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Abstract: This paper aims to demonstrate that HumeÕs argument about Òthe philosophy of 
our passionsÓ in his Treatise of Human Nature provides important insights into the 
contrasting views of Hume and Adam Smith on the following topics: (1) economic value 
theory, (2) foreign trade, and (3) public credit. Hume was largely silent on the subject of 
economic value theory, viewed foreign trade as an economic catalyst, and held profound 
reservations about public credit. Meanwhile, Smith was (partly) committed to the labor 
theory of value, believed in the natural evolution of economic progress, and seemed 
unconcerned about the potential dangers of public credit. Although they agreed on various 
points within their economic theories, this paper claims that these similarities should not 
obscure their fundamental philosophical differences over the basic notion of human nature. It 
also demonstrates the need to extend the scope of any appraisal of HumeÕs economic thought 
to his philosophy.  
 

Intr oduction 

Historically, Hume has been criticized for his failure to provide a rigorous economic theory, 

especially when compared to his successor, Adam Smith. However, recent studies of 

HumeÕs economic thought have highlighted various links between it and his philosophy 

(Caffentzis 2001; Wennerlind 2001). This paper aims to show that HumeÕs distinction 

between Òthe philosophical way of thinkingÓ and Òthe philosophy of our passionsÓ in the 

Treatise of Human Nature (THN 2.1.10.4; 311) demonstrates an intellectual rigor unifying 

his philosophical and economic thought; thus providing a significant counter-argument to 

this alleged failure of conceptual rigor in his economic thought. Since this allegation has 

been made against Hume with especial regard to Adam Smith, I will compare their writings 

on three particular topics: 1) HumeÕs reticence on the issue of value theory, 2) his support for 

foreign trade and modestly inflationist policy, and 3) his concerns about public credit. 

HumeÕs stance regarding the fi rst two topics will become clear in the light of his basic 
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adherence to Òthe philosophy of our passions,Ó whilst any analysis of his concerns about 

public credit should begin from his awareness of our passionsÕ intrinsic frailties. In this way, 

an understanding of his appeals to Òthe philosophy of our passionsÓ will be shown to help 

explain how Hume arrives at different conclusions to Smith on these three topics. 

 

1.  HumeÕs Views on Economic Value 

In the second volume of the Treatise of Human Nature, Hume casts doubt on the 

philosophical distinction between a power and its exercise and states that Òthough this 

[distinction] be strictly true in a just and philosophical way of thinking, it is certain it is not 

the philosophy of our passionsÓ (THN 2.1.10.4; 311). He illustrates his point with the 

example of a miser who can feel satisfaction via the pleasure gained by simply hoarding 

money without ever spending it, i.e. solely by the possession of a power without its exercise 

(for details, see Finlay 2007, 99-103). His statement is signifi cant for two reasons. Firstly, 

the Òlively satisfactionÓ which the miser feels should not be repudiated as ÒunphilosophicalÓ, 

but deemed worthy of investigation. The miserÕs behavior might be remiss in moral terms, 

but here Hume attempts to show that the pleasures we feel in everyday life are similar to the 

miserÕs, if we are Òunder no strong obligations of interest to forebear any pleasure we judge 

from experienceÓ (THN 2.1.10.9; 314). We can even feel imaginary satisfaction, according 

to Hume, when we put ourselves in the place of the rich people. He termed this 

psychological operation Òan illusion of the fancyÓ (THN 2.1.10.9; 314). Secondly, Hume 

does not deny the validity of Òthe philosophical way of thinkingÓ; this distinction between a 

power and its exercise is simply too abstract for a proper investigation of Òthe philosophy of 

our passionsÓ. Although this dichotomy between Òthe philosophical way of thinkingÓ and 
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Òthe philosophy of our passionsÓ does not appear explicitly in his subsequent writings, it 

provides historians of economic thought with a useful conceptual tool for collating his 

scattered contributions to the field.  

