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ABSTRACT

This paper considers the ways in which some investors in the early modern markets viewed the riskiness of the great trading projects launched c. 1700. The focus will be on the trading and financial nexus of the Georgian state, the Royal Navy and the two joint-stock companies which were engaged in the Asiento trade, namely the Royal African and South Sea Companies. However, the Darien scheme will also be used as a counterpoint to this case study.

The South Sea Company’s slaving activities have been blamed for increasing international tensions and precipitating war. Its trade and its financial activities have been considered by the traditional literature to be so risky that anyone investing in the company must have been behaving irrationally. A revisionist financial history literature has attempted to overturn some of the myths surrounding the South Sea Bubble of 1720. However, the wisdom of investing in any company is proved only with hindsight. The way in which investors were made aware of the riskiness of the company’s trade and the economic environment, and the conceptual models which were available to them to evaluate these risks were very different to our own sources information in the modern markets. An earlier company, the so-called Darien Company of Scotland, attracted investors without informing them of the ultimate destination of the first company voyages. Such histories initially appear to confirm the notion that our predecessors were simply irrational. However, this creates a puzzle as the schemes were developed at times when the English stock market at least was undergoing a series of changes which have been conveniently termed the Financial Revolution. Many of these innovations are the foundation for the workings of modern economies. Perhaps the key to the puzzle is to recall that the innovations were occurring as part of a fiscal-military state and that the joint-stock companies were quasi-public organisations. Such hybrids of public and private enterprises had a different way of dealing with risk than purely private trading concerns. Firstly, they could share their risks with various parts of the state apparatus, such as the Royal Navy. Secondly, they acted to keep state options open regarding long-term strategy. The state would risk losing ground to its competitors if it did not support such joint-stock concerns. Early modern investors would have to consider these factors in determining the riskiness of private investment in the companies and also reassess the situation when the state’s policies started to change. 

Early modern investors also had more recent experiences of regime change than modern investors in developed countries. England had experienced the Civil War, the Restoration, the Glorious Revolution and the Hanoverian Succession. Scotland lost its own Parliament. Political patronage and religious and national affiliation were key factors in determining access to an economy’s resources or even retaining certain legal rights. Therefore, a regime change could have a downside risk which was close to infinity. Supporting joint-stock companies, like the Darien scheme, might be seen a less risky option than allowing the dissolution of the country’s existing regime. This would be analogous with war bonds. Other reasons posited were folly, desperation and blind patriotism. The actual location of the colony was unknown to even the first colonists until after they had set sail. It is argued that religious faith also has strong role to play in the scheme. Religious faith is seen as a credible reason for successful expeditions, such as the Pilgrim Fathers. However, its role has been left out of unsuccessful ones such as Darien. There is evidence that the Scots believed that they were not merely defending Scotland’s economy against English restrictions, but that they were promoting the Protestant cause. They, not unreasonably, expected William of Orange’s assistance. He was their king and a defender of the Protestant faith. Modern economic models may stress rationality over faith, but the Darien investors were acting according to their deeply held beliefs. This may not be so far from the behavioural finance school as it first appears. Additionally, religious faith is not absent from many modern day people’s lives and even influences the actions of governments. 

Only twenty or so years after Darien, investors were caught up in the South Sea Bubble. Like the Darien Company, the South Sea Company has been written off as an example of foolish investors and fraudsters. If the Darien Company was supposed to be an inevitable failure as it did not have William’s support, then at the least the South Sea Company could provide various signs of political patronage. After the bubble burst, the South Sea Directors were accused of fraud and their estates confiscated. From the records of these confiscations, it can be seen that some invested heavily in land. This would be irrational for those who expected to make money through a scam which had a finite time horizon. They would wish to keep most of their assets liquid in order to flee the country easily. 

The ways in which investors attempted to forecast an uncertain future were varied. Some were based on views of the world which do not conform to those held by secular, rationalist, individualist Economic Man. However, they were suitable to their own context and similar views are held now. In the case of the Darien colonists and the South Sea Directors, they invested not only money but their own futures. The colonists may have had the consolation of faith. The Company Directors’ choices to buy land make their involvement in a fraud or scam more difficult to explain, except by separating their bribery from the over-enthusiasm of the stock market for their shares. Early modern investors seem to have operated with their own form of bounded rationality.  

