. - -



LIBRARY
Michigan State tg
University

This is to certify that the

dissertation entitled

The Roles of Property in the Works of Adam Smith

presented by

Kirk Douglas Johnson

has been accepted towards fulfillment
of the requirements for

Ph.D. degreein _Economics

Date /z,/é}/’)/

MSU is an Affirmative Action/Equal Opportunity Institution 0-12T"

——— - - —

~—— ——— - p— ———a =

——————— — — —




PLACE IN RETURN BOX to remove this checkout from your record.
TO AVOID FINES return on or before date due.
MAY BE RECALLED with earlier due date if requested.

DATE DUE

DATE DUE

DATE DUE

6/01 ¢/CIRC/DateDue.p65-p.15




THEROI




THE ROLES OF PROPERTY IN THE WORKS OF ADAM SMITH
By

Kirk Douglas Johnson

A DISSERTATION
Submitted to
Michigan State University
in partial fulfillment of the requirements
for the degree of
DOCTOR OF PHILOSOPHY
Department of Economics

2001



THE RS

This diss.
A uTen |
Borada

USaeame AR
PeteiN :X\f..u'.“

b 13 ar,
}NAL }L".m, L

R S

:'a-=~~«' ..
IRl TN
- 1y -
W0 R
™A i
“Nihse




ABSTRACT
THE ROLES OF PROPERTY IN THE WORKS OF ADAM SMITH
By

Kirk Douglas Johnson

This dissertation will identify and analyze the roles of property within the body of
works written by, or attributed to, Adam Smith. To do this, the interpretive literature will
help to provide a partial basis for the discussion. This interpretive literature has several
different positions, and it will be argued that these views are not mutually exclusive.
Smith’s interpreters have used Smith, as Smith himself appears to have used property.
Namely, Smith used property to serve his purpose at the moment, and interpreters have
often used a particular interpretation to support their current position. A general model is
offered to serve as the basis for further possible discussions on the subject of property
and Smith’s theories. In this interpretive model, Smith’s property can be understood to
serve the conceptual purpose as an operational filter to define one’s self within social
settings. He seems to have felt that individuals define, through property, their position in
society, their relationships with others, the appropriateness of their conduct and that of
others, their legal and governmental structures in which they live, and their ability to

affect those structures.
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Chapter One
Introduction and Methodology
A. Introduction:

There are few philosophers during the last four centuries that have had as
profound an impact on Western and World Civilization as Adam Smith has had. The
possible short list of similarly influential figures includes Locke, Bentham, and Hume,
and creates an interesting basis for comparison. These three authors were well written on
particular aspects of their philosophical and political systems. They were each able to
develop theories of governance, social systems, and property. These theories are
explicitly spelled out in their respective works, and afe fairly complete models of society.

On the other hand, we have Adam Smith. His published works, Theory of Moral

Sentiments and Wealth of Nations, provide a theory of society in its moral and economic

spheres of activity. Posthumously, Lectures on Jurisprudence was assembled from two

sets of lecture notes taken from students during his lectures of 1762-63 and 1766. This
volume develops a theory of governance and law while addressing historical and legal
issues. Together, these three volumes represent a philosophical system that describes
society as it was, and as Smith envisioned it ought to be. Missing from Smith’s body of
works are detailed essays like those of his cohorts. We do not have an essay on property,
nor do we have a complete picture of Smith’s views on jurisprudence. To construct a
model describing his social system, the interpretive literature must assemble the relevant
parts from his various works. Individual perceptions regarding what is relevant, or not,

will ultimately direct any study into particular ends.



QUNTCS.
. 1A
XRn

dioan N
Taashono:

Raeng ol ]

L Y

iz Thee
Wk Th& N
s

ASaman

, .
A an ‘
WITIION W

"
S Ytam
=N

Rhori of A
ST

~nnad i |

Firc

RRIEY,

e




Adam Smith was the first to fundamentally explain the modern system and
philosophy of capitalism, and is generally accepted as the founder and/or father of
economics. This economic system is based on the exchange of goods and services
between individuals, each striving to be independent with a mutual dependence on the
production of others in society. This system is described by the private ownership and
exchange of objects that are either measure, or serve as the means of accumulating
wealth. This property-based system has as its initial and arguably the most influential
analyst, a man who failed to explicitly identify the roles of property in this system. This
dissertation will attempt to identify and analyze the roles of property within the body of
works written by, or attributed to, Adam Smith. To do this, the interpretive literature will
help to provide the basis for discussion. The volume of interpretive literature on Smith is
rather extensive, and, at times, apparently contradictory. Many authors have interpreted
the works of Adam Smith either attempting to describe Smith, or to use their
interpretations of his position while developing their own. These interpretations can be
categorized in four ways.

First, some interpreters have argued that Smith himself ignored the concept, for
example,

“Adam Smith apparently considered property as unworthy of much

discussion and hardly mentions it, much less defines it. Nor did he

analyze it in either its moral or economic aspects where he was so

distinguished.” [Harper, 1974, p.4.];

S econd, others have argued that Smith lacked any rigorous discussion of the concept:
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“An examination of his notes of these lectures [LJ] as published shows a

discussion which is purely formal and lacks even the first glimmering of

an idea of the economic meaning of property.” [Ely, 1914, p.71-72.];
Third, other interpreters find that Smith failed to appreciate the importance of the concept as it
relates to his own economic reasoning. His discussion may have been significant, but the
content was neither elaborated nor extensive enough to provide an indication of what Smith
‘really meant’ by property and the related vocabulary:

“What wealth, or its subterm, capital, was, Smith did not really say.”

[George, 1946, p.183.]
Others found that Smith’s analysis was completely reliant on his conception of
property, even if he did not provide a clear definition of it.

“It probably never occurred to Adam Smith to speculate as to the

possibility of society existing and enjoying necessaries, conveniences, and

amusements without separate property. Separate property was to him a

‘natural’ institution, which existed in much the same form among savage

tribes of hunters and fisherman as in eighteenth century England...

“Consequently, in almost the whole of the doctrines of these

writers' [English Classical Political Economists], the existence of private

property and the practice of exchange is assumed.” [Cannan, 1967, p.7.];

and,

Finally, there are authors from a variety of time periods who identify the entirety

of Smith (and eventually, all of economics) as an extended discussion of property and

property rights.



“Private property, private enterprise, individual initiative, the profit

motive, wealth, competition, - these are the concepts which he employed

in describing the economy of his time...” [Berle and Means, 1967, p.303.]

“The institution of the right of property is, in truth, the foundation on

which all the other institutions of society rest.” [McVickar, 1966, p.58.]

“The idea which underlies all practical economic conclusions, idea of

property.” [Belloc, 1924, p.81.]

*“Their [modern economists] inquiry into the causes of the wealth of

nations has concerned itself with an inquiry into the results of the property

rights of individuals and the motives connected with them.” [Hadley,

1897, p.10.]

Contrary to some of the views above, this dissertation will systematize property
within Smith’s works. The roles that property plays will be explored both within the
works of Smith, but also within the interpretive literature discussing Smith. As to the fact
that the interpretive literature has several different positions on the roles of property it
will be argued that these views are not mutually exclusive. Smith’s interpreters have
used Smith as Smith himself appears to have used property, namely, Smith used
“property” to serve his purpose at the moment, and interpreters have often developed an
interpretation via particular passages to support their current position. Potential problems
arise when individual interpreters maintain multiple views on the role of property.
Someone writing on the stages of historical development may use the “age of shepherds”

discussion while ignoring other passages, but might later choose other passages from

Smith to discuss a different aspect of property. Generally, individuals have been
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consistent with their choice of citations from Smith as these writers relate to
contemporaries. Individuals arguing that property is primarily a means of defining the
historical stages of society use a similar series of passages from LJ and WN. Following
the publication of L], views using the same WN resources reached different conclusions.
Recent research offers new views on Smith. These recent discussions often focus on the
notiomn of power and the relationship between power (however defined) and property.
Much of this recent discussion would not appear to argue against the historical stages
interpretations, but rather that the stages inquiries do not answer the questions of interest
for this newer generation of authors. These newer interpretive approaches have shown an
intere st in describing the embeddedness of social institutions and the formal rules of the
economic game. One recent phenomenon is the description of property as a rhetorical
device. By examining the entire corpus of Smith’s writings, in the light of other
interpreters, Smith’s total theory may be identified.

B. Methodology:

This project will identify the roles of property in the works of Adam Smith.
Rather than discussing these works and the works of interpreters separately, concurrent
discussion of both sets of literature will be made while addressing different functions of
Pr0perty.

All perceived relevant statements from Smith’s writings have been identified, and
claSSiﬁed, as they appear to relate to the concepts of property and its definition.

The survey of literature selected for discussion of the subject matter is the result
of a multi-disciplinary search using Library of Congress headings within electronic

S€arch services. These services include Lexus-Nexus, J-Stor, the e-card catalogues for
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the libraries of Michigan State University, Rice University, The University of Michigan.
the State of Iowa Association of Colleges and the on-line search services for The Kress
Collection, and the Library of Congress. This search included the following areas of
general subject headings:
Adam Smith, Adam Smith and Property, Historical Approaches to Property, Power
and Property Rights, Property and Property Rights Policy, History of Economic
Thought, History of Legal Thought, Discourse Analysis and Property, and Property
History.
Additional focused searches occurred as related materials were discovered within the
topics listed above. These extensions include geographical references (e.g. Property
History — United Kingdom), specific commentaries on criminal and civil legal systems
(History of Legal Thought — 19" Century - Criminal), editorials on freedom and
democracy, and property distribution.

Interlibrary loan systems have provided copies of all off-site literature. Once
these secondary sources were located, attempts to identify their source quotes within
Smith’s writings were made. By identifying their sources in Smith, concurrent
discussions permit recognition of differing views of the same passage from Smith.

Representative literature from each subject heading is used as a representation of
the more than three thousand identified secondary sources. This body of literature has
several significant discussion foci that have resulted in large numbers of articles and
books on particular topics having their foundation in Smith. This is especially true

during periods of historical retrospection in the United States. Editorials commonly



.
LN OB
s e

sraet g J‘\
b LI TN

- "
DR WL O

RIS0!

L Four -

ant, o
SRrwre
iy
ndgy,

( Findings:

T'V\\‘ T
SRR [
L It

The

()



discuss the incentive of property and freedoms related to property rights during the 1925-
27 and 1975-77 period.

Chapter Two will focus on subjects particularly related to the individual economic
agent and discusses ambition, approbation, deception, incentive and motivation. Chapter
Three will discuss social (either society-wide or interpersonal) roles of property including
the issues of government, justice, law, social definitions, and stages of development.
Chapter Four will discuss power through different interpretive approaches. The final
chapter will review the arguments, and conclusions regarding these positions will be
made.

C. Findings:

Two major categories of conclusions are reached. Conclusions regarding the
interpretive literature are:

1. Interpretive literature that appears mutually exclusive is not necessarily so.

The goals of interpreters differed and, as such, their subject matter reflects
this difference. Just as different jurists hearing the same arguments may
arrive at different conclusions, all interpreters will be subject to the problems
of perspective.

2. The term ‘property’ serves the purpose of the moment. By using property to

define historical stages, and to act on the ‘internal spectator,” Smith left a
wide range of particular discussions for interpretation.

3. Interpreters do not offer generalized models for defining property in Smith.

The few attempts to provide models of property using Smith have generally

taken a ‘mode of discourse’ position. In these writings, property serves all
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purposes, and, therefore, none. Property becomes a rhetorical tool to reach
objectives without any inherent meaning to the term. This has produced the
unsatisfying result that ‘property is as property does’ with social models
taking property as a given, exogenous concept and not part of what needs to
be explained.

