The Origins of Capitalism 
What is Capitalism?


The underlying theme of capitalism is the use of wealth to create more wealth. In the case of a single owner of an industrial enterprise (such as a factory), the system reveals a characteristic distinction. All the profits go to one man, though many others share the work. Full-scale capitalism results in an inevitable divide between employer and employed, or capital and labour.

The Revival of Trade (Middle Ages)


Medieval Europe was an agricultural society in which most people lived in small villages. In the eleventh and twelfth centuries, however, a revival of trade and an associated group of cities changed the economic foundation of European civilization. 


Cities in Italy took the lead in the revival of trade. By the twelfth century, a regular exchange of goods had developed between Flanders and Italy. As trade increased, demand for gold and silver coins arose at fairs and trading markets of all kinds. Slowly a money economy- and economic system based on money- began to emerge. New trading companies and banking firms were set up to manage the exchange and sale of goods. All of these new practices were part of the rise of commercial capitalism, and economic system in which people invested in trade and goods in order to make profits. 
Economics (Enlightenment)

The Physiocrats and Scottish philosopher Adam Smith have been viewed as the founders of the modern social science of economics. The Physiocrats, a French group, were interested in identifying the natural economic laws that governed human society. They maintained that if individuals were free to pursue their own economic self-interest, all society would ultimately benefit. 


The state, then, should not interrupt the free play of natural economic systems by imposing government regulations on the economy. The state should leave the economy alone. This doctrine became known as laissez-faire meaning “to let (people) do (what they want).”


The best statement of laissez-faire was made in 1776 by Adam Smith in his famous work The Wealth of Nations. Like the Physiocrats, Smith believed that the state should not interfere in economic matters. Indeed, Smith gave to government only three basic roles: protecting society from invasion (the army); defending citizens from injustice (the police); and keeping up certain public works, such as roads, and canals, that private individuals could not afford. These thinkers valued land as the primary source of national wealth. They held that fewer taxes and regulations would enable farmers to grow more produce. In the early 1800s the middle-class owners of railroads, factories, and mines began supporting laissez-faire. They believed that freedom from government controls would mean a growing economy with material progress for all people.
