Adam SMITH
(1723-90)
An Inquiry into the Nature & Causes of the Wealth of Nations
(1776)
Introduction & Plan of the Work
1.
THE annual labour of every nation is the fund which originally supplies it with all the
necessaries and conveniences of life which it annually consumes, and which consist always, either in
the immediate produce of that labour, or in what is purchased with that produce from other nations.
2.
According therefore, as this produce, or what is purchased with it, bears a greater or smaller
proportion to the number of those who are to consume it, the nation will be better or worse supplied
with all the necessaries and conveniences for which it has occasion.
3.
But this proportion must in every nation be regulated by two different circumstances; first, by
the skill, dexterity, and judgment with which its labour is generally applied; and, secondly, by the
proportion between the number of those who are employed in useful labour, and that of those who are
not so employed. Whatever be the soil, climate, or extent of territory of any particular nation, the
abundance or scantiness of its annual supply must, in that particular situation, depend upon those two
circumstances.
4.
The abundance or scantiness of this supply too seems to depend more upon the former of those
two circumstances than upon the latter. Among the savage nations of hunters and fishers, every
individual who is able to work, is more or less employed in useful labour, and endeavours to provide,
as well as he can, the necessaries and conveniencies of life, for himself, or such of his family or tribe
as are either too old, or too young, or too infirm to go a hunting and fishing. Such nations, however,
are so miserably poor, that, from mere want, they are frequently reduced, or, at least, think themselves
reduced, to the necessity sometimes of directly destroying, and sometimes of abandoning their infants,
their old people, and those afflicted with lingering diseases, to perish with hunger, or to be devoured
by wild beasts. Among civilized and thriving nations, on the contrary, though a great number of
people do not labour at all, many of whom consume the produce of ten times, frequently of a hundred
times more labour than the greater part of those who work; yet the produce of the whole labour of the
society is so great, that all are often abundantly supplied, and a workman, even of the lowest and
poorest order, if he is frugal and industrious, may enjoy a greater share of the necessaries and
conveniences of life than it is possible for any savage to acquire.
(…)
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
1.
The greatest improvement in the productive powers of labour, and the greater part of the skill,
dexterity, and judgment with which it is anywhere directed, or applied, seem to have been the effects
of the division of labour.
(…)
3.
To take an example (…) from (…) the trade of the pin-maker; a workman not educated to this
business (which the division of labour has rendered a distinct trade), nor acquainted with the use of
the machinery employed in it (…), could scarce, perhaps, with his utmost industry, make one pin in a
day, and certainly could not make twenty. But in the way in which this business is now carried on,
not only the whole work is a peculiar trade, but it is divided into a number of branches, of which the
greater part are likewise peculiar trades. One man draws out the wire, another straights it, a third cuts
it, a fourth points it, a fifth grinds it at the top for receiving the head; to make the head requires two or
three distinct operations; to put it on, is a peculiar business, (…) and the important business of making
a pin is, in this manner, divided into about eighteen distinct operations, which, in some manufactories,
are all performed by distinct hands, though in others the same man will sometimes perform two or

Adam SMITH

The Wealth of Nations

2

three of them. I have seen a small manufactory of this kind where ten men only were employed (…).
But (…) they could, when they exerted themselves, make among them about twelve pounds of pins in
a day. There are in a pound upwards of four thousand pins of a middling size. Those ten persons,
therefore, could make among them upwards of forty-eight thousand pins in a day. Each person,
therefore,(…) might be considered as making four thousand eight hundred pins in a day. But if they
had all wrought separately and independently, (…) they certainly could not each of them have made
twenty (…).
4.
In every other art and manufacture, the effects of the division of labour are similar to what they
are in this very trifling one (…). The division of labour, (…) so far as it can be introduced, occasions,
in every art, a proportionable increase of the productive powers of labour. The separation of different
trades and employments from one to another, seems to have taken place, in consequence of this
advantage. This separation too is generally carried furthest in those countries which enjoy the highest
degree of industry and improvement; what is the work of one man, in a rude state of society, being
generally that of several in an improved one. In every improved society, the farmer is generally
nothing but a farmer; the manufacturer, nothing but a manufacturer. (…) The most opulent nations,
indeed, generally excel all their neighbours in agriculture as well as in manufactures; but they are
commonly more distinguished by their superiority in the latter than in the former. (…)
(…)
10. It is the great multiplication of the productions of all the different arts, in consequence of the
division of labour, which occasions, in a well-governed society, that universal opulence which
extends itself to the lowest ranks of the people. Every workman has a great quantity of his own work
to dispose of beyond what he himself has occasion for; and every other workman being exactly in the
same situation, he is enabled to exchange a great quantity of his own goods for a great quantity, or,
what comes to the same thing, for the price of a great quantity of theirs. (…) <Thus> a general plenty
diffuses itself through all the different ranks of the society.
(…)
Chapter II. Of the Principle which gives occasion to the Division of Labour
1.
This division of labour, from which so many advantages are derived, is not originally the effect
of any human wisdom, which foresees and intends that general opulence to which it gives occasion. It
is the necessary, though very slow and gradual consequence of a certain propensity in human nature
which has in view no such extensive utility; the propensity to truck, barter, and exchange one thing for
another.
2.
Whether this propensity be one of those original principles in human nature, of which no further
account can be given; or whether, as seems more probable, it be the necessary consequence of the
faculties of reason and speech, it belongs not to our present subject to enquire. It is common to all
men, and to be found in no other race of animals, which seem to know neither this nor any other
species of contracts. (…) In almost every other race of animals each individual, when it is grown up
to maturity, is entirely independent, and in its natural state has occasion for the assistance of no other
living creature. But 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 will be more likely to prevail if he can interest their
self-love in his favour, and show them that it is for their own advantage to do for him what he requires
of them. Whoever offers to another a bargain of any kind, proposes to do this. Give me that which I
want, and you shall have this which you want, is the meaning of every such offer; and it is in this
manner that we obtain from one another the far greater part of those good offices which we stand in
need of. 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. We address ourselves, not to their humanity but to
their self-love, and never talk to them of our own necessities but of their advantages. (…)
3.
As it is by treaty, by barter, and by purchase, that we obtain from one another the greater part of
those mutual good offices which we stand in need of, so it is this same trucking disposition which
originally gives occasion to the division of labour. In a tribe of hunters or shepherds a particular
person makes bows and arrows, for example, with more readiness and dexterity than any other. He
frequently exchanges them for cattle or for venison with his companions; and he finds at last that he
can in this manner get more cattle and venison, than if he himself went to the field to catch them.
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From a regard to his own interest therefore, the making of bows and arrows grows to be his chief
business, and he becomes a sort of armourer. (...)
(…)
Chapter III. That the Division of Labour is limited by the Extent of the Market
1.
As it is the power of exchanging that gives occasion to the division of labour, so the extent of
this division must always be limited by the extent of that power, or, in other words, by the extent of
the market. When the market is very small, no person can have any encouragement to dedicate
himself entirely to one employment, for want of the power to exchange all that surplus part of the
produce of his own labour, which is over and above his own consumption, for such parts of the
produce of other men's labour as he has occasion for.
(…)
Chapter IV. Of the Origin and Use of Money
1.
When the division of labour has been once thoroughly established, it is but a very small part of
a man’s wants which the produce of his own labour can supply. He supplies the far greater part of
them by exchanging that surplus part of the produce of his own labour, which is over and above his
own consumption, for such parts of the produce of other men’s labour as he has occasion for. Every
man thus lives by exchanging, or becomes in some measure a merchant, and the society itself grows
to be what is properly a commercial society.
2.
But when the division of labour first began to take place, this power of exchanging must
frequently have been very much clogged and embarrassed in its operations. One man, we shall
suppose, has more of a certain commodity than he himself has occasion for, while another has less.
The former consequently would be glad to dispose of, and the latter to purchase, a part of this
superfluity. But if this latter should chance to have nothing that the former stands in need of, no
exchange can be made between them. (…) In order to avoid the inconveniency of such situations,
every prudent man in every period of society, after the first establishment of the division of labour,
must naturally have endeavoured to manage his affairs in such a manner, as to have at all times by
him, besides the peculiar produce of his own industry, a certain quantity of some one commodity or
other , such as he imagined few people would be likely to refuse in exchange for the produce of their
industry.
3.
