The Wealth of Nations

B BEEEEEEN RS | An Inquiry into the Nature and Causes of the Wealth of Nations —
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Adam Smith, 1776

The book that founded modern economics and forever changed how
the world understands wealth, markets, and prosperity.




The World Before Smith

Mercantilism Protectionism

The dominant economic Tariffs, monopolies, and
doctrine — hoard gold, trade barriers kept wealth
restrict imports, dominate locked within borders
trade

Zero-Sum ThinKing

One nation's gain was seen as another's loss — trade as warfare
by other means
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Wealth Measured In
Gold, Not Goods

Before Smith, national power was counted in bullion — not in the
productive capacity of its people.
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— David Hume

Philosopher and close friend —

scepticism and human nature
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— Francis Hutcheson

Smith's mentor — moral
philosophy and the common
good

CONTEXT

The Scottish
Enlishtenment

A crucible of reason and empirical
inquiry — the intellectual soil from
which Smith's ideas grew.

— Reason & Observation

Science applied to society,
commerce, and human
behaviour



Smith's Radical
Insight

What is wealth, really? Smith's answer overturned centuries of
economic orthodoxy.




Wealth is
— Not Gold

Smith's central insight: a nation's wealth is its annual
productive output — the goods and services its people
create.

This anticipated the modern concept of Gross Domestic
Product (GDP) by nearly two centuries.

[JJ "The annual labour of every nation is the fund
which originally supplies it with all the
necessaries and conveniences of life."

MERCANTILISM

Trade
’ Restrictions

Wealth = Gold &
Silver Stockpiles

L. @-- Zero-sum

SMITH’S VIEW
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Wealth =
Productive Output
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4  The Real Wealth: A
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# - Nation's Output

Productive labour — not stored metal — is the true engine of national
prosperity.




FAMOUS EXAMPLE

The Pin Factory

Smith's celebrated opening illustration — a microcosm of the entire macroeconomic argument.

1 10 4800 4,800x

Pin per day Specialised workers Pins per day Productivity gain
A single worker performing Each performing one Output of the same 10 The transformative power of
every task alone dedicated step in the workers under division of specialisation

process labour



The Power of Specialisation

By dividing complex tasks into simpler, repeated operations, Smith showed that productivity does not merely improve — it multiplies.
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CORE CONCEPT

The Invisible
Hand

Individuals pursuing their own self-
interest unintentionally promote the
welfare of society as a whole.

e Prices act as signals — directing
resources to where they are most
needed

e No central authority required to
coordinate millions of decisions

e Competition aligns private incentive
with public benefit




The Invisible Hand
at Work

Order emerging from apparent chaos — the market's most elegant
and counterintuitive achievement.




Supply and Demand: The MarkKet's Natural
Regulator

Scarcity Raises
Prices

Prices Fall to
Balance
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Producers
Enter Market

Supply
Increases

How It Works

Prices carry information. When goods
are scarce, prices rise — signalling
producers to increase supply. When
goods are abundant, prices fall —
prompting consumers to buy more.

This self-correcting mechanism
ensures efficient allocation of
resources without central direction.



Challenging Mercantilism: The Case for Free
Trade

Against Tariffs Against Monopolies For Open Markets
Taxes on imports raise prices for Exclusive privileges destroy Free competition drives innovation,
consumers and protect inefficient competition, inflate prices, and lowers costs, and expands

producers reduce quality consumer choice internationally



Competition or
Constraint?

Smith's verdict was unequivocal: open markets serve the many;
monopolies serve only the few.




The Pillars of a
Prosperous Nation




KEY PRINCIPLE

Capital
Accumulation

Saving and investing — rather than
hoarding — is what drives lasting
economic growth.

e Investment in machinery and
technology multiplies labour's
output

e Secure property rights are the
prerequisite for any investment

e Capital accumulation creates a
virtuous cycle of growth




Labour, Capital, and National Wealth

Division of Labour

Specialisation raises the skill and
speed of every worker, compounding
output across the economy

Capital Investment

Machines and tools amplify what
labour can achieve, turning modest
effort into substantial output

National Prosperity

The combined effect: a rising standard
of living for the whole nation, not just
the privileged few



Productivity
Growth

Smith saw productivity not as a fixed quantity, but as a force that
compounds over time through investment and specialisation.




Natural Price vs. Market Price

Natural Price Market Price

The cost of production — wages paid to labour, rent Determined by supply and demand in the moment — it
paid for land, and profit returned to capital. fluctuates above or below the natural price.

The gravitational centre around which market prices Competition ensures the market price tends, over time,

orbit. back towards the natural price.



The Limits of
Government
Intervention




The Essential Functions of Government

Smith was not an anarchist. He believed government had three legitimate and vital roles.

9, g ai

Defence Justice Public Works
Protecting the nation from external Establishing laws, protecting Infrastructure, roads, bridges, and
military threats property rights, enforcing education too costly for private

contracts provision



= il
E——T |

Beyond these three pillars, Smith cautioned, government intervention
typically serves special interests — not the public good.



