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Adam Smith (1723-1790) is the founder of economics as a science. It is true that the foundation of
economic science was laid already in U. Petty, P. Bouguilberry, F. Kenesa and A. In Turgo's works,
who formulated some provisions of a theoretical nature and methodological principles important for
economic science, but only A. Smith brought all of these into the whole system, and through his stu-
dies, economic thought acquired the character of science. A. Smith's special contribution is that,
based on his ideas, a new form was given to economic theory as a subject of science. Many things
about economic science, as well as about market economy, are known to us from his works. Smith is
legitimately regarded as the father of modern economics thanks to his greatest contribution to its for-
mation. A. Smith proposed the principle of the “invisible hand.” The “principle of the invisible hand”
is important in Smith's work. According to this principle, the driving force of each person is only
personal interests, which, in the final analysis, echoes public interests as well. Some economists consi-
dered the “invisible hand” policy as a universal mechanism. According to them, it plays a role similar
to the Universal Law of Attraction in society. But the concept of freedom in the economy still failed
to play the role of the law of universal attraction in the development of humanity. The principle of
the “invisible hand” is somewhat opposed by the equilibrium of the American economist-mathema-
tician John Nash. Nobel Prize (1994) and Abel (2014) laureate. According to Nash, market entities
should build their strategy in such a way that the result is acceptable to everyone. Such an approach
is not only an expression of humanism, the increase in jobs and, accordingly, incomes expands the
market and will promote the sale of goods produced by expelling the “invisible hand” (private
interests). The latter is a prerequisite for avoiding the crisis, which will be followed by overcoming
poverty, reducing crime and increasing the level of civility. © 2023 Bull. Georg. Natl. Acad. Sci.

system, value, "invisible hand”, absolute advantage

What is the relevance of A. Smith's ideas? This A. Smith was an economist of the pre-Industrial
question is difficult to answer because his tho-  Revolution, the manufacturing period. During that
ughts can be understood very broadly today. The  period, new problems of economic thought emer-
reasoning strategy established by A. Smith has  ged and it became necessary to revise the previous
not yet been studied. It is these ideas that matter ~ regulations. The merchants were replaced by the
today. industrial capitalist, whose economic platform
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needed justification. Therefore, before formulating
his economic theory, it was necessary to free the
ground from previous views.

In the light of the industrial revolution, the
mercantilist doctrine looked very helpless, its
prescriptions and protectionism became a limiting
factor for economic initiative. According to K.
Marx, "the classicists, such as Adam Smith and
David Ricardo are representatives of the bour-
geoisie who fought against the remnants of feudal
society. They tried to facilitate the establishment of
such new economic relations, the development of
which would open a wide path for the development
of productive forces and give a new impetus to the
development of industry and commerce [1].

The bourgeoisie sought the source of wealth in
industrial production. Foreign trade was reduced to
the service role for industry. Therefore, A. Smith
considered mercantilism to be a medieval non-
sense. He argued that wealth is not money, but what
can be bought with money.

But it must still be said that mercantilism can be
considered a necessary stage, because it was moti-
vated to earn money, which was necessary for the
establishment of capitalist manufactures.

A. Smith also exposed insubstantiality of phy-
siocratism only regarding the fertility of agriculture
and the infertility of industry. A. Smith managed to
significantly overcome the sectoral approach to the
analysis of economic processes. A. Smith's econo-
mic views are based on the idea that the wealth of
society is created by human labor spent in the pro-
duction process.

According to A. Smith, the growth of wealth de-
pends on the productivity of labor, the main factor of
which is the division of labor. According to A. Smith,
the wealth and reproduction of people depends on the
development of the division of labor. According to
him, the division of labor is nothing but a form of exp-
ression of human tendency to exchange. In the divi-
sion of labor, he sees the exchange of labor for labor.

A. Smith relates the development of division of
labor and exchange of labor to the origin and use of
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money. The origin of money A. Smith explained by
technical reasons, which is created during the excha-
nge of goods. A. Smith especially singled out the
function of a means of circulation. He knew that mo-
ney is also a measure of value, a means of payment
and world money. A. Smith preferred paper money
over gold and silver money and considered it expe-
dient to replace gold and silver with paper money.

