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1 Adam Smith’s ideas on natural liberty, justice,
and equality form the bedrock of his economic
and philosophical thought, particularly as ar-
ticulated in The Wealth of Nations and The
Theory of Moral Sentiments. Below are key
excerpts and explanations of his views, using
Smith’s own words wherever possible.

Natural Liberty
Smith championed the concept of natural liberty, which he saw as the founda-

tion of economic and social progress. By natural liberty, Smith meant a system
where individuals are free to pursue their interests without undue interference,
within the bounds of justice.

• The Right to Pursue Interests:
• “Every man, as long 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.” (Wealth of Nations, IV, ix)

• This statement underscores Smith’s belief that freedom in economic activ-
ity leads to the greatest good for society.

• The Invisible Hand:
• “By pursuing his own interest, [an individual] frequently promotes that of

the society more effectually than when he really intends to promote it.” (Wealth
of Nations, IV, ii)

• Here, Smith outlines his famous “invisible hand” theory, emphasizing that
natural liberty in markets results in societal benefits, as individuals uninten-
tionally contribute to the public good through self-interest.

Justice
For Smith, justice was not just a moral imperative but also a critical pre-

condition for liberty and prosperity. He considered justice as a safeguard for
individual rights and a means to prevent harm or exploitation.
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• Justice as a Negative Virtue:
• “Justice. . . is the main pillar that upholds the whole edifice. If it is removed,

the great, the immense fabric of human society. . . must in a moment crumble
into atoms.” (Theory of Moral Sentiments, II, ii, 3)

• Smith viewed justice as the “negative virtue” essential for societal stability.
Without justice, neither liberty nor economic prosperity could be sustained.

• Protection of Property and Persons:
• “The first and chief design of every system of government is to maintain

justice; to prevent the members of a society from encroaching on one another’s
property or seizing what is not their own.” (Wealth of Nations, V, ii)

• Justice, for Smith, was about preventing infringements on property and
individual rights, creating the necessary conditions for freedom and economic
exchange.

Equality
While Smith acknowledged the inevitability of some inequalities in wealth

and power, he advocated for systems that would ensure fairness and avoid ex-
cessive disparities that harm societal harmony.

• Equality of Opportunity:
• “The real tragedy of the poor is the poverty of their aspirations.” (Wealth

of Nations, I, viii)
• Smith believed that societal structures should enable individuals to aspire

and improve their conditions, arguing against systemic barriers that perpetuate
inequality.

• Taxation and Fair Contribution:
• “The subjects of every state ought to contribute towards the support of the

government, as nearly as possible, in proportion to their respective abilities.”
(Wealth of Nations, V, ii)

• Smith supported progressive taxation, ensuring that those with greater
wealth bore a proportionately higher burden, reflecting a concern for fairness
and equity.

• Critique of Feudal Inequality:
• “[Feudal landlords] love to reap where they never sowed, and demand a

rent even for its natural produce.” (Wealth of Nations, I, viii)
• Smith critiqued the inequalities of feudal systems, where wealth was con-

centrated in the hands of a few who did not contribute to production, advocating
for more equitable economic arrangements.

Natural Liberty, Justice, and Equality Combined
Smith’s system of natural liberty was inherently tied to justice and equality,

ensuring that markets could operate efficiently and fairly. He saw the rule of
law, secure property rights, and freedom of trade as mechanisms that upheld
justice while promoting economic equality.

• On Liberty and Justice:
• “Commerce and manufactures gradually introduced order and good gov-

ernment, and with them, the liberty and security of individuals.” (Wealth of
Nations, III, iii)
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• Smith believed that economic progress brought about greater liberty and
justice, as markets rewarded merit and innovation over inherited privilege.

• Equality and the Common Good:
• “No society can surely be flourishing and happy, of which the far greater

part of the members are poor and miserable.” (Wealth of Nations, I, viii)
• Smith recognized that extreme inequality undermined societal well-being,

advocating for systems that ensured a more equitable distribution of wealth and
resources.

Adam Smith’s writings reveal a deep commitment to the principles of natural
liberty, justice, and equality, which he saw as interdependent and essential for
a thriving society. While he celebrated the efficiency of markets, he stressed
the importance of justice as a foundation and called for systems that allowed
individuals to flourish while curbing extreme inequalities. Smith’s vision remains
a cornerstone of modern economic and political thought.

2 Adam Smith delved deeply into the interplay
between liberty, wealth, and economic growth
in his seminal works, particularly The Wealth
of Nations. His philosophy underscored the es-
sential role of individual freedom and institu-
tional frameworks in fostering prosperity and
development.

Liberty as a Foundation for Wealth
Smith argued that economic liberty, rooted in political and social freedom,

was fundamental to the creation of wealth. He believed that when individu-
als are free to pursue their self-interest within a framework of justice and fair
competition, society as a whole benefits. This idea is epitomized in his famous
concept of the “invisible hand,” where individuals, by pursuing their own goals,
inadvertently contribute to the collective good.

• Freedom to Trade: Smith championed free trade as a mechanism for wealth
creation, opposing mercantilist policies that restricted commerce. He argued,
“Little else is requisite to carry a state to the highest degree of opulence. . . but
peace, easy taxes, and a tolerable administration of justice.”

• Division of Labour: Liberty enables specialization and the division of
labour, which Smith identified as the primary driver of productivity and eco-
nomic growth. He observed, “The greatest improvements in the productive
powers of labour, and the greater part of the skill, dexterity, and judgment. . .
have been the effects of the division of labour.”

Smith emphasized that freedom in the marketplace allows individuals to
allocate resources more efficiently, leading to innovation and growth.

Wealth as a Consequence of Liberty
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Smith’s analysis of wealth extended beyond material prosperity. He viewed
wealth as encompassing the broader well-being of society, including access to
goods, services, and opportunities. He identified several mechanisms through
which liberty contributes to wealth:

1. Efficient Resource Allocation: In a free economy, resources naturally flow
to their most productive uses. Smith argued that markets, when left to operate
freely, optimize resource distribution without the need for central planning.

2. Incentivizing Innovation: Economic liberty encourages creativity and en-
trepreneurship, as individuals are motivated to innovate when they can reap the
rewards of their efforts. Smith noted that competitive markets drive individuals
to continually improve and expand their offerings.

3. Increased Productivity: The division of labour, made possible by eco-
nomic freedom, leads to greater efficiency and output. Smith provided the ex-
ample of a pin factory, where specialization dramatically increased production.

Growth Through the Expansion of Liberty
For Smith, economic growth was not merely about the accumulation of

wealth but about the expansion of opportunities and the improvement of living
standards. He linked sustained growth to the presence of liberty in several ways:

• Rule of Law: Smith highlighted the importance of justice and the protec-
tion of property rights. He observed, “Commerce and manufactures can seldom
flourish long in any state which does not enjoy a regular administration of jus-
tice.”

• Reduction of Monopolies: Smith was a fierce critic of monopolies and
government-granted privileges, which he saw as stifling competition and in-
novation. He argued that economic growth thrives in an environment where
competition is free and open.

• Global Trade and Interdependence: Smith advocated for international
trade as a means of economic expansion. He noted that nations benefit from
comparative advantage and that global markets encourage the spread of ideas
and innovation.

Challenges to Liberty and Growth
Smith was not blind to the potential challenges that could undermine the

positive relationship between liberty and growth. He warned of the dangers
posed by monopolies, cronyism, and excessive government interference. Fur-
thermore, he recognized that unchecked capitalism could lead to inequalities
that might destabilize societies. To mitigate these risks, he emphasized the
need for:

• A Balanced Role for Government: While a proponent of limited govern-
ment, Smith acknowledged its crucial role in providing public goods, enforcing
contracts, and maintaining justice.

• Moral Frameworks: In The Theory of Moral Sentiments, Smith stressed
the importance of virtue and ethics in economic life. He believed that a soci-
ety’s moral foundations play a key role in ensuring that liberty translates into
equitable and sustainable growth.

For Adam Smith, liberty was the cornerstone of wealth and growth. His
vision was of a society where individuals, free to act within a framework of
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justice, could unleash their creativity and productivity, leading to collective
prosperity. Smith’s insights remain profoundly relevant, offering a blueprint for
understanding the dynamics of economic freedom, wealth creation, and sustain-
able development. His emphasis on the symbiotic relationship between liberty
and growth continues to influence economic thought and policy to this day.

3 Adam Smith addressed the concepts of opu-
lence and stasis in the context of “Oriental Despo-
tism” within his seminal work, The Wealth of
Nations. Drawing on historical accounts and
contemporary observations, he explored why
certain civilizations, particularly in Asia, achieved
significant wealth and prosperity but then be-
came stagnant over time. This analysis sheds
light on the structural and institutional fac-
tors that Smith believed inhibited sustained
growth.

The Paradox of Opulence and Stasis
Smith noted that many Asian societies, particularly China and India, were

among the most populous, fertile, and industrious in the world. These regions
had achieved remarkable levels of wealth and sophistication, with advanced
agricultural systems, rich internal trade networks, and highly developed crafts
and manufacturing industries.

However, despite their historical opulence, these societies appeared stagnant
by the 18th century. Smith attributed this stasis to several interrelated factors
tied to their institutional structures, governance, and economic systems.

Characteristics of Opulence in Asia
1. Fertility and Abundance of Resources:
• Smith recognized the agricultural abundance of regions like China and

India, particularly the role of rice cultivation, which allowed for high population
densities and significant food surpluses.

• “In rice countries, which generally yield two, sometimes three crops in the
year. . . the abundance of food must be much greater than in any corn country
of equal extent.” (Wealth of Nations, I, 228)

2. Internal Trade and Market Size:
• He admired the extensive internal trade networks in these regions, facil-

itated by rivers, canals, and other natural features. These internal markets,
especially in China, supported vibrant manufacturing and commerce.

3. Sophisticated Division of Labor:
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• Smith acknowledged the advanced specialization of labor in crafts and
agriculture in these societies, which contributed to their initial wealth.

Causes of Stasis: The Role of Oriental Despotism
While acknowledging the opulence of Asian societies, Smith argued that

specific political and institutional factors created barriers to sustained economic
progress.

1. Despotism and Lack of Security:
• Smith emphasized the arbitrary and authoritarian nature of governance

in many Asian empires. The lack of secure property rights and the threat of
confiscation by despotic rulers discouraged investment and innovation.

• “In those unfortunate countries. . . men are continually afraid of the vio-
lence of their superiors, they frequently bury and conceal a great part of their
stock. . . in case of their being threatened with any of those disasters to which
they consider themselves as at all times exposed.” (Wealth of Nations, I, 301)

2. Absence of Legal and Political Pluralism:
• Unlike Europe, which benefited from decentralized political structures and

competition among states, Asian empires often had centralized and monopo-
listic governments. This lack of pluralism stifled institutional competition and
innovation.

• Smith remarked on Europe’s advantages: “The empire of China has been
long stationary, and had probably long ago acquired its full complement of
riches. . . which the nature of its laws and institutions permits it to acquire.”
(Wealth of Nations, I, 80)

3. Alienation from Foreign Trade:
• Smith criticized the insular nature of many Asian societies, particularly

their limited engagement in international trade. This inward orientation re-
stricted the flow of new ideas, technologies, and innovations that could have
spurred further development.

• “The policy of China favours agriculture more than all other employ-
ments. . . and the Chinese have little respect for foreign trade.” (Wealth of
Nations, II, 201)

4. Economic Inequality and Landlordism:
• Smith pointed out that the surpluses generated by agricultural abundance

often enriched a small elite class of landlords, creating vast inequalities. These
inequalities, coupled with the absence of upward mobility, suppressed broader
economic dynamism.

• “In rice countries. . . a much greater surplus remains after maintaining
all that labour. A greater share of this greater surplus should belong to the
landlord than in corn countries.” (Wealth of Nations, I, 178)

Comparison to Europe
Smith contrasted the stasis of Oriental Despotism with Europe’s dynamism,

attributing Europe’s sustained growth to institutional factors such as:
• Competition Among States: The fragmented political structure of Europe

encouraged innovation and economic experimentation.
• Legal and Political Freedoms: Secure property rights, enforceable con-

tracts, and a relatively independent judiciary promoted entrepreneurship and
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investment.
• Cultural Pluralism: The exchange of ideas across competing states and

engagement in international trade fostered innovation and growth.
Smith’s analysis of opulence and stasis in “Oriental Despotism” underscores

his broader belief that sustained economic growth depends on institutional
frameworks that secure property rights, promote competition, and encourage
innovation. While the abundance and industriousness of Asian societies allowed
them to achieve significant wealth, the lack of political freedom, legal security,
and engagement with global markets led to stagnation. This contrast between
the stationary states of Asia and the dynamic growth of Europe provided Smith
with a foundational case for the importance of liberty and institutional diversity
in fostering long-term economic development.

4 Adam Smith’s exploration of the division of
labor, the extent of the market, and innova-
tion forms the foundation of his analysis of eco-
nomic growth and development in The Wealth
of Nations. These interrelated concepts demon-
strate how the organization of economic activi-
ties and the scale of markets drive productivity
and technological advancement.

The Division of Labor
Smith famously begins The Wealth of Nations by emphasizing the trans-

formative impact of the division of labor on productivity. He describes how
specialization in tasks leads to significant increases in efficiency, output, and
wealth.

Key Points:
1. Increased Dexterity:
• When individuals focus on a single task, they become highly skilled, im-

proving both the speed and quality of their work.
• “The improvement of the dexterity of the workman necessarily increases the

quantity of the work he can perform; and the division of labor, by reducing every
man’s business to some one simple operation, and by making this operation the
sole employment of his life, necessarily increases very much the dexterity of the
workman.” (Wealth of Nations, I, 3)

2. Time Savings:
• Specialization reduces the time lost in switching between tasks, further

enhancing efficiency.
• “When the workman is constantly employed in one simple operation, and

when the success of his efforts always depends upon his attention to that single
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operation, he naturally becomes as expert as his mind and hand can make him.”
(Wealth of Nations, I, 4)

3. Invention of Machines:
• The division of labor fosters innovation as specialized workers seek ways

to simplify and improve their tasks, often leading to the development of new
tools and machines.

• “Men are much more likely to discover easier and readier methods of at-
taining any object when the whole attention of their minds is directed towards
that single object than when it is dissipated among a great variety of things.”
(Wealth of Nations, I, 5)

Smith illustrates these principles with the example of a pin factory, where
breaking down the production process into specialized tasks allows workers to
produce thousands of pins in a day, compared to only a few if each worked
independently on all steps.

The Extent of the Market
Smith argues that the degree to which the division of labor can be im-

plemented depends on the extent of the market, or the size and reach of the
economic system in which goods and services are traded.

