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CHAPTER V

OF THE REAL AND NOMINAL PRICE OF
COMMODITIES, OR OF THEIR PRICE IN LABOUR,
AND THEIR PRICE IN MONEY

Labour is the real EVERY man is rich or poor according to the degree in which
measure of he can afford to enjoy the necessaries, conveniencies, and
exchangeable o1 ..
value, amusements of human life." But after the division of
labour has once thoroughly taken place, it is but a very
small part of these with which a man’s own labour can supply him. The
far greater part of them he must derive from the labour of other people,
and he must be rich or poor according to the quantity of that labour
which he can command, or which he can afford to purchase. The value
of any commodity, therefore, to the person who possesses it, and who
means not to use or consume it himself, but to exchange it for other
commodities, is equal to the quantity of labour which it enables him to
purchase or command. Labour, therefore, is the real measure of the
exchangeable value of all commodities.
and the first price 1 he real price of every thing, what every thing really costs
paid for all to the man who wants to acquire it, is the toil and trouble
things. of acquiring it. What every thing is really worth to the
man who has acquired it, and who wants to dispose of it or exchange
it for something else, is the toil and trouble which it can save to himself,
and which it can impose upon other people. What is bought with money
or with goods is purchased by labour,” as much as what we acquire by
the toil of our own body. That money or those goods indeed save us
this toil. They contain the value of a certain quantity of labour which
we exchange for what is supposed at the time to contain the value of an

! {“La richesse en elle-méme n’est autre chose que la nourriture, les commodités et
les agréments de la vie.”” —Cantillon, Essai, pp. 1, 2.]

2 [“Everything in the world is purchased by labour.” —Hume, “Of Commerce,” in
Political Discourses, 1752, p. 12.]
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34 THE WEALTH OF NATIONS {BK.1

equal quantity. Labour was the first price, the original purchase-money
that was paid for all things. It was not by gold or by silver, but by
labour, that all the wealth of the world was originally purchased; and
its value, to those who possess it, and who want to exchange it for some
new productions, is precisely equal to the quantity of labour which it
can enable them to purchase or command.

Wealth is power Wealth, as Mr. Hobbes says, is power.’ But the person
of purchasing  who either acquires, or succeeds to a great fortune, does
labour. not necessarily acquire or succeed to any political power,
either civil or military. His fortune may, perhaps, afford him the means
of acquiring both, but the mere possession of that fortune does not
necessarily convey to him either. The power which that possession
immediately and directly conveys to him is the power of purchasing; a
certain command over all the labour, or over all the produce of labour
which is then in the market. His fortune is greater or less, precisely in
proportion to the extent of this power; or to the quantity either of other
men’s labour, or, what is the same thing, of the produce of other men’s
labour, which itenableshim to purchase or command. Theexchangeable
value of every thing must always be precisely equal to the extent of this
power which it conveys to its owner.*

But value isnos  Butthoughlabour be the real measure of theexchangeable
commonly value of all commodities, it is not that by which their
estimated by . R . .
labour, because  VAlu€ is commonly estimated. It is often difficult to
labour is difficult ascertain the proportion between two different quantities
fo measure, of labour. The time spent in two different sorts of work
will not always alone determine this proportion. The different degrees
of hardship endured, and of ingenuity exercised, must likewise be taken
into account. There may be more labour in an hour’s hard work than
in two hours easy business; or in an hour’s application to a trade which
it cost ten years labour to learn, thanina month’sindustry atan ordinary
and obvious employment. But it is not easy to find any accurate measure
cither of hardship or ingenuity. In exchanging indeed the different
productions of different sorts of labour for one another, some allowance

3 [“Also riches joined with liberality is Power, because it procureth friends and
servants: without liberality not so, because in this case they defend not but expose
men to envy as a prey.” — Leviathan, 1., x.]

4 [This paragraph appears first in Additions and Corrections and ed. 3.]
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is commonly made for both. It is adjusted, however, not by any accurate
measure, but by the higgling and bargaining of the market, according
to that sort of rough equality which, though not exact, is sufficient for
carrying on the business of common life.®

and commodities EVery commodity besides, is more frequently exchanged
;::qr::;:ly fo'r, and thereby compared with, other commodities than
eopanged for  With labour. It is more natural therefore, to estimate
other i its exchangeable value by the quantity of some other
commodities,  commodity than by that of the labour which it can
purchase. The greater part of people too understand better what is
meant by a quantity of a particular commodity, than by a quantity of
labour. The one is a plain palpable object; the other an abstract notion
which, though it can be made sufficiently intelligible, is not altogethe;
so natural and obvious.

