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Abstract 

   This report introduces the transcription of manuscript of Beatrice Potter : “The History of 

English Economics” and the significance of it in English Economic thought. She researched 

the history of classical political economy in England from 18
th
 century to 1880s and 

reviewed it in this manuscript. 

   This part I includes transcription of folios from 1 to 18 of her manuscript.  
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1

3:1

The History of English Economics 

Section VII.1. Hem  B.W, [watermark 1886 at fols. 

3,6,7,10,15,16,18,20,22,23,26,27,32,33,35,36,39,43,44, 

47,48,49,51,52,53,55,56] 3:1 

The History of  English Economics 

[n.b. that M.A. Hamilton, Sidney & Beatrice Webb, 1933, 

p.56, states that this essay was finished 1885, so this is 

perhaps a copy] 
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Fol.3:1 3:18

Fol.3:1

The History of English Economics 

Political Economy originated in the minds of traders 

and finaciers. It was an attempt to solve the practical 

problem; How to increase the riches of a nation, and for 

this it was necessary to form some conception, of the 

origin, and nature of wealth. 

 The first theory of Wealth, arose from an exclusive 

attention to the most superficial fact of industrial life – 

the adoption by all civilized nations of the Precious 

Metals as the medium of Exchange. For the popular 

notion that “Wealth is money” was merely the 

expression of a universal and persisitent mental 

association between a wish for the necessaries and 

luxuries of life, and the possession of money, whereby 

these might be obtained. Thus, in those early days, the 

financial policy of the State was directed to promote the 

Importation, and to check the Exportation of the 

Precious Metals. But with the development of 

commerce, the mercantile classes perceived that even 

the facts of Exchange were not 

Fol.3:2

a simple as they seemed to be. The prohibition of the 

Exportation of Gold pressed heavily on the East India 

Merchants; and the facts of the new trade discloed the 

real nature of Gold and Silver as commodities, apart 

from their conventional nature as instruments of 

Exchange. Through the influence of the East India 

Company, the laws forbidding the Exportation of 

bullion were repealed in 1663 by the English House of 

Commons. 

 The theory that Money constituted Wealth was still 

dominant, but the action and re-action of trade were 

realized, and theorists and legislators allowed that the 

Precious Metals might be directly exported, in order 

that money might be indirectly imported. 

 An elaborate commercial policy called “The Mercantile 

System” was introduced. The aim of this policy, was to 

secure through trade restrictions and bounties, the 

Excess of the value of the Exports over that of the 

Imports. This excess would it was thought cause the 

indirect importation of money, and lead therefore to the 

accumulation of Wealth. 

 It would be a mistake however to think, that 

historically considered, any theory of national wealth 

was the earliest 

Fol.3:3

or most important factor in deciding the commercial 

policy of the country. Close corporations of trademan, 

manufacturers, and traders, had, during the Middle 

Ages, dictated their terms to Princes and Ministers in 

need of money, and had imposed the “manufacturing 

System” on the trade of the country. Those who were 

supposed to understand trade, ie, individuals and 

societies engaged in it were listened to, as the best 

authorities on commercial matters. 

 The interest of the existing Producer leading directly 

to bounties and monopolies, to take on foreign 

manufactures, and to the restriction and orbitary 

settlement of labour, was held to be synonymous with 

the National interest. Thus, the “Manufacturing” and 

the “Mercantile” systems, blenden naturally together. A 

plausible theory of national advantage, was a 

convenient cloak to private interest, against the 

inroads of new and conflicting enterprise. 

 From time to time, shrewd merchants and farseeing 

financiers pointed out the fallacy underlying the 

hypothesis, that the laws of  

Fol.3:4

Production were favourably influenced by manipulating 

Exchange. The French Physiocrates broke through the 

crust of Exchange, and discovered one of the ultimate 

sources of wealth the “produce of Land.” They installed 

“Matter” as the fetish of production, and advocated the 

useful principle of free-trade; but as the “Agricultural 

system” had little influence on English Public Opinion 
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beyond stimulating inquiry, it is unnecessary to 

consider it’s theories. 