Many different commodities, it is probable, were successively both thought of and employed for
this purpose. In the rude ages of society, cattle are said to have been the common instrument of
commerce; and, though they must have been a most inconvenient one, yet in old times we find things
were frequently valued according to the number of cattle which had been given in exchange for them.
(…)
4.
In all countries, however, men seem at last to have been determined by irresistible reasons to
give the preference, for this employment, to metals above every other commodity. Metals can not
only be kept with as little loss as any other commodity, scarce any thing being less perishable than
they are, but they can likewise, without any loss, be divided into any number of parts, as by fusion
those parts can easily be re-united again; a quality which no other durable commodities possess, and
which more than any other quality renders them fit to be the instruments of commerce and circulation.
(...)
(...)
11. It is in this manner that money has become in all civilized nations the universal instrument of
commerce, by the intervention of which goods of all kinds are bought and sold, or exchanged for one
another.
12. What are the rules which men naturally observe in exchanging them either for money or for one
another, I shall now proceed to examine. These rules determine what may be called the relative or
exchangeable value of goods.
13. The word VALUE, it is to be observed, has two different meanings, and sometimes expresses the
utility of some particular object, and sometimes the power of purchasing other goods which the
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possession of that object conveys. The one may be called ‘value in use’; the other ‘value in
exchange’. The things which have the greatest value in use have frequently little or no value in
exchange; and, on the contrary, those which have the greatest value in exchange have frequently little
or no value in use. Nothing is more useful than water: but it will purchase scarce any thing; scarce
any thing can be had in exchange for it. A diamond, on the contrary, has scarce any value in use; but
very great quantity of other goods may frequently be had in exchange for it.
14. In order to investigate the principles which regulate the exchangeable value of commodities, I
shall endeavour to shew,
15. First, what is the real measure of this exchangeable value; or, wherein consists the real price of
all commodities.
16.

Secondly, what are the different parts of which this real price is composed or made up.

17. And lastly, what are the different circumstances which sometimes raise some or all of these
different parts of price above, and sometimes sink them below their natural or ordinary rate; or, what
are the causes which sometimes hinder the market price, that is, the actual price of commodities, from
coinciding exactly with what may be called their natural price.
18. I shall endeavour to explain, as fully and distinctly as I can, those three subjects in the three
following chapters …
Chapter V. Of the real and nominal Price of Commodities, or of their Price in
Labour, and their Price in Money
1.
Every man is rich or poor according to the degree in which he can afford to enjoy the
necessaries, conveniences, and amusements of human life. But after the division of labour has once
thoroughly taken place, it is but a very small part of these with which a man’s own labour can supply
him. The far greater part of them he must derive from the labour of other people, and he must be rich
or poor according to the quantity of that labour which he can command, or which he can afford to
purchase. The value of any commodity, therefore, to the person who possesses it, and who means not
to use or consume it himself, but to exchange it for other commodities, is equal to the quantity of
labour which it enables him to purchase or command. Labour, therefore, is the real measure of the
exchangeable value of all commodities.
2.
The real price of every thing, what every thing really costs to the man who wants to acquire it,
is the toil and trouble of acquiring it. What every thing is really worth to the man who has acquired it,
and who wants to dispose of it or exchange it for something else, is the toil and trouble which it can
save to himself, and which it can impose upon other people. What is bought with money or with
goods is purchased by labour as much as what we acquire by the toil of our own body. That money or
those goods indeed save us this toil. They contain the value of a certain quantity of labour which we
exchange for what is supposed at the time to contain the value of an equal quantity. Labour was the
first price, the original purchase-money that was paid for all things. It was not by gold or by silver,
but by labour, that all the wealth of the world was originally purchased; and its value, to those who
possess it and who want to exchange it for some new productions, is precisely equal to the quantity of
labour which it can enable them to purchase or command.
(…)
4.
But though labour be the real measure of the exchangeable value of all commodities, it is not
that by which their value is commonly estimated. It is often difficult to ascertain the proportion
between two different quantities of labour. (…) It is adjusted (…), not by any accurate measure, but
by the higgling and bargaining of the market, according to that sort of rough equality which, though
not exact, is sufficient for carrying on the business of common life.
5.
Every commodity besides, is more frequently exchanged for, and thereby compared with, other
commodities than with labour. It is more natural, therefore, to estimate its exchangeable value by the
quantity of some other commodity than by that of the labour which it can purchase. (…)
6.
But when barter ceases, and money has become the common instrument of commerce, every
particular commodity is more frequently exchanged for money than for any other commodity. (…)
Hence it comes to pass, that the exchangeable value of every commodity is more frequently estimated
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by the quantity of money, than by the quantity either of labour or of any other commodity which can
be had in exchange for it.
7.
Gold and silver, however, like every other commodity, vary in their value, are sometimes
cheaper and sometimes dearer, sometimes of easier and sometimes of more difficult purchase. The
quantity of labour which any particular quantity of them can purchase or command, or the quantity of
other goods which it will exchange for, depends always upon the fertility or barrenness of the mines
which happen to be known about the time when such exchanges are made. (…) But as a measure of
quantity, such as the natural foot, fathom, or handful, which is continually varying in its own quantity,
can never be an accurate measure of the quantity of other things; so a commodity which is itself
continually varying in its own value, can never be an accurate measure of the value of other
commodities. Equal quantities of labour, at all times and places, may be said to be of equal value to
the labourer. In his ordinary state of health, strength and spirits; in the ordinary degree of his skill
and dexterity, he must always lay down the same portion of his ease, his liberty, and his happiness.
The price which he pays must always be the same, whatever may be the quantity of goods which he
receives in return for it. Of these, indeed, it may sometimes purchase a greater and sometimes a
smaller quantity; but it is their value which varies, not that of the labour which purchases them. (…)
Labour alone, therefore, never varying in its own value, is alone the ultimate and real standard by
which the value of all commodities can at all times and places be estimated and compared. It is their
real price; money is their nominal price only.
8.
But though equal quantities of labour are always of equal value to the labourer, yet to the person
who employs him they appear sometimes to be of greater and sometimes of smaller value. He
purchases them sometimes with a greater and sometimes with a smaller quantity of goods, and to him
the price of labour seems to vary like that of all other things. It appears to him dear in the one case,
and cheap in the other. In reality, however, it is the goods which are cheap in the one case, and dear
in the other.
9.
In this popular sense, therefore, labour, like commodities, may be said to have a real and a
nominal price. Its real price may be said to consist in the quantity of the necessaries and
conveniencies of life which are given for it; its nominal price, in the quantity of money. The labourer
is rich or poor, is well or ill rewarded, in proportion to the real, not to the nominal price of his labour.
10. The distinction between the real and the nominal price of commodities and labour, is not a
matter of mere speculation, but may sometimes be of considerable use in practice. The same real
price is always of the same value; but on account of the variations in the value of gold and silver, the
same nominal price is sometimes of very different values. (…)
(…)
15. Equal quantities of labour will at distant times be purchased more nearly with equal quantities
of corn, the subsistence of the labourer, than with equal quantities of gold and silver, or perhaps of
any other commodity. Equal quantities of corn, therefore, will, at distant times, be more nearly of the
same real value, or enable the possessor to purchase or command more nearly the same quantity of the
labour of other people. (…)
16. Though the real value of a corn rent (…) varies much less from century to century than that of a
money rent, it varies much more from year to year. (…)
17. Labour, therefore, it appears evidently, is the only universal, as well as the only accurate
measure of value, or the only standard by which we can compare the values of different commodities
at all times and at all places. We cannot estimate, it is allowed, the real value of different
commodities from century to century by the quantities of silver which were given for them. We
cannot estimate it from year to year by the quantities of corn. By the quantities of labour we can, with
the greatest accuracy, estimate it both from century to century and from year to year. (…)
(…)
19. At the same time and place the real and the nominal price of all commodities are exactly in
proportion to one another. The more or less money you get for any commodity, in the London
market, for example, the more or less labour it will at that time and place enable you to purchase or
command. At the same time and place, therefore, money is the exact measure of the real
exchangeable value of all commodities. It is so, however, at the same time and place only.
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20. Though at distant places, there is no regular proportion between the real and the money price of
commodities, yet the merchant who carries goods from the one to the other has nothing to consider
but their money price, or the difference between the quantity of silver for which he buys them, and
that for which he is likely to sell them. (…)
21. As it is the nominal or money price of goods, therefore, which finally determines the prudence
or imprudence of all purchases and sales, and thereby regulates almost the whole business of common
life in which price is concerned, we cannot wonder that it should have been so much more attended to
than the real price.