Z‘;’iff;ﬁ“f%?fe'}zé But wher} barter ceases, and money has become the
e froquently  COTUNON instrument of commerce, every particular com-
used in modity is more frequently exchanged for money than for
estimating value. any other commodity. The butcher seldom carries his
beef or his mutton to the baker, or the brewer, in order to exchange
them for bread or for beer; but he carries them to the market, where he
exchanges them for money, and afterwards exchanges that money for
bread and for beer. The quantity of money which he gets for them
regulates too the quantity of bread and beer which he can afterwards
purchase. It is more natural and obvious to him, therefore, to estimate
their value by the quantity of money, the commodity for which he
immediately exchanges them, than by that of bread and beer, the
commodities for which he can exchange them only by the intervex;tion
Of another commodity; and rather to say that his butcher’s meat is
worth threepence or fourpence a pound, than that it is worth three or
four pounds of bread, or three or four quarts of small beer. Hence it
comes to pass, that the exchangeable value of every commodity is more
fr.equently estimated by the quantity of money, than by the quantity
;mhgr oflabour or of any other commodity which can be had in exchange
or it.

s . . .
. [Thc? absence of any reference to the lengthy discussion of this subject in chap. x.
18 curious. ]
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Butgoldand ~ Gold and silver, however, like every other commodity,
silvervaryin  vary in their value, are sometimes cheaper and sometimes
Zgﬁ';; ;‘:n";ii"::z dearer, sometimes of easier and sometimes of more diffi-
sometimes less  cult purchase. The quantity of labour which any particu-
:ﬁ‘;’;’& Z’;’:r’e‘“ lar quantity of them can purchase or command, or the
always means  quantity of other goods which it will exchange for,
equal sacrificeto depends always upon the fertility or barrenness of the
the labourer,  mines which happen to be known about the time when
such exchanges are trade. The discovery of the abundant mines of
America reduced, in the sixteenth century, the value of gold and silver
in Europe to about a third of what it had been before.® As it cost less
labour to bring those metals from the mine to the market, so when they
were brought thither” they could purchase or command less labour; and
this revolution in their value, though perhaps the greatest, is by no
means the only one of which history gives some account. But as a
measure of quantity, such as the natural foot, fathom, or handful, which
is continually varying in its own quantity, can never be an accurate
measure of the quantity of other things; so a commodity which is itself
continually varying in its own value, can never be an accurate measure
of the value of other commodities. Equal quantities of labour, at all
times and places, may be said to be® of equal value to the labourer. In
his ordinary state of health, strength and spirits; in the ordinary degree
of his skill and dexterity,” he must always lay down the same portion
of his ease, his liberty, and his happiness. The price which he pays must
always be the same, whatever may be the quantity of goods which he
receives in return for it. Of these, indeed, it may sometimes purchase a
greater and sometimes a smaller quantity; but it is their value which
varies, not that of the labour which purchases them. At all times and
places that is dear which it is difficult to come at, or which it costs much
labour to acquire; and that cheap which is to be had easily, or with very
little labour. Labour alone, therefore, never varying in its own value, is

¢ [Below, p. 220.]
7 [Ed. 1 reads “there.”]
8 [Ed. 1 reads “Equal quantities of labour must at all times and places be.”]

% [The words from “In his ordinary state of health” to “dexterity” appear first in
ed. 2.]
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alone the ultimate and real standard by which the value of all commodi-
ties can at all times and places be estimated and compared. It is their -
real price; money is their nominal price only.
although the But though equal quantities of labour are always of equal
employer regards value to the labourer, yet to the person who employs him
I’Z‘:Z; :‘ varying they appear sometimes to be of greater and sometimes of
! ) smaller value. He purchases them sometimes with a
greater and sometimes with a smaller quantity of goods, and to him the
price of labour seems to vary like that of all other things. It appears to
him dear in the one case, and cheap in the other. In reality, however, it
is the goods which are cheap in the one case, and dear in the other.
So regarded, In this popular sense, therefore, labour, like commodities,
labour has areal may be said to have a real and a nominal price. Its real
;:i a nominal  price may be said to consist in the quantity of the
necessaries and conveniencies of life which are given for
it; its nominal price, in the quantity of money. The labourer is rich or
poor, is well or ill rewarded in proportion to the real, not to the nominal
price of his labour.
Thedistinction  The distinction between the real and the nominal price
ig‘;”;i’; ::“1 and of commodities and labour, is not a matter of mere
sometimes useful speculation, but may sometimes be of considerable use in
in practice, practice. The same real price is always of the same value;
but on account of the variations in the value of gold and silver, the same
nominal price is sometimes of very different values. When a landed
estate, therefore, is sold with a reservation of a perpetual rent, if it is
intended that this rent should always be of the same value, it is of
importance to the family in whose favour it is reserved, that it should
not consist in a particular sum of money.* Its value would in this case
be liable to variations of two different kinds; first, to those which arise
from the different quantities of gold and silver which are contained at
different times in coin of the same denomination; and, secondly, to
those which arise from the different values of equal quantities of gold
and silver at different times.

