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\‘\\ n ‘§E Information Related to the Text
L

With The Wealth of Nations Adam Smith installed himself as the fountainhead of contemporary
economic thought. Currents of Adam Smith ran through David Ricardo and Karl Marx in the nine-
teenth century, and through Keynes and Friedman in the twentieth century.

His Life

Adam Smith was born in a small village in Kirkcaldy, Scotland. There his widowed mother
raised him until he entered the University of Glasgow at age fourteen, as was the usual practice, on
a scholarship. He later attended Balliol College, Oxford, graduating with an extensive knowledge of
European literature and an enduring contempt for English universities.

He returned home, and after delivering a series of well-received lectures, was appointed to the
first Chair of Logic (1751), then Chair of Moral Philosophy (1752), at Glasgow University.

He left academia in 1764 to tutor the young Duke of Buccleuch. For over two years they lived
and traveled throughout France and into Switzerland, an experience that brought Smith into contact
with contemporaries Voltaire, Jean-Jacques Rousseau, Frangois Quesnay and Anne-Robert-Jacques
Turgot. With the life pension he had earned in the service of the Duke, Smith retired to his birthplace
of Kirkcaldy to write The Wealth of Nations. It was published in 1776, the same year the American
Declaration of Independence was signed and in which his close friend David Hume died. In 1778, he
was appointed Commissioner of Customs. This job put him in the uncomfortable position of having to
curb smuggling, which, in The Wealth of Nations, he had upheld as a legitimate activity in the face of
“unnatural” legislation. Adam Smith never married. He died in Edinburgh on July 19, 1790.

His Thoughts on Philosophy

Today Smith’s reputation rests on his explanation of how rational self-interest in a free-market
economy leads to economic well-being. It may surprise those who would discount Smith as an
advocate of ruthless individualism that his first major work concentrated on ethics and charity. In
fact, while occupying his chair at the University of Glasgow, Smith’s lecture subjects, in order of
preference, were natural theology, ethics, jurisprudence, and economics, according to John Millar,
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Adam Smith (1723-1790):
A Biographical Sketch

Text

Adam Smith &% - ——1
&

aband of —#F, —
1K

L L

the champion of free trade was,
ironically, the son of a customs
collector. His father having died
a few months before his birth,
Smith was raised\by his mother.
At age four, he was kidnapped by
a band of passing gypsies. His
captivity was, however, short-
lived. When pursued by Smith’s

uncle a few hours later, the gyp-

Adam Smith was born in 1723 in the small seaport of

Kirkcaldy, County Fife, Scotland. The man who was to become

sies abandoned young Adam by

biographical /barou'graefikal/ adj. of or relating to a book
that tells what has happened in sb.’s life, written by
sb. else X F—AMAL-F#9; #itey

seaport /'sizpait/ n. a large town on or near a coast with a
harbor that big ships can use ## 3% T

champion /'tfeempion/ n. sb. who publicly fights for and
defends an aim or principle, such as the rights of a
group of people “}4; 47T 315:%

ironically /ar'ronikali/ adv. used when talking about a
situation in which the opposite of what you expected

happens or is true EA7 k] ok, &P EH

#

raise /reiz/ vt. to look after your children and help them
grow 2 F

kidnap /'’kidnap/ vt. to take sb. somewhere illegally by
force, often in order to get money for returning them
w5 CNEF);, R, B

gypsy /'d31psy/ n. a member of a group of people origi-
nally from India, who traditionally live and travel
around in caravans & [ ®A

captivity /kep'tivoti/ n. when a person or animal is kept
in a prison, cage, etc. and not allowed to go where
they want M5 4 (30); #4¥

(archers s
Umnit 1




the side of the road.
distinguish oneself ——2 From his earliest days, Smith distinguished himself as a

Rk REH student. He displayed periods of absent-mindedness as a child, a

ne characteristic that gave him a certain amount of notoriety later in
University of life. At age 14, he entered the University of Glasgow. In 1740, he

S}la;g;‘” P was awarded a scholarship to study at Oxford University and spent
Oxford University the next six years of his life there.

