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January 31, 1977

To Our Member Banks:

W e are pleased to present the 1976 Annual Report of the Federal Reserve Bank of 

Richmond. The R eport’s feature article discusses the continuing relevance of the 

ideas of Adam  Smith, an appropriate subject for a publication pertaining to this 

nation’s bicentennial year. The Report also includes highlights of 1976; a summary 

of operations; comparative financial statements; and current lists of directors and 

officers of our Richmond, Baltimore, Charlotte, Charleston, Columbia, and Culpeper 

offices.

On behalf of our directors and staff, we wish to thank you for the cooperation 

and support you have extended to us throughout the past year.

Sincerely yours,

Chairman of the Board

President
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Foreword

In observance o f our nation ’s B icentennial, the Federal 
R eserve  Bank o f R ich m on d  is pu b lish ing  this article 011 

A dam  Sm ith ’s The Wealth of Nations. T h e  sim ilarities 
betw een  Sm ith ’s great treatise and our ow n  D eclaration  
o f  Independence are indeed striking. B oth  w ere published 
in 1776. B oth  w ere revolu tionary  docum ents, the one s ig 
naling the birth o f a nation, the other the birth  o f the 
m odern  science o f econ om ics. B oth  w ere reactions to the 
heavy hand o f the state, the one to  the B ritish  C row n ’s 
in terference w ith  the right o f e con om ic and politica l self- 
determ ination , the other to m ercantilistic con tro ls  on bu si
ness enterprise. B oth  docum ents stress the im portance o f 
the individual in society , and both  show  great concern  for 
individual liberty. B oth  Sm ith and the F ou n d in g  Fathers 
shared the sam e vision  o f a g ood  society , one that w ould  
a llow  m axim um  personal freedom  w hile harnessing the 
pow erfu l force  o f individual self-in terest to  the interests o f 
society  as a w hole. B oth  addressed the prob lem  o f find ing 
the institutional fram ew ork  that w ou ld  transform  the vision 
into a reality. A nd  that fram ew ork , too , is described  in The 
Wealth of Nations as w ell as in the w orks o f the F oun din g  
Fathers. C om prised  o f the free-m arket econ om ic system  
and the politica l system  o f representative dem ocracy , this 
fram ew ork  established an environm ent w ith in  w hich  e co 
nom ic progress, social harm ony, and individual freedom  
and opportu n ity  have flourished on a scale unm atched in 
history. A s  co-arch itect o f this fram ew ork , w hich  has 
provided  m uch o f the rationale o f U . S. pu b lic  p o licy  over 
the past 200 years, A dam  Sm ith deserves a p lace in the 
B icentennial celebration.
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Smith and the American Bicentennial

A  reflection  on the sources o f our intellectual 
heritage is an im portant part o f  the B icen ten 
nial. Part o f this reflection  consists o f reading 
the w ritings o f the F ou n d in g  Fathers. T he 
F ou n d in g  Fathers, how ever, w ere part o f a 
larger group  o f  men in N orth  A m erica  and 
W estern  E urope w h o w ere  d iscu ssing  revo lu 
tionary  ideas in politica l econ om y, science, and 
industrial organ ization . In  the area o f politica l 
econ om y, there is another bicentennial to cele
brate in 1976. In 1776 A dam  Sm ith published 
his m onum ental treatise, An Inquiry into the 
Nature and Causes of the W ealth of Nations. 
T h is  article endeavors to sh ow  that any ap
praisal o f the sources o f our intellectual heri
tage m ust assign a m ajor role to The W ealth  
of Nations.

M any o f the F ou n d in g  Fathers read The 
W ealth of Nations. M adison  read it, and 
A lexan der H am ilton  borrow ed  heavily  from  it 
in his Report on Manufactures.1 T here  are 
num erous references to Sm ith in the letters o f 
T hom as Jefferson . Jefferson  w rote  in 1790 in a 
letter to T h om as M ann R a n d o lp h : “ . . . in 
politica l oecon om y  I think Sm ith ’s w ealth  of 
nations the best book  extant . . . .” 2 H e com 
m ented in 1816 in a p rospectus for Treatise on 
Political Economy b y  D estu tt de T ra cy : 
“ A dam  Sm ith, first in E ngland, published a 
rational and system atic w ork  on P olitica l oe 
con om y , adoptin g  generally  the ground o f the

E con om ists , but d ifferin g  on the subjects be
fore  specified . T h e system  bein g  novel, m uch 
argum ent and detail seem ed then necessary to 
establish princip les w hich  n ow  are assented to 
as soon  as p rop osed .” 3

T h e  intellectual spirit o f  The W ealth of Na
tions has m uch in com m on  w ith  the intellectual 
spirit ex istin g  in A m erica  at the tim e o f the 
R evolu tion . Sm ith shared the egalitarian spirit 
o f  the R evolu tion . F or exam ple, he s a y s :

The difference of natural talents in dif
ferent men is, in reality, much less than 

we are aware of; and the very different 
genius which appears to distinguish men 
of different professions, when grown up 

to maturity, is not upon many occasions 
so much the cause, as the effect of the 

division of labour. The difference be
tween the most dissimilar characters, be
tween a philosopher and a common street 
porter, for example, seems to arise not so 
much from nature, as from habit, custom, 
and education, (p . 1 5 )4

B oth  Sm ith and A m erican  statesm en were 
try in g  to devise social system s in accord  w ith 
the spirit o f natural law. T h e y  believed  that the 
princip les o f socia l organization  con ducive  to 
harm onious relations am on g men and betw een 
m en and their govern m en t are inherent in and 
m ay be deduced  from  the natural forces that 
m otivate  m en ’s behavior. T h e  D eclaration  of 
Independence refers to “ the L aw s o f N ature.” 
Sm ith believed  that m an ’s “ disposition  to
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truck, barter, and ex ch a n g e”  w ou ld , g iven  a 
p o licy  o f laissez faire, cause the self-in terest o f 
the individual to p rom ote  the larger interests 
o f society .

B oth  Sm ith and early  A m erican  statesm en 
w ere reacting  against the doctrines o f  m ercan
tilism , w h ich  ju stified  d irect and extensive 
con tro l b y  the govern m en t over the m arket 
activities o f individuals. Sm ith decried  the 
N avigation  A cts , w h ich  requ ired that “ all that 
part o f the surplus p rod u ce  o f the E nglish  
colon ies . . . w h ich  consists in w hat are called 
enum erated com m odities , can be sent to no 
other cou n try  but E n g la n d .”  (p . 560) T he 
D eclaration  o f In dependence con dem n s the 
K in g  o f G reat B ritain “ for  cu ttin g  o ff  our 
T rade w ith  all parts o f  the w orld .”  T h is  re
action  against the ideas o f m ercantilism  re
sulted in a desire to lim it the role o f the g o v 
ernm ent in the econ om y. D u rin g  our C onsti
tutional C onvention  e fforts  w ere m ade to g ive 
the G overnm ent broad  pow ers to regu late the 
w ork ings o f the econ om y. It is s ign ificant that 
these efforts  w ere defeated. T h e  authority  o f 
the F ederal G overnm ent to regu late the econ 
om y  w as lim ited to “ the p ow er to tax, borrow , 
regulate com m erce, pass uniform  bankruptcy 
law s, co in  m oney, establish  post o ffices  and 
post roads, and grant patents.” 5

O f particular interest because o f the B icen 
tennial o f the A m erican  R evo lu tion  are Sm ith ’s 
observations about A m erica . P ublished  in 
1776, they are insightfu l and prescient. T he 
first passage contains S m ith ’s recom m endation  
for  B ritish  p o licy  tow ard  its colon ies. T he 
second  passage needs n o  co m m e n t:

To propose that Great Britain should 
voluntarily give up all authority over her 
colonies, and, leave them to elect their own 

magistrates, to enact their own laws, and 
to make peace and war as they might 

think proper, would be to propose such a 
measure as never zvas, and never w ill be 
adopted, by any nation in the world. No  
nation ever voluntarily gave up the do

minion of any province, how troublesome 
soever it might be to govern it, and how 
small soever the revenue which it afforded 
might be in proportion to the expence

which it occasioned. Such sacrifices, 

though they might frequently be agree

able to the interest, arc alwaxs mortifying 

to the pride of every nation, and what is 
perhaps of still greater consequence, they 
are always contrary to the private interest 
of the governing part of it, who would 
thereby be deprived of the disposal of 

many places of trust and profit, of many 

opportunities of acquiring wealth and dis
tinction, which the possession of the most 
turbulent, and, to the great body of the 
people, the most unprofitable province sel

dom fails to afford. The most visionary 
enthusiast ivoidd scarce be capable of 
proposing such a measure, with any seri

ous hopes at least of its ever being 
adopted. I f  it was adopted, however, 

Great Britain would not only be imme
diately freed from the whole annual ex

pence of the peace establishment of the 
colonies, but might settle with them such 
a treaty of commerce as would effectually 
secure to her a free trade, more advan
tageous to the great body of the people, 
though less so to the merchants, than the 
monopoly which she at present enjoys. 
By thus parting good friends, the natural 
affection of the colonies to the mother 
country, which, perhaps, our late dissen
sions have well nigh extinguished, would 
quickly revive. I t  might dispose them not 
only to respect, for whole centuries to
gether, that treaty of commerce which 
they had concluded with us at parting but 

to favour us in war as well as in trade, 
and, instead of turbulent and factious sub
jects, to become our most faithful, affec
tionate, and generous allies;  (pp. 581-2)

They are weak who flatter themselves 
that, in the state to which things have 
come, our colonies w ill be easily con
quered by force alone. The persons who 

now govern the resolutions of what they 
call their continental congress, feel in 
themselves at this moment a degree of 
importance which, perhaps the greatest 

subjects in Europe scarce feel. From  
shopkeepers, tradesmen, and attornies, 
they are become statesmen and legislators, 
and are employed in contriving a new 

form of government for an extensive 
empire, which they flatter themselves, will 
become, and which, indeed, seems very 
likely to become, one of the greatest and 
most formidable that ever was in the 

world, (pp. 587-8)

6

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



Major Themes in The Wealth of Nations

1 centra! them e o f T h e W ea lth  o f N a 
tions is the con stru ction  o f a socia l order in 
w hich  the individual, in pursuing his ow n  self- 
interest, necessarily  contributes to  the general 
interests o f society . Sm ith approaches this 
question  pragm atica lly . F or exam ple, in the 
case o f the postal service, Sm ith approved  o f 
govern m en t-operated  enterprises. In general, 
how ever, Sm ith w anted to lim it the role o f 
govern m en t-ru n  enterprises, not on doctrinaire 
grounds, but rather on the practical grounds 
that it is hard to design  them  so as to take a c 
count o f the fo llow in g  observed  phenom enon  :

Public services are never better performed 
than when their reward comes only in 

consequence of their being performed, and 
is proportioned to the diligence employed 
in performing them. (p . 678)