INTRODUCTION

Risk is always a part of life, but its precise definition or definitions are changeable. Georgian society has been accused of being more risky than later periods by Dickson.
 The investors in the South Sea Bubble were called stock-jobbers by contemporaries and gamblers by later authors.
 A revisionist financial history has appeared which seeks to find rational behaviour in the markets and to explain how a functioning stock market could have weathered the storm.
 The behaviour of individual investors has also received attention.
 Glaisyer has discussed how the day to day functioning of the stock market occurred in practice.

The difficulty in discovering how investors made decision ex ante about investments is that we know that the Bubble crashed and the Darien scheme collapsed. Hindsight has created a selection bias in the literature which partly explains why the South Sea and Darien schemes have been presented as morality tales. Regarding the South Sea episode, some claim that the Georgian were particularly prone to folly.
 The Darien scheme has received less attention from economic historians as it seems less well known generally and does not involve a stock market crash per se. 

The revisionist literature has attempted to discover how the early stock markets actually functioned and there is a wealth of information regarding share prices and transactions. Sources such as Castaing’s Course of the Exchange and ledgers from the large institutions such as the Bank of England have been used profitably by several authors.
 This data has been interpreted using modern economic models. Often, these models are being used to test how similar early modern stock markets were to their modern counterparts. Therefore, a financial bubble could be partially explained in terms of the existence of noise traders and then informed investors correctly predicting the noise traders’ interest in the shares. However, the danger is that attention is paid to that which is quantifiable and similar to modern theory. Early modern economic ideas were different to our modern theories and the social context was different. Therefore, this paper draws attention to the ways in which investors might have gained information and processed it in line with their own conceptual models rather than with ours. Insights from the behavioural finance literature have been used here with the caveat that they are conjectures only. 

Noise trading is defined by Black as making decisions to buy or sell shares by trading on ‘noise’ as opposed to information. Black uses several definitions of what noise might be. With regard to financial markets, he wrote ‘People sometimes trade on information in the usual way. They are correctly expecting to make profits from these trades.’
 Whilst this is comprehensible to an economist, it is probably not clear to most historians. Economists tend to simplify the world into models and make assumptions in order to allow the use of mathematical techniques. Such a model might argue that there are informed traders and noise traders in the same market. Informed traders know the available information set and correctly interpret it. They are aware what a particular company’s prospects are and make a correct valuation of its worth. If one wants to sell a share, then another knows that no one would wish to sell a share for less than its value. So no one can make a profit from buying. As there are no arbitrage possibilities, then there is no need to buy and sell shares. If the noise traders are involved then it is possible to trade with them and to make a profit at their expense. 

Historians may well wonder how such traders come to develop their conceptual models of the world and whether such perfect foresight can appear in practice. Economic historians are now trying to put the history back into economics and the economics back into history. Historians want to know how real Georgians thought and behaved. It is not possible to fob them off with an economic stick man. The behavioural finance approach adopted here has been used with regard to the historical evidence. Hopefully, it will be palatable to both camps. 

There is talk of fraudulent practices on the part of the South Sea Company directors which encouraged more noise trading. This is based on the pamphlets of Archibald Hutcheson which argued that the South Sea directors offered more shares than they were supposed to and build up a ‘fund of credit’.
 The argument is repeated in Scott.
  The assumption is that the share price somehow remained fixed and that some extra shares were sold which enabled embezzlement by the directors. In reality, the directors were guilty of bribery, but could not trick the market by issuing too many shares as the price would simply adjust. This makes the noise traders even more mysterious as one of the reasons posited for their behaviour has been removed. 