¥ [“Be above all things careful how you make any composition or agreement for
any long space of years to receive a certain price of money for the corn that is due
to you, although for the present it may seem a tempting bargain.”” —Fleetwood
Chronicon Preciosium, p. 174.] '
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since the amount Princes and sovereign states have frequently fancied that
of metal in coins they had a temporary interest to diminish the quantity of
tends to diminish, ) re metal contained in their coins; but they seldom have
fancied that they had any to augment it. The quantity of metal contained
in the coins, I believe of all nations, has, accordingly, been almost
continually diminishing, and hardly ever augmenting."" Such variations
therefore tend almost always to diminish the value of a money rent.

and thevalue of The discovery of the mines of America diminished the
gold and silver to value of gold and silver in Europe. This diminution, it is
fall. commonly supposed, though I apprehend without any
certain proof, is still going on gradually,' and is likely to continue to
do so for a long time. Upon this supposition, therefore, such variations
are more likely to diminish, than to augment the value of a money rent,
even though it should be stipulated to be paid, not in such a quantity of
coined money of such a denomination (in so many pounds sterling, for
example), but in so many ounces either of pure silver, or of silver of a
certain standard.

Englishrents  Therents which have been reserved in corn have preserved
::Z;’:;‘ij;’;e fallen their vah.1e much better than those whic;h have been
toa fourthsince  reserved in money, even where the denomination of the
1586. coin has not been altered. By the 18th of Elizabeth™ it
was enacted, That a third of the rent of all college leases should be
reserved in corn, to be paid, either in kind, or according to the current
prices at the nearest public market. The money arising from this corn

1t [Above, pp. 29-30.]

2 [Below, pp. 248—50.]

13 [C. 6, which applies to Oxford, Cambridge, Winchester and Eton, and provides
that no college shall make any lease for lives or years of tithes, arable land or pasture
without securing that at least one-third of “tholde” (presumably the whole not the
old) rent should be paid in corn. The Act was promoted by Sir Thomas Smith to the
astonishment, it is said, of his fellow-members of Parliament, who could not see
what difference it would make. “But the knight took the advantage of the present
cheapness; knowing hereafter grain would grow dearer, mankind daily multiplying,
and licence being lately given for transportation. So that at this day much emolument
redoundeth to the colleges in each university, by the passing of this Act; and though
their rents stand still, their revenues do increase.” —Fuller, Hist. of the University of
Cambridge, 1655, p. 144, quoted in Strype, Life of the learned Sir Thomas Smith,
1698, p. 192.] )
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rent, though originally but a third of the whole, is in the present times,
according to Doctor Blackstone, commonly near double of what arises
from the other two-thirds."* The old money rents of colleges must,
according to this account, have sunk almost to a fourth part of their
ancient value; or are worth little more than a fourth part of the corn
which they were formerly worth. But since the reign of Philip and Mary
the denomination of the English coin has undergone little or no
alteration, and the same number of pounds, shillings and pence have
contained very nearly the same quantity of puressilver. This degradation,
therefore, in the value of the money rents of colleges, has arisen
altogether from the degradation in the value of silver.

and similar When the degradation in the value of silver is combined
ISE‘;?;‘C’I’,‘:::“ with the diminution of the quantity of it contained in the
almost to coin of the same denomination, the loss is frequently still
nothing. greater. In Scotland, where the denomination of the coin
has undergone much greater alterations than it ever did in England, and
in France, where it has undergone still greater than it ever did in
Scotland,” some ancient rents, originally of considerable value, have in
this manner been reduced almost to nothing.

