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Summary: 
 
Markets are a wonderful mechanism for promoting fairness, freedom, and 
morality, but one should not be simplistic in this analysis. Adam Smith’s 
invisible hand is often equated with voluntary free trade, and hence with the 
modern concept of economic efficiency.  By this interpretation, egoism is 
ethically justified.  Smith’s concept, however, is both richer and more subtle, and 
does not endorse egoism as an ethical framework.  The invisible hand is the 
force of human instincts operating within humanly-devised institutions of rules, 
laws, and social norms (including a wider ethical lens).   
 
Smith’s model of human progress relies upon direction from Nature.  God 
created Nature, and Nature endows humans with an affinity (or instinct) for 
doing the things that serve Nature’s ultimate purpose, which is survival and 
procreation.  Human rational thought is slow and imperfect, but instincts 
operate instantaneously and exert a powerful influence.  A key instinct in 
humans is self-interest.  But there are two other strong instincts: one for 
benevolence and the other for malevolence; the latter plays an important role in 
the creation of a system of justice.  These ideas are outlined in The Theory of 
Moral Sentiments (1759).  Modern scholars point out that this text is the 
foundation for understanding Smith’s later work on economics.  In TMS Smith 
outlines a model in which human society operates through individuals aligning 
and moderating their feelings so as to get into emotional equilibrium with those 
around themselves.  
 
In Smith’s model, entrepreneurs operate within the boundaries of trust created 
by moral sentiments or feelings about right or wrong.  People may adhere to 
moral restraints based on such feelings, rather than only upon calculations of 



enlightened self interest.  In the context of the invisible hand in The Wealth of 
Nations (1776), Smith specifically mentions “trust” as a driver of local trade and 
as an explanation for why government intervention is not needed when 
considering capital outflows.  In this case, the invisible hand instinct for self 
interest works within the social and economic structure to produce good 
outcomes for Britain in terms of investment and growth.   
 
But Smith gives other examples in which bad outcomes happen.  One is when a 
dictator (the “man of system”) gains power and pushes through egoistic plans 
(think of Mao, Stalin, or Castro) or when the rich and powerful conspire to rig 
the market and lower the wages of workers.  A third type of bad outcome 
occurs when institutional rules fail to adapt to changing times.  Smith gives the 
example of bad property rights (primogeniture and land engrossing)—laws that 
worked to aid survival and procreation in the Middle Ages, but no longer served 
a useful purpose in Smith’s time.   
 
Finally, the invisible hand is not synonymous with laissez-faire.  Smith 
specifically mentions bad outcomes from unregulated financial markets (Smith 
lived through the Scottish financial crisis and other bubbles that hurt economic 
growth). In the Wealth of Nations Smith argued for a price ceiling on interest and 
other measures to reduce financial speculation and risk—even as he 
acknowledged that these policies constrain freedom.  
 