RISK 

The use of formulae and mathematical models gives a sense that risk is quantifiable and explicable. However, the future still remains unknown even with the most sophisticated of models. It can be the case that we are lulled into a false sense of security by the seeming certainties of mathematical approaches. In addition, economists tend to draw a distinction between uncertainty and risk. Risks have some set of probabilities attached to them and uncertainty does not. This distinction goes back to Knight and has been debated in the literature.
 It is probably an abstraction to historians. Risk could be defined by them as possible dangers. This could be danger from attack or financial loss. It could be dangers encountered by not acting at all. The most important downside risks in the investments made by the individuals discussed here are death and the loss of one’s country. Taking risks is also sometimes used as being synonymous with gambling. 


Gambling is a term which appears frequently in the economics and historical literature. However, there is a sense in which historians and economists mean different things when talking of gambling. This is not to mention that Georgians themselves would have had their own ideas on the subject. Studies which analyse the workings of the early modern stock markets and investment portfolios are looking to prove that investors were not merely gambling. This is to counteract the claims of various historians that the Bubble that gambling mania was loose in Exchange Alley. 

Gambles as stated by economists tend to involve two or more outcomes which occur with a known probability and from which an expected value can be calculated.
 So for a gamble with two outcomes A and B:


[image: image1.wmf]B

B

A

A

V

p

V

p

EV

+

=


To historians, gambling tends to be linked to entertainment, rather than any set of outcomes. Gambling could be defined as engaging in a game of chance for the purposes of entertainment where there is the possibility of both gains and losses. Throwing dice or playing roulette would be in this category. The definition could be broadened to include games of skill which also were engaged in for entertainment and where players might win or lose. Various card games would be in this category. There is also the third option of betting on events like horse races. Porter’s vivid description of the South Sea episode is as follows: “England was gripped by gambling fever. Men bet on political events, births and deaths – any future happenings. For a few pounds challengers galloped against the clock, gulped down pints of gin or ate live cats”.

To reconcile the two approaches, it is necessary to clarify some of the arguments. Gambling is used here to mean a type of entertainment. Card sharps made their living from it. Cheating was also possible. However, it is argued that people were always aware that they risked losses and continued anyway. The way in which people attached a probability to any particular outcome would be a function of the information available to them and their conceptual model of the world. As such, the conceptual model is partly socially constructed. There are exceptions to this rule. Probabilities can be calculated mathematically for certain things such as throwing a fair die or picking a particular card from the deck. However, there was no guarantee that the dice were fair and the deck was not stacked.

Share trading could be a business decision. This would mean that it could be seen by economists as a type of gamble using their definitions. Historians would infer a pejorative meaning to this idea. However, share trading might also be treated as a gamble (in the entertainment sense). In this instance, people who wished to take a day out in Exchange Alley might decide to trade whilst knowing that they risked losses. The social side of early modern finance is discussed by Glaisyer.
 The descriptions of the hubbub in the Alley are well known to historians. It may be helpful to see such trading as being analogous to a day out at the races. Some place bets after careful consideration and some just because they like the horse’s name. The latter are presumably the type that Porter was thinking of. However, Porter is incorrect in thinking that a gambling culture outside of the Alley meant that people were gambling in the Alley. As with Ladies’ Day at Ascot, it is likely that those who used it as an entertainment were there only infrequently. The novelty would soon have worn off. 

RATIONALITY
There is also a level of confusion as to whether gambling is in any way rational. The Georgians might have been concerned as to whether it was harmful, in both a moral and a financial sense. Historians tend to find rationality a slippery concept as to them it is dependent on the context. Economists like to define it in a way which suits their calculations. The ‘Present Aim’ theory of rationality argues that an individual is acting rationally if he or she follows actions which will lead to the accomplishment of his or her aims.
 This makes it difficult to discuss the how the aims themselves would be chosen by a rational human being. Theories which maximise a variable such as utility or profit avoid the circularity of the Present Aim approach. Profit can be calculated by various objective standards. Utility will depend on individual preferences and can involve a calculation of future pay-offs relative to short term sacrifices. It is these maximisation concepts which underpin the discussions of rationality in the literature of the Bubble and the Darien scheme. 

