Interview with Adam Smith - ‘The most influential economist’

Interviewer: Mr Smith, thank you so much for taking the time to speak with me today about some of your
theories mentioned in your book ‘An Inquiry into the Nature and Cause of the Wealth of Nations’, more
specifically concerning the free market and the invisible hand.

Adam Smith: Thank you for having me. It's always a pleasure to discuss my work and how it changes our
understanding of economics.

Interviewer: To begin, could you explain the concept of the ‘invisible hand’ and its role in the free market?

Adam Smith: Certainly. The ‘invisible hand’ is a metaphor | used to explain the self-regulating nature of the free
market. It refers to the idea that individuals and firms, driven by their own self interest, are inadvertently
directed by the market's invisible hand. This process ensures that goods and services are produced and
consumed in the most economically efficient way possible, resulting in the most effective allocation of scarce
resources and increasing overall economic prosperity.

Interviewer: And how does the concept of the invisible hand relate to the price mechanism in the free market?

Adam Smith: The price mechanism is essential as it acts as a signal to both producers and consumers. It refers
to the system in which an economy's prices are determined by supply and demand. This process is key to
establishing the prices of goods and services in a free market. It helps consumers and firms make decisions,
guides the allocation of resources, and increases efficiency. By enabling prices to adjust freely, the price
mechanism ensures the optimal utilisation of resources throughout the economy, thereby determining how
resources are allocated.

Interviewer: Given your fundamental ideas about economic theory, particularly the free market and the
invisible hand, as outlined in your book, what role, if any, do you believe the government should play in the
market?

Adam Smith: | do recognize that a lack of government intervention in the market may lead to market failure; for
example public goods are not provided in the free market due to a lack of profit incentive. Therefore | believe
there should be some government intervention, but it should be limited. Their duties should include protecting
national borders, enforcing civil law, and engaging in public works that the market cannot profitably provide, for
example education. Beyond these roles, any further intervention may be harmful as it disrupts the natural order
of the market.

Interviewer: John Mayard Keynes has opposing views to yours, and believes that government intervention is
necessary to moderate economic booms and recessions. How would you counter this perspective?

Adam Smith: While Keynes raises important points about government intervention being essential for
moderating economies during booms and busts, | believe that while some government intervention may be



necessary in extreme situations, excessive government intervention can stifle the efficiencies and innovations
that a free market naturally promotes. The market has natural self-correcting systems in place, which are driven
by the invisible hand. These systems ensure that resources are allocated efficiently. Excessive government
intervention can create dependency, reduce incentives for businesses to grow, and ultimately limit economic
growth. Therefore, it is crucial that government intervention in the market remains limited.

Interviewer: And how would you respond to Karl Marxs, who argued that the free market, also known as the
capitalist market, leads to the exploitation of the working class?

Adam Smith: Karl Marx raises significant concerns about the exploitation of the working class under capitalism;
however, according to the economic concepts | advocate, the fundamental principles of capitalism and the
free market are based on voluntary exchanges in which both parties are driven by their own self interest. This
conceptisillustrated in one of my well known quotes “It's not from the benevolence of the butcher, the brewer,
or the baker that we receive our dinner, but from their regard to their own self interest”. This vital aspect of
capitalism, where exchanges are made willingly and for mutual benefit, is crucial for understanding why
exploitation is not an inevitable outcome. As well as this, the capitalist system allows for private ownership
and, when combined with a competitive market, results in a more efficient allocation of scarce resources,
which is supported by the dynamics of supply and demand.

Interviewer: Interesting, and in your opinion, which modern economies best showcase the principles of your
theories and correctly represent the concept of the free market?

Adam Smith: Several modern economies, in my opinion, reflect the principles of the free market, though each
with their own modifications. For example, economies such as Singapore and Hong Kong are widely recognised
for the use of free market techniques. Hong Kong is known to have adhered to laissez-faire principles, fostering
an environment with limited government intervention. This strategy emphasised the reduction of taxes and the
minimization of trade restrictions, which fosters a favourable environment for entrepreneurship and attracts
significant amounts of foreign investment. Using the free market principles | articulated, Hong Kong has been
able to become a significant area for business activities, demonstrating the advantages of a laissez-faire
economic approach. Another economy that | feel reflects the principles of the free market effectively is
Singapore. Initially, after obtaining independence after World War Il, they adopted an interventionist approach
to encourage economic growth. This method differed from the laissez-faire approach | favour, which promotes
minimal government intervention in an economy. However, over time, Singapore has continued to integrate free
market principles into its economic structure. This flexible method demonstrates how a mixed economic
approach can reflect the ideals of free market principles by encouraging competition, ensuring effective
resource allocation, and boosting overall economic growth. Both Hong Kong and Singapore demonstrate how
free market principles can lead to prosperous economies. They both prove how my theories can be effectively
implemented in modern circumstances, which leads to economic success.

Interviewer: Mr Smith, it's been a pleasure to discuss these concepts with you. Thank you for taking the time to
speak with me today and helping me understand more about how your theories have influenced today's
economy.

Adam Smith: Thank you for having me, it's been a pleasure to discuss some of my theories mentioned in my
book ‘An Inquiry into the Nature and Cause of the Wealth of Nations’ and how they have influenced today's
economy.
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