O f decisive im portance to Sm ith in his de
sign o f the optim al socia l structure is his belief 
in the strength  o f individual self-interest. 
P rop erly  channeled this fo rce  w ill steadily  ad
vance the com m on  socia l interest. M uch  o f 
the spirit o f  S m ith ’s socia l prescriptions com es 
from  his belie f that this pow erfu l fo rce  is m ost 
e ffe ctive ly  taken advantage o f b y  socie ty  w hen 
the individual is a llow ed  a large am ount of 
personal freedom  to pursue his ow n  econ om ic 
betterm ent and is allow ed to reap the rew ards 
for such  e f fo r t s :

The natural effort of every individual to 
better his own condition, when suffered to 
exert itself with freedom and security, is 
so powerful a principle, that it is alone, 
and without any assistance, not only cap
able of carrying on the society to wealth 
and prosperity, but of surmounting a 
hundred impertinent obstructions with 
which the folly of human laws too often 
encumbers its operations . . . .  (p . 508)

A ga in , for  E ngland  Sm ith says that “ the in
crease o f its m anufactures and agricu lture”  de
rives

. . . from the fall of the feudal system, and 

from the establishment of a government 
which afforded to industry the only en

couragement which it requires, some 
tolerable security that it shall enjoy the
ivin tc ni i t c  nrrom Inhn'iiv ( r\ \
J........ "J \i'- J

Through countless exam ples Sm ith makes 
clear that the private self-in terest o f the indi
vidual w ill p rom ote  the larger interests o f 
society  on ly  if the m ost careful attention is 
g iven  to the design  o f socia l institutions. O f 
the m ost fundam ental im portance is the im 
partial adm inistration  o f  ju s tice :

Commerce and manufactures can seldom 
flourish long in any state which does not 
enjoy a regular administration of justice, 
in which the people do not feel themselves 
secure in the possession of their property, 
in which the faith of contracts is not sup
ported by law, and in which the authority 
of the state is not supposed to be regularly 
employed in enforcing the payment of 

debts from all those who are able to pay. 
Commerce and manufactures, in short, 
can seldom flourish in any state in which 
there is not a certain degree of confidence 
in the justice of government, (p. 862)

Furtherm ore, great care m ust be exercised to 
ensure that self-in terest is not pursued in anti
social w ays. A  favorite  them e o f Sm ith is the 
prevalence o f the desire o f individuals to form  
m o n o p o lie s :

People of the same trade seldom meet 
together, even for merriment and diver
sion, but the conversation ends in a con
spiracy against the public, or in some con
trivance to raise prices, (p . 128)

Adam Smith in 1976
T h e relevance o f A dam  Sm ith ’s ideas is best 

illustrated by  dem on stratin g  their continuing, 
extensive use in con tem porary  debates over 
public p o licy . T h e  m ain part o f this essay 
show s h ow  S m ith ’s ideas are used in con tem 
porary public p o licy  debates about m onopoly  
and govern m en t subsidies and about central
ized econ om ic planning. A  final section  su g 
gests reasons for the persistence o f Sm ith ’s 
ideas. T hrou gh ou t, the essay m akes extensive 
use o f quotations from  The W ealth of Nations 
since the m ost e ffective  expositor o f Sm ith's 
ideas rem ains even today  A dam  Sm ith him self.
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MONOPOLY AND GOVERNMENT SUB
SIDIES: T h e  principal them e set forth  in 
The Wealth of Nations is that a cou ntry  m ost 
e ffective ly  p rom otes its ow n  w ealth  b y  p ro 
v id in g  a fram ew ork  o f law s that leaves indi
viduals free to pursue the interest they have 
in their ow n  econ om ic betterm ent. T h is self- 
interest m otivates ind ividuals ’ “ propen sity  to 
truck, barter, and exchange one th ing for an
oth er”  and thereby  leads them  to m eet the 
needs o f others through  volu n tary  cooperation  
in the m arket p la ce :

. . . man has almost constant occasion for 
the help of his brethren, and it is in vain 
for him  to expect it from their benevo

lence only. H e w ill be more likely to 
prevail if he can interest their self-love in 
his favour, and shew them that it is for 

their own advantage to do for him what 
he requires of them. Whoever offers to 
another a bargain of any kind, proposes 
to do this. Give me that which I  want, 
and you shall have this which you want, 
is the meaning of every such offer; and it 
is in this manner that we obtain from  
one another the far greater part of those 
good offices which we stand in need of.

I t  is not from the benevolence of the 
butcher, the brewer, or the baker, that we 
expect our dinner, but from their regard 
to their own interest. We address our
selves, not to their humanity but to their 
self-love, and never talk to them of our 
own necessities but of their advantages.

(p . 14)

Sm ith also argues that the harm ony betw een  
private goa ls and larger socia lly  desirable goals 
prom oted  b y  volu n tary  cooperation  betw een  
individuals in the m arket p lace is interfered 
w ith  b y  m on op o ly  and govern m en t subsidies. 
In contrast to  com petition , m on op oly  and g o v 
ernm ent subsidies cause individuals to devote 
either too  few  or too  m any resources to  par
ticular m a rk ets :

. . . the private interests and passions of 
individuals naturally dispose them to turn 

their stock towards the employments 
which in ordinary cases are most advan

tageous to the society. But if from this 

natural preference they should turn too 
'much of it towards those employments, 
the fall of profit in them and the rise of it

in all others immediately dispose them to 
alter this faulty distribution. W ithout 

any intervention of law, therefore, the 

private interests and passions of men 
naturally lead them to divide and distrib
ute the stock of every society, among all 
the different employments carried on in 

it, as nearly as possible in the proportion 
which is most agreeable to the interest of 

the whole society.
A ll the different regulations of the mer

cantile system, necessarily derange more 
or less this natural and most advanta
geous distribution of stock, (pp. 594-5)

Every derangement of the natural dis
tribution of stock is necessarily hurtful to 

the society in which it takes place; 
whether it be by repelling from a particu

lar trade the stock which would other
wise go to it, or by attracting towards a 
particular trade that which would not 
otherwise come to it. (p . 597)

Sm ith describes the actions o f  m onopolists 
as f o l lo w s :

The monopolists, by keeping the market 
constantly understocked, by never fully 
supplying the effectual demand, sell their 
commodities much above the natural 
price, and raise their emoluments, wheth
er they consist in wages or profit, greatly 
above their natural rate. (p . 61)

T h e  “ natural p r ice ”  is “ the low est w h ich  the 
sellers can com m on ly  a fford  to  take, and at the 
sam e tim e continue their business.”  (p . 61) 
T o d a y  w e w ou ld  use the w ord  “ com p etitive” 
for  “ natural.”  T h e  “ e ffectual dem and”  is “ the 
dem and o f those w h o  are w illin g  to pay the 
natural price o f the com m od ity .”  (p . 56) M o 
n opoly , as w ell as a govern m en ta lly  subsidized 
activ ity , contrasts w ith  a com petitive  m arket 
w here a “ com m od ity  is . . . sold  p recisely  for 
w hat it is w orth , or for w hat it really  costs the 
person  w h o  brings it to  m arket.”  (p . 55)

The Wealth of Nations contains three g en 
eral kinds o f criticism  o f m onopolies. T he 
first is that the h igher prices in a m onopolized  
m arket reduce the w elfare o f co n su m e rs :

I f  . .  . capital is divided between two 

different grocers, their competition w ill 
tend to make both of them sell cheaper, 
than if it were in the hands of one only;
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and if it were divided among twenty, their 
competition would be just so much the 

greater, and the chance of their combining 
together, in order to raise the price, just 
so much the less. Their competition might 

perhaps ruin some of themselves; but to 
take care of this is the business of the 
parties concerned, and it may safely be 
trusted to their discretion. It  can never 
hurt either the consumer, or the pro
ducer; on the contrary, it must tend to 

make the retailers both sell cheaper and 
buy dearer, than if the whole trade zvas 
monopolized by one or two persons, (pp. 
342-3)

In  every country it always is and must be 
the interest of the great body of the 
people to buy whatever they want of those 
who sell it cheapest. The proposition is 
so very manifest, that it seems ridiculous 
to take any pains to prove it ; nor could it 
ever have been called in question, had not 
the interested sophistry of merchants and 

manufacturers confounded the common 
sense of mankind. Their interest is, in 
this respect, directly opposite to that of 
the great body of the people. As it is the 
interest of the freemen of a corporation to 
hinder the rest of the inhabitants from  
employing any workmen but themselves, 
so it is the interest of the merchants and 
manufacturers of every country to secure 

to themselves the monopoly of the home 
market, (p . 461)

T h e  second  criticism  o f m on op o ly  is that it
engenders in efficien t m a n a g em en t:

Monopoly . . . is a great enemy to good 
management, which can never be univer
sally established but in consequence of 

that free and universal competition which 
forces everybody to have recourse to it for 
the sake of self-defence, (p . 147)

T h e  third criticism  o f m on op o ly  is that it is
inequitable because it increases arbitrarily the
inequality  in ind iv iduals ’ in c o m e s :

. . .  The policy of Europe occasions a very 
important inequality in the whole of the 

advantages and disadvantages of the dif
ferent employments of labour and stock, 
by restraining the competition in some 
employments to a smaller number than 

might otherwise be disposed to enter into 
them. (pp. 118-19)

M on op o ly  has alw ays been a contentious 
issue in debates on public p o licy  in the U nited 
btates. It is interesting lo  exam ine the w ay  in 
w h ich  the ideas o f Sm ith appear in current 
debates over m on opoly . In general, proponents 
o f govern m en t intervention  in the m arket place 
argue that m on op oly  is endem ic in capitalism  
and that its elim ination requires sign ificant 
intervention  by  the govern m en t in the market 
place. A n  op p osin g  grou p  argues that free 
m arkets e ffective ly  restrain m on op o ly  pow er 
and that it is in fact govern m en t intervention 
in the m arket place that is ch ie fly  responsible 
for m on opoly . T he first grou p  assum es that 
large size, few ness o f firm s, and operation  over 
an extensive geograp h ic  area autom atically  
im ply  m on op oly  pow er and thus supports its 
position  b y  citin g  the existence o f industries 
dom inated b y  a few  large firm s and the exis
tence o f m ultinational corporations. T he o p 
posin g  grou p  supports its position  by  trying 
to sh ow  that w here m on op oly  pow er exists it 
is m ade possib le  b y  particular governm ental 
actions, e.g., in the U nited  States b y  Federal 
m ilk m arketing orders that fix  the price of 
m ilk above w hat it w ou ld  be otherw ise, or FC C  
regu lations restricting  the g row th  o f cable T V , 
thereby preven tin g  com petition  w ith  the estab
lished netw orks.