The expected value of a gamble (in the economics sense) does not imply anything about rationality. It is the utility function of the individual decision-maker which then allows the economist to determine the rationality or otherwise of observed behaviour. The gamble can be compared with a sure thing with the same expected value.
 A person with a love of risk will be rational if they accept a gamble over a sure thing. This definition is purely based the idea of acting in accordance with the individual’s preferences. There is no sense that those preferences are themselves irrational in most models. Work has been done to consider that preferences which aid survival remain by some sort of Darwinian selection process.
 However, mainstream economics does not tend to engage with discussions of the moral values of preferences beyond allowing for altruistic behaviour and public goods.
 Islamic economics does make restrictions regarding usury and religious taxation. Adam Smith’s blend of political economy and moral philosophy do not have an equivalent in mainstream economy theory. 

A risk-loving individual may always choose to take the gamble rather than the safe option. At first sight, this individual would appear to be one of the gamblers talked of by Dickson or Porter. However, economists may be thinking of gambles as being any type of activity which is not certain. Therefore, business decisions may be taken by those who are prepared to take risks. Porter and Dickson appear to be implying that share-trading was undertaken for the purposes of entertainment. There is also an implication of irrationality. Therefore, the confusion over terminology has further widened the gap between social historians and economists. Economists have seized upon the notion of irrationality and sought to undercover rational behaviour in the Bubble. That is, that they have uncovered rational behaviour according to an economist’s concept of what is rational. 

Historians can observe some gambling games in Georgian England. However, this is not evidence of a gambling culture. Nor, is it necessarily the case that the same individual acts in the same way all the time. Economists may speak of risk-loving and risk-averse behaviour. In a simple model, some people are always risk averse and some always risk-loving. Friedman and Savage argued that individuals may be risk-loving for small bets and risk-averse for larger bets.
 Therefore, to an economist, it is rational for them to take small bets but to avoid large risks. This might explain why Georgian played cards after dinner, but took out fire insurance. They also had a flourishing marine insurance industry.
 Their anxiety about the possibility of feckless heirs or sons-in-law prompted their enthusiasm for entailment of their estates and marriage contracts which provided jointures for their daughters. Friedman and Savage’s work also allowed for the possibility that an individual’s risk preferences would change again if very large bets were undertaken.
 This final point may be appropriate for risks taken at state level. Countries could win colonies or lose their own sovereignty. 

FUNDAMENTALS

The existing financial revisionist literature uses various techniques for showing how similar Georgian capital markets were to modern counterparts.
 Therefore, there is the suggestion that flaws in the Georgian system would also appear in the modern system. Garber has argued against any wholesale condemnation of the participants in early bubbles.
 Once prices were rising above what economists call fundamentals then it would be rational for other traders to predict a price rise based on the behaviour of enthusiastic, but overoptimistic, traders. Then it would be rational to try to prey upon them, but trying to sell out at the top of the bubble. 

This is the strategy uncovered in practice by various empirical studies. For example, Hancock looked at certain sophisticated London merchants.
 These studies suffer from a selection bias in their data set towards well-informed people. Many other traders may not have kept close records or their records may have been destroyed or scattered over the years. The people who were wealthy and could diversify their portfolios might be likely to trade through a select banking house.
  The house would operate social controls to select its customers from a particular, perhaps socially conservative, base. It could then advise them. People considered a bad risk would have been excluded as would people from certain social backgrounds. Lower ranked or excluded minorities might have had fewer money-making options and were not able to access the information and help available to the elite. If they were the noise traders, then noise traders will be underrepresented.
 It is their behaviour which cannot be studied directly. This leads to the paradox that other types of historian know that there was a Bubble, which they associate with irrationality, but find that the financial historians keep uncovering evidence of rational behaviour. 

The explanation given of the Bubble is that noise traders were present. Noise traders are defined as those who trade on noise, not information. This is fairly opaque to non-specialists. Are noise traders synonymous with stock-jobbers? Are stock-jobbers synonymous with gamblers? Are all three categories behaving irrationally? Also, there is the issue of what might be reasonably supposed to be the fundamental values of shares. It has been argued that the South Sea scheme could never work out, given its trading prospects.
 Only a use of historical methods can really answer that question. 