(…)
Chapter VI. Of the component Parts of the Price of Commodities
1.
In that early and rude state of society which precedes both the accumulation of stock <i.e.
capital> and the appropriation of land, the proportion between the quantities of labour necessary for
acquiring different objects seems to be the only circumstance which can afford any rule for
exchanging them for one another. If among a nation of hunters, for example, it usually costs twice the
labour to kill a beaver which it does to kill a deer, one beaver should naturally exchange for or be
worth two deer. It is natural that what is usually the produce of two days or two hours labour, should
be worth double of what is usually the produce of one day’s or one hour’s labour.
(…)
4.
In this state of things, the whole produce of labour belongs to the labourer; and the quantity of
labour commonly employed in acquiring or producing any commodity, is the only circumstance
which can regulate the quantity of labour which it ought commonly to purchase, command, or
exchange for.
5.
As soon as stock has accumulated in the hands of particular persons, some of them will
naturally employ it in setting to work industrious people, whom they will supply with materials and
subsistence, in order to make a profit by the sale of their work, or by what their labour adds to the
value of the materials. In exchanging the complete manufacture either for money, for labour, or for
other goods, over and above what may be sufficient to pay the price of the materials, and the wages of
the workmen, something must be given for the profits of the undertaker of the work who hazards his
stock in this adventure. The value which the workmen add to the materials, therefore, resolves itself
in this case into two parts, of which the one pays their wages, the other the profits of their employer
upon the whole stock of materials and wages which he advanced. He could have no interest to
employ them, unless he expected from the sale of their work something more than what was sufficient
to replace his stock to him; and he could have no interest to employ a great stock rather than a small
one, unless his profits were to bear some proportion to the extent of his stock.
6
The profits of stock, it may perhaps be thought, are only a different name for the wages of a
particular sort of labour, the labour of inspection and direction. They are, however, altogether
different, are regulated by quite different principles, and bear no proportion to the quantity, the
hardship, or the ingenuity of this supposed labour of inspection and direction. They are regulated
altogether by the value of the stock employed, and are greater or smaller in proportion to the extent of
this stock. (…) In the price of commodities, therefore, the profits of stock constitute a component
part altogether different from the wages of labour, and regulated by quite different principles.
7.
In this state of things, the whole produce of labour does not always belong to the labourer. He
must in most cases share it with the owner of the stock which employs him. Neither is the quantity of
labour commonly employed in acquiring or producing any commodity, the only circumstance which
can regulate the quantity which it ought commonly to purchase, command, or exchange for. An
additional quantity, it is evident, must be due for the profits of the stock which advanced the wages
and furnished the materials of that labour.
8.
As soon as the land of any country has all become private property, the landlords, like all other
men, love to reap where they never sowed, and demand a rent even for its natural produce. The wood
of the forest, the grass of the field, and all the natural fruits of the earth, which, when land was in
common, cost the labourer only the trouble of gathering them, come, even to him, to have an
additional price fixed upon them. He must then pay for the licence to gather them; and must give up
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to the landlord a portion of what his labour either collects or produces. This portion, or, what comes
to the same thing, the price of this portion, constitutes the rent of land, and in the price of the greater
part of commodities makes a third component part.
9.
The real value of all the different component parts of price, it must be observed, is measured by
the quantity of labour which they can, each of them, purchase or command. Labour measures the
value not only of that part of price which resolves itself into labour, but of that which resolves itself
into rent, and of that which resolves itself into profit.
10. In every society the price of every commodity finally resolves itself into some one or other, or
all of those three parts; and in every improved society, all the three enter more or less, as component
parts, into the price of the far greater part of commodities.
(…)
17. As the price or exchangeable value of every particular commodity, taken separately, resolves
itself into some one or other or all of those three parts; so that of all the commodities which compose
the whole annual produce of the labour of every country, taken complexly, must resolve itself into the
same three parts, and be parcelled out among different inhabitants of the country, either as the wages
of their labour, the profits of their stock, or the rent of their land. The whole of what is annually either
collected or produced by the labour of every society, or what comes to the same thing, the whole price
of it, is in the manner originally distributed among some of its different members. Wages, profit, and
rent, are the three original sources of all revenue as well as of all exchangeable value. All other
revenue is ultimately derived from some one or other of these.
18. (…) All taxes, and all the revenue which is founded upon them, all salaries, pensions, and
annuities of every kind, are ultimately derived from some one or other of these three original sources
of revenue, and are paid either immediately or mediately from the wages of labour, the profits of
stock, or the rent of land.
(…)
Chapter VII. Of the natural and market Price of Commodities
1.
There is in every society or neighbourhood an ordinary or average rate both of wages and profit
in every different employment of labour and stock. This rate is naturally regulated, as I shall show
hereafter, partly by the general circumstances of the society, their riches or poverty, their advancing,
stationary, or declining condition; and partly by the particular nature of each employment.
2.
There is likewise in every society or neighbourhood an ordinary or average rate of rent, which is
regulated too (…), partly by the general circumstances of the society or neighbourhood in which the
land is situated, and partly by the natural or improved fertility of the land.
3.
These ordinary or average rates may be called the natural rates of wages, profit, and rent, at the
time and place in which they commonly prevail.
4.
When the price of any commodity is neither more nor less than what is sufficient to pay the rent
of the land, the wages of the labour, and the profits of the stock employed in raising, preparing, and
bringing it to market, according to their natural rates, the commodity is then sold for what may be
called its natural price.
5.
The commodity is then sold precisely for what it is worth, or for what it really costs the person
who brings it to market; (…) yet if he sells it at a price which does not allow him the ordinary rate of
profit in his neighbourhood, he is evidently a loser by the trade; since by employing his stock in some
other way he might have made that profit. (…)
6.
Though the price, therefore, which leaves him this profit, is not always the lowest at which a
dealer may sometimes sell his goods, it is the lowest at which he is likely to sell them for any
considerable time; at least where there is perfect liberty, or where he may change his trade as often as
he pleases.
7.
The actual price at which any commodity is commonly sold is called its market price. It may
either be above, or below, or exactly the same with its natural price.
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8.
The market price of every particular commodity is regulated by the proportion between the
quantity which is actually brought to market, and the demand of those who are willing to pay the
natural price of the commodity, or the whole value of the rent, labour, and profit, which must be paid
in order to bring it thither. Such people may be called the effectual demanders, and their demand the
effectual demand; (…)
9.
When the quantity of any commodity which is brought to market falls short of the effectual
demand, all those who are willing to pay the whole value of the rent, wages, and profit, which must be
paid in order to bring it thither, cannot be supplied with the quantity which they want. Rather than
want it altogether, some of them will be willing to give more. A competition will immediately begin
among them, and the market price will rise more or less above the natural price, according as either
the greatness of the deficiency, or the wealth and wanton luxury of the competitors, happen to animate
more or less the eagerness of the competition. (…)
10. When the quantity brought to market exceeds the effectual demand, it cannot be all sold to those
who are willing to pay the whole value of the rent, wages and profit, which must be paid in order to
bring it thither. Some part must be sold to those who are willing to pay less, and the low price which
they give for it must reduce the price of the whole. The market price will sink more or less belong the
natural price, according as the greatness of the excess increases more or less the competition of the
sellers, or according as it happens to be more or less important to them to get immediately rid of the
commodity. The same excess in the importation of perishable, will occasion a much greater
competition than in that of durable commodities; in the importation of oranges, for example, than in
that of old iron.
11. When the quantity brought to market is just sufficient to supply the effectual demand and no
more, the market price naturally comes to be either exactly, or as nearly as can be judged of, the same
with the natural price. The whole quantity upon hand can be disposed of for this price, and cannot be
disposed of for more. The competition of the different dealers obliges them all to accept of this price,
but does not oblige them to accept of less.
12. The quantity of every commodity brought to market naturally suits itself to the effectual
demand. It is the interest of all those who employ their land, labour, or stock, in bringing any
commodity to market, that the quantity never should exceed the effectual demand; and it is the
interest of all other people that it never should fall short of that demand.
13. If at any time it exceeds the effectual demand, some of the component parts of its price must be
paid below their natural rate. If it is rent, the interest of the landlords will immediately prompt them
to withdraw a part of their land; and if it is wages or profit, the interest of the labourers in the one
case, and of their employers in the other, will prompt them to withdraw a part of their labour or stock
from this employment. The quantity brought to market will soon be no more than sufficient to supply
the effectual demand. All the different parts of its price will rise to their natural rate, and the whole
price to its natural price.