T h e  v iew  o f the w orld  suggested  in The 
W ealth of Nations is that m on op oly  pow er 
cannot persist w ithout the assistance o f g o v 
ernm ent. T h e specific exam ples o f m on opoly  
that A dam  Sm ith attacked required the police 
pow er o f the state for their m aintenance. T hese 
m on opolies w ere o f three kinds. O ne kind o f 
m on op o ly  depended upon the m ercantilistic 
system  o f law s w h ich  E ngland used to m on op 
olize  trade w ith  its c o lo n ie s : “ M on op o ly  o f one 
kind or another, indeed, seem s to be the sole 
engine o f the m ercantile system .”  (p . 595) 
A noth er kind arose from  the m on op oly  pow er 
granted gu ilds (referred  to b y  Sm ith as co r 
p ora tion s), w hich  a llow ed  them  exclusive 
rights to produce a g iven  c o m m o d ity :

The exclusive privilege of an incorpo
rated trade necessarily restrains the com

petition, in the town where it is estab
lished, to those who are free of the trade.
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To have served an apprenticeship in the 

tozvn, under a master properly qualified, 

is commonly the necessary requisite for 

obtaining this freedom. The by e-laws of 
the corporation regulate sometimes the 
number of apprentices which any master 

is allowed to have, and almost always the 

number of years which each apprentice is 
obliged to serve. The intention of both 

regulations is to restrain the competition 
to a much smaller number than might 

otherwise be disposed to enter into the 
trade. The limitation of the number of 
apprentices restrains it directly. A  long 
term of apprenticeship restrains it more 

indirectly, but as effectually, by increasing 

the expence of education, (p . 119)

The government of toivns corporate 
was altogether in the hands of traders and 
artificers; and it was the manifest interest 
of every particular class of them, to pre
vent the market from being overstocked, 
as they commonly express it, w ith their 
ozvn particidar species of industry; which 
is in reality to keep it always under

stocked. (p . 124)

A  final kind o f m on op oly  depended upon tariffs 
and quotas that prevented fore ign  producers 
from  com p etin g  w ith  dom estic p ro d u ce rs :

The superiority which the industry of 
the towns has every-where in Europe 
over that of the country, is not altogether 
owing to corporations and corporation 
laws. I t  is supported by many other regu
lations. The high duties upon foreign 
manufactures and upon all goods im 
ported by alien merchants, all tend to the 
same purpose. Corporation lazvs enable 
the inhabitants of towns to raise their 
prices, without fearing to be under-sold 
by the free competition of their ozvn coun
trymen. Those other regulations secure 
them equally against that of foreigners.

(p . 127)

C om petitive  m arkets restrain m on op o ly  b e 
cause the above-average profits  associated w ith  
the exercise  o f m on op o ly  pow er attract new  
producers w h o  increase output and thereby 
low er p r ic e s :

W hen by an increase in the effectual 
demand, the market price of some par
ticular commodity happens to rise a good

deal above the natural price, those zvho 
employ their stocks in supplying that 

market are generally careful to conceal 
this change. I f  it zvas commonly known, 
their great profit zvould tempt so many 

new rivals to employ their stocks in the 
same way, that, the effectual demand 

being fully supplied, the market price 
would soon be reduced to the natural 
price . . . .  Secrets of this kind, however, 
it must be acknowledged, can seldom be 

long kept; and the extraordinary profit 
can last very little longer than they are 

kept. (p . 60)

M on op olists  can preserve their favorable  p os i
tion on ly  if the govern m en t prevents potential 
com petitors  from  entering the m on opolized  a c
tiv ity  :

The exclusive privileges of corpora
tions, statutes of apprenticeship, and all 
those laws which restrain, in particular 
employments, the competition to a smaller 
number than might otherwise go into 

them, have the same tendency . . . .  They 
. . . may frequently, for ages together, and 

in zvhole classes of employments, keep up 
the market price of particular commodi

ties above the natural price, and maintain 
both the zvages of the labour and the 
profits of the stock employed about them 
somewhat above their natural rate.

Such enhancements of the market price 
may last as long as the regulations of 
police which give occasion to them. (pp. 
61-2)

Free m arkets m ake the form ation  o f m o
n op oly  d ifficu lt because m on op oly  requires the 
adherence o f all actual and potential sellers in 
a m arket. S elf-in terest m akes ach ievem ent o f 
such adherence d ifficu lt because each seller 
has an incentive to undercut the m on op oly  
price in order to increase his share o f the m ar
ket. M on op o ly  p ow er is increased or m ade 
possib le  if en forced  b y  the governm ent. In 
the fo llo w in g  passage Sm ith refers to the 
gu ilds, or corporations, o f  his d a y :

A n  incorporation . . . makes the act of 

the majority binding upon the whole. In  
a free trade an effectual combination 
cannot be established but by the unani

mous consent of every single trader, and
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it cannot last longer than every single 

trader continues of the same mind. The
majority of a corporation can cnact a 
by e-law with proper penalties, which will 
lim it the competition more effectually and 
more durably than any voluntary combi

nation whatever, (p . 129)

S m ith ’s ideas appear in current pu b lic  debate 
over m on op oly . A dvoca tes  o f deregu lating  the 
transportation  and com m unications industries 
b y  elim inating or redu cin g  the p ow er o f F ed 
eral regu latory  agencies argue that these agen 
cies p rom ote  m on op o ly  b y  lim itin g  the entry 
o f  new  firm s and b y  fix in g  prices for  all p ro 
ducers. G overnm ent regu lations en forced  upon 
all firm s in an industry have the e ffect o f a l
low in g  producers to elim inate com petition  and 
to raise prices. A t  the sam e tim e, lack o f 
com petition  reduces incentives for efficien t 
p roduction .

M o n op o ly  can occu r in labor as w ell as p rod 
uct m arkets. T h e  cra ft unions o f today, for 
exam ple, resem ble the gu ilds o f S m ith ’s time. 
T o d a y  unions are universally  accep ted  as per
m anent institutions in our so c ie ty ; neverth e
less, there is continual debate over the extent 
to w h ich  govern m en t should use leg islation  as 
a m eans o f increasing or lim iting  the m on op oly  
pow er o f unions. Is it leg itim ate to  use m ini
m um  w age  law s to p rotect unions from  com p e 
tition  o f low er-w age  nonunion  la b or?  Should 
the govern m en t deny w elfare paym ents to 
strik ing w ork ers?  Should C ongress g ive  all 
state and m unicipal em ployees co lle ctiv e  bar
ga in in g  rights and the right to strike? Is it 
desirable to use the D av is-B acon  and W a lsh - 
H ea ly  A cts  to  set union rates for  con tractors 
in volved  in Federal con struction  w ork , thereby 
lim iting  the ability  o f nonunion  labor to co m 
pete w ith  union labor b y  o ffe r in g  their labor 
at a low er w age  rate? Should C ongress perm it 
com m on  situs, that is, on-site, p ick etin g  b y  one 
union w here several unions and su bcon tractors 
are at w ork ?

T h ose  argu in g  against legislation  that w ou ld  
increase the m on op o ly  pow er o f unions em ploy  
the argum ents set forth  b y  Sm ith. Sm ith 
argued that any form  o f m on op o ly  raises the 
price  o f the associated  p r o d u c t :

[An] increase of competition would re
duce the profits of the masters as well as
the wages of the workmen I he trades, 

the crafts . . . zvould all be losers. But the 
public would be a gainer, the work of aii 
artificers coming in this way much cheap
er to market, (p . 123)

Sm ith also argues that unions decrease the 
num ber o f w orkers in the union ized sector and 
increase the num ber in the nonunion ized  sec
tor. T h e  e ffect is to  raise w age rates in the 
unionized sector and to low er w age rates in 
the nonun ion ized  sector, thereby e ffectin g  a 
transfer o f in com e from  nonunion ized  to un ion 
ized w orkers and p rom otin g  a less equal d istri
bution  o f in c o m e :

. . .  the policy of Europe, by restraining 

the competition in some employments to a 
smaller number than would otherwise be 
disposed to enter into them, occasions a 
very important inequality in the whole of 

the advantages and disadvantages of the 
different employments of labour . . . .
(p . 129)

I t  frequently happens that while high 

wages are given to the workmen in one 
manufacture, those in another are obliged 
to content themselves with bare subsis

tence. The one is in an advancing state, 
and has, therefore, a continual demand for 
new hands: The other is in a declining 

state, and the super-abundance of hands 
is continually increasing. . . . the work
men could easily change trades zvith 
one another, if . .  . absurd laws did not 
hinder them. . . . and their wages would 
neither rise too high in the thriving, nor 
sink too low in the decaying manufacture.
(pp. 134-5)

Sm ith also criticizes unions on the grounds 
that they prevent the nonunion  w orker from  
w ork in g  w herever he d e s ire s :

The property which every man has in 

his own labour, as it is the original foun
dation of all other property, so it is the 
most sacred and inviolable. The patri
mony of a poor man lies in the strength 
and dexterity of his hands; and to hinder 
him from employing this strength and 
dexterity in what manner he thinks prop
er without in jury to his neighbour, is a
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plain violation of this most sacred prop

erty. I t  is a manifest encroachment upon 
the just liberty both of the workman, and 

of those who might be disposed to employ 
him. As it hinders the one from working 

at what he thinks proper, so it hinders 
the others from employing whom they 

think proper. To judge whether he is fit 
to be employed, may surely be trusted to 

the discretion of the employers whose in 

terest it so much concerns, (pp. 121-2)

A n  issue related to the su b ject o f m on op oly  
in labor m arkets is licen sin g  requirem ents in 
certain trades and professions. T h e  pu b licly  
stated reason for licen sin g  in the professions 
is that it insures quality  w ork  and protects the 
consum er. F ree m arket proponents note that 
the requirem ents that m ust be m et in order to 
receive a license are gen era lly  set b y  the p ro 
fession  itself. T h e y  then argue that g iven  this 
p riv ilege, the m em bers o f a trade or profession  
naturally  act in their ow n  self-interest b y  lim it
in g  entry. T a x ica b  ow ners, beauticians, p lu m b
ers, and m em bers o f other trades a lleged ly  lim it 
through  licen sin g  requirem ents the num ber 
w h o practice  their profession . C ritics o f g o v - 
ernm ent-sponsored  licen sin g  arrangem ents use 
the ideas o f Sm ith w hen they argue that co n 
sum ers, not m em bers o f a g iven  trade, should 
decide w h o is able to prov ide  com petent ser
v ice  :

The pretence that corporations are 
necessary for the better government of the 

trade, is without any foundation. The 
real and effectual discipline which is exer
cised over a workman, is not that of his 
corporation, but that of his customers. I t  

is the fear of losing their employment 
which restrains his frauds and corrects 

his negligence. A n  exclusive corporation 
necessarily weakens the force of this dis
cipline. A  particular set of workmen 
must then be employed, let them behave 
well or ill. I t  is upon this account, that in 
many large incorporated towns no toler

able workmen are to be found, even in 
some of the most necessary trades. I f  you 
would have your work tolerably executed, 

it must be done in the suburbs, where the 
workmen, having no exclusive privilege, 
have nothing but their character to de
pend upon, and you must then smuggle it 
into the tozvn as well as you can. (p . 129)

A s  described  earlier, Sm ith d isapproved  o f 
govern m en t subsidies for the sam e general 
reasons that he d isapproved  o f m onopolies. H e 
com m ents as fo llow s on subsidies to the fishing 
in d u stry :

Something like a bounty upon produc

tion, however, has been granted upon 
some particular occasions. The tonnage 
bounties given to the white-herring and 

whale-fisheries may, perhaps, be con

sidered as somewhat of this nature. They 
tend directly, it may be supposed, to 
render the goods cheaper in the home 

market than they otherwise would be. In  
other respects their effects, it must be 

acknowledged, are the same as those of 
bounties upon exportation. By means of 
them a part of the capital of the country 
is employed in bringing goods to market, 

of which the price does not repay the 
cost, together with the ordinary profits of 
stock, (p . 484)

T h ese  sam e argum ents are still used today  by 
critics o f govern m en t subsidies to special 
grou ps such as the m aritim e industry and ex 
porters.

