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INTRODUCTION

Tar" Imthehse mMdss of econdmic literature presents no
phenomenon at all comparable to the treatise here repriited.
One thight even Venture to doubt whether any of the numefous”
soclologlical scielices tould discdver d parallel. This was a
work In many rwﬁects far from original, an outcome of much
friendly discussiod and private mental toncentration, which
its author published only with the greatest reluctance and
misgiving. The feader of that day probably found it hard,
remote, unimaginative; it4 style repellent, its treatment un-
systematic, its method abstract and passionless. Yet even ir
this clothing {ts strange mikture of audacity and diffidence,
of independence and selflessness, has achieved, whether by
attraction or repulsion, a not easily estimable influence on
human thought and feeling and action. :

David Ricardo, the third son of a Dutch Jew whd had
settled in England and ecqliired & tespectable fortune on the
Stock Exchange, was bo’r‘n(g,n 1772, on the eve of the industrial
revolution, and four years before Adam Smith published the
Wealth of Nations. His father, who seems to have beett 4 man
conventional il opinion, Lonourable id, business, influential
among his friends, idtrodnced Wirh to evén the confidential
wotk of filance at thé early age of fodrteer. In the world
outside, England, whose national debt had just been doubled
in a war of eight years® durdtion, way enjoying & brief respite
from her long duel with France. Pitt's thaumaturgic sinking
fund had come into baleful operation, Home-grown corn, in
spite of much encouragemert, had by now become inadequate
for home needs. Steam had just been harnessed to the service
of han. Thecountry-side was rapidly emptying its population
to feed the towns, and the north of ‘England was already
usurping the inddstrial supremacy of the south. In Berk-
shire ana eldewhere the fond or lazy benevolence of the justices
was creating a problem which Combination Laws aiid Bastardy
Acts, war and protection, were to develop to frightful pro-
portions, until the sore should need the knife. England was

vii :



viii Political Economy

at the beginning of a period during which her population was
to endure such appalling misery as in our own happier—
though far from perfect—day can hardly be conceived.

After more than one exhibition of intellectual independence
David Ricardo seceded from the Jewish faith, and this apostasy
meant separation from his father. A little later, at the age
of twenty-one, he married a Miss Wilkinson. Their married
life was unbrokenly Kappy. These changes made it necessary !
for him to secure his career and his position, and it says much
for his character and capacity that other and older members
of the Stock Exchange voluntarily aided him to this end.
Their help, and his own unusual gifts of judgment and con-
centration, realised for him in a remarkably short time a
considerable fortune, and this in an eccupation dominated—
in his own opinion advantageously dominated--by competi-
tion. Long before he was thirty years of age his position was -
secure enough to allow the indulgence on a generous scale of
his scientific and literary tastes, though these were apparently
not deep-rooted,

It was in 1799 that an accidental perusal of Adam Smith's
Wealth of Nations definitely drew his attention to the economic
inquiries which were to absorb increasingly more of his time.
But ten years of studentship, desultory at first, sedulous later,
preceded the performance of his first piece 8f work. The tract
entitled * The High Price of Bullion ” grew out of certain
letters which Ricardo was, with no slight difficulty, persuaded
to publish in the Morning Chronicle, and though it was written
in the early dawn of economic study it is singularly clear and
acute, and in many respects still authoritative. Its influence
was immediate, and the controversy with Mr. Bosanquet
which followed, and in which Ricardo tore to shreds his
opponent’s flimsy arguments, only served, in the words of
a contemporary, ** to illustrate the abilities of the writer who
stepped forward to vindicate the truth.”

Publicity brought to Ricardo some friendships of high
importance. Chief among them were those with James Mill,
Thomas Malthus, and Jeremy Bentham, each of whom
exercised a very definite influepce on his intellectual develop-
ment. It is pot improbable that to them is due the fact that
Ricardo ever published at all the results of his inquiry and
thought. '

The Principles of Political Ecomomy and Taxalion was
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published in 1817, by which date Ricardo stood confessedly
at the head of economic science in England. The rest of his
life, apart from scientific activity, need not concern us in
detail. He was now an extensive landed proprietor in Glouces-
tershire, and in 1819 bought a seat in Parliament. He was
neither a frequent nor a fluent speaker—we read that on one
occasion early in his Parliamentary life he did not rise till he
was loudly called on from all sides—but the House of Commons
gave due respect to the authority with which his words were
obviously invested. It is interesting to note that though not
a Whig he was sufficiently honest and independent in view
to vote almost uniformly against the government. He
favoured the cause of Parliamentary Reform, was. strongly
sympathetic to the ballot, and *“did good work in arguing
for a Poor Law which should aim at its own extinction, in
examining the schemes of Robert Owen, in advocating benefit
clubs with old age pensions, in secondmg Huskisson's and
Hume’s reforms, and in cross-examining witnesses before the
committee on Agricultural Depression.”

In 1823 illness compelled his retirement from Parliament,
though it was not allowed to prevent his private work. But
only a few months of life remained to him. His last days
were full of alternating pain and stupor, and he died, at the
age of fifty-one, in September 1823. :

The explicit and affectionate judg.uent of contemporaries
on his character is sufficiently borne out by other evidence,
He was a good husband and father, a man kindly, modest,
and unassuming, without artifice or pretension, in discussion
more ready to listen than to speak, frank in acknowledging
error and in admitting conviction, and at the same time
quietly cogent and compelling in the advance and illustration
of his own conclusions.

We know then that Ricardo lived a comparatively quiet
and uneventful life in a period which, regarded from any and
every human point of view, was of boundless significancé, in
which, particularly, economic England lay writhing in the
crucible, her obstinate viscous past seething under the heat
and blast of fierce titanic forces of change. We know that
while the immediate environment of Ricardo’s life embraced
circumstances in which, if ever, competition was almost
perfectly and perhaps beneficially realised, its remoter environ-
ment had in it much that could explain and condone any
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apparent harshness in the results of economic analysis, We -
know, too, that the Ricardian analysis itself, which suffered
from almost every possible vice of style and defect of presenta-
tion, excited passions at once the most profound and the most
diverse. No period in man’s history is so exacting or so
interesting as that in which Ricardo lived, and the deeper our
acquainitance with it the more sympathetic becomes our
appreciation of Ricardo himself. * Sciat s& mom parum’
profecisse cui Ricardo valde placebi’t ? 18 A verdict in which
what there is of exaggeration is pardonable.

In the early years of the pineteenth century men breathed
the air of deduction. Science was the bodiless creation of
logic. Starting from one or two simple propositions, reason
proceeded to deduce cogently and inevitably therefrom 4
whole system of laws, relations, and consequehces. Gived
that the imethod was sourd, and it8 employment faultless,
the only source of error must obviously lie in the first elements,
the principia, whence reason hatched her broaod. This was
the plan on which Bentham, Austin, and Mill the elder did
their work, the mode which Ricardo adopted. It is the
efficient explanation of their not infrequent deviation from
the ddta of our experience or knowledge. For a deductivé
economic science, one has but to assume the existence of the
earth, and the energising of all those faculties and capacitied
in man which spell or subsetve acquisitiveress, thinking away
every source of interferencé with their free play. Ricardo
made these assumptions. His maimded halt antterahce could
not smother the relentless, close, invulnerable logic of his
method. It was less likely then thdan now that his assump-
tionié should be subjected to scrutiny. Further, the order
which He made to reign where all had long been chaos, the
system which he offered in explanation of an unwicldy toppling
mass of details, simply stole by its audacious clarity the
admiration and the coriversion of hig contemporaries,

One need fot be acquainted with economic history or theory
to argue from simple propositions, founded in experience or
sentiment, & case against Ricardo. From one or two data
concerhing the nature of man one could reasonably produce,
deductively, not indeed a system but at any rate a series of
conclusiohs hostile to his results. But these would possess
no high value owing to their very lack of system. It is more
than probable that the foundation of economic science i
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such a period demanded at feast one greit experiment in
systematic deduction, Else no plan had been laid down.
Yet this contention {3 not meant to fraise Ricardo above
criticism. One at least of his assumptions—inan covetous—
was by far too simple. Man from the ecohomic point of view
is unstable, allotropict those faculties which subserve un-
bridled acquisitiveness, if indeed it ever exists, are differently
developed in different men; Acquisitiveness itself operates in
more spheres than that of weilth only; the very snccess of
acquisitiveness is apt to destroy for the majority the capacity
and the opportunity of free competition. These ahd many
other objections might be raised, were actually raised, against
the Ricardian analysis. They are just objections, and of their
justice Ricardo wa$ not unaware. He knew that his view
was mechanical, that he fmperfectly realised certain features
and facts of which consideration can never lightly be omitted
in economit study. Hé would have been the first, had he
lived, to object to the harsh use made of his conclusions, the
{{1 to deplore that * a logical artifice ” should become " the
alcepted picture of the real world.”
1t has too often been forgotten that Ricardo and his school
wrote of a world of certain men in a certaind ‘condition, and
that they were not completely ignorant of the fact, though
their realisation of it was less explicit than that of Bagehot
and Cairnes in later time. That their concluslons were prosti-
tuted to base uses is admitted, but that Ricardo himself as a
single person should have had attributed to him the whole
and sole responsibility of words and works of which his period,
his explerience, his followers, prejudiced or blind or both, must
bear the burden, is an injustice compact of harshinéss and
ignorance. Induction reichey its generalisations or laws by
correlating and classifying facts, It gives us, with equal truth
and reasonableness, grounds for dissent from Ricardo’s views,
but it inust always be remembered that under ascertainable
intellectual influehces, and with confessed limitations bf out-
look, he sought in alt doggedness and sincerity to follow truth
whithersoever it might lead him. A deductive ecodomic law
may be inhuman, but it seems scientific and simplé: an induc-
tive generalisation may be safe, but it is vague and misty and
complex. The former is too clear-cut, the latter too ill-
defined. Each defect admits of explanation, and for e <
allowance can be made. But rarely if ever is it giveht to o.



xii Political Economy

mzw«ﬁ:lly to correct the faults of one method by recourss to
the excellencies of the other.

Ricardo’s sincerity and cogency are in truth the bcst
explanation of his immediate and protracted dominion over
men’s thoughts. Only when one tries to trace the ramifica-
tions of his influence does one fully realise its enormous extent.
Tosay that it was supreme till 1848, when J. S. Mill’s Political
Economy was published, or, more generally, that Ricardo
became at once * a prop and a menace to the middle classes,”
is perhaps less than the truth. Hé favoured the removal of
industrial and commercial restrictions. He moved Joseph
Hume in 1824 to urge the repeal of the laws against combina-
tions of labour. The Truck Acts he ridiculed. The Factory
Acts he opposed. His theory seems to be an everlasting
justification of the status quo. As such, at least, it was used,
Bat the socialists, adopting his theories of value and wages,
interpreted Ricardo’s crude expressions to their own advani
tage. To alter the Ricardian conclusions, they said, alter the
social conditions on which they depend: to improve on a
subsistence wage, deprive capital of what it steals from
labour—the value which labour creates. The land-taxers
similarly used the Ricardian theory of rent: rent is a surplus
for the existence of which no single individual is responsible—
take it therefore for the benefit of all, whose presence creates it.

These examples are the merest froth on the waves of the
Ricardian tide. Jevons said, * Ricardo gave the whole course
of English economics a wrong twist.” Mr, Foxwell adds,
* it became unhistorical, unrealistic . . . the tool of a
political party.” It was rather the tool-chest of several
political parties, the raw material whence many different
twists were spun. Thomson and Hodgskin, Marx and Las-
salle, Henry George and perhaps even the Owenites, owe more
or less, directly or indirectly, to Ricardo. A harsh conserva-
tism and a perhaps harsher laisses-fasre; a constitutional
meliorism and a revolutionary anarchism—-these all find their
source in Ricardo. McCulloch, Senior, and Mill, aware of his
limitations, yet not comparing his assumptions with facts,
built on his foundations. .

For all this, it is wrong to attribute such consequences to
“ an elementary error in method.” There are two methods,
neither perfect, each needing the other’s aid, the one over-
whelming us with experiential details, the other hlinding us
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'3 them, Best is it to know the logic and the conclusions of
wth.

The nineteenth centnry shows to the student economi-
heories and the world of facts acting and interacting, each on
ach, and on the whole coming nearer in the process. Theories
nust and do influence men, and men theories. If Ricardo
werworked deduction, he was the victim of an intcllectval
ashion which had its uses, performed its task, and made
>perative alike in theory and in practice the means of its own
overthrow. If it be, mediately or immediately, Ricardo's
shame to have justified many forms of misery, it is no less
Ricardo's glory to have suggested many paths of escape.

F. W. KOLTHAMMER.
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2 Original Preface

tion—after the aid which he has derived from the works of the
above-mentioned eminent writers—ard - after the valuable
experience which a few late years, abounding in facts, have
yielded to the , . generation—it ili not, he trusts, be
deemed presumptu. . in him to state his opinions on the laws
of profits and wages, and on the operation of taxes. If the
principles which he deems correct should be found te be so,
it will be for others, more able than himself, to trace them to
all their important consequences, ' i

The writer, in eombating received opinions, has found it
necessary to advert more particularly to those passages in tha
writings of Adam Smith from which he sees reason to differ}
but he hopes it will not, en that aceount, be suspected that he
does not, in common with all those who acknowledge the
importance of the science of Political Economy, partieipate in
the admiration which the profound work of this celebrated
author so justly, excites,

The same remark may be applied to the excellent works of
M. Say, who not only was the first, or among the first, of con+
tinental writers who justly appreciated and applied the principles
of Smith, and who has done more than all other continental
writers taken together to recommend the principles of that
enlightened and beneficial system to the nations of Europej
but who has succeeded in placing the science in a more logical
and more instructive order; and has enriched it by several
discussions, original, accurate, and profound.! The respect,
however, which the author entertains for the writings of this
gentleman has not prevented him from commenting with that
freedom which he thinks the interests of science require, on
such passages of the Economie Poliligue as appeared at
variance with his own ideas.

' 3 Chap. xv. Part i, Des Débouchés, contains, in particular, some very
important principles, which 1 Lelieve were first explained fvy this dis-
tinguished writer,



ADVERTISEMENT TO THE THIRD EDITION

In this edition I have endeavoured to explain more fully than
in the last my opinion on the difficult subject of Value, and
for that purpose have made a few additions to the first chapter.
I have also inserted a new chapter on the subject of Machinery,
and on the effects of its improvement on the interests of the
different classes of the state. In the chapter on the Distinctive
Properties of Value and Riches, I have examined the doctrines
of M, Say on that important question, as amended in the fourth
and last edition of his work. I have in the last chapter en-
deavoured to place in a stronger point of view than before the
doctrine of the ability of a country to pay additional money
taxes, although the aggregate money value of the mass of its
commodities should fall, in consequence either of the diminished
quantity of labour required to produce its corn at home, by
improvements in its busbandry, or from its obtaining a part
of its corn at a cheaper price from abroad, by means of the
exportation of its manufactured commodities. This considera-
tion is of great importance, as it regards the question of the
policy of leaving unrestricted the importation of foreign corn,
particularly in a country burthened with a heavy fixed money
taxation, the consequence of an immense National Debt. I
have endeavoured to show that the ability to pay taxes depends,
not on the gross money value of the mass of commodities, nor
on the net money value of the revenues of capitalists and land-
lords, but on the money value of each man’s revenue compared
to the money value of the commodities which he usually
consumes.

March 26, 18214



PRINCIPLES OF POLITICAL
ECONOMY

CHAPTER 1
ON VALUE

SECTION 1

The value of a commodity, or the quantity of any other eommodity for
which it will exchange, depends on the relative quantity of labour
which is necessary for its groduction, and not on the greater or less
compensation which is paid for that labour .

It has been observed by Adam Smith that * the word Value

has two different meanings, and sometimes expresses the utility

of some particular object, and sometimes the power of purchasing
other goods which the possession of that object conveys. The
one may be called value sn use; the other value sn exchange.

The things,” he continues, “ which have the greatest value in

use, have frequently little or no value in exchange; and, on the

contrary, those which have the greatest value in exchange,
have little or no value in use.” Water and air are abundantly
useful; they are indeed indispensable to existence, yet, under
ordinary circumstances, nothing can be obtained m exchange
for them. Gold, on the contrary, though of little use compared
witl':x1 air or water, will exchange for a great quantity of other

goods. .

Utility then is not the measure of exchangeable value,
although it is absolutely essential to it. If a commodity were
in no way useful—in other words, if it could in no way con-
tribute to our gratification—it would be destitute of exchange-
able value, however scarce it might be, or whatever quantity
of labour might be necessary to procure it.

Possessing utility, commodities derive their exchangeable
value from two sources: from their scarcity, and from the
quantity of labour required to obtain them. :

5



6 Political Economy

There are some commaodities, the value of which is determined

by their scarcity alone. No labour can increase the quantity of
such goods, and therefore their value cannot be lowered by an
increased supply. Some rare statues and pictures, scarce books
and coins, wines of a peculiar quality, which can be made only
from grapes grown on a particular soil, of which there is a very
limited quantity, are all of this description. Their value is
wholly independent of the quantity of labour originally necessary
to produce them, and varies with the varying wealth and
inclinations of those who are desirous to possess them.
v These commodities, however, form a very small part of the
mass of commodities daily exchanged in the market. By far
the greatest part of those goods which are the objects of desire
are procured by labour; and they may be multiplied, not in
one country alone, but in many, almost without any assignable
limit, if we are disposed to bestow the labour necessary to
obtain them.

/ In speaking, then, of commodities, of their exchangeable
value, and of the laws which regulate their relative prices, we
mean always such commodities only as can be increased in
duantity by the exertion of human industry, and on the pro-
duction of which competition operates without restraint.

In the early stag:as of society, the exchangeable value of these
commodities, or the rule which determines how much of one
shall be given in exchange for angther, depends almost exclu-
sively on the comparative quantity of labour expended on each.

“ The real price of everything,” says Adam Smith, “ what
everything really costs to the man who wants to acquire it, is
the toil and trouble of acquiring it, What everything is really
worth to the man who has acquired it, and who wants to dispose
of it, or exchange it for something else, is the toft and trouble
which it can save to himself, and which it can impose upon other
people.”” * Labour was the first price—the onginal purchase-
money that was paid for all things.” Again, “in that early
and rude state of society which precedes both the accumulation
of stock and the appropriation of land, the proportion between
the quantities of labour necessary for acquiring different objects
seems to be the only circumstance which can afford any rule for
exchanging them for one another. If, among a nation of hunters,
for example, it usually cost twice the labour to kill a beaver

- which it does to kill a deer, one beaver should naturally exchange
for, or be worth, two deer. It is natural that what is usually
the produce of two days’ or two hours' labour should be worth
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double of what is usually the produce of 6rié day’s or one hour'’s
labour.” J/

That this is really the foundation of the exchangeable value
of all things, excepting those which cannot be increased by
human industry, is a doctrine of the utmost importance inv
political economy; for from no source do so many errors, and
so much difference of opinion in that science proceed, as from °
the vague ideas which are attached to the word value,

If the quantity of labour realised in commodities regula
their exchangeable value, every increase of the quantity”of
labour must augment the value of that commodity on which it
is exercised, a8 every diminution must lowet it.

Adam Smith, who so accutately defined the original source of
exchangeable value, and who was bound in consistency to main-
tain that all things became more or less valuable in proportion
as more or less labour was bestowed on their production, has’
himself erected another standard measure of value, and speaks
of things being more or less valuable in proportion as they will
exchange for more or less of this standard measure. Sometimes
he speaks of corn, at other times of labour, as a standard measure;
not the quantity of labour bestowed on the production of any
object, but the quantity which it can command in the market:
as if these were two equivalent expressions, and as if, because
a man’s labour had become doubly efficient, and he could there-
fore produce twice the quantity of a commeodity, he would
necessarily receive twioe the former quantity in exchange for it.

If this indeed were true, if the reward of the labourer were
always in proportion to what he produced, the quantity of labour
bestowed on a commodity, and the quantity of labour which
that commodity would purchase, would be equal, and either
might accurately measure the variations of other things; but
they are not equal; the first s under many citcumstances an
invariable standard, indicating correctly the variations of other
things; the latter is subject to as many fluctuations as the
commodities compared with it. Adam Smith, after most ably
showing the insufficiency of g variable medium, such as gold
and silver, for the purpose of determining the varying value of
other things, has himself, by fixing on comn or iabour, chosen
a medium no Yess variable.

Gold and silver are no doubt subject to fluctuations from the
discovery of new and more abundant mines; but such dis-
coveries gre rave, and their effects, though powerlul, are limited

e * Book i. chap. 5. 7 :
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to periods of comparatively short duration. They are subject
also to fluctuation from improvements in the skill and machinery
with which the mines may be worked; as in consequence of such
improvements a greater quantity may be obtained with the
same labour. They are further subject to fluctuation from the
decreasing produce of the mines, after they have yielded a
supply to the world for a succession of ages. But from which
of these sources of fluctuation is corn exempted? Does not that
also vary, on one hand, from improvements in agriculture, from
improved machinery and implements used in husbandry, as well
as from the discovery of new tracts of fertile land, which in other
countries may be taken into cultivation, and which will affect
the value of comn in every market where importation is free?
Is it not on the other hand subject to be enhanced in value from
prohibitions of importation, from increasing population and
wealth, and the greater difficulty of obtaining. the increased
supphes, on account of the additional quantity of labour which
the cultivation of inferior land requires? Is not the value of
labour equally variable; being not only affected, as all other
things are, by the proportion between the supply and demand,
which uniformly varies with every change in the condition of
the community, but also by the varying price of food and other
necessaries, on which the wages of labour are expended ?

In the same country double the quantity of labour may be
required to produce & given quantity of food and necessaries at
one time that may be necessary at another and a distant time;
yet the labourer’s reward may possibly be very little diminished.
If the labourer’s wages at the former period were a certain
quantity of food and necessaries, he probably could not have
subsisted if that quantity had been reduced. Food and neces-
saries in this case will have risen 100 per cent. if estimated by
the guanisty of labour necessary to their production, while they
will scarcely have increased in value if measured by the quantity
of labour for which they will exchange.

The same remark may be made resp ectuf two or more
countries. In America and Poland, on the land last taken into
cultivation, a year’s labour of any given number of men will
produce much more com thaa on land similarly circumstanced
n England. Now, supposing 2ll other necessaries to be equally
cheap in those three countries, would it not be a great mistake
.to conclude that the quantity of corn awarded to the labourer
would in each country be in proportion to the facility of pro-
duction?
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1f the shoes and clothing of the labourer could, by improve-
ments in machinery, be produced by one-fourth of the labour
now necessary to their production, they would probably fall
95 per cent.; but so far is it from being true that the labourer
would thereby be enabled permanently to consume four coats,
or four pair of shoes, instead of one, that it is probable his wages
would in no long time be adjusted by the effects of competition,
and the stimulus to population, to the new value of the neces-
saries on which they were expended. If these improvements
extended to all the objects of the labourer’s consumption, we
should find him probably, at the end of a very few years, in
possession of only a small, if any, addition to his enjoyments,
although the exchangeable value of those commodities, com-
pared with any other commodity, in the manufacture of which
no such improvement were made, had sustained a very con-
siderable reduction; and though they were the produce of a
very considerably diminished quantity of labour.

It cannot then be correct to say with Adam Smith, “ that
as labour may sometimes pwrchase a greater and sometimes a
smaller quantity of goods, it is their value which varies, not
that of the labour which purchases them;” and therefore,
“ that labour, alone never varying in its own value, is alone the
ultimate and real standard by which the value of all commo-
dities can at all times and places be estimated and compared; *
—but it is correct to say, as Adam Smith had previously said,
* that the proportion between the quantities of labour necessary
for acquiring different objects seems to be the only circumstance
which can afford any rule for exchanging ther for one another; *’
or in other words that it is the comparative quantity of com-
modities which labour will produce that determines their
present or past relative value, and not the comparative quan-
tities of commodities which are given to the labourer in exchange
for his labour.

Two commodities vary in relative value, and we wish to know
in which the variation has really taken place. If we compare
the present value of one with shoes, stockings, bats, iron, sugar,
and all other commodities, we find that it will exchange for
precisely the same quantity of all these things as before. If
we compare the other with the same commodities, we find it
has varied with respect to them all: we may then with great
probability infer that the variation has bten in this commodity,
and not in the commodities with which we bave compared it.
1f on examining still more particularly into all the circumstances
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connected with the production of these varlous commodities,
we find that precisely the same quantity of labour and capital
are necessary to the production of the shoes, stockings; hats,
iron, sugar, etc.; but that the same quantity as before is not
necessary to produce the single commedity whose relative value
is altered, probability is changed Into certainty, arid we ate
sure that the variation is in the single commodity: we then
discover also the cause of it§ yariation.

If X found that an ounce of gold would exchange for a less
quantity of all the commodities above ehumerated and many
others; and if, moreover, I found that by the discovery of &
new and more fertile mine, or by the employment of machinery
to great advantage, a given quantity of gold could be ebtained
with a less quantity of labour, I should be justified in saying
that the eause of the alteration in the value of gold relatively
to other commodities was the greater facllity of its production,
or the smaller quantity of labour neceéssary to obtain it. In
like manner, if labour fell, very considerably in value, relatively
to all other things, and if I found that its fall was in consequence
of an abundant supply, encotraged by the great facility with
which cotn, and the other necessaries of the laboutet, were
produced, it would, I apprehend, be correct for me to say that
corn and necessaries had fallent in value in consequence of less
quantity of labour being necessary to produce them, and that
this facility of providing for the support of the labourer had
been followed by a fall in the value of labour. No, say Adam
Smith and Mr. Malthus, in the case of the gold you were correct
in calling its variation a fall of its value, because corn and labour
had not thert varied; and as gold wbuld command a less quan-
tity of them, as well as of all other things, than before, it was
correct ta say that all things had remained stationaty and that
gold only had varied; but when corn and labour fall, things
which we have selected to be our standard measure of value,
notwithstanding all the variations to which we acknowledge
they are subject, it would be highly improper to say so; the
correct language will be to say that cum and labour have
remained stationary, and all other things have tisen in value.

Now it is against this language that I protest. I find that
precisely, as in the case of the gold, the cause of the variation
between corn and other things is the smaller quantity of labour
necessary to produce it, and therefore, by all just reasoning, ¥
am bound to call the variation of corn and labour a fall in their
value, and not a rise in the value of the things with whicl) they
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are compared. If I have to hire a labourer for a week, and
instead of ten shillings I pay him eight, no variation having
taken place in the value of money, the labourer can probably -
obtain more food and necessaries with his eight shillings than
he before obtained for ten: but this is owing, not to a rise in
the real value of his wages, as stated by Adam Smith, and
more recently by Mr. Malthus, but to a fall in the value of the
things o which his wages are expended, things perfectly dis-
tinct; and yet for calling this a fall in the real value of wages, I
am told that I adopt new and unusual language, not recon-
cilable with the true principles of the science. To me it
appears that the unusual and, indeed, Inconsistent language
is that used by my opponents.

Suppose a labourer to be paid a bushel of ecom for a week’s
work when the price of com is 8os. per quarter, and that he is
paid & bushel and a quarter when the price falls to 405, Sup-
pose, too, that he consumes half a bushel of camn & week in his
own family, and exchanges the remainder for othet things, such
as fuel, soap, candles, tea, sugar, salt, ete. etc.; if the three-
fourths of a bushel whiol will remain to him, in one case, cannot

hirg as much of the above commodities as half a bushel
did in the other, which it will not, will labour have risen or
fallen in value? Risen, Adam Smith must say, because his
standard is comn, and the labourer receives more com for a
week’s labour. Fallen, must the same Adam Smith say,
“ because the value of a thing depends on the power of pur-
chasing other goods which the possession of that object con-
veys,” and labour has & less power of purchasing such other
goods.

SECTION 11
Labour of different qualities differently rewarded. This no cause of
variation in the relative value of commodities

In speaking, however, of Jabour, as being the foundation of all
value, and the relative quantity of labour as almost exclusively
determining the relative value of commeodities, I must not be
supposed to be inattentive to the different qualities of labour,
and the difficulty of comparing an hour's or u day’s kebour in
one employment with the same duration of labour in another,
The estimation in which different qualities of labour are held
comes soon to be adjusted in the market with sufficient pre--
cision for all practical purposes, and depends much on the
comparstive skill of the Jabourer and intensity of the labour
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performed. The scale, when once formed, is liable to little
yariation. If a day’s labour of a working jeweller be more
“valuable than a day’s labour of a commog labourer, it has long
ago been adjusted and placed in its proper position in the scale
of value.!

In comparing, therefore, the value of the same commodity
at different periods of time, the consideration of the comparative
skill and intensity of labour required for that particular com-
modity needs scarcely to be attended to, as it operates equally
at both periods. One description of labour at one time is
compared with the same description of labour at another; if
a tenth, a fifth, or a fourth has been added or taken away, an
effect proportioned to the cause will be produced on the relative
value of the commodity.

If a piece of cloth be now of the value of two pieces of linen,
and if, in ten years hence, the ordinary value of a piece of cloth
should be four pieces of linen, we may salely conclude that
either more labour is required to make the cloth, or less to make
the linen, or that both causes have operated. .

As the inquiry to which I wish to draw the reader’s attention
relates to the effect of the variations in the relative value of
commodities, and not in their absolute value, it will be of little
importance to examine into the comparative degree of estima-
tion in which the different kinds of human labour are held. We
may fairly conclude that whatever inequality there might
originally have been in them, whatever the ingenuity, skill, or
time necessary for the acquirement of one species of manual
dexterity more thah another, it continues nearly the same from
one generation to another; or at least that the variation is
very inconsiderable from year to year, and therefore can

%+ But though labour be the real measure of the exchangeable value of
all coramodities, it is not that by which their value is commonly estimated.
It is often difficult to ascertain the proportion between two ditferent
quantities of labour. The time spent in two different sorts of work wiil
not always alone determine this proportion. The different degrees of
hardship endured, and of ingenuity exercised, must likewise be taken into *
account. There may be more labour in an hour's hard work thaa in two
hours’ easy business; or in an howr’s application to a trade, which it costs
ten years’ labour to learn, thar in a month’s industry at an ordinary and
obvious employment. But it is not easy to find any accurate measure, ,
either of hardship or ingenuity. In exchanging, indeed, the different
productions of different sorts of labour for one another, some allowance
1s commonly made for both. It is adjusted, however, not by any accurate
measure, but by the higgling and bargnining of the market, according to
that sort of rough equality which, though not exact, is sufficient for
::hmying on the business of common life.”—Wealth of Nations, book i,

ap. 10, ! .-
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have little effect, for short periods, on the relative value. of
commodities,

“ The proportion between the different rates both of wages
and profit in the different employments of labour and stock
seems not to be much affected, as has already been observed,
by the riches or poverty, the advancing, stationary, or declining
state of the society. Such revolutions in the public welfare,
though they affect the general rates both of wages and profit,
must in the end aflect them equally in all different employments.
The proportion between them th’ » must remain the same,
and cannot well be altered, at k.  Jr any considerable time,
by any such revolutions.” ’

SECTION III
Not only the labour applied immediately to commodities affect their value,
but the Iabourarsowhichis‘ towed on the imp) ts, tools, an

buildings, with which such labour is assisted

EveN in that early state to which Adam Smith refers, some
capital, though possibly made and eccumulated by the hunter
himself, would be necessary to enable him to kill his game.
Without some weapon, neither the beaver nor the deer could
be destroyed, and therefore the value of these animals would
be regulated, not salely by the time and labour necessary to
their destruction, but also by the time and labour necessary for
providing the hunter’s capital, the weapon, by the aid of which
their destruction was effected. :

Suppose the weapon necessary to kill the beaver was con-
structed with much more labour than that necessary to kill the
deer, on account of the greater difficulty of approaching near
to the former animal, and the consequent necessity of its being
more true to its mark; one beaver would naturally be of more
value than two deer, and precisely for this reason, that more
labour would, on the whole, be necessary to its destruction.
Or suppose that the same quantity of labour was necessary to
make both weapons, but that they were of very unequal dura-
bility; of the durable implement only & small portion of its
.value would be transferred to the commodity, a much greater
portion of the value of the less durable implement would be
realised in the commedity which it contributed to produce.

All the implements necessary to kill the beaver and deer
might belong to one class of men, and the labour employed in

. 1 Wealth of Nations, book i. chap. 10,



14 Political Economy

their destruction might be furnished by another classj still,
their comparative prices would be in proportion to the actual
labour bestowed, both on the formation of the capital and on
the destruction of the animals. Under different circumstances
of plenty or scarcity of capital, as compared with labour, under
different circumstances of plenty or scarcity of the food and
necessaries essential to the support of men, those who furnished
an equal value of capital for either one employment or for the
other might bhave a half, a fourth, or an eighth of the produce
obtained, the remainder being paid as wages ‘to those who
furnished the labour; yet this division could not affect the
relative value of these commodities, since whether the profits™
of capital were greater or less, whether they were 5o, 20, or
10 per cent., or whether the wages of labour were high or low,
they would operate equally on both employments.

1f we suppose the pccupations of the society extended, that
some provide ecanoes and tackle necessary for fishing, others
the seed and rude machinery first used in agriculture, still the
same principle would hold true, that the exchangeable value of
the commedities produced would be in proportion to the labour
bestowed on their production; not on their immediate produc-
tion only, but on all those implements or machines required to
give effect to the particular Jabour to which they were applied,

If we look to a state of society in which greater improvements
have been made, and in which arts and commerce flourish, we
shall still find that commodities vary in value corfformably
with this principle: in estimating the exchangeable value of
stockings, for example, we shall find that their value, com-
paratively with other things, depends on the total quantity of
labour necessary to manufacture them and bring them to
market, First, there is the labour necessary to cultivate the
land on which the raw cotton is grown; secondly, the labour
of conveying the cotton to the country where the stockings are
to be manufactured, which includes a portion of the labour
bestowed in building the ship in which it is conveyed, and
which is charged in the freight of the goods; thirdly, the labour
of the spinner and weaver; fourthly, a portion of the labour
of the engineer, smith, and carpenter, who erected the buildings.
and inery, by the help of which they are made; fifthly,
the labour of the retail dealer, and of many others, whom it is
unnecessary further to particularise. The aggregate sum of
these various kinds of labour determines the quantity of other
things for which these stockings will exchange, while the same
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wosideration of the various quantities of labour which bhave
2een bestowed on those other things will equally govern the
portion of them which wi' be given for the i

To convince pursclve, M thig is the real foundation of
exchangeable value, let s  >pose any improvement to be
made in the means of abridgng labour in any one of the various
processes through which the raw cotton must pass before the
manufactured stockings come to the market to be exchanged
for other things, and observe the effects which will follow. If
fewer men were required to cultivate the raw cotton, or if fewer
sailors were employed in navigating, or shipwrights in eonstruct-
ing the ship, in which it was conveyed tovs; ** fewer hands
were emploved in raising the buildings and w- 7y, or if
these, when raised, were rendered mors efficient, e stockings
would inevitably fall in value, and consequently command less
of other things. They would fall, because a Jess quantity of
labour was necessary to their production, and would therefore
exchange for a smaller quantity of those things in which no such
abridgment of labour had been made,

Econemy in the use of Jabour never fails to reduce the relative
value of 8 commodity, whether the saving be in the labour
necessary to the manufacture of the commodity itself, or in
that necessary to the formation of the capital by the aid of
which it is produced. In either case the price of stockings
would fall, whether there were fewer men employed ag bleachers,
spinners, and weavers, persons immediately necessary to their
manufacture; or as sailors, carriers, engineers, and smiths,
persons more indirectly concerned. In the one case, the whole
4aving of labour would fall on the stockings, because that
partion of labour was wholly confined to the stockings; i the
other, a portion only would fall on the stockings, the remainder
being applied to all those other commodities, to the production
of which the buildings, machinery, and carriage were suBservient.

Suppose that, in the early stages of society, the hows and
arrows of the hunter were of equal value, and of equal dura-
bility, with the eanoe and implements of the fisherman, both
being the produce of the same quantity of labour. Under such
circumstances the value of the deer, the proguce of the hunter’s
day’s labour, would be exactly equal to the value of the fish, the
produce of the fisherman’s day’s labour. The comparative
value of the fish and the game would be entirely regulated by
the quantity of labour realised in each, whatever might be the
quantity of production of however bigh or low general wages
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or profits might be. If, for example, the canoes and implements
of the fisherman were of the value of {100, and were calculated
to last for ten years, and he employed ten men, whose annual
labour ‘cost {100, and who in one day obtained by their labour
twenty salmon: If the weapons employed by the hunter were
also of {100 value, and calculated to last ten years, and if he
also employed ten men, whose annual labour cost {100, and
who in one day procured him ten deer; then the natural price
of a deer would be two salmon, whether the proportion of the
whole produce bestowed on the men who obtained it were
large or small, The proportion which might be paid for wages
is of the utmost importance in the question of profits; for it
must at once be seen that profits would be high or low exactly
in proportion as wages were low or high; but it could not in the
least affect the relative value of fish and game, as wages would
be high or low at the same time in both occupations. If the
hunter urged the plea of his paying a large proportion, or the
value of a large proportion of his game for wages, as an induce-
ment to the fisherman to give him more fish in exchange for bis
game, the latter would state that he was equally affected by the
same cause; and therefore, under all vanations of wages and
profits, under all the effects of accumulation of capital, as long
as they continued by a day’s labour to obtain respectively the
same quantity of fish and the same quantity of game, the
natural rate of exchange would be one deer for two salmon.

If with the same quantity of labour a less quantity of fish or
a greater quantity of game were obtained, the value of fish
would rise in comparison with that of game. If, on the contrary,
with the same quantity of labour a less quantity of game or a
greater quantity of fish was obtained, game would rise in
comparison with fish.

If there were any other-commodity which was invariable in its
value, we should be able to ascertain, by comparing the value of
fish and game with this commodity, how much of the variation
was to be attributed to a cause which affected the value of fish,
and how much to a cause which affected the value of game.

Suppose money to be that commodity, If a salmomn were
worth £x and a deer {2, one deer would be worth two salmon.
But a deer might become of the value of three salmon, for more
Iabour might be required to obtain the deer, or less to get the
salmon, or both these causes might operate at the same time.
If we had this invariable standard, we might easily ascertain
in what degree either of these causes operated. If salmon-
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continued to sell for £z whilst deer rose to £3, we might conclude
that more labour was required to obtain the deer. If deer
continued at the same price of {2z and salmon sold for 13s. 44.,
we might then be sure that less labour was required to obtain
the salmon; and if deer rose to {2 10s. and salmon fell to 16s. 84.,;
we should be convinced that both causes had operated in
producing the alteration of the relative value of these com-
modities.

No alteration in the wages of labour could produce any
alteration in the relative value of these commodities; for supposq
them to rise, no greater quantity of labour would be required
in any of these occupations but it would be paid for at a higher
price, and the same reasons which should make the hunter and
fisherman endeavour to raise the value of their game and fish
would cause the owner of the mine to raise the value of his gold.
This inducement acting with the same force on all these three
occupations, and the relative situation of those engaged in them
being the same before and after the rise of wages, the relative
value of game, fish, and gold would continue unaltered, Wages
might rise twenty per cent., and profits consequently fall in &
greater or less proportion, without occasioning tha least altera-
tion in the relative value of these commodities. -

Now suppose that, with the same labour and fixed capital,
more fish could be produced, but no more gold or game, the
relative value of fish would fall in comparison with gold or game.
1t, instead of twenty salmon, twenty-five were the produce of
one day’s labour, the price of a salmon would be sixteen shillings
instead of a Found, and two salmon and a half, instead of two
salmon, would be given in exchange for one deer, but the price
of deer would continue at {2z as before. In the same manner,
if fewer fish could be obtaned with the same capital and labour,
fish would rise in comparative value. Fish then would rise or fall
in exchangeable value, only because more or less labour was
required to obtain a given quantity; and it never could rise
or fall beyond the proportion of the increased or diminished
quantity of labour required.

If we had then an invariable standard, by which we could
measure the variation in other commodities, we should find
that the utmost limit to which they could permanently rise, if
produced under the circumstances supposed, was proportioned
to the additional quantity of labour required for their pro-
duction; and that unless more labour were required for their

production they could not rise in any degree whatever. A rise
B
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t wages would not raise them in money value, nor relatively
Fo any other commadities, the production of which required
no additional quantity of labour, which employed the same
proportion of fixed and circulating capital, and fixed capital
of thd same durability, 1f more or less labour were required
in the production of the other commodity, we bawve already
stated that this will immediately occasion an alteration in its
relative value, but such alteration is owing to the altered
guantity of requisite labour, and not to the rise of wages,

SECTION 1V

The principle that the quantity of labour bestowed on the production of
commodities regulates their relative value considerably modified by
the employment of machinery and other fixed and durable capital

IN the former section we have supposed the implements and

weapons necessary to kill the deer and salmon to be equally

durable, and to be the result of the same quantity of labour, and

-ve have seen that the variations il the relative value of deer

«d salmon depended solely on the varying quantities of labour
1ecessary to obtain them, but in every state of society, the
wools, implements, buildings, and machinery employed in
jifferent trades may be of various degrees of durability, and
may require different portions of labour to praduce them.

The proportions, too, in which the capital that is to support

labour, and the capital that is invested in tools, machinery,

and buildings, may be variously combined. This difference
in the degree of durability of fixed capital, and this variety in
the proportions in which the two sorts of capital may be com-
bined, introduce another cause, besides the greater or less
quantity of labour necessary to produce commadities, for the
variations in their relative value—this cause is the rise or fall
in the value of labour. )

The food and clothing consumed by the labourer, the buildings

in which he works, the implements with which his labour 15

assisted, are all of a perishable nature. There is, however,

a vast difference in the time for which these different capitals

will endure: a steam-engine will last longer than a ship, a ship

than the clothing of the labourer, and the clothing of the

Jabourer longer than the food which he consumes,

- According as capital is rapidly perishable, and requires to be -

frequently reproduced, or is of slow consumption, it is classed-
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wages would not raise them in money value, nor relatively

o any other commodities, the production of which required
no additional quantity of labour, which employed the same
proportion of fixed and cnrculatmg capital, and fixed capital
of thd same durability. If more or less labour were required
in the production of the other commedity, we ‘hawe already
stated that this will immediately occasion an alteration in its
relative value, but such alteration is owing to the altered
quantity of requisite labour, and not to the rise of wages.

SECTION 1V

The principle that the quantity of labour bestowed on the production of
commadities regulates their relative valye considerably modified by
the employment of machinery and othe&d and durable capital

In the former section we have supposed the implements and

weapons necessary to kill the deer and salmon to be equally

durable, and to be the result of the same quantity of labour, and
we have seen that the vanatxonré the relative value of deer
and salmon depended solely on ti varying quantities of labour
necessary to obtain them, but in every state of society, the
tools, implements, bulldmgs, and machinery employed in
different trades may be of various degrees of durability, and
may require different portions of labour to produce them.

. The proportions, too, in which the capital that is to support

i labour, and the capital that is invested in tools, machmery,

| and buildings, may be variously combined. This difference
in the degree of durability of fixed capital, and this variety in
the proportions in which the two sorts of capital may be com-
bined, introduce another cause, besides the greater or less
quantity of labour necessary to produce commodities, for the
variations in their relative value—this cause is the rise or fall
in the value of labour.

The food and elathing consumed by the labourer, the buildings
in which he works, the implements with which his labour 1s
assisted, ar¢ all of a perishable nature. There is, however,
a vast difference in the time for which these different capitals
will endure: a steam-engine will last longer than a ship, a ship
than the clothing of the labourer, and the clothing of the
labourer longer than the food which he consumes.

- According as capital is rapidly perishable, and requires to be

frequently reproduced, or is of slow consumption, it is classed
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they will be valuable, not exactly in proportion to the quantity
of labour bestowed on them—they will not be as two to one,
but something more, to compensate for the greater length of
time which must elapse before the most valuable can be brought
to market.

Suppose that for the labour of each workman {so per annum
were paid, or that {5000 capital were employed and profits were
10 per cent., the value of each of the machines as well as of the
corn, at the end of the first year, would be {5500. The second
year the manufacturers and farmers will again employ {5000
each in the support of labour, and will therefore again sell their
goods for {5500; but the men using the machines, to be on a
par with the farmer, must not only obtain £5500 for the equal
capitals of {5000 employed on labour, but they must obtain
a further sum of £550 for the profit on £5500, which they have
invested in machinery, and consequently their goods must sell
for f6o50. Here, then, are capitalists employing precisely the
same quantity of labour annually on the production of their
commodities, and yet the goods they produce differ in value
on account of the different quantities of fixed capital, or accumu-
lated labour, employed by each respectively. The cloth and
cotton goods are of the same value, because they are the produce
of equa§ quantities of labour and equal quantities of fixed capital;
but corn 1s not of the same value as these commodities, because
it is produced, as far as regards fixed capital, under differen.
circumstances. N

But how will their relative value be affected by a rise in the
value of labour? It is evident that the relative values of cloth
and cotton goods will undergo no change, for what affects one
must equally affect the other under the circumstances supposed;
neither will the relative values of wheat and barley undergo
any change, for they are produced under the same circum-
stances as far as fixed and circulating capital are concerned;
but the relative value of corn to cloth, or to cotton goods, must
be altered by a rise of labour.

There can be no rise in the value of labour without a fall of
profits, 1f the corn is to be divided between the farmer and the
labourer, the larger the proportion that is given to the latter the
less will remain for the former. So, if cloth or cotton goods be
divided between the workman and his employer, the larger the
proportion given to the former the less remains for the latter.
Suppose, then, that owing to a rise of wages, profits fall from
10 10 g per cent., instead of addiug {550 to the common price
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of their goods (to £5500) for the profits on their fixed capital,
the manufacturers would add only 9 per cent. on that sum, or
£498, consequently the price would be £5995 instead of £Goso.
As the corn would continue to sell for {5500 the manufactured
goods in which more fixed capital was employed would fall
relatively to corn or to any other goods in which a less portion
of fixed capital entered. The degree of alteration in the relative
value of goods, on account of a rise or fall of labour, would
depend on the proportion which the fixed capital bore to the
whole capital employed. All commodities which are produced
by very valuable machinery, or in very valuable buildings, or
which require a great length of time before they can be brought
to market, would fall in relative value, while all those which
were chiefly produced by labour, or which would be speedily
brought to market, would rise in relative value.

The reader, however, should remark that this cause of the
variation of commodities”is comparatively slight in its effects.
With such a rise of wages as should occasion a fall of ¥ per cent.
in profits, goods produced under the circumstances I have sup-
posed vary in relative value only 1 per cent.; they fall with so
great a fall of profits from {6080 to £5995. The greatest effects
which could be produced on the relative prices of these goods
from a rise of wages could not exceed 6 or 7 per cent.; Jor
profits could not, probably, under any’ eircumstances, admit
of & greater general and permanent depression than to that
amaount. .

Not so with the other great cause of the variation in the value
of eommodities, namely, the increase or diminution in the
quantity of labour necessary to produce them. If to produce
the corn, eighty, instead of one hundred men, should be required,
the value of the corn would fall 2o per cent., or from {5500 to
f4400. 1f to produce the cloth, the Iabour of eighty instead
of one hundred men would suffice, cloth would fall from {6050
to £4950. An alteration in the permanent rate of profits, to
any great amount, is the effect of causes which do not operate
but in the course of years, whereas alterations in the quantity
of labour necessary to produce commodities are of daily occur-
rence, Every improvement in machinery, in tools, in buildings,
in raising the raw material, saves labour, and enables us to
produce the commodity to which the improvement is applied
with more facility, and consequently its value alters. In
estimating, then, the causes of the variations in the value of
commodities, although it would be wrong wholly to omit the
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consideration of the effect produced by a rise or fall of labour,
it would be equally incorrect to attach much importance to it;
and consequently, in the sv':sequent part of this work, though
I shall occasionally refer to this cause of variation, I shall con-
sider all the great variations which take place in the relative
value of commodities to be produced by the greater or less
quantity of lJabour which may be required from time to time to
produce them. ’

It is hardly necessary to say that commodities which bave
the same quantity of labour bestowed on their production will
differ in exchangeable value if they cannot be brought to
market in the same time.

Suppose 1 employ twenty men at an expense of {1000 for
A year in the production of a commodity, and at the end of the
year I employ twenty men again for another year, at a further
expense of {1000 in finishing or perfecting the same commodity,
and that I bring it to market at the end of two years, if profits
be 10 per cent., my commodity must sell for £2310; for I have
employed {1000 capital for one year, and f2100 eapital for
one year more. Another man employs precisely the same
quantity of labour, but he employs 1t all in the first year; he
employs forty men at an expense of f2o000, and at the end of
the first year he sells it with 10 per cent. profit, or for {2200,
Here, then, are two commodities having precisely the same

uantity of labour bestowed on them, one of which sells for
Ezgxo——the other for f2200.

This case appears to differ from the last, but is, in fact, the
same. In both cases the superior price of one commodity is
owing to the greater length of time which must elapse before it
tan be brought to market. In the former case the machinery
and cloth were more than double the value of the corn, although
only double the quantity of labour was bestowed on them. In
the second case, one commodity is more valuable than the other,
although no more labour was employed on its production. The
difference in value arises in both cases from the profits being
accumulated as cepital, and is only a just compensation for the
time that the profits were withheld.

It appears, then, that the division of capital into different
pr:sortzons of fixed and circulating capital, employed in different
trades, introduces a considerable modification to the rule, which
is of universal -application when labour is almost exclusively
employed in production; namely, that commodities never vary
in value unless a greater or less quantity of labour be bestowed
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on their production, it being shown in this section that, without
any variation in the quantity of labour, the rise of its value
merely will occasion a fall in the exchangeable value of those
goods in the production of which fixed capital is employed; the
larger the amount of fixed capital, the greater will be the fall.

SECTION V

The principle that value does not vary with the rise or fall of wages
modified also by the unequal durability of capital, and by the unequal
rapidity with which it is returned to its employer

Ix the last section we have supposed that, of two equal capitals,

in two different occupations, the proportions of fixed and circu-

lating capitals were unequal; now let us suppose them to be in
the same proportion, but of unequal durability. In proportion
as fixed capital is less durable 1t approaches to the nature of
circulating capital. It will be consumed and its value repro-
duced in a shorter time, in order to preserve the capital of the
manufacturer. We have just seen that in proportion as fixed
capital preponderates in a manufacture, when wages rise the
value of commodities produced in that manufacture 1s relatively
lower than that of commodities produced in manufactures where
circulating capital preponderates. In proportion to the less
durability of fixed capital, and its approach to the nature of
circulating capital, the same effect will be produced by the

same cause. .

If fixed capital be rot of a durable nature it will require a
great quantity of labour annually to keep it in its original state
of efficiency; but the labour so bestowed may be considered
as really expended on the commodity manufactured, which
must bear, a value in proportion to such labour., If [ had a
machine worth f20,000 which with very little labour was
efficient to the production of commodities, and if the wear and
tear of such machine were of trifling amount, and the general
rate of profit 10 per cent., I should not require much more tifin
£2000 to be added to the price of the goods, on account of the
employment of my machine; but if the wear and tear of the
machine were great, if the quantity of labour requisite to keep
it in an efficient state were that of fifty men annually, I should
require an-additional price for my goods equal to that which
would be obtained by any other manufacturer who employed
fifty men in the production of other goods, and who used no

- machinerv at all.
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But a rise in the wages of labour would nut equally affect
commodities produced with machinery quickly consumed, and
commodities produced with machinery slowly consumed. In
the production of the one, a great deal of labour would be
continually transferred to the commodity produced—in the
other very little would be so transferred. Every rise of wages,
therefore, or, which is the same thing, every fall of profits,
would lower the relative value of those commodities which
were produced with a capital of a durable nature, and would
proportionally elevate those which were produced with capital
more perishable. A fall of wages would have precisely the
contrary effect.

I have already said that fixed capital is of various degrees of
durability—suppose now a machine which could in any par-
ticular trade be employed to do the work of one hundred men
for a year, and that it woulg last only for one year. Suppose,
too, the machine to cost 5000, and the wages annually paid
to one hundred men to‘be £5000, it is evident that it would be
a matter of indifference to the manufacturer whether he bought
the machine or employed the men. But suppose labour to rise,
and consequently the wages of one hundred men for a year to
amount to £5500, it is obvious that the manufacturer would
now no longer hesitate, it would be for his interest to buy the
machine and get his work done for {soco. But will not the
machine rise in price, will not that also be worth {5500 in
consequence of the rise of labour? It would rise in price if
there were no stock employed on its construction, and no profits
to be paid to the maker of it. If, for example, the machine
were the produce of the labour of one hundred men, working
one year upon it with wages of fs50 each, and its price were
consequently £so00; should those wages rise to {55, its price
would be f5500, but this cannot be the case; less than one
hundred men are employed or it could not be sold for £s000,
for out of the {5000 must be paid the profits of stock which
employed the men. Suppose then that only eighty-five men
were employed at an expense of £50 each, or £42%0 per annum,
and that the 750 which the sale of the machine would produce
over and above the wages advanced to the men constituted
the profits of the engineer’s stock. ‘When wages rose o per
cent., he would be obliged to employ an additional capital of
£425, and would therefore employ £4675 instead of {4250, on
which capital he would only get'a profit of £325 if he continued,
to sell his machine for [5000; ' but this is precisely the case of
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all manufacture:s and capitalists; the rise of wages affects them
all. If therefore the maker of the machine should raise the
price of it in consequence of a rise of wages, an unusual quantity
of capital would be employed in the construction of such
machines, till their price afforded only the common rate of
profits.! We see then that machines would not rise in price
In consequence of a rise of wages,

The manufacturer, however, who in & general rise of wages
can bhave recourse to a machine which shall not increase the
¢harge of production on his commodity, would enjoy peculiar
advantages if he could continue to charge the same price for
his goods; but he, as we have already seen, would be obliged
to lower the price of his commaodities, or capital! would flow to
his trade till his profits had sunk to the generallevel. Thus then
is the public benefited by machinery: these mute agents are
always the produce of much less labour than that which they
displace, even when they are of the same money value. Through
their influence an increase in the price of provisions which raises
wages will affect fewer persons; it will reach, as in the above
instance, eighty-five men instead of a hundred, »9d the saving
which is the consequence shows itself in the »r Tzced price of
the commodity manufactured. Neither machines, nor the
commodities made by them, rise in real value, but all com-
modities made by machines fall, and fall in proportion to their
durability,

It will be seen then, that in the early stages of society, before
much machinery or durable capital is used, the commodities
produced by equal capitals will be neady of equal value, and
will rise or fall only relatively to each other on account of more
or_less labour being required for their production; but after
the introduction of these expensive and durable instruments,
the commodities produced by the employment of equal capitals
will be of very unequal value, and although they will still be
liable to rise or fall relatively to each other, as mare or less
labour becomes necessary to their production, they will be
subject to another, though & minor variation, also from the rise

1 We here see why it is that old tries are ly impelled to
employ machinery, and new countries to emplu{a labour. With every
dith 'ti of providing for the maintenance of men, labour y rises,
and with every rise in the price of labour, new temptations are offered to
the use of machinery. This difficulty of providing the maintenance of
men is in constant ‘mc_ation in old countries; in new ones a very great
increase in the po; tion may take place without the least rise in the

wages of labour.” {t tnay be as easy to provide for the seventh, eighth, and
ninth million of men as for the second, third, and fourth,
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or fall of wages and profits. Since goods which sell for £5000
may be the produce of a capital equal in amount to that from
which are produced other goods which sell for f10,000, the
profits on their manufacture will be the same; but those profits
would be unequal if the prices of the goods did not vary with
w rise or fall in the rate of profits.

It appears, too, that in proportion to the durability of capital
employed in any kind of production the relative prices of those
commodities on which such durable capital i8 employed will
vary inversely as wages; they will fall as wages rise, and rise
as wages fall; and, on the contrary, those which are produced
chiefly by labour with less fixed capital, or with fixed capital
of a less durable character than the medium in which price is
estimated, will rise as wages rise, and fall as wages fall,

SECTION VI
On an lavariable measure of value

WHEN commodities varied in relative value it %vould be desir-
able to have the means of ascertaining which of them fell and
which rose in real value, and this could be effected only by
comparing them one after another with some invariable standard
measure of value, which should itself be subject to none of the
fluctuations to which other commodities are exposed. Of such
8 measure it is impossible to be possessed, because there is no
commodity which is not itself exposed to the same variations
as the things the value of which is to be ascertained; that is,
t! sre is none which is not subject to require more or less labour
fo- its production. But {f this cause of variation in the value
of & medium could be removed—if it were possible that in th
roductien of our money, for instance, the same quantityof
ﬁ\bour should at all times be required, still it would not be a
perfect standard or invariable measure of value, because, as Y
have already endeavoured to explain, it would be subject to
relative vanations from a rise or fall of wages, on account ot
the different proportions of fixed capital which might be neces-
sary to produce it, and to produce those other commodities
whose alteration of value we wished to ascertain. It might be
subject to variations, too, from the same cause on account of
the different degrees of durability of the fixed capital employed
on it, and the commodities to be compared vith it—or the time
necessary to bring the one to market might be longer or shorter
than the time necessary to bring the gher cormodities to
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market, the variations of which were to be determined; all
which circumstances disqualify any commodity that can be
thought of from being a perfectly accurate measure of value.

If, for example, we were to fix on gold as a standard, it is
evident that it is but a commodity obtained under the same
contingencies as every other commodity, and requiring labour
and fixed capital to produce it. Like every other commodity,
improvements in the saving of labour might be applied to its
production, and consequently it might fall in relative value
to other things merely on account of the greater facility of
producing it. .

If we suppose this cause of variation to be removed, and the
same quantity of labour to be always required to obtain the
same quantity of gold, still gold would not be a perfect measure
of value, by which we could accurately ascertain the variations
in all other things, because it would not be produced with pre-
cisely the same combinations of fixed and circulating capital as
all other things; nor with fixed capital of the same durability;
nor would it require precisely the same length of time before
it could be brought to market. It would be a perfect measure
of value for all things produced under the same circumstances
precisely as itself, but for no others. If, for example, it were
produced under the same circumstances as we have supposed
necessary to produce cloth and cotton goods, it would be &
perfect measure of value for those things, but not so for corn,
for coals, and other commodities produced with either a less or
a greater proportion of fixed capital, because, as we have shown,
every aiteration in the permanent rate of profits would have
_some effect on the relative value of all these goods, independently

f any alteration in the quantity of labour employed on their
production. If gold were produced under the same circumn-
stances as corn, even if they never changed, it would not, for
the same reasons, be at all times a perfect measure of the value
of cloth and cotton goods. Neither gold, then, nor any other
commodity, can ever be a perfect measure of value for ali things;
but I bave already remarked that the effect on the relative
prices of things, from a variation in profits, is comparatively
“slight; that by far the most impertant effects are produced by
the varying qiantities of labour required for production; and
therefore, if we suppose this important cause of variation
removed from the production of gold, we shall probably possess

. @s near an approxmation to a standard measure of value as
can be theoreticall; §onceived. May net gold be considered as
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commodity produced with such proportions of the two kinds
£ capital as approach nearest to the average quantity employed
A the production of most commodities? May not these pro-
wortions be so nearly equally distant from the two extremes,
he one where little fixed capital s used, the other where
ittle labour is employed, as to form a just mean between
.hem? , )

1f, then, I may suppose myself to be possessed of a standard
o nearly approaching to an invariable one, the advantage is
hat I shall be enabled to speak of the variations of other things
sithout embarrassing myself on every occasion with the con-
sideration of the possible alteration in the value of the medium
in which price and value are estimated.

To facilitate, then, the object of this inquiry, although 1
fully allow that money made of gold is subject to most of the
vanations of other things, I shall suppose it to be invariable,
and therefore all alterations in price to be occasioned by some
alteration in the value of the commodity of which I may be
speaking. '

Before I quit this subject; it may be proper t¢ observe that
Adam Smith, and all the writers who have followed him, have,
iwithout one exception that I know of, maintairied that a rise
in the price of labour would be uniformly followed by a rise in
the price of all commodities. I hope I have succeeded in show-
ing that there are no grounds for such an opinion, and that
only those commodities would rise which had less fixed capital
temployed upon them than the medium in which price was
estimated, and that all those which had more would positively
fall in price when wages rose. On the contrary, if wages fell, -
those commaodities only would fall which had a less proportiond
7 i fixed capital employed on them than the medium in whiciis
! hrice was estimated; all those which had more would positivethe
' ise in price. . 43 of

I€ is necessary for me also to remark that I have not:d, ifor
ecause one commeodity has so much labour bestowed ities had

s will cost {1000, and another so much as will cone forme:

hat therefore one would be of the value of {1000, anchd quartess

| the value of f2000; but I have said that their v

each other as two to one, and that in those pro~*

iill be exchanged. It is of no importance to~} 23

octrine whether one of these commodities seV', =23

;e other for 2200, or one for {1500 and th | 5o

ito that question I do not at present inoe  ———
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that their relative values will be governed by the relative’
quantities of labour bestowed on their production.t ‘

SECTION VII

Different effects from the alteration in the value of money, the medium ir:

which pricg is always expressed, or from the alteration in the valu

of the commodities which money purchases z
ArtroucH I shall, # T have already explained, have occasion
to consider money as invariable in value, for the purpose of
more distinctly pointing out the causes of relative variations in
the value of other things, it may be useful to notice the different
effects which will follow from the prices of goods being altered
by the causes t¢ which I have already adverted, namely, the
different quantities of labour required to produce them, and their
being altered by a variation in the value of money itself.

Money being a variable commodity, the rise of money-wages
will be frequently occasioned by a fall in the value of money.
A rise of wages from this cause will, indeed, be invariabl
accompanied by a rise in the price of commodities; but in suc
cases it will be found that labour and all commodities bave not
varied in regard to each other, and that the variation has been
confined to money.

Money, from its being a commodity obtained from a foreign
country, from its being the general medium of exchange between
all civilised countries, and from its being also distributed among
those countries in proportions which are ever changing with
every improvement in commerce and machinery, and with every
increasing difficulty of obtaining food and necessaries for an

rincreasing population, is subject to incessant variations. In,
“Stating the principles which regulate exchangeable value and
' * “ice, we should carefully distinguish between those variation;-g
£"ch belong to the commodity itself, and those which are
st: 'Adoned by & variation in the medium in which value i¢

MR

o t,.g.t‘ed or price expressed. {

"= . italthus remarks on this doctrine, “ We bave the power indp
L TS call the labour which has been employed upon a o

R acd but in so0 doing we use words in & different sense from t

. meen vl Vohare customarily used; we confound at once the very im
v te. ¢1,~+ tiion between cost and value ; and render it almost impossih®
RS

, “clearness the main stimulus to the production of wealtf
th var i, %aris upon this distinction.” '
Mo oto, 1t » wars to think that it is a part of my doctrine that '

- ko 0&.(“5,"“.3 should be the same; it is, if he means by cog
WY . faed b ' including profits. In the above passage, this t

. a» w-af ¢ AP0\ and therefore he has not clearly unde :tood me.

S T R SR U N
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A rise in wages, from an alteration in the value of money,
}oduces a general effect on price, and for that reason it pro-
‘luces no real effect whatever on profits. On the contrary, a
rise of wages, from the circumstance of the labourer being more
'iberally rewarded, or from a difficulty of procuring the neces-
uaries on which wages are expended, does not, except in some
instances, produce the effect of raising price, but has a great
2ffect in lowering profits. In the one case, no greater proportion
of the annual labour of the country is devoted to the support of
‘the labourers; in the other case, a larger portion is so devoted.
1t is according to the division of the whole produce of the land
of any particular farm, between the thr¥e classes, of landlord,
capitalist, and labourer, that we are to judge of the tise or fall
of rent, profit, and wages, and not according to the value at
which that produce may be estimated in a medium which is
confessedly variable.

It is not by the absolute quantity of produce obtained by
either class that we can correctly judge of the rate of profit,
-ent, and wages, but by the quantity of labotr required to
obtain that produce, By improvements in machinery and
griculture the whole produce may be doubled; but if wages,
rent, and profit be also doubled, these three will bear the same
proportions to one another as before, and neither could be said
to have relatively varied. But if wages partook not of the whole
of this increase; if they, instead of being doubled, were only
increased one-half; if rent, instead of being doubled, were only
increased three-fourths, and the remaining increass went to
tprofit, it would, I apprehend, be correct for me to say that
»vent and wages had failen while profits had risen; for if we had
Jn invariable standard by which to measure the value of this
produce we should find that & less value had fallen to the
2lass of labourers®and landlords, and a greater to the class of
Lapitalists, than bad been given before. We might find, for
& “mple, that though the absolute quantity of commodities bad
t{_en doubled, they were the produce of precisely the former
fyoantity of labour. Of every hundred hats, coats, and quarters
tf corn produced, if :

o

The labourers had before . . . 25
Thelandlords . . . . . . 23
And the capitalists . . . . . 50

L 1003
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And if, after these commodities were double the quantity,
every 100
The labourershadonly . . . . 22
Thelandlords . . . + + . 22
And the capitaﬁsts . s e e 56
’ 100:

In that case I should say that wages and rent had fallen and
profits risen; though, in consequence of the abundance of
commodities, the quantity paid to the labourer and landlord
would have increased in the proportion of 25 to 44. Wages
are to be estimated by their real value, viz., by the quantity of
labour and capital employed in producing them, and mot by
their nominal value either in coats, hats, money, or corn.
Under the circumstances I have just supposed, commodities
woulc have fallen to half their former value, and if money had
not vavied, to half their former price also. If then in this
medium, which had not varied in value, the wages of the labourer
should be found to have fallen, it will not the less be a real fall
because they might furnish him with a greater quantity of cheap
commodities than his former wages,

The variation in the value of money, however great, makes no
difference in the rafe of profits; for suppose the goods of the
manufacturer to rise from {1000 to {2000, or 100 per cent., if his

- capital, on which the variations of money have as much effect
as on the value of produce, if his machinery, buildings, and
stock in trade rise also a 100 per cent., his rate of profits will be
the same, and he will have the same quantity, and no more,
of the produce of the labour of the country at his command,

If, with a capital of a given value, he can, by economy in
labour, double the quantity of produce, and it fall to half its
former price, it will bear the same proportion to the capital that
produced it which it did before, and consequently profits will
still be at the same rate,

1f, at the same time that he doubles the quantity of produce
by the employment of the same capital, the value of money is
by any accident lowered one half, the produce will sell for twicé“
the money value that it did before; but the capital employed.
to produce it will also be of twice its former money value; and¢
therefore in this case, too, the value of the produce will bear 1*

same proportion to the value of the capital as it did before;
‘although the produce be doubled, rent, wages, and profits %+
,»1ly vary as the proportions vary, in which this double prod. 4

s



CHAPTER I
ON RENT

i I remains however to be considered whether the appropriation
\of land, and the consequent creation of rent, will occasion any
variation in the relative value of commodities independently
sof the quantity of labour necessary to production. In order
to understand this part of the subject we must inquire into
the nature of rent, and the laws by which its rise or fait i+
regulated. < )
Rent is that portion of the produce of the earth which is paid
to the landlord for the use of the original and indestructible
owers of the soil. It is often, however, confounded with the
Interest and profit of capital, and, in popular language; the
term is applied to whatever is annually paid by a farmer to his
landlord. If, of two adjoining farms of the same extent, and
of the same natural fertility, one had all the conveniences of
farming buildings, and, besides, were properly drained and
manured, and advantageously divided by hedges, fences, and
walls, while the other had none of these advantages, more
remuneration would naturally be paid for the use of one than
for the use of the other; yet in both cases this remuneration
would be called rent. § But it is evident that a portion only
of the money annually™to be paid for the improved farm would
be given for the original and indestructible powers of the soil;
the other portion would be paid for the use of the capital which
had been employed in ameliorating the quality of the land, and
in erecting such buildings as were necessary to Secure and
preserve the produce.{ Adam Smith sometimes speaks of rent
in the strict sense to which I am desirous of confining it, but
more often in the popular sense in which the term is usually
employed. He tells us that the demand for timber, and its
consequent high price, in the more southern countries of Europe
_caused & rent to be paid for forests in Norway which could
apre afford no rent. Is it not, however, evident that the
¥ f... 00 who paid what he thus calls rent, paid it in consideration
1.-+t% valuable commodity which was then stapdin~~7- Tand,,
wn’ €35% ; Zr TS T
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Ad that be actually repaid himself with a profit by the sa.‘,
of the timber? If, indeed, after the timber was removed, , any
compensation were paid to the landlord for the use of the land;
for the purpose of growing timber or any other produce, thkx
a view to future demand, such compensation might justly be,
called rent, because it wquld be paid for the productive powm
of the la.nd; but in the case stated Ly Adam Smith, the com-
pensation was paid for the liberty of removing and selling ths
timber, and not for the liberty of growing it. He speaks also
of the rent of coal mines, and of stone quarries, to which the
same observation applies—that the compensation given lor the
‘tine or quarry is paid for the value of the coal or stone which

can be removed from them, and has mo connection mth the

ric”y 1 indestructible powers of the land. This is a dis-
vonT - feat importance in an inquiry concerning reat and
prt.5's, ¢ *is found that the laws which regulate the progress
B 'f"i- widely different from those which regulate the
m-,,fn.-..- < its, and seldom operate in the same direction
Ir all i >x ve 1 zountries, that which is annually paid to the
lenadré 3 s 'ung of both characters, rent and profit, is some-
times kept §s' .uonary by the effects of opposing causes; at
ather times aivances or recedes as one or the other of these
causes preponderates. In the future pages of this work, then,
whenever I speak of the rent of land, I wish to be understood
as speaking of that compensation which is paid to the owner of
land for t'ic . _c of its original and indestructible powers.

On the V5t settling of a country in which there is an abun-
dance of rich and fertile land, a very small proportion of which
is required to be cultivated for the support of the actual popu-
lation, or indeed can be cultivated with the capital which the
population can command, there will be no rent; for no one
would pay for the use of land when there was an abundant
quantity not yet appropriated, and, therefore, at the disposal
of whosoever might choose to cultivate it.

On the common principles of supply and demand, no rent
could be paid for such land, for the reason stated why nothmg
is given for the use of air and water, or for any other of the
of nature which exist in boundless quantity. With a glven
quantity of materials, and with the assistance of the pressure
of the atmosphere, and the elasticity of steam, engines may
perform work, and abridge human labour to a very great extent;
© wut wo charge 1 made for the use of these natural aids, because
they p~inexhaustible and at every man’s disposal. In the
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same manner, the brewer, the distiller, the dyer, make incessant
use of the air and water for the production of their commodities;
but as the supply is boundless, they bear no price* If all land
had the same properties, if it were unlimited in quantity, and
uniform in quality, no charge could be made for its use, unless
where it possessed peculiar advantages of situation, It is only,
then, because land is not unlimited in quantity aand uniform
quality, and because, in the progress of population, land of an
inferior quality, or less advantageously situated, is called into
cultivation, that rent is ever paid for the use of it. When, in
the progress of society, land of the second degree of fertility is
taken Mto cultivation, rent immediately commences on that
of the first quality, and the amount of that rent will depend on
the difference in the quality of these two portions of land.