Comremsare  Equal quantities of labour will at distant times be pur-
more stable than chased more nearly with equal quantities of corn, the
money rents,  subsistence of the labourer, than with equal quantities of
gold and silver, or perhaps of any other commodity. Equal quantities
of corn, therefore, will, at distant times, be more nearly of the same real
value, or enable the possessor to purchase or command more nearly the
same quantity of the labour of other people. They will do this, I say,
more nearly than equal quantities of almost any other commodity; for
even equal quantities of corn will not do it exactly. The subsistence of
the labourer, or the real price of labour, as I shall endeavour to show
hereafter,' is very different upon different occasions; more liberal in a
society advancing to opulence, than in one that is standing still; and in
one that is standing still, than in one that is going backwards. Every
other commodity, however, will at any particular time purchase a
greater or smaller quantity of labour in proportion to the quantity of

" [Commentaries, 1765, vol. ii., p. 322.]
15 [Above, p. 30.]
16 [Below, pp. 78—84.]
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subsistence which it can purchase at that time. A rent therefore reserved
in corn is liable only to the variations in the quantity of labour which a
certain quantity of corn can purchase. But a rent reserved in any other
commodity is liable, not only to the variations in the quantity of labour
which any particular quantity of corn can purchase, but to the variations
in the quantity of corn which can be purchased by any particular
quantity of that commodity.

but liable to much Though the real value of a corn rent, it is to be observed
larger annual  however, varies much less from century to century than
variations, that of a money rent, it varies much more from year to
year. Themoney price of labour, asIshall endeavour to show hereafter,"”
does not fluctuate from year to year with the money price of corn, but
seems to be every where accommodated, not to the temporary or
occasional, but to the average or ordinary, price of that necessary of life.
The average or ordinary price of corn again is regulated, as I shall
likewise endeavour to show hereafter,™® by the value of silver, by the
richness or barrenness of the mines which supply the market with that
metal, or by the quantity of labour which must be employed, and
consequently of corn which must be consumed, in order to bring any
particular quantity of silver'” from the mine to the market. But the value
of silver, though it sometimes varies greatly from century to century,
seldom varies much from year to year, but frequently continues the
same, or very nearly the same, for half a century or a century together.
The ordinary or average money price of corn, therefore, may, during so
long a period, continue the same or very nearly the same too, and along
with it the money price of labour, provided, at least, the society
continues, in other respects, in the same or nearly in the same condition.
In the mean time the temporary and occasional price of corn may
frequently be double, one year, of what it had been the year before, or
fluctuate, for example, from five and twenty to fifty shillings the
quarter.2° But when corn is at the latter price, not only the nominal, but
the real value of a corn rent will be double of what it is when at the
former, or will command double the quantity either of labour or of the

77 [Below, pp. 85, 97, 98, 99.]
18 [Below, chap. xi., see esp. pp. 219—220.]
15 [Ed. 1 reads “it.”]

20 [Ed. 1 places the “for example” here.]
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greater part of other commodities; the money price of labour, and along
with it that of most other things, continuing the same during all these
fluctuations. :
+o that labouris  L:abour, therefore, it appears evidently, is the only uni-
the only universal versal, as well as the only accurate measure of value, or
standard. the only standard by which we can compare the values of
different commodities at all times and at all places. We cannot estimate,
it is allowed, the real value of different commodities from century to
century by the quantities of silver which were given for them. We cannot
estimate it from year to year by the quantities of corn. By the quantities
of labour we can, with the greatest accuracy, estimate it both from
century to century and from year to year. From century to century, corn
is a better measure than silver, because from century to century, equal
quantities of corn will command the same quantity of labour more
nearly than equal quantities of silver. From year to year, on the contrary,
silver is a better measure than corn, because equal quantities of it will
more nearly command the same quantity of labour.”
But in ordinary But. though in establishing perpetual rents, or even in
transactions letting very long leases, it may be of use to distinguish
z%’f?’e”l‘t between real and nominal price; it is of none in buying
’ and selling, the more common and ordinary transactions
of human life.

21 [“In England and this part of the world, wheat being the constant and most general
food, not altering with the fashion, not growing by chance: but as the farmers sow
more or less of it, which they endeavour to proportion, as near as can be guessed to
the consumption, abstracting the overplus of the precedent year in their provision
for the next; and vice versa, it must needs fall out that it keeps the nearest
proportion to its consumption (which is more studied and designed in this than other
commodities) of anything, if you take it for seven or twenty years together: though
perhaps the scarcity of one year, caused by the accidents of the season, may very
much vary it from the immediately precedent or following. Wheat, therefore, in this
part of the world (and that grain which is the constant general food of any other
country) is the fittest measure to judge of the altered value of things in any long tract
of time: and therefore wheat here, rice in Turkey, etc., is the fittest thing to reserve
a rent in, which is designed to be constantly the same for all future ages. But money
is the best measure of the altered value of things in a few years: because its vent is
the same and its quantity alters stowly. But wheat, or any other grain, cannot serve
instead of money: because of its bulkiness and too quick change of its quantity.” —
Locke, Some Considerations of the Consequences of the Lowering of Interest and
Raising the Value of Money, ed. of 1696, pp. 74,75-]