Conclusions regarding Adam Smith will include:

1. There is a synthesis of the several roles of property as part of Smith’s social
system. This synthesis will find a particular concept of property that can be
applied to his different analytical discussions.

2. Property can be understood to serve a conceptual purpose for Smith as an
operational filter to define one’s self within social settings. He seems to have
felt that individuals define, through property, their position in society, their
relationships with others, the appropriateness of their conduct and that of
others, their legal and governmental structures in which they live, and their
ability to affect those structures.

Several lesser arguments will also be made. To reach these conclusions, two things will
need to be shown: First, the interpreted roles of property are not mutually exclusive; and
secondly, that once a set of definitions is found, a model that incorporates these roles can
be developed. It is hoped that this model will prove useful while interpreting Smith and

putting into perspective the diverse models of property that followed his works.
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Chapter Two

Property and the Individual

A. Introduction:

Property, as it relates to the individual, appears to provide several different
functions. By distinguishing these from the social roles considered in the next chapter,
the self-perceptions of social standing, expectations of conduct, and the largest number of
serious conflicts in the interpretive literature can be addressed.

The following discussion will start with the impartial spectator, the mechanism by
which approbation and ambition are initiated. Smith introduced this mechanism in TMS,
but chose to leave it out of his other works. This is particularly noticeable in WN, and
has sparked several debates over potential problems with Smith’s analysis. Principally,
are there a different sets of operational guidelines for personal conduct and financial
conduct? This dissertation argues that Smith had different conceptual purposes for the
two documents (TMS and WN) as they regard property. Much of the following
discussion will draw from TMS, but certain individual issues associated with property are
described in WN. In particular, the deception and motivation roles of property are a part
of both works. They result from the self-regulatory construction of the impartial
spectator, and they advance economic growth rates through their incentives to action on
the part of economic agents. The comparative nature of wealth accumulation in Smith’s
social system and the development of social classes, and his definition of ‘virtuous
conduct’ are discussed. Finally, incentive aspects to property are covered in a separate

section. These divisions are designed to help clarify the range of issues that Smith
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tackled at the individual agent level, and help to highlight the interpretive issues that have
arisen from subsequent generations of authors.
B. Impartial Spectator:
The internal spectator is a self-regulatory system controlling behavior. Adam
Smith developed this notion in TMS to describe a social, ethical system wherein
individuals would hold feelings appropriate to the circumstances defined by socialization.
The psychological distance between the observer and the actual participant would
indicate the proportional level of empathy that the observer would feel. This internal
agent generates feelings sympathetic to the circumstances by conferring sentiments
through a mental self-imposition into events.
“As is well known, Adam Smith’s ethical work is taken up with the ethics of
sentiment or sympathy.” [Flubacher, 1950, p.90.]
The easier someone can put their ‘impartial spectator’ into a situation, the easier for them
to identify with the feelings that others are enduring while actually in that situation. This
process of reflecting on the events around us is an active process by which individuals
develop a set of expectations for their own conduct, and ultimately the conduct of others.
"According to Smith, conscience is a product of social relationship. Our first
moral sentiments are concerned with the actions of other people. Each of us
judges as a spectator and finds himself judged by spectators. Reflection on our
conduct begins later in time and is inevitably affected by the more rudimentary
experience.” [TMS introduction by Raphael and Macfie, p.15-16.]
This requires an imagined ‘man within’ that observes and judges actions as if they were

someone else watching. This spectator will be dependent on the customs and education

10
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of the individual, an important point that will be more fully developed in chapter four.
Regardless of the exact set of values held by the individual, certain rules will govern
everyone. Smith believes that all people seek approval for their actions, not necessarily
from others, but from their internal spectator, which is believed (by the individual) to
reflect others.

“Whatever is the passion which arises from any object in the person principally

concerned, an analogous emotion springs up, at the thought of his situation, in the

breast of every attentive spectator." [TMS, p.10.]

Obviously, there is a difference between this imagined spectator and actual spectators.
Self-regard will alter interpretations of events, as will differences in what the impartial
spectator knows relative to that which the actual spectators know.

Approval mechanisms can deceive, as this process requires an interpretation of
events through an interpretation of others’ sentiments in those events. Even so, all other
things being equal, property carries its own status in this assessment process.

"In equal degrees of merit there is scarce any man who does not respect more the

rich and the great, than the poor and the humble. With most men the presumption

and vanity of the former are much more admired, than the real and solid merit of

the latter." [TMS, p.62.]

Wealth approbation begins to appear as property is evolved into different forms
than Smith’s ‘original form’ of what is carried. Once property is changed in Smith’s
system to items beyond immediate possession, property carries status, and it confers this
status to the family. As far as Smith’s impartial spectator is concerned, our sympathies

are swayed by the presence of property.

11
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"In this stage, as property is introduced, one can be eminent not only for his

superior abilities and renowned exploits but also on account of his wealth and the

estate he has derived from his forefathers." [LJA, p.216.]

Others arrive at this same conclusion, or reflect this argument.

“His working days are held to be spent in a continual striving after personal

monetary gain; and, providing he does not infringe the criminal code or ‘the

custom of trade,’ there is no limit to the extent to which it is regarded as proper
for him to exploit the economic possibilities of his situation for his own benefit.

Furthermore, his standing as a man of business is determined by the size of his

income...” [Robson, 1926, p.112.]

“Property in general and comprehensive terms, then, is seen as having a moral

value in itself.” [Vickers, 1997, p.88.]

The social virtue of wealth is identified by each person’s impartial spectator. An
extensive explanation of this concept is not the purview of this dissertation. (Reference
may be made to Hollander [1973] or Flubacher [1950] for detailed accounts of the
methods of approbation.) What is important here is the basis for approbation.

“We desire both to be respectable and to be respected. We dread both to be
contemptible and to be contemned. But, upon coming into the world, we soon
find that wisdom and virtue are by no means the sole objects of respect; nor vice

and folly, of contempt." [TMS, p.62.]

Whether by accident, or by intent, Smith defines the (dis)approval of our actions

by our handling and respect of property. Smith is uncomfortable with the status that

12
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property and the propertied enjoy, but while criticizing this reality Smith describes a

social system based on the forms and amount of property.

"This disposition to admire, and almost to worship, the rich and the powerful, and
to despise, or, at least, to neglect persons of poor and mean condition, though
necessary both to establish and to maintain the distinction of ranks and the order
of society, is, at the same time, the great and most universal cause of the
corruption of our sentiments. That wealth and greatness are often regarded with
the respect and admiration which are due only to wisdom and virtue; and that the
contempt, of which vice and folly are the only proper objects, is often most
unjustly bestowed upon poverty and weakness, has been the complaint of
moralists in all ages.” [TMS, p.62.]

Interpreters recognize the same series of complaints, some making the same judgment.
“They [modern market values] then offend against such cﬁteﬁa as some earlier
authors, for example Smith, have advanced.” [Vickers, 1997, p.88.]

Unlike Smith, Vickers and Robson do not explicitly acknowledge that these concerns are

both an historical and contemporary (capitalist) phenomena. Smith cites historical

examples to describe the problems associated with property status. More recent
historians have arrived at different conclusions about the factual content of some of

Smith’s examples, but they have not generalized the problems of property across

historical periods in the same manner.

“We frequently see the respectful attentions of the world more strongly directed
towards the rich and the great, than towards the wise and the virtuous. We see

frequently the vices and follies of the powerful much less despised than the

13
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poverty and weakness of the innocent. To deserve, to acquire, and to enjoy the

respect and admiration of mankind, are the great objects of ambition and

emulation." [TMS, p.62.]

This status of property not only appears in the early editions of TMS, it is kept by
Smith in the reprint editions of his text. We may infer that either Smith continues to
believe in the status of property, or he wished to preserve the main text of TMS, his
editing only intended to remove some errors in syntax or fact. This view does not stand
in isolation, for his view of wealth having a separate status continues in WN.
“A man of rank and fortune is by his station the distinguished member of a
great society, who attend to every part of his conduct, and who thereby oblige him
to attend to every part of it himself. His authority and consideration depend very
much upon the respect which this society bears to him.” [WN, p.795.]
As property has status, Smith suddenly shows the benefits of putting people with property
into the public spotlight. Property conveys a sense of self-worth, and approbation
becomes important as the wealthy believe that more spectators are watching them. Their
impartial spectator’s approbation becomes more important, as they believe more actual
spectators see them. It does not necessarily mean that his impartial spectator will change
any actual behavior, but it does appear that the public scrutiny may change the relative
importance of the imagined and the real spectators.

“He dare not do any thing which would disgrace or discredit him in it, and he is

obliged to a very strict observation of that species of morals, whether liberal or

austere, which the general consent of this society prescribes to persons of his rank

14
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and fortune. A man of low condition, on the contrary, is far from being a
distinguished member of any great society.” [WN, p.795.]
Anyone without property is suddenly free to ignore much of society because society is
ignoring them. Property both draws attention and pressures for adherence to the social
rules. Reduced levels of property means less social pressure for cohesion from
individuals. Our internal spectator requires us to seek approbation, and wealth has been
successful in finding it.
Public interaction is guided by our property, and some people will be more able to
‘fit in’ than others. For Smith, those people who can maintain the appearance of
consumption will have an easier time avoiding problems.
“The experience too, which is laid out in durable commodities, is favorable, not
only to accumulation, but to frugality. If a person should at any time exceed in it,
he can easily reform without exposing himself to the censure of the public.”
[WN, pps.347-348.]
Smith even goes one step further in TMS. After developing an entire system of self-
regulatory conduct from the impartial spectator, he goes beyond the imagined person
outside ourselves, and focuses on the very real society.
"It is because mankind are disposed to sympathize more entirely with our joy than
with our sorrow, that we make parade of our riches, and conceal our poverty.
Nothing is so mortifying as to be obliged to expose our distress to the view of the
public, and to feel, that though our situation is open to the eyes of all mankind, no

mortal conceives for us the half of what we suffer. Nay, it is chiefly from this
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regard to the sentiments of mankind, that we pursue riches and avoid poverry."

[TMS, p.50, italics added.]

Property becomes the means to an end. It provides approval. It is not merely a belief that
others will approve, Smith seems to have found (to his dismay) that society grants real
approval. This approval of property, and the propertied, overcomes the weaknesses of
the impartial spectator when facing differentiated economic status. The difference in
status is supposed to increase the difficulty in empathizing with someone. The further the
experience from the spectator, the harder to put oneself into the mood.

“Though between this condition [Smith’s contemporary Britain] and the highest

pitch of human prosperity, the interval is but a trifle; between it and the lowest

depth of misery the distance is immense and prodigious. Adversity, on this
account, necessarily depresses the mind of the sufferer much more below its
natural state, than prosperity can elevate him above it. The spectator, therefore,
must find it much more difficult to sympathize entirely, and keep perfect time,
with his sorrow, than thoroughly to enter into his joy, and must depart much
further from his own natural and ordinary temper of mind in this one case than in

the other." [TMS, p.45.]

Whatever passions are felt, individuals may be similarly observed and felt by
observers. It is this status conferred by observers that adds to the virtue of wealth. Class
distances are supposed to make sympathy harder to obtain, but property has made it
easier in Smith’s system. This system will result in the poor being least likely to receive
sympathy, even if their plight makes them the least able to face adversity. Everyone can

sympathize with higher economic classes, but few will be effectively able to sympathize
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with those lower than themselves. As society advances, more members will be moved
out of poverty and Smith sees this as a positive force in society.

