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    THE WEALTH OF NATIONS


    AN INTRODUCTION TO FREE TRADE AND FREE MARKETS IN A DEVELOPING WORLD


    The Wealth of Nations, shortened from its full title An Inquiry into the Nature and Causes of the Wealth of Nations, is the most notable work of the Scottish economist and philosopher Adam Smith. The book is often revered as the foundation of classical economics, as it details what exactly builds a nation’s wealth, explains why certain nations are wealthier than similar nations and provides critiques of the current labour model.


    The book reflects on the Industrial Revolution and how economics has evolved in regard to rapid changes in production. It details many aspects of economic theory, such as the division of labour, standards of productivity and the effectiveness of free markets and free trade. As the world began to develop, Smith’s works garnered increasing acclaim. The new political ideas he put forward would even affect legislation for centuries to come.
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            	Free trade: a policy in which a government does not discriminate against imports or interfere with exports by applying tariffs (to imports) or subsidies (to exports). Free trade does not necessarily imply that a country abandons all control and taxation of imports and exports.


            	Free market: an unregulated system of economic exchange, in which taxes, quality controls, quotas, tariffs, and other forms of centralised economic interventions by government either do not exist or are minimal.


            	Division of labour: an economic concept which states that dividing the production process into different stages enables workers to focus on specific tasks. If workers can concentrate on one small aspect of production, this increases overall efficiency – so long as the volume and quantity produced are high enough.


            	Mercantilism: an economic theory and practice common in Europe from the 16thto the 18thcentury that promoted governmental regulation of a nation’s economy for the purpose of augmenting state power at the expense of rival national powers.


            	Physiocratic: this refers to a school of economists founded in 18th-century France and characterised chiefly by a belief that government policy should not interfere with the operation of natural economic laws and that land is the source of all wealth.

          

        

      

    

  


  
    CONTEXT


    THE AUTHOR


    Adam Smith was born on 16June 1723 in Kirkcaldy, County Fife in Scotland. Smith attended the University of Glasgow when he was14, where he studied moral philosophy under Frances Hutcheson (Irish philosopher, 1694-1746). Smith later attended Oxford but found the institute to be intellectually stifling. He addressed this issue with Oxford in BookV, ChapterII of The Wealth of Nations, writing: “In the University of Oxford, the greater part of the public professors have, for these many years, given up altogether even the pretence of teaching.”


    Smith later became a lecturer in 1748 and, while he was not the best public speaker, his lectures were quite successful. In 1759, he published The Theory of Moral Sentiments, which built on the ideas he discussed in his lectures at the University of Glasgow. The book became so popular that many students travelled abroad in order to study under Smith. This new-found popularity affected the content of his lectures as he began to focus less on morality and more on economics.


    After 16 years of working as a lecturer at the University of Glasgow, Smith became the tutor of Henry Scott, the Duke of Buccleuch. This profession meant Smith had to travel across Europe, where he met other intellectuals, such as Benjamin Franklin (American Founding Father, 1706-1790) and Voltaire (French writer and philosopher, 1694-1778). Smith completed his tutoring tour in 1766 and returned to Glasgow, where he would spend the next decade working on The Wealth of Nations. The book would become an immediate success.


    Smith died on 17 July 1790. He had expressed disappointment that he had not achieved more in his life; however, his works would go on to influence government policy and lay the foundation for classical economics. As such, while he himself may have felt unfulfilled, Smith had in fact made a great impact upon the world. In 2012, The Wealth of Nations was listed among the 100 best Scottish books of all time.


    CONTEXT AND BACKGROUND


    The Wealth of Nations took ten years to write and contains up to 17 years of Smith’s notes and other works. The text works as an observation upon an ongoing conversation between economists at the time, who were concerned with the economic, technological and cultural shifts brought about by the Industrial Revolution.


    Smith’s aim was to offer an alternative to current economic policies, such as mercantilism and physiocratic economic theories, which were gradually becoming less and less relevant as industrialisation became more rampant. Smith’s reformed economic theory allows for practical application that can be built upon as time passes.