CENTRALIZED ECONOMIC PLANNING:
D u rin g  the D epression  an im portant debate 
began  about the need for som e form  o f national 
e con om ic p lann ing in order to ach ieve com 
m on ly  shared long-run  goa ls. T h e  ideas o f 
Sm ith have a lw ays p layed  a prom inent role in 
this debate.

Sm ith in The Wealth of Nations argues that 
the attainm ent o f socia lly  desirable goa ls is 
best achieved not through  centralized  econ om 
ic p lanning, but rather through  p lanning by  
each individual using  the detailed kn ow ledge 
o f his particular situation , w ith  the separate 
plans o f all individuals coord inated  b y  the im 
personal d iscip line o f prices determ ined in the 
m arket place. Sm ith ’s p reference for the second 
type  o f p lanning is show n in the fo llow in g  
p a ssa g e :

The uniform, constant, and uninterrupted 
effort of every man to better his condition, 

the principle from which public and na

tional, as well as private opulence is origi
nally derived, is frequently powerful
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enough to maintain the natural progress 
of things toward improvement, in spite 
both of the extravagance of government, 

and of the greatest errors of administra
tion. Like the unknown principle of 
animal life, it frequently restores health 
and vigour to the constitution, in spite, 
not only of the disease, but of the absurd 
prescriptions of the doctor, (p . 326)

Sm ith argues that govern m en t adm inistra
tors cannot possib ly  possess the detailed in for
m ation necessary in order to plan the econ om ic 
activities o f in d iv id u a ls :

. . . the law ought always to trust people 
with the care of their own interest, as in 

their local situations they must generally 
be able to judge better of it than the legis
lator can do. (p . 497)

T h e  advantage o f com petitive  m arkets is that 
decisions are m ade b y  the individuals w ith  the 
requisite k n o w le d g e :

Every man, as long as he does not violate 
the laws of justice, is left perfectly free to 
pursue his own interest in his own zvay, 
and to bring both his industry and capital 
into competition with those of any other 
man, or order of men. The sovereign is 
completely discharged from a duty, in the 
attempting to perform which he must 

always be exposed to innumerable delu
sions, and for the proper performance of 
which no human wisdom or knowledge 
could ever be sufficient; the duty of 

superintending the industry of private 
people, and of directing it tozvards the 
employments most suitable to the interest 
of the society, (p . 651)

Sm ith v iew ed  the govern m en ts o f the m ajor 
countries o f his day as w astefu l and inefficient. 
In contrast, a ccord in g  to Sm ith, individuals 
because o f their desire to better their condition  
are m ore likely  to be frugal and to oversee 
carefu lly  their expenditures. W ith  respect to 
individuals, Sm ith o b s e r v e s :

W ith  regard to profusion, the principle 

which prompts to expence, is the passion 
for present enjoyment; which, though 
sometimes violent and very difficult to be 
restrained, is in general only momentary 

and occasional. But the principle which

prompts to save, is the desire of bettering 
our condition, a desire which, though gen
erally calm and dispassionate. comes -with 

v.s from the womb , and never leaves us 

til we go into the grave. . . . Though the 

principle of expence, therefore, prevails 
in almost all men upon some occasions, 
and in some men upon almost all occa
sions, yet in the greater part of men, 
taking the whole course of their life at an 
average, the principle of frugality seems 
not only to predominate, but to predomi
nate very greatly, (pp. 324-5)

T h e  con trast w ith  the behavior o f governm ent 
is s tr ik in g :

Great nations are never impoverished 
by private, though they sometimes are by 
public prodigality and misconduct, (p .
325)

. . . though the profusion of government 
must, undoubtedly, have retarded the 

natural progress of England towards 
wealth and improvement, it has not been 

able to stop it. . . .  In  the midst of all 
the exactions of government, . . . capital 
has been silently and gradually accumu
lated by the private frugality and good 

conduct of individuals, by their universal, 
continual, and uninterrupted effort to 
better their own condition. I t  is this 
effort, protected by law and allowed by 
liberty to exert itself in the manner that is 
most advantageous, which has maintained 
the progress of England towards opidence 
and improvement in almost all former 
times, and which, it is to be hoped, will 

do so in all future times. . . .  I t  is the 
highest impertinence and presumption, 

therefore, in kings and ministers, to pre
tend to watch over the oeconomy of pri
vate people, and to restrain their expence, 
either by sumptuary laws, or by prohibit
ing the importation of foreign luxuries. 
They are themselves always, and without 
any exception, the greatest spendthrifts 
in the society. Let them look well after 
their own expence, and they may safely 
trust private people with theirs. I f  their 
ozun extravagance does not ruin the state, 
that of their subjects never will. (pp. 
328-9)

A dam  Sm ith is especia lly  critica l o f the g o v 
ernm ent p lanning he observed  in France. T he 
French  governm ent, fo llow in g  m ercantilistic
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policies, assum ed that the w ealth  o f the cou n 
try  cou ld  on ly  be increased through  central 
d irection  o f the econ om y. G overnm ent p lan 
n in g  in France w as person ified  b y  C olbert, 
“ the fam ous m inister o f L ew is X I V . . . .  a man 
o f p rob ity , o f  great industry and k n ow ledge o f 
d eta il; o f  great experience and acuteness in 
the exam ination  o f public accounts

That minister had unfortunately embraced 

all the prejudices of the mercantile sys
tem, in its nature and essence a system of 
restraint and regulation, and such as could 

scarce fail to be agreeable to a laborious 
and plodding man of business, zvho had 

been accustomed to regulate the different 
departments of public offices, and to 
establish the necessary checks and con- 
trouls for confining each to its proper 

sphere. The industry and commerce of a 

great country he endeavoured to regulate 
upon the same model as the departments 
of a public office; and instead of allowing 

every man to pursue his own interest his 
own way, upon the liberal plan of equal
ity, liberty and justice, he bestowed upon 

certain branches of industry extraordinary 
privileges, while he laid others under as 
extraordinary restraints, (pp. 627-8)

O ppon en ts o f govern m en t p lanning today  do 
little m ore than repeat the argum ents o f Sm ith.

O n e form  o f govern m en t p lann ing occu rs 
w hen the govern m en t uses subsidies to in flu 
ence the investm ent decisions o f  private ind i
viduals. T h e  extent to w h ich  govern m en t 
shou ld  in fluence the d irection  o f private in
vestm ent is the su b ject o f m uch current debate. 
F or exam ple, it has been argued in the U nited  
States that the reserve requirem ents o f a bank 
should be adjusted a ccord in g  to the kinds o f 
loans the bank makes. Investm ents should be 
ju d ged  not so le ly  accord in g  to their p ro fit
ab ility , but rather a ccord in g  to a set o f social 
priorities defined by  C ongress.

A dam  Sm ith argues that the w ealth  o f  a 
cou n try  is m ost e ffective ly  enhanced b y  a g o v 
ernm ent p o licy  that m akes no attem pt to in flu 
ence h ow  private individuals or businesses a llo 
cate their savings. A  cou n try ’s w ealth  is in 
creased m ost if savings g o  to those investm ents 
w ith  the h ighest rate o f return. Individuals

are led to ch oose  these investm ents in the pu r
suit o f  their ow n  se lf-in terest:

. . .  it is only for the sake of profit that 
any man employs a capital in the support 

of industry; and he will always, therefore, 
endeavour to employ it in the support of 
that industry of which the produce is 

likely to be of the greatest value . . . .
But the annual revenue of every society 

is always precisely equal to the exchange
able value of the whole annual produce of 
its industry . . . .  As every individual, 

therefore, endeavours . . .  to direct that 

industry that its produce may be of the 
greatest value; every individual necessar
ily labours to render the annual revenue 
of the society as great as he can. H e gen

erally, indeed, neither intends to promote 
the public interest, nor knows hozv much 
he is promoting it. . . . by directing that 

industry in such a manner as its produce 
may be of the greatest value, he intends 
only his own gain, and he is in this, as in 
many other cases, led by an invisible hand 
to promote an end which was no part of 
his intention. N or is it always the zvorse 
for the society that it was not part of it.
By pursuing his own interest he fre
quently promotes that of the society more 
effectually than when he really intends to 
promote it. (p . 423)

T h is  exam ple is a specific  illustration o f 
S m ith ’s general argum ent that g iven  the p rop 
er institutions, socie ty  m ost e ffective ly  p ro 
m otes its ow n  larger interests b y  leaving in d i
viduals free to  pursue their ow n  se lf-in te rest:

Every individual is continually exert

ing himself to find out the most advan
tageous employment for whatever capital 

he can command. I t  is his own advantage, 
indeed, and not that of the society, which 
he has in view. But the study of his own 

advantage naturally, or rather necessarily 
leads him to prefer that employment 

which is most advantageous to the society.
(p . 421)

A ga in , p lann ing b y  individuals is preferable to 
p lann ing b y  the g o v e rn m e n t:

W hat is the species of domestic indus
try which his capital can employ, and of 

zvliich the produce is likely to be of the 
greatest value, every individual, it is evi
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dent, can, in his local situation, judge 

much better than any statesman or law
giver can do for him. The statesman, who 
should attempt to direct private people in 

what manner they ought to employ their 

capitals, would not only load himself zvitli 
a most unnecessary attention, but assume 

an authority which could safely be 
trusted, not only to no single person, but 

to no council or senate whatever, and 
which would nozvhere be so dangerous as 

in the hands of a man who had folly and 
presumption enough to fancy himself fit 
to exercise it. (p. 423)

M odern  opponents o f govern m en ta l attem pts 
to in fluence the a llocation  o f private in vest
m ent use the argum ents o f Sm ith. F or ex 
am ple, on the basis o f  these argum ents, they 
criticize  special govern m en t e fforts  to prom ote 
housing. In  the U nited  States such  efforts 
include incom e tax deductions for  interest p a y 
m ents on m ortgages, h igher legal interest rate 
ceilings 011 tim e deposits at savings and loan 
institutions than at banks, and subsidies to 
finance housin g  as through  the F H A , G innie 
M ae, Fannie M ae, and V A  program s. T h ey  
also criticize  tax law s that tax  in com e from  
capital at d ifferin g  rates, thereby cau sin g  sav
ings to flo w  from  m ore to less p rodu ctive  in
vestm ents. E xam ples o f such law s are the 
corporation  incom e tax, w hich  taxes incom e 
from  capital generated in the corporate  sector 
but not in the non-corporate  sector, and capital 
gains taxes, w hich  accord  differentia l treat
m ent to ord inary  and capital gains in com e from  
capital.