14. If, on the contrary, the quantity brought to market should at any time fall short of the effectual
demand, some of the component parts of its price must rise above their natural rate. If it is rent, the
interest of all other landlords will naturally prompt them to prepare more land for the raising of this
commodity; if it is wages or profit, the interest of all other labourers and dealers will soon prompt
them to employ more labour and stock in preparing and bringing it to market. The quantity brought
thither will soon be sufficient to supply the effectual demand. All the different parts of its price will
soon sink to their natural rate, and the whole price to its natural price.
15. The natural price, therefore, is, as it were, the central price, to which the prices of all
commodities are continually gravitating. Different accidents may sometimes keep them suspended a
good deal above it, and sometimes force them down even somewhat below it. But whatever may be
the obstacles which hinder them from settling in this center of repose and continuance, they are
constantly tending towards it.
16. The whole quantity of industry annually employed in order to bring any commodity to market,
naturally suits itself in this manner to the effectual demand. It naturally aims at bringing always that
precise quantity thither which may be sufficient to supply, and no more than supply, that demand.
(…)
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30. The market price of any particular commodity, though it may continue long above, can seldom
continue long below its natural price. Whatever part of it was paid below the natural rate, the persons
whose interest it affected would immediately feel the loss, and would immediately withdraw either so
much land, or so much labour, or so much stock, from being employed about it, that the quantity
brought to market would soon be no more than sufficient to supply the effectual demand. Its market
price, therefore, would soon rise to the natural price. This at least would be the case where there was
perfect liberty.
(…)
33. The natural price itself varies with the natural rate of each of its component parts, of wages,
profit, and rent; and in every society this rate varies according to their circumstances, according to
their riches or poverty, their advancing, stationary, or declining condition. (…)
(…)
Chapter VIII. Of the Wages of Labour
1.

The produce of labour constitutes the natural recompense or wages of labour.

2.
In that original state of things, which precedes both the appropriation of land and the
accumulation of stock, the whole produce of labour belongs to the labourer. He has neither landlord
nor master to share with him.
(…)
5.
But this original state of things, in which the labourer enjoyed the whole produce of his own
labour, could not last beyond the first introduction of the appropriation of land and the accumulation
of stock. (…)
6.
As soon as land becomes private property, the landlord demands a share of almost all the
produce which the labourer can either raise, or collect from it. His rent makes the first deduction from
the produce of the labour which is employed upon land.
7.
It seldom happens that the person who tills the ground has wherewithal to maintain himself till
he reaps the harvest. His maintenance is generally advanced to him from the stock of a master, the
farmer who employs him, and who would have no interest to employ him, unless he was to share in
the produce of his labour, or unless his stock was to be replaced to him with a profit. This profit
makes a second deduction from the produce of the labour which is employed upon land.
8.
The produce of almost all other labour is liable to the like deduction of profit. In all arts and
manufactures the greater part of the workmen stand in need of a master to advance them the materials
of their work, and their wages and maintenance till it be completed. He shares in the produce of their
labour, or in the value which it adds to the materials upon which it is bestowed; and in this share
consists his profit.
(…)
11. What are the common wages of labour depends everywhere upon the contract usually made
between those two parties, whose interests are by no means the same. The workmen desire to get as
much, the masters to give as little as possible. The former are disposed to combine in order to raise,
the latter in order to lower the wages of labour.
12. It is not, however, difficult to foresee which of the two parties must, upon all ordinary
occasions, have the advantage in the dispute, and force the other into a compliance with their terms.
The masters, being fewer in number, can combine much more easily; and the law, besides, authorises,
or at least does not prohibit their combinations, while it prohibits those of the workmen. We have no
acts of parliament against combining to lower the price of work; but many against combining to raise
it. In all such disputes the masters can hold out much longer. A landlord, a farmer, a master
manufacturer, or merchant, though they did not employ a single workman, could generally live a year
or two upon the stocks which they have already acquired. Many workmen could not subsist a week,
few could subsist a month, and scarce any a year without employment. In the long-run the workman
may be as necessary to his master as his master is to him; but the necessity is not so immediate.
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13. We rarely hear, it has been said, of the combinations of masters; though frequently of those of
workmen. But whoever imagines, upon this account, that masters rarely combine, is as ignorant of
the world as of the subject. Masters are always and every where in a sort of tacit, but constant and
uniform combination, not to raise the wages of labour above their actual rate. To violate this
combination is every where a most unpopular action, and a sort of reproach to a master among his
neighbours and equals. We seldom, indeed, hear of this combination, because it is the usual, and one
may say, the natural state of things which nobody ever hears of. Masters too sometimes enter into
particular combinations to sink the wages of labour even below this rate. These are always conducted
with the utmost silence and secrecy, till the moment of execution, and when the workmen yield, as
they sometimes do, without resistance, though severely felt by them, they are never heard of by other
people. (…)
14. But though in disputes with their workmen, masters must generally have the advantage, there is
however a certain rate below which it seems impossible to reduce, for any considerable time, the
ordinary wages even of the lowest species of labour.
15. A man must always live by his work, and his wages must at least be sufficient to maintain him.
They must even upon most occasions be somewhat more; otherwise it would be impossible for him to
bring up a family, and the race of such workmen could not last beyond the first generation. Mr.
Cantillon1 seems, upon this account, to suppose that the lowest species of common labourers must
everywhere earn at least double their own maintenance, in order that one with another they may be
enabled to bring up two children; the labour of the wife, on account of her necessary attendance on the
children, being supposed no more than sufficient to provide for herself. But one-half the children
born, it is computed, die before the age of manhood. The poorest labourers, therefore, according to
this account, must, one with another, attempt to rear at least four children, in order that two may have
an equal chance of living to that age. But the necessary maintenance of four children, it is supposed,
may be nearly equal to that of one man. The labour of an able-bodied slave, the same author adds, is
computed to be worth double his maintenance; and that of the meanest labourer, he thinks, cannot be
worth less than that of an able-bodied slave. Thus far at least seems certain, that, in order to bring up
a family, the labour of the husband and wife together must, even in the lowest species of common
labour, be able to earn something more than what is precisely necessary for their own maintenance,
but in what proportion, whether in that above-mentioned, or in any other, I shall not take upon me to
determine.
16. There are certain circumstances, however, which sometimes give the labourers an advantage,
and enable them to raise their wages considerably above this rate; evidently the lowest which is
consistent with common humanity.
17. When in any country the demand for those who live by wages – labourers, journeymen
[qualified mechanic or artisan], servants of every kind – is continually increasing; when every year
furnishes employment for a greater number than had been employed the year before, the workmen
have no occasion to combine in order to raise their wages. The scarcity of hands occasions a
competition among masters, who bid against one another, in order to get workmen, and thus
voluntarily break through the natural combination of masters not to raise wages.
18. The demand for those who live by wages, it is evident, cannot increase but in proportion to the
increase of the funds which are destined for the payment of wages. These funds are of two kinds;
first, the revenue which is over and above what is necessary for the maintenance; and, secondly, the
stock which is over and above what is necessary for the employment of their masters.
19. When the landlord (...) or monied man has a greater revenue than what he judges sufficient to
maintain his own family, he employs either the whole or a part of the surplus in maintaining one or
more menial servants. Increase this surplus, and he will naturally increase the number of those
servants.
20. When an independent workman, such as a weaver or shoemaker, has got more stock than what
is sufficient to purchase the materials of his own work, and to maintain himself till he can dispose of
1

<Richard Cantillon, 1755, Essai sur la Nature du Commerce, citing calculations by Edmond Halley, 1693, “An
estimate of the degrees of mortality of mankind, drawn from curious tables of the births and funerals at the city
of Breslau; with an attempt to ascertain the price of annuities upon lives”, Philosophical Transactions of the
Royal Society, 17: 596-610, 654-6. See Ian Hacking, 1975, The Emergence of Probability.>
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it, he naturally employs one or more journeymen with the surplus, in order to make a profit by their
work. Increase this surplus, and he will naturally increase the number of his journeymen.
21. The demand for those who live by wages, therefore, necessarily increases with the increase of
the revenue and stock of every country, and cannot possibly increase without it. The increase of
revenue and stock is the increase of national wealth. The demand for those who live by wages,
therefore, naturally increases with the increase of national wealth, and cannot possibly increase
without it.