I will now address HumeÕs alleged lack of a theory of economic value. Some 

commentators have pointed out the shared emphasis placed by Locke and Smith on the 

productivity of labor (Hutchison 1988, 70; Hundert 1972, 21-22). Although we should not 

underestimate the differences between Locke and Smith, both evidently conceived of labor 

as having intrinsic value; the former as a basis of private property, the latter as a measure and 

source of value, though in a restricted sense (Smith [1776] 1976, I.vi .1-4, 65). However, 

HumeÕs position on this issue is much more low-key, with one commentator saying that 

Ò[Hume] made no attempt at a systematic view of an independent subject. He wrote almost 

nothing on value and price, for exampleÓ (Hutchison 1988, 200). Like Smith, Hume admits 

that Ò[t]rade and industry are really nothing but a stock of labourÓ (Essays 262) in the 

Political Discourses, but he does not pay any special attention to the issue of universal 

measure or source of value. HumeÕs reticence on this issue in comparison to Locke and 

Smith, however, does not mean that he contributed nothing substantial to the debate. Though 

it might be considered anachronistic to seek instances of Hume criticising SmithÕs value 

theory in the Treatise, there is some support for this approach in his criticism of the Lockean 

justifi cation for private property and his theory of pride. Here, Hume both asserts the 

inappropriateness of employing philosophical analysis to discover any intrinsic element in 

human labor and demonstrates that the value of labor should not be reified. 

HumeÕs relative indifference to labor as a source of value is evident in his discussion 

of LockeÕs labor theory of property. In the Two Treatise of Government, Locke emphasized 
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the role of labor as the sole ground for justifying our natural right to private property. His 

claim is supported by the special status given to labor in creating value: Ò[I]n most of 

[products] ninety-nine hundredths are wholly to be put on the account of labourÓ (Locke 

1988, 296). Yet in his Treatise of Human Nature, Hume levels this criticism at the Lockean 

theory of property (THN Footnote [72] to 3.2.3.6; 505). Here, Hume does not deny that labor 

invested in the production of certain economic goods is a contributory factor in establishing 

the right of occupation; he only admits this Òin a figurative senseÓ because he considers that 

labor does not have any intrinsic value. Just as Hume is skeptical about our beliefs in cause 

and effect relationships or in external objects, he similarly does not accept LockeÕs 

explanation that private property should be sacrosanct on the ground that our labor as the 

natural extension of self-ownership is embodied in the fruit of labor. LockeÕs justification for 

private property has its own philosophical strength in being self-supporting - in that it is not 

reliant upon the consent of other people. The Humean world, on the other hand, is grounded 

in shared beliefs, sympathies and conventions. 

Hume conducts his criticism of the Lockean property theory of labor in a similar vein 

to his pragmatic appraisal of the Òphilosophical way of thinking.Ó Although he does not 

explicitly reject the value theory of labor, his reluctance to identify any objective standard of 

economic value is most clearly illustrated in his discussion of the causes of pride in the 

second volume of the Treatise. Here, he points out that the causes of pride are ÒnaturalÓ but 

not Òoriginal,Ó because we have innumerable objects which might cause pride or desire in 

our mind, and its value arises Òpartly from the industry, partly from the caprice, and partly 

from the good fortune of menÓ (THN 2.1.3.5; 281).1 The productivity of labor, according to 

                                                 
1 Christopher J. Finlay points out that ÒHumeÕs analysis of the indirect passions addresses closely the 
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Hume, should not be considered sacrosanct as a cause of economic value except inside 

peoplesÕ minds. Here, he does not deny the value-creative nature of labor, but ranks it as 

only one of several factors.  

We can oppose Smith (and Locke) to Hume because Smith considered labor to have a 

special significance, worth rewarding to the extent that it is painful. This fundamental 

difference between Hume and Smith in terms of their views of labor has been pointed out by 

Rotwein. However, the importance of this difference has not yet been fully appreciated. 

