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ing to the regulations mentioned above, This part of their cur-
rency is about I per cent. better, in intrinfic value, than ducats at
s/ sfi tale for tale ; 'which is a fufficientreafon not to part with
it, in change for ducats at that tate. But befides this bagged up
bank fpecie, there are many other forts of old worn-out coin,
of unequal weight and finenefs.

Thefe ferve as marks for the fmall cir culanon, and are not a legal
tender in all payments; fuch as foreign bills, What is the con~
fequence of this? Since this old fpecie carries denominations above
its value, when compared with the bagged-bank-filver coin, it
ferves to buy up this good filver, when it falls into circulation
that is, it ferves to buy up, or to exchange, florin pieces, which
are, as I have faid, & per cent. better than ducats at's £, 5/ Such
good filver pieces are not very common in ordinary circulation;
but as it frequently happens that people receive filver in facs, for
their daily espence, who do not mind the difference of 1 per cent.
when they pay in this good money, it circulates for a httle time,
until it falls into the hands of thofe who know it,-and bag it up
again. Thus it happens in Holland, from the diforder of their
coin, that you may be paid a million flerling, "if you pleafe; in
good filver coin; and yet you-find difficulty to procure filver for a
ducat, in the lighteft, bafeft, and moft aukward pieces imaginable
for reckoning. The bad confcquences 1efultmg ﬁom this dif~
o dcx have been taken nouce of in the p1opcx place. .~

- END or THE THIRD Boox. -
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INTRODUCTION.

COME now toinquire into' the principles of credit; a fubject
already introduced in the 27th chapter of the fecond book,

where I examined tlie nature of circulation, and pointed: out the
principles, which direct a flatefman when and how to- retard or

accelerate its adivity, according as the political interefts of his
people may require.

In that chapter the Ob_]C& Was, when and how either to extend or
reflrain the ufe of credit, according to political circumftances. The
queftion now comies to be, what that credit is; upon what it is
founded ; “what the various {pecies of it are; what the methods of
eftablifhing and extending it, while in its infancy and vigour; how

<o fuftain itwhen overftretched’; and- laft of all, how tolet it fall as:

gently as poflible, when by no human prudence it can be longer
{upported :
) Many
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“Many political writers in treating of credit, reprefent it as beihg
of a very myfterious nature ; owing its eftablifhment to a confidence
not eafily accounted for, and difappearing from the flighteft unfa-
vourable circumftances.

That credit, in its infancy, is of a vcry dehcatc nature, I willingly -

allow; as alfo that we have many examples which confirm the
{entiments of thofe who believe it to contain, in itfelf, fomething
very myfterious: but this proves no more, than that, in fuch cafes,
credit (as I confider it, and as it will appear really to be) has not
been properly eftablithed. The caufe of confidence has had no-
thing in it but opinion, and when this is the cafe, credit is but a
fhadow; a thin vapour, which may be diflipated by the ﬁnallcﬂ:
breath of wind. .

They all agree that credit is no more than confidence, but they
do not examine how that confidence is to be eftablithed on a folid
foundation.

The operations of credit are incompatible with the involved con-
trats of the law, and with the fpirit of intricate land-fecurities.
The policy of fuch contraéts was analogous to the manners of the
times which gave them birth. ‘Trade is a late refinement, in moft
nations of Europe, and induftry is {till a later: the beginnings of
both are flow, imperceptible, and obfcure. The inftruments by
which they are promoted, are the lower clafles of a people; fuch
individuals appear to be of ‘very {fmall confequence; and yet it is
by the accumulation of m"my fmall things only, that this huge
fabric is erected. E

To eftablifh that credit, which is neceflary for carrying on fo
great a work, a fatefman muft lend his hand. He muft give a
validity to mercantile obligations, which have no name in his law

. books: he muft fupport the weak againftthe ftrong: he muft reform
the unwieldy procedure of courts of juftice: hemuft facilitate the
fale of property: he muft eftablifh the credibility of merchants
books regularly kept -he muft difcourage frauds, and fupport fair

dealing,
When
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© When fuch a. pl:m is once elhbhfhcd confidence will find a bafis
in the property of every individual who profits by it. When it is
not eftablifhed, credit will appear like a méteor: intelligent and
crafty men will avail themfelves of it; and thereby dazzle the eyes
of the public, with gilded fchemes of opulence and profpm ity : man-
kind will fly .to induftry, confidence will be eftablithed; but as
there will be no mecthod of determining the bounds of that confi-
dence, the promoters of the fcheme will profit of . the delufion:
confidence will vanifh; and the whole will appear to have been a
myflery, a dream. Isnotthis a reprefentation of many proje@s fet-
cn foot fince the beginning of this century # What were the South:
Sea’s and Miflifippi’s, but an abufe of confidence? Had ever the
cayfe of confidence been examined into, would ever fuch extrava-
gant ideas have arrived at the height they did ' i

Credit therefore muft have a real, not an imaginary obje® to fup-
port it; and although i allow that in all operations. of mercantile:
credit, there muft be fomething left to chance and accident; yet
that chance muft bear a’'due proportion to the extraordinary profits.
reafonably to be expected from the undertaking.

From this it appears, what an'ufeful {peculation it is-to inquire:
properly into the nature of credit; to deduce with accuracy the
principles upon which it is founded; to banith myftery from plain
reafon; to thew how every the moft furprizing cffe&t of credit,
whether tending to the advantage, or to the hurt of fociety, may
eafily be accounted for; and, which is the moft ufeful of all, to:
point out how fuch cffeéts may be forefeen, fo as either to be jim-
proved or prevented.

In going through {fo cxtenfive a fubjed®, as a deduion of the
principles of credit, method is very neceflary; and when a detaik
is long, fubdivifions are very convenicnt. Ihave, upon this‘account,
divided this book into four parts. )

The firft thall Le fet apart for deducing the prin&iplcs which regu-
Iate the rate of intereft; becaule this is the bafis of the whole.

Th
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" The fecond, for the principles of banking 5 under which [ {hall
have an opportunity to unfold the wholc do@rine of domeflic cir-
culation. :

The third, for thofé of exchange; which is equally well calcu-

lated for carrying on foreign circulation ; and as to what regards -

debts, 'and the borrowing of money, with all the confequences
which they draw along with them, the[c 1mpommt obje&s will
furnith ample matter for

The fourth and laft part, which fhall treat of the principles of
public credit. .

Thefe premifed, I proceed to the definition of c1e(hr.v
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REDIT is. the mtyimable expectation entertained by him who ﬁl!f /0
bis fide of any contracl, that the other contraéting party wvill recipro- -
cally make: good bis engagements.

To illuftrate this, we may fay with the la.wyer.s, that as all con-
trats may be reduced under one of the following heads, Do ut des,
do ut facias ; facio ut des, jfacio ut facias ; {o he who a&ually gives or
performs his pare, is the creditor, or the perfon who gives credit ;.
and he who only promiifes to give or perfmm, is thc debtor, or the
perfon who receives it.

. Credit; therefore; is no more th'm a awell ejt’nbl jbed confidence be-
“tween -men, in- what relates .to the fulfilling their -engagements.

This confidence muft be fupported- by laws, and eftablithed by

manners. By laws, the execution of formal contracts may be en-
forced : ‘manners, alone, can introduce that entire confidence which
is requifite to form the {pirit of a trading nation..

Credit, in its-infancy, muft -be fupported by.{latutes, and en-
forced by -penalties; but when it is once well eftablithed, cvery
recourfe had to law, is found to wound the delicacy of its confti-
tution. - For this reafon we fee, that in'certain nations, the legi-

“flator ‘wifely. excludes the ordinary. courts of juftice from extend-

ing their rigid jurifdiGion.over mercantile engagements: they
leave to the - prudence and good faith of men verfed in commercg,
to extricate the combinations which refult from fuch tranfactions

“ becaufe they are to be interpreted more according to the conftant

fluGuation of manners, than to the more permanent inftitutions of
pofitive law. -

The more the Jule(héhon of the ftatefman is unlimited ; oz.in
other words, the lefs the power of any fovercign is reflrained, by

VoL, I P the
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the‘laws and conftitution of the ftate he governs, the more . it be-
hoves him to-avoid every ftep of adminiftration which can make
his authority be felt in cates where credit is concerned. If he fhould
happen, for cxample, to be-a debtor ‘himfelf, he muft take good
care never to appear in any other light'to his creditor. The mo-
ment he puts on the fovereign, the fame moment all confidence is
loft. ¥or thefe reafons, -we have hitherto -had [few examples (I
might perhaps have faid-none: arall) 'wﬁerc credit. has been-found
permanently folid, under a pure monarchy. P,
‘But we:mult obferve, at the fame time, that the:ftability of cre-
dit is net.incompatible with that form:of government, - At .certnin
times,: we have feen- crédit make a-furprifing progrefs in:France ;
and it has never-fuffered-any check in-that flate, but:from -acts.of
power; which I think-have proceeded more from inadvertency,and
want of knowledge, than ‘from a defign of defrauding creditors.
Thefe may be locked on -as- blunders- in .adminiftration ; becaufe
they have conftantly difappointéd the:purpofe for -which: they were
“intended. ILet me prove this by {fome -examples. . - DR

Thearret of 21 May 1720, (ofwhich we’fhall give an vaccc)”unt :

hereafter) deftroyed in ‘one day the whole- fabric.of credit, which:
had been erected in France during the courfe of three years soand
«ehich in fo fhort a time had mounted-to a height ‘hardly credible:
1 fay, that in one day this inadvertentftep (for no real injury, was;
intended) deftroyed the credit of 2,697,048,000 livres of bank notes,
(above 320 millions fterling) and of :624;000 actions of the Eaft-India
company, which (reckoned at 5000 livres apiece, the price at which
the company had laft fold them) amount to 3,120,000,000 liwres, or
-above r4o millions.fterling. Thus at one blow, and in one day, 260
millions fterling of paper currency, payable to-bearers, was firuck
out of the circulation of France ; by an ufelefs and inadverténp a&
of power, which ruined the nation, and withered the hand .whicl
firack it: an event too little underftood; and too little remembered
in that kingdom... - TR & L

v
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- This'plainly appears from their late conduct; for in the -end of
1759, at a time when the credit of France was ‘in fo flourifhing a
{ituation as' to have enabled hef toborrow, thatvery year, near 200
) millioris of ‘livres; and when there was a profpect of being able
to bofi‘dw, in the year following, a far greater fum; the fhutting
up what they called their caiffe damortiffement; for the fake of with-
holding 32 millions of livres intereft due to the creditors, ftruck all

* credit with foreigners dead in one inftant.