Key Points:
1. Market Size Determines Specialization:
• The division of labor is limited by the size of the market because special-

ization requires a sufficient demand for the goods produced.
• “The division of labor is limited by the extent of the market.” (Wealth of

Nations, I, 11)
• For example, in small, isolated markets, producers must perform multiple

tasks to survive, whereas larger markets allow for greater specialization.
2. Transportation and Communication:
• Improvements in transportation, such as roads, canals, and navigable

rivers, expand markets by connecting producers with distant consumers, en-
abling higher levels of specialization.

• “A broad and extensive market encourages every man to apply himself to a
particular occupation, and to cultivate and bring to perfection whatever talent
or genius he may possess.” (Wealth of Nations, I, 11)

3. Urbanization:
• Urban centers create dense markets where goods and services can be ex-

changed more efficiently, fostering greater specialization and innovation.
Innovation
Smith connects the division of labor and the extent of the market to the pro-

cess of innovation. He argues that economic growth and technological progress
emerge as natural consequences of these dynamics.

Key Points:
1. Necessity as a Driver of Invention:
• Smith emphasizes how specialization encourages workers and entrepreneurs

to invent tools and techniques that simplify their tasks or reduce costs.
• “The division of labor. . . is not originally the effect of human wisdom, which

foresees and intends that general opulence to which it gives occasion. It is the
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necessary, though very slow and gradual, consequence of a certain propensity in
human nature. . . to truck, barter, and exchange one thing for another.” (Wealth
of Nations, I, 10)

2. Knowledge Accumulation:
• Specialized workers accumulate knowledge and skills in their specific areas,

leading to iterative improvements and innovation.
• “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.” (Wealth of Nations, I, 2)

3. Economic Growth Through Innovation:
• By fostering innovation and efficiency, the division of labor and the expan-

sion of markets lead to sustained economic growth.
• Smith notes that technological advancements not only increase output but

also improve the quality of goods and services, raising living standards.
Synergy Between Division of Labor, Market Extent, and Innovation
Smith’s framework demonstrates how the division of labor, the size of mar-

kets, and innovation are mutually reinforcing:
• A larger market supports more extensive specialization, which in turn

boosts productivity and innovation.
• Innovations further expand the market by creating new goods and services

or reducing costs, enabling more exchanges.
• This virtuous cycle drives economic growth and enhances the wealth of

nations.
Adam Smith’s insights into the division of labor, the extent of the market,

and innovation remain foundational to modern economics. His observations
highlight the interconnectedness of specialization, market expansion, and tech-
nological progress as key drivers of productivity and prosperity. These concepts
underscore the importance of institutional and infrastructural frameworks, such
as secure property rights, efficient transportation networks, and access to global
trade, in fostering economic growth and innovation.
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5 Adam Smith’s reflections on wealth, peace, easy
taxes, and justice are foundational to his un-
derstanding of economic prosperity and soci-
etal well-being. These elements are interwo-
ven throughout The Wealth of Nations, where
he describes the conditions necessary for the
“opulence of nations” and emphasizes the im-
portance of governance and policy in creating
an environment conducive to economic growth
and human flourishing.

Wealth
Smith defines wealth as the total production and distribution of goods and

services that satisfy human needs and wants. For Smith, the wealth of a nation
is not measured solely by its accumulation of gold or treasure but by its ability
to provide for the material well-being of its people.

Key Insights:
1. Division of Labor:
• The division of labor is central to wealth creation. By breaking down

production into specialized tasks, productivity increases dramatically, leading
to a surplus of goods and services.

• “The division of labor, so far as it can be introduced, occasions, in every
art, a proportionable increase of the productive powers of labor.” (Wealth of
Nations, I, i)

2. Commerce and Trade:
• Wealth grows through free trade and the unobstructed flow of goods and

services. Smith opposes mercantilist policies that restrict trade, advocating
instead for a system of open markets.

• “The great object of the political economy of every country is to increase
the wealth and power of that country.” (Wealth of Nations, IV, ii)

3. Economic Openness:
• The ability of individuals to exchange goods and services freely is fun-

damental to increasing wealth. Markets thrive on competition and voluntary
exchange.

Peace
Smith views peace as a prerequisite for sustained economic development.

War and conflict disrupt trade, waste resources, and create insecurity, all of
which undermine wealth creation.

Key Insights:
1. Peace Fosters Commerce:
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• “Commerce and manufactures can seldom flourish in any state which is
frequently at war.” (Wealth of Nations, IV, iii)

• Peace allows for the stable conditions necessary for investment, innovation,
and the operation of markets.

2. Cost of War:
• Wars are expensive and lead to excessive taxation, public debt, and eco-

nomic instability. Smith criticizes imperialism and conquest, arguing that the
costs often outweigh the benefits.

• “It seldom happens that a great empire is long maintained in any other
manner than by continual conquest.” (Wealth of Nations, V, iii)

3. Security of Property and Trade:
• Peace ensures that individuals feel secure in their possessions, investments,

and trade activities, which are essential for economic growth.
Easy Taxes
Smith outlines four maxims of taxation, emphasizing that taxes should be

fair, predictable, convenient, and economical. His advocacy for “easy taxes”
reflects his concern that excessive or poorly designed taxation stifles economic
activity and burdens citizens unnecessarily.

Key Insights:
1. Proportional Taxation:
• “The subjects of every state ought to contribute towards the support of the

government, as nearly as possible, in proportion to their respective abilities.”
(Wealth of Nations, V, ii)

• Taxes should be equitable, based on an individual’s ability to pay, ensuring
fairness in the distribution of the tax burden.

2. Certainty in Taxation:
• Smith warns against arbitrary or unpredictable taxes, which create uncer-

tainty and discourage investment.
• “The tax which each individual is bound to pay ought to be certain, and

not arbitrary.” (Wealth of Nations, V, ii)
3. Convenience of Payment:
• Taxes should be designed to minimize inconvenience for taxpayers, col-

lected in ways and at times that align with their ability to pay.
4. Efficiency in Collection:
• Governments should ensure that the cost of collecting taxes is as low as

possible, avoiding excessive administrative expenses that erode public resources.
Justice
For Smith, justice is the cornerstone of a prosperous society. Without justice,

economic activity cannot thrive, as individuals will lack trust in the system and
fear exploitation or predation.

Key Insights:
1. Justice as Protection:
• “Justice. . . is the main pillar that upholds the whole edifice. If it is removed,

the great, the immense fabric of human society. . . must in a moment crumble
into atoms.” (Wealth of Nations, II, ii)
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• Justice safeguards property rights, enforces contracts, and ensures fair
dealings, creating the trust necessary for markets to function.

2. Impartial Rule of Law:
• Smith emphasizes the need for impartial legal systems that treat all indi-

viduals equally, preventing the concentration of power and wealth in the hands
of a few.

• “The protection of justice. . . secures to every man the fruits of his own
labor.” (Wealth of Nations, V, i)

3. Limits on Government Overreach:
• Justice requires that governments refrain from arbitrary interference in

economic activities. Excessive regulation or corruption undermines the trust
needed for a healthy economy.

Interconnection of Wealth, Peace, Easy Taxes, and Justice
Smith sees these four elements as mutually reinforcing. Peace creates the

stability necessary for wealth creation, while justice ensures fair and predictable
economic transactions. Easy taxes avoid undue burdens on individuals and
businesses, enabling them to reinvest in productive activities. Together, these
principles form the foundation for a thriving economy and a flourishing society.

Smith’s analysis offers a timeless framework for understanding the conditions
under which nations prosper, emphasizing the importance of good governance,
fair policies, and respect for individual rights.

6 Adam Smith’s views on equality and wealth are
interwoven throughout his seminal work, The
Wealth of Nations. While he recognized the in-
evitable inequalities that arise from a market-
based economy, he also emphasized the impor-
tance of justice, opportunity, and fair economic
systems to ensure the well-being of all indi-
viduals in society. Smith’s reflections highlight
both the benefits and challenges of wealth cre-
ation in relation to equality.

Equality of Opportunity
Smith believed in the importance of providing equal opportunities for indi-

viduals to pursue their interests and improve their conditions. He emphasized
that economic systems should remove artificial barriers, such as monopolies,
restrictive trade practices, and unjust privileges, which limit access to opportu-
nities.

• Freedom to Compete:
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Smith argued that open competition allows individuals to realize their po-
tential, benefiting society as a whole. In a system where everyone has the liberty
to engage in trade and labor, wealth is distributed based on productivity and
effort.

• “The uniform, constant, and uninterrupted effort of every man to better
his condition. . . is frequently powerful enough to maintain the natural progress
of things towards improvement.” (Wealth of Nations, I, xi)

• Critique of Privileges:
Smith was critical of systems that concentrated wealth and power in the

hands of a few through government-granted monopolies or feudal privileges. He
saw these as barriers to equality and economic progress:

• “The exclusive privileges of corporations are the principal means it makes
use of for this purpose.” (Wealth of Nations, IV, ii)

Natural Wealth Distribution
Smith recognized that the economic growth generated by free markets could

lead to increased wealth for all, even if absolute equality was unattainable. He
noted that market-driven economies tend to benefit society broadly through
rising productivity and innovation.

• Trickle-Down Benefits:
Smith believed that wealth creation in a free market raises the standard of

living for all social classes:
• “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.” (Wealth
of Nations, I, ii)

• This statement highlights how self-interest in market activities leads to the
production of goods and services that benefit society as a whole.

• Real Wages and Prosperity:
Smith observed that when economies grow, even the poorest members of

society experience improvements in their material conditions:
• “The wages of labour. . . are higher in the improved than in the rude state

of society.” (Wealth of Nations, I, viii)
Challenges of Wealth Inequality
Smith acknowledged that despite the potential for broad societal benefits,

wealth inequality could emerge as a significant challenge. He highlighted mech-
anisms through which disparities might grow, such as inheritance systems, mo-
nopolistic practices, and unequal access to education.

• Land Ownership and Inequality:
Smith critiqued feudal systems and land monopolies, which concentrated

wealth in the hands of a few, leaving the majority without access to productive
resources.

• “Wherever there is great property, there is great inequality.” (Wealth of
Nations, V, i)

• Concerns About the Division of Labor:
While Smith celebrated the productivity gains from the division of labor, he

also worried about its potential to create intellectual and social inequality:
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• “The man whose whole life is spent in performing a few simple opera-
tions. . . has no occasion to exert his understanding.” (Wealth of Nations, V,
i)

• Smith advocated for public education to mitigate this effect, ensuring that
all individuals could participate meaningfully in society.

Equality and Justice
Smith believed that economic systems must be underpinned by justice to

ensure fairness and stability. He argued that justice protects individuals from
exploitation and ensures that wealth is not accumulated through unjust means.

• Justice as a Foundation:
• “The duty of erecting and maintaining those public institutions. . . can never

be neglected with impunity.” (Wealth of Nations, V, i)
• Smith viewed justice as essential to maintaining social harmony and pre-

venting the concentration of wealth through corrupt or exploitative practices.
• Equality Before the Law:
Smith emphasized that all individuals should be treated equally under the

law, a principle he saw as vital for both liberty and economic fairness.
The Role of the State in Promoting Equality
Smith recognized the role of the state in addressing inequalities that markets

alone could not resolve. He advocated for public investments in education,
infrastructure, and social services to create a more equitable society.

• Public Education:
Smith proposed state-funded education to counteract the intellectual in-

equalities created by the division of labor and to prepare individuals for pro-
ductive participation in society.

• “An instructed and intelligent people. . . are always more decent and orderly
than an ignorant and stupid one.” (Wealth of Nations, V, i)

• Taxation and Redistribution:
Smith’s principles of taxation included proportional contributions based on

ability to pay, ensuring that the burden of taxes did not disproportionately fall
on the poor:

• “The subjects of every state ought to contribute. . . in proportion to their
respective abilities.” (Wealth of Nations, V, ii)

Adam Smith’s reflections on equality and wealth reveal a nuanced under-
standing of the interplay between economic growth, individual liberty, and so-
cial justice. While he recognized that absolute equality was neither achievable
nor desirable, he stressed the importance of fair systems that provide equal
opportunities and protect against undue concentrations of wealth and power.
Smith’s vision of a prosperous society was one in which wealth creation was
broadly shared, underpinned by justice, and guided by policies that ensured the
well-being of all individuals.
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7 Adam Smith’s nuanced views on the state, lib-
erty, and institutions provide a framework for
understanding the delicate balance he envisioned
between government power and individual free-
dom. His insights reflect his belief in the im-
portance of a strong but restrained state, the
protection of natural liberty, and the role of
religion in both supporting and hindering soci-
etal progress.

The Role of the State: Strength in Moderation
Smith did not advocate for a weak state but rather one that was strategically

limited and focused on key responsibilities. He envisioned the state as an umpire
rather than a participant in the economic game—a strong entity capable of
enforcing rules and protecting justice but without overstepping into areas best
left to private initiative.

• Core Responsibilities of the State:
Smith delineated three primary duties for the state:
1. Protection from External Threats: Ensuring national security against

foreign invasion.
2. Administration of Justice: Protecting citizens from oppression and injus-

tice through a reliable and impartial legal system.
3. Provision of Public Goods: Establishing and maintaining infrastructure

and institutions that would not be profitable for private individuals to create,
such as roads, bridges, and educational systems. Smith emphasized, “It can
never be for the interest of any individual. . . to erect and maintain [such goods],
though it may frequently do much more than repay it to a great society.” (Wealth
of Nations, II, 208-209).

• The State as a Neutral Arbiter:
The state’s role was to enforce the laws of justice and maintain an environ-

ment where individuals could freely pursue their economic and personal inter-
ests. Smith declared, “Every man, as long as he does not violate the laws of
justice, is left perfectly free to pursue his own interest his own way.” (Wealth of
Nations, II, 208). This freedom, safeguarded by law, formed the cornerstone of
England’s progress toward opulence.

Natural Liberty and Economic Progress
Smith believed in the power of natural liberty, where individuals, driven

by self-interest, could improve their own conditions, ultimately contributing to
societal wealth. He observed that England’s growth was not driven by state
intervention but by the “private frugality and good conduct of individuals” who
acted within a framework of justice and liberty.

• Private Efforts and Public Good:
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Smith attributed England’s wealth to the “universal, continual, and unin-
terrupted effort to better [one’s] own condition,” protected by law and liberty.
He argued that wealth creation thrived when individuals were allowed to en-
gage in voluntary exchanges and competition, unencumbered by excessive state
interference (Wealth of Nations, I, 367).