When land of the third quality is taken into cultivation, rent
immediately commences on the second, and it is regulated as
before by the difference in their productive powers. At the
same time, the rent of the first quality will rise, for that must
always be above the rent of the second by the difference between
the produce which they yield with a given quantity of eapital
and labour. With every step in the progress of papulation,
which shall oblige a country to have recourse to land of & worse
quality, to enable it to raise its supply of foad, rent, on all the
more fertile land, will rise, ]

Thus suppose land—No. 1, 2, 3—to yield, with an equal
employment of capital and labour, a net produce of 100, g0,
and Bo quarters of corn., In a new country, where there is an
abundance of fertile land compared with the population, and
where therefore it is only necessary to cultivate Na. 1, the
whole net produce will belong to the cultivator, and will be the
profits of the stock which he advances. As soon as population
had so far increased as to make it necessary to cultivate No, o,
from which ninety quarters only can be obtained after support-
ing the labourers, rent would commence on No. 1; for either
there must be two rates of profit on agricultural capital, or ten

14 The earth, as we have already seen, {s not the only agent of nature
which has 8 productive power; but it is the only one, or nearly so, that one
set of men take to themselves to the axclusion of others; and of which,
conseo?uently, they can appropriate the benefits, The waters of rivers,
and of the sea, by the power which they have of giving movement to our
machines, carrying our boats, ourishing our fish, have also a productive

ower ; wind wbich turns our mills, and even the heat of the sun, work
or us; but bappily no one has yet been able to say, the * wind and the sun
are tnine, and the service which they reader must be paid for.!. "—Econowse
Polstsque, par J. B. Say, vol. i p. 124 ’
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quarters, or the value of ten guarters must be withdrawn from
the produce of No. 1 for some other purpose. Whether the
proprietor of the land, or any other person, cultivated No. 1,
these ten gquarters would equally constitute rent; for the culti-
vator of No. 2 would get the same result with his capital whether
he cultivated No. 1, paying ten quarters for rent, or continued
to cultivate No. 2, paying no rent. In the same manner it
might be shown that when No. 3 is brought into cultivation,
the rent of No. 2 must be ten quarters, or the value of ten -
quarters, whilst the rent of No. 1 would rise to twenty quarters;
for the cultivator of No, 3 would have the same profits whether
he paid twenty quarters for the rent of No. 1, ten quarters for
the rent of No. 2, or cultivated No. 3 free of all rent.

It often, and, indeed, commonly happens, that before No. 2,
3, 4, or 5, or the inferior Jands are cultivated, capital can be
employed more productively on those lands which are already
in cultivation. It may perhaps be found that by doubling the
original capital employed on No. 1, though the produce will not
be doubled, will not be increased by 100 quarters, it may be
increased by eighty-five quarters, and that this quantity exceeds
what could be obtained by employing the same capital on
land No. 3.

In such case, capital will be preferably employed on the old
land, and will equally create a rent; for rent is always the
difference between the produce obtained by the employment of
two equal quantities of capital and labour. If, with a capital
of L1000 a tenant obtain roo quarters of wheat from his land,
and by the employment of a second capital of {1000 he obtain
a further return of eighty-five, his landlord would have the
power, at the expiration of his lease, of obliging him to pay
fifteen quarters or an equivalent value for additional rent; for
there cannot be two rates of profit. If he is satisfied with a
diminution of fifteen quarters in the return for his second
£r000, it is because no employment more profitable can be
found for it. The common rate of profit would be in that
proportion, and if the original tenant refused, some other person
would be found willing to give all which exceeded that rate of
profit to the owner of the land from which he derived it.

In this case, as well as in the other, the capital last employed
pays no rent. For the greater productive powers of the first
£1000, fifteen quarters, is paid for rent, for the employment of
the second f1oc0 no rent whatever is paid. If a third froco
be employed on.the same land, with a return of seventy-five
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quarters, rent will then be paid for the second fro00, and will
be equal to the difference between the produce of these two,
or ten quarters; and at the same time the rent for the first
£1000 will rise from fifteen to twenty-five quarters; while the
last L1000 will pay no rent whatever.

If, then, good land existed in a quantity much more abundant
than the production of food for an increasing population required,
or if capital could be indefinitely employed without a diminished
return on the old land, there could be no rise of rent; for rent
invariably proceeds from the employment of an additional
quantity of lakour with a proportionally less return.

The most fertile and most favourably situated land will be
first cultivated, and the exchangeable value of its produce will
be adjusted in the same manner as the exchangeable value of
all other commodities, by the total quantity of labour necessary
in various forms, from first to last, to produce it and bring it
to market. When land of an inferior quality is taken into
cultivation, the exchangeable value of raw produce will rise,
because more labour is required to produce it.

The exchangeable value of all commodities, whether they be
manufactured, or the produce of the mines, or the produce of
land, is always regulated, not by the less quantity of labour
that will suffice for their production under circumstances highly
favourable, and exclusively enjoyed by those who have peculiar
facilities of production; but by the greater quantity of labour
necessarily bestowed on their production by those who have no
such facilities; by those who continue to produce them under
the most unfavourable circumstances; meaning—by the most
unfavourable circumstances, the most unfavourable under
which the quantity of produce required renders it necessary to
carry on the production.

TIP in & charitable institution, where the poor are set to
work with the funds of benefactors, the general prices of the
commodities, which are the produce of such work, will not be
governed by the peculiar facilities afforded to these workmen,
but by the common, usual, and natural difficulties which every
other manufacturer will have to encounter. The manufacturer
enjoying none of these facilities might indeed be driven alto-
gether from the market if the supply afforded by these favoured
workmen were equal to all the wants of the community; but
if he continued the trade, it would be only on condition that he
should derive from it the usual and general rate of profits on
stock; and that could only happen when his commodity sold
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for a price Ptogdrtioned to the quantity of labour bestowed on
its production.

It is true, that on the best land, the same produce would still
be obtained with the same labour as before, but its value would
be enhanced in consequence of the diminished returns obtained
by those who employed fresh labour and stock on the less fertile
land. Notwithstanding, then, that the ndvantages of fertile
over inferfor lands are in no case lost, but only transferred from
the cultivator, or consumer, to the landlord, yet, since more
labour is required on the inferior lands, and since it is from such
land only that we ate enabled to furnish ourselves with the
additienal supply of raw produce, the comparative value of
that produce will continue permanently above its former {evel,
and make it exchange for more hats, cloth, shoes, etc., ete., in
the production of which no such additional quantity of labour
is required.

The reason, then, why raw produce rises in comparative value
is because more labour is employed in the production of the
last portion obtained, and not because a rent is paid to the
landlord. The value of com is regulated by the quantity of
labour bestowed on its production on that quality of land, or
with that portion of capital, which pays no rent. ]

ich because a rent is paj b;{t a ;égt is ppid because corg is
t ustly observ t no reduction would
ce place in the price of corn although landlords should forego

the whole of their rent. Such a measure would only enable
some farmers to live like gentlemen, but would not diminish

1 Has not M. Say forgotten, in the following passaf,, that ft is the cost
of production which ultimately regulates price? * The produce of labour
employed on the land has this peculiar property, that it does oot become
more dear by becoming mare scarce, because population always diminishes
at the same time that food dimiashes, and quently the quantity of
these products demanded diminishes at the same time as the guantity
supplied. Besides, it is pot observed that corn is more dear in those places
where there is plenty of uncultivated land, than in completely cultivated
countries. Engiand and Franoce were much more imperfectly cultivated in
the middle ages than they are now; they produced much less raw produce:
nevertheless, from all that we can judge by a companson with the value
of other things, comn was not scld at a dearer price. 1f the produce was
less, s0 was the population; the weakness of the demand eompensated the
feebleness of the supply ” (vol. ii. 338). M. Say being impressed with the
opinion that the price of commodities is regulated by the price of labour;
and justly supposing that chantable institutions of all sorts tend to increase
the population beyond wbat it othermse would be, and therefore to lower
wages, says, " I suspect that the cheapness of the goods which come from
-England is partly d by the ous charitable institutions which
exist in that country ” {vol. fi. 277). This is a consistent epinion in one
who maintaing that wages regulate prics.




On Rent 39

the quantity of labour necessary to raise taw Produce on the
least productive land in cultivation,

Nothing is more common than to heat of the advantages
which the land possesses over every other source of useful
produce, on account of the surplus which it yields in the form
of rent. JYet when land is most abundant, when most pro-
(ductive, and most fertile, it yields no rent; and it is only when
its powers decay, and less is yielded in return for labour, that
a share of the original produce of the more fertile portions is
set apart for rent.jlt is singular that this quality in the land,
which should hav¥ been noticed #s an imperfection compared
with the natural agents by which manufacturers are assisted,
should have been pointed out as constituting its peculiar pre-
eminence. If air, water, the elasticity of steam, and the pressure
of the atmosphere were of various qualities; if they could be
appropriated, and each quality existed only in moderate abund-
ance, they, as well as the land, would afford a rent, as the
successive qualities were brought into use. With every worse
quality employed, the value of the commodities in the manu-
facture of which they were used would rise, because equal
quantities of labour would be less productive. Man would do
more by the sweat of his brow and nature perform less; and
the land would be no longer pre-eminent for its limited powers.

If the surplus produce which land affords in the form of rent
be an advantage, it is desirable that, every year, the machinery

newly constructed should be less efficient than the old, as that

would undoubtedly give a greater exchangeable value to the
goods manufactured, not only by that machinery but by all
the other machinery in the kingdom; and a rent would be paid
to all those who possessed the most productive machinery.

1% In agricuiture, too,” says Adam Smith, ® nature tabours along with
man; and though ber labour costs no expense, its produce has its value,
as well as that of the most expensive workman.” The labour of nature is
paid, not because she does much, but because she does little. In propor-
tion as she becomes niggardly in her gifts she exacts a greater price for ber
work. Where she is munificently beneficent she always works gratis.
* The labouring cattle employed in agriculture not only occasion, like the
workmen o factures, the reproduction of a value equal to their own
consumption, or to the capital which employs them, together with its
owaer’s profits, but of & much greater value, Over and above the capital
of the farmer and al its profits, they regularly oecasion the reproduction of
the rent of the landlord. This rent may be considered as the produce of
those powers of nature, the use of which the larMiord lends to the farmer.
It is greater or smaller according to the supposed extent of those powers,
cx, in other words, ding to the supp natwral or improved fertility
of the land. 1t is the work of pature which remains, after deducting or
compensating everytbing which cap be regarded as the wark of man. It
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;l'he rise of rent is always the effect of the increasing wealth
ol the country, and of ghe difficulty of providing food for its
augmented population.§ It is a symptom, but 1t is never a
cause of wealth; for Wealih pften inCreases most rapidly v
rent is either stationary, or even falling. Rent increases most
Yapidly a5 the disposable Tarid"decreases in its productive
powers. Wealth increases most rapidly in these countries
where the disposable land is most fertile, where importation is
least restricted, and where, through agricultural improvements,
productions can be multiplied without any increase in the pro-
portional quantity of labour, and where consequently the
progress of rent is slow.

1f the high price of corn were the effect, and not the cause of
rent, price would be proportionally influenced as rents were
high or low, and rent would be a component part of price. But
that corn which is produced by the greatest quantity of labour

is seldom less than a fourth, and frequently more than a third of the whole
produce. No equal quantity of productive labour employed in manufac~
tures can ever occasion so great a reproduction. In fAem nature doss
nothing, man does all ; and the reproduction must always be in proportion
to the strength of the agents that occasion it. The capital empioyed in
agricuiture, therefore, not only puts into motion a greater quantity of
productive labour than any equal capital employed in manufactures, but in
proportion, too, to the quantity of the productive labour which it employs
it adds a much greater value to the anaual produce of the land and labour
of the country, to the real wealth and revenue of its inbabitants. Of all
the ways in which a eaPita! can be employed, it is by far the most advan-
tageous to the society."—Book II. chap. v. p. 15.

Does pature nothing for man in manufactures? Are the powers of wind
and water, which move our machinery and assist navigation, nothing?
The pressure of the atmosphere and the elasticty of steam, which enabler
us to work the most stupendous engines—are they not the gifts of nature?
‘To say nothing of the effects of the matter of heat in softening and melting
metals, of the decomposition of the atmosphere in the process of d
and fermentation. There is not a manufacture which can be mestion
in which nature does not give her assistance to man, and give it, too,
generously and gratuitously.

In remarking on the passage which I bave copied from Adam Smith,
Mr. Buchanan observes, * I bave endeavoured to show, in the observations
on productive and unproductive labour, contained in the fourth volume,
that agriculture adds no mare to the national stock than any other sort
of industry. In dwelling on the reproduction of rvent as 80 great an
advantage to society, Dr. Smith does not reflect that rent is the effect of
high price,.and that what the landlord gains in this way be gains at the
expense the eommpunity at large. There is no absolute gain to the
society by the reproduction of rent; it is only one class profiting at the
expense of another class. The notion of agricuiture yrelding a produce,
and a rent in quence, b nature s with b industry
in the process of cultivation, is 8 mere fancy. It is not from the produce,
_but from the price at which the produce is sold, that the rent is denved;
and this price is got not becanse pature assists in the prodtwtim’ but
because it is thé prioe which suits the consamptioa to the supply, '
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is the regulator of the price of con; and rent does not and
cannot enter in the least degree as & component part of its
price.! Adam Smith, therefore, cannot be correct in supposing
that the original rule which regulated the exchangeable value
of commodities, namely, the comparative quantity of labour by
which they were produced, can be at all altered by the appro-
priation of land and the payment of rent. Raw material enters
into the composition of most commodities, but the value of that
raw material, as well as corn, is regulated by the productiveness
of the portion of capital last employed on the land and paying
no rent; and therefore rent is not a component part of the price
of commodities.

We have been hitherto considering the effects of the natural
progress of wealth and population on rent in a country in which
the land is of variously productive powers, and we have seen
that with every portion of additional capital which it becomes
necessary to employ on the land with a less productive return
rent would rise. It follows from the same principles that any
circumstances in the society which should make it unnecess
to employ the same amount of capital on the land, and wh?g
should therefore make the portion last employed more pro-
ductive, would lower rent. Any great reduction in the capital
of a country which should materially diminish the funds
destined for the maintenance of labour, would naturally have
this effect. Population regulates itself by the funds which are
to employ it, and therefore always increases or diminishes with
the increase or diminution of capital. Every reduction of
capital is therefore necessarily followed by a less effective
demand for corn, by a fall of price, and by diminished cultiva-
tion. In the reverse order to that in which the accumulation
of capital raises rent will the diminution of it lower rent. Land
of a less unproductive quality will be in succession relinquished,
the exchangeable value of produce will fall, and land of a
superior quality will be the land last cultivated, and that which
will then pay no rent,

The same effects may, however, be produced when the wealth
and population of a country are increased, if that increase is
accompanied by such marked improvements in agriculture as
shall have the same effect of diminishing the necessity of culti-
vating the poorer lands, or of expending the same amount of
capital on the cultivation of the more fertile portions,

1 clearly understanding this principle is, I
o S S e e o Lo s of e
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If & million of quarters of corn be necessary for the support
of a given population, and it be raised on land of the qualities
of Na. 1, 2, 3§ 4nd if an improvement be afterwards discovered
by which it can be raised on No. 1 and 2, without employing

0. 3, it is evident that the immediate effect must be a fall of
rent; for No. 2, instead of No. 3, will then be cultivated without

Waying any rent; and the rent of No. 1, instead of being the
:iference between the produce of No. 3 and No. ¥, will be the

ifference only between No. 2 and 1. With the same popula-
tion, and no more, there can be no demand for any additional
quantity of corn; the capital and labour employed on No. 3
will be devoted to the production of other commaodities desirable
to the community, and can have no effect in raising rent, unlcss
the raw material from which they are made cannot be obtained
without employing capital less advantageously on the land, in
which case No. 3 must again be cultivated.

It is undoubtedly true that the fall in the relative price of
raw produce, in consequence of the improvement in agriculture,
or rather in consequence of less labour being bestowed on its
production, would naturally lead to increased accumulation;
for the profits of stock would be greatly augmented. This
accumulation would lead to an increased demand for labour, to
higher wages, to an increased population, to a further demand
for raw produce, and to an increased cuitivation. It is only,
however, after the increase in the population that rent would
be as high as before; that is to say, after No. 3 was taken into
cultivation. A considerable period would have elapsed,
attended with a positive diminution of rent.

But improvements in_agriculture are of two kinds:- those
which 1Creds€ the productive powers ot th: and those
which enable us, by improving our machinery, to obtain its
produce with less labour. They both lead to a fall in the price{
of raw produce; they both affect rent, but they do not affect
it equally. If they did not occasion & fall in the price of raw
produce they would not be improvements; for it is the essential
quality of an improvement to diminish the quantity of labour
before required to produce g commodity; and this diminution
cannot take place without a fall of its price or relative value.

The improvements which increased the productive powers of
the land are such as the more skilful rotation of crops or the
better choice of magure. These, improvements absolutely
.enable us to obtain thé same produce from a smaller quantity
of land. If, by the introduction of & course of turnips, I ean
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feed my sheep besides raising my corn, the land on which the
sheep were before fed becomes unnecessary, and the same
quantity of raw produce is raised by the employment of a less
quantity of land. If I discover a manure which will enable me
to make a piece of Jand produce 20 per cent. more cotn, 1 may
withdraw at least a portion of my capital from the most unpro-
ductive part of my farm. But, as I before observed, it is not
necessary that land should be thrown out of cultivation in order
to reduce rent: to producs this effect, it is sufficient that suc-
cessive portions of capital are employed on the same land with
different results, and that thé portion which gives the least
result should be withdrawn. 1f, by the introduction of the
turnip husbandry, or by the use of & more invigorating tmanure,
I can obtain the same produce with less capital, and without
disturbing the difference between the productive powers of the
successive portions of capital, I shall lower rent; *for a different
and more productive portion will be that which will form the
standard from which every other will be reckoned. If, for
example, the successive portions of capital yielded yoo, 9o, 80,
703 whilst I employed these four portions, my reat would be
6o, or the difference between .
70 and 100 == 36

7o and g0 =130 32
7o ead 8o = o whilst the produce. would‘be 340 70

6—'0 —_—

100

340

and while T employed these portions, the rent would remain
the same, although the produce of each should have an equal
augmentation. If, instead of roo, go, 8o, 70, the produce
should be increased to 125, 11§, 105, 95, the rent would still
be 60, or the difference between

95 ang 125 = %0 ::g
93 and 315 = 20 whilst the produce would be 105
95 and 105 = f_‘:} increased to 440 95

6o 440

But with such an increase of produce, without an increase of
demand,! there could be no motive for employing so much

! I hope 1 am not understood as undervaluing the importance of all sorts
of impr ts in agricul to landiords—their itnmediate effect is to
lower rent; but as they give a great stimulus to ulation, and at the
same time enable us to cultivate poorer ‘ands with less labour, they are
ultimately of immense advantage to landlords. A mod, however, must
elapse during which they are positively injurious to him,
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capital on the land; one portion would be withdrawn, and
consequently the last portion of capital would yield 105 instead
of 95, and rent would fall to 30, or the difference between

10§ and 115 = 10| adequate to the wants of the popula-

108 and 125 :='20\ whilst the produce will be still [ 123
—} tion, for it would be 345 quarters,
or

30 343

the demand being only for 340 quarters—But there are im-
provements_which pay Jowe e vEGE o1 '(]'r", ’

Toney rent of land. Such unprovemts do not Increase the
productivé powers of the land, but they enable us to obtain

its produce with less labour. They are rather directed to the
formation of the capital g\?lied to the land than to the culti,

vation of the land itself. Jimprovements in agricultural imple
ments, such as the plough and the thrashing machine, econom
in the use of horses employed in husbandry, and a better know
ledge of the veterinary art, are of this nature. § Less capital,
which is the same thing as less labour, will be effiployed on the
land; but to obtain the same produce, less land cannot be
cultivated. Whether improvements of this kind, however,
affect corn rent, must depend on the question whether the
difference between the produce obtained by the employment of
different portions of capital be increased, stationary, or dimin-
ished. 1If four portions of capital, 50, 60, 70, 80, be employed
on the land, giving each the same results, and any improve-
ment in the formation of such capital should enable me to with-
draw § from each, so that they should be 43, 55, 65, and 715,
no alteration would take place in the corn rent; but if the
improvements were such as to enable me to make the whole
saving on that portion of capital which is least productively
employed, corn rent would immediately fall, because the ciffer-
ence between the capital most productive and the capital least
productive would be diminished; and it is this difference which
constitutes rent. -

Without multiplying instances, I hope enough has been said
to show that whatever diminishes the inequality in the produce
obtained from successive portions of capital employed on the
same or on new land tends to lower rent; and that whatever
increases that inequality, necessarily produces an, opposite
effect, and tends to raise it.

" In speaking of the rent of the landlord, we have rather con~
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sidered it as the proportion of the produce, obtained with a given
capital on any given farm, without any reference to its exchange-
able value; but since the same cause, the difficulty of production,
raises the exchangeable value of raw produce, and raises also
the proportion of raw produce paid to the landlord for rent, it ia
obvious that the landlord is doubly benefited by difficulty of
production. First, he obtains a greater share, and, secondly,
the commodity in which he is paid is of greater value.!

3 To make this obvious, and to show the degrees in which corn and
money rent will vary, let us suppose that the labour of ten men will, on
land of a certain quality, obtain 180 quarters of wheat, and its value to be
£4 per quarter, or £730; and that the labour of ten additional men will,
on the same or any other land, produce only 170 quarters in addition;
wheat would rise from {4 to {4 4s. 8d. for 270: 180: : £4: £4 5. 84.; or,
as in the production of 170 quarters, the labour of 10 men is necessary in
one case, and only of g.44 in the other, the rise wouid be as 9.44 to 10, or
as £4 10 {4 45. 84. If 10 men be further employed, and the return be

160 the price willrise to {4 10 o
150 - - 416 o
140 ' - 5 210

Now, if no rent was paid for the land which yielded 180 quarters, when
eorn was at {4 per quarter, the value of 10 quarters would be paid as rent
when only 170 could be procured, which at {4 45. 84. would {42 75. 64,

20 quarters when 160 were produced, which at {3 xg owouldbefoo o o
1

30 quarters ,, 150 - w 4 o , 144 00

40 quarters ,, 140 " » 8 23 20513 ¢
100 100
Corn rent would increase in } 800 { and mooey rent in the 212
the proportion of 300 proportion of 340
400 485



CHAPTER III
ON THE RENT OF MINES

Tar metals, like other things, are obtained by labour. Nature,
indeed, produces them; but it is the labour of man which
extracts them from the bowels of the earth and prepares them
for our service. .

Mines, as well as land, generally pay a rent to their owner;
and this rent, as well as the rent of land, Is the effect aud never
the cause of the high value of their produce.

If there were abundance of equally fertile mines, whichi any
one might appropriate, they could yield no rent; the value of
their produce would depend on the quantity of labour necessary
to extract the metal from the mine and bring it to market.

But there are mines of various qualities affording very dif-
ferent results with equal quantities of labour, The metal
produced from the poorest mine that is worked must at least
have an exchangeable value, nat only sufficient to procure all
the clothes, food, and other necessaries consumed by those
employed in working it, and bringing the produce to market,
but alse to afford the common and ordinary profits to him whe
advances the stock necessary to carry on the undertaking.
The return for capital from the poorest mine paying no rent
would regulate the rent of all the other more productive mines,
This mine is supposed to yield the usual profits of stock, All
that the other mines produce mere than this will necessarily
be paid to the owners for rent. Since this principle is precisely
the same as that which we have already laid down respecting
land, it will not be necessary further to enlarge on it.,

It will be sufficient to remark that the same general rule
which regulates the value of raw produce and manufactured
commodities is applicable also to the metals; their value
depending not on the rate of profits, nor on the rate of wages, nor
on the rent paid for mines, but on the total quantity of labour
necessary to obtain the metal and to bring it to market.

Like every other commodity, the value of the metals is subject
to variation. Improvements may be made in the implements
and machinery used in mining, which may considerably abridge
Jabour; new end more productive mines may be discovered,
in which, with the same Jabour, more metal may be obtained;

46 .
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or the facilities of bringing it to market may be increased. In
either of these cases the metals would fall in value, and would
therefore exchange for a less quantity of other things. On the
other hand, from the increasing difficulty of obtaining the metal,,
, occasioned by the greater depth at which the mine must be,
worked, and the accurnulation of water, or any other contin-
gency, its value compared with that of other things might be
considerably increased, .

It has therefore been justly observed that however honestly

the coin of a country may conform to its standard, money made
" of gold and silver is still liable to fluctuations in value, not only

to accidental and temporary, but to permanent and natural
> variations, in the same manner as other commodities.

By the discovery of America, and the rich mines in which it
abounds, & very great effect was produced on the natural price
of the precious metals. This effect is by many supposed not
yet to have terminated. It is probable, however, that all the
effects on the value pf the metals resulting from the discovery
of America have long ceased; and if any fall has of late years
taken place in their value, it is to be attributed to improvements
in the mode of working the mines.

From whatever cause it may have proceeded, the effect has
been so slow and gradual that little practical inconvenience
has been felt from gold and silver being the general medium in
which the value of all other things is estimated. Though
undoubtedly a variable measure of value, there is probably no
commodity subject to fewer variations. This and the other
advantages which these metals possess, such as their hardness,
their malleability, their divisibility, and many more, have
justly secured the preference everywhere given to them as
a standard for the money of civilised countries.

If equal quantities of labour, with equal quantities of fixed
capital, could at all times obtain from that mine which paid no
rent equal quantities of gold, gold would be as nearly an
invariable measure of value as we could in the nature of things
possess. The quantity indeed would enlarge with the demand,
but its value would be invariable, and it would be eminently
el calculated to measure the varying value of all other things.
arhave already in a former part of this work considered gold as
dowed with this uniformity, and in the following chapter
thy shall continue the supposition. In speaking therefore of
ofarying price, the variation will be always considered as being |

a the commodity, and never in the medium in which it is
estimated.



CHAPTER IV
ON ‘NATURAL AND MARKET PRICE

In making labour the foundation of the value of commodities,
and the comparative quantity of labour which is necessary to
their production, the rule which determines the respective
quantities of goods which shall be given in exchange for each
other, we must not be supposed to deny the accidental and
temporary deviations of the actual or market price of com-
modities from this, their primary and natural price.

In the ordinary course of events, there is no commodity
which continues for any length of time to be supplied precisely
in that degree of abundance which the wants and wishes of
mankind require, and therefore there is none which is not subject
to accidental and temporary variations of price.

It is only in consequence of such variations that capital is
apportioned precisely, in the requisite abundance and no more,
to the production of the different commodities which happen
to be in demand. With the rise or fall of price, profits are
elevated above, or depressed below, their general level; and
capital is either encouraged to enter into, or is warned to depart
from, the particular employment in which the variation has
taken place.

Whilst every man is free to employ his capital where he
pleases, he will naturally seex for it that employment which is
most advantageous; he will naturally be dissatisfied with a
profit of 10 per cent., if by removing his capital he can obtain
a profit of 15 per cent. This restless desire on the part of all the
employers of stock to quit a less profitable for a more advan-
tageous business has a strong tendency to equalise the rate of
profits of all, or to fix them in such proportions as may, in the
estimation of the parties, compensate for any advantage whlch
one may have, or may appear to have, over the other. It i
perhaps very difficult to trace the steps by which this change i
effected: it is probably effected by a manufacturer not absq,
lutely changing his employment, but onlv " Nenmg the quantit
of capital he has in that employmenc "1 rich countriefy
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there is & number of men forming what is called the moneyed
class; these men are engaged in no trade, but live on the interest
of their money, which is employed in discounting bills, or in
loans to the more industrious part of the community. The
bankers too employ a large capital on the same objects. . The
capital so employed forms a circulating capital of a large amount,
and is employed, in larger or smaller proportions, by all the
different trades of a country. There is perhaps no manufacturer,
however rich, who limits his business to the extent that his own
funds alone will‘allow: he has always some portion of this
floating capital, increasing or diminishing according to the
activity of the demand for his commodities. When the demand
for silks increases, and that for cloth diminishes, the clothier does
not remove with his capital to the silk trade, but he dismisses
some bf his workmen, he discontinues his demand for the loan
from bankers and moneyed men; while the case of the silk manu-
facturer is the reverse: he wishes to employ more workmen,
and thus his motive for borrowing is increased; he borrows
more, and thus capital is transferred from one employment to
another without the necessity of a manufacturer discontinuing
his usual occupation. When we look to the markets of a large
town, and observe how regularly they are supplied both with
home and foreign commodities, in the quantity in which they -
are required, under all the circumstances of varying demand,
arising from the caprice of taste, or a change in the amount
of population, without often producing either the effects of
a glut from a too abundant supply, or an enormously high price
from the supply being unequal to the demand, we must cor fess |
that the principle which apportions capital to each trade in the
precise eadmount that it is required is more active than is generally
supposed.

A capitalist, in seeking profitable employment for his funds,
will paturally take into consideration all the advantages which
one occupation possesses over anather. He may therefore be
willing to forego a of his money profit in consideration of
the security, cleanliness, ease, or any other real or fancied
advantage which one employment may possess over another.

, 1f from a consideration of these circumstances, the profits of
stock should be so adjusted that in one trade they were 20, in
another 25, and in another 30 per cent., they would probably
[fontinue permanently with that relative difference, and wit™*
that difference only; for if any cause should elevate the profits
of one of these trades 10 per cent., either these profits would be
V. D Me,
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" ..porary, and would soon again fall back to their usual station,

or the profits of the others would be elevated in the same
Pproporttion. '

The present time appears to be one of the exceptions to the
justness of this remark. The termination of the war has so
deranged the division which before existed of employments in
Europe, that every capitalist has not yet found his place in the
new division which has now become pecessary.

Let us suppose that all commodities are at their natural price,
and consequently that the profits of capital in all employments
are exactly at the same rate, or differ only so much as, in the
estimation of the parties, is equivalent to any real or fancied
advantage which they possess or forego. Suppose now that a
cprange of fashion should increase the demand for silks and
iessen that for woollens; their natural price, the quantity of
Y2hour necessary to their production, would continue unaltered,
but the market price of silks would rise and that of woollens
would fall; and consequently the profits of the silk manufac-
turer would be above, whilst those of the woollen manufacturee
would be below, the general and adjusted rate of profits. Not,
only the profits, but the wages of the workmen, would be affected
in these employments. This increased demand for silks would,
however, soon be supplied by the transference of capital and
labour from the woollen to the silk manufacture; when the
market prices of silks and woollens would again approach their
natural prices, and then the usual profits would be obtained by
the respective manufacturers of those commodities.

It is then the desire, which every capitalist has, of diverting
* his funds from & less to 8 more profitable employment that

ts the market price of commodities from continuing for
any length of time either much above or much below their
natural price. It is this competition which so adjusts the
changeable value of commodities that, after paying the wages
for the labour necessary to their production, and all other
expenses required to put the eapital employed in its original
state of efficiency, the remaining value or overplus will in each
trade be in proportion to the value of the capital employed.

In the seventh chapter of the Wealtk of Nations, all that con-
cerns this question is most ably treated. Having fully acknow
ledged the temporary effects which, in particular employment:
of capital, may be produced on the prices of commodities, a
well a3 on the wages of labur, and the profits of stock, I
accidental causes, without in‘tuencing the genersl price of o
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modities, wages, or profits, since these effects are equally opera-
tive in all stages of society, we will leave them entirely out of
our consideration whilst we are treating of the laws which
regulate natural prices, natural wages, and natural profits,
effects totally independent of these accidental causes, In
speaking, then, of the exchangeable value of commodities, or
the power of purchasing possessed by any one commodity, 1
mean always that power which it would possess if not disturbed
by any temporary or accidental cause, and which is its natural
price.



CHAPTER V
ON WAGES

LABOUR, like all other things which are purchased and sold, and
which may be increased or diminished in quantity, has its
natural and its market price. The natural price of labour is
that price which is necessary to enable the labourers, one with
another, to subsist and to perpetuate their race, without either
increase or diminution. ;)

The power of the labourer to support himself, and the family
which may be necessary to keep up the number of labourers,
does not depend on the quantity of money which he may
receive for wages, but on the quantity of food, necessaries, and
conveniences become essential to him from habit which that
money will purcbase. The natural price of labour, thereforey
depends on the price of the food, necessaries, and conveniences:
required for the support of the labourer and his family, With
a rise in the price of food and necessaries, the natural price of
labour will rise; with the fall in their price, the natural price of
labour will fall.

With the progress of society the natural price of labour has
always a tendency to rise, because one of the principal com-
modities by which its natural price is regulated has a tendency
to become dearer from the greater difficulty of producing it.
As, however, the improvements in agriculture, the discovery of
new markets, whence provisions may be imported, may for a
time counteract the tendency to a rise in the price of necessaries,
and may even occasion their natural price to fall, so will the
same causes produce the correspondent effects on the natural
price of labour.

The natural price of all commodities, excepting raw produce
and labour, has a tendency to fall in the progress of wealth and
population; for though, on one hand, they are enhanced in
real value, from the rise in the natural price of the raw material
of which they are made, this is more than counterbalanced by
the improvements in machinery, by the better division and
distribution of labour, and by the increasing skill, both in science
and art, of the producers.

. 52
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The market price of labour is the price which is really paid
for it, from the natural operation of the proportion of the supply
to the demand; labour is dear when it is scarce and cheap when
it is plentiful. However much the market price of labour may
deviate from its natural price, it has, like commodities, a
tendency to conform to it.

It is when the market price of labour exceeds its natural price
that the condition of the labourer is flourishing and happy, that
he has it in his power to command a greater proportion of the
necessaries and enjoyments of life, and therefore to rear a
healthy and numerous family. When, however, by the en-
couragement which high wages give to the increase of popula-
tion, the number of labourers is increased, wages again fall to
their natural price, and indeed from a reaction sometimes fall
below it. ’

When the market price of labour is below its natural price,
the condition of the l?xbourers is most wretched: then poverty

- deprives them of those comforts which custom renders absolute
necessaries. It is only after their privations have reduced their
number, or the demand for labour bas increased, that the
market price of labour will rise to its patural price, and that
the labourer will have the moderate comforts which the natural
rate of wages will afford. -

Notwithstanding the tendency of wages to conform to their
natural rate, their market rate may, in an improving society,
for an indefinite period, be constantly above it; for no sooner
may the impulse which an increased capital gives to a new
demand for labour be obeyed, than another increase of capital
may produce the same effect; and thus, if the increase of capital
be gradual and constant, the demand for labour may give a
continued stimulus to an increase of people.

Capital is that part of the wealth of & country which is em-

" ployed in production, and consists of food, clothing; tools, raw
« Materials, machinery, etc., necessary to give effect to labour,

Capital may increase in quantity at the same time that its
value rises. An addition may be made to the food and clothing
of & country at the same time that more labour may be required
to produce the additional quantity than before; in that case not
only the quantity but the value of capital will rise.

Or capital may increase without its valjie increasing, and even
while its value is actually diminishing; not only may an addi-
tion be made to the food and clothing of a country, but the

t eddition may be made by the aid of machinery, without any
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increase, and even with an absolute diminution in the propor-
tional quantity of labour -required to produce them. The
quantity of capital may increase, while neither the whole
together, nor any part of it singly, will have a greater value
than before, but may actually have a less.”

In the first case, the natural price of labour, which always
depends on the price of food, clothing, and other necessaries,
will rise; in the second, it will remain stationary or fall; but
in both cases the market rate of wages will rise, for in propor-
tion to the increase of capital will be the increase in the demand
for labour; in proportion to the work to be done will be the

. demand for those who are to do it.

"In both cases, too, the market price of labour will rise above
its natural price; and in both cases it will have a tendency to
oonform to its natural price, but in the first case this agreement
will be most speedily effected. The situation of the labourer
will be improved, but not much improved; for the increased
price of food and necessaries will absorb a large portion of his
increased wages; consequently a small supply of labour, or a
trifling increase in the population, will soon reduce the market
price to the then increased natural price of labour.

In the second case, the condition of the labourer will be vesy
greatly improved; he will receive increased money wages
without having to pay any increased price, and perhaps even
a diminished price for the commodities which he and bis family
consume; and it will not be till after & great addition has been
made to the population that the market price of labour will
again sink to its then low and reduced natural price.

Thus, then, with every improvement of society, with every
increase in its capital, the market wages of labour will rise;
but the permanence of their rise will depend on the question
whether the natural price of labour has also risen; and this
again will depend on the rise in the natural price of those neces-
saries on which the wages of labour are expended.

It is not to be understood that the natural price of labour,
estimated even in food and necessaries, is absolutely fixed and
constant. It varies at different times in the same country, and
very materially differs in different countries It essentially

t ¢ The shelter and the clothing which are indispensable in one countr}"
may be no way necessary in another; and a labourer in Hindostan may
continue to work with perfect vigour, though receiving, as his matural
wages, only such a supply of covering as wouid be insufficient to preserve

-a labourer in Russia from perishing. Even in countries situated in the
same climate, differeat babits of living will often occasion variations in the
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depends on the habits and customs of the people. An English
fabourer would consider his wages under their natural rate, and
too scanty to support a family, if they enabled him ta purchase
no other food than potatoes, and to live in no better habitation
than a mud cabin; yet these moderate demands of nature are
often deemed sufficient in countries where “ man’s life is cheap ”
and his wants easily satisfied. Many of the conveniences now
enjoyed in an English cottage would have been thought luxuries
at an earlier period of our history.

From manufactured commodities always falling and raw
produce always rising, with the progress of society, such a dis-
proportion in their relative value is at length created, that in
rich countries a labourer, by the sacrifice of a very small quan-
tity only of his food, is able to provide liberally for all his other
wants,

Independently of the variations in the value of money, which
necessarily affect money wages, but which we have here supposed
to have no operation, as we have considered money to be uni-
formly of the same value, it appears thea that wages are sub;ect
to a rise or fall from two causes:—

First, the supply and demand of labourers,

Secondly, the price of the commodities on which the wages
of labour are expended,

In different stages of society, the 2eccumulation of capital, or

of the means of employing labour, is more or less rapid, and
must in all cases depend on the productive powers of labour.
The productive powers of labour are generally greatest whea
there is an abundance of fertile land: at such periods accumu-
lation is often so rapid that labourers cannot be supplied with
the same rapidity as capital,
- It has been mlculated that under favournble circumstances
population may be doubled in twenty-five years; but under the
same favourable circumstances the whole capital of a country
might possibly be doubled in @ shorter period. In that case,
wages during the whole period would bave a tendency to rise,
because the demand for labour would increase still faster than
the supply.

In new settlements, where the arts and knowledge of countries
far advanced in refinement are introduced, it is probable that
capital has a tendency to increase faster than mankind; and
patural price of labour as considerable as those which are produoed by
natnral causes.”—P. 63, dm Essay on the External Corn Trads, by

Tb« wmﬁ?m subject is most ably {Hustrated by Colonel Ta'mu.
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if the deficiency of labourers were not supplied by more populous
countries, this tendency would very much raise the price of
labour. In proportion as these countries become populous, and
land of a worse quality is taken into cultivation, the tendency
to an increase of capital diminishes; for the surplus produce
remaining, after satisfying the wants of the existing population,
must,_gecessarily be in proportion to the facility of production,
viz. t4 the smaller number of persons employed in production.
Although, then, it is probable that, under the most favourable
circumstances, the power of production is still greater than that
of population, it will not long continue so; for the land being
limited in quantity, and differing in quality, with every increased
portion of capital employed on it there will be a decreased rate
of production, whilst the power of population continues always
the same.

In those countries where there is abundance .of fertile land,
but where, from the ignorance, indolence, and barbarism of the
inhabitants, they are exposed to all the evils of want and famine,
and where it has been said that population presses against the
means of subsistence, & very different remedy should be applied
from that which is necessary in long settled countries, where,
from the diminishing rate of the supply of raw produce, all the
evils of a crowded population are experienced, * In the one case,
the evil proceeds from bad government, from the insecurity of
property,and from a want of education in all ranks of the people.
To be made happier they require only to be better governed
and instructed, as the angmentation of capital, beyond the
augmentation of people, would be the inevitable result. No
increase in the population can be too great, as the powers of
production are still greater. In the other case, the population
increases faster than the funds required for its support. Every
exertion of industry, unless accompanied by & diminished rate
of increase in the population, will add to the evil, for production
cannot keep pace with it.

With a population pressing ‘against the means of subsistence,
the only remedies are either a reduction of people or a more
rapid accumulation a capital. In rich countrics, where all the
fertile land is already cultivated, the latter remedy is neither
very practicable nor very desirable, because its effort would be,
if pushed very far, to render all classes equally poor. But in
poor countries, where there are abundant means of production
in store, from fertile land not yet brought into cultivation, it is
the only safe and efficacious .means of removing the evil,
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particularly as its effect would be to elevate all classes of the
eople.
¥ The friends of humanity cannot but wish that in all countries
the labouring classes should have a taste for comforts and
enjoyments, and that they should be stimulated by all legal
means in their exertions to procure them. There cannot be a
better security against a superabundant population. In those
countries where the labouring classes have the fewest wants,
and are contented with the cheapest food, the people are exposed
to the greatest vicissitudes and miseries. They have no place
of refuge from calamity; they cannot seek safety in a lower
station; they are already so low that they can fall no lower.
On any deficiency of the chief article of their subsistence there
are few substitutes of which they can avail themselves and
dearth to them is attended with almost all the evils of
famine. N

In the natural advance of society, the wages of labour will\
have a tendency to fall, as far as they are regulated by supply *
and demand; for the supply of labourers will continue to
increase at the same rate, whilst the demand for them will
increase at a slower rate. If, for instance, wages were regulated
by a yearly increase of capital at the rate of 2 per cent., they
would fall when it-accumulated only at the rate of 1} per cent.
They would fall still lower when it increased only at the rate
of 1 or } per cent., and would continue to do so until the capital
became stationary, when wages also would become stationary,
and be only sufficient to keep up the numbers of the actual
population, I say that, under these circumstances, wages
would fall if they were regulated only by the supply and demand
of labourers; but we must not forget that wages are also
regulated by the prices of the commodities on which they are
expended.

As population increases, these necessaries will be constantly
rising in price, because more labour will be necessary to produce
them. If, then, the money wages of labour should fall, whilst
every commodity on which the wages of labour were expended
rose, the labourer would be doubly affected, and would be soon
totally deprived of subsistence. Instead, thereforé, of the
money wages of labour falling, they would rise; but they would
‘not nise sufficiently to enable the labourer to purchase as many
comforts and necessaries as he did before the rise in the price
of those commodities. If his annual wages were before {24, or
six quarters of corn when the price was {4 per quarter, he would
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probably receive only the value of five quarters when corn rose
to {5 per quarter. But five quarters would cost {25; he would,
therefore, receive an addition in his money wages, though with
that addition he would be unable to furnish himself with the
same quantity of corn and other commodities which he had
before consumed in his family.

Notwithstanding, then, that the labourer would be really
worse paid, yet this increase in his wages would necessarily
diminish the profits of the manufacturer; for his goods would
sell at no higher price, and yet the expense of producing them
would be increased. This, however, will be considered in our
examination into the principles which regulate profits.

It appears, then, that the same cause which raises rent,
namely, the increasing difficulty of providing an additional
quantity of food with the same proportional quantity of labour,
will also raise wages; and therefore, if money be of an unvarying
/value, both rent and wages will bave a tendency to rise with the
progress of wealth and population.

But there is this essential difference between the rise of rent
and the rise of wages. - The rise in the money value of rent is
accompanied by an increased share of the produce; not only
is the landlord’s money rent greater, but his corn rent also; be
will bave more corn, and each defined measure of that corn wiil
exchange for a greater quantity of all other goods which have
not been raised in value. The fate of the labourer will be less
happy; he will receive more money wages, it is true, but his
corn wages will be reduced; and not only his command of corn,
but bis general condition will be deteriorated, by his finding it
more diffcult to maintain the market rate of wages above their
natural rate. While the price of corn rises 1o per cent., wages
will always rise less than 10 per cent., but rent will always rise
more; the condition of the labourer will generally decline, and
that of the landlord will always be improved.

When wheat was at {4 per quarter, suppose the labourer’s
wages to be {24 per annum, or the value of six quarters of wheat,
and suppose half his wages to be expended on wheat, and the
other half, or 12, on other things. He would receive -

24 I48. .
fz; 1::. when wheat f: :‘ol“' or the ;gg gﬂm
526 8s. was at £4 168, value of } 5.50 quarters,
27 8s. 64. £5 2. 10d. $.33 quarters,

He would receive these wages to enable him to live just a

well, and no better, than before; for when corn was at £4
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per quarter, he would expend for three quarters of comn, at
faperquarter . . . . . . . {12
andopotherthings . . .« % . . {12
£24
When wheat was £4 4s. 84., three quarters, which he and his
family consumed, would cost him . . £12 145,
other things not altered in price . . . {12
. .

f24 145,

When at {4 1os., three quarters of wheat would cost 13 108,
sod otherthings . . . . . 12

{25 10s.

When at {3 16s., three quartersof wheat o . £14 8s.
ptherthings . . . . . . . {12

£26 8s.

When at f5 29, 10d., three quarters of wheat would
tost . . . . . . . {15 Bs. 6d.
nther things . . ) . . . . £lz

£27 8s. 6d.

In proportion as corn became dear, he would receive less corn
wages, but his money wages would always increase, whilst his
enjoyments, on the above supposition, would be precisely the
'same. But as other commodities would be raised in price in
proportion as raw produce entered into their composition, he
would have more to pay for some of them. Although his tea,

ugar, soap, candles, and house rent would probably be no
earer, he would pay more for his bacon, cheese, butter, linen,
hoes, and cloth; and therefore, even with the above increase
“‘f wages, his situation would be comparatively worse. But it
,‘my be said that I have been considering the effect of wages on
price on the supposition that gold, or the metal from which
money is made, is the produce of the country in which wages
varied; and that the consequences which I have deduced agree
little with the actual state of things, because gold is a metal
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of foreign production. The circumstance, however? of gold
being a foreign productipn will not invalidate the truth of the
argument, because it may be shown that whether it were
found at home, or were imported from abroad, the effects
ultimately, and, indeed, immediately, would be the same.
When wages rise it is generally because the increase of wealth
and capital have occasioned a new demand for labour, which will
infallibly be attended with an increased production of commo-
dities. To circulate these additional commodities, even at the
same prices as before, more money is required, more of this
foreign commodity from which money is made, and which can
only be obtained by importation. Whenever a commodity is
required in greater abundance than before, its relative value
rises comparatively with those commodities with which its
purchase is made, If more hats were wanted, their price would
‘rise, and more gold would be given for them. If more gold,
were required, gold would rise, and hats would fall in price, as,
a greater quantity of hats and of all other things would then/
be necessary to purchase the same quantity of gold. But in,
the case supposed, to say that commodities will rise because
wages rise, is to affirm a positive contradiction; for we, first,
say that gold will rise in relative value in consequence of demand,}
and, secondly, that it will fall in relative value because prices
will rise, two effects which are totally incompatible with eact
other. To say that commodities are raised in price is the same
thing as to say that money is lowered in relative value; for it is
by commodities that the relative value of gold is estimated.
If, then, all commodities rose in price, gold could not come from
abroad to purchase those dear commodities, but it would go
from home to be employed with advantage in purchasing the
comparatively cheaper foreign commodities. It appears, then,
that the rise of wages will not raise the prices of commodities,
whether the metal from which money is made be produced at
home or in a foreign country. Al commodities cannot rise
at the same time without an addition to the quantity of money,
This addition could not be obtained at home, as we have already
shown; nor could it be imported from abroad. To purchase;
any additional quantity of gold from abroad, commodities &~
home must be cheap, not dear. The importation of gold, ana
a rise in the price of all home-made commodities with which gold
is purchased or paid for, are effects absolutely incompatible.
The extensive use of paper money does not alter this question,
for paper money conforms, or ought to conform, to the value
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'of gold, and therefore its value is influenced by such causes onl)
as influence the value of that metal.

These, then, are the laws by which wages are regulated, anc
by which the happiness of far the greatest part of every com
munity is governed. Like all other contra.'s, wages shoulc
be left to the fair and free competition of the market, and shoulc
never be controlled by the interference of the legislature.

The clear and direct tendency of the poor laws is in direct
opposition to these obvious principles: it is not, as the legislature
benevolently intended, to amend the condition of the poor, but
to deteriorate the condition of both poor and rich; instead of
making the poor rich, they are calculatec to make the rich poor;
and whilst the present laws are in force, it is quite in the natural
order of things that the fund for the maintenance of the poor
should progressively increase till it has absorbed all the net

evenue of the country, or at least so much of it as the state
‘shall leave to us, after satisfying its own never-failing demands
or the public expenditure.!

This pernicious tendency of th se laws is no longer a mystery,
since it bas been fully developed by the able hand of Mr. Malthus;

nd every friend to the poor must ardently wish for their
abolition. Unfortunately, however, they have been so long
gstablished, and the habits of the poor have been so formed
pon their operation, that to eradicate them with safety from
E:u' political system requires the most cautious and skilful

anagement. It is agreed by all who are most friendly to a
repeal of these laws that, if it be desirable to prevent the most
overwhelming distress to those for whose benefit they were
erroneously enacted, their abolitior should be effected by the
most gradual steps.

It is & truth which admits not a doubt that the comforts and
well-being of the poor cannot be permanently secured without
some regard on their part, or some effort on the part of the
legislature, to regulate the increase of their aumbers, and to
render less frequent among them early and improvident
marriages. The operation of the system of poor laws has been
directly contrary to this. They have rendered restraint super-

t With Mr. Buchanan, In the following passage, if it refers to temporary
states of misery, I so far agree, that * the great evil of the labourer’s con-
hition is poverty, arising either from a scarcity of food or of work; and
B all countries faws without number have been enacted for his rehief.
But there are miseries in the social state which legislation t relieve;
and it is useful therefore to know its limits, that we may not, by aiming at
skat is impracticable, miss the good which is really in our power."—
Juchanan, p. 61,
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fluous, and bave invited imprudence, by offering it & portion of
the wages of prudence and industry.t

The nature of the evil points out the remedy. By gradually
contracting the sphere of the poor laws; by impressing on the
poor the-value of independence, by teaching them that they
must look not to systematic or casual charity, but to their own
exertions for .support, that prudence and forethought are
neither unnecessary nor unprofitable virtues, we shall by degrees
approach a sounder and more healthful state.

No scheme for the amendment of the poor laws merits the
least attention which has not their abolition for its ultimate
object; and he is the best friend of the poor, and to the cause
of humanity, who can point out how this end can be attained
with the most security, and at the same time with the least
vialence. It is not by raising in any manner different from the-
present the fund from which the poor are supported that the:
evil can be mitigated. It would not only be no improvement,
but it would be an aggravation of the distress which we wishj
to see removed, if the fund were increased in amount or were
levied according to some late proposals, as a general fund from
the country at large. The present made of its collection and
application bas served to mitigate its pernicious effects. Each
parish raises a separate fund for the support of its own poor.
Hence it becomes an object of more interest and more practica
bility to keep the rates low than if one general fund were raisec
for the relief of the poor of the whole kingdom. A parish is
much more interested in an economical collection of the rate,
and a sparing distribution of relief, when the whole saving will
be for its own benefit, than if hundreds of other parishes were
to partake of it.

It is to this cause that we must gscribe the fact of the poor
laws not having yet absorbed all the net revenue of the country;
it is to the ngour with which they are applied that we are
indebted for their not having become overwhelmingly oppres-

1 The progress of knowledge manifested upon this subject in the House
of Commons since 1796 has happily not been wery gmall, as may be seen
by contrasting the late report of the commttee on the poor lawa and the
following sentiments of Mr. Pitt in that year: * Let us,” said he, * make
relief in cases where there are a number of children a matter of right and
honour, instead of a ground of Ofprobnum and contempt. This will make
a large family a blessing and not a curse; and this wxllp draw a WQZF“ line
of distinction between those who are able to provide for themselves by
their labour, and those who, aftet baving eariched their country with &
number of children, bave a claim upon its assistance for support.”—
Hansard’'s Pariiamentary History, vol. xxxii. p. 710. .
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,‘,'re. If by law every human being wanting support could he
(re to obtain it, and obtain it in such a degree as to make life
wierably comfortable, theory would lead us to expect that all
erher taxes together would be light compared with the single
are of poor rates. The principle of gravitation is not more
asrtain than the tendency of such laws to change wealth and
oywer into misery and weakness; to call away the exertions of
kowur from every object, except that of providing mere sub-

tence; to confound all intellectual distinction; to busy the
wand continually in supplying the body’s wants; until at last
sug classes should be infected with the plague of universal
e werty. Happily these laws have been in operation during a
n.riod of progressive prosperity, when the funds for the main-
‘g mance of labour have regularly increased, and when an increase
1.:¢>0pulaticn would be naturally called for. But if our progress
to,ould become more slow; if we should attain the stationary
orate, from which I trust we are yet far distant, then will the
wernicious nature of these laws become more manifest and
+Jarming; and then, too, will their removal be obstructed by
vmny additional difficulties.



CHAPTER V1
ON PROFITS

Tae profits of stock, in different employments, having be
shown to bear a proportion to each other, and to have a tender'*
to vary all in the same_degree and in the same direction,®
remains for us to consider what is the cause of the permané’,
variations in the rate of profit, and the consequent permané
alterations in the rate of interest.

We have seenthat the price® of corn is regulated by 1
quantity of labour necessary to produce it, with that porti®
of capital which pays no rent. We have seen, too, that
manufactured commodities rise and fall in price in proportio
as more or less labour becomes necessary to their productioxf
Neither the farmer who cultivates that quantity of land whic;
regulates price, nor the manufacturer who manufactures good
sacrifice any portion of the produce for rent. The whole valud
of their comrmodities is divided into two portions only: one¢
constitutes the profits of stock, the other the wages of labour.

Supposing corn and manufactured goods always to sell at thé
same price, profits would be high or low in proportion as wag
were low or high. But suppose corn to nse n price becausj
more labour is necessary to produce it; that cause will not rais
the price of manufactured goods in the production of which nd
additional quantity of [abour is required. If, then, wages con|
tinued the same, the profits of manufacturgrs would remain the
samey but if, as is absolutely certain, wages should rise witt:
the rise of corn, then their profits would necessarily fall.

If a manufacturer always sold his goods for the same money,
for £1000, for example, his profits would depend on the price,
of the labour necessary to manufacture those goods. His profits,
would be less when wages amounted to {8co than when he paid
only {600, In proportion then as wages rose would profits fali:
But if the price of raw produce would increase, it may be asked

* The reader is desired to bear in mind that, for the purpa=* ~f making
the subject more clear, I consider money to be invariable in value, and

therefore every vanation of price to be referable to am alteration in the
value of the commodity.
64
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whether the farmer at least would not have the same rate of
profits, although he should pay an additional sum for wages?
Certainly not: for he will pot only have to pay, in common
with the manufacturer, an increase of wages to each labourer he
employs, but he will be obliged either to pay rent, or to employ
an additional number of labourers to obtain the same produce;
iand the rise in the price of raw produce will be proportioned
nly to that rent, or that additional number, and will not
mpensate him for the rise of wages. .
If both the manufacturer and farmer employed ten men, on
wages rising from {24 to {25 per annum per man, the whole
sum paid by each would be £250 instead of {240. This is, how-
ever, the whole addition that would be paid by the manufac-
turer to obtain the same quantity of commodities; but the
farmer on new land would probably be obliged to employ an
additional man, and therefore to pay an additional sum of f25
for wages; and the farmer on the old land would be obliged to
pay precisely the same additional sum of {25 for rent; without
which additional labour corn would not bave risen nor rent
have been increased. One will therefore have to pay £275 for
ages alone, the other for wages and rent together; each [25
ore than the manufacturer: for this latter 25 the farmer is
mpensated by the addition to the price of raw produce, and
erefore his profits still conform to the profits of the manu-
cturer. As this proposition is important, I will endeavour

ill further to elucidate it.
We have shown that in early stages of society, both the land-
rd’s and the labourer’s share of the value of the produce of
.he earth would be but small; and that it would increase in
nroportion to the progress of wealth and the difficulty of pro-
.uring food. We have shown, too, that although the value of
+he labourer’s portion will be increased by the high value of
.pod, his real share will be diminished; whilst that of the land-
iprd will not only be raised in value, but will also be increased

'} quantity.
.4 The remaining quantity of the produce of the land, after the
dlord and labourer are paid, necessarily belongs to the farmer,
'y constitutes the profits of bis stock. But it may be alleged,
ts% though, as society advances, his proportion of the whole
'l Wace will be diminished, yet as it will rise in value, he, 8s
\s the landlord and labourer, may, notwithstanding, receive
¢ er value.
-3y be said, for example, that when corn rose from £ ta,,

IR )
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£xo0, the 180 quarters obtained from the best land would sell for
£1800 instead of £720; and, therefore, though the landlord and
labourer be proved to bave a greater value for rent and wages,
still the value of the farmer’s profit might also be augmented.
This, however, is impossible, as I shall now endeavour to show.

In thefirst place, the price of corn would rise only in proportion:
to the increased difficulty of growing it on land of a worse quality.

It bas been already remarked, that if the labour of ten me
will, on land of a certain quality, obtain 180 quarters of wheat
and its value be f4 per quarter, or £720; and if the labour o
ten additional men will, on the same or any other land, produce
only 170 quarters in addition, wheat would rise from {4 to
f44s.84.; for 170 : 380 : : £4 : £4 45. 84. In other words, as for
the production of 170 quarters the labour of ten men is neces-
sary in the one case, and only that of 9.44 in the other, the rise
would be as g.44 to 10, or as {4 to f4 4s. 8d. In the same
manner it might be shown that, if the labour of ten additional
men would only produce 160 quarters, the price would further
rise to f4 xos.; if x50, to f4 16s., etc., etc,

But when 180 quarters were produced on the land paying
no rent, and its price was {4 per quarter, it is sold
for . . » . - . - .. -

And when 170 quarters were produced on the land paying
no rent, and the price rose to £4 4s. 84., it stil sold
for . . . . . . . . . 72

So 160 quarters at £4 10s. produce . . . . 73

And x50 quarters at {4 165. produce the same sum of . 72¢

Now, it is evident that if, out of these equal values, the
farmer is at one time obliged to pay wages regulated by th
price of wheat at £4, and at other times at higher prices, thi
rate of Mis profits will diminish in proportion to the rise in th
price of corn. .

In this case, therefore, I think it is clearly demonstrated th
a rise in the price of corn, which increases the money wages
the labourer, diminishes the money value of the farmer’s profi

But the case of the farmer of the old and better land will be
no way different; he also will have increased wages to pay, 2
will never retain more of the value of the produce, however ¥ .
may be its price, than {720 to be divided between himself art:1+
always equal number of labourers; in proportion therefeing’
they get more, he must retain less. foudy

When the price of corn was at {4, the whole 180 ¢ °

f12
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{belonged to the cultivator, and he sold it for £720. When corn
;x‘;ose to {4 45. 84., he was obliged to pay the value of ten quart -

ut of his 180 for rent, consequently the remaining 170 yieldes

“hir no more than £730: when it rose further to £4 10s., he paid

twenty quarters, or their value, for rent, and consequently anly
 'retained 160 quarters, which yielded the same sum of £720.
y| It will be seen, then, that whatever rise may take place in the

rice of corn, in consequence of the necessity of employing more
‘abour and capital to obtain & given additional quantity of
“broduce, suct{ rise will always be equalled in value by the
“additional rent or additional labour employed; so that whether
Weorn sells for £4, £4 10s., or £5 25, Tod., the farmer will obtain
Pfor that which remains to him, after paying rent, the same real
Plyalue. Thus we see that whether the produce belonging to the
¥farmer be 180, 170, 160, Of 150 quarters, he always obtains the
|same sum of {720 for it; the price increasing in an inverse
proportion to the quantity.

i Rent, then, it appears, always falls on the consumer, and never
*n the farmer; for if the produce of his farm should uniformly
f’ ¢ 180 quarters, with the rise of price he would retsin the value
' £ & less quantity for himself, and give the value of a larger
f’d uantity to his landlord; but the deduction would be such as to
Pleave him always the same sum of £720.

") It will be seen too, that, in all cases, the same sum of {720

3%nust be divided between wages and profits. If the value of the
Yraw produce from the land exceed this value it belongs to

*-Yent, whatever may be its amount, If there be no excess, * . .

will be no rent.  Whether wages or profits rise or fall, it is cais

"ium of {720 from which they must both be provided. On the
_""one hand, profits can never rise so high as to absorb so much
# ot this £7120 that enough will not be left to furnish the labourers_
+with absolute necessaries; on the other hand, wages can never’

+"%rise so high as to leave no portion of this sum for profits, .

*'Y Thus in every case, agricultural as well as manufacturing’

™¥profits are lowered by a rise in the price of raw produce, if it be

Taccompanied by a rise of wages 1f the farmer gets no addi-

. tional value for the com which remains to him after paying
"rent, if the manufacturer gets no additional value for the goods
;sf which be manufactures, and if Both are obliged to pay a greater
the). ' The reader is aware that we are leaving out of our consideration the

accidental variations arising from bad and sood seasons, or from the
- demand increasing o dummshm? by any sudden effect on the state of

‘waj Population. We are speaking of thy naturas and, “*nstant, not of the
R accidental and fluctuating, price of corn.
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£10, the 180 quarters obtained from the best land would gell for
£1800 instead of {720; and, therefore, though the landlord and;
labourer be proved to have a greater value for rent and wages,
still the value of the farmer’s profit might also be augmented.
This, however, is impossible, as I shall now endeavour to show.

In the first place, the price of corn would rise only in proportion,
to the increased difficulty of growing it on land of a worse quality.}

It has been already remarked, that if the labour of ten men
will, on land of & certain quality, obtain 180 quarters of whea:Z
and its value be f4 per quarter, or £720; and if the labour o
ten additional men will, on the same or any other land, produce
only 170 quarters in addition, wheat would rise from f4 to
£4 45.84.; for 170 : 380 : ¢ L4 : £4 45. 84. In other words, as for
the production of 170 quarters the labour of ten men is neces-
sary in the one case, and only that of .44 in the other, the rise|
would be as 9.44 to 10, or as £4 to £4 4s. 84. In the same;
manner it might be shown that, if the labour of ten additional
men would only produce 160 quarters, the price would further
rise to {4 10s.; if 150, to £4 16s., ete., etc.

But when 180 quarters were produced on the land paying
no rent, and its price was £4 per quarter, it is sold
for . . . . . . .« ae .
And when 170 quarters were produced on the land paying
no rent, and the price rose to {4 4s. 84., it still sold
for . . . y . . . . . 92
So 160 quarters at {4 ros. produce . . . . 72
And 150 quarters at £4 16s. produce the samesumof . 72

Now, it is evident that if, out of these equal values, th}
farmer is at one time obliged to pay wages regulated by th
price of wheat at f4, and at other times at higher prices, th
rate of Mis profits will diminish in proportion to the rise in th
price of corn. )

In this case, therefore, I think it is clearly demonstrated th
a rise in the price of corn, which increases the money wages
the labourer, diminishes the meney value of the farmer’s profi

But the case of the farmer of the old and better land will be
no way different; he also will bave increased wages to pay, ¢
will never retain more of the value of the produce, however ¥
may be its price, than {720 to be divided between himself and.} -
always equal number of labourers; in proportion thereféing
they get more, he must retain less. 2y

When the price of comn was at {4, the whole 180 ¢ *

&767¢

£72¢
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! belonged to the cultivator, and he sold it for {720, When corn
“yose to {4 45. 8d., he was obliged to pay the value of ten quart—~ .
%ut of his 180 for rent, consequently the remaining 170 yieided |
“him no more than £720: when it rose further to {4 xos., he paid
twenty quarters, or their value, for rent, and consequently only
‘retained 160 quarters, which yielded the same sum of {720.
It will be seen, then, that whatever rise may take place in the
rice of corn, in consequence of the necessity of employing more
iabour and capital to obtain & given additional quantity of
""Sroduce, sucli rise will always be equalled in value by the
““ndditional rent or additional labour employed; so that whether
“corn sells for £4, £4 10s., or £§ 2s. Yod., the farmer will obtain
r’:{?r that which remains to him, after paying rent, the same real
Pvalue, Thus we see that whether the produce belonging to the
“farmer be 180, 170, 160, of 150 quarters, he always obtains the
Y same sum of £720 for it; the price increasing in an inverse
| proportion to the quantity.
i Rent, then, it appears, always falls on the consumer, and never
'Win the farmer; for if the produce of his farm should uniformly
' “’ ‘}e 180 quarters, with the rise of price he would retain the value
i) g less quantity for himself, and give the. value of a larger
sc'byantity to his landlord; but the deduction would be such as to
;“'?eave him always the same sum of {720.
"'} It will be seen too, that, in all cases, the same sum of {720
{3nust be divided between wages and profits, If the value of the :
“Yraw ‘produce from the land exceed this value it belongs to ;
“yent, whatever may be its amount. If there be no excess,* > .
will be no rent. Whether wages or profits rise or fall, it is tuis
“‘ium of £720 from which they must both be provided. On the !
" Yone hand, profits can never rise so high as to absorb so much -
¥%of this {720 that enough will not be left to furnish the labourers
Twith absolute necessaries; on the other hand, wages can never .
"{rise so high as to leave ne portion of this sum for profits.
Thus in every case, agricultural as well as manufacturing *
Pprofits are lowered by a rise in the price of raw produce, if it be
* ' "accompanied by a rise of wages? If the farmer gets no addi-
) "tional value for the com which remains to him after paying
“Mrent, if the manufacturer gets no additional value for the goods
'5‘, which he manufactures, and if both are obliged to pay a greater
ih » The reader is aware that we are leaving out of our consideration the

Yaccidental variations arising from bad and good seasons, or from the
demand iacreasing or diminishing by any sudden effect on the state of

i population. We are speaking of thr naturay “astant, not of the
1“! aceidental and ﬂuctuatslpng, price of ccfﬂ_/ ) k p\ '
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value in wages, can any point be more clearly established than!
that profits must fall with a rise of wages?

The farmer, then, although he pays no part of his landlord’s'-
rent, that being always regulated by the price of produce, andi
mvanably falling on th.. consumers, has however a very decided™
interest in keeping rent low, or rather in keeping the naturall.
price of produce low. As a consumer of raw produce, and of"-
those things into which raw produce enters as a component part,?
he will, in common with all other consumers, be interested irot
keepmg the prlce low. But he is most materially concerned~¢
with the high price of comn as it affects wagesk, With everyt®
rise in- the pnce of corn, he will have to pay, out of an equa.l0
and unvarying sum of {720, an additional sum for wages to thets
ten men whom he is supposed constantly to employ. We havel ¢
seen, in treating on wages, that they invariably rise with thei ¢
rise in the price of raw produce. On a basis assumed for the
purpose of calculation, page 58, it will be seen that if when ;e
wheat is at {4 per quarter, wages should be £24 per annum, j

£ s 4 . £ s 4 /
4 4 8 24 14 © b
When wheat is at {: :g g} wages would be {:g 1 : “:72
5 310 27 8 6
Now, of the unvarying fund of £720 to be distributed betweer
labourers and farmers, 3 .
£ s 4 s 4 s 4.
: 4 0 0O 240 © © o o
Whenthe |4 4.8 the 247 o o] the farmer 473 o ¢
price of 410 o} labourers {255 o o will 465 o ¢
wheatisat]4 16 o| will veceive [264 © o| receive |456 o ot
5 210 274 5 o 445 15 ‘A t
|

* The 180 quarters of cora would be divided in the following proportions

between landlords, farmers, and labourers, with the above-named variay
) tions ia the value of comn.

* Price per qr. Rent. Profit. Wages, _ Total ) i
£ s d In Wheat. In Wheat. In Wheat. R
4 O O None. 120 qrs. 60 qrs. H
4 4 8 10 grs. 1117 58.3 o
410 O 20 103.4 56.60 . »x80
4.16 o 30 95 55 '
5 210 40 86.7 533

and, under the same circumstances, money rent, wages, and profit would
be as follows:

Q §

Price pexr or. - Rent. Proke. Wages. Total > & P

£a. £ s. 4 £ & d £ s d [s.dfz

] None. 480 o o 240 @ © 720 © © .
443 42 7 & 473 09 06 247 0 0 762 7 6
4110 O 9N 0 © a6 o o 255 © © 810 0 o
- 416 @ A Jo 456 "¢ © 264 © o 864 0 ©
\5 310 13 e 315 o 274 3 0 93513, 4
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And supposing that the original capital of the farmer was {3000,
g‘t.he profits of his stock being in the first instance {480, would be

Jat the rate of 16 per cent. When his profits fell to {473, they
i “Wwould be at the rate of 15.7 per cent,

£465 . . . . . 155
£456 . . . . . 152
£443 . . . . 148

E
'

But the rate of profits will fall stxll more, because the capital
of the farmer, it must be recollected, consists in a great measure
of raw produce, such as his corn and hay-ricks, his unthreshed
wheat and barley, his horses and cows, which would all rise in
» price in consequence of the rise of produce. His absolute

{. profits would fall from £480 to {445 155.; but if, from the cause
% which T have just stated, his capital should rise from {3000 to
% £3200, the rate of his proﬁts would, when corn was at {5 2s. 10d.,
% be under 14 per cent.
3’ 1f a manufacturer had also employed £3000 in his business, he
would be obliged, in consequence of the rise of wages, to increase
!' his capital, in order to be enabled to carry on the same business.
1f his commodities sold before for £720 they would continue to
3 sell at the same price; but the wages of labour, which were
{ before {240, would rise, when corn was at {5 2s. 10d., to £274 5.
? In the first case he would have a balance of {480 as profit on
“ {3000, in the second he would have a profit only of {445 155.,
. on an increased capital, and therefore lus profits would conform
to the altered rate of those of the farmer.

There are few commodities which are not more or less affected

. their price by the rise of raw produce, because some raw
5’ ‘naterial from the land enters into the composition of most

,:ommodmts Cotton goods, linen, and cloth will all rise in

* price with the rise of wheat; but they rise on account of the

‘greater quantity of labour expended on the raw material from
1 vhich they are made, and not because more was paid by the

panufacturer to the labourers whom he employed on those

1« bmmodities.

; | In all cases, commodities rise because more labour is expended
'¥ ;i them, and not because the labour which is expended on them
s at a higher value. Articles of jewellery, of iron, of plate, and
5 * of copper, would not rise, because none of the raw produce from

" the surface of the earth enters into their composition.

‘.1 It may be said that I have taken it for granted that money

wages would rise with a rise in the price of raw produce, but
F .



70 Political Economy

that this is by no means a necessary consequence, as the labourerl‘
may be contented with fewer enjoyments. It is true that thc
wages of labour may previously have been at & high level, and
that they may bear some reduction. If so, the fall of profits,
will be checked; but it is impossible to conceive that the money’
price of wages should fall or remain stationary with a gradually;
increasing price of necessaries; and therefore it may be taker
for granted that, under ordinary circumstances, no permanent
rise takes place in the price of necessaries without occasioning
or having been preceded by, a rise in wages. J

The effects produced on profits would have been the same, o
nearly the same, if there had been any rise in the price of thos
other necessaries, besides faod, on which the wages of labour are
expended. The necessity which the labourer would be under ofI
paying an increased price for such necessaries would oblige him
to demand more wages; and whatever increases wages, neces
sarily reduces profits. But suppose the price of silks, velvets,
furniture, and any other commodities, not required by the
labourer, to rise in consequence of more labour being expended
on them, would not that affect profits? Certainly not: Iors
nothing can affect profits but a rise in wages; silks and velvets
are not consumed by the labourer, and therefore cannot raise
wages.

It is to be understood that I am speaking of profits generally.
1 have already remarked that the market price of a commodity
may exceed its natural or necessary price, as it may be produced'
in less abundance than the new demand for it requires. This,
however, is but a temporary effect. The high profits on capita)
employed in producing that commeodity will naturally attrac
capital to that trade; and as soon as the requisite funds ar
supplied, and the quantity of the commodity is duly increased;
its price will fall, and the profits of the trade will conform to th
general level, A fall in the general rate of profits is by no mean
incompatible with a partial rise of profits in particular employ;
ments. It is through the inequality of profits that capital i
moved from one employment to another. Whilst, then, gener:}
profits are falling, and gradually settling at a lower level |§
consequence of the rise of wages, and the increasing difficult;
of supplying the increasing population with necessaries, the
profits of the farmer may, for an interval of some little duration!
be above the former level. An extraordinary stimulus may be
also given for a certain time to a particular branch of forei

and colonial trade; but the admission of this fact by no means;
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invalidates the theory, that profits depend on high or low
wages, wages on the price of necessaries, and the price of neces-
saries chiefly on the price of food, because all other requisites
may be increased almost without limit.

