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A) Historical Period—the DAWN of the Industrial Revolution
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i) Sir Isaac Newton



ii) Prevailing Economic Thought




a) Mercantilism




b) François Quesnay




c) David Hume

III) Problem Orientation


An Inquiry into the Nature and Causes of the Wealth of Nations, or,


Why do some economies grow rapidly and others don't?

IV) Smith’s Two Theories of Growth


Output Theory of Growth (Reading the Wealth of Nations)

Wage Theory of Growth (A modern interpretation of Smith’s words)
V) Application—Smith on Education


A) The Role of Competition

B) Signaling Theory

VI) Chicago versus Kirkcaldy Smith
VII) Public Policy Conclusions


A) Natural Liberty


B) Qualifications to Laissez Faire

VIII) Conclusion
I) Background


A) Biography

When did he live? Where? How? Was he rich or poor? What was his job?
Interesting facts about his life?
Any other things you remember from Heilbroner’s chapter on Smith?

B) Major Works

That’s so easy: _____ and _____.
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Adam Smith

‘The practice of reading the expansive tomes of the 18th century from cover to
cover seems 1o have almost wholly died out. Nowadays we read selections of
Gibbon, Johnson, and Hume and confine ourselves to the first ten chapters of
the Wealth of Nations. But one participant at the sesquicentennial commem-
oration of Smith’s book Tetd.of someone who actually read the whole volume:

Once upon a time there was a man who read the Wealth of Nations; not a
summary, nor a volume of selected passages, but the Weath of Nations itself.
He began with the Introduction, he read the famous first chapter on the division
of labor, the chapters on the origin and use of money, the prices of commodities,
the wages of labor, the profits of stock, the rent of land, and all the other well.
known economic portions of the first book, not omitting the long digression on
the fluctuation in the value of silver during the last four centuries, and the
statistical tables at the end. Having completed the first book he went on to the
second, not deterrred by the fact that it is supposed to contain an erroncous
theory of capital and an untenable distinction between productive and unpro-
ductive labor. In Book I1I he found an account of the economic development of
Europe since the fall of the Roman Empire, with digressions upon the various
phases of medieval life and civilization. In the fourth book he came upon
extended analyses and criticisms of the commercial and colonial policies of
European nations, and a whole battery of free trade arguments. Finally, he
attacked the long concluding book on the revenue of the sovereign. Here he
found even more varied and unexpected matters: an account of the different
‘methods of defense and of administering justice in primitive societies, and of the
origin and growth of standing armies in Europe; a history of education in the
Middle Ages and a criticism of eighteenth-century universities; a history of the
temporal power of the church, of the growth of public debts in modern nations,
of the mode of electing bishops in the ancient church; reflections as to the dis-
advantages of the division of labor, and — what is the main purpose of the
book — an_examination of principles of taxation and of systems of public
revenue. Time is too short to enumerate al that he found here before he finally
came to the concluding paragraphs, written during the opening events of the
American Revolution, concerning the duty of colonies to contribute towards the
expenses of the mother country.

Now, of course I may have exaggerated somewhat. There probably never was
any such man.
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Adam Smith and the Indust Revolution
Let us assume, in a triumph of hope over experlence, that people who read
s entire volume are not as rare as is sometimes believed. Before turning to
led review of the contents of the Wealth of Nations, however, we must
clear up one point. In his Introduction to the book, Adam Smith makes
that his leading theme is economic. development: the long-term force

hat

growth of income is made dependent, in the frst place, upon the scope of the
division of labor in a society, with division of labor so broadly defiped as o
include every thing we would nowadays call technical progress. No sooney hae he
descbed division of labor in ‘@ very trifling manufacture’ n the opening pages
of the work than e notes that industry generally affords greater senpe for
spectallzation than does agriculture and that rich countries usually exial 1y
manufacturing. ‘The prophet of the Industral Revolution’, ‘the spokesman of
manufacturing interests’, we are likely to mutter to ourselves, But this is ol
wrons! The whole book i diected against ‘the mean rapacity, the monopolising
t of merchants and manufacturers, who neither are, nor ought to be, the
rulers of mankind'. The merchants and master-manufactorers are the srchitects
of the hated Mercantile System, and there i virtually no indication in the ooty
of Nations tht these same men were even then launching England upon a new
ndustrial age. Indeed, there is nothing in the book to suggest that Adam S
Was aware that he was living in times of unusual economic change.

e speaks of ‘the invention of al those machines which faciltte and abridgs
Iabor” but gives concrete examples of innovations dating back o the Midcry
Ages, He talks of iron ore smeled with charcoal, although it was generally
smelted with coke by this time. And despite the fact that the lat revised aditio.
of the Wealth of Nations appeared in 1784, he nowhere mentions Kay's
{yshutdl, Hargreaves' spinning jenny, Crompton's mule, or Arknright's waer
frame, inventions that were revolutionizing the textile industry in the 1780c
James Watt, the inventor of the steam engine, was a personal acquaintance,
possibly a frend; the Boulton-Watt partnership was formed in 1775, yet Smih
neter refers to the successful commercial application of th steam engine to coal
mining n the late 1770s. As a matter of fuct, he took @ dim vew generally
of the speculaive trading of ‘projectors’ — innovators we would all theay - an
In Book Il of the Wealth of Nations condemned Scottish banks for extending
credit t0o liberally 10 the ‘sprited undertakings' that were being carred on 3
the thme in Scotland. Is this the language of a prophet of the Indunisl
Revolution?

When Toynbee gave currency to the term ‘Industrial Revolution® over
Sepanty-five years ago, he dated the onset of the movement at 1760, the yeay 1y
which the fumaces at the great Carron iron works were first lighted. But






II) Influences


A) Historical Period—the DAWN of the Industrial Revolution


B) Intellectual Influences



i) Sir Isaac Newton

Smith: Newton’s system was “the greatest discovery that was ever made by man.”


“Human society, when we contemplate it in a certain abstract and philosophical light, appears like a great, immense machine, whose regular and harmonious movements produce a thousand agreeable effects.”  TMS


ii) Prevailing Economic Thought




a) Mercantilism




b) François Quesnay




c) David Hume

III) Problem Orientation


An Inquiry into the Nature and Causes of the Wealth of Nations, or,


Why do some economies grow rapidly and others don't?

The source for our version of Smith’s Wealth of Nations is the Library of Economics and Liberty, at
http://www.econlib.org/LIBRARY/Smith/smWN.html

Watch your email for your writing assignment based on this reading.