“Notwithstanding the present misery and depravity of the world, so justly

lamented, this really is the state of the greater part of men. The greater part of

men, therefore, cannot find any great difficulty in elevating themselves to all the
joy which any accession to this situation can well excite in their companion.”

[TMS, p.45.]

We will all be better able to sympathize with a world that is more like own. The
spectator will require each individual for definition, and is dependent on the past
experiences and social customs of each agent. Events seen that are outside the realm of
the observer’s experience are less possibly classified, and less effort will be spent on
developing a set of feelings for the circumstances.

Smith concerns himself with character throughout TMS, but does so in WN as
well. In TMS, the discussion is about ethics and virtue. In WN, it is more about
productive resource use. For the moment, we will continue with the virtuous character
and Smith’s impartial spectator, returning to address resource use later in this discussion.

Although the impartial spectator is within every person, people still depend on the
others around them to offer criticism, assess your character and conduct. If people
materially depend on you, they may act as sycophants because of that dependency. By
finding people without material dependence, you are able to have real ‘impartial
spectators’ rather than your own imagined spectator.

"Are you in prosperity? Do not confine the enjoyment of your good fortune to

your own house, to the company of your own friends, perhaps of your flatterers,
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of those who build upon your fortune the hopes of mending their own;” [TMS.

p.154.]
Smith again tries to find a way to get external sources of information for one’s impartial
spectator. If filtering is already occurring, you will need to seek people who will be less
likely to filter their comments to you. This approach appears to suggest that in
relationships, property and wealth advantages will alter your ability to find impartiality.
Property has changed our perceptions of ourselves, and Smith argues that it will also
change our means of gathering information to develop these self-perceptions.

“Frequent those who are independent of you, who can value you only for your

character and conduct, and not for your fortune.” [TMS, p.154.]

Seeking such people may not be altogether pleasant. Other people may feel
threatened by your new-found wealth.

“Neither seek nor shun, neither intrude yourself into nor run away from the

society of those who were once your superiors, and who may be hurt at finding

you their equal, or, perhaps, even their superior. The impertinence of their pride

may, perhaps, render their company too disagreeable: but if it should not, be

assured that it is the best company you can possible keep; and if, by the simplicity

of your unassuming demeanor, you can gain their favor and kindness, you may

rest satisfied that you are modest enough, and that your head has been in no

respect turned by your good fortune.” [TMS, p.154.]

Interpreters have seen this combination of virtue and sympathy as driving two
forces. First, individuals want admiration, even if only from within; and secondly, the

desires driving all individuals to act will drive society.
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Flubacher defines society to be a process [Flubacher, 1950, pps.77-84.] relying as
much on Veblen (conspicuous consumption) as Smith, and where bettering one’s
condition arises from two objectives: 1. a sympathy principle, to be well thought of; and
2. an invisible hand, where the pursuit of wealth improves society. Flubacher has taken
property as an exogenously determined concept used to describe a particular social
process. Whatever property is, society is to be described as a functional dependent, and
the reverse of this sequence does not hold. Similarly:

“In Moral Sentiments, Smith searches for the underlying purpose that mobilizes

individuals into a relatively coherent social fabric. What are the motivating

desires that provide the minimum standard for personal direction and social
decorum? His answer: the universal search for approbation. And what induces
such approbation? Dedicated commitment to the personal discipline and
organizational framework surrounding the entrepreneurial quest for opulence and

its attendant freedoms.” [Schervish, 1994, p.1.]

For J. T. Young, the spectator is the foundation of property rights.

“He [Smith] explicitly grounds property rights in spectator principles.” [Young,

1997, p.65 and repeats p.73.]

“The spectator’s sympathy with the injury and resentment of the possessor is the

basis upon which a right of property exists.” [Young, 1997, p.119.]

Similar to Flubacher and Schervish, the problem here is the reversal of Young’s

reasoning holds as well. The spectator’s ability to sympathize depends on the existence
of property. The social framework that the person is indoctrinated into forms the

Spectator, and sets the conditions for realizing sympathy for others is necessary.

19



Poxera. b

amatRInY *
RUNER AN

28520 as

e N L
s 0L ONR

-1 -

Ba e

S NErremas
M 3 oS (S

P iaa.
By

2 am:
Sty L
S



Property, being a part of that framework, results in the spectator’s recognition of
something that deserves sympathy.

“As the relevant context changes so will the spectator’s judgement about what

exchange justice requires.” [Young, 1997, p.124.]

And as society was generally well-to-do in 18" century England, Englishmen of
the period were expected to sympathize with the wealthy. The plight of one Englishmen
was seen as more likely to exert an influence over the feelings of their peers than the
plight of one hundred strangers in a far-away land. For Smith, it is easier to ‘experience’
the happiness of wealth, and, therefore, easier to display wealth than poverty. Young
argues:

“Vanity leads us to emulate the rich” [Young, 1997, p.136.]

But, why does it have to be vanity? Character is defined by the behavior of those with
property and how they handle it. Virtue (especially modesty) with wealth is supposed to
carry someone much further and longer than property without virtue.

"Though in prosperity, however, the man of excessive self-estimation may

sometimes appear to have some advantage over the man of correct and modest

virtue; though the applause of the multitude, and of those who see them both only
at a distance, is often much louder in favor on the one than it ever is in favor of
the other; yet, all things fairly computed, the real balance of advantage is, perhaps

in all cases, greatly in favor of the latter and against the former.” [TMS, p.253.]

The ability to see this advantage is held by few people. It is these few that Smith values,

and is trying to convince others of this view.
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“His admirers may neither be very numerous nor very loud in their applauses; but
the wisest man who sees him the nearest and who knows him the best; admires
him the most. To a real wise man the judicious and well-weighed approbation of
a single wise man, gives more heartfelt satisfaction than all the noisy applauses of
ten thousand ignorant though enthusiastic admirers." [TMS, p.253.]
In TMS, Smith asks, “What makes a praise-worthy character?” and, as importantly,
“How will we know it when we encounter it?”
“...how and by what means does it come to pass, that the mind prefers one tenour
of conduct to another, denominates the one right and the other wrong; considers
the one as the object of approbation, honor, and reward, and the other of blame,
censure, and punishment?" [TMS, p.265.]
He answers these two questions with the same answer; prosperity. Property is the
‘object’ of esteem, and everyone without has an obligation to acquire it. It is not simply
Young’s vanity that drives our actions, it is Smith’s ‘nature’ that acts on and through
people.
"Among those primary objects which nature had recommended to us as eligible,
was the prosperity of our family, of our relations, of our friends, of our country, of
mankind, and of the universe in general.” [TMS, p.274.]
In a discussion of his predecessors’ views on property, Smith describes the Greeks as
deifying nature. These philosophers are still selected by Smith as a system, in part,
recommended to define virtuous conduct:
“As all the events in this world were conducted by the providence of a wise, a

powerful, and good God, we might be assured that whatever happened tended to
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the prosperity and perfection of the whole. If we ourselves, therefore, were in

poverty, in sickness, or in any other calamity. we ought, first of all, to use our

utmost endeavors, so far as justice and our duty to others would allow, to rescue

ourselves from this disagreeable circumstance." [TMS, p.274.]

We are seeking the manner in which an impartial spectator is operationalized, and
Smith needs some foundation for the judgments of a spectator. ‘Real virtues’ serve as a
part of this judgement. It is not the flaw of vanity; praiseworthiness is only part of this
system. Actual praise is desired, but we are able to have sympathy with those closest to
ourselves, and people above us in the economic hierarchy. If we seek internal
praiseworthiness (by being benevolent but parsimonious) we will accumulate property.
This leads to actual praise. Invoking his naturalist philosophy, Smith expands this
situation. All individuals accumulating property creates more sympathy and possible
virtuous conduct. This will lead society to advance, while individuals (seeking praise)
will want others to succeed as well. These other ‘successful’ people will make it easier to
find approbation as the increased numbers of the materially well-off creates a larger of
pool of people to entertain sympathy to and from. The wealth of many has become
preferable to that of one.

“Nature, too, had taught us, that as the prosperity of two was preferable to that of

one, that of many, or of all, must be infinitely more so.” [TMS p.274]
This chapter in Smith’s TMS invokes several arguments. One, that prosperity is
‘founded upon natural principles,’ as seeking approval is a natural part of the human

psyche.
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"As they are all of them, in this respect, founded upon natural principles, they are

all of them in some measure in the right. But as many of them are derived from a

partial and imperfect view of nature, there are many of them too in some respects

in the wrong.” [TMS p.265]

Secondly, it is divine (which is, perhaps, the natural principle referred to earlier in this
passage. See Campbell [1977], Clark [1992], Peterson [1994], or Skinner [1972] for
more on this subject.) Property is the basis for interpersonal and intra-personal
assessment. Property accumulation is not a carte blanche for behavior as people are
social creatures, and success at the expense of others is not acceptable.

Others have argued that we seek property not to be approved by others, but rather
we seek it to be different than others. Approbation is still only an internal mechanism
and the similarity of people in their youth is replaced with a desire for distinction.

“Further, the different individuals as well as the community were interested in

expanding wealth because that was the only way by which one individual and one

country could appear distinctive and superior to the others.” [Brahmananda, 1959,

p-145. This is based on the TMS discussion of p.45.]

Supporting this viewpoint are two particular passages from TMS. The first identifies a
particular natural phenomenon, and the second uses the particular example of the
frivolous as a means of reaching social stature.

“They more effectually gratify that love of distinction so natural to man.” [TMS,

p.183.]

"What can be added to the happiness of the man who is in health, who is out of

debt, and has a clear conscience? To one in this situation, all accessions of fortune
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may properly be said to be superfluous; and if he is much elevated upon account

of them, it must be the effect of the most frivolous levity. This situation, however,

may very well be called the natural and ordinary state of mankind.” [TMS p.45]

The elevation in status by means of conspicuous objects was common to the
Mercantilists preceding him. Was Smith saying anything new or was he (not-so-simply)
describing a model with which to define the reality of 18" century Great Britain?
Whatever purpose he had, public virtue in his system is assigned by spectators to those
with the appearance of wealth. The character of the person behind that appearance is
Smith’s concern, and his work in TMS wants to find those things that make a person
virtuous. Appearances are a problem for Smith, not only because we miss out on such
‘real virtues’ as wisdom, but that this drive for approval may cost people their ‘real
virtue.’

Notwithstanding the deception that wealth implies virtue, people seek approval
(which comes with wealth by sympathy or distinction) and behavior may change in those
that have it and those seeking it. Parsimony, a virtue in Smith’s system of behavior, is
jeopardized when people seek more approval than perhaps they should. Individuals,
responding to the social pressures of having wealth, may wish to have an appearance that
is beyond their actual situation. To maintain this appearance, savings may be reduced.
This change in tone occurs as we move from TMS to WN’s discussion of virtue.

“The high rate of profit seems every where to destroy that parsimony which in

other circumstances is natural to the character of the merchant. When profits are

high, that sober virtue seems to be superfluous, and expensive luxury to suit better

the affluence of his situation.” [WN, p.612.]
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Worse yet, the influence that owners of capital have on others may change the
latters’ behavior. We will spend more time on this possibility in chapter four. There is a
potential upside to this situation. Propertied people may no longer be self-regulated, but
might be held to a higher standard of approval by becoming the object of imitation. This
creates the first problematic aspect of property in Smith.

