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LEARNING TARGETS
1. Identify Adam Smith (1723-1790) as the Scottish moral philosopher who wrote The Wealth of Nations (1776) and is the founder of classical economic thought
2. Explain the INVISIBLE HAND metaphor - how individuals pursuing their own self-interest unintentionally promote the public good through prices, profits, and competition
3. Distinguish SELF-INTEREST from SELFISHNESS using Smith's moral philosophy, and apply the DIVISION OF LABOR (the pin factory example) to explain why specialization makes everyone richer
4. Contrast MERCANTILISM with FREE MARKETS, name at least one CRITIQUE of the invisible hand (market failures, externalities, monopolies), and apply Smith's framework to a real modern small-business decision

SECTION 1
Who Was ADAM SMITH? (1723-1790)
The Basic Biography
Adam Smith was born in 1723 in Kirkcaldy, scotland.
Smith was trained as a moral philosopher, not as an economist.
Smith was a Professor of Moral Philosophy at the University of glasgow.
Smith was a close friend of the philosopher David hume.
Two Books That Changed the World
In 1759 Smith wrote The Theory of Moral sentiments (on sympathy and human morality).
In 1776 Smith wrote The Wealth of nations (the foundational text of modern economics).
Smith is considered the founder of classical economic thought.
SECTION 2
1776: The Wealth of Nations and the Declaration of Independence
Two Foundational Documents in One Year
The Wealth of Nations was published in March 1776.
The U.S. Declaration of Independence was signed in july 1776.
Both documents argue against centralized control.
Smith's full book title is An Inquiry into the Nature and Causes of the wealth of Nations.
SECTION 3
What Is the INVISIBLE HAND?
The Formal Idea
The invisible hand is a metaphor Smith used to describe how markets coordinate.
Individuals pursue their own self-interest.
Prices, profits, and competition guide their choices.
No central authority directs production or distribution.
Plain-English Version
Nobody is in charge - and yet bread shows up at every store.
Prices are the signal that runs the whole system.
SECTION 4
The BUTCHER-BREWER-BAKER Quote
The Heart of the Metaphor
The quote comes from The Wealth of Nations, Book I, Chapter 2.
It is not from the benevolence of the butcher, brewer, or baker that we expect our dinner.
Smith says we expect dinner from their REGARD TO THEIR OWN SELF-interest.
We address ourselves not to their humanity but to their SELF-love.
SECTION 5
SELF-INTEREST is NOT Selfishness
The Two Different Ideas
SELF-INTEREST means getting paid for honest work, buying what you value, growing a business.
SELFISHNESS means taking advantage of others - cheating customers, cutting harmful corners.
Smith's 1759 book The Theory of Moral Sentiments said humans have sympathy.
Reading only ONE of Smith's books gives a cartoon Smith.
SECTION 6
DIVISION OF LABOR: The PIN FACTORY
Smith's Pin Factory Example
Pin-making had 18 distinct steps (draw wire, cut, point, etc.).
10 workers each specializing made 48,000 pins per day.
ONE worker doing every step alone could barely make 20 pins per day.
Why Specialization Works
Each worker becomes expert in their one task.
No time is lost switching between tasks.
Output per worker rises about 240 times in the pin example.
SECTION 7
MERCANTILISM: What Smith Was Arguing Against
The 1500-1750 System Smith Opposed
Mercantilism was the dominant system from about 1500 to 1750.
The mercantilist goal was to hoard gold and silver.
Heavy tariffs were used to restrict imports.
Colonies existed to supply raw materials and buy finished goods.
Trade was treated as zero-sum (one nation wins, the other loses).
SECTION 8
FREE MARKET: Smith's Alternative
The Four Pillars of a Free Market
VOLUNTARY exchange - both sides expect to be better off afterward.
COMPETITION pushes prices DOWN and quality up.
PRICE signals tell producers what to make more of and what to make less of.
Smith wanted government to enforce contracts, protect property, fund courts and roads.
SECTION 9
How PRICES Coordinate the Economy
The Invisible Hand in Motion
A coffee shortage in brazil pushes the wholesale price up.
Cafes pay more for beans, so they raise the cost of a latte.
Customers buy fewer lattes; some switch to tea.
Coffee farmers worldwide see HIGH prices and plant more coffee.
SECTION 10
MAYA REYES and Sunrise Loaf Bakery
The Activity Case
Maya owns Sunrise Loaf Bakery in a working-class neighborhood.
She sells sourdough at $7 per loaf (high margin).
She sells white bread at $4 per loaf (high volume).
Competition from the chain bakery keeps Maya's prices honest.
PRICES tell Maya what to bake more of next week.
SECTION 11
Smith's Ideas TODAY
Modern Free-Market Economics
Modern free-market economics is built on Smith's foundation.
Uber surge pricing is the invisible hand at digital scale.
Amazon dynamic pricing changes prices automatically based on demand.
SECTION 12
Critiques and Limits (1 of 2): MARKET FAILURES + EXTERNALITIES
When the Invisible Hand Misses
A MARKET failure is when the invisible hand does NOT produce social good on its own.
A factory dumping pollution into a river is a negative externality.
A vaccine creates a POSITIVE externality - you benefit AND your neighbors benefit.
Roads, lighthouses, and national defense are examples of PUBLIC goods.
SECTION 13
Critiques and Limits (2 of 2): MONOPOLIES + INFORMATION GAPS
More Ways the Hand Breaks
A monopoly is one seller dominating with no real competition.
Without competition the invisible hand BREAKS - prices RISE and quality falls.
An INFORMATION gap is when sellers know more than buyers.
Markets allocate by ability to pay, not by need.
SECTION 14
Invisible Hand Vocabulary (1 of 2)
Five Foundation Terms
1. invisible HAND - Smith's metaphor for self-interest coordinated by prices.
2. adam SMITH - Scottish moral philosopher (1723-1790).
3. THE WEALTH OF nations - Smith's 1776 book.
4. self-INTEREST - rational pursuit of your own well-being inside competitive markets.
5. selfishness - taking advantage of others; NOT what Smith preached.
SECTION 15
Invisible Hand Vocabulary (2 of 2)
Five System Terms
6. DIVISION OF labor - specializing tasks (the pin factory: 48,000 pins/day).
7. mercantilism - the 1500-1750 system Smith argued against (hoard gold; restrict trade).
8. free MARKET - voluntary exchange + competition + price signals + limited government.
9. MARKET failure - the invisible hand does NOT produce social good on its own.
10. externality - cost or benefit falling on someone NOT in the transaction.
SECTION 16
Key Takeaways - What Adam Smith Actually Said
Five Takeaways
Adam Smith wrote The Wealth of Nations in 1776 - foundation of modern economics.
The INVISIBLE HAND coordinates self-interested choices into social good through prices.
DIVISION OF LABOR (pin factory: 48,000 pins/day) is how specialization multiplies output.
Self-interest is NOT selfishness - read Moral Sentiments alongside Wealth of Nations.
The invisible hand has REAL limits - market failures, externalities, monopolies, information gaps.
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