Thefe examples {hew what fatal confequences follow a misjudged
exercife of power in matters of credit. - :

On the other hand, the rapid progrél‘s of credit in France before
the Miffifippi, and the ftability of it from 1726 to the year 1759,
abundantly proves, that nothing is more compatible than monarchy
and confidence. All that is wanting is the eftablifhment of one
maxim in government ; tO wit, that the King's power is never to extend {o

‘far, as to alter the fmalleft article of fuch ftipulations as-have been
made with thofe who have Ient money for the fervice of the ftate.

Maxims in government bind the monarch and the legiflature, as laws bind
\fiibjedts and fubordinate magiftrates : the one and the other ought to be

“held inviolable, fo far as they regard credit; or confidence will be

precarious. " - : . :
“4\What has fupported the' credit of Great Britain, but the maxim

“conftantly adhered to, that the public faith pledged to her creditors

is to be inviolable?

Does ‘any onec doubt, but the legiflature of that nation hmy .

fpunge out the public debts, with as much eafe as a King of France?

-Bur in the one kingdom, the whole nation muft be confulted as to
“the propriety of fuch a ftep; in the other, it .may be done at the
“inftigation of a fingle perfon, ignorant of the confequences:- but I
“liope to make it appear, before the conclufion of this book, that it
His impoflible to form a {fuppofition, when a ftate can be benefited by
{«leliberately departing, for one moment, from the faith of her én-

gagements. A national bankruptey may (no doubt) happen, and

} ']I{QFOIHC irreparable ; but that muft be when the flate is emerging

) ’ P2 from
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“from'a ﬁgnal calamny, afte1 ha.vmg bccn mvolved in Tiin.and.con--

Caides e iy
fuﬁon. v
! Corifidence; then, is:the- foul and eﬁ'cnce of c1ed1t, and in’ evely

‘modification of ity we {hall conftantly. find.it built on that bafis;.:
“bu: this - confidence muft-have for its- objeé’t a wzllmgm]} and.a:

m[mcztj in the dcotor to. fulﬁl his obligations. - L

CI—IAPHH,

“Of ' the ature zf ‘Oélnmtwﬂ.r to.be per; formza’ RZE ng/‘egztence of

Grm’;t gzven. :

"% 7E ‘have aheady ‘faid,” that all” obhg"mons connaé’c‘ed“wirh a- -
Y V. view to be perfoxmed ifi future time, confift- in domg or -

doite, or given.-
rrwmg fomething; in confidération of fonrething , Or &

When actions only are ftipulated “in contradts; credit (in a fri&
acceptation of the term) is litde concerned ; ‘becaufe no adequate :
{ecurity can be given for performing an a@ion: fuch contradts ftand :
wﬁolly upon ‘the willingnefs and “capacity” of actiig, which depend
“more-upon the perfor than upon the faculties of the debtor. To fupply
that defeét, we {ee penaltics ufu'111y ﬁlpula.ted in fuch cafes; which
reduce thofe contn&s tor an altcmauvc obhg'mon of :either (lomg :

or gwlmr. -

‘We fhall therefore-throw-out the confideration of the:firft alto— :
gethex as being foreign to our pur pofe; and adhere to the httcx, .
f

whicli is the true obje& of credit. Again,

In'all obligations to give any particular thing;’ there is conﬁantly :
1mp11ed an- alternative alfo; to wit, either the thing ftipulated, or -
the value (id guod interft, according to the lawyers) this muft be -

relmvc to money, whxclus thc common pri ice of all: thmgs in com-

‘merce among men: o B

p . . ; Thus :
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} 1egul.u' payment of intereft for it, when borrowed, is as eflential to

OF‘POLITICAL OECONOMY,, v

169

‘Thuswe-have brought credit to .the object under, which:we are -

to confider it, viz. the obhgzmon to pay money cither f01 v’du X
ceived, or for fome. confideration relative to the parties, v vlnch may"
-be the juft ground of a contrat. .. . . .
. Credit and .debts. are- therefore mfeparable, ‘and’ very, properly»'
come . to be examined together in this book. X
When money is to be paid at a diftant peuod of 't nme the obh-'-

gation may cither be, 1. for one precife fum; or 2. for that fum..,

with intereft, during the interval between contracting and fulfilling :
the obligation.

The lending of money without intereft, was very common,
before the. introduétion of ‘trade and induflry. Money then was -
confidered. ag a barren ftock, incapable of producing fruit;. and -

whenever the quantity of it, in any. country, exceeded the ufes of -

circulation, the remainder was locked up in treafures. In tlnr.hghr, .
the exacting of intereft for it appeared unreafonable. .
Thmgs are now changed no money is ever locked 1 up ; and. the -

the, obtaining of credit, as the confidence of being repaid the capi- -
al. .,/ Thefe periodical payments are a-conflant corroboration of this -
cor_)ﬁdc_ncc; {fo that.it may be. {faid, with truth, that he who can :

.give good fecurity, to pay to perpétuity, a regular intereft for mo- -

ney, will obtain credit for any fum, although it thould appear evi-.-
denf, ‘that he never can be in a capacity_to-refund the capital...
- The reafon of this may be gathered from the principles already -
deduccd and-from-the plan of our modern-oeconomy.
We have faid in the fecond book,. that the current money of a -
country is always in proportion.to the trade, induftry, confumption,
and alienation, which regularly takes place init; and.when it hap- -

“pens that the money already.in the .country is not fufficicnt for -

carrying on thefe purpofes, a part of .the folid property, cqual to-
the deficiency, may be'melted down. (as we have called i‘t)‘aml :
made to circulate in pqpef That fo foon again as this paper aug- -
ments beyond that proportion, a part of wlnt was before in cir cu- -

- lacion,:




wlncl a nutxon poffeﬂ'es over and 'lbove what is Tl eITal'y for 1ts cir-
cuhnon, muﬁ be turned itito forie fhape whereby it may produce
an iniconié ; for it is how a maxim, that no money is to be {uff
to tetflain ufelefs o the proprietor of it. - -
' When this regorging paper then comes upon the debtm m i, if he
ﬂlould pay the value of itin hard fpeue, how would thc condmon
of thié creditor be improved ?
!Ve fuppofe the credit of the paper equal to the cr edit of the coin
wvithin the counn)" We alfo {fuppofe that the paper has fo ﬁag-
hated in the hands of the bc:ucr that he can feithér lend 1t, or
pulchafe With it dby, fpccxcs of folid property, \Vlthln the country
capable to produce an income: for if any Wway of dxfpoﬁng it ufc-
fully can D found, this ¢circumftance proves that cucul'mon is nor,
at that nme fully ftocked ; conféquently, .the money does not re-
gorge. - But let us fuppofe that it does regorge; then he inu(t
cither oblige the debtor in the paper to pay in coin, and 1 tlnt
up in his coffels, as was the cafe of old; or he muﬁ fend is com
to other countrics, where circulation is mot fully: ﬁocked and
‘where an income may be bought with it. This conﬁantly happens
when circulation is either overftocked, or when the qu:mtlty of it
begins to diminifh in a country.
Let me next fuppofe, that in a country 1e1fom.bly ﬂocked \Vlth
‘money, a fudden demand for it, far beyond the ordinar y mte of
“circulation, fhould occur: fuppofe a war to break out, \Vth]l a'b-
forbs, in a fhort time, more money than, pellnps, all the com ina
nation can realize. The ftate impofes a tax, which, letme fuppoﬁ,,
nny pxoducc a fum equal to the interelt 6f the money required. | Is
"it not very certain, that fuch perfons who found a difi
placmg their regorging capitals, will Be better pleafed to pur
a part_of this annual intereft, than to lend it ‘to any pe1f0u who
might

¢ .
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mlght pay, i t b1ck ina ﬂlOlt tlme by wluch 1epayment the lendcr
would 1g11n be tluown mto thc ﬁme mconven efme, of

I fpeak thcrcfore, ofvleahzmg paper money, 1 undelﬁand
the converting it into gold and ﬁlve1 wluch 1s the money of
L p1oduce a pex—

exth 3y
the world or the phcmg of it ir
pcmal fund of annual mteleﬁ,

Were pubhc bouo\vmg, therefore, to work the effect of bun gmg
vthe mon ey in cxrcu]anon below the p10p01 tion requued for muy—

to muoduce a method of creatmg money anew, m p10p01 tion’ to
the'demand of induftry, then tlie ftate has no occafion to pay back
caplnls 3 and tht; public creditors enjoy far better conditions in-
thcn"'lrmuﬂ income, -than if the capitals were refunded.

