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which is due O Smith iy rhé‘e.tx‘i}uu;im“i"“ from mcmm 1ot had
Phyxiocratic f(‘tm.s.ﬁ‘\ér two hundred years econon HaE \ngx‘n-
b(\‘“ searching for the ultimate source pf wealth. e m;‘ ; ,...;-,ne
t}h“\m had found i in foreign trade. The physiocrals gt gt\ fﬂi
turther and had shitted the arigin of wealth from the SF)]M-Q od
exc.?:mg\r to that of production. But they hﬂ(} bt;”u:\cig?ﬂtl-
confine Tthin one partienlar form of production, ARTALL

" within one particular form of pro s of Petty and
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Cantillon, effected the final revolution. With him labour 23 very
becomes the source of the fund which originally suppies cveL.

’ - f life which

{t annually consumes) Smith still spoke of wealth in the sense
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taten “with all the necessaries and conveniences 0

_of useful material objects, 1\331\ Ej;gli_sh predecessors Q. Aone,

but, by making it result from labour in general, he was led to
inquire into the social rather than the technical appearance of
'\\;leth.(r he wealth of a nation, he said, will depend upon two
conditions: first, the degree of productivity of the labour to
which it is due; and secondly, the amount of useful labour,
is to say, labour productive of wealth, Which is employed.
examination of the first of these factors leads Smith to the dis
cussion of the division of labour, exchange, money, and distribu-
tion, to which the whole of the first book is devoted. The second in-
volves an analysis of capital; and this is madein the second book.
(Smith begins his analysis with the division of labour becaus
he wishes to find the principle which transforms particular con-
crete forms of labour, which produce particular EE)BHE (use-
values), into labour as a social element, which becomes the
source of wealth 1n the abstract (ex angeuvalue) .@Qision of 4 i
labour becomes for Smith the principal cause of the increasing
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productivity of labour) After giving his well-known account of
its quality and consequences,® he proceeds to inquire into the
causes which produce it. (It is here that he makes division of
labour depend upon the propensity to_exchange, which he *
regards as one of the principal motives of human conduct
There can be little doubt that on this point Smith C.anuse?

1 Wealth of Nations, vol. i, p. 1. ! ibid., Book IW
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e and effect. However tene
cAUSC and_CBLtl, tlowever true it may be t
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of u,my, t}ldldl‘VISl()Yl ()f]ubour requires the existence of ori
~ ¢xchange- It is logically demonstrable that 'aﬁzfcé Pl’?yéff‘:
| {;}gaﬂi zatfon (for 'cxa.mplc, the economy of 2 atricfr ;111 150‘11})41
which lacks the institution of private prope% "j"”gm ?1 s34
technology using ’dlvision of labour without gxcthr: - a‘.;fnceil
communities Qf this type can be shown to have cxistec;g eAdam
gmith was gullt}’ of making the characteristics of the so'ciet of
his own day valid fpr all time; he regarded as a naturél hun}r/lan
motive and made into a universal principle of explanation, a
feature of the Cont;mporaneous social order which was histoz%c—
ally conditioned.Y But Smith’s purpose was propagandist{ He
emphasized the influence of the market on procfﬁcﬁvi%;%ih order
to demonstrate that trade had to be freed as a prerequisite to
the development of productive power, and not merely to the
full use of the existing powers of production)
‘He proceeds to analyse how the degree of the division oflabour
is determined Eﬁaraéhcludes,,,thatt;it'.jisf’ Timited by the extent
of the marketyHe elaborates points made originally by Xeno-

phon, and later by Petty, and gives what has since been regarded
as the classic description of the relation between the circle of

exchange and the division of labour.2 He shows that when these .
have reached a certain stage of development the dependence of
each individual upon the rest of the community is very great.
Every man becomes then ‘in some measure a merchant, a1’r1d the
society itself grows to be what is prqperly a Cf)mmerleal society’. e
The ef’ﬁciency with which this society carries 01.1t its now habi-
tual exchanges must remain seriously : defective so long as
exchange is in kind. The well-known disadvantages of. barter
lead to the adoption of a -generally accepted medmm of
exchange, money. §mith describes how the precious metals
came to be chosen as the commodity of which money should
" be made, and briefly traces their progress through. hlstory.hBut
this is only incidental. The important point to which }1;11.1eh3 ort
- discussion of money Jeads is the question of t'he rul;s which men
" natyrally observe in exchanging [goods] either for money Or

1 Wealth of Nations, Book I, ch. 11.
e 8idbid., ch. il
' %ihid., vol. i, p- 23
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what may be called