If the South Sea Directors were not interested in the slave trade then it would not be rational to expect any profits from that direction. However, this is not the case.
 Other fundamentals should be considered. One was the guarantee of a government fee the company in exchange for the management of Navy Debt. Secondly, there was the possibility of breaking Spain’s hold over its colonies. Like the East India Company, the South Sea and Royal African companies were quasi-public institutions. The fiscal-military state approach argues that their trading activities were intermeshed with the country’s own war machine.
 Due to various factors, including the weakness of the Spanish economy under the Habsburgs, the South Sea Company might have had a chance to grab some of the territory of Spanish America.
 

For economists, the colony issue might be analogous to an oil company. Oil shares are risky, but if they are bought as part of a diversified portfolio then the investor can reduce their risk overall. If oil is struck then there is a huge payoff. If not, then there is only a modest return or a loss. However, if the investor does not have all his or her eggs in the one basket then the downside risk can be managed. It could be argued that in the case of the South Sea company, there was already some portfolio diversification present even within one share. The company received different types of return which had different levels of risk associated with them. The company received the fee from the government, profits (or losses) from the slave trade, profits (or losses) from the smuggling trade and a potential to gain a colony which would allow access to Spanish gold. The company also tried its hand at whaling at one point. The government fee was almost certain; the trading less so but potentially profitable and the option on a colony risky but potentially hugely valuable. For that option to remain open, the trading had to continue. The company bounced back after two stoppages of the slave trade due to minor hostilities between England and Spain.
 

FISCAL-MILITARY STATE

The greatest prize was the possessions of Spain. Share holders would benefit as individuals. However, there is also a question of a social project or public good. If England became weak, then the downside risk of failure was losing the country to France or some other Catholic power. England had gone through Charles I’s execution; a Puritan republic; the restoration of the Catholic Stuarts; their replacement by the Protestant Stuart daughters and William of Orange, and the arrival of the Hanoverians. In addition, there had been tentative Jacobite uprisings. The failure of England fiscal-military project was the loss of England and the Protestant faith in England would be persecuted. The Scots were in a worse situation before the Union of 1707. Their autonomy could be lost to England as their trade was blocked by English sanctions. They were still required to contribute heavily to William of Orange’s wars. Their choice to launch the Darien scheme at the turn of the eighteenth century was set against this backdrop. Difficult and risky ventures must be assessed against the alternatives and the potential payoffs. Inaction would have been disastrous in both cases. Winning colonies would be important in building up the home economy and therefore the war machine. Trade and war took place in a mercantilist system which was almost Hobbesian. When the Darien scheme failed, the Union shortly followed. 

Others have already posited that Darien was launched out of desperation due to economic hardship in Scotland and a wish for independence from England.
 This can be considered as analogous to people’s behaviour becoming more risk-loving if they face bankruptcy. Once the downside risk is so large, it may be more rational for them to try and take on any project which may bail them out even if the probability of success is low.
 The way in which the Scots perceived this probability is crucial. It has been argued that the difficulties posed to the colony have been overstated by Prebble.

One factor which has not been stressed in the Darien literature has been the role of religion. There is evidence that the Darien scheme was heavily underpinned by the real faith of those involved. Religion is arguably not a matter of rationality but a matter of faith. Even those of us who do not believe can admire the dedication of those who do. There is a selection bias issue here. Ex post success or failure seems to determine the way the story is told from the outset. The Pilgrim Fathers and the Darien settlers both set off convinced that the most crucial factor in their success was their God. Both expeditions were risky (but so was staying put). Shipwrecks or starvation in a failed colony were possibilities. The Mayflower expedition’s eventual success has seemed to underline the wisdom of its participants’ choice. The Darien scheme’s failure has been used to explain that their ideas were faulty from the first.
 Indeed, this tacitly seems to follow an almost Biblical story of inevitable success or failure. The major difficulty for the Darien settlers was the reaction of William of Orange. This was not truly foreseeable. 

Many modern groups believe that their earthly success is determined by a deity or deities. Indeed, success is then given as proof of their moral superiority. Even the secularisation of many societies has not eradicated this. However, apart from Islamic economics, economics as a discipline is largely secular. It is difficult for economists to credibly accept religious faith as part of investment decision-making even if they are themselves religious. However, the dour letter of support from the General Assembly of the Church of Scotland may serve to illustrate how different was Scotland at the time of Darien. 