TLet me illuftrate this by an example.
s \Ve mu{’c ‘take i it for'granted, that in every nation in Europe, there

Tis'a fum in  circulation cqual to the alienation _which- goes on:

1

a u"tlly it the time. vWe muft alfo take it.for granted, that the
amount of all debts whatfoever, public and puvate paying intereft
‘o the clafs of creditors, is.a very great fuim: now let.us fuppofe
that the clafs of debtors fhould be en'lbled (no matter by :what

: means) to pay off what they owe, in coin; ;would: not, by the fuppo-

ﬁuon, a fum néarly equal to that coin 1mmed1ately fall into flag-
natlon and would it not be xmpoﬁible to draw z any 1ncome from it?
Thid was exactly the cafe of .old. “The coin f‘u’ exceedcd the ufes

-of circulation, and ftagnated in treafures. - Wars blought it outs

bccw.ufe then circulation augmented peace agzun cuttmg off thefe:
extr"ordmary demands, thc coin i’ngnated '1g11n, and, 1eturned, o
ithe. : : ‘

1‘Vhat is thecafe at prefen Y ST L S
e X o ‘ Money”

afures. '
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s *Money and cbin.:u'e never found.to furpafs the ufes.of: circulation

“in’commercial countries. ~”When_ war comes, which;demands;an .

. extraordinary fupply, recourfe is had to’ borr_owh?g- upon'igtere:ﬂ ;
not to treafures: and the-délire of purchafing this ;ntefeﬁ, 37_(1}{@1.1
ave ‘call an annuity, draws t'1_~cafurcs: even from the enemics-of: t’ho.ic
nations wwho have the beft credit.. . ‘Again, at-the end of a war, .in
.place of an empty treafure, as was the cafe of old, we find a huge
-fum of public debts.” As oeconomy filled the treafury then, {o oeco-
. momy muft pay off the débtsnow.” ~ R
i: «From what has been faid, it plainly appears, that intereft is now
- become fo abfolutely eflential to credit, tlla;'it may be con,ﬁd?;‘ﬁd
as the principal requifite, and bafis on -);vl.n(;hw -the j\.vl_?ole fabric
. ftands : -we fhall therefore begin by examining the origin-and na-

s.ture, of intereft; and alfo the prinéiplcs which inﬁ}ler‘:qe.the Tate, -

and regulate the flu¢tuations of it.‘, P A DR P

«C'H AP 1L

-Of the Tntereft of Money. o

“F SHALL leave ‘it to divines and cafuifls to detelmmlcdhhyrfar

‘A the exaing of intéreft for money is lawful, accc‘)r‘dlpglt‘o” the
: 'prihéiples of our religion. L

The Jews, by the laws of Mofes, were forbid to lend at interctt to

.their brethren, but it was peimitted to lend to ﬂr‘an.g.cfs. pfl’{i. A(‘Zl‘la,p.
xxiii. ver. }9, ‘20. "This was one of .thc \vifeﬁ political .lllﬂlt:l'(gl?.ns
t6 be met with'in fo remote antiquity, as we {hal.l hgreafter exp?gm.
" Inthe brih}ifix}e ngqs:of chriftianity, the lendmg at mfeyreljt .w:u;.
ceitainly reputed to be ‘unlawfulﬂon_moﬁ‘occ‘aﬁoxlls.‘ Th'\xt fP}l‘l(’.’_ of
’ Clml‘iéf, 10 all who were in want, Was .fo W:u'ped in with the ‘do&rme
. of our religion, that a borrower was cox}ﬂzu_ltl)f cgn_ﬁdergd t‘(“)‘btchl;:
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that fituation. Trade was little known ; trading men were gene-
rally ill looked upon; and thofe who deviated fo far from the {pirit

of the times, as to think of accumulating wealth by the ufe of their

money, commonly degenerated into ufurers. :
In’the middle centuries, when a miftaken zeal animated chrifti-
anity with a moft ungodly thirft for the blood of infidels, the Jews

“were, in every nation in Europe, almotft the only money lenders.

This circumftance ftll more engaged the church to dart her thun-
der againft this practice; and the loan upon intereft never took root

“among chriftians, until a fpigit of trade and induflry fprung up in

Italy in the time of the Lombards, and fpredd. itfelf through the
channel of the Hans-towns over feveral nations.

-« Then the church began to open her eyes, and faw the expediency
of introducing many modifications, to limit the general anathema
againft the whole clafs of money lenders. At one time it was de-
clared lawful to lend at intereft, when the capital fhared any rifque
in the hands of the borrower; at another, it was found allowable R
when the capital was not demandable from the debtor, while he
paid the intereft: again, it was permitted, when the debtor was
declared by fentence of a judge, to be i mora in acquitting his
obligation: atlaft, it was permitted on bills of exchange. In fhort,

.in moft Roman catholic countries, intereft is now permitted in

cvery cafe almoft, except in obligations bearing a flipulation of in-

- _terelt for fums demandable at.any time after the term of payment;

and it is as yet no where confidered as effential to loan, or demand-
able upon obligations payable on demand. ) .
Expediency and the good of fociety (politically fpeaking) arc the
only rule for judging, when the loan upon intereft thould be per-.
mitted, when forbid. While people borrowed only in order to pro-
cure a circulating equivalent for providing their neceffaries, until

. they could have time to dif] pofe of their effedts ; and while there was
' feldom any certain profit to be made by the ufe of the money bor-

rowed, by turning it into trade, it was very natural to confider the

Iender in an unfavourable light; becaufe it was fuppofed that the

VOL. I Q_ moncy,
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money, if not lent, muft have remained locked up in his coﬁ'cw.
But at prefent, when we fee fo many people employed in providing
{lores of neceflaries for others, which, without money, could not
be done; forbidding the loan upon intereft, has the effect of lock-
ing up the very inflrument (money) which is neceffary for fupply-
ing the wants of the fociety. Theloan, therefore, upon intereft, as
Saciety now flands compefed, is eftablifhed, not in favour of the lenders,
but of the whole community ; and taking the matter in this light,
no one, I fuppofe, will pretend that what is beneficial to a whole
focicty fhould be forbid, becaufe of its being proportiohably advan-
tageous to fome paxtlcular members of it.

if it be then allowed, that the loan upon intereft i isa good poli-
-'al inftitution, 1e1at1ve to the prefent fituation of European {focie-
it, fo.
her

th
thS, the next qne[hon is, to determine a proper ftandard fo
as to avoid the oppreflion of ufurers, on one hand, and on the

to allow fuch a reafonable profit to the Tender, as may cnga.ge Inm. .

to throw his money into cuculanon for the common advanmge
This queftion leads us. dire@tly to the examination of the prm-
ciples which regulate the rate of intereft; and if we can dife F)ve1
a certain rule, arifing from the nature of things, and flO the:
punc:ples of commerce,  which may direct a ﬂatefm‘m how' to.
eftablifh a proper regulation” in that matter, we may dec1de w1th
‘certainty concerning the exaét limits, between unlawful "md pmch—

ing ufury, exacted by a vicious fet of men, who profit’ of the dlf—-

trefs of individuals; and that reafonable equivalent \’Vthh men
have aught to expeét for the ufe of their money, lent for carrying
on the circulation of trade, and the employment of the lower clafles
of a people, who muit fubfift by their induftry or labour, A

L CHARIIV,

CHAP Iv. =
"Of 1he Principles which regulate the Rate of Interef.

E muft now recal to mind the principles of demand and com-
petition, fo fully deduced in the fecond book in order to
;mfwer the followmg quettion, viz.
‘What is the principle which 1egulates at all tunes, the juft. and
adequate rate of intereft for money, in any particular ftate?
Ianfwer, That at all times, there is in every ftate a cer tam num—
ber of perfons who have occaﬁon to borrow money, and a CCI!ZZLIII
number of perfons who defire to lend: there is alfoa certain fum
of money de’lndCd by the bonowexs, and a certain fum offered
to be lent. The borrowers. dcﬁle to fix the interelt as low as they
can; the lendels feck, from alike principle of felf—mrexc& to carry
thc nte of it as high as they can,
.I*om thls combm'mon of interefts ulfes a double competition,
ﬁué‘tuates between the two parties. If more is demanded to

,'be bo rowed than there is found to be lent, the competition will

mke placc among the bouowms Such among them who have the
moﬁ; pr cﬁ'mg occafion for moncy, will offer the higheflt intereft,

'md will be preferred. If, on the contrary, the money to be lent ’

e\ceeds the demand of the bouowu s, the competition will be upon

'thc other fide. Such of the lenders, who have the moft prefling

Occaﬁon to draw an intereflt for their money, will offer it at the
loweft intereft, and this offer will be accepted of,

I'need not launch out into arepetition of what has been faid con-
cerning the influence of double competition, in fixing the price of

‘commeodities : I’ fuppofe thofe principles underflood, "and well

retained, by thofe who read this chapter; and confine myfelf here
© what i is peculiar to thc dcm'md for money.