The Role of Religion: Balance and Caution
Smith’s views on religion reflected both its potential to support social order

and its risks when aligned too closely with political power. He noted the dangers
of state involvement in religious affairs, observing that such entanglements led
to intolerance and conflict.

• Dangers of Religious Absolutism:
Smith critiqued the immense power of the Roman Catholic Church dur-

ing the Middle Ages, which he described as “the most formidable combina-
tion. . . against the authority and security of civil government.” (Wealth of Na-
tions, II, 325). He argued that the Church’s temporal power had been weakened
not by external attacks but by internal corruption and greed, as clergy priori-
tized personal wealth over communal responsibilities.

• The Virtues of Tolerance:
Smith praised the balance achieved in Protestant regions like Pennsylvania,

where no single sect was favored by law. This environment fostered a “philosoph-
ical good temper and moderation.” (Wealth of Nations, II, 315). He suggested
that tolerance arose naturally in societies with a plurality of sects, as none could
dominate.

The Interaction of Wealth, State, and Religion
Smith believed that economic growth, facilitated by commerce and manu-

facturing, ultimately undermined the power of oppressive institutions, whether
feudal lords or the clergy. The gradual improvements in commerce weakened the
clergy’s temporal power, mirroring the decline of feudal barons. He noted that
“The gradual improvements of arts, manufactures, and commerce. . . destroyed
in the same manner. . . the whole temporal power of the clergy.” (Wealth of Na-
tions, II, 325-326).

Fair and Predictable Taxation
Smith also emphasized the role of a fair and efficient tax system in supporting

liberty and economic growth. He outlined four principles of taxation:
1. Equality: Taxes should be proportionate to individuals’ abilities to pay.
2. Certainty: Taxes should be predictable, avoiding arbitrary demands.
3. Convenience: Collection should align with the convenience of taxpayers.
4. Economy: Administration costs should be minimized.
These principles contrasted with the arbitrary and oppressive tax systems

of many agrarian civilizations, which stifled economic progress and created sig-
nificant inequality.

Security and Stability as Pillars of Growth
Smith stressed the importance of security—both legal and political—as a

precondition for economic activity. Insecure environments, marked by vio-
lence or unpredictable governance, discouraged investment and innovation. He
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pointed out that in such situations, individuals “frequently bury and conceal a
great part of their stock” to protect their wealth (Wealth of Nations, I, 301).

Adam Smith’s vision of a well-functioning society rested on the harmonious
interplay of liberty, justice, and a restrained yet effective state. He understood
that while the state must be strong enough to enforce justice and provide public
goods, it should avoid meddling in the natural processes of wealth creation and
commerce. Smith’s insights into the role of religion, the dangers of absolutism,
and the principles of fair taxation further illuminate his comprehensive approach
to fostering prosperity and freedom.

The process described by Adam Smith highlights the complex interplay be-
tween economic growth, the development of legal institutions, and the rise of
a fair and impartial judicial system. Smith emphasized that the flourishing
of commercial societies and the accumulation of wealth played a pivotal role
in fostering institutional advancements, particularly the separation of the ju-
diciary from the executive power. This evolution had profound implications
for the security of individual rights and the broader development of capitalist
economies.

Economic Growth and the Strengthening of Legal Frameworks
As societies became wealthier, their legal frameworks grew stronger and more

sophisticated. Smith believed that a thriving commercial economy depended on
the existence of secure property rights, enforceable contracts, and predictable
legal processes. He argued that these elements could only be guaranteed through
an impartial judicial system, which must be independent of the influence of
political authorities.

• The Role of Wealth in Institutional Development:
Smith observed that as wealth increased, so did the complexity of economic

transactions and the demands on the legal system. This growth necessitated a
more robust legal infrastructure to manage disputes and enforce rights. With-
out such a system, the arbitrary exercise of power—common in agrarian and
totalitarian empires—would stifle commerce and innovation.

Separation of the Judicial and Executive Powers
Smith regarded the separation of judicial and executive powers as a funda-

mental aspect of a fair and effective legal system. He pointed out that when
these powers are combined, justice is often subordinated to political expediency,
with individual rights sacrificed for perceived state interests.

1. Impartial Justice as a Pillar of Liberty:
Smith wrote:
“Upon the impartial administration of justice depends the liberty of every

individual, the sense which he has of his own security.” (Wealth of Nations, I,
441)

He emphasized that individuals must feel secure in their rights to engage
confidently in economic activities. This sense of security is only achievable
when the judiciary operates independently, free from the caprice or interference
of political authorities.

2. Structural Independence:
To safeguard judicial independence, Smith outlined several critical factors:
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• Judges should not be removable at the whim of the executive.
• Judicial salaries should not depend on the “good-will or good economy” of

political powers.
These measures were designed to insulate the judiciary from political influ-

ence, ensuring that decisions were based solely on the law and not on political
considerations.

Division of Labor and the Judicial System
Smith extended his famous principle of the division of labor to the evolution

of the judiciary. He argued that as societies became wealthier and more com-
plex, the administration of justice grew too labor-intensive and intricate for the
executive power to handle effectively.

• Historical Development:
Smith traced this development back to ancient Rome, medieval Europe, and

early modern England. In these cases, the increasing volume of legal cases
necessitated the delegation of judicial responsibilities to specialized officials.
Over time, this delegation evolved into the formal separation of powers.

• Practical Necessity:
Smith noted:
“The administration of justice became so laborious and so complicated a duty

as to require the undivided attention of the persons to whom it was entrusted.”
(Wealth of Nations, I, 441)

This specialization allowed judges to focus exclusively on legal matters, im-
proving the quality and consistency of justice.

Comparative Analysis: Limitations of the Wealth Argument
While Smith’s theory linked economic growth to institutional development,

he acknowledged that wealth alone could not explain the emergence of inde-
pendent judiciaries in all societies. His framework fit well with the history of
Western Europe but did not fully account for empires like the Ottoman, Hab-
sburg, Russian, or Chinese, where wealth did not lead to similar institutional
changes.

• Inconsistent Outcomes in Other Empires:
In these societies, the judiciary often remained subordinate to the executive

or other centralized authorities. This suggests that additional factors, such as
cultural values, historical trajectories, and political structures, influenced the
development of legal institutions.

• The Role of Broader Social and Political Forces:
Smith’s analysis implicitly recognizes that economic growth creates oppor-

tunities for institutional improvements, but these opportunities must align with
broader social and political forces to produce lasting change.

Feedback Loops in Institutional Evolution
Smith’s model also highlights the feedback loops between wealth, legal de-

velopment, and economic activity. As legal institutions strengthened, they pro-
vided greater security and predictability for economic actors, which in turn en-
couraged further investment and wealth creation. This virtuous cycle reinforced
both economic and institutional growth.

• Legal Certainty and Economic Confidence:
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Smith argued that a secure legal framework allowed individuals to invest
their capital and labor without fear of arbitrary expropriation or injustice. This
certainty was essential for fostering innovation, entrepreneurship, and long-term
economic planning.

• Broader Implications for Capitalism:
Smith saw the “due administration of justice” as a cornerstone of capitalist

societies. By protecting individual rights and property, the legal system created
the conditions for sustained economic growth and societal prosperity.

Adam Smith’s analysis of the relationship between wealth, legal institu-
tions, and judicial independence underscores the complexity of institutional de-
velopment. While he emphasized the role of economic growth in driving these
changes, he also recognized the importance of structural reforms and the division
of labor in the judiciary. Smith’s insights remain relevant today, highlighting
the interdependence of economic and institutional factors in the development of
modern capitalist societies.

8 Adam Smith’s insights into the relationship be-
tween wealth, violence, and the evolution of
states highlight a complex and often paradoxi-
cal dynamic. He observed that growing wealth
and the rise of commerce reduced the propen-
sity for violence among ordinary citizens while
simultaneously creating vulnerabilities that could
lead to external threats and internal instability.
Smith’s nuanced exploration of this subject in-
cludes the role of the division of labor, the shift
in the nature of warfare, and the challenges
faced by small commercial states in defending
themselves against larger powers.

The Decline of Martial Spirit in Wealthy Societies
Smith argued that economic development and the division of labor fun-

damentally altered the character of societies, diminishing the inclination and
capacity for martial activities among the general population. This decline in
martial spirit, while promoting productivity and wealth, created a reliance on
professional armies or mercenaries for defense.

1. The Impact of Economic Specialization:
• Smith noted:
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“A shepherd has a great deal of leisure; a husbandman. . . has some; an arti-
ficer or manufacturer has none at all.” (Wealth of Nations, II, 219-220)

• As societies transitioned from agrarian economies to more industrial and
commercial ones, individuals became increasingly occupied with their trades,
leaving no time for military exercises. This practical shift reduced the warlike
tendencies of both rural and urban populations.

2. Historical Evidence:
• Smith referenced the 1745 Jacobite uprising, where a small, poorly equipped

Highland force managed to penetrate into England with little resistance from
the “unwarlike inhabitants.”

• He contrasted this with earlier times when such an invasion would have
“roused the spirit of the nation,” emphasizing how economic changes had soft-
ened the martial character of the population.

Commerce and the Erosion of Military Capacity
Smith highlighted the dual-edged nature of commerce and economic growth.

While they fostered prosperity, they also weakened a society’s military strength,
making it more reliant on professional soldiers and vulnerable to external threats.

1. Dependence on Professional Armies:
• Smith lamented that as wealth increased, “the defence of the country is

therefore committed to a certain set of men who have nothing else to do.”
• This reliance on professional armies led to a reduction in the general pop-

ulation’s military courage, leaving wealthy nations prey to external aggressors.
2. The Vulnerability of Wealthy Nations:
• Smith observed:
“An industrious, and upon that account a wealthy nation, is of all nations

the most likely to be attacked.” (Wealth of Nations, II, 220)
• Wealth not only made nations attractive targets but also diminished their

ability to defend themselves effectively, creating a vicious cycle of prosperity
leading to vulnerability.

The Fate of Small Commercial States
Smith expanded his analysis by examining the challenges faced by small com-

mercial states, such as the Greek city-states and the Italian republics. These
states, despite their affluence, were often overrun due to their inability to main-
tain strong military defenses.

1. The Impact of Commerce on Small States:
• Smith noted that as commerce and arts flourished, citizens were drawn

away from military pursuits, weakening the state’s overall strength.
• He referenced Demosthenes urging the Athenians to engage in battle them-

selves rather than relying on mercenaries, highlighting the decline in citizen-
soldier armies.

2. The Role of Mercenaries:
• Over time, these states increasingly relied on paid armies, which Smith

described as composed of “the dregs of society” or individuals with little stake
in the state’s welfare.

• This reliance undermined the effectiveness and loyalty of their military
forces, contributing to their eventual downfall.
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3. Historical Examples:
• Smith cited the Roman Empire’s decline as a result of its reliance on

mercenary armies and the concentration of power in its generals.
• Similarly, he pointed to the Italian city-states, which paid neighboring

chiefs for military protection, a strategy that ultimately hastened their ruin.
The Evolution of Warfare
Smith also analyzed how advancements in military technology and changing

warfare tactics affected the security of wealthy states.
1. Improvements in Military Art:
• He observed that technological advancements made city defenses less ef-

fective:
“The taking of cities was at first a prodigious operation. . . but improved

weaponry diminished their strength and security.”
• The inability of small states to defend themselves against better-armed

opponents underscored the limitations of wealth in ensuring security.
2. The Shift to Commercial Warfare:
• Smith noted a transition from predatory wars aimed at looting to wars

driven by territorial expansion and control. He argued that this change made
warfare less destructive overall but still posed significant risks to wealthy na-
tions.

The Role of Wealth in Mitigating Violence
Despite its vulnerabilities, Smith also believed that wealth and commerce

had a pacifying effect on societies by reducing the incentives for internal violence
and fostering interdependence.

1. Economic Interdependence:
• The division of labor and commercial activities created a web of mutual

dependencies, making violence less appealing and less practical.
• Smith observed that modern nations were less likely to wage war for plun-

der and more likely to engage in trade, which he saw as a more civilized and
less destructive form of competition.

2. Milder Forms of Conquest:
• Smith noted:
“A conquered country in a manner only changes masters. . . The conqueror

generally allows them the possession of their religion and laws.”
• He attributed this shift to the influence of commerce and the mutual

benefits of trade, which encouraged conquerors to integrate rather than destroy
conquered territories.

Lessons from English History
Smith ultimately looked to England as a model of how a wealthy nation

could avoid the pitfalls of commercial affluence. He believed that England’s
strong institutions, particularly its separation of powers and adherence to the
rule of law, provided a framework for balancing prosperity with security.

1. Institutional Safeguards:
• England’s independent judiciary and predictable legal system ensured the

protection of individual rights and property, fostering both economic growth
and social stability.
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• The country’s political system allowed for the gradual adaptation of its
military and economic strategies to changing circumstances.

2. The Balance of Wealth and Defense:
• Smith argued that England managed to maintain its military strength

while enjoying the benefits of commercial affluence, a balance that other nations
struggled to achieve.

Smith’s analysis of the interplay between wealth, commerce, and violence re-
veals a nuanced understanding of the dynamics of power and prosperity. While
economic growth reduced the inclination for violence and fostered peace, it
also created vulnerabilities that required institutional and strategic adapta-
tions. Smith’s insights remain relevant in understanding the challenges faced
by modern commercial states, where the balance between economic prosperity
and security continues to be a critical issue.

9 Smith’s Historical Narrative and England’s Ex-
ceptionalism

Adam Smith’s analysis of England’s divergence from continental Europe in its
journey away from absolutism highlights several key historical, social, and geo-
graphical factors that contributed to England’s unique path toward liberty:

1. Uniformity Until the Eleventh Century
• Smith observed that up to the 11th century, Western Europe had similar

feudal structures. However, after this period, continental Europe and England
began to diverge.

2. Rise of Absolutism on the Continent
• Across Europe, the power of rulers increased as they dismantled democratic

elements and established aristocratic monarchies.
• The nobility, traditionally a check on royal power, was crushed, leading to

a dangerous void that enabled absolutist governments. Smith noted that the
destruction of the nobility was a necessary precursor to liberty because they
were significant oppressors of freedom.

3. Weakening of the Nobility
• The nobility’s power diminished due to increasing commercial prosperity

and changes in landholding practices. Lords, seeking luxury, demanded higher
rents and offered tenants long-term leases, reducing the nobility’s control over
them.

• This loss of power led to absolutist governments on the continent, as the
commons had not yet gained sufficient power to counterbalance the monarchy.

