
The
Economy

Project

Capitalism – its definition
D G Boland © 2004

The word “capitalism” obviously comes from “capital”. This is
derived from the Latin word capita, which means “head” in
the plural, as in the phrase “head of cattle”. Its original use
therefore seems to have come from a society based upon
agriculture or the tending of animal stock. It is noteworthy
that the word “cattle” in the beginning was a more general
term than it is today, as the equivalent (English) word “stock”
indicates. It referred to any animals kept by people for food,
clothing etc.

Sooner or later, however, the term “capital” came to be used
more specifically for those “cattle”, or that part of one’s stock,
that were kept “for the increase”, that is to say for what that
part of the general stock of animals could produce (e.g. milk)
or reproduce (offspring) without having to destroy it (for food
etc). 

Thus, when Adam Smith came to give a definition of “capital”
he described it as “that part of a man’s stock that he expect-
ed to afford him revenue”.1 By Adam Smith’s time, of course,
the notion of capital or stock had passed from its agricultural
base to a fully fledged industrial and commercial economy.
However, despite this widening of the scope of things called
capital which was equivalent to wealth in general, the basic
idea remained regarding what distinguished that part of our
wealth that we called capital and that part we did not. The
former was able to produce an “income” or continuing return
from its use, whilst the latter did not, usually because it was
immediately consumed.

Taking the notion of capital as “stock” or “cattle”, in its broad-
er sense of all of one’s possessions or wealth of any signifi-
cance, and from its original agricultural context, let us look at
how it has been expanded to its modern day usage. First of
all we may note that it would have quickly been applied to
things other than animals in agricultural societies of a more
settled nature. Thus it would have included crops. These,
being kept for the increase would have automatically been
counted as capital in the more strict sense, whilst ever the
crops were growing. Seed would also naturally have been
seen as productive wealth. 

Even at the purely agricultural level there would soon have
arisen the need for the possession of material things that did
not come from animals or plants. Though originally probably
food clothing and shelter were drawn from living things such
as domesticated animals, trees and crops, human ingenuity
would have almost immediately lighted upon the utility of
many other things such as minerals. These too could be kept
“for the increase” insofar as they were made into tools or
implements in the production of other things. Hence we have
the early association of the strict notion of capital with any
wealth that is kept for the purpose of the production of fur-
ther wealth.

Many have been tempted to limit this notion of capital, as dis-
tinct from wealth, to such a notion of “productive” wealth.

Hence, we have the common division of wealth in economic
treatises into wealth devoted to production and wealth
devoted to consumption. But this division is based on a
notion of capital that is too mechanistic. It leads one to think
of capital in terms of mechanical tools and machines only. It
would seem to be a byproduct of the “industrial revolution”.

Apart from the more basic notion of capital or stock as living
things that have a natural produce there is the extension of
the notion to those things, natural or man-made, which have a
use that is distinct from the things themselves. Any durable
thing may be made use of without “consuming” it. Although it
may require a degree of maintenance or repair, due to “wear
and tear”, payment for such separate utility is readily distin-
guishable from the cost of the thing’s maintenance. Thus
there is no reason why the use of a building, or even a field, or
a car that produces no separate product, may not be hired
out. In such cases the thing is capital producing a return, or
something that can be regarded as “kept for the increase”.

Hence the strict notion of an increase on capital ought to
include the growth and reproduction of living capital, as well
as the distinct and continuing utility of things. The notion of
“productive” capital therefore ought to be wider than a mere-
ly manufacturing concept, meaning what is an instrument for
the production of other things. It includes tractors and trees,
and also buildings and even land or fields insofar as we make
use of them whether in production or not. If we wish to
describe capital strictly as wealth devoted to production we
will have to use production in a broad sense to include any-
thing that provides an “increase”, over and above the thing
itself.

This, however, only provides us with a notion of capital in the
strict sense for the economic “sectors” of agriculture and
manufacturing, or what may be termed the production of sep-
arate useful things or a distinct utility. It does not take us to
the more sophisticated economic levels of commerce and
finance. What about “commercial capital” and “financial capi-
tal”? Indeed, if we are looking for a definition of “capitalism”,
it seems we are more likely to find it here rather than in the
more “natural” notions of capital. Any definition of “capital-
ism” then that simply states that it is an economic system that
employs “capital” is fairly useless. For there is no kind of soci-
ety or economy, not even the most primitive or socialistic, that
does not make use of capital in this basic physical sense.

Nor, incidentally, is a definition of “capitalism” in terms of pri-
vate property in wealth, or in terms of freedom of production
and exchange, of much use.2 These in any case are political,
not strictly economic, considerations. It is somewhat confus-
ing when we mix the two, the strictly political with the strictly
economic, by contrasting “liberal capitalism” with “radical
socialism” or “communism”.3

As we shall see, capitalism is not to be simply equated with
an economic system of “free trade”. Nor is it distinguished by
a belief in “private property” or economic freedom generally.4

It is distinguished by its own notion of “capital” and what its
function is in the economy. And the key to its understanding
is not so much in the notion of capital taken from the basic
system of production and exchange at the agricultural and
manufacturing levels but as it is taken from the “commercial”
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