An important achievement of A. Smith's econo-
mic theory is the labor theory of value. In this
matter, he continued U. Pete's views. It is to Smith's
credit that he determined the value of a commodity
by the cost of labor expended on it. He distingui-
shed between the market price and the real price of
goods. By the latter he meant value. A. Smith wrote
that the word value has two different meanings.
Sometimes it represents the utility of an object that
comes from owning that object. It also has the
ability to exchange for another item. The first one
can be called the cost of consumption, the second —
the exchange cost.

A. Smith focused on the fact that value is created
by the universal public labor spent in the field of
material production. This is A. Smith's scientific
theory of value. A. Smith pointed out that in the
division of labor a person is rich or poor according
to the amount of labor he owns or the amount of
labor he can buy. Therefore, he argued that the value
of each commadity is equal to the amount of labor
that it can buy, that is, receive for disposal [2]. By
determining the cost of purchased labor A. Smith
actually determined the value of a commodity by the
ratio of its purchasing power to labor. It's the same
as defining the *“amount of labor,” or rather, wages.
In the second variant of this definition, A. Smith
defined value by income. According to his defi-
nition, replacement value consists only of income:
salary, profit and rent (v+m). This assertion cont-
radicts the labor theory of value. Instead, it paves the
way for a theory of three factors of production
(labour, capital and land). This idea was later
borrowed and widely used by representatives of the
optimistic school (J.B. Say, F. Bastia).
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A. Smith defined wage as the price of labor. He
considered it a natural remuneration for labor. He
did not share the opinion prevalent in the literature
of that time that high wages make workers lazy and
disincentive to work. A. Smith called for higher
wages. He noted that a high salary is an important
factor in the growth of labor productivity. The
modern American economist, Harward University
professor Gregory Mankiw, is of the same opinion.

A. Smith considered profit to be the portion of
income that remains deducted from wages. He poin-
ted out that profit is created by the labor of the wor-
ker in all branches of capitalist production wherever
labor is expended. Profit is created because the wor-
ker works above the norms of working time, more
than what is necessary to the creation of the equi-
valent of his wages. Otherwise, A. Smith understood
by profit the balance after deducting rent and inte-
rest. In this case, he called profit the income of the
functional capitalist. In his understanding, industrial
profit is a universal form of surplus value. He consi-
dered land rent and the benefits derived by the
various classes participating in the appropriation of
surplus value to be an offshoot of this.

In A. Smith's theory, surplus value, in whatever
form it may be — profit, rent, benefit, is only the result
of the labor of the worker. A. Smith rejected the idea
that profit is the capitalist's wage for overseeing and
managing enterprises. According to him, the amount
of profit is determined not by the severity and
complexity of the labor involved in supervision and
management, but by the amount of capital used in
production. A. Smith viewed profit as compensation
on the entrepreneur's risk for capital investment.

A. Smith considered capital, on the one hand, as
the value that yields a surplus as a result of the
exploitation of hired labor, on the other hand, he
interpreted capital as a stock of things that are
needed for further production, as a stock of means
of production. He equated capital with its material
carrier, such as the means of production in which
labor is accumulated, i.e. means created by pre-
vious work. Later, he developed the concepts of
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fixed and working capital and extended their
operation to all areas of material production.

A. Smith considers the most characteristic
feature of capital to be that it brings profit. This is
based on the division of capital into basic and
working parts. According to A. Smith, “Fixed capital
may be used to improve land, to purchase useful
machinery and working tools or similar objects
which yield income, i.e. profit, without replacing the
owner or entering into further circulation. Therefore,
such capitals can be called basic capitals”. Accor-
ding to A. Smith, fixed capital does not change its
owner, remains in his hands and does not participate
in circulation. Working capital participates in circu-
lation and provides profit for the owner. “It can be
used to grow, recycle or resell products at a profit.”
The capital thus employed does not yield to its user
any income or profit while it remains in his posse-
ssion or retains its previous form. The products that
the merchant has in hand do not give him income or
profit until he sells them for money. Money, too, is
of less use to him, until he exchanges it again for
products.... His capital always departs from him in
one form, and it is only by such circulation, that is,
by successive exchange by exchange, that capital can
give him profit. Therefore, such capitals can be
called working capital” [2].