Smith considers labour to be an essentially disagreeable and irksome activity. HumeÕs notion 

of ÒactionÓ Ñ  which he calls variously Òexercise,Ó Òoccupation,Ó and ÒactionÓ (Essays 300) 

Ñ  is quite different from SmithÕs Òtoil and troubleÓ notion of labor; in fact Hume lists 

ÒactionÓ as one of the factors of human happiness, along with ÒpleasureÓ and ÒindolenceÓ 

(Essays 269). HumeÕs notion of Òexercise and employmentÓ does not exclusively mean what 

we now call Òeconomic activity.Ó In the Treatise of Human Nature he mentions various 

types of activities founded upon the observation of human restlessness (Finlay 2007, 114-5), 

and he includes ÒbusinessÓ amongst various activities such as hunting and gaming (THN 

2.2.4.4; 352). 

Such a broad conception of activity possesses a rather restricted applicability to the 

economic sphere. However, this is not simply an oversight in terms of HumeÕs economic 

thought. Although James Steuart does not explicitly refer to the two philosophers (Hume and 

Smith) in this context, the distinction he makes between labor and industry can help us to 

                                                                                                                                                       
desire for objects whose utility goes far beyond the things ÔneededÕ by a natural standard, promising 

instead an indefinitely large range of refined pleasureÓ (Finlay 2007, 97) and that this train of thought 

can be traced via Nicholas Barbon and Mandeville to Hume (95-99).  
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understand the difference between SmithÕs toil-and-trouble notion of labor and HumeÕs view 

of industry as an essential and even pleasurable action:  

Industry likewise implies something more than labour. Industry, as I understand the 

term, must be voluntary; labour may be forced: the one and the other may produce the 

same effect, but the political consequences are vastly different. Industry, therefore, is 

applicable to free men only; labour may be performed by slaves. (Steuart 1998, 1:187) 

The key to understanding HumeÕs vision of the simultaneous realization of Òindustry, 

knowledge, and humanityÓ (Essays 271) lies in his narrow definition of economic activity as, 

what Steuart terms, Òindustry.Ó It is evident that in his discussion of such industry, Hume is 

not thinking of slave labor (Essays 384). Neither is he referring to the labor of the extremely 

poor (Essays 546). Rather, activity defined as ÒmoderateÓ and ÒengagingÓ is contained in his 

notion of industry. This might partly explain the reason Hume pays little attention to what 

has been called the Òalienation of laborÓ problem (Forbes 1975, 194).2  

 

2. HumeÕs Foreign Tr ade and Monetary Policy 

In the previous section we discussed HumeÕs reticence regarding theories of objective value 

and his support for Òthe philosophy of our passionsÓ. From this, however, we should not 

jump to the conclusion that he is advocating an unsophisticated analytical approach; as we 

saw above, he admits the partial validity of philosophical argument. While someone engaged 

in speculative thought can sometimes make theoretical errors or develop an impractical 

theory, he or she can nonetheless correct such errors occurring in another context. For 

                                                 
2 Hume is also reticent about increasing productivity through a division of labor and the use of labor-

saving machinery: ÒHumeÕs omission [on this point] is quite conspicuousÓ (Hont 2008, 313). 
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example, in the Treatise, Hume accepts an illusion of the fancy that a miser feels the 

imaginary satisfaction from his or her hoarding money. However, in the Political Discourses 

Hume severely criticizes a similar practice when adopted by legislators. For example, the 

mercantile policy of promoting trade surplus through protectionism could be harmful to the 

development of both international and domestic commerce. Hence, we need to clarify further 

the two modes of thought discussed in HumeÕs essay ÒOf CommerceÓ. 

At the beginning of this essay he divides Òthe greater part of mankindÓ into the 

shallow thinkers Òwho fall short of the truthÓ and the abstruse thinkers who Ògo beyond itÓ 

and Òare by far the most rare: and I may add, by far the most useful and valuableÓ (Essays 

253). The former fall under the category of people who follow Òthe philosophy of our 

passionsÓ blindly; the latter fall under the category of those who practice Òthe philosophical 

way of thinkingÓ. At first glance, Hume seems to esteem these abstruse thinkers highly. 

