Adam Smith (1723-1790) The Wealth of Nations (1776)

I. CONTEXT AND CONCERNS
· Scotland
· Writing during the Industrial Revolution in Europe and North America
· 1770 and stretches for about 50 years 
· Many major new machines are invented which becomes the basis for modern manufacturing…transforming economic life
· Industrial Revolution is connected to urbanization 
· Shift away from agriculture + hand-craft industries
· Major shift in population from rural to cities 
· Basis for the system of Capitalism
· First modern economist 
· Classical economist 
· Fundamental portion of Smith’s theories are economic… analyze the economy and then political institutions 
· Role of government is minimal/passive…mostly developed through the understanding of economics’ role in society 
· Defender of capitalist system 

II. GENERAL APPROACH 
· Economic approach to politics
· Result: laissez-faire view of government and economy
· Laissez-faire means you leave alone… government leaves economic system alone 
· Government is passive vis-a-vis economics 
· Minimum role for government; maximum for market/private enterprise
· Maximum space for markets and private enterprise
· Adam Smith= “Classical liberalism”/libertarianism/defence of capitalism 

III. HUMAN NATURE AND HUMAN RELATIONS
· 1) Basic tendency: “to truck, barter, and exchange” (pg. 455)
· Tendency to make deals…key to competitive active system
· Self-interest not good will… individuals enter into a relationship of exchange freely, not out of sympathy but just out of self-interest (need each other for goods, services) 
· 2) Division of labour  efficiency, via: dexterity, transition time, expert knowledge/invention 
· Similar vein found in Plato (division of labour)
· Industrial production…assembly line…extensive division of labour
· People completing specific tasks…specialize on one component of a task 
· 3) The law of supply and demand 
· Things you have that I need, vice versa 
· Laying out fundamentals of a competitive system 
· Humans as economic beings, seeking to maximize interest
· Rationality= economic rationality= using resources efficiently 
· The worst shame: bankruptcy
· Someone who is bankrupt is dependent… no longer able to offer anything to others (no goods or skills) 
· Re others: best to depend on their self-interest not good will 

IV. SOCIETY
· Bonds of society:
· Not benevolence but self-love/interest
· Choice and free contract, not traditional status
· Individual interests and social interest coincide
· The “invisible hand” 
· Letting everyone do what is best for themselves 
· Government exercises an invisible hand 
· Pg. 463, 464 
· Government should have:
· Police force
· An army
· Courts 
· … Certain public goods which government should provide
· Functions of Government (pg. 465) 
· Protect against foreign invasion (army)
· Protect against internal force, fraud, etc.
· Create, maintain “public goods”
· Ex. whatever not possible by individual, voluntary action (not logical or sensible)
· Market can’t do efficiently, whenever if some build/pay for x (light house), others can benefit without paying 
· [bookmark: _GoBack]Public roads within a city 

RECAP:
· First economist 
· Dealing with theory in Wealth of Nations 
· Individual self-interests is involved…motor throughout 
· Begins with dealing with the nature of the economy
· Theory of free market system: Capitalism 
· After the establishment of the economy, he turns to the function of government 
· Role of government is to be passive, laissez-faire 
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