Critiques ot Mercantilist Policy

Luxury Taxes The Slave Trade Monopolies

Distort consumption, punish Smith condemned it as both Protected companies stifle
success, and often raise less morally indefensible and innovation, raise prices, and
revenue than anticipated whilst economically irrational — free ultimately impoverish the very
creating evasion labour is always more productive nation they claim to enrich

than coerced labour



Smith's Four Canons of Taxation

5T

Proportionality

Citizens should contribute in proportion to their
revenue and ability to pay

O

convenience

Levied at the time and in the manner most convenient
to the contributor

&

Certainty

The tax must be certain, not arbitrary — the amount,
timing, and manner fixed and clear

e

Efficiency

Should take as little as possible over and above what it
brings to the public treasury



e VALY {1 ‘CHAPTERG’
. WMl 2,

= Wz~ The Enduring
i =Ny Legacy




A Foundation for Classical Economics

The Wealth of Nations provided the theoretical
bedrock upon which two centuries of economic

thought were built.

— Free-Market Capitalism

The intellectual charter for market-based
economies worldwide

%

Industrialisation

A framework that explained and
encouraged the industrial revolution

Ricardo, Mill & Beyond

Every major economist who followed built
upon — or argued against — Smith's
foundations



From 1776 to Today

1776

Wealth of Nations published — immediately influential in
British political circles

1870s

Marginal Revolution refines Smith's price theory;
neoclassical economics emerges

Today

Debates between free markets and regulation remain
anchored in questions Smith first posed

1800s

Industrial Revolution validates division of labour; laissez-
faire becomes dominant policy doctrine

1944

Bretton Woods builds post-war global trade order on
Smithian free-trade principles
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Impact on
Policy and
Governance

o William Pitt the Younger cited Smith
directly in shaping British trade policy

e The Corn Law debates and their
eventual repeal (1846) were fought on
Smithian terms

e Therise of laissez-faire economics
as the dominant 19th-century
doctrine

e Free trade vs. protectionism remains
a live debate in every parliament
today



The Invisible Hand in the Modern World

Market Efficiency

(prices aggregate
mformatlon)

Still Relevant, Still Contested
Market

Fallures

Behavioural _ _
Economics Smith never claimed markets were perfect — only that they were usually

better than the alternative. Modern economics grapples with exactly the same

/l |\ @ tension.
K J \/ e Market failures (externalities, public goods, information asymmetries)

/

(pollutlon monopohes
public goods)

(irrational actors require policy responses

challenge assumptions . . . - . . .
g PioRE) e Yet overregulation recreates the very inefficiencies Smith diagnosed in

mercantilism

Regulatlon

<

(when and how government
should intervene)



The Invisible Hand 1
Today

From Silicon Valley to Singapore, the logic of markets — rewarding
innovation, penalising inefficiency — remains Smith's most powerful <

legacy. | 1
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Relevance in Today's Global Economy

Globalisation

International division of labour at
planetary scale — Smith's pin
factory writ large across
continents

Supply Chains

Complex global networks that
would have delighted Smith — and
whose fragility he might have
cautioned against

Free Trade Debates

From WTO agreements to Brexit —
the tension between openness
and protection Smith identified
persists



Smith envisioned an international economy of specialisation and
mutual gain — a vision more realised today than at any point in history.




Smith's Ideas in Action

East Asian Growth

Singapore, South Korea, and Taiwan
embraced open markets, property
rights, and export-led growth —
Smithian principles in practice

Competition Drives Innovation

The technology sector demonstrates
how competition — not monopoly —
accelerates innovation and drives
down prices

International Trade

Nations trading to comparative
advantage — each producing what it
does best — has lifted billions out of
poverty



Criticisms and Evolving Economic Thought

Inequality (Marx)
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Externalities (Pigou)

instability (Keynes)

Demand
management

Redistributive Environmental
economics economics
Macroeconomic Behavioural limits

(Kahneman)

... decision
grtey ittt free

. / behavioural
- bias

rational
choice

Irrational actors

Smith's Blind Spots

Smith's framework, groundbreaking as it was, could not anticipate every

challenge of the modern economy.

¢ Inequality: markets distribute efficiently, but not always fairly
o Externalities: pollution and social costs are not captured by prices alone
e Macroeconomics: Keynes showed aggregate demand could collapse

without intervention



Free Market or
Regulation?

W
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The tension Smith identified between market freedom and Wt
government intervention has never been resolved — it is the central W = II IIII II_llll Ll
debate of political economy. i




A Timeless Inquiry




The Enduring Power of Adam Smith's Vision

Liberty

Freedom to produce, trade, and consume without
arbitrary interference is the foundation of prosperity

Self-Interest

When properly channelled by institutions, private
incentive generates public benefit — the great paradox
of markets

Competition

Rivalry between producers — not monopoly or
protection — serves the interests of society as a whole

Common Good

Smith's ultimate aim was not profit, but the welfare of
ordinary people — cheaper goods, higher wages,
wider prosperity



"It is not from the benevolence of the butcher, the brewer, or the
baker that we expect our dinner, but from their regard to their own
interest."

— Adam Smith, The Wealth of Nations, 1776

Nearly 250 years on, no economist has more thoroughly shaped the
world we inhabit.




