
 

The Wealth of Nations 
 

Scottish economist Adam Smith first described his theory of the “invisible hand” in his 

1776 book The Wealth of Nations. Since that time, the “invisible hand” has become the 

basis of the concept of the free market. In the following excerpt from his book, Smith 

explains his rationale for keeping domestic markets open to foreign competition. 
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The general industry of the society never can 

exceed what the capital of the society can employ. 
As the number of workmen that can be kept in 

employment by any particular person must bear a 
certain proportion to his capital, so the num-ber of 
those than can be continually employed by all the 

members of a great society, must bear a cer-tain 
proportion to the whole capital of that society, and 

never can exceed that proportion. No regula-tion 
of commerce can increase the quantity of industry 

in any society beyond what its capital can 
maintain. It can only divert a part of it into a direc-

tion into which it might not otherwise have gone; 
and it is by no means certain that this artificial 

direction is likely to be more advantageous to the 
society than that into which it would have gone of  

its own accord.  
Every individual is continually exerting 

himself to find out the most advantageous employ-

ment for whatever capital he can command. It is his 

own advantage, indeed, and not that of the society, 

which he has in view. But the study of his own 

advantage naturally, or rather necessarily leads him 

to prefer that employment which is most advanta-

geous to the society.  
First, every individual endeavours to employ 

his capital as near home as he can, and conse-

quently as much as he can in the support of domes-

tic industry; provided always that he can thereby 

obtain the ordinary, or not a great deal less than the 

ordinary profits of stock. . . .  
Secondly, every individual who employs his 

capital in the support of domestic industry, neces-

sarily endeavours so to direct that industry, that its 

produce may be of the greatest possible value.  
The produce of industry is what it adds to the 

subject or materials upon which it is employed. In 

proportion as the value of this produce is great or 

small, so will likewise be the profits of the 

 

 
employer. But it is only for the sake of profit that 

any man employs a capital in the support of indus-

try; and he will always, therefore, endeavour to 

employ it in the support of that industry of which 

the produce is likely to be of the greatest value, or 

to exchange for the greatest quantity either of 

money or of other goods.  
But the annual revenue of every society is 

always precisely equal to the exchangeable value of 

the whole annual produce of its industry, or rather is 

precisely the same thing with that exchangeable value. 

As every individual, therefore, endeavours as much as 

he can both to employ his capital in the support of 

domestic industry, and so to direct that industry that 

its produce may be of the greatest value; every 

individual necessarily labours to ren-der the annual 

revenue of the society as great as he can. He generally, 

indeed, neither intends to pro-mote the public interest, 

nor knows how much he is promoting it. By preferring 

the support of domestic to that of foreign industry, he 

intends only his own security; and by directing that 

industry in such a manner as its produce may be of the 

greatest value, he intends only his own gain, and he is 

in this, as in many other cases, led by an invisible hand 

to pro-mote an end which was no part of his intention. 

Nor is it always the worse for society that it was no 

part of it. By pursuing his own interest he fre-quently 

promotes that of the society more effectu-ally 

[effectively] than when he really intends to promote 

it. I have never known much good done by those who 

affected [pretended] to trade for the pub-lic good. It is 

an affectation [a pretense], indeed, not very common 

among merchants, and very few words need be 

employed in dissuading [deterring] them from it. 

 
What is the species of domestic industry 

which his capital can employ, and of which the 

produce is likely to be of the greatest value, every 
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individual, it is evident, can, in his local situation, 

judge much better than any statesman or lawgiver 

can do for him. The statesman, who should attempt 

to direct private people in what manner they ought 

to employ their capitals, would not only load him-

self with a most unnecessary attention, but assume 

an authority which could safely be trusted, not only 

to no single person, but to no council or senate 

whatever, and which would nowhere be so danger-

ous as in the hands of a man who had folly and pre-

sumption enough to fancy [consider] himself fit to 

exercise it.  
To give the monopoly of the home-market to 

the produce of domestic industry, in any particular 

art or manufacture, is in some measure to direct 

private people in what manner they ought to employ 

their capitals, and must, in almost all cases, be 

either a useless or a hurtful regulation. If the 

produce of domestic can be brought there as cheap 

as that of foreign industry, the regulation is evi-

dently useless. If it cannot, it must generally be 

 

hurtful. It is the maxim of every prudent master of a 

family, never to attempt to make at home what it will 

cost him more to make than to buy. The taylor does 

not attempt to make his own shoes, but buys them 

from a shoemaker. The shoemaker does not attempt to 

make his own clothes, but employs a taylor. The 

farmer attempts to make neither the one not the other, 

but employs those different artificers [craftspeople]. 

All of them find it for their interest to employ their 

whole industry in a way in which they have some 

advantage over their neighbours, and to purchase with 

a part of its produce, or what is the same thing, with 

the price of a part of it, whatever else they have 

occasion for [need].  
What is prudence in the conduct of every 

private family, can scarce be folly in that of a great 

kingdom. If a foreign country can supply us with a 

commodity cheaper than we ourselves can make it, 

better buy it of them with some part of the produce 

of our own industry, employed in a way in which 

we have some advantage. 

 

THINKING CRITICALLY 
 
1. According to Smith, what determines the size of a society’s industry? 2 sentences  
 
2. Explain Smith’s theory of the “invisible hand.” 3 sentences 
 
3. Do you agree that markets will naturally evolve fairly and profitably without the 

intervention of the government, or do you think government intervention is 

necessary to promote and monitor business? Explain. Write 6 sentences on why 

you agree and 6 sentences on why you don’t.  
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