“The owners of the great mercantile capitals are necessarily the leaders and

conductors of the whole industry of every nation, and their example has a much

greater influence upon the manners of the whole industrious part of it than that of
any other order of men. If his employer is attentive and parsimonious, the
workman is very likely to be so too; but if the master is dissolute and disorderly,
the servant who shapes his work according to the pattern which his master sets

him.” [WN, p.612.]

Mimicking the propertied may be bad, but under the right circumstances Smith
sees this as a possible social good. It is not the presence of property that should be
emulated, but its disposition. Consuming frivolous trinkets diverts capital from
productive uses and reduces the future capital stock. We do need to be careful not to
overstate Smith’s views on the frivolous. Industry is set in motion in Smith’s economic
system whenever consumption occurs, even if it is frivolous. For the purposes of the
present discussion, Smith would appear to prefer the holder of resources to either
consume wisely, or not at all. Employing labor for the production of trinkets would
appear to be a positive by-product of a poor character choice. Smith’s example provides
additional reasons that the correct models of conduct need to be followed so that

productive labor can continue to be employed:
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“Accumulation is thus prevented in the hands of all those who are naturally the
most disposed to accumulate; and the funds destined for the maintenance of
productive labor receive no augmentation from the revenue of those who ought
naturally to augment them the most. The capital of the country, instead of
increasing, gradually dwindles away, and the quantity of productive labor
maintained in it grows every day less and less.” [WN, p.612.]

Virtue may also be lost while trying to accumulate property in the drive for
perceived status. This status may allow the wealthy a possible existence above the law,
but will at the same time draw the keen attention of those seeking to emulate the
successful. This is one of the interesting balances in Smith’s depiction of wealth and the
wealthy in his social system.

"To attain to this envied situation, the candidates for fortune too frequently

abandon the paths of virtue; for unhappily, the road which leads to the one, and

that which leads to the other, lie sometimes in very opposite directions. But the
ambitious man flatters himself that, in the splendid situation to which he
advances, he will have so many means of commanding the respect and admiration
of mankind, and will be enabled to act with such superior propriety and grace, that
the luster of his future conduct will entirely cover, or efface, the foulness of the
steps by which he arrived at that elevation. In many governments that candidates
for the highest stations are above the law; and, if they can attain the object of their
ambition, they have no fear of being called to account for the means by which

they acquired it.” [TMS, p.65.]
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The possibility of rising above the law is slim. For those seeking accumulation, the
possibility of failure will increase if their behavior becomes less virtuous.
"The good old proverb, therefore, that honesty is the best policy, holds, in such
situations, almost always perfectly true." [TMS, p.63.]
This does not prevent trying:
“They often endeavor, therefore, not only by fraud and falsehood, ... but
sometimes by the perpetuation of the most enormous crimes, ... to supplant and
destroy those who oppose or stand in the way of their greatness." [TMS p.65]
Property brings a spotlight to it. Smith is pleased that this will generate some internal
controls to raise standards of conduct. Later, he is concerned that the desire to be in the
spotlight will yield inappropriate actions.
“The probabilities are that for the sake of securing the general benefits that flow
from private property and competitive dealings we shall always have to permit
some doings that are on the line between the productive and the predatory.”
[Taussig, 1939, p.28.]
This becomes a balance of actions, and also the basis for seeking the power to redefine
the social rules, customs and habits (see Chapter Four). Property itself has no intrinsic
value in Smith’s system, but it is a means of defining virtue. Perhaps vanity may drive
some people and natural proclivities other people, but the approbation that comes with
property is sought by everyone.
Much of his analysis is done in the context of a particular social setting. Smith

continues this discussion in his look at markets. The contrariness of interests (between
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those seeking property, and those in their way) makes for one of his most scathing
criticisms of businessmen.

“The interest of dealers, however, in any particular branch of trade or

manufactures, is always in some respects different from, and even opposite to,

that of the public. To widen the market and to narrow the competition, is always
the interest of the dealers. To widen the market may frequently be agreeable
enough to the interest of the public; but to narrow the competition must always be
against it, and can serve only to enable the dealers, by raising their profits above
what they naturally would be, to levy, for their own benefit, an absurd tax upon

the rest of their fellow-citizens.” [WN, p.267.]

Although society does not permit excessive violations of personal conduct, some
violations may occur. To this Smith has argued for honesty, and we see his faith in
ability:

“Abilities will even sometimes prevail where the conduct is by no means correct.

Either habitual imprudence, however, or injustice, or weakness, or profligacy, will

always cloud, and sometimes depress altogether, the most splendid professional

abilities. Men in the inferior and middling stations of life, besides, can never be
great enough to be above the law, which must generally overawe them into some

sort of respect for, at least, the more important rules of justice." [TMS, p.63.]

Not all wealth must come from the loss of virtue. Smith has confidence in the ability of
people to accumulate while exhibiting good character.

"In the middling and inferior stations of life, the road to virtue and that to fortune,

to such fortune, at least, as men in such stations can reasonably expect to acquire,
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are, happily in most cases, very nearly the same. In all the middling and inferior
professions, real and solid professional abilities, joined to prudent, just, firm, and
temperate conduct, can very seldom fail of success.” [TMS, p.63.]

“I expect all the bad consequences from the chambers of Commerce and
manufactures establishing in different parts of this Country, which your Grace
seems to foresee. In a Country where Clamour always intimidates and faction
often oppresses the Government, the regulations of Commerce are commonly
dictated by those who are most interested to deceive and impose upon the public.”
[COR, p.286.]

Property can be a deceiver, and may do so in two ways. There is the deception of the
person seeking it, and the manner in which others may be deceived by it. In WN, this
dual deception is an underlying theme for the division of labor and the success of self-
interest. We seek people who have interests that may not be our own. By showing a
means of mutual beneficence, we may interest them in trades that will be to mutual
advantage. These trades are working on others’ self-aggrandizement.
”Give me that which I want, and you shall have this which you want, is the
meaning of every such offer; and it is in this manner that we obtain from one
another the far greater part of those good offices which we stand in need of. Itis
not from the benevolence of the butcher, the brewer, or the baker, that we expect
our dinner, but from their regard to their own interest. We address ourselves, not
to their humanity but to their self-love, and never talk to them of our own
necessities but of their advantages. It is this co-dependence that differentiates

man from animal.... In civilized society he stands at all times in need of the
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cooperation and assistance of great multitudes, while his whole life is scarce

sufficient to gain the friendship of a few persons. In almost every other race of

animals each individual, when it is grown up to maturity, is entirely independent,
and in its natural state has occasion for the assistance of no other living creature.

But man has almost constant occasion for the help of his brethren, and it is in vain

for him to expect it from their benevolence only. He will be more likely to

prevail if he can interest their self-love in his favor, and show them that it is for
their own advantage to do for him what he requires of them. Whoever offers to
another a bargain of any kind, proposes to do this. [WN, pps.26-27.]

As seen earlier, Smith takes his spectator further toward reality with each of his
works. Initially, we have an internal ‘voice’ of regard. Later, he identifies the real
spectators whose approbation we seek. Finally, approval can be measured. Our actions
can be exchanged for others actions, and on the basis of mutual approval, our level of
activity is dependent.

C. Deception and Motivation:

One of the more famous passages appearing in TMS is Smith’s discussion of
ambition. This four page discussion is cited in the literature on deception, motivation,
ambition, and the construction of incentive structures.

“The poor man's son, whom heaven in its anger has visited with ambition,
when he begins to look around him, admires the condition of the rich. He

finds...” [TMS, p.180, continuing to p.183.]
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In great detail, Smith describes the breadth and depth of sufferings that someone
will put up with to accumulate property. To this end, society encourages new ideas to
create wealth with privileges as a reward for these ideas.

“The greatest part however of exclusive privileges are the creatures of the
civil constitutions of the country. The greatest part of these are greatly prejudicial
to society. Some indeed are harmless enough. Thus the inventor of a new
machine or any other invention for the space of 14 years by the law of this
country, as a reward for his ingenuity, and it is probable that this is as equal an
one as could be fallen upon.” [LJA, pps.82-83.]

Many writers following Smith have focused on this incentive structure, especially as a
means of explaining economic growth. By turning the ambition of individuals to the task
of wealth production, society has benefited.

“The ultimate effect [of patents]...is the stimulus given to inventive activity.”

[Sidgwick, 1887, p.83.]

“Realizing that a hope of financial reward serves to encourage inventing
genius, the United States in common with all other civilized nations permits
inventors and authors to enjoy a monopoly of their products.” [Thompson, 1924,
p.183.]

“Of all the species of property which a man can possess, the faculties of
his mind and the powers of his body are most particularly his own.” [McVickar,

1966, p.58.]
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Through privileges, (which Smith abhors elsewhere), new ideas are encouraged to
flourish. Taussig clearly sees these innovators as self-interested economic agents that
seek personal wealth through the generation of new production relations.

“Almost all inventors and men of science are subject in some degree to the
self-regarding motives which affect so profoundly the life about them. They work
the more strenuously and effectively in proportion to the expected reward. This is
the principle underlying the whole system of patents, copyrights, and trade-marks,
nay the whole system of competitive industry and private property.” [Taussig,
1939, p.476.]

Accumulation is not only the end (status, etc...), but the process itself is of
interest to Smith. The satisfaction of finding another ‘useful’ object is as important as the
gratification of searching. We find that Smith acknowledges that it is not the happinéss
that is conveyed by ownership, but the belief that property may convey the means of
happiness. This deception is critically important to several different aspects of Smith’s
analysis.

"How many people ruin themselves by laying out money on trinkets of
frivolous utility? What pleases these lovers of toys is not so much the utility, as
the aptness of the machines which are fitted to promote it. All their pockets are
stuffed with little conveniences. They contrive new pockets, unknown in the
clothes of other people, in order to carry a greater number.... Nor is it only with
regard to such frivolous objects that our conduct is influenced by this principle; it
is often the secret motive of the most serious and important pursuits of both

private and public life.” [TMS, p.180.]
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The motive for finding new ‘baubles’ underlies more than the baubles. It carries
people to extremes in the belief of a happiness that will occur if they succeed in one more
acquisition. This acquisitiveness results in great levels of activity, all motivated by a
belief in eventual satisfaction.

“He thinks if he had attained all these, he would sit still contentedly, and
be quiet, enjoying himself in the thought of the happiness and tranquillity of his
situation. He is enchanted with the distant idea of this felicity. It appears in his
fancy like the life of some superior rank of beings, and, in order to arrive at it, he
devotes himself for ever to the pursuit of wealth and greatness.” [TMS, p.181.]

“If we examine, however, why the spectator distinguishes with such
admiration the condition of the rich and the great, we shall find that it is not so
much upon account of the superior ease or pleasure which they are supposed to
enjoy, as of the numberless artificial and elegant contrivances for promoting this
ease or pleasure. He does not even imagine that they are really happier than more
people: but he imagines that they possess more means of happiness.” [TMS,
p.182-183.]

Interpreters of the early 20™ Century had not fully enamored themselves with the
black-box of utility maximization and were intrigued by Smith’s non-useful utility, and
the relationship between accumulation as both a virtue and a result, changing and
changed by economic development.

“Economic desires...furnish the constant motives to economic action,
though they are supplemented by instincts, impulses, and other motives not so

well understood.” [Carver, 1921, p.15.]

33






“By their nature, frugality and hard work are virtues of a development
process. They are virtues because they make us each work for the greater good,
as Adam Smith defined it, of an increasing national revenue. This view seems to
invert the relationship suggested between process and end. After all, the ideal of
how we lead our lives was meant to be the goal, development the process of
getting there. Here, however, the ideal of frugality and hard work derives from
the process of development. This leaves us without a goal, or with the growth
process as an end in itself.” [Levine, 1995, p.179.]

