
Page Four 
	 Henry George News, March -April 1994 

Part II 	 by David Domke 

As Fishes on each other Pry,  
The Great ones swallowing up the smali 
So fares it in the Southern Sea; 
The Whale Directors eat up All 

-Jonathan Swift 

The 18th Century was not an era of free trade and laissez-faire 
competition. Quite the contrary - trade and commerce were seen as 
very efficient tools for a country to use in its quest for hegemony and 
Empire. Business and commerce on any large scale were monopo-
lized and manipulated from their inception. There was a very fine 
line, and frequently no line at all, between government minister and 
"private" entrepreneur. As we shall see, the South Sea Company 
debacle served to catalyze arguments in Britain for free trade. 

As the speculative boom caught the public's imagination, even 
the venerable East India Company felt the need to get on board, in 
order to appear more "respectable." They contracted with a clergy-
man and sold stock subscriptions to find an expedition to the 
Middle East in a scheme to find King Solomon's mines. 

On the coat tails of the Bubble were some 175 new companies, 
many of them with tangential interest in the South Sea Company 
(such as insurance companies designed to insure various compo-
nents of South Sea trade - ships, cargo, slaves etc.), others seeking 
exclusive control of such things as coral fishery, garden improve-
ments, even companies claiming to be inventing perpetual motion 
machines. All of these companies traded their stock in Exchange 
Alley, the stock exchange of its day. Not all of the companies were 
actually incorporated by the Government. Officially, companies 
were supposed to apply for charters to be granted by an act of 
Parliament, by which they would receive a seal of incorporation 
which entitled them to exclusive trade in their chosen area. In 
actuality, some companies would start up and go into business in 
anticipation of a later grant-
ing of a seal of incorporation 
- or they would start up and 
sell their stock on the sly, never 
really intending to apply for 
official recognition. This cre-
ated a sort of black market in 
joint stock companies, foster-
ing dubious speculative ven-
tures - such as perpetual motion. 

Something like per-
petual motion seems to have 
neen on me minus or tie ui- 
rectors of the Company. Their ambition was to extend the issuance 
of stock indefinitely, to keep pumping up the price, and therefore 
their own profits, in perpetuity. "The advancing by all means of the 
price of the stock is the only way to promote the good of the 
Company," said one member of the South Sea Company Board at 
a Directors' meeting. This "by all means" was to prove the downfall 
of the Company, the bursting of the bubble. In their obsession to 
keep the whole thing afloat, coupled with the necessary complicity 
ofa large part of the public willing to believe and buy into the bubble, 
the Directors went to great lengths to insure the continued upward 
spiral of value, into the speculative stratosphere, as it were. At its 
highest point, £100 of stock was selling at £1,050. The on-paper 

I 	profit of the Company was tremendous, the 
stock that remained in the hands of the Com- 
pany itself was now worth 20 million pounds 
at market rate. In fact, of twenty trading 

voyages to the South Seas, only one had actually been profitable, and 
only moderately at that. Despite the incredible "success" of its stock, 
the whole venture was creating very little new wealth. It was slowly 
dawning on certain people that in order to survive beyond the sale 
of its stock and beyond its ability to line the pockets of its Directors, 
the company would have to actually make a profit of 15 million 
pounds a year just to pay its many shareholders the dividend due 
them. Meanwhile, there was political wrangling over a piece of land 
whose ownership had been historically contested for decades - the 
Island of Gibraltar. King Philip of Spain was insisting on the return 
of Gibraltar before agreeing to any trade concessions in Britain's 
favor. The British government, feeling one of its military outposts 
threatened, decided it would go to war, if need be, to defend its 
possession of Gibraltar. This position was not conducive to the 
negotiations needed for commercial concessions from Spain. The 
Mississippi Bubble in France, fueled for the most part by the issuance 
of new paper money, was rapidly deflating, causing widespread 
panic. Foreign investors, suspecting a shift in the 'trade winds,' as it 
were, began telling their London agents to sell out their stock in 
the South Sea Company. At the same time, there was a growing 'Whig 
opposition' to the whole scheme - that is, an increasing number of 
members of Parliament within the Whig party were objecting to the 
enormous graft and corrupt practices their fellow members were 
profiting from. They were calling for an independent investigation 
of the whole South Sea Company. The bubble was a confidence game 
and confidence in the speculative apparatus was quickly eroding. 

Adding to this erosion of confidence in the Company was a 
decision that was to have very negative effects on all speculative 
schemes. Eager to bolster trust in its own scheme and to perpetuate 
the seemingly unending flow of money, the Directors of the South 
Sea Company decided to go after all other speculative competition 
- those smaller, unincorporated companies that traded their stock in 
Exchange Alley. The Company, being a government chartered 

enternri.ce had the rioht to issue writs of cdrp f,zriic 

"make known by what right you do this") 
against any company whose legitimacy was suspect. 
Any company served with one of these writs had to 
justify its existence in a law court or cease its business. 
The companies driven out of business included those 
smaller insurance companies that had insured many 
of the ventures of the Company itself. More than 100 
companies were forced to close. The principle of 
monopoly and non-competition, on which the 
Company was founded, was what brought about 
the bursting of its bubble. 

