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ADAM SMITH
The Wealth of Nations, 1776

An Inguiry into the Nature and Causes of the Wealth of Natiops
called the bible of free-market capitalism. Written i 17786
of the British (and European) debarte over the proper rol
ment in the economy, Smith’s work rakes aim at mereaptifi
ment supervision of the economy. Mercantilises befieved tha
¢conomies required government assistance and direction
Smith argues that free trade will produce greater wea|
mercantilist erade and thar free markers allocate resoyre.
ciently than the governmenc. His notion of laissez-faire (fi
do”) capitalism assurnes peither that capitalists are virtog
governmenits should absent themselves entirely from the ec
However, Smith does believe that the greed of capitalists ganers
negates itself and produces resulrs that are advantageous 1
unimagined by, the individual, “It is not from the beneyol
butcher, the brewer, or the baker, that we expect our dinp
writes, “but from their regard of their own interest. We add
selves not to their humanity, but to their self-love, and never
them of our own necessities, but of their advantage.”T Each
seeks to maximize his or her own gain, thereby creating an
ket in which the cost of goods is instantly adjusted to pxp
in supply and demand, while the market provides what is T
price people are willing to pay “as if by an invisible hand.
According to Smith, whar is the relationship between ‘mo
industry, and which is more tmportant? What would Smith sa
a farmer or manufacturer who wanted to institute tariffs or.qy;
to limit the number of cheaper impores entering the country
minimize competition? Whar would he say to a govern mel
who wanted to protect an Imporiant domestic industry?:
he say to a worker who complained about fow wages or.b
What would Smith think aboura “postindustrial” or “servic
omy in which few workers actually make products? What woul
think of a prosperous country that imported more than ey

THINKING HISTORICALLY

The Wealth of Nations was written in defense of free capitafism
ment when the industrial revolution was Just beginning. Som;
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fig suggest a preindustrial world, as in the quotation
her, brewer, and baker mentioned earlier. Still, Smith
'ew industrial methods were transforming age-old

i jﬁanuﬁacturing processes. In some respects, Smith
c"aplraiism could create wealth, not just redistribute it
eciated the potential of industrial rechnology.
election, note when Smith is discussing capitalism,
tem, and the power of the new industrial technalogy.
of the division of labor, what relationship does Smith
e dev lopment of a capitalistic market and the rise of
ology? To what extent could the benefits that Smith

e marker be attributed to the new system of indus-

mprovement in the Productive Powers of Labour,
Accordmg to \th:h Its Produce Is Namrally

abour has rendered a distinct trade), nor acquainted
e:machinery employed in it {to the invention of which
flabour has probably given occasion), could scarce,
tmost industry, make one pin in a day, and certainly
twenty. But in the way in which this business is now
nly ‘the whole work is a peculiar trade, but it is divided
{ branches, of which the greater pare are likewise peculiar
draws out the wire, another stralghts it, a third cuts ir,
“a fifth grinds it at the top for receiving the head; to
Tequires two or three distinct operations; 1o put it on is a
5,10 whiten the pins is another; it is even a trade by irself

the paper; and the important business of makmg a pin
:r, divided into about eighteen distinct operasions, which,
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i1 some manufacrorics, are all performed by distiner
others the same man will sometimes perform ewo or three
seen a small manufacrory of this kind where ten men only w
and where some of them consequently performed W
operations. But though they were very poor, and theref,
ently accommodated wich the nccessary machinery, they
exerted themselves, make among them about rwelve pon
day. There are in a pound upwards of four thousand ping
size. Those ten persons, therefore, could make among th
forty-eight thousand pins in a day. Each person, therefor
part of forry-eight thousand pins, might be considered
thousand eight hundred pins in a day. Bur if they had:al] ;
rately and independently, and without any of them having
to this peculiar business, they certainly could not each uf ;
tweaty, perhaps not one pin in a day; thar is, certainly,
dred and fortieth, perhaps not the four thousand eight
of what they are at present capable of performing, i’
proper division and combination of thejr different op
In every other art and manufacture, the effects &
labour are similar to whar they are in this very trifli
i many of them, the labour can neither be o much subg
reduced to so great a simplicity of operation. . ..

Chapter 3: That the Division of Labour Is Limited B
by the Extent of the Market )

As it is the power of exchanging thar gives occaston 1o
[abour, so the extent of this division maust always be limir
of that power, or, in other words, by the extent of the
the market 1s very small, no person can have anyencoun
dedicate himself entirely 1o one employmentr, for want of
exchange all that surplus part of the produce of his own lal
over and above his own consumption, for such parts
other men’s fabour as he has occasion for. -

There are some sorts of ind ustry, even of the Jowestkind
be carried on nowhere bur in a great town. A porter, fo
find employment and subsistence in no other place. Avillage
oo narrow a sphere for him. . | . :

Chapter 5: Of the Real and Nominal Price of Contm d
or Their Price in Labour, and Their Price in Money

Every man is rich or poor according to the degree in which
to enjoy the necessaries, conventences, and amusements o
But after the division of labour has once thoroughly take
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Iipare:of these with which a man’s own labour can sup-
ereater part of them he must derive from the labour of

he must be rich or poor according to the guantity of
<l he can command, or which he can afford o purchase.

ommodity, therefore, to the person who pOssesses i,
ot to use or consume it himself, but to exchange it for
5.1 equal ro the quantity of labour which it enables
or command. Labour, therefore, is the real measure of
¢ value of all commodities. . . .