    Some of Smith’s ideas were developed in response to developments in the world of economics. An example of this can be seen in the Ayr Bank failure of 1772, in which Scotland and the rest of Europe experienced a financial crisis due to the failure of some banks in London. Smith is thought to have developed an advocacy for usury laws; in other words, he was calling for a limit on the interest that banks were allowed to place on loans.


    The main influences on Smith’s works were the intellectuals he met throughout Europe, such as Voltaire and Benjamin Franklin. These conversations were so influential in developing his ideas that some scholars have even accused Smith of plagiarism, although their claims have generally not been taken seriously.

  


  
    SUMMARY OF THE WEALTH OF NATIONS


    Smith’s work is divided into five different sections, which are each divided into their own chapters focusing on specific topics.


    INTRODUCTION AND PLAN OF THE WORK


    Smith opens with an introduction detailing his intentions. He intends to discuss the topic of wealth and why some nations are wealthier than others, even if they are otherwise very similar. Smith intends to find out why this is the case. He wonders whether it is brought about by the productivity driven by the fear of unemployment, or if it is purely down to legislation.


    BOOK I: OF THE CAUSES OF IMPROVEMENT IN THE PRODUCTIVE POWERS OF LABOUR, AND OF THE ORDER ACCORDING TO WHICH ITS PRODUCE IS NATURALLY DISTRIBUTED AMONG THE DIFFERENT RANKS OF THE PEOPLE


    Chapter I: Of the Division of Labour


    Smith starts off by detailing how many wealthy nations have succeeded in production due to a concept known as the division of labour. An example of this is provided by reference to the pin-makers in England. An amateur pin-maker could make at least one high-quality pin a day after some trial and error. However, a professional pin-maker would be able to make a lot more with higher quality.


    Any system of manufacturing that is advanced enough can operate like this. Smith believes that dividing up the labour will lead to more time that can be spent developing innovative tools and machines that can aid in the task at hand. Because of this, he believes that the lowest classes of the wealthiest nations would be in a better situation than the highest class in the poorest nations.


    Chapter II: Of the Principle Which Gives Occasion to the Division of Labour


    One of the only things Smith holds more important than the division of labour is the effect of trade. Open trade is essential for creating and sustaining the wealth of a nation. No nation is self-sufficient, and Smith argues that those that are warier about trading are less developed nations.


    Chapter III: That the Division of Labour is Limited by the Extent of the Market


    Of course, these two factors are limited by the extent of the market. Essentially, you can only sell something that the consumer wants. Lack of demand may limit your services and you may therefore be forced to relocate to another environment. An example of this would be a cobbler who finds no work in the country and would therefore have to move to the city, where his services are in demand.


    Smith also acknowledges the advantage of having towns and cities or settlements in general near rivers and by the sea, as access to water allows for easy transport of both goods and services and is a great help with trade.


    Chapter IV: Of the Origin and Use of Money


    Smith details the origins and usage of money to trade both goods and services. Before currency was invented, you had to develop something that you can trade for something else. An example of this would be a coat for meat. This trade can be beneficial, but each party will eventually require something else, like shoes or weapons.


    Those that could provide these to you may not require your goods or services, so trade will not happen. With money, however, everyone can use it to purchase anything - meaning it has universal value. So, from now on coats can be traded for money instead of meat.


    Chapter V: Of the Real and Nominal Price of Commodities, or of Their Price in Labour, and Their Price in Money


    Smith believes that people are only rich or poor depending on how much they can afford to buy. In other words, money itself does not have any value; it is only valuable insofar as it can buy labour. To Smith, value is connected to human work. The value of objects is therefore connected to the trouble someone took to make that object.


    However, Smith reconsiders whether value is not connected to labour, but to the value of other things that we are willing to exchange for. He then makes a distinction between the real and nominal value of things.


    The nominal value of something is the amount of money you pay for it, which means the value can fluctuate. The real value of something is the number of necessary things that you can get for it. This has real value because it is connected to the real needs of human life, while money value can change with taste and fashion over time.