However, this is not so, because they might Òsuggest hints, at least, and start diffi culties, 

which they want, perhaps, skill to pursue; but which may produce fine discoveries, when 

handled by men who have a more just way of thinkingÓ (Essays 253, italics mine). Hume 

here suggests a third category of thinker: the ideal philosopher-politician. With this new 

classifi cation, he develops the earlier dichotomy between Òthe philosophical way of 

thinkingÓ and Òthe philosophy of our passionsÓ into a more refined form within the Political 

Discourses. For Hume, this refinement was necessary because commerce, unlike 

philosophical arguments, has serious real-life consequences. He declared that Ò[g]enerally 

speaking, the errors in religion are dangerous; those in philosophy only ridiculousÓ (THN 

1.4.7.13; 272). We can infer that Hume also considered errors in the theory of political 

economy potentially dangerous. 
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In the Political Discourses, Hume argues that the goal of economic policy is the 

realization of Òthe greatness of the state and the happiness of the subjectÓ (Essays 263). 

Since he also argues that the former cannot be realized at the expense of the latter, the task of 

legislators is to secure and increase their subjectsÕ happiness. His arguments in the economic 

essays are thus devoted to the problem of how to fulfi l this primary objective through 

appropriate policies. He has two closely-related agendas in his economic essays: activating 

peopleÕs passions and desire in order to increase happiness and productivity, and stabilizing 

the framework of a market economy. We can notice that HumeÕs emphasis upon Òthe 

philosophy of our passionsÓ still works well in his economic arguments, especially in his 

foreign trade and monetary policies. 

In order to stimulate desire and industry among people, the legislator should learn the 

role of ÒnoveltyÓ and ÒsurpriseÓ as one of the qualities to create desire in us. It is important 

to note that HumeÕs terminology of ÒnoveltyÓ is not synonymous with ÒscarcityÓ as an 

economic term. It might be likely that something which is rarely supplied will acquire value 

in our minds because of its scarcity. Scarcity in quantity, however, does not necessarily 

produce a sense of wonder or surprise in peopleÕs mind. In a Humean world, consumers 

would always need something new and exciting, presented as such by people who have 

already judged it to be so.  

HumeÕs emphasis upon ÒnoveltyÓ, as one of the important elements exciting 

ÒlivelinessÓ in our minds, provides fi rm grounds for his support of foreign trade (Rotwein 

1955, xlvii-xlix). Although Smith admits with reluctance that the actual economic 

development of modern Europe was stimulated by foreign trade, he still clings to the idea of 

the Ònatural progress of opulenceÓ and claims that capital should be invested in agriculture, 
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domestic manufacture, and domestic commerce, before foreign trade (Smith [1776] 1976, 

II.i .1, 376). On the other hand, Hume promotes the primacy of foreign trade, because Òthe 

temptation is stronger to make use of foreign commodities, which are ready for use, and 

which are entirely new to us, than to make improvements on any domestic commodityÓ 

(Essays 263). He goes on to explain how Òthe pleasures of luxury and the profits of 

commerce, and their delicacy and industryÓ are awakened and promote our economic 

activity (Rotwein 1955, xxxiv, THN 2.2.4.4; 352). According to Hume, the key to promoting 

economic development is not simply increasing the quantity of labor or the number of 

laboring population, but by continually stimulating our craving for novelty. Since Hume 

considers the expansion of ÒfancyÓ as necessary for the development of a civilization, we 

cannot avoid the possibility of instability brought on by such fancy to a certain degree 

(Essays 290). Such an illusion is, in his view, not especially blameworthy, but rather 

necessary in an advanced civilization. 