4. England’s Unique Trajectory
• Smith emphasized England’s exceptionalism. While the Tudors temporar-

ily established absolutism, they did not consolidate it permanently. Key factors
included:

• Elizabeth I’s Policies: Elizabeth avoided taxation, sold royal lands, and
courted public favor, weakening the monarchy’s financial base and reducing its
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capacity to enforce absolutism.
• Geographical Advantage: England’s island position, especially after the

union with Scotland, provided security from foreign invasions, reducing the need
for a standing army—a key instrument of absolutist control in continental Eu-
rope.

• War and Liberty: English kings, particularly during wars, had to court
the favor of the populace and grant concessions to secure financial and military
support. Smith highlighted the pattern of liberty expanding during times of
war under kings like Edward I and Henry IV.

5. Geopolitical Stability
• England’s insular geography and political unity after the union with Scot-

land provided stability and security. Unlike continental nations, England did
not need a standing army, which helped limit royal power.

6. Contrast with Continental Europe
• Continental countries, facing constant threats from neighbors, had to main-

tain standing armies. These armies became tools of absolutist rulers, while
England avoided this trajectory due to its unique circumstances.

7. The Path to Liberty
• By the late 17th century, England had managed to shed absolutism, tran-

sitioning toward a system of governance that allowed for greater liberty and
checks on royal power. This development was influenced by:

• Elizabeth I’s weakening of royal finances.
• The absence of a standing army.
• The enduring influence of democratic institutions like county courts.
• The willingness of English rulers to grant concessions during times of need.
Smith’s analysis portrays England as a historical anomaly. While other Eu-

ropean nations fell into absolutism, England’s unique combination of historical
events, economic developments, and geographical advantages enabled it to move
toward a system of liberty. This divergence underscores the interplay of social,
economic, and political factors in shaping the paths of nations.

Smith, like Montesquieu, saw England as a unique case. Its historical trajec-
tory allowed it to avoid the extremes of absolutism that characterized much of
Europe. This was due to a combination of political, legal, and economic factors
that fostered liberty and prosperity.
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10 Adam Smith, following some of Montesquieu’s
insights, provided a detailed account of the in-
stitutional structures in Britain that ensured
the balance of power and safeguarded the lib-
erty and security of its citizens. These protec-
tions, according to Smith, were foundational
to Britain’s wealth and power. Below is an
expanded explanation of these institutional
mechanisms:

1. Parliamentary Supremacy and Accountability
• Role of Parliament: By the mid-18th century, the British monarch could

not govern without Parliament, as the king lacked the power to levy taxes
independently. This reliance on Parliament institutionalized a system of liberty
before the introduction of a standing army, which had not been the case in other
countries.

• Control of Royal Ministers: The House of Commons had the authority to
impeach royal ministers for maladministration, ensuring accountability within
the government.

• Contested Elections: The Commons also retained the sole authority to
resolve disputes over elections, which were conducted with great care to preserve
their fairness and representativeness.

• Periodic Elections: Regular elections ensured that representatives remained
accountable to their constituents, discouraging corruption and incentivizing
public service.

2. Balance of Forces
• Entrenchment of Liberty: Liberty was cemented through numerous acts of

Parliament and cultural norms that made any attempt to revert to absolutism
unthinkable and nearly impossible.

• Rejection of the Social Contract: Smith diverged from Hobbes and Locke,
arguing that government arose from the natural progression of society rather
than a voluntary agreement. This gradual evolution of governance created a
balanced system resistant to centralized, unchecked power.

3. Independent Judiciary
• Judges for Life: Judges held their positions for life, making them indepen-

dent of the monarchy. They were accountable only for their conduct, and their
reputations and offices were more valuable than any potential royal bribe.

• Limited Judicial Power: Judges were constrained by the literal interpre-
tation of laws. They could not unilaterally reinterpret, extend, or correct laws,
ensuring that their decisions aligned strictly with legislative intent.

• Rivalry Between Courts: Competition between courts, such as the King’s
Bench and the Court of Common Pleas, fostered more precise and equitable
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legal proceedings. This rivalry discouraged arbitrary judgments and promoted
justice.

4. Role of Juries
• Independent Jurors: Juries were a long-standing institution in Britain,

preserved while other countries abandoned them. They served as a crucial check
on judicial power, with matters of fact left entirely to their determination.

• Selection and Impartiality: Jurors were selected carefully from the defen-
dant’s county or neighborhood, ensuring their familiarity with the local context
and impartiality in cases involving property disputes or other issues.

• Citizen Protection: The jury system provided a safeguard against state
overreach and judicial excess, reinforcing the liberty of individuals.

5. Habeas Corpus
• Protection Against Arbitrary Imprisonment: Habeas Corpus was a critical

legal tool that prevented individuals from being imprisoned without trial. It
allowed anyone detained to demand a hearing at Westminster within 40 days,
provided they could afford the transport.

6. Systemic Foundations of Liberty
• Cultural and Legal Entrenchment: Smith emphasized that liberty in Britain

was deeply ingrained not only through laws but also through customs and so-
cietal expectations. Any attempt to alter the system would face overwhelming
opposition.

• Institutional Competition: The balance of forces between Parliament, the
judiciary, and the people ensured that no single entity could dominate. Periodic
elections, judicial independence, and jury trials maintained a system resistant
to absolutism.

Smith identified a unique combination of institutional safeguards in Britain
that preserved liberty and security. These included a powerful and account-
able Parliament, an independent judiciary, the jury system, and protections like
Habeas Corpus. This balance of power was neither the product of a formal social
contract nor a sudden transformation but emerged naturally through the his-
torical evolution of British society. By maintaining this system, Britain avoided
the pitfalls of absolutism that plagued much of continental Europe, laying the
groundwork for its economic and political success.
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11 Adam Smith’s account of English history presents
an intriguing, albeit contradictory, depiction
of its political and legal development. The
core tension in his narrative arises from the
juxtaposition of England’s experience with ab-
solutism in political power and its remarkable
legal continuity. This inconsistency makes his
analysis compelling for the later stages of En-
glish development (post-1600) but somewhat
problematic for earlier periods.

Here is a more detailed exploration of the contradiction:
1. England’s Political Development and Absolutism
Smith’s narrative acknowledges that England experienced a phase of abso-

lutism, but he differentiates it from the continental experience in several impor-
tant ways:

a) Characteristics of English Absolutism
• Late Emergence: Smith places the rise of English absolutism relatively

late in the European context, beginning around 1475. By this time, absolutist
monarchies in France, Spain, and elsewhere were already consolidating power.

• Short Duration: England’s absolutist phase lasted roughly a century, from
1475 to 1580. By comparison, continental monarchies entrenched absolutism
across centuries, continuing well into the modern era.

• Eventual Reversal: Unlike the growing power of absolutist governments on
the continent, England managed to dismantle absolutism, particularly through
the events leading to and following the English Civil War (1642–1651) and the
Glorious Revolution (1688). These events reinforced constitutional checks on
royal authority and bolstered parliamentary power.

b) Political Disruption
Smith paints a picture of significant disruption during this phase:
• The Tudor monarchs, especially Henry VII and Henry VIII, consolidated

royal power at the expense of the nobility and the Church, often bypassing
traditional checks on authority.

• Parliament, while not entirely powerless, largely supported the monarchy’s
absolutist measures, exemplified by acts of enclosure, taxation, and religious
reforms.

c) A Short-lived Exception
Smith’s argument that England’s absolutism was a historical aberration sug-

gests that its reversal was due to structural and cultural factors that did not
exist on the continent. These included:
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• The unique financial pressures faced by English monarchs, forcing them to
rely on Parliament for revenue.

• A tradition of local governance and courts that persisted even under ab-
solutist rulers.

• The absence of a large standing army, which limited the crown’s ability to
enforce absolutism.

2. Continuity in England’s Legal Development
In contrast to the political discontinuity, Smith argues for a remarkable

degree of legal continuity in England:
a) Ancient Legal Traditions
• Smith highlights the antiquity of English legal institutions, which he claims

were older and more stable than those of France or Scotland.
• The courts in England operated under established rules and regulations,

which limited the discretionary power of judges and protected individuals from
arbitrary state action.

b) Regulation of Judicial Authority
• Judges were constrained by strict adherence to the literal meaning of laws,

leaving little room for interpretation or alteration. This minimized the risk of
arbitrary or politicized judgments.

• The courts maintained procedural accuracy and fairness, ensuring that
legal decisions adhered to well-established norms.

c) Checks and Balances in Legal Proceedings
• The rivalry between courts, such as the Court of King’s Bench and the

Court of Common Pleas, fostered a competitive legal environment. This com-
petition ensured that no single institution could monopolize justice or impose
arbitrary decisions.

• The jury system acted as an additional check on judicial power, leaving
factual determinations to independent jurors drawn from the local community.

d) Independence of Judges
• Judges held their offices for life, making them independent of royal or

parliamentary influence. Their professional integrity and reputations were seen
as valuable assets that discouraged corruption.

• Unlike on the continent, English judges were accountable for their conduct,
ensuring fair treatment of citizens.

e) Habeas Corpus and Legal Protections
• The writ of Habeas Corpus was a cornerstone of English liberty, allow-

ing individuals to challenge arbitrary imprisonment and secure a trial within a
reasonable timeframe.

• These legal protections provided a robust shield against the expansion of
state power, even during periods of political upheaval.

3. Contradiction Between Political and Legal Narratives
The tension in Smith’s account arises from the apparent inconsistency be-

tween the trajectory of political and legal institutions:
a) Absolutism vs. Legal Continuity
• Politically, Smith acknowledges that England underwent a period of cen-

tralized royal authority that resembled continental absolutism. This would typ-
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ically entail the erosion of legal independence and the subordination of courts
to royal power.

• Legally, however, Smith portrays a system of courts and laws that main-
tained continuity and independence even during this period. This suggests that
England’s legal traditions acted as a counterbalance to political centralization,
preventing the excesses of absolutism.

b) Implications for Historical Accuracy
• Smith’s depiction of legal continuity is more convincing for the post-1600

period, when institutional balances were firmly established. However, it may
oversimplify the earlier period, during which English legal institutions were
likely more vulnerable to royal interference.

• His emphasis on the ancient and regulated nature of English courts may ex-
aggerate their stability during the 15th and 16th centuries, when Tudor monar-
chs wielded significant control over the judiciary.

4. Insights into Institutional Development
Despite the contradictions, Smith’s account offers valuable insights into the

interplay between political and legal institutions:
a) Checks on Absolutism
• Smith’s analysis suggests that England’s legal continuity played a crucial

role in curbing the excesses of absolutist rule. The judiciary and jury system
provided a counterweight to the centralizing tendencies of monarchs, helping to
preserve individual liberties.

b) Evolution of Governance
• The tension between political absolutism and legal independence reflects a

broader theme in English history: the gradual evolution of governance through
the interplay of competing forces. This dynamic process ultimately produced
a system of balanced power that distinguished England from its continental
neighbors.

Smith’s account of English history highlights a complex and contradictory
narrative. While he depicts a brief period of political absolutism, he simulta-
neously argues for the remarkable continuity of English legal institutions. This
duality underscores the unique trajectory of English development, where legal
traditions provided a stable foundation even during political upheaval. However,
the tension between these narratives makes Smith’s analysis more suggestive for
the post-1600 period and less accurate for earlier centuries. His work remains a
valuable framework for understanding the interplay of political and legal insti-
tutions in shaping the path toward liberty and constitutional governance.
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12 Adam Smith, like Malthus and Ricardo, was
a pessimist about the long-term prospects of
economic progress. This pessimism stemmed
from his observations of historical and con-
temporary economic trends, as well as the-
oretical limitations inherent in his own eco-
nomic framework. Here’s a detailed explana-
tion:

1. Smith’s Observations of Stagnation and Decline
Smith noted that many of the world’s leading civilizations and economies

had either stagnated or declined over time:
• China: Once the wealthiest and most advanced civilization, China ap-

peared to have reached a “stationary” state by the time of Marco Polo and
remained so into Smith’s era.

• India: Similarly, India showed no signs of significant progress, despite its
vast population and historical achievements.

• Holland: A model of prosperity in the 17th century, Holland had entered
a period of stagnation or even decline by the late 18th century.

• France and Italy: France, formerly a leading power, had been economi-
cally stagnant for over a century, while Italy had only regained the level of its
Renaissance-era prominence.

• Spain and Portugal: These once-dominant colonial powers were regressing
economically, despite their early success in global trade and empire-building.

• England and Scotland: England was one of the few exceptions, continuing
to progress economically. Scotland and the sparsely populated North American
colonies were also showing signs of growth.

Smith’s observations led him to conclude that progress was possible but
limited, often hitting a “ceiling” after which economies stagnated or declined.
This conclusion shaped his broader economic pessimism.

2. Smith’s Theoretical Pessimism
Smith’s economic framework contained assumptions that limited the poten-

tial for sustained growth:
• Diminishing Returns: Smith anticipated that as economies expanded, the

benefits of additional investment in land, labor, and capital would diminish over
time. Agricultural productivity, in particular, was constrained by natural limits,
leading to stagnation in societies dependent on agriculture.

• Population Pressure: Echoing ideas that Malthus would later formalize,
Smith feared that population growth would outstrip the capacity of economies
to provide for their people. This would lead to falling wages and worsening
conditions for laborers.

• Stationary State: Smith believed that economic growth was finite and that
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economies would eventually reach a “stationary state” characterized by stable
but stagnant output, with little innovation or dynamism.

3. Smith’s Views on Labor and Wages
• Smith shared the concern that progress might not lead to long-term im-

provements for the laboring class. Rising populations and resource constraints
would, in his view, lead to declining real wages over time.

• This concern aligned with the pessimistic outlook of later classical economists
like Malthus, who argued that any economic gains would be offset by population
pressures, keeping laborers in subsistence conditions.

4. The Blind Spot: The Industrial Revolution
Smith could not foresee the transformative potential of the Industrial Rev-

olution, which was already beginning during his lifetime:
• Economic Revolution vs. Industrial Revolution: Smith recognized and

analyzed an ongoing economic revolution, characterized by the expansion of
commerce, trade, and specialization. However, he did not anticipate the techno-
logical and industrial innovations that would drive unprecedented and sustained
economic growth.

• Technological Change: Smith’s framework lacked an emphasis on techno-
logical innovation as a driver of long-term growth. His focus was on commerce,
division of labor, and market efficiency, rather than the industrial processes that
would later define the modern economy.

• Sustained Growth: The rapid and sustained economic growth that emerged
with the Industrial Revolution contradicted Smith’s assumption that economies
would eventually stagnate due to diminishing returns and population pressure.