The Wealth of Nations also discusses issues 
that arise out o f the variant o f national e co 
n om ic p lanning in w h ich  the govern m en t in
stead o f  the m arket p lace determ ines the 
distribution  o f incom e. T od a y  som e am ount 
o f govern m en ta l redistribution  o f  in com e is 
u n iversa lly  accepted  through  the graduated  in 
com e tax, w elfare, u nem ploym en t com pen sa
tion, and so on. T h e  current issue in public 
p o licy  debate is w hether the recent g row th  o f 
the role o f the govern m en t in determ in in g  the 
d istribu tion  o f in com e should be  lim ited or 
a llow ed  to continue. Individuals w h o  em pha
size the im portance o f a llow in g  the m arket

place instead o f govern m en t to be the principal 
arbiter o f the d istribu tion  o f  in com e argue that 
w eakening the relationsh ip  betw een  labor and 
the receipt o f the rew ards for that labor dulls 
incentives and th ereby  retards the grow th  o f 
the econom y. T h is  argum ent is m ade repeat
edly by  A dam  Sm ith.

A  constant them e in The Wealth of Nations 
is the im portance o f m aintain ing a stron g  rela
tionship betw een  w ork  and the rew ards for 
w ork. W ith  regard to  w age earnings, Sm ith 
s a y s :

The zvages of labour are the encourage
ment of industry, which, like every other 
human quality, improves in proportion to 

the encouragement it receives, (p . 81 )

That security zvhich the laws in Great 
Britain give to every man that he shall 
enjoy the fruits of his own labour, is 
alone sufficient to make any country 
flourish . . . .  (p . 508)

Smith even has an am using  story  abou t the 
e ffect o f a change in the arrangem ents for  re
w arding labor on the m otivation  o f s o ld ie rs :

We do not reckon our soldiers the most 
industrious set of people among us. Yet 
when soldiers have been employed in 
some particular sorts of work, and liber
ally paid by the piece, their officers have 
frequently been obliged to stipulate with 
the undertaker, that they should not be 
allowed to earn above a certain sum every 
day, according to the rate at which they 

were paid. Till this stipulation zvas made, 
mutual emulation and the desire of great

er gain, frequently prompted them to 
over-work themselves, and to hurt their 
health by excessive labour, (p . 82)

W ith  regard to p rofits , Sm ith argues against 
social arrangem ents w h ich  interfere w ith  the

. . . natural proportion which would other- 
wise establish itself between judicious 
industry and profit, and which, to the 

general industry of the country, is of all 
encouragements the greatest and the most 

effectual, (p . 716)

T hese sentim ents recur in a qu ote  in w hich  
Sm ith describes as the m ost im portant cause 
o f E n g la n d ’s p rosp erity  i t s :
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. . . equal and impartial administration of 
justice zvhich renders the rights of the
w.p.a.na.st. H n . t r d i  c u h i p r t  rp. i-h p .rin h lp . t.n t h e’ ’' ~ ----  • ~ — j --- -- — r ~ ~--- *
greatest, and which, by securing to every 

man the fruits of his own industry, gives 
the greatest and most effectual encourage
ment to every sort of industry, (p . 576)

Why Have Smith’s Ideas Persisted?

O n e reason for  the persistence o f Sm ith ’s 
ideas is that they describe h ow  to attain a goal 
assum ed to be socia lly  desirable not just by  
Sm ith but a lso b y  m any individuals today. 
T h e  first tw o  sentences in The Wealth of 
Nations assum e the social desirability o f m axi
mizing- per capita in c o m e :

The annual labour of every nation is 
the fund which originally supplies it with 

all the necessaries and conveniencies of 
life which it annually consumes, and which 

consist always either in the immediate 
produce of that labour, or in what is pur
chased with that produce from other na

tions.
According therefore, as this produce, or 

zvhat is purchased with it, bears a greater 
or smaller proportion to the number of 

those zvho are to consume it, the nation 
will be better or worse supplied with all 
the necessaries and conveniencies for 
which it has occasion, (p. lvii)

C ontem porary  defenders o f Sm ith ’s ideas 
argue that this goa l is com patib le  w ith  another 
g oa l w id e ly  held to be socia lly  desirable, less
en in g  the inequality  o f the d istribution o f in 
com e. T h e  larger the size o f a cou n try ’s in 
com e, the m ore there is to redistribute through 
the graduated in com e tax or through direct 
paym ents to the poor. Sm ith ’s defenders also 
argue that the goa l o f lessening the inequality 
o f the d istribution  o f in com e does not invali
date his criticism s o f specific kinds o f govern 
m ent in tervention  in the m arket place, such as 
govern m en t subsid ies or governm entally  en
forced  m on opolies. Such form s o f intervention 
are characterized  as clum sy or crude w ays to 
redistribute in com e and liable to abuse. Critics 
o f such in tervention  claim  that in practice they 
are used to red istribute in com e from  the g e n 
eral pu b lic  to the p o litica lly  influential. A n

arbitrary redistribution  o f in com e is not a valid 
justification  o f a particular p iece o f legislation  
or re g u la tio n :

To hurt in any degree the interest of 
any one order of citizens, for no other 
purpose but to promote that of some 
other, is evidently contrary to that justice 
and equality of treatment which the sov
ereign owes to all the different orders of 
his subjects, (p. 618)

A n oth er reason for the persistence o f S m ith ’s 
ideas is that they describe the m otivation  b e 
hind the m arket behavior o f individuals in a 
w a y  m any still believe to be apt today. T h is  
m otiva tin g  force  is o f course self-interest. 
O thers have reacted stron g ly  to characterizing  
individual behavior in these term s. Som e of 
the adverse reaction  is m itigated b y  a d ifferent 
ch o ice  o f w ords, e.g., individuals m ay be ch ar
acterized  as m otivated by  a desire to im prove 
their standard o f liv in g  or to p rov ide better for 
their fam ilies. Som e o f the adverse reaction  
derives from  a need by  individuals to see them 
selves in a w ay  that they regard as w orthy . 
A sked  to describe their ow n  m otivations, they 
think in term s like “ ben evo len ce ,”  not “ self- 
in terest.”  Y e t other individuals m ight agree 
w ith  the characterization  o f Sm ith but w ou ld  
prefer to have individuals m otivated  b y  forces 
other than self-interest. T h e y  feel that if insti
tutions cou ld  be changed, lo ftier and nobler 
m otivations w ou ld  em erge to order socia l rela
tions.

A  final cause o f adverse reaction  to S m ith ’s 
characterization  o f hum an behavior in term s of 
self-in terest is sim ply  the result o f a m isunder
standing o f w hat was o f concern  to Sm ith in 
The W ealth of Nations. Sm ith believed  that 
the w ealth  o f a nation increased because o f 
advances in the d ivision  o f labor and the co n 
com itan t extension  o f m arkets. Sm ith describes 
the alm ost in com prehensible com p lex ity  o f 
such m arkets in a “ civ ilized ”  cou n try  in the 
fo llo w in g  sm all excerpt from  a m uch larger 
passage on the s u b je c t :

Observe the accommodation of the most 
common artificer or day-labourer in a 
civilised and thriving country, and you
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will perceive that the number of people 
of whose industry a part, though but a 

small part, has been employed in procur

ing him this accommodation, exceeds all 
computation. The woollen coat, for ex

ample, which covers the day-labourer, as 
coarse and rough as it may appear, is the 

produce of the jo int labour of a great 

multitude of workmen. The shepherd, 
the sorter of the wool, the wool-comber or 

carder, the dyer, the scribbler, the spin
ner, the weaver, the fuller, the dresser, 
ivith many others, must all jo in  their dif

ferent arts in order to complete even this 

homely production. H ow  many mer
chants and carriers, besides, must have 
been employed in transporting the ma

terials from some of those workmen to 
others who often live in a very distant 

part of the country! (p . 11)

T h e  con trast betw een  the num ber o f in d iv id 
uals w ith  w h om  a person  interacts in the m ar
ket p lace and in his personal life is strik in g :

In  civilised society he [man] stands at 

all times in need of the co-operation and 

assistance of great multitudes, while his 
whole life is scarce sufficient to gain the 

friendship of a few persons, (p . 1 4 )6

Sm ith in The Wealth of Nations is con cerned  
w ith  the first kind o f interaction , that betw een  
individuals in the m arket place. W h a t else 
but self-in terest cou ld  organ ize  relations o f 
such size and co m p le x ity ?  Self-in terest in the 
m arket place, h ow ever, is perfectly  com patib le  
w ith  the dom inance o f pra isew orth y  m otives 
in an ind ividual’s relations w ith  his fam ily  and 
friends.

M uch  o f The Wealth of Nations is devoted  
to d escrib in g  h ow  d iffer in g  institutional ar
rangem ents a ffect hum an behavior. B ecause 
m any today  accept the im portance Sm ith a t
tached to self-in terest as the m otiva ting  force  
in individuals ’ relations outside their circle  o f 
friends and fam ily , his observations rem ain 
relevant to them . T h ere  is o f course no need 
for a person  interested in the design  o f institu 
tions to be a believer in laissez faire to find 
these observations in teresting  or perceptive. 
Sm ith w as interested in design in g  institutions 
so that self-in terest w ou ld  prom ote  the general

interest. C onversely , he w as interested in h ow  
institutions cou ld  put self-in terest at variance 
w ith  the general interest.

A s the fo llow in g  passages show , unfortunate 
institutional arrangem ents have produced  un
fortunate results in the past. T h e  reader m ay 
decide w hether the sam e arrangem ents w ou ld  
produce the sam e results in the present day. 
T he first passage refers to  the practice  o f rais
in g  revenue b y  requ iring  the paym ent o f a 
sum  o f m oney from  persons seek in g  redress in 
c o u r t :

This scheme of making the administra
tion of justice subservient to the purposes 

of revenue, could scarce fail to be produc
tive of several very gross abuses. The 
person, who applied for justice with a 
large present in his hand, was likely to 
get something more than justice; while 
he, who applied for it w ith a small one, 
was likely to get something less. (p . 675)

In Sm ith ’s day law  clerks w ere  paid a ccord in g  
to the num ber o f pages th ey  w r o t e :

I t  has been the custom in modern Europe 
to regulate, upon most occasions, the pay
ment of the attornies and clerks of court, 
according to the number of pages which 
they had occasion to w rite; the court, 
however, requiring that each page should 

contain so many lines, and each line so 
many words. In  order to increase their 

payment, the attornies and clerks have 
contrived to multiply words beyond all 
necessity, to the corruption of the law 
language of, I  believe, every court of 

justice in Europe, (p . 680)

A  m ore serious exam ple o f  h ow  Sm ith felt 
institutional arrangem ents a ffected  behavior is 
found in his d iscussion  o f the E ast India C om 
pany. Sm ith argued  that as a result o f  the 
m on op oly  granted to the C om pany, its m em 
bers destroyed  the w ealth  o f the govern ed  
countries in the pursuit o f  their ow n  self- 
interest. T h is result, h ow ever, w as caused b y  
unfortunate institutional arrangem ents, not b e 
cause o f the bad character o f those in charge 
o f the C om pany :

I  mean not, hoivever, by any thing 

which I  have here said, to throw any
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odious imputation upon the general char
acter oj the servants of the Hast India 
company, and much less upon that of any 

par he a i ay ye? sons. I t  is the system of 
government, the situation in which they 
are placed, that I  mean to censure; not 
the character of those who have acted in 
it. They acted as their situation naturally 
directed, and they who have clamoured 
the loudest against them would, probably, 
not have acted better themselves, (pp. 
605-6)

S m ith ’s intellectual legacy  consists o f m ore 
than num erous prescriptions for problem s in 
pu b lic  p o l i c y : it consists also o f a w ay  o f lo o k 
ing at prob lem s. Sm ith m ade explicit his v iew  
o f w hat m otivates the behavior o f individuals, 
i.e., their “ p rop en sity  to truck, barter, and e x 
change one th in g  for  another” to satisfy their 
“ ow n  necessities,”  and he used this fram ew ork 
to in terpret all m arket behavior. G iven this 
v iew  o f  w hat m otivates the m arket behavior o f 
individuals, Sm ith  cou ld  draw  im plications 
about the effects on  behavior o f d ifferent kinds 
o f institu tions. Sm ith  exam ined the valid ity  o f 
these im plica tion s through the m eticu lous o b 
servation  o f  great num bers o f exam ples o f 
m arket beh av ior draw n from  his ow n  day and 
from  h istory . Sm ith m ore than anyone else 
helped to  m ake econ om ics into a special d isc i
pline or science.