When discussing fruitful and fruitless work,
A. Smith argued that labor is productive in every
branch of production where it is exchanged for
capital, thereby creating profit. Labor that does not
exchange for capital, does not create a material pro-
duct and does not increase the value of commodi-
ties is fruitless. Unproductive labor is directly
exchanged for income. According to A. Smith, the
smaller the number of productive workers in a
society, the faster its wealth can increase.

The idea of economic liberalism occupies an
important place in the doctrine of A. Smith. A. Smith
almost completely rejected the intervention of the
state in economic activity and considered economic
freedom as the basis of economic policy. He deman-
ded freedom of competition, competitive struggle.
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A. Smith assigned the state only those functions
(defense of the country, issuing banknotes, etc.) that
would play a positive role in ensuring free com-
petition and economic freedom. He attributed the
role of the “night watchman” to the state.

Georgian thinker Ilia Chavchavadze shared
Smith's idea of economic liberalism [3].

At the end of 19th century, the idea of economic
liberalism was transformed and a neoclassical
theory was formed (A. Marshall) [4].

In the middle of the 20th century (1948)
neoliberalism was formed on the basis of the new
historical school and traditional liberalism. This
trend is connected with traditional liberalism by the
idea of individual freedom [5].

The “principle of the invisible hand” is
important in Smith's work. It must be said that the
metaphor “invisible hand” is not made by Smith. It
is still mentioned in Homer's “lliad” (from BC to
the VI1II century). With Horace (65 BC to AD) we
find “the invisible hand of the breaker.” From
A. Smith's works, the metaphor “invisible hand”
appears for the first time in “History of Astronomy”
(1751-58) (published 1895). A. Smith cites the
“invisible hand” of Jupiter. Roman citizens wor-
shiped Jupiter as a deity. They recognized an
“invisible hand” that guided and maintained order
in the world, balancing private and public interests.

In Smith's work “The Theory of Moral Senti-
ments” (1759) we meet the “invisible hand” for the
second time. In “The Wealth of Nations” the term
“invisible hand” is found only once, in the fourth
chapter. In Malthus, D. Ricardo, J. S. Milli,
K. Marx's writings, there is not even a reference to
the “invisible hand”. Not even in 1876, when the
100th anniversary of “Khal Khta's wealth” was
celebrated, was the “invisible hand” mentioned.

The phrase “invisible hand” has become a popu-
lar metaphor since the second half of the 20th cen-
tury. Modern economists attribute the greatest role to
the “invisible hand” theory. American economist,
Nobel Prize laureate in economics Kenneth Arrow
believes that the metaphor of the “invisible hand”
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has “really made the smallest intellectual contribu-
tion to economic thought” (Arou). According to
American economist James Tobin, it is “one of the
greatest and most influential ideas in history”.

According to this principle, each person is
motivated only by personal interests, which, in the
final analysis, also refers to public interests. In his
book, An Inquiry into the Nature and Causes of the
Wealth of Nations, Smith described the harmony
between private and public interests. A. Smith
noted: “Each individual tries to employ his capital
in such a way that brings maximum profit.
Ordinarily, he does not intend to affect the public
interest, nor does he know how much he affects
them. The individual strives only for his own safety
and benefit; he is guided by an “invisible hand” to
ultimately influence what he did not intend. By
protecting his own interests, he (individual) often
greatly contributes to the prosperity of society, than
if he consciously tried to do so”.

The action of the “invisible hand” looks like
this: “We get our bread not by the mercy of the
baker (Khabazi), but by his selfish interests”. The
basis of human cooperation is that everyone
considers their actions in accordance with their own
interests. Smith argued that “there is no other
motivation for economic exploitation in the market,
except for self-interest” [6,7].

A. Smith also introduced the concept of “eco-
nomic man” (homo economicus). A. Smith chara-
cterizes the “economic man” as a complete egoist
who strives for personal enrichment: “He will more
easily achieve his goals if he appeals to their (his
neighbor's) selfishness and can make them do for
him what he asks of them out of self-interest. Give
me what | want and you will get what you want.
This is the essence of every kind of calling. We do
not expect our dinner from the benevolence of the
butcher, the brewer or the baker, but from their
protection of their own interests. We appeal not to
their humanity, but to their selfishness, and we
never tell them of our need, but of their usefulness”.
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A. Smith made a scheme of operation of the new
economic system, in which Western European coun-
tries were established at that time. In his opinion, two
conditions are necessary for the smooth operation of
this system. Freedom from state interference in the
economy and freedom of competition.