22. It is not the actual greatness of national wealth, but its continual increase, which occasions a rise
in the wages of labour. It is not, accordingly, in the richest countries, but in the most thriving, or in
those which are growing rich the fastest, that the wages of labour are highest. England is certainly, in
the present times, a much richer country than any part of North America. The wages of labour,
however, are much higher in North America than in any part of England. (...)
23. But though North America is not yet so rich as England, it is much more thriving, and
advancing with much greater rapidity to the further acquisition of riches. The most decisive mark of
the prosperity of any country is the increase of the number of its inhabitants. In Great Britain, and
most other European countries, they are not supposed to double in less than five hundred years. In the
British colonies in North America, it has been found, that they double in twenty or five-and-twenty
years. Nor in the present times is this increase principally owing to the continual importation of new
inhabitants, but to the great multiplication of the species. Those who live to old age, it is said,
frequently see there from fifty to a hundred, and sometimes many more, descendants from their own
body. Labour is there so well rewarded that a numerous family of children, instead of being a burden
is a source of opulence and prosperity to the parents. A young widow with four or five young
children, who, among the middling or inferior ranks of people in Europe, would have so little chance
for a second husband, is there frequently courted as a sort of fortune. The value of children is the
greatest of all encouragements to marriage. We cannot, therefore, wonder that the people in North
America should generally marry very young. Notwithstanding the great increase occasioned by such
early marriages, there is a continual complaint of the scarcity of hands in North America. The
demand for labourers, the funds destined for maintaining them, increase, it seems, still faster than they
can find labourers to employ.
24. Though the wealth of a country should be very great, yet if it has been long stationary, we must
not expect to find the wages of labour very high in it. The funds destined for the payment of wages,
the revenue and stock of its inhabitants, may be of the greatest extent, but if they have continued for
several centuries of the same, or very nearly of the same extent, the number of labourers employed
every year could easily supply, and even more than supply, the number wanted the following year.
There could seldom be any scarcity of hands, nor could the masters be obliged to bid against one
another in order to get them. The hands, on the contrary, would, in this case, naturally multiply
beyond their employment. There would be a constant scarcity of employment, and the labourers
would be obliged to bid against one another in order to get it. If in such a country the wages of labour
had ever been more than sufficient to maintain the labourer, and to enable him to bring up a family,
the competition of the labourers and the interest of the masters would soon reduce them to this lowest
rate which is consistent with common humanity. China has been long one of the richest, that is, one
of the most fertile, best cultivated, most industrious, and most populous countries in the world. It
seems, however to have been long stationary. Marco Polo, who visited it more than five hundred
years ago, describes its cultivation, industry, and populousness, almost in the same terms in which
they are described by travellers in the present times. It had perhaps, even long before his time,
acquired that full complement of riches which the nature of its laws and institutions permits it to
acquire. The accounts of all travellers, inconsistent in many other respects, agree in the low wages of
labour, and in the difficulty which a labourer finds in bringing up a family in China. If by digging the
ground a whole day he can get what will purchase a small quantity of rice in the evening, he is
contented. The condition of artificers is, if possible, still worse. Instead of waiting indolently in their
work-houses, for the calls of their customers, as in Europe, they are continually running about the
streets with the tools of their respective trades, offering their service, and as it were begging
employment. The poverty of the lower ranks of people in China far surpasses that of the most
beggarly nations in Europe. (…)
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25. China, however, though it may perhaps stand still, does not seem to go backwards. Its towns
are nowhere deserted by their inhabitants. The lands which had once been cultivated are nowhere
neglected. The same or very nearly the same annual labour must therefore continue to be performed,
and the funds destined for maintaining it must not, consequently, be sensibly diminished. The lowest
class of labourers, therefore, notwithstanding their scanty subsistence, must some way or another
make shift to continue their race so far as to keep up their usual numbers.
26. But it would be otherwise in a country where the funds destined for the maintenance of labour
were sensibly decaying. Every year the demand for servants and labourers would, in all the different
classes of employments, be less than it had been the year before. Many who had been bred in the
superior classes, not being able to find employment in their own business, would be glad to seek it in
the lowest. The lowest class being not only overstocked with its own workmen, but with the
overflowings of all the other classes, the competition for employment would be so great in it, as to
reduce the wages of labour to the most miserable and scanty subsistence of the labourer. Many would
not be able to find employment even upon these hard terms, but would either starve, or be driven to
seek a subsistence either by begging, or by the perpetration perhaps of the greatest enormities. Want,
famine, and mortality would immediately prevail in that class, and from thence extend themselves to
all the superior classes, till the number of inhabitants in the country was reduced to what could easily
be maintained by the revenue and stock which remained in it, and which had escaped either the
tyranny or calamity which had destroyed the rest. This perhaps is nearly the present state of Bengal,
and of some of the English settlements in the East Indies. (…)
27. The liberal reward of labour, therefore, as it is the necessary effect, so it is the natural symptom
of increasing national wealth. The scanty maintenance of the labouring poor, on the other hand, is the
natural symptom that things are at a stand, and their starving condition that they are going fast
backwards.
(...)
35. The real recompense of labour, the real quantity of the necessaries and conveniences of life
which it can procure to the labourer, has, during the course of the present century, increased perhaps
in a still greater proportion than its money price. Not only grain has become somewhat cheaper, but
many other things from which the industrious poor derive an agreeable and wholesome variety of
food, have become a great deal cheaper. (...)
36. Is this improvement in the circumstances of the lower ranks of the people to be regarded as an
advantage or as an inconveniency to the society? The answer seems at first sight abundantly plain.
Servants, labourers and workmen of different kinds, make up the far greater part of every great
political society. But what improves the circumstances of the greater part can never be regarded as an
inconveniency to the whole. No society can surely be flourishing and happy, of which the far greater
part of the members are poor and miserable. It is but equity, besides, that they who feed, clothe and
lodge the whole body of the people, should have such a share of the produce of their own labour as to
be themselves tolerably well fed, clothed and lodged.
37. Poverty, though it no doubt discourages, does not always prevent marriage. It seems even to be
favourable to generation. A half-starved Highland woman [of Scotland] frequently bears more than
twenty children, while a pampered fine lady is often incapable of bearing any, and is exhausted by
two or three. Barrenness, so frequent among women of fashion, is very rare among those of inferior
station. Luxury in the fair sex, while it enflames passion for enjoyment, seems always to weaken, and
frequently to destroy altogether, the powers of generation.
38. But poverty, though it does not prevent the generation, is extremely unfavourable to the rearing
of children. The tender plant is produced, but in so cold a soil and so severe a climate, soon withers
and dies. It is not uncommon, I have been frequently told, in the Highlands of Scotland for a mother
who has borne twenty children not to have two alive. (...) This great mortality, however, will
everywhere be found chiefly among the children of the common people, who cannot afford to tend
them with the same care as those of better station. Though their marriages are generally more fruitful
than those of people of fashion, a smaller proportion of their children arrive at maturity. (...)
39. Every species of animals naturally multiplies in proportion to the means of their subsistence,
and no species can ever multiply beyond it. But in civilized society it is only among the inferior ranks
of people that the scantiness of subsistence can set limits to the further multiplication of the human
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species; and it can do so in no other way than by destroying a great part of the children which their
fruitful marriages produce.
40. The liberal reward of labour, by enabling them to provide better for their children, and
consequently to bring up a greater number, naturally tends to widen and extend those limits. It
deserves to be remarked too, that it necessarily does this as nearly as possible in the proportion which
the demand for labour requires. If this demand is continually increasing, the reward of labour must
necessarily encourage in such a manner the marriage and multiplication of labourers, as may enable
them to supply that continually increasing demand by a continually increasing population. If the
reward should at any time be less than what was requisite for this purpose, the deficiency of hands
would soon raise it; and if it should at any time be more, their excessive multiplication would soon
lower it to this necessary rate. The market would be so much under-stocked with labour in the one
case, and so much over-stocked in the other, as would soon force back its price to that proper rate
which the circumstance of the society required. It is in this manner that the demand for men, like that
for any other commodity, necessarily regulates the production of men; quickens it when it goes on
too slowly, and stops it when it advances too fast. It is this demand which regulates and determines
the state of propagation in all the different countries of the world, in North America, in Europe, and in
China; which renders it rapidly progressive in the first, slow and gradual in the second, and altogether
stationary in the last.