It is appropriate  to note that this em pirical 
approach  to  understanding h ow  the w orld  
w orks, an approach  developed to a sign ificant 
extent b y  Sm ith, is the very  approach that w ill 
decide the degree to  w hich  his particular po licy  
prescrip tion s rem ain relevant today. S m ith ’s 
particu lar p o licy  prescriptions m ay be m odified 
or abandoned , y e t his approach to resolv ing 
pu b lic  p o licy  prob lem s w ill remain im portant. 
F or exam ple, m odern  critics and defenders o f 
S m ith ’s laissez faire p o licy  prescriptions ch ar
acterize  the organ ization  o f m arkets today in 
con tra d ictory  term s. T h e fo llow in g  brief de
scrip tion  o f  the v iew s o f each grou p  that fo l 
low s is in tended to  suggest that there are 
p lausib le  argum ents to support either view . A  
resolu tion  o f  these con flictin g  v iew s w ill neces
sarily  have to be m ade through careful, sy s 
tem atic stu dy  o f the actual organ ization  o f

m arkets, i.e., through  the scien tific approach
b y  Sm ith.

Sm ith v iew ed  the m arket place, free o f g o v 
ernm ent in terference and govern m en ta lly  sup 
ported  m on opolies, as a place w here in d iv id 
uals volu n tarily  exch ange g ood s  and services 
am on g each other as a m eans o f p rom otin g  
their m utual w elfare. C ritics o f Sm ith often  
dism iss his p o licy  prescriptions for lim iting the 
role o f  the state in the m arket p lace b y  assert
in g  that this w orld  o f com petitive  m arkets no 
lon ger exists. T h e  m arket p lace is n ow  char
acterized b y  great con centrations o f pow er in 
the hands o f a sm all num ber o f large corp ora 
tions. E xch an ge  is no lon ger m utually advan 
tageous trade betw een  in d iv id u a ls ; it is an 
exp lo itive  exch ange betw een  great con cen tra 
tions o f pow er and w eak individuals. T h e  
intervention  o f the govern m en t is considered  
necessary to  redress the relative w eakness o f 
the individual. F or exam ple, one author w rites 
in a recent article ad voca tin g  increased g o v 
ernm ent p lan n in g :

. . . we are all uncomfortably aware that 
the economy itself has become very differ

ent from the one described in the text
books. H ighly concentrated sectors exist 

in which large corporations and unions 
have fortified themselves against the nor
mal influences of market forces. About a 
third of the gross national product passes 
through the hands of the federal, state and 
local governments. The laws of supply 
and demand do not operate uniformly 

across the competitive sector, the concen
trated sector and the government sector. 
That elegant optimising machine de
scribed by Adam  Smith, which has been a 
source of deep intellectual and moral satis
faction to ten generations of economists, 
no longer corresponds to reality?

Supporters o f S m ith ’s p o licy  prescriptions 
challenge this description  o f the m arket place. 
T h ey  argue that a concentrated  industry is not 
necessarily  n o n co m p e tit iv e ; few ness o f firm s 
m ay reflect on ly  econ om ies o f scale in p rod u c
tion. T h e  steel industry, for  exam ple, m ust 
com pete  w ith  fore ign  im ports and w ith  indus
tries w h ose  p rodu cts can be used in p lace o f 
steel, such as alum inum  and concrete. F u r
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therm ore, w hile the g row th  o f unions and 
govern m en t m ay have reduced  com petition , 
other forces in the m eantim e have increased 
com petition . T h e costs o f in form ation  and 
transportation  have decreased sharply.

T h e  cost to the consum er o f acqu iring  in for
m ation on the prices o f com p etin g  produ cts  has 
decreased because o f increased access to adver
tising  via T V , radio, new spapers, and m aga
zines. T h e advent o f the car has reduced the 
cost o f com parative shopping. T h e  m arket 
itself responds to the dem and for increased 
in form ation  caused b y  the developm en t o f 
tech n olog ica lly  com p lex  products. F irm s spe
c ia liz in g  in the dissem ination  o f in form ation  
(su ch  as brokers g iv in g  investm ent advice, 
travel agencies, publishers o f  m agazines on 
cars or boats, consum er produ ct rating  agen 
cies, and so on ) arise. I f the dem and exists, 
producers sell a jo in t produ ct o f a com m od ity  
and a w arranty. P rob a b ly  m ore im portant, 
som e producers and m iddlem en for any given 
p rodu ct have an incentive to m ake investm ents 
in their reputations b y  con sisten tly  p rov id in g  
reliable products. If a con su m er ignorant o f 
e lectron ics w ants to buy  a pocket ca lcu lator, 
he has the opportu n ity  to  bu y  a nam e brand 
com pu ter from  a store w h ich  sells on ly  quality 
m erchandise. T h e cost o f sh ipp ing g ood s  has 
decreased, so that in any m arket o f m oderate 
size a producer o f alm ost any com m od ity  is 
liable to find h im self in com petition  w ith  co m 
m odities from  any part o f the w orld . A m erican  
labor m arkets are characterized  b y  high m o 
b ility  caused b y  w orkers look in g  for advan 
tageous jo b  opportun ities. T h e  kind o f careful 
analysis o f m arkets perform ed  by  Sm ith m ight 
w ell show  that m arkets are s ign ifican tly  m ore 
com petitive  today  than in S m ith ’s day.

Conclusion

O ne d ifficu lty  w ith  d e fen d in g  the present 
day relevance o f Sm ith is that his ideas have 
becom e so th orou gh ly  absorbed  into our in tel
lectual heritage that they are no lon ger identi
fiable as having orig inated  w ith  A dam  Sm ith. 
It is hoped that this article w ill con tribu te  to a 
recogn ition  o f the relevance o f  S m ith ’s ideas 
b y  poin ting  out the rem arkable num ber o f 
them  still used in current debates over pu b lic  
policy .

Robert L. Hetzel
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Highlights

Earnings and Capital Accounts
N et earnings be fore  paym ents to the United 
States Treasury increased by $39,778,062.W  to 
$465,686,746.03 in 1976. Six percent statutory 
dividends totaling $3,196,167.72 were paid to 
F ifth  D istrict m em ber banks, and the sum of 
$460,343,578.31 was turned over to the United 
States Treasury.

Capital stock increased by $2,147,000 to 
$53,931,900 as m em ber banks increased their 
stockholdings in this Bank, as required by law, 
to reflect the rise in their own capital and surplus 
accounts. The Bank’s surplus account increased 
$2,147,000 to a total of $53,931,900.

Discount Rate

In 1976 the Federal Reserve Bank of Richmond 
lowered its discount rate twice to bring it into 
better alignment with short-term interest rates. 
On January 19 the discount rate was reduced from 
6 percent to 5 ^  percent. The rate was further 
reduced to 5 j4  percent on November 22.

New Building Program
Construction progress on the new Richmond 
Bank building continued unabated during 1976. 
A  milestone was reached on October 29 when 
topping-out occurred, signaling completion of the 
erection of some 9,000 tons of structural steel. 
A lso completed during the year was the instal
lation of approximately 3,800 tons of reinforcing 
steel and approximately 575,000 square feet of 
steel deck. Concrete work for the three below- 
grade levels and garage, which required some
53,000 cubic yards of concrete, was completed. 
Pouring of concrete floors in the tower, requiring 
approximately 9,700 cubic yards of material, 
and application of sprayed-on fireproofing were 
finished. In October and November, installation 
of curtain wall and dry wall, respectively, was 
begun. Mechanical equipment, generators, and 
cooling towers were set in place on the 25th and 
26th floors. A t year end mechanical installation, 
piping, duct work, and electrical work were pro
gressing satisfactorily.

Barring m ajor problems, it is expected that the 
project will be completed in late 1977 as origi
nally scheduled.

A  w h ite  pa in ted  steel beam  w ith  the A m eric an  flag  
a ttached is show n app roach ing  the no rthw es t corner 
of the new  b u ild in g  where its ins ta lla tio n , k n ow n  as 
topp ing-out, w ill sym bo lize  the com p le tion  of s truc

tu ra l steel w ork .

Preliminary planning toward a new Baltimore 
Branch building continues. Ford and Earl Design 
Associates of W arren, Michigan, has completed 
the m ajor portion of the space planning program, 
which is currently being reviewed with the Board 
of Governors.

Check Collection Operations

Automated Clearing H ouse (A C H ) operations 
were expanded this year at most Fifth District 
Reserve offices, in both the commercial and G ov
ernment payments areas. In addition to the pay
roll deposit transactions processed last year for 
the Virginia Automated Clearing H ouse A ssoci
ation and the U. S. A ir Force, respectively, 1976 
A C H  operations also involved the direct deposit 
of Social Security and Federal Revenue Sharing 
payments. In October, when the System began 
processing the Revenue payments, Richmond was 
designated the national disbursing center for these
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transactions. A s such, the Richmond Federal 
Reserve Bank distributes these payments to all 
Federal Reserve offices for disbursement to banks 
in their respective territories. The same month. 
Social Security payments were converted to the 
A C H  operation. This action resulted in an ex 
pansion of the volume of Government payments 
processed by the A C H  from about 12,000 in D e
cember 1975 to approximately 78,000 in October 
1976.

This year an A C H  was established at the Char
lotte Office. There, as in Richmond and Balti
more, payroll deposit transactions for the Social 
Security Administration are processed, as are 
payroll deposits for the North Carolina A uto
mated Clearing H ouse Association (N O R C A - 
C H A ) banks. A C H  operations at the Baltimore 
Branch expanded in October with the inaugura
tion of the Social Security direct deposit program 
there.

A  Regional Check Clearing Center was estab
lished in Charleston, W est Virginia, to process 
checks in that state. Plans call for that O ffice to 
assume full check collection responsibility for vir
tually all the Fifth District’s W est Virginia region

by M ay 1977. Once the Center becomes oper
ational, the five planned check processing facilities 
will have been completed, and the regional clearing 
concept will have been fully implemented in the 
Fifth District.