South Sea shares began to quickly decrease in 
value. As the holders of shares in other Alley companies were forced 
to sell their South Sea stock to make up for money lost in those 
companies that were closed by the scirefacias, the market was quickly 
flooded with South Sea stock. Those insiders who had read the 
writing on the wall, Sir Robert Walpole, British Prime Minister and 
leader oftheWhigs and the Prince ofWales, sold out and made huge 
profits. The Prince of Wales made off quite handsomely and so did 
some of the Company's Directors. But now the market was rapidly 
collapsing and the majority of investors found their stock verging on 
worthlessness. John Blunt, one of the founding directors, was shot 
in the street by an exasperated speculator." He survived but his 

nephew Charles Blunt did not - he slit his own throat after losing a 
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Thus ended the great delusion, alike memo-
rable and melancholy.... There is nothing to 
sanctify, there is nothing to redeem it. 

The great delusion of the period stands alone 
in its infamy, its disgrace, and its misery; and 
though we dare not venture to hope that the spirit 
which shook the country to its centre, has passed 
away.... yet let it be hoped tha6 if witnessed 
again in England a Prince of the Blood may 
not sanction it.... 
-John Francis History of the Bank of England 
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large sum of money. Another unfortunate investor with insider 
knowledge, Eustace Budge!!, cousin to the famous journalist and 
essayistJoseph Addison, leapt into the Thames with his pockets full 
of stones. The Duke of Portland, who had invested his family fortune 
heavily during the Company's boom, lost so much that he had to 
petition Parliament for a colonial position. He was made governor 
of Jamaica, in which position he lived out his days. Even King 
George lost 40,000 pounds. 

Many land speculators who in the heyday of the Bubble had 
invested in both fashionable London and in the countryside were 
now left holding large country estates they had purchased on credit 
- "land, whose value as the ultimately desirable investment had 
soared with the South Sea, remained hitched to its star on its 
downward course:" Likewise, many landlords had been paid 
with Company stock and now found that stock virtually without 

value. Others had borrowed heavily on the inflated value of their 
estates and had now little means with which to pay their creditors. 
Many who lost money were forced either into debtor's prison or 
into foreign exile. 

Meanwhile, the Whigopposition had formed a select commit-
tee. An investigation of the company affairs did take place but many 
of the account books had been doctored. A bill in Parliament was 
proposed forbidding any South Sea Company members from 
leaving the country, but many ofthose who would have been affected 
by the law simply left before it became law. "A Parliamentary 
commission investigated the behavior of the company's directors 
and moved to confiscate their improper gains. But like the S&L 
crooks of the 1980s, the directors concealed most of their assets... 
[A] South Sea Sufferers' Bill was passed in July, 1721, and raised 
money on the estates of the directors, but did not send them to 
prison. When a group of annuitants who had lost on their exchange 
of fixed incomes for South Sea shares went to Parliament to plead 
their case, they were read the Riot Act and arrested."' Walpole did 
his best to stymie anything more than a cursory look into the matter 
and when the questions and probing threatened to become heated, 
he used a ruse that many politicians have since used to keep unseemly 
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government activities covered-up - he used the threat of foreign 
invasion and the need to protect national security. There were 
rumors that Charles II, the last of the Stuart pretenders to the 
throne and now exiled in France, had planned to invade England 
(as he was unsuccessfully to attempt in 1745). 

One positive outcome of the whole South Sea Bubble debacle 
was that it catalyzed arguments in favor of free trade. Free traders 
were provided with empirical evidence, with something to point 
to, in their debates against protection and monopolistic control. 
First it drew attention to the difference between the speculative value 
of a company's stock and the actual value of the company. "The 
boom occurred in an environment where no connection had 
been drawn in the public's mind between earning power and 
share values."4  This distinction was valuable because it could 
disabuse people of the illusion that the authority of a Prince or King, 

by itself, was sufficient 
for the creation of value in 
a corporation. 

The main British free 
trade advocate of the 18th 
Century was Adam Smith. 
A number of times in The 
Wealth of Nations Smith 
points to the South Sea 
Company scandal as an 
example of monopolistic 
protection going radically 
wrong, as in: "...the loss 
occasioned by the negli-
gence, profusion and 
malversation ofthe servants 
of the (South Sea) com-
pany, had been a tax much 
heavier than all the (im-
port duties). That a joint 
stock company should be 
able to carry on success-
fully any branch of foreign 
trade, when private adven-
turers can come into any 
sort of open and fair 

competition with them, seems contrary to all experience."' Or 
again: "Negligence and profusion must always prevail, more or less, 
in the management of the affairs of such a company. It is upon 
this account that joint stock companies for foreign trade have 
seldom been able to maintain the competition against private 
adventurers. They have, accordingly, very seldom succeeded without 
an exclusive privilege; and frequently have not succeeded with 
one. Without an exclusive privilege they have commonly misman-
aged trade. With an exclusive privilege they have both mismanaged 
and confined it, "' The confinement of trade was certainly an odious 
part of the Sout Sea Company's operations, for, despite its royal 
and exclusive privileges, only one of its trading endeavors proved 
to be profitable. 


