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ADAM SMITH CN EDﬁCﬂTION AND INVESYMENT IN HUMAN ChlIfAL

"'hose perts of educetioa, it is to ve
ocserved, for the teacning of +aich
there are no public iastitutions, are
generally the best taught."

— The . ealth of Nations

Introduction

in recent times economists heve identified educetion as a mejor
fgctor contributing to economic development and gro:the In his pioneer-
ing study on investment in human capivel, Theodore Sch:-ltz has credited
\am Sﬁith with the genesis of this cenéept.1 Adem Smith'treated the
acquired ard useful ahbilities of the members of sodiety as one categury
of fixed ecepital, 4Liccording to him "ize eccuisition of such talents,
by the meinienance oi the acquirer during his education, study or
spprentieeship, alvvays costs a resl exvense, shick is capital fixed
and realised, as it were, in his person."2 He compared the improved
.dexterity of = workme» to "t ucc.:ine or instrument of trade ~hich
facilitetes end ebridges latour, &iié which thoivgh it costs & real

. . 3 .
expense, repays that expense ith & profit," These succinct obser-

vetions of Smith in Book II of the Jezldh of Nations, on human ebilities

le T.%.,Schultz, 'Invesiment in Humen Czpital', in M.Blaug (ed.)
Economics_of Edugation, Vol.I, 7.15: See elso; Frederic Harbison
end Cherles L, Myers, rducation lahpowver end Economic_ Growth,
Oxford & IBH Puglishing Company, 1964, pe3.

2. Adem Smitk, The .ealth of Nebiors, (Everymen's. Librery Edition)
VO]..I, Pe24T.

3. Loc'mci.t',



ecquired through education which entail certain real cost and
vhich facilitate labour, would appear to contain in'qn embryonic
form all the essential dimensions of the concept of human capital
as develcped by Tbeo&org Schultz and 6the;s. Ho+ever, when he
comes to decl with educetion, whickh is the operationsl part of
humap capital formation, in Eook V of tlLe Teelth of Nations, Smith
strikes a difierent note., Smith's pronouncements on several aspecty
of educetion, such as the institutional arrangements, financial
provision, the role of the sovereign or state, the scope ani cover-
of educetion for the common people etc. in this latter part of his
mognuh opus do not seem to varrant the perceptive insights and ori.

ginality génerally attributed to him.

Smith's views on Education

1. Institutional Fremevork

In Accm Bmith's conception, educetion was snother industry.
Under tze ideal arrangemert, there is ccnsumer sovereignty: consu-
mers are free to choose any product, -vhe scﬁolars ere free to choos
their mesters on the basis of their rcrutetion for scholership anc
diligence, The industry would de¢ best under conditions of free
compefition. Only those tepchers wﬁc ere able to ettract a suffi-
cient number o7 students to them can survive in thelprofession.
This situvation stimulates competition zmong the masters who "are

2ll endeavouring to justle one anotker out of employmenf Z;hg7



oblige eveii one to execute his worxk v ith & certain degree of

4
exactness."

‘2. Finapcing Zduvcetion

The basis of this compebition is that the teacher is supported
with the free or ' "honorery" which the scholar pays. Under the
ideal system envisaged by LAdam Smith, cducation is self-finahcinéﬂ
"fhe institutions for the edication of the youth MY seescsss
furnish a revenue sufficient for defraying their own exjense.”

He.e, the students have to Lear the extire cost of théir education§
that is to sa&, only those who can a2fZdérd to pay for the services
of the teachérs and meet the other costs of educrtion skall have its

benefits.

3. "Role of tze State

In keeping with his general pciiticel rhilosophy, viz.,

thet government ras west w~hich governed leasst, sdam Smith would

limit Staw.e participetion in the educriion of youth to the irredu-

cible mihimum. The model whici Smith urholds before us with & sense

of nostalgia is the educctionel sys':am in ¢ncient Greece and Rome
E the ‘

vhere the schools Jere not supuorted -y/nublic. "In the early ages

beth of the Greek and soman repuvilici, tiie other parts of education

[besides nzilosophy/seem to have consicted in learning %o read,

write, and account according to btlhe azrithmetic of the times.

i s ee e es et et -

4. Ldem Smith, .ne ieslth of Netions, Vol.Ii, (Everyman's Library
Eéition), 1p.z45-243, : :

5. Itid., pe245.



The eaccomplishments the richer citizens seem freguently to have
acquired at home by the essistance of some domestic pedagogue,

v..0 Was gensrally either a siave or a freed-men; ami the poorer
‘citizens, in the schools of such mesters as made & trade of te;chl
for hire. Such perts of educsticn, Lo ever, were atandoned dltod
ther to tie care of the rarents cr gvardiens of eech individual.