Q- ' . ’i‘l-ii:

T .
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“IThe pnce 'oF comiioditiés is exnemely ﬂué’tuatmg #-they arcall
éilcaldted for pmucuhr ‘ufes ; money ferves every purpofe.” - Com=
modities,’ though of the fame kind, differ in :goodnefs:. money is
“all,’or ougbz to be all 'of the fime value, relative to its denominations.
Flence' the ‘pice of money (which is what we exprefs by the: term
infer g/l ') is fufceptible of 4 far'greater fability and umformlty, tlnn
the price of any other thing. : ‘

" We have {hewn “in the 28th chapter of the fecond book, in exa-
mining the principles which regulate the prices of fubfiftence,’ that
the only thing which can fix a ftandard there, is frequent’ and
fathiliar alienation. The fame holds trie of money. Were we'to
fup[;ofe a, ftate, where borrowing .and lending are not common,
and wheLe the laws fix no determmate intereft for money, it Would
Imrdly be' poﬂ"lble to afcer mm the rate of itat 'my time: This was
the cafdé of old. " TrTEE e TR

“Before the 1e1gn ‘of Henry VI of I:ngland anno 1545, there was
no ﬁ'ltute 1egulatmg the rate of intereft i in'that kingdom. The red-
fon is very plain. ~In’ thofe days there was Lictle cnculauon, and

" -the borrowing upon intereft was confidered as a mortal fifi.* The
Confcquence of ‘this was, that ufurers, having nothmg “biit con-
{ciénce to réftiain them, carried the price of their money to 2 level
with the preﬁing occafion of fpendthl ifts, while others from friend-
ﬂnp, Ient for no mtelef’c atall.~ “Henry fixed the rate of intéreft at
10 per cent. and his cotempoxzuy Trancis 1. of France, anno’s 522'
(who was theé firft who borrowed money in-a regular manner tpofi
the town-houfe of P"ms) ﬁw(ed the intereft at the xzth penny, tha.t:
is, at 84 per cent) 4

In thofe days, it was 1mpoﬂible for a ftatefman to determine any
juft raté for intereft ; ‘and accordmgly we find hiftory filled with the:
(.xtomon of ufurers, on one hand, and the violence and m_mfhce
of’ Punces and minifters towards thofe who hid lent them money,
on the other: ‘was-it then ary wonder, that 1endmg at-intereft was
umvexf ally cried ‘out againft? It really ploduced very little’'good,
and. was the caufe of m"unfolcl ‘calamities to”a ftate, "Wheén'the:

Prince

T
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Prince bomowed it was when.4n -the moﬁr)ul gent, diftrefs ; .the
" who lent to, 111m forefaw the danger of, being plundered.if ;th
refufed, and of. being defrauded as foon as the: public diftr efs iwas
over: for this reafon they exacted the moft e\orbxtant intereft ; ;. the
confequence was, that the people were loaded with the moft grievous

taxes, and the tax-gatherers were the Prince’s c1ed1tms, to whom -

- fuch taxes were affigned. - o
;In our days, trade, 1nduﬂry, and a call fm money fm fucb pur
pofes, cnable the borrower to enrich lnmfelf to fupply the -wants
of the ftate, and to pay his mtereﬂ: 1egularly . . Iy
.. If -we compare the two fituations, we ﬂnll ﬁnd every d1f1dv*m-
tage ’lttcndmg the former, and every adv1nt1gc conne&ed with the
latter, - . . o
\Vlthout good f'uth thexe is no. cxedxt, ,wuhout credlt thele is no,
bouo\vmg of money, no tnde no mduﬂry, no ercu14t10n, no.
bread for. the lower, clafles, no luxury, not even the convemencms
of life; for the rich. . Unde1 thefe c1rcurnﬁa.nccs, ‘there can be no
rule for the rate. of interefl ; becv.ufe borrowing cannot be ﬁequent
and familiar. 0 ;o
-.In proportion, thercfole, as boxrowmg becomes frequent 'md
f:umhar the 1ulc for fixing the rate of a legal intereft becomes
more prae‘hmble to a flatefman. Let me take aﬁep farther.
:n We have faid, that it is the ﬂu&uauon of the double competmon
bctwecn borrowers and lenders, wlnch eccaﬂons the rife and fall of

the rate of intereft ; 1 muft now pomt out the pr1nc1p1es which occa-~ -

fion this fluGuation.

Were the interefts of trade and mduﬂry fo exa&ly eﬁabhﬂled as
ta-produce the fame profit on every branch, the money borrowed
for carrying them on, would na.tumlly be tnLcn at the fame rate;
but this is not the cafe: fome br anches afford more, ‘fome lefs profit.
In . proportion, -therefore, to the advanmges to be 1e’1ped from ho1~

BCV(‘.‘L’
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never can offer -an:intereft which exceeds theproportion - of;; thcn
gains: thc fecond clafs, finding nothing but want of credit to limit
thieir expence, become a prey to ufurers. -Were it not then upon
account of - thefe laft, there would be no occafion for a ftatute to
régulatc;thc rate -of intereft. . The profits on trade would ftrike.an
average among the induftrious claffes ; and that average would fall
and rife, in proportion to the flourithing or decay of commerce.: .«

- Let us next examine the- principles which prevent the monied
men from committing extortions, and which' oblige them to lend
their money for that rate of intereft which is in p10p01 tion to.the
proﬁts upon trade and induftry. : e

7In cvery country there is found a fum of money (that is, of cir-
culating value, no matter whether coin or paper) proportioned to
the aade and induftry of it. -How this fum is deter mined, and how
it is made to augment and diminifh in proportion to induftry, we
have already explained in'the 26th chapter of this fecond book : : we
‘are now. to examine fome of - the confequences avhich refult from
‘the accidental flagnation of any part of it to the prejudice of aliena-

tion ; and we muft {hew how the loan upon inter cﬁ is the means of

throwing it again into circulation. - il Lo ot

_There are in every ftate fome who fpend more, and fomc who
fpend lefs than their income. - What is not fpene: muftﬁagn"fte ;.0r
belent to thofe who fpend.more than the produce of theirown
funds. Were the firft clafs found fo to preponderate,-as to require
more money to-borrow than all that is to be lent, the confequence
would be, to prevent the borrowing of merchants ; to raife intereft
fo high as to extinguifh trade; and to deftroy. induftry ; and thefe

refources coming to fail, foreign commodities would be brought
in, while exportation would be ftopt, money would dlfappcar, and
all would fall into decay.

This, I believe, is a cafe which feldom happens;; bccmufe the rife
of intereft (as flatcs are now formed) has fo much tlic effect of de-
preciating the value of every fpecies of {olid property, that fpend-
thufts are quickly ftripped of them, by thc growing accumuhnm;

I .o
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&fF that cankér Worm;' intéreft ; their ruin terrifies’ m'my ‘from fol-
lowing fo hurtful an’ example,” and théir-propérty falling into the
hands of the other clafs, who fpend lefs than their income’; thefe
new poﬂ'eﬁ'ms introduce, by their example, a more frugﬂ fet of
manners.’ -This may be the cafe in countries where trade and 'in:
duftry have been introduced; and where the operations of .credit
have been able to draw a large quantity of folid property into cir-
culation, according' to the principles deduced in the: chapter above
referred to. But in nations of idlenefs, who circulate their coin -
only, and who are deprived of the refource of credit, high intereft -
prevents them from cmerging out of their floth; the little trade
they have, continues to produce "great profits, which dre incom-
patible with foreign commerce: - this may, indeed, make the coin:
they have circulate for homc confumpnon, bus ‘can brmg nothm g
from abroad. :

"On the other hand, when trade :md mduﬁry flourith, and a
monied intereft is formed, in confequence of melting down of folid.
property, and ftill more when a flate feems to contract great debts,
were the money lenders to attempt to raife the rate-of intereft to the:
fandard of the fpendthrift, the demands of trade, &c. would foon.
be cut off:* the flagnation would then fwell fo faft in their-hands,,
that it would in a manner choak them, and in a little time intereft
would fall to nothing. Whereas by contenting themfelves with the:
fandard of tiade, the largeft fupplics (provided for the borrowers)
eafily find a vent, without raifing the rate of intereft fo high as to
be hurtful 1o any intereft within the ftate.

Add to this, that the advantage of realizing, into lands, fo un.
flable a property as money, muft naturally ¢hrow the proprictors,
of it into a competition for the lands which diffipation brings to-
market; and fo by'raifing the value of thefe, they, with their own
hands, defeat the confequences of the diflipation of fpendthrifts,
and hurt their own inter eft, to wirt, the rife of the price of money.,
From a combination of thefle circumftances, lenders become obli gedi

el
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to part with their money at that rate of mterc& wluch is the moPc
conﬁﬁent with the good of commerce.
"We .have hitherto preferved our combinations as ﬁmplc as pof-

vﬁblc We have fuggefted no extrinfic obftacle to borrowing and

lending. If money is to be lent, and if people are found who in-
cline to borrow, we have taken it for granted, that circulation will
go on; and that the ftagnations in the hands of the lenders, will
find a ready vent by the diflipation of the other cla.fs we muft now
take a ﬁep farther.

The fpendthufts muft have credit; that is, they muﬂ: have it in
their power to repay with intereft what they have borrowed: any
impediment to credit, has the effect either of diminifhing the de-
mand for money, and confequently of lowering the rate of intereft,
or of introducing unlawful ufury. If we {fuppofe the rate of mte-
reft well determined, and ufury prevented by a regular execution
of good laws, it-is very certain, that a ftatefman by hurting the
credit of extravagant people, will keep the rate of intereft wuhm
due bounds. .

If, therefore, we find the laws of any country, in our dwys, de-
fedtive in eftablifhing a facility in fecuring money on folid property,
while the rate of intereft ftands higher than is confiftent with the
good of trade, and with pubhc credit ; we thould be flow in finding
fault with fuch a defec. ~ The motives of flatefimen lie very deep;
and they are not always at liberty to explain them, . An example of
fuch clogs upon credit arc entails upon lands, and the want of p10<
per regifters for mortgages. o

Did the diflipation of landed men tend to promote foreign trade,
fuch clogs would be pernicious: but if the tendency be to plomotc
domeftic luxury only, and thereby raife the price of labour and in-
duftry, the cafe is widely different. This obfervation is only by the

bye.  Our objet at p)cfent extends no farther, than to point out,

that the ddﬁpanon of landed men, and the c1ed1t they h"Lve to bor-
) rowW
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Jow money, imﬂuenccs, not-a httlc, thcr r:ne of mtcw{t In every mo-
“detn faté! ) U
Thefec are the gencxal prmc1ples wlnch, arifin g f m tlnngs them-
felves, wuhout the mterpoﬁtxon of a ﬂitcfman, tcnd to regulntc the
rate of mteleﬁ in commercml natlons ' :

CHAP V.