It should be recollected that prices always vary in the market,
and in the first instance, through the comparative state of
1demand and supply. Although cloth could be furnished at qos.
iper yard, end give the usual profits of stock, it may rise to
6os. or 8os. from a general change of fashion, or from any other
cause which should suddenly and unexpectedly increase-the
demand or diminish the supply of it. The makers of cloth will
for a time have unusual profits, but capital will naturally flow
to that manufacture, till the supply and demand are again at
their fair level, when the price of cloth will again sink to gos.,
its natural or necessary price. In the same manner, with every
increased demand for corn, it may rise so high as to afford more
than the general profits to the farmer. If there be plenty of
fertile land, the price of com will again fall to its former stan-
dard, after the requisite quantity of capital has been employed
in producing it, and profits will be as before; but if there be
not plenty of fertile land, if, to produce this additional quantity,
more than the usual quantity of capital and labour be required,
corn will not fall to its former level. Its natural price will be
raised, and the farmer, instead of obtaining permanently larger

rofits, will find himself obliged to be satisfied with the dimin-
ished rate which is the inevitable consequence of the rise of
wages, produced by the rise of necessaries.

The natural tendency of profits then is to fall; for, in the
progress of society and wealth, the additional quantity of food
required is obtained by the sacrifice of more and more labour.
This tendency, this gravitation as it were of profits, is happily
checked at repeated intervals by the improvements in machinery
connected with the production of necessaries, as well as by
discoveries in the science of agriculture, which enable us to
relinquish a portion of labour before required, and therefore to
lower the price of the prime necessary of the labourer. The
rise in the ptice of necessaries and in the wages of labour is,
however, limited; for as soon as wages should be equal (as in
the case formerly stated) to {730, the whole receipts of the
farmer, there must be an end of accumulation; for no capital
can then yield any profit whatever, and no additional labour
can be demanded, and consequently population will have
reached its highest point. Long, indeed, before this period,
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the very low rate of profits will have arrested all accumulation,
and almost the whole produce of the country, after paying the
labourers, will be the property of the owners of land and the
receivers of tithes and taxes.

Thus, taking the former very imperfect basis as the grounds
of my calculation, it would appear that when corn was at {za
per quarter, the whole net intome of the country would belong
to the landlords, for then tjffl same quantity of [abour that was
originally necessary to proffice 180 quarters would be necessary
$o produce 36; since £20 : {4 : : 180 : 36. The farmer, then,
who preduced 180 quarters (if any such there were, for the old
and new capital employed on the land would be so blended
that it could in no way be distinguished), would sell the

180 grs. at ['foxéler grfm I d a £3500
to landlor: mnt eing the di erence
the value of 144 qrs. { between 36 an§ 180 qrs. 2880
36 grs. 720
the value of 36 qgrs. to labourers, ten in number . . . 720

—

leaving nothing whatever for profit.

1 bave supposed that at this price of £20 the labourers would continue to
cousume three quarters each per annum, or 6o

" And that on the other commodities they would
expend . . . . . xz

7: for each labourer.
And therefore ten labourers would cost {720 per anpum.

In all these calculations I have been desirous only to elucidate
the principle, and it is scarcely necessary to observe that my
whole basis is assumed at random, and merely for the purpose
of exemplification. The results, though different in degree,
would have been the same in principle, however accurately
I might have set out in stating the difference in the number of
labourers necessary to obtain the successive quantities of corn
required by an increasing population, the quantity consumed
by the labourer’s family, etc., etc. My object has been to
simplify the subject, and I have therefore made no allowance
for the increasing price of the other necessaries, besides food, of
the labourer; an increase which would be the consequence of
the increased value of the raw materials from which they are
made, and which would of course further increase wages and
lower profits.

I have elready said that long before this state of prices was
become permanent there would be no motive for accumulation;
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Yot no one accumulates but with a view to make lna -
tion productive, and it is only when so employed that it 0w,
1., on profits. Without a motive there could be no accumulation,
L and consequently such a state of prices never could take place
Jhe farmer and manufacturer can no more live without profit
-han the labourer without wages. Their motive for accumula-
z.xon will diminish with every ditninution of profit, and will
..+ cease altogether when their profitfigre so low as not to afford
.. |them an adequate compensation fortheir trouble, and the risk
w ywhich they must necessarily encounter in employing thpr
u'caplta] productively.
we 1 must again observe that the rate of profits would fall much
+. Jmore rapidly than I have estimated in my calculation; for the
p qva!ue of the produce being what I have stated it under the
y circumstances supposed, the value of the farmer’s stock would
L ¢be greatly increased from its necessarily consisting of many of
i ,the commodities which had risen in value. Before corn could
,nse from {4 to {13, his capital would probably be doubled in
xchangeable value, and be worth {6oco instead of £3000.
gf then his profit were {180, or 6 per cent. on his original capital,
profits would not at that time be really at a bigher rate than
3 per cent.; for {6000 at.3 per cent. gives {180; and on those
wterms only could & new farmer with £6000 money in his pocket
enter into the farming business.
i Many trades would derive some advantage, more or less, from
\tbe same source. The brewer, the distiller, the clothier, the
sinen manufacturer, would be partly compensated for the
Adiminution of their profits by the rise in the value of their stock
n( raw and finished materials; but a manufacturer of hardware,
p( jewellery, and of many other commodities, as well as those
hose capitals uniformly consisted of money, would be subject
fto the whole fall in the rate of profits, without any compensation
.nhatever. .
4 We should also expect that, however the rate of the profits
~f stock might diminish in consequence of the accumulation of
pital on the land, and the rise of wagcs, yet that the aggregate
Jmount of profits would i increasg, Thus, supposing that, with
speated accumulations of {100,000, the rate of profit should
| from 20 to 19, to 18, to 17 per cent., a constantly diminishing
ate, we should expect that the whole amount of profits received
3y those successive owners of capital would be always pro-
cressive; that it would be greater when the capital was {200,000
*han whea £100,000; still greatet when £300,000; and so on,
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o ot a diminishing rate, with every increase ¢
& 0,27 This progression, however, is only true for a certais
tune; thus, 19 per cent. on {200,000 is more than 20 oj
£100,000; again, 18 per cent. on £300,000 is more than 1g pe' °
cent. on {200,000; but after capital has accumulated to a larg’
amount, and profits have fallen, the further accumulatios
diminjshes the aggregate of profits. Thus, suppose the accuf
mulation should be £1,000,c00, and the profits 7 per cent., the
whole amount of profits will be £70,000; now if an addition of*
~ {160,000 capital be made to the million, and profits should falk
« to 6 per cent., £66,000 or a diminution of {4000 will be received
by the owners of stock, although the whole amount of stocki
will be increased from {1,000,000 to £1,100,000. ’
There can, however, be no accumulation of capital s0 long
as stock yields any profit at all, without its yielding not only
an increase of produce, but an increase of value. By employin
£100,000 additional capital, no part of the former capital will
be rendered less productive. The produce of the land and labouy
of the country must increase, and its value will be raised, not
only by the value of the addition which is made to the formes
quantity of productions, but by the new value which is giver
to the whole produce of the land, by the increased difficulty of
producing the last portion of it. When the accumulation of
capital, however, becomes very great, notwithstanding thig
increased value, it will be so distributed that a less value than
before will be appropriated to profits, while that which is devoted
to rent and wages will be increased. Thus with successiv:
additions of £100,000 to capital, with a fall in the rate of profits
from 20 to 19, to 18, to x7 per cent,, etc,, the productions
annually obtained will increase in quantity, and be of more thar.
the whole additional value which the additional capital i
calculated to produce. From {20,000 it will rise to more th
£39,000, and then to more than {57,000, and when the capit#
employed is a million, as we before supposed, if {100,000 mor’
be added to it, and the aggregate of profits is actually lowe
than before, more than {6ooo will nevertheless be added to th!
revenue of the country, but it will be to the revenue of th
landlords and labourers; they will obtain more than the add{
tional produce, and will from their situation be enabled t
encroach even on the former gains of the cepitalist. Th
suppose the price of corn to be {4 per quarter, and that there|
fore, es we before calculated, of every £720 remaining to th/
farmer after payment of his rent, {480 were retained by him
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ind {240 were paid to his labourers; when the pricer. ..
wt quarter, he would be obliged to pay his labourers {300 and
etain only {420 for profits: he would be obliged to pay them
.300 to enable them to consume the same quantity of neces
aries as before, and no more. Now if the capital employed
vere so large as to yield a hundred thousand times {720, or
-72,000,000, the aggregate of profits would be £48,000,000
vhen wheat was at {4 per quarter; and if by employing a
arger capital 105,000 times {720 were obtained when wheat
vas at £6, or £75,600,000, profits would actually fall from
(48,000,000 to {44,100,000 OF 105,000 times {420, and wages,
vould rise from {24,000,000 to {31,500,000. Wages would rise
>ecause more labourers would be employed in proportion to
capital; and each labourer would receive more money wages;
but the condition of the labourer, as we have already shown,
would be worse, inasmuch as he would be able to command a
less quantity of the produce of the country. The only real
gainers would be the landlords; they would receive higher rents,
first, because produce would be of a higher value, and secondly,
hecause they would have a greatly increased proportion of that
produce. ’
Although a greater value is produced, a greater proportion of
what remains of that value, after paying rent, is consumed by
the producers, and it is this, and this alone, which regulates
rofits.  Whilst the land yields abundantly, wages may tem-
~Agarily rise, and the producers may consume more than their
. sustomed proportion; but the stimulus which will thus be
w1 in to population will speedily reduce the labourers to their
jusbal consumption. But when poor lands are taken into culti-
jvation, or when mare capital and labour are expended on the
‘old land, with & less return of produce, the effect must be
permanent. A greater proportion of that part of the produce
which remains to be divided, after paying rent, between the
wners of stock and the labourers, will be apportioned to the
tter. Each man may, and probably will, have a less absolute
uantity; but as more labourers are employed in proportion to
jthe whole produce retained by the farmer, the value of a greater

fproportion of the whole produce will be absorbed by wages, and:

lconsequently the value of a smaller proportion will be devoted

1to profits. This will necessarily be rendered permanent by the
laws of nature, which have limited the productive powers of

the land. .

' Thus. we agaig. acrive gl the seme conclusiow which we have

]
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. wetitempted to establish:—that in all countries, and a
times, profits depend on the quantity of labour requisite t\
provide necessaries for the labourers on that land or with that
capital which yields no rent. The effects then of accumulatior:
will be different in different countries, and will depend chiefly,
on the fertility of the lJand. However extensive a country may
be where the land is of a poor quality, and where the importa-
tion of food is prohibited, the most moderate accumulations of
capital will be attended with great reductions in the rate of}
profit and a rapid rise in rent; and on the contrary a small but
fertile country, particularly if it freely permits the importation;
of food, may accumuldte a large stock of capital without any
great diminution in the rate of profits, or any great increase in’
the rent of land. In the Chapter on Wages we have endeav-
oured to show that the money price of commodities would not
be raised by a rise of wages, either on the supposition that gold|
the standard of money, was the produce of this country, or tha
it was imported from abroad. But if it were otherwise, if th
prices of commodities were permanently raised by high wages
the proposition would not be less true, which asserts that highy
wages invariably affect the employers of labour by depriving’
them of a portion of their rea] profits. Supposing the hatter
the hosier, and the shoemaker each paid {10 more wages in thg
manufacture of a particular quantity of their commodities, an
that the price of hats, stockings, and shoes rose by a sur”
sufficient to repay the manufacturer the £10; their situat;’
'would be no better than if no such rise took place. If
hosier sold his stockings for {rro instead of froo, his pri
would be precisely the same money amount as before; but'a
he would obtain in exchange for this equal sum, one-tenth less
of hats, shoes, and every other commodity, and as he could
with his former amount of savings employ fewer labourers at’
the increased wages, and purchase fewer raw materials at th
increased prices, he would be in no better situation than if hi
money profits had been rea’™ minished in amount and every+
thing had remained at it: ' . mer price. Thus, then, I have
endeavoured to show, first, tuat a rise of wages would not raisd .
the price of commodities, but would invariably lower profits{
and secondly, that if the prices of all commodities could be' *
raised, still the effect on profits would be the same; and tbat,'{
in fact, the value of the medium only in which prices and profits
are estimated would be lowered.



'CHAPTER VII
ON FOREIGN TRADE

No extension of foreign trade Will immediately increase the
Amount of value in & country, although it will very powerfully
contribute to increase the mass of commodities, and therefore
he sum of enjoyments. As the value of all foreign goods is
tneasured by the quantity of the produce of our land and labour
which is given in exchange for them, we should have no greater
wvalue if, by the discovery of new markets, we obtained double
;he quantity of foreign goods in’exchange for a given quantity
of ours. If by the purchase of T';  sh goods to the amount of
froco a merchant can obtain w .nantity of foreign goods,
which he can sell in the English market for {1200, he will
lobtain 20 per cent. profit by such an employment of his capital;
;but ncither his gains, nor the value of the commodities imported,
swill be increased or diminished by the greater or smaller quantity
pt foreign goods obtained. Whether, for example, he imports
wwenty-f.ve or fifty pipes of wine, his interest can be no way
hffected if at one time the twenty-five pipes, and at another
kthe fifty pipes, equally sell for £x200. In either case his profit
will be limited to [200, or 20 per cent. on his capital; and in
*her case the same value will be imported into England. If
‘o 3 fifty pipes sold for more than {1200, the profits of this
zndividual merchant would exceed the general rate of profits,
and capital would naturally flow into this advantageous trade,
ill the fall of the price of wine had brought everything to the
. jormer level.
~l It has indeed been contended that the great profits which
» are sometimes made by particular merchants in foreign trade
Will elevate the general rate of profits in the country, and “~ -
ghe abstraction of capital from other employments, t> " 4
f the new and beneficial foreign ¢ommerce, will f N .mr o
venerally, and thereby increase profits. It hast” V7Y
“gh authority, that less capital being necessar, , - .,
e growth of corn, to the manufacture of clo’ e
ietc., while the demand continues the same, t1.°," [ |’

P
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Tommodities will be so increased, that the farmer, hatterl
clothier, and shoemaker will have an increase of profits as wel
as the forengn merchant.!

They who hold this argument agree with me that the proﬁt’
of different employments have a tendency to conform to on.
another; to advance and recede together. Our variance con!
sists in this: They contend that the equality of profits will bt
brought about by the general rise of profits; and I am of omeor!
that the profits of the favoured trade will speedily subside
the general level.

For, first, I deny that less capital will necessarily be devotec'
to the growth of corn, to the manufacture of cloth, hats, shoes,
etc., unless the demand for these commodities be dlmmlshed‘
and if so, their price will not rise. In the purchase of iore:gf
commodities, either the same, a larger, or a less portion of the
produce of the lahd and labour of England will be employed
If the same portion be so 'employed, then will the same deman
exist for cloth, shoes, corn, and hats as before, and the sam
portion of capital will be devoted to their production. If, inl
consequence of the price of foreign commodities being cheaperé
& less portion of the annual prodnre of the land and labour o
England is employed in the - n.".se of forelgn commodities (
more will remain for the pr . mse of other things. If there be*
a greater demand for hats, shoes, corn, etc., than before, whic
there may be, the consumers of forexgn commodities havmg ar
additional portion of their revenue disposable, the capital is al
disposable with which the greater value of foreign commoditieg
was before purchased; so that with the increased demand fo*
corn, shoes, etc., there exists also the means of procuring ar
increased mpply, and. therefore neither prices por profits car,
permanently rise. If more of the produce of the land an

- labour of England be employed in the purchase of foreign com
modities, less can be employed in the purchase of other thing:
and therefore fewer hats, shoes, etc., will be required. At th
same time that capital is liberated from the production ¢
;}hoes, hats, etc., more must be employed in manufacturin
tw 8 commodities with which foreign commodities are puxz
ad e s apd consequently, in all cases the demand for forei
raised, <t ycommodities together, as far as regards value, |

R w'f'e revenue and capital of the country. If or

N “pther must diminish. 1f the quantity of wug

, change for the same quantity of English comj
et 3T M agey ? Adagy Smith, book 1. chap. 9.
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o Jodities be doubled, the people of England can either consume
su Huble the quantity of wine that they did before, or the same
an ’antity of wine and a greater quantity of English commodities.
of1y Iy revenue had been £1000 with which I purchased annually
{4.7¢ Ppipe of wine for {100, and a certain quantity of English
{on Jmmodities for fgoo; when wine fell to {50 per pipe, I might
apsy out the fso saved, either in the purchase of an additional
»+ jp€ of wine or in the purchase of more English commodities.
<vd 1 bought more wine, and every wine-drinker did the same,
anpe foreign trade would not be in the least disturbed; the same
n.{uantity of English commodities would be exported in exchange
bpT wine, and we should receive double the quantity, though
¢ ot double the value of wine. But if I, and others, contente?
-1, prselves with the same quantity of wine as Lefore, fewer
m nglish commodities would be exported, and the wine-drinkers
,ght either consume the commodities which were before
m 9orted, or any others for which they had an inclination. The
1,7 pital required for their production would be supplied by the
arcpital liberated from the foreign trade.
e« There are two ways in which capital may be accumulated;
| may be saved either in consequence of increased revenue or
¢ | diminished consumption, If my profits are raised from
**Joco to {1200, while my expenditure continues the same, I
o ulate annually faco more than I did before. If I save
42 5o out of my expenditure, while my profits continue the same,
same effect will be produced; {200 per annum will be added
-+ ny capital. The merchant who imported wine after profits
3 been raised from 20 per cent. to 4o per cent., instead of
Or . thasing his English goods for {rooo, must purchase them
837 25, 10d,, still selling the wine which he imports in
£ tii for those goods for £3200; or, if he continued to purchase

.

bl

.y gnglish goods for {1000, must raise the price 8f his wine
¢, }oo; he would thus obtain 4o instead of 20 per cent. profit
* t.gcapital; but if, in consequence of the cheapness of all tho
9" 3 bdities on which his revenue was expended, he ~nd all
‘I". + ye {onsumers could save the value of {200 out of every L1000
7 "gnelore expended, they would more effectually 2dd to the
v in.:alth of the country; in one case, the savings wouil be

lac * . conseGuence of an increase of revenne, in the other, in
be 1. fENCE qi diminished expenditure.

g ,Uh_‘f“;&‘mmdy;tion of machinery, the ger;lemlity of the

' nrotiia w3, reveri~—ac.expended fell 20 per cent.

i ?:?f profis W ‘y-fave as eﬁectually!;s if my

H
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revenue had been raised 2o per cent.; but in one case the raf.,
of profits is stationary, in the other it is raised 2o per cent.~I, ,
by the introduction of cheap foreign goods, I can save 20 p.
cent, from my expenditure, the effect will be precisely the sam,., -
as if machinery had lowered the expense of their productiof,,
but profits would not be raised. ™
It is not, therefore, in consequence of the extension of th |,
market that the rate of profit is raised, although such extensio, |-
may be equally efficacious in increasing the mass of commg ..
dities, and may thereby enable us to augment the funds destine:
for the maintenance of labour, and the materials on whick.,
Iabour may be employed. It is quite as important to the happi..
ness of mankind that our enjoyments should be increased by, -
the better distribution of labour, by each country produciny, .
those commodities for which by its situation, its climate, an,
its other natural or artificial advantages it is adapted, and . ...
their exchanging them for the commodities of other countriy |, °
as that they should be augmented by a rise in the rate of profit, ., -
It has been my endeavour to show throughout this wor ;.
that the rate of profits can never be increased but by a fall 21_‘_7
wages, and that there can be no permanent fall of wages but i, ..
consequence of a fall of the necessaries on which wages a,, .
expended. If, therefore, by the extension of foreign trade, o,
by improvements in machinery, the food and necessaries of tt;‘ t
labourer can be brought to market, at a reduced price, profy ,,
will rise, If, instead of growing our own comn, or manufacturi , .
the clothing and other necessaries of the labourer, we discot,;
a new market from which we can supply ourselves with thy {
commodities at a cheaper price, wages will fall and profits £, 5.
but if the commodities obtained at a cheaper rate, by the ex, .,
sion of foreign commerce, or by the improvement of machiyj 4 ;
be exclusively the commoditics consumed by the ricly (o
alteration will take place in the rate of profits. The rz-t:,g
wayes would not be affected, although wine, velvets, silks a¢ o,
other -gxpensive commodities should fall so per centyijnp .
consequently profits would continue unaltered. beturm
. Foreign trade, then, though highly beneficial to a counyre pur
it increases the amount and variety of the cbjects omr f o7
revenue may be expended, and affords, by the abundaryqlae,
cheapness of commcdities, incentives to savirg, and’ 1f o
accumulation of capital, has no tendency to raise the,tv of w}.
stock unless the commoditiesee morted be_of %7 Ln'tisy corm
on which the wages of labou.sg iia, 1 i1 ctap. .

e
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The remarks which have been made respecting foreign trad
hibply equally to bome trade. The rate of profits is neve
sucreased by a better distribution of labour, by the inventio:
an machinery, by the establishment of roads and canals, or b;
of 1y means of abridging labour either in the manufacture or in th
fa.nveyance of goods. These are causes which operate on price
ford never fail to be highly beuz=ficial to consumers; since the;
anable them, with the same labour, or with the value of th

oduce of the same labour, to obtain in exchange a greate

antity of the commodity to which the improvement is applied
ant they have no effect whatever on profit. On the other hand
ndry diminution in the wages of labour raises profits, but
berduces no effect on the price of commodities. One is advan:
fr:e0us to all classes, for all classes are consumers; the othe:
tigeneficial only to producers; they gain more, but everything
myains at its former price. In the first case they get the same
wefore; but everything on which their gains are expended
maminished in exchangeable value.
liThe same rule which regulates the relative value of com-
ardities in one country does not regulate the relative value of
ep commodities exchanged between two gf-more countries.
ciUnder “a system of perfectly free commierce, each country
feirally devotes its capital a- " ' bour to such employments
fay"} most beneficial to each. This pursuit of individual
an(tage is admirably connected with the universal good of
phole. By stimulating industry, by rewarding ingenuity,
¢."0y using most efficaciously the peculiar powers bestowed
wiaature, 1t distributes labour most effectively and most
oromically: while, by increasing the general mass of pro-
arions, it diffuses general benefit, and binds together, by one
gv0on tie of interest and intercourse, the universal society
¢ tions throughout the civilised world. It is this principle
¢t determines that wine shall be made in France and
wugal, that com shall be grown in America and Poland,
of&‘\-st hardware and other goods shall be manufactured in
1 .
;?’a he and the same country, profits are, generally speaking,
“22,0R the same level; or differ only as the employment of
o &nay be more or less secure and agreeable. It is not so
1ar} different countries. If the profits of capital employed
be wehire should exceed those of capital employed in London,
Tt rould speedily move from London to Yorkshire, and an
com, pf profits would be effected; but if in consequence of °
wor Lo

4
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the diminished rate of production in the lands of England
the increase of capital and population wages should rise agd
profits fall, it would not follow that capital and populatigll
would necessarily move from England to Holland, or Spain, at
Russia, where profits might be higher. e
1f Portugal bad no commercial connection with other coum
tries, instead of employing a preat part of her capital arh
industry in the production of wines, with which she purchas
for her own use the cloth and hardware of other countries, sty
would be cbliged to devote & part of that capital to the manvs
facture of those commodities, which she would thus obts..
probably inferior in quality as well as quantity. t.

The quantity of wine which she shall give in exchange for
cloth of England is not determined by the respective quantifie
of labour devoted to the production of each, as it would blly
botli commodities were manufactured in England, or botlat
Portugal.

England may be so circumstanced that to produce the cf)g
may require the labour of 100 men for one year; and if sr
attempted to make the wine, it might require the iabour e
120 men for the same time. England would therefore finde
her interest to import wine, and to purchase it by the exportati-
of cloth. o« y

To produce the wine in Portugal might require or” ¢he § - 1ut
of 80 men for one year, and to produce the cloth ® sthey dy
country might require the labour of go men for the T shel he
It would therefore be advantageous for her to expoz\\v' 1re
exchange for cloth. This exchange might even tak ¥ §in
notwithstanding that the commodity imported by Po™xt
could be produced there with less labour than in En- u-
Though she could make the cloth with the labour of ¢/ 2e
she would ¥..;.~.t it from a countx;, where 1t required th, 7" -
of 100 men to produce it, because it woull be advant r,,t‘ln
ber rather to employ her capital in the production o " [y
which she would obtain more cloth from England,,, !
could produce by diverting a portion of her capity, ot Jn
cultivation of vines to the manufacture of cloth. g, Of 1y

Thus England would give the produce of the ’Pl'taj? / "}‘
men for the produce of the labour of 8o, Suchey,, & 4
could not take place between the individualsyoﬁe"‘ w2t
country. The labour of 100 Englishmen cannpp,y =
that of 80 Englishmen, but ti.e produce of thu,; ""’f:;‘;

Engtishmen may be given for the produce of ;2'9:' .ent.

o
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4+ iguese, 60 Russians, or 120 East Indians, The difference
s ji8 respect, between a single country and many, is easily
© tnted for, by considering the difficulty with which capital
:r L.1s from one country to another, to seek a more profitable
»1ubyment, and the activity with which it invariably passes
<. one province to another in the same country.!
KIt would undoubtedly be advantageous to the capitalists of
1mgland, and to the consumers in both countries, that uader
vich circumstances the wine and the cloth should both be
I 2de in Portugal, and therefore that the capital and labour of
>xng1and employed in making cloth should be removed to
ortugal for that purpose. In that case, the relative value of
4hese commodities would be regulated by the same priaciple
¢ if one were the produce of Yorkshire and the other of London:
. tid in every other case, if capital freely flowed towards those
tyuntries where it could be most profitably employed, there
+ 3uld be no difference in the rate of profit, and no other difference
t ) the real or labour price of commodities than the additional
1uantity of labour required to convey them to the various
-markets where they were to be sold.  * )
j Experience, however, shows that the fancied or real insecurity
Sf capital, when not under the immediate control of its awner,
*fogether with the natural disinclination which every man has

40 quit the ~ ~ his birth and connections, and intrust
vdimself, . ‘tg fixed, to a strange government and
“pew laws, o “n of capital. These feelings,
~which I showa  .w. . weakened, induce most men of
!\'gropcrty to be satisfied . . low rate of profits in their own
' Jountry, rather than seek a more advantageous employment

« for their wealth in foreign nations,

'R Gold and silver having been chosen for the general medium of
owirculation, they are, by the competition of commerce, distri-
* buted in such proportions amongst the different countries cf the
i orld as to accommodate themselves to the natural traffic

Ui} 132 will appear, then, that a v p ing very derable
tindvantages in machinery and skill, and which may therefore be enabled
L@ manufacture commodities with much less labour than her neighbours,
; 0ay, in return for such eommeodities, import 8 portion of the corn requ

1{ bx its consumption, even if its land were more fertile and com could Be
thiown with less labour than in the country from which it was imparted.
‘wo men can both make shoes and hats, and one is superior to the other
2% both employments; but in making hats he can eniy exceed his com-
: eivetitor by one-fifth or 30 per cent,, and in n:\akagJ shoes he can excel um
.y one-third or 33 per cent.;—will it not be for the interest of both that
e superior man should ung;oy himself exclusively in making shoes, aod

th pe inferior may in making hats?
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which would take place if no such metals existed, and they -4
between countries were purcly a trade of barter. l. !
Thus, cloth cannot be imported into Portugal unless , ¢
there for more gold than it cost in the country from which: '
imported; and wine cannot be imported into England u:-
it will sell for more there than it cost in Portugal. If thessy
were purely a trade of barter, it could only continue wh;
England could make cloth so cheap as to obtain a grea’
quantity of wine with a given quantity of labour by ma!
facturing cloth than by growing vines; and also whilst
industry of Portugal were attended by the reverse effects. 4
suppose England to discover a process for making wine, so th
it should become her interest rather to grow it than import
she would naturally divert a portion of her capital from t
foreign trade to the home trade; she would cease to manufact
cloth for exportation, and would grow wine for herself.
money price of these commodities would be regulated acco
ingly; wine would fall here while cloth continued at its forr?
price, and in Portugal no alteration would take place in ti
price of either commodity. Cloth would continue for son
time to be exported from this country, because its price wou)
continue to be higher in Portugal than here; but money instee
of wine would be given in exchange for it, till the accumulatid
of money here, and its diminution abroad, should so opera
on the relative value of cloth in the two countries that it wou'
cease to be profitable to export it. If the improvement {
making wine were of a very important description, it migi
become profitable for the two countries to exchange emplo }
ments; for England to meke all the wine, and Portugal all tI}
cloth consumed by them; but this could be effected only by{
new distribution of the precious metals, which should raise tb
price of cloth in England and lower it in Portugal. Tt
relative price of wine would fall in England jn consequence {
the real advantage from the improvement of its manufactur(
that is to say, its natural price would fall; the relative price
cloth would r#- :_ere from the accumulation of money. -
Thus, supp- .. oefore the improvement in making wine
Epgland the price of wine here were {50 per pipe, and the pri
of & certain quantity of cloth were {45, whilst in Portugal ¢
price of the same quantity of wine was {35, and that of ¢
same quantity of cloth {50; wine would be exported frd

Portugal with a profit of {5, and cloth from England with}
profit of the same amount. t

1}
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| pose that, after the improvement, wine falls to [45 in
jand, the cloth continuing at the same price. Every trans-
dn in commerce is an independent transaction, Whilst
i erchant can buy cloth in England for {45, and sell it with
‘usual profit in {’ortugal, he will continue to export it from
[1,la'nd. His business 1s simply to purchase English cloth,
| to pay for it by a bill of exchange, which he purchases with
|tuguese money. It is to him of no importance what becomes
Ihis money: he has discharged his debt by the remittance
ihe bill. His transaction is undoubtedly regulated by the
:ns on which he can obtain this bill, but they are known to
\ at the time; and the causes which may influence the
rket price of bills, or the rate of exchange, is no considera-
2 of his.
f the markets be favourable for the exportation of wine from
‘tugal to England, the exporter of the wine will be a seller
‘a bill, which will be purchased either by the importer of the
ith, or by the person . o sold him his bill; and thus, without
i necessity of money)  sing from either country, the exporters
leach country will L said for their goods. Without having
y direct transactior. with each other, the money paid in
rtugal by the importer of cloth will be paid to the Portuguese
porter of wine; =¢ { in England by the negotiation of the
me bill the expor - of the cloth will be autharised to receive
¢ value from the »  porter of wine.
"But if the prics of wine were such that no wine could be
sported to E+ - 1d, the importer of cloth would equally
irchase & bill. - .: the price of that bill would be higher, from
€ knowledge  ich the seller of it would possess that there
as no count .l in the market by which he could ultimately
ttle the tro- uctions between the two countries; he might
now that*  ,old or silver money which he received in exchan
r his b°  must be actually exported to his correspondent in
ngland, to enable him to pay the demand which he had
uthorised to be made upon him, and he might therefore charge
1 the price of his bill all the expenses to be incurred, together
7ith his fair and usual profit. )
If then this premium for a bill on England should be equal
the profit on importing cloth, the importation would of course
se; but if the premium on the bill were only 1 per cent., if to
enabled to pay a debt in England of {100, {102 should be paid
Portugal, whilst cloth which cost £45 would sell for {50,
oth would be imported, bills would be bought, and money
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would be exported, till the diminution of money in P
and its accumulation in England, had produced such a
of prices as would make it no longer profitable to continue
transactions.

But the diminution of money in one country, and its inc
in another, do not operate on the price of one commodity ox
but on the prices of all, and therefore the price of wine ¢
cloth will be both raised in England and both lowered
Portugal. The price of cloth, from being £45 in one coun
and £50 in the other, would probably fall to f49 or {48
Portugal, and rise to £46 or £47 in England, and not affc
2 sufficient profit after paying a premium for a bill to indy
any merchant to import that commodity.

It is thus that the money of each country is apportioned
in such quantities only as may be necessary to regulate a pr
able trade of barter. England exported cloth in exchange !
wine because, by so doing, her industry was rendered mc
productive to her; she bad more cloth and wine than if sh#
manufactured both for herself; and Portugal imported tlo
and exported wine because the industry of Portugal could
more beneficially employed for both countries in produci
wine. Let there be more difficulty in England in produck
cloth, or in Portugal in producing wine, or let there be mo
facility in England in producing wine, or in Portugal in pr
ducing cloth, and the trade must immediately cease.

No change whatever takes place in the circumstances
Portugal; but England finds that she can employ her labo
more productively In the manufacture of wine, and instant
the trade of barter between the two countries changes. N
only is the exportation of wine from Portugal stopped,
a new distribution of the precious metals takes place, and I
importation of cloth is also prevented.

Both countries would probably find it their interest to mal
their own wine and their own cloth; but this singular resu
would take place: in England, though wine would be cheape
cloth would be elevated in price, more would be paid for it b
the consumer; while in Portugal the consumere both of clot
and of wine, would be able to purchase thosc commoditie
cheaper. In the country where the improvement was mag
prices would be enhanced; in that where no change had taky
place, but where they had been deprived of a profitable brar !
of foreign trade, prices would fall.

This, however, i1s only a seeming advantage to Portugal, for tli
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tity of cloth and wine together produced in that country
be diminished, while the quantity produced in England

be increased. Money would in some degree have changed

ue iny the two eountries; it would be lowered in England
ised in Portugal. Estimated in money, the whole revenue
?’ would be diminished; estimated in the same medium

révenue of England would be increased.

?lms, then, it appears that the improvement of a manufacture
any country tends to alter the distribution of the precious
vals arongst the nations of the world: it tends to increase
z quantity of commodities, at the same time that it raises
neml prices in the country where the improvement takes

[o simplify the question, I have been supposing the trade
twe countries to be confined to two commodities—to
and cloth; but it is well known that many and various
enter into the list of exports and imports. By the
ion of money from one country, and the accumulation
it in another, all commodities are affected in price, and
equently encouragement is given to the exportation of
hay morg commpdities besides money, which will therefore
% so great an effect from taking place on the value of
E&? the two countries as might otherwise be expected.
the improvements in arts and machinery, there are
other causes which are constantly operating on the
equrse of trade, and which interfere with the equxhbr;um
lative value of money. Bounties on exportation or
n, new taxes on commodities, sametimes by their
d &t other times by -their indirect operation, disturb
trade of barter, and produce a consequent necessity
liag or exporting money, in order that prices may be
wed to the natural course of commerce; and this
aduced not only in the country where the disturbing
B_paace, but, in g greater or less degree, in every
hd pommercial world,
some measure account for the different value of
nt countries; it will explain to us why the prices.
modities, and those of great bulk, though of com’
‘goall value, are, independently of other cause
8 mntnes where manufactures flourish. Of t
Ing precisely the same population, and the se".
| #nd of equal fertility in cultivation, with the ¢ /-
bogy of agriculture, the prices of raw produce w'
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highest in that where the greater skill and the better machi,,

is used in the manufacture of exportable commodities.

rate of profits will probably differ but little; for wages, or.
real reward of the labourer, may be the same in both; but t;
wages, as well as raw produce, will be rated higher in mcne;
in that country, into which, from the advantages attending the,
skill and machinery, an abundance of money is imported &
exchange for their goods. ¢ !

Of these two countries, if one had the advantage in the mam,
facture of goods of one quality, and the other in the ma.nu{acturj 1
of goods of another quality, there would be no decided influx ¢
the precious metals into either; but if the advantage vey
heawily preponderated in favour of either, that effect would b
inevitable.

In the former part of this work, we have assumed, for t}
purpose of argument, that money always continued of tf,.
same value; we are now endeavouring to show that, beside
the ordinary variations in the value of money, and those whicl{
are common to the whole commercial world, there are als
partial variations to which mohey is subject in particular
countries; and to the fact that the value of money is never;
the same in any two countries, depending as it does on relative,
taxation, on manufacturing skill, on the advantages of climate
natural productions, and many other causes.

Although, however, money is subject to such perpetual’;
variations, and consequently the prices of the commodities ;1
which are common to most countries are also subject to cony
siderable difference, yet no effect will be produced on the raty{
of profits, either from the influx or eflux of money. Capitaf |
will not be increased because the circulating medium is aug
mented. If the rent paid by the farmer to his landlord, andﬁ
the wages to his labourers, be zo per cent. higher in one country}:
than another, and if at the same time the nominal value of the,:
farmer’s capital be 20 per cent. more, he will receive preciselyy|
the same rate of profits, although he should sell his raw producey
20 per cent. higher. 1
s, Profits, it cannot be tao often repeated, depend on wages; not)y-

n nominal, but real wages; not on the number of pounds thatg
. ‘ay be annually paid to the labourer, but on the number o

'vs' work necessary to obtain those pounds. Wages may;

Yefore be precisely the same in two countries; they may bear,f

a the same proportion to rent, and to the whole pmducei{

ned from the land, aithough in one of those countries thetu
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“wrer should receiw, illings per week and in the other
ve. :

A the early states of when manufactures have made

,e progress, and the pn * all countries is nearly similar,

@sxstmg of the bulky ana . uscful commodities, the value
Jmoney in different countrik 1l be chiefly regulated by their
stance from the mines whic'  ply the precious metals; but
. the arts and improvements . ociety advance, and different
tions excel in particular mas sfactures, although distance will
41l enter into the calculation, the value of the precious metals
11 be chiefly regulated by the superiority of those manufactures.
Suppose all nations to produce corn, cattle, and cparse clothing
ly, and that it was by the exportation of such commodities
.-t gold could be obtained from the countries which produced
'm, or from those who held them in subjection; gold would
.« turally be of greater exchangeable value in Poland than in
1,-gland, on mccount of the greater expense of sending such
~ Sulky commodity as corn the more distant voyage, and also
.t greater expense attending the conveying of gold to Poland.
.. This difference in the value of gold, or, which is the same thing,
difference in the price of corn in the two countries, would
K u}, although the facilities of producing corn in England should
:xr xceed those of Poland, from the greater fertility of the land
.. dhe superiority in the ‘skill and implements of the labourer.
.3 g however, Poland should be the first to improve her manu-
to yres, if she should succeed in making a commodity which
Rl “generally desirable, including great value in litde bulk,
ns, f she should be exclusively blessed with some natural pro-
Jine ‘non generally desirable, and not possessed by other countries,
¢ e would obtain an additional quantity of gold in exchange
”d this commodity, which would operate on the price of her
h n, cattle, and coarse clothing. The disadvantage of distance
W ,uld probably be more than compensated by the advantage’
having an exportable commodity of great value, and mone:,
guld be permanently of lower value in Poland than in Englam
‘1o 0N the contrary, the advantage of skill and machinery we, -
rr i.sessed by England, another reason would be added to th‘
1 = .ch before existed why gold should be less valuable in En
1o+ than in Poland, and why com, cattle, and clothing shog
va, ‘,u a higher price in the former country. ¥
 exc hese I believe to be the only two causes which regulate t(
!y, jparative value of money in the different countries of t,
1+ +-y; for although taxation occasions a o isturbaace of j

Uty T, | B
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equilibrium of money, it does so by depriving the countr’
which it is imposed of some of the advantages attending 2
industry, and climate. .
It bas been my endeavour carefully to distinguish betw;
a low value of money and a high value of corn, or any oty
commadity with which money may be compared. These hg
been generaily considered as meaning the same thing; but ij
evident that when corn rises from five to ten shillings a bus
it may be owing either to a fall in the value of money or to a :’
inthe value of carn. Thus we have seen that, from the necess
of having recoursé successively to land of a worse and wo
quality, in order to feed an increasing population, corn must ry
in relative value to other things. If therefare money contins
permanently of the same value, carn will exchange for more f
such money, that is tq say, it will rise in price. The same .-
in the price of corn will be produced by such imnrovement ¥
machinery in manufactures as shall enabla us to manufac
commodities with peculiar advantages: far the influx of mor-
will be the consequence; it will fall in value, and theref|
exchange for less corn,” But the effects resulting from a h&
price of corn when produced by the rise in the value of co
and when caused by a fall in the value of money, are tof ‘
different. In both cases the money price of wages will rise,_ ",
if jt be in consequence of the fall in the value of money, not -
wages and corn, but all other commadities will rise. IL .
manufacturer has more to pay for wages he will receive | *
for his manufactured goods, and the rate of profits will ret® .
unaffected, But when the rise in the price of corn is the ef -
of the difficulty of production, profits will fall; for the ms *
 facturer will be obliged to pay more wages, and will not; "
henabled to remunerate himself by raising the price of his may,
tfactured commodity. B
Any improvement in the facility of working the mines, !
bwhich the precious metals may be produced with a less quan’
. labour, will sink the value of money generally. It will ti
t ~+change for fewer commodities in all countries; but when a!
- Xrticula: country excels in manufactures, so as to occasion’_
“sux of money towards it, the value of money will be lov’*
" 4d the prices of corn and labour will be relatively bigher in '
Lintry than in aay other. p:
(Cl‘his higher value of money will not be indicated by*"
bange; bilis may coptinue to be negotiated at par, althc™"
prices of eorjand labour should be 10, 20, or 30 pert ”

e
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't in one country than another. Under the circumstance®
j2sed, such a difference of prices is the natural order of things,
*:he exchange can only be at par when a sufficient quantity
voney is introduced into the country excelling in manu-
[Tes, so as to raise the price of its corn and labour. If
i countries should prohibit the exportation of mon.y,
licould successfully enforce obedience to such a law, they
it indeed prevent the rise in the prices of the corn and lahour
‘e manufacturing country; for such rise can only take place
1 the influx of the precious metals, supposing paper money
| 0 be used; but they could not prevent the exchange from
I very unfavourable to them. If England were the manu-
|iring country, and it were possible to prevent the importa-
'of money, the exchange with France, Holland, and Spain
{1t be 5, 10, or 20 per ¢ent. against those countries.
I'henever the current of money is forcibly stopped, and when
r2y is prevented from settling at its just level, there are no
| s to the possible variations of the exchange. The effects
vsitnilar to those which follow when a paper money, not
| angeable for specie at the will of the holder, is forced into
ilation. Such g currency is necessarily confined to the
itry where it is issued: it cannot, when too abundant, diffuse
{ generally amongst other countries. The level of circula-
is dedtroyed, and the exchange will inevitably be unfavour-
to the country where it is excessive in quantity: just sq
Id be the effects of a metallic circulation if by forcible
ns, by laws which could not be evaded, money should be
ined in & country, when the st-eam of trade gave it an
etus towards other countries.
Then each country has precisely the quantity of money
ch it ought to have, money will not indeed be of the same
1e in each, for with respect to many commodities it may
ar §, Y0, Or even zo per cent., but the exchange will be at
One hundred pounds in England, or the silver which is
‘roo, will purchase & bill of £100, or an equal guantity of
er in France, Spain, or Holland. 4
n_speaking of the exchange and the comparative value of
ney in difierent countries, we must not in the least refer tr
value of money estimated in commodities in either countrv -
3 exchange is never ascertained by estimating the compar
e value of money in corn, cloth, or any commodity whatey'
t by estimating the value of the currency of one countr;
 currency of another, )
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It may also be ascertained by comparing it with some standa
common to both countries. If a bill on England for {100 w
purchase the same quantity of goods in France or Spain th
a bill pn Hamburgh for the same sum will do, the exchar]
between Hamburgh and England is at par; but if a bill
England for {130 will purchase no more than a bill on Hambuy
for £x00, the exchange is 30 per cent. against England.

In England {100 may purchase  bill, or the right of receivi
{101 in Holland, {102 in France, and £{ro5 in Spain, T|
exchange with England is, in that case, said to be 1 per ccd
against Holland, 2 per cent. against France, and § per cet
against Spain. It indicates that the level of currency is high
than it should be in those countries, and the comparative val
of their currencies, and that of England, would be immediate
restored to par by extracting from theirs or by adding to t
of England. Co .

Those who maintain that our currency was depreciated dur
the last ten years, when the exchange varied from 20 to 20
cent. against this country, have never contended, as they b
been accused of doing, that money could not be more valua
in one country than another as compared with various
modities; but they did contend that £r3o could not be detain
in England unless it was depreciated, when it was of no mé
value, estimated in the money of Hamburgh or of Hollas
than the bullion in {100. T

By sending 130 good English pounds sterling to Hamburg
even at an expense of {s, I should be possessed there of {13
what then could make me consent to give £330 for a bill whi
would give me {100 in Hamburgh, but that my pounds we
not good pounds sterling? — they. were deteriorated, wr
degraded in intrinsic value below the pounds sterling of Ha
burgh, and if actually sent there, at an expense of {5, wov
sell only for {100, With metallic pounds sterling, it is r
denied that my {130 would procure me {125 in Hamburgh, t
with paper pounds sterling I can only obtain f100; and yet

| was maintained that f130 in paper was of equal value w
V130 in silver or gold.
# Some indeed more reasonably maintained that {130 in paj
‘™ as not of equal value with {130 in metallic'money;  but tt
47id that it was the metallic money which had changed
Proue and not the paper money. They wished to confine iJ
ning of the word depreciation to an actual fal} of value, a
© » <0 a comparative difference between the value of mor
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;d the standard by which by law it is regulated. One hundred
unds of English money was formerly of equal value with and
tuld purchase {100 of Hamburgh money: in any other country
abill of {100 on England, or on Hamburgh, could purchase
gcisely the same quantity of commodities. To obtain the
wne things, I was lately obliged to give {130 English money,
wen Hamburgh could obtain them for {100 Hamburgh money.
Erglish money was of the same value then as before, Ham-
g0 -ymoney must have risen in value. But where is the proof
d3? How is it to be ascertained whether English money
prndlen or Hamburgh money has risen? there is no standard
has *ich this can be determined. It is a plea which admits of
ar . %0f, and can neither be positively afirmed nor positively
i, oadicted. The nations of the world must have been early
forinced that there was no standard of value in nature to
>h they might unerringly refer, and therefore chose a medium
1.ch on the whole appeared to them less variable than any
s.£r commodity.
ngo this standard we must conform till the law is changed, and
uy some other commodity is discovered by the use of which
~ shall obtain & more perfect standard than that which we
ave established. While gold is exclusively the standard in
Ais country money will be depreciated when a pound sterling
'not of equal value with § dwts. and 3 grs. of standard gold,
1d that whether gold rises or falls in general value.



CHAPTER VIII
ON TAXES

[ IR
Taxxs are & portion of the produce 6f the land and laby .
a country placed at the disposal of the government; aj; -
always ultimately paid either from the capital or fro -+
revenue of the country. -

We bave already shown how the capital of a country is o
fixed or circulating, according as it is of a more or of &
durable nature. It is difficult to define strictly where,
distinction between circulating and fixed capital begins;}
there are almost infinite degrees in the durability of cap!‘ -
The food of & country is consumed and reproduced at least s k
in every year, the clothing of the labourer is probably § -
consumed and reproduced in less than two years; whilst§ ..
house and furniture are calculated to endure for a periody
ten or twenty years. !

When the annual productions of a country more than repla::
its annual consumptien, it is said to increase its capital; w
its annual consumption is not at least replaced by its annu
production, it is said to diminish its capital, Capital m%
therefore be increased by an increased production, or by
diminished unproductive consumption.

If the consumption of the government when increased
the levy of additional taxes be met either by an incre:
production gr by a diminished consumption on the part of ’i
people, the taxes will fall uponTevenue, and the national capi
will remain unimpaired; but if there be no increased product
or diminished unproductive consumption on the part of
people, the taxes will necessarily fall on capital, that is to sp
they will impair the fund allotted to productive consumptic

?Jt must be understood that all the productions of a country
[ d; but it makes the greatest difference imaginable whetber ¢
are consumed by those who reproduce or by those who do not rep f N
enother value. When we say that revenue is saved and added to cap:
what we mean is, that the portion of revenus, 80 said to be added to cap¥.
is consumed by productive instead of unproductive lab 5. Therew

be no greater error than in suLposing that capital is increased by {
consumption, If the price of labour should rise so high that, notw:

94
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In proportion as thé capital of a country is diminished, its
productions will be necessarily diminished; and, therefore, it
the same unproductive expenditure on the part of the people
and of the government continue, with a constantly diminishing
ennual reproduction, the resources of the people and the state
will fall away with increasing rapidity, and distress and ruin
will follow, .

Notwithstanding the immense expenditure of the English
government during the ‘last twenty years, there can be little
dotbt but that the increased production on the part of the
people has more than compensated for it. The national capital
has not merels Heen unimpaired, it has been greatly increased,
and the annual revenue of the people, even after the payment of
thiir taxes, is probably greater at the present time than at any
former period of our history. :

For the proof of this, we might refer to the increase of popu-
latjon —to the extension of agriculture —to the increase of
shipping and manufactures—to the building of docks—to the
opening of numerous canals, as well as to many other expensive
unidertakings; all denoting an increase both of capital and of
~ninual production. :

witill, however, it is certain that, but for taxation, this increase
of l~rpital would have been much greater. There are no taxes
which have not a tendency to lessen the power to accumulate,
AY taxes must either fall on capital or revenue, If they en-
4¢."ich on capital, they must proportionably diminish that fund
bySwhose extent the extent of the productive industry of the
country must always be regulated; and if they fall on revenue,
they must either lessen accumulation, or force the contributors
to save the amount of the tax, by making a corresponding
diminution of their former unproductive consumption of the
necessaries and luxuries of life, Some taxes will produce these
effects in a much greater degree than others; but the great evil
o’ .ftaxation is to be found, not so much in any selection of its
o\ “ects, as in the general amount of its effects taken collectively,

laxes are not necessarily taxes on capital because they are
1ai(} on capital; nor on income because they are laid on income,
If from my income of {1000 per annum I'am required to pay
{10n, it will really be & tax on my income should I be content
with the expenditure of the remaining {goo; but it will be a
tax on capital if I continue to spend f1000.

stan fing the increase of capital, no more could be employed, 1 should
gay that such increase of capital would be still unproductively d
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The capital from which my income of {1000 is derived may
be of the value of £10,000; a tax of one per cent. on such cap.tal
would be froo; but my capital would be unaffected if, after
paying this tax, I in like manner contented myself with the
expenditure of £go0,

The desire which every man has to keep his station in life,
and to maintain his wealth at the height which it has once
attained, occasions most taxes, whether laid on capital or on
income, to be paid from income; and, therefore, as taxation
proceeds, or as government increases its expenditure, the annual
enjoyments of the pcople must be diminished, unless they are
enabled proportionally to increase their capitals and income.
It should be the policy of governments to encourage a disposi-
tion to do this in the people, and never to lay such taxes as will
inevitably fall on capital; since, by so doing, they impair the
funds for the maintenance of labour, and thereby diminish the
future production of the céuntry, |

In England this policy has been neglected in taxing the pro-
bates of wills, in the legacy duty, and in all taxes affecting the
transference of property from the dead to the living. If a
legacy of {1000 be subject to & tax of {100, the legatee ‘i"
siders his legacy as only fgoo and feels no particular motive 10
save the {100 duty from his expenditure, and thus the capitai
of the country is diminished; but if he had really received
£1000, and had been required to pay {100 as a tax on incory®
on wine, on horses, or on servants, he would probably h§+l
diminished, or rather not increased his expenditure by teat
sum, and the capital of the country would have been unimpaired.

“ Taxes upon the transference of property from the dead to
the living,” says Adam Smith, *“ fall finally, as well as imme-
diately, upon the persons to whom the property is transferred.
Taxes on the sale of land fall altogether upon the seller. The
seller is almost always under the necessity of selling, and must,
therefore, take such & price as he can get. The buyer is scafce
ever under the necessity of buying, and will, therefore, only g, /¢
such a price as he likes. He considers what the land will st
him ih tax and price together. The more he is obliged to pay
in the way of tax, the less he will be disposed to give in the way
of price. Such taxes, therefore, fall almost always upon a
necessitous person, and must, therefore, be very cruel and
oppressive.”” ** Stamp duties, and duties upon the registration
of bonds and contracts for borrowed money, fall altogether vpon
the borrower, and in fact are always paid by him. Duties of
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the same kind upon law proceedings fall upon the suitors, They
reduce to both the capital value of the subject in dispute. The
more it costs to acquire any property, the less must be the net
value of it when acquired. All taxes upon the transference of
property of every kind, so far as they diminish the capital value
of that property, tend to diminish the funds destined for the
maintenance of labour, They are all more or less unthrifty
taxes that increase the revenue of the sovereign, which seldom
maintains any but unproductive labourers, at the expense of
the capital of the people, which maintains none but productive.”

But this is not the only objection to taxes on the transference
of (property; they prevent the national capital from being
distributed in the way most beneficial to the community., For
the) general prosperity there cannot be too much facility given
to the conveyance and exchange of all kinds of property, as it
is by such means that capital of every species is likely to find its
wa ¢ into the hands of those who will best employ it in increasing
the] productions of the country. “ Why,” asks M. Say, “ does”
an jindividual wish to sell his land? it is because he has another
employment in view in which his funds will be more productive,
Why does another wish to purchase this same land? it is to
employ a capital which brings him in too little, which was
unemployed, or the use of which he thinks susceptible of im-
provement. This exchange will increase the general income,
sirge it increases the income of these parties. But if the charges
are 80 exorbitant as to prevent the exchange, they are an
obstacle to this increase of the general income.” Those taxes,
however, are easily collected; and this by many may be thought
to afford some compensation for their injurious effects.



CHAPTER IX
TAXES ON RAW PRODUCE

HaviNG in a former part of this work established, I hope satis-
factorily, the principle that the price of corn is regulated by
the cost of its production on that land exclusively, or rather
with that capital exclusively, which pays no rent, it will follow
that whatever may increase the cost of production will increase
the price; whatever may reduce it will lower the price. ‘fhe
necessity of cultivating poorer land, or of obtaining a less retiirn
with & given additional capital on land already in cultivation,
will inevitably raise the exchangeable value of raw prodiice.
The discovery of machinery, which will enable the cultivdtor
to obtain his corn at a less cost of production, will necessarily
lower its exchangeable value. Any tax which may be imposed
on the cultivator, whether in the shape of land-tax, tithes, or
a tax on the produce when obtained, will increase the cost of
production, and will therefore raise the price of raw prodyce.

If the price of raw produce did not rise so as to compensate
the cultivator for the tax, he would naturally quit a trade
where his profits were reduced below the general level of profits;
this would occasion a diminution of supply, until the unabated
demand should have produced such a rise in the price of raw
produce as to make the cultivation of it equally profitable with
the investment of capital in any other trade.

A rise of price is the only means by which he could pay the
tax, and continue to derive the usual and general profits from
this employment of his capital. He could not deduct the fax
from his rent, and oblige his landlord to pay it, for he pays
rent. He would not deduct it from his profits, for there is
reason why he should continue in an employment which yi
small profits, when all other employments are yielding grea
There can then be no question but that he will have the po
of raising the price of raw produce by a sum equal to the taxi

A tax on raw produce would not be paid by the landlord;
would not be paid by the farmer; but it would be paid, i
increased price, by the consumer.

Rent, it should be remembered, is the difference between!

o8
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roduce obtained by equal portions of labour and capital
mployed on land of the same or different qualities. It should
e remembered, too, that the money rent of land, and the corn
ent of land, do not vary in the same proportion.

In the case of a tax on raw produce, of a land-tax, or tithes,
he comn rent of land will vary, while the money rent will remain
s before. .

If, as we have before supposed, the land in cultivation were
f three qualities, and that with an equal amount of capital,

180 grs. of corn were obtained frém land No. 1

170 . . . from . . .

160 . . . from . . . 3
he rent of No. 1 would be 20 quarters, the difference between
hat of No. 3 and No. 1; and of No, 2, 10 quarters, the differ-
nce between that of No, 3 and No. 2; while No, 3 would pay
0 rent whatever,

Now, if the price of corn were {4 per quarter, the money rent
£ No. 1 would be {80, and that of No, 2, {40.

Suppose a tax of 8s. per quarter to be imposed on corn; then
be price would rise to {4 8s.; and if the landlords obtained the
ame corn rent as before, the rent of No. 1t would be £88 and
hat of No. 2, {44. But they would not obtain the same corn
ent; the tax would fall heavier on No. 1 than on No. 2, and on
Jo. 2 than on No. 3, because it would be levied on a greater
juantity of corn. It is the difficulty of production on No. 3
which regulates price; and com rises to £4 8s., that the profits
»f the capital employed on No, 3 may be on a level with the
reneral profits of stock.

_ l'lrhe produce and tax on the three qualities of land will be as
follows:

Desdich the Value of 363 o ko gt ot boibo g | 28
Net corn produce K7 "Net money produce 2;;
No. 8, yielding 170 qrs. at {4 8. per qr. . £748
Deduct the value of 15.4 {qm at qfxf g 1‘;'08:“"“ 68
Net corn produce rd Net moaey produce E

No. 3, yielding 160 qrs. at {4 8s.

. . o
Deduct the value of 14.5 { e a‘qﬁ.‘ o?: ':g‘o s per

HESY

Net carn produce 145.5 Net money produce
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The money rent of No. r would continue to be £80o, or the
difference between {640 and {720; and that of No. 2, {40, or
the difference between f640 and £680, precisely the same as .
before; but the corn rent will be reduced from 2o quarters on ;
No. 1, to 18.2 quarters, the difference between 145.5 and 163.7
quarters, and that on No. 2 from 10 to 9.1 quarters, the differ-
ence between 145.5 and 154.6 quarters.

A tax on corn, then, would fall on the consumers of corn, and
would raise its value, as compared with all other commodities,
in a degree proportioned to the tax. In proportion as raw
produce entered into the composition of other commodities
would their value also be raised, unless the tax were counter-
vailed by other causes. They would in fact be indirectly taxed !
and their value would rise in proportion to the tax, '

A tax, however, on raw produce, and on the necessaries of the
labourer, would have another effect— it would raise wages. .
From the effect of the principle of population on the increase !
of mankind, wages of the lowest kind never continue much
above that rate which nature and habit demand for the support
of the labourers. This class is never able to bear any consider-
able proportion of taxation; and, consequently, if they had to
pay 8s. per quarter in addition for wheat, and in some smaller
proportion for other necessaries, they would not be able to sab-
sist on the same wages as before, and to keep up the race of
labourers, Wages would inevitably and necessarly rise; and,
in propomon as they rose, profits would fall. Government
would receive a tax of 8s. per quarter on all the corn consumed
in the country, a part of which would be paid directly by the
consumers of corn; the other part would be paid indirectly by
those who employed labour, and would affect profits in the same
manner As if wages had been raised from the increased demand
for labour compared with the supply, or from an increasing
difficulty of obtaining the food and necessaries required by the
labourer.

In as far as the tax mxght affect consumers it would be ar
equal tax, but in as far as it would affect profits it would bx
a partial tax; for it would neither operate on the landlord noi
on the swckholder, since they would continue to receive, th
one the same money rent, the other the same money dividend
as ?eéore. A taxon the produce of the land then would operats
as follows:—

1st, Tt would raise the price of raw produce by a sum equal to
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the tax, and would therefore fall on each consumer in
proportion to his consumption.
and, 1t would raise the wages of labour, and lower profits.

t may then be objected against such a tax,

1st, That by raising the wages of labour, and lowering profits.
it is an unequal tax, as affects the income of the farmer,
trader, and manufacturer, and leaves untaxed the
income of the landlord, stockholder, and others enjoy-
ing fixed incomes.

and, That there would be a considerable interval between the
rise in the price of corn and the rise of wages, during
which much distress would be experienced by the
labourer.

3rd, That raising wages and lowering profits is a discourage-
ment to accumulation, and acts in the same way as a
natural poverty of soil.

4th, That by raising the price of raw produce, the prices of all
commodities into which raw produce enters would be
raised, and that therefore we should not meet the
foreign manufacturer on equal terms in the general
market.

With respect to the first objection, that by raising the wages of
labour and lowering profits, it acts unequally, as it affects the
income of the farmer, trader, and manufacturer, and leaves
untaxed the income of the landlord, stockholder, and others
enjoying fixed incomes—it may be answered that if the opera-
tion of the tax be unequal it is for the legislature to make it
equal, by taxing directly the rent of land and the dividends
from stock. By so doing, all the objects of an income tax
would be obtained without the inconvenience of having recourse
to the obnoxious measure of prying into every man's concerns,
and arming commissioners with powers repugnant to the habits
and feelings of a free country.

With respect to the second objection, that there would be a
considerable interval between the rise of the price of com and
the rise of wages, during which much distress would be experi-
enced by the lower classes—I answer that under different
circumstances, wages follow the price of raw produce with very
different degrees of celerity; that in some cases no effect
whatever is produced on wages by & rise of com; in others, the
rise of wages precedes the rise in the price of comn; again, in
some the effect on wages is slow, and in others rapid.
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Those who maintain that it is the price of necessaries which
regulates the price of labour, always allowing for the particular
state of progression in which the society may be, seem to have
conceded too readily that a rise or fall in the price of necessaries
will be very slowly succeeded by a rise or fall of wages. A high
price of provisions may arise from very different causes, and
may accordingly produce very different effects. It may anse
from

1st, A deficient supply. .

and, From a gradually increasing demand, which may be
uitimately attended with an increased cost of pro-
duction.

3rd, From a fall in the value of money,

4th, From taxes on necessaries.

0

. These four causes have not been sufficiently distinguished and
separated by those who have inquired into the influence of a high
price of necessaries on wages. We will examine them severally.

A bad harvest will produce a high price of provisions, and the
high price is the only means by which the consumption is com-
pelled to conform to the state of the supply. If all the purchasers
of corn were rich, the price might rise to any degree, but the
result would remain unaltered; the price would at last be so
high, that the least rich would be obliged to forego the use of
a part of the quantity which they usually consumed, as by
diminished consumption alone the demand could be brought
down to the limits of the supply. Under such circumstances
no policy can be more absurd than that of forcibly regulating
money wages by the price of food, as is frequently done, by mis-
application of the poor laws. Such a measure affords no real
relief to the labourer, because its effect is to raise still higher the
price of corn, and at last he must be obliged to limit his con-
sumption in proportion to the limited supply. In the natural
course of affairs a deficient supply from bad seasons, without
any pernicious and unwise interference, would not be followed
by a rise of wages. The raising of wages is merely nominal to
those who receive them; it increases the competition in the
corn market, and its ultimate effect is to raise the profits of the
growers and dealers in con. The wages of labour are really
regulated by the proportion between the supply and demand
of necessaries, and the supply and demand of labour; and
money is merely the medium, or measure, in which wages are
expressed. In this case, then, the distress of the labourer is
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mavoidable, and no legislation can afford a remedy, except
yy the importation of additional food or by adopting the most
1seful substitutes.
When a high price of corn is the effect of an increasing demand,
t is always preceded by an increase of wages, for demand
:annot increase without an increase of means in the people to
pay for that which they desire. An accumulation of capital
naturally produces an increased competition among the em-
loyers of labour, and a consequent rise in'its price, The
increased wages are pot always immediately expended on food,
but are first made to contribute to the other enjoyments of
the labourer. His improved condition, however, induces and
enables him to marry, and then the demand for food for the
support of his family naturally supersedes that of those other
enjoyments on which his wages were temporarily expended.
Corn rises, then, because the demand for it increases, because
there are those in the society who bave improved means of
paying for it; and the profits of the farmer will be raised above
the general level of profits, till the requisite quantity of capital
has been employed on its production. Whethet, after this has
taken place, corn shall again fall to its former price, or shall
continue permanently higher, will depend on the quality of the
land from which the increased quantity of corn has been sup-
plied. If it be obtained from land of the same fertility as that
which was last in cultivation, and with no greater cost of labour,
the price will fall to its former state; if from poorer land, it will
continue permanently higher. The high wages in the first
instance proceeded from an increase in the demand for labour:
inasrmuch as it encouraged marriage, and supported children,
it produced the effect of increasing the supply of labour., But
when the supply is obtained, wages will again fall to their
former price, if com bas fallen to its former price: to a higher
then the former price, if the increased supply of corn has been
produced from land of an inferior quality, A high price is by
no means incompatible with an abundant supply: the price is
ermanently high, not because the quantity is deficient, but
use there has been an increased cost in producing it. It
generally happens, indeed, that when a stimulus has been given
to population, an effect is produced beyond what the case
requires; the population may be, and generally is, so much
increased as, notwithstanding the increased demand for labour,
to bear a greater proportion to the funds for maintaining
labourers than before the increase of capital, In this case
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& reaction will take place, wages will be below their natural
level, and will continue so, till the usual proportion between
the supply and demand has been restored. In this case, then,
the rise in the price of corn is preceded by a rise of wages, and
therefore entails no distress on the labourer.

A fall in the value of money, in consequence of an influx of the
precious metals from the mines, or from the abuse of the privi-
leges of banking, is another cause for the rise of the price of food;
but it will make no alteration in the quantity produced. It
leaves undisturbed too the number of labourers, as well as the
demand for them; for there will be neither an increase nor a
diminution of capital. The quantity of necessaries to be allotted
to the labourer depends on the comparative demand and supply
of necessaries, with the comparative demand and supply of
labour; money being only the medium in which the quantity
is expressed; and as neither of these is altered, the real reward
of the labourer will not alter. Money wages will rise, but they
will only enable him to furnish himself with the same quantity
of necessaries as before. Those who dispute this principle are
bound to show why an increase of money should not have the
same effect in raising the price of labour, the quantity of which
has not been increased, as they acknowledge 1t would have on
the price of shoes, of hats, and of corn, if the quantity of those
commodities were not increased. The relative market value
of hats and shoes is regulated by the demand and supply of hats,
compared with the demand and supply of shoes, and money is
but the medium in which their value is expressed. 1f shoes be
doubled in price, hats will also be doubled in price, and they will
retain the same comparative value. So if corn and all the
necessaries of the labourer be doubled in price, labour will be
doubled in price also; and while there is no interruption to the
usual demand and supply of necessaries and of labour, there
cix]l be no reason why they should not preserve their relative
value,

Neither a fall in the value of money, nor a tax on raw produce,
though each will raise the price, will necessarily interfere with
the quantity of raw produce, or with the number of people, who
are both able to purchase and willing to consume it. It is very
easy to perceive why, when the capital of & country increases
irregularly, wages should rise, whilst the price of corn remains
stationary, or rises in a less proportion; and why, When the
capital of a country diminishes, wages should fall whilst con
remains stationary, or falls in a much less proportion, and thig
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foo for a considerable time; the reason is, because labour is a
commodity which cannot be increased and diminished at
pleasure. If there are too few hats in the market for the demand
the price will rise, but only for a short time; for in the course
of one year, by employing more capital in that trade, any reason-
able addition may be made to the quantity of bats, and there-
fore their market price cannot long very much exceed their
natural price; but it is not so with men; you cannot increase
their number in one or two years when there is an increase of
capital, nor can you rapidly diminish their number when capital
is in a retrograde state; and, therefore, the number of hands
increasing or diminishing slowly, whilst the funds for the main-
tenance of labour increase or diminish rapidly, there must be
a considerable interval before the price of labour is exactly
regulated by the price of corn and necessaries; but in the case
of a fall in the value of money, or of & tax on corn, there is not
necessarily any excess in the supply of labour, nor any abate-
ment of demand, and therefore there can be no reason why the
labourer should sustain a real diminution of wages.

A tax on corn does not necessarily diminish the quantity of
corn, it only raises its money price; it does not necessarily
diminish the demand compared with the supply of labour; why
then should it diminish the portion paid to the labourer? Sup-

ose it true that it did diminish the quantity given to the
;:ibourer, in other words, that it did not raise his money wages
in the same proportion as the tax raised the price of the corn
which he consumed; would not the supply of corn exceed the
demand? — would it not fall in price? and would not the
labourer thus obtain his usual portion? In such case, indeed,
capital would be withdrawn from agriculture; for if the price
were not increased by the whole amount of the tax, agricultural
profits would be lower than the general level of profits, and
capital would seek a8 more advantageous employment. In
regard, then, to a tax on raw produce, which is the point under
discussion, it appears to me that no interval which could bear
oppressively on the labourer would elapse between the rise in
the price of raw produce and the rise in the wages of the
labourer; and that therefore no other inconvenience would be
suffered by this class than that which they would suffer from
any other mode of taxation, namely, the risk that the tax might
infringe on the funds destined for the maintenance of labour,
and might therefore check or abate the demand for it.

With respect to the third objection against taxes on raw
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produce, namely, that the raising wages, and lowering profits,
15 a discouragement to accumulation, and acts in the same way
as a natural poverty of soil; I have endeavoured to show in
another part of this work that savings may be as effectually
made from expenditure as from production; from a reduction
in the value of commodities as from a rise in the rate of profits.
By increasing my profits from {1000 to £1200, whilst prices
continue the same, my power of increasing my capital by savings
is increased, but it is not increased so much as it would be if my

rofits continued as before, whilst commodities were so lowered
in price that {800 would procure me as much as {1000 purchased
before.

Now the sum ftequired by the tax must be raised, and the
question simply is, whether the same amount shali be taken
from individuals by diminishing their profits, or by raising the
prices of the commodities on which their profits will be expended.

Taxation under every form presents but a choice of evils;
if it do not act on profit, or other sources of income, it must
act on expenditure; and provided the burthen be equally
borne, and do not repress reproduction, it is indifferent on which
it is laid. Taxes on production, or on the profits of stock,
whether applied immediately to profits or indirectly by taxing
the land or its produce, have this advantage over other taxes;
that, provided all other income be taxed, no class of the com-
munity can escape them, ahd each contributes according to
his means.

From taxes on expenditure a miser may escape; he may have
an income of {10,000 per annumnt, and expend only {300; but
from taxes on profits, whether direct or indirect, he cannot
escape; he will contribute to them either by giving up a part,
or the value of a part, of his produce; or by the advanced prices
of the necessaries essential to production he will be unable to
continue to accumulate at the same rate. He may, indeed,
have an income of the same value, but he will not have the
same command of labour, nor of an equal quantity of materials
on which such labour can be exercised.

If 2 country is insulated from all others, having bo commerce
with any of its neighbours, it can in no way shift any portioh
of its taxes from itself. A portion of the produce of its land
and labour will be devoted to the service of the state; and I
cannot but think that, unless it presses unequally on that class
which accumulates and saves, it will be of little importance
whether the taxes be levied on profits, on agricultural, or on
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manufactured commodities. If my revenue be ficoo per
snnum, and I must pay taxes to the amount of {100, it is of
littde importance whether I pay it from my revenue, leaving
myself only {900, or pay {100 in addition for my agricultural
commodities, or for my manufactured goods. If fioco is my
fair proportion of the expenses of the country, the virtue of
taxation consists in making sure that I shall pay that {roo,
peither more nor less; and that cannot be effected in any
manner so securely as by taxes on wages, profits, or raw produce.

The fourth and last objection which remains to be noticed is:
That by raising the price of raw produce, the prices of all commo-
dities into which raw produce enters will be raised, and that,
therefore, we shall not meet the foreign manufacturer on equal
terms in the general market.

In the first place, corn and all home commodities could not be
materially raised in price without an influx of the precious
metals; for the same quantity of money could not circulate the
same quantity of commodities at high as at low prices, and the
precious metals never could be purchased with dear commo-
dities. When more gold is required, it must be obtained by
giving more and not fewer commodities in exchange for it.
Neither could the want of money be supplied by paper, for it
is not paper that regulates the value of gold as & commadity,
but gold that regulates the value of paper. Unless, then, the
value of gold could be lowered, no paper could be added to the
circulation without being depreciated. And that the value
of gold could not be lowered appears clear when we consider
that the value of gold as 8 commodity must be regulated by the
-quantity of goods which must be given to foreigners in exchange
for it. When gold is cheap, commodities are dear; and when
gold is dear, commodities are cheap, and fall in price. Now as
no cause is shown why foreigners should sell their gold cheaper
than usual, it does not appear probable that there would be
any influx of gold. Without such an influx there can be no
increase of quantity, no fall in its value, no rise in the general
price of goods.!