5. E.A. Wrigley’s Critique
E.A. Wrigley highlights Smith’s limitations, noting that his pessimism led

him to underestimate the possibility of prolonged improvements in real wages
and living standards. Wrigley observes:

• Smith’s anticipation of Malthusian arguments reinforced his belief that
laborers’ conditions would deteriorate over time.

• The economic growth Smith observed was constrained by his theoretical
framework, which could not account for the transformative impact of industri-
alization, technological progress, and sustained productivity increases.

6. Smith’s Legacy and Misjudgment
While Smith was a keen observer of his time, his framework reflected the

limitations of pre-industrial economic thought:
• Accurate Diagnosis of Challenges: Smith’s concerns about stagnation, di-

minishing returns, and population pressures were valid within the agricultural
and mercantile contexts of his era.

• Inability to Predict Future Trends: The Industrial Revolution, with its
capacity to overcome natural constraints and generate sustained growth through
technological innovation, was outside the scope of Smith’s analysis.

Smith’s work laid the foundation for classical economics, but his pessimism
demonstrates the challenges of predicting long-term economic trends in the ab-
sence of transformative forces like industrialization. His insights remain valu-
able, particularly for understanding pre-industrial economies, but they also high-
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light the importance of innovation and technological change in breaking through
perceived economic limits.

12.1 Adam Smith identified three major reasons why con-
tinuous long-term economic growth was not possible
and why nations like Holland had reached a plateau
of wealth and stagnation. These reasons reflect his
view that economies were ultimately constrained by
natural laws and structural limits, leading to his long-
term pessimism.

1. Falling Rate of Profit
Smith observed that as nations accumulate wealth and capital:
• Diminished Profits: In highly developed economies like Holland, where

every business sector is fully saturated, the ordinary rate of profit falls signifi-
cantly.

• Low Interest Rates: With declining profits, the market rate of interest
drops so low that only the wealthiest individuals can survive on investment
income. Others are forced to actively manage their capital or engage in trade
to maintain their livelihoods.

• Cultural Shift: In such economies, it becomes customary and even fashion-
able for individuals to be involved in business, as necessity drives participation
in economic activity. Smith saw this trend in Holland and believed England
would soon follow, hitting a similar high-level equilibrium trap.

2. Diminishing Marginal Returns
Smith recognized the problem of diminishing returns, particularly in agri-

culture, which he believed constrained growth:
• Agricultural Limits: The most fertile lands yield high returns initially,

but as demand grows, marginal lands must be cultivated, or additional labor
applied, leading to lower productivity and efficiency.

• Limits of the Division of Labor: While the division of labor temporarily
boosts productivity, it also faces diminishing returns as specialization reaches
practical limits.

• Resource Constraints: Smith, like his successors Malthus and Ricardo,
understood that land and natural resources, being finite, posed a fundamental
limit to economic expansion. In Smith’s world, energy sources were confined to
solar, wind, and water power, further restricting productivity growth.

3. Population Growth and the Malthusian Trap
Smith anticipated Malthus’s argument that population growth absorbs any

increase in national wealth:
• Population Tied to Subsistence: Like other animals, humans multiply in

proportion to the means of subsistence. Higher real wages and improved living
conditions encourage larger families, leading to population growth.

• The Law of Supply and Demand: The demand for labor directly regu-
lates population growth. Higher wages incentivize marriage and reproduction,
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ensuring a steady supply of labor to meet demand.
• Poverty and Fertility: Smith noted that poverty does not necessarily sup-

press population growth. Poor individuals often have more children, but high
infant mortality rates keep overall population numbers in check. However, if liv-
ing standards and medical care for the poor improve, population growth could
accelerate, exacerbating resource constraints.

Long-Term Pessimism
Smith’s observations led him to a pessimistic conclusion about the future of

economic growth:
• The High-Level Equilibrium Trap: Nations like Holland represented a

state of economic maturity where wealth creation stagnates. Once this plateau
is reached, the potential for further progress diminishes, and economies become
vulnerable to decline.

• Precarious Balance: Smith identified threats to sustained prosperity, in-
cluding:

• Population pressures exceeding resource availability.
• Monopolistic behaviors of merchants and farmers that distort markets.
• Ambitions of states and churches that disrupt economic stability.
• Inefficiencies and inequalities within highly developed systems.
Measured Optimism
Despite his pessimism, Smith believed that short-term gains and incremental

improvements were possible:
• Political Reforms: Removing obstacles such as monopolies, restrictive poli-

cies, and corruption could lead to increased prosperity.
• Economic Potential: The Dutch model provided a pathway to opulence

that other nations, such as England, could emulate—at least until they too hit
the ceiling of growth.

Thus, Adam Smith’s view of economic growth was a balance of optimism
and pessimism:

• In the short term, progress was achievable through better policies and
economic practices.

• In the long term, economies were constrained by falling profits, diminish-
ing returns, and population pressures, which would eventually trap societies in
stagnation or decline. Smith’s framework anticipated key elements of classical
economics and the later theories of Malthus and Ricardo, shaping a cautious
view of humanity’s economic prospects.
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12.2 Adam Smith’s analysis of the limitations and conse-
quences of economic growth reflects both his recogni-
tion of the potential for wealth creation and his deep
concern for its unintended and often adverse effects.
Below is a detailed exploration of his views on the
constraints to continuous growth, the consequences
of industrial capitalism, and his ultimate pessimism
about human progress.

1. The Impossibility of Continuous, Unlimited Growth
Smith acknowledged the natural human tendencies—self-interest, competi-

tion, and the division of labor—that could drive wealth creation under the right
conditions. However, he also believed that continuous, unlimited growth was
impossible due to several factors:

a) Growth as an Accident
• Unintended Consequences: Economic progress, according to Smith, had

often been an accidental byproduct of conflicts, oppositions, and historical con-
tingencies rather than the result of deliberate planning or natural laws.

• Geographic and Cultural Variations: Many regions, such as Eastern Eu-
rope, Southern Europe, China, and India, had failed to sustain growth or had
stagnated. Even advanced nations like France and Germany showed signs of
stagnation or inconsistency in their growth.

• Regional Exceptions: Only the northwestern fringes of Europe (e.g., Eng-
land and Scotland) and the New World were experiencing notable economic
progress, highlighting the rarity and precariousness of sustained growth.

b) High-Level Equilibrium Trap
• Plateau of Wealth: Smith believed that nations like Holland, which had

achieved significant wealth, were now trapped in a high-level equilibrium where
further growth was nearly impossible.

• Vulnerability to Decline: Once nations reached this plateau, they faced
structural and resource constraints that made them susceptible to stagnation or
regression.

2. The Social Costs of Industrial Capitalism
Smith identified significant negative consequences of the emerging industrial-

capitalist system, particularly for the working class:
a) Growing Misery Amidst Wealth
• Economic Paradox: Even in England, one of the wealthiest nations, Smith

observed widespread misery among the laboring classes. While they produced
goods for global markets, their own conditions were poor, symbolized by the
tradesmen who clothed the world but lived “in rags.”

• Self-Inflicted Problems: Smith also recognized that part of this misery
stemmed from social issues such as “riot and debauchery,” reflecting a lack of
education and meaningful engagement during leisure time.

b) The Crippling Effects of the Division of Labor
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• Mental Contraction: The division of labor, while driving productivity, had
a dehumanizing effect on workers. Specialization confined individuals to repet-
itive tasks, narrowing their intellectual horizons and stunting their creativity.

• Comparison of Urban and Rural Minds: Smith observed that workers in
rural areas, who dealt with diverse tasks, often had broader and more elevated
thoughts than urban workers confined to monotonous jobs.

• Loss of Agency: The simplicity of industrial tasks diminished workers’
sense of autonomy and intellectual engagement, making them “stupid” not by
nature but by circumstance.

c) Neglect of Education
• Exploitation of Children: The reduction of trades to simple operations led

to the widespread employment of young children, further undermining the value
of education.

• Contrast with Simpler Societies: Smith noted that even the poorest labor-
ers in less industrialized societies could read and write, as education was more
accessible and necessary in environments where children could not contribute
as readily to the workforce.

• Cultural Devaluation: In commercial societies, education was often ne-
glected or undervalued, leaving workers with little opportunity for intellectual
or moral development.

d) Decline of Heroic Spirit
• Loss of Virtue: The commercial spirit, while economically productive,

eroded higher virtues such as courage, creativity, and intellectual ambition.
Smith lamented the suppression of “heroic spirit” and the diminishing aspirations
of individuals in a highly commercialized world.

3. Anticipation of Marx’s Critique
Smith’s observations about the division of labor and the exploitation of work-

ers resonate with later critiques by Karl Marx. Although Smith did not advo-
cate for revolution or systemic change, he anticipated several issues central to
Marxist thought:

• Alienation: Smith’s description of the mental and social effects of repetitive
labor mirrors Marx’s concept of alienation, where workers become disconnected
from their labor, its products, and their own humanity.

• Class Inequality: Smith recognized the persistence of inequality in commer-
cial societies, where the wealth created by labor did not translate into improved
living conditions for the workers themselves.

4. Mankind’s Inescapable Treadmill
Smith believed that despite short-term gains in wealth and living standards,

humanity remained fundamentally trapped by systemic constraints:
a) The Treadmill of Existence
• Temporary Gains: While industrialization could improve living standards

in specific regions for a time, these improvements were limited and unsustainable
on a global scale.

• Historical Continuity: Smith argued that the current state of wealth in
a few nations represented a temporary respite rather than a permanent escape
from the hardships of existence.

34



b) The Original Affluent Society
• Hunter-Gatherer Comparison: Smith speculated that the hunter-gatherer

societies of early humanity might have been freer and less burdened by systemic
inequalities and monotonous labor than modern commercial societies.

5. Limitations of Smith’s Vision
Smith’s pessimism about the future stemmed partly from his inability to

fully appreciate the potential of technological innovation and mechanization:
• Underestimation of Machinery: Smith saw machinery as a driver of produc-

tivity but did not foresee its capacity to transform industrial processes, reduce
labor burdens, and create entirely new industries.

• Focus on Constraints: His focus on natural resource limits, the division of
labor, and social inequalities prevented him from envisioning the transformative
effects of the Industrial Revolution.

6. Smith’s Call for Reform
Despite his critiques, Smith believed that some of the disadvantages of com-

mercial societies could be mitigated:
• Importance of Education: Smith emphasized the need to address the ne-

glect of education and provide intellectual and moral development for workers.
• Moral and Social Considerations: Reforming the division of labor to allow

for greater worker autonomy and creativity was, in his view, a worthy goal,
though he left its practical implementation unexplored.

Conclusion
Adam Smith’s analysis of economic growth and industrial capitalism re-

veals both his remarkable insight into the dynamics of wealth creation and his
profound concern for its societal costs. While he recognized the potential for
economic progress, he saw this progress as uneven, temporary, and fraught with
unintended consequences. His critiques of the division of labor, neglect of edu-
cation, and growing inequality highlight the moral and social challenges of the
emerging industrial era. Ultimately, Smith’s vision was both a celebration of
human ingenuity and a cautionary tale about the limits and costs of economic
progress.
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13 Adam Smith’s analysis of England’s success
highlights a combination of geographical, le-
gal, and socio-economic factors that set the
country apart from its European neighbors.
While he acknowledged the importance of Eng-
land’s natural advantages and favorable le-
gal system, Smith placed the greatest empha-
sis on the unique position of the yeomanry—
the independent, landholding middle class—
as the crucial factor in England’s rise to eco-
nomic prominence.

Geographical and Legal Advantages
Smith recognized that England’s geography played a significant role in its

development as a hub of foreign commerce. With its extensive coastline, nav-
igable rivers, and proximity to major European markets, England was ideally
suited for trade and maritime activities. Smith stated that England was “per-
haps as well fitted by nature as any large country in Europe, to be the seat of
foreign commerce.”

In addition to geographical benefits, England’s legal system was highly fa-
vorable to commerce. Smith compared England’s legal framework to that of
Holland, often regarded as the epitome of commercial success, and concluded
that England’s laws were “upon the whole, more favourable” to commerce. The
consistency and predictability of England’s legal code, particularly in matters
related to property rights and contracts, facilitated trust and investment, which
are critical to economic activity.

The Central Role of the Yeomanry
While geography and law were important, Smith argued that the unique

status and security of England’s yeomanry were even more significant. The
yeomanry, representing what could loosely be termed the middle class of inde-
pendent landholders, were crucial to England’s economic and social stability.
Smith highlighted their political, social, and economic independence as key to
England’s success:

1. Security and Independence: Unlike much of Europe, where small land-
holders were often subservient to aristocrats or bound by feudal obligations,
England’s yeomanry enjoyed secure property rights and tenures. They were “as
secure, as independent, and as respectable as law can make them.” This security
fostered investment in land and agricultural improvements, as landholders felt
confident that their rights would be protected over the long term.

2. Political Power and Respectability: Smith pointed out that in England,
yeomen had political influence, often holding freehold leases that entitled them
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to vote for members of Parliament. This political enfranchisement elevated
their status and made them “respectable to the landlords,” creating a dynamic
of mutual respect and cooperation between landowners and tenants.

3. Economic Contribution: The secure position of the yeomanry encouraged
productivity and innovation in agriculture. Smith noted that in England, ten-
ants would invest in improving the land, even without a formal lease, trusting in
the “honor of [their] landlord.” This practice was unheard of in most of Europe,
where tenants had little security and landlords often exploited them. The long
leases secured by law in England were a unique feature that supported this level
of trust and economic efficiency.

Contrasts with Continental Europe
Smith contrasted the situation of England’s yeomanry with the conditions

in other parts of Europe, particularly France. In France, much of the land was
still held under outdated systems like metayage (sharecropping), which limited
the incentives for tenants to invest in or improve the land. Smith remarked that
these tenures were so outdated in England that “at present I know no English
name for them.”

Furthermore, the yeomanry in other European countries were often regarded
as inferior to tradesmen and mechanics, which further discouraged agricultural
investment and innovation. England, Holland, and Berne in Switzerland were
exceptions where townsmen invested in the countryside, creating a productive
synergy between urban and rural economies.

Historical Continuity of Yeoman Independence
Smith emphasized that the differences in the status of the yeomanry were

not recent developments but were rooted in centuries of English legal and social
traditions. Unlike France, where feudal systems persisted into the 18th century,
England had moved away from such structures much earlier, creating an en-
vironment where independent landownership and secure tenures could flourish.
This long-standing system of property rights and political inclusion underpinned
the country’s economic growth.