Other Developments at District Offices
A s previously mentioned, the Charleston Office 
was opened in 1976. Training began in Septem
ber for the approximately 50-member staff, and 
the Office started limited check processing oper
ations on Novem ber 18.

The Baltimore O ffice acquired responsibility for 
servicing coin and currency requirements of M ary
land banks that had form erly been served by the 
U . S. Treasury cash office. Plans call for ex 
panding these functions to banks in W ashington,
D. C., in 1977. In February, Baltimore’s check 
processing operations center relocated in that city’s 
suburban area.

A t the Charlotte Office, new equipment for the 
destruction of redeemed food  coupons and unfit 
currency was installed. Consisting primarily of a 
rotary cutter, the new nonpolluting equipment re
places the old smoke-emitting incineration process.

New Member Banks

The following newly chartered banks in the Fifth District opened for business during 1976 as 
members of the Federal Reserve System.

National Banks

United National Bank 
Patrick Henry National Bank

Fayetteville, North Carolina 
Bassett, V irginia

M arch 8 
October 29

State Banks

Metropolitan Bank o f Central V irginia 
Bank o f V irginia Beach

Lynchburg, Virginia 
V irginia Beach, V irginia

June 21 
September 7

The follow ing Fifth District financial institutions became members of 
System during the year.

the Federal Reserve

The Thurmont Bank Thurmont, Maryland February 2

V irginia National Bank/Richm ond 
(Form erly V irginia Trust Company)

Richmond, V irginia October 21

Peoples Bank o f Danville
(Form erly Peoples Industrial 

Loan Corporation)

Danville, V irginia November 29
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Fifth District Communications

In August, the communications systems at Cul
peper and in each Federal Reserve District were 
expanded to facilitate the electronic transmission 
of com puter-gcncrated files or “ bulk data.”  This 
bulk data communications system is used to trans
fer large quantities of data between District head 
offices and the Board of Governors. It is also 
used to transmit direct deposit payments from the 
Federal government, including Revenue Sharing. 
Social Security, and A ir Force payroll.

Changes in Directors

Fifth District member banks elected one Class A  
and one Class B Director to three-year terms on 
the Richm ond Board of Directors in the early fall. 
Frank B. Robards, Jr., President, Rock Hill 
National Bank, R ock Hill, South Carolina, was 
elected a Class A  Director to succeed Plato P. 
Pearson, Jr., President and Chief Executive 
Officer, Independence National Bank, Gastonia, 
North Carolina, whose term expired at the end of 
1976. Andrew  L. Clark, President, Andy Clark 
Ford, Inc., Princeton, W est Virginia, was re
elected by banks in Group 3 as a Class B Director.

The R ichm ond Board reappointed W . B. Apple, 
Jr., President, First National Bank of Reidsville, 
Reidsville, North Carolina, and T . L. Benson, 
President, The Conway National Bank, Conway, 
South Carolina, to three-year terms on the Char
lotte Board. A . R . Reppert, President, The Union 
National Bank of Clarksburg, Clarksburg, W est 
Virginia, was appointed to a three-year term on 
the Baltimore Board to succeed J. Stevenson Peck, 
Chairman of the Board, Union Trust Company of 
Maryland, Baltimore, Maryland, whose term ex
pired December 31, 1976. Lacy I. Rice, Jr., Presi
dent, The Old National Bank of Martinsburg, 
Martinsburg, W est Virginia, was reappointed to a 
three-year term on the Baltimore Board.

The Board of Governors reappointed E. Angus 
Powell, President, Chesterfield Land & Timber 
Corp., Richm ond, Virginia, to a three-year term 
on the Richm ond Board and redesignated him 
Chairman of the Board and Federal Reserve 
A gent for 1977. E. Craig W all, Sr., Chairman of 
the Board, Canal Industries, Inc., Conway, South 
Carolina, was redesignated Deputy Chairman of 
the Board for 1977.

A ppointed by the Board of Governors to a 
three-year term on the Charlotte Board was

Naomi G. Albanese, Dean, School of Hom e E co
nomics, University of North Carolina, Greensboro. 
North Carolina. Pier appointment was effective 
January 1, 1977, and she succeeded Charles W . 
DeBell, General Manager, North Carolina W orks. 
W estern Electric Company, Inc., W inston-Salem .
\ T n t * t l i  ( n r n l m n  f p r m  o v m r / a r l  o f  o n  A----------------  — —  ^  Cv* e tc  U iV ,

of 1976. Reappointed to the Baltimore Board for 
a three-year term was I. E. Killian, Manager. 
Eastern Region, E xxon  Company, U. S. A .. 
Baltimore, Maryland.

Federal Advisory Council

The Board of Directors reappointed John H. 
Lumpkin, Chairman of the Board and Chief E xec
utive Officer, The South Carolina National Bank, 
Columbia, South Carolina, to a one-year term 
beginning January 1, 1977, as the Fifth Federal 
Reserve District representative to the Federal 
Advisory Council. The twelve-member Council, 
consisting of one member from each of the Federal 
Reserve Districts, meets at least quarterly in 
Washington with the System’s Board of Gover
nors to discuss business conditions and other 
topics of current interest to the System.

Changes in Official Staff

Four officers at Fifth District offices retired in 
the first half of 1976. In March, W illiam E. 
M cLean (R ich m on d), Fred C. Krueger, Jr. 
(C harlotte), and Kenneth A . Adams (Culpeper) 
elected to take early retirement after 34, 34, and 
45 years of service to the Bank. All were A ssis
tant V ice Presidents at the time of retirement. In 
June, John L. Nosker, Senior V ice President in 
charge of the Exam ining Department, retired after 
nearly 33 years of service. Senior V ice President 
W elford S. Farmer assumed the former duties of 
Mr. Nosker.

In December, R oy L. Fauber was promoted to 
V ice President, and W illiam D. Martin, III be
came V ice President and General Counsel. In 
addition, Timothy O. Cook and Thomas M. 
Humphrey were named Research Officers, and 
Robert D. Bouck was made Assistant Counsel at 
the Richmond Office. Thomas E. Snider, Char
lotte, was promoted to V ice President, and V ictor 
Turyn and James G. Dennis, at the Baltimore and 
Culpeper Offices, respectively, were named A ssis
tant V ice Presidents. A ll promotions were effec
tive January 1, 1977.
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Summary of Operations

Dollar amount
Commercial bank checks1 __________________________________________  457,137,732,000 376,290,433,000
Government checks2 _________________________________________________  45,618,757,000 33,364,921,000
Return items _______________________________________________________  4,054,103,000 3,733,115,000

Number of items
Commercial bank checks1 ___________________________________________  1,117,315,000 1,010,313,000
Government checks2 _________________________________________________  89,931,000 91,981,000
Return items _______________________________________________________  14,062,000 13,402,000

C u rren cy  &  Coin

Currency disbursed— Dollar amount _________________________________  6,041,841,600 5,556,979,800
Coin disbursed— Dollar amount ______________________________________  247,475,450 250,493,039
Dollar amount of currency destroyed ________________________________  1,545,180,000 1,543,099,000
Daily average of currency destroyed

Dollar amount ______________________________________________________  6,083,385 6,123,409
Number _____________________________________________________________  1,030,829 1,037,824

D iscou n t &  C redit

Dollar amount
Total loans made during y ear______________________________________  542,580,000 2,374,944,000
Daily average loans outstanding __________________________________  1,844,000 18,935,000

Number of banks borrowing during the y e a r________________________ 47 61

F isca l A g e n c y  A c tiv itie s

Marketable securities delivered or redeemed
Dollar amount ______________________________________________________  193,585,937,692 78,261,028,176
Number _____________________________________________________________  194,004 225,285

Coupons redeemed
Dollar amount ______________________________________________________  88,008,856 85,173,485
Number _____________________________________________________________  246,020 246,111

Savings bond and savings note issues
Dollar amount ______________________________________________________  549,761,513 525,390,098
Number _____________________________________________________________  11,529,843 11,205,945

Savings bond and savings note redemptions
Dollar amount ______________________________________________________  588,349,221 551,634,294
Number _____________________________________________________________  12,730,130 12,582,780

Depositary receipts for withheld taxes
Dollar amount ______________________________________________________  16,932,845,276 17,422,497,473
Number _____________________________________________________________  3,357,282 3,595,416

T ra n sfe rs  o f Funds

Dollar amount ________________________________________________________  1,509,194,852,105 1,319,239,449,009
Number ________________________________________________________________ 1,280,901 1,091,439

Check Clearing & Collection 1976 1975

1 Excluding checks on this Bank.
2 Including postal money orders.
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Comparative Financial Statements

IsU JLlU lLlU ll

Assets:
Gold certificate account ________________________________
Special Drawing Rights certificate a ccou n t___________
Federal Reserve notes o f  other Federal Reserve Banks 
Other cash ______________________________________________

LOANS AND SECURITIES:

Loans to member banks ___
Federal agency obligations 
U. S. Government securities:

Bills ______________________
Certificates ______________
Notes ____________________
Bonds ____________________

TOTAL U. S. GOVERNMENT SECURITIES

TOTAL LOANS AND SECURITIES ________

Cash items in process o f  collection ___

Bank premises ____________________________
Operating equipment _____________________
Other assets _______________________________

Interdistrict settlement account __________

T O T A L  A S SE T S ------------------------------------------------------------------- $10,933,870,519.37

Liabilities:
Federal Reserve notes

DEPOSITS:

Member bank reserves ___________
U. S. Treasurer— general account
Foreign ___________________________
Other ______________________________

TOTAL DEPOSITS _____________

Deferred availability cash items
Other liabilities ________________

T O T A L  L IA B IL IT IE S  ..