The probable effect of a tax on raw produce would be to
raise the price of raw produce, and of all commodities in which
raw produce entered, but not in any degree proportioned to the
tax; while other commodities in which no raw produce entered,

! It may be doubted whether commodities, raised in price merely by
taxation, would require any more money for their circulation. 1 believe
they would not.
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such as articles made of the metals and the earths, would fall
in price: so that the same quantity of money as before would be
adequate to the whole circulation.

A tax which should have the effect of raising the price of all
home productions would not discourage exportation, except
during a very limited time. 1f they were raised in price at home,
they could not indeed immediately be profitably exported,
because they would be subject to & burthen here from which
‘abroad they were free. The tax would produce the same effect
as an alteration in the value of money, which was not general
and commeon to all countries, but confined to a single one. I
England were that country, she might not be able to sell, but she
would be able to buy, because importable commodities would
not be raised in price. Under these circumstances nothing but
money could be exported in return for foreign commodities,
but this is & trade which could not long continue; a nation
cannot be exhausted of its money, for after a certain quantity
has left it, the value of the remainder will rise, and such a price
of commodities will be the consequence that they will again
be capable of being profitably exported. When money had
risen, therefore, we should no longer export it in return for
goods, but we should export those manufactures which had first
been raised in price by the rise in the price of the raw produce
from which they were made, and then again lowered by the
exportation of money.

But it may be objected that when money so rose in value it
would rise with respect to foreign as well as home commodities,
and therefore that all encouragement to import foreign goods
would cease. Thus, suppose we imported goods which cost

100 abroad, and which sold for £120 here, we should cease to
import them when the value of money had so risen in England
that they would only sell for froo here: this, however, could
never happen. The motive which determines us to import &
commodity is the discovery of its relative cheapness abroad:
it is the comparison of its price abroad with its price at home.
If a country export hats, and import cloth, it does so because
it can obtain more cloth by making hats and exchanging them
for cloth than if it made the cloth inself. If the rise of raw
gmduoe occasions any increased cost of production in making

ats, it would occasion also an increased cost in making cloth,
If, therefore, both comruodities were made at home, they would
both rise. One, however, being a commodity which we import,
would not rise, neither would 1t fall when the value of money
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rose; for by not falling it would regain its natural relation to
the exported commodity. The rise of raw produce makes a
hat rise from 30s. to 335., or 10 per cent.: the same cause, if
we manufactured cloth, would make it rise from 2o0s. to 22s. per
yard. This rise does not destroy the relation between cloth and
hats; a hat was, and continues to be, worth one yard and a half
of cloth, But if we import cloth, its price will continue uni-
formly at zos, per yard, unaffected first by the fall, and then
by the rise in the value of money; whilst hats, which had risen
from 3os. to 33s., will again fall from 33s. to 30s., at which
point the relation between cloth and hats will be restored,

To simplify the consideration of this subject, I have been
supposing that a rise in the value of raw materials would affect,
in an equal proportion, all home commodities; that if the effect
on one were to raise it ro per cent., it would raise all 10 per cent. ;
but as the value of commodities is very differently made up of
raw material and labour; as some commodities, for instance,
all those made from the metals, would be unaffected by the rise
of raw produce from the surface of the earth, it is evident that
there would be the greatest variety in the effects produced on
the value of commodities by a tax on raw produce. As far as
this effect was produced, it would stimulate or retard the expor-
tation of particular commodities, and would undoubtedly be
attended with the same inconvenience that attends the taxing
of commodities; it would destroy the natural relation between
the value of each, Thus the natural price of a hat, instead of
being the same as a yard and a half of cloth, might only be of
the value of a yard and a quarter, or it might be of the value
of a yard and three quarters, and therefore rather a different
direction might be given to foreign trade. All these incon-
veniences would probably not interfere with the value of the
exports and imports; they would only prevent the very best
distribution of the capital of the whoiz world, which is never
so well regulated as when every commodity is freely allowed
to settle at its natural price, unfettered by artificial restraints.

Although, then, the rise in the price of most of our own com-
modities would for a time check exportation generally, and
might permanently prevent the exportation of a few commo-
dities, 1t could not materially interfere with foreign trade, and
would not place us under any comparative disadvantage as far
as regarded competition in foreign markets,



CHAPTER X
TAXES ON RENT

A Tax on rent would affect rent only; it would fall wholly on
landlords, and could not be shifted to any class of consumers.
The landlord could not raise his rent, because he would leave
unaltered the difference between the produce obtained from
the least productive land in cultivation, and that'obtained
from land of every other quality, Three sorts of land, No. 1,
z, and 3, are in cultivation, and yield respectively, with the
same labour, 180, 170, and 160 quarters of wheat; but No. 3
pays no rent, and is therefore untaxed: the rent then of No. 2
cannot be made to exceed the value of ten, nor No. 1 of twenty
quarters. Such a tax could not raise the price of raw produce,
because, as the cultivator of No. 3 pays neither rent nor tax,
he would in no way be enabled to raise the price of the com-
modity produced. A tax on rent would not discourage the
cultivation of fresh land, for such land pays no rent, and would
be untaxed. If No. 4 were taken into cultivation, and yielded
150 quarters, no tax would be paid for such land; but it would
create a rent of ten quarters on No. 3, which would then com-
mence paying the tax,

A tax on rent, as rent is constituted, would discourage culti-
vation, because it would be a tax on the profits of the landlord.
The term rent of land, as I have elsewhere observed, is applied
to the whole amount of the value paid by the farmer to his
landlord, a part only of which is strictly rent. The buildings
and fixtures, and other expenses paid for by the landlord, form
strictly a part of the stock of the farm, and must have been
furnished by the tenant, if not providtd by the landlord. Rent
is the sum paid to the landlord for the use of the land, and for
the use of the land only. The further sum that is paid to him
under the name of rent is for the use of the buildings, etc., and
is really the profits of the landlord’s stock. In taxing rent, as
no distinction would be made between that part paid for the
use of the land, and that paid for the use of the landlord’s stock,
a portion of the tax would fall on the landlord’s profits, and
would, therefore, discourage cultivation, unless the price of raw
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coduce rose. On that land, for the use of which no rent was
aid, a compensation under that name might be given to the
ndlord for the use of his buildings. These buildings would
ot be erected, nor would raw produce be grown on such land,
1 the price at which it sold would not only pay for all the
sual outgoings, but also this additional one of the tax. This
art of the tax does not fall on the landlord, nor on the farmer,
ut on the consumer of raw produce.

There can be little doubt but that if a tax were laid on rent,
indlords would soon find a way to discriminate between that
thich is paid to them for the use of the land, and that which is
wid for the use of the buildings, and the improvements which
re made by the landlord’s stock. The latter would either be
alled the rent of house and buildings, or on all new land taken
nto cultivation such buildings would be erected and improve-
nents would be made by the tenant and not by the landlord.
Che landlord’s capital might indeed be really employed for that
)urgose; it might be nominally expended by the tenant, the
andlord furnishing him with the means, either in the shape of
y Joan, or in the purchase of an annuity far the duration of the
ease, Whether distinguished or not, there is a real difference
setween the nature of the compensations which the landlord
receives for these different objects; and it is quite certain that
a tax on the real rent of land falls wholly on the landlord, but
that a tax on that remuneration which the landlord receives for
the use of this stock expended on the farm, falls, in a progressive
country, on the consumer of raw produce., If a tax were laid
on rent, and no means of separating the remuneration now paid
by the tenant to the landlord under the name of rent were
adopted, the tax, as far as it regarded the rent on the buildings
and other fixtures, would never fall for any length of time on
the landlord, but on the consumer. The capital expended on
these buildings, etc., must afford the usual profit of stock; but
it would cease to afford this profit on the land last cultivated if
the expenses of those buildings, etc., did not fall on the tenant;
and if they did, the tenant would then cease to make bis usual
profits of stock, unless he could charge them op the consumer,



CHAPTER XI
TITHES

TITHES are a tax on the gross produce of the land, and, li}
taxes on raw produce, fall wholly on the consumer. They differ
from a tax on rent, inasmuch as they affect land which such a
tax would not reach; and raise the price of raw produce which
that tax would not alter. Lands of the worst quality, as well
as of the best, pay tithes, and exactly in proportion to the
quantity of produce obtained from them; tithes are therefore
an equal tax. ) T

If land of the lTast quality, or that which pays no rent, and
which regulates the price of corn, yield a sufficient quantity to
give the farmer the usual profits of stock, when the price of
wheat js £4 per quarter, the price must rise to £4 8s. before the
same profits can be obtained after the tithes are imposed,
because for every quarter of wheat the cultivator must pay
eight shillings to the church, and if he does not obtain the same
profits, there is no reason why he should not quit his employ-
ment, when he can get them in other trades. .

The only difference between tithes and taxes on raw produce
is that one is a variable money tax, the other a fixed money
tax. In a stationary state of society, where there is neither
increased nor diminished facility of producing corn, they will
be precisely the same in their effects; for, in such a state, corn
will be at an invariable price, and the tax will therefore be also
invariable. In either a retrograde state, or in a state in which
great improvements are made in agriculture, and where con-
sequently raw produce will fall in value comparatively with
other things, tithes will be a lighter tax than a permanent
money tax; for if the price of corn should fall from £4 to £3,
the tax would fall from eight to six shillings.. In a progressive
state of society, vet without any marked improvements in
agriculture, the price of corn would rise, and tithes would be
a heavier tax than a permanent money tax. If corn rose from
{4 to {5, the tithes on the same land wouyld advance from eight
to ten shillings.

Neither tithes nor a money tax will affect the money rent of

Co 112
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andlords, but both will materially affect corn rents. We have
JIready observed how a money tax operates on corn rents, and
t is equally evident that a similar effect would be produced by
jthes. If the lands, No. 1, 2, 3, respectively produced 180,
70, and 160 quarters, the rents might be on No. 1, twenty
juarters, and on No. 2, ten quarters; but they would no longer
sreserve that proportion after the payment of tithes; for if a
:enth be taken from each, the remaining produce will be 163,
153, 144, and consequently the corn rent of No. 1 will be reduced
to eighteen, and that of No. 2 to nine quarters. But the price
of corn would rise from fq to {4 8s. 10§d.; for 144 quarters are
to £4 as 160 quarters to {4 8s. 10§d. and:consequently the
money rent would continue unaltered; for on No. 1 it would
be £80,! and on No. 2, {40.}

The chief objection against tithes is that they are not a

ermanent and fixed tax, but increase in value in proportion
as the difficuity of producing com increases. If those diffi-
culties should make the price of corn {4, the tax is 8s.; if they
should increase it to {35, the tax i3 10s.; and gt £6 it is 1as.
They not only rise in value, but they increase in amount: thus,
when No. 1 was cultivated, the tax was only levied on 180
quarters; when No. 2 was cultivated, it was levied on 180
+ 170, or 350 quarters; and when No. 3 was cultivated, on
180 4+ 170 + 160 == 510 quarters. Not only is the amount of
tax increased from 100,000 quarters to 200,000 quarters when
the produce is increased from one to two millions of quarters;
but, owing to the increased labour necessary to produce the
second million, the relative value of raw produce is so advanced
that the 200,000 quarters may be, though only twice in quantity,
yet in value three times that of the 100,000 quarters which were
paid before.

If an equal value were raised for the church by any other
means, increasing in the same manner as tithes increase, pro-
portionably with the difficulty of cultivation, the efflect would
be the same; and therefore it is a mistake to suppose that,
because they are raised on the land, they discourage cultivation
more than an equal amount would do if raised in any other
manner. The church would in both cases be constantly obtain-
ing an increased portion of the net produce of the iand and
labour of the country. In an improving state of society, the
net produce of land is always diminishing in proportion to its
gross produce; but it is from the net income of a country that

118 quarters at {4 8. 7034, % 9 quarters at £y 8. 10§d.
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all taxes are ultimately paid, either in a progressive or in & *
stationary country. A tax increasing with the gross income,
and falling on the net income, must necessarily be & very
burdensome and & very intolerable tax. Tithes are a tenth
oF the gross and not of the net produce of the land, and there-
fore as society improves in wealth, they must, though the same
proportion of the gross produce, become a larger and larger
proportion of the net produce.

Tithes, however, may be considered as injurious to landlords,
inasmuch as they act as a bounty on importation, by taxing
the growth of home corn while the importation of foreign corn
remains unfettered. And if, in order to relieve the landlords
from the effects of the diminished demand for land which such
a bounty must encourage, imported corn were also taxed, in
an equal degree with corn grown at home, and the produce paid
to the state, no measure could be more fair and equitable;
since whatever were paid to the state by this tax would go to
diminish the other taxes which the expenses of government
make necessary; but if such a tax were devoted only to increase
the fund paid to the church, it might indeed on the whole in-
crease the general mass of production, but it would diminish
the portion of that mass allotted to the productive classes.

If the trade of cloth were left perfectly free, our manufac-
turers might be able to sell cloth cheaper than we could import
it. 1f a tax were laid on the home manufacturer, and not on
the importer of cloth, capital might be injuriously driven from
the manufacture of cloth to the manufacture of some other
commodity, as cloth might then be imported cheaper than it
could be made at home. Ifimported eloth should also be taxed,
cloth would again be manufactured at home. The consumer
first bought cloth at home because it was cheaper than foreign
cloth; he then bought foreign cloth because it was cheaper
untaxed than home cloth taxed: he lastly bought it again at
home because it was cheaper when both home and foreign cloth
were taxed. It is in the last case that he pays the greatest
price for his cloth; but all his additional payment is gained by
the state. In the second case, he pays more than in the first,
but all he pays in addition is not received by the state, it s
an increased price caused by difficulty of production, which. i
incurred because the easiest means of production are taken
away from us by being fettered with a tax.



CHAPTER XII
LAND-TAX

A LAND-TAX, levied in proportion to the rent of land, and vary-
ing with every variation of rent, is in effect a tax on rent; and
as such a tax will not apply to that land which yields no rent,
nor to the produce of that capital which is employed on the
land with a view to profit merely, and which never pays rent;
it will not in any way affect the price of raw produce, but will
fall wholly on the landlords. In no respect would such a tax
differ from a tax on rent. But if a land-tax be imposed on all
cultivated land, however moderate that tax may be, it will be
a tax on produce, and will therefore raise the price of produce.
1f No. 3 be the land last cultivated, although it should pay no
rent, it cannot, after the tax, be cultivated, and afford the
general rate of profit, unless the price of produce rise to meet
the tax. Either capital will be withheld from that employment
until the price of corn shall have risen, in consequence of demand,
sufficiently to afford the usual profit; or if already employed
on such land, it will quit it, to seek a more advantageous em-
ployment. The tax cannot be removed to the landlord, for by
the supposition he receives no rent. Such a tax may be pro-
portioned to the quality of the land and the abundance of its

roduce, and then it differs in no respect from tithes; or it may
Ee a fixed tax per acre on all land cultivated, whatever its
quality may be.

A land-tax of this latter description would be a very unequal
tax, and would be contrary to one of the four maxims with
regard to taxes in general, to which, according to Adam Smith,
all taxes should conform. The four maxims are as follow:—

1. “ The subjects of every state ought to contribute towards
the support of the government, as nearly as possibie
in proportion to their respective abilities.

3. “ The tax which each individual is bound to pay ought to
be certain, and not arbitrary.

3. “ Every tax ought to be levied at the time or in the
manner in which it is most likely to be convenient for
the contributor to pay it.
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4. “Every tax ought to be so contrived as both to take out
and to keep out of the pockets of the people as little
as possible, over and above what it brings into the
public treasury of the state.”

An equal land-tax, imposed indiscriminately and without any
regard to the distinction of its quality, on all land cultivated,
will raise the price of corn in proportion to the tax paid by the
cultivator of the land of the worst quality. Lands of different
quality, with the employment of the same capital, will yield
very different quantities of raw produce. 1f on the land which
yields a thousand quarters of corn with a given capital & tax
of £1o0 be laid, corn will rise 2s. per quarter to compensate the
farmer for the tax, But with the same capital on land of a
better quality, zooo quarters may be prodiuced, which at 2s.
a quarter advance would give {200; the tax, however, bearing
equally on both lands, will be {100 on the better as well as on
the inferior, and consequently the consumer of corn will be
taxed, not only to pay the exigencies of the state, but also to
give to the cultivator of the better land {100 per annum during
the period of his lease, and afterwards to raise the rent of the
landlord to that amount. A tax of this description, then,
would be contrary to the fourth maxim of Adam Smith—it
would take out and keep out of the pockets of the people more
than what it brought into the treasury of the state. The taille
in France, before the Revolution, was a tax of this description;
those lands only were taxed which were held by an ignoble
tenure, the price of raw produce rose in proportion to the tax,
and therefore they whose lands were not taxed were benefited
by the increase of their rent. Taxes on raw produce, as well as
tithes, are free from this objection: they raise the price of raw
produce, but they take from each quality of land & contribution
In proportion to its actual produce, and not in proportion to
the produce of that which is the least productive.

From the peculiar view which Adam Smith took of rent, from
his not having observed that much capital is expended in every
country on the land for which no rent is paid, he concluded that
all taxes on the land, whether they were laid on the land itself
in the form of land-tax or tithes, or on the produce of the land,
or were taken from the profits of the farmer, were all invariably
paid by the landlord, and that he was in all cases the real con-
tributor, although the tax was, in general, nominally advanced
by the tenant. “ Taxes upon the produce of the land,” he says,
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“ are in reality taxes upon the rent; and though they may be
onginally advanced by the farmer, are finally paid by the land-
lord. When a certain portion of the produce is to be paid away
for a tax, the farmer computes as well as he can what the value
of this portion is, one year with another, likely to amount to,
and he makes a proportionable abatement in the rent which he
agrees to pay to the landlord. There is no farmer who does not
compute beforehand what the church-tithe, which is & land-tax
of this kind, is, one year with another, likely to amount to.”
It is undoubtedly true that the farmer does calculate his prob-
able outgoings of all descriptions when agreeing with his land-
Jord for the rent of his farm; and if, for the tithe paid to the
church, or for the tax on the produce of the Jand, he were not
compensated by a rise in the relative value of the produce of
his farm, he would naturally endeavour to deduct them from
his rent. But this is precisely the question in dispute: whether
he will eventually deduct them from his rent, or be compensated
by a higher price of produce. For the reasons which have been
ulready given, I cannot have the least doubt but that they
would raise the price of produce, and consequently that Adam
Smith has taken an incorrect view of this important question.

Dr. Smith’s view of this subject is probably the reason why
he has described “ the tithe, and every other land-tax of this
kind, under the appearance of perfect equality, as very unequal
taxes; & certain portion of the produce being in different
situations equivalent to & very different portion of the rent.”
1 have endeavoured to show that such taxes do not fall with
unequal weight on the different classes of farmers or landlords,
as they are both compensated by the rise of raw produce, and
only contribute to the tax in proportion as they are consumers
of raw produce. Inasmuch indeed as wages, and through
wages, the rate of profits are affected, landlords, instead of
contributing their full share to such a tax, are the class peculiarly
exempted. It is the profits of stock from which that portion
of the tax is derived which-falls on those labourers, who, from
the insufficiency of their funds, are incapable of paying taxes;
this portion is exclusively borne by all those whose income is
derived from the employment of stock, and therefore it in no
degree affects landlords.

It is not to be inferred from this view of tithes, and taxes on
the land and its produce, that they do not discourage cultiva-
tion. Everything which raises the exchangeable value of
commodities of any kind which are in very general demand
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tends to discourage both cultivation and production; but this
is an evil inseparable from all taxation, and is not confined to
the particular taxes of which we are now speaking.

This may be considered, indeed, as the unavoidable disad-
vantage attending all taxes received and expended by the state.
Every new tax becomes a new charge on production, and raises
natural price. A portion of the labour of the country which
was before at the disposal of the contributor to the tax is placed
at the disposal of the state, and cannot therefore be employed
productively. This portion may become so large that sufficient
surplus produce may not be left to stimulate the exertions of
those who usually augment by their savings the capital of the
state. Taxation has happily never yet in any free country
been carried so far as constantly from year to year to diminish
its capital. Such a state of taxation could not be long endured;
or if endured, it would be constantly absorbing so much of the
annual produce of the country as to occasion the most extensive
scene of misery, famine, and depopulation,

“ A land-tax,” says Adam Smith, * which, like that of Great
Britain, is assessed upon each district according to a certain
invariable canon, though it should be equal at the time of its
Jfirst establishment, necessarily becomes unequal in process of
time, according to the unequal degrees of improvement or
neglect in the cultivation of the different parts of the country.
In England the valuation according to which the different
counties and parishes were assessed to the land-tax by the 4th
William and Mary was very unequal, even at its first establish-
ment, This tax, therefore, so far offends against the first of
the four maxims above mentioned. It is perfectly agreeablc
to the other three. It is perfectly certain. The time of pay-
ment for the tax being the same as that for the rent, is as con
venient as it can be to the contributor. Though the landlorc
is in all cases the real contributor, the tax is commmonly advancer
by the tenant, to whom the landlord is obliged to allow it i
the payment of the rent.”

If the tax be shifted by the tenant not on the landlord bu
on the consumer, then if it be not unequal at first, it can neve
become so; for the price of produce has been at once raised in
proportion to the tax, and will afterwards vary no more on that
account, It may offend, if unequal, as 1 have attempted to
show that it will, against the fourth maxim above mentioned,
but it will not offend against the first. It may take more out
of the pockets of the people than it brings into the public
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treasury of the state, but it will not fall unequally on any
particular class of contributors. M. Say appears to me to have
mistaken the nature and effects of the English land-tax, when
he says, * Many persons attribute to this fixed valuation the
great prosperity of English agriculture, That it has very much
contributed to it there can be no doubt. But what should we
say to & government which, addressing itself to & small trader,
should hold this language: ‘With & small capital you are
carrying on a limited trade, and your direct contribution is in
consequence very small. Borrow and accumulate capital;
extend your trade, so that it may procure you immense profits;
yet you shall never pay a greater contribution. Moreover,
when your successors shall inherit your profits, and shall have
further increased them, they shall not be valued higher to them
than they are to you; and your successors shall not bear a
ter portion of the public burdens.’

“ Without doubt this would be a great encouragement given -
to manufacturers and trade; but would it be just? Could not
their advancement be obtained at any other price? In England
itself, has not manufacturing and commercial industry made
even greater progress, since the same period, without being
distinguished with so much partiality? A landlord by his
assiduity, economy, and skill increases his annual revenue by
so0o francs. If the state claim of him the fifth part of his
augmented income, will there not remain 4000 francs of increase
to stimulate his further exertions? »

M. Say supposes, ** A landiord by his assiduity, economy, and
skill to increase his annual revenue by sooo francs;” but a
landlord has no means of employing his assiduity, economy,
and skill on his lJand unless he farms it himself; and then it is
in quality of capitalist and farmer that he makes the improve-
ment, and not in quality of Iandlord. It is not conceivable that
he could so augment the produce of his farm by any pecwiiar
skill on his part, without first increasing the quantity of capital
eraployed upon it.  If he increased the capital, his larger revenue
might bear the same proportion to his increased capital, as the
revenue of all other farmers to their capitals,

If M. Say’s suggestion were followed, and the state were to
claim the fifth part of the augmented income of the farmer, it
would be a partial tax on farmers, acting on their profits, and
not affecting the profits of those in other employments. The
tax would be paid by all lands, by those which yielded scantily
&s well as by those which yielded abundantly; and on some
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lands there could be no compensation for it by deduction from
rent, for no rent is paid. A partial tax on profits never falis
on the trade on which it is laid, for the trader will either quit
his employment or remunerate himself for the tax. Now, those
who pay no rent could be recompensed only by a rise in the
price of produce, and thus would M. Say’s proposed tax fall on
the consumer, and not either on the landlord or farmer.

If the proposed tax were increased in proportion to the
increased quantity or value of the gross produce obtained from
the land, it would differ in nothing from tithes, and would equally
be transferred to the consumer. Whether then it fell on the
gross or on the net produce of land, it would be equally & tax
on consumption, and would only affect the landlord and farmer
in the same way as other taxes on raw produce.

If no tax whatever had been laid on the land, and the same
sum had been raised by any other means, agriculture would have
flourished at least as well as it has done; for it is impossible
that any tax on land can be an encouragement to agriculture;
a moderate tax may not, and probably does not, greatly prevent,
but it cannot encourage production. The English government
has held no such language as M. Say has supposed. It did not
promise to exempt the agricultural class and their successors
from all future taxation, and to raise the further supplies which
the state might require from the other classes of society; it
said only, “ in this mode we will no further burthen the land;
but we retain to ourselves the most perfect liberty of making
you pay, under some other form, your full quota to the future
exigencies of the state.”

Speaking of taxes in kind, or a tax of a certain proportion of
the produce, which is precisely the same as tithes, M. Say says,
“This mode of taxation appears to be the most equitable;
there is, however, none which is less so: it totally leaves out of
consideration the advances made by the producer; it is ¥ro
portioned by the gross, and not to the net revenue. Two
agriculturists cultivate different kinds of raw produce: one
cultivates comn on middling land, his expenses amounting
annually on an average to 8ocoo francs; the raw produce from

—his lands sells for 12,000 francs; he has then a net revenue of
4000 francs. .

“ His neighbour has pasture or wood land, which brings in

every year a like sum of 12,000 francs, but his expenses amount
.only to 2000 francs, He has therefore on an average a net
revenue of 10,000 francs,
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“ A law ordains that a twelfth of the produce of all the fruits
of the earth be levied in kind, whatever they may be. From
the first is taken, in consequence of this law, com of the value
of 1000 francs; and from the second, hay, cattle, or wood, of
the same value of 1000 francs. What has happened? From
the one, a quarter of his net income, 4000 francs, has been
taken; from the other, whose income was 10,000 francs, a tenth
only has been taken. Income is the net profit which remains
after replacing the capital exactly in its former state. Has a
merchant an income equal to all the sales which he makes in
the course of a year; certainly not; his income only amounts
to the excess of his sales above his advances, and it is on this
excess only that taxes on income should fall.”

M. Say’s error in the above passage lies in supposing that
because the value of the produce of one of these two farms, after
reinstating the capital, is greater than the value of the produce
of the other, on that account the net income of the cultivators
will differ by the same amount. The net income of the land-
lords and tenants together of the wood land may be much
greater than the net income of the landlords and tenants of the
corn land; but it is on account of the difference of rent, and not
on account of the difference in the rate of profit. M. Say has °
wholly omitted the consideration of the different amount of
rent which these cultivators would have to pay. There cannot
be two rates of profit in the same employment, and therefore
when the value of produce is in different proportions to capital,
it is the rent which will differ, and not the profit. Upon what
pretence would one man, with a capital of 2000 francs, be
allowed to obtain a net profit of x0,000 francs from its employ-
ment, whilst another, with & capital of 8coo francs, would only
obtain 4ooo francs? Let M. Say make a due allowance for rent;
let him further allow for the effect which such a tax would have
on the prices of these different kinds of raw produce, and he will
then perceive that it is not an unequal tax, and, further, that
the producers themselves will no otherwise contribute to it
than any other class of consumers,
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¥AXES ON GOLD

THE rise in the price of commodities, in consequence of taxation
or of difficulty of production, will in all cases ultimately ensue;
but the duration of the interval before the market price will
conform to the natural price must depend on the nature of the
commodity, and on the facility with which it can be reduced in
quantity. If the quantity of the commodity taxed could not
be diminished, if the capital of the farmer or of the hatter, for
instance, could not he withdrawn to other employments, it
would be of no consequence that their profits were reduced
below the general level by means of a tax; unless the demand
for their commodities should increase, they would never be
able to elevate the market price of corn and of hats up to their
increased natural price. Their threats to leave their employ-
ments, and remove their capitals to more favoured trades,
would be treated as an idle menace which could not be carried
into effect; and consequently the price would not be raised by
diminished production. Commodities, however, of all desctip-
tions, can be reduced in guantity, and capital can be removed |
from trades which are less profitable to those which are more
50, but with different degrees of rapidity. In proportion as the
supply of a particular commodity can be more easily reduced,
without inconvenience to the producer, the price of it will more
quickly rise after the difficulty of its preduction has been
increased by taxation, or by any other means. Corn being a
commodity indispensably necessary to every one, little effect
will be produced on the demand for it in consequence of a tax,
and therefore the supply would not probably be long excessive,
even if the producers had great difficulty in removing their
capitals from the land. For this reason, the price of corn will
speedily be raised by taxation, and the farmer will be enabled
to transfer the tax from himself to the consumer, .
1f the mines which supply us with gold were in this country,
and if gold were taxed, it could not rise in relative value to other
things till its quantity were reduced. This would be more
particularly the case if gold were used exclusively for money.
122
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It is true that the least productive mines, those which paid no
rent, could no longer be worked, as they could not afford the
general rate of profits till the relative value of gold rose by a
sum equal to the tax. The quantity of gold, and, therefore, the

uantity of money, would be slowly reduced: it would be a
little diminished In one year, a little more in another, and
fihally its value would be raised in proportion to the tax; but,
in the interval, the proprietors or holders, as they would pay
the tax, would be the sufferers, and not those who used money.
1f out of every 1000 quarters of wheat in the country, and every
1000 produced in future, government should exact 100 quarters
2s a tax, the remaining goo quarters would exchange for the same
quantity of other commodities that yooo did before; but if
the same thing took place with respect to gold, if of every f1000
money now in the countty, or in future to be brought into it,
government could exact {roo as a tax, the remaning f9co
would purchase very little more than fgoo purchased before.
The tax would fall upon him whose property consisted of
money, and would continue to do so till its quantity were
reduced in proportion to the increased cost of its production
caused by the tax.

This, perhaps, would be more particularly the case with
respect to a metal used for money than any other commeodity;
because the demand for money is rot for a definite quantity,
as is the demand for clothes, or for food. The demand for
money is regulated entirely by its value, and its value by its
quantity. 1f gold were of double the value, half the quantity
would perform the same functions in circulation, and if it were
of half the value, double the quantity would be required. If
the market value of corn be increased one-tenth by taxation,
or by difficulty of production, it is doubtful whether any effect
whatever would be produced on the quantity consumed, because
every man's want 15 for a definite quantity, and, therefore, if
he has the means of purchasing, he will continue to consume as
before: but for money, the demand is exactly proportioned to
its value. No man could consume twice the quantity of corn
which is usually necessary for his support, but every man
purchasing and selling only the same quantity of goods may be
obliged to employ twice, thrice, or any pumber of times the
same quantity of money.

The argument which I have just been using applies only to
those states of society in which the precious metals are used
for money, and where paper credit is not established. The
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metal gold, like all other commodities, has its value in the
market ultimately regulated by the comparative facility or
difficulty of producing it; and although, from its durable
nature, and from the difficulty of reducing its quantity, it does
not readily bend to variations in its market value, yet that
difficulty 15 much increased from the circumstance of its being
used as money. If the quantity of gold in the market for the
purpose of commerce only were 10,000 ounces, and the con-
sumption in our manufactures were 2000 ounces annually, it
might be raised one-fourth or 25 per cent. in its value in one
year by withholding the annual supply; but If, in consequence
of its being used as money, the quantity employed were 100,000
ounces, it would not be raised one-fourth in value in less than
ten years. As money made of paper may be readily reduced in
quantity, its value, though its standard were gold, would be
increased as rapidly as that of the metal itself would be increased,
if the metal, by forming a very small part of the circulation, had
a very slight connection with money.

If gold were the produce of one country only, and it were used
universally for money, a very considerable tax might be imposed
on it, which would not fall on any country, except in proportion
as they used it in manufactures and for utensils; upon that
portion which was used for money, though a large tax might be
received, nobody would pay it. This is & quality pecular to
money. All other commodities of which there exists a limited
quantity, and which cannot be increased by competition, are
dependent for their value on the tastes, the caprice, and the
power of purchasers; but money is a commodity which no
country has any wish or necessity to increase: no more advan-
tage results from using twenty millions than from using ten
millions of currency. A country might bave a monopoly of
silk, or of wine, and yet the prices of silks and wine might fall,
because from caprice, or fashion, or taste, cloth and brandy
might be preferred and substituted; the same effect might
in & degree take place with gold, as far as its use is confined to
manufactures: but while money is the general medium of
exchange, the demand for it is never a matter of choice, but
always of necessity: you must take it in exchange for your
goods, and, therefore, there are no limits to the quantity which
may be forced on you by foreign trade if it fall in value; and
no reduction to which you must not submit if it rise. You
may, indeed, substitute paper money, but by this you do not
and cannot lessen the quantity of money, for that 1s regulated
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by the value of the standard for which it is exchangeable; it is
only by the rise of the price of commodities that you can prevent
them from being exported from a country where they are
purchased with little money, to a country where they can be
sold for more, and this rite can only be effected by an importa-
tion of metallic money from abroad, or by the creation or
addition of paper money at home. If, then, the King of Spain,
supposing him to be in exclusive possession of the mines, and
gold alone to be used for money, were to lay a considerable tax
on gold, he would very much raise its natural value; and as its
market value in Europe is ultimately regulated by its natural
value in Spanish America, more commodities would be given
by Europe for a given guantity of gold, But the same quantity
of gold would not be produced in America, as its value would
only be increased in proportion to the diminution of quantity
consequent on its increased cost of production. No more goods,
then, would be obtained in America in exchange for all their
gold exported than before; and it may be asked where then
would be the benefit to Spain and her colonies? The benefit
would be this, that if less gold were produced, less capital would
be employed in producing it; the same value of goods from
Europe would be imported by the employment of the smaller
capital that was before obtained by the employment of the
larger; and, therefore, all the productions obtained by the
employment of the capital withdrawn from the mines would
be a benefit which Spain would derive from the imposition of the
tax, and which she could not obtain in such abundance, or with
such certainty, by possessing the monopoly of any other com-
modity whatever. From such a tax, as far as money was
concerned, the nations of Europe would suffer no injury what-
ever; they would have the same quantity of goods, and conse-

uently the same means of enjoyment as before, but these goods
would be circulated with a leas quantity, because a more valuable
money.

If in consequence of the tax only one-tenth of the
quantity of gold were obtained from the mines, that tenth would
be of equal value with the ten tenths now produced. But the
King of Spain is not exclusively in possession of the mines of
the precious metals; and if he were, his advantage from their

,mdtbe werofmxanon,muldbevetymuch
reduced by the Lmitation of demand and consumption in
Europe, in consequence of the universal substitution, in &
greater or less degree, of paper money. The agreement of the
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miarket and natural prices of all commodities depends at all
times on the facility with which the supply can be increased or
diminished. 1In the case of gold, houses, and fabour, as well as
many other things, this effect cannot, under some circumstances,
be speedily produced. But it is different with those commo-
dities which are consumed and reproduced from year to year,
such as hats, shogs, com, and cloth; they may be reduced, if
necessary, and the interval cannot be long before the supply is
:ﬁntracted in proportion to the increased charge of producing
em. ‘

A tax on raw produce from the surface of the earth will, as we
have seen, fall on the consumer, and will in no way affect rent;
unless by diminishing the funds for the maintenance of labour
it lowers wages, reduces the population, and diminishes the
demand for corn. But a tax on the produce of gold mines
must, by enhancing the value of that metal, necessarily reduce
the demand for it, and must therefore necessarily displace
capital from the employment to which it was applied. Not-
withstanding, then, that Spain would derive all the benefits
which 1 have stated from a tax on gold, the proprietors of those
mines from which capital was withdrawn would lose all their
rent. This would be a loss to individuals, but not a national
loss; rent being not a creation, but merely a transfer of wealth:
the King of Spain, and the proprietors of the mines which con-

-tinued to be worked, would together receive, not only all that
lthcr, liberated capital produced, but all that the other proprietors
ost.
¢ Suppose the mines of the 1st, and, and 3rd quality to be
worked, and to produce respectively 100, 80, and 70 pounds’
weight of gold, and therefore the rent of No. 1 to be thirty
pounds, and that of No. 2 ten pounds, Suppose, now, the tax
to be seventy pounds of gold per annum on each mine worked;
and consequently that No. 1 alone could be profitably worked,
it is evident that all rent would immediately disappear. Be-
fore the imposition of the tax, out of the 100 pounds produced
on No, x, & rent was paid of thirty pounds, and the worker of the
mine retained seventy, a sum equal to the produce of the least
productive mine. The valve, then, of what remains to the
capitalist of the mine No. 1 must be the same as before, or le
would not obtain the, common profits of stock; and, conse-
quently, after paying seventy out of his 160 pounds for tax,
- the value of the remaining thirty must be as great as the value
of seventy was before, and therefore the value of the whole



Taxes on Gold 127

hundred as great as 233 pounds before. Its value might be
higher, but it could not :Le lower, or even this mine would cease
to be worked. Being a monopolised commodity, it could
exceed its patural value, and then it would pay a rent equal te
that excess; but no funds would be employed in the mine if it
were below this value. In return for one-third of the labour
and capital employed in the mines, Spain would obtain as much
gold as would exchange for the same, or very nearly the same,
quantity. of commodities as before. She would be richer by
the produce of the two-thirds liberated from the mines. If
the value of the 100 pounds of gold should be equal to that of
the 250 pounds extracted before, the King of Spain’s portion,
his seventy pounds would be equal to 175 at the former value: a
small part of the king’s tax only would fall on his own subjects,
the greater part being obtained by the better distribution of
capital.
The account of Spain would stand thus:—

FORMERLY PRODUCED )
Gold, 250 pounds, of the value of {(suppose) . . 10,000 ﬁ“?: of
oth.

NOW PRODUCED

By the two capitalists who quitted the mines, the
ysama value a8 140 pounds of gold formerly ex-} 5600 {la:tdh! of
changed for; equal to . . . . . g
By the capltaf'st who works the mine, No. 1, thirty

ards of
unds of gold, increased in value, as 1 to 24, and 3000 y:
lt)t?arefom now of the valueof . . . . cloth.
Tax to the king, sevent{ pounds, increased also in 9000 yards of
value as 1 to 2§, and therefore now of the value of cloth.
15,600

Of the 7000 received by the king, the people of Spain would con-
tribute only 1400, and 5600 would be pure gain, effected by the
liberated capital,

If the tax, instead of being a fixed sum per mine worked,
were a certain portion of its produce, the quantity would not be
immediately reduced in consequence. If a half, a fourth, or
a third of each mine were taken for the tax, it would neverthe-
less be the interest of the proprietors to make their mines yield
as abundantly as before; but if the quantity were not reduced,
but only a part of it transferred from the proprietor to the king,
its value would not rise; the tax would fall on the people of
the colonies, and no advantage would be gained. A tax of this
kind would have the effect that Adam Smith supposes taxes
on raw produce would have on the rent of land—it would fall
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entirely on the rent of the mine.- If pushed a little further,
indeed, the tax would not only absorb the whole rent, but would
depnve the worker of the mine of the common proﬁts of stock,
and he would consequently withdraw his capital from the pro-
duction of gold. If still further extended, the rent of still better
mines would be absorbed, and capital would be further with-
drawn; and thus the quantity would be continually reduced,
and its value raised, and the same effects would take place as
we have already pbinted out; a part of the tax would be paid
by the people of the Spanish colonies, and the other part would
be a new creation of produce, by increasing the power of the
instrument used as a medium of exchange.

Taxes on gold are of two kinds, one on the actual quantny of
gold’in circulation, the other on the quantity that is annually
produced from the mines. Both have a tendency to reduce the
quantity and to raise the value of gold¥ but by neither will its
value be raised till the quantity is reduced, and therefore such
taxes will fall for a time, until the supply is diminished, on the
proprietors of money, but ultimately that part whlch will
permanently fall on the community will be paid by the owner
of the mine in the reduction of rent, and by the purchasers of
that portion of gold which is used as a commodity contributing
to the enjoyments of mankind, and not set apart exclusively
for a circulating medium.



CHAPTER XIV
TAXES ON HOUSKS

THERE are also other commodities besides gold which cannot be
speedily reduced in quantity; any tax on which will therefore
fall on the proprietor if the increase of price should lessen the
demand.

Taxes on houses are of this description; though laid on the
occupier, they will frequently- fall by a diminution of rent on
the landlord. The produce of the land is consumed and repro-
duced from year to year, and so are many other commodities;
as they may therefore be speedily brought to a level with the
demand, they cannot long exceed their natural price. But as
a tax on houses may be considered in the light of an additional
rent paid by the tenant, its tendency will be to diminish the
demand for houses of the same annual rent without diminishing
their supply. Rent will therefore fall, and a part of the tax
that will be paid indirectly by the Jandlord.

“The rent of & house,” says Adam Smith, “may be dis-
tinguished into two parts, of which the one'may very properly
be called the building rent, the other is commonly called the
ground rent. The building rent is the interest or profit of the
capital expended in building the house. In order to put the
trade of & builder upon a level with other trades, it is necessary
that this rent should be sufficient first to pay the same interest
which he would bave got for his capital if he had lent it upen
good security; and, secondly, to keep the house in constant
repair, or, what comes to the same thing, to replace within a
certain term of years the capital which had been employed in
building it.” * If, in proportion to the interest of money, the
trade of the builder affords at any time a much greater profit
than this, it will soon draw so much capital from other trades
as will reduce the profit to its proper level. If it affords at any
time much less than this, other trades will soon draw so much
zapital from it as will again raise that profit. Whatever part
af the whole rent of a house is over and above what is sufficient
for affording this reasonable profit, naturally goes to the ground
rent; and where the owner of the ground, and the owner of the
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building, are two different persons, it is in most cases completely
paid to the former. In country houses, at a distance from any
great town, where there is a plentiful choice of ground, the
ground rent is scarcely anything, or no more than what the space
upon which the house stands would pay employed in agriculture.
In country villas, in the neighbourhood of some great town,
it is sometimes & good deal higher, and the peculiar conveniency,
or beauty of situation, is there frequently very highly paid for.
Ground rents are generally highest in the capital, and in those
particular parts of it where there happens to be the greatest
demand for houses, whatever be the reason for that demand,
whether for trade and business, for pleasure and society, or for
mere vanity and fashion.” A tax on the rent of houses may
either fall on the occupier, on the ground landlord, or on the
building landlord. In ordinary cases it may be presumed that
the whole tax would be paid, both immediately and finally, by
the occupier.

If the tax be moderate, and the circumstances of the country
such that it is either stationary or advancing, there would be
little motive for the occupier of a house to content himself with
one of a worse description. But if the tax be high, or any otber
circumstances should diminish the demand for houses, the
landlord’s income wauld fall, for the occupier would be partly
compensated for the tax by a diminution of rent. It is, how-
ever, difficult to say in what proportions that part of the tax,
which was saved by the occupier by a fall of rent, would fall on
the building rent and the ground rent. It is probable that, in
the first instance, both would be affected; but as bouses ere,
though slowly, yet certainly perishable, and as no more would
be built till the profits of the builder were restored to the general
level, building rent would, after an interval, be restored to its
natural price. As the builder receives rent only whilst the
building endures, he could pay no part of the tax, under the
most disastrous circumstances, for any longer period.

The payment of this tax, then, would ultimately fall on the
occupier and ground landlord, but, *in what proportion this
final payment would be divided between them,” says Adam
Smith, “ it is not perhaps very easy to ascertain, The division
would probably be very different in different circumstances,
and a tax of this kind might, according to those different cir-
cumstances, aflect very unequally both the inhabitant of the
house and the owner of the ground.” ?

! Book v, chap, ii.
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Adam Smith considers ground rents as peculiarly fit subjects
for taxation. * Both ground rents and the ordinary rent of
iland,” he says, *are a species of revenue, which the owner in
many cases enjoys without any care or attention of his own.
"Though a part of this vevenue should be taken from him, in order
to defray the expenses of the state, no discouragement will
thereby be given to any sort of industry. The annual produce
‘of the land and labour of the society, the real wealth and revenue
‘of the great bedy of the people, might be the same after such a
tax as before. Ground rents and the ordinary rent of land are,
therefore, perhaps, the species of revenue which can best bear
to have a peculiar tax imposed upon them.” It must be
admitted that the effects of these taxes woyld be such as Adam
Smith has described; but it would surely be very unjust to
tax exclusively the revenue of any particular class of & com-
munity. The burdens of the state should be borne by all in
proportion to their means: this is one of the four maxims
mentioned by Adam Smith which should govern all taxation.
Rent often belongs to those who, after many years of toil, have
realised their gains and expended their fortunes in the purchase
of land or houses; and it certainly would be an infringement
of that principle which should ever be held sacred, the security
.of property, to subject it to unequal taxation. It is to be
lamented that the duty by stamps, with which the transfer of
landed property is loaded, matenally impedes the conveyance
of it into those hands where it would probably be made most
productive. And if it be considered that land, regarded as a
fit subject for exclusive taxation, would not pnly be reduced in
price, to compensate for the risk of that taxation, but in pro-
portion to the indefinite nature and uncertain value of the risk
would become a fit subject for speculations, partaking more
of the nature of gambling than of sober trade, it will appear
probable that the hands into which land would in that case be
most, apt to fall would be the hands of those who possess more
of the qualities of the gambler than of the qualities of the sober-
minded proprictor, who is likely to employ his land to the
greatest advantage. '



CHAPTER XV
TAXES ON PROFITS

TaxEs on those commodities which are generally denominated
luxuries fall on those only who make use of them. A tax on
wine is paid by the consumer of wine. A tax on pleasure
horses, or on coaches, is paid by those wha provide for them-
selves such enjoyments, and in exact proportion as they provide
them. But taxes on necessaries do not affect the consumers
of necessaries in proportion to the quantity that may be con-
sumed by them, but often in a much higher proportion, A tax
on corn, we bave observed, not only affects a manufacturer in
the proportion that he and his family may consume corn, but
it alters the rate of profits of stock, and therefore also affects
his income. Whatever raises the wages of labour, lowers the
profits of stock; therefore every tax on any commodity con-
sumed by the labourer has a tendency to lower the rate of profits.

A tax on hats will raise the price of hats; a tax on shoes, the
price of shoes; if this were not the case, the tax would be finally
paid by the manufacturer; his profits would be reduced below
the general level, and he would quit his trade. A partial tax
on profits will raise the price of the commedity on which it falls:
& tax, for example, on the profits of the hatter would raise the
price of hats; for if his profits were taxed, and not those of any
other trade, his profits, unless be raised the price of his hats,
would be below the general rate of profits, and he would quit
his employment for another.

In the same manner, a tax on the profits of the farmer would
raise the price of corn; a tax on the profits of the clothier, the
price of cloth; and if a tax in proportion to profits were laid on
all trades, every commodity would be raised in price. But it
the mine which supplied us with the standard of our money
were in this country, and the profits of the miner were also
taxed, the price of no commodity would rise, each man would
give an equal proportion of his income, and everything would
be as before.

1f money be not taxed, and therefore be permitted to pre-
serve its value, whilst everything else is taxed and is raised in

132
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value, the hatter, the farmer, and clothier, each employing the
same capitals, and obtaining the same profits, will pay the same
amount of tax. If the tax be {100, the hats, the cloth, and the
corn will each be increased in value {100. If the hatter gains by
his hats {1100, instead of {1000, he will pay £100 to government
for the tax; and therefore will still have f1000 to lay out on
goods for his own consursption. But as the cloth, corn, and all
other commodities will be raised in price from the same cause,
he will not obtain more for his {1000 than he before obtained for
£o10, and thus will he contribute by his diminished expenditure
to the exigencies of the state; be will, by the payment of the
tax, have placed a portion of the produce of the land and labour
of the country at the disposal ofp government, instead of using
that portion himself. If, instead of expending his {1000, he
adds 1t to his capital, he will find in the rise of wages, and in the
increased cost of the raw material and machinery, that his
saving of £1000 does not amount to more than a saving of £910
amounted to before. )
1f money be taxed, or if by any other cause its value be altered,
and all commodities remain precisely at the same price as before,
the profits of the manufacturer and farmer will also be the same
as before, they will continue to be {1000; and as they will each
have to pay f1co to government, they will retain only {900,
which will give them a less command over the produce of the
land and labour of the country, whether they expend it in
productive or unproductive labour. Precisely what they lose,
government will gain. In the first case, the contributor to the
tax would, for {1000, bave as great a quantity of goods as he
before had for f910; In the second, he would have only as much
as he before had for {900, for the price of goods would remain
unaltered, and he would have only {900 to expend. This
proceeds from the difference in the amount of the tax; in the
first case, it is only an eleventh of his income; in the second,
it is & tenth; money in the two cases being of a different value,
But although, if money be not taxed, and do not alter in value,
all commodities will rise in price, they will not rise in the same
proportion; they will not after the tax bear the same relative
value to each other which they did before the tax. In a former
of this work we discussed the effects of the division of
capital into fixed and circulating, or rather into -durable and
perishable capital, on the prices of commodities. We showed
that two manufacturers might employ precisely the same
smount of capital, and might derive from it precisely the same
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amount of profits, but that they would sell their commodities
for very differént sums of money, according as the capitals they
employed were rapidly, or slowly, consumed and reproduced.
The one might sell his goods for {4000, the other for {10,000,
and they might both employ fro600 of capital, and obtain
20 per cent. profit, or £2006, The capital of one might consist,
for example, of {2006 circulating capital, to be reproduced,
and £8oco fixed, inl bhildings and machinery; the capital of the
other; on the contrary, might consist of {3000 of circulating,
and of only f2000 fixed capital in machinery and buildings.
Now, if each of these persons were to be taxed 10 per cent. on
his income, or 200, the one to make his business yield him the
general rate of profit must raise his goods from {10,000 to
fr0,2007 the other would also be obliged to raise the price of
his goods from f4000 to f4300. Before the tax, the goods sold
by one of these manufacturers were 24 times more valuable
than the goods of the other; after the tax they will be 2.42
times more valuable: the one kind will have risen two per
cent.! the other five per cént.: consequeéntly a tax apon income,
whilst money continued analtered in value, would alter the
relative prices and value of commodities. This would be true
also if the tax, instead of being laid on the profits, were laid on
the commodities themselves: provided they were taxed in
proportion to the value of the capital employed on their pro-
ductiot, they would rise equally, whatever might be their
value, and thefefore they would not preserve the same propor-
tion as before. A commodity which rose from ten to elevea
thousand pounds would not bear the same relation as befors
to another which rose from facoo to f3o00. If, under these
circumstances, money rose in value, from whatever cause it
might proceed, it would not affect the prices of commodities in
the same proportion. The same cause which would lower the
price of one from £r0,200 to {10,000 or less than two per cent.,
would lower the price of the other from 4200 to f4000 of
4} per cent. If they fell in any different proportion, profits
would tiot be equal; for to make them equal, when the price
of the first commodity was £10,000, the price of the second
should be f4000; and when the price of the first was {20,200,
the price of the othet should be {4200, .
The considerition of this fact will lead to the understanding
of a very impottant principle, which, ¥ believé, has never beea
adverted to, It is this : that in a country where fo taxation
subsists, the elteration in the value of money arising from
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icarcity or abundance will operate in an equal proportion on
the prices of all commodities; that if a commodity of {1000
value rise to f1200, or fall to {800, a commodity of fr0,000
value will rise to {12,000 or fall to {800oo; but in a country
where prices are artificially raised by taxation, the abundance
of money from an influx, or the exportation and consequent
scarcity of it from foreign demand, will not operate in the same
proportion on the prices of all commaodities; some it will raise
or lower s, 6, or 12 per cent., others 3, 4, or 7 per cent. If &
country were not taxed, and money should fall in value, its
abundance in every market would produce similar effects in
each. If meat rose 20 per cent., bread, beer, shoes, labour, and
every commodity would alse rise 20 per cent.; it is hecessary
they should do so, to secure to each trade the same rate of
profits. But this i1s no longer true when any of these commo-
dities is taxed; if, in that case, they should all nise in propor-
tion to the fall in the value of money, profits would be rendered
unequal; in the case of the commodities taxed, profits would
be raised above the general level, and capital would be removed
{rom one employment to another, till an equilibrium of profits
I::']as r:.istored, which could only be after the relative prices were
tered, '

Will not this principle account for the different effects, which
it was remarked were produced on the prices of commodities
from the altered value of money during the bank-restriction?
It was objected to those who contended that the currency was
at that period depreciated, from the too great abundance of
the paper circulation, that, if that were the fact, ali commodities
ought to have risen in the same proportion; but it was found
that many had varied considerably more than others, and
thence it was inferred that the rise of prices was owing to some-
thing affecting the value of commodities, and not to any altera-
tion in the value of the currency. It appears, however, as we
have just seen, that in a country where commodities are taxed,
they will not all vary in price in the same proportion, either in
consequence of a rise or of a fall in the value of currency.

If the profits of all trades were taxed, excepting the profits
of the farmer, all goods would rise in money value, excepting
raw produce. The farmer would have the same corn income
as before, and would sell his corn also for the same money price;
but as he would be obliged to pay an additional price for all
the commodities, except corn, which be consumed, it would be
to him & tax on expenditure. Nor would he be relieved from
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* this tax by an alteration in the value of money, for an alteration
in the value of money might sink all the taxed commodities to
their former price, but the untaxed one would sink below its
former level; and, therefore, though the farmer would purchase
his commodities at the same price as before, he would have less
money with which to purchase them.

The landlord, too, would be precisely in the same situation;
he would have the same corn, and the same money-rent as
before, if all commodities rose in price and money remained at
the same value; and he would have the same comn, but a less
money-rent, if all commedities remained at the same price: so
that in either case, though his income were not directly taxed,
he would indirectly contribute towards the money raised.

But suppose the profits of the farmer to be also taxed, he
then would be in the same situation as other traders: his raw
produce would rise, so that he would have the same money
revenue, after paying the tax, but he would pay an additional
price for all the commodities he consumed, raw produce included.

His landlord, however, would be differently situated; he
would be benefited by the tax on his tenant’s profits, as he
would be compensated for the additional price at which he
would purchase his manufactured commodities, if they rose in
price; and he would bave the same money revenue, if, in
consequence of a rise in the value of money, commodities sold
at their former price. A tax on the profits of the farmer is not
a tax proportioned to the gross produce of the land, but to its
net produce, after the payment of rent, wages, and all other
charges. As the cultivators of the different kinds of land,
No. 1, 2, and 3, employ precisely the same capitals, they will
get precisely the same profits, whatever may be the quantity
of gross produce which one may obtain more than the other;
and consequently they will be all taxed alike. Suppase the
gross produce of the land of the quality of No. 1 to be 180 qrs.,
that of No. 2, 170 qrs., and of No. 3, 160, and each to be taxed
10 quarters, the difference between the produce of No. 1, No. 2,
and No. 3, after paying the tax, will be the same as before;
for if No. 1 be reduced to 170, No. 2 to 160, and No. 3 to 150 grs.,
the difference between 3 and 1 will be as before, 20 qrs.; and
of No. 3and No. 2, 10 qrs. If, after the tax, the prices of com
and of every other commodity should remain the same as
before, money rent, as well as corn rent, would continue unal-
tered; but if the price of corn and every other commodity
should rise in consequence of the tax, money rent will also rise
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in the same proportion. If the price of corn were [4 per quarter,
the rent of No. 1 would be £80, and that of No. 2, f40; but it
corn rose five per cent., or to {4 4s., rent would also rise five
per cent., for twenty quarters of corn would then be worth {84,
and ten quarters £42; so that in every case the landlord will be
unaffected by such a tax. A tax on the profits of stock always
leaves corn rent unaltered, and therefore money rent varies
with the price of corn; but a tax on raw produce, or tithes,
never leaves corn rent unaltered, but generally leaves money
rent the same as before. In another part of this work I have
observed that if a land-tax of the same money amount were
1aid on every kind of land in cultivation, without any allowance
for difference of fertility, it would be very unequal in its opera-
tion, as it would be a profit to the landlord of the more fertile
lands. It would raise the price of corn in proportion to the
burden borne by the farmer of the worst land; but this addi~
tional price being obtained for the greater quantity of produce
yielded by the better land, farmers of such land would be
benefited during their leases, and afterwards the advantage
would go to the landlord in the form of an increase of rent.
The eflect of an equal tax on the profits of the farmer is precisely
the same; it raises the money rent of the landlords if money
retains the same value; but as the profits of all other trades
are taxed as well as those of the farmer, and consequently the
prices of all goods, as well as corn, are raised, the landlord loses
as much by the increased money price of the goods and corn
on which his rent is expended, as he gains by the rise of his rent.
If money should rise in value, and all things should, after a tax
on the profits of stock, fall to their former prices, rent also
would be the same as before. The landlord would receive the
same money rent, and would obtain all the commodities on
which it was expended at their former price; so that under all
circumstances he would continue untaxed.}

This circumstance is curious. By taxing the profits of the
farmer you do not burthen him more than if you exempted his
profits from the tax, and the landlord has a decided interest
that his tenants’ profits should be taxed, as it is only on that
condition that he himself cofitinues really untaxed. °

A tax on the profits of capital would also aflect the stock-

3 That the profits of the farmer only should be taxed, and not the profits
of any other capitalist, would be highly beneficial to landlards. It would,
in fact, be a tax on the consumers of raw produce, partly for the bemefit
ol the state, and partly for the benefit of landlords. .
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halder, if all tommodities were to rise in proportion to the tax
although his dividends continued untaxed; but if, from the
alteration in the value of money, all commodities were to sink
to their former price, the stock-holder would pay nothing
towards the tax; he would purchase all his commodities at the
same price, but would still receive the same money dividend.

If it be agreed that by taxing the profits of one manufacturer
only, the price of his goods would rise, to put him on an equality
with all other manufacturers; and that by taxing the profits of
two manufacturers the prices of two descriptions of goods must
rise, ¥ do not see how it can be disputed that by taxing the
profits of all manufacturers the prices of all goods would rise,
provided the mine which supplied us with money were in this
country and continued untaxed. But as money, or the stan-
dard of money, is & commodity imported from abroad, the
prices of all goods could not rise; for such an effect could not
take place without an additional quantity of money,* which
could not be obtained in exchange for dear goods, as was shown
in page 6o. If, however, such a rise could take place, it could
not be permanent, for it would have a powerful influence on
foreign trade. In return for commodities imported, those dear
goods could not be exported, and therefore we should for a
time ¢continue to buy, although we ceased to sell; and should
export money; or bullion, till the relative prices of commodities
were nearly the same as before. It appears to me absolutely
certain that a well regulated tax on profits would ultimately
restore commodities, both of home and foreign manufacture,
to the same money price which they bore before the tax was
imposed.

As taxes on raw produce, tithes, taxes on wages, and on

1 On further consideration, I doubt whether any more money would be
required to circulate the same quantity of commodities if their prices be
raised by taxation and not by difficulty of production. Suppose 100,000
quarters of corn to be sold in a certamn district, and in a certain time, at
£4 per quarter, and that in consequenee of a direct tax of 8s5. per quarter,
corn rises to £4 8s., the same quantity of money, I think, and no more,
would be required to circulate this corn at the increased price. I 1 before
purchased 11 quarters at {4, and, in consequence of the tax, am obliged to
reduce my consumption to 1o quarters, I sball not require more money,
for in all cases I shall pay {44 for my corn. The public would, in fact,
consume ope-eleventh less, and this quantity would be consumed by
government. The money necessary to purchase it would be derived from
the 8s. per quarter, to be received from the farmers in the shape of a tax,
but the amount levied would at the same time be paid to them for their
corn; therefore the tax is in fact a tax in kind, and does not make it
necessary that any more manewould be used, or, if any, so Httle that
the quantity may be safely neglocted.
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the necessaries of the labourer will, by raising wages, lower
profits, they will all, though not in an equal degree, be attended
with the same effects.

The discovery of machinery, which materially improves home
manufactures, always tends to raise the relative value of money,
and therefore to encourage its importation. All taxation, all
increased impediments, either to the manufacturer or the grower
of commodities, tend, on the contrary, to lower the relative
value of money, and therclore to encourage its exportation.



CHAPTER XVI
TAXES .ON WAGES

‘Taxes on wages will raise wages, and therefore will diminish
the rate of the profits of stock. We have already seen that a
tax on necessaries will raise their prices, and will be followed
by a rise of wages. The only difference between a tax on
necessaries and a tax on wages is, that the former will neces-
sarily be accompanied by a rise in the price of necessaries, but
the latter will not; towards a tax on wages, consequently,
neither the stockholder, the landlord, nor any other class but
the employers of labour will contribute, A tax on wages is
wholly & tax on profits; a tax on necessaries is partly a tax on
profits and partly a tax on rich consumers. The ultimate effects
which will result from such taxes, then, are precisely the same
a3 those which result from a direct tax on profits.

* The wages of the inferior classes of workmen,” says Adam
Smith, “ I bave endeavoured to show in the first book, are every-
where necessarily regulated by two different circumstances—
the demand for labour and the ordinary or average price of
provisions. The demand for labour, according as it happens
to be cither increasing, stationary, or declining, or to require
an increasing, stationary, or declining population, regulates the
subsistence of the labourer, and determmes in what degree it
shall be either liberal, moderate, or scanty. The ordinary or
average price of provisions determines the quantity of money
which must be paid to the workmen, in order to enable him,
one year with another, to purchase this liberal, moderate, or
scanty subsistence. While the demand for labour and the price
of provisions, therefore, remain the same, a direct tax upon the
wages of labour can have no other effect than to raise them
somewhat higher than the tax.”

To the proposition, as it is here advanced by Dr. Smith, Mr.
Buchanan offers two objections. First, he denies that the
money wages of labour are regulated by the price of provisions;’
and secondly, he denies that a tax on the wages of Jabour would
raise the price of labour. On the first point Mr. Buchanan's
argument is as follows, page 59: “ The wages of labour, it has

140 .
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Iready been remarked, consist not in money, but in what
aoney purchases, namely, provisions and other necessaries;
nd the allowance of the labourer out of the common stock will
Jways be in proportion to the supply. Where provisions are
heap and abundant, his share will be the larger; and where
lhey are scarce and dear, it will be the less. His wages will
ilways give him his just share, and they cannot give him more.
It is an opinion, indeed, adopted by Dr. Smith and most other
writers, that the money price of labour is regulated by the
money price of provisions, and that, when provisions rise in
price, wages rise in proportion. But it is clear that the price
of labour has no necessary connection with the price of food,
since it depends entirely on the supply of labourers compared
with the demand. Besides, it is to be observed that the high
price of provisions is a certain indication of a deficient supply,
and arises in the natural course of things for the purpose of
retarding the consumption. A smaller supply of food, shared
among the same number of consumers, will evidently leave a
amaller portion to each, and the labourer must bear his share of
the common want. To distribute this burden equally, and to
revent the labourer from consuming subsistence so freely as
gefore, the price rises. But wages, it seems, must rise along
with it, that be may still use the same quantity of a scarcer
commodity; and thus nature is represented as counteracting
her own purposes ;—first, raising the price of food to diminish
the consumption, and afterwards raising wages to give the
labourer the same supply as before.”

In this argument of Mr. Buchanan, there appears to me to
be a great mixture of truth and error, Because a high price of
provisions is sometimes occasioned by a deficient supply, Mr.
Buchanan assumes it as a certain indication of deficient supply.
He attributes to one cause exclusively that which may arise
from many. It is undoubtedly true that, in the case of a defi-
cient supply, & smaller quantity will be shared among the same
number of consumers, and a smaller portion will fall to each.
To distribute this privation equally, and to prevent the labourer
from consuming subsistence so freely as before, the price rises.
It must, therefore, be conceded to Mr. Buchanan that any rise
in the price of provisions occasioned by & deficient supply will
not necessarily raise the money wages of labour as the con-
sumption must be retarded, which cali only be effected -by
diminishing the power of the consumers to purchase. But,
because the price of provisions is raised by a deficient supply,
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we are by no means warranted in concluding, as Mr. Buchanan
appears to do, that there may not be an abundant supply with
a high price; not a high price with regard to money only, but
with regard to all other things.

The natural price of commodities, which always ultimately
governs their market price, depends on the facility of produc-
tion; but the quantity produced i3 not in proportion to that
facility. Although the Jands which are now taken into cultiva-
tion are much inferior to the lands in cultivation three centuric.
ago, and therefore the difficulty of production is increased, who
can entertain any doubt but that the quantity produced now
very far exceeds the quantity then produced? Not only is a
high price compatible with an increased supply, but it rarely
fails to accompany it. If, then, in consequence of taxation, or
of difficulty of production, the price of provisions be raised and
the quantity be not diminished, the money wages of labour will
rise; for, as Mr. Buchanan has justly observed, * The wages of
labour consist not in money, but in what money purchases,
namely, provisions and other necessaries; and the allowance of
the labourer out of the common stock will always be in propor-
tion to the supply.”

With respect to the second point, whether & tax on the wages
of labour would raise the price of labour, Mr. Buchanan says,
¢ After the labourer has received the fair recompense of his
labour, how can he have recourse on his employer for what he
is afterwards compelled to pay away in taxes? There is no
law or principle in human affairs to warrant such a conclusion.
After the labourer has received his wages, they are in his own
keeping, and he must, as far as he is able, bear the burden of
whatever exactions he may ever afterwards be exposed to: for
he has-tlearly no way of compelling those to reimburse him
who have already paid him the fair price of his work.” Mr.
Buchanan has quoted, with great approbation, the following
able passage from Mr. Malthus’s work on population, which
appears to me completely to answer his objection. “ The price
of labour, when left to find its natural level, is a most important
political barometer, expressing the relation between the supply
of provisions and the demand for them, between the quantity
to be consumed and the number of consumers; and, taken on
the gverage, independently of accidental circumstances, it
further expresses, clearly, the wants of the society respecting
population; that is, whatever may be the number of children to
& marriage necessary to maintain exactly the present popula-
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on, the price of labour will be just sufficient to support this
umber, or be above it, or below it, according to the state of
1e real funds for the maintenance of labour, whether stationary,
rogressive, or retrograde. Instead, however, of considering it
1 this light, we consider it as something which we may raise or
epress at pleasure, something which depends principally on
is majesty’s justices of the peace, When an advance in the
rice of provisions already expresses that the demand is too
reat for the supply, in order to put the labourer in the same
ondition as before, we raise the price of labour, that is, we
ncrease the demand, and are then much surprised that the price
»f provisions continues rising. In this, we act much in the
.ame manner as if, when the quicksilver in the common weather-
rlass stood at stormy, we were to raise it by some forcible pressure
o settled fair, and then be greatly astonished that it continued
-aining.”

*“The price of labour will express clearly the wants of the
iociety respecting population; " it will be just sufficient to sup-
port the population, which at that time the state of the funds
for the maintenance of labourers requires. If the lubourer’s
wages were before only adequate to supply the requisite popu-
lation, they will, after the tax, be inadequate to that supply,
for he will not have the same funds to expend on his family.
Labour will therefore rise, because the demand continues, and
it is only by raising the price that the supply is not checked.

Nothing is more common than to see hats or malt rise when
taxed; they rise because the requisite supply would not be
afforded if they did not rise: so with labour, when wages are
taxed, its price rises, because, if it did not, the requisite popula-
tion would not be kept up. Does not Mr. Buchanan allow all
that is contended for, when he says that * were he (the labourer)
indeed reduced to a bare allowance of necessaries, he would
then suffer no further abatement of his wages, as he could not
on such conditions continue his race? ” Suppose the circum-
stances of the country to be such that the lowest labourers are
not only called upon to continue their race, but to increase it;
their wages would be regulated accordingly. Can they multiply
in the degree required if a tax takes from them a part of therr
wages, and reduces them to bare necessaries? .

It is undoubtedly true that a taxed commodity will not rise
in proportion to the tax if the demand for it diminish and if
the quantity cannot be reduced. If metallic money were in
general use, its value would not for & considerable time be
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increased by a tax, in proportion to the amount of the tax,
because at a higher price the demand would be diminished and
the quantity would not be diminished; and unquestionably the
same cause frequently influences the wages of labour; the
number of labourers cannot be rapidly increased or diminished
in proportion to the increase or diminution of the fund which is
to employ them; but in the case supposed, there is no necessary
diminution of demand for labour, and if diminished, the demand
does not abate in proportion to the tax. Mr. Buchanan forgets
that the fund raised by the tax is employed by government in
maintaining labourers, unproductive indeed, but still labourers.
If labour were not to rise when wages are taxed, there would
be a great increase in the competition for labour, because the
owners of capital, who would have nothing to pay towards such
a tax, would have the same funds for employing labour; whilst
the government who received the tax would have an additional
fund for the same purpose. Government and the people thus
hecome competitors, and the consequence of their competition
is a rise in the price of labour. The same number of men only
will be employed, but they will be employed at additionsl
wages.

1f the tax had been laid at once on the people of capital, their
fund for the maintenance of labour would have been diminished
in the very same degree that the fund of government for that
purpose had been increased; and therefore there would have
been no rise in wages; for though there would be the same
demand, there would not be the same competition. If when
the tax were levied government at once exported the produce
of it as & subsidy to a foreign state, and if therefore these funds
were devoted to the maintenance of foreign and not of English
labourers, such as soldiers, sailors, etc., etc.; then, indeed, there
would be a diminished demand for labour, and wages might not
increase although they were taxed; but the same thing would
happen if the tax had been laid on consumable commodities, on
the profits of stock, or if in any other manner the same sum had
been raised to supply this subsidy: less labour could be employed
at home. In one case wages are prevented from rising, in the
other they must absolutely fall, But suppose the amount of
a tax on wages were, after being raised on the labourers, paid
gratuitously to their employers, it would increase their money
fund for the maintenance of labour, but it would not increase
either commodities or labour. It would consequently increase
the competition amongst the employers of lahour, and the tax
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would be ultimately attended with no loss either to master or
labourer. The master would pay an increased price for labour;
the addition which the labourer received would be paid as a
tax to government, and would be again returned to the masters.
It must, however, not be forgotten that the produce of taxes
is generally wastefully expended, they are &lways obtained at
the expense of the people’s comforts and enjoyments, and
commonly either diminish capital or retard its accumulation.
By diminishing capital they tend to diminish the real fund
destined for the maintenance of labour; and therefore to
diminish the real demand for it. Taxes, then, generally, as
far as they impair the real capital of the country, diminish the
demand for labour, and therefore it is a probable, but not a
necessary nor & peculiar consequence of a tax on wages, that
though wages would rise, they would not rise by a sum precisely
equal to the tax,

Adam Smith, as we have seen, has fully allowed that the effect
of a tax on wages would be to raise wages by & sum at least
equal to the tax, and would be finally, if not immediately, paid
by the employer of labour. Thus far we fully agree; but we
essentially differ in our views of the subsequent operation of
such a tax,

“ A direct tax upon the wages of labour, therefore,” says
Adam Smith, * though the labourer might perhaps pay it out
of his hand, could not properly be said to be even advanced by
him; at least if the demand for labour and the average price
of provisions remained the same after the tax as before it. In
all such cases, not only the tax but something more than the
tax would in reality be advanced by the person who immedi-
ately employed him.  The final payment would in different
cases fall upen different persons. The rise which such a tax
might occasion in the wages of manufacturing labour would
be advanced by the master manufacturer, who would be entitled
and obliged to charge it with a profit upon the price of his goods.
The nise which such a tax might occasion in country labour
would be advanced by the farmer, who, in order to maintain
the same number of labourers as before, would be obliged to
employ a greater capital. In order to get back this greater
capital, together with the ordinary profits of stock, it would be
necessary that he should retain a larger portion, or what comes
to the same thing, the price of a larger portion, of the produce
of the land, and consequently that he should pay less rent to the
landlord. The final payment of this rise of wages would in this

K 590
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case fall upon the landlord, fogether with the additional profits
of the farmer who had advanced if. 1In all cases, & direct tax upon
the wages of labour must, in the long run, occasion both a greater
reduction in the rent of land and a greater rise in the price of
manufactured goods than would have followed from the proper
assessment of a sum equal to the produce of the tax partly upen
the rent of land and partly upon consumable commeditics.”
Vol. iii. p. 337. In this passage it is asserted that the additional
wages paid by farmers will ultimately fall on the landlords, who
will receive a diminished rent; but that the additional wages
paid by manufacturers will occasion a rise in the price of manu-
factured goods, and will therefore fall on the consumers of those
commodities.