It does not apreer;that the State ever assumed any inspectio# or

i : 6 ‘

direction of them."  Hevertheless, or perhaps secause of the nond
intervertion from the State, the system de;iVered the goods. Sm%
asserts uualt "the abilities, doth civil and military, of <he Greel
end .iomens will readily te #llo-ed %o have been &t least egual to
thege of ary modern nation,"7 “het meckanism ensured such brillﬁ
aciiievemei:ts in the figld of genev2l cducztion? "Masters, hogevd
kad been found, it seems, for instructing the .ebtter sori of.peq
emcng those notioans in every art &nc sciemce in viich the»circumﬂ
of their society rendered it necoessary or convenient {or tzen toi
instructeds The demand for such ianstruction prodﬁced what it al!

né the omuletion which an

-

)

sroduces — the velent for giving it;
unrestraiaed ccmpetition never 7-ils Lo excite, (2 ieors to Lave

Lrought tzat telent to e very high degree of per¥ection,”

4o nstitiuticns supported by Public Endowments-

— ——————— e =

idem Si.ith was opposed net only to stete intervention in

¢ducation, ~ut &so to any form of institutionalisation of the edw

cetional system. e males a vitriolic attack on the Universi‘ies

end schools supported by public endoments. In this context he

N

b. Ibid, p.259

70 _I_.:’Ea;_j.__d.o :_.10261
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raises somequite relevant questions: "Have those jpublic endow-
ments .contributed in general to promote the end of their institu—
tion? Heve they contributed to enccurage the diligence end to
improve +the a.bililties of the teaschers? Have they directed the
course of educsiicn tovards objects more useful, both to the indi-'
vidual end the public, then taose to which it would neturally have.
gone of its own accord‘?"9 Smith's ensvers to these gruestions are
categoricelly ixlx the negative.

-

Smith's mein criticism ageinst tie educstional institutions
supported bty public ehdowments is tha:i-.' the system adversely affects =
incentives of teachcers. "the endovmernts of schools ;a,nd coi'i'e'ges
bave nececsarily dipinished more or less the necessity of spplication
.in the teachers. Their subsistence, so far as it arises from their
saliries, is evidertly derived from a fond a.lto'ge ther indepe;'xdent
of their s:ccess .and reputation :.n waelr particular _profess-ions."1
The image of the rrofessors end .tutors in the U‘ni;versities which
AGam Switi peints ith' s\l;ch flourish znd meticulous caere for details
turns ouy to be one vhich, though very interesting, is far from com=—
plimentary to the memvers of the profession. Ad&mISmith argues thet
when the tescher is prohibited from receiving any fee from the
stucents end ais salury constitqtes thie a0}® source of income,
ixis interest is set directly in oprosition to his duty. "It is
the interest of every men to live as much at his ease as he cen;
end if his'em.olumonts a:e. to be precicely the same, vhether he
does or &oes not perform some véry lavorious duty, it is certeinly

ais interest, atleast &s interest is vulgerly understood, either

9. _I_:b_ig:l 9- _?.;-4‘:.
‘C.Ibid., 3;02‘1‘00



to neglect it altogether, or if he is subject to some eutbority
wgich will nct suffer him to do this, to peri»rm it ig es careless
;nd 8lovenly e menner as that autho?ity will permit."11 Adem Smith
gives & fascinafing account of tirs greet ingenuity shown by the
University teathers in evading tleir cuties. The teacher stégps
any ° lovel: ==collusicn t. make & cvmmcn cause, to be indulgent to one
enother's neglect, obtsequiousness to the will of his superiors and

other expedients.1

Adan Swith is evqually unsparing cn the ULniversities of his

tine. uccording t6 him, there vas litile twvaching in the Universitigy
"In the University nf’Oxford, the greeter part éf tke public pgofessm
havg, for thase Qany years, :iven up sliogetlier even tke srotence of
toachin3.¥13 héreover, whet little 'ms being taught was pysolote
and irrclavent. EKe remarks thet "the improvements which, in modern
times, nave veen made in several ifferent brenches of philosophy hay
not, ihc greate¥ part of them, been mede in Y"'1:'1,\79rsities, though some
no dovot Lave. i.e greater part of Tniversities havo not even been
vexry forinzd v~ 2€ont those im rovesents after vrey were mede; ond
~sevorel of wiose learred societies liave chesia bo remain, for o long

