Adam Smith? Apparently, we never heard of the guy
BY: Fred Hayek 944 words
Recent reports have declared the United States a breeding ground for a nation of illiterates in geography, science, and mathematics. Add one more to the list: economics. U.S. News & World Report disclosed that 75% of college-bound students were unable to define the effects of inflation (rising prices) and what constitutes a government budget deficit (government spending exceeds revenues). George Bernard Shaw quipped that if all economists were laid end to end they would not reach a conclusion, but wouldn’t you agree that given current circumstances and government’s massive intervention into the market place, we ought to know more about economics? With the wealth effect in reverse and our markets and economy reeling, one would think that we all would be digging out our Economics 101 text books. If we do, we may run across a guy named Adam Smith.

The Wealth of Nations
In 1776 Adam Smith published a collection of his writings that formed the moral foundation of the American free-enterprise system. An Inquiry into the Nature and Causes of the Wealth of Nations is a systematic presentation of modern capitalism. Economic freedom (free enterprise) was a unique idea back then. It may become unique again. Without the freedom to try, freedom to buy, freedom to sell, and the freedom to fail, economies can become hamstrung. It is these very freedom’s that foster self sufficiency, innovation and risk taking; America’s economic strong points. Our Founding Fathers embraced Smith’s ideas, and the ideas of thinkers like him, and within 100 years America became the most prosperous nation on earth with the largest middle class. Unfortunately, today’s sound bite sensitive agenda has boiled down Smith’s maxims to “supply side economics” and “trickle down” prosperity. In doing so, their meanings have become trivialized.
Decreased planning = Increased results
Capitalism is a sacrifice of consumption today for a greater return in the future. Smith demonstrated that a self-sufficient society creates excess production (savings) that can be employed as capital (stock). Excess production may be lent to a bank or business or invested. A bank or business will then invest the sum as capital or loans to others who may in turn purchase capital. This dynamic is “the great wheel of circulation” and why every “frugal man is a public benefactor.” When government interferes with “risk taking” (via subsidies, entitlements, guarantees or rescue packages) it throws sand in the gears of the wheel of circulation. Government can and does measure this gross domestic product and rightfully should be in the business of fostering a legal and regulatory environment where it can thrive. The wealth of a nation is not in stockpiling money. Money is valueless without goods or services for which it can be exchanged. Real wealth should be measured by production (the supply side). Therefore, a nation that limits imports to prevent exportation of money or raises taxes to balance the budget is missing the point. Smith’s “invisible hand” of self interest guides the economy far more efficiently than government tinkering. Self interest is sufficient motivation; profit a wonderful incentive to keep the gears turning. The collective result is the economy grows and society benefits. In other words, when it comes to the economy, a decrease in planning will bring an increase in results.
Limited Government and The Law of Unintended Consequences
Due to recent events we are on the verge of regressing to failed policies of old and what some argue is a socializing of whole sectors of the economy. Take home ownership as one recent example: When policy was enacted to make home ownership an entitlement it eventually led to a near collapse of the financial sector. We should be cautious about attempting to re-design enormous and complex systems and injecting massive amounts of taxpayer monies into private enterprises. Hasn’t the middle class suffered a set back and the gap between rich and poor widened as a result? Few could characterize government’s role these days as limited. As 2009 unfolds government is about to “invest” another trillion tax dollars to jump start the economy. We are in precarious times, teetering on the ledge, and quite willing to hand over control to leadership that may or may not have our interests in mind. Even if government’s intentions are good, centralized decision making by the best and brightest has a poor track record. Routing tax dollars to Washington and back to us plebes has the potential to lead us down what Nobel economist F.A. Hayek called the Road to Serfdom. We have been down that road before and we have a well documented history of economic bungling coming from Washington that leads to unintended consequences.
Bubble to Bubble
It is ironic that just ten years ago the world was about to enter an era of “permanent prosperity.” Then, a financial firm borrowed billions of dollars to make big bets on esoteric securities. When the markets turned their bets went sour, and overnight Long Term Capital Management lost most of its money. Fearing their collapse could set off a full-scale market meltdown; the government intervened to bail them out. Interest rates have been kept artificially low ever since hoping to fend off the next crisis, unintentionally pumping air into the next bubble. Adam Smith would have argued that by avoiding short term pain (failure/higher rates) more severe pain would follow. LTCM collapse was just too freighting to imagine, but here we are again looking to Washington to give us a hand out of this mess. It is too late this go around, but we would do well to get to know Mr. Smith better, let the invisible hand move more freely and the wheel of circulation rotate.
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