Now, suppose a society to consist of landlords, manufacturers,
farmers, and labourers, the labourers, it is agreed, would be
recompensed for the tax;—but by whom?—who would pay
that portion which did not fall on the landlords?—the manu-
facturers could pay no part of it; for if the price of their commo-
dities should rise in proportion to the additional wages they
paid, they would be in a better situation after than before the
tax. If the clothier, the hatter, the shoemaker, etc., should
be each able to raise the price of their goods 10 per cent.—
supposing 1o per cent. to recompense them completely for the
additional wages they paid—if, as Adam Smith says, * they
would be entitled and obliged to charge the additional wages
with a profit upon the price of their goods,” they could each
consume as much as before of each other’s goods, and therefore
they would pay nothing towards the tax. If the clothier paid
more for his bats and shoes, he would receive more for his cloth,
and if the hatter paid more for his cloth and shoes, he would
receive more for his bats. All manufactured commodities, then,
would be bought by them with as much advantage as before,
and inasmuch as com would not be raised in price, which is
Dr. Smith’s supposition, whilst they had an additional sum to
lay out upon its purchase, they would be benefited but not
injured by such a tax. )

If, then, neither the labourers nor the manufacturers would
contribute towards such a tax; if the farmers would be also
recompensed by a fall of rent, landlords alone must not only
bear its whole weight, but they must also contribute to the
increased gains of the manufacturers. To do this, however,
they should consume all the manufactured commodities in the
country, for the additiona) price charged on the whole mass is
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little more than the tax originally imposed on the labourers in
manufactures.

Now, it will not be disputed that the clothier, the hatter, and
all other manufacturers are consumers of each other’s goods;
it will not be disputed that labourers of all descriptions consume
soap, cloth, shoes, candles, and various other commodities;
it is therefore impossible that the whole weight of these taxes
should fall on landlords only. ’

But if the labourers pay no part of the tax, and yet manu-
factured commodities rise in price, wages must riseé, not only to
compensate them for the tax, but for the increased price of
manufactured necessaries, which, as far as it affects agricultural
labour, will be & new cause for the fall of rent; and, as far as it
affects manufacturing labour, for a further rise in the price of
goods. This rise in the price of goods will again operate on
wages, and the action and re-action, first of wages on goods, and
then of goods on wages, will be extended without any assignable
limits. The arguments by which this theory is supported lead
to such sbsurd conclusions that it may at once be seen that the
principle is wholly indefensible. . :

All the effects which are produced on the profits of stock and
the wages of labour by a rise of rent and a nise of necessaries, in
the natural progress of society and increasing difficulty of pro-
duction, will equally follow from a rise of wages in consequence
of taxation; and, therefore, the enjoyments of the labourer, as
well as those of his employers, will be curtailed by the tax; and
not by this tax particularly, but by every other which should
raise an equal amount, as they would all tend to diminish the
fund destined for the maintenance of labour.

The error of Adam Smith proceeds in the first place from sup-
posing that all taxes paid by the farmer must necessarily fall on
the landlord in the shape of a deduction from rent. On this
subject I have explained myself most fully, and I trust that it
has been shown, to the satisfaction of the reader, that since
much capital is employed on the land which pays no rent, and
since it is the result obtained by this capital which regulates the
price of raw produce, no deduction can be made from rent; and,
consequently, either no remuneration will be made to the farmer
for a tax on wages, or if made, it must be made by an addition
to the price of raw produce.

If taxes press unequally on the farmer, he will be enabled to
raise the price of raw produce, to place himself on a level with
those who carry on other trades; but a tax on wages, which
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would not affect him more than it would affect any other trade,
could not be removed or compensated by a high price of raw
produce; for the same reason which should induce him to raise
the price of corn, namely, to remunerate himself for the tax,
would induce the clothier to raise the price of cloth, the shoe-
maker, hatter, and upholsterer to raise the price of shoes, hats,
and furniture.

If they could all raise the price of their goods so as to remu-
nerate themselves, with a profit, for the tax: as they are all
consumers of each other’s commodities, it is obvious that the
tax could never be paid; for who would be the contributors if
all were compensated?

1 hope, then, that I have succeeded in showing that any tax
which shall have the effect of raising wages will be paid by a
diminution of profits, and, therefore, that a tax on wages is in
fact a tax on profits,

This principle of the division of the produce of labour and
capital between wages and profits, which' I have attempted to
establish, appears to me so certain, that excepting in the imme-
diate effects, I should think it of little importance whether the
profits of stock or the wages of labour, were taxed. By taxing
the profits of stock you would probably alter the rate at which
the funds for the maintenance of labour increase, and wages
would be disproportioned to the state of that fund, by being too
high. By taxing wages, the reward paid to the labourer would
also be disproportioned to the state of that fund, by being too
low. In the one case by a fall, and in the other by a nse in
money wages, the natural equilibrium between profits and
wages would be restored. A tax on wages, then, does not fall
on the landlord, but it falls on the profits of stock: it does not
“ entitle and oblige the master manufacturer to charge it with
a profit on the prices of his goods,” for he will be unable to
increase their price, and therefore he must himself wholly and
without compensation pay such a tax.?

If the effect of taxes on wages be such as I bave described,
they do not merit the censure cast upon them by Dr. Smith.
He observes of such taxes, * These, and some other taxes of the
same kind, by raising the price of labour, are said to have ruined

* M. Say appears to have imbibed the general opinion on this subject.
Speaking of corn, he says, * thence it results that its price influences the
price of e} other commodities. A farmer, a manufacturer, or 8 merchant
employs a certain number of workmen who all bave accasion to consume

@ certain quantity of corn, If the price of corn rises, he is obliged to raise,
in an equal proportion, the price oip his production.”—Vol. L p, 255. .
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the greater part of the manufactures of Holland., Similar taxes,
though not quite so heavy, take place in the Milanese, in the
states of Genos, in the duchy o? Modena, in the duchies of
Parma, Placentia, and Guastalla, and in the ecclesiastical states.
A French author of some note has proposed to reform the
finances of his country by substituting tn the room of other
taxes this most ruinous of all taxes. ‘There is nothing so
absurd,’ says Cicero, ‘ which has not sometimes been asserted
by some philosophers.’” And in another place he says: “ Taxes
upon necessaries, by raising the wages of labour, necessarily
tend to raise the price of all manufactures, and consequently
to diminish the extent of their sale and consumption.” They
would not merit this censure, even if Dr. Smith’s principle were
correct, that such taxes would enhance the prices of manufac-
tured commodities; for such an effect could be only temporary,
and would subject us to no disadvantage in our foreign trade,
If any cause should raise the price of a few manufactured
commodities, it would prevent or check their exportation; but
if the same cause operated generally on all, the effect would
be merely nominal, and would neither interfere with their
relative value, nor in any degree diminish the stimulus to a
trz;ldle of barter, which all commerce, both foreign and domestic,
really is. ‘

1 have already attempted to show that when any cause raises
the prices of all commodities the effects are nearly similar to a
fall in the value of money. If money falls in value all com-
modities rise in price; and if the effect is confined to one country,
it will affect its foreign commerce in the same way as a high
price of commodities caused by general taxation; and, there-
fore, in examining the effects of & low value of money confined
to one country, we are also examining the effects of a high price
of commodities confined to one country. Indeed, Adam Smith
was fully aware of the resemblance between these two cases, and
consistently maintained that the low value of money, or, as he
calls it, of silver in Spain, in consequence of the prohibition
against its exportation, was very highly prejudicial to the manu-
factures and foreign commerce of Spain. *“ But that degrada-
tion in the value of silver, which being the effect cither of the
peculiar situation, or of the political institutions of a particular
country, takes place only in that country, is a matter of very
great consequence, which, far from tending to make anybody
really richer, tends to make everybody really poorer. The
rise in the moncy price of all commodities, which is in this case
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peculiar to that couniry, tends to discourage more or less every
sort of industry which is carried on within it, and to enable
foreign nations, by furnishing almost all sorts of goods for a
smaller quantity of silver than its own workmen can afford to do,
to undersell them not only in the foreign but even in the home
market.” Vol. ii. p. 278.

One, and I think the only one, of the disadvantages of 8 low

value of silver in & country, proceeding from a forced abundance,
has been ably explained by Dr. Smith, If the trade in gold
and silver were free, “ the gold and silver which would go abroad
would not go abroad for nothing, but weuld pring back an equal
value of goods of some kind or another. Those goods, too,
would not be all matters of mere luxury and expense to be
consumed by idle people, who produce nothing in retura for
their consumption. As the real wealth and revenue of idle
people would not be augmented by this extraordinary exporta-
tion of gold and silver, so would neither their consumption be
augmented by it. Those goods would—probably the greater
part of them, and certainly some part of them—consist in
materials, tools, and provisions, for the employment and main-
tenance of industrious people, who would reproduce with a profit
the full value of their consumption, A part of the dead stock
of the society would thus be turned into active stock, and would
put into motion a greater quantity of industry than had been
cmé)loyed before,” ‘
- By not allowing a free trade in the precious metals when the
prices of commodities are raised, either by taxation, or by the
influx of the precious metals, you prevent a part of the dead
stock of the society from being turned into active stock—you
prevent a greater quantity of industry from being employed.
But this is the whole amount of the evil—an evil never felt by
those countries where the exportation of silver is either allowed
or connived at, ;

The exchanges between countries are at par only whilst they
have precisely that quantity of currency which, in the actual
situation of things, they should have to carry on the circulation
of their commodities. If the trade in the precious metals were
perfectly free, and money could be exported without any expense
whatever, the exchanges could be no otherwise in every country
than at par. If the trade in the precious metals were perfectly
free—if they were generally used in circulation, even with the
expenses of transporting them, the exchange could never in any
of them deviate more from par than by these expenses, These

i
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principles, I believe, are now nowhere disputed. If a country
used paper money not exchangeable for specie, and, therefore,
not tegulated by any fixed standard, the exchanges in that
country might deviate from par in the same proportion as its
money might be multiplied beyond that quantity which would
have been allotted to it by general commerce, if the trade in
money had been free, and the precious metals had been used,
either for money, or for the standard of money.

If by the general operations of commerce, ro millions of pounds
sterling, of 8 known weight and fineness of bullion, should be the
portion of England, and 1o millions of paper pounds were sub-
stituted, no effect would be produced on the exchange; but if
by the abuse of the power of issuing paper money, 11 millions

- of pounds should be emplayed in the circulation, the exchange
would be g per cent, against England; if 1z millions were
employed, the exchange would be 16 per cent.; and if 20

" millions, the exchange woyld be 5o per cent. against England.
To produce this effect it is not, however, necessary that paper
money should be employed: any cause which retains in circula-
tion a greater quantity of pounds than would have circulated
if commerce had been free, and the precious metals of a known
weight and fineness had been used, either for money or for the
standard of money, would exactly produce the same effects,
Suppose that by clipping the money each pound did not contain
the quantity of gold oy silver which by law it should contain,
#_greater number of such pounds might be employed in the
circulation than if they were not clipped. If from each pound
one-tenth were taken away, 11 millions of such pounds might
be used instead of 10; if two-tenths were taken away, 12
millions might be employed; and if one-half were taken away,
20 millions might not be found superfluous. If the latter sum
were used instead of 1o millions, every commodity in England
would be raised to double its former price, and the exchange
would be 50 per cent. against England; but this would occasion
no disturbance in foreign commerce, nor discourage the manu-
facture of any one commodity. If, for example, cloth rose in
England from {20 to {40 per piece, we should just as freely
export it after as before the rise, for a compensation of so per
cent. would be made to the foreign purchaser in the exchange;
so that with [20 of his money, he could purchase a bill which
would enable him to pay a debt of £40 in England, In the same
manner, if he exported & commodity which cost {20 at home,
and which sald in England for {40, he would only receive ¥{zo,
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for {40 in England would only purchase a bill for f20 on a
foreign country. The same effects would follow from whagever
* cause 2o millions could be forced to perform the business of
circulation in England if 1o millions only were necessary. If
'so absurd a law as the prohibition of the exportation of the
precious metals could be enforced, and the consequence of such
prohibition were to force xx millions of good pounds, fresh from
the mint, instead of 10, into circulation, the exchange would
be g per cent. against England; if 12 millions, 16 per cent.; and
if 20 millions, 50 per cent. against England. But no discourage-
ment would be given to the manufactures of England; if home
commodities sold at & high price in England, so would foreign
commedities; and whether they were high or low would be of
little importance to the foreign exporter and importer, whilst
he would, on the one hand, be obliged to allow a compensation
in the exchange when his commodities sold at & dear rate, and
would receive the same compensation when he was obliged to
purchase English commodities at & high price. The sole dis-
advantage, then, which could happen to a country from retain-
ing, by prohibitory laws, a greater quantity of gold and silver
in circulation than would otherwise remain there, would be the
loss which it would sustain from-employing a portion of its
capital unproductively instead of employing it productively,
In the form of money, this capital is productive of no profit;
in the form of materials, machinery, and food, for which it
might be exchanged, it would be productive of revenue, and
would add to the wealth and the resources of the state. Thus,
then, I hope, I have satisfactorily proved that a comparatively
low price of the precious metals, in consequence of taxation,
or in other words, a generally high price of commodities, would
be of no disadvantage to a state, as a part of the metals would
be exported, which, by raising their value, would again lower
the prices of commodities. And further, that if they were not
exported, if by prohibitory laws they could be retained in a
country, the effect on the exchange would counterbalance the
effect of high prices. If, then, taxes on necessaries and on
wages would not raise the prices of all commodities on which
labour was expended, they cannot be condemned on such
grounds; and moreover, even if the opinion given by Adam
Smith, that they would have such an effect, were well founded,
they would be in no degree injurious on that acconnt. They
would be objectionable for no other reason than those which
might be justly urged against taxes of any other description.
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The landlords, as such, would be exempted from the burden
of the tax; but as far as they directly employed labour in the
expenditure of their revenues, by supporting gardeners, menial
servants, etc., they would be subject to its operation.

It is undoubtedly true that “ taxes upon luxuries have no
tendency to raise the price of any other commodities, except
that of the commodities taxed *’; but it is not true * that taxes
upon necessaries, by raising the wages of labour, necessarily
tend to raise the price of all manufactures.” It is true thet
* taxes upon luxuries are finally paid by the consumers of the
commodities taxed, without any retribution. They fall indif-
ferently upon every species of revenue, the wages of Jabour, the
profits of stock, and the rent of Jand ”; but it is not true “ that
taxes upon necessaries, so far as they affect the labouring poor, are
finally paid partly by landlords in the diminished rent of their
lands, and partly by rich consumers, whether landlords or others,
in the advanced price of manufactured goods ”; for, so far as
these taxes affect ihe labouring poor, they will be almost wholly
paid by the diminished profits of stock, a small only being
paid by the labourers themselves in the diminished demand for
labour, which taxation of every kind has a tendency to prodyce.

It is from Dr. Smith’s erroneous view of the effect of thase
taxes that he has been led to the conclusion that * the middling
and superior ranks of people, if they understood their own
interest, ought always to oppose all taxes upon the necessaries
of life, as well as all direct taxes upon the wages &8f labour.”
This conclusion follows from his reasoning, * that the final
payment of both one and the other falls altogether upon them-
selves, and always with a considerable overcharge. They fall
heaviest upon the landlords,! who always pay in a double
capacity; in that of landlords by the reduction of their rent,
and in that of rich consumers by the increase of their expense.
The observation of Sir Matthew Decker, that certain taxes are,
in the price of certain goods, sometimes repeated and accumu-
lated four or five times, is perfectly just with regard to taxes
upon the necessaries of life. In the price of leacher, for example,
you must pay, not only for the tax upon the leather of your own
shoes, but for a part of that upon those of the shoemaker and
the tanner. You must pay, too, for the tax upon the salt, upon
the soap, and upon the candles which those workmen consume
while employed in your service, and for the tax upon the leather

150 far from this being true, they would scarcely affect the landlords
sand stockholdee. .
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which the salt-maker, the soap-maker, and the candle-maker
consume while employed in their service.”

Now as Dr. Smith does not contend that the tanner, the
salt-maker, the soap-maker, and the candle-maker will either
of them be benefited by the tax on leather, salt, soap, and
candles; and as it is certain that government will receive no
more than the tax imposed, it i3 impossible to conceive that
more can be paid by the public upon whomsoever the tax may
fall. The rich consumers may, and indeed will, pay for the poor
consumer, but they will pay no more than the whole amount
of the tax; and it is not in the nature of things that * the tax
should be repeated and accumulated four or five times,”

A system of taxation may be defective; more may be raised
from the people than what finds its way into the coffers of
the state, as a part, in consequence of its effect on prices, may
possibly be received by those who are benefited by the peculiar
mode in which taxes are laid. Such taxes are pernicious, and
should not be encouraged; for it may be laid down as & prin-
ciple, that when taxes operate justly, they conform to the first
of Dr. Smith’s maxims, and raise from the people as little as
pussible beyond what enters into the public treasyry of the
state. M. Say says, “ others offer plans of finance, and propose
means for filling the coffers of the sovereign, without any charge
to his subjects. But unless a plan of finance is of the nature of
a commercial undertaking, it cannot give to government more
than it taktes away either from individuals or from government
itself, under some other form. Something cannot be made out
of nothing by the stroke of 8 wand. In whatever way an opera-
tion may be disguised, whatever forms we may ¢onstrain a value
to take, whatever metamorphosis we may make it undergo, we
can only have a value by creating it, or by taking it from others,
The very best of all plans of finance is to spend little, and the
best of all taxes is that which is the least in amount.”-

Dr. Smith uniformly, and I think justly, contends that the
labouring classes cannot materially contribute to the burdens
of the state. A tax on necessaries, or on wages, will therefore
be shifted from the poor to the rich: if then the meaning of
Dr. Smith is, “ that certain taxes are in the price of certain good:
sometimes repeated, and accumulated four or five times,” fo
the purpose only of accomplishing this end, namely, the trans
ference of the tax from the poor to the rich, they cannot b
liable to censure on that account. :

Suppose the just share of the taxes of a rich consumer to be
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{100, and that he would pay it directly if the tax were laid on
Income, on wine, or on any other luxury, he would suffer no
injury if, by the taxation of necessaries, he should be only called
ppon for the payment of {25, as far as bis own consumption of
necessaries and that of his family was concerned; but should
be required to repeat this tax three times, by paying an addi-
tional price for other commeodities to remunerate the laboyrers,
or their employers, for the tax which they have been called upon
to advance. Even in that case the reasoning is inconclusive;
for if there be no more paid than what is required by govern-
ment, of what importance can it be to the rich consumer
whether he pay the tax directly, by paying an increased price
for an object of luxury, or indirectly, by paying an increased

rice for the necessaries and other commodities he consumes?

f more be not paid by the peaple than what is received by
government, the rich consumer will only pay his equitable
share; if more is paid, Adam Smith should have stated by
whom it is received; but his whole argument is founded in
error, for the prices of commodities would not be raised by such
taxes.

M. Say does not appear to me to have copsistently adhered
to the obvious principle which I bave quoted from his able
work; for in the pext e, speaking of taxation, he says,
“ When it is pushed too far, it produces this lamentable effect,
it deprives the contributor of & portion of his riches, without
enriching the state. This is what we may comprehend if we
consider that every man’s power of consuming, whether pro-
ductively or not, is limited by his income. He cannot then be
deprived of a part of his income without being obliged propor-
tionally to reduce his consumption. Hence arises a diminution
of demand for those goods which he no longer consumes, and
particularly for thase on which the tax is imposed. From this
diminution of demand there results a diminution of production,
and consequenily of taxable commodities, The contributor
then will lose & portion of his enjoyments; the producer a
portion of his profits; and the treasury a portion of its receipts.”

M. Say instances the tax on salt m France previous to the
revolution; which, be says, diminished the production of salt
by one half. If, however, less salt was consumed, less capital
was employed in producing it; and, therefore, though the
producer would obtain less profit on the production of salt, he
would obtain more on the production of other things. If a
tax, however burdensome it may be, falls on revenue, and not
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on capital, it does not diminish demand, it only alters the nature
of it. It enables government to consume as much of the pro-
duce of the land and labour of the country as was before
consumed by the individuals who contribute to the tax, an evil
sufficiently great without overcharging it. If my income is
£1000 per annum, and I am called upon for fi00 per annum
for a tax, I shall only be able to demand nine-tenths of the
quantity of goods which I before consumed, but I enable
government to demand the other tenth. If the commodity
taxed be corn, it is not necessary that my demand for corn
should diminish, as I may prefer to pay £100 per annum more
for my corn, and to the same amount abate in my demand for
wine, furniture, or any other luxury? Less capital will con-
sequently be employed in the wine or upholstery trade, but
more will be employed in manufacturing those commodities, on
which the taxes levied by government will be expended.

M. Say says that M. Turgot, by reducing the market dues on
fish (les drotis dentrée et de kalle sur la marée) in Paris one half,
did not diminish the amount of their produce, and that conse~
quently the consumption of fish must have doubled. He infers
from this that the profits of the fishermen and those engaged
in the trade must also have doubled, and that the income of
the country must have increased by the whole amount of these
increased profits; and by giving a stimulus to accumulation,
must have increased the resources of the state.®

Without calling in question the policy which dictated this
alteration of the tax, I have my doubts whether it gave any
great stimulus to accumulation. If the profits of the fishermen
and others engaged in the trade were doubled in consequence
of more fish being consumed, capital and labour must have been
withdrawn from other occupations to engage them in this
particular trade. But in those occupations capital and labour

! M. Say says, * that the tax added to the price of a commodity raisce
its price. ~ Every increase in the price of a commeodity necessarily reducss
the number of those who are able to purchase it, or at least the quantity
they will consume of it.”" This is by no a y quence
1 do nat believe that if bread were taxed the consumption of bread would
be diminished, more than if cloth, wine, or soap were taxed.

*The following remark of the same autbor appears to me equall
erropeous: ** When a high duty is laid on cotton tbe production of aﬂ
those goods of which cotton is the baus is diminished. Jf the total value
added to cotton in its various manufactures, in a particular country,
amounted to 100 millions of fraincs per annum, and the effect of the tax
was to diminish the consumption one balf, then the tax would deprive
that country every year of 5o million of francs, in addition to the sum
received by government."”—Vol, il p. 314.
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were productive of profits, which must have been given up
when they were withdrawn. The ability of the country to
accumulate was only increased by the difference between the
profits obtained in the business in which the capital was newly
engaged, and those obtained in that from which it was with-
drawn, S

Whether taxes be taken from revenue or capital they diminish
the taxable commodities of the state. If I cease to expend
{100 on wine, because by paying a tax of that amount I have
enabled government to expend fioo instead of expending it
myself, one hundred pounds’ worth of goods are mecessarily
withdrawn from the list of taxable commodities. If the revenue
of the individuals of a country be 1o millions, they will have at
least 10 millions’ worth of taxable commodities. If, by taxing
some, one million be transferred to the disposal of government,
their revenue will still be nominally 1o millions, but they will
remain with only nine millions’ worth of taxable commodities.
There are no circumstances under which taxation does not
abridge the enjoyments of those on whom the taxes ultimately
fall, and no means by which those enjoyments can again be
extended but the accumulation of new revenue.-

Taxation can never be so equally applied as to operate in the
same proportion on the value of all commodities, and still to
preserve them at the same relative value. It frequently
operates very differently from the intention of the legislature
by its indirect effects, We have already seen that the effect
of & direct tax on corn and raw produce is, if money be also

roduced in the country, to raise the price of all commodities
in proportion as raw produce enters into their composition, and
_ thereby to destroy the natural relation which previously existed
between them. Another indirect effect is that it raises wages
and lowers the rate of profits; and we have also seen, in another
part of this work, that the effect of a rise of wages and a fall of
profits is to lower the money prices of those commodities which
are_mduoed in & greater degree by the employment of fixed
capi

That a cormmodity, when taxed, can no longer be so profitably
exported is so well understood that a drawback is frequently
allowed on its exportation, and a duty laid on its importation.

" 1f these drawbacks and duties be accurately laid, not only on
- the commodities themselves, but on all which they may in-
directly affect, then, indeed, there will be no disturbance in the
value of the precious metals. Since we could as readily export
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a commodity after being taxed a¢ before, and since tio peculiar
facility would be given to importation, the precious metals
would not, more than before, enter into the lList of exportable
commiodities.

Of ell commodities none are pethaps so proper for taxation
as those which, either by the aid of nature or art, are produced
with peculiar facility. With re(slpect to foreign countries, such
commuodities may be classed under the head of those which are
not regulated in their price by the quantity of labour bestowed,
but rather by the captice, the tastes, and the power of the
purchasers. If England had more productive tin mines than
other countries, or if, from superiot machinery or fuel, she had
peculiar facilities in manufacturing cotton goods, the prices of
tin and cotton goods would still in England be regulated by the
comparative quantity of labour and capital required to produce
them, and the competition of our merchants would make them
very little dearer to the foreign consumer. Our advantage in
the production of these commodities might be so decided that
probably they. could bear a very great additional price in the
foregn market without very inaterially diminishing their con-
sumption. This price they never could attain, whilst competi-
tion was free at home, by any other means but by a tax on their
exportation. This tax would fall wholly en foreign consumers,
and part of the expenses of the government of England would
be defrayed by & tax on the land and labout of other countries.
The tax on tea, which at present is paid by the people of England,
and goes to aid the expenses of the government of England,
might, if laid in China on the exportation of the tea, be diverted
to the payment of the expenses of the government of China.

Taxes on luxuries have some advantage over taxes on neces-
saries. They are generally paid from income, and therefore do
not diminish the productive capital of the country. If wine
were much raised in price in consequence of taxation, it is
probable that & man would rather forego the enjoyments of
wine than make any important encroachments on his capital
to be enabled to purchase it. They are so identified with price
that the contributor is hardly aware that be is paying a tax,
But they have also their disadvantages. First, they never
reach capital, and on some extraordinary occasions it may be
expedient that even capital should contribute towards the public
exigencies; and, secondly, there is na certainty as to the amount
of the tax, for it may not reach even income. A man intent on
saving will exempt himself from a tax on wine by giving up the
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e of it. The income of the country may be undiminished,
nd yet the state may be unable to raise a shilling by the tax,

Whatever habit has rendered delightful will be relinquished
vith reluctance, and will continue to be consumed motwith-
tanding a very heavy tax; but this reluctance has its limits,
ind experience every day demonstrates that an increase in the
nominal amount of taxation often diminishes the produce. One
man will continue to drink the same quantity ef wine, though
the price of every bottle should be raised three shillings, who
would yet relinquish the use of wine rather than pay four.
Another will be content to pay four, yet refuse to pay five
shillings. The same may be said of other taxes on luxuries:
many would pay & tax of £5 for the enjoyment which a horse
affords, who would not pay £1o or {z0. It is not because they
cannot pay more that they give up the use of wine and of horses,
but because they will not pay more, Every man has some
standard in his own mind by which he estimates the value of
his enjoyments, but that standard is as various as the human
character. A country whose financial situation has become
extremely artificial, by the mischievous policy of accumulating
a large national debt, and a consequently enormous taxation,
is particularly exposed to the inconvenience attendant on this
mode of raising taxes, After visiting with & tax the whole
round of luxuries; after laying horses, carriages, wine, servants,
and all the other enjoyments of the rich under contribution;
& minister is induced to have recourse to more direct taxes,
such as income and property taxes, neglecting the golden maxim
of M. Say, * that the very best of all plans of finance s to spend
little, and the best of all taxes is that which is the least in
amount.”



CHAPTER XVII
TAXES ON OTHER COMMODITIES THAN RAW PRODUCE

ON the same principle that a tax on corn would raise the price
of corn, a tax on any other commodity would raise the price of
that commodity. If the commodity did not rise by & sum equal
to the tax, it would not give the same profit to the producer
which he had before, and he would remove bis capital to some
other employment.

The taxing of all commodities, whether they be necessaries or
luxuries, will, while money remains at an unaltered value, raise
their prices by a sum at least equal to the tax.! A tax on the
manufactured necessaries of the labourer would have the same
effect on wages as & tax on corn, which differs from other neces-
sarics anly by being the first and most important on the list;
and it would produce precisely the same effects on the profits
of stock and foreign trade. But a tax on luxuries would have
no other effect than to raise their price. It would fall wholly
on the consumer, and could neither increase wages nor lower
profits, . :

Taxes which are levied on a country fog the purpose of sup-
porting war, or for the ordinary expenses of the state, and which
aré chiefly devoted to the support of unproductive labourers,
are taken from the productive industry of the country; and
every saving which can be made from such expenses will be

* It is observed by M. Say, * that a manufacturer is not enabled to make
the consumer pay the whole tax levied on his commodity, because it
increased price will diminish its ption.” Should this be the case
should the consumption be diminished, will not the supply also speedils
be diminished? Why should the manufacturer continue In the trade 1
his profits are below the general level? M. Say appears here also to hav:
forgotten the doctrine which he elsewhere supports, * that the cost o
production determiaes the price, below which commodities eannot fall fo
any length of time, because production would be then either suspendec
or diminished."”—Vol. ii. p. zg.

* The tax in this case élls then partly on the e , who is obliged
to give more for the commodity ta and partly on the producer, who,
after deducting the tax, will receive less. The public treasury will be
benefited by what the purchaser pays in addition, and also by the sacrifice
which the producer is obliged to make of a part of his profits. It is the
effort of gunpowder, which acts at the same time on the bullet which it
projects and on the gun which it causes to recosl.”—Vol. ii. p. 333.

360
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generally added to the income, if not to the capital of the con-
tributors, When, for the expenses of a year’s war, twenty
millions are raised by means of a loan, it is the twenty millions
which are withdrawn from the productive capital of the nation.
The million per annum which is raised by taxes to pay the
interest of this loan is merely transferred from those who pay
it to those who receive it, from the contributor to the tax to
the national creditor. The real expense is the twenty millions,
and not the interest which must be paid for it.! Whether the
interest be or be not paid, the country will neither be richer nor
poorer, Government might at once have required the twenty
millions in the shape of taxes; in which case it would not have
been necessary to raise annual taxes to the amount of a million.
This, however, would niot have changed the nature of the trans-
action. An individual, instead of being called upon to pay
£100 per annum, might have been obliged to pay £2000 once for
all. It might also have suited his convenience rather to borrow
this £2000, and to pay 100 per annum for interest to the lender,
than to spare the larger sum from his own funds. In one case,
it is a private transaction between A and B, in the other govern-
ment guarantees to B the payment of interest to be equally
~aid by A. If the transaction had been of a private nature, no
blic record would be kept of it, and it would be a matter of
mparative ‘indifference to the country whether A faithfully
formed his contract to B or unjustly retained the £100 per
wm in his own possession. The country would have &
ge_neral interest in the faithful performance of a contract, but
with respect to the national wealth it would have no other
interest than whether A or B would make this {rco most pro-
ductive; but on this question it would neither have the right
1 # Melon says that the debts of a nation are debts due from the right hand
to the left, by which the body is not weakened. Itis true that the general
weaith is not diminished by the payment of the interest on arrears of the
debt: The dividends are a value which passes from the bhand of the con-
tributor to the mational creditor: Whether it be the national creditor or
the contributor who lates or it is, I agree, of little
importance to the society; but the principal of the debt—what has become
of that? It exists no more. The consumption which has followed the
loan bas annibilated a capital which will never yield any further revenue.
The socicty is deprived not of the amount of mterest, since that
passes from one hand to the other, but of the revenue from a destroyed
capital, This capital, if it had been employed productively by him who
lent 1t to the state, would equally have yielded him an income, but that
income would have been derived from a real production, and would not
have been furnished from the et of a fellow citizen.”—Say, vol. i.

p. 357- This is both ived and exp d in the true spurit of the
scieace,

L %90°
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nor the ability to decide. It might be possible that, if A
retained it for his owit use, he might squander it unprofitably,
and if it were paid to B he might add it to his capital and
employ it productively. And the converse would also be pos-
sible; B might squander it, and A might employ it productively.
With a view to wealth only, it might be equally or more desir-
able that A should or should not pay it; but the claims of justice
and good faith, a greater utility, dre not to be compelled to
yield to those of a less; and accordingly, if the state were called
upon to interfere, the courts of justice would oblige A to perform
his contract. A debt guaranteed by the nation differs in no
respect from the above transaction. Justice and good faith
demand that the interest of the national debt should continue
to be paid, and that those who have advanced their capitals
for the general benefit should not be required to forego their
equitable claims on the plea of expediency.

But independently of this consideration, it is by no means
certain that political utility would gain anything by the sacrifice
of political integrity; it does by no means follow that the party
cxonerated from the payment of the interest of the national debt
would employ it more productively than those to whom indis-

utably it is due. By cancelling the national debt, one man’y
income might be raised from £1000 to {1500, but another man',
would- be lowered from fi1500 to froco. These two men
incomes now amount to £2500; they would amount to no me
then. If it be the object of government to taise taxes, the. .
would be precisely the same taxable capital and income in one
case as in the other. It is not, then, by the payment of the
interest on the national debt that a country is distressed, nor
is it by the exoneration from payment that it can be relieved.
It is only by saving from income, and retrenching in expenditure,
that the national capital can be increased; and neither the
income would be increased nor the expenditure diminished by
the annihilation of the national debt. It is by the profuse
expenditure of government and of individuals, and by loans,
that the country is impoverished; every measure, therefore,
which is calculated to promote public and private economy will
relieve the public distress; but it is error and delusion to suppose
that a real national difficulty can be removed by shifting it from
the shoulders of one class of the community, who justly cught
to.be'nr it, to the shoulders of another class, who, upon every
principle of equity, ought to bear no more than their share.

From what I have said, it must not be inferred that I consider
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the system of borrowing as the best calculated to defray the
extraordinary expenses of the state. It is a system which tends
to make us less thrifty—to blind us to our real situation. If the
expenses of a war be 40 millions per annum, and the share which
a man would have to contribute towards that annual expense
were {100, he would endeavour, on being at once called upon
for his portion, t¢ save speedily the {100 from his income. By
the system of loans, he 1s called upon to pay only the interest
of this fi00, or £5 per annum, and considers that he does
enough by saving this £5 from his expenditure, and then deludes
himself with the belief that he is as rich as before. The whole
nation, by reasoning and acting in this manner, save only the
interest of 4o millions, or two millions; and thus not only lose
all the interest or profit which 4o millions of capital, employed
productively, would afford, but also 38 millions, the difference
between their savings and expenditure. 1If, as I before observed,
each man had to make his own loan, and contribute his full
proportion to the exigencies of the state, as soon as the war
ceased taxation would cease, and we should immediately fall
into a natural state of prices. Out of his private funds, A
might have to pay to B interest for the money he borrowed of
him during the war to enable him to pay bis quota of the
xpense; but with this the nation would have no concern.

A country which has accumulated a large debt is placed in

most artificial situation; and although the amount of taxes,
‘and the increased price of labour, may not, and I believe does
not, place it under any other disadvantage with respect to
foreign countries, except the unavoidable one of paying those
taxes, yet it becomes the interest of every contributor to with-
draw his shoulder from the burthen, and to shift this payment
from himself to another; and the temptation to remove himself
and his capital to another country, where he will be exempted
from such burthens, becomes at last irresistible, and overcomes
the natural reluctance which every man feels to quit the place
of his birth and the scene of his early associations. A country
which has involved itself in the difficulties attending this
artificial system would act wisely by ransoming itself from
them at the sacrifice of any portion of its property which
might be necessary to redeem its debt. That which is wise in
an individual is wise also in & nation. A man who has {10,000,
paying him an income of {500, out of which he has to pay {100
per annum towards the interest of the debt, is really worth only
{8000, and would be equally rich, whether he continued to pay
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£x00 per annum, or at once, and for only once, sacrificed £2000.
But where, it is asked, would be the purchaser of the property
which he must sell to obtain this {20002 The answer is plain:
the national creditor, who is to receive this {2000, will want
an investment for his money, and will be disposed either to lend
it to the landholder, or manufacturer, or to purchase from them
a part of the property of which they have to dispose. To such
a payment the stockholders themselves would largely contribute.
This scheme has been often recommended, but we have, I fear,
neither wisdom enough, nor virtue enough, to adopt it. It
must, however, be admitted, that during peace, our unceasing
eflorts should be directed towards paying off that part of the
debt which has been contracted during war; and that no temp-
tation of relief, no desire of escape from present, and I hope
temporary, distresses should induce us to relax in our attention
to that great object.

No sinking fund can be efficient for the purpose of diminishing
the debt if it be not derived from the excess of the public
revenue over the public expenditure. It is to be regretted that
the sinking fund in this country is only such in name; for there
is no excess of revenue above expenditure. It ought, by
economy, to be made what it is professed to be, a really efficient !
fund for the payment of the debt. If, on the breaking out o
any future war, we shall not have very considerably reduccy
our debt, one of two things must happen, either the whuz
expenses -of that war must be defrayed by taxes raised front:
year to year, or we must, at the end of that war, if not before,
submit to & national bankruptcy; not that we shall be unable
to bear any large additions to the debt; it would be difficult
to set limits to the powers of a great nation; but assuredly
there are limits to the price, which in the form of perpetual
taxation, individuals will submit to pay for the privilege merely
of living in their native country}

_When a commedity is at a monopoly price it is at the very
highest price at which the consumers are willing to purchase it.

t * Credit, in general, is gond, as it allows capitals to Jeave those Lhands
where they are not usefully employed, to pass into those where they will
be made productive: it diverts a capital from an employment usefuf only
10 the capitalist, such as an investment in the public funds, to make it
productive in the hands of industry. It facilitates the employments of
all capitals, and leaves none unempioyed.”~—Economse Politsique, p. 463
vol. ii. 4th edition.—This must be an aversight of M. Say. The capitaf
of the stockholder can never be made productive—it is, in fact, no capintal,
1 he were to scll his stock, and employ the capital be obtained for it,
productively, he could only do so by detaching the capital of the bayer
of his stock from a productive employment.
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Commodities are only at a monopoly price when by na possible
device their guantxty can be augmented; and when, therefore,
the competition is wholly on one side—amongst the buyers.
‘The monopoly price of one period may be much lower or higher
than the monopoly price 0 . sther, because the competition
amongst the purchasers must « 0 their wealth, and their
tastes and caprices. Those peculiar wines which are produced
in very limited quantity, and those works of art which, from
their excellence or rarity, have acquired a fanciful value, will
be exchanged for a very different quantity of the produce of
ordinary labour, according as the society is rich or poor, as it *
possesses an abundance or scarcity of such produce, or as it may
be in a rude or polished state. The exchangeable value there-
fore of a commodity which is at a monopoly price is nowhere
regulated by the cost of production.

Raw produce is not at a monopoly price, because the market
price of barley and wheat is as much regulated by their cost of
production as the market price of cloth and linen. The only
difference is this, that one portion of the capital employed in
agriculture regulates the price of corn, namely, that portion
which pays no rent; whereas, in the production of manufactured
ommodities, every portion of capital is employed with the same

sults; and as no portion pays rent, every portion is equally

egulator of price: corn, and other raw produce, can be aug-

nted, too, in quantity, by the employment of more capital
‘on the land and therefore they are not at a monopoly price.
There is competition among the sellers, as well as amongst the
buyers. This is not the case in the production of those rare
wines, and those valuable specunens of art, of which we have
been speaking; their quantity cannot be mcreased and their
price is limited only by the extent of the power and will of the
purchasers. The rent of these vineyards may be raised beyond
any moderately assignable limits, because no other land being
able to produce such wines, none can be brought into competition
with them.

The corn and raw produce of a country may, indeed, for a time,
sell at a monopoly price; but they can do so permanently only
when no more capital can be profitably employed on the lands,
and when, therefore, their produce cannot be increased. At
such time, every portion of land in cultivation, and every portion
of capital employed on the land, will yield a ‘rent, differing,
indeed, in proportion to the difference in the return. At such
& time, too, any tax which may be imposed on the farmer will
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fall on rent, and not on the consumer. He cannot raise the
price of his corn, because, by the supposition, it is already at the
highest price at which the purchasers will or can buy it. He
will not be satisfied with a lower rate of profits than that obtained
by other capitalists, and, therefore, his only alternative will be
to obtain a reduction of rent or to quit his employment.

Mr. Buchanan considers corn and raw produce as at a
monopoly price, because they yield a rent: all commodities
which yield a rent, he supposes, must be at a monopoly price;
and thence he infers that all taxes on raw produce would fall

* on the landlord, and not on the consumer. * The price of corn,”
he says, “ which elways affords & rent, being in no respect
inflienced by the expenses of its production, those expenses
must be paid out of the rent; and when they rise or fall, there-
fore, the consequence is not a higher or lower price, but a higher
ora lower rent. In this view, all taxes on farm servants, horses,
or the implements of agriculture are in reality land-taxes—
the burden falling on the farmer during the currency of his
lease, and on the landlord when the lease comes to be renewed.
In hke manner, all those improved implements of husbandry
which save expense to the farmer, such as machines for thrashing
and reaping, whatever gives him easier access to the markets
such as good roads, canals, and bridges, though they lessen tis.
original cost of corn, do not lessen its market price.  Whatevt
is saved by those improvements, therefore, belongs to the lane;.
lord as part of his rent. ~

It is evident that if we yield to Mr. Buchanan the basis on
which his argument is built, namely, that the price of corn
always yields a rent, all the consequences which he contends
for would follow of course. Taxes on the farmer would then
fall, not on the consumer, but on rent; and all improvements
in husbandry would increase rent: but I hope I have made it
sufficiently clear that, until a country is cultivated in every
part, and up to the highest degree, there is always a portion of
capital employed on the land which yields no rent, and that it is
this portion of capital, the result of which, as in manufactures, is
divided between profits and wages, that regulates the price of
corn. The price of corn, then, which does not afford a rent,
being influenced by the expenses of its production, those expenses
cannot be paid out of rent.  The consequence, therefore, of those
expenses increasing, is a higher price, and not a lower rent.!

. 1" Manufacturing industry increases its produce in proportion to the
demand, and the puice falls; bws the produce of land cannot be so tncreased ;
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It is remarkable that both Adam Smith and Mr. Buchanan
who entirely agree that taxes on raw produce, a land-tax, am{
tithes, all fall on the rent of land, and not on the consumers of
raw produce, should nevertheless admit that taxes on malt
would fall on the consumer of beer, and not on the rent of the
landlord. Adam Smith’s argument is so able a statement of
the view which I take of the subject of the tax on malt, and
every other tax on raw produce, that I cannot refrain from
offering it o the attention of the reader.

* The rent and profits of barley land must always be nearly
equal to those of other equally fertile and equally well cultivated
land. If they were less, some part of the barley Jand would
soon be turned to some other purpose; and if they were greater,
more land would soon be turned to the raising of barley. When
the ordinary price of any particular produce of land is at what
may be called a monopely price, a tax upon it necessarily reduces
the rent and profit ! of the land which grows it. A tax upon
the produce of those precious vineyards, of which the wine falls
so much short of the effectual demand that its price is always
above the natural proportion to that of other equally fertile and
gqually well cultivated Jand, would necessarily reduce the rent

1d profit! of those vineyards. The price of the wines being
V2ady the highest that could be got for the quantity commonly
it to market, it could not be raised higher without diminishing
veat quantity; and the quantity could not be diminished with- .
out still greater loss, because the lands could not be turned to
any other equally valuable produce. The whole weight of the
tax, therefore, would fall upon the rent and profit; ! properly
upon the rent of the vineyard.”—* But the ordinary price of
barley has never been a monopoly price; and the rent and profits
of barley Jand have never been sbove their patural proportion
to those of other equally fertile and equally well cultivated land,
The different taxes which have been imposed upon malt, beer,
and ale kave mever lowered the price of barley; have never
reduced the rent and profit ! of barley land. The price of malt

and & high price is stil) necessary to prevent the consumption from exceed-

ing the supply.”—Buchanan, vol. iv. p. 40. Is it possible that Mr.
Buch _can ly assert that the produce of the land cannot be
i d if the d d increases?

3 I wish the word * profit * had been omitted. Dr. Smith must snppose
the profits of the tenants of these precious vineyards to be above the
general rate of snoﬁts. If they were not, they would not pay the tax,
unless they oould shift jt ejthex to the Jandford or consumer, .
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.+ the brewer has constantly risen in proportion to the taxes
imposed upon it; and those taxes, together with the different
duties upon beer and ale, have constantly either raised the price,
or, what comes to the same thing, reduced the quality of those
commodities to the consumer. The final payment of those
taxes has fallen constantly upon the consumer and not upon the
producer.” 'On this passage Mr. Buchanan remarks, “ A duty
on malt never could reduce the price of barley, because, unless
as much could be made of barley by malting it as by selling it
unmalted, the quantity required would not be brought to
market. It is clear, therefore, that the price of malt must rise
in proportion to the tax imposed on it, as the demand could not
otherwise be supplied. The price of barley, however, is just as
much a monopoly price as that of sugar; they both vield a rent,
and the market price of both has equally lost all connection
with the original cost.”

It appears, then, to be the opinion of Mr. Buchanan, that
& tax on malt would raise the price of malt, but that a tax on
the barley from which malt is made would not raise the price
of barley; and, therefore, if malt is taxed, the tax will be paid
by the consumer; if barley is taxed, it will be paid by the land’
lord, as he will receive & diminished rent. According to M
Buchanan, then, barley is at a monopoly price at the higk
price which the purchasers are willing to give for it; but m,,
made of barley is not at a monopoly price, and consequent. 1
it can be raised in proportion to the taxes that may be imposed
upon it. This opinion of Mr. Buchanan of the effects of a tax
on malt appears to me to be in direct contradiction to the
opinion he has given of a similar tax, a tax on bread. * A tax
on bread will be ultimately paid, not by a rise of price, but by
a reduction of rent.” ! If a tax on malt would raise the price of
beer, a tax on bread must raise the price of bread.

The following argument of M. Say is founded on the same
views as Mr. Buchanan’s: * The quantity of winé or corn which
a piece of land will produce will remain nearly the same, what-
ever may be the tax with which it is charged. The tax may
take away a half, or even three-fourths of its net produce, or of
its rent, if you please, yet the land would nevertheless be culti-
vated for the half or the quarter not absorbed by the tax. The
rent, that is to say, the landlord’s share, would merely be
somewhat lower. The reason of this will be perceived if we
consider that, in the case supposed, the quantity of produce

T Vol. iil. p. 355.
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obtained from the land and sent to market will remain never-
theless the same. On the other hand, the motives on which
the demand for the produce is founded continue also the
same,

“ Now, if the quantity of produce supplied, and the quantity
demanded, necessarily continue the same, notwithstanding the
establishment or the increase of the tax, the price of that produce
will not vary; and if the price do not vary, the consumer will
not pay the smallest portion of this tax.

“ Will it be said that the farmer, he who furnishes labour and
capital, will, jointly with the landlord, bear the burden of this
tax?—certainly not; because the circumstance of the tax has not
diminished the number of farms to be let, nor increased the
number of farmers. Since, in this instance alsa, the supply and
demand remain the same, the rent of farms must also remain
the same. The example of the manufacturer of salt, who can
only make the consumers pay a portion of the tax, and that
of the landlord, who cannot reimburse himself in the smallest
degree, prove the error of those who maintain, in opposition to
the economists, that all taxes fall nitimately on the consumer.’

Vol. ii. p. 3 38
%f the tax “ took away half, or even three-fourths of ‘the net
7 Yduce of the land,” and the price of produce did not rise, how
hid those farmers obtain the usual profits of stock who paid
€Ty moderate rents, having that quality of land which required -
a much larger proportion of labour to obtain a given tesult than
land of a more fertile quality? If the whole rent were remitted,
they would still obtain lower profits than those in other tmdes,
and would therefore not continue to cultivate their land, unless
they could raise the price of its produce. If the tax fell on the
farmers, there would be fewer farmers disposed to hire farms;
if it fell on the landlord, many farms would not be let at all, for
they would afford no rent. But from what fund would those
pay the tax who produce corn without paying any rent? It is
quite clear that the tax must fall on the consumer. How would
such land as M. Say describes in the following passage pay a tax
of one-half or three-fourths of its produce?

“ We see in Scotland poor lands thus cultivated by the pro-
prietor, and which could be cultivated by no other person.
Thus, too, we see in the interior provinces of the United States
vast and fertile lands, the revenue of which, alone, would not be
sufficient for the maintenance of the proprietor. These lands
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are cultivated nevertheless, but it must be by the proprietor
himself, or, in other words, he must add to the rent, which is
little or nothing, the profits of his capital and industry, to enable
him to live in competence. It is well known that land, though
cultivated, yields no revenue to the landlord when no farmer
will be willing to pay a rent, for it: which is a proof that such
land will give only the profits of the capital, and of the industry
necessary for its cultivation.”~Say, vol. ii. p. 127,



CHAPTER XVII1
POOR RATES

We have seen that taxes on raw produce, and on the profits of
the farmer, will fall on the consumer of raw produce; since,
unless he had the power of remunerating himself by an increase
of price, the tax would reduce his profits below the general level
of profits, and would urge him to remove his capital to some
other trade. We have seen, too, that he could not, by deducting
it from his rent, transfer the tax to his landlord; because that
farmer who paid no rent would, equally with the cultivator of
better land, be subject to the tax, whether it were laid on raw
produce or on the profits of the farmer. I have also attempted
to show that if a tax were general, and affected equally all
profits, whether manufacturing or agricultural, it would not
operate either on the price of goods or raw preduce, but would
. be immediately, as well as ultimately, paid by the producers,
1, tax on rent, it has been cobserved, would fall on the landlord
4.y, and could not by any means be made to devolve on the
4nt.

‘ae poor rate is a tax which partakes of the nature of all
atse taxes, and, under different circumstances, falls on the
consumer of raw produce and goods, on the profits of stock,
and on the rent of land. It is a tax which falls with peculiar
weight on the profits of the farmer, and therefore may be con-
sidered as affecting the price of raw produce. According to the
degree in which it bears on manufacturing and agricultural
profits equally, it will be a general tax on the profits of stock,
and will occasion no alteration in the price of raw produce and
manufactures. In proportion to the farmet’s inability to
remunerate himself, by raising the price of raw produce for
that portion of the tax which peculiarly affects him, it will be
a tax on rent and will be paid by the landlord. To know, then,
the operation of the poor rate at any particular time, we must
ascertain whether at that time it affects in an equal or an unequal
degree the profits of the farmer and manufacturer; and also
whether the circumstances be such as to afford to the farmer
the power of raising the price of raw produce.

The poor rates are professed to be levied on the farmer in
1z ’
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proportion to his rent; and, accordingly, the farmer who paid
a very small rent, or no rent at all, should pay little or no tax.
If this were true, poor rates, as far as they are paid by the
agricultural class, would entirely fall on the landlord, and could
not be shifted to the consumer of raw produce. But I believe
that it is not true; the poor rate is not levied according to the
rent which a farmer actually pays to his landlord; it is propor-
tioned to the annual value of his land, whether that annual
value be given to it by the capital of the landlord or of the
tenant,

If two farmers_rented land of two different qualities in the
same parish, the one paying a rent of {ioo per annum for
50 acres of the most fertile land, and the other the same sum
of {300 for 1000 acres of the least fertile land, they would pay
the same amount of poor rates, if neither of them attempted
to improve the land; but if the farmer of the poor land, pre-
suming on a very long lease, should be induced, at a great
expense, to improve the productive powers of his land, by
manuring, draining, fencing, etc., he would contribute to the

cor rates, not in proportion to the actual rent paid to the
andlord, but to the actual annual value of the land. The rate
might equal or exceed the rent; but whether it did or not,
part of this rate would be paid by the landlord. It would b/ °
been previously calculated upon by the tenant; and if the
of produce were not sufficient to compensate him for all' >
expenses, together with this additional charge for poor rates,
his improvements would not have been undertaken. It is
evident, then, that the tax in this case is paid by the consumer;
for if there had been no rate, the same improvements would
have been undertaken, and the usual and general rate of profits
would have been obtained on the stock employed with a lower
price of corn. :

Nor would it make the slightest difference in this question if
the landlord had made these improvements himself, and had in
consequence raised his rent from £100 to £500; the rate would
be equally charged to the consumer; for whether the landlord
should expend a large sum of money on his land would depend
on the rent, or what is called rent, which he would receive as
a remuneration for it; and this again would depend on the price
of corn, or other raw a]i)roduce, being sufficiently high, not only
to cover this additional rent, but also the rate to which the land
would be subject. If at the same time all manufacturing capital
contributed to the poor rates in the same proportion as the
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capital expended by the farmer or landlord in improving the
land, then it would no longer be & partial tax on the profits of
the farmer’s or landlord's capital, but a tax on the capital of
all producers; and, therefore, it could no longer be shifted
either on the consumer of raw produce or on the landlord. The
farmer’s profits would feel the effect of the rate no more than
those of the manufacturer; and the former could not, any more
than the latter, plead it as a reason for an advance in the price
of his commodity. It is not the absolute but the relative fall
of profits which prevents capital from being employed in any
particular trade: it is the difference of profit which sends
capital from one employment to another.

It must be acknowledged, howéver, that in the actual state
of the poor rates, a much larger amount falls on the farmer than
on the manufacturer, in proportion to their respective profits;
the farmer being rated according to the actual productions
which he obtains, the manufacturer only according to the value
of the buildings in which he works, without any regard to the
value of the machinery, labour, or stock which he may employ.
From this circumstance it follows that the farmer will be

“wnabled to raise the price of his produce by this whole difference.
since the tax falls unequally, and peculiarly on his profits,
ould have less motive to devote his capital to the land

to employ it in some other trade, were not the price of

Lrproduce raised. If, on the contrary, the rate had fallen
»4th greater weight on the manufacturer than on the farmer,
he would have been enabled to raise the price of his goods by
the amount of the difference, for the same reason that the farmer
under similar circumstances could raise the price of raw produce.
In a society, therefore, which is extending its agriculture, when
poor rates fall with peculiar weight on the land, they will be
paid partly by the employers of capital in a diminution of the
profits of stock, and partly by the consumer of raw produce in
1ts increased price. In such a state of things, the tax may,
under some circumstances, be even advantageous rather than
injurious to landlords; for if the tax paid by the cultivator of
the worst land be higher in proportion to the quantity of pro-
duce obtained than that paid by the farmers of the more fertile
lands, the rise in the price of corn; which will extend to all corn,
will more than compensate the latter for the tax. This advan-
tage will remain with them during the continuance of their
leases, but it will afterwards be transferred to their landlords.
This, then, would be the effect of poor rates in an advancing
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society; but in & stationary, ot in a retrograde country, so far
as capital could not be withdrawn from the land, if a further

* rate were levied for the support of the poor, that part of it which

fell on agriculture would be paid, during the current leases, by
the farmers; but, at the expiration of those leases it would
almost wholly fall on the landlords. The farmer, who, during
his former Jease, had expended his capital in improving his land,
if it wete still in his own lands, would be rated for this new tax
according to the new value which the land had acquired by its
improvement, and this amount he would be obliged to pay
during his lease, although his profits might thereby be reduced
below the general rate of profits; for the capital which he has
expended may be so incorporated with the land that it cannot
be removed from it. If, indeed, he or his landlord (should it
have been .expended by him) were able to remove this capital,
and thereby reduce the annual value of the land, the rate would
proportionably fall; and as the produce would at the same time
be diminished, its price would rise; he would be compensated
for the tax by charging it to the consumer, and no part would
fall on rent; but this is impossible, at least with respect to some
proportion of the capital, and consequently in that proportion®
the tax will be paid by the farmers during their leases, and# *
landlords at their expiration. This additional tax, if itf -
with peculiar severity on manufacturers, which it does
would, under such circumstances, be added to the price of ,
goods; for there can be no reason why their profits should &,
reduced below the general rate of profits when their capitals
might be easily removed to agriculture?

! In a'former part of this work 1 bave noticed the difference betweean
rent, properly so called, and the remuneration paid to the landlord under
that name for the advantages which the expenditure of his capital has
procured to his tenant; but I did not perhaps sufficiently distinguish the

difference which would arise from the different modes in which this capital
might be applied. - As a part of this capnal‘ when once expended in the
improvement of 3 farm, is inseparably gamated with the land, and
tends to increase its productive powers, the remuneration’paid to the
Jandlord for its use is strictly of the nature of rent, and is subject to ail
the laws of rent. Whether the improvement be made at the expense of
the landlord or the tenant, it will not be undertaken in the first instance

| unless there is a strong probability that the return will at least be equal to

the profit that can be made by the disposition of any other equal capital;
but when once made, the return obtained will ever after be wholly of the

' Bature of rent, and will be subject to all the variations of rent. e of

.8hese expenses, however, only give advantages to the land for a limited
‘period, and do not add permanently to its productive powers: being

bestowed on buildings, and other perishable improvements, they require
to be constantly renewed, and therefore do not obtain for the landlord any
permanent addition to his real reat.



CHAPTER XIX
ON SUDDEN CHANGES IN THE CHANNELS OF TRADE

A GREAT manufacturing country is peculiarly exposed to tem=
porary réverscs and contingencies, produced by the removal
of capital from one employment to another. The demands for
the produce of agriculture are uniform; they are not under the
influence of fashion, prejudice, or caprice. To sustain life, food
is necessary, and the demand for food must continue in all ages
and in all countries. It is different with manufactures; the
demand for any particular manufactured commodity is subject,
not only to the wants, but to the tastes and caprice of the
purchasers. A new tax, too, may destroy the comparative
advantage which a country before possessed in the manufacture
of & particular commodity; or the effects of war may so raise
“be freight and insurance on its conveyance, that it can no
er enter into competition with the home manufacture of
*rountry to which it was before exported. In all such cases,
* diderable distress, and no doubt some loss, will be experi-
4 by those who are engaged in the manufacture of such
i ’,.‘ﬂnodities; and it .will be felt, not only at the time of the
"change, but through the whole interval during which they are
removing their capitals, and the labour which they can com-
mand, from one employment to another.

Nor will distress be experienced in that country alone where
such difficulties originate, but in the countries to which its
commodities were before exported. No country can long
import, unless it also exports, or can long export unless it also
imports, If, then, any circumstance should occur which
should permanently prevent a country from importing the
usual amount of foreign commodities, it will necessarily diminish
the manufacture of some of those commodities which were
usually exported; and although the total value of the produc-
tions of the country will probably be but little altered, since the
same capital will be employed, yet they will not be equally abund-
ant and cheap; and considerable distress will be experienced
through the change of employments. If, by the employment
of {1c,000 in the manufacture of cotton goods for exportation,

175
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we imported annually 3000 pair of silk stockings of the value
of {2000, and by the interruption of foreign trade we should
be obliged to withdraw this capital from the manufacture of
cotton, and employ it ourselves in the manufacture of stock-
ings, we should still obtain stockings of the value of {2000,
provided no part of the capital were destroyed; but instead of
having 3000 pair, we might only have 2500. In the removal
of the capital from the cotton to the stocking trade, much
distress might be experienced, but it would not considerably
impair the value of the national property, although it might
lessen the quantity of our annual productions.?

The commencement of war after a long peace, or of peace
after a long war, generally produces considerable distress in
trade. It changes in a great degree the nature of the employ-
ments to which the respective capitals of countrics were before
devoted; and during the interval while they are settling in the
situations which new circumstances have made the most bene-
ficial, much fixed capital is unemployed, perhaps wholly lost,
and labourers are without full employment. The duration of
this distress will be longer or shorter according to the strength
of that disinclination which most men feel to abandon thaf
employment of their capital to which they have long b’
accustomed. It is often protracted, too, by the restrict! *
and prohibitions to which the absurd jealousies which pre,
between the different states of the eommercial commonw
give rise. -

The distress which proceeds from a revulsion of trade is oftei
mistaken for that which accompanies a diminution of the
national capital and a retrograde state of society; and it would
perhaps be difficult to point out any marks by which they may
be accurately distinguished.

When, however, such distress immediately accompanies a

? * Commerce enables us to obtain 8 commodity in the place where it is
to be found, and to convey it to another where (t is to be consumed; 1t
therefore gives us the power of increasing the value of the eommodity,
by the whole difference between its price in the first of these places an
its price in the second.”~M. Say, p. 458, vol. ii.—True, but how is this
additional value given to it? By adding to the eost of production, first,
the expenses of conveyance; secondly, the profit on the advances of
capital made by the merchant. The mmmo«fity is only more valuable
for the same reasons that every other e« dity may b fnore
valuable, because more labour is expended on its production gnd con-
veyance before it is Eurchased by the consumer. This must not be
mentioned as one of the advantages of commerce. When the subject is
more closely examined, it will be found that the whole benefits of com-
merce resolve themselves into the means which it gives us of acquiring,
not moare valuable objects, but more useful ones.
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thange from war to peace, our knowledge of the existence of
wch a causé will make it reasonable to believe that the funds
for the maintenance of labour have rather been diverted from
their usual channel than materially impaired, and that, after
temporary suffering, the nation will again advance in prosperity.
It must be remembered, too, that the retrograde condition is
always an unnatural state of society. Man from youth grows
to manhood, then decays, and dies; but this is not the progress
of nations. When arrived to a state of the greatest vigour,
their further advance may indeed be arrested, but their natural
tendency is to continue for ages to sustain undiminished their
wealth and their population.

In rich and powerful countries, where large capitals are
invested In machinery, more distress will be experienced from
8 revulsion in trade than in poorer countries where there is
})roportionally a much smaller amount of fixed, and a much
arger amount of circulating capital, and where consequently
more work is done by the labour of men. It is not so difficult
to withdraw a circulating as a fixed capital from any employ-
ment in which it may be engaged. It is often impossible to
divert the machinery which may have been erected for one
manufacture to the purposes of another; but the clothing, the
food, and the lodging of the labourer in one employment may
be devoted to the support of the labourer in another; or the
same labourer may receive the same food, clothing, and lodging,
whilst his employment is changed. This, however, is an evil
to which a rich nation must submit; and it would not be more
reasonable to complain of it than it would be in a rich merchant
to lament that his ship was exposed to the dangers of the sea,
;‘vhilstd his poor neighbour’s cottage was safe from all such

azard.

From contingencies of this kind, though in an inferior degree,
even agriculture is not exempted. War, which, in a commercial
country, interrupts the commerce of states, frequently prevents
the exportation of corn from countries where it can be produced
with lttle cost to others not so favourably situated. Under
such circumstances an unusual quantity of capital is drawn to
agriculture, and the country which before imported becomes
independent of foreign aid. At the termination of the war, the
obstacles to importation are removed, and a competition
destructive to the home-grower commences, from which he is
unable to withdraw without the sacrifice of & great part of his
capital. The best policy of the state would be to lay a tax

YR .
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decreasing in amount from time to time, on the importation of
foreign corn, for a limited number of years, in order to afford
to the home-grower an opportunity to withdraw his capital
gradually from the land.* In so doing, the country might not
be making the most advantageous distribution of its capital,
but the temporary tax to which it was subjected would be for
the advantage of a particular class, the distribution of whuse
capital was highly useful in procuring a supply of food when
importation was stopped. If such exertions in a period of
emergency were followed by a risk of ruin on the termination
of the difficulty, capital would shun such an employment.
Besides the usual profits of stock, farmers would expect to be
compensated for the risk which they incurred of a sudden influx
of corn; and, therefore, the price to the consumer, at the
seasons when he most required a supply, would be enhanced,
not only by the superior cost of growing corn at home, but also
by the insurance which he would have to pay in the price for
the peculiar risk to which this employment of capital was
exposed. Notwithstanding, then, that it would be more pro-
ductive of wealth to the country, at whatever sacrifice of capital
it might be done, to allow the importation of cheap corn, it
would, perhaps, be advisable to charge it with a duty for a few
years. - -

. In examining the question of rent, we found that, with every
increase in the supply of corn, and with the consequent fall of
its price, capital would be withdrawn from the poorer land, and
land of a better description, which would then pay no rent,

? In the last volume of the supplement to the Encyclopedia Britannica,
article * Corn Laws and Trade,” are the following excellent suggestions
and observations:—* 1f we shall at any future period think of retracing
our steps, in order to give time to withdraw capital from the cultivation
of our poor soils, and to invest it in more lucrative employments, a graduallv
diminishing scale of duties may be adopted. The price at which foreiga

ain should be admitted duty free may be made to decrease from 8os.,

ts present limit, by 4s. or 55. per quarter Hy til it reaches so0s.,
when the ports could safely be thrown open, and the restrictive system
be for ever abolished. sWhen this happy event shall have taken place, it
will be no longer necessary to force nature, The ecapital and enterpnse of
the country will be turned into those departments of industry in whick
our physical situation, national character, or pohtical institutions fit us to
excel. "The comn of Poland and the raw cotton of Carolina will be ex-
changed for the wares of Birmingham and the muslins of Glasgow. The
genuine commercial spint, that which permanently secures the prosperity
of nations, is altogether inconsistent with the dark and shaliow policy of
monopoly. The nations of the earth are like provinces of the same -king-
dom—a free and unfettered intercourse is alike productive of gereral and
of local advantage.” The whole article is well worthy of atteation; it is

very instructive, is ably written, and shows that the author is completely
master of the subject. .
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would become the standard by which the natural price of corn
would be regulated. At {4 per quarter, land of an inferior
quality, which may be designated by No. 6, might be culitivated;
at {3 105, No. 5; at £3, No. 4, and so on. 1f corn, in conse-
quence of permanent abundance, fell to {3 ro0s., the capital
employed on No. 6 would cease to bs employed; for it was only
when corn was at f4 that it could obtain the general profits,
even without paying rent: it would, therefore, be withdrawn
to manufacture those commodities with which all the corn
grown on No. 6 would be purchased and imported. In this
employment jt would necessarily be more productive to its
owner, or it would not be withdrawn from the other; for if he
could not obtain more corn by purchasing it with a commodity
which he manufactured than he got fram the land for which he
paid no rent, its price could not be under £4. :

It has, however, been said, that capital cannot be withdrawn
from the land; that it takes the form of expenses which cannot
be recovered, such as manuring, fencing, draining, etc., which
are necessarily inseparable from the land. This is in some
degree true; but that capital which consists of cattle, sheep,
hay and corn ricks, carts, etc., may be withdrawn; and it
always becomes a matter of calculation whether these shall
continue to be employed on the land, notwithstanding the Jow
price of corn, or whether they shall be sold, and their value
transferred to another employment,

Suppose, however, the fact to be as stated, and that no part
of the capital could be withdrawn;? the farmer would continue
to raise corn, and precisely the same quantity, too, at whatever
price it might sell; for it could not be his Interest to produce

} Whatever capital becomes fixed on the land must pecessarily be the
landlord’s, and not the tenant’s, at the expiration of the lease. Whatever
compensation the landlord may receive for this capital on re-letting his
land will appear in the form o rent; but no rent will be paid if, with a
riven capital, rnore corn can be obtaned from abroad than can be grown
on this land at home. If the circumstances of the society should require
corn ta be imported, and 1000 quarters can be obtained by the employ
ment of :Slw:n capital, and if this land, with the employment of the same
capital, yield 1100 quarters, 100 quarters will necessarily go to rent;
but if 1200 can be got from abroad, then this land will go out o¥ cultivation,
for it will not then yield even the general rate of profit. But this is no
disadvantage, however geat the capital may have heea that bhad been
expended on the land. Such eapital is spent with a view to augment the
produce—4that, it should be remembered, is the end; of what importance,
then, can it be to the society whether half its capital be sunk in value, or
even annihilated, if they obtain a great annual quantity of production?

Those who deplore the loss of capital in this case are for sacnficng the ead
te the means.,
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less, and if he did not so employ his capital, he would obtain
from’ it no return whatever. Corn would not be imported,
because he would sell it lower than £3 1os. rather than not sell
it at all, and by the supposition the importer could not sell it
under that price. Although, then, the farmers, who cultivated
land of this quality, would undoubtedly be injured by the fall
in the exchangeable value of the commodity which they pro-
duced—how would the country be affected? We should have
precisely the same quantity of every commodity produced, but
raw ptoduce and corn would sell at a much cheaper price, “The
capital of a country consists of its commaodities, and as these
would be the same as before, reproduction would go on at the
same rate. This low price of cornn would, however, only afford
the usual profits of stock to the land No. 5, which would then
pay no rent, and the rent of all better land would fall: wages
would also fall, and profits would rise,

However low the price of corn might fall, if capital could not
be removed from the land, and the demand did not increase, no
importation would take place, for the same quantity as before
would be produced at home. Although there would be a
different division of the produce, and some classes would be
benefited and others injured, the aggregate of production would
be precisely the same, and the nation collectively would neither
be richer nor peorer.

But there is this advantage always resulting from a relatively
low price of corn—that the division of the actual production is
more likely to increase the fund for the maintenance of labour,
inasmuch as more will be allotted, under the name of profit,
to the productive class —a less, under the name rent, to the
unproductive class.

This is true, even if the capital cannot be withdrawn from the
land, and must be employed there, or not be employed at all;
but if great Yart of the capital can be withdrawn, as it evidently
could, it will be only withdrawn when it will yield more to the
owner by being withdrawn than by being suffered to remain
where it was;, it will only be withdrawn then, when it can else-
where be employed more productively both for the owner and
the public) He consents to sink that part of his capital which
cannot be separated from the land, because with that part’
which he can take away he can obtain a greater value, and a
greater quantity of raw produce, than by not sinking this part
of the capitali His case is precisely similar to that of a man
who has erected machinery in his manufactory at a great
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expense, machinery which is afterwards so much improved upon
by more modern inventions that the commodities manufactured
by him very much sink in value. It would be entircly a matter
of calculation with him whether he should abandon the old
machinery, and erect the more perfect, losing all the value of
the old, or continue to avail himself of its comparatively feeble
powers. Who, under such circumstances, would exhort him to
forego the use of the better machinery, because it would deterior-
ate or annihilate the value of the old? Yet, this is the argument
of those who would wish us to prohibit the importation of corn,
because it will deteriorate or annihilate that part of the capital
of the farmer which is for ever sunk in land. They do not
see that the end of all commerce is to increase production, and
that, by increasing production, though you may.occasion partial
loss, you increase the general happiness. To be consistent, they
should endeavour to arrest all improvements in agriculture and
manufactures, and all inventions of machinery; for, though
these contribute to general abundance, and therefore to the
general happiness, they never fail, at the moment of their intro-
duction, to deteriorate or annihilate the value of a part of the
existing capital of farmers and manufacturers.!

Agriculture, like all the other trades, and particularly in a
commercial country, is subject to a reaction, which, in an
opposite direction, succeeds the action of a strong stimulus,
Thus, when war interrupts the importation of corn, its conse-
quent high price attracts capital to the land, from the large
profits which such an employment of it affords; this will pro-
bably cause more capital to be employed, and more raw produce
to be brought to market than the demands of the country
require. In such case, the price of corn will fall from the effects
of a glut, and much agricultural distress will be produced, till
the average supply is brought to a level with the average demand,

1 Among the most able of the g:bucations on the impolicy of restricting
the importation of corn may classed Major Torrens” Essay om the

Kxternal Corw Trade. His arguments appear (o we 1o be unanswered,
and to beé unanswerable, .



CHAPTER XX
VALUE AND RICHES, THEIR DISTINCTIVE PROPERTIES

“ A maNis rich or poor,” says Adam Smith, “ according to the
degree in which he can afford to enjoy the necessaries, con-
veniences, and amusements of human life.”