FERF —+—3 Smith went back to Scotland where he lectured on English
lecf“‘re on #X; literature at Edinburgh University. There he began his friendship
Ed?:;%urgh Univer- with the philosopher David Hume (1711-1776).

sity RTRKFE —+——4 In 1751, Smith returned to Glasgow University where he
bavid Hume —— became professor of logic and, later, professor of moral philosophy.
T :]: ﬁT v of In 1759, he published The Theory of Moral Sentiments. The basic theme

Moral Sentiments of this work was that there existed a social order of natural har-

CEAEH R monies in which each person, when left to pursue their own

interests, not only attained their best advantage, but also uncon-
sciously promoted the common good. (Smith would go on to de-
The Wealth of Na- velop this theme more fully in The Wealth of Nations.)
dons (RMERY | o His The Theory of Moral Sentiments was an immediate success.
Smith’s reputation as a philosopher became established, with many
students wishing to study under him. One person in particular
was most taken by Smith’s writing and this was Charles
Chancellor of the Townshend, later to become the Chancellor of the Exchequer (the

Exchequer (3% English equivalent to Treasurer). Townshend required the services
Du: iﬁﬁ:;iuch of a tutor for his stepson, the Duke of Buccleuch, and he ap-

DN proached Smith with the offer of £300 a year plus expenses and

pension of £300 for life.
T—6 Smith accepted the proposal and resigned his professorship
L L

absent-mindedness /'&bsant mamdidnis/ n. quality of be-
ing likely to forget things, esp. because you are think-
ing about sth. else W R EFH; 5

notoriety /inouta'raiaty/ n. the state of being famous or
well-known for sth. that is bad or that people do not

approve of %4 3%

Teache.(—s‘-Msnu; 1
Unit 1

W

approach /o'prautf/ vt. to ask sb. for sth., or ask them to
do sth., esp. when you are asking them for the first
time or when you are not sure if they will do it (3H%
FRFRMBER) KB E, G346

professorship /pra'fesafip/ n. the job or position of a
university or college professor ##% I 4% (3 & #)



Smith’s pupil at the time. In The Theory of Moral Sentiments, Smith wrote: “How selfish soever
man may be supposed, there are evidently some principles in his nature which interest him in the
fortune of others and render their happiness necessary to him though he derives nothing from it
except the pleasure of seeing it.”

At the same time, Smith had a benign view of self-interest. He denied the view that self-love
“was a principle which could never be virtuous in any degree.” Smith argued that life would be
tough if our “affections, which, by the very nature of our being, ought frequently to influence our
conduct, could upon no occasion appear virtuous, or deserve esteem and commendation from
anybody.”

To Smith sympathy and self-interest were not antithetical; they were complementary. “Man
has almost constant occasion for the help of his brethren, and it is in vain for him to expect it from
their benevolence only,” he explained in The Wealth of Nations.

Charity, while a virtuous act, could not alone provide the essentials for living. Self-interest was
the mechanism that could remedy this shortcoming. Said Smith: “It is not from the benevolence of
the butcher, the brewer, or the baker, that we can expect our dinner, but from their regard to their
own interest.”

Someone earning money by his own labor benefits himself. Unknowingly, he also benefits
society, because to earn income on his labor in a competitive market, he must produce something
others value. In Adam Smith’s lasting imagery, “By directing that industry in such a manner as its
produce may be of greatest value, he intends only his own gain, and he is in this, as in many other
cases, led by an invisible hand to promote an end which was no part of his intention.”

The Wealth of Nations

The five-book series of The Wealth of Nations sought to reveal the nature and cause of a
nation’s prosperity. The main cause of prosperity, argued Smith, was increasing division of labor.
Smith gave the famous example of pins. He asserted that ten workers could produce 48,000 pins per
day if each of eighteen specialized tasks was assigned to particular workers. Average productivity:
4,800 pins per worker per day. But absent the division of labor, a worker would be lucky to produce
even one pin per day.

Just how individuals can best apply their own labor or any other resource is a central subject in
the first book of the series. Smith claimed that an individual would invest a resource, for example,
land or labor, so as to earn the highest possible return on it. Consequently, all uses of the resource
must yield an equal rate of return (adjusted for the relative riskiness of each enterprise). Otherwise
reallocation would result. This idea, wrote George Stigler, is the central proposition of economic
theory. Not surprisingly, and consistent with another Stigler’s claim that the originator of an idea in
economics almost never gets the credit, Smith’s idea was not original. French economist Turgot
had made the same point in 1766.
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Smith used this insight on equality of returns to explain why wage rates differed. Wage rates
would be higher, he argued, for trades that were more difficult to learn, because people would not
be willing to learn them if they were not compensated by a higher wage. His thought gave rise to the
modern notion of human capital. Similarly, wage rates would also be higher for those who engaged
in dirty or unsafe occupations, such as coal mining and butchering, and for those, like the hangman,
who performed odious jobs. In short, differences in work were compensated by differences in pay.
Modern economists call Smith’s insight the theory of compensating wage differentials.

