which is created for the purposes of banking.-
This fund is alone responsible.
We have said that banking might be conducted, even if

specie were refused for bank notes, and it may, therefore, be

supposed that banking could be commenced, under the opera-
tion of such a system, without any previous fund or cap-
ital, and accordingly, all the money received in discounts be a

profit on individual exertions, unaided by capital. It is possi-
ble that even now, a bank might be set in operation without

the possession of any capital, but then it must be a decep-
tion on the public, because the reason of a preference being

given to bank notes over those of individuals, is that they
are supposed to be more stable and secure, and therefore,
were it known that a bank was transacting business without

any capital, it would be also known that they were not more secure

than the notes of the individuals who borrowed of the bank :

because, if these individuals should fail in repaying the bank,
there woulJ be no capital to be exchanged for the bank-notes, and
of course they would be of no value.

Something similar to the above, was experienced in the

transactions of a bank in Vermont. The bankers possess-
ed no capital to represent the notes which they put in cir-

culation, excepting the notes of individuals, which they re-

ceived in exchange for the bank notes they loaned to them.
A suspicion being excited of improper management, produ-
ced a demand upon the bank for specie, in liquidation of the

bank notes ; but, as we have already said, they had no spe-

cie, and being compelled to acknowledge their situation, de-

clared a willingness to receive their notes in payment for all

debts that might fall due to the bank, but that they were
unable to propose better terms.

By what we formerly said, the notes of a bank thus sit-

uated, would still be objects of desire, because the indivi-

duals indebted to the bank, would receive them as gladly as

actual specie. They must either procure these to redeem their

own notes, or else procure specie. The notes of this bank,
would then, still have been desired objects, and perhaps have

depreciated but very little, or indeedi pone ; but it so happea-
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ed, (iroiu causes not necessary to enter into) that a large

portion of the debtors to the bank became bankrupt, and un-

able to redeem their notes. The consequence was, that there

were more bank notes in existence, than the solvent debtors

desired, and therefore, from the efforts of each holder to

dispose of his individual quantity, the price rapidly (deprecia-

ted, and when every solvent debtor had purchased his desired

quantity, the
( remaining quantity became valueless.

The evil in this case arose from the bank possessing no funds

of its own ; because, when this\ circumstance was known, it

justly destroyed the confidence which the community had
been in the habit of placing in it, and made them know that

the loss sustained by injudicious loans to individuals, must
fall upon the holders of the notes. Had it been known that

the bank possessed a capital able to sustain the loss, the notes

would still have continued objects of desire ; the knowledge
of the contrary made them cease from being so.

By the event of this bank, we may perceive, that it is

necessary every banking institution should possess some ca-

pital to serve as a guarantee against occasional losses, or

their paper will not be confided in.

When a bank possesses a capital of its own, the public
have a very strong guarantee for the goodness of its paper.

First, every bank note in circulation is represented by the secu-

rity of at least two individuals, who are supposed responsible
for the amount they borrow. Secondly, the capital of the bank
and the profits of the institution, stand pledged as a farther

security to shield the creditors of the bank from suffering by
the possible failure of any of its debtors.

So long as the losses of a bank do not exceed the dmount of its

capital the public creditors are secure.

It is frequently heard, from persons conversing on the sub-

ject of banking, that the banks are now operating (in this coun-

try) without capital. This is a mistake proceeding from a

wrong view of the subject. By saying that they are operating
without capital, they mean that they are operating without spe-

cie, which is another, and a very different operation. The notes

ofa bank may be perfectly secure and good, and yet the bank

possess no specie ; but the notes of a bank cannot be so very
secure and good if it possess no capital. Bv what we have al-

ready said on this subject, the difference, in the wo cases, will

be very evident. A bank that possesses no capital will not be

much more secure than a private individual: because if the pri-
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vate individuals fail, who have ^P'en their securities for the

notes in circulation, the note holders will have to bear the loss,
because the bank possesses no capital to indemnify them. But
a bank that possesses capital will be much more secure than a

private individual, because, if the private individuals fail who
have given their securities for the notes in circulation, the bank-
note Holders will still be indemnified out of the capital owned

by the bank.