time, the sanctuaries in whick ex;lofed systems end chsolote urejedid

11, Itid. p.246

1. Smith's discriyticn of these ex:cdicnts one cennot resist the
temptation te repr:dice in fulls"Ioverel ciffurent expedients,
hovever, mey ve fallen upon “hici ill ".effectuaily blunt the
edge of all ‘those incitemcnts to éilige=ce. The -uacher, instead
of his expleining to his pupil ziuwself th¢ science in which be
sropnses to instruct them may read some buok upoa it; and if thi
bock is written in & foreign and dead language, ty interpreting
it to them in taeir own; or —~hat —rould give him still less trou?
by mexing them interpret it to him, and by now and then meking &
oc:essional remariz upon it, he mey flatter himself thet he ic
giving & leecture. The slightesi degroe of knowledge andé epplicy
will enadble him to do this withcut exposing himself to ‘ccntempt
or derision cr saying enything thzt is really foolish, absurd cr
ridiczlous." Itid., p.249.

13. IbiZ., ».247




found shelter end protection after thay hed beeﬁ hunted out of
every other gorner' of tﬁe world. In generrl, the richest and vest
endowed Universities have been the slovest in adopting these
1mprovemenfs,ana the most averse to sermit any consideralle
change in the estatlished plan of odv;.cr-.tion."14 i.8 o consecuence
. the Universities had no functional use, by way of dissemineting
useful =nd relevant knovledge; the juestion of extending the
frontier of knowledge by the Unive.sities did not arise hen they
w9r§ even s8low to edopt improvements already mede elsevhere.

True, they atiracted into their fold gentlemen &nd men of fortune
of twoge 4days. Yhy? BSmith's sercastic oussorveticn is thaet “no
better wothod, it scems, cogld de f8llan upan cf spanding, with

" any edvenisge, the iong interval bot een in‘ancy end thot poriod
of life at “hich mon begin to apply in good earnest to thé reel
business o2 the -rorld, the business wiich is to empléy them during

. B
the remerinder of their days.“1J

5. Education of the Common Fecule

Llthoupgh Adem Smitk res nllergic to government intervention in
the educ~tional system, he recoénised thiot the uttention of govern—
ment was necessery &8 fa2r as cductiion of tae common neople :as
concerned. rhe case for public etteriicn in the eduneation of the
messes rested on o numicr of points, On the ome khenc, with the
trogress ol division of lebour, the om-loyment of the fer groster

part of those who live by labsour comes to te confined tc o very

14. _Lb_‘i:.'j':o’ p.Z';:G.

154 Ibides £.257.



.tgy simrle operationszihich leads to & bfogressive degeneraticn

of the menial feculties of the greet body of the people. "The

,mﬁn mhose whole life is spent on »erforming a few simplg Qperationﬁ
of which the offects are perhaps elways the same or very nearly

the same, he&s no.oc§asion to assert :is understanding o:'to-
exercise his invention in finding out expedients for removing
difficulties which never occur. He rnaturally loses, therefore,

the habit of s:ch exertion, aﬁd generally becomes as stupid and igny
rant a8 it is possitle fcngumdn creeture t0 beCOMOeses s .But in
eve y im:roved and civiiised society this is the state.into which

the labouring poor, ithat is, the great body of the people must

L
[

necesaAxily faLi, unl:ss government teies some peins to yrevenf it.!
Ca the oiler h@nd, unlike th; poeople of some rank end Portune. whr
hawe the ime Anc meauns to acquire sufFicient educttion before theay
enter uyor their ncrmel Hrofession, vze common yedple heve littie
time for educstion. "Imr pareats c¢nn scarce afford to'h&intain
them evei: }n infzacy.” Koxacver, ile society stood to géin Lron
imparting el muntiry educztion tc ‘e iﬁferior ran;s of neoxle.
"Though (e stete wos 4o “orive mo oivnnioge f£ro.. the imstruet.
qf‘the in;érior :ankg‘of ecile, it .cvld shill deserve its