Of tbe Rc’glllﬂtzafl af I;ztere/t‘ by Smng_ Tl

RO\/I the p11nc1ples deduced in the preceedmg chapt
* have feen how, w1thout the aid of any lav, the’ mteleﬁ of
money, in'a trading nation," becomes determined, from nafutal
C"Lufes, and from the 1ueﬁﬁ;1ble cffects of competition.
i+ But as there is no countly in the world fo entirely given to comi-
merce, as not to contain great numbers of people, who are totally
unacqudinted with it, a regulation becomes neceflary to 1'eﬁ1'ai11,
on one hand, the frenzy of thofe, who, liftening to nothing but the
violence'of their paflions, are willing to procure money at any rate
for the gratification of them, let the political confequences of their
diffipation prove ever fo hurtful ; and on the other, to proteét thofe
‘who;.from neceﬂuy, may be obliged to fubmit to the hca.vy oppref-
fion, of their ufurious creditors.

Laws reftraining ufury, arc directly. mlculated for the fake of
thofe .two claﬂ”es not engagcd in commerce, and mdue&ly calcu-
lat d f01 commelcc itfelf; which othcxwlfe mxfrht 1ece1vc a wound
h u"fh their ﬁdes
. In entung upon the fubject, mentxoned in the title of this chap-
tCl 1 thmk we may agree in this, that lnthexto all rcgulanons made
CO!]CClnlll“' intereft, have been cnlcuhted cither for bungmg it”
down, os for p1evcmmg its rife. The dl[hdb which may come
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upoén ‘a flate, by its falling too low, is a phmnomenon ~which has

not yet manifefted: iefclf in any modern {late, by any fymptom I
ecollect.

ml\lT;\lVPIF 1:tmbclf true, as T think it has been PlOVCd that the opc-

rations of demand and cmnpeuuon work irrefiftible effe@s in de-

termining the rate of intereft in commercial ftates; the ﬁatcfman

avho is about to make a 1cg\1hnon, mutft keep thele principles ¢ con-

ftantly in his eye.
1f we examine the writings of thole who have treated of this fub-

‘je& with intelligence (among whom, 1 think, Child has a ught to
fland in the foremoft rank) we fhall find very litle attention beftowed
upon that moft neceffary and ruling prmc1plc 1
He lays it down as an axiom, that low inter eftis thc foul of trad le,
sn which he is certainly right; but he feems to think, zhas it is'in
the power of a legiflature, by Slatute, to bring m!ereﬂ down to that le-uz_'l
avhich is moft advantageous to trade} and in this I differ from him. I
quft do him the juftice to fay, that he no. where dxre&ly affirms
that propofition ; but by {fuggefting none of the inconveniences
vhich may follow upon an arbitrary reduction of intereft by ﬂamte
he leaves his reader at liberty to fuppofe, that the lowcuug of it is

folcly ia the hands of a ftatefman.
It is very plain, from the hiftory he has given us of the (‘ucccﬂwe

rates of interelt in England, from 10 to 6 per cent. that w1t110ut the -

interpofition of flatutes, fuch diminutions would not, iz tlJat per iod,
‘have taken place, from the principle of competition : but Iam not
fo clear that, at this time, when tr ade is fo well underftood, and cred;t
o generally eftablifhed in many nations of Europe, that a ]1Lg
adminiftration would work effects equally advantageous.

It is with great diffidence I prefume to differ from Child upon
this fubject; and I find a fenfible fatisfaction in pexccxvmo- th ¢ my
principles bring me fo very near to his fentiments on this mattc:.

The ftrong arguments in favour of Child’s opinion, are wxounded

npon facts.

ﬁwtutc, anng 1625, from 10 10.8 per cent. that in place of plodi mg

any

He fwys, that when intereft was blOu"‘ht down by'

s T
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any bad ‘effe®, it had ‘that of bringing it flill lower immediately
afterwards ; and the fame thing happened, amno 1650, when it was
reduced a fecond tinie by ftatute, from 8 to 6 per cent. at which rate
it flood at ‘the time he wrote. Thefe fads I give credit to, and thall
: now account for them, from the confequences of fudden revolutions.

“When a law is made for the reduion of intereft, all debtors im-
mediately profit by it. Upon this, the creditors muft either fubmit,
or call in their capitals. If they fubmit, land immediately rifes in
its value. If they call in their capitals, they muft have an outlet
for lending them out again, beyond the limits of the Jjurifdiction
of thelegiflature. Now this outlet was not then to be found ; be-
caufe credit was no where well eﬁabhfhed except in Holland, where
mtereﬂ: was ftill lower.

They were, therefore, obliged to fubm1t and thus intereft was
violently brought down by ftatute ; and a great advantage refulted
from it to the commercial interefts of England.

The fubfequent fall of intereft, in the natural way, is thus cafily
accounted ‘for.

The confequence of loweung the intereft, was, that thc pucc of
land rofe feveral years in purchafe: the landed men, who had long
groaned under the heavy intereft of 1o per cent. finding their lands
rife from 12 years purchafe to 15, upon reducing the intercft to 8 -
j:e} cent. {old off part of their lands, and cleared themfelves. The
natural confequence of this was, to make money regorge in the
hands of the monied men ; ; to diminifh the number of borrowers ;
and confequently, to bring the rate of intereft flill lower.

One fudden revolution produces another. When intereft is
blought down by flatute, the price of land muft rife by a jerk ; and
Janded-men will fuddenly profit of the change 'in their favour.
When it falls gently, by natural revolutions in'the fate of demand,

Vl’hl. Lﬂ?(.é‘ts are more infenfible ; the tharper fighted only profit of it;

OIIICH, flom expectation of a ftill greater rife in the price of their

(hn S, nep‘leé’t to fell in the proper point of time; and may pe1lmp°

be d1f1ppomtcd from a new fluCuation in favour of money. This
R 2 . is
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16’4t Srefént actually the cife in Gréat Britain, fince the peace’ of
‘1762, T write in 1764. T e
“ Thele fa@s fpeak firongly in favour of Child’s opinion,-that itis
‘e¥pedient to have recourfe dire@tly to the ftatute, whenéver there is
4 profpect of ‘advancing the interefts of trade by a reduction of
intereft.” ¢ IR o ' e
‘1t is impoflible to reply to matters of fac: all, thercfore, Thave
to allege in favour of my own opinion, is, that it is more con-
fitent with the very principles in which both Child and I agree; it
implics no fudden revolution, and will, in a fhort time, operate the
{fame’ eﬁc& ’ : . s :
" The method of proceeding, according tomy principles, is fhortly
this! - ‘ o
“Siince it is agreed on all hands,’ that low intereft is the foul of
t',r'ad’c,{ and t]lC’ﬁlllneﬂ'. bafis of public credit;  thatit rifes in propor-
tion to the demand of borrowers, and {inks in proportion as money
is made to regorge in the hands of -the monied intereft; )
The ftatefman {hould fet out by fuch fteps of adminiftration as
will difcourage borrowing, in’ thofe who employ their moncy in
prodigality and diffipation, as far-as may be confiftent with: the
jntereft’ of the lower clafles employed in fupplying' home con-
fumption, according to the principles laid down in the fecond book.
He fhould abflain from borrowing himfelf, and even from creating
new outlets for money, except from the moft cogent motives. By
this he will,-in a fhort time, gently reduce the rate of intereft.
Then by ftatute he may bring it down a little, but not fo very low
as the foregoing operations may have reduced it; contenting him-
felf with having favther reftricted the extent of the ordinary fluc-

tuations. : -
As for example: let us fuppofe intereft limited by law to 5 per
cent. and that by good management the {tate may be enabled to bor-
row cafily at 3 per cent. 1 believe thiere would refult a netable advan-
tage, in reducing the legal rate to 4 per cent. and were it broﬁghc
doswn to 3 per cent. theré might’ follow a very great’ inconvenience
to

4
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to landed men, in c ution
o lar nen, in cafe a war fthould fudd
¢ n-cal ) en| v i
in favour of money. ' ddenly cceafion 3 Fﬁ‘\,qlth}le
.. The differ . B S T
- e difference then between Child and me, is, that I am mor
. . . . . ? )
fcrupulous ;11;11_1 he, in introducing refteaint into politic oy s
;ndfmyv o:ly reafon againft applying the ftatute, as h
or fear i i i e £
For f ar o ;?;lxmmidmtc bad effects which might follow (in many
ways impoflible to be forefeen)
ys i ‘upon a fudden and vi rev
¥ - : en ~violent revo-
1;1;15);1,. ;3 a point {o exceflively delicate as public credit. "
n his redit e . 25
| b 'raysz credit was not fo well eftablifhed, nor was it ftretched
as at prefent: it w ¥ cu o vi ‘ ,
aea P ‘ €nt: 1t was more accuftomed to violent thocks, and could
bear.a rougher treatment. But in order ‘ the 5
e xous ut in order to come the better to a
Be o gh ?lecd ge of this matter, let us examine into what mi‘ghft'
¢ confequence, - if Grez: rital »
: at Britain fhould is ti ‘bri
e I Creat d, at this time, brin
¢ take,t yb ﬁvatlute, the rate of intereft below the level of the /}ack}’ wﬁicg
e to - rmini " e
ke, e the befl rule of determining the prefent value of mo-

al oeconomy ;
¢ propofes, is

-ney; aj is 1 ‘
¥ and this is alfo the beft method of examining the expediency

of Child’s reducing intere '
o ot 1 s[_method of reducing intereft, under the prefent com~
bination of all our political circumftances
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?f; /Jcﬁz?:zefau/r/ be 71172 Confequence of » 79&{£i7ig, by a Britifh Statute
| the legal Iﬂlfi‘{f/} of. Moncy belos the prefent level of the Stocks ’

%}&]}IEN Great Britain borrows money upon the pu‘bllic faith

‘the rate of intereft is always ftipulated, and thefe ftipulations

: l}l;l;? bel 1‘eligic?11ﬂy fulﬁl‘lcd', or credit will be at an end.’
. Ihe regulations then propofed to be{ﬁade, muft on

v ly refer to

CQ;Z‘Z}L"ES of loan entred into by private partics

.. The current’vz * mone ink. is beft 1 ;

Kie s llfCKt value of money, I think, is beft to be determined by
the price of ftocks, Ifa 4 per cent. fcl_ls qt'pnr,y inoncy”n'lay be faid

to




e ———

{26. AN INQUIRY" INTO THE PRINGIPLES Boox IV.P1.

