-1 had imagined liberalism slightly differently*

In the following conversation Adam Smith (1723-90), who founded the science of political
economy, talks to business professor Peter Ulrich through the key passages of his work that
his neoliberal interpreters are so fond of quoting.

Adam Smith: "lt is not from the
benevolence of the butcher, the brew-
er, or the baker, that we expect our
dinner, but from their regard to their
own interest. We address ourselves,
not to their humanity but to their self-
love, and never talk to them of our
own necessities but of their advan-
tages." [1]

Peter Ulrich: Hmm, sounds like the
first lesson in @ modern sales training
course. Even so, somebody who talks
like that is usually thinking about his
own personal profit.

Smith: To be sure, in the market an
individual "intends only his own

gain." But "he is in this, as in many
other cases, led by an invisible hand to
promote an end which was no part of
his intention... By pursuing his own
interest he frequently promotes that of
the society more effectually than when
he really intends to pro-mote it." [2]

Ulrich: That's a bit too vague for
me, Sir. Couldn't you be more
precise?

Smith: Very well, young man. But
you' Il have to be content with an
example drawn from my own time.
I‘m thinking of the advantage that
poor agricultural labourers derive
from the rich landowners' pursuit of
profit. The landlords "consume little
more than the poor, and in spite of
their natural selfishness and rapa-
city... they divide with the poor the
produce of all their improvements.
They are led by an invisible hand to
make nearly the same distribution

of the necessities of life, which would
have been made, had the earth been
divided into equal portions among all
its inhabitants." [3]

Ulrich: With all due respect, your
empirical observations are usually
much more exact. The inequality in
the distribution of wealth among

the worid's people is enormous, and
grows greater everywhere markets
have been deregulated. Shouldn't de-
mocratically elected, legitimate gov-
ernments act to ensure a just order
for their populations?
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Smith: Indeed, | wholeheartedly
agree with you. It was never my in-
tention that the regulation of public
matters should be left to the merchant
classes. "The civil magistrate is en-
trusted with the power not only of
preserving the public peace by re-
straining injustice" but may also
"prescribe rules, therefore, which
not only prohibit mutual injuries
among fellowcitizens, but command
mutual good offices to a certain de-
gree." [4]

Ulrich: Interesting! So you're postu-
lating the primacy of politics over

the logic of the market. But our reality
is very different. Nowadays, with
global competition between different
locations, it's exactly the opposite:
the logic of the market is given prece-
dence over policies that should legi-
timately regulate market forces and
direct them wisely. What do you think
of that?

Smith: | can only warn against the
consequences of leaving matters of



public interest in the hands of self-
interested rnerchants, as "the interest
of the dealers, however, in any par-
ticular branch of trade or manufac-
tures, is always... different from, and
even opposite to, that of the publick.
To widen the market and to narrow
the competition, is always the interest
of the dealers... The proposal of any
new law or regulation of commerce
which comes from this order, ought
always to be listened to with great
precaution, and ought never to be
adopted till after having been long and
carefully examined, not only with

the most scrupulous, but with the most
suspicious attention. It comes from

an order of men, whose interest is
never exactly the same with that of the
publick, who have generally an inter-
est to deceive and even to oppress
the publick." [5]

Ulrich: Wow! That sounds really crit-
ical of business. Have | understood
you correctiy? You don't believe that
more market is automatically to the
benefit of everybody?

Smith: Not so. Remember, please,
that | am a moral philosopher and my
views on political economy proceed
from ethical considerations. Fairness
and justice in social relations are
necessary preconditions for a market
economy. Society "cannot subsist
among those who are at all times
ready to hurt and injure one another...
Justice... is the main pillar that up-
holds the whole edifice. If it is re-
moved, the great, the immense fabric
of human society... must in a moment
crumble into atoms." [6]

Ulrich: So it's not all just dependent
on self-interest?

Smith: Indeed not. In a civilised
society it is essential to "render the
condition of our fellow-citizens as
safe, respectable, and happy as we
can... He is certainly not a good citi-
zen who does not wish to promote, by
every means in his power, the welfare
of the whole society of his fellow-
citizens." [7]

Ulrich: What makes you so con-
vinced that the political will exists to
guarantee these prerequisites for a
legitimate market economy?