Smith’s analysis underscores the interplay of multiple factors—geographical
advantages, legal frameworks, and the unique position of the yeomanry—in
explaining England’s success. While England’s geography and legal system pro-
vided a strong foundation, it was the security, independence, and productivity
of the yeomanry that Smith considered most crucial. Their ability to invest in
land, participate in politics, and contribute to the economy distinguished Eng-
land from its neighbors and helped propel it to the forefront of economic and
social development.
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14 Adam Smith’s detailed analysis of the socio-
economic differences between English and Con-
tinental colonies highlights how institutional
frameworks and property laws shaped the de-
velopment and prosperity of these colonies.
His insights provide a powerful explanation of
why English colonies, in particular, fostered
greater economic growth and social mobility.

Differences in Land Tenure and Alienability
Smith identified land tenure systems as a critical distinction between En-

glish and Continental colonies. In English colonies, land was held under free
socage, a form of tenure that allowed for easy alienation and transfer. This
system encouraged widespread landownership among settlers, creating a broad
base of independent landowners who could actively cultivate and improve their
properties.

In contrast, Continental colonies inherited restrictive systems that hindered
land alienation:

1. Spanish and Portuguese Colonies: The Majorazzo system ensured that
large estates were entailed, passing to a single heir and remaining unalienable.
This perpetuated vast disparities between the wealthy landholding elite and the
landless peasantry.

2. French Colonies: Estates held under noble tenure were subject to re-
demption rights, allowing heirs or superiors to reclaim alienated portions. This
created significant legal and financial barriers to the free exchange of land, sti-
fling economic activity and social mobility.

Smith noted that these restrictions in Continental colonies recreated the
rigid class divides of Europe, with a small noble elite holding power over a
large, disenfranchised peasant class. By contrast, the English system fostered a
“mass of middling folk,” a prosperous middle class that became the backbone of
economic and social stability in the colonies.

Absence of Hereditary Nobility
A major difference Smith highlighted was the absence of hereditary nobility

in English colonies. While old families in English colonies might enjoy social
respect, they held no legal privileges that could oppress or limit the freedoms of
their neighbors. This lack of entrenched aristocratic privilege contrasted sharply
with Continental systems, where nobility retained significant legal and economic
advantages.

Smith observed that in commercial states like England and its colonies,
wealth and status rarely remained concentrated within the same family for long.
The common law of England abhorred perpetuities, meaning that entails and
other mechanisms for preserving wealth across generations were more restricted
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than in any other European monarchy. This legal framework allowed wealth to
circulate more freely, promoting social mobility and economic dynamism.

The Role of Commerce and Empire
Smith painted eighteenth-century England and its colonies as examples of

modern commercial societies. The British Empire, he argued, was fundamen-
tally a commercial enterprise, designed to provide markets for English goods.
While he critiqued this mercantilist mentality as shortsighted, he acknowledged
its role in fostering a cohesive and prosperous economic system.

Smith famously remarked on the “nation of shopkeepers” mentality, describ-
ing the empire as a project driven by the commercial interests of the English
middle class. “To found a great empire for the sole purpose of raising up a peo-
ple of customers,” he noted, was not a strategy fit for shopkeepers but perfectly
suited to a government influenced by them.

The Roots of Modern Commercial Societies
Smith saw England and its colonies as embodying the principles of modern

commercial societies, where wealth creation was driven by innovation, trade,
and social mobility rather than inherited privilege. The legal and institutional
frameworks of England provided the foundation for this success, emphasizing the
alienability of property, the absence of hereditary nobility, and the promotion
of individual enterprise.

Smith also recognized the long historical roots of this commercial mentality.
He argued that the “mentality of shopkeepers” was not a new phenomenon
but rather an ancient feature of English society, deeply embedded in its legal
and economic traditions. This perspective reinforced his broader thesis that
the prosperity of England and its colonies was not the result of chance but of
deliberate institutional arrangements that encouraged growth and innovation.

Smith’s analysis underscores the profound impact of institutional differences
on the development of English and Continental colonies. The flexibility of En-
glish property laws, the absence of entrenched nobility, and the commercial
focus of the British Empire created conditions that promoted social mobility,
economic growth, and political stability. By contrast, the restrictive systems
of the Continental powers perpetuated inequality and stagnation. Smith’s in-
sights remain a cornerstone of understanding the interplay between institutional
design and economic success.
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15 Adam Smith’s exploration of taxation, politi-
cal stability, and the legal framework reveals
his intricate understanding of the conditions
necessary for economic growth and the accu-
mulation of wealth—or what he termed “op-
ulence.” His insights reflect not only a critique
of historical practices but also a forward-looking
vision for creating societies where commerce
and innovation can thrive.

Taxation: Principles and Practices
Smith outlined four key principles of taxation that he believed were essen-

tial for fostering economic prosperity while maintaining fairness and efficiency.
These principles represented a stark contrast to the arbitrary and oppressive
tax systems prevalent in many agrarian societies.

1. Equality: Smith emphasized that taxation should be proportional to an
individual’s ability to pay. In his words, “The subjects of every state ought
to contribute towards the support of the government, as nearly as possible, in
proportion to their respective abilities; that is, in proportion to the revenue
which they respectively enjoy under the protection of the state.” This principle
sought to ensure that the burden of taxation did not disproportionately fall on
the less affluent, as was often the case in heavily stratified societies.

2. Certainty: Smith stressed the importance of predictability in taxation.
He argued that the timing, amount, and manner of payment should be clear to
both taxpayers and collectors, as uncertainty breeds inefficiency and opens the
door to corruption. “The arbitrary power of tax gatherers was disastrous,” he
warned, underscoring the need for a transparent system.

3. Convenience: Taxes should be collected in a manner that is least burden-
some to contributors. Smith observed, “Every tax ought to be levied at the time,
or in the manner, in which it is most likely to be convenient for the contribu-
tor to pay it.” This practical approach reflects his sensitivity to the day-to-day
realities of taxpayers.

4. Economy: Smith advocated for minimizing the administrative costs of
taxation, ensuring that as much revenue as possible reached the state rather
than being siphoned off during collection.

These principles, reflective of the systems in England and the Netherlands,
stood in stark contrast to the unpredictable and inequitable tax regimes of
other agrarian civilizations. Smith attributed these differences to the strength
of England’s middle class and the relative weakness of aristocratic interests,
which helped maintain more equitable and stable systems of governance.

The Dangers of Arbitrary Taxation
Smith was acutely aware of the detrimental effects of arbitrary and unfair
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taxation on economic growth. He critiqued taxes that artificially inflated the
market price of commodities or discouraged industry and trade. For instance, he
noted, “Whatever policy tends to raise the market price above the natural one
diminishes public opulence and natural wealth of the state.” Taxes on exports
and imports, in particular, hindered commerce and punished merchants, who
were historically in a “contemptible state” and unable to resist such burdens.

Smith warned against excessive government intervention in the economy,
arguing that “fiddling” with natural economic balances—whether through taxes,
duties, or subsidies—tended to harm national prosperity.

Political Stability and Economic Growth
Smith connected economic progress with political stability, noting that insecurity—

whether from war, feudal violence, or arbitrary governance—stifled commerce
and innovation. He observed that in politically unstable countries, people of-
ten concealed their wealth or refrained from investing it in productive ventures,
fearing confiscation or exploitation. “This is said to be a common practice in
Turkey, in Indostan, and, I believe, in most other governments of Asia,” he
wrote, contrasting such practices with the relative security enjoyed in Britain.

Political stability allowed for the creation of a legal and social infrastruc-
ture that supported commerce. Contracts had to be enforceable, and property
rights needed to be protected. Smith highlighted that “another thing which
greatly retarded commerce was the imperfection of the law with regard to con-
tracts. . . originally the law gave no redress for any but those concluded on the
spot.” Similarly, insecure land tenure discouraged agricultural improvement: “As
the tenants were continually in danger of being turned out, they had no motive
to improve the ground.”

Breaking Down Monopolies and Privileges
Smith vehemently opposed monopolies and exclusive privileges, which he

viewed as barriers to innovation and competition. “All monopolies and exclusive
privileges of corporations, for whatever good ends they were at first instituted,
have the same bad effect,” he argued. By stifling competition and granting un-
due advantage to a select few, monopolies hindered the natural flow of commerce
and innovation.

The Virtuous Circle of Wealth and Governance
Smith believed in a virtuous circle where economic growth enabled societies

to support effective governance through fair taxation, which in turn fostered fur-
ther growth. This virtuous circle stood in opposition to the historical tendency
for wealth accumulation to exacerbate inequality and stagnation. He observed
that in many societies, growing wealth led to heavier rents and taxes on the
poor, further entrenching social divisions. In contrast, Smith advocated for
systems that promoted equality and fairness, enabling broad-based prosperity.

Smith’s analysis of taxation, political stability, and legal systems highlights
the intricate interplay between governance and economic growth. His advo-
cacy for fair and predictable taxation, the protection of property rights, and
the dismantling of monopolies underscores his belief in the importance of cre-
ating a stable and equitable framework for commerce. By building institutions
that support fairness and innovation, societies can break free from the cycles of
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oppression and stagnation that have plagued much of human history.

16 Montesquieu’s Methodology and Its Influence
on Adam Smith

Montesquieu’s The Spirit of the Laws (1748) profoundly influenced Adam Smith’s
intellectual framework, particularly his methodological approach to understand-
ing the development of economic, social, and political systems. Montesquieu’s
pioneering methodology provided a template for tracing the historical evolution
of institutions and examining the interplay between geography, culture, and
law. Smith adopted and expanded upon these ideas, integrating them into his
analysis of the dynamics underpinning the modern world.

1. The Comparative Method
Montesquieu’s work is characterized by its comparative approach, which

examines how different societies develop institutions suited to their unique ge-
ographical, cultural, and historical circumstances. He famously asserted:

“The laws of a nation should be so closely tailored to the people for whom
they are made that it would be pure chance if those of one nation could suit
another.”

This statement reflects Montesquieu’s emphasis on the contextual nature
of legal and political systems. Rather than imposing a universal model, Mon-
tesquieu advocated for understanding the specific conditions that shape insti-
tutions. Smith embraced this approach, applying it to his study of economic
systems and the factors driving wealth creation.

2. Institutional Development Through Stages
Montesquieu’s theory of historical stages provided Smith with a methodolog-

ical blueprint for exploring the evolution of societies. In The Spirit of the Laws,
Montesquieu identifies various forms of government—monarchies, republics, and
despotisms—and explains how their development is influenced by factors such
as climate, geography, and economy. He argued:

“Laws are the necessary relations arising from the nature of things; and in
this sense, all beings have their laws.”

This evolutionary perspective deeply resonated with Smith, who used a simi-
lar stage theory to analyze economic progress. In The Wealth of Nations, Smith
outlines the “four stages of society”—hunter-gatherer, pastoral, agricultural, and
commercial—and examines how these stages are tied to shifts in production,
property, and governance.

3. The Role of Geography and Environment
Montesquieu’s attention to geography and environment as drivers of insti-

tutional and cultural differences also shaped Smith’s thinking. Montesquieu
observed that physical conditions, such as climate and terrain, influenced so-
cietal norms, governance structures, and economic activity. For example, he
argued:

“The fertility of a country creates the simplicity of its laws. Where nature is
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abundant, people need less government; where it is stingy, people seek stronger
governance to survive.”

Smith extended this analysis by exploring how geographical advantages, such
as access to navigable rivers or ports, facilitated trade and commerce, con-
tributing to economic development. His emphasis on the relationship between
environment and economic systems echoes Montesquieu’s insights.

4. Checks and Balances
One of Montesquieu’s most enduring contributions is his articulation of the

principle of separation of powers, designed to prevent tyranny by balancing the
executive, legislative, and judicial functions of government. He famously stated:

“Power should be a check to power.”
While Smith did not directly analyze constitutional structures, he appreci-

ated the broader implications of balanced institutions for economic and social
stability. Montesquieu’s ideas on institutional equilibrium informed Smith’s
views on the importance of competition and decentralized governance in foster-
ing economic freedom and innovation.

5. Comparative Speculation and Economic Analysis
Montesquieu’s speculative comparisons across cultures and historical epochs

encouraged Smith to adopt a similarly broad perspective. In The Spirit of the
Laws, Montesquieu contrasts the economic and social systems of ancient and
modern societies, discussing, for instance, how trade flourished in free republics
compared to despotic states. He argued:

“Commerce is a cure for the most destructive prejudices; for it is almost a
general rule that wherever manners are gentle, there is commerce, and wherever
there is commerce, manners are gentle.”

Smith expanded upon this idea, examining the moral and economic benefits
of trade and arguing that commerce fosters mutual benefit and cooperation
among nations.

6. Legacy in Smith’s Methodology
Montesquieu’s influence is evident in Smith’s methodological rigor and his

emphasis on tracing the historical and cultural underpinnings of economic sys-
tems. Smith’s work often mirrors Montesquieu’s focus on causality, interdepen-
dence, and evolution. For instance, in The Wealth of Nations, Smith examines
how historical processes, such as the division of labor and the accumulation of
capital, have shaped modern commercial society.

Smith’s adoption of Montesquieu’s comparative and historical approach al-
lowed him to analyze economic systems as dynamic and interconnected phenom-
ena, rather than static entities. This methodology not only enhanced Smith’s
analysis but also helped establish political economy as a scientific discipline.

Conclusion
Montesquieu’s The Spirit of the Laws provided Adam Smith with a compre-

hensive framework for studying the development of institutions and societies.
By integrating Montesquieu’s comparative and evolutionary methods, Smith
was able to craft a nuanced and historically grounded analysis of economic and
social systems. Their shared emphasis on the interplay between geography, cul-
ture, and institutional development continues to inform modern economic and
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political thought.

17 Richard Cantillon’s Influence on Adam Smith
Richard Cantillon’s Essai sur la Nature du Commerce en Général (Essay on
the Nature of Trade in General) stands as a foundational text in economic
thought, significantly influencing Adam Smith’s later work, The Wealth of Na-
tions. Written around 1730 and published posthumously in 1755, Cantillon’s
analysis offered groundbreaking insights into market dynamics, entrepreneur-
ship, and the structure of the economy. Many of his ideas resonate deeply with
Smith’s theories, demonstrating a clear intellectual lineage.

1. Structure of the Economy
Cantillon’s Essai provides one of the earliest systematic frameworks for

understanding the economy. He divided society into three primary classes:
landowners, entrepreneurs, and laborers. He wrote:

“The earth is the source or matter from whence all wealth is produced. The
labour of man is the form which produces it.”

This conceptualization highlighted the interdependence of economic agents
and the role of land and labor in wealth creation. Smith’s work expanded on this
framework, exploring how specialization and trade among these groups optimize
resource allocation and drive economic growth.