1to 'bc then ar'a ]m cent If the f-lmc fiock falls to 89, then the valuc

of money nfcs o' near 4_ : 1f the fame ftock rifes’to 1 14, then thc
valuc of money falls to about 34 ; and fo in proportion.
+ Accor dmg, therefoxc, as ftock isfound to rife, the price of money
f"tlls, and wice wrfa
Suppofe, then, the price of money o be at 4 per cent. and tha,t

govcmment fhould pafs a law, forbidding any man to lend at above
3 per cent. What would be the confequence? This is exattly the
expedient pwpofed by Child: money then was at 6 per cent. and he
plopofes, by a law, to brmg it, all at once, to 4, ‘without alledging
that money Wa.s then commonly got by pnvare convention at fo low
a rate. i

**\Would not the confequence be, that the creditors of pr ivate people
<would demand their money, in.order to get 4 per cent, in buymg
ftock, and would not this additional demand for ftocks maLc them
rife? I anfwer in the affirmative, unlefs money could be employed
abroad, fo as to plOdl‘LCC atleaft 4 per cent. to the lendels, free of all
‘char. ge of commiffion; &e. If it could not, I havé little doubt but
‘that money would foon fall to the legal intereft of 3 per cen I:md
~vould rife to 4o years purchafe; and landed men would p1oﬁt ‘of
the rife, as Child fays was the cafe in his time. The whole incon-
venience would be limited to the immediate effects of the fudden
revolution ; which would occafion fo great a run upon the la: ded
intereft; as to reduce thermn to an utter incapacity of 'mfweung it.
This mlght be, in fome meafure, prevented, by a claufe in the ac'i:,
allowing a certain time for the liquidation of their debts. Bt who
+ will pretend to foxetell the iminediate confequences of fo great a
ﬁagn:mon of credit, aid borrowing on land fecurity? Thc pmfes

of all monied people, would, for fome time at leaft, be faft fhut

againft their demand. \Vhat a fthock 2 again, would this be to 111

inland tladc, ‘whata dlfcom agement toall the m"mufxc’turm g 1ntc- :

“reft, What diftrefs upon all’ creditors fo1 accounts fulm{hcd “and
upon. ‘thofe who fupply daily’ w1nt5' ‘I thml. even fuppoﬁng that
ina year or two, the firlt ‘effects might come to difappear, and a

, nomble

) fntc of legal intereft, below ‘that level, be, to fend out of the king-
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nonblc 'ldV'mtagc 1efult, in the mzuu, to the commer cnl mtereﬂ: of
’Gxeat ‘Britain, yett the dlfhefs in the m[erval mxght plOVC « nutful,
as to render it quite intolerable. The common people who h;rke‘ b\y
the luxury of the rich, in the city of London, and who are conﬁantly
adted upon by the immediate feelings of plefcnt inconveniences,
nnght lofe all patience; and being blown into a ferment, by the
‘addrefs of the monied intereft (whofe condmon would be made to
:fuﬂ'el by the fcheme) might throw the flate into con{-uhon and
rxmplefs the nation with a belief, that high intereft for mone), in
‘phce of being hurtful, was cffential to their profperity. )
1 have faid above, that fuppofing the money drawn from dcbtors,
‘Could not be placed abroad, free of all deducions, at a rate equﬂ
o the then value of money (fuppofed, for the fake of an example,
to beat 4 per cewr.) that then money would fall to 3 per cent. ﬁnd}thc—

- "ftocks would rife in proportion.
But let us fuppofe (what perhaps is the matter of fT&) tlnt the .

‘cxtenfive operations of trade and credit, do actually fix an average
Vf01 the price of ftocks, from the value of money in other nations in
Lmope Would not then the confequence of bringing down the

dom all the moncy now circulating on private fccuuty real and:
pufmnl’ Would not this deflroy all private credit at one blow?
:\Vould it not have the effect of pr cvcmmg, among mdwuhnls, the
]mn upon intereft altogether? What would become of the bank of
Lnghnd and all other banks, whofg paper in circulation is all in
the hands of private people? Is not every man who has a bank note,
a éreditor on the bank, and would not the fame intereft which
inoves other creditors to exact their dCb[S under fuch cir cumftances,
v'\lfo move many holders of bank notes, to demand. payment of
them? “Would not a run of that nature, only for a few weeks,
throw the whole nation into the moft dreadful diftrefs? M"ly we not
cn { ppofe, that upon fuch an occafion, thc monied intereft (from:
K !H'Ill_/ of difappointing the intention of g tmrun wient in making the law )
nllght folm a combmauon '\mong them{dvcs to lock up their

L . . moucy
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mboney, cven although it fhould remain dead in their hands for a
. féw months? What would become of the 1mp10vement of land?
- Is there an induftrious farmer any where to be met with, who does
ot borrow money, which he can fo profitably turn to account upon
< his farm, even though e receives it at the higheft legal intereft?
“Thefe, and many more inconveniences might manifeft themfelves,
were govcunncnt to force down the value of money, contrary to
the ordinary operations of demand and competition:
purpofe have recourfe to authority, when it is moft certain, that
without any fuch expedient the fame end may be compafled?
1If it be true, as I believe it is, that in ftates wherc credit is fo well
cftablifhed, that their funds or public debts are commonly nego-
tiated abroad, there isan average fixed fof the value of money, by
the operations of credit over the commercial world: and if it be
that no law can be framed fo as to refrain mercan tile people,

true,
from turning it wo the beft

and thofe who make a trade of money,
then all that fhould be propofed by government, is, to pre-

ferve the value of itat home, within that ftandard. TFor which pur-
pofe, nothmg more is neceffary than to prevent the competition of
the diffipating clafs of inhabitants, from difturbing the rate which
commerce may eftablith from time to time. This is accomplifhed

by the methods above hinted at,
{hall be more largely infifted on. If, by pr udent management, the
ht below the /egal,

conventional rate of intereft, can thus be broug

account;

then ther

however. quite
reafonable latitude for gentle fluCtuations above it.

have faid, 1 @il think I had reafon to object to Child’s plan for forc-
ing down the intcreft by ftitrute: and had he lived -at this time, I
am perfuaded he would have come into that opinion.

fo low as the conventional ftandard ; but to leave a
From what I

and to what .

and which in the next chapter -

e wﬂl be no harm in diminifhing the latter by ftatute, not . .
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CH A P. VIL

Metﬁm’: ﬂf h‘mgmg down the Raz‘e of ]ntereﬂ, in Co}ﬁgueﬂce of
* zhe Prmz':p/e.r of Demand and Campemmn.

I HOPE the ar, gumcnts ufed in the fo1egomg chapter will not be

conftrued as an apology for the high intereft of mone

I entirely agree with Sir Jofiah Child, that low intereft 1sythe foul

of trade; the moft a&tive principle for promoting induftry, anld

the 1mp10vement of land ; ‘and a requifite, without wlnch’ it

Inrdly ‘poffible -that for e1g11 commerce can long be fupported 2
ThlS plopoﬁnon I "take to be ‘at thlS time univerfally admitred | to

be true; and did there’ remam, concermng it, the veftige of ' a.

doubt in the mind of any one, the wrmngs of many, much mo
capa.ble than I canpretend to be, and among the reft tl’xe author j 1:;
now-cited, are fufficiently capable to remove it. -1 thall not thé
fore troublc 1y reader witha clmpter upon that head, but onl ctl(;_
ﬁ::lvg.,' that the terms bigh and low are conftanty relative. Herz th(;
relation "muft be inderftdod. to 1ega1d other ftates, becaufe whe
we fpeak of a rare of intereft, we are fuppofed to mean fomethi .
general ‘in the country we are {peaking of; accordingly, if e
could fuppofe that, within the fame flate, the rate of intér‘ig ’ﬁlo:{;

be RN -
lower in one city than any where clfe, that circumftance would

gl\I/c an advantage to that city in all its mercantile operations,
I;nll)ﬁ farther obferve, for.the fake of conneéting this part of

our -

m ubjec with our general plan, that the low intereft for money

+ is moft
effential to fuch flates as carry on the moft e\tenﬁ\e fou:lgn

commerce .. ;

o 1I{rlx tge 1nfa.ncy of mduf’cry, zmd beforc trade comes to be efta-
hed, it 1s very natural that the coin of .the country thould be

“found i
in a ‘great meafure locked up in treafures: high intereft .

tends to brin
VoL I g it forth, and in thz;t 1cfpc€t works a good eflect.
. . oo in
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In proportioh as alienation augments, money comes to-be-mul--
tiplied, by the melting down- of {olid property, as has been ex-
plained ; and then the bufinefs of a ftatefman is to-contrive expe-.
dients for bringing the rate of it as low as poflible, in order to
fupport foreign trade, and to rival 21l neighbouring nations, where-
intereft is higher: When foreign trade again comes to-decline,.
from the multiplication of abufes. introduced by luxury, low in-
tereft ftill continues ufeful, for fupporting public credit, fo- necef--
fary. for defending a:nation againft her enemies.

If money confifted only in the precious metals, wluch are not tc-
be found. in every country, but muft be purchafed with the pro--

duce of induftry, and brought from: far ;: and if no other expedient ’

could be fallen upon to- fupply their place for the ufes of circula--
tion ; then the- poffeflors of thefe ‘metals would in a manner be:
mafters to eftablifh what rate of mtcreft they thought ﬁt for the
ufe of .them.