Human cooperation is based on the fact that all
of them act in accordance with their own interests
[8]. Smith claimed that there is no other motivation
for economic exchange in the market, except for
personal interest [5].

Some economists considered the “invisible
hand” policy as a universal mechanism. According
to them, it plays a role similar to the Universal Law
of Attraction in society. But the concept of freedom
in the economy still failed to play the role of the law
of universal attraction in the development of
humanity [2].

The doctrine of the “invisible hand” belongs to
an economy in which all markets are characterized
by perfect competition. This is a situation in which
all goods and services have their own price and are
sold in the market. However, no single firm and no
single consumer can be too important to influence
market prices.

A. Smith discovered an excellent feature of the
competitive market economy. Under conditions of
perfect competition, the market produces the
maximum possible amount of useful goods and
services under the available resources. However,
where monopolies, environmental pollution or
other weaknesses prevail, the invisible hand's
excellent effective means may even disappear [6].

Imperfect competition occurs when buyers or
sellers can influence prices. In the presence of
imperfect competition, markets cannot efficiently
develop resources. At this stage, the state can act
and start regulating. “It is impossible to overcome
the negative consequences of market assets without
some regulation on the part of the state” [2].

Since the time of Adam Smith, the market
economy has undergone significant evolution. As
P. Samuelson and U. Nordhaus notes, “Smith's
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assumption about the functioning of the market
mechanism will challenge modern economists,
both supporters and critics of capitalism. Never-
theless, two more centuries would pass, and after
the accumulation of experience and reflection, the
framework and practical limitations of this doctrine
were revealed. It is known that there is “market
weakness” and it does not always give the best
results. One of the weaknesses of the market is
related to monopolies and other forms of imperfect
competition. Another fallacy of the “invisible
hand” arises from the presence of externalities
around the market, such as positive externalities —
scientific discoveries and negative externalities —
such as environmental pollution. Without a market,
an economic disadvantage is a distribution of
income that is politically or logically unfavorable.
If there is even one element, Adam Smith's doctrine
of the invisible hand no longer works, and the
government can intervene to ‘cure' the diseased
invisible hand” [6].

At the end of the 19th century, the growing
development of capitalism led the USA and the
industrialized countries of Western Europe to reject
the principle of state non-interference. Govern-
ments began to play an ever-increasing economic
role. By regulating monopolies, collecting taxes,
providing assistance to the elderly, etc.

In the 20s-30s of the 20th century, the English
economist J. M. the “visible hand” doctrine was
restored by Keynes. If in the paleo liberal doctrine
the role of the “night watchman” was assigned to
the state, in the Keynesian model the state has the
role of “conductor”. However, a part of economists
does not agree with this and remains in the position
of liberalism. After World War II, the neoliberal
doctrine of the “invisible hand” was recognized as
state doctrine in West Germany. In the 80s and 90s
of the 20th century, neoliberalism prevailed not
only in Germany, but also in England, the USA, and
the countries of the post-socialist space. But, in
2008 the global financial crisis that started turned
the situation upside down again. As a modern
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Polish professor G. Kolodko notes that neolibe-
ralism also suffered a collapse in the background of
this crisis. “It can definitely be said that we are
dealing with the collapse of the neoliberal model”
[8]. Today, the world's leading states are forced to
intervene in the economy and even implement
unpopular protectionism. Although some European
countries refrained from state intervention in the
economy, they still had to take a forced step [2].
John Miklzueth notes that in the conditions of the
crisis, there will be protectionist demands from the
Congress in the US as well [9]. Robin Bew points
out that “increasing unemployment motivates
governments to resort to populist protectionism in
order to keep their seats [10].

As a modern American scientist A. Sen notes
that he did not think A. Smith's pure market mecha-
nism was absolutely ideal. He also spoke about the
fact that a person is governed not only by personal
gain, but also by common sense. “Kindness” is the
virtue that brings the most benefit to a person.
Philanthropy, justice, generosity, the desire to
create a public state that is very useful for other
people. The last economic crisis has made it clear
that a normal social order must give up irregular
and boundless greed.