As Hume and many other eighteenth-century economic writers admit, money itself can 

have the same effect as more tangible commodities in exciting our minds. In the case of 

other commodities, Òit is remarkable, that goods, which are common to all mankind, and 

have become familiar to us by custom, give us little satisfactionÓ (THN 2.1.6.4; 291). This 

analysis, however, can not be applied to the case of money, because money enables us to 

acquire practically every commodity. Even if we have been accustomed to the existence of 

money, it does not necessarily diminish its preciousness; rather the gradual increase of 

money serves to promote consumer appetite and provides an incentive to work more (Essays 

285-86). Hence, Hume proposed the gradual increase of money as an effective measure for 

maintaining a spirit of industry (Essays 294). The consistency between his support for 
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inflationist policy and his quantity theory of money has generated much discussion. While 

Hume supports the stability of the monetary system, the ÒgradualÓ Ð rather than ÒsuddenÓ Ð 

increase of money is preferred only because it serves to increase a nationÕs industry if its 

people have already acquired an industrious way of life; for the fi rst group, who recognize 

their wage increase, at least subjectively, are inclined to consume more commodities and be 

proactive in increasing their industry, even if the increase will be effectively negated by 

price inflation. One may notice that Hume here follows Òthe philosophy of our passionsÓ, 

which forms a sharp contrast with SmithÕs view of money. For Smith, it is self-evident that 

money is a means of exchange (Smith [1776] 1976, IV.i.17-18, 438-9); therefore hoarding 

money serves no purpose in his economic theory. Thus, although both philosophers admit 

that money is just a medium of exchange, Smith totally rejects any justification for the 

Humean Òillusion of the fancyÓ mechanism.  

 

3. HumeÕs Perception of Public Credit 

In the previous section we argued that, for Hume, the stability of the economic system is of 

paramount importance to continue stimulating human desire and industry, and eventually 

promoting human happiness. However, this does not necessarily mean that he accepts 

everything that the general public does. As Hume discerned, our passions tend to go out of 

control within both religion and economics. It is only Òthe philosophy of our passionsÓ that 

provides him and wise politicians with the raw material for their studies of our economic 

activities; the role of politicians is to manage such activities to attain the goal of human 

happiness. There is no better example of the diffi culty of this task than his argument in the 

essay ÒOf Public CreditÓ, which is generally thought to represent his pessimistic tone on this 
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topic. On the other hand, Adam Smith is noted for his disregard for the dangers of public 

credit.  

When Hume wrote and published the Political Discourses in 1752, he was aware of 

the volatility of public credit pointed out by various commentators who had experienced the 

South Sea Bubble and its aftermath. As Hargreaves asserts, ÒHume probably took the most 

gloomy view of any writer of the earlier half of this periodÓ (Hargreaves 1930, 74). 

Nevertheless, HumeÕs emphasis is not upon the destructive effects of public credit, but upon 

its persistent nature. He explains why via his Òphilosophy of our passionsÓ:  

And though men are commonly more governed by what they have seen, than by what 

they foresee, with whatever certainty; yet promises, protestations, fair appearances, with 

the allurements of present interest, have such powerful influence as few are able to 

resist. (Essays 363) 

Hume emphasizes not only the fragility of the bubble, but also the persistence of public 

credit. In the same essay he explains why it is impossible to eliminate public credit from the 

Ònature of men and of ministersÓ, describing the accumulation of public credit as Òthe natural 

progress of thingsÓ (Essays 360). He uses a very similar expression Ñ  the Ònatural and usual 

course of thingsÓ (Essays 259) Ñ  to vindicate the policy of encouraging commerce and 

luxury among the people. From this perspective, we should not expect that the time will 

come when we can abolish this emerging credit system; all that legislators can do is to 

attempt to minimize its negative effects.  

In contrast with Hume, Smith seems quite reticent on this point. While he devotes one 

chapter to the history of the development of public credit in modern European countries, his 

attention is, however, directed toward the contemporary political problem of the British 
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Empire and its American colonies.3 In his discussions about public credit, Smith expresses 

the hard-nosed policy of the rulers of Great Britain to the American colonies as Òthe project 

of an empireÓ (Smith [1776] 1976, V.iii.92, 947), but he does not pay much attention to 

potential cycles of financial crisis caused by public credit, unlike Hume (Essays 365; 

Paganelli 2006, 284-285). 