41. The wear and tear of a slave, it has been said, is at the expense of his master; but that of a free
servant is at his own expense. The wear and tear of the latter, however, is, in reality, as much at the
expense of his master as that of the former. The wages made to journeymen and servants of every
kind must be such as may enable them, one with another, to continue the race of journeymen and
servants, according as the increasing, diminishing, or stationary demand of the society may happen to
require. But though the wear and tear of a free servant be equally at the expense of his master, it
generally costs him much less than that of a slave. The fund destined for replacing or repairing, if I
may say so, the wear and tear of the slave, is commonly managed by a negligent master or careless
overseer. That destined for performing the same office with regard to the free man, is managed by the
free man himself. The disorders which generally prevail in the economy of the rich, naturally
introduce themselves into the management of the former: the strict frugality and parsimonious
attention of the poor as naturally establish themselves in that of the latter. Under such different
management, the same purpose must require very different degrees of expense to execute it. It
appears, accordingly, from the experience of all ages and nations, I believe, that the work done by
freemen comes cheaper in the end than that performed by slaves. It is found to do so even at Boston,
New York, and Philadelphia, where the wages of common labour are so very high.
42. The liberal reward of labour, therefore, as it is the effect of increasing wealth, so it is the cause
of increasing population. To complain of it is to lament over the necessary effect and cause of the
greatest public prosperity.
43. It deserves to be remarked, perhaps, that it is in the progressive state, while the society is
advancing to the further acquisition, rather than when it has acquired its full complement of riches,
that the condition of the labouring poor, of the great body of the people, seems to be the happiest and
the most comfortable. It is hard in the stationary, and miserable in the declining state. The
progressive state is in reality the cheerful and the hearty state to all the different orders of the society.
The stationary is dull; the declining, melancholy.
44. The liberal reward of labour, as it encourages the propagation, so it increases the industry of the
common people. The wages of labour are the encouragement of industry, which, like every other
human quality, improves in proportion to the encouragement it receives. A plentiful subsistence
increases the bodily strength of the labourer, and the comfortable hope of bettering his condition, and
of ending his days perhaps in ease and plenty, animates him to exert that strength to the utmost.
Where wages are high, accordingly, we shall always find the workmen more active, diligent, and
expeditious, than where they are low. (...)
(…)
Chapter IX. Of the Profits of Stock
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1.
The rise and fall in the profits of stock depend upon the same causes with the rise and fall in the
wages of labour, the increasing or declining state of the wealth of the society; but those causes affect
the one and the other very differently.
2.
The increase of stock, which raises wages, tends to lower profit. When the stocks of many rich
merchants are turned into the same trade, their mutual competition naturally tends to lower its profit;
and when there is a like increase of stock in all the different trades carried on in the same society, the
same competition must produce the same effect in them all.
3.
It is not easy (...) to ascertain what are the average wages of labour even in a particular place,
and at a particular time. We can, even in this case, seldom determine more than what are the most
usual wages. But even this can seldom be done with regard to the profits of stock. Profit is so very
fluctuating, that the person who carries on a particular trade cannot always tell you himself what is the
average of his annual profit. It is affected, not only by every variation of price in the commodities
which he deals in, but by the good or bad fortune both of his rivals and of his customers, and by a
thousand other accidents to which goods when carried either by sea or by land, or even when stored in
a warehouse, are liable. It varies, therefore, not only from year to year, but from day to day, and
almost from hour to hour. To ascertain what is the average profit of all the different trades carried on
in a great kingdom, must be much more difficult; and to judge of what it may have been formerly, or
in remote periods of time, with any degree of precision, must be altogether impossible.
4.
But though it may be impossible to determine, with any degree of precision, what are or were
the average profits of stock, either in the present, or in ancient times, some notion may be formed of
them from the interest of money. It may be laid down as a maxim, that wherever a great deal can be
made by the use of money, a great deal will commonly be given for the use of it; and that wherever
little can be made by it, less will commonly be given for it. According, therefore, as the usual market
rate of interest varies in any country, we may be assured that the ordinary profits of stock must vary
with it, must sink as it sinks, and rise as it rises. The progress of interest, therefore, may lead us to
form some notion of the progress of profit.
(...)
11. In North American and West Indian colonies, not only the wages of labour, but the interest of
money, and consequently the profits of stock, are higher than in England. In the different colonies
both the legal and the market rate of interest run from six to eight per cent. High wages of labour and
high profits of stock, however, are things, perhaps, which scarce ever go together, except in the
peculiar circumstances of new colonies. A new colony must always for some time be more understocked in proportion to the extent of its territory, and more under-peopled in proportion to the extent
of its stock, than the greater part of other countries. They have more land than they have stock to
cultivate. What they have, therefore, is applied to the cultivation of what is most fertile and most
favourably situated, the lands near the sea shore, and along the banks of navigable rivers. Such land
too is frequently purchased at a price below the value even of its natural produce. Stock employed in
the purchase and improvement of such lands must yield a very large profit, and consequently afford to
pay a very large interest. Its rapid accumulation in so profitable an employment enables the planter to
increase the number of his hands faster than he can find them in a new settlement. Those whom he
can find, therefore, are very liberally rewarded. As the colony increases, the profits of stock gradually
diminish. When the most fertile and best situated lands have been all occupied, less profit can be
made by the cultivation of what is inferior both in soil and situation, and less interest can be afforded
for the stock which is so employed. In the greater part of our colonies, accordingly, both the legal and
the market rate of interest have been considerably reduced during the course of the present century.
As riches, improvement, and population have increased, interest has declined. The wages of labour
do not sink with the profits of stock. The demand for labour increases with the increase of stock
whatever be its profits; and after these are diminished, stock may not only continue to increase, but to
increase much faster than before. It is with industrious nations who are advancing in the acquisition
of riches, as with industrious individuals. A great stock, though with small profits, generally increases
faster than a small stock with great profits. Money, says the proverb, makes money. When you have
got a little, it is often easy to get more. The great difficulty is to get that little. (...)
12. The acquisition of new territory, or of new branches of trade, may sometimes raise the profits of
stock, and with them the interest of money, even in a country which is fast advancing in the
acquisition of riches. The stock of the country not being sufficient for the whole accession of
business, which such acquisitions present to the different people among whom it is divided, is applied
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to those particular branches only which afford the greatest profit. Part of what had before been
employed in other trades, is necessarily withdrawn from them, and turned into some of the new and
more profitable ones. In all those old trades, therefore, the competition comes to be less than before.
The market comes to be less fully supplied with many different sorts of goods. Their price
necessarily rises more or less, and yields a greater profit to those who deal in them, who can,
therefore, afford to borrow at a higher interest. (...)
13. The diminution of the capital stock of the society, or of the funds destined for the maintenance
of industry, however, as it lowers the wages of labour, so it raises the profits of stock, and
consequently the interest of money. By the wages of labour being lowered, the owners of what stock
remains in the society can bring their goods at less expense to market than before, and less stock being
employed in supplying the market than before, they can sell them dearer. Their goods cost them less,
and they get more for them. Their profits, therefore, being augmented at both ends, can well afford a
large interest. (...)
(...)
<FREE TRADE, LAISSEZ-FAIRE and THE INVISIBLE HAND>
BOOK IV. Of systems of political economy
Introduction
1.
Political economy, considered as a branch of the science of a statesman or legislator, proposes
two distinct objects; first, to provide a plentiful revenue or subsistence for the people, or more
properly to enable them to provide such a revenue or subsistence for themselves; and secondly, to
supply the state or commonwealth with a revenue sufficient for the public services. It proposes to
enrich both the people and the sovereign.
2.
The different progress of opulence in different ages and nations, has given occasion to two
different systems of political economy, with regard to enriching the people. The one may be called
the system of commerce, the other that of agriculture. I shall endeavour to explain both as fully and
distinctly as I can, and shall begin with the system of commerce. It is the modern system, and is best
understood in our country and in own times.
Chapter I. Of the Principle of the commercial, or mercantile System
1.
That wealth consists in money, or in gold and silver, is a popular notion which naturally arises
from the double function of money, as the instrument of commerce, and as the measure of value. In
consequence of its being the instrument of commerce, when we have money we can more readily
obtain whatever else we have occasion for than by means of any other commodity. The great affair,
we always find, is to get money. (…)
2.