Value, then, essentially differs from riches, for value depends
not on abundance, but on the difficulty or facility of production.
The labour of & million of men in manufactures will always
produce the same value, but will not always produce the same
riches. By the invention of machinery, by improvements in
skill, by a better division of labour, or by the discovery of new
markets, where more advantageous exchanges may be made,
a million of men may produce double or treble the amount of
riches, of * necessaries, conveniences, and amusements,” in one
state of society that they could produce in another, but they -
will not on that account add anything to value; for everything
rises or falls in value in proportion to the facility or difficulty
of producing it, or, in other words, in proportion to the quantity
of labour employed on its production. Suppose, with a given
capital, the labour of a certain number of men produced 1000
pair of stockings, and that by inventions in machinery the same
number of men can produce 2000 pair, or that they can continue
to produce tcoo pair, and can produce besides 500 hats; then
the value of the 2000 pair of stockings, or of the 1000 pair of
stockings and 500 hats, will be neither more nor less than that
of the 1000 pair of stockings before the introduction of machinery;
for they will be the produce of the same quantity of labour.
But the value of the general mass of coramodities will neverthe-
less be diminished; for, although the value of the increased
quantity produced in consequence of the improvement will be
the same exactly” as the value would have been of the less
quantity that would have been produced, bad no improvement
taken place, an effect is also produced on the portion of goods
still unconsumed, which were manufactured previously to the
improvement; the value of those goods will be reduced, inas-
much as they must fall to the level, quantity for quantity, of
the goods preduced under all the advantages of the improve-

182 :
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nent: and .the society will, notwithstanding the increased
jvantity of commodities, notw;thstandmg its augmented riches,
ind its augmented means of en)oyment, have a less amount of
value. By constantly increasing the facility of production, we
constantly diminish the value of some of the commodities before
produced, though by the same means we not only add to the
national riches, but also to the power of future production.

Many of the errors in political economy have avisen from ervors
on this subject, from considering an increase of riches, and an
increase of value, as meaning the same thing, and from un-
founded notions as to what constituted a standard measure of
value One man considers money as a standard of value, and
« nation grows richer or poorer,-according to him, in proportion
as its commodities of all kinds can exchange for more or less
money. OQthers represent money as & very convenient medium
for the purpose of barter, but not as a proper measure by which
1o estimate the value of other things; the real measure of value
according to them is corn,! and & country is rich or poor accord-
ing as its commodities will exchange for more or less corn.?
There are others again who tonsider a country rich or "poor
according to the quantity of labour that it can purchase. But
why should gold, or corn, or labour, be the standard measure of
value, more than coals or irori P—more than cloth, soap, candles,
and the other necessities of the labourer?—why, in short,
should any tommodity, or all commodities together, be the
standard, when such a standard is itself subject to fluctuations
in value? Com, as well as gold, may from difficulty or facility
of production vary 10, 20, or 3o per cent. relatively to other
things; why shouid we always say that’it is those other things
which have varied, and not the corn?  That commodity is alone
invariable which at all times requires the same sacrifice of toil
and labour to produce it. Of such a commodity we have no
knowledge, but we may hypothetically argue and speak about
it as if we had; and may improve our knowledge of the science

¢ Adam Smith says, * that the difference between the real and the
) price of dities and labour is ot a matter of mere specula-
tion, but may sometimes be of considerable use in practice.” I with
hlm- but the veal price of labour and commodities is no more to be ascer-
\amed by their gnca in goods, Adam Snuth’s real measure, than by their
price in gold and silver, his nominal The | is only paid
a reaily high pnee for his labous whea his wages will purchase thc produen
of a great deal of labour.
*In vol. i. p. 108, M. Sa{' infers that silver is now of the same value
as in the reign of Louis * because the same quantity of silver will
buy the same quantity of corn.”
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by showing distinctly the absolute inapplicabi!i«" of all the
standgrds which have been hitherto adopted. But supposing
either of these to be & correct standard of value, still it would
not be a standard of riches, for riches do not depend on value,
A man is rich or poor according to the abundance of necessaries
and luxuries which he can command; and whether the ex-
changeable value of these for money, for corn, or for labour be
high or low, they will equally contribute to the enjoyment of their
possessor. It is through confounding the ideas of value and
wealth, or riches, that 1t has been asserted that by diminishing
the quantity of commodities, that is to say, of the necesssries,
conveniences, and enjoyments of human life, riches msy be
increased. If value were the measure of riches, this could nth
be denied, because by scarcity the value of commodities is
raised; but if Adam Smith be correct, if riches consist in neces-
saries and enjoyments, then they cannot be increased by a
diminution of quantity. .
It is true that the man in possession of a scarce commodity
is richer, if by means of it he can command more of the neces-
saries and enjoyments of human life; but as the general stock
out of which each man’s riches are drawn is diminished in
quantity by all that any individual takes from it, other men's
shares must necessarily be reduced in proportion as this favoured
individual is able to appropriate a greater quantity to himself.
Let water become scarce, says Lord Lauderdale, and be
exclusively possessed by an individual, and you will increase
his riches, because water will then have value; and if wealth
be the aggregate of individual riches, you will by the same means
also increase wealth, You undoubtedly will increase the riches
of this individual, but inasmuch ag the farmer must sell a part
of his corn, the shoemaker a part of his shoes, and all men give
up a portion of their possessions for the sole purpose of supplying
themselves with water, which they before had for nothing, they
are poorer by the whole quantity of commodities which they
are obliged to devote to this purpose, and the proprictor of water
is benefited precisely by the amount of their loss, The same
quantity of water, and the same quantity of commodities, are
enjoyed by the whole society, but they are differently distri-
buted. This is, however, supposing rather a monopoly of watcr
than a scarcity of it. If it should be scarce, then the riches of
the country and of individuals would be actually diminished,
inasmuch as it would be deprived of a portion of one of its
enjoyments., The farmer would not only have less corn to



Value and Riches 183

exchange for the other commodities which might be necessary
or desirable to him, but he, and every other individual, would
be abridged in the enjoyment of one of the most essential of
their comforts, Not only would there be a different distribution
of riches, but an actual loss of wealth,

It may be said, then, of two countries possessing precisely the
same quantity of all the necessaries and comforts of life, that
they are equally rich, but the value of their respective riches
woyld ‘depend on the comparative facility or difficulty with
which they were produced. For if an improved piece of
machinery should enable us to make two pair of stockings
instead of one, without additional labour, double the quantity
would be given in exchange for a yard of cloth. If a similar
improvement be made in the manufacture of cloth, stockings
and cloth will exchange in the same proportions as before, but
they will both have fallen in value; for in exchanging them for
hats, for gold, or other commodities in general, twice the former
quantity must be given. Extend the improvement to the pro-
duction of gold, and every other commodity, and they ‘will all
regain their former proportions. There will be double the
quantity of commeodities annually produced in the country,
and therefore the wealth of the country will be doubled, but this
wealth will not have increased in value.

Although Adam Smith has given the correct description of
riches which I have more than once noticed, he afterwards
explains them differently, and says, *‘ that a man must be rich
or poor according to the quantity of labour which he can afford
to purchase.” Now, this description differs essentially from
the other, and is certainly incorrect; for suppose the mines were
to become more productive, so that gold and silver fell in value,
from the greater facility of their production; or that velvets
were to be manufactured with so much less labour than before,
that they fell o balf their former value; the riches of all those
who purchased those commodities would be increased; one
man might increase the quantity of his plate, another might buy
double the quantity of velvet; but with the possession of this
additional plate and velvet, they could employ no more labour
than before; because, as the exchangeable value of velvet and
of plate would be lowered, they must part with proportionally
more of these species of riches to purchase a day’s labour.
Riches, then, cannot be estimated by the quantity of labour
which they can purchase.

From what has been said, it will be seen that the wealth of a
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country may be increased in two ways: it may be increased by
employing a greater portion of revenue in the maintenance of
productive labour, which will not only add to the quantity, but
to the value of the mass of commodities; or it may be increased,
without employing any additional quantity of labour, by making
the same quantity mote productive, which will add to the
abundance, but not to the value of commodities.

In the first case, a country would not only become rich, but the
value of its wghes would increase. It would become rich by
parsimony—by diminishing its expenditure on objects of luxury
and enjoyment, and employing those savings in reproduction.’

In the second case, there will not necessarily be either any
diminished expenditure on luxuries and enjoyments, or any
increased quantity of productive labour employed, but, with
the same labour, more would be produced; wealth would
increase, but not value. Of these two modes of increasing
wealth, the last must be preferred, since it produces the same
effect without the privation and diminution of enjoyments
which can never fail to dccompany the first mode. Capital is
that part of the wealth of a country which is employed with a
view to future production, and may be increased in the same
manner as wealth. An additional capital will be equally
efficacious in the preduction of future wealth, whether it be
obtained from improvements in skill and machinery, or from
using more revenue reproductively; for wealth always depends
on the quantity of commodities produced, without any regard
to the facility with which the instruments employed in produc-
tion may have been procured. A certain quantity of clothes
and provisions will maintain and employ the same number of
men, and will therefore procure the same quantity of work to
be done, whether they be produced by the labour of 100 or 200
men; but they will be of twice the value if 200 have be:n
employed on their production.

M. Say, notwithstanding the corrections he has made in the
fourth and last edition of his work, Traité & Economie Politique,
appears to me to have been singularly unfortunate in his defini-
tion of riches and value. He considers these two terms as
synonymous, and that a man is rich in proportion as he increases
the value of hi§ possessions, and is enabled to command an’
abundance of commodities. * The value of incomes is then
increased,” he observes, * if they can procure, it does not signify
by what means, a greater quantity of products.” According
to M. Say, if the difficulty of producing cloth were to double,
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and consequently cloth was to exchange for double the quantity
of the commodities for which it is exchanged before, it would be
doubled in value, to which I give my fullest assent; but if there
were any peculiar facility in producing the commodities, and no
increased difficulty in producing cloth, and cloth should in
consequence exchange as before for double the quantity of
commodities, M. Say would still say that cloth had doubled in
value, whereas, according to my view of the subject, he should
say, that. cloth retained its former value, and those particular
commodities had fallen to half their former value. Must not
M. Say be inconsistent with himself when he says that, by
facility of production, two sacks of corn may be produced by
the same means that one was produced before, and that each
sack will therefore fall to half its former value, and yet maintain
that the clothier who exchanges his cloth for two sacks of corn
will obtain double the value he before obtained, when he could
only get one sack in exchange for his cloth. If two sacks be
of the value that one was of before, he evidently obtains the
same value and no more—he gets, indeed, double the quantity
of riches—double the quantity of utility—double the quantity
of what Adam Smith calls value in use, but not double the
quantity of value, and therefore M. Say cannot be right in con-
sidering value, riches, and utility to be synonymous. Indeed,
there are many parts of M. Say’s work to which I can confidently
refer in support of the doctrine which I maintain respecting the
essential difference between value and riches, although it must
be confessed that there are also various other passages in which
8 contrary doctrine is maintained. These passages I cannot
reconcile, and I point them out by putting them n opposition
to each other, that M. Say may, if he should do me the honour
to notice these observations in any future edition of his work,
give such explanations of his views as may remove the difficulty
which many others, as well as myself, feel in our endeavours to
expound them. -

t. In the exchange of two pro-

sumed to create a product
ducts, we only in fact exchange

constitute the cost of produc-
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P- 504

a. There fs no real dearness but

that which arises from the eost
of production. A thing reall
dear is that which costs muc

producing . . P-497

. The value of all the product‘:ve

services thatl must be con-,

tion of that product . p. 505

. It is utility which determines

the d d for a dity,
but it is the cost of its pro-
duction which limits the extent
of its demand. When its
utility does pot elevate its
value to the level of the ec ¢ uf
production, the thing is »+*
worth what it cost; it % .,

.




I 83 Political Economy

proof that the productive ser- in the state of society in which
vices might be employed to we are the value which men
create a commodity of a attach to the things ex-
syperior value. The posses- changed . . p. 466
sors of productive funds, that 8. To produce, Is to create value,
is to say, those who have the by giving or increasing the
disposal of labour, of capital or utility of a thing, and thereb
land, are perpetually occupied establishing a demand for it,
in comparing the cost of pro~ which is the first cause of its
duction with the value of the value . . Vol. 2, p. 487
things produced, or, which 9. Utility being created, con-
comes to the same thing, in stitutes a product. The ex-
comparing the value of dif- changeable value which results
ferent commodities with each is only the measure of this
other; because the cost of pro- utility, the measure of the pro-
duction is nothing else but the - duction which has taken place.
value of productive services, p- 490
consumed in fotming a pro- ro. The utility which people of a
duction; and the value of a particular country find in a
productive service is nothing product can no otherwise be
else than the value of the com- appreciated than by the price
modity, which is the result, which they give for it . p. 502
The value of a commodity, the xx. This price is the measure of the
value of a productive service, utility which it has in the
the value of the cost of pro- judgment of men; of tbe satis-
duction, are all, then, similar faction which they derive from
values, when everything is left « i it, they
to its natural course. would not prefer consuming
8. The value of incomes is then this utility, if for the price
increased, if they can procure which it cost they could acquire
(it does not signify by what a utility which would give
means) a greater quantity of them more satisfaction . p. 506
roducts. r2. The quantity of all other com-
6. ;nce is the measure of the modities which & s0n Can
value of things, and their value immediately obtain in exchange
is the measure of their utility. for the commodity of which he
Vol 2,p. 4 wishes to dispose, is at all times
7. Exchanges made frecly show a value not to be disputed.
at the time, in the place, and Vol. 2,p. 4

1f there is no real dearness but that which arises from cost of
production (see 2) how can a commodity be said to rise in value
(see 5), if its cost of production be not increased? and merely
because it will exchange for more of a cheap commodity—for
more of a commodity the cost of production of which has
diminished? When I give 2000 times more cloth for a pound
of gold than I give for & pound of iren, does it prove that I
attach 2000 times more utility to gold than I do to iron? cer-
tainly not; it proves only as admitted by M. Say (see 4), that the
cost of production of gold is 2000 times greater than the cost of
production of iron. If the cost of production of the two metals
were the same, I should give the same price for them; but if
utility were the measure of value, it is probable I should give
more for the iron. It is the competition of the producers * who
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are perpetually employed in comparing the cost of production
with the value of the thing produced *’ (see 4) which regulates
the value of different commodities. If, then, I give one shilling
for a loaf, and 21 shillings for a guinea, it is no proof that this in
my estimation is the comparative measure of their utility.

In No. 4, M. Say maintains, with scarcely any variation, the
doctrine which 1 hold concerning value. In his productive
services he includes the services rendered by land, capital, and
labour; in mine I include only capital and labour, and wholly
exclude land. Our difference proceeds from the different view
which we take of rent: I always consider it as the result of
partial monopoly, never really regulating price, but rather as
the effect of it. If all rent were relinquished by landlords, I
em of opinion that the commodities produced on the land
would be no cheaper, because there is always a portion of the
same cominodities produced on land for which ne rent is or
can be paid, as the surplus produce is only sufficient to pay the
profits of stock,

-To conclude, althongh no one is more disposed than I am to
estimate highly the advantage which results to all classes of con-
sumers from the real abundance and cheapness of commodities,
I cannot agree with M. Say in estimating the value of a com-
modity by the abundance of other commaodities for which it will
exchange; I am of the opinion of a very distinguished writer,
M. Destutt de Tracy, who says that, “ To measure any one thing
is to compare it with a determinate quantity of that same thing
which we take for a standard of comparison, for unity. To
measure, then, to ascertain a length, a weight, a value, is to find
how many times they contain metres, grammes, francs, in a
word, unities of the same description.” A franc is not a measure
of value for any thing, but for a quantity of the same metal of
which francs are made, unless francs, and the thing to be
measured, can be referred to some other measure which is
common to both. This, I think, they can be, for they are both
the result of labour; and, therefore, labour is & common measure,
by which their real as well as their relative value may be esti-
mated. This also, I am happy to say, appears to be M. Destutt

' de Tracy’s opinion.) He says, “ As it is certain that our physical
and moral faculties are alone our original riches, the employment
. 3 Elemens & Ideologie, val. iv. p. 9g.—In this'-work M. de has given
2 useful and an able treatise on the general prineiples of Political Economy,
"and I am sorry to be oblng:d to add that he supports, by his autharity,

the definitions which M. Say has given of the words * value,” * lic.heﬂ."
and * utility.”
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of those faculties, labour. of some kind, is our only original
treasure, and that it is always from this employment that all
those things are created which we eall riches, those which are
the most necessary as well as those which are the most purely
agreeable. It is certain too, that all those things only represent
the labour which has created them, and if they have a value, ot
even two distinct values, they can only derive them from tha
of the labour from which they emanate.” !

M. Say, in speaking of the excellences and imperfections of the
great work of Adam Smith, imputes to him, as an error, that
* he attributes to the labour of man alone the power of produc-
ing value. A more correct analysis shows us that value is owin,
to the action of labour, or rather the industry of man, combine
with the action of those agents which nature supplies, and with
that of capital. His ignorance of this principle prevented him
from establishing the true theory of the influence of machinery
in the production of riches.” ,

In contradiction to the opinion of Adam Smith, M. Say, in tha
fourth chapter, speaks of the value which is given to commo+
dities by natural agents, such as the sun, the air, the pressurd
of the atmosphere, etc., which are sometimes substituted fo¢
the labour of man, and sometimes concur with him in producing.%
But these natural agents, though they add greatly to value in use,
never add exchangeable value, of which M. Say is speaking, to
a commadity: as soon as by the aid of machinery, or by the
knowledge of natural philosophy, you oblige natural agents to
do the work which was before done by man, the exchangeable
value of such work falls accordingly. 1f ten men turned a corn
mill, and it be discovered that by the assistance of wind, or of
water, _the labour of these ten men may be spared, the ﬂqur
which is the produce partly of the work performed by the mill,

** The first man who knew how to soften metals by fire is not the
creator of the value which that pracess adds to the melted metal, That
value is the result of the ‘)h sical action of fire added to the industry and
cqutal of those who availed themselves of this knowledge.”

* From this error Smith bas drawn this false result, that the value of all
productions represeats the recent or former labour of man, o7, sn other
words, that riches are mothing else but lated labour ; from whick, by a
second consequence, equally false, labour 15 the sole measure of viches, or of
the value of produstions,”—Chap. iv. p. 31. The inferences with whick
M. S@y_mn_c udes are his own and not Dr. Smith’s; they are correct if
no distinction be made between value and riches, and in this passage
M. Say_makcs none: but though Adam Smith, who defined riches to
consist in the abundance of neerssaries, convemence, and enjoyments of
human life, would have allowed that machines and patural agents might

very greatly add to the riches of a eountry, he would no$ bave allowed that
they add anything to the value of thowe riches.
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would immediately fall in value, in proportion to the quantity
of labour saved; and the society would be richer by the commo-
dities which the labour of the ten men could produce, the funds
destined for their maintenance being in no degree impaired.
M. Say constantly overlooks the essential difference that there
is between value in use and value in exchange.

M. Say accuses Dr, Smith of having overlooked the value
which is given to commodities by natural agents, and by
machmery, because he considered that the value of all things
wes derived from the labour of man; but it does not appear
to me that this charge is made out; for Adam Smith npwhere
undervalues the services which these natural agents and
machinery perform for us, but he very justly distinguishes the
nature of the value which they add to commodities—they are
serviceable to us, by increasing the abundance of productions,
by making men richer, by adding to value in use; but as they
perform their work gratuitously, as nothing is paid for the use
of air, of heat, and of water, the assistance which they afford us
adds nothing to value in exchange,



CHAPTER XXI
EFFECTS OF ACCUMULATION ON PROFITS AND INTEREST

Frowu the account which has been given of the profits of stock, it
will appear that no accumulation of capital will permanently
lower profits unless there be some permanent cause for the rise
of wages. If the funds for the maintenance of labour were
doubled, trebled, or quadrupled, there would not long be any
difficulty in procuring the requisite number of hands to be
employed by those funds; but owing to the increasing difficulty
of making constant additions to the food of the country, funds
of the same value would probably not maintain the same
quantity of labour, If the necessaries of the workman could
be constantly increased with the same facility, there could be no
permanent alteration in the rate of profit or wages, to whatever
amount capital might be accumulated. Adam Smith, however,
uniformly ascribes the fall of profits to the accumulation of
capital, and to the competition which will result from it, without
ever adverting to the increasing difficulty of providing food for
the additional number of labourers which the additional capital
will employ. * The increase of stock,” he says, * which raises
wages, tends to lower profit. When the stocks of many rich
merchants are turned into the same trade, their mutual com-

etition naturally tends to lower its profit; and when there
1s a like increase of stock in all the different trades carried on
in the same society, the same competition must produce the same
effect in all.” Adam Smith speaks here of a rise of wages, but
it is of a temporary rise, proceeding from increased funds before
the population is increased; and he does not appear to see that
at the same time that capital is increased the work to be effected
by capital is increased in the same proportion. M. Say has,
however, most satisfactorily shown that there is no amount of
capital which may not be employed in a country, because &
demand is only limited by production. No man produces but
with & view to consume or sell, and he never sells but with an
Intention to purchase some other commodity, which may be
immediately useful to him, or which may contribute to future
production. By producing, then, he necessarily becomes either
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the consumer of his own goods, or the purchaser and consumer
of the goods of some other person. Tt is not to be supposed
that he should, for any length of time, be ill-informed of the com-
modities which he can most advantageously produce, to attain
the object which he has in view, namely, the possession of other
goods; and, therefore, it is not probable that he will continually
produce & commodity for which there is no demand.

There cannot, then, be accumulated in a country any amount
of capital which cannot be employed productively until wages
rise so high in consequence of the rise of necessaries, and so little
consequently remains for the profits-of stock, that the motive
for accumulation ceases. -While the profits of stock are high,
men will have 8 motive to accumulate. Whilst a man has any
wished-for gratification unsupplied, he will have a demand for
more commodities; and it will be an effectual demand while
he has any new value to offer in exchange, for them. If ten
thousand pounds were given to & man having {100,000 per
annum, he would not lock it up in a chest, but would either
increase his expenses by £10,000, employ it himself productively,
or lend it to some other person for that purpose; in either case,
Jdemand would be increased, although it would be for different
objects. 1f he increased his expenses, his effectual demand
might probably be for buildings, furniture, or some such enjoy-
ment. If he employed his {10,000 productively, his effectual
demand would be for food, clothing, and raw material, which
might set new labourers to work; but still it would be demand.?

? Adam Smith speaks of Holland as affording an instance of the fall of

rofits from the accumulation of capital, and from every employment

g consequently overcharged. * The government there burrow at

8 per cent., and private people of good credit at 3 per cent.” But it

should be remembered that Holland was obliged to import aimost all the

corn which she d, and by imposing heavy taxes on the necessaries

of the labourer she further raised the wages of Jabour, These facts wilt
sufficiently account for the low rate of profits and interest in Holland.

* Is the following quite consistent with M. Say’s principle? ** The more
disposable capitals are abundant in proportion to the extent of emplioy-
ment for them, the more will the rate of interest on Joans of capital fall.”—
Yol. ii. p. 108, 1f capital to any extent can be employed by a country,

howtc;m i‘: ,be said to be abundant, compared with the extent of employ-
wment for

® Adam Smith says that,-" When the produce of any particular branch
of industry ds what the d d of the Y requires, the surpius
must be sent abroad, and exchanged for something for which there is a
demand at home. Without such exportation, a pari of the produchroe labour
of ths country must cease, and the value of sts } prod d: A. The
land and labour of Great Britain produce generally more corn, woollens,
aud hardware than the demand of the home market requires. The surplus
rart of them, therefore, must be sent abroad, and exchanged for something
Ador which there is 8 demand at home. 1t is only by means of such exporta-

N 390 -
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Productions are always bought by productions, ot by services;
money is only the medium by which the exchange is effected.
Too much of a particular commodity may be produced, of which
there may be such a glut in the market as not to repay the
capital expended on it; but this cannot be the case with respect
to all commodities; the demand for corn is limited by the mouths
which are to eat it, for shoes and coats by the persons who are
to wear them; but though a2 community, or a part of a com-
munity, may have as much corn, and as many hats and shocs
as it is able, or may wish to consume, the same cannot be said
of every commodity produced by nature or by art. Some
would consume more wine if they had the ability to procure it.
Others, having enough of wine, would wish to incrtase the
quantity or improve the quality of their furniture. Others
might wish to ornament their grounds, or to enlarge their houses.
The wish to do all or some of these is implanted in every man's
breast; nothing is required but the means, and nothing can
afford the means but an increase of production. If I had food
and necessaries at my disposal; I should not be long in want of
workmen who would put me in possession of some of the objects
most useful or most desirable to me.

Whether these increased productions and the consequent
demand which they occasion shall or shall not lower profits,
depends solely on the rise of wages; and the rise of wages, except-
ing for a limited period, on the facility of producing the food
and necessaries of the labourer. I say excepting for a limited
period, because no point is better established, than that the
supply of labourers will always ultimately be in proportion to
the means of supporting them. .

There is only one case, and that will be temporary, in which
the accumulation of capital with a low price of food may be
attended with a fall of profits; and that is when the funds for
the maintenance of labour increase much more rapidly than
tion that this surplué can acquire a value sufficient to compensate the
labour and expense of producing it.”” One would be led to think by the
above passage that Adam Smith concluded we were under some necessity
of producing a surplus of corn, woollen goods, and bardware, and that the
capital which produced them could not be otherwise employed. It is,
however, always a matter of choice in what way a capital shall be employed,
and therefore there can never for any length of time be a surplus of any
commodity; for if there were, it would fall below its natural price, and
capital would be removed to some more profitable employment. No
writer bas more satisfactorily and ably shown than Dr. Smith the tendency
of capital to move from employments in which the goods produced do not

repay by their price the whole expenses, including the ordinary profits, of
produeing and baaging them to market.—See chap. x. book i.
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population;~wages will then be high and profits low., If every
man were to forego the use of luxuries, and be intent only on
accumulation, & quantity of necessaries might be produced
for which there could rlet be any immediate consumption. Of
commodities so limited in number there might undoubtedly be
a universal glut, and consequently thére might neither be
demand for an additional quantity of such commodities nor
profits on the employment of more capital. If men ceased to
consume, they would cease to produce. This admission does
not impugn the general principle. Insuch a country as England,
for example, it is difficult to suppose that there can be any
disposition to devote the whole capital and labour of the country
to the production of necessaries only.

When merchants engige their capitals in foreign trade, or in
the carrying trade, it is always from choice and never from
necessity: 1t is because in that trade their profits will be some-
what greater than in the home trade,

Adam Smith bas justly observed ‘that the desire of food is
limited in every man by the narrow capacity of the human
stomach, but the desire of the tonveniences and ornaments of
building, dress, equipage, attd household furniture seems to
have no limit or certain boundary.” Nature, then, has neces-
sarily limited the amount of capital which can at any one time
be profitably engaged in agriculture, but she has placed no
limits to the amount of capital that may be employed in pro-
curing * the conveniences and ornaments * of life. To procure
these gratifications in the greatest abundance is the object in
view, and it is only because foreign trade, or the carrying trade,
will accomplish it better, that men engage in therm in preference
to manufacturing the commodities required, ot a substitute for
them, at home. If, however, from peculiar circumstances, we
were precluded from engaging capital in foreign trade, or in the
carrying trade, we should, though with less advantage, employ
it at home; and while there is no limit to the desire of * con-
veniences, ornaments of building, dress, equipage, and house-
hold furniture,” there can be no himit to the capital that may be
employed in procuring them, except that which bounds our
power to maintain the workmen who are to produce them.

Adam Smith, however, speaks of the carrying trade as one
not of choice, but of pecessity; as if the capital engaged in it
would be intert if not so employed, as if the capital in the home
trade could overflow if not confined to a limited amount. He
says, * when the tapital stock of any country is increased to
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such a degree that it cannot be all employed in supplying the
consumption, and supporting the productive labour of that par-
ticular country, the surplus part of it naturally disgorges itself
into the carrying trade, and is employed in performing the same
offices to other countries.”

“ About ninety-six thousand hogheads of tobacco are annually
purchased with a part of the surplus produce of British
industry. But the demand of Great Britain does not require,
perhaps, more than fourteen thousand. If the remaming
eighty-two thousand, therefore, could not be sent abroad and
exchanged for something more in demand at home, the importation
of them would cease immediately, and with it the productive
labowr of all the snhabitants of Great Britain who are at present
employed in preparing the goods with which these eighty-two
thousand hogsheads are annually purchased.” But could not
this portion of the productive labour of Great Britain be em-
ployed in preparing some other sort of goads, with which some-
thing more in demand at home might be purchased? And if
it could not, might we not employ this productive labour,
though with less advantage, in making those goods in demand at
home, or at least some substitute for them? If we wanted
velvets, might we not attempt to make velvets; and if we
could not succeed, might we not make more cloth, or some other
object desirable to us?

- We manufacture commodities, and with them buy goods
abroad, because we can obtain a greater quantity than we
could make at home, Deprive us of this trade, and we imme-
diately manufacture again for ourselves. But this opinion of
Adam Smith is at variance with all his general doctrines on this
subject. “ If a foreign country can supply us with a commodity
cheaper than we ourselves can make it, better buy it of them
with some part of the produce of pur own industry, employed
in a way mn which we have some advantage. The general
industry of the country, being always in proportion to the capital
whick employs it, will not thereby be diminished, but only left
to find out the way in which it can be employed with the greatest
advantage.”

Again. * Those, therefore, who have the command of more
food than they themselves can consume, are always willing to
exchange the surplus, or, what is the same thing, the price of
it, for gratifications of another kind. What is over and above
satisfying the limited desire is given for the amusement of those
desires which cannot be satisfied, but seem to be altogether
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endless. The poor, in order to obtain food, exert themselves
to gratify those fancies of the rich; and to obtain it more
certainly, they vie with one another in the cheapness and
perfection of their work. The number of workmen increases
with the increasing quantity of food, or with the growing
improvement and cultivation of the lands; and as the nature
of their business admits of the ytmost subdivisions of labours,
the quantity of materials which they can work up increases in
a much greater proportion than their numbers. Hence arises
a demand for every sort of material which human invention
can employ, either usefully or ornamentally, in building, dress,
equipage, or household furniture; for the fossils and minerals
contained in the bowels of the earth, the precious metals, and
the precious stones.”

It follows, then, from these admissions, that there is no limit
to demand—no limit to the employment of capital while it
yields any profit, and that, however abundant capital may
become, there is no other adequate reason for a fall of profit
but a rise of wages, and further, it may be added that the only
adequate and permanent cause for the rise of wages is the
increasing difficulty of providing faod and necessaries for the
increasing number of workmen.

Adam Smith has justly observed that it is extremely difficult
to determine the rate of the profits of stock. * Profit is so .
fluctuating that even in a particular trade, and much more in
trades in general, it would be difficult to state the average rate
of it. To judge of what it may have been formerly, or in
remote periods of time, with any degree of precision, must be
altogether impossible.” Yet since it is evident that much_will
be given for the use of money when much can be made by it,
he suggests that “ the market rate of interest will lead us to
form some notion of the rate of profits, and the history of the
progress of interest afford us that of the progress of profits.”
Undoubtedly, if the market rate of interest could be accurately
known for any considerable period, we should have a tolerably
correct criterion by which to estimate the progress of profits.

But in all countries, from mistaken notions of policy, the
state has interfered to prevent a fair and free market rate of
interest by imposing heavy and ruinous penalties on all those
who shall take more than the rate fixed by law. In all countries
probably these laws are evaded, but records give us little infor- .
mation on this head, and point out rather the legal and fixed
yate than the market rate of interest, During the present war,
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Exchequer and Navy Bills have been frequently at so high a
discount as to afford the purchasers of them 7, 8 per cent., or
a greater rate of interest for their money. Loans have been
raised by government at an interest exceeding 6 per cent., and
individuals have been frequently obliged, by indirect means,
to pey more than 1o per cent. for the interest of money; yet
during this same period the legal rate of interest has been
uniformly at § per cent. Little dependence for information,
then, can be placed on that which is the fixed and lcgal rate of
interest, when we find it may differ so considerably from the
market rate. Adam Smith informs us that from the 37th of
Henry VIIL ta 21st of James 1., 10 per cent. continued to
be the legal rate of interest. Soon after the restoration, it was
‘reduced to 6 per cent., and by the 12th of Annie to § per cent.
He thinks the legal rate {ollowed, and did not precede, the market
rate of interest. Before the American war, government borrowed
at 3 per cent.,, and the people of credit in the capital and in
many other parts of the kingdom at 33, 4, and 4} per cent.
The rate of interest, though ultimately and permanently

governed by the rate of profit, is, however, subject to temporary
variations from- other causes, With every fluctuation in the
quantity and value of money, the prices of commodities naturally
vary. They vary alsn, as we have already shown, from the
alteration in the proportion of supply to demand, although
there should not be cither greater facility or difficulty of produc-
tion. When the market prices of goods fall from an abundant
supply, from a diminished demand, or from a rise in the value
of money, & manufacturer haturally accumulates an unusual
quantity of finished goods, being unwilling to sell them at very
depressed prices. To meet his ordinary payments, for which
he used to depend on the sale of his goods, he now endeavours
to borrow on credit, and is often obliged to give an increased
rate of interest. This, however, is but of temporary duration;
for either the manufacturer’s expectations were well grounded,
and the market price of his commodities rises, or he discovers
that there is a permanently diminished demand, and he no
longer resists the course of affairs: prices fall, and money and
interest regain their real value. If, by the discovery of a new
ming, by the abuses of banking, or by any other cause, the
quantity of maney be greatly increased, its ultimate effect is to
raise the prices of commodities in proportion to the increased
quantity of money; but there is probably always an interval
during which same effect is produced on the rate of interest.
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The price of funded property is not a steady criterion by
which to judge of the rate of interest. 1In time of war, the stock
market is so loaded by the continual loans of government that
the price of stock has not time to settle at its fair level before
a new operation of funding takes place, or it is affected by
anticipation of political events. In time of peace, on the
contrary, the operations of the sinking fund, the unwillingness
which a particular class of persons feel to divert their funds to
any other employment than that to which they have been
accustomed, which they think secure, and in which their divi-
dends are paid with the utmost regularity, elevates the price of
stock, and consequently depresses the rate of interest on these
securities below the general market ‘rate. It is observable,
too, that for different securities government pays very different
rates of interest. Whilst {100 capital in § per cent. stock is
selling for {95, an exchequer bill of f100 will be sometimes
selling for {100 §s., for which exchequer bill no more interest
will be annually paid than £4 11s. 3d.: one of these securities
pays to a purchaser, at the above prices, an interest of more
than 5} per cent., the other but little more than 4}; a certain
quantity of these exchequer bills is required as a safe and market-
able investment for bankers; if they were increased much
beyond this demand they would probably be as much depre-
ciated as the 5 per cent. stock. A stock paying 3 per cent.
per annum will always sell at a proportionally greater price
than stock paying § per cent., for the capital debt of neither
can be discharged but at par, or £100 money for £100 stock.
The market rate of interest may fall to 4 per cent., and govern-
ment would then pay the holder of 5 per cent. stock at par, unless
he consented to take 4 per cent. on some diminished rate of
interest under § per cent.: they would have no advantage from
so paying the holder of 3 per cent. stock till the market rate of
interest had fallen below 3 per cent. per annum. To pay the
‘interest on the pational debt large sums of money are with-
drawn from circulation four times in the year for a few days.
These demands for money being only temporary seldom affect
prices; they are generally surmounted by the payment of a
large rate of interest.} ‘ .

1* Al kinds of public loans,” observes M. Say, ** are attended with the
inconvenience of withdrawing capstal, or portions of capital, from pro-
ductive employments, to devote them to comsumption; and when the
take place in a country, the government of which does not snspire mu.

confidence, they have the further inconvenience of raising the interest of
eapital. Who would lend at § per cent. per annum to agriculture, to
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manufacturers, and to commerce, when a borrower may be found ready to
pay an interest of 7 or 8 per cent.? That sort of income which is called
profit of stock would rise then at the expense of the consumer. Con-
sumption would be reduced by the rise in the price of produce; and the
other productive services would be less in demand, less well paid. The
whole nation, capitalists excepted, would be the sufferers from such a state
of things."” o the question, * who would lend money to farmers, manu-
facturers, and merchants, at § per cent. per annum, when another borrower,
baving little credit, would give 7 or §2 I reply, that every prudent an
reasonable man would. Because the rate of interest is 7 or 8 per cent.
there where the lender runs extraordinary risk is this any reason that it
should be equally high in those places where they are secured from such
risks? M. Say allows that the rate of interest depends on the rate of
profits; but it does not therefore follow that the rate of profits depeads
on the rate of interest. One is the cause, the other the effect, and it is
impossible for any circumstances to make them change places.



CHAPTER XXII

BOUNTIES ON EXPORTATION, AND PROHIBITIONS OF
IMPORTATION

A BouNTY on the exportation of corn tends to lower its price to
the {oreign consumer, but it has no permanent eflect on its
price in the home market.

Suppose that to afford the usual and general profits of stock,
the price of corn should in England be {4 per quarter; it could
not then be exported to foreign countries where it sold for £3 15s.
per quarter. But if a bounty of 10s, per quarter were given on
exportation, it could be sold in the foreign market at £3 10s.,
and consequently the same profit would be afforded to the corn
grower whether he sold it at £3 10s. in the foreign or at {4 in
the home market. '

A bounty then, which should lower the price of British corn
in the foreign country below the cost of producing corn in that
country, would naturally extend the demand for Britishy and
diminish the demand for their own corn. This extension of
demand for British corn could not fail to raise its price for a time
in the home market, and during that time to prevent also its
falling so Jow in the foreign market as the bounty has a tendency
to effect. But the causes which would thus operate on the
market price of corn in England would produce no effect what-
ever on its patural price, or its real cost of production. To
grow corn would neither require more labour nor more capital,
and, consequently, if the profits of the farmer’s stock were before
only equal to the profits of the stock of other traders, they will,
after the rise of price, be considerably above them. By raising
the profits of the farmer’s stock, the bounty will operate as an
encouragement to agriculture, and capital will be withdrawn
from manufactures to be employed on the land till the enlarged
demand for the foreign market has been supplied, when the price
of corn will again fall in the home market to its natural and
hecessary price, and profits will be again at their ordinary and
accustomed level. The increased supply of grain operating
on the foreign market will also lower its price in the country to
which it is exported, and will thereby restrict the profits of the
exporter to the lowest rate at which he can afford to trade.

201
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- The ultimate effect then of a bounty on the exportation of
corn is not to raise or to lower the price in the home market, but
to lower the price of corn to the foreign consumer—to the whole
extent of the bounty, if the price of corn had not before been
lower in the foreign than in the home market—and in a less
degree if the price in the home had been above the price in the
foreign market.

A writer in the fifth volume of the Edinburgh Review, on the
subject of & bounty on the exportation of corn, has very clearly
pointed out jts effects op the forejgn apd home demand. He
has also justly remarked that it would npt fail tq give encourage-
ment to agriculture in the exporting country; but he appears
to have imbibed the common grror which has misled Pr. Smith,
and, I belieye, most other writers on this subject. He sup-
poses, becanse the price of corn ultimately regulates wages,
that therefore it will regulate the price of gil other commodities.
He says that the bounty, * by raising the profits of farming,
will operate as an encourggement ta husbandry; by raising the
price of corn to the consumers at home it will diminish for the
time their power of purchasing this necessary of life, and thus
abridge their real wealth. It s evident, however, that this last
effect ynust be temporary: the wages of the labouring consumers
had been adjusted before by competition, and the same principle
will adjust them again to the same rate, by raising the money
price of labour, and through that, of other commodities, to the
money price of corn. The bounty upon exportation, therefore,
will ultimately raise the money piice of corn in the home market;
not directly, however, but through the medium of an extended
demand in the foreign market, and a consequent enhancement
of the yeal price at home: and this rise of the money price, when
1t has once been communicated o other commoditses, will of course
become fixed.” .

1f, however, I have succeeded in showing that it is not the rise
in the mongey wages of labour which raises the price of commo-
dities, but that such rise always affects profits, it will follow
that the priges of commodities would not rise i consequence
of a bounty. - ) .

But a temporary rise in the price of corn, produced by an
increased demand from abroad, would have no effect op the
money price of labour. The rise of corn is occasioned by a
competition for that supply which was before exclusively
appropriated to the home market. By raising profits, additional
capital is employed in agriculture, and the increased sppply is
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|obtained; but till it be obtained, the high price is absclutely
necessary to proportion the consumption to the supply, which
would be counteracted by a rise of wages. The rise of corn is
the consequence of its scarcity, and is the means by which the
demand of the home purchasers is diminished. If wages were
increased, the competition would increase, and a further rise
of the price of corn would become necessary. In this account
of the effects of a bounty nothing has been supposed to occur
to raise the natural price of corn, by which its market price is
ultimately governed; for it has not been supposed that any
additional labour would be required on the land to insure a given
production, and this alone can raise its natural price. If the
natural price of cloth were 205, per yard, a great increase in the
forcign demand might raise the price to 25s., or more, but the
profits which would then be made by the clothicr would not fail
to attract capital in that direction, and although the demand
should be doubled, trebled, or quadrupled, the supply would
ultimately be obtained, and cloth would fall to its natural price
of 305. So, in the supply of corn, although we should export
200,000, 300,000, O 800,000 quarters annually, it would ulti-
mately be produced at its natural price, which never varies,
unless a different quantity of labour becomes necessagy to
preduction, :

Perhaps in no part of Adam Smith’s justly celebrated work
are his conclusions more liable to objection than in the chapter
on bounties. In the first place, he speaks of comn as of a com-
modity of which the production cannot be increased in conse-
quence of a bounty on exportation; he supposes invariably
that it acts only on the quantity actually produced, and is no
stimulus to farther production. * In years of plenty,” he says,
“ by occasioning an extraordinary exportation, it necessarily
keeps up the price of corn in the home market above what it
would naturally fall to. In years of scarcity, though the bounty
is frequently suspended, yet the great exportation which it
occasions in years of plenty must frequently hinder, more or
less, the plenty of one year from relieving the scarcity of another.
Both in the years of plenty and in years of scarcity, therefore,
the bounty necessarily tends to raise the money price of corn
somi‘vhﬁt; higher than it otherwise would be in the home
market,

3 In another place be says, that * whatever extension of the foreign
market can be occasioned by the bounty must, in e particular year, be
altogether at the expense of the home market, as every bushel of corn which
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Adam Smith appears to have been fully aware that the
correctness of his argument entirely depended on the fact
whether the increase ““ of the money price of corn, by rendering
that commodity more profitable to the farmer, would not
necessarily encourage its production.”

“ I answer,” he says, ‘‘ that this might be the case if the effect
of the bounty was to raise the real price of corn, or to enable the
farmer, with an equal quantity of it, to maintain a greater
number of labourers in the same manner, whether liberal,
moderaté, or scanty, as other labourers are commonly main-
tained in his neighbourhood.”

If nothing were consumed by the labourer but corn, and if the
portion which he received was the very lowest which his sus-
tenance required, there might be some ground for supposing
that the guantity paid to the labourer could, under no circum-
stances, be reduced—but the money wages of labour some-
times do not rise at all, and never rise in proportion to the rise
in the money price of corn, because corn, though an important
part, is only a part of the consumption of the labourer. If halt
his wages were expended on corn, and the other half on soap,
candles, fuel, tea, sugar, clothing, etc., commodities on which
uo rise is supposed to take place, it is evident that he would be
quite as well paid with a bushel and a half of wheat when it
was 16s. a bushel, as he was with two bushels when the price
was 8s. per bushel; or with 24s. in money as he was before with
165s. His wages would rise only 50 per cent. though comn rose
100 per cent.; and, consequently, there would be sufficient
motive to divert more capital to the land if profits on other
is exported by means of the bounty, and which would not have been
exported without the bounty, would have remained in the home market
to increase the consumption and to lower the price of that commodity.
The corn bounty, it i8 to be observed, as well as every other bounty upon
exportation, imposes two different taxes upon the people:—first, the tax
which they are obliged to contnbute in order to pay the bounty; and,
secondly, the tax which arises from tbe advanced price of the commodity
in the home market, and which, as the whole body of the people are
purchasers of corn, must, in this particular eommod?ty, be paid by the
whole body of the people. 1In this particular commodity, therefore, this
second tax is by much the heaviest of the two.” *“ For every five shillings,
therefore, which they contribute to the payment of the first tax, they must
contnibute six pounds four shillings to the payment of the second.” ** The
extraordinary exportation of eom, tbaegae, occasioned by the bounty,
pot only in every particular year inishes the home just as much as it
extends the foreign market and consumption; but, by restraming the
population and industry of the country, its final tendency is to stunt and
restrain the gradual extension of the home market, and thereby, in the
long run, rather to dimnish than to augment the whole market and
consumption of corn.” . i
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rades continued the same as before. But such a rise of wages
would also induce manufacturers to withdraw their capitals
from manufactures to employ them on the land; for, whilst the
farmer increased the price of his commodity 100 per cent. and
his wages only 50 per cent., the manufacturer would be obliged
also to raise wages So per cent whilst he bad no compensation
whatever in the rise of his manufactured commodity for this
increased charge of production; capital would consequently
flow from manufactures to agricuiture, till the supply would
again lower the price of corn to 8s. per bushel and wages to
16s. per week; when the manufacturer would obtain the same

rofits as the farmer, and the tide of capital would cease to set
n either direction. This is, in fact, the mode in which the
cultivation of corn is always extended, and the increased wants
of the market supplied. The funds for the maintenance of
labour increase, and wages are raised. The comfortable situation
of the labourer induces him to marry—population increases, and
the demand for corn raises its price relatively to other things—
more capital is profitably employed on agriculture, and continues
to flow towards it, till the supply is equal to the demand, when
the price again falls, and agricultural and manufacturing pmﬁm
are again brought to a level.

But whether wages were stationary after the rise in the price
of corn, or advanced moderately or enormously, is of no import-
ance to this question, for wages are paid by the manufacturer
as well as by the farmer, and, therefore, in tlus respect they
must be equally affected by'a rise in the price of corn. But
they are unequally affected in their profits, inasmuch as the
farmer sells his commodity at an advanced price, while the
manufacturer selis his for the same price as before. It is, how-
ever, the mequahty of profit which is always the inducement
to remove capital from one employment to another; and,
therefore, more corn would be produced, and fewer commodities
manufactured. Manufactures would not rise, because fewer
would be manufactured, for a supply of them would be obtained
in exchange for the exported corn.

A bounty, i it raises the price of corn, either raises it in com-
parison with the price of other commodities or it does not. If
the affirmative be true, it is nnpossnble to deny the greater
profits of the farmer, and the temptation to the removal of
capital till its price is again lowered by an abundant supply.
1f it does not raise it in comparison with other commodities,
where is the injury to the home consumer beyond the incon-
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venience of paying the tax? If the manufacturer pays a greater
price for his corn, he is compensated by the greater price at
which he sells his commodity, with which his corn is ultimately
purchased. .

The error of Adam Smith proceeds precisely from the same
sourceé as that of the writer in the Edinburgh Review ; for they
both think * that the money price of corn regulates that of all
other home-made commodities.”* ** It regulates,” says Adam
Smith, “ the money price of labour, which must always be such
as to enable the labourer to purchase a quantity of corn sufficient
to maintain him and his family, either in the liberal, moderate,
or scanty manner, in which the advancing, stationary, or
declining circumstances of the saciety oblige his employers to
maintain him. By regulating the money price of all the other
parts of the rude produce of land, it regulates that of the
materials of almost all manufactures. By regulating the money
price of labour; it regulates that of manufacturing art and
industry; and by regulating both, ‘it regulates that of the
complete manufacture. The money price of labour, and of
everything that is the produce either of land or labour, must neces-
sarily rise or fall in proportion lo the money price of corn.”

This opinion of Adam Smith I have before attempted to
refute. In considering a rise in the price of commodities as a
necessary consequence of a rise in the price of corn, he reasons
as though there were no other fund from which thé increased
charge could be paid. He has wholly neglected the considera-
tion of profits, the diminution of which forms that fund, without
raising the price of commodities. If this opinion of Dr. Smith
were well founded, profits could never really fall, whatever
accumuldtion of capital there might be. If, when wages rose,
the farmer could raise the price of his corn, and the clothier, the
hatter, the shoemaker, and every other manufacturer could also
raise the price of their goods in proportion to the advance,
although estimated in money they might be all raised, they
would continue to bear the same value relatively to each other.
Each of these trades could command the same quantity as before
of the goods of the others, which, since it ia goods, and not
money, which constitute wealth, is the only circumstance that
could be of importance to them; and the whole rise in the price
of raw produce and of goods would be injurious té no other
persons but to those whose property consisted of gold and silver,
or whose annual income was paid in a contributed quantity

! The same opinion is held by M. Say.—Vol. il. p. 335.
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of those metals, whether in the form of bullion or of money.
Suppose the use of money to be wholly laid aside, and all trade
{0 be carried on by barter. Under such circumstances, could
torn rise in exchangeable value with other things? If it could,
then it is rot true that the value of corn regulates the value of
nll other commodities; for to do that, it should not vary in
relative value to them, If it could not, then it must be main-
tained that whether corn be obtained on rich or 6n poor land,
with much labour or with little, with the aid of machinery or
without, it would always exchange for an equal quantity bf all
other commodities. .

1 tannot, however, but remark that though Adam Smith’s
general doctrines correspond with this which I bave just quoted,
yet in one part of his work he appears to have given a correct
account of the nature of value. * The proportion between the
value of gold and silver, and that of goods of any other kind,
DEPENDS IN ALL CASES,” he says, “ upon the proporison between
the quantity of labouy which is necessary in order to bring a certain
quantity of gold and silver to market, and that which §s necessary
to bring thither a certain quantity of any other sort of goods.”
Does he not hete fully acknowledge, that if any increase takes
place in the quantity of labour required to bring one sort of
goods to market, whilst ho such increase takes place in bringing
another sort thither, the first sort will rise in relative value?
If no more labour than before be required to bring kither cloth
or gold to market, they will not vary in relative value, but if
more labour be fequired to bring corn and shoes to market, will
not corn and shoes rise in value relatively to cloth and money
made of gold? ’

Adam Smith again considers that the effett of the bourity is to
cause 4 partial degradation in the value of money. “ That
degradation,” $dys he, *in the valué of silver which is the
effect of the fettility of the mines, and which opetates equally,
or very Hearly equally, through the greater part of the com-
mercial world, is a matter of very little consequénce to any
particular country. The consequent rise of all money prices,
though it does not make those who receive them really richer,
does not make them really poorer. A service of plate becomes
really clieaper, and evetything else remains precisely of the
same real value as before.” This observation is most correct.

* But that degradation in the value of silver, which, being the
effect either of the peculiar situation or of the political institu-
tions of a particular country, takes place only in that country,
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is a matter of very great consequence, which, far from tending
to make anybody really richer, tends to make.everybody really
poorer, The rise in the money price of all commodities, which
is in this case peculiar to that country, tends to discourage more
or less every sort of industry which is carried on within it, and
to enable foreign nations, by furnishing almost all sorts of goods
for a smaller quantity of silver than its own workmen can afford
to do, to undersell them, not only in the foreign, but even in the
home market.”

I have elsewhere attempted to show that a partial degradation
in the value of money, which shall affect both agricultural
produce and manufactured commodities, cannot possibly be
permanent. To say that money is partially degraded, in this
sense, is to say that all commodities are at a high price; but
while gold and silver are at liberty to make purchases in the
cheapest market, they will be exported for the cheaper goods
of other countries, and the reduction of their quantity will
increase their value at home; commodities will regain their
usuel level, and those fitted for foreign markets will be exported
as before, '

A bounty, therefore, cannot, I think, be objected to on this
ground.

1f, then, a bounty raises the price of corn in comparison with
all other things, the farmer will be benefited, and more land
will be cultivated; but if the bounty do not raise the value of
corn relatively to other things then no other inconvenience
will attend it than that of paying the bounty; one which I
neither wish to conceal nor underrate,

Dr. Smith states that “ by establishing high duties on the
importation, and bounties on the exportation of com, the
country gentlemen seemed to have imitated the conduct of the
manufacturers.”. By the same means, both had endeavoured to
raise the value of their commodities. *  They did not, perhaps,
attend to the great and essential difference which nature has
established between corn and almost every other sort of goods.
When by either of the above means you enable our manufac-
turers to sell their goods for somewhat a better price than the
otherwise could get for them, you raise not only the nominal,
but the real price of those goods. You increase not only the
nominal, but the real profit, the real wealth and revenue of those
manufacturers — you really encourage those manufacturers.
But when, by the like institutions, you raise the nominal or
money price of com, you do not raise its real value, you do not
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Increase the real wealth of our farmers or .country gentlemen,

ou do not encourage the growth of corn. The nature of things
Zﬂ-‘l stamped upon corn a real value which cannot be altered by
merely altering its money price. Through the world in general
that value is equal to the guantity of labour which it can
maintain.”

I have already attempted to show that the market price of
corn would, under an increased demand from the effects of a
bounty, exceed its natural price, till the requisite additional
supply was obtained, and that then it would again fall to its
natural price. But the natural price of comn is not so fixed as
the natural price of commodities; because, with any great
additional demand for comn, land of a worse quality must be
taken into cultivation, on which more labour will be required
to produce a given quantity, and the natural price of corn will
be raised. By a continued bounty, therefore, on the exporta-
tion of corn, there would be created a tendency to a permanent
- rise in the price of corn, and this, as I have shown elsewhere,!
" never fails to raise rent. Country gentlemen, then, have not

only a temporary but a permanent interest in prohibitions of the

importation of corn, and in bounties on its exportation; but
- manufacturers have no permanent interest in establishing high

duties on the importation, and bounties on the exportation of
- commodities; their interest is wholly temporary.

A bounty on the exportation of manufactures will, un-
doubtedly, as Dr. Smith contends, raise for a time the market
price of manufactures, but it will not raise their natural price.
The labour of 200 men will produce double the quantity of these
goods that 100 could produce before; and, consequently, when
the requisite quantity of capital was employed in supplying the
requisite quantity of manufactures, they would again fall to
their natural price, and all advantage from a high market price
would cease. It is, then, only during the interval after the rise

- in the market price of commodities, and till the additional
supply is obtained, that the manufacturers will enjoy high
1 profits; for as soon as prices had subsided, their profits would
- sink to the general level.

Instead of agreeing, therefore, with Adam Smith, that the
. country gentlemen had not so great an interest in prohibiting
© the importation of corn, as the manufacturer had in prohibiting
the importation of manufactured goods, I contend, that they
have a much superior interest; for their advantage is permanent,

1 See chapter on Rent,
O 590
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while that of the manufacturer is only temporary. Dr. Smith
observes that nature has established a great and essential
difference between corn and other goods, but the proper inference
from that circumstance is directly the reverse of that which he
draws from it; for it iz on account of this difference that rent
is created, and that country gentlemen have an interest in the
rise of the natural price of corn. Instead of comparing the
interest of the manufacturer with the interest of the country
gentleman, Dr. Smith should have compared it with the interest
of the farmer, which is very distinct from that of his landlord.
Manufacturers have no interest in the rise of the natural price
of their commodities, nor have farmers any interest in the rise
of the natural price of corn, or other raw produce, though both
these classes are benefited while the market price of their pro-
ductions exceeds their natural price. On the contrary, land-
Jords have a mast decided interest in the rise of the natural price
of corn; for the rise of rent is the inevitable consequence of the
difficulty of producing raw produce, without which its natural
price could not rise. Now, as bounties on exportation and
prohibitions of the importation of corn increase the demand, and
drive us to the cultivation of poorer lands, they necessarily
occasion an increased difficulty of producnon.

The sole effect of high duties on the importation, either of
manufactures or of corn, or of 2 bounty on their exportation,
is to divert a portion of capital to an employment which it
would not naturally seek. It causes a pernicious distribution
of the general funds of the saciety—it bribes a manufacturer
to commence or continue in a comparatively less profitable
employment. It is the worst species of taxation, for it does not
give to the foreign country all that it takes away from the home
country, the balance of loss being made up by the less advan-
tageous distribution of the general capital. Thus, if the price
of corn is in England {4, and in France {3 15s., a bounty of 105,
will ultimately reduce it to {3 10s. in France, and maintain it at
the same price of {4 in England. For every quarter exported,
England pays a tax of 10s. For every quarter imported mm
France, France gains only gs., so that the value of gr.
quarter is absolutely lost to the world by such a dlstnbut\on
of its funds, as to cause diminished production, probably not of
rorn, but of some other object of necessity or enjoyment.

Mr. Buchanan appears 10 have seen the fallacy of Dr. Smith’s
arguments respecting bounties, and on the last passage which I
have quoted very judiciously remarks: “In asserting that
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nature has stamped a real value on com, which cannot be altered
by merely altering its money price, Dr. Smith confounds its
value in use with its value in exchange. A bushel of wheat will
not feed more people during scarcity than during plenty;’ but
a bushel of wheat will exchange for a greater quantity of luxuries
and conveniences when it is scarce than when it is abundant;
and the landed proprietors, who have a surplus of food to dis-
pose of, will therefore, in times of scarcity, be richer men; they
will exchange their surplus for a greater valve of other enjoy-
ments than when corn is in greater plenty, It is vain to argue,
therefore, that if the bounty occasions & forced exportatum of
corn, it will not also occasion a real rise of price. The whole
of Mr. Buchanan’s arguments on this part of the subject of
bounties appear to me to be perfectly clear and satisfactory.

Mr. Buchanan, however, has not, I think, any more than Dr.
Smith or the writer in the Edinburgh Rmew, correct opinions
as to the influence of a rise in the price of labour on manufactured
commodities. From his pecuha.r views, which I bave elsewhere
noticed, he thinks that the price of labour has no connection
with f.he price of corn, and, therefore, that the real value of com
might and would rise without affecting the price of labour; but
if labour were affected, he would maintain with Adam Smith
and the writer in the Edmburgh Review that the price of manu-
factured commodities would also nse, and then I do not see
how he would distinguish such a rise of corn from a fall in the
valus of money, or how he could come to any other conclusion
than that of Dr. Smith. In a note to page 276, vol. i. of the
Wealth of Nations, Mr. Buchanan observes, * but the price of
corn does not regulate the money price of all the other parts
of the rude produce of land. It regulates the price of neither
metals, nor of various other useful substances, such as coals,
wood, stones, etc.; and as st does not regulate the price of labour,
5 does not vegulate the price of manufactures ; so that the boun
in so far as it raises the price of corn, is undoubtedly a real bene r.
to the farmer. It is not on this ground, therefore, that its policy
must be argued. Its encouragement to agriculture, by raising
the price of corn, must be admitted; and the question then
comes to be whether agriculture ought to be thus encouraged?
—It is then, according to Mr. Buchanan, a real benefit to the
farmer, because it does not raise the price of labour; but if it
did, it would raise the price of all things in proportion, and then
it would afford no particular encouragement to agriculture,

It must, however, be conceded that the tendency of a bounty
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on the exportation of any commodity is to lower in a small
degree the value of money. Whatever facilitates exportation
tends to accumulate money in a country; .and, on the contrary,
whatever impedes exportation tends to diminish it. The
general effect of taxation, by raising the prices of the commo-
dities taxed, tends to diminish exportation, and, therefore, to
check the influx of money; and, on the same principle, a bounty
encourages the influx of money. This is more fully explained
in the general observations on taxation.

The injurious effects of the mercantile system have been fully
exposed by Dr. Smith; the whole aim of that system was to
raise the price of commodities in the home market by prohibiting
foreign competition; but this system was no more injurious to
the agricultural classes than to any other part of the community.
By forcing capital into channels where it would not otherwise
flow, it diminished the whole amount of commodities produced.
The price, though permanently higher, was not sustained by
scarcity, but by difficulty of production; and therefore, though
the sellers of such commodities sold them for a higher price, they
did not sell them, after the requisite quantity of capital was
employed in producing them, at higher profits.}

The manulacturers themselves, as consymers, had to pay an
additional price for such commodities, and, therefore, it cannot
be correctly said that “ the enhancement of price occasioned
by both (corporation laws and high duties on the importations
of foreign commodities) is everywhere finally paid by the land-
lords, farmers, and labourers of the country.”

It is the more necessary to make this remark as in the present
day the authority of Adam Smith ia quoted by country gentle-
men for imposing similar high duties on the importation of
foreign corn. Because the cost of production, and, therefore,

! M. Say supposes the advantage of the manufacturers at home to be
more than temporary. * A government which absolutely prohibits the
importation of certain foreign goods establishes a monopoly s favowur of
$hose who produce such commodities at home agasnst thoss who consume
them; in other words, those at home who produce them having the
exclusive privilege of selling them, may elevate their price above the
natural price; and the consumers at home, not being able to obtain them
elsewhere, are obliged to purchase them at a higher price.”-~Val. {. p. 301,
But how can they permanently support the market price of their goods
above the natural price, when every one of their fellow citizens is free to
ent?t into the trade? Thcﬁm afuanntced against foreign, but not
against home petition e real evil arising to the country from such
monopolles, if they can be called by that name, lies not in raising the

market price of such goods, but in raising their real and natural price. B

increasing the cost of producti
nmdgﬂﬁﬂh tof ;& ixct on, & portion of the labom: of the country
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the prices of various manufactured commadities, are raised to
the consumer by one error in legislation, the country has been
called upon, on the plea of justice, quietly to submit to fresh
exactions. Because we all pay an additional price for our
linen, muslin, and cottons, it is thought just that we should
pay also an additional price for our corn. Because, in the
general distribution of the labour of the world, we have pre-
vented the greatest amount of productions from being obtained
by our portion of that labour in manufactured commodities, we
should further punish ourselves by diminishing the productive
powers of the general labour in the supply of raw produce. . It
would be much wiser to acknowledge the errors which a mistaken
policy has induced us to adopt, and immediately to commence
a gradual recurrence to the sound principles of & universally
{ree trade}

* I have already had occasion to remark,” observes M. Say,
“ in speaking of what is improperly called the balance of trade,
that if it suits a merchant better to export the precious metals
to a foreign country than any other goods, it is also the interest
of the state that he should export them, because the state only
gains or loses through the channel of its citizens; and in what
concerns foreign trade, that which best suits the individual
best suits also the state; therefore, by opposing obstacles to
the exportation which individuals would be inclined to make
of the precious metals, nothing more is done than to force them
to substitute some other commodity less profitable to them-
selves and to the state. It must, however, be remarked that
I say only sn what concerns foreign trade ; because the profits
which merchants make by their dealings with their countrymen,
as well as those which are made in the exclusive commerce with
colonies, are not entirely gains for the state. In the trade
between individuals of the same country there is no other gain
but the value of a utility produced; que la valewr dune utihité
produite,” ® vol. i. p. 401. I cannot see the distinction here

1 A freedom of trade is alone wanted to guarantee a country Like
Britain, abounding im all the varied products of wndustry, in merchandise
suited to the wants of every society, from the possibility of a scarcity.
The nations of the earth are not condemued to throw the dioce to determine
which of them shail submst to famine. There is always abundance of food
in the world. To enjoy & constant plenty we have only to lay aside our
prohibitions and restrictions, and cease to counteract the benevolent
wisdom of Providence.”~—Arucle ** Corn Laws and Trade,” Suppiement to
Encvclopedia Britannsca, -

* Are not the following passages contradictory to the ane above quoted?
* Besides, that home trade, though less noticed (because it is in a variety
of bands), is the mast comsiderable, it is also the most profitable. The
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made between the profits of the home and foreign trade. The
object of all trade s to increase productions. 1f, for the pur-
chase of a pipe of wine, I had it in my power to export bullion
which was bought with the value of the produce of 100 days’
labour, but' government, by prohibiting the exportation of
bullion, should oblige me to purchase my wine with a commodity
bought with the value of the produce of 105 days’ labour, the
produce of fiva days’ labour is lost to me, and, through me, to
the state. But if these transactions took place between indivi-
duals in different provinces of the same country, the same
advantage would accrue both to the individual, and, through
him, tp the country, if he were unfettered in his choice of the
commodities with which he made his purchases, knd the same
disadvantage if he were obliged by government to purchase
with the least beneficial commodity. If a manufacturer could
work up with the same capital niore iron where coals are plentiful
than he could where coals ate scarce, the country would be
benefited by the difference. But if coals were nowhere plentiful,
and he imported iron, and could get this additional quantity
by the manufacture of 2 commodity with the same capital and
labour, he would, in like manner, benefit his country by the
additional quantity of jron. In the sixth chapter of this work
I have endeavoured to show that all trade, whether foreign or
domestic, is beneficial, by increasing the quantity and not by
increasing the value of productions, We shall have no greater
value whether we carry on the most beneficial home and
foreign trade, or, in consequence of being fettered by prohibitory
laws, we are obliged to content ourselves with the least advan-
tageous. The rate of profits and the value produced will be
the same. The advantage always resolves itself into that
which M. Say appears to confine to the home trade; in both
cases there is no other gain but that of the value of & wlité
produite. -

cotnmodities exchanged in that trade are mecessarily the productions of
the same country.”—Vol. i. p. 84.

“ The English government has not observed that the most profitable
sales are those which a country makes to itself, because they cannot take
place without two values being produced by the pation; the value which
i3 sold, and the value with which the purchase is made.”"—~Vol. f. p. 2a1.

I shall, 1n the twenty-sixth chapter, examine the sound of this
apinion.




CHAPTER XXIIY
ON BOUNTIES ON PRODUCTIONS

IT may not be uninstructive to consider the effects of a bounty
on the production of raw produce and other commodities, with
a view 1o observe the application of the principles which I have
been endeavouring to establish with regard to the profits of
stock, the division of the annual produce of the land and labour,
and the relative prices of manufactures and raw produce. In
the first place, let us suppose that a tax was imposed on all
commodities for the purpose of raising a fund to be employed
by government in giving a bounty on the prodiction of corn.
As no part of such a tax would be expended by government,
and as all that was received from one class of the people would
be returned to another, the nation collectively would be neither
richer nor poorer from such a tax and bounty. It would be
readily allowed that the tax on commodities by which the fund
was created would raise the price of the commodities taxed;
all the consumers of those commodities, therefore, would con-
tribute towards that fund; in other words, their natura! or
necessary price being raised, so would, too, their market price.
But for the same reason that the natural price of those com-
modities would be raised, the natural price of com would be
lowered; before the bounty was paid on production, the farmers
obtained as great a price for their corn as was necessary to
repay them tireir rent and their expenses, and afford them the
general rate of profits; after th:xgounty, they would receive
more than that rate, unless the price of com fell by & sum at
least equal to the bounty. The effect, then, of the tax and
bounty would be to raise the price of commodities in a degree
equal to the tax levied on them, and to lower the price of corn
by a sum equal to the bounty paid. It will be observed, tog,
that no permanent alteration could be made in the distribution
of capital between agriculture and manufactures, because, as
there would be no alteration either in the amount of capital or
population, there would be precisely the same demand for bread
and manufactures. The profits of the farmer would be no higher
than the general level after the fall in the price of corn; nor
21§
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would the profits of the manufacturer be lower after the rise
of manufactured goods; the bounty, then, would not occasion
any more capital to be employed on the land in the production
of com, nor any less in the manufacture of goods. But how
would the interest of the landlord be affected? * On the same
principles that a tax on raw produce would lower the corn rent
of land, leaving the money rent unaltered, a bounty on pro-
duction, which is directly the contrary of a tax, would raise
corn rent, leaving the money rent unaltered.! With the same
money rent the landlord would bave a greater price to pay for
his manufactured goods, and a less price for his corn; he would
probably, therefore, be neither richer nor poorer.

Now, whether such a measure would have any operation on
the wages of labour would depend on the question whether the
labourer, in purchasing commodities, would pay as much towards
the tax as he would receive from the effects of the bounty in
the low price of his food. If these two quantities were equal,
wages would continue unaltered; but if the commodities taxed
were not those consumed by the labourer, his wages would fall,
and his employer would ‘be benefited by the difference. But
this is po real advantage to his employer; it would indeed
operate to increase the rate of his profits, as every fall of wages
must do; but in proportion as the labourer contributed less to
the fund from which the bounty was paid, and which, let it be
remembered, must be raised, his employer must contribute
more; in other words, he would contribute as much to the tax
by his expenditure as he would receive in the effects of the
bounty and the higher rate of profits together. He obtains a
higher rate of profits to requite him for his payment, not only
of his own quota of the tax, but of his labourer’s also; the
remuneration which he receives for his labourer’s quota appears
in diminished wages, or, which is the same thing, in increased
profits; the remuneration for his own appears in the diminution
in the price of the corn which he consumes, arising from the
bounty.

Here it will be proper to remark the different eflects produced
on profits from an alteration in the real labour, or patural value
of corn, and an alteration in the relative value of corn, from
taxation and from bounties. If corn is lowered in price by an
alteration in its labour price, not only will the rate of the profits
of stock be altered, but the condition of the capitalist will be
improved. With greater profits, he will have no more to pay

$ See p. 99.
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for the objects on which those profits are expended; which does
pot happen, as we have just seen, when the fall is occasioned
artificially by a bounty. In the real fall in the value of corn,
arising from less labour being required to produce one of the
most important objects of man’s consumption, labour is ren-
dered more productive. With the same capital the same labour
is employed, and an increase of productions is the result; not
only then will the rate of profits be increased, but the condition
of him who obtains them will be improved; not only will each
capitalist have a greater money revenue, if he employs the same
money capital, but also when that money is expended it will
procure him a greater sum of commodities; his enjoyments will
be augmented. In the case of the bounty, to balance the ad-
vantage which he derives from the fall of one ommodity, he
has the disadvantage of paying a price more than proportionally
high for another; he receives an increased rate of profits in
order to enable him to pay this higher price; so that his real
situation, though not deteriorated, is in no way improved:
though he gets a higher rate of profits, he has no greater com-
mand of the produce of the land and labour of the country.
When the fall in the value of comn is brought about by natural
causes, it is not counteracted by the rise of other commuodities;
on the contrary, they fall from the raw material falling from
which they are made: but when the fall in corn is occasioned
by artificial means, it is always counteracted by a real rise in
the value of some other commodity, so that if corn be bought
cheaper, other commodities are bought dearer.

This, then, is a further proof that no particular disadvantage
arises from taxes on necessaries, on account of their raising
wages and lowering the rate of profits. Profits are indeed
lowered, but only to the amount of the labourer’s portion of
the tax, which must at all events be paid either by bis employer
or by the. consumer of the produce of the labourer’s work.
Whether you deduct £50 per annum from the employer’s revenue,
or add {50 to the prices of the commeodities which he consumes,
can be of no other consequence to him or to the community
than as it may equally affect all other classes. If it be added
to the prices of the commodity, & miser may avoid the tax by
not consuming; if it be indirectly deducted from every man’s
revenue, he cannot avoid paying his fair proportion of the
public burthens. - ‘

A bounty on the production of corn, then, would produce no
real effect on the annual produce of the land and labour of the
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country, although it would make corn relatively cheap and
manufactures relatively dear. But suppose now that a contrary
measure should be adopted—that a tax should be raised on
comn for the purpose of affording & fund for a bounty on the
production of commodities.

In such case, it is evident that com would be dear and com-
modities cheap; labour would continue at the same price if the
labourer were as much benefited by the cheapness of commo-
dities as he was injured by the dearness of corn; but if he were
not, wages would rise and profits would fall, while money rent
would continue the same as before; profits would fall, because,
as we have just explained, that would be the mode in which
the labourer’s share of the tax would be paid by the employers
of labour. By the increase of wages the labourer would be
compensated for the tax which he would pay in the increased
price of corn; by not expending any part of his wages on the
manufactured commodities he would receive no part of the
bounty; the bounty would be all received by the employers,
and the tax would be partly paid by the employed; a remuncra-
tion would be made to the labourers, in the shape of wages, for
this increased burden laid upon them, and thus the rate of
profits would be reduced. In this case, too, there would be a
complicated measure producing no national tesult whatever.