‘…The Lord is with You, while You are with him; and if you seek Him, he will be found of you: But if you forsake Him, He will forsake you: and all your foreward Expectations and Blooming hopes shall be Blasted and Wither, and your Colony laid Desolate, your Names, instead of Honour and Renown, shall be branded with Infamy, Hissing and Scorn, and your Blessings turn’d unto Curses, and the Lord shall Pluck you up, and not Plant you, and shall separate you unto Evil, after he had said, he would do you Good.’

It is possible that there was more of a community feeling in certain societies who face a common external threat. This may explain actions which seem irrational for individuals to undertake. An example might include volunteering for war instead of waiting for being conscripted. However, such altruism is hard to distinguish from merely reacting to social pressure or being misled. Jones argued that the enthusiasm created by opening Darien share books in various Scottish towns might be partly down to social pressure.
 Economists are also familiar with the idea that individuals can club together to provide a public good and they can overcome incentive problems such as an attempt to free-ride on the actions of others.

The identification with nation and with religion might make a group effort more likely on the part of the Scots. The alternative of joining with England seems to have been, on the face of it, less risky for each individual. However, it might lead to a loss of group power. The strong cohesiveness of such a society and its belief in God, made the eventual betrayal of William of Orange even harder to bear. It was William who stopped the settlers receiving help from English traders.
 As a defender of Protestantism and God’s anointed King of Scotland, his allegiance was taken for granted by the Scots. 

The South Sea Company and the Royal African Companies were staking Britain’s claims to overseas territory or at the very least, providing an option for expansion. This was partly why the British government and the Royal Navy assisted the companies in a variety of ways. This assistance gave clear signals to the markets. For example, the Royal African and South Sea Companies were always given documents called protections which stopped the Royal Navy from press-ganging their sailors. Other merchant ships would lose their entire crews to the press gangs or be unable to hire sailors because they had fled inshore.
 The Navy escorted the company ships and they faced a far lower risk from piracy. Therefore, one of the risks which investors faced was the loss of royal and government favour for their companies. State support for the companies continued after the Bubble. All parts of the fiscal-military machine had an incentive to offer credible signals to the market. Therefore, the companies had royal patrons and met openly with Admiralty officials in Exchange Alley coffee shops. If Exchange Alley was where these meetings were taking place, then investors could gain information simply by observing the throng. With its coffee houses and gossip the Alley was an important social centre. It was open to a wider range of people than its more formal successors. This, in part, explains why groups such as women might have been interested in going to trade as their options for self-determination were otherwise limited. Not all the people thronging the Alley were necessarily there to trade anyway. 

THE CRASH AND AFTERMATH

Social and political histories record the aftermath of the Bubble. There was public outcry and the company directors were punished. However, if there was a great deal of rational behaviour in the Bubble and the company was trading slaves, then what were the directors being punished for? The directors had recently bought large amounts of land and they were aware that estates could be confiscated. In 1715, Jacobite supporters had had their estates confiscated. Therefore, if the directors had been trying to create a fraud, then surely they would also have had the wit to move their assets abroad. Some estate land would be necessary to signal to the market that it could have confidence in the scheme. However, the purchases are over several counties and in such volume, that it seems as if the directors were not planning a quick exit.
 They were guilty of bribery, but arguably that was a necessary business practice. Ex post accusations of bribery can be motivated by other factors and are not proof that the directors were able to manipulate the market itself. Insights from the behavioural finance can be used for this part of the Bubble story as well. 

There is a problem of missing observations. Just as the existing archive work is skewed towards informed investors, the hubbub was made by those who lost out – the noise traders. Their protests had a number of effects. Firstly, it created a political opportunity for anyone who claimed that he had a solution. Famously, that man was Robert Walpole. Walpole had an incentive to allow the complaints to continue to justify his taking of power. He then had a reason to look for scapegoats. In the directors of the company, he found them and set about confiscating their estates. 