{0r one another. ~ . :
the relative or exéiaa?:b;ﬂ?ﬂd:;cﬁm ¢ In this T f‘dmr ‘
roundabout way Smith reaches the central problem of his ‘}CO'
Bomic inquiry. But the pmblt_:m was inherent 1R the ""_‘E fc‘t
that he had started by abandonine the mercantilist and physio-
{ratc concern with v.;articular fm:ms of wealth ¢
| 10 examine wealth in general as a social phenomenon-})
(Before beginning the analysis of value Smith distingusics
two uses of the word. One, he points out, qgmﬁcs ?‘E.%tl,]lid
=970 partcular object, and this he calls salue w wsey 1€ Qf,llﬁ
refers to the power possessed by an objec ' ‘”Oth:m
@ : this he calls nalue i exchange. JHe mentions a paradax m
terms which have since become famous. Some of the most useflf.l
commodites, such as water, he says, have scarcely any value
exchanze, while others, such as diamonds, although of little use,
can command a great deal of other commodities n exc.hange(lt
was this paradox which was to provide the starting-point for the
theorizing of economists of the later nineteenth century which
finally led to the marginal ﬁtility dogtnn@ Smith himself was
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not interested in elucidating the intricaeies of use-value. He puts
the distnctdon of the two meanings of the term ‘value’ at out
end of his chapter on money in order, so it seems, to get it the
of the wayv before beginning the really important work, the
analysis of exchange-value.(This resolves itself into three parts:
what is the measure of the exchange-value of commodities rt)r\
as Smith also calls it, their real or natural price? what are the
= 2 . . ‘ - R L S A,
constituent parts of this nag__lral@\pflce;‘__a.nd,”ﬁnallv, how do
g — — . e e senes el ? c—
vanations of the market price of commodities from their natural
price arise?'h o these questions, chapters v, vi, and vii of Book I
are devoted.

It is not easy to give a summary account of Adam Smith’s
ambiguous and confused theory of value. Subsequent economists
have found two or three different strands of thought which
Smith did not separate sufficiently clearly. He developed the
labour theory inherited from Petty and Cantillon; but he also

I BRI M W

added to it certain elements of the sumzl}‘} and demsnd o al} i

of Locke. And in his struggles with the difficulties of the concept

of capital and its place in the economic process he abandoned
his own labour theory of value and bequeathed to later genera-
' Wealth of Nations, vol. i, p. 28, X
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tions what became mainly a cost of production theory. Accords
- Ing to their predilections ecconomists have stressed one or
the other of these different principles. But not even adherents
of the same school can agree on their interpretation of Smith's
theory. One writer, for example, is anxious to show the progress
of the theory of value towards the subjectivist school to which
he belongs; and he criticizes Adam Smith for having concens
trated on the exchange-value (or purchasing power) of goods to
the exclusion of their utility, which, to this writer, is the real
cause of value.! A recent writer, on the other hand, who is
alsc a follower of the subjectivist school, finds in Adam Smith
trac;es of the beginning of that school. She thinks that Adam
Smith, by adopting the consumer’s concept of wealth, raised
the problem of the connection between production and
demand.( It was due, she says, to Smith’s indecision in the
treatmentof this problem and to the subsequent victory of the
Ricardian school that the demand aspect was neglected in

England, and that that part of Smith’s tradition was left to
flourish on the Continent.? ) :

o

It is true that Adam Smith’s theory is, inconsistent. But
although he involved himself, as we shall see, in many contra-
dictions, he made considerable progress in the explanation of
value. And, in the end, his theory rests on what Ricardo
singled out as the basis for his own analysis; the labour theory
of value. However inconsistent Smith may be in his exposition
of it, he keeps to it most strictly in one important application
of it—in his discussion of the surplus which formed the basis
of all profit. . Vg

(It seems established that the earliest theory which Adam
Smith held regarded labour as the sole source of value and the
quantity of labour embodied in each cc?mmod{ty as the measure
of that value.3But here, already, confusion b.egms. His discussion
of exchange-value in the Lectures s 1itt.1e .dlfferent frorp th t of
previous writers who had adopted a s1@lar explanation. il }ke
Petty, Steuart, and Cantillon, he considered the value otha
commodity to be determined by the cost of producing the
amount of labour necessary for the proHuctlon of the com-
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~modity. This cost included not only the
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laboyrer himself but also allowances for edu of

... the influence O1
duction. Like his predecessors, he adrrfltt edf glgou;iﬁ such a
demand which determined the distributlon e 1.1
way as to make valtie and cost of labour equ%- rated) but be-
In the Wealth ¢f Nations the theory is elaboratcy B J
comes less clear-cutffIn the first place, the scope © is devel-
theory becomes lirtr&tcd and an additional theor)ll omena
oped in order lain a further range of value pheno ]
ped in order to exp el labour theory
In the second place, the exposition of t'he o dmits its
itself, even within the limits in which Smith still admi lue
validity, is very confused) The explanation of ‘exchang(;va i
in chapter v begins with an analysis of the quality of exchange
value derived from the social facts of division of la,boll.l' and
private exchange.{A man is rich or poor, he says, accord‘lr}g. b
the amount of useful things which he can obtain. When fithSl.OIl
of labour has taken place his own labour can provide him with
only a few of these things, and his wealth will come to depend
on the amount of other people’s labour which he can command)
The value in exchange of any commedity which he possesses
will then be equal’fo the amount of labour it can command.
Smith concludes that labour ‘is the real measure of the exchange-
able value of all com_quitics?,z\ | o L B
There follows immediately another account of the origin of
value and its measure, which Adam Smith evidently intended to
be only a version of the first but which is quite different. For
he goes on to measure the value of a commodity not only by the
amount of. labour which it can command in e?sghan;g'e' (oras He
now puts it, the value of a certain quantity of labour), but also
by the amount of labour which its producti Tequires. These
two explanations now persist side by sidef wealaapusees o o T