The essay ÒOf Public CreditÓ discloses another strand of HumeÕs thought: his critical 

attitude towards Òthe philosophical way of thinkingÓ. His critical attitude towards those who 

confuse theoretical validity and practical feasibility is best exemplified with his critical 

remarks on ÒprojectorsÓ (Essays 361). An unrealistic plan for the redemption of public debts 

is to be criticized, according to him, because of its wrong adherence to abstract theories. As 

we saw before, errors in policy-making become dangerous, even critically so, in the case of 

political economy. This is because Òthe philosophical way of thinkingÓ sometimes wins over 

Òthe philosophy of our passionsÓ. In the Treatise he explained some strange workings of the 

human mind, by stating Òthat among the vulgar, quacks and projectors meet with a more 

easy faith upon account of their magnificent pretensions, than if they kept themselves within 

the bounds of moderationÓ (THN 1.3.10.4; 120). He mentioned here the psychological 

effects caused by ÒastonishmentÓ, which produce a similar liveliness in our minds to that 

generated by novel commodities. Here is the reason why it is diffi cult to resist Òthe fertile 

imagination of ministers and projectorsÓ (Essays 360). Their claims could be accepted and 

                                                 
3 It is true, as Hont argues, that HumeÕs gloomy view of public credit stems from his sense of crisis 

about the simmering tensions between Britain and France (Hont 2005, Chap. 4). Although some of 

his apocalyptic tone faded somewhat as the situation changed, there is still a great difference in tone 

between Hume and Smith.  
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bring devastating results, Hume fears, not because of their sobriety, but because of their 

extravagance.  

Unlike these ÒprojectorsÓ, Hume believes one should be cautious and discreet in 

enforcing any interventionary measures whilst proposing abstract theories; the role of 

legislators in his opinion is to stimulate peopleÕs passions while enhancing the stability of the 

economic system. The criterion of judgment between stimulation and stabilization lies in the 

long-term realization of human happiness as the prime concern. To do so, a wise politician 

must not only have a thorough theoretical understanding of macro-economics, but he must 

also know how our passions operate in our daily life Ñ  which is always dependent on 

historical context and regional characteristics. In the situation where both politicians and the 

public are lost in wild fancies, Hume knows an ÒeasyÓ solution is the most dangerous one. 

It has been shown above that Òthe philosophy of our passionsÓ does not provide Hume 

with clear-cut conclusions in economic matters because our passions in nature are subject to 

a possible outburst of enthusiasm or delusion. Yet Hume does not neglect this viewpoint just 

because political economy is a part of Òthe science of Man.Ó On the contrary, his critical 

stance against Òthe philosophical way of thinkingÓ becomes increasingly important in his 

economic essays, as philosophical errors pale into insignificance when compared with the 

potential dangers of errors in policy-making.  

 

Conclusion 

We have seen that the twin conceptual strands of Òthe philosophy of our passionsÓ and Òthe 

philosophical way of thinkingÓ in HumeÕs Treatise became intertwined in his later economic 

writings, shaping his positions on three substantive economic issues. First, HumeÕs reticence 
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on the objective value theory can be considered the logical consequence of his criticism of 

the philosophical view of labor as an exclusive cause of producing value. Second, HumeÕs 

attachment to an illusion of the fancy held by a miser and common people can explain his 

strong support for foreign trade and for a moderately inflationist policy, despite his 

theoretical advocacy of a quantity theory of money. Third, HumeÕs anxiety about the dangers 

of public credit rests on his view of the psychological manipulation of our passions and 

future hopes, especially when he considers the possibility that the speculative projectors 

would further agitate the frenzy of the vulgar. Consequently, this philosophical foundation of 

key elements of HumeÕs economic thought demonstrates the need to incorporate his 

philosophical thought into any rigorous analysis of the merits and demerits of his economic 

thought. 
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