 In 1776, the year of the publication of Adam Smith’s 

Wealth of Nations, though the “Mercantile” and 

“Manufacturing” Systems were discredited in the 

minds of the more philosophical of the trading class, 

these systems controlled popular opinion and decided 

the commercial and financial policy of the country. The 

material interest of the great mass of consumers, the 

industrial instinct of young enterprise, and the growing 

need for freedom of action among the workers, needed 

expression.

 All alike found their expression in the independent 

inquiry of the great economist of the 18th century into 

the actual sources of National Wealth. 

Fol.3:5

 The great work of Adam Smith had therefore a twofold 

character. He aimed of the discovery of the laws 

regulating Production, with the practical purpose of 

increasing the total wealth of the nation; and with this 

object constantly in view, he investigated industrial life 

and traced to it’s human source the the industrial 

product Wealth. 

 As a reformer of social abuse, he pleaded the material 

interests of the great mass of his country men; he 

pressed on public Opinion the ever extending and ever 

varying needs of the growing body of consumers -- he 

advocated freedom of action for the world be inventor, 

producer, and worker, and he denounced sternly, the 

weighting and shackling of the great majority in the 

race of life, through the state protection of individuals 

and small societies. This double nature gave to his 

work richness of thought and feeling; it endowed it with 

humanity, made it live and germinate in the hearts, as 

well as in the intellects, of his fellow – countryman. 

 On the other hand it resulted in an absence of logical 

Fol.3:6

sequence, in an indefiniteness of purpose leading to 

serious misunderstanding among his followers. They 

confused the results of his investigations, which belong 

to all time, with the doctorines of his reformation, 

which applied only to the social conditons in which he 

lived.

 Professor Marshall has thus described Adam Smith’s 

achievement as a scientific investigator; “His chief 

work was to indicate the manner in which value 

measures human motive. Possibly the full drift of what 

he was doing was not seen by himself; certainly it was 

not perceived by many of his followers, who approached 

Economics from the point of view of business rather 

than philosophy. But for all that best economic work 

which came after the Wealth of Nations is 

distinguished from that which went before, by a 

clearler insight into the balancing and weighing by 

means of money, of the desire for the possession of a 

thing on the one hand, and on the other, all the various 

efforts and self-denials which directly and indirectly 

contribute towards making it.” 

Fol.3:7

 Adam Smith, then in following wealth to one of it’s 

sources “Labour”discovered the Economic nature of 

man, and described it. We mean by the “Economic 

nature that portion of human Faculty and Desire which 

has an Exchange value; or to use Professor Marshall’s 

formula, which can be “ weighed and balanced by 

means of money.” He divided the Economic nature of 

man into Economic Faculty and Economic Desire, or as 

he would have expressed it into the power of production 

and into the capacity for Consumption. In his world-

famed essay on the “Division of Labour,” he traces the 

historical growth of Economic Faculty, and discovers, in 

the self interested desire to “barter one commodity for 

another” the original source of its progressive 

development.

 We perfects the theory of “functional adaptation,” as it 

is shown in human life, and forestalls the biological 

statement of it. And it is in these chapters that we see 

most clearly his characteristics as a reasoner. He states 

the empirical law as it 

Fol.3:8

is developed in history, and manifested in 

contemporary life. He relates it clothed in fact. 

 He then proceed to analyze these facts, and verifies the 

universal nature of this law, by a deduction from an 

ultimate law of human life. 

For Adam Smith was no pedant in the use of method; 

he used the Historical, Inductive, and Deductive 

methods, as they respectively suited the nature of his 

subject matter; his special distinction lay in his 
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constant effort to give to each it’s appropriate 

verification. The chapter entitled “That the Division of 

labour be limited to the extent of the market” deals 

more especially with Economic Desire. 

He demonstrates that the development of Economic 

Faculty is dependant on the growth, both in strength 

and variety of form of Economic Desire. 

 He follows the action and re-action of Faculty and 

Desire, though he intricate labyrinth of Exchange with 

it’s attendant circumstances the conventional use of the 

precious metals. Later on, he describes the origin and 

use of money, the appropriation 

Fol.3:9

of land by individuals, and the accumulation of capital. 