The same ambitions that cause people to undergo hardships will drive industry,
and it will result in the production of real wealth. This matter is important enough for
Smith that he offers policy recommendations to achieve this motivation in people.

"Would you awaken the industry of the man who seems almost dead to
ambition,... If you would hope to succeed, you must describe to him the
conveniency and arrangement of the different apartments in their palaces; you
must explain to him the propriety of their equipages, and point out to him the
number, the order, and the difference offices of all their attendants. If any thing is
capable of making impression upon him, this will.” [TMS, p.187.]

People need to be convinced that their ambition will be rewarded. The laws of
Britain, which Smith criticizes as biased to certain classes, do have one successful
outcome, security.

“That security which the laws in Great Britain give to every man that he
shall enjoy the fruits of his own labor, is alone sufficient to make any country

flourish, notwithstanding these and twenty other absurd regulations of commerce;
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and this security was perfected by the revolution, much about the same time that

the bounty was established. The natural effort of every individual to better his

own condition, when suffered to exert itself with freedom and security, is so

powerful a principle, that it is alone, and without any assistance, not only capable
of carrying on the society to wealth and prosperity, but of surmounting a hundred
impertinent obstructions with which the folly of human laws too often encumbers

its operations; though the effect of these obstructions is security.” [WN, p.540.]

“The whole model depends on ‘individuals’ striving to better his
condition, and on a favorable legal framework (especially regarding property and
land tenure).” [Hutchison, 1990, p.88.]

Once the motivation occurs, the legal system becomes part of Smith’s prescriptive
political economy. Much of this view is founded in his ‘natural’ approach. Here,
‘natural’ implies a derivation from an agreed upon truth found in society.

“If therefore we account the right of inheritance to be a real right, as it
certainly is, all other exclusive privileges will for the same reason be accounted
real rights, as the right of monopolies, which is privilege constituted entirely by
the civil law, the right of an author to his book, the right an inventor of a machine
or medicine has to the sole vending of making of a machine or drug. These often
make the greatest part and sometimes the whole of ones estate, and they are all
creatures of the civil law in each country. There are several others that have their
origin in natural reason, as the right one has to hunt down the game he has started

and such like; but the most considerable of all the exclusive privileges that are
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founded in nature is succession, which as we shall show hereafter is altogether

agreeable to the constitution of nature." [LJA, p.11.]

We see the repetition of several themes throughout Smith. First, bettering one’s
condition is a ‘natural effort,” but exists in a social setting. This setting is a significant
determinant of the expected outcomes of this ‘natural effort.” Second, when ambition is
absent, it can be inspired by property as a status object. This may occur as a result of the
impartial spectator, or may result form the virtue to save. Finally, property is a means to
an end, not only the end, and policy makers will evaluate their own performance by their
ability to manipulate the pieces of the system.

“And it is the ingenious and artful adjustment of those means to the end for which

they were intended, that is the principal source of his admiration.” [TMS, p.183.]

These create a fine line for property to walk. First, property is a form of status, and
how we handle property has a social status and may be a potential virtue. It also
motivates people to accumulate, but to what end? To improve our characters, or, are we
being deceived? Raising ambition in the indolent causes economic growth, but Smith
admired the humble security of someone whose needs were met?

“It is then, in the last dregs of life, his body wasted with toil and diseases,
his mind galled and ruffled by the memory of a thousand injuries and
disappointments which he imagines he has met with from the injustice of his
enemies, or from the perfidy and ingratitude of his friends, that he begins at last to
find that wealth and greatness are mere trinkets of frivolous utility, no more
adapted for procuring ease of body or tranquillity of mind that the tweezer-cases

of the lover of toys; and like them too, more troublesome to the person who
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carries them about with him than all the advantages they can afford him are
commodities.” [TMS, p.182.]
This certainly sounds like a critique of accumulated personal property.
It is at the end of their lives that people may discover the secret of their
accumulation.

“Power and riches appear then to be, what they are, enormous and operose
machines contrived to produce a few trifling conveniences to the body, consisting
of springs the most nice and delicate, which must be kept in order with the most
anxious attention, and which in spite of all our care are ready every moment to
burst into pieces, and to crush in their ruins their unfortunate possessor. The
owner becomes absorbed in maintaining them.” [TMS, p.182.]

Continuing from the same passage, Smith’s nature imposes a deception upon us. This
process of motivation, emulation, approbation, all fails to actually bring happiness for
Smith’s individual. It sets in motion a larger sequence of events that do benefit society,
and its members.

"The pleasures of wealth and greatness, when considered in this complex
view, strike the imagination as something grand and beautiful and noble, of which
the attainment is well worth all the toil and anxiety which we are so apt to bestow
upon it.... It is this deception which rouses and keeps in continual motion the
industry of mankind. It is this which first prompted them to cultivate the ground,
to build houses, to found cities and commonwealths, and to invent and improve
all the sciences and arts, which ennoble and embellish human life; which have

entirely changed the whole face of the globe, have turned the rude forests of
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nature into agreeable and fertile plains, and made the trackless and barren ocean a
new fund of subsistence, and the great high road of communication to the
different nations of the earth." [TMS, pps.183-84.]

For all its individual drawbacks, property serves as the great motivator even if the
older generation becomes aware of the deception. They will be unable to communicate it
to the younger because it is a natural phenomenon. Society has benefited from this
deception and therefore has no desire to see this deception removed. This also raises the
possibilities of complicity by society to drive individuals to accumulate even if the
private benefits may not be sufficient to justify the activity because of the significant
social benefits to this deception. These benefits occur to a wider range of recipients than
the people immediately affected by the production process. The types of goods available
to society will change. Once property is developed to forms beyond necessities, luxury
items take on a set of characteristics (covered elsewhere) necessities another. Smith
recognizes the advantages to being wealthy in the allocation process, and applies these
differences, and recognized advantages, to luxury goods.

“The rich only select from the heap what is most precious and agreeable.

They consume little more than the poor, and in spite of their natural selfishness

and rapacity, though they mean only their own conveniency, though the sole end

which they propose from the labors of all the thousands whom they employ, be
the gratification of their own conveniency, though the sole end which they
propose from the labors of all the thousands whom they employ, be the
gratification of their own vain and insatiable desires, they divide with the poor the

produce of all their improvement. They are led by an invisible hand to make
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nearly the same distribution of the necessaries of life, which would have been

made, had the earth been divided into equal portions among all its inhabitants,”

[TMS, p.185.]

This distinction of necessities transforms a conflicting relationship between
classes to one of mutual advantage. The wealthy can only consume a certain sum, but
they set in motion a considerably larger sum of activity in Smith’s system. This idea was
picked up by the interpretive literature.

“He [Smith] sincerely believes in the delusiveness - so far as the
individual is concerned - of the common struggle to get rich, and holds that
happiness is equally distributed among the different ranks of society in spite of
their vast inequalities of wealth.” [Sidgwick, 1887, p.20.]

It is this mechanism of dividing the results of improvements with their workers
(though the share may be quite small) that results in improved standards of living for all
involved in the productive process. These improvements yield further incentives and
capacity for further gains.

“and thus without intending it, without knowing it, advance the interest of the

society, and afford means to the multiplication of the species." [TMS, p.185.]

"A savage who supports himself by hunting, having made some more arrows than

he had occasion for, gives them in a present to some of his companions, who in

return give him some of the venison they have catched; and he at last finding that
by making arrows and giving them to his neighbor, as he happens to make them
better than ordinary, he can get more venison than by his own hunting, he lays it

aside unless it be fore his diversion, and becomes an arrow-maker." [LJA, p.348.]
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Property is put to work for further gains. Accumulated assets will ‘naturally’ find
their way into uses. Those with productive capacity will attract this accumulated stock
from the owners of capital. The objective becomes further accumulations. Just as the
arrow maker and the division of labor show the application of particular skills and
property, the owner of capital specializes in the application of capital to production ends.

“The key to this kingdom is capital, output that is not consumed but rather
saved and reinvested in enterprise.” [Quinn, 1994, p.108, using WN pps.161, 162,
237-42.]

“As soon as stock has accumulated in the hands of particular persons,
some of them will naturally employ it in setting to work industrious people, whom
they will supply with materials and subsistence, in order to make a profit by the
sale of their work, or by what their labor adds to the value of the materials.” [WN,
pps.65-66.]

This accumulation process, through specialization, unequal distribution, and a structure
of influences that drives individuals to repeat this process for ever-increasing levels of
output is often described as one of Smith’s great contributions to the philosophy of
capitalism.

“The genius of the Wealth of Nations lies in its discovery of a single

principle that when applied to the organization of society, will encourage both
greater efficiency of productive labor and the growth of the productive sector at
the expense of the unproductive. This single principle is the following: Organize
society around the purpose of profit seeking and wealth accumulation by placing

society’s productive resources in the hands of persons (capitalists) devoted to
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seeking profit and accumulating wealth. When we do this, we orient our lives

around pursuit of wealth.” [Levine, 1995, p.39.]

Capital is provided with the hopes of further gains from trade. These gains are
profits from risk as the owner of this property deserves compensation for this risk.

“In exchanging the complete manufacture either for money, for labor, or for other

goods, over and above what may be sufficient to pay the price of the materials,

and the wages of the workmen, something must be given for the profits of the

undertaker of the work who hazards his stock in this adventure.” [WN, p.65.]

“The employer-capitalist is not paid because he hazards his stock, but he

hazards his stock because he is paid for it.” [Cannan, 1967, p.158]

In this process, workmen see the valuations of their output in the market, and
expect compensation. Improved outputs are split between the parties involved, and the
process is repeated. Property is repeatedly put at risk, with the understanding that people
will use this property to produce further goods. In this manner, property yields property,
and prior increases will result in greater present production levels.

“The value which the workmen add to the materials, therefore, resolves itself in

this case into two parts, of which the one pays their wages, the other the profits of

their employer upon the whole stock of materials and wages which he advanced.”

[WN, p.66.]

“Declining wealth, or, to be more particular, ‘the diminution of the capital
stock of the society, or of the funds destined for the maintenance of industry’,

raises profits, because it both reduces wages and raises prices.” [Cannan, 1967,

p.218.]
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Expectations develop for this system of compensation. Investors will also want
risk rewards if proportionally larger components of their property stock are to be
invested.

“He could have no interest to employ them, unless he expected from the sale of

their work something more than what was sufficient to replace his stock to him;

and he could have not interest to employ a great stock rather than a small one,
unless his profits were to bear some proportion to the extent of his stock.” [WN,
p65.]

“[Returns to capital] must be treated as essentially a wage” [F.H. Knight, 1951,

p-254.]

Later in Knight’s system, uncertainty of possession increases the rate of anticipated
payment.

“[Interest] is the problem of the evaluation of productive property.” [F.H. Knight,

1951, p.258.]

The increased output from the division of labor means more output and more
trade. For the first divisions to occur, sustainability of those laboring in the specialized
area will demand an accumulated stock, further divisions can occur as wealth is
developed for investment availability.

“The freedom to pursue private gain through use of private property,
especially in the means of production”...makes “the potential to make the wealth

of nations grow.” [Levine, 1995, p.155.]

In addition to Levine, Robbins interprets Smith’s division of labor and increasing

capital stock as offering more than just increased incomes. Increased capital will mean
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changes in the infrastructure and incentives of the social system. These infrastructure
improvements are especially important in the institutional structure of contracts.
intermediate goods, and class relationships.

“Accumulation, thus conceived, is depicted as desirable because the
capital stock to which it gives rise renders labor more productive - ‘facilitates and
abridges’ is Smith’s phrase - and because it sustains development of the division
of labor.” [Robbins, 1968, p.48.]