But if that be not the cafe, and if money can.be made of paper;,
to the value of all the folid property of a nation, (fo far as occas:
fion is found for it, by the owners of that property)  the ufe of the:
metals comes to be in a manner reduced to: that of ferving as a-
flandard, for afcertaining the value of the-denominations- of mo-
ney of accompt; perhaps. for facilitating the: circulation of. {mall:

fums, and for paying a balance of trade to other nations.
When this is the cafe, a flatefinan has it in his power to increafe-

or diminifh the extent of credit and paper money in circulation, by-
various expedients, which greatly influence the rate: of intereft.
The progrefs of credit has been very rapid fince the beginning

of this century. This has béen almoft entirely owing to the me- .
chanical combinations of trading men. Lawgivers have hitherto: -

had but imperfe& notions concerning the nature of it; and there
fill remains, in the womb ‘of nature, fome mighty genius, born
to govern a commercial nation, who alone will be able to fet it on
its true prmc1plcs. Let us in the mean time fpcculate concerning
them. . : : . . ;

6 : . ) B We
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\Ve have f'ud, and cvery body feels, that intereft f1lls in p10p01
tion.to the redundancy of moncy to bc lent.

Now what is this money but property, of one kind or other,
thrown into circulation? I fpeak of trading nations, who are not
-confined to the quantity of their fpecie alone.

When a man of property wants money, does he not goto a
bank, which lends upon mortgage, and by pledging his fecurity,
.does he not receive money, which isin the fame inflant created for
hisufe? Do not thofe notes circulate as long as they are found ne-
ceffary for carrying on the affairs of the nation? that is to f;),_sr,
the accompts of debtors and creditors of all denominations; and

~ as foon as the quantity of them éxceeds that proportion, they ftag-
“nate, and rcturn on the debtors in them, (the bank) who is en-

abled to realize them, becatfe the original fecurity is ftill in their
hands, which was at firft pledged when the notes were iffued. This
realization is commonly made in the metals ; becaufe -they are the
money of the world: they are real and true riches, as much as
land ; and they have this advantage over land, that they are tranf-
portable every where.

Now, does it not appear ev1dent, tlnt what we have been de-
fcribing is a round-about operation, which it is’ poﬂible to fhorten ?

Ibeg of my reader, that he may attend to one thing; which is,
that T am not here treating of, or propofing a plan, but Ia.bommg
in the deduétion of puncxplcs in an intricate fubject.

1 fay, when landed men go to fuch a bank, and receive paper
for a land fecurity, that tlns operation may be fhortened.

Do not the notes he gcts ftand (though that is not expmﬂ‘cd)
upon the fecurity of his land? Now, can any man.aflign any other
reafon but cuftorn, why his own notes, carrying cfpfeﬂy in their
bofom the fame fecurity, might not be iffued, without his being
obliged tointerpofe the bank between the public and himfelf: And
for what does- he pay that intereft? Not' ‘that e has, gratuitoufiy
received any value from the bank ; bcmufc in his ¢bligation he has
given a full equivalent for the notes; but the obligation carrics

S 2 : interefl,
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intereft, and the notes carry none. - Why ? Becaufe the one cireu-

el ) . B )

lates like money, the other does not. " For this advantage, therc

fore, of circulation, not for any additional value, does the landed
’ . . L

“mian pay intefeft to the bank. :

. Had landed men, and not merchants, invented this method of
turning their ‘prope_rty_ into circulation, and h:l-d the).'. bcefx a}l af-
fembled in one body, with a legiflative authority, 1 imagine .they
"would have had wit enm_l"gli to find out thata lan.d ba.nlri was a

"thing practicable in its nature. .

. Suppofe they had agreed that all- their lands thould be let by the

acre, and that land -property {hould be efteemed at a certain num-

“ber of years puichafe, in proportion to _th.e ratc.of i.nterc[‘c at the
'timé; where would be the gredt 'd‘iﬂ‘ict_llty‘ in paying in lands ?
" Thisdis 6nly 2 hint, to which a thoufar}(? Q}?_] eg‘ttmn»s may be ?a:de,
as matters fland: all T fay, is, that th.ere is nothmg‘ here againft
"prinf:'iplés' ; and though there 1mght, in every way fuch 2 plan
could be laid down, refult inconveniencies to the landed intereft,
vet ftill thefe inconveniencies would hard._ly‘cogpterbalance that of
their being obliged to pay intereft _for every penny they bO}'l'O\v._
It is demanded, what advantage would refult to the nation from
regulation? ) O
‘f?;};gfi:egslthat by it all the borrowings of_lzmded men \yould t?e-
fruck out of the competition at the money-market. The money'd
intereft alone would borrow among themfelves for the purpofes of

trade, (for money’d men do not borrow to {quander) and landed

men would confequently pay with their own paper, in every cafe, .

where now they borrow in order to pay. Thus intereft would be
regulated by the demands of trade, and the‘rate of it would not
be difturbed by the competition of fpendthrifts. - :

Who can fay how far the confequences. of fuch a fcheme might
reacki? Might not landed men begin in time to iffue notes by way

‘of loan, at a very confiderable intereft? But I do not incline to -

carry my- fpeculations farther: perhaps what 411;1‘5 been faiq mz}y

appear fufficiently aerial. - .If

Crar.VIL | OF POLITICAL OECONOMY. 133

. "If a ftatefman fhall find every modification of this idea impracti-
.cable; either from his own want of power, or of combination, or,
:which is more probable, from the oppofition of the money'd-in-
-tereft, he muft take other meafures for firiking out, as much as
poflible, the competition of fpendihrifts at the money-market.
Entails, and lame fecurities, are gqod cxpm_lienm 3 though they are
.prd(lu&ivc of many inconvenien_«;ies, _His own fmgal ceconomy
.in ftate affairs will go much farther than any fuch trifling eipe-

~ dients, ‘ e .
. Did a nation enjoying peace, although indebted perhaps rso
.millions fterling, begin by paying off but 2 per cent. of their capi-
tal yearly, befides the current intereft ; while no neighbouring ftate
‘was borrowing any ; what would intereft fall to in a fhort time!’
Itmay be anfwered, that the confequence would be, to enrich other
‘nations ; - becaufe the regorging money would be fenit abroad.  Is
‘any ftate ever em‘ichéd by their borrowing? And in what does fuch
lending to foreigners. differ from the nation’s paying off their fo-
reign creditors ¢ Will not the return of intereft from abroad com-
penfate, pro tanto, the fums fent out for the like purpofe ?
.. Butif it be faid, that the confequence will be to enable other
nations to bring -down their own rate of intereft; I allow it to be
fo; and fo much the - better, as long as it remains proportionally
léwef with u‘s‘ ;‘ which it muft do, as long as we can lend abroad.
We have faid, and I believe with truth, that as'credit is now cx-
tended, a general average is {huck every where upon the value of
money : confequently, the lower interefl is found abroad, the lower
fiill it will remain at home, as long as me'rchzu}ts and exchangers
Aubfift. - ) ’ ’ N -
From this circumftance of the aveyage on the rate of intereft,

‘the Dutch muft, I think, have loft the great advantage they for-
_ merly enjoyed, from the low rate of it in Holland, in proportion

to their neighbours. T PR .
In Child’s time, they were familiarly buying up ﬂlg:i;‘s in Lon-
don, above the price paid by Englith fugar-bakers ; and, norwith.
’ flanding
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flanding the additional freight and charges, they grew rich by
-their trade, while the others were hardly making any profit. This
‘he accounts for, from the low rate of their intereft. He fuppofes

both Dutch and Englifh to have carried on this trade with borrowed -

anoney ; for which the firft paid 3 per cent. and the other 6 per cent.

But at prefent, were it pofiible to get 6 per cent. for money in

“Tondon, what Dutchman would lend his father a fhilling at 3 per
cent.? The Englifh ftocks are as currently bought and fold, nay,
all the ftockjobbing tricks are practifed with the fame fubtlety at
Amfterdam as in Change-Alley : from -which I conclude, that a
-great part of the advantage of low intereft is now'l.oﬁ to tha.t‘na.-
gion ; and I conclude farther, that it is the common intereft of all
trading nations to bring it as low as poflible évery’ \x‘rh.crc. .

Another caufe of high intereft proceeds from certain clogs laid
qupon circulation, which proceed merely from cuftom ?.nd prejudice.
LOf this mature is the obligation of -debtors to pay in the metals,
nothing but coin being a legal tender. ) .

The only foundation for fucha regulation was the "precanoufnefs
of credit in former times. Were all the circulating paper ina na-
+ion fecured by law, cither upon the lands or revenue of the

.country appropriated for that purpofe, there could bé no injuftice -

‘or inconvenicnce in making paper (fo fecured) a legal tender in
.all payments. Again, how extraordinary muft it appear to any
-reafonable man, that the {fame paper wh'ich pafles on one fide of a
river, fhould not pafs on its- oppofite bank, though running
through the fame country? : ‘

The reafon indeed’ is very plain: the fubaltern jurifdictions are
diffcrent ; and the debtors in the paper are different: but if the pa-
per of both flood upon a fecurity equally good, what is to hinderboth
1o be received as a legal tender in all payments over the kingdom ?
Should not little private obje&s of profit among bankers (who arc
the fervants of the ftate, and who are fo well paid for their fervice)
be 6vcr—ruled, when the cddfeqﬁcnccs of their difputes are found

e - e

to
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to be fo hurtful? "But .of "this more, when we come to fpeak of
banks. ’ )

The only occafion where coin is neceflary in the liquidation of”

paper, is for payment of the balance of trade: with- foreign na-
tions. - Of this alforwe fhall treat more at large, when we come:
to the do&trine of exchange. But furely nothing is fo ill judged,.
as to create an imaginary  balance within: the {fame flate; or ra-~
ther, to permit money-jobbers to createit; at the expence of raifing:
intereft, and hurting trade, in the very places where it ftands in.
the greateft need of encouragement. ' .