" &avtention net they siinuld not be alszgether uninsiructed.....Tho
nore they are instructodithe less liable they are to the delusion-

of enthusiasm 2nd superstition, w:iech, emong ignorant nations,

1€ . _I}_}“ig-'o ':0264.



fregquently occasion the most dreedful disorders. A4An instrueted and
.intelligent people, besides, are always more decent’and orderly than
an ignorant and-stupid’one. They feel themselves, each individually,
more respectable 2nd more likely to obtain-the.respect of their lav-
‘ful superiors, end they are therefore more disPosed to roépect their
guperior§g They sre more disposed to'examine, and mor; capable
of.seeiﬁg tarough, the interested complaints of faction and sedition,
and:they are upon that eccount, less ept to be misled into eny wanton

or unnecessery opposition to the measures of govermment."

Smith hes elso indiceted the sccpe of education for the common
people. Unliie in the case of people of some rank and fortune, the
recipe for “he common pevple consists of the three R's, wvhat Smith
ca%ls "the essentiel parts of education."19 He proceeds to spell
ou£ how tiis can be Brganisod. "For & very smell expense the rublic
Can_facilitate; can encourage, and can even impose elmost Lhe ~hole
Lody of tiie ;eople the necessity of mcequiring those ﬁost essential
¥&rts of education.....The public can fecilitate tgis acguisition
by estavlishing 1n every parish or district e lit-1le school, vhere
children may be teught for & revard so moderote that even & common

labourer mey effoxd it."‘o

17 Zpid, »286.
16, Ipdd. D.299,
19. Ibid. p.266.
20, Ibid, .266,
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Summery end Conclusion

To .sum up, mdam Smith conceived cf en educational system under
which the buyers and sellers of :ducztion deelt directly with each

othor without steve intwrvention. Ln his idoal system, the masters
would su;port themselveg on the fec which the, scholers paid,
Observely, only those wko could afford to bear tke cost of educwtion
were -ntitled tc its benefit. Hovever, for the common people, Smith
envisageq setting up of smnll schzo0ls under the aegis of public auth
rities where the ecssentials of eduewtion ;- reading, writing end

arithmetic —- would be imperted,

.Th¢ feregoingz review leads us tc the conclusion that tho concd
of eduoatioq unterlying Adam Smith's screnme for the "Education of
Youth" 2s sjcilec out in Beok V or Vi .calt: of Nutions is racdically
different from the conce>t inherent in human capitel fq:mation
implieit in *th¢ torse cbservevions on "the Division of Stock" in
Look Ii; in uis senume of things, iastitotionalised education‘has

far less dynemic role. Thus for .o vast bedy of the common neopli
educatig; ig dntor ed oot then orderly, pecceful ond law-
ebiding citizens. Hven in she case of the .iinority born ; ith rank
end fortine who ctn efforu tiie services of beciter terchers, there if
no indienticr, eithor explicit or imj;licit, of their educetion frucd
fying in userul atilibties. &s Lovman observes, Smith wes concerned
with educe ion for the detterment of men and not for the creation

z1 ' . s . y
of hum&tn resources. The sugpgestion thet Smith enticipated * e

21, M.d+.Z2c wrn, 'Fumen Ynvestment Jdevoluvtion in Economic Thought',
Zconomics of Zdueation, Vol.I, o:.citbe., wp.103-104,

S¢e wleo, “udolph C.tlitz, "Eauestion, the ¥ turc of Man,
end {tco Division of Lubour', -eedings in the Economics of lidu-—

cetion, UIIESCC, Faris, 1971, -.328,
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the recent develops in the realm of investments in human capitel

seems to be anciher exemple of +he ﬁquoncy on the part of some
economists to view the author of ghe “ealth of Naiions &8s both

the Ldem and the Smith of economic Science.

ﬁbwsuvvar'well-founded Smith's observations omr the performance
of the cdweaticnal institutions of his time supportedlwith publie
endowmgnts might ﬁ&ve teen, the policy conclusions he has drevn
are unwerrznted and unacceptable. Ln educttionel system ~‘hich is
self-finencing, non—-institutionalised and non-formal, as conceived
by uhim, mey rave guited the needs aud velue systems of ancient
Greece and womey but it is not only unequel to the recuirements of

e modern society; but is also Lijhly inequitable.

Hovember v, 1976, .G.K.ianikar
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