Smith: My confidence is ultimately
based on that "which in reality is

the wisdom of God." [8]" You see, it's
like this: "How selfish soever man may
be supposed, there are evidently
sorne principles in his nature, which
interest him in the fortunes of others,
and render their happiness necessary

to him, though he derives nothing
from it except the pleasure of seeing
it." [9] "We either approve or disap-
prove of the conduct of another man
according as we feel that, when we
bring his case home to ourselves, we
either can or cannot entirely sympa-
thize with the sentiments and motives
which directed it. And, in the same
manner, we either approve or disap-
prove of our own conduct, according
as we feel that, when we place our-
selves in the Situation of another man,
and view it, as it were, with his eyes
and from his Station, we either can

or cannot entirely enter into it and
sympathize with the sentiments and
motives which influenced it." In other
words: "We endeavour to examine our
own conduct as we imagine any other
fair and impartial spectator would ex-
amine it." [10]

Ulrich: With respect, Mr Smith,
although you may have anticipated
Kant's categorical imperative very
nicely here, what about the hymn of
praise you sang to success-driven
business thinking, the one about the
butcher, brewer and baker?

Smith: | would not have become an
economist if | had not become aware
early on that there was a small
problem in that regard: "To the selfish
and original passions of human
nature, the loss or gain of a very small
interest of our own, appears to be of
vastly more importance... than the
greatest concern of another with
whom we have no particular
connexion." [11] | concluded, after
many years of studying economics
that the "System of natural liberty"
[12], that is the way interests coincide
in a market, partially balances out the
asymmetry in the moral forces that
bind people together. Until shortly
before my death | considered this to
be an ingenious and artful
manifestation of moral philosophy in
the market economy.

Ulrich: But then what happened?

Smith: In the end, | began to despair
as | realised that my writings had given
rise to historical consequences that |
had never intended. | observed that
the concise and accessible style in
which | had presented my economic
philosophy had led to greater greed
and a waning of solidarity among the
people. Just before my death, |
therefore decided to destroy the
manuscript of my third major treatise,
which was very nearly completed. It
would have shown how the state
should act to check the momentum of

the investment of capital in free
markets for the sake of the

public good. But ultimately | realised
that it would be of insufficient force,
and | would never be able to fully
complete my great new liberal synthe-
sis of ethics, politics and economics
as planned, after the example of Aris-
totle. | believe this is what you refer to
in your time as the "Adam Smith prob-
lern". | decided it would be more
honest to leave the solution of these
problems to those who would succeed
me.

Ulrich: So that's how it is. Your candid
self-criticism does you credit. But |
doubt that you can imagine what an
ideological mess your alleged students
have made in the meantime. Most
"pure" economists nowadays no
longer read your 'Theory of Moral
Sentiments" and so they don't even
consider the preconditions you
believed were necessary for a free
market to be in the public interest.
That's why a lot of them now believe
that the great harmony in the play of
social forces will automatically be
achieved when markets are uncon-
ditionally deregulated; they believe in
the morally uninhibited competition of
purely self-interested economic
actors, along the lines of "the market
is always right." For them, the market
is the divine authority; there's no room
for an impartial spectator. Do you
understand?

Smith: My God, this is what | feared
would happen. But if, as you say,
even many economists adhere to such
a naive belief in the market, itis in
fact much worse than | ever imagined,
even at my most pessimistic. What

an unpleasant idea for a Scottish
moral philosopher like myself! Not the
market, but "reason, principle [and]
conscience [are] the great judge and
arbiter of our conduct." [13] | do
believe that in your strange age |
would become the biggest critic of
such free-market fundamentalism.
Forgive me if | sound presumptuous,
but I' m beginning to think that the 21
Century will most urgently need a new
Adam Smith - to enlighten those
pseudo-liberal worshippers of the free
market!
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Peter Ulrich (52) has been full professor of
business ethics at the University of St. Gallen
(HSG) since 1987, and is a founding director
of the university’s Institute for Business Ethics,
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other Adam Smith: Contributions to redefining
economics as political economy),co-edited
with Arnold Meyer-Faje and published by Paul
Haupt.
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