A rich country, in the same manner as a rich man, is supposed to be a country abounding in
money; and to heap up gold and silver in any country is supposed to be the readiest way to enrich it.
(…)
5.
In consequence of these popular notions, all the different nations of Europe have studied,
though to little purpose, every possible means of accumulating gold and silver in their respective
countries.
(…)
10. (…) That foreign trade enriched the country, experience demonstrated to the nobles and country
gentlemen, as well as to the merchants; but how, or in what manner, none of them well knew. (…)
The attention of government was turned away from guarding against the exportation of gold and silver
to watch over the balance of trade as the only cause which could occasion any augmentation or
diminution of those metals. From one fruitless care it was turned away to another care much more
intricate, much more embarrassing, and just equally fruitless. The title of [Thomas] Mun’s book,
England’s Treasure in Foreign Trade [1664], became a fundamental maxim in the political economy,
not of England only, but of all other commercial countries. The inland or home trade, the most
important of all, (…) was considered as subsidiary only to foreign trade. It neither brought money

15

Adam SMITH

The Wealth of Nations

16

into the country, it was said, nor carried any out of it. The country, therefore, could never become
either richer or poorer by means of it. (…)
11. A country that has no mines of its own must undoubtedly draw its gold and silver from foreign
countries, in the same manner as one that has no vineyards of its own must draw its wines. It does not
seem necessary, however, that the attention of government should be more turned towards the one
than towards the other object. A country that has where-withal to buy wine will always get the wine
which it has occasion for; and a country that has wherewithal to buy gold and silver will never be in
want of those metals. (…) We trust with perfect security that the freedom of trade, without any
attention of government, will always supply us with the wine which we have occasion for: and we
may trust with equal security that it will always supply us with all the gold and silver which we can
afford to purchase or to employ, either in circulating our commodities, or in other uses.
12. The quantity of every commodity which human industry can either purchase or produce,
naturally regulates itself in every country according to the effectual demand, or according to the
demand of those who are willing to pay the whole rent, labour, and profits which must be paid in
order to prepare and bring it to market. But no commodities regulate themselves more easily or more
exactly according to this effectual demand than gold and silver; because on account of the small bulk
and great value of those metals, no commodities can be more easily transported from one place to
another, from the places where they are cheap, to those where they are dear, from the places where
they exceed, to those where they fall short of this effectual demand. (…)
(…)
31. The importation of gold and silver is not the principal, much less the sole benefit which a nation
derives from its foreign trade. Between whatever places foreign trade is carried on, they all of them
derive two distinct benefits from it. It carries out that surplus part of the produce of their land and
labour for which there is no demand among them, and brings back in return for it something else for
which there is a demand. (…) By means of it, the narrowness of the home market does not hinder the
division of labour in any particular branch of art or manufacture from being carried to the highest
perfection. By opening a more extensive market for whatever part of the produce of their labour may
exceed the home consumption, it encourages them to improve its productive powers, and to augment
its annual produce to the utmost, and thereby to increase the real revenue and wealth of the society.
These great and important services foreign trade is continually occupied in performing, to all the
different countries between which it is carried on. (…)
(…)
Chapter II. Of Restraints upon the Importation from foreign Countries of such Goods as can be
produced at Home
1.
By restraining, either by high duties, or by absolute prohibitions, the importation of such goods
from foreign countries as can be produced at home, the monopoly of the home-market is more or less
secured to the domestic industry employed in producing them. (…)
2.
That this monopoly of the home-market frequently gives great encouragement to that particular
species of industry which enjoys it, and frequently turns towards that employment a greater share of
both the labour and stock of the society than would otherwise have gone to it, cannot be doubted. But
whether it tends either to increase the general industry of the society, or to give it the most
advantageous direction, is not, perhaps, altogether so evident.
3.
The general industry of the society never can exceed what the capital of the society can employ.
As the number of workmen that can be kept in employment by any particular person must bear a
certain proportion to his capital, so the number of those that can be continually employed by all the
members of a great society, must bear a certain proportion to the whole capital of that society, and
never can exceed that proportion. No regulation of commerce can increase the quantity of industry in
any society beyond what its capital can maintain. It can only divert a part of it into a direction into
which it might not otherwise have gone; and it is by no means certain that this artificial direction is
likely to be more advantageous to the society than that into which it would have gone of its own
accord.
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4.
Every individual is continually exerting himself to find out the most advantageous employment
for whatever capital he can command. It is his own advantage, indeed, and not that of the society,
which he has in view. But the study of his own advantage naturally, or rather necessarily leads him to
prefer that employment which is most advantageous to the society.
5.
First, every individual endeavours to employ his capital as near home as he can, and
consequently as much as he can in the support of domestic industry; provided always that he can
thereby obtain the ordinary, or not a great deal less than the ordinary profits of stock.
6.
Thus upon equal or nearly equal profits, every wholesale merchant naturally prefers the hometrade to the foreign trade of consumption, and the foreign trade of consumption to the carrying trade.
In the home-trade his capital is never so long out of his sight as it frequently is in the foreign trade of
consumption. He can know better the character and situation of the persons whom he trusts, and if he
should happen to be deceived, he knows better the laws of the country from which he must seek
redress. In the carrying trade, the capital of the merchant is, as it were, divided between two foreign
countries, and no part of it is every necessarily brought home, or placed under his own immediate
view and command. (…)
7.
Secondly, every individual who employs his capital in the support of domestic industry,
necessarily endeavours so to direct that industry, that its produce may be of the greatest possible
value.
8.
The produce of industry is what it adds to the subject or materials upon which it is employed.
In proportion as the value of this produce is great or small, so will likewise be the profits of the
employer. But it is only for the sake of profit that any man employs a capital in the support of
industry; and he will always, therefore, endeavour to employ it in the support of that industry of
which the produce is likely to be of the greatest value, or to exchange for the greatest quantity either
of money or of other goods.
9.
But the annual revenue of every society is always precisely equal to the exchangeable value of
the whole annual produce of its industry, or rather is precisely the same thing with that exchangeable
value. As every individual, therefore, endeavours as much as he can both to employ his capital in the
support of domestic industry, and so to direct that industry that its produce may be of the greatest
value, every individual necessarily labours to render the annual revenue of the society as great as he
can. He generally, indeed, neither intends to promote the public interest, nor knows how much he is
promoting it. By preferring the support of domestic to that of foreign industry, he intends only his
own security; and by directing that industry in such a manner as its produce may be of the 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. Nor is it always the worse for the society that it
was no part of it. By pursuing his own interest he frequently promotes that of the society more
effectually than when he really intends to promote it. I have never known much good done by those
who affected to trade for the public good. (…)
10. What is the species of domestic industry which his capital can employ, and of which the
produce is likely to be of the greatest valued, every individual, it is evident, can, in his local situation,
judge much better than any statesman or lawgiver can do for him. The statesman, who should attempt
to direct private people in what manner they ought to employ their capitals, would not only load
himself with a most unnecessary attention, but assume an authority which could safely be trusted, not
only to no single person, but to no council or senate whatever, and which would nowhere be as
dangerous as in the hands of a man who had folly and presumption enough to fancy himself fit to
exercise it.
11. To give the monopoly of the home-market to the produce of domestic industry, in any particular
art or manufacture, is in some measure to direct private persons in what manner they ought to employ
their capitals, and must, in almost all cases, be either a useless or a hurtful regulation. If the produce
of domestic can be brought there as cheap as that of foreign industry, the regulation is evidently
useless. If it cannot, it must generally be hurtful. It is the maxim of every prudent master of a family,
never to attempt to make at home what will cost him more to make than to buy. The tailor does not
attempt to make his own shoes, but buys them of the shoemaker. The shoemaker does not attempt to
make his own clothes, but employs a tailor. The farmer attempts to make neither the one nor the
other, but employs two different artificers. All of them find it for their interest to employ their whole
industry in a way in which they have some advantages over their neighbours, and to purchase with a
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part of its produce, or what is the same thing, with the price of a part of it, whatever else they have
occasion for.
12. What is prudence in the conduct of every private family can scarce be folly in that of a great
kingdom. If a foreign country can supply us with a commodity cheaper than we ourselves can make
it, better buy it of them with some part of the produce of our own industry, employed in a way in
which we have some advantage. The general industry of the country (…) will not thereby be
diminished, no more than that of the above mentioned artificers; but only left to find out the way in
which it can be employed with the greatest advantage. It is certainly not employed to the greatest
advantage when it is thus directed towards an object which it can buy cheaper than it can make. (…)
The industry of the country, therefore, is thus turned away from a more to a less advantageous
employment, and the exchangeable value of its annual produce, instead of being increased, according
to the intention of the lawgiver, must necessarily be diminished by every such regulation.