He distinguishes between Productive and Unproductive 

Labour, or as we should prefer to express it between 

Fertile and Sterile Economic Faculty; and he notices an 

empirical law which we think has hardly received 

sufficient attention- for it partially describes though it 

does not explain a phenomenon of our larger towns, 

namely,… “Wherever capital predominates industry 

prevails, wherever revenue idleness.” 

 Further he defines the limits of Economic Science, for 

he notices the inequalities produced in the 

measurement of Economic Faculty by the presence of 

the other qualities of human nature. We may think his 

enumeration of the “Five principle circumstances which 

make up for a small pecuniary gain in some 

employments and counterbalances a great one in 

others” insufficient and inadequate, 

he overlooks the great pleasure derived from the free 

exercise of the higher intellectual and esthetic faculty 

raising these faculties out of the category of the 

Economic in as much as the owner 

Fol.3:10 

exercises them without regarad to their Exchange 

value, and in so far as they may not correspond to an 

Economic Desire in the Public Mind; may be 

independent of it for their development; and through 

it’s indifference, may have no measurable Economic 

result. Nevertheless his definition of these 

circumstances was a dostinct recognition of the limit of 

his subject matter; a recognition deplorably absent in 

the more vulgar minded of his followers. 

 But in one respect his analysis of the Economic 

Faculty was lamentably deficient. We refer to the 

ambiguous use of the term “Labour.” He nowhere 

defines this word.  

Muccullock as editor of the Wealth of Nations, writes 

“It seems however that generally speaking he supposed 

it to mean the exertion made by human nature to bring 

about same desirable result.” 

 Muccullock himself however, objects to this definition 

as too restricted, and would include 

Fol.3:11 

the action of machinery and animals, “because so far as 

the doctrines of Political Economy are concerned they 

are in all respects same.” 

 This no doubt true, if limit Economic Science to the 

discovery, and the description, of the “Laws of 

Production.” And, if Adam Smith had confined himself 

to this aim, a purpose to which he brought the 

enthusiasm of the scientific student, and the fervour of 

the philanthropist, the wide definition of the term 

Labour would have been correct. But possibly, he 

wished to complete his picture of industrialism; for he 

trades Wealth through with evident indifference, as it 

was distributed by the conventions and the necessities 

of his time along the class channels of social life. 

 Labour the sole human source of Production, 

comprehending the grand total of human effort, is 

suddenly reduced in it’s signification, to it’s most 

restricted sence, namely manual labour. To explain the 

inequalities of Distribution, Adam Smith laconically 

relates the rise of Private Property, and the 

accumulation of Capital. 

Fol.3:12 

The original state of things in which the labourer 

enjoyed the whole produce of his labour could not last 

beyond the first introduction of the appropriation of 

Land and the accumulation of stock. It was at an end 

therefore long before the most considerable 

improvements were made, in the productive power of 

Labour, and it would be to no purpose to trace further 

what might have been it’s effect upon the recompence 

or wage of labour.” This reference to necessity has a 

strange sound to the modern ear, delicately attend to 

the “natural right” of the manual class of producers! 
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His indifference however manifested here, as in his 

whole treatment of the “Labour question” was but one 

of the bad results of his double character as social 

reformer, and scientific investigator; for his social 

sympathies, roused by the artificial restrictions of his 

own time, were enlisted in the service of the consumer 

and the would-be producer, he was in fact their official 

pleader. And in his way, the bad effect of this 

intellectual fallacy, was inappreciable, for the strife 

between the different 

Fol.3:13 

classes of producers had not as yet arisen. Nevertheless 

it is this small grain of falsehood developed by the 

ignorance of his immediate followers, pruned and 

trimmed by the cutting logic of Ricardo’s Mind, 

transplanted by the German critics of Political 

Economy that now overshadows us in the mighty tree 

of socalled scientific socialism. For if Manual labour be 

the only form of Economic Faculty, if capital be only 

“result of parsimony” then after deducing current 

interest on capital, and after allowing for risk and 

clerk’s wages of supereintendence, the net produce has 

been earned by the labourer. 