In his behavior, a person, first of all, proceeds
from the position of optimizing the achievement of
the goals in front of him. Such goals are the
maximization of utility for households and profit
maximization for firms. But according to the
modern understanding of homo economicus, it
carries much more complex goals, because, in
addition to purely economic aspirations, it also has
to take into account social goals, which expands the
degree of rationality. The answer to the question of
how rational human behavior is depends to a signi-
ficant extent on the rationality of the social system.
The free market is only a theoretical construct,
which is used to study the general regularities of the
market. In reality, deviations from these regularities
occur very often in the market, therefore, the free
market, as an ideal market model, should be the
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standard to which the state regulation of the market
should strive. A large group of economists transfer
the function of correcting the shortcomings of the
free market to the state and believe that the state
should intervene and do what the market cannot do
on the one hand, and on the other hand, prevent the
restriction of elements of freedom in the market by
private entities operating there. Because the fiasco
of government intervention in the market is either
completely ignored or considered a secondary
problem, therefore, various theoretical construc-
tions of government intervention in the economy
have many supporters among economists [11].

The principle of the “invisible hand” is some-
what opposed by the equilibrium of the American
economist-mathematician John Nash, Nobel Prize
laureate (1994) and Abel (2014). According to
Nash, market entities should build their strategy in
such a way that the result is acceptable to everyone.
Such an approach is not only an expression of
humanism, the increase in jobs and, accordingly,
incomes expands the market and will promote the
sale of goods produced by expelling the “invisible
hand” (private interests). The latter is a prerequisite
for avoiding the crisis, which will be followed by
overcoming poverty, reducing crime and increasing
the level of civility.

A. Smith's great merit is the establishment of the
principle of absolute superiority, according to
which this or that country or person has an absolute
advantage over others in a certain activity, there-
fore, it is preferable for him to do this work and as
a result of it to come out in the public or interna-
tional division of labor [12].

The principle of absolute advantage formulated
by A. Smith is still used today in the international
division of labor. In this regard, the Heckscher-
Ohlin theory is worth noting, according to which
countries should take advantage of the production
factor. Developed countries come out with the
capital factor. Developing countries with the labor
factor, some countries with the resource factor [13].
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Conclusion a way not only to escape from it, but to build an

As we can see, it is wide. Smith's range of views, acceptable, orderly society. Fundamental concepts
which have not lost their importance even today such as justice and impartiality are covered in his
[14]. A. Smith's ideas are very important to explain ~ WOTKS.

the current world global financial crisis and to find

J30bmdozs

5050 Lomo — 93mbmdo3Mmo 3g(3609M9d0L LoLBHgIo
090843bgcro

X. boMo@GHmbsdzomo

03569 x935b0830¢v0b bsb. mdogrolbol bobgerdfoge «boz9(mbodgdo, gzmbmdozobs s 80bbglol
R339CAIA0, 080¢0ol0o, bsgstrorggerm

(§omBmag600s 93509300 F93G0L 5. LoEeasdol Joge)