2. Entrepreneurship and Risk
Cantillon’s pioneering analysis of the entrepreneur established the individual

as the linchpin of economic activity. He described entrepreneurs as:
“Those who undertake to bring goods to market at an uncertain cost and

price.”
This understanding of entrepreneurship as a balancing act between risk and

reward influenced Smith’s perspective on market coordination. While Smith did
not use the term “entrepreneur” explicitly, his recognition of individual agency
in the division of labor and market systems echoes Cantillon’s analysis.

3. Price Formation and Market Dynamics
Cantillon’s exploration of price formation prefigures Smith’s analysis of sup-

ply and demand. He noted:
“The intrinsic value of a thing is the measure of the quantity of land and

labor entering into its production, and its market price is determined by supply
and demand.”

This distinction between intrinsic value and market price provided the basis
for Smith’s discussion of “natural prices” versus “market prices.” Cantillon’s
insights into how market forces regulate economic activity helped shape Smith’s
understanding of self-regulating systems.

4. Circular Flow of Income
Cantillon introduced the idea of the circular flow of income, illustrating how

money moves between landowners, entrepreneurs, and laborers. He described
this process:
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“The rents of land form the principal means of subsistence for all the inhab-
itants of a state, since they ultimately derive their livelihoods from the land.”

This model foreshadowed Smith’s analysis of wealth distribution and the
interconnectedness of production and consumption in a market economy.

5. Agricultural Foundations
Cantillon emphasized agriculture as the foundation of wealth, writing:
“The land is the source of all wealth and the primary driver of prosperity.”
Smith acknowledged this foundation while broadening the analysis to include

manufacturing and trade. Cantillon’s focus on productive land use and resource
allocation informed Smith’s views on economic development, particularly in
early agrarian societies.

6. International Trade and Money Flows
Cantillon’s analysis of international trade and monetary flows offered early

insights into the balance of trade. He observed:
“Gold and silver flow into nations with trade surpluses and leave those with

deficits, balancing trade naturally.”
This principle influenced Smith’s critique of mercantilism and his advocacy

for free trade. Cantillon’s understanding of money as a neutral facilitator of
exchange aligned with Smith’s rejection of hoarding precious metals as a means
of wealth accumulation.

7. Minimal Government Interference
Cantillon’s advocacy for minimal government interference in economic ac-

tivities aligns with Smith’s principle of laissez-faire. He wrote:
“The best government is that which governs least, interfering only to protect

property and enforce contracts.”
Smith expanded this idea, emphasizing the importance of free markets and

competition in promoting economic efficiency and societal wealth.
8. Methodological Influence
Cantillon’s approach combined deductive reasoning with empirical observa-

tion, setting a methodological precedent for Smith. He argued for grounding
economic analysis in observable reality, stating:

“One must always return to the evidence of experience to validate economic
theories.”

Smith adopted this empirical approach, drawing on historical examples and
real-world data to support his arguments in The Wealth of Nations.

Conclusion
Richard Cantillon’s Essai sur la Nature du Commerce en Général profoundly

influenced Adam Smith, providing a foundational framework for many of the
ideas that Smith later expanded and refined. Cantillon’s original words, empha-
sizing the role of entrepreneurship, market dynamics, and minimal government
interference, resonate throughout Smith’s work. Together, their contributions
laid the groundwork for classical economic thought, shaping the principles that
continue to guide modern economic analysis.
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18 Bernard Mandeville’s contributions to economic
thought were highly influential in shaping Adam
Smith’s foundational ideas, particularly in the
areas of the division of labour, the paradox
of ‘private vice, public benefit,’ and the ad-
vocacy for minimal government interference.
Mandeville’s writings, especially The Fable of
the Bees, provided a provocative and insight-
ful precursor to Smith’s more comprehensive
economic theories.

1. The Division of Labour
Mandeville introduced and analyzed the concept of the division of labour,

arguing that specialization in tasks could greatly enhance productivity. In The
Fable of the Bees, he observed, “What we call evil in this world, moral as well as
natural, is the grand principle that makes us sociable creatures, the solid basis,
the life and support of all trades and employments without exception.” Man-
deville’s recognition of how specialization could drive economic interdependence
laid the groundwork for Smith’s detailed examination of the subject. In The
Wealth of Nations, Smith famously expanded on this idea, using the example
of a pin factory to demonstrate how dividing tasks among workers dramatically
increases efficiency—a direct development of Mandeville’s insights.

2. The Paradox of ‘Private Vice, Public Benefit’
Mandeville’s paradoxical claim that individual vices could lead to societal

benefits was a central theme in The Fable of the Bees. He provocatively wrote,
“Luxury employs a million of the poor, and odious pride a million more.” Man-
deville argued that self-interested behaviors, often deemed immoral, such as
greed and the pursuit of luxury, could drive economic activity and lead to pub-
lic prosperity by creating jobs, stimulating trade, and fostering innovation. This
idea deeply influenced Smith’s concept of the “invisible hand,” where individu-
als pursuing their self-interest unintentionally promote the greater good. Smith
refined Mandeville’s paradox, presenting a more optimistic view of human be-
havior and its societal outcomes, but the philosophical core of the idea remained
rooted in Mandeville’s work.

3. Advocacy for Minimal Government Interference (Laissez-Faire)
Mandeville was a strong proponent of minimal government interference, as-

serting that markets operate most effectively when left to their own dynamics.
He remarked, “If pride and luxury are, as I have shown, the true source of all
arts and sciences; if without them there would be no trade, and no industry,
the best of qualities must be raked out to make society flourish.” Mandeville
believed that the natural interplay of self-interest and competition would yield
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the best outcomes, without the need for heavy-handed state control. Smith
built upon this laissez-faire principle, articulating in The Wealth of Nations the
importance of free markets and warning against the inefficiencies and distortions
caused by government overreach.

Conclusion
Mandeville’s provocative ideas, expressed in his own words, laid the intellec-

tual foundation for Adam Smith’s economic theories. The division of labour, the
paradoxical benefits of private vice, and the principle of laissez-faire all found
their first significant articulation in Mandeville’s work. While Smith refined
and expanded these concepts, framing them within a broader philosophical and
economic framework, the influence of Mandeville’s insights is unmistakable. To-
gether, Mandeville’s vivid prose and Smith’s systematic analysis continue to
shape the understanding of the dynamic interplay between individual actions
and societal prosperity in economic thought.

19 The French Physiocrats, a group of 18th-century
economic thinkers led by François Quesnay,
had a significant influence on Adam Smith’s
economic thought. They were among the ear-
liest advocates of the idea that economies func-
tion best when left to operate with minimal
government interference—a principle encap-
sulated in the concept of laissez-faire. Their
emphasis on agriculture as the source of na-
tional wealth and their structured analysis of
economic systems provided critical foundations
for Smith’s work in The Wealth of Nations.

1. Agriculture as the Source of Wealth
The Physiocrats posited that agricultural production was the primary source

of a nation’s wealth, as opposed to trade or manufacturing. In his Tableau
Économique (1758), François Quesnay asserted:

“The earth is the sole source of wealth, and it is agriculture that multiplies
wealth.”

This perspective framed agriculture as the “productive class,” distinguish-
ing it from other economic activities, which they deemed “sterile” in terms of
wealth generation. Although Smith would later expand the definition of pro-
ductive labor to include manufacturing and other industries, he respected the
Physiocrats’ emphasis on the importance of economic production.
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2. Advocacy for Laissez-Faire
The Physiocrats championed the idea of minimal government intervention

in economic affairs, arguing that natural economic laws should govern markets.
Their rallying cry, laissez-faire, laissez-passer (let it be, let it pass), reflected
their belief that individuals acting in their self-interest would lead to the best
outcomes for society as a whole. As Quesnay wrote:

“Let individuals have the freedom to pursue their interests in their own way,
and wealth will flow.”

This principle of non-intervention influenced Smith’s concept of the “invisible
hand,” where individual self-interest unintentionally benefits the broader society
by efficiently allocating resources through market mechanisms.

3. Economic Systems and Natural Laws
The Physiocrats viewed the economy as a natural system governed by laws

analogous to those in nature. They sought to analyze and explain these laws
systematically. Anne Robert Jacques Turgot, one of the leading Physiocrats,
articulated the importance of economic freedom and competition:

“Freedom in trade is necessary to the prosperity of agriculture, and agricul-
ture is the foundation of all other wealth.”

Their systematic approach to economic analysis, emphasizing interdepen-
dence among economic activities, resonated with Smith’s later efforts to create
a comprehensive model of political economy.

4. The Circular Flow of Wealth
In Tableau Économique, Quesnay introduced the concept of the circular flow

of wealth, showing how income generated in one sector flows to others, sustaining
economic activity. This early attempt at economic modeling influenced Smith’s
understanding of the interconnectedness of different sectors within an economy.

Conclusion
The French Physiocrats laid much of the intellectual groundwork for Adam

Smith’s economic theories. Their focus on the role of production, advocacy for
economic freedom, and efforts to uncover the natural laws of economic systems
provided critical insights that Smith synthesized and expanded. While Smith
moved beyond their strict emphasis on agriculture, the Physiocrats’ pioneering
ideas about laissez-faire economics and systematic analysis left an indelible mark
on his thought.

20 Pope and the Moral Foundations of Wealth
Alexander Pope’s Essay on Man (1733-1734) is a philosophical poem that ex-
plores the tensions between self-interest and social virtue, themes central to
Adam Smith’s later work on the dynamics of capitalist societies. Pope’s at-
tempt to reconcile individual ambition with the public good significantly in-
fluenced the intellectual environment in which Smith developed his economic
theories. His ideas, shaped by his mentor Lord Bolingbroke’s emphasis on nat-
ural order and harmony, provided an early framework for understanding how
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seemingly chaotic individual actions could produce societal benefit—a precursor
to Smith’s concept of the “invisible hand.”

1. Tension Between Self-Interest and Social Virtues
Pope’s Essay on Man grapples with the moral and philosophical challenge

of balancing self-interest with social good. He famously wrote:
“True self-love and social are the same,
For virtue only finds its place in peace;
Virtue alone makes bliss below,
And all our knowledge is, ourselves to know.”
Pope suggested that self-love, often maligned as selfishness, could align with

social virtue when understood within a larger system of order and purpose. This
idea resonates with Smith’s belief that individual self-interest, when guided by
competition and market forces, contributes to societal prosperity.

2. Order and Natural Laws in Society
Pope’s philosophical framework was heavily influenced by Lord Bolingbroke,

who emphasized the importance of natural laws in maintaining harmony in
human affairs. Pope reflects this influence in his assertion:

“All nature is but art, unknown to thee;
All chance, direction, which thou canst not see;
All discord, harmony not understood;
All partial evil, universal good.”
This perspective aligns closely with Smith’s later view that individual de-

cisions, though motivated by self-interest, are guided by an unseen mechanism
that ensures collective benefit. Just as Pope framed the apparent chaos of life
as part of a divine order, Smith framed the market economy as governed by
natural principles that yield prosperity.

3. Harmony of Individual Actions and Public Benefit
Pope explored how individual actions contribute to a greater societal order,

prefiguring Smith’s concept of the “invisible hand.” Pope observed:
“Thus God and Nature linked the general frame,
And bade self-love and social be the same.”
This assertion captures the essence of Smith’s argument that individual pur-

suits of wealth and gain, when conducted within a competitive and free market,
inadvertently serve the public good. Pope’s reconciliation of self-interest with
societal harmony provided a moral foundation for Smith’s economic theories.

4. Bolingbroke’s Influence on Pope and Smith
Henry St. John, Lord Bolingbroke, Pope’s mentor, was instrumental in shap-

ing Pope’s philosophical outlook. Bolingbroke emphasized the natural harmony
and interconnectedness of human society, writing:

“Man is linked to the great chain of being by ties that are at once moral and
physical; his self-interest is inseparable from his duty.”

This philosophical insight deeply influenced Pope’s belief in the alignment
of self-interest and public virtue and indirectly shaped Smith’s understanding
of economic interactions as part of a broader natural system.

5. Aesthetic and Moral Order
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Pope’s poetic style and his focus on moral order gave his work an enduring
resonance. In Essay on Man, he states:

“Whatever is, is right.”
While not a call for complacency, this phrase underscores Pope’s belief in

an inherent order to the universe, a theme that Smith echoed in his economic
treatises. For both Pope and Smith, the interplay between individual and soci-
etal dynamics was not chaotic but governed by principles that ensured stability
and growth.

Conclusion
Alexander Pope’s Essay on Man and the philosophical teachings of Boling-

broke created a foundation for Adam Smith’s economic thought. Pope’s rec-
onciliation of self-love with social good, his belief in natural harmony, and his
exploration of individual actions as part of a larger societal framework influenced
Smith’s development of the “invisible hand” and his understanding of capitalist
dynamics. By bridging moral philosophy with emerging economic ideas, Pope
and Bolingbroke laid the groundwork for the intellectual transformation that
would culminate in Smith’s analysis of modern industrial society.

21 David Hume: Smith’s Closest Intellectual Ally
Among Adam Smith’s contemporaries, David Hume stands out as his closest in-
tellectual ally and a profound influence on his work. Hume’s philosophical rigor
and penetrating insights into trade, taxation, population growth, and wealth
accumulation complemented Smith’s economic inquiries, creating a rich intellec-
tual dialogue that significantly shaped The Wealth of Nations. Hume’s analysis
of the interplay between economic liberty, political power, and societal well-
being provided foundational ideas that Smith refined and expanded upon in his
seminal work.

Hume’s Essays on Trade, Taxation, and Population
Hume’s essays, particularly Of Commerce, Of Taxes, and Of the Populous-

ness of Ancient Nations, tackled questions central to Smith’s intellectual project.
Hume’s essay Of Commerce emphasized the transformative power of trade and
its ability to enrich not only individuals but entire nations. He argued:

“The greatness of a state and the happiness of its subjects. . . are inseparably
connected with the advancement of commerce.”

This observation echoed in Smith’s understanding of how trade fosters wealth
and interdependence, laying the groundwork for his arguments on the division
of labor and free markets.

In Of Taxes, Hume warned against excessive taxation, noting its detrimental
effects on economic vitality:

“Exorbitant taxes, like extreme necessity, destroy industry by producing de-
spair.”

This principle influenced Smith’s advocacy for minimal taxation, where he
emphasized that governments should fund themselves efficiently without stifling
economic productivity.
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In Of the Populousness of Ancient Nations, Hume explored demographic
dynamics, suggesting that population growth was both a consequence and a
driver of economic prosperity. Smith integrated this perspective into his analysis
of labor markets, population mobility, and the long-term effects of economic
development.