Capital Accounts:
Capital paid in _ 

Surplus ----------

T O T A L  L IA B IL IT IE S  AN D  C A PITA L ACCO U N TS _____  $10,933,870,519.37

Dec. 31, 1976 Dec. 31, 1975
$ 991,561,000.00 $ 980,758,985.89

109,000,000.00 45,000,000.00

204,476,993.00 163,456,857.00

41,469,377.16 41,702,042.72

7,100,000.00
545,289,000.00 490,667,000.00

3,095,913,000.00 3,006,609,000.00

3,850,362,000.00 3,554,581,000.00
539,780,000.00 446,186,000.00

7,486,055,000.00 7,007,376,000.00

8,031,344,000.00 7,505,143,000.00

1,351,185,988.16 2,004,212,527.61

47,904,687.45 22,457,016.36

202,678.13 151,062.22

129,397,738.15 111,288,192.13

27,328,057.32 -235,648,987.59

$10,933,870,519.37 $10,638,520,696.34

$7,665,924,163.00 $ 7,139,692,961.00

1,447,700,425.74 1,424,511,439.34
725,113,676.62 406,887,817.52

13,199,200.00 14,443,000.00
87,217,621.78 29,224,783.11

2,273,230,924.14 1,875,067,039.97
813,940,742.44 1,437,571,220.35

72,910,889.79 82,619,675.02

10,826,006,719.37 10,534,950,896.34

53,931,900.00 51,784,900.00

53,931,900.00 51,784,900.00

$10,933,870,519.37 $10,638,520,696.34
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Earnings and Expenses

Loans to member banks _________________________________________________  $ 108,661.29
Interest on U. S. Government securities ________________________________  515,237,004.75
Foreign currencies ------------------------------------------------------------------------------------  1,581,130.08
Other earnings ------------------------------------------------------------------------------------------  ---------- 38,645.07

TOTAL CURRENT EARNINGS ___________________________________________  516,965,441.19

E X P E N S E S :
Operating expenses (including depreciation on bank premises) after 

deducting reimbursements received fo r  certain Fiscal Agency and
other expenses ----------------------------------------------------------------------------------------  44,511,710.35

Assessment fo r  expenses o f  Board o f Governors _______________________  2,330,000.00
Cost o f  Federal Reserve cu rren cy _______________________________________  5,724,036.49

NET E X P E N S E S --------------------------------------------------------------------------------------  52,565,746.84

C U R R E N T N E T E A R N IN G S _____________________________________ 464,399,694.35

ADDITIONS TO CURRENT NET EARN ING S:

P rofit on sales o f U. S. Government securities (net) _______________  2,676,195.49
All other _______________________________________________________________  187,601.26

TOTAL ADDITIONS _____________________________________________________ 2,863,796.75
DEDUCTIONS FROM CURRENT NET EARNINGS:

Losses on Foreign Exchange transactions ___________________________  1,404,149.62
All other _______________________________________________________________  172,595.45

TOTAL DEDUCTIONS ___________________________________________________  1,576,745.07

N E T  A D D ITIO N S OR D ED U CTIO N S ___________________________  1,287,051.68
N E T  E A R N IN G S BEFORE P A Y M E N T S  TO U. S. TR E A S U R Y  $465,686,746.03

Dividends paid ___________________________________________________________ $ 3,196,167.72
Payments to U. S. Treasury (interest on Federal Reserve notes) ____  460,343,578.31
Transferred to surplus __________________________________________________  2,147,000.00

TO TA L ______________________________________________________________  $465,686,746.03

S u r p lu s  A c c o u n t

Balance at close o f previous year _______________________________________  $ 51,784,900.00
Addition account o f profits for  y e a r _____________________________________  2,147,000.00

BA LA N C E  A T  CLOSE OF CU RRE N T Y E A R  ___________________ $ 53,931,900.00

C a p it a l  S t o c k  A c c o u n t
(Representing amount paid in, which is 50% o f amount subscribed)

Balance at close o f previous year _______________________________________  $ 51,784,900.00
Issued during the year __________________________________________________  2,284,850.00

54,069,750.00
Cancelled during the year ______________________________________________  ______137,850.00

B A LA N C E  A T  CLOSE OF CU RREN T Y E A R ___________________ $ 53,931,900.00

EARNINGS: 1976

$ 1,240,861.43 
482,490,978.71 

300,711.65 
38,530.85

484,071,082.64

1975

41,837,190.21
1,870,000.00
4,230,047.47

47,937,237.68

436,133,844.96

2,928,888.43
162,496.54

3,091,384.97

13,298,860.69
17,685.90

13,316,546.59
-10,225,161.62
$425,908,683.34

$ 3,061,297.26 
420,755,286.08 

2,092,100.00

$425,908,683.34

$ 49,692,800.00 
2,092,100.00

$ 51,784,900.00

$ 49,692,800.00 
2,369,850.00

52,062,650.00
277,750.00

$ 51,784,900.00
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Directors (Dcccmber 31, 1976)

Richmond
E. Angus Powell _______________Chairman o f the Board and Federal R eserve A gent

E. Craig Wall, Sr. ____________ D eputy Chairman o f the Board

Class A
J. Owen Cole __________________ Chairman o f the Board and President, F irst National Bank o f Maryland

Baltimore, M aryland
(T erm  expires D ecem ber 31, 1978)

James A. Hardison, Jr. _______ Chairman and President, The F irst National Bank o f  Anson County
Wadesboro, N orth  Carolina 
(T erm  expires D ecem ber 31, 1977)

Plato P. Pearson, Jr. _________ President and Chief E xecutive O fficer, Independence National Bank
Gastonia, N orth Carolina 
(T erm  expired D ecem ber 31, 1976)

Succeeded b y : Frank B. Robards, Jr.
P resident
Rock Hill National Bank
Rock Hill, South Carolina
(T erm  expires D ecem ber 31, 1979)

Class B
Andrew L. Clark _______________ President, Andy Clark Ford, Inc.

Princeton, W est Virginia  
(T erm  expires D ecem ber 31, 1979)

Henry Clay Hofheimer, II _____ Chairman o f the Board, V irginia Real Estate Investm ent Trust
Norfolk, Virginia
(T erm  expires D ecem ber 31, 1977)

Osby L. Weir ___________________Retired General M anager, M etropolitan W ashington-Baltim ore A rea,
Sears, Roebuck and Co.
Bethesda, M aryland
(T erm  expires D ecem ber 31, 1978)

Class C
E. Angus Powell ______________ President, Chesterfield  Land & Timber Corp.

Richmond, Virginia
(T erm  expires D ecem ber 31, 1979)

Maceo A. Sloan ________________ E xecutive Vice President, North Carolina Mutual L ife  Insurance Co.
Durham, N orth Carolina 
(T erm  expires D ecem ber 31, 1978)

E. Craig Wall, Sr. ____________ Chairman o f the Board, Canal Industries, Inc.
Conway, South Carolina 
(T erm  expires D ecem ber 31, 1977)

Member of Federal Advisory Council
John H. Lumpkin _______________Chairman o f the Board and Chief E xecu tive O fficer

The South Carolina National Bank 
Columbia, South Carolina 
(T erm  expires D ecem ber 31, 1977)
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David W. Barton, Jr. __________ President, The Barton-Gillet Company
Baltimore, Maryland
(Term expires December 31, 1978)

J. Pierre Bernard ______________Chairman of the Board, The Annapolis Banking and Trust Company
Annapolis, Maryland
(Term expires December 31, 1977)

Catherine B. Doehler __________ Senior Vice President, Chesapeake Financial Corporation
Baltimore, Maryland
(Term expires December 31, 1978)

* James G. Harlow _______________President, West Virginia University
Morgantown, West Virginia 
(Term expires December 31, 1977)

I. E. Killian ____________________Manager, Eastern Region, Exxon Company, U.S.A.
Baltimore, Maryland
(Term expires December 31, 1979)

J. Stevenson Peck ______________Chairman of the Board, Union Trust Company of Maryland
Baltimore, Maryland
(Term expired December 31, 1976)
Succeeded by: A . R. Reppert 

President
The Union National Bank of Clarksburg 
Clarksburg, West Virginia 
(Term expires December 31, 1979)

Lacy I. Rice, Jr. _______________President, The Old National Bank of Martinsburg
Martinsburg, West Virginia 
(Term expires December 31, 1979)

Charlotte
W . B. Apple, Jr. _______________ President, First National Bank of Reidsville

Reidsville, North Carolina 
(Term expires December 31, 1979)

Charles F. Benbow ____________ Senior Vice President and Director, R. J. Reynolds Industries, Inc.
Winston-Salem, North Carolina 
(Term expires December 31, 1977)

T. L. Benson ___________________President, The Conway National Bank
Conway, South Carolina
(Term expires December 31, 1979)

William W. Bruner _____________Chairman of the Board and President, First National Bank of South Carolina
Columbia, South Carolina 
(Term expires December 31, 1978)

*Charles W . DeBell ______________General Manager, North Carolina Works, Western Electric Company, Inc.
Winston-Salem, North Carolina 
(Term expired December 31, 1976)
Succeeded by: Naomi G. Albanese

Dean, School of Home Economics 
University of North Carolina 
Greensboro, North Carolina 
(Term expires December 31, 1979)

Robert C. Edwards _____________President, Clemson University
Clemson, South Carolina 
(Term expires December 31, 1978)

John T. Fielder ________________ President, J. B. Ivey and Company
Charlotte, North Carolina 
(Term expires December 31, 1977)

* Branch Board Chairman.

Baltimore
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Officers (January 1 , 1977)

Richmond

Robert P. Black, President

George C. Rankin, First Vice President

W elford S. Farmer, Senior Vice President

James Parthemos, Senior Vice President and 
Director of Research

John F. Rand, Senior Vice President

Raymond E. Sanders, Jr., Senior Vice President

Elizabeth W. Angle, Vice President

Lloyd W . Bostian, Jr., Vice President

J. Alfred Broaddus, Jr., Vice President

John G. Deitrick, Vice President

George B. Evans, Vice President

Roy L. Fauber, Vice President

William C. Glover, Vice President

William D. Martin, III, Vice President and 
General Counsel

Robert D. McTeer, Jr., Vice President

Arthur V. Myers, Jr., Vice President

Chester D. Porter, Jr., Vice President

Aubrey N. Snellings, Vice President

Andrew L. Tilton, Vice President

James F. Tucker, Vice President

Joseph F. Viverette, Vice President

J. Lander Allin, Jr., Assistant Vice President

Fred L. Bagwell, Assistant Vice President

Jackson L. Blanton, Assistant Vice President

Timothy Q. Cook, Research Officer

William E. Cullison, Research Officer

Wyatt F. Davis, Chief Examiner

William C. Fitzgerald, Assistant General Counsel

John E. Friend, Assistant Vice President

Bradley H. Gunter, Assistant Vice President and
Secretary

Robert B. Hollinger, Jr., Assistant Vice President 

John C. Horigan, Assistant Vice President 

Thomas M. Humphrey, Research Officer 

Hobert D. Pierce, Assistant Vice President 

Joseph C. Ramage, Assistant Vice President 

Barthonhue W . Reese, Assistant Vice President 

James D. Reese, Assistant Vice President 

Frank D. Stinnett, Jr., Assistant Vice President 

John A. Vaughan, Assistant Vice President 

W ilbur C. Wilson, Assistant Vice President

Jack H. Wyatt, Assistant Vice President 

Robert D. Bouck, Assistant Counsel 

James R. Slate, Assistant Counsel 

David B. Ayres, Jr., General Auditor 

H. Lewis Garrett, Assistant General Auditor

Baltimore
Jimmie R. Monhollon, Senior Vice President 

William E. Pascoe, III, Vice President 

Gerald L. Wilson, Vice President 

Ronald B. Duncan, Assistant Vice President 

Ronald E. Gould, Assistant Vice President 

Charles P. Kahler, Assistant Vice President 

Robert A. Perry, Assistant Vice President 

Victor Turyn, Assistant Vice President

Charlotte
Stuart P. Fishburne, Senior Vice President 

Thomas E. Snider, Vice President 

W infred W. Keller, Assistant Vice President 

0 . Louis Martin, Jr., Assistant Vice President 

Harry B. Smith, Assistant Vice President 

Robert F. Stratton, Assistant Vice President 

Jefferson A. Walker, Assistant Vice President

Charleston
Richard L. Hopkins, Assistant Vice President 

Columbia
Boyd Z. Eubanks, Vice President 

R. Wayne Stancil, Assistant Vice President

Culpeper
John G. Stoides, Vice President 

Albert D. Tinkelenberg, Vice President 

Dale M. Cunningham, Assistant Vice President 

James G. Dennis, Assistant Vice President
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