 These two assumptions are however false. Capital does 

not originate entirely, or even principally, in the act of 

saving, which is simply superior self restraint in the 

gratification of the Economic Desire, or possibly the 

absence of this Desire. It originates in the presence of a 

specific form of brain-power, which whether we give it a 

high or low value, has a definite place in the hierarchy 

of Economic Faculties--and is variously manifested in 

the organizers of industry 

Fol.3:14 

in the originators of commercial enterprise, and in the 

money making instinct of the wholesale and retail 

traders. It is strange that Adam Smith should have 

completely overlooked these special forms of labour, for 

he mentions in treating of Production not only the 

Inventor but also the relations to production of the 

learned Professions. 

 Before we leave the greatest and most original work on 

Economic Science, we would point out what we conceive 

to be a misapprehension in the minds of his followers, 

and of his German critics, as to his supposed doctorines 

of free contract and non-interference. They have 

mistaken the qualified precepts of the social reformer, 

for the abstract theories of a scientific investigator. 

They have forgotten that Adam Smith lived in an age of 

class oppression and that the “Wealth of Nations” is a 

history work of social obuses. 

 We can hardly realize the social effect of the laws of 

Settlement, of the prohibition on the emigration of the 

artisan, of the cruel penalties attached to illegal 

occupations, of the endless vexation and loss resulting 

Fol.3:15 

from the regulation, and restriction, of interernal and 

foreign trade.   And yet, in no single instance did he 

enunciate a general principle of “Laisser faire” or 

advocate an unlimited freedom of contract. 

Undoubtedly he had the faith of an energetic and 

upright nature in the worth of individual effort. He was 

a man inspire by deep religious feeling, and he saw in 

the vice of self-interested class regulation the great 

antagonist to the natural law of Divine Government: 

 But he approved of State compulsory education; he 

advocated state military training of the whole 

population; he suggested as an encouragement to 

science the state examination of these engaged in the 

liberal profession; and finally, he declared, that, when 

the state interfered between employer and workman in 

the workman’s interest the interference was always 

“just and equitable.” 

 We may dream that state action is always good. We 

may awear it is always bad. We may believe that a 

deeper research and more extended reasoning warrants 

us in describing the exact nature of its 

Fol.3:16 

limits—enables us to say “here and no further.” Adam 

Smith however was wholly innocent of these abstract 

ideas. He had only one general principle regarding 

state action—If interest A be virtually the State, and if 

interest A be antagonistic to interest B, then any state 

regulation of the joint affairs of A and B will be 

disadvantageous to interest B. 

 A modest proportion. A proportion none of us will 

controvert until the coming of the millennium of 

Ethical evolution when the altruistic Sentiment will be 

the dominant force of social life. 

 --------------------------
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What then were the changes in events and ideas that 

transformed this crusade of the 18th century against 

the oppression of the Many by the Few, into the 

“Employer’s Gospel” of the 19th century; and 

substituted, under the shelter of a common name, a set 

of abstract principle for the conduct of financial 

business, for the scientific observation of one aspect of 

human life, the Economic nature of man. 

 If we wish to gain an insight into this question, we 

must study the leading features of the era of Industrial 

Revolution (eloquently described by Arnold 

Fol.3:17 

Toynbee) that interevened between the publication of 

Adam Smith’s “Wealth of Nations”  (1776) and the 

publication in 1817 of the next great work on Economic 

Science Ricardo’s “Principles of Political Economy.” 

During these years, the great mechanical inventions of 

the 18th century, were realized. They gave birth to a 

new people, a people rapidly increasing in numbers, 

and changing in character, as invention after invention, 

opened out fresh possibilities of accquiring wealth. 

Steam and machinery instituted a new system of 

Industrial life. The unit of production, ceased to be the 

master workman, owing his stock, half agriculturist, 

half manufacturer, employing the labour of his family 

and of a strictly limited number of apprentices, and 

selling his goods in a provincial market; it became the 

big capitalist producing for a distant market, dealing 

out raw material to a collection of individuals, each of 

whom had its work apportioned with the same 

regularity and definiteness as was manifested in the 

Fol.3:18 

movements of machinery superintended. 
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