The Problem of Sustained Economic Growth in Europe
Hume was deeply concerned with the question of why Europe managed to

achieve sustained economic growth despite historical tendencies toward preda-
tion, inequality, and centralization of power. He identified key factors that
contributed to Europe’s economic dynamism, including political pluralism, cul-
tural diversity, and competitive markets. Hume argued that the fragmentation
of Europe into multiple states created a fertile environment for innovation and
wealth accumulation:

“A government must accommodate itself to the circumstances and genius of
the people, and often reform by small steps, not by violent alterations.”

This insight influenced Smith’s view of how decentralized systems, competi-
tion, and gradual reforms support economic progress.

Pluralism, Competition, and Cultural Diversity
Hume highlighted the role of pluralism and competition in fostering innova-

tion. He observed that Europe’s diverse political and cultural landscape encour-
aged states to compete with one another, driving technological advancements
and economic efficiency. He wrote:

“In small, free states, genius and industry are concentrated, leading to greater
advancements than in large, despotic empires.”

Smith built on this idea, emphasizing how competition within markets and
between nations fosters creativity, efficiency, and economic growth. The concept
of pluralism underpinned Smith’s arguments for free trade and his critique of
monopolistic practices.

Linking Political and Economic Freedom
Hume was particularly interested in why England succeeded in linking po-

litical and economic freedoms to prosperity, setting it apart from other nations.
He identified the balance of power between the monarchy, Parliament, and the
people as a critical factor. In his essay Of the Balance of Power, Hume observed:

“Liberty is the mother of commerce, and commerce is the guardian of liberty.”
This interplay between economic liberty and political stability deeply influ-

enced Smith’s arguments. Smith drew on Hume’s insights to demonstrate how
free markets and limited government not only create wealth but also sustain
civil liberties and social harmony.

Hume’s Analysis of Wealth and Inequality
Hume’s reflections on wealth and inequality addressed a fundamental tension

in economic systems: the tendency of centralized power to exploit wealth for
its own aggrandizement. He explored how economic growth in Europe managed
to sidestep this trap through institutional safeguards and cultural shifts. Hume
noted:

“In every state there exists a perpetual struggle between authority and lib-
erty. While power inclines to overreach its bounds, liberty must constantly be
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defended.”
This analysis resonated with Smith’s critique of mercantilism and his advo-

cacy for policies that limit government intervention in the economy.
Hume’s Legacy in Smith’s Work
Hume’s influence on Smith was not limited to specific ideas but extended

to methodology and style. Hume’s empirical approach—grounding theories in
observation and historical analysis—was a model for Smith’s own work. Addi-
tionally, their shared commitment to uncovering the mechanisms of economic
and social order linked them as intellectual partners. Hume’s elegant synthesis
of philosophy, history, and economics provided Smith with a robust framework
to explore the causes of wealth and prosperity.

Smith acknowledged Hume’s profound influence on his thought, and their
correspondence reveals a deep mutual respect. As Hume famously remarked
about their intellectual camaraderie:

“Your friendship is one of the great comforts of my life.”
Smith’s development of ideas such as the division of labor, the invisible hand,

and the self-regulating market system owes much to Hume’s pioneering work.
Together, they formed an intellectual partnership that laid the foundations for
classical economic thought and the study of political economy.

Conclusion
David Hume’s insights into trade, taxation, population, and the balance

of power profoundly shaped Adam Smith’s economic theories. Through their
shared exploration of economic and political liberty, they articulated a vision
of society that championed the principles of pluralism, competition, and decen-
tralized governance. Hume’s influence on Smith exemplifies the collaborative
nature of intellectual progress, where ideas evolve through dialogue and synthe-
sis. Their combined legacy continues to inform contemporary understandings
of economic and social systems.

22 David Hume’s Profound Influence on Adam
Smith

Among all the intellectual influences on Adam Smith, the most significant and
enduring was his close friendship and intellectual exchange with the slightly
older philosopher David Hume. Their shared interests in economic theory, po-
litical philosophy, and human behavior created a fertile environment for mutual
inspiration and development of ideas. Hume not only addressed many of the
same topics that Smith later explored in The Wealth of Nations, such as trade,
taxation, and population growth, but he also grappled with fundamental ques-
tions about the sources of economic prosperity and the conditions under which
wealth and liberty could coexist and flourish.

Tackling the Problem of Wealth and Predation
A central issue in Hume’s economic thought—and one that Smith took up

with vigor—was the apparent paradox of economic growth in Europe despite
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persistent tendencies toward predation and inequality. Hume articulated the
problem elegantly: as wealth and technology increased, the risk was that cen-
tralized powers, whether monarchs or oligarchies, would exploit these resources
for their own aggrandizement. This dynamic would not only exacerbate social
inequality but also stifle further economic development, creating a vicious cycle
of stagnation.

Hume’s contribution was to identify how, in Europe, this cycle had been
broken. He noted that a combination of historical, cultural, and institutional
factors allowed for the growth of a self-sustaining economic system. This insight
deeply influenced Smith’s analysis of the mechanisms of market economies and
the conditions under which they thrive.

Manufacture, Commerce, and Economic Virtues
Hume’s writings emphasized the transformative potential of manufacture

and commerce, not only in generating wealth but also in shaping the social and
political fabric of societies. In his essay Of Commerce, Hume praised the dual
benefits of economic activity:

“Commerce tends to wear off those prejudices which maintain distinctions
and animosities between nations. It softens and polishes the manners of men.
It unites them by one of the strongest of all ties, the desire of gain.”

This idea resonated with Smith’s belief in the civilizing power of commerce.
Hume’s observation that economic exchange fosters interdependence and mutual
benefit between individuals and nations helped shape Smith’s arguments for free
trade and the division of labor.

Hume also saw the economic benefits of international trade as a key to
overcoming the limitations of domestic markets. He argued that trade not only
expands markets and stimulates innovation but also distributes the benefits of
economic activity across borders. This notion became central to Smith’s analysis
of how open markets create wealth and reduce the inefficiencies of protectionist
policies.

The Virtuous Circle of Wealth, Liberty, and Power
Hume developed a nuanced view of how economic growth could foster liberty

and balance power within society, creating what he described as a “virtuous
circle.” Increased wealth, when distributed broadly, strengthens the middle class,
which in turn serves as a counterbalance to centralized authority. This dynamic
promotes individual liberty, social stability, and further economic growth. Hume
observed:

“The middle station of life is by far the happiest, because it lies in a proper
medium between indolence and labor, ambition and adversity. It is free from
the cares and anxieties of the upper, and the wants and sufferings of the lower
ranks.”

This focus on the importance of a prosperous and independent middle class
deeply influenced Smith’s understanding of economic and social structures.
Smith recognized that the middle class played a pivotal role in sustaining a
market economy and ensuring political accountability.

Pluralism, Competition, and Innovation
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Hume also explored the advantages of pluralism and competition, particu-
larly in the European context. He argued that Europe’s fragmented political
landscape—comprising numerous small states and principalities—created an en-
vironment of competition that spurred innovation and prevented any single au-
thority from achieving overwhelming dominance. In Of the Rise and Progress
of the Arts and Sciences, Hume observed:

“The divisions into small states, which subsisted formerly, are more favorable
to the growth of arts and sciences than that great body of despotism, which
succeeds them.”

This analysis of the relationship between pluralism and progress informed
Smith’s understanding of how competition, whether in markets or political sys-
tems, drives innovation and productivity. Smith’s emphasis on the benefits of
decentralized decision-making and the dangers of monopolies reflects Hume’s
insights.

England as a Model of Liberty and Prosperity
Hume’s essays frequently returned to the question of why England, in partic-

ular, had succeeded in linking economic and political freedoms to prosperity. He
admired England’s constitutional balance of power, which limited the monarchy
while empowering Parliament and protecting individual rights. Hume wrote:

“Liberty is the perfection of civil society; but still authority must be acknowl-
edged essential to its very existence.”

This balance between liberty and authority was, for Hume, the foundation
of England’s economic success. His analysis provided Smith with a concrete
example of how institutions could align to promote both individual freedom
and collective prosperity. Smith adopted and expanded upon this model in his
discussions of the rule of law, property rights, and the importance of limited
government.

The Collaborative Legacy of Hume and Smith
Hume’s intellectual partnership with Smith extended beyond specific ideas

to a shared methodology and worldview. Both thinkers sought to ground their
theories in empirical observation and historical analysis, rejecting abstract theo-
rizing detached from real-world conditions. Their correspondence reveals a deep
mutual respect and a collaborative spirit that enriched both their works.

Hume’s influence on Smith is evident in many aspects of The Wealth of Na-
tions, from its emphasis on free markets and competition to its exploration of
the social and moral dimensions of economic activity. Yet, as with all his influ-
ences, Smith synthesized Hume’s insights into a broader and more systematic
framework, creating a work that was uniquely his own.

Conclusion
David Hume’s exploration of trade, taxation, pluralism, and the dynamics

of wealth provided Adam Smith with essential tools to analyze the emergence of
modern economies. Hume’s insights into the interplay between commerce, lib-
erty, and social stability shaped Smith’s vision of a self-regulating market system
that promotes prosperity and individual freedom. Their intellectual partnership
not only advanced the field of political economy but also laid the foundations
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for modern liberal thought, demonstrating the power of collaboration in the
pursuit of knowledge.

23 David Hume’s intellectual explorations pro-
vided profound insights into the economic dy-
namism of Europe compared to the perceived
stagnation of China. His engagement with
Montesquieu’s question about these divergent
trajectories reflects his nuanced understand-
ing of history, culture, and economics. Hume’s
wide-ranging essays offer a detailed analysis of
how ecological, cultural, and political factors
interacted to foster Europe’s growth and inno-
vation while keeping other regions, like China,
comparatively static. These ideas deeply in-
fluenced Adam Smith, whose discussions with
Hume and readings of his essays helped shape
the synthesis in The Wealth of Nations.

Europe’s Economic Dynamism vs. China’s Stagnation
Hume’s observations on Europe’s economic vibrancy versus China’s stagna-

tion are scattered across his essays, particularly Of the Rise and Progress of
the Arts and Sciences. He proposed that Europe’s political and cultural plu-
ralism played a crucial role in fostering innovation and economic growth. The
fragmentation of Europe into numerous small states created a competitive envi-
ronment that encouraged technological advancement and intellectual progress.
Hume wrote:

“If we consider the face of the globe, Europe, of all the four parts of the world,
is the most broken by seas, rivers, and mountains. These natural divisions form
many nations, which, being divided from each other, have been animated with
the spirit of rivalship and emulation.”

This competitive dynamic, Hume argued, prevented any single power from
dominating the entire region, ensuring a constant drive for improvement. He
contrasted this with China’s centralized and unified governance, which, while
initially efficient, eventually stifled innovation. Hume observed:

“In China, where an artificial and geographical unity has prevailed, the arts
and sciences continue to languish; whereas in Europe, the division into small
states has animated the rivalship of nations.”
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This analysis not only highlighted the advantages of Europe’s pluralistic
structure but also offered a cautionary tale about the risks of excessive central-
ization.

Ecology and Economy: The Chain of Causes
Hume did not confine his analysis to political structures but extended it to

ecological and economic factors. He explored how Europe’s varied geography,
climate, and natural resources contributed to its economic success. The frag-
mented geography of Europe made it harder for any one power to suppress com-
peting centers of power and innovation, creating fertile ground for the growth of
commerce and technology. Hume’s ecological focus aligned with Montesquieu’s
earlier emphasis on the relationship between geography and governance.

In addition to geography, Hume highlighted the interplay between commerce
and governance. In Of Commerce, he explained how trade fostered wealth while
simultaneously promoting civic virtues and individual freedoms. He wrote:

“The greatness of a state and the happiness of its subjects, how little soever
they may depend on each other, are united in this, that they are both best
promoted by the increase of commerce.”

Hume’s view that commerce could lead to both prosperity and political sta-
bility resonated deeply with Smith, who elaborated on these themes in his dis-
cussions of free markets and the division of labor.

The Role of Competition in Technological Growth
Hume attributed Europe’s economic dynamism to its internal competition—

not just between states but also within them. He noted that competition spurred
innovation, as rival entities sought to outdo one another in trade, technology,
and governance. In Of the Balance of Power, he observed:

“The arts and sciences can only arise, at first, in small and free states. Polit-
ical division, therefore, is favorable to the arts; and while it checks the growth
of empires, it promotes that of knowledge and industry.”

Hume saw this competitive environment as a key driver of Europe’s tech-
nological advancements. By contrast, China’s centralized system lacked the
same incentives for progress, leading to stagnation over time. This dynamic of
competition became a central theme in Smith’s analysis of market economies.

England’s Unique Success
Hume was particularly interested in why England outpaced other nations

in linking economic prosperity with social and political freedoms. He identified
several factors, including England’s constitutional monarchy, the rule of law,
and a culture that valued individual rights and property. In Of Civil Liberty,
he wrote:

“Liberty is the perfection of civil society; but still authority must be acknowl-
edged essential to its very existence.”

Hume’s emphasis on the balance between liberty and authority provided
Smith with a framework for understanding how political stability could coexist
with economic freedom. England’s middle class played a pivotal role in this bal-
ance, serving as a counterweight to both aristocratic power and state overreach.

Hume also praised England’s openness to trade and commerce, which he saw
as crucial to its success. In Of Money, he noted:
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“Money is not, properly speaking, one of the subjects of commerce; but
only the instrument which men have agreed upon to facilitate the exchange of
one commodity for another. It is none the less essential to the prosperity of a
nation.”

This pragmatic view of commerce and money deeply influenced Smith’s dis-
cussions of trade and monetary policy.

Hume’s Influence on Smith
The intellectual partnership between Hume and Smith was marked by lively

discussions and a shared commitment to empirical observation and histori-
cal analysis. Hume’s essays provided Smith with both specific insights and
a broader methodological approach. For example, Hume’s exploration of why
Europe thrived while China stagnated offered Smith a comparative framework
for analyzing economic systems. Their shared belief in the virtues of commerce,
competition, and liberty laid the groundwork for Smith’s theories of the division
of labor and the invisible hand.

Smith’s The Wealth of Nations can be seen as a continuation and expan-
sion of Hume’s ideas, recast into a more systematic economic theory. While
Hume outlined the philosophical and historical foundations, Smith developed
the detailed mechanisms by which markets operate and wealth is generated.

Conclusion
David Hume’s exploration of Europe’s economic dynamism and China’s

stagnation provided Adam Smith with essential tools for understanding the
emergence of modern economies. Hume’s insights into the role of pluralism,
competition, and cultural diversity were instrumental in shaping Smith’s anal-
ysis of market dynamics and institutional development. Together, their work
represents a profound intellectual partnership that continues to influence our
understanding of economic and social systems today.
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