Trom thefe principles, and others which naturally flow from:
them, may a ftatefman fteer-a very certain courfe, towards bring--
ing therate of intereft as low as the profperity of trade requires,.
or the principles of double competition between borroweis and:
Tenders will permit.

C H A P. VIIL.

Is the Rate of I}ztere/;’ the fure: Barometer of the State off

Commerce £

OME ' political® writers are fond of ;:very’ 'cxpedient to redice:
within a. narrow compafs many .queﬁi_ons, which being in--
volved in intricate combinations, cannot be reduced to one prin--
ciple.. 'This throws them into what I call fyftems ; of which we:

have an example in the queftion now before us.. )
There - is nothing more difficult than to determine when com--
merce runs favourably, and when unfavourably for a nation..
This would not be thecafe, were the rate of intereft the juft ba--
rometer of it,. I.have found it however advanced, that nothing;
more.:
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more ‘is neéeﬁ"zu'y to be knévyn, in ordfzr to eftimate tl\q'rel'ati;re
profits upon the foreign trade of two nations, than to compare t he
common raté of intereft in both, and to dec1dc the p}'efercnce in
favour of that nation where it is found to be loweft. * - ;
We may fay of this propofition, as of the cou}*fe ?f'exclfxangc 3
the lownefs of intereft and exchange are both excgedmg.ly avour-
able to trade;- but they are no adequate rpeaf’urc‘of the profits
ifing from it.’ o o
a~l "21{11: li?kn:u-gument in favour of this opinion with regard to in-

tereft is, that the nation which fells the cheapeflt at foreign mar- -
>

kets is conftantly preferred ; and, confequently, where the ufe of

money is the loweft, the merchant can {ell t.he_ cheapeft. . i
" 1.anfwer, ‘that this confequence woz':l{l be _]Llft, were qll trade cax—

ried on with borrowed money, ;md. weére tl:le dlﬁ'g;er{ce of the pr x;ie :
of the materials or firft matter, the eafe in procuring them, t i -
promptitude of payments, the ifxdu{try of the mantgfa&tlrer‘,‘ ;;n( _
his dexterity, reckoned for nothing. But fuch :wi(lvantaigef; are 'tls—

"qucntiy found in thefe articles, as to be‘ m(.)re t.h:m u1 cient to

counterbalance the additional intereft which is paid for t 1e x:no]ney
cmployed in trade. This is fo true, that we .i'ee the d(fxte; ity 1;: o‘n_e
of the workman (living in an e:\'pc-nﬁx're .capxtal, xﬂlele the Cb? ge
of living may be double of what it-is in the cour}tr)V) ena uz)g
Bim to underfell his competitors every where: the famc.m-ay c
true with regard to the other articles: Farthe.lj,, how far is it nol;
£rom truth to fay, that all trade is carncc_l. on with borrowed money ?
When the term zrade here made ufc of, is properly underftood, we

{hall fee, that a very inconfiderable part of its obje¢t is carried on_
d )

with borrowed money, in any country in Europe; and that part

«which is carried on with borrowed money is not fo mucl‘l‘ clogged
by the high rate of intereft, as by want of punctuality in pay-
ments.. A merchant who can turn his money in three months, bor-

ows as chcapl'y at 6 per cent, as’ another who turns his in fix
months, when he borrows at 3 per cent.
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The obje& of trade is produce and manufa&ure. If any one
will confider the value of thefe two articles, before they come into
the hands of merchants, and compare this with the money bor-
rowed by farmers and manufacurers, in order to bring them to
market, the proportion will be very finall. .

Do we not fee cvery day, that ingenious workmen, who obtain
credit for very fmall {fums, are foon enabled, by the means of
their own . induflry, to produce a furprizing valuc in manufac-
tures, and not only to fubfift, but to increafe in riches? The in-
tereft they pay for the money borrowed is inconfiderable, when
_compared with the value, created ‘(as it were) by the proper em-

ployment of their time and talents. .
. If it be faid, thac this is a vague affertion, fupported by no
proof; I anfwer, that the valué of a man’s work may be eftimated
by the proportion betwecn the manufacture when brought to mar-
ket, ‘and the firlt matter. Nothing but the firlt matter,” and the in-
firuments of manufacture, can be confidered as the objects of bor-
rowed money ; unlefs we go fo far as to eftimate the nourithment,
and every expence of the manufacurer, and fuppofe that thefe are
alfo fupplied from borrowed money: To affirm that, would be
turning arguments into cavil.

The obje, therefore, of borrowed money for carrying on
trade, is more relative to the merchant than to the manufadurer.
Borrowing is neceflary for collecting all this produc and manu-
facture into the hands of merchants. This, no doubt, is very

- commonly the operation of credit: intereft of money, here, comes

in, to indemnify the giver of credit, for the ufe of his money :
but this intereft is only due from the time the borrower pays thofc
from whom e colleds, to the time he receives payment from thofec
to whom he fells; ‘This interval it is of the higheft importance
to the merchant to fhorten. In proportion as it is long, and in
proportion to the rate of intereft, he muft raife his profits ; - and in
proportion as payments are quick and regular, and intercft low,
he may diminifh them. Whether merchants do regulate their

profits,
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profits, in all commercial nations, according to the exact px-épbr—
‘tion of the refpetive rates of intereft, and promptitude of pay-
ments among them ; or whether thefe are determined by the cir=
cumftances of demand and competition in the feveral foreign mar-
kets where the trade is. carried on, 1 leave to merchants to deter-
nine. All'T fhall remark is, that a well fotmnded credit, and
prompt payments, will do more fervice to trade, than any advan-
tage wading men can reap from the different rate of intereft in
different countries.

1t muft not be concluded from this, that low intereft is not a

“very great advantage to-trade ; all T contend for, is, that it is not

the barometer of it. .
Another circumftance which puts nations, in our days, much
were in former times; I have already

more on a level than they
-age which the great loads of national

hinted at. It is that general aver
debts, and t
Lurope, who pay annually Iar
has oftablifhed. TLet me fuppofe the Dutch, for example, to have
lacard, the rate of theit intereft at 3 per cent. 1 fay, that
werage of intereft comes to ftand above that
public funds in Ingland and France, we

ge fums of intereft to their creditors;

fixed, by p
fo foon as the gencial a
rate, from the price of
may fafely conclude, that their trade cannot be carried on with-
any very
confequence then muft be, tofend the moncy which regorges in
the hands of the frugal Duich, into other countries, where it can’
produce a better return, exclufive of all cxpences of remitting and:
drawing. What the confequences of this lending to-foreigners:
may be to Holland, fhall be afterwards csamined

To conclude ; 1 belicve it will be found, that what has led {fome-
to believe that ‘low intereft is the barometer of commerce, has
ing to this; ‘that in fpnic of the moft commercial’ coun-

been ow
t has been found to be lower than in great.

tries and cities intere
2> -

aners, which cuts off’ the borrowing of the rich-forr

111:

2,

Lingdoms: but that, I imagine, is entirely owing to the frugality”

of their ma

he extenfion of credit, through the feveral nations of -

confiderable fum of money borrowed at 3 per cent.  The '
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the fake of diflipation. - When this is accomplifhed, trade alone

being what abforbs the ftagnations of the frugal, the price of in-:

tereft will 'fall to that rate which is the beft proportioned to the
profits upon it: but this alfo will be lefs and lefs the cafe every
day, in proportion to the credit and circulation of public funds in

different nations, -

CHAP IX
Does not Intereft fall in Proportion as Wealth increafes 2

ANSWER in. the aflirmative: providing it be fuppofed that dif-
- fipation does not increafe in proportion to the wealth. Now
in a general propofition, fuch as this which ftands at the head of
«our chapter, that very ncceffary provifo is not attended to, and

thus people arc led to error. It is the manners of a people, not

their external circumflances as to riches, which render them fru-
gal or extravagant. What, therefore, depends upon the fpirit of
a people, cannot be changed, bur in confequence of a change of
that {pirit.

]E t . £ .. . B 'r‘ . .
. f 7hc rate of intereft be high, from a tafte of diflipation, let
orcign trade throw in what loads of money it may, intereft will

fill Rm}d high, until manners change. Every clafs of a people
has their peculiar {pirit. The frugal merchant will accumulate
':.venlth, and the prodigal lord will borrow it. In this fituation
u?tcrx_ml circulation will be rapid, and lands will fhift lmnds’.
Ff this revolution fhould prove a correétive to diﬂipation,vby velt-
ing propeitye in thofe who have contracted a firm habit of fru-
gality, then an augmentation of wealth may fink the rate of in-
teref. But if, on the contrary, the laws and manners of the

country do difinguifh clafles by their manner of living, and mode

of expence, itis ten to onc that the induftrious and frugal me:-
T2 chant
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chant will put on the prodigal géntleman, the moment he gets
into a fine country feat, and hears himfelf called Your honour.
fn certain countries, the memory of paft induftry carries a dreg

along with it, which pothing but eéxpenfive living has power to

purge away. - o
Let this fuffice at prefent upon the fubject of intereft: itis fo

connected with the do&rine of credit, that it will recur agan at
almoft every ftep as we go along. .

END ofF THE FIRsT PART.
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PRINCIPLES OF PbLITICAL OECONOMY.

B O OK IV,
OF CREDIT AND DEBTS.
PART IL
OF BANKS.

CHAP L
' Of the various Kinds of Credit.

E have already pointed out the nature of credit, which is

confidence; and we have deduced the principles which

influence the rate of intereft, the effential requifite for its fupport.

We come now to treat of domeflic circulation ; where we are to
deduce the principles of banking. This is the great engine calcu-
lated for carrying it on. )

That I may, with order, inveftigate the many combinations we -

fhall here meet with, I muft point out wherein banks differ from -
one another in point of policy, aswell as in the principle upon which
their credic is built. '

If we confider them relative to their policy, I divide them into
banks of circulation, and banks of depofit. This cvery onc under-
ftands. » : : -
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