    Chapter VI: Of the Component Parts of the Price of Commodities


    Smith states that the reason some jobs have higher wages than others is due to the difficulty of the task. There are three things that make up the price of every product:


    
      	the labour it took to make the product;


      	the profit that the company wants to make;


      	the rent that the company gets charged on its buildings or its machines.

    


    The bulk of the price covers the rent for the property and wages for the labourers, but anything more than that is the company's profit.


    Chapter VII: Of the Natural and Market Price of Commodities


    Smith believes that the average price of a product or service is determined by the demand for it. He refers to these average rates of wage, rent, and profit as the natural rates. The two main things we must consider when looking at the price of labour or products are supply and demand.


    When the price of a product is a direct reflection of the demand for it, then that is the natural price of the product. If there is only one producer of that product, they have a monopoly and they can manipulate the supply of the product in order to make the price whatever they want it to be. That is when the nominal price starts to move away from the natural price.


    When a company wants to expand to meet demand, it usually attracts more labourers by offering higher wages. There are all kinds of things that can make the nominal price of a product higher or lower than its natural price. However, Smith believes that prices tend to hover around the natural price over time.


    Chapter VII: Of the Wages of Labour


    Smith discusses his dismay with both corrupt businessmen and unions, though he admits that the latter are often more demonised by the public than the former. He says that the demands that unions make cannot be beneficial in the long term with changes in living standards and inflation.


    Smith argues that the wage of the worker must never fall below anything that they cannot survive on. This is because if the work is demanding and the reward is not sufficient, the number of workers will decrease, meaning the amount of production will decrease. Worse yet, if the worker cannot live off the wage, they will not be able to support a family, meaning the next generation of workers is never developed.


    Smith concludes by saying that wage workers are better than slaves as they are cheaper to maintain. However, he also adds his support of a work week, so that they may have time off at the weekend to rest, become more productive and purchase products.


    Chapter IX: Of the Profits of Stock


    When the market is opened, multiple producers will be competing with one another to sell their products. To be successful, they will have to lower their prices to attract consumers. The introduction of better trade allows for more competition from foreign entities, meaning that products will become cheaper and better quality to compete with one another. The consumer benefits from this competition.


    Chapter X: Of Wages and Profit in the Different Employments of Labour and Stock


    The wage of a job depends on the working conditions and the strain of the task. Some jobs are so off-putting that they require a high wage to attract workers, while others require specialised skills that require educated and experienced workers who command a higher wage.


    Smith lambasts government regulations in Britain that stifle competition and limit potential growth. An example he gives is that you need to work as an apprentice for seven years before becoming a licensed carpenter. Smith says this is the case just to keep carpenters’ wages up. There are similar regulations against the movement of goods and people between nations, cities and towns.


    These overbearing regulations in turn keep wages stagnant, but they also make the prices for goods and services higher. If there was more competition the quality of goods and services would increase and the prices would fall, benefitting everyone in the long run.


    Chapter XI: Of the Rent of Land


    Rent is connected to the price of essential goods, so as the price of food rises, so will rent for land used to grow said food. Rent will change with the value from what the land will bring, i.e. if the land is found to possess a valuable resource, then the rent will rise along with the tenant’s livelihood.


    BOOK II: OF THE NATURE, ACCUMULATION AND EMPLOYMENT OF STOCK


    Chapter I: Of the Division of Stock


    Savings can be used to partly invest in endeavours that can produce more money. There are two kinds of savings; the first allows you to purchase immediate goods, while the second allows you to invest in long-term goods. The latter version is referred as capital.
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    BOOK III: OF THE DIFFERENT PROGRESS OF OPULENCE IN DIFFERENT NATIONS


    

    

    

    

    

    

    

    

    

    

    

    
      	Towns provided markets where farmers could sell their produce, which gave them the motivation to produce more.


      	Merchants bought up a lot of the country land in the hope of making it profitable. This led them to buy up land that had been useless before so they could use it for agriculture


      	Cities created forms of good government that provided freedom and security to the people of the area.

    


    

    BOOK IV: OF SYSTEMS OF POLITICAL ECONOMY


    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    BOOK V: OF THE REVENUE OF THE SOVEREIGN OR COMMONWEALTH
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