“Material wealth, in Smith’s view, comes primarily from the division of
labor - laborers, combined with capital, concentrating on only one small aspect of
the productive process.” [Quinn, 1994, p.108.]

“As the accumulation of stock must, in the nature of things, be previous to
the division of labor, so labor can be more and more subdivided in proportion
only as stock is previously more and more accumulated.” [WN, p.277.]

These accumulations imply divisions therefore requiring trade and the valuation
of output. The division of labor, sufficiently extensive enough to be the subject of papers
itself, is of concern here through its relationship with property. For division to occur,
property must pre-exist. For further property accumulations, division of labor must
occur. This interaction of property will appear again elsewhere. To this point, we have
seen a similar symbiosis with the impartial spectator.

“But when the division of labor has once been thoroughly introduced, the
produce of a man’s own labor can supply but a very small part of his occasional

wants. The far greater part of them are supplied by the produce of other mens
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labor, which he purchases with the produce, or, what is the same thing. with the

price of the produce of his own.” [WN, p.276.]

“accumulation and division act and react on each other” [McVickar, 1966, p.78.]

“Within the limits of natural aptitudes and the resources at his disposal,
each is strongly disposed to produce what he thinks will command most in
exchange for the other things he wants. His own wealth depends upon his
producing efficiently what others want. Thus he is led by an Invisible Hand to

work for the general good.” [Knight, 1942, p.9.]

This creates a problem if we use the LJ discussion on division of labor.
Accumulation must occur before division (WN, p.277.), and division must occur before
accumulation (LJ, p.348.). What we find in both texts is that further societal
advancements will require greater specialization than currently exists.

“As the division of labor advances, therefore, in order to give constant

employment to an equal number of workmen, an equal stock of provisions, and a

greater stock of materials and tools than what would have been necessary in a

ruder state of things, must be accumulated beforehand.... As the accumulation of

stock is previously necessary for carrying on this great improvement in the
productive powers of labor, so that accumulation naturally leads to this

improvement.” [WN, p.277.]

“Smith envisioned the development of property, labor, land, and civil
society as commencing with the distinction between those who have property and
those who do not, a distinction that gives rise to the necessity of government. In

turn, the development of markets, the valuing of labor as a commodity, and the
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notion of economic liberty evolve from the institution of property....

Subsequently, the phenomena lead to the division and specialization of labor and

thus economic growth.” [Werhane, 1991, p.68.]

This seems to be implying social stages that are defined by the division of labor.
D. Class Distinctions:

Class distinctions will be part of the discussions in the following two chapters. It
is included here as part of the incentive mechanism that drives individual activity.
Individuals, whether they are deceived by property, or simply deriving pleasure from
property with full awareness of the potential deceptions, have a set of interests in Smith’s
system that are class dependent. Property accumulations in different forms will imply
different expectations of the legal system. Similarly, a lack of accumulation will imply a
set of interests.

In Smith’s production process, accumulations will lead to specialization, and
subsequently generate revenue. Smith identifies that some people will have revenues
sufficient to rely only on their stock’s profits.

“He endeavors, therefore, both to make among his workmen the most proper

distribution of employment, and to furnish them with the best machines which he

can either invent or afford to purchase. His abilities in both these respects are
generally in proportion to the extent of his stock, or to the number of people

whom it can employ.” [WN, p.277.]

Once a productive process is settled on, the owner of this capital can then move to

a new economic class. By having enough accumulation, the holder can retain enough for
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personal consumption and anticipate sufficient income form his ‘productive property” so
as to afford to avoid directly working with these accumulated assets.

“But when he possesses stock sufficient to maintain him for months or
years, he naturally endeavors to derive a revenue from the greater part of it;
reserving only so much for his immediate consumption as may maintain him till
this revenue begins to come in. His whole stock, therefore, is distinguished into
two parts. That part which, he expects, is to afford him this revenue, is called his
capital. The other is that which supplies his immediate consumption; and which
consists either, first, in that portion of his whole stock which was originally
reserved for this purpose; or, secondly, in his revenue, from whatever source
derived, as it gradually comes in; or, thirdly, in such things as had been purchased
by either of these in former years, and which are not yet entirely consumed; such
as a stock of cloaths, household furniture, and the like. In one, or other, or all of
these three articles, consists the stock which men commonly reserve for their own
immediate consumption.” [WN, p.279.]

Interpreters have long recognized this interaction (see Knight and McVickar
above). Interestingly, there is a perception of the existence of a relative importance for
the two halves of our clapping hands. Myint dismisses capital accumulation as only
necessary for division of labor machinery and useful for returns to scale for labor.
Capital accumulation implies that increased labor can be supported. The importance of
labor numbers is part of Myint’s interpretation of Smith’s labor command theory of

value.
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“Smith had ended by using the ‘labor commanded’ measure of value as
the long-term index of the secular change in the wealth of society.” [Myint, 1948,
p-45.]

With increased labor numbers available, the ability to embed labor into production is
increased. Using WN, p.72, Myint quotes, “The most decisive mark of the prosperity of
any country is the increase in the number of its inhabitants.” Accumulations occur as a
result of productive labor and the materialistic bias of particular, tangible goods acting as
storehouses of labor.

“Though all capitals are destined for the maintenance of productive labor
only, yet the quantity of that labor, which equal capitals are capable of
employment; as does likewise the value which that employment adds to the
annual produce of the land and labor of the country. [WN, p.360.]

For people to move into this new propertied class, they will require others to have
no such accumulations to work for them. Stanlis takes this relationship a bit further, and
argues a causal event. !

“Adam Smith expounded the radical thesis that wealth and poverty are
proportionately related, an idea which implies that the wealth of the rich is a cause
of the poverty of the poor.” [Stanlis, 1965, p.173.]

If the notion of differing interests as a result of this relationship is accepted,
further outcomes can be expected. Among these outcomes are: the relative power of
participants in the system, the inter-generational effects of inheritance laws, and the

ability of participants to affect the outcomes through their actions or criticisms. Dickens,
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and others, used Smith’s ideas to criticize the aristocracy as Smith observed that
established interests often run counter to emerging property forms.
“An analysis which distinguished different interests in society. and
contested an aristocratic hegemony in government was uncomfortable.” [Hay,

1996, p.286.]

Cassel, writing in the 1930s, is concerned for the accumulation of capital (owned goods
capable of aiding production) during a period he characterized as under-utilization rather
than overproduction was causing a depression. Economic cycles are class dependent
phenomena in this approach. The level of capital activity has become the principal factor
in defining business cycles, both their downturns and upswings.

“...a stock of goods must be stored up somewhere before any production of

capital can begin.” [Cassel, 1967, p.588.]

In 1925, Taylor offered a similar view on economic downturns, but with the objective of
describing the success of the U.S. economy.

“The accumulation of capital is favored by the existence of large incomes, by

conditions which insure to capital the expected advantages of saving, and by the

presence of suitable social machinery to aid in caring for and investing

accumulations.” [F.M. Taylor, 1925, p.116.]

While inactivity at the social level may be cause for concern, the reason people
accumulate in Smith’s system is to avoid personal activity. Rooke observes this conflict
that exists in Smith’s propertied classes.

“Indeed, the chief end of all national wealth is that of deriving income

from capital, which, when once realized, of itself brings in an income in the
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future, without requiring any exertion on the part of its owner.” [Rooke. 1969.

p.92.]

“Public wealth would, therefore, appear to owe its origin to the opposing
desires to man. continually prompting him to consume and to produce: the desire
he has to spend, to avoid labor, and to replentish the earth with inhabitants.
opposed to the desire he has of the means of spending. To acquire these means he
must accumulate capital, and avail himself of the assistance that capital is capable
of imparting to persevering industry and skill.” [Rooke, 1969, p.107.]

Rooke, an others, find an outcome of this internal conflict is a social and
economic class capable of supplying themselves with consumption without resorting to
the use of their stored capital. Their stored capital increases others’ productivity, a
portion of which is claimed by the property owner. This stored capital can also be fixed
on non-productive objects that are without enduring value (servants, etc....), but the
stored capital will dissipate. A person can accumulate property to use the division of
labor for further gains in property, but the same person is accumulating for the expressed
purpose of consuming.

“The intention of the fixed capital is to increase the productive powers of
labor, or to enable the same number of laborers to perform a much greater quality
of work.” [WN, p.287.]

Interpreters have expended significant efforts to demonstrate the differences between
capital accumulation, and agricultural storage. Recalling Smith’s example for the early

specialization of labor, it was precisely because of this storage of food that division of
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labor, exchange, and property accumulation took place. For these interpreters, there was
something distinctly different between accumulations of different historical stages.

“The storing of food-stuffs undergo, by reason of the periodicity of
agriculture, is, in its nature, in sharp contrast with that different kind of storing
which Adam Smith and many others have cited as a typical mode of originating
capital. This supposed store is made distinctly for ‘laborers,’ and it is made only
by capitalists.” [J B Clark, 1899, p.152.]

For Smith, the ultimate determination of the economic well being of a person or society

depends on the resolution of the conflict between accumulation and consumption,

regardless of the historical period.
“A man grows rich by employing a multitude of manufacturers: He grows poor,
by maintaining a multitude of menial servants. The labor of the latter, however,
has its value, and deserves it reward as well as that of the former. But the labor of
the manufacturer fixes and realizes itself in some particular subject or vendible
commodity, which lasts for some time at least after that labor is past. It is, as it
were, a certain quantity of labor stocked and stored up to be employed, if
necessary, upon some other occasion. That subject, or what is the same thing, the
price of that subject, can afterwards, if necessary, put into motion a quantity of
labor equal to that which had originally produced it. The labor of the menial
servant, on the contrary, does not fix or realize itself in any particular subject or
vendible commodity.” [WN, p.330.]
Wealth is the incentive of the laissez faire system, and this incentive is both the

initiator and result of the process. While Myint held that number and specialization of
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laborers are more important to the process of accumulation, the accumulation is more
important in other interpretations.

“Interest [is the] embodiment ... of a certain quantity of labor of the
subsistence goods on which the laborer lives while performing that labor.” [F.H.
Knight, 1951, p.254.]

“Adam Smith, on the other hand, contended that in all cases, parsimony,
and not industry, is the immediate cause of the increase of capital. Industry,
indeed, provides the subject which parsimony accumulates. But whatever
industry might acquire, if parsimony did not save and store up, the capital would
never be greater.” [Twiss, 1847, p.192.]

Those unable to properly engage in improvements will fail to thrive in an environment
where others are using their property to yield more property. Twiss held that parsimony
was more important than industriousness in the save/consume conflict. Contrary to
Twiss, Smith would appear to favor industriousness over parsimony in WN. Landowners
were saving a significant portion of their productive wealth over long periods of time.
These estates operated without any incentives to industrious behavior making them less
productive assets.
“There still remain in both parts of the united kingdom some great estates which
have continued without interruption in the hands of the same family since the
times of feudal anarchy. Compare the present condition of those estates with the
possessions of the small proprietors in their neighborhood, and you will require
no other argument to convince you how unfavorable such extensive property is to

improvement.... If little improvement was to be expected from such great
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proprietors, still less was to be hoped for from those who occupied the land under

them. In the ancient state of Europe. the occupiers of land were all tenants at

will.” [WN, p.386.]

“The key to the high income societies of the western world is still the one
that Adam Smith propounded more than two hundred years ago. And increasing
specialization and division of labor necessitates the development of institutional
structures that permit individuals to take actions involving complex relationships
with other individuals far removed from personal knowledge and extending over
long periods of time.” [North, 1997, p.90.]