e Natural and Market Price of Contmodities

quanrity of any commodity which is brought to marker
the effecrual demand, all those who are willing to pay
t.the rent, wages, and profit, which must be paid in
it thither, cannot be supplied with the quantity which
er than want’ it altogether, some of them will be willing ro
ompetitton with immediately begin among them, and the
will rise more or less above the natural price, according as
tness of the deficiency, or the wealth and wanron fuxury
ors, -happen to animare more or less che eagerness of
Among competitors of equal wealth and luxury the
ill generally occasion a more or less eager competition,
acquisition of the commodity happens to be of more or
hem. Hence the exorbitant price of the necessaries of
blockade of a town or in a famine.

uantity brought to market exceeds the effectual demand,
sold to those who are willing to pay the whole value
ges, and profit, which must be paid in order to bring it
art must be sold to those who are willing to pay less, and

hich they give for it must reduce the price of the whole.

ce.will sink more or less below the narural price, accord-
sess-of the excess increases more or less the competition

according as it happens to be more or less ITpOortant to

ediately rid of the commodity. The same excess in the

f perishables will occasion a much greater competition

durable commodities; in the importation of oranges, for

that of old iron.

nantity brought to market is just sufficient o supply the

id, and no more, the marker price naturally comes to be

rasnearly as can be judged of, the same with the natural

ole quantity upon hand can be disposed of for this price,
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and cannot be disposed of for more. The competitj
dealers obliges them all o accept of this price, but does
to accept of less,

The quantity of every commodiry brought ro marke
itself 1o the effectual demand. It is the inrerest of all t
their land, labour, or stock, in bringing any commodi
the quantity never should exceed the effectual demarid
interest of all other people that it never should fall shorr of

Book IV

Of Systems of Political Economy

Chapter 1: Of the Principle of the Commercial
or Mercantile System

... Ithoughr it necessary, though ar the hazard of bein
examine at full length this popular notion rthat wealth coj
or in gold and silver. Money in common language, a
observed, frequently signifies wealth, and this ambigui
has rendered this popular notion so familiar to us that gy
are convineed of its absurdity are very apt to forget thy
and in the course of their reasonings to take it for gra
and undeniable truth. Some of the hest English writers upo
set out with observing thar the wealth of 3 COUNtry consis
gold and silver only, bur in i lands, houses, and consum;
all different kinds. In the course of their reasonings, howey
houses, and consumable goods seem to slip our of their mem
steain of their argument frequently supposes that all vealtl
gold and silver, and thar ro multiply those metals is the
national industry and commerce. i

Chapter 2: Of Restraints upoun the Importation frorﬁ_'ﬁo"rez
Countries of Such Goods as Can Be Produced at Home

-« + The produce of industry is whar it adds o the subject
upon which it is employed. In proportion as the value of
is great or small, so will likewise be the profits of the em
only for the sake of profir that any man employs a capital
of industry; and he will always, therefore, endeavour o
the support of thar ind ustry of which the produce is
greatest value, or to exchange for the greatest quanti
or of other goods.
Bur the annual revenue of every society is always precise
the exchangeable value of the whole annual produce ofits
rather is precisely the same thing with that exchangeable
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endeavours as much as he can both o employ his
portrbf domestic industry, and so to direct that industry
ay. be of the greatest value; every individua! neces-
nder the annual revenue of the society as grear as he
ndeed, neither intends to promote the public interest,
much he is promoting it. By preferring the supporr of
»f foreign industry, he intends only his own security;
tindustry in such a manner as its produce may be of
he intends only his own gain, and he is in this, as in
by an invisible hand to promote an end which was
nion. Nor is it always the worse for the society rthat it
By pursuing his own interest he frequently promotes
more effectually than when he really intends to pro-
er known much good done by those who affected to
blic good. It is an affectation, indeed, not very common
ts, and very few words need be employed in dissuading

secies of domestic industry which his capital can
hich the produce is likely to be of the greatest value,
tis evident, can, in his local situation, judge much bet-
man or lawgiver can do for him. The statesman who
direct private people in what manner they ought to
capitals would not only load himself with 2 most unncces-
it assume an authority which could safely be trusted,
zle person, but to no council or senate whatever, and
where be so dangerous as in the hands of a man who
umption enough to fancy himself fit to exercise ir.

opoly of the home market to the produce of domestic
cular art or manufacture, is in some measure to di-

ostall cases, be either a useless or a hurtful regulation. If
omestic can be brought there as cheap as that of foreign
nlation is evidently useless. If it cannot, it must generally
he maxim of every prudent master of a family never to
at home what it will cost him more to make than to

r. The shoemaker does not attempt to make his own
oys a tailor. The farmer atempts to make neither the
but employs those different arrificers. All of them find
restcto employ their whole industry in a way in which they
antage over their neighbours, and to purchase with a part
whar is the same thing, with the price of a part of it,
hey have occasion for.
rudence in the conduct of every private family can scarce
of a great kingdom. If a foreign country can supply us

£l
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with a commodity cheaper than w
of them with some part of the pr
1n a way in which we have some
country, being always in proporti
not thereby be diminished, no
artificers; but only lefr to find o
with the greatest advantage. Ir
advantage when it is thus direc
cheaper than it can make

e ourselves canimg

oduce of our own i
advantage. The genera
on to the capital which e
more than thar. of the
ut the way in which it
s certainly not employ
ted rowards an objec

e