We have said that a bank may possess capital, and still not

possess specie. That the banks in this country do possess ca-

pital, we have (in most of them) every possible evidence, and
the amount of that capital is also correctly known. It is imma-
terial to the security it affords, whether this capital be in specie,
in lands, or in notes of other banks. The only concernment of

the public is, that the fund shall possess sufficient value to com

pensate for any losses which the bank may sustain by the failure

of its debtors. The capital of a bank, established at the present
time will, on account of the want of specie, chiefly consist f

debts against other banks. The stockholders pay into the bank,
at its first establishment, notes of different banks that are then iA

operation. The notes thus received from the stockholders, con-

stitute the capital of the new bank. Whether specie be obtained

for these notes, or whether it be not, is a matter of but little im-

portance, because the only superiority the specie would have
over the notes, is, that it is placed beyond the casualties which
the most secure credit capital may, possibly, be subjtct to. In

practice, however, it is still less important than it is in theory,
whether the capital thus received be in specie or not, because

no bank keeps this capital unemployed, let it consist of what it

may they loan it out to individuals whose notes they receive

to represent it. The security of the public, therefore, depends
more upon the debtors t<5 a bank, than it does upon any capital
reserved in the bank ; and the only advantage, in point of se-

curity, derived from a bank owning part of the capital it em-

ploys, is, that in ordinary transactions, the amount lost by the

bankruptcy of individuals will not be more than the fund owned

by the bank. So long as this is the case, no losses sustained

by any bank can affect the holder of its notes ; but if the losses

sustained by a bank should exceed the fund owned by the bank,
then the loss must fall on the holders of bank-notes, without the

bank retrieve this loss in its future operations. To make our

meaning more distinctly understood, we will suppose a bank to

commence operation with a capital of one million of metallic

doilars.-^We will say that it shall loan to individuals the

dollars, and also two millions of its own bank-notes. The
bank will then possess endorsed notes of individuals to the

15
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amount of three millions oAdollars, and the public will possess
the promissory notes of the banlc to the amount of two mil-
lions. We will say? that individuals, to whom the bank loan-
ed a million of dollars, shall become bankrupt, the bank will

still be possessed of good notes to the amount of two millions
of dollars, and therefore the bank-notes will remain secure.

They are still represented by an equal amount of good notes
in the hands of the bank. If the bank lose more than a million,
it will have lost more than its capital, and accordingly
it will be unable to liquidate its bank-notes, if their suc-

ceeding operations be not sufficiently profitable to redeem the

loss.

We will now suppose another bank, and differently circum-

stanced, that shall commence operations with a capital of a
million of dollars, which shall however consist of notes of va-

rious other banks, and not of specie. We will say that it

shall loan three millions of dollars of its own notes to vari-

ous individuals who shall of course give endorsed notes to

represent the amounts they borrow. In the course of its

erations, borrowers to the amount of one million of dollars

all become bankrupt. The notes in circulation (three mil-

lions of dollars) will still be good, because the bank has yet
in its possession notes of solvent individuals to the amount
of two millions of dollars, and also demands against various

other banks, to the amount of one million, (its original capi

tal) accordingly, unless the bank lose more than the million,

(the amount cf its capital) the holders of bank-notes will not
be suftVrers. From the view of these different operations it

does not appear so material to the security of bank-notes whe-
ther the capital be in dollars or in other articles of capital.
It frequently happens, (and especially latterly) that much of

the capital of a bank consists of the endorsed notes of its

stockholders. When a bank calls for a farther quantity of

its capital to be paid in, it is not unusual for the stockhold-

ers to obtain discounts for the purpose of paying the amount
thus borrov/ed, into the bank that requires it of them. We
will say a bank shall require from its stockholders, a farther

portion of its capital to be paid in, say a million of dollars,

and that the stockholders shall obtain on loan from this bank,
the very capital with which they meet* this payment. After

the bank-notes have been thus returned, it will appear that

the only thing the bank has obtained (by this demand on the

stockholders, to pay in a million of dollars of capital,) is, that

it has obtained that amount in endorsed notes of indivi-

duals. The capital of the bank will therefore lie in these en-

dorsed notes, and for the sake of clearness, we will say all
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its capital shall be thus situated,* and that it shall be