Secondly, the hubbub and the trial have fixed the idea that a great deal of fraud was present and made the South Sea Bubble the famous episode it now is.
 Thirdly, the actions of other actors would be affected by the level of the complaints made. 

Some people had gained from selling their shares, buying cheaply after the crash or simply buying and holding through the whole thing. The general outcry and the confiscations of directors’ property would reduce the likelihood that winners would flaunt their winnings, at least at the time. Thomas Guy founded his hospital partly from his. However, this was not so widely publicised as the supposed poverty of the losers. There is a selection bias in that losers predominate in the creation of propaganda. 

Given that this selection bias occurs, there would be highly visible set of complainants who tried to serve their own interests first. Their language may have been couched in terms of justice but they were looking for some sort of redress. Ideally this would be in the form of money, perhaps taken from the directors themselves. Individuals had to consider whether it was worth their while to complain. Once a group of complainers had been established and started heckling for change then the marginal cost for the next complainant to join diminished. Balance this against the likelihood that some money would be forthcoming to a loser who complained and then individuals had a real incentive to do so. This was the case even if they had previously been sanguine about their loss. Such cynicism may be extended to include people who had not lost much at all or who had perhaps not been involved. Once a mob appears then those who enjoy disorderly behaviour will tend to join it.

Generally, those who gained were seen to be doing so at the expense of the losers. Losers had entered ex ante into an arrangement which they would gladly keep if it went their way. Ex post they were claiming fraud. If they had seen arrangements as purely gambling, then they would have been expected to keep their agreements and pay their debts. Gambling debts were honoured or the debtor lost his reputation. Complaints could be made about card sharps and cheats. However, it was not seemly to complain that one had lost a pure game of chance or had been outmatched by a better player in a game of skill. The difficulty that some brokers had in forcing the payment of debts seems to show that the social controls were lacking.
 Recourse to the law was impossible for unenforceable debts, but the volume of litigation after the crash means that many saw stock market transactions as being different from pure gambling games. This seems to contradict Dickson’s argument that shares were analogous to bets for the Georgians. 

It is difficult to infer how much people actually suffered because of the Bubble. The stock market and the company continued to function. People’s perceptions of loss can be unobjective. Georgians would be affected by the negative publicity about being somehow defrauded. Also, there is evidence that people make more of a loss than they would of an equivalent gain.
 When they lose, they perceive their loss as a greater fall in utility than would be the case from the equivalent gain i.e.
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where U is utility and x is an amount of cash.

Investors’ perception of the cash value of the loss depends on the method by which they calculate it. An investor could consider the difference between the current price in the market at time t (Pt) and the original cost of the share (C). However, the investor might be using other reference points including the highest price the shares reached (Pmax) or even a predicted price which never actually occurred (Ppred). This might be the price reached if a colony was gained, for example.

In the most extreme case, 
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Therefore, the perceived loss is magnified as the investors dwell on gains that they had hoped to make and then judge losses more harshly than gains ceteris paribus. This explains some of the vehemence of the complaints made after the crash, but does not necessarily justify them by any objective standard. 

CONCLUSION

This paper has attempted to bridge the gap between social history and economics. It has used insights from behavioural finance to give possible explanations for decisions taken in the early modern era. There has been some confusion, as terms such as gambling and irrationality have different meanings in economics than they do in social history. To understand whether individuals were rational to invest in the scheme, it is necessary to decide what a rational decision would consist of. The joint-stock companies studied formed part of a political and economic system which has been termed the fiscal-military state. The South Sea and Royal African Companies were playing a role in a successful fiscal-military state, even if they did not immediately lead to colonisation. The Darien scheme was partly a response to England’s successful strategies of economic warfare. Its place in a weak state meant that its failure precipitated the loss of Scotland’s political independence. Realpolitik triumphed over the traditional allegiances of King and faith as William of Orange blocked assistance to the fledgling company. His reasoning was not made explicit. A consideration of the evidence from political histories would be needed. There is also a strong political component to the story of the South Sea crash. Further work on the confiscations of the estates and the political debates regarding them would be useful. However, it has been argued here that the outcry regarding the crash is not necessarily proof that the society was severely damaged by it. 
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