In considering this question we have purposely left out of our
consideration the effect of such a measure on foreign trade; we
have rather been supposing the case of an insulated country
having no commercial connection with other countries. We
have seen that, as the demand of the country for corn and
commodities would be the same, whatever direction the bounty
might take, there would be no temptation to remove capital
from one employment to another; but this would no longer be
the case if there were foreign commerce, and that commerce
were free, By altering the relative value of commodities and
corn, by producing so powerful an effect on their natural prices,
we should be applying a strong stimulus to the exportation of
those commodities whose natural prices were lowered, and an
equal stimulus to the importation of those commodities whose
na_turn! pr_ices were raised, and thus such a financial measure
might entirely alter the natural distribution of employments,
to the advantege indeed of the foreign countries, but ruinously
to that in which so absurd a policy was adopted. )



CHAPTER XXIV
DOCTRINE OF ADAM SMITH CONCERNING THE RENT OF LAND

* Sucn parts only of the produce of land,” says Adam Smith,
“ can commonly be brought to market of which the ordinary
price is sufficient to replace the stock which must be employed
in bringing them thither, together with its ordinary profits. If
the ordinary price is more than this, the surplus part of it will
naturally go to the rent of land. If it i3 not more, though the
commodity can be brought to market, st can afford no rent lo the
landlord, Whether the price is, or is not more, depends upon
the demand,”

This passage would naturally lead the reader to conclude that
its author could not have mistaken the nature of rent, and that
he must have seen that the quality of land which the exigencies
of society might require to be taken into cultivation would
depend on ' the ordinary price of its produce™ whether st were
‘ sufficiens to veplace the stock which must be employed in cults-
vating i, together witk sts erdinary profits.”

But he had adopted the notion that * there were some parts
of the produce of land for which the demand must always be
such as to afford a greater price than what is sufficient to bring
them to market; *’ and he considered food as one of those parts,

He says that * land, in almost any situation, produces a
greater quantity of food than what is sufficient to maintain all
the labour necessary for bringing it to market, in the most
liberal way in which that labour is ever maintained. The
surplus, too, is always more than sufficient to replace the stock
which employed that labour, together with its profits. Some-
thing, therefore, always remains for a rent to the landlord.”

But what proof does he give of this>—no other than the
assertion that “ the most desert moors in Norway and Scotland
produce some sort of pasture for cattle, of which the milk and
the increase are always more than sufficient, not only to main-
tain all the labour necessary for tending them, and to pay the
ordinary profit to the farmer, or owner of the herd or flock, but
to afford some small rent to the landlord.” Now, of this I
may be permitted to entertain & doubt; I believe that as yet
in every country, from the rudest to the most refined, there is

a1g
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land of such a quality that it cannot yield a produce more than
sufficiently valuable to replace the stock employed upon it,
together with the profits ordinary and wvsual in that country.
In America we all know that this is the case, and yet no one
maintains that the principles which regulate rent are different
in that country and in Europe. But if it were true that Eng-
land had so far advanced in cultivation that at this time there
were no lands remaining which did not afford a rent, it would
be equally true that there formerly must have been such lands;
and .that whether there be or not is of no importance to this
question, for it is the same thing if there be any capital employed
in Great Britain on land which yields only the return of stock
with its ordinary profits, whether it be employed on old or on
new land. If a farmer agrees for land on a lease of seven or
fourteen years, he may propose to employ on it a capital of
£10,000, knowing that at the existing price of grain and raw
produce he can replace that part of his stock which he is obliged
to expend, pay his rent, and obtain the general rate of profit.
He will not employ £11,000, unless the last {1000 can be em-
ployed so productively as to afford him the usual profits of stock.
In his calculation, whether he shall employ it or not, he con-
siders only whether the price of raw produce is sufficient to
replace his expenses and profits, for he knows that he shall have
no additional rent to pay. Even at the expiration of his lease
his rent will not be raised; for if his landlord should require
rent, because this additional f£1000 was employed, he would
withdraw it; since, by employing it, he gets, by the supposition,
only the ordinary and usual profits which he may obtain by
any other employment of stock; and, therefore, he cannot
afford to pay rent for it, unless the price of raw produce should
further rise, or, which is the same thing, unless the usual and
general rate of profits should fatl.

If the comprehensive mind of Adam Smith had been directed
to this fact, he would not have maintained that rent forms one
of the component parts of the price of raw produce; for price
1s everywhere regulated by the return obtained by this last
iportion of capital, for which no rent whatever is paid. If he
had adverted to this principle, he would have made no dis-
tinction between the law which regulates the rent of mines and
the rent of land.

* Whether a coal mine, for example,” he says, “ can afford
any rent depends partly upon its fertility and partly upon its
situation. A mine of any kind may be said to be either fertile
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or barren according as the quantity of mineral which can be
brought from it by a certain quantity of labour is greater or
less than what can be brought by an equal quantity from the
greater part of other mines of the same kind. Some coal mines,
advantageously situated, cannot be wrought on account of their
barrenness, The produce does not pay the expense. They
can afford neither profit nor rent, There are some of which
the produce is barely sufficient to pay the labour and replace,
together with its ordinary profits, the stock employed in working
them. They afford some profit to the undertaker of the work,
but no rent to the landlord. They can be wrought advanta-
geously by nobody but the landlord, who being himself the
undertaker of the work, gets the ordinary profit of the capital
which he employs in it. Many coal mines in Scotland are
wrought in this manner, and can be wrought in no other. The
landlord will allow nobody else to work them without paying
some rent, and nobody can afford to pay any.

“ Other coal mines in the same country, sufficiently fertile,
cannot be wrought on account of their situation. A quantity
of mineral sufficient to defray the expense of working could be
brought from the mine by the ordinary, or even less than the
ordinary, quantity of labour; but in an inland country, thinly
inhabited, and without either good roads or water-carriage,
this quantity could not be sold.” The whole principle of rent
is here admirably and perspicuously explained, but every ward
15 8s applicable to land as it is to mines; yet he affirms that ** it
is otherwise in estates above ground. The proportion, both
of their produce and of their rent, is in proportion to their
absolute, and not to their relative, fertility.” But, suppose
that there were no land which did not afford a rent; then the
amount of rent on the worst land would be in proportion to the
excess of the value of the produce above the expenditure of
capital and the ordinary profits of stock: the same principle
would govern the rent of land of a somewhat better quality, or
more favourably situated, and, therefore, the rent of this land
would exceed the rent of that inferior to it by the superior
advantages which it possessed; the same might be said of that
of the third quality, and so on to the very best. Isit not, then,’
as certain that it is the relative fertility of the land which
determines the portion of the produce which shall be paid for
the rent of land as it is that the relative fertility of mines deter-
mines the portion of their produce which shall be paid for the
rent of mines? T
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After Adam Smith has declared that there are some mines
which can only be worked by the owners, as they will afford only
sufficient to defray the expense of working, together with the
ordinary profits of the capital employed, we should expect that
he would admit that it was these particular mines which regu-
lated the price of the produce from all mines. If the old mines
are insufficient to supply the quantity of coal required, ths '
price of coal will rise, and will continue rising till the owner of
a new and inferior mine finds that he can obtain the usual profits
of stock by working his mine. If his mine be tolerably fertile,
the rise will not be great before it becomes his interest so to
employ his capital; but if it be not tolerably fertile, it is evident
that the price must continue to rise till it will afford him the
means of paying his expenses, and obtaining the ordinary
profits of stock. It appears, then, that it is always the least
fertile mine which regulates the price of coal. Adam Smith,
however, is of a different opinion: he observes that “* the most
fertile coal mine, too, regulates the price of coals at all the other
mines’ in its neighbourhood. Both the proprietor and the
undertaker of the work find, the one that he can get a greater
rent, the other that he can get a greater profit, by somewhat
underselling all their neighbours. Their neighbours are soon
abliged to sell at the same price, though they cannot so well
afford it, and though it always diminishes, and sometimes takes
away altogether, both their rent and their profit. Some works
are abandoned altogether; others can afford no rent, and can
be wrought only by the proprietor.” If the demand for coal
should be diminished, or if by new processes the quantity should
be increased, the price would fall, and some mines would be
abandoned; but’in every case, the price must be sufficient to
pay the expenses and profit of that mine which is worked with-
out being charged with reat. It is, therefore, the Jeast festile
mine which regulates price. Indeed, it is so stated in adother
place by Adam Smith himself, for he says, “ The lowest price
at which coals can be sold for any considerable time is like that
of all other commodities, the price which is barely sufficient
to replace, together with its ordinary profits, the stock whick
must be employed in bringing them to market. At a coa
mine for which the landlord can get no rent, but which he must
either work himself, or let it alone all altogether, the price o
coals must generally be nearly about this price.”

But the same circumstance, namely, the abundance anc
consequent cheapness of coals, from whatever cause it may
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wrise, which would make it necessary to abandon those mines
yn which there was no rent, or & very moderate one, would, if
here were the same abundance and consequent cheapness of
aw produce, render it necessary to abandon the cultivation of
‘hose lands for which either no rent was paid or a very moderate
»ne., 1f, for example, potatoes should become the general and
:ommon food of the people, as rice is in some countries, one-
lourth or one-half of the land now in cultivation would probably
ve immediately abandoned; for if, as Adam Smith says, “ an
acre of potatoes will produce six thousand weight of solid
nourishment, three times the-quantity produced by the acre of
wheat,” there could not be for a censiderable time such a multi-
plication of people as to consume the quantity that might be
raised on the Jand before employed for the cultivation of wheat;
much land would consequently be abandoned, and rent would
fall; and it would not be till the population had been doubled or
trebled that the same quantity of land could be in cultivation
and the rent paid for it as high as before.

Neither would any greater proportion of the gross produce be
paid to the l» .~i>rd whether it consisted of potatoes, which
would feed thres®’ .ndred people, or of wheat, which would feed
only one hundred; because, though the expenses of production
would be very much diminished if the labourer’s wages were
chiefly regulated by the price of potatoes, and not by the price
of wheat, and though, therefore, the proportion of the whole
gross produce, after paying the labourers, would be greatly
Jncreased, yet no part of that additional proportion would go
to rent, but the whole invariably to profits—profits being at all
times raised as wages fall, and lowered as wages rise. Whether
wheat or potatoes were cultivated, rent would be governed
by the same principle—it would be always equal to the dif-
ference between the quantities of produce obtained with equal
capitals, either on the same land or on land of different quali-
ties; and, therefore, while lands of the same quality were
cultivated, and there was no alteration in their relative fertility
or advantages, rent would always bear the same proportion
to the gross produce. .

Adum Smith, however, maintains that the proportion which
falls to the landlord would be increased by a diminished cost of
production, and, therefore, that he would receive a larger share
as well as a larger quantity from an abundant than from a
scanty produce. ‘* A rice field,” he says, * produces & much
greater quantity of food than the most fertile corn field. Two
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crops .in the year, from thirty to sixty bushels each, are said
to be the ordinary produce of an acre. Though its-cultivation,
therefore, requires more labour, a much greater surplus remains
after maintaming all that labour. In those rice countries,
therefore, where rice is the common and favourite vegetable
food of the people, and where the cultivators are chiefly main-
tained with it, a greater skare of this greater surplus should belong
to the landlord than én corn countyies.” .

Mr, Buchanan also remarks that * it is quite clear that if any
other produce, which the land yielded more abundantly than
corn, were to become the common food of the people, the rent
of the landlord would be improved in proportion to its greater
abundance.” )

If potatoes were to become the common food of the people,
there would be & long interval during which the landlords would
suffer an enormous deduction of rent. They would not probably
receive nearly so much of the sustenance of man as they now
receive, while that sustenance would fall to a third of its present
value. But all manufactured commodities, on which a part
of the landlord’s rent is expended, would suffer no other fall
than that which proceeded from the fall in the raw material
of which they were made, and which would arise only from the
greater fertility of the land which might then be devoted to its
production. ' .

When, from the progress of population, Jand-of the same
quality as before should be taken into cultivation, the landlord

- would have not only the same proportion of the produce as
before, but that proportion would also be of the same value as
before. Rent, then, would be the same as before; profits,
however, would be much higher, because the price of food, and
consequently wages, would be much lower. High profits are
favourable to the accumulation of capital. The demand for
labour would further increase, and landlords would be perma-
nently benefited by the increased demand for land.

Indeed, the very same lands might be cultivated much higher
when such an abundance of food could be produced from them,
and, consequently, they would, in the progress of society, admit
of much higher rents, and would sustain a much greater popula-
tion than before. This could not fail to be highly beneficial to
landlords, and is consistent with the principle which this inquiry,
1 think, will not fail to establish—that all extraordinary profits
are in their nature but of limited duration, as the whole surplus
produce of the soil, after deducting from it only such moderate
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profits as are sufficient to encourage accumulation, must finally
rest with the landlord.

With so low a price of labour as such an abundant produce
would cause, not only would the lands already in cultivation
yield a much greater quantity of produce, but they would admit
of a great additional capital being employed on them, and a
greater value to be drawn from them, and, at the same time,
lands of a very inferior quality could be cultivated with high
profits, to the great advantage of landlords, as well as to the
whole class of consumers, The machine which produced the
most important article of consumption would be improved, and
would be well paid for according as its services were demanded.
All the advantages would, in the first instance, be enjoyed by

_ labourers, capitalists, and consumers; but, with the progress
of population, they would be gradually transferred to the
proprietors of the soil.

Independently of these improvements, in which the com-
munity have an immediate and the landlords a remote interest,
the interest of the landlord is always opposed to that of the
consumer and manufacturer. Corn can be permanently at an
advanced price only because additional labour is necessary to
produce it; because its cost of production is increased. The
same cause invariably raises rent, it is therefore for the interest
of the landlord that the cost attending the production of corn
should be increased. This, however, is not the interest of the
consumer; to him it is desirable that com should be low rela-
tively to money and commodities, for it is always with com-
modities or money that corn is purchased. Neither is it the
interest of the manufacturer that corn should be at a high price,
for the high price of corn will occasion high wages, but will not
raise the price of his commodity. Not only, then, must more
of his commodity, or, which comes to the same thing, the value
of more of his commodity, be given in exchange for the corn

. which he himself consumes, but more must be given, or the
value of more, for wages to his workmen, for which he will

* receive no remuneration. All classes, therefore, except the
landlords, will be injured by the increase in the price of corn,
The dealings between the landlord and the public are not like
dealings in trade, whereby both the seller and buyer may equally
be said to gain, but the loss is wholly on one side, and the gain
wholly on the other; and if corn could by importativu be pro-
cured cheaper, the loss in consequence of not importing is far

: greater on one side than the gain is on the other.

P 390
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Adait Bhith never inakes any distinction between & low value
of money and a high value of corn, and therefore infers that the
Interest of the landlord is not opposed to that of the rest of the
community. In the first case, money fs low relatively to all com-
modities; m the othet, corn is high relatively to all. x the first,
torn and commodities continué at the same relative values} in the
second, corn is highet relatively to,commodities ds well as money.

The followihg observation of Adam Smith is applicable to a
fow value of money, but it is totally inapplicable to a high value
of corn.  “If importation (of corn) was at all fimes iree, our
farmers ahd country gentlemen would probably, ohe year with
anothet, et less money for their corn than they do st present
when importatiori is at most titties in effect prohibited; but the
moriey which they got would be of thore value, toonld buy more
govds of all vther kinds, and would employ more labour. Their
real wealth, their real revenue, therefore; would be the same as
at present, though it might be expressed by a smaller quantity
of silver; and they would neither bé disabled ot discouraged
from cultivating corn ¢ much as they do at present. On the
tontrary, as the risé it the real value of silver, in consequence
of lowering the mohey price of corn, lowers somewhat the money
price bf all othet commodities; it gives the industry of the
country where it takes placé some advantage in &ll foreigh
Inatkets, and thereby tends to encourage and increase that
industry: But the éxtent of the home market for cornh must
be In proportion to the general industry of thé tountry where
it grows, of tb the Huthler of those who produce something else
to give in exchange for corn. - But in évery country the home
inarket, as it {s the tieartst and rmost convenient, g0 is it likewise
the greatest ahd most importdrt market for corn. That rise in
the real vhlue of silvet, therefore, which is the effect of lowering
the average money price of totn, tends to enlarge the greatest
#nd most important market for corn, and thereby to encourage
instead of discouragihy its growth.”

A high or low noney price of com, tising from the abundance
and cheapness of gold and silver, is of ho importance to the land-
lotd, as every sort of produce would be equally affected just as
Adam Smith describes; but d relatively high price of corn is at
all times greatly beneficial to the landlord; for, first, it gives
him a greater qliantity of comn for rent; and, secondly, for every
tqual measute of coril he will have a command, not only over
4 greatér gudntity of money, but over & gteater quantity of
every commodity whick money can purchase, g



CHAPTER XXV
ON COLONIAL TRADE

Apan SmrTH, in his observations on colonial trade, has shown
most satisfactorily the advantages of a freé trade, and the in-
justice suffered by colonies in being prevented by their mother
countries from selling their produce at the deatest market and
buying their manufactures and stores at the cheapest. He has
shown that, by permitting every country freely to exchange the
produce of its industry when and where it pleases, the best
distribution of the labour of the world will be effected, and the
greatest abundance of the necessaries and enjoyments of human
life will be secured.

He has attempted also to show that this freedorn of commerce,
which undoubtedly promotes the interest of the whole, promotes
also that of each particular country; and that the harrow policy
adopted in the countries of Europe respecting their colonies is
not less injurious to the mother countries themselves than to
the colonies whose interests are sacrificed.

“The monopoly of the colony trade,” he says, “ like all the
other mean and malignant expedients of the mercantile system,
depresses the industry of all other countries, but chiefly that of
the colonies, without in the least increasing, but, on the con )
diminishing that of the country in whose favour it is established.”

This part of his subject, however, is not treated in so clear and
tonvincing & manner as that in which he shows the injustice ot
this systemn towards the colony.

It may, I think, be doubted whether & mother country may
not sometimes be benefited by the restraints to which she sub-
jects her colonial possessions. Who can doubt, for example,
that it England were the colony of France, the latter country
would be benefited by a heavy bounty paid by England on the
exportation of corn, cloth, or any other commodities? In
examining the fuestion of bounties, on the supposition of corn
being at {4 per quarter in this country, we saw that with a
bounty of 10s. per quarter on exportation in England, corn
would have been reduced to {3 10s. in France. Now, if corn
had previously been at {3 15s. per quarter in France, the French
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consumers would have t :en benefited by 5s. per quarter on all
imported comn; if the natural price of corn in France were before
{4, thev would have gained the whole bounty of 1os. per quarter.
France #ould thus be benefited by the loss sustained by Eng-
land: she would not gain a part only of what England lost, but
the whole. . ‘

It may, however, be said that a bounty on exportation is a
measure of internal policy, and could not easily be imposed by
the mother country.

Tf it would suit the interests of Jamaica and Holland to make
an exchange of the commodities which they respectively pro-
duce, without the intervention of England, it is quite: certain
that by their being prevented from so doing the interests of
Holland and Jamaica would suffer; but if Jamaica is obliged
to send her goods to England, and there exchange them for
Dutch goods, an English capital, or English agency, will be
employed in a trade in which it would not otherwise be engaged.
It 15 allured thither by a bounty, ot paid by England, but by
Holland and Jamaica.

That the loss sustained through & disadvantageous distribu-
tion of labour in two countries may be beneficial to one of them,
while the other is made to suffer more than the loss actually
belonging to such a distribution, has been stated by Adam Smith
himself; which, if true, will at once prove that a measure which
may be greatly hurtful to a colony may be partially beneficial
to the mother country. ‘

Speaking of treaties of commerce, he says, “ When a nation
binds itself by treaty, either to permit the entry of certain goods
from one foreign country which it prohibits from all others, or
to exempt the goods of one country from duties to which it
subjects those of all others, the country, or at least the merchants
and manufacturers of the country, whose commerce is so
favoured, must necessarily derive great advantage from the
treaty. Those merchants and manufjcturers enjoy a sort of
monopoly in the country which is so indulgent to them. That
country becomes a market both more extensive and more
advantageous for their goods; more extensive, because the goods
of other nations, being either excluded or subjected to heavier
duties, it takes off a greater quantity of them; more advan
tageous, because the merchants of the favoured country, enjoy.
Ing a sort of monopoly there, will often sell their goods for ¢
better price than if exposed to the free competition of all othe
nations.”
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Let the two nations between which the commercial treaty is
made be the mother country and her colony, and Adam Smith,
it is evident, admits that a mother country may be benefited by
oppressing her colony. It may, however, be again remarked,
that unless the monopoly of the foreign market be in the hands
of an exclusive company, no more will be paid for commodities
by foreign purchasers than by home purchasers; the price which
they will both pay will not differ greatly from their natural
price in the country where they are produced. England, for
example, will, under ordinary circumstances, always be able to
buy French goods at the natural price of those goods in France,
and France would have an equal privilege of buying English
goods at their natural price in England. But at these prices
goods would be bought without a treaty. Of what advantage
or disadvantage, then, is the treaty to either party?

The disadvantage of the treaty to the importing country
would be this: it would bind her to purchase a commeodity,
from England, for example, at the natural price of that com-
modity in England, when she might perhaps have bought it at
the much lower natural price of some other country. It occa-
sions then a disadvantageous distribution of the general capital,
which fulls chiefly on the country bound by its treaty to buy
in the least productive market; but it gives no advantage to the
seller on account of any supposed monopoly, for he is prevented
by the competition of his own countrymen from selling his goods
above their natural price; at which he would sell them, whether
he exported them to France, Spain, or the West Indies, or sold
them for home consumption.

In what, then, does the advantage of the stipulation in the
treaty consist? It consists in this: these particular goods could
pot have been made in England for exportation, but for the
privilege which she alone had of serving this particular market;
for the competition of that country, where the natural price was
lower, would have deprived her of all chance of selling those
commodities. This, however, would have been of little import-
ance if England were quite secure that she could sell to the
same amount any other goods which she might fabricate, either
in the French market or with equal advantage in any other.
The object which England has in view is, for example, to buy
a quantity of French wines of the value of {5000—she desires,
then, to sell goods somewhere by which she may get £5000 for
this purpose. If France gives her a monopoly of the cloth
market she will readily export cloth for this purpose; but if
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the trade is free, the competiticn of other countries may prevent
the natural price of cloth in England from being sufficiently low
to enable her to get £500a by the sale of cloth, and to obtain
the usual profits by such an employment of her stock. The
industry of England must be employed, then, on some other
commodity; but there may be noneg of her productions which,
at the existing value of money, she can afford to scll at the
natural price of other countries. What is the consequence?
The wine drinkers of England are still willing to give {5000 for
their wine, and consequently {5000 in money is exported to
France far that purpose. By this exportation of money, its
value is raised in England and lowered in other countries; and
with it the natural price of all commedities produced by British
industry is also lowered. The advance in the value of money
is the same thing as the decline in the price of commodities.
To obtain {5000, British commodities may now bg exported;
for at their reduced patural price they may now enter into
competition with the goods of other countries. More goods
are sold, however, at the low prices to obtain the £5000 required,
which, when obtained, will not procure the same quantity of
wine; because, whilst the diminution of money in England has
lowered the natural price of goods there, the increase of money
in France has raised the natural price of goods and wine in
France. Less wine, then, will be imported into England, in
exchange for its commodities, when the trade is perfectly free
than when she is peculiarly favoured by commercial treaties.
The rate of profits, however, will not have varied; money will
have altered in relative value in the two countries, and the
advantage gained by France will be the obtaining a greater
quantity of English, in exchange for a given quantity of French,
goods, while the loss sustained by England will consist in ob--
taining & smaller quantity of French goods in exchange for &
given quantity of those of England.

Foreign trade, then, whether fettered, encouraged, or free,
will always continue, whatever may be the comparative difficulty
of production in different countries; but it can only be regulated
by altering the natural price, not the natural value, at which
commeodities can be produced in those countries, and that is
effected by altering the distribution of the precious metals.
This explanation confirms the opinion which I have elsewhere
given, that there is not a tax, a bounty, or a prohibition on the
Importation or exportation of commodities which does not
occasion a different distribution of the precious metals, and
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which does nat, therefore, everywhare alter both the naturgl and
the market price of commodities.

- It is evident, then, that the trade with a colony may be sq
regulated that it shal] at the same time be less beneficia] to the
colony, and more beneficial to the mother country, than a pers
fectly free trade. As it is disadvantageous to & single consumer
to be restricted in his dealings to one particular shop, so is it
disadvantageoyus for & nation of consumers to be obliged to
purchase of one particular country. If the shop or the country
afforded the gopd§ required the cheapest, they would be secure
of selling them without any such exclusive privilege; and if
they did not sell cheaper, the general interest would require that
they should not be encouraged to cantinug g trade which they
could not carry op at an equal advantage with others. Thg
shop, or the selling country, might lose by the change of employ-
ments, but the general benefit is never sa fully secured as by the
mast productive distribution of the general capital; that is tq
say, by a universally free trade. -

An increase in the cost of production of a commodity, if it be
an article of the first necessity, will not necessarily diminish its
consymption; for ajthough the general powey of the purchasers
to consume is diminished by the rise of any one commadity, yet
they may relinquish the consumption of same other commodity
whose cost of production has not risen. Ip that case, the quan-
tity supplied, and the quantity demanded, will be the same as
before; the cost of production only will have increased, and yet
the price will rise, and must rise, to place the profits of the
producer of the enhanced commodity on a level with the profits
derived from other trades.

M. Say acknqyledges that the cost of productjon is the
foundation of price, and yet in various parts of his book he
maintains that price is regulated by the proportion which
demangd bears to supply. The real and ultimate regulator of
the relatjve value of any two commodities is the cost of their
production, and pot the respective quantities which may be
produced, nor the competition amongst the purchasers.

According to Adam Smith, the colony trade, by being ope in
which British capital only can be employed, has raised the rate
of profits of all other trades; and as, in his opinjon, high profits,
as well as high wages, raisa the prices of commodities, the
monopoly of the colony trade has been, be thinks, injurious tq
the mother country; as it has diminished her power of selling
manufactured commodities as cheap as other countries. He
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says that * in consequence of the monopoly, the increase of
the colony trade has not so much occasioned an addition to the
trade which Great Britain had before as a total change in its
direction. Secondly, this monopoly has necessarily contributed
to keep up the rate of profit in all the different branches of
British trade higher than it naturally would have been had
all nations been allowed a free trade to the British colonies.”
* But whatever raises in any country the ordinary rate of profit
higher than it otherwise would be, necessarily subjects that
country both to an absolute and to a relative disadvantage in
every branch of trade of which she has not the monaopoly. It
subjects her to an absolute disadvantage, because in such
branches of trade her merchants cannot get this greater profit
without selling dearer than they otherwise would do both the
goods of foreign countries which they import into their own
and the goods of their own country which they export to foreign
countries. Their own country must both buy dearer and sell
dearer; must both buy less and sell less; must both enjoy less
and produce less than she otherwise would do.”
o Our merchants frequently complain of the high wages of
Btish labour as the cause of their manufactures ing under-
suld in foreign markets; but they are silent about the high
profits of stock. They complain of the extravagant gain of
other people, but they say nothing of their own. The high
profits of British stock, however, may contribute towards
raising the price of British manufacture in many cases as much,
i?d in some perhaps more, than the high wages of British
bour,"” - '
I allow that the monopoly of the colony trade will change, and
often prejudicially, the direction of capitalp but from what
1 have already said on the subject of profits, it will be seen that
any change from one foreign trade to another, or from home
to foreign trade, cannot, in my opinion, affect the rate of profits.
The injury suffered will be what I have just described; there will
be a worse distribution of the general capital and industry, and,
therefore, less will be produced. The natural price of commo-
dities will be raised, and therefore, though the consumer will
be able to purchase to the same money value, he will obtain
a less quantity of commodities. It will be seen, too, that if it
even had the effect of raising profits, it would not occasion the
least alteration in prices; prices being regulated neither by
wages nor profits,
And does not Adam Smith agree in this opinion, when he says



On Colonial Trade 233

that “ the pnces of commodities, or the value of gold and silver
&s compared with commodities, depends upon the proportion
between the quant:ty of labour which is necessary in order to
bring a certain quantity of gold and silver to market, and that
which is necessary to bring thither a certain quantity of any
other sort of goods? ™ That quantity will not be affected,
whether profits be high or low, or wages low or high. How then
can prices be raised by high profits?



CHAPTER XXVI
ON GROSS AND NET REVENUE

Apay Smrrs constantlymagnifies the advantageswhich a country
derives from a large gross, rather than a large net income. “In
proportion as a greater share of the capital of a country is
employed in agriculture,” be says, “ the greater will be the
quantity of productive labour which it puts into motion within
the country; as will likewise be the value which its employment
adds to the annual produce of the land and labour of the society.
After agriculture, the capital employed in manufactures puts
into motion the greatest quantity of productive labour, and adds
the greatest value to the annual produce. That which is
employed in the trade of exportation has the least effect of any
of the three.” 1

Granting, for a moment, that this were true, what would be
the advantage resulting to a country from the employment of
a great quantity of productive labour, if, whether 1t employed
that quantity or a smaller, its net rent and profits together
would be the same. The whole produce of the land and labour
of every country is divided into three portions: of these, one
portion is devoted to wages, another to profits, and the other to
rent. Itis from the two last portions only that any deductions
can be made for taxes or for savings; the former, if moderate,
constituting always the necessary expenses of production?
To an individual with a capital of {20,000, whose profits were
{2000 per annum, it would be a matter quite indifferent whether

! M. Say is of the same opinion with Adam Smith: * The most produetive
employment of capital, for the country in general, after that on the land,
is that of manufactures and of home trade; because it puts in activity
an industry of which the profits are gawed in the country, while those
capitals which are empioyed in foreign cx make the industry and
lands of all countries to be productive, without distinction.

'* The employment of capital the least favourable to a nation is that of
carrying the produce of one foreign country to another.”~-Say, vol ii.
p. 120.

* Perhaps this is expressed too strongly, as more is generally allotted té
the labourer under the mame of wages than the absolutely mecessary
expenses of production. In that case a part of the net producs of the
country is feceived by the labourer, and may be saved or expended by
hum; or 1t may enable him to comtribute to the defence of the country,
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s capital would emplay a hundred or a thousand men, whether
¢ commodity produced sold for {10,000 or for 20,000,
ovided, in 8ll cases, his profits were not diminished below
t000. s not the real interest of the nation similar? Provided
s net real income, its rent and profits be the same, it is of no
aportance whether the pation consists of ten or of twelve
allions of inhabitants. Its power of supporting fleets and
rmies, and all species of unproductive labour, must be in
woportion to its net, and not in proportion to its gross, income.
§ five milliops of men could produce as much food and clothing
& was necessary for ten mllions, food and clothing for five
nillions would be the net revenue. Would it be of any advan-
tage to the country that, to produce this same net revenue,
seven millions of men should be required, that is to say, that
seven millions should be emplayed to produce food and clothing
sufficient for twelve millions? The foad and clothing of five
millions would be still the net yevenue. The employing 3
greater number of men would enable us nejther to add & man
ta our army and navy, nor to contribute ene guinea more in
taxes,

It is not on the grounds of any supposed advantage accruing
{rom a large population, or of the happiness that may be enjoyed
by a greater pumber of humap beings, that Adara Smith sup-
ports the preference of that employment of capital which gives
motion to the greatest quantity of industry, but expressly on the
ground of its mcreasing the power of the country,! for he says
that ““ the riches and, so far as power depends uppn riches, the
power of every country must always be in propartion to the yalue
of its annual produce, the fund from which all taxes must
ultimately be paid.” It must, however, be ohvious that the
power of paying taxes is in proportion to the net, and not in
proportian to the grass, revenue.

In the distribution of employments amongst all countries, the
capital of poorer patiops will be naturally employed in those
pursuits wherein a great quantjty of labour is supported at
home, because in such countries the food and necessaries for
an increasing population can be most easily procured. In rich
countries, on the contrary, where food s dear, capital will
naturally flow, when trade is free, into those occupations wherein

.3 M. Say has totally misunderstood me in supposing that [,have oon-
sidered as nothing the bappiness of so many human beings. think the
text sufficiently shows that | was confining my remarks to the particular
grounds on which Adam Smith bad rested it.
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the least quantity of labour is required to be maintained at home:
such as the carrying trade, the distant foreign trade, and trades
where expensive machinery is required; to trades where profits
are in proportion to the capital, and not in proportion to the
quantity of labour employed.t

Although I admit that, from the nature of rent, a given
capital employed in agriculture, on any but the land last culti-
vated, puts in motion a greater quantity of labour than en equal
capital employed in. manufactures and trade, yet I cannot
admit that there is any difference in the quantity of labour
employed by a capital engaged in the home trade and an equal
capital engaged in the foreign trade.

‘*“ The capital which sends Scotch ‘manufactures to London,
and brings back English corn and manufactures to Edinburgh,”
says Adam Smith, “ necessarily replaces, by every such opera-
tion, two British capitals which had both been employed in the
agriculture or manufactures of Great Britain.

“ The capital employed in purchasing foreign goods for home
consumption, when this purchase is made with the produce of
domestic industry, replaces, too, by every such operation, two
distinct capitals; but one of them only is employed in support-
ing domestic industry. The capital which sends British goods
to Portugal, and brings back Portuguese goods to Great Britain,
replaces, by every such operation, only one British capital, the
other is a Portuguese one. Though the returns, therefore, of
the foreign trade of consumption should be as quick as the home
trade, the capital employed in it will give but one half the
encouragement to the industry or productive labour of the
OOuntl‘y.”

This argument appears to me to be fallacious; for though two
capitals, one Portuguese and one English, be employed, as Dr.
Smith supposes, still a capital will be employed in the foreign
trade double of what would be employed in the home trade.
Suppose that Scotland employs a capital of a thousand pounds
in making linen, which she exchanges for the produce of a
similar capital employed in making silkks in England, two

141t is fortunate that the natural course of things draws capital, not
to those employments where the greatest profits are made, but to those
where the operation is most profitable to the community.”~~Vol. ii. p. 122.
M. Say has not told us what those empioyments are which, while they are
the most profitable to the individual, are not the most profitable to the
state. If countries with limited capitals, but with abundance of fertile
land, do not early engage in foreign trade, the reason is, because it is less
profitable to individuals, and therefore also less profitable to the stats.
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thousand pounds and a proportlona.l quantity of labour will be
employed by the two countries. Suppose now that England
discovers that she can import more linen from Germany for the
silks which she before exported to Scotland, and that Scotland
discovers that she can obtain more silks from France in return
for her linen than she before obtained from England, will not
England and Scotland immediately cease trading with each
other, and will not the home trade of consumption be changed
for a foreign trade of consumption? But although two addi-
tional capitals will enter into this trade, the capital of Germany
and that of France, will not the same amount of Scotch and of
English capital continue to be employed, and will it not give
motion to the same quantity of mdustry as when it was engaged
in the home trade?



CHAPTER XXVII
ON CURRENCY AND BANKS

So much has already been written on currency that of those
who give their attention to such subjects none but the prejudiced
are ignorant of its true principles. I shall, therefore, take only
& brief survey of some of the general laws which regulate its
guantity and value, ,

Gold and silver, like all other commodities, are valuable only
in proportion to the guantity of labour necessary to produca
them and bring them to market. Gold is about fifteen times
dearer than silver, not because there is a greater demand for it,
nor because the supply of silver is fifteen times greater than
that of gold, but solely because fifteen times the quantity of
labour is necessary to procure & given quantity of lt.

The quantity of money that can be employed in a country
must depend on its value: if gold alone were employed for the
circulation of commodities, a quantity would be required one
fifteenth only of what would be necessary if silver were made
use of for the same purpose.

A circulation can never be so abundant as to overflow; for by
diminishing its value in the same proportion you will increase
its quantity, and by increasing its value, diminish its quantity

While the state coins money, and charges no seignorage
money will be of the same value as any other piece of the sam:
metal of equal weight and fineness; but if the state charges ;
seignorage for coinage, the coined piece of money will generall
exceed the value of the uncoined piece of metal by the who!
seignorage charged, because it will require a greater quantit
of labour, or, which is the same thing, the value of the produc
of a greater quantity of labour, to procure it.

While the state alone coins, there can be no Lmit to th
charge of seignorage; for by limiting the quantity of coin,
can be raised to any conceivable value.

It is on this principle that paper money circulates: the who
charge for paper money may be considered as seignorag
Though it has no intrinsic value, yet, by limiting its quantit
its value in exchange is as great as an equal denomination

238 .
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tuin, or of bullion in that coin. On the same pnncig‘le, tod
hamely, by a limitation of its quantity, a debased eo would
circulate at the value it should bear if it were of the legal weight
and fineness, and not at the value of the quantity of metal
which it actually contained. In the history of the British
coinage we find, accordingly, that the currency was never
depreciated in the same proportion that it was debased; the
reason of which was, that it never was increased in quantity in
proportion to its diminished intrinsic value.? .

There is no point more important in issuing paper money
than to be fuily fimipressed with the effects which follow from
the principle of limitation of quantity. It will scarcely be
believed fifty years hence that bank directors and ministers
gravely contended in our times, both in Parliament and before
committees of Parliament, that the issues of notes by the Bank
of England, unchecked by any power in the holders of such
notes to demand in exchange either specie or bullion, had not,
nor could have, any effect on the prices of commodities, bullion,
or foreign exchanges. .

After the establishment of banks, the statd has not the sole
power of coining or issuing money. The currency may as effec-
tually be increased by paper as by coin; so that if & state were
to debase its money, and limit {t§ quantity, it could not support
its value, because the banks would have an equal power of
4dding to the whole quantity of circulation.

On these principles, it will be seen that it is not necessary
that paper money should be payable in specie to secure its value;
it is only necessary that its quantity should be regulated accord-
ing to the value of the metal which is declared to be the standard.
1f the standard were gold of a given weight and fineness, paper
might be increased with every fall in the value of gold, or, which
is tge same thing in its effects, with every rise in the price of
goods.

*“ By issuing too great a quantity of papet,” says Dr, Smith,

* of which the excess was continually returning in order to be
exchanged for gold and silver, the Bank of England was, for
Mmany years together, obliged to coin gold to the extent of
between eight hundred thousand pounds and 4 million a year,
or, at an average, about eight hundred and fifty thousand
pounds. For this gteat colnage, the Bank, in consequence of
the worn and degraded state into which the gold coin had fallen

. ! Whatever I say of gold coin is equally applicable to ailver eoin ; butit
13 not nocessary to mention both on every occasion.
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a few years ago, was frequently obliged to purchase bullion at
the high price of four pounds an ounce, which it soon after
issued in coin at {3 17s. 10}d. an ounce, losing in this manner
between two and a half and three per cent. upon the coinage of
so very large a sum. Though the Bank, therefore, paid no
seignorage, though the government was propetly at the expense
of the coinage, this liberality of government did not prevent
altogether the expense of the Bank,”

On the principle above stated, it appears to me most clear
that by not re-issuing the paper thus brought in, the value of
the whole currency, of the degraded as well as the new gold
coin, would have been raised, when all demands on the Bank
would have ceased.

Mr. Buchanan, however, is not of this opinion, for ke says
“ that the great expense to which the Bank was at this time
exposed was occasioned, not as Dr. Smith seems to imagine, by
an imprudent issue of paper, but by the debased state of the
currency and the consequent high price of bullion. The Bank,
it will be observed, having ne other way of procuring guineas
but by sending bullion to the Mint to be coined, was always
forced to issue new coined guineas in’ exchange for its returned .
notes; and when the currency was generally deficient in weight,
and the price of bullion high in proportion, it became profitable
to draw these heavy guineas from the bank in exchange for its
paper; to convert them into bullion, and to sell them with a
profit for Bank paper, to be again returned to the Bank for a
new supply of guineas, which were again melted and sold. To
this drain of specie the Bank must always be exposed while the
currency is deficient in weight, as both an easy and a certain
profit then arises from the constant interchange of paper for
specie. It may be remarked, however, that to whatever incon-
venience and expense the Bank was then exposed by the drain
of its specie, it never was imagined necessary to rescind the
obligation to pay money for its notes.”

Mr. Buchanan evidently thinks that the whole currency must
necessarily be brought down to the level of the value of the
debased pieces; but surely, by a diminution of the quantity of -
the currency, the whole that remains can be elevated to the
value of the best pieces.

Dr. Smith appears to have forgotten his own principle in“his
argument on colony currency. Instead of ascribing the depre-
ciation of that paper to its too great abundance, he asks whether,
allowing the colony security to be perfectly good, a hundred
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pounds, payable fifteen years hence, would be equally valuable
with a hundred pounds to be paid immediately? I answer yes,
if it be not too abundant.

Experience, however, shows that neither & state nor a bank
ever have had the unrestricted power of issuing paper money
without abusing that power; in all states, therefore, the issue
of paper money ought to be under some check and control; and
none seems so proper for that purpose as that of subjecting the
issuers of paper money to the obligation of paying their notes
either in gold coin or bullion,

[** To secure the public® against any other variations in the
value of currency than those to which the standard itself is
subject, and, at the sarme time, to carry on the circulation with
a medium the least expensive, is to attain the most perfect state
to which a currency can be brought, and we should possess all
these advantages by subjecting the Bank to the delivery of
-uncoined gold or silver at the Mint standard and price, in ex-
change for their notes, instead of the delivery of guineas; by
which means paper would never fall below the value of bullion
without being followed by a reduction of its quantity. To
prevent the rise of paper above the value of bullion, the Bank
should be also obliged to give their paper in exchange for standard
gold at the price-of £3 175. per ounce. ‘Not to give too much
trouble to the Bank, the quantity of gold to be demanded in
exchange for paper at the Mint price of £3 17s. 10}d., or the
quantity to be sold to the Bank at £3 17s., should never be less
than twenty ounces. In other words, the Bank should be
obliged to purchase any quantity of gold that was offered them,
not%ess than twenty ounces, at £3 17s.3 per ounce, and to sell
any quantity that might be demanded at £3 175, 10}d. While
they have the power of regulating the quantity of their paper
there is no possible inconvenience that could result to them from
such a regulation. .

* The most perfect liberty should be given, at the same time,
to export or import every description of bullion. These trans.

1 This, a
p S g e s ot b
Secure Currency, published by the authot in the year 1816.

3 The price of £3 174, bere mentioned is of course an arbi price.
There mixht be good reason, perhaps, for fixing it eitber a little a or
a hittle below, [n naming fj 175., | wish only to elucidate the principle,
Thbe price ought to be 5o fixed as to make it the interest of the seller of
gold vather to sell it to the Bank than to carry it to the Mint to be cained.

The same remark applies to the specified quantity of twenty ounces.
There might be good reason for making it ten or thirty,

Q 3o .
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actions in bullion would be very few in number, if the Bank
regulated their Joans and issues of paper by the criterion which
I have so often mentioned, namely, the price of standard
bullion, without attending to the absolute quantity of paper
in circulation. -

“ The object which L have in view would be in & great measure
attained if the Bank were obliged to deliver uncoined bullion,
in exchange for their notes, at the Mint price and standard,
though they were not under the necessity of purchasing any
quantity of bullion offered them at the prices to be fixed, par-
ticularly if the Mint were to continue open to the public for the
coinage of money; for that regulation is merely suggested to
prevent the value of money from varying from the value of
bullion more than the trifling difference between the prices
at which the Bank should buy and sell, and which would be
an approximation to that uniformity in its value which i
acknowledged to be so desirable.

“ If the Bank capriciously limited the quantity of their paper
they would raise its value, and gold might appear to fall below
the limits at which I propose the Bank should purchase. Gold,
in that case, might be carried to the Mint, and the money
returned from thence, being added to the clrculatxon, would have
the effect of lowering its value, and making it again conform to
the standard; but it would neither be done so saiely, so economi-
cally, nor se expeditiously as by the means which I have pro-
posed, against which the Bank can have no objection to offer,
as it is for their interest to furnish the circulation withr paper
rather than oblige others to furnish it with coin.

“ Under such a system, and with & currency so regulated, the
bank would never be liable to any embarrassments whatever,
excepting on those extraordinary occasions when a general panic
seizes the country, and when every one is desirous of possessing
the precious metals as the most convenient mode of realising or
concealing his property. Against such panics banks have no
security on any system ; from their very nature they are subject
to them, as at no time can there be in a bank, or in a country,
so much specie or bullion as the moneyed individuals of such
country have a right to demand. Should every man withdraw
his balance from his banker on the same day, many times the
quantity of bank notes now in circulation would be insufficient
to answer such 2 demand. A panic of this kind was the cause
of the crisis in 1797; and not, as has been supposed, the large
advances which the Bank had then made to government. Neither



Currency and Banks 243

the Bank nor government were at that time to blame; it was
the contagion of the unfounded fears of the timid part of the
community which occasioned the run on the Bank, and it would
equally have taken place if they had not made any advances to
government and had possessed twice their present capital.
If the Bank had continued paying in cash, probably the panic
would have subsided before their coin had been exhausted.

*“ With the known opinion of the Bank directors as to the rule
for issuing paper money, they may be said to have exercised
their powers without any great indiscretion. It is evident that
they have followed their own principle with extreme caution.
In the present state of the law, they have the power, without
any control whatever, of increasing or reducing the circulation
in any degree they may think proper; a power which should
neither be entrusted to the state itself, nor to anybody in it, as
there can be no security for the umformlty in the value of the
currency when its augmentation or diminution depends solely
on the will of the issuers. That the Bank have the power of
reducing the circulation to the very narrowest limits will not
be denied, even by those who agree in opinion with the directors
that they "have not the power of adding indefinitely to its quan-
tity. Though I am fully assured that it is both against the
interest and the wish of the Bank to exercise this power to the
detriment of the public, yet, when I contemplate the evil con-
sequences which might ensue from a sudden and great reduction
of the circulation, as well as from a great addition to it, I cannot
but deprecate the facility with which the state has armed the
Bank with so formidable a prerogative.

* The inconvenience to which country banks were subjected
before the restriction on cash payments must at times have
been very great. Atall periods of alarm, or of expected alarm,
they must have been under the necessity of providing them-
selves with guineas, that they might be prepared for every
exigency which might occur. Guineas, on these occasions, were
obtained at the Bank in exchange for the larger notes, and were
conveyed by some confidential agent, at expense and risk, to
the country bank. After performing the offices to which they
were destined, they found their way again to London, and in
all pmbab\hty were again lodged in the Bank, provided they had
not suffered such a loss of weight as to reduce them below the
legal standard.

“If the plan now proposed of paying bank notes in bullion
be adopted, it would be necessary either to extend the same
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privilege to country banks, or to make bank notes'a legal tender,
m which latter case there would be no alteration in the law
respecting country banks, as they would be required, precisely
as they now are, to pay their notes when demanded in Bank
of England notes.

“ The saving which would take place from not submitting the
guineas to the loss of weight from the friction which they must
undergo in their repeated journeys, as well as of the expenses of
conveyance, would be considerable; but by far the greatest
advantage would result from the permanent supply of the country
as well as of the London circulation, as far as the smaller pay-
ments are concerned, being provided in the very cheap medium
paper, instead of the very valuable medium, gold; thereby
enabling the country to derive all the profit which may be
obtained by the productive employment of a capital to that
amount. We should surely not be justified in rejecting so
decided a benefit unless some specific inconvenience could be
pointed out as likely to follow from adopting the cheaper
medium.”]

A currency is in its most perfect state when it consists wholly
of paper money, but of paper money of an equal value with the
gold which it professes to represent. The use of paper instead
of gold substitutes the cheapest in place of the most expensive
medium, and enables the country, without loss to any individual,
to exchange all the gold which it before used for this purpose
-for raw materials, utensils, and food; by the use of which both
its wealth and its enjoyments are increased.

In a national point of view, it is of no importance whether the
issuers of this well regulated paper money be the government
or a bank, it will, on the whole, be equally productive of riches
whether it be 1ssued by one or by the other; but it is not so
with respect to the interest of individuals. In a country where
the market rate of interest is 7 per cent., and where the state
requires for a particular expense £7o,ooo per annum, it is a
question of importance to the individuals of that country
whether they must be taxed to pay this {70,000 per annum, or
whether they could raise it without taxes. Suppose that a
million of money should be required to fit out an expedition.
If the state issued a million of paper and displaced & million of
coin, the expedition would be fitted out without any charge to
the people; but if a bank issued a million of paper, and lent it
to government at 7 per cent., thereby displacing a million of

-goin, the country would be charged with a continual tax of
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£70,000 per annum: the people would pay the tax, the bank
would receive it, and the society would in either case be as
wealthy as before; the expedition would have been really fitted
out by the improvement of our system, by rendering capital of
the value of a million productive in the form of commodities
instead of letting it remain unproductive in the form of coin;
but the advantage would always be in favour of the issuers of
paper; and as the state represents the people, the people would
have saved the tax if they, and not the bank, had issued this
million.

I have already observed that if there were perfect security
that the power of issuing paper money would not be abused, it
would be of no importance with respect to the riches of the
country collectively by whom it was issued; and I have now,
shown that the public would have a direct interest that the
issuers should be the state, and not a company of merchants or.
bankers. The danger, however, is that this power would be
more likely to be abused if in the hands of government than if
in the hands of a banking company. A company would, it is
said, be more under the control of law, and although it might
be their interest to extend their issues beyond the bounds of
discretion, they would be limited and checked by the power
which individuals would have of calling for bullion or specie.
It is argued that the same check would not be long respected
if government had the privilege of issuing money; that they
would be too apt to consider present convenience rather than
future security, and might, therefore, on the alleged grounds of
cxpediency, be too much inclined to remove the checks by
which the amount of their issues was controlled. ~

Under an arbitrary government this objection would have
great force; but in a free country, with an enlightened legis-
lature, the power of issuing paper money, under the requisite
checks of convertibility at the will of the holder, might be
safely lodged in the hands of commissioners appointed for that
special purpose, and they might be made totally independent
of the control of ministers. ;

The sinking fund is managed by commissioners responsible
only to Parliament, and the investment of the money entrusted
to their charge proceeds with the utmost regularity; what
reason can there be to doubt that the issues of paper money
might be regulated with equal fidelity, if placed under similar
management? .

It may be said that although the advantage accruing to the
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state, and, therefore, to the public, from issuing paper money
is sufficiently manifest, as it would exchange a portion of the
national debt, on which interest is paid by the public, into a
debt bearing no interest: yet it would be disadvantageous to
commerce, as it would preclude the merchants from borrowing
money and getting their bills discounted, the method in which
bank paper 1s partly issued.

This, however, is to suppose that money could not be bor-
rowed if the Bank did not lend it, and that the market rate of
interest and profit depends on the amount of the issues of
money and on the chiannel through which it is issued. But as
a country would have no deficiency of cloth, of wine, or any
other commodity, if they had the means of paying for it, in the
same manner neither would there be any deficiency of money
to be lent if the borrowers offered good security and were
willing to pay the market rate of interest for it. :

In another part of this work I have endeavoured to show
that the real value of a commodity is regulated, not by the
accidental advantages which may be enjoyed by some of its
producers, but by the real difficulties encountered by that
producer who is least favoured. It is so with respect to the
interest for money; it is not regulated by the rate at which the
bank will lend, whether it be 5, 4, or 3 per cent., but by the rate
of profits which can be made by the employment of capital, and
which is totally independent of the quantity or of the value of
money. Whether & bank lent one million, ten million; or a
hundred millions, they would not permanently alter the market
rate of interest; they would alter only the value of the money
which they thus issued. In one case, ten or twenty times more
money might be required to carry on the same business than
what might be required in the other. The applications to the
bank for money, then, depend on the comparison between the
rate of profits that may be made by the employment of it and
the rate at which they are willing to lend it. 1f they charge less
than the market rate of interest, there is no amount of money
which they might not lend; if they charge more than that
rate none but spendthrifts and prodigals would be found to
‘borrow of them. We accordingly find that when the market
rate of interest exceeds the rate of 5 per cent. at which the Bank
uniformly lend, the discount office 13 besieged with applicants
for money; and, on the contrary, when the market rate is even
temporarily under § per cent., the clerks of that office have no
-employment. )
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The reason, then, why for the last twenty years the Bank is
said to have given so much aid to commerce, by assisting the
merchants with money, is because they have, during that whole
period, lent money below the market rate of interest; below
that rate at which the merchants could have borrowed elsewhere;
but I confess that to me this seems rather an objection to their
establishment than an argument in favour of it.

What should we say of an establishment which should regu-
larly supply half the clothiers with wool under the market price?
Of what benefit would it be to the community? It would not
extend our trade, because the wool would equally have been
bought if they had charged the market price for it. It would
not lower the price of cloth to the consumer, because the price,
as I have said before, would be regulated by the cost of its
production to those who were the least favoured. Its sole
effect, then, would be to swell the profits of a part of the clothiers
beyond the general and common rate of profits. The establish-
ment would be deprived of its fair profits, and another part of the
community would be in the same degree benefited. Now, this
is precisely the effect of our banking establishments; a rate of
interest is fixed by the law below that at which it can be borrowed
in the market, and at this rate the Bank are required to lend or
not to lend atall. From the nature of their establishment, they
have large funds which they can only dispose of in this way;
and a part of the traders of the country are unfairly, and, for
the country, unprofitably benefited, by being enabled to supply
themselves with an instrument of trade at a less charge than
those who must be influenced only by a market price.

The whole business which the whole community can carry on
depends on the quantity of its capital, that is, of its raw material,
machinery, food, vessels, etc., employed in production. After
a well regulated paper money is established, these can neither
be increased nor diminished by the operations of banking. If,
then, the state were to issue the paper money of the country,
although it should never discount a bill, or lend one shilling to
the public, there would be no alteration in the amount of trade;
for we should have the same quantity of raw materials, of
machinery, food, and ships; and it is probable, too, that the
same amount of money might be lent, not always at § per cent.,
indeed, a rate fixed by law, when that might be under the
market rate, but at 6, 7, or 8§ per cent., the result of the fair
competition in the market between the lenders and the
borrowers,
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Adam Smith speaks of the advantages derived by merchants
from the superiority of the Scotch mode of affording accom-
modation to trade over the English mode, by means of cash
accounts. These cash accounts are credits given by the Scotch
banker to his customers, in addition to the bills which he dis-
counts for them ; but as the banker, in proportion as he advances
money and sends it into circulation in one way, is debarred from
issuing so much in the other, it is difficult to perceive in what
the advantage consists, 1f the whole circulation will bear only
one million of paper, one million only will be circulated; andit
can be of no real importance either to the banker or merchant
whether the whole be issued in discounting hjlls, or a part be so
issued, and the remainder be issued by means of these cash
accounts,

It may perhaps be necessary to say a few words on the subject
of the two metals, gold and silver, which are employed in
currency, particularly as this question appears to perplex, in
many people’s minds, the plain and simple principles of cur-
rency. “In England,” says Dr. Smith, *gold was not con-
sidered as a legal tender for a long time after it was coined into
money. The proportion between the values of gold and silver
money was not fixed by any public law or proclamation, but was
left to be settled by the market. If a debtor offered payment
in gold, the creditor might either reject such payment alto-
gether, or accept of it at such & valuation of the gold as he and
his debtor could agree upon.”

In this state of things it is evident that & guinea might some-
times pass for 22s. or more, and sometimes for 18s. or-less,
depending entirely on the alteration in ‘the relative market
valye of gold and silver. All the variations, too, in the value
of gold, as well as in the value of silver, would be rated in the
gold coin—it would appear as if silver was invariable, and as
if gold only was subject to rise and fall, Thus, although a guinea
passed for 22s. instead of 18s., gold might not have varied in
value; the variation might have been wholly confined to the
silver, and therefore 22s. might have been of no more value than
18s. were before. And, on the contrary, the whole variation
might have been in the gold; a guinea which was worth 18s.
might have risen to the value of 22s, . )

If, now, we suppose this silver currency to be debased by
clipping, and also increased in quantity, a guinea might pass
for 3o0s.; for the silver in 30s. of such debased money might be
of no more value than the gold in one guinea. By restoring the
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silver currency to its Mint value, silver money would rise; but
it would appear as if gold fell, for a guinea would probably be
of no more value than 2r of such good shillings.

1f now gold be also made a legal tender, and every debtor be
at liberty to discharge a debt by the payment of 420 shillings,
or twenty guineas for every {21 that he owes, he will pay in one
or the other according as he can most cheaply discharge his
debt. If with five quarters of wheat be can procure as much
gold bullion as the Mint will coin into twenty guineas, and for
the same wheat as much silver bullion as the Mint will eoin for
him into 430 shillings, he will prefer paying in silver, because
he would be a gainer of ten shillings by so paying his debt. But
if, on the contrary, he could obtain with this wheat as much
gold as would be coined into twenty guineas and a half, and as
much silver only as would coin into 420 shillings, he would
naturally prefer paying his debt in gold. If the quantity of
gold which he could procure could be coined only into twenty

ineas, and the quantity of silver into 420 shillings, it would

e & matter of perfect indifference to him in which money,
silver or gold, it was that he paid his debt. It is not, then, a
matter of chance; it is not because gold is better fitted for
ing on the circulation of a rich country that gold is ever
referred for the purpose of paying debts, but simply because
it is the interest of the debtor so to pay them.

During a long period previous to 1797, the year of the restric-
tion on the Bank payments in coin, gold was so cheap, compared
with silver, that it suited the Bank of England, and all other
debtors, to purchase gold in the market, and not silver, for the
purpose of carrying it to the Mint to be coined, as they could in
t!;at coined metal mgre cheaply discharge their debts. The
silver currency was, during a great of this period, v
much debased; but it existed in apgl:gree of sgznmity, :;5
therefore, on the principle which I have before.explained, it
never sunk in its current value. Though so debased, it was
still the interest of debtors to pay in the gold coin. If, indeed,
the quantity of this debased silver coin had been enormously
great, or if the Mint had issued such debased pieces, it might
have been the interest of debtors to pay in this debased
money; but its quantity was limited, and 1t sustained its value,
and, therefore, gold was in practice the real standard of
currency. .

That it was so is nowhere denied; but it has been contended
that it was made so by the law, which declared that silver should
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not be a legal tender for any debt exceeding £25, unless by
weight, according to the Mint standard.

But this law did not prevent any debtor from paying his debt,
however large its amount, in silver currency fresh from the
Mint; that the debtor did not pay in this metal was not a
matter of chance nor a matter of compulsion, but wholly the
effect of choice; it did not suit him to take silver to the Mint,
it did suit him to take gold thither, It is probable that if the
quantity of this debased silver in circulation had been enor-
mously great, and also a legal tender, that a guinea would have
been again worth thirty shillings; but it would have been the
débased shilling that would have fallen in value, and not the
guinea that had risen.

It appears, then, that whilst each of the two metals was
equally a legal tender for debts of any amount, we were subject
to a constant change in the principal standard measure of value.
It would sometimes be gold, sometimes silver, depending
entirely on the variations in the relative value of the two metals;
and at such times the metal which was not the standard would
be melted and withdrawn from circulation, as its value would
be greater in bullion than in coin. - This was an inconvenience
which it was highly desirable should be remedied; but so slow
is the progress of improvement that, although it had been
unanswerably demonstrated by Mr. Locke, and had been
noticed by all writers on the subject of money since his day,
a better system was never adopted till the session of Parliament
1816, when it was enacted that gold only should be a legal
tender for any sum exceeding forty shillings.

Dr. Smith does not appear to have been quite aware of the
effect of employing two metals as currency, and both a legal
tender for debts of any amount; for he says that “ in reality,
during the continuance of any one regulated proportion between
the respective values of the different metals in«oin, the value
of the most precious metal regulates the value of the whole coin.”
Because gold was in his day the medium in which it suited
debtors to pay their debts, he thought that it had some inherent
quality by which it did then, and always would, regulate the
value of silver coin, -

On the reformation of the gold coin in 1774, & new guinea
fresh from the Mint would exchange for only twenty-one debased
shillings; but in the reign of King William, when the silver
coin was in precisely the same condition, a guinea also new and
fresh from the Mint would exchange for thirty shillings. On
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this Mr. Buchanan observes, * here, then, is & most singular
fact, of which the common theories of currency offer no account;
the guinea exchanging at one time for thirty shillings, its
intrinsic worth in a debased silver currency, and afterwards the
same guinea exchanged for only twenty-one of those debased
shillings. It is clear that some great change must have inter- -
vened in the state of the currency between these two different
petiods, of which Dr. Smith’s hypothesis offers no explanation.”

It appears to me that the difficulty may be very simply solved
by referring this different state of the value of the guinea at the
two periods mentioned to the different guantities of debased
silver currency in circulation. In King William’s reign gold
was not & legal tender; it passed only at a conventional value.
All the large payments were probably made in silver, particu-
larly as paper currency and the operations of banking were then
kttle understood. The quantity of this debased silver money
exceeded the quantity of silver money which would have been
maintained in circulation if nothing but undebased money had
been in use; and, consequently, it was depreciated as well as
debased. But in the succeeding period, when gold was a legal
tender, when bank notes also were used in effecting payments,
the quantity of debased silver money did not exceed the quantity
of silver coin fresh from the Mint which would have circulated
if there had been no debased silver money; hence, though the
money was debased it was not depreciated. Mr. Buchanan’s
explanation is somewhat different; he thinks that a subsidiary
currency is not liable to depreciation, but that the main currency
is. In King William’s reign silver was the main currency,
and hence was liable to depreciation. In 1774 it was a sub-
sidiary currency, and, therefore, maintained its value. Depre-
ciation, however, does not depend on a currency being the
subsidiary or the main currency, it depends wholly on its being
in excess of quantity.}

' It has lately been contended io Parliament by Lord Lauderdale that,
with the existing Mint regulation, the Bank couid not pay their notes in
specie, because the relative value of the two metals is sucz that it would
be far the mterest of all debtors to pay their debts with silver and not
with gold eoin, while the law gives a power to all the creditors of the
Bank to d d gold in exchange for Bank notes. This gold, his lordship
thinks, could be protitably exported, and if 5o, be contends that the Bank,
to keep a supply, will be obyolg;d to buy gold tly at a premi
and sell it gt par.  1f every other debtor eould pay in silver, Lur& Lauder-
dale would be right; but he cannot do so if his debt exceed 4os. Thus,
then, would limit the amount of silver coln in circulation (if government
had not reserved to itself the power to stop the coinage of that metal
whenever they might think it expedient); because if too much silver were
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To a moderate seignorage on the coinage of money there,
cannot be much objection, particularly on that currency whichy
is to effect the smaller payments. Money is generally enhanced
in value to the full amount of the seignorage, and, therefore, i
is a tax which in no way sffects those who pay it, while the
quantity of money is not in excess. It must, however, be
remarked that in a country where a paper currency is estab-;
Lished, although the issuers of such paper should be liable w!
pay it in’specie on the demand of the holder, still, both their,
notes and the coin might be depreciated to the full amount of
the seignorage on that coin, which is alone the legal tender,
before the check, which limits the circulation of paper, would
operate. If the seignorage of gold coin were § per cent. for
instance, the currency, by an abundant issue of bank notes,
might be really depreciated 5 per cent. before it would be the
interest of the holders to demand coin for the purpose of melting
it into bullion; a depreciation to which we should never be
exposed if either there was no seignorage on the gold coin or,
if a seignorage were allowed, the holders of bank notes might.
demand bullion, and not coin, in exchange for them, at the
Mint price of £3 17s. 103d. Unless, then, the Bank should be
obliged to pay their notes in bullion or coin, at the will of the-
holder, the late law which allows a seignorage of 6 per cent., or
fourpence per oz., on the silver coin, but which directs that gold
shall be coined by the Mint without any charge whatever, is
perhaps the most proper, as it will most effectually prevent any
unnecessary variation of the currency. '
colned it would sink in relative valve to gold, and no man would accept it
in payment for a debt exceeding 40s., unless a compensation were made
for its lower value. To pay a debt of {!oo 100 sovereigns, or bank notesi
to the amount of {100, would be n but {105 in mlver comn might
be ret{mred if thexe were too much silver Z\ tion. There are, then,

st an e quantity of silver ccin; first, the direct
check which government may at any time interpose to prevent more from
bein ; secondly, no motive of interest would lead any one to take

8
silver to the Mmt if he might do so, for if it were coined, it would not pass.
current-at its Mint but ouly at its market value.




CHAPTER XXVIII

ON THE COMPARATIVE VALUE OF GOLD, CORN, AND LABOUR
IN RICH AND POOR COUNTRIES

“GoLp and silver, like all other commodities,” says Adam
Smith, “ naturally seek the market where the best price is given
for them; and the best price is commonly given for everything
in the country which ean best afford it. Labour, it must be
remembered, is the ultimate price which is paid for everything;
and in countries where labour is equally well rewarded, the
money price of labour will be in proportion to that of the sub-
sistence of the labourer. But gold and silver will naturally
exchange for a greater quantity of subsistence in & rich-than in
a poor country; in & country which abounds with subsistence,
than in one which is but indifferently supplied with it.”

But corn is a commodity, as well as gold, silver, and other
things; if all commodities, therefore, have a high exchangeable
value in & rich country, corn must not be excepted; and hence
we might correctly say that corn exchanged for a great deal of
money because it was dear, and that money, too, exchanged
for a great deal of corn because that also was dear; which is to
assert that corn is dear and cheap at the same time. No point
in political economy can be better established than that a rich
country is prevented from increasing in population, in the same
ratio as a poor country, by the progressive difficulty of providing
food. That difficulty must necessarily raise the relative price
of food and give encouragement to its importation. How then
can money, or gold and silver, exchange for more corn in rich,
than in poor, countries? It is only in rich countries, where corn
is dear, that landholders induce the legislature to prohibit the
importation of corn.  Who ever heard of a law to prevent the
importation of raw produce in America or Poland?—Nature
has effectually precluded its importation by the comparative
facility of its production in those countries.

How, then, can it be true that, * if you except com, and such
other vegetables as are raised altogether by human industry,
ell other sorts of rude produce—cattle, poultry, game of all
kinds, the useful fossils and minerals of the earth, etc., naturally

253
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grow dearer as the soclety advances.” WEy should com &
vegetables alone be excepted? Dr. Smith’s error, throughe
his whole work, lies in supposing that the value of corn’
constant; that though the value of all other things may, t!
value of corn never can, be raised. Corn, according to hi:
is always of the same value, because it will always feed the sar
number of people. In the same manner, it might be said tb
cloth is always of the same value, because it will always ma
the same number of coats. What can value have to do m
the power of feeding and clothing? M

Corn, like every other commodity, has in every country
natural price, viz. that price which is necessary to its productic
and without which it could not be cultivated: it is this pn
which governs its market price, and which determines t
expediency of exporting it to foreign countries. If the impe
tation of corn were prohibited in England, its natural pr:
might rise to £6 per quarter in England, whilst it was only
balf that price in France. If at this time the prohibition
importation were removed, com would fall in the Engh
market, not to a price between £6 and £3, but ultimately a
permanently to the natural price of France, the price at whi
it could be furnished to the English market and afford the ust
and ordinary profits of stock in France; and it would reme
at this price whether England consumed a hundred thousa
or a million of quarters. If the demand of England were |
the latter quantity, it is probable that, owing to the necess:
under which France would be of having recourse to land o)
worse quality, to furnish this large supply, the natural pr
would rise in France; and this would of course affect also t
price of corn in England All that I contend for is, that it
the natural price of commodities in the exporting count
which ultimately regulates the prices at which they shall be so
if they are not the objects of monopoly in the importing count.

But Dr. Smith, who has so ably supported the doctrine
the natural price of commodities ultimately regulating th
market price, has supposed a case in which he thinks that
market price would not be regulated either by the natural pr
of the exporting or of the importing country.’ * Diminish 1
real opulence either of Holland or the territory of Genoa,”
says, * while the number of their inhabitants remains the sap
diminish their power of supplying themselves from dist:
countries, and the price of corn, instead of sinking with t!
diminution in the quantity of their silver which must necessa
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accompany this declension, either as its cause or as its effect,
will rise to the price of a famine.”

To me it appears that the very reverse would take place: the
diminished power of the Dutch or Genoese to purchase generally
might depress the price of corn for a time below its natural price
in the country from which it was exported, as well as in the
countries in which it was imported; but it is quite iinpossible
that it could ever raise it above that price. It is only by increas-
ing the opulence of the Dutch and Genoese that you could
increase the demand, and raise the price of com above its former
price; and that would take place only for a very limited tinie,
unless new difficulties should arise in obtaining the supply.

Dr. Smith further observes on this subject: ** When we are in
want of necessaries we must part with all superfluities, of which
the value, as it rises in times of opulence and prosperity, so it
sinks in times of poverty and distress.” This is undoubtedly true;
but be continues, * it 15 otherwise with necessaries. Their real
price, the quantity of labour which they can purchase or com-
mand, rises in times of poverty and distress, and sinks in times
of opulence and prosperity, which are always times of great
abundance, for they could not otherwise be times of opulence
and prosperity. Corn is a necessary, silver is only a superfluity.”

Two propositions are here advanced which have no connection
with each other; one, that under the circumstances supposed,
corn would command more labour, which is not disputed; the
other, that corn would sell at a higher money price, that it would
exchange for more silver; this I contend to be erroneous. It
might be true if corn were at the same time scarce—if the usual
supply had not been furnished. But in this case it is abundant;
it is not pretended that a less quantity than usual is imported,
or that more is required. To purchase corn, the Dutch or
Genoese want money, and to obtain this money they are
obliged to sell their superfluities. It is the market value and
price of these superfluities which falls, and money appears to
nsé 83 compared with them. But this will not tend to increase
the demand for corn, nor to lower the value of money, the only
two causes which can raise the price of corn. Money, from a
want of credit, and from other causes, may be in great demand,
and consequently dear, comparatively with con; but on no
just principle can it be maintained that under such circum-
stunces money would be cheap and, therefore, that the price
of corn would rise.

When we speak of the high or low value of gold, silver, or any
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other commodity in different countries, we should always
mention some medium in which we are estimating them, or no
idea can be attached to the proposition. Thus, when gold is
said to be dearer in England than in Spain, if no commaodity is
mentioned, what notion does the assertion convey? If com,
olives, oil, wine, and wool be at a cheaper price in Spain than
in England, estimated in those commodities gold is dearer in
Spain. If, again, hardware, sugar, cloth, etc., be at a lower
price in England than in Spain, then, estimated in those com-~
modities, gold is dearer in England. Thus gold appears dearer
or cheaper in Spain as the fancy of the observer may fix on
the medium by which he estimates its value. Adam Smith,
having stamped corn and labour as a universal measure of value,
would naturally estimate the comparative value of gold by the
quantity of those two objects for which it would exchange: and,
accordingly, when he speaks of the comparative value of gold
in two countries, I understand him to mean its value estimated
in corn and labour. :

But we have seen that, estimated in corn, gold may be of very
different value in two countries. I have endeavoured to show
that it will be low in rich countries and high in poor countries;
Adam Smith is of & different opinion: he thinks that the value
of gold, estimated in corn, is highest in rich countries. But
without further examining which of these opinions is correct,
either.of them is sufficient to show that gold will not necessarily
be lower in those countries which are in possession of the mines,
though this is a proposition maintained by Adam Smith.
Suppose England to be possessed of the mines, and Adam
Smith’s opinion, that gold is of the greatest value in rich coun+
tries, to. be correct: although gold would naturally flow from
England to all other countries in exchange for their goods, it
would not follow that gold was necessarily lower in England,
as compared with corn and labour, than in those countries. In
another place, however, Adam Smith speaks of the precious
metals being necessarily lower in Spain and Portugal than in
other parts of Europe, because those countries bappen to be
almost the exclusive possessors of the mines which produce
them. * Poland, where the fendal system still continues to
take place, is at this day as beggarly a country as it was before
the discovery of America. The money price of corn, however,
has risen; THE REAL VALUE OF THE PRECIOUS METALS HAS
FALLEN in Poland in the same manner as in other parts of
Europe, Their quantity, therefore, must have increased there
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as in other places, and nearly in the same proportion 1o the annual
produce of the land and labour. This increase of the quantity
of those metals, however, hus not; it seems, increased that annual
produce; has neithcr improved the manufactures and agricul-
ture of the country, nor mended the circumstances of its in-
habitants. Spain and Portugal, the countries which possess
the mines, are, after Poland, perhaps the two most beggarly
countries in Europe. The value of the precious metals, how-
ever, must bs lower in Spasn and Portugal than in any other
arts of Europe, loaded not only with a freight and insurance,
Eut with the expense of smuggling, their exportation being either
prohibited or subjected to a duty. In proportion to the annual
produce of the land and labour, therefore, theiy guantity must be
greater in those countries than in any other part of Europe:
those countries, however, are poorer than the greater part of
Europe. Though the feudal system has been abolished in Spain
and Portugal, it has not been succeeded by a much better.”
Dr. Smith’s argument appears to me to be this: Gold, when
estimated in corn, is cheaper in Spain than in other countries,
and the proof of this is not that corn is given by other countries
to Spain for gold, but that cloth, sugar, hardware, are by those
countries given in exchange for that metal.