Smith used numerate economics not just to explain production of pins or differences in pay
between butchers and hangmen, but to address some of the most pressing political issues of the
day. In the fourth book of The Wealth of Nations — published, remember, in 1776 — Smith tells
Great Britain that her American colonies are not worth the cost of keeping. His reasoning about the
excessively high cost of British imperialism is worth repeating, both to show Smith at his numerate
best, and to show that simple clear economics can lead to radical conclusions:

A great empire has been established for the sole purpose of raising up a nation of
customers who should be obliged to buy from the shops of our different producers all the
goods with which these could supply them. For the sake of that little enhancement of
price which this monopoly might afford our producers, the home-consumers have been
burdened with the whole expense of maintaining and defending that empire. For this
purpose, and for this purpose only, in the last two wars, more than two hundred millions
have been spent, and a new debt of more than a hundred and seventy millions has been
contracted over and above all that had been expended for the same purpose in former
wars. The interest of this debt alone is not only greater than the whole extraordinary
profit, which, it ever could be pretended, was made by the monopoly of the colony trade,
but than the whole value of that trade, or than the whole value of the goods, which at an
average have been annually exported to the colonies.

His Thoughts on Economics

Smith yehemently opposed mercantilism — the practice of artificially maintaining a trade sur-
plus in the erroneous belief that doing so increased wealth. The primary advantage of trade, he
argued, was that it opened up new markets for surplus goods and also provided some commodities
at less cost from abroad than at home. With that, Smith launched a succession of free trade econo-
mists and paved the way for David Ricardo’s and John Stuart Mill’s theories of comparative advan-
tage a generation later.

Adam Smith has sometimes been caricatured as someone who saw no role for government in
economic life. In fact, he believed that government had an important role to play. Like most modern
believers in free markets, Smith believed that the government should enforce contracts and grant
patents and copyrights to encourage inventions and new ideas. He also thought that the government
should provide public works, such as roads and bridges, that, he assumed, would not be worthwhile
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to accompany the Duke and his younger brother to Europe on
what was popularly called the Grand Tour. In France, he would meet
the philosopher Voltaire and the leading Physiocrats, Quesnay and
Turgot. In 1764, Smith began work on a treatise of political
economy, a subject upon which he had lectured at Glasgow and
discussed with his friend, David Hume. The book was to be called
An Enquiry into the Nature and Causes of the Wealth of Nations, but it
would be another 12 years before it was finished.

In 1766, following the death of the Duke’s younger brother,
the Tour came to an abrupt end and Smith returned to Kirkcaldy,
taking the lessons learned on his travels with him. There he spent
the better part of the next ten years working on his masterpiece.

The Wealth of Nations won immediate acclaim. It was
encyclopedic. Not only did it cover the then current knowledge of
political economy, but it was to provide the starting point for
every major scholarly work on the subject for the next 75 years!

In 1778, just two years after The Wealth of Nations was
published, Smith was appointed Commissioner of Customs for
Edinburgh. There he lived with his mother until his death in 1790.
Again, it is one of the great ironies that the man who spent so
much of his life promoting free trade should have ended his days
administering the collection of taxes on imports!

As a man, Adam Smith was not regarded as handsome. He
had a large nose, bulging eyes and a protruding lower lip. Smith
suffered a nervous affliction; his head shook and he had a stum-

bling manner of speech. He remained a bachelor throughout his
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treatise /'triztiz/ n. a serious book or article about a par-
ticular subject (A1) #L; ¥

acclaim /o'kletm/ n. praise for a person or their achieve-
ments K "BH

encyclopedic /en,satklou'pi:dik/ adj. having a lot of
knowledge or information about a particular subject
BAEPR (X) 69; 4ty e

appoint /a'pamt/ vt. to choose sb. for a position or a job
T, RIE )

commissioner /ka'mifana/ n. sb. who is officially in charge
of a government department (BURF/T. B . X532

6 KE; RFKE

administer /od'minista/ vz. to manage the work or money
of a company or organization 8 ; &%

bulge /bald3/ vt. to stick out in a rounded shape, esp.
because sth. is very full or too tight 12 ABHK; 4& ¢

protrude /pra'tru:d/ vt. to stick out from somewhere 1
b, 4R H

affliction /o'flikfan/ n. sth. that causes pain or suffering,
esp. a medical condition 1%, 478

stumble /'stambl/ vt. to stop or make a mistake when you are
reading to people or speaking /&R & Rk, 1% 353
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