million of dollars. It shall now loan out to different in-

dividuals three millions of dollars in bank-notes* The secu-

rity of the bank-note holders, will lie in the endorsed notes

which the bank holds to represent all its notes in circulation,

and also in the endorsed notes which it holds for one million

of dollars more than the amount of its bank-notes, being those

which it received from its stockholders. The bank-notes in

circulation are three millions of dollars, and the endorsed no:es

held by the bank are for four millions. The bank-notes will

therefore continue to be secure, even if debtors to the amount of

a million of dollars should become insolvent, because the bank
will still possess good endorsed notes to the amount of the

bank-notes in circulation, say three millions of dollars. In this

case then, the same as in any other, the bank-notes will continue

secure as long as the losses sustained by the bank do not exceed
its capital. Nor does it appear to be material to the security of

bank-notes, whether the stockholders make their payments in

actual specie or in their individual notes ; that is, provided
their responsibility be undoubted. There will in fact be no differ-

ence, for had the specie been obtained, either that, or notes to re-

present it, would have been loaned on endorsed notes ; and

therefore, receiving endorsed notes *in the first instance, does
not make the operation less secure, if the notes be equally

trust-worthy.

Bank-Notes are insecure, in proportion as the emission exceeds

the capital.

That there is a risk in the most secure notes of individuals,
our experience may sufficiently inform us. There is perhaps no
bank but meets with some losses. It is reasonable to sup-

pose, that a bank which has continually two millions of dol-

lars loaned out, will lose annually by failures, a larger sum
than another bank that has only one million loaned out. The

larger then, the. amount loaned, the larger, probably, will be
the sum lost.

If a bank emit notes to no greater amount than its capital,
it will be impossible that the public can lose by holding its

paper, because if all the borrowers, who gave their endorsed

notes, to represent the bank paper in circulation, should be-

come bankrupt, it would not injure the capacity of the bank to

redeem its paper. It would still have its capital entire to

be applied in thus redeeming, and although it would be de-

prived of its whole capitaj by this bankruptcy Of its debtors,
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yet the creditors of the bank -would not lose by this misfortune.

If, however, a bank emit notes to twice the amount of its capi-

tal, and be equally unfortunate, then the creditors must also

suffer, because, as the bank notes in circulation amount to two

millions, and the amount of capital is only one million, no
more than half the amount of the bank notes can be redeem-
ed.

It therefore appears to be a wise restriction, imposed by
many Legislatures, that no bank shall have the power of emit-

ting notes to more than twice or thrice the amount of its invested

capital. And so long as banking transactions are restrained

to such limits, it must be a more than usual occurrence, that

would accumulate losses on them sufficient to absorb their

capital, and thereby endanger the public creditors.

If this capital be equal in amount to one half its bank
notes in circulation, then the security of the notes will not

be endangered so long as one half the amount of the debts

due to the bank, shall be collectable. If the capital of the

bank be equal in amount to one-fourth of its bank notes, then

the security of them will not be endangered so long as three

fourths of the amount of debts due to the bank shall be col-

lectable, and the security in the same way diminishes as the

excess of its loans increase^ because it is more consonant to

experience, that there is less danger a bank should lose half its

debts, than there is a bank should lose one quarter of its

debts ; but even that it should lose this proportion of them, would
seem to require some extraordinary commotion in the commer-
cial world, or some extreme want of prudence on the part
of the bankers, difficult to conceive, and rarely to be expected.

The objection most frequently urged against the establishment

of banks, is the calamity that would ensue from a failure of

their responsibility. Whether such an event would produce
the serious evils that are apprehended, we will not now consi-

der. We attempted to show, that their stability, generally,
rests on a foundation, as secure, in all probability, as most hu-

man institutions. Their stability is, at least, equally secure

as the prosperity of the community in which they are situ-

aied, and instead of any public calamity originating with them,

they can, on the contrary, scarcely fall without it is as the

victim of public calamity.
To suppose the. failure of a bank, we must previously sup-

pose a failue of its creditors, and to suppose a general fail-

ure of all banks, would be no less than to suppose a previous
ruin of the whole nation; a supposition too absurd to make
the motive of any reasonable action*
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Any theory that deduces evil as a future consequence, can
seldom fail of being incorrect, when applied to banking, or

any other operation of man in society. Because it is his

chief concernment to avoid evil, and the tendency of any meas-
ure is no sooner perceived, than he immediately accommodates
his pursuits to its operation, and turns it to his eventual Advan-

tage.

THE ENB.
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