50058 BBOML BI3SGHOM YOO 135305 93mbMT03MMHo dmMAM3zMHIdOL CLEBHMMO30. 0x0 0ym 93Mbem-
dozmMo 993bogmgdoll 3wmdgdogdgero. dol dmdmgMgdsdo 360d3bgemmazsbos ,mbogrsgo bgamols
360b3030". 53 3H0b3030L Jobgz0m, MOMMYMEo S5©s30560l 53mdMHsggxdgmo dbmenmp 3oMs-
@0 0b6@gMgligdos, Mg, Lsdmemem s6336H0T0m, LsbmysEMIdMog 0bEgMYLgdLSE gbdosbgds. Bmyo-
9600 93mbm3olGo, ,,Mbosgzo bgwrol” dmmo@ogsl Mboggmlagrm® d9dsbobds doohbygzs.
3500 sBMom, 0o AmBom FoboEEMmdOL 39bmbols dlgsgl Gmels sGHmmgdl Lsbmysomy-
0580, 353050 93mbmdogsdo Ms3oLMBdOL 3MBEIBE0T JsEMdMOMdOL 3sbgomsmgdsdo dbmeg-
wom 30boEMEmdol 356mbols Gmmo ds0bg 396 BgsliBumams. 33eg35PY ©IYMEbmdoom Mbos
5®360860, HmMI: 50053 LIoMOL EMHMOEB FmygmegdEo, LsdsbOM 93mbmdonzsd 360dzbgammgsbo
030305 39603509, 53056l BsMMgL 5Ms FsMGHM 30650 LIMYIOJEO, 5MSTJIE JJPOLIYM-
60gMgdsa. 2008 gl sfiygdmemds ganmdserm®mas 3HoDolds, 33ansg 0393Y4oMs 9Yghs Lodms-
309. »2bos30 bgewols” 3MobEodl 3s®3z9mems 990dwrgds sgm3omoldommor S396Ho3geo g3m-
6m30LH-0500985¢03mboL }mb bgdol Frmbslfm®mds. bradgemols (1994 §.) s sdgaol (2014 §5.) 36g-
30900l cmsm@gs@ol x. bgdol dobggom, LsdsHOM Ldogd@gdds oly Mbos s5gmb msg056mo
LEGI09, M 89090 Y39slmzol dolsmgdo ogmb. slsgoro doEamas s6s ds@Em 3mBsbobdols
350mbo@mmgds, 5599 ©sJdgd0m @, glsdsdols, 3gdmlsgEgdol BOEOm, dBSOL 5GsM-
0mYdL s ,Mbosgzo bgwols” (3gMdm 0b@ghgligdo) 3s9meg369000 Fomdmgdwmmo Lsgmbergdols
95¢0Do3g0sLE MFgmdL bgals. gl 356513690 3o 3HOBOLOL S3OEYdOL LsfjobosMos, Gmdgun-
Lo dm3yggds LoMsMmodol sdenggs, 3Modobsgrols 9g830Mgds ©s 3030e0BIdMEMdOL bamolbols

5050 ds.

Bull. Georg. Natl. Acad. Sci., vol. 17, no. 4, 2023



178 Jemal Kharitonashvili

REFERENCES

Samuelson P., Nordhaus W. (1992) Economics, Thilisi (in Georgian).

McConnell K.R., Brew S.L. (1993) Economics, part I, translation (in Georgian).

Heilbroner R., Turow L. (1991) Ekonomika dliia vsekh. London, translation (in Russian).

Silagadze A. (2010) Economic Doctrines, Thilisi (in Georgian).

Silagadze A. (2022) Contemporary global economic trends: transitional economies during Covid-depression.

Bull. Georg. Natl. Acad. Sci., 16(3):130-135. http://science.org.ge/bnas/vol-16-3.html

6. Silagadze A., Atanelishvili T., Silagadze N. (2022) Covid depression and search for a new paradigm. Bull.
Georg. Natl. Acad. Sci., 16(1):121-126. http://science.org.ge/bnas/vol-16-1.html

7. Silagadze A., Atanelishvili T., Silagadze N. (2020) Some economic problems of the post-soviet states after the
global financial crisis. Bull. Georg. Natl. Acad. Sci., 14(3):149-154, http://science.org.ge/bnas/vol-14-3.html

8. Sen A. (2011) Adam Smit i sovremennost’, “Voprosy Ekonomiki”, 11 (in Russian).

9. Kharitonashvili J. (2019) History of economic thought. 305 p. Thilisi (in Georgian).

10. Marks k. (1995) Nishcheta filosofii, K. Marks and F. Engels, soch., vol. 4, M. (in Russian).

11. Smith A. (1938) An Inquiry into the nature and causes of the wealth of nations, vol. | (in Georgian).

12. Todua G. (2000) Adam Smith and current issues of modern economy (in Georgian).

13. Kolodko G. (2011) Neoliberalizm | global’nyi ekonomicheskii krizis, Voprosy Ekonomiki, no. 3, M. (in
Russian).

14. Papava V. (2011) Unconventional economics, Thilisi (in Georgian).

arwbdE

Received February, 2023

Bull. Georg. Natl. Acad. Sci., vol. 17, no. 4, 2023


http://science.org.ge/bnas/vol-16-3.html
http://science.org.ge/bnas/vol-16-1.html
http://science.org.ge/bnas/vol-14-3.html

	OLE_LINK1
	OLE_LINK2
	OLE_LINK3
	_Hlk151558842
	_Hlk151558923