A careful attention to the application of accumulated property is necessary to have
the most productive possible outcomes. Several laws hindering this attention are cited
and critiqued by Smith, as are nearly all obstructions to accumulation.

“In Europe, the law of primogeniture, and perpetuities of different kinds, prevent

the division of great estates, and thereby hinder the multiplication of small

proprietors. A small proprietor, however, who knows every part of his little
territory, who views it with all the affection which property, especially small
property, naturally inspires, and who upon that account takes pleasure not only in
cultivating but in adorning it is generally of all improves the most industrious, the

most intelligent, and the most successful.” [WN, p.423.]

The transformation of this position reaches some interesting results that do not appear
exactly the same as Smith.
“Societies act both unfairly and unwisely when they limit opportunities of

economic enterprise.” [Tawney, 1948, p.21.]
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Laws that direct capital to uses other than the most productive are also berated.
This redistribution of capital is similar to the primogeniture laws discussed above. The
legal system has encouraged conduct that prevents accumulations.

“Every derangement of the natural distribution of stock is necessarily

hurtful to the society in which it takes place; whether it be by repelling from a

particular trade the stock which would otherwise go to it, or by attracting towards

a particular trade that which would not otherwise come to it.” [WN, pps.632-

633.]

F.M. Taylor would apply the previous quote to offer his own recipe for economic
progress. A surplus income must exist to have savings occur. This starts the entire
accumulation process. The government needs to protect interest/profits; and the economy
has significant, protected relative returns compared to the opportunity costs. A banking
structure with prudent action history implies further property security. This would pool
smaller investors’ resources, in conservative but active investment.

In an extended discussion, Taylor’s property is initiative; demands security;
facilitates accumulation; and changes social institutions. [F.M. Taylor, 1925, discussion
on pps.116-118.]

Smith’s derangement in the capital allocation results in several applications for
laissez-faire policy advocates.

“In the year 1776 Adam Smith published his ‘Wealth of Nations’,
combating vigorously the restrictive policy of European governments. He
showed that private individuals could acquire large profits by supplying some real

social need; and that men, in pursuing their own personal interest, were
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commonly increasing the wealth of society. Moreover, he proved that many of
the restrictions placed upon private enterprise resulted. not in furthering social
interest, but in preventing men from serving each other. He argued most ably that
the desire of men to promote their individual interests, by establishing business
enterprises and trading with their fellows, would usually produce results
beneficial to society. He urged that the true way for a nation to become rich is to
leave its citizens free to conduct business as they desire.” [Bullock, 1900, p.487.]
“He (Adam Smith) also showed, far more clearly than any of his
predecessors, the relation between the pursuit of private wealth and the utilization
of public wealth. He proved that the former was a most powerful agency for
furthering the latter; that the actions of men in the pursuit of money-making were
a means of serving others even when they had no intention of consciousness of so
doing.” [Hadley, 1897, p.10.]
“a freely competitive organization of society tends to place every productive
resource in that position in the productive system where it can make the greatest
possible addition to the total social dividend as measured in price terms, and
tends to reward every participant in production by giving it the increase in the
social dividend which its co-operation makes possible... a specification of utopia”
[F.H. Knight, 1951, p.48.]
If a closed system lacks any developed capital, the replacement is easier, but the
revenues from it are less. Smith defines modern societies as having significant stored,
developed, capital reserves. Their productivity is from having large property holdings,

which in turn will yield larger property holdings. Property implies property, and acts as
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an incentive for those who are low in accumulations and motivation for those seeking to
retain their status.
“But antiently, during the prevalency of the feudal government, a very small
portion of the produce was sufficient to replace the capital employed in
cultivation. It consisted commonly in a few wretched cattle, maintained
altogether by the spontaneous produce of uncultivated land, and which might,
therefore, be considered as a part of that spontaneous produce. It generally too
belonged to the landlord, and was by him advanced to the occupiers of the land.
All the rest of the produce properly belonged to him too, either as rent for his
land, or as profit upon this paltry capital. The occupiers of land were generally
bondmen, whose persons and effects were equally his property.” [WN, p.334.]
Social changes can occur, but only after accumulation. This discussion will be covered
more extensively during the ‘stages of history’ discussion in a later chapter. Presently, it
is of note because of the importance that accumulations would have in changing
productive processes through the division of labor.
“The productive powers of the same number or laborers cannot be increased, but
in consequence either of some addition or improvement to those machines and
instruments which facilitate and abridge labor; or of a more proper division and
distribution of employment. In either case an additional capital is almost always
required. It is by means of an additional only the that the undertaker of any work
can either provide his workmen with better machinery, or make a more proper

distribution of employment among them.” [WN, p.343.]

55



sieal]




“The general industry of the society never can exceed what the capital of
the society can employ.” [WN, p.453.]

“When the capital stock of any country is increased to such a degree, that
it cannot be all employed in supplying the consumption, and supporting the
productive labor of that particular country, the surplus part of it naturally
disgorges itself into the carrying trade, and is employed in performing the same
offices to other countries.” [WN, p.373.]

In some regions, land is not as productive, and should be generally avoided as a
means of generating revenues. Chapter four will discuss this issue of property
preferences in the context of the relative abilities of different resources to exercise
coercion.

“To purchase land is every where in Europe a most unprofitable
employment of a small capital. For the sake of the superior security, indeed, a
man of moderate circumstances, when he retires from business, will sometimes
[132] choose to lay out his little capital in land. A man of profession too, whose
revenue is derived from another source, often loves to secure his savings in the
same way. But a young man, who, instead of applying to trade or to some
profession, should employ a capital of two or three thousand pounds in the
purchase and cultivation of a small piece of land, might indeed expect to live very
happily, and very independently, but must bid adieu, for ever, to all hope of either
great fortune or great illustration, which by a different employment of his stock he
might have had the same chance of acquiring with other people.” [WN, p.423.]

E. Incentive:
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This role of property is related to the more modern question of individual resource
allocation. Increasing the wealth of nations was the primary subject matter of WN, and it
is there that property as an incentive appears in three primary sets of passages. The first
set of these, as cited by interpreters, uses property as giving rise to industry in those that
receive compensation on the basis of their ability to produce things of value. Another
coincides with the public/private interest to yield productive property applications. The
last set focuses on the effort to modify private interests to engage in competitive conduct,
Smith’s joint-stock company discussion.

“The institution of long apprenticeships has no tendency to form young
people to industry. A journeyman who works by the piece is likely to be
industrious, because he derives a benefit from every exertion of his industry. An
apprentice is likely to be idle, and almost always is so, because he has no
immediate interest to be otherwise. In the inferior employments, the sweets of
labor consist altogether in the recompense of labor. They who are soonest in a
condition to enjoy the sweets of it, are likely soonest to conceive a relish for it,
and to acquire the early habit of industry.” [WN, p.139.]

Apprenticeships have the disadvantage of removing compensation from
productivity by eliminating the incentive to produce.

“They were not, however, capable of acquiring property. Whatever they acquired

was acquired to their master, and he could take it from them at pleasure.

Whatever cultivation and improvement could be carried on by means of such

slaves, was properly carried on by their master. It was at his expense. The seed,

the cattle, and the instruments of husbandry were all his. It was for his benefit.
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Such slaves could acquire nothing but their daily maintenance.” [WN, pps.386-

387.]

“[Smith] stated categorically that the desire to better our condition ‘comes with us

from the womb, and never leaves us till we go into the grave.’” [Reisman. 1982,

p-221, citing WN, p.192.]

Shapiro uses this incentive role to the near exclusion of other roles, and he is not alone in
this effort. Shapiro’s “striving to better their condition” [Shapiro, 1993, p.8.] is repeated
as the theme of his research.

Although George is more interested in land issues, he identifies the role of human
efforts to change nature. As part of this exertion, the effort is made to fit objects to
personal gratification.

“Natural products that have been secured, moved, combined, separated, or in

other ways modified by human exertion, so as to fit them for the gratification of

human desires.” [George. 1946, p.147 and George, 1949, ch.2, and see pps.164-5
for similar ideas.]
This effort is “essential to national opulence™ [George 1946, p.146] because of its basis as
part of the incentive structure of society. George uses Smith citations: B4 ¢5 p540; B3 c3
p405; B5 c1 p709. He goes further to carefully describe the existence of government to
protect wealthy and implies progressive taxation.
“We might term Adam Smith the first and last Utopian capitalist” [Kanth, 1986,
p.123.]

For Kanth, property accumulation acts as the incentive to a smoothly functioning, ideal

model of an economy.
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If property is the result of effort, then eliminating the causal relationship will
reduce effort. Smith reinforces this idea of maximizing consumption when no effort is
required to attain it with his apprentice discussion.

“A person who can acquire no property, can have no other interest but to eat as

much, and to labor as little as possible.” [WN, p.387.]

Smith reintroduces to idea of private interests and the property incentive two more times.
Once to show the hazards of monopoly which misdirect resources to areas with artificial
profits.

“That this monopoly of the home-market frequently gives great
encouragement to that particular species of industry which enjoys it, and
frequently turns towards that employment a greater share of both the labor and
stock of the society than would otherwise have gone to it, cannot be doubted.”
[WN, p.453.]

Finally, when the payment of a manager of a monopoly requires private interests.

“In several different parts of Europe the toll or lock-duty upon a canal is the

property of private persons, whose private interest obliges them to keep up the

canal. Ifitis not kept in tolerable order, the navigation necessarily ceases
altogether, and along with it the whole profit which they can make by the tolls.”

[WN, pps.725-726.]

Without a private interest, the incentive of property management is reduced.

“If those tolls were put under the management of commissioners, who had

themselves no interest in them, they might be less attentive to the maintenance of

the works which produced them.” [WN, p.725.]
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“Private industry has a quasi-automatic check to this evil. The manager
looks to money-making and will pay his labor no more than he can get it for; that
is, no more than other labor secures.” [Taussig, 1939, p.483.]

The public managers have less need for efficiency with the public purse to

support them. Therefore, as a government policy recommendation, retaining private

interests is absolutely necessary.

“As the state, by dur oppression, is a very great sufferer as well as
ourselves, government is therefore, for its own sake as well as ours, bound to
establish a law founded on the principles of justice, by which we may be secured,
that the more we improve our farms, where we were born, and which we occupy,
the more we shall enrich ourselves. Give us but such security, and the
improvements of our farms, and the establishment of the country will in a short

time prove that we are neither lazy nor unintelligent.” [John, 1969, pps.122-123.]

Several examples are used to reinforce this private/public point. The maintenance of

canals in France and the joint-stock companies are the most extensively discussed by

Smith.

“The directors of a joint stock company, on the contrary, having only their share
in the profits which are made upon the common stock committed to their
management, have no private trade of their own, of which the interest can be
separated from that of the general trade of the company. Their private interest is
connected with the prosperity of the general trade of the company; and with the

maintenance of the forts and garrisons, which are necessary for its defense. They
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are more likely, therefore, to have that continual and careful attention which that

maintenance necessarily requires.” [WN, p.737.]

The incentives from private capital are strong enough that Smith considers them
the more competitive type of firm. When face to face, firms with private interest
incentives are predicted to prevail.

“The trading stock of the South Sea Company, at one time, amounted to upwards

of thirty-three millions eight hundred thousand pounds. The divided capital of the

Bank of England amounts, at present, to ten millions seven hundred and eighty

thousand pounds. The directors of such companies, however, being the managers

rather of other people’s money than of their own, it cannot well be expected, that
they should watch over it with the same anxious vigilance with which the partners

in a private copartnery frequently watch over their own. Like the stewards of a

rich man, they are apt to consider attention to small matters as not for their

master’s honor, and very easily give themselves a dispensation from having it.