(…)
15. The natural advantages which one country has over another in producing particular
commodities are sometimes so great, that it is acknowledged by all the world to be in vain to struggle
with them. By means of glasses, hotbeds, and hot walls, very good grapes can be raised in Scotland,
and very good wine too can be made of them at about thirty times the expense for which at least
equally good can be brought from foreign countries. Would it be a reasonable law to prohibit the
importation of all foreign wines, merely to encourage the making of claret and burgundy in Scotland?
But if there would be manifest absurdity in turning towards any employment, thirty times more of the
capital and industry of the country, than would be necessary to purchase from foreign countries an
equal quantity of the commodities wanted, there must be an absurdity, though not altogether so
glaring, yet exactly of the same kind, in turning towards any such employment a thirtieth, or oven a
three-hundredth part more of either. Whether the advantages which one country has over another be
natural or acquired is in this respect of no consequence. As long as the one country has those
advantages, and the other wants them, it will always be more advantageous for the latter rather to buy
of the former than to make.
(…)
Chapter VIII. Conclusion of the Mercantile System
(…)
49. Consumption is the sole end and purpose of all production; and the interest of the producer
ought to be attended to, only so far as it may be necessary for promoting that of the consumer. The
maxim is so perfectly self-evident, that it would be absurd to attempt to prove it. But in the
mercantile system, the interest of the consumer is almost constantly sacrificed to that of the producer;
and it seems to consider production, and not consumption, as the ultimate end and object of all
industry and commerce.
<DUTIES OF GOVERNMENT>
BOOK IV, Chapter IX, Of the agricultural Systems, or of those Systems of political Economy, which
represent the Produce of Land as either the sole of the principal Source of the Revenue and Wealth of
every Country
(…)
50. It is thus that every system which endeavours, either, by extraordinary encouragements, to draw
towards a particular species of industry a greater share of the capital of the society than what would
naturally go to it; or, by extraordinary restraints, to force from a particular species of industry some
share of the capital which would otherwise be employed in it; is in reality subversive of the great
purpose which it means to promote. It retards, instead of accelerating, the progress of the society
towards real wealth and greatness; and diminishes, instead of increasing, the real value of the annual
produce of its land and labour.
51. All systems either of preference or of restraint, therefore, being thus completely taken away, the
obvious and simple system of natural liberty establishes itself of its own accord. Every man, as long
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as he does not violate the laws of justice, is left perfectly free to pursue his own interest his own way,
and to bring both his industry and capital into competition with those of any other man, or order of
men. The sovereign is completely discharged from a duty, in the attempting to perform which he
must always be exposed to innumerable delusions, and for the proper performance of which no human
wisdom or knowledge could ever be sufficient; the duty of superintending the industry of private
people, and of directing it towards the employment most suitable to the interest of the society.
According to the system of natural liberty, the sovereign has only three duties to attend to (...): first,
the duty of protecting the society from the violence and invasion of other independent societies;
secondly, the duty of protecting, as far as possible, every member of the society from the injustice or
oppression of every other member of it, or the duty of establishing an exact administration of justice;
and, thirdly, the duty of erecting and maintaining certain public works and certain public institutions,
which it can never be for the interest of any individual, or small number of individuals, to erect and
maintain; because the profit could never repay the expense to any individual or small number of
individuals, though it may frequently do much more than repay it to a great society.
<HARMFUL CONSEQUENCE OF DIVISION OF LABOR: ‘MUTILATION OF MIND’>
Part III. Of the Expenses of public Works and public Institutions
Article II. Of the Expense of the Institutions for the Education of Youth
50. In the progress of the division of labour, the employment of the far greater part of those who
live by labour, that is, of the great body of the people, comes to be confined to a few very simple
operations, frequently to one or two. But the understandings of the greater part of men are necessarily
formed by their ordinary employments. The man whose whole life is spent in performing a few
simple operations, of which the effects are perhaps always the same, or very nearly the same, has no
occasion to exert his understanding. He naturally loses, therefore, the habit of such exertion, and
generally becomes as stupid and ignorant as it is possible for a human creature to become. The torpor
of his mind renders him not only incapable of relishing or bearing a part in any rational conversation,
but of conceiving any generous, noble, or tender sentiment, and consequently of forming any just
judgment concerning many even of the ordinary duties of private life. Of the great and extensive
interests of his country he is altogether incapable of judging, and unless very particular pains have
been taken to render him otherwise, he is equally incapable of defending his country in war. The
uniformity of his stationary life naturally corrupts the courage of his mind, and makes him regard with
abhorrence the irregular, uncertain, and adventurous life of a soldier. It corrupts even the activity of
his body, and renders him incapable of exerting his strength with vigour and perseverance, in any
other employment than that to which he has been bred. His dexterity at his own particular trade
seems, in this manner to be acquired at the expense of his intellectual, social, and martial virtues. But
in every improved and civilized society this is the state into which the labouring poor, that is, the great
body of the people, must necessarily fall, unless government takes some pains to prevent it.
51. It is otherwise in the barbarous societies, as they are commonly called, of hunters, of shepherds,
and even of husbandmen in that rude state of husbandry which precedes the improvement of
manufactures, and the extension of foreign commerce. In such societies the varied occupations of
every man oblige every man to exert his capacity, and to invent expedients for removing difficulties
which are continually occurring. Invention is kept alive, and the mind is not suffered to fall into that
drowsy stupidity, which, in a civilized society, seems to benumb the understanding of almost all the
inferior ranks of people. In those barbarous societies, as they are called, every man, it has already
been observed, is a warrior. Every man too is in some measure a statesman, and can form a tolerable
judgment concerning the interest of the society, and the conduct of those who govern it. How far their
chiefs are good judges in peace, or good leaders in war, is obvious to the observation of almost every
single man among them. In such a society indeed, no man can well acquire that improved and refined
understanding, which a few men sometimes possess in a more civilized state. Though in a rude
society there is a good deal of variety in the occupations of every individual, there is not a great deal
in those of the whole society. Every man does, or is capable of doing, almost every thing which any
other man does, or is capable of doing. Every man has a considerable degree of knowledge,
ingenuity, and invention; but scarce any man has a great degree. The degree, however, which is
commonly possessed, is generally sufficient for conducting the whole simple business of the society.
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In a civilized state, on the contrary, though there is little variety in the occupations of the greater part
of individuals, there is an almost infinite variety in those of the whole society. (…)
52. The education of the common people requires, perhaps, in a civilized and commercial society,
the attention of the public more than that of people of some rank and fortune. (…) The employments
too in which people of some rank or fortune spend the greater part of their lives, are not, like those of
the common people, simple and uniform. They are almost all of them extremely complicated, and
such as exercise the head more than the hands. The understandings of those who are engaged in such
employments can seldom grow torpid for want of exercise. (…)
53. It is otherwise with the common people. They have little time to spare for education. Their
parents can scarce afford to maintain them even in infancy. As soon as they are able to work, they
must apply to some trade by which they can earn their subsistence. That trade too is generally so
simple and uniform as to give little exercise to the understanding; while, at the same time, their
labour is both so constant and so severe, that it leaves them little leisure and less inclination to apply
to, or even to think of any thing else.
54. But though the common people cannot, in any civilized society, be so well instructed as people
of some rank and fortune, the most essential parts of education, however, to read, write, and account,
can be acquired at so early a period of life, that the greater part even of those who are to be bred to the
lowest occupations, have time to acquire them before they can be employed in those occupations. For
a very small expense the public can facilitate, can encourage, and can even impose upon almost the
whole body of the people, the necessity of acquiring those most essential parts of education.
55. The public can facilitate this acquisition by establishing in every parish or district a little school,
where children may be taught for a reward so moderate, that even a common labourer may afford it;
the master being partly, but not wholly paid by the public; because if he was wholly, or even
principally paid by it, he would soon learn to neglect his business. In Scotland the establishment of
such parish schools has taught almost the whole common people to read, and a very great proportion
of them to write and account. In England the establishment of charity schools has had an effect of the
same kind, though not so universally, because the establishment is not so universal. (…)
(…)
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