CHAPTER XXIX
TAXES PAID BY THE PRODUCER

M. Say greatly magnifies the inconveniences which result if
a tax on a manufactured commodity is levied at an early,
rather than at a late, period of its manufacture. The manu-
facturers, he observes, throngh whose hands the commodity
may successively pass, must employ greater funds in consequence
of having to advance the tax, which is often attended with
considerable difficulty to a manufacturer of very limited capital
and credit. To this observation no objection can be made.

Another inconvenience on which he dwells is that, in con-
sequence of the advance of the tax, the profits on the advance
also must be charged to the consumer, and that this additional
tax is one from which the treasury derives no advantage.

In this latter objection 1 cannot agree with M. Say. .The
state, we will suppose, wants to raise smmediately {1000, and
levies it on a manufacturer, who will not for a twelvemonth be
able to charge it to the consumer on his finished commedity.
In consequence of such delay, he is obliged to charge for his
commodity an additional price, not only of {1000, the amount
of the tax, but probably of {1100, {100 being for interest on
the {1coc advanced. But in return for this additional {100
paid by the consumer, he has a real benefit, inasmuch as lis
payment of the tax which government required immediately,
and which he must finally pay, has been postponed for a year;
an opportunity, therefore, has been afforded to him of lendin
to the manufacturer who had occasion for it the f1000, at 10 pc
cent., or at any other rate of interest which might be agreed
upon. Eleven hundred pounds, payable at the end of one year,
when money is at 1o per cent. interest, is of no more value than
£1000 to be paid immediately. If government delayed receiving
the tax for one year till the manufacture of the commodity was
completed, it would perhaps be obliged to issue an exchequer
bilt bearing interest, and it would pay as much for interest as
the consumer would save in price, excepting, indeed, that
portion of the price which the manufacturer might be enabled,
in consequence of the tax, to add to his own real gains, If for
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the interest of the exchequer bill government would pay § per
cent., a tax of {50 is saved by not issuing it. If the manu-
facturer borrowed the additional capital at § per cent., and
charged the consumer 1o per cent., he also will have gained
5 per cent. on his advance, over and above his usual profits,
30 that the manufacturer and government together gain or
save precisely the sum which the consumer pays.

M. Simonde, in his excellent work, De la Richesse Commerciale,
following the same line of argument as M. Say, has calculated
that a tax of gooo francs, paid originally by a manufacturer,
whose profits were at the moderate rate of 10 per cent., would,
if the commodity manufactured only passed through the hands
of five different persons, be raised to the consumer to the sum
of 6734 francs. This calculation proceeds on the supposition
that he who first advanced the tax would receive from the next
manufacturer 4400 francs, and he again from the next, 4840
francs; so that at each step 10 per cent. on its value would be
added to it. This is to suppose that the value of the tax would
be accumulating at compound interest; not at the rate of 1o
per cent. per annum, but at an absolute rate of 1o per cent. at
every step of its progress, This opinion of M. de Simonde
would be correct if five years elapsed between the first advance
of the tax and the sale of the taxed commodity to the con-
sumer; but if one year only elapsed, a remnneration of 400
francs, instead of 2734, would give a profit at the rate of 10 per
cent. per annum to all who had contributed to the advance of
the tax, whether the commodity had passed through the hands
of five manufacturers or fifty, .



CHAPTER XXX
ON THE INFLUENCE OF DEMAND AND SUPPLY ON PRICES

It is the cost of production which must ultimately regulate the
price of commodities, and not, as has been often said, the pro-
portion between the supply and demand: the proportion
between supply and demand may, indeed, for a time, affect the
market value of a commodity, until it is supplied in greater or
less abundance, according as the demand may have increased
or diminished; but this effect will be only of temporary duration.

Diminish the cost of production of hats, and their price will
ultirnately fall to their new natural price, although the demand
should be doubled, trebled, or quadrupled. Diminish the cost
of subsistence of men, by diminishing the natural price of the
food and clothing by which life is sustained, and wages will
ultimately fall, notwithstanding that the demand for labourers
may very greatly increase.

The opinion that the price of commodities depends solely on
the proportion of supply to demand, or demand to supply, has
become almost an axiom in political economy, and has been
the source of much error in that science, It is this opinion
which has made Mr. Buchanan maintdin that wages are not
influenced by a rise or fall in the price of provisions, but solely
by the demand and supply of labour; and that a-tax on the
wages of labour would not raise wages, because it would not
alter the proportion of the demand of Jabourers to the supply.

The demand for a commodity cannot be said to increase if
no additional quantity of it be purchased or consumed; and yet
under such circumstances its money value may rise. Thus, if
the value of money were to fall, the price of every commodity
would rise, for each of the competitors would be willing to spend
more money than before on its purchase; but though its price
rose 10 or 20 per cent., if no more were bought than before, it
would not, I apprehend, be admissible to say that the variation
in the price of the commodity was caused by the increased
demand for it. Its natural price, its money cost of production,
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would be really altered by the altered value of money; and
without any increase of demand, the price of the commodity
would be naturally adjusted to that new value.

“ We have seen,” says M. Say, * that the cost of production
determines the lowest price to which things can fall: the price
below which they cannot remain for any length of time, because
production would then be either entirely stopped or diminished.”
Vol. ii. p. 26.

He afterwards says that the demand for gold having increased
in a still greater proportion than the supply, since the discovery
of the mines, * its price in goods, instead of falling in the pro-
portion of ten to one, fell only in the proportion of four to one;
that is to say, instead of falling in proportion as its natural
price had fallen, fell in proportion as the supply exceeded the
demand.l—* The value of every commodity rises always in a
direct ratio to the demand, and in an inverse ratio o the supply.”

The same opinion is expressed by the Earl of Lauderdale,

“ With respect to the variations in value, of which everything
valuable is susceptible, if we could for 8 moment suppose that
any substance possessed intrinsic and fixed value, s0 as to render
an assumed quantity of it constantly, under all circumstances,
of an equal value, then the degree of value of all things, ascer-
tained by such a fixed standard, would vary according to the
proportion befwixt the quantity of them and the demand for them,
and every commodity would, of course, be subject to a variation
in its value, from four different circumstances:

1. “ It would be subject to an increase of its value, from a
diminution of its quantity.

3. “To a diminution of its value, from an augmentation of
its quantity. .

3. “ It might suffer an augmentation in its value, from the
circumstance of an increased demand.

4. “ Its value might be diminished by a failure of demand.

 As it will, however, clearly appear that no commedity can
possess fixed and intrinsic value, so as to qualify it for a measure
of the value of other commodities, mankind are induced to select,
as a practical measure of value, that which appears the least

1 If, with the quantity of gold and silver which actually exists, these
metals only served for the facture of ls and or ts, they
would be abundant, and would be much cheaper than they are at present:
in other words, in exchanging them for any other species of goods, we
should be obliged to give proportionally a greater quantity of them. But
as a larigo quantity of these metals is used for money, and as this portion

is used for no other p , there remains less to be emploved in furniture
and jeweliery; now scarcity adds to their value.—3ay, vol. H. p. 316,
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liable to any of these four sources of variations, whick are the sols
causes of alleration of value.

“ V. hen, in common language, therefore, we expresa the value
of any commodity, it may vary at one period from what it is at
another, in consequence of eight different contingencies:—

1. * From the four circumstances above stated, in relation to
the commodity of which we mean to express the value.

2. ¥ From the same four circumstances, in relation to the
commodity we have adopted as & measure of value.”?

This is true of monopolised commodities, and, indeed, of the
market price of all other commodities for a limited period. 1f
the demand for hats should be doubled, the price would imme-
diately rise, but that rise would be only temporary, unless the
cost of production of hats or their natural price were raised.
If the natural price of bread should fall 50 per cent. from some
great discovery in the science of agriculture, the demand would
not greatly increase, for no man would desire more than would
satisfy his wants, and as the demand would not increase, neither
would the supply; for a commodity is not supplied merely
because it can be produced, but because there is a demand for
it. Here, then, we have a case where the supply and demand
have scarcely varied, or, if they have increased, they have
increased in the same proportion; and yet the price of bread
will have fallen 5o per cent., at a time, too, when the value of
money had continued invariable.

Commodities which are monopolised, either by an individual
or by & company, vary aceording to the law which Lord Lauder-
dale has laid down: they fall in proportion as the sellers augment
their quantity, and rise in proportion to the eagerness of the
buyers to purchase them; their price has no necessary connec-
tion with their natural value: but the prices of commodities
which are subject to competition, and whose quantity may be
increased in any moderate degree, will ultimately depend, not
on the state of demand and supply, but on the increased or
diminished cost of their production. .

"3 An Inquiry snto the Naiure and Origin of Public Wealth, p. 13.



CHAPTER XXXI1
ON MACHINERY

IN the present chapter I shall enter into some inquiry respecting
the influence of machinery on the interests of the different
classes of society, a subject of great importance,'and one which
appears never to have been investigated in a manner to lead to
any certain or satisfactory results. It is more incumbent on
me to declare my opinion on this question, because they have,
on further reflection, undergone a considerable change; and
although I am not aware that I have ever published anything
respecting machinery which it is necessary for me to retract,
vet I have in other ways given my support to doctrines which
I now think erroneous; it therefore becomes a duty in me to
submit my present views to examination, with my reasons for
entertaining them, .

Ever since I first turned my attentione‘oqu/estions of political
economy, 1 have been of epinion that such an application of
machinery to any branch of production as should have the effect
of saving labour was a general good, accompanied only with
that portion of inconvenience which in most cases attends the
removal of capital and labour from one employment to another.
It appeared to me that, provided the landlords had the same
money rents, they would be benefited by the reduction in the
prices of some of the commodities on which those rents were
expended, and which reduction of price could not fail to be the
consequence of the employment of machinery. The capitalist,
I thought, was eventually benefited precisely in the same
manner, He, indeed, who made the discovery of the machine,
or who first usefully applied it, would enjoy an additional
advantage by making great profits for a time; but, in proportion
as the machine came into general use, the price of the commodity
produced would, from the effects of competition, sink to its cost
of production, when the capitalist would get the same money
profits as before, and he would only participate in the general
advantage as a8 consumer, by being enabled, with the same
money revenue, to command an additional quantity of comforts
and enjoyments. The class of labourers also, I thought, was
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equally benefited by the use of machinery, as they would have
the means of buying more commodities with the same money
wages, and I thought that no reduction of wages would take
place because the capitalist would have the power of demanding
and employing the same quantity of labour as before, although
he might be under the necessity of employing it in the pro-
duction of a new or, at any rate, of a different commoduty.
If, by improved machinery, with the employment of the same
quantity of labour, the quantity of stockings could be quad-
rupled, and the demand for stockings were only doubled, some
Iabourers would necessarily be discharged from the stocking
trade; but as the capital which employed them was still in
being, and as it was the interest of those who bad it to employ
it productively, it appeared to me that it would be employed
on the production of some other commodity useful to the society,
for which there could not fail to be a demand; for I was, and am,
deeply impressed with the truth of the observation of Adam
Smuth, that * the desire for food is limited in every man by the
narrow capacity of the human stomach, but the desire of the
conveniences and ornaments of building, dress, equipage, and
household furniture, seems to have no limit or certain boundary.”
As, then, it appeared to me that there would be the same demand
for labour as before, and that wages would be no lower, I thought
that the labouring class would, equally with the other classes,
participate in the advantage, from the general cheapness of
commodities arising from the use of machinery.

These were my opinions, and they continue unaltered, as far
as regards the landlord and the capitalist; but I am convinced
that the substitution of machinery for human labour is often
very injurious to the interests of the class of labourers,

My mistake arose from the supposition that whenever the
net income of a society increased, its gross income would also
increase; I now, however, see reason 40 be satisfied that the
one fund, from which landlords and capitalists derive their
revenue, may increase, while the other, that upon which the
labouring class mainly depend, may diminish, and therefore it
follows, if I am right, that the same cause which may increase
the net revenue of the country may at the same time render
the population redundant, and deteriorate the condition of the
labourer.

A capitalist, we will suppose, employs a capital of the value of
{20,000, and that he carries on the joint business of & farmer
and a manufacturer of necessaries, We will further suppose
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that {7000 of this capital is invested in fixed capital, viz. in
buildings, implements, etc., etc., and that the remaining {13,000
is employed as circulating capital in the support of labour.
Let us suppose, too, that profits are 1o per cent., and conse-
quently that the capitalist’s capital is every year put into its
original state of efficiency and yields a profit of £2000.

Each year the capitalist begins his operations by having food
and necessaries in his possession of the value of £13,000, all of
which he sells in the course of the year to his own workmen for
that sum of money, and, during the same period, he pays them
the like amount of money for wages: at the end of the year
they replace in his possession food and necessaries of the value
of {15,000, £2000 of which he consumes himself, or disposes of
as may best suit his pleasure and gratification. As far &s these
products are concerned, the gross produce for that year is
{15,000, and the net produce {3000. Suppose, now, that the
following year the capitalist employs half his men in constructing
a machine, and the other half in producing food and necessaries
as usual. During that year he would pay the sum of £13,000
in wages as vsual, and would sell food and necessaries to the
sume amount to his workmen; but what would be the case the
following year? z )

While the machine was being made, only one-half of the usual
quantity of food and necessaries would be obtained, and they
would be only one-half the value of the quantity which was
produced before. The machine would be worth {7500, and
the food and necessaries {7500, and, therefore, the capital of
the capitalist would be as great as before; for he would have,
besides these two values, his fixed capital worth £7000, making
in the whole £20,000 capital, and £2c00 profit. After deducting
this latter sum for his own expenses, he would have a no greater
circulating capital than {5500 with which to carry on his sub-
sequent operations; and, therefore, his means of employing
labour would be reduced in the proportion of {13,000 to £5500,
and, consequently, all the labour which was before employed
by £7500 would become redundant. )

The reduced quantity of labour which the capitalist can
employ, must, indeed, with the assistance of the machine, and
after deductions for its repairs, produce a value equal to {7500,
it must replace the circulating capital with a profit of £2000 on
the whole capital; but if this be done, if the net income be not
diminished, of what importance is it to the capitalist whether the
gross income be of the value of {3000, of {10,000, or of £15,0002
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In this case, then, although the net produce will not be
diminished in value, although its power of purchasing com-
modities may be greatly increased, the gross produce will have
‘allen from a_value of £15,000 to a value of £y500; and as
the power of supporting 8 population, and employing labour,
depends always on the gross produce of a nation, and not on
its net produce, there will necessarily be a diminution in the
demahd for labour, population will become redundant, and the
situation of the labouring classes will be that of distress and
poverty.

As, however, the power of saving from revenue to add to
capital must depend on the efficiency of the net revenue, to
satisfy.the wants of the capitalist, it could not fail to follow
from the reduction in the price of commodities consequent on
the introduction of machinery that with the same wants be
would have increased means of saving—increased facility of
transferring revenue into capital. But with every increase of
capital hé would employ more labourers; and, therefore, a
portion of the people thrown out of work in the first instance
would be subsequently employed; and if the increased produr-
tion, in consequence of the employment of the machine, was so
great as to afford, in the shape of net produce, as great a quantity
of food and necessaries as existed before in the form of gross
produce, there would be the same ability to employ the whole
population, and, therefore, there would not necessarily be any
redundancy of people.

All T wish to prove is that the discovery and use of machinery
may be attended with a diminution of gross produce; and
whenever that is the case, it will be injurious to the labouring
class, as some of their number will be thrown out of employ-
ment, and population will become redundant compared with
the funds which are to employ it.

The case which I have supposed is the most simple that I
could select; but it would make no difference in the result if
we supposed that the machinery was applied to the trade of
any manufacturer — that of a clothier, for example, or of a
cotton manufacturer. If, in the trade of a clothier, less cloth
would be produced after the introduction of machinery, for a
part of that quantity which is disposed of for the purpose of
paying a large body of workmen would not be required by their
employer. In consequence of using the machine, it would be
necessary for him to reproduce a value only equal to the value
consumed, together with the profits on the whole capital,
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{7500 might do this as effectually as {15,000 did before, the
case differing in no respect from the former instance. It may
be said, however, that the demand for cloth would be as great
as before, and it may be asked from whence would this supply
come? But by whom would the cloth be demanded? By the
farmers and the other producers of necessaries, who employed
their capitals in producing these necessaries as a means of obtain-
ing cloth: they gave corn and necessaries to the clothier for
cloth, and he bestowed them on his workmen for the cloth
which their work afforded him.

This trade would now cease; the clothier would not want the
food and clothing, having fewer men to employ and having less
cloth to dispose of. The farmers and others, who only pro-
duced necessaries as means to an end, could no longer obtain
cloth by such an application of their capitals, and, therefore,
they would either themselves employ their capitals in producing
cloth, or would lend them to others, in order that the commodity
really wanted might be furnished; and that for which no one
had the means of paying, or for which there was no demand,
might cease to be produced. This, then, leads us to the same
result; the demand for labour would diminish, and the com-
modities necessary to the support of labour would not be
produced in the same abundance.

1f these views be correct, it follows, first, that the discovery
and useful application of machinery always leads to the increase
of the net produce of the country, although it may not, and
will not, after an inconsiderable interval, increase the value of
that net produce.

Secondly, that an increase of the net produce of a country is
compatible with a diminution of the gross produce, and that
the motives for employing machinery are always sufficient to
ensure its employment if it will increase the net produce,
although it may, and frequently must, diminish both the
quantity of the gross produce and its value.

Thirdly, that the opinion entertained by the labouring class,
that the employment of machinery is frequently detrimental to
their interests, is not founded on prejudice and error, but is
conformable to the correct principles of political economy.

Fourthly, that if the improved means of production, in conse-
quence of the use of machinery, should increase the net produce

-of a country in a degree 50 great as not to diminish the gross
produce (I mean always quantity of commodities, and not
value), then the situation of all classes will be improved. The
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landlord and capitalist will benefit, not by an increase of rent
and profit, but by the advantages resulting from the expenditure
of the same rent and profit on commodities very considerably
reduced in value, while the situation of the labouring classes
will also be considerably improved; First, from the increased
demand for menial servants; secondly, from the stimulus to
savings from revenue which such an abundant net produce will
afford; and, thirdly, from the low price of all articles of con-
sumption on which their wages will be expended.

Independently of the consideration of the discovery and use of
machinery, to which our attention has been just directed, the
labouring class have no small interest in the manner in which
the net income of the country is expended, although it should,
in all cases, be expended for the gratification and enjoyments
of those who are fairly entitled to it.

If a landlord, or 4 capitalist, efpends bis revenue in the manner
of an ancient baron, in the support of a great number of retainers,
or menial servants, he will give employment to much more
labour than if he expended it on fine clothes or costly furniture,
on carriages, on horses, or in the purchase of any other luxuries.

In both cases the net revenue would be the same, and so would
be the gross revenue, but the former would be realised in dif-

. ferent commodities. If my revenue were {10,000, the same
quantity nearly of productive labour would be employed
whether I realised it in fine clothes and costly furniture, etc.,
etc., or in a quantity of food and clothing of the same value,
If, however, I realised my revenue in the first set of commo-
dities, no more labour would be consequently employed: I
should enjoy my furniture and my clothes, and there would be
an end of them; but if I realised my revenue in food and clothing,
and my desire was to employ menial servants, all those whom
I could so employ with my revenue of {10,000, or with the
food and clothing which it would purchase, would be to be added
to the former demand for labourers, and this addition would take
place only because I chose this mode of expending my revenue.
As the labourers, then, are interested in the demand for labour;
they must naturally desire that as much of the revenue as
possible should be diverted from expenditure on luxuries to be
expended in the support of menial servants.

- In the same manner, a country engaged in war, and which is
under the necessity of maintamning large fleets and armies,
employs a great many more men than wil be employed when
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the war terminates, and the annual expenses which it brings
wth it, cease,

1f I were not called vpon for a tax of {500 during the war, and
which is expended on men in the situations of soldiers and sailors,
I might probably expend that portion of my income on fumnityre,
clothes, books, etc., etc., and whether it was expended in the
one way or in the other, there would be the same quantity of
labour employed in production; for the food and clothing of the
soldier and sailor would require the same amount of industry
to produce it as the more Juxurious commodities; but in the
case of the war, there would be the additional demand for men
as soldiers and sailors; and, consequently, a war which is sup-

rted out of the revenue, and not from the capital of a country, °
18 favourable to the increase of population.

At the termination of the war, when part of my revenue
reverts to me, and is employed as before in the purchase of wine,
furniture, or other luxuries, the population which it before
supported, and which the war called into existence, will become
redundant, and by its effect on the rest of the popalation, and its
competition with it for employment, will sink the value of wages,
and very materially deteriorate the condition of the labouring
classes. : -

There is one other case that should be noticed of the possibility
of an increase in the amount of the net revenue of a country, and
even of its gross revenue, with a diminution of demand for
labour, and that is when the labour of horses is substituted for
that of man. 1f I employed one hundred men on my farm, and
if I found that the food bestowed on fifty of those men could
be diverted to the support of horses, and afford me a greater
return of raw produce, after allowing for the interest of the
capital which the purchase of the horses would absorb, it would
be advantageous to me to substitute the horses for the men; and
I should accordingly do so; but this would not be for the
interest of the men, and unless the income I obtained was so
much increased as to enable me to employ the men as well as the
horses, it is evident that the population would become redundant
and the labourer’s condition would sink in the general scale.
It is evident he could not, under any circamstances, be employed
in agriculture; but if the produce of the land were increased by
the substitution of horses for men, he might be employed in
manufactures, or as & menial servant.

The statements which I have made will not, T hope, lead to the
inference that machinery should not be encouraged. To eluci-
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date the principle, I have been supposing that improved
machinery is suddenly discovered and extensively used; tut
the truth is that these discoveries are gradual, and rather
operate in determining the employment of the capital which is
saved and accumulated than in diverting capital from its .
actual employment.

With every increase of capital and population food will;

generally rise, on account of its being more difficult to produce. !
The consequence of a rise of food will be a rise of wages, and’
every rise of wages will have a tendency to determine the saved
capital in g greater proportion than before to the employment
of machinery. Machinery and labour are in constant com-
petition, and the former can frequently not be employed until
labour rises. ‘
. In America and many other countries, where the food of man
is easily provided, there is not nearly such great temptation to
employ machinery as in England, where food is high and costy
much labour for its production. The same cause that raises
labour does not raise the value of machines, and, therefore,
with every augmentation of capital, a greater proportion of it is
employed on machinery, The demand for labour will continue
to increase with an increase of capital, but not in proportion te
its increase; the ratio will necessarily be a diminishing ratio.!

I have before observed, too, that the increase of net’incomes,
estimated in commodities, which is always the consequence of
improved machinery, will lead to new savings and accumulas

1 The dernand for labour depends on the increasing of circulating and
not of fixed capital. Were it true that the proportion between these two
sorts of capital 1s the same at all times, and 1 all countries, then, indeed,
it follows that the number of labourers employed is in proportion to the
the wealth of the state. But such a position has not the sembiance of
probability. As arts are cultivated, and civilisation is extended, fixec
capital bears a larger and larger proportion to circulating capital. The
amount of fixed capita)l employed in the production of a piece of Britist
mushin is at least a hundced, probably a thousand times greater than tha'
employed in the production of a similar piece of Indian musha, And the
proportion of circulating capital employed is a bundred or a thousaac
times less, It is easy to conceive that, under certain circumstances, th
whole of the annual savings of an industrious people might be added t
fixed capital, in which case they would bave uno effect in increasing th:
demand for l‘abour."—-Bmon, On the Condition of the Labouring Classes o
Society, page 16.

It is not easy, 1 think, to conceive that, uader any circumstances, g

increase of capital shonld not be followed by aa increased demand fo
labour; the most that can be said is, that the demand will be in a dsminish
ing ratio. Mr. Barton, in the above publication, has, I think, taken

carrect view of some of the effects of an wereasing amount of fixed capit:
on the condition of the labouring classes. His essay contains muc
valuable information.



On Machinery 271

tions. These savings, it must be remembered, are annual,
and must soon create 8 fund much greater than the gross revenue
originally lost by the discovery of the machine, when the demand
for labour will be as great as before, and the situation of the
people will be still further improved by the increased savings
which the increased net revenue will still enable them to make.

The employment of machinery could never be safely dis-
couraged in a state, for {f a capital is not allowed to get the

eatest net revenue that the use of machinery will afford here,
1t will be carried abroad, and this must be a much more serious
discouragement to the demand for labour than the most exten-
sive employment of machinery; for while a capital is employed
in this country it must create a demand for some labour;
machinery cannot be worked without the assistance of men, it
cannot be made but with the contribution of their labour. By
investing part of a capital in improved machinery there will be
o diminution in the progressive demand for labour; by exporting
it to another country the demand will be wholly annihilated.

The prices of commodities, too, are regulated by their cost of
production. By employing improved machinery, the cost of
production of commodities is reduced, and, consequently, you
can afford to sell them in foreign markets at a cheaper price.
If, however, you were to reject the use of machinery, while all
other countries encouraged it, you would be obliged to export
your money, in exchange for foreign goods, till you sunk the
natural prices of your goods to the prices of other countries,
In making your exchanges with those countries you might give
a commodity which cost two days’ labour here for a commodity
which cost one abroad, and this disadvantageous exchange
would be the consequence of your own act, for the commody
which you export, and which cost you two days’ labour, would
have cost you only one if you had not rejected the use of
machinery, the services of which your peighbours had more
wisely appropriated to themselves,



CHAPTER XXXII
MR, MALTHUS'S OPINIONS ON RENT

ALTHOUGH the nature of rent has in the former pages of this
work been treated on at some length, yet I consider myself
bound to notice some opinions on the subject which appear to
me erroneous, and which are the more important as they are
found in the writings of one to whom, of all men of the present
day, some branches of economical science are the most indebted.
Of Mr. Malthus’s Essay on Population 1 am happy in the
opportunity here afforded me of expressing my adiniration.
The assaults of the opponents of this great work have only
served to prove its strength; and I am persuaded that its just
reputation will spread with the cultivation of that science of
which it is so eminent an ormmament, Mr. Malthus, too, has
satisfactorily explained the principles of rent, and showed that
it rises or falls in proportion to the relative advantages, either
of fertility or situation, of the different lands in cultivation, and
has thereby thrown much light on many difficult points con-
nected with the subject of rent, which were before either un-
known or very imperfectly understood; yet he appears to me
to have fallen into some errors which his authority makes it
the more necessary, whilst his characteristic candour renders it
less unpleasing, to notice. One of these errors lies in supposing
rent to be a clear gain and a new creation of riches.

I do not assent to all the opinions of Mr. Buchanan concerning
rent; but with those expressed in the following passage, quoted
from his work by Mr. Malthus, I fully agree, and therefore I
must dissent from Mr, Malthus’s comment on them.

“In \is view it (rent) can form r~ <eneral addition to the
stock of the' community, as the » .- wplus in question is
nothing more than a revenue trans: .:d from one class to
another; and from the mere circumstance of its thus changing
hands, it is clear that no fund can arise out of which to pay
taxes. The revenue which pays for the produce of the land
exists already in the hands of those who purchase that produce;
and if the price of subsistence were lower, it would still remain
in their hands, where it would be just as available for taxation

272
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as when, by a higher price, it is transferred to the landed
proprietor.”

After various observations on the difference between raw
produce and manufactured commodities, Mr. Malthus asks, “Is
1t possible, then, with M. de Sismondi, to regard rent as the sole
produce of labour, which has a value purely nominal, and the
mere result of that augmentation of price which a seller obtains
in consequence of a peculiar privilege; or, with Mr, Buchanan,
to consider it as no addition to the national wealth, but merely
a transfer of value, advantageous only to the landlords, and
proportionably snjurious to the consumers? 3

I have already expressed my opinion on this subject in treating
of rent, and have now only further to add, that rent is a creation
of value, as I understand that word, but not & creation of
wealth, If the price of com, from the difficulty of producing
any portion of it, should rise from £4 to {5 per quarter, a million
of quarters will be of the value of £5,000,000 instead of {4,000,000,
nng as this corn will exchange not only for more money, but for
more of every other commodity, the possessors will have a
greater amount of value; and as no one else will, in consequence,
have a less, the society altogether will be possessed of greater
value, and, in that sense, rent is a creation of value. But this
value is so far nomina} that it adds nothing to the wealth, that
is to say, the necessaries, conveniences, and enjoyments of the
society, We should have precisely the same quantity and no
more of commodities, and the same million quarters of corn as
before; but the effect of its being rated at {5 per quarter instead
of {4 would be to transfer a portion of the value of the com
and commodities from their former possessors to the landlords.
Rent, then, is a creation of value, but not & creation of wealth;
it adds nothing to the resources of a country; it does not enable
it to maintain fleets and armies; for the country would have
a greater disposable fund if its land were of a better quality,
and it could employ the same capital without generating a rent.

It must then be admitted that Mr. Skmondi and Mr, Buchanan,
for both their opinions are substantially the same, were correct
when they considered rent as & value purely nominal, and as
forming no addition to the national wealth, but merely as a
transfer of value, advantageous only to the landlords and
proportionably injurious to the consumer.

In another part of Mr. Malthus’s Ingusry he observes,
* that the immediate cause of rent is obviously the excess of

t An Ingusry inlo the Nature and Progress of Renl, p. 23.
s 30
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price above the cost of production at which raw produce sells
in the market;” and, in anouser place, he says, “ that the
causes of the high price of r2 - praduce may be stated to be
three:—

* First, and mainly, that quality of the earth by which it can
be made to yield a greater portion of the necessaries of life than is
required for the maintenance of the persons employed on the land,

“ Secondly, that quality peculiar to the necessaries of life, of
being able to create t' - . own demand, or to raise up a number
of demanders in pruportion to the quantity of necessaries
produced. .

“ And thirdly, the comparative scarcity of the most fertile
land.” In speaking of the high price of corn, Ms, Malthus
evidently does not mean the price per quarter or per bushel,
but rather the excess of price for which the whole produce will
sell above the cost of its production, including always in the
term “ cost of its production ” profits as well as wages. One
hundred and fifty quarters of corn at £3 xos. per quarter would
yield 8 larger rent to the landlord than 100 quarters at f4,
provided the cost of production were in both cases the same.

High price, if the expression be used in this sense, cannot then
be called a cause of rent; it cannot be said * that the immediate
cause of rent is obviously the excess of price above the cost of
production, at which raw produce sells in the market,” for that
excess ig itself rent. Rent Mr. Malthus has defined to be
# that portion of the value of the whole produce which remaina
to the owner of the land after all the outgoings belonging to
its cultivation, of whatever kind, have been paid, including the
profits of the capital employed, estimated according to the
vsual and ordinary rate of the profits of agricultural stock at
the time being.” Now, whatever sum this excess may sell for,
i3 money rent; it is what Mr. Malthus means by * the excess
of price above the cost of production at which raw produce sella
in the market; " and, therefore, in an inquiry intg the ‘causes
which may elevate the price of raw produce, compared with
the cost of production, we are inquiring into the causes which
may elevate rent.

In reference to the first eause which Mr, Malthus has assigned
for the rise of rent, namely, * that quality of the earth by which
it can be made to yield a greater portion of the pecessariés o!
life than is required for the maintenance of the persons employec
on the land,” he makes the following observations; “ We stil
want to know why the cansumption and supply are such as %
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make the prica o greatly exceed the cost of production, and
the main cause is evidently the ferfility of the earth in producing
the necessaries of life. Diminish this plenty, diminish the
fertility of the soil, and the excess will diminish; diminish it
still further, and it will disappear.” True, the excess of neces-
saries will diminish and disappear, but that is not the question.
The question is, whether the excess of their price above the cost
of their production will diminish and disappear, for it is on this
that money rent depends, Is Mr. Malthus warranted in his
inference, that because the excess of quantity will diminish and
disappear, therefore “ the cause of the Aigh price of the neces-
saries of life above the cost of production is to be found in their
abundance, rather than in their scarcity, and is not only essenti-
ally different {rom the high price occasioned by artificial mono-
polies, but fram the high price of those peculiar products of the
earth, not connected with food, which may be called natural
and necessary monopolies?

Are thera no circumstances under which the fertility of the
land and the plenty of its produce may be diminished without
occasioning & diminished excess of its price above the cost of
production, that is to say, & diminished rent? 1f there are,
Mr. Malthus’s propasition is much teo universal; for he appears
to me to state it as a general principle, true under all circum-
stances, that rent will rise with the increased fertility of the
land, and will fall with ita diminished fertility.

Mr. Malthus would undoubtedly be right if, of any given farm,
in proportion as the land yiclded abundantly, a greater share of
the whole produce were paid to the landlord; but the contrary
ia the fact; when na other but the most fertile land is in culu-
vation, the landiord has the smallest proportion of the whole
produce, as well a3 the smallest value, and it is only when inferior
lands are required to feed an augmenting population that both
the landlord’s share of the whole produce and the value he
receives progressively increase.

Suppose that the demand is for a million of quarters of corn,
and that they are the produce of the land actually in cultivation.
Now, suppose the fertility of all the land to be so diminished
that the very same lands will yield only goo,000 quarters. The
demand being for a million of quarters, the price of corn would
rise, and recourse must necessarily be had to land of an inferior
quality sooner than if the superior land had continued to produce
a million of quarters. But it is this necessity of taking inferior
land into cultivation which is the cause of the rise of rent, and
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will elevate it, although the quantity of corn received by the
landlord be reduced in quantity. Rent, it must be remembered,
is not in proportion to the absolute fertility of the land in
cultivation, but in proportion to its relative fertility. What-
ever cause may drive capital to inferior Jand must elevate rent
on the superior land; the cause of rent being, as stated by
Mr. Malthus in his third proposition, “ the comparative scarcity
of the most fertile land.” The price of corn will naturally rise
with the difficulty of producing the last portions of it, and the
value of the whole quantity produced on a particular farm will
be increased, although its quantity be diminished; but as the
cost of production will not increase on the more fertile land, as
wages and profits taken together will continue always of the
same value! it is evident that the excess of price above the
cost of production, or, in other words, rent, must rise with the
diminished fertility of the land, unless it is counteracted by a
great reduction of capital, population, and demand. It does
not appear, then, that Mr. Malthus’s proposition is correct:
rent does not immediately and necessarly rise or fall with the
increased or diminished fertility of the land; but its increased
fertility renders it capable of paying at some future time an
augmented rent. Land possessed of very little fertility can
never bear any rent; land of moderate fertility may be made,
as population increases, to bear a moderate rent; and land of
great fertility a high rent; but it is one thing to be able to bear
a high rent, and another thing actually to pay it. Rent may
be lower in a country where lands are exceedingly fertile than
in a country where they yield 8 moderate return, it being in
proportion rather to relative than absolute fertility—to the
value of the produce, and not to its abundance.?

Mr. Malthus supposes that the rent on land yielding those
peculiar products of the earth which may be called natural and

1 See page 70, where I have endeavoured to show that whatever facility
or difficulty there may be in the production of corn, wages and profits
together will be of the same value, When w:fes rise, it is always at the
expense of profits, and when they fall, profits always rise,

Mr. Malthus bas observed in a late publicatioa that I have misunder-
stood him in this passage, as be did not mean to say that rent immediately
and necessarily rises and falls with the increased or diminished fertility
of the land. If so, I certainly did misunderstand bim. Mr. Malthus's
words are,  Diminish this plenty, diminish the fertility of the soil, and
the excess (reat) will diminish; diminish it still further, and it will dis-
appear.” Mr. Malthus does not state his dproposition conditionally, but
absolutely. I contended against what I understood him to maintam, that
afdimiauﬁon of the fertility of the soil was incompatible with an increase
of rent. .
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necessary monopolies is regulated by 8 principle essentially
different from that which regulates the rent of land that yields
the necessaries of life. He thinks that it is the scarcity of the
products of the first which is the cause of a high rent, but that
it is the abundance of the latter which produces the same effect.

This distinction does not appear to me to be well founded; for
you would as surely raise the rent of land yielding scarce wines,
as the rent of corn land, by increasing the abundance of its
produce, if, at the same time, the demand for this peculiar
commodity increased; and without a similar increase of demand,
an abundant supply of corn would lower instead of raise the
rent of corn land. Whatever the nature of the land may be,
high rent must depend on the high price of the produce; but,
given the high price, rent must high in proportion to
abundance and not to scarcity.

We are under no necessity of producing permanently any
greater quantity of a commodity than that which is demanded.
1f by accident any greater quantity were produced it would fall
below its natural price, and therefore would not pay the cost of
production, including in that cost the usual and ordinary profits
of stock: thus the supply would be checked till it conformed
to the demand, and the market price rose to the natural price.

Mr. Malthus appears to me to be too much inclined to think
.that population 1s only increased by the previous provision of
food—* that it is food that creates its own demand "—that
it is by first providing food that encouragement is given to
marriage, instead of considering that the general progress of
population is affected by the increase of capital, the consequent
demand for labour, and the rise of wages; and that the
production of food is but the effect of that demand.

It is by giving the workmen more money, or any other commo-
dity in which wages are paid, and which has not fallen in value,
that his situation is improved. The increase of population
and the increase of food will generally be the effect, but not the
necessary effect, of high wages. . The amended condition of the
labourer, in consequence of the increased value which is paid
him, does not necessarily oblige him to marry and take upon
himself the charge of a family—he will, in all probability, employ
& portion of his increased wages in furnishing himself abundantly
with food and necessaries—but with the remainder he may, if
it please him, purchase any commodities that may contribute
to his enjoyments—chairs, tables, and hardware; or better
clothes, sugar, and tobacco, * His increased wages, then, will be
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attended with no other effect than an increased demand for some
of those commodities;” and as the race of labourers will not be
materially increased, his wages will continue permanently high.
But although this mnght be the consequence of high wages, yet
so great are the delights of domestic society, that, in practice,
it is invariably found that an increase of population follows the
amended condition of the labourer; and it is only because it
does so, that, with the trifling exception already mentioned, a
new and increased demand arises for food. This demand, then,
is the effect of an increase of capital and population, but not the
cause—it i3 only because the expenditure of the people takes
this direction, that the market price of necessaries exceeds the
natural price, and that the quantity of food required is pro-
duced; and it is because the number of people is increased that
wages again fall,

What motive can a farme have to produce more corn than is
actually demanded, when the consequence would be a depression
of its market price below its natural price, ahd consequently
a privation to him of a portion of his profits, by reducing them
below the general rate? “H,” says Mr. Malthus, * the neces-
saries of life, the most important products of land, had not the
property of creating an inctease of demand ptoportloned to
their increased quantity, such increased quantity would occasion
a fall in their exchangeable value.! However abundant might
be the produce of the country, its population might remain
stationary; and this abundance without a proportionate demand,
and with & very high corn price of labour, which would naturally
sake place under these circumstances, might reduce the price
of raw produce, likke the price of manufactures, to the cost of
production.”

}ight reduce the price of raw produce to the cost of production.
Is it ever for any length of time either above or below this price?
Does not Mr. Malthus himself state it never tobeso? *“1 hope,"
he says, * to be excused for dwelling 4 little, and presenting to
the reader, it various forms, the doctrine that com, in reference
to the quantity actually produced, is sold at its necessary price
like manufactures, because I consider it as a truth of the highest
importance, which has been overlooked by the economists, by
Adam Smith, and all those writers, who have represented raw
produce as selling always at a monopoly price.”

1 Of what increased quantity does Mr. Maithus speak? Who §s to
* produce it? Who can have any mouve to produce it before any demand
exists for ant additional quantity?
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“ Every extensive country may thus be considered as possess-
ing a gradation cf machines for the production of corn and raw
materials, including in this gradation not only all the various
qualities of poor land, of which evety territory has generally an
abundance, but the inferior machinery, which may be said to be
employed when good land is further and further forced for addi-
tional produce. As the price of raw produce continues to rise,
these inferior machines are successively called into action; and
as the price of raw produce continues to fall, they are successively
thrown out of action. The illustration here used serves to show
at once the necessity of the actual price of corn to the actual produce,
and the different effect which would attend a great reduction
in the price of any particular manufacture, and a great reduction
in the price of raw produce.” ?

How are these passages to be recoticiled to that which affirmg,
that if the necessaries of life had not the property of creating un
increase of demand proportioned to their increased quantity, the
abundant quantity produced would then, and then only, reduce
the price of raw produce to the cost of produttion? 1If comn is
never under its natural price, it is never more abundant than
the actual population require it to be for their own consumption;
no store can be laid up for the consumption of others; it can
never, then, by its cheapness and abundance, be a stimulus to
population. In proportion as corn can be produced cheaply,
the increased wages of the labourers will have more power to
maintain families. In America population increases rapidly
because food can be produced at & cheap price, and not because
#n abundant supply has been previously provided. In Europe
population increases comnparatively slowly, because food cannot
be produced at a cheap value. In the usual and ordinary course

! Inquiry, ete. * In all progressive countries the average price of corn
is never higher than what {s necessary to continue the average increase of
produce.”—Observalions, r 2.

“ In the employment of fresh ¢apital upon the land, to provide for the
wants of ao increasing population, whether this fresh capital is employed
in bringing more land under the plough, or improving land already in
cultivation, the main question always depends upon the expected returus
of this capital; and no part of the profits can be diminished without
diminishing the motive to this mode of employing it. Every diminution
of price not fully and immediately balan by a proportionate fall in all
the necessary expenses of & farm, every tax on the land, every tax on
farming stock, evcxz tax on the necessaries of farmers, will tell in the
computation; and if, after all these outgoings are ailowed for, the price
of the produce will not leave & fair remuneration for the capital emploved,
according to the general rate of profits, and a rent at least equal to the
rent of the land in its former state, no sufficient motive can exist to under~
take the projected improv: L. "—Observations, p. 23.

.
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of things the demand for all commodities precedes their supply.
By saying that corn would, like manufactures, sink to its price
of production, if it could not raise up demanders, Mr. Malthus
cannot mean that all rent would be absorbed; for he has
himself justly remarked that if all rent were given up by the
landlords corn would not fall in price; rent being the efiect
and not the cause of high price, and there being always one
quality of land in cultivation which pays no rent whatever,
the corn from which replaces by its price only wages and
profits.

In the following passage, Mr. Malthus has given an able
exposition of the causes of the rise in the price of raw produce
inrich and progressive countries, in every word of which I coneur;
but it appears to me to be at variance with some of the proposi-
tions maintained by him in his essay on rent. “I have no
hesitation in stating that, independently of the irregularities
in the currency of a country, and other temporary and accidental
circumstances, the cause of the high comparative money price
of corn is its high comparative real price, or the greater quantity
of capital and labour which must be employed to produce it;
and that the reasons why the real price of corn is higher, and
continually rising in countries which are already rich and still
advancing in prosperity and population, is to be found in the
necessity of resorting constantly to peorer land, to machines
which require a greater expenditure to work them, and which
consequently occasion each fresh addition to the raw produce
of the country to be purchased at a greater cost; in short, it
is to be found in the important truth that corn in a progressive
country is sold at a price necessary to yield the actual supply;
and that, as this supply becomes more and more difficult, the
price rises in proportion.”

The real price of a commodity is here properly stated to depend
on the greater or less quantity of labour and capital (that is,
accumulated labour) which must be employed to produce it.
Real price does not, as some have contended, depend on money.
value; nor, as others have said, on value relatively to cor,
labour, or any other commodity taken singly, or to all commo-
dities collectively; but, as Mr. Malthus justly says, “on the
greater (or less) quantity of capital and labour which must be
employed to produce it.”

Among the causes of the rise of rent, Mr. Malthus mentions,
* such an increase of population as will lower the wages of labour.”
Butif.as the wages of labour fall, the profits of stock rise, and they
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be together always of the same value,! no fall of wages can raise
rent, fot it will neither diminish the portion nor the value of the °
rtion of the produce which will be allotted to the farmer and
abourer together; and, therefore, will not leave a larger portion
nor a larger value for the landlord. In proportion as less is
appropriated for wages, more will be a];:})ropriated for profits,
and vice versa. This division will be settled by the farmer and
his labourers without any interference of the landlord; and,
indeed, it is a matter in which he can have no interest, otherwise
thanas one division may be more favourable than another, to new
accumulations, and to a further demand for land. If wages fell,
profits, and not rent, would rise. If wages rose, profits, and not
rent, would fall. The rise of rent and wages, and the fall of
profits, are generally the inevitable effects of the same cause—
the increasing demand for food, the increased quantity of labour
required to produce it, and its consequently high price. If the
landlord were to forego this whole rent, the labourers wouid not
be in the least benefited. If it were possible for the labourers
to give up their whole wages, the landlords would derive no
advantage from such a circumstance; but in both cases the
farmers .would receive and retain all which they relinquish.
It has been my endeavour to show in this work that a fall of
wages would have no other effect than to raise profits. Every
rise of profits is favourable to the accumulation of capital, and
to the further increase of population, and therefore would, in all
probability, ultimately lead to an increase of rent.
Another cause of the rise of rent, according to Mr. Malthus, is
* such agricultural improvements or such increase of exertions
as will diminish the number of labourers necessary to produce
a given effect.” To this passage I have the same objection
that I had against that which speaks of the increased fertility
of land being the cause of an immediate rise of rent. Both the
improvement in agriculture, and the superior fertility, will give
to the land a capability of bearing at some future period a higher
rent, because with the same price of food there will be & great
additional quantity; but till the increase of population be in the
same proportion, the additional quantity of food would not be
required, and, therefore, rents would be lowered and not raised.
The quantity that could under the then existing circumstances
be consumed could be furnished either with fewer hands, or
with & less quantity of land, the price of raw produce would fall,
and capital would be withdrawn from the Jand.* Nothing can

¥ See p. 730 ® See page 44, ot
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raise rent but a demand for new land of an inferior quality, or
some cause which shall occasion an alteration in the relative
fertility of the land already under cultivation? Improvements
in agriculture, and in the division of labour, are common to all
land; they increase the absolute quantity of raw produce
obtained from each, but probably do not much disturh the
relative proportions which before existed between them.

Mr. Malthus has justly commented on the error of Dr. Smith's
argument, that corn is of so peculiar a nature that its production
cannot be encouraged by the same means that the production
of all other commodities is encouraged. He observes, * It is by
no means intended to deny the powerful influence of the price
of corn upon the price of labour, on an average of a considerable
number of years; but that this influence is not such as to prevent
the movement of capital to or from the land, which is the precise

int in question, will be made sufficiently evident by a short
inquiry into the manner in which labour is paid and brought
into the market, and by & consideration of the consequences to
which the assumption of Adam Smith’s proposition would
inevitably lead.” %

Mr. Malthus then proceeds to show that demand and high
price will as effectually encourage the production of raw produce
a3 the demand and high ptice of any other commodity will
encourage its production. In this view it will be scen, from
what I have said of the effects of bounties, that I entirely concur.
I have noticed the passage from Mr. Malthus’s Observations on
the Corn Laws, for the purpose of showing in what a different

11t is not necessary to state on every occasion, but it must be always
understood, that the same results will follow, as far as regards the prics
of raw produce and the rise of rents, whether an additional capital of a

iven amount be emploved on new land, for which no rent 18 paid, or on
and already in cultivation, if the produce obtained from both be precisely
the same in quantity.—See p. 37.

M. Say, In his notes to the French' translation of this work, has
endeavoured to show that there is not at any time land in cultivation
which does not pay a reat, and having satisfied himself on this point, he
concludes that he has overturned all the conclusions which result from that
doctrine. He infers, for example, that 1 am pot correct in saying that
taxes on corn and other raw produce, by elevating their price, fall on the
consumer, and do not fall on rent. He contends that such taxes must fall
on rent. But befare M. Say can establish the correctness of this inference,
he must aiso show that there is not any capital employed on the land for
which no rent is paid (see the beginning of this note, and pages 33 and 38
of the present work); now this he has not attem ted ta do. ln no part of
his notes has he refuted or even noticed that ant "doctrine. By
his note to page 132 of the second volume of the French edition, be does
not appear to be aware that it has even been advanced.

! Observasions on the Corn Laws, p. 4.
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sense the term real price is used here, and in his other pamphlet,
entitled Grounds of an Opinion, etc. In this passage Mr. Malthus
tells ug that * it is clearly an increase of real price alone which
can encourage the production of com,” and, by real price, he
evidently means the increase in its value relatively to all other
things, or, in other words, the rise in its market above its natural
rice, or the cost of its production. 1f by real price this is what
15 meant, although I do not admit the propriety of thus naming
it, Mr. Malthus’s opinion is undoubtedly correct; it is the rise
in the market price of corn which alone encourages its production
for it may be laid down as a principle uniformly true that the
onlygreat encouragement to theincreased production of a commo-
dity is its market value exceeding its natural or necessary value,
But this is not the meaning which Mr, Malthus, on other
occasions, attaches to the term real price. In the essay on rent
Mr. Malthus says, by * the real growing ptice of corn I mean the
real guaniity of labour and capital whick has been employed to
produce the last additions which have been made to the national
produce.” In ariother part he states “ the cause of the high
comparative real price of corn to be the greater guantity of
capital and labour which must be employed to produce it.” *
Suppose that, in the foregoing passage, we were to substitute
this definition of real price, would it not then run thus?—* It
is clearly the incremse in the quantity of labout and capital
which must be employed to produce corn, which alone can
encourage its production.” This would be to say, that it is
clearly the rise in the natural or necessary price of corn which
encourages its production—a proposition which could not be
maintained. It is not the price at which com can be produced
that has any influence on the quantity produced, but the price
at which it can be sold. It is in proportion to the degree of the
difference of -its price above or below the cost of production
that capital is attracted to or repelled from the land. If that
excess be such as to give to capital so employed a greater than
the general profit of stock, capital will go to the land; if less, it
will be withdrawa from it.
Itis not, then, by an alteration in the real price of corn that its
production is encouraged, but by an alteration in its market
LAY owing this passage to Mr. i
apers wevs gorng ta the pres, he obscrved - that In Enese e lootmecs
e had inadvertently the term reald price, instead of cost of production.
1t will be seen, from what 1 have already said, that to me it appears that

in these two instances he has used the term Psal in ts true and just
acceptation, and that in the former case only it 1s incarrectly applied.
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rice. It is not “because a greater quantity of capital and
abour must be employed to produce it (Mr. Malthus’s just
definition of real price) that more capital and labour are
attracted to the land, but because the market price rises above
this, its real price, and notwithstanding the increased charge,
makes the cultlvatlon of land the more profitable employment
of capital.”

Nothing can be more just than the following observations
of Mr. Malthus on Adam Smith’s standard of value. “ Adam
Smith was evidently led into this train of argument from his
habit of considering labour as the standard measure of value and
corn as the measure of labour, But that corn is & very inaccu-
rate measure of labour the history of our own country will amply
demonstrate; where labour, compared with corn, will be found
to have experienced very great and striking variations, not only
from year to year, but from century to century, and for ten,
twenty, and thirty years together. And that neither labour nor
any other commodity can be an accurate measure of real value in
exchange is now considered as one of the most incontrovertible
doctrines of political economy, and, indeed, follows from the
very definition of value in exchange.”

If neither corn nor labour are accurate measures of real value
in exchange, which they clearly are not, what other commodity
is?P—certainly none. If, then, the expression, real price of
commodities, have any meaning, it must be that which Mr.
Malthus has stated in the essay on rent—it must be measured
by the proportionate quantity of capital and Iabour necessary
to produce them.

In Mr. Malthus’s Inguiry tnio the Naturs of Rent, he says,
“that, independently of irregularities in the currency of a
country, and other temporary and accidental circumstances,
the cause of the high comparative money price of corn is its
high comparative real price, or the greater quantity of capital and
dabour which must be employed to produce i1,

This, I apprehend, is the correct account of all permanent
variations in price, whether of corn or of any other commodity.
A commodity can only permanently rise in price either because
& greater quantity of capital and labour must be employed to
praduce it, or because money has fallen in value; and, on the
contrary, it can only fall in price, either because a less quantity
of capital and labour may be employed to produce it, or because
money has risen in value. ~

3 Page 40.
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A variation arising from the latter of these alternatives, an
altered value of money, is common at once to all commodities;
but a variation arising from the former cause is confined to the
particular commodity requiring more or less labour in its pro-
duction, By allowing the free importation of corn, or by im-
provements in agriculture, raw produce would fall; but the price
of no other commodity would be affected, except in proportion
to the fall in the real value, or cost of production, of the raw
produce which entered into its composition,

Mr. Malthus, having acknowledged this principle, cannot, 1
think, consistently maintain that the whole money value of all
the commodities in the country must sink exactly in proportion
to the fall in the price of corn. If the corn consumed in the
country were of the value of 10 millions per annum, and the
manufactured and foreign commodities consumed were of the
value of 20 millions, making altogether 30 millions, it would not
be admissible to infer that the annual expenditure was reduced
to 15 millions because corn had fallen so per cent., or from
10 to § millions.

The value of the raw produce which entered into the com-
position of these manufactures might not, for example, exceed
20 per cent. of their whole value, and, therefore, the fall in the
value of manufactured commodities, instead of being from 20 to
10 millions, would be only from 20 to 18 millions; and after
the fall in the price of corn of 5o per cent., the whole amount of
the annual expenditure, instead of falling from 30 to 15 millions,
would fall from 30 to 23 millions?

This, I say, would be their value if you supposed it possible
that with such a cheap price of comn no more com and com-
modities would be consumed; but as all those who had employed
capital in the production of corn on those lands which would
no longer be cultivated could employ it in the production ‘of
manufactured goods, and only a part of those manufactured
goods would be given in exchange for foreign com, as on any

, other supposition no advantage would be gained by importation
. and low prices, we should have the additional value of all that
, quantity of manufactured goods which were so produced and

not exported to add to the above value, so that the real diminu-
tion, even in money value, of all the commodities in the country,

! Manufactures, indeed, could not fall in any such proportion, beea
under the circumstances supposed, there be a new distri'buho: o
the precious metals among the differeat countries. Our cheap com-
modities would be exparted in exchange for corn and gold, till the accumugla-
tion of gold should lower its value and raise the money price of commodities,
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corti included, would be equal only to the loss of the landlord
by the reduction of their rents, while the quantity of objects of
enjoyment would be greatly increased. 4

Instead of thus eonsidering the effect of a fall in the value of
raw produce, as Mr, Malthus was bound to do by his previous
admission, he considers it as precisely the same thing as & risg
of 100 per cent. in the value of money, and, therefore, argueq
as if all commodities would sink to half their former price.

“ During 'the twenty years beginning with x794,” he says,
‘“and ending with 1813, the average price of British corn per
quarter was about 83 shillings; during the ten years ending
with 1813, 92 shillings; and during the last five years of the
twenty, 108 shillings. In the course of these twenty years, the
government borrowed near soc millions of real capital; for
which, on & rough average, exclusive of the sinking fund, it
engaged to pay about 5 per cent. But if corn should fall &
so shillings & quarter, and other commodities in proportion
instead of an interest of about § per cent., the government
would really pay an interest of 7, 8, 9, and, for the last zor
millions, 1o per cent, 6)

“ To this extraordinary generosity towards the stockholders
should be disposed to make no kind of ebjection, if it were nof
necessary to consider by whom it is to be paid; and & moment'
reflection will show us that it can only be paid by the industriou
classes of society and the landlords, that is, by all those whos
nominal income will vary with the variations in the measur
of value, The nominal revenues of this part of the seciety
compared with the average of the last five years, will be dimip
ished one half, and out of this nominally reduced income the
will have to pay the same nominal amount of taxes.” } ‘

In the first place, I think I have already shown that even th
value of the gross income of the whole country will not b
diminished in the proportion for which Mr. Malthus here cor
tends; it would not follow that because corn fell 50 per cen
each man's gross income would be reduced go per eent. in value;
his net income might be actually increased in value.

In the second place, I think the reader will agree with me ths
the increased charge, if admitted, would not fall exclusively “ ¢
the landlords and the industrious classes of society;” the stoc!
holder, by his expenditure, contributes his share to the suppo

 The Grounds of an Opinion, etc., p. 36.

® Mr. Malthus, in ancther part of the same work, supposes commodits
to vary 25 or 20 per cent. when corn varies 335. ’
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+ of t':¢ public burdens in the same way as the other classes of
" sucicty. 1f, then, money became really mare valuable, although
Le would receive a greater value, he would also pay a greater
vaive in taxes, and, therefore, it cannot be true that the whole
a 1d:tion to the real value of the interest would be paid by * the
Lindlords and the industrious classes.”
The whole argument, however, of Mr. Malthus, is built on an
" infirm basis: it supposes, because the gross income of the
country is diminished, that, therefore, the net income must also
be duninished in the same proportion. It bas been one of the
objects of this work to show that, with every fall in the real
vaiue of necessaries, the wages of labour would fall, and that
ALie profits of stock wlild rise; in other words, that of any given
annual value a less portion would be paid to the labouring class,
and a larger portion to those whose funds employed this class.
Suppose the value of the commodities produced in a particular
manufacture to be £1000, and to be divided between the master
aurl his labourers in the proportion of f8co to labourers and
{200 to the master; if the value of these commodities should
full to fgoo, and {1co be saved from the wages of labour, in
cunsequence of the fall of necessaries, the pet income of the
master would be in no degree impaired, and, therefore, he could
~ith just as much facility pay the same amount of taxes after
as bofore the reduction of price} .

It is of importance to distinguish clearly between gross revenue
and net vevenue, for it is from the net revenue of a society that
all taxes must be paid. Suppose that all the commodities in
the country, all the comn, raw produce, manufactured goods,
ete., which could be brought to market in the course of the year,
were of the value of 20 millions, and that in order to obtain this
v.!ue the labour of a certain number of men was necessary,
and that the absolute necessaries of these labourers required an
cxpenditure of 10 millions; I should say that the gross revenue
of such society was 20 millions, and its net revenue 10 millions.
It does not follow from this supposition that the labourers
should receive only 1o millions for their labour; they might
receive 12, 14, o 15 millions, and in that case they would have

' Ol net produce and gross produce M. Say speaks as follows: “ The
®hole value produced is the gross produce; this value, after deducting
troin 1t the cost of production, is the net produce,””—Vol. ii. p. 491. There
¢ -, then, be no net produce, because the cost of production, according to
M Say, consists of rent, wages, and profits. In page 508 he says, * i‘he
valae of 4 product, the value of a productive service, the value of the cost

of pawiuction, are all, then, similar values, whenever things are left to
L7 natural eourse.”  Tahe @ whole from a whole and pothiug remains,
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2, 4, or § millions of the net income. The rest would be divided
between landlords and capitalists; but the whole net income
would not exceed 1o millions, Suppose such & society paid
2 millions in taxes, its net income would be reduced to 8 millions.

Suppose now money to become more valuable by one-tenth,
all commodities would fall, and the price of labour would fall,-
because-the absolute necessaries of the labourer formed a part
of those commodities, consequently the gross income would be
reduced to 18 millions and the net income to ¢ millions, If the
taxes fell in the same proportion, and, instead of 2 millions,
£1,800,000 only were raised, the net income would be further
reduced to £7,200,0d0, precisely of the same value as the
8 millions were before, and therefore the society would neither
be losers nor gainers by such an event. But suppose that after
the rise of money, 2 millions were raised for taxes as before,
the society would be poorer by £200,000 per annum, their taxes |
would be really raised one-ninth. _To alter the money value of
commodities, by altering the value of money, and yet to raise
the same money amount by taxes, is then undoubtedly to increase |
the burthens of society, \

But suppose of the 10 millions net revenue the landlords '
received five millions as rent, and that by facility of preduction,
or by the importation of corn, the necessary cost of that article
in labour was reduced 1 million, rent would fall 1 million, and
the prices of the mass of commodities would also fall to the same
amount, but the net revenue would be just as great as before;
the gross income would, it is true, be only 19 millions, and the
necessary expenditure to obtain it g millions, but the net income
would be 1o millions. Now, suppose 2 millions raised in taxes
on this diminished gross income, would the society altogether
be richer or poorer? Richer, certainly; for after the payment
of their taxes, they would have, as before, a clear income of
8 millions to bestow on the purchase of commodities, which had
increased in quantity, and fallen in price, in the proportion of
20 to 19; not only then could the same taxation be endured,
but greater, and yet the mass of the people be better provided
with conveniences and necessaries.

If the net income of the society, after paying the same money
taxation, be as great as before, and the class of landholders lose
1 million from a fall of rent, the other productive classes must
bave increased money incomes, notwithstanding the fall of
prices. The capitalist will then be doubly benefited; the corn
and butcher’s meat consumed by himself and his family will be
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reduced in price; and the wages of his menial servants, of his

ardeners, and labourers of all descriptions, will be also lowered.
%lis horses and cattle will cost less, and be supported at a less
expense. All the commodities in which raw produce enters as
a principal part of their value will fall. This aggregate amount
of savings, made on the expenditure of income, at the same time
that his money income is increased, will then be doubly bene-
ficial to him, and will enable him not only to add to his enjoy-
ments, but to bear additional taxes, if they should be required:
his additional consumption of taxed commodities will much
more than make up for the diminished demand of iandlords,
consequent on the reduction of their rents. The same observa-
tions apply to farmers and traders of every description.

But it may be said 'that the capitalist’s income will not be
increased; that the million deducted from the landlord’s rent
will be paid in additional wages to labourers] Be it go; this
will make no difference in the argument: the situation of the
saciety will be irnproved, and they will be able to bear the same
money burthens with greater facility than before; it will only
prove what is still more desirable, that the situation of another
class, and by far the most important class in society, is the one
which is chiefly benefited by the new distribution. Al that
they receive more than g millions forms part of the net income
of the country, and it cannot be expended without adding to
its revenue, its happiness, or its power. Distribute, then, the
net income as you please. Give a little more to one class and
a little less to another, yet you do not thereby diminish it; a
greater amount of commodities will be still produced with the
same labour, although the amount of the gross money value of
such commodities will be diminished; but the net money income
of the country, that fund from which taxes are paid and enjoy-
ments procured, would be much more adequate than before
to maintain the actual population, to afford it enjoyments and
luxuries, and to support any given amount of taxation.

That the stockholder is benefited by a great fall in the value
of com cannot be doubted; but if no one eise be injured, that
1S no reason why corn should be made dear; for the gains of
the stockholder are national gains, and increase, as all other
gains do, the real wealth and power of the country. If they are un-
Justly benefited, let the degree in which they are so be accurately
ascertained, and then it is for the legislature to devise a remedy;
but no policy can be more unwise than to shut ourselves out from
the great advantages arising from cheap corn, and abundant

T 5%
. é
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productions, merely because the stockholder would have an
undue proportion of the increase.

To regulate the dividends on stock by the money value of
corn has never yet been attempted. 1f justice and good faith
required such a regulation, & great debt is due to the old stock-
holders; for they have been receiving the same money dividends
for more than a century, although corn has, perhaps, been
doubled or trebled in price.

But it is a great mistake to suppose that the situation of the
stockholder will be more improved than that of the farmer, the
manufacturer, and the other capitalists of the country; it will,
in fact, be less improved.

The stockholder will undoubtedly receive the same money
dividend, while not only the price of raw produce and labour fell,
but the prices of many other things into which raw produce
entered as a component part. This, however, is an advantage,
23 ] have just stated, which he would enjoy in common with all
other persons who had the same money incomes to expend:—
his money income would not be increased; that of the farmer,
manufacturer, and other employers of labour would, and con-
sequently they would bé doubly benefited.

It may be said that, although it may be true that capitalists
would be benefited by a rise of profits, in consequence of a fall
of wages, yet that their incomes would be dimmished by the
fall in the money value of their commodities. What is to
lower them? Not any alteration in the value of money for

* nothing has been supposed to occur to alter the value of money.
Not any diminution in the quantity of labour necessary to pro-
duce their commodities, for no such cause has operated, and if
it did operate, would not lower money profits, though it might
Jower money prices. But the raw produce of which commodities
are made is supposed to have fallen in price, and, therefore,
commodities will fall on that account. True, they will fall, but
their fall will not be attended with any diminution in the money
income of the producer. If be sell his commodity for less money,
it is only because one of the materials from which it is made has
fallen in value. If the clothier sell his cloth for fgoo instead of
£1000, his income will not be less, if the wool from which it is
made has declined £x00 - value. :

Mr. Malthus says, “° & true that the last additions to the’
agricultural produce of y A improving country are not attended
with a large proportion uf rent; and it is precisely this circum~

- stance that may make it answer to a rich country to import
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some of its com, if it can be secure of obtaining an equable
supply. But in all cases the importation of foreign corn must
fail to answer nationally if it is not so much cheaper than the
corn that can be grown at home as to equal both the profits
and the rent of the grain which it displaces.”—Grounds, etc.,
. 36.

P 13n this observation Mr. Malthus is quite correct; but imported
corn must be always so much cheaper than the corn that can be
grown at home, * as to equal both the profits and the rent of
the grain which it displaces.” If it were not, no advantage to
any one could be obtained by importing it.

As rent is the effect of the high price of corn, the loss of rent
is the effect of a low price. Foreign corn never enters into
competition with such home corn as affords a rent; the fall of
price invariably affects the landlord til' the whole of his rent
1s absorbed ;—if it fall still more, the price will not afford even
the common profits of stock; capital will then quit the land
for some other employment, and the corn which was before
grown upon it will then, and not till then, be imported. From
the loss of rent there will be a loss of value, of estimated money '
value, but there will be a gain of wealth. The amount of the
raw produce and other productions together will be increased;
from the greater facility with which they are produced they
will, though augmented in quality, be dimnished in value.

Two men employ equal capitals—one in agriculture, the other
in manufactures. That in agriculture produces a net annual
value of {1300, of which {1000 is retained for profit and {200
is paid for rent; the other in manufactures produces only an
annual value of {1000. Suppose that, by importation, the
same quantity of corn which cost {1200 can be obtained for
commodities which cost {950, and that, in consequence, the
capital employed in agriculture is diverted to manufactures,
where it can produce a value of £1000, the net revenue of the
country will be of less value, it will be reduced from {2200 to
£a000; but there will not only be the same quantity of commo-
dities and corn for its own consumption, but also as much addi-
tion to that quantity as f50 would purchase, the difference
between the value at which its manufactures were sold to the
foreign country and the value of the corn which was purchased
fromit. -

Now this is precisely the question respecting the advantage of
importing or growing corn; it never can be imported till the
quantity-cbtained from abroad by the employment of a given
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capital exceeds the quantity which the same capital will enable
us to grow at home—exceeds not only that quantity which falls
to the share of the farmer, but also that which is paid as rent to
the landlord.

Mr. Malthus says, “ It has been justly observed by Adam
Smith that no equal quantity of productive labour employed
in manufactures can ever occasion 5o great a reproductlon asin
agriculture.” If Adam Smith speaks of value, he is correct;
but if he speaks of riches, which is the important point, he is
mlstaken ; for he has hlmself defined riches to consist of the
necessaries, conveniences, and enjoyments of human life. One
set of necessaries and conveniences admits of no comparison
with another set; value in use cannot be measured by any known
standard; it is differently estimated by different persons.
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EVERYMAN’S LIBRARY
By ERNEST RHYS

ICTOR HUGO said & Library was “an act of faith,”

and some unknown essayist spoke of ane so beautiful,

so perfect, so harmonious in all its parts, that he who
made it was smitten with a passion. In that faith the promoters
of Everyman’s Library planned it out originally on s large
scale; and their idea in so doing was to make it conform as
far as possible to a perfect scheme. However, perfection is a
thing to be aimed at and not to be achieved in this difficult world;
and since the first volumes appeared some fifteen years ago,
there have been many interruptions. A great war has come and
gone; and even the City of Books has felt something like:
a world commotion. Only in recent years is the series getting
back into its old stride and looking forward to complete its
original scheme of & Thousand Volumes. One of the practical
expedients in that original plan was to divide the volumes into
sections, as Biography, Fiction, History, Belles Lettres, Poetry,
Romance and so forth; with a compartmeat for young people,
and last, and not least, one of Reference Books. Beside the
dictionaries and encyclopzdias to be expected in that section,
there was & special set of Literary and historical atlases, One of
these atlases dealing with Europe, we may recall, was directly
affected by the disturbance of frontiers during the war; and the
maps have been completely revised in consequence, 5o as ta chars

|
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the New Europe which we hope will now preserve its peace undes
the auspices of the League of Nations set up at Geneva.

That is only one small item, however, in a library list which
runs to over seven hundred and sixty volumes. The largest slica
of this huge provision is, as a matter of course, given to the
tyrannous demands of fiction. But in carrying out the scheme,
the directors and editors contrived to keep in mind that bocks,,
like men and women, have their elective affinities. The present
volume, for instance, will be found to bave its companion bouks,
both in the same section and even more significantly in other
sections, With that idea too, novels like Walter Scott’s Jvanhoe
and Fortunes of Nigel, Lytton's Harold, and Dickens's Tale of
Two Cities have been used as pioneers of history and treated as
a sort of holiday history books, History itself in our day is ter.d-
ing to grow more documentary and less literary; and “the
historian who is a stylist,” as one of our contributors, the lats
Thomas Seccombe, said, “will soon be regarded as a kind of
Pheenix.” But in the history department of Everyman’s Library
we have been eclectic enough to choose our history men from
every school in turn. We have Grote, Gibbon, Finlay, Macaul:y,
Motley, Prescott; we have among earlier books the Venerable
Bede and the Anglo-Saxon Chronicle, and we have just com-
pleted a Livy in six volumes in an admirable new translativa
by Canon Roberts.

“You only, O Books,” said Richard de Bury, “ are liberal and
independent; you give to all who ask.” The delightful variety,
the wisdom and the wit which are at the disposal of Everymar,
in his own library may well, at times, seem to him a little

"embarrassing. He may turn to Dick Steele in the Spectalor and
learn how Cleomira dances, when the elegance of her motion is
unimaginable and “her eyes are chastised with the simplicity
and innocence of her thoughts.” He may turn to Plato’s Phiedrus



. =3 -
and read how every soul is divided into three parts (like Cesar’s
Gaul). He may tumn to the finest critic of Victorian times,
Matthew Amold, and find in his essay on Maurice de Guerin
the perfect key to what is there called the “magical power of
poetry”” It is Shakespeare, with his
“ daffodils

That come before the swallow dares, and take
The winds of March with beauty;"

it is Wordsworth, with his

“voice . . . heard
In spring-time from the cuckoo-bird,
Brealing the silence of the seas
Among the farthest Hebrides;”

or Keats, with his

#, . . . moving waters at their priest-like task
Of oold ablution round Eartb’s human shores.”

. William Hazlitt's “ Table Talk,” among the volumes of Essays,
may help to show the relationship of one author to another,
which is another form of the Friendship of Books. His incom-
parable essay in that volume, “On Going & Journey,” forms a
capital prelude to Coleridge’s “ Biographia Literaria™ and to
his and Wordsworth’s poems. In the same way one may turn to
the review of Moore’s Life of Byron in Macaulay’s Essays as a
prelude to the three volumes of Byron’s own poems, remember-
ing that the poet whom Europe loved more than England did
was a3 Macaulay said: “the beginning, the middle and the end
of ali his own poetry.” This brings us to the provoking reflection
that it is the obvious authors and the books most easy to reprint
which have been the signal successes out of the seven hundred
odd in the series, for Everyman is distinctly proverbial in his
tastes. He likes best of all an old author who has worn well or
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a comparatively new author who has gained something like pev s-
paper notoriety. In attempting to lead him on from the g}
books that are known to those that are less known, the | -
lishers may have at times been too adventurous. The (Vu-
himself (as a mere editor may say) has been much more ' ..,
an ordinary book-producer in this critical enterprise. He I 4
thrown himself into it with the zeal of & book-lover and ind ¢}
of one who, like Milton, thought that books might be as ali.-
and productive as dragons’ teeth, which, being *“sown up i
down the land, might chance to spring up armed men.”
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