Negligence and profusion, therefore, must always prevail, more or less, in the

management of the affairs of such a company. It is upon this account that joint

stock companies for foreign trade have seldom been able to maintain the

competition against private adventurers.” [WN, p.741.]

This incentive structure determines the outcome of competitive situations. It
directs private interests, and it supercedes the desire to consume as much and labor as
little as possible, by providing a perception of reward to effort. That reward may be

direct, the apprentice has no receipts on the basis of output; or indirect, social capital

geared to productive allocations increases the number/level of outcomes for society if the
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private interests are identified and used. Efficiency increases the level of production, but
the reverse also holds. Similar to other interdependent situations cited in this dissertation.
efficiency is also a function of production levels. This implies that the incentive for
increased efforts at improving the efficiency of allocations will grow with production.
F. Conclusions:

Property serves as an operational filter for defining the actions to be interpreted
by the impartial spectator, Smith’s method of implementing moral conduct at the
individual level within a social setting. The particular choice of incentive mechanisms
for directing these internal moral voices has led interpreters to a variety of sources.
Through this discussion, interpreters have consistently arrived at the same instrument,
property. One of the formal objectives of this dissertation is to show that the mutual
exclusiveness of interpreters’ positions is not as significant as one might expect from a
survey of the literature. Whether Young’s vanity that requires flattering with objects,
Brahmananda’s need for distinction through possessions, Taussig’s self-regarding
motives for accumulation (greed), or Myint’s stages analysis for the employment of labor
supplies, each raises their flag on the underlying ground of property. Additionally, the
relative importance of property roles will serve to distinguish several positions in this
literature. Authors following Brahmananda’s approach may be less interested in the
incentive role of property that drives individual economic activity, but do not argue that it
does not exist. Rather, Brahmananda is more interested in property accumulation and the
development of social classes via economic differentiation. In the modern editorial
pages, Thomas Sowell is more interested in the incentive role of property as a reward for

effort, and not particularly interested in the underlying psychological motives for
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accumulation. People may be driven by vanity, social distinction, or greed; Sowell is
most interested in the fact that they are driven to action.

Once actions are classified as acceptable or disreputable within Smith’s moral
system, virtues are identified by particular actions on a relative performance basis. This
leads to the defining of personal character through levels of parsimony, ambition, and
industry exhibited by the individual. These are founded in property definitions, and hold
accumulation in the highest regard.

By identifying the underlying institutional structures of Smith’s moral code, a
better understanding of the social relationships is possible. The norms of conduct for the
individual are defined by the manner in which property is acquired and handled, but
property requires the individual’s recognition before it becomes something to be
respected. It is this interdependence of definition that makes Smith’s analysis of a moral
code such an interesting problem. Virtuous conduct is defined by property, but property
is itself defined through conduct. This mutual interdependence will be discussed further
in Chapter Four as the process of recognition is important in shaping the moral, social,

and economic outcomes of Adam Smith’s system.
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Chapter 3

Property and Society

A. Introduction:

This chapter will identify the ‘national’ or ‘macroeconomic’ roles of property.
First considered will be Smith’s method of redefining wealth by changing from money-
metallic measures to a goods measure and using this measure to define the performance
of the national economy. Although tangible goods are a significant part of the property
definition of wealth, Smith’s definition includes intangible goods. Once wealth is
defined in that way, government, seen as a necessity for the security and protection of
national wealth, becomes dependent on what constitutes property. From this, a legal-
economic relationship develops where property rights in Smith, and many interpretations
of Smith, forms the basis for jurisprudence, historical analysis, and social structures.
Much of Smith’s work in jurisprudence is focused on the definition, origin, and evolution
of property and rights, and has received significant attention from interpreters. In
particular, some attention will need to be paid to the ‘stages of history’ discussion that
influenced a wide range of subsequent authors, including the likes of Schumpeter,
Rostow, Marx, and the Clarks. Within Smith’s evaluation of historical systems, and
those evaluations of many interpreters, differing forms of social and legal structures were
identified. These systems were usually defined by their property, and especially by the
level of individual security.

Concermns for justice will vary between the differing social structures, although

Smith appears to have ultimately settled on a particular definition, as it regards property.
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The symbiosis that is prevalent between property and the impartial spectator will
similarly appear in notions of justice. Each depends on the other for definition, and is
part of a potential mutual manipulation for meaning. As justice will be discussed in the
context of the social structure, this topic will be addressed in this chapter. It will become
necessary to refer to the impartial spectator discussion of the previous chapter, as
individual notions about what constitutes a just outcome will depend on the individual’s
morality, a definition dependent on the impartial spectator.
B. Real Wealth and National Economies:
Property is used to define real wealth. Most of Smith’s predecessors would
appear (as far as Smith was concerned) to have used the sum of gold and silver in a
region to measure the relative wealth of that region. Smith brought questions to this
discussion that would revise the public and policy-makers’ perceptions of wealth.
“Others admit that if a nation could be separated from all the world, it
would be of no consequence how much. or how little money circulated in it. The
consumable goods which were circulated by means of this money, would only be
exchanged for a greater or a smaller number of pieces; but the real wealth or
poverty of the country, they allow, would depend altogether upon the abundance
or scarcity of those consumable goods.” [WN, pp.430-431]
The abundance of consumable goods measure of wealth would be reflected in the
subsequent economic literature. Wealth is not measured by the product of price times
property, but by the ability of the property to satisfy wants. [In particular, see de

Sismondi, 1966, p.16.]
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The result of this change in social definitions was addressed in the retrospective
literature of the 19" century.
“The perception of this relation between acquisition of property and the
production of wealth has several important consequences.” [Hadley, 1897, p.10.]
Hadley would go on to list them. It changed the attitude of the public toward
trade, the people engaged in trade, and the attitude of economists toward state
interference in trade. In particular, Hadley sees the move to markets as a socially
recognized transition from an adversarial to a mutually beneficial system of exchange.
He appears to assign a great deal of understanding to economic agents.
“In ancient times trade was regarded as a fight between buyer and seller; to-day it
is looked at as a means of mutual service.” [Hadley, 1897, pp.10-11.]
Hadley identifies the presence of government in any market as a new participant rather
than omnipresent in its preservation of the economic rules. This position will be
examined in more detail in Chapter Four. For now, Hadley assumes that government is
only present in markets when it directly changes particular rules of markets. This
position ignores the passive presence of government, perpetually ‘waiting in the wings’
to preserve an existing arrangement through direct action.
Hadley’s Smith convinced people to consider political economy a science, instead
of an art, with a definite set of areas in which prescriptive analysis can be made.
“Adam Smith and his successors showed that the bulk of this legislation had a
very different effect from what was intended. Instead of preventing extortion, it

prevented mutual service.” [Hadley, 1897, p.11.]
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Also, he [Hadley’s Smith] split economic analysis into two uses of the term law; a body
of natural laws to describe human behavior, and positive laws which would be subject to
verification and enforcement by government. Lastly, Hadley argues that Smith’s
approach introduced the philosophy of self-reliance into economics.

“In modern economics we have seen that society is made richer by allowing

individuals, as far as possible, freedom to get rich in their own ways.” [Hadley,

1897, pps. 13-14.]

If the system is defined by the property it generates, the assessment of
performance, regulation, protection, and expansion are all property dependent. This
theme of assessing the government’s performance on the basis of economic performance
is used by Taylor to describe the reasons for the success of the U.S. economy.

“The accumulation of capital is favored by the existence of large incomes,
by conditions which insure to capital the expected advantages of saving, and by
the presence of suitable social machinery to aid in caring for and investing
accumulations.” [F.M. Taylor, 1925, p.116.]

Taylor describes the particular conditions suitable to economic growth that
existed in the U.S. A precondition for capital accumulation was the presence of a surplus
income for current period savings to occur, and the government protected interests/profits
for those accumulating these surpluses. The economy had exhibited good returns relative
to opportunity costs. And, finally, the banking structure had a prudent action hist—ory of
investing and safeguarding individual savings, implying security, effective pooling of
smaller investors’ resources, and conservative but active investment agents. In his

extended discussion, Taylor’s interpretation of Smith results in property becoming a
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catalyst for individual initiative, an object demanding security, facilitating accumulation.
and changing social institutions. [See F.M. Taylor, 1925, discussion pp. 116-18.]

The following, often-cited passage identifies the logic of Smith’s real/nominal
position, and would force the definition of real wealth into his version of property. Smith
starts with the exportation of precious metals to purchase commodities. These metals
would have required the employment of capital in their production, either as the direct
result of this capital or the indirect result of converting goods to commodity money. In
either case, capital stocks would be actively seeking further production and would be
reduced.

“On the contrary, it [capital stock] would, in most cases, be augmented.

No goods are sent abroad but those for which the demand is supposed to be

greater abroad than at home. and of which the returns consequently, it is expected,

will be of more value at home than the commodities exported. If the tobacco
which, in England, is worth only a hundred thousand pounds, when sent to France
will purchase wine which is, in England, worth a hundred and ten thousand
pounds, the exchange will augment the capital of England by ten thousand
pounds. If a hundred thousand pounds of English gold, in the same manner,
purchase French wine, which, in England, is worth a hundred and ten thousand,
this exchange will equally augment the capital of England by ten thousand
pounds.” [WN, pp.490-491]

Smith then applies an individual situation to the aggregate economy. If all individuals

are better off from the transactions, then the nation would benefit from the trades.
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“As a merchant who has a hundred and ten thousand pounds worth of wine in his

cellar, is a richer man than he who has only hundred thousand pounds worth of

tobacco in his warehouse, so is he likewise a richer man than he who has only a

hundred thousand pounds worth of gold in his coffers. He can put into motion a

greater quantity of industry, and give revenue, maintenance. and employment, to a

greater number of people than either of the other two. But the capital of the

country is equal to the capitals of all its different inhabitants, and the quantity of
industry which can be annually maintained in it, is equal to what all those

different capitals can maintain.” [WN, p.491.]

Some interpreters, such as Levine, go further. It is not property that is important,
but the institutional structure and knowledge that produces it which should be the focus
of attention. According to Levine, wealthy societies must have more than property and
access to goods. Such societies require social structures that store the knowledge for
repeating such accumulations.

“Adam Smith insisted that what makes a wealthy society is not amassing wealth

but gaining the knowledge of how wealth is made and building the institutions

that embody that knowledge.” [Levine, 1995, p.157.]

This view results in changes to Smith’s personal definition of wealth being applied to the
aggregate. Levine’s change, although not directly contradicting Smith, does modify the
goods (tangible and intangible) measure of wealth for the social economy. This change
raises an interesting question while deciphering the interpretive literature. Are
subsequent authors, like Levine, attempting to redefine wealth as a social structure, or are

they simply insisting that economists would be better fitted to focus their efforts on the
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analysis of this social structure? This would imply an important redirection of economics
into institutions and structural analysis for those who would wear “Adam Smith ties.”

‘Real’ wealth has been used above to describe Smith’s approach to national
performance assessment. His continued discussion in WN reveals his understanding of
the idea, even as it is generally used today.

“If importation was at all times free, our farmers and country gentlemen would,

probably, one year with another, get less money for their corn than they do at

present, when importation is at most times in effect prohibited; but the money
which they got would be of more value, would buy more goods of all other kinds,
and would employ more labor. Their real wealth, their real revenue, therefore,
would be the same as at present, though it might be expressed by a smaller<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>