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Adam Smith’s Solution to Poverty
poverty, but also the “not rich”—the
majority of the population, who
must exchange their labor for wages
to earn a living.

“Sympathy”—today we would call
it empathy—was the central pillar of
Smith’s moral philosophy. And
Smith’s sympathy was, above all, for
the working poor.

A famous passage from “The
Wealth of Nations”: “No society can
surely be flourishing and happy, of
which the far greater part of the
members are poor and miserable. It
is but equity, besides, that they who
feed, clothe, and lodge the whole
body of the people, should have
such a share of the produce of so
much of their own labor as to be
themselves tolerably well fed,
clothed, and lodged.”

Today, these words are some-
times misinterpreted to claim that
Smith advocated government-led
redistribution of wealth. That
wasn’t his intention, and he cer-
tainly wasn’t calling for social revo-
lution. Poverty, according to Smith,
wasn’t preordained, and above all,
he didn’t trust government. He
points out that only economic
growth can raise living standards.
Continuous economic growth is the
only way to raise wages, and a stag-
nant economy leads to falling
wages. Elsewhere he writes that
famines are the result of govern-
ment price controls.

While Karl Marx claimed nearly a
century later that capitalism would
lead to growing impoverishment for
workers, Smith predicted that eco-
nomic growth would lead to an in-
crease in living standards.

When “The Wealth of Nations”
was published, capitalism was in its
infancy. At the time, 90% of the
global population lived in extreme
poverty. And poverty meant some-
thing different back then: It is esti-
mated that about 20% of the inhab-
itants of England and France
weren’t able to work at all due to
malnutrition. At most they had
enough energy for a few hours of
slow walking a day, which con-
demned most of them to a life of
begging.

Smith was right about the effects
of economic growth, as the past few
decades have confirmed. In recent
years, the decline in poverty has ac-
celerated at a pace unmatched in
any previous period of human his-
tory. In 1981 the absolute poverty

rate, which the World Bank cur-
rently defines as living on less than
$1.90 a day, was 42.7%. By 2000, it
had fallen to 27.8%, and today it is
less than 9%.

Smith predicted that only an ex-
pansion of markets could lead to in-
creased prosperity. This is precisely
what has happened since the fall of
socialist planned economies. In
China, the introduction of private
property and market reforms reduced
the share of people living in extreme
poverty from 88% in 1981 to less than
1% today. Free-market economist
Zhang Weiying of Peking University
says, “China’s rapid economic devel-
opment over the past four decades is
a victory of Adam Smith’s concept of
the market.” Contrary to prevailing
interpretations in the West, Mr.

Zhang says economic growth and de-
clining poverty in China weren’t “be-
cause of the state, but in spite of the
state,” caused by the introduction of
private property.

Smith’s plan to lift people out of
poverty didn’t involve the abolition
of private property or redistribution
by the state. Neither did he advo-
cate a libertarian utopia—he be-
lieved governments played an im-
portant role. Nevertheless, in 1755,
two decades before “The Wealth of
Nations” appeared, he warned in a
lecture: “Man is generally consid-
ered by statesmen and projectors as
the materials of a sort of political
mechanics. Projectors disturb nature
in the course of her operations in
human affairs; and it requires no
more than to let her alone, and give
her fair play in the pursuit of her
ends, that she may establish her
own designs. . . . All governments
which thwart this natural course,
which force things into another
channel, or which endeavour to ar-
rest the progress of society at a par-
ticular point, are unnatural, and to
support themselves are obliged to
be oppressive and tyrannical.” Pro-
phetic words.

Smith showed the world how to
overcome poverty. He didn’t leave
much to his nephew, but his great
legacy is showing the world that
only economic growth can lift peo-
ple out of poverty, and that the
most important condition for that is
economic freedom.

Mr. Zitelmann is a historian and
sociologist and author of “In De-
fense of Capitalism.”

By Rainer Zitelmann
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Adam Smith’s last will and
testament left his nephew
David Douglas feeling dis-
appointed. He received far
less than he had hoped,

and the will confirmed what Smith’s
friends had long suspected: The Scot-
tish economist, who always earned
an above-average income, had do-
nated almost his entire fortune to the
poor, mostly in secret.

Smith, who was baptized on June
16, 1723 (his birth date is unknown),
is best known as a champion of cap-
italism. Yet he wasn’t free of the in-
tellectual’s resentment of the rich.

In his two main works, “The Theory
of Moral Sentiments” (1759) and “An
Inquiry Into the Nature and Causes
of the Wealth of Nations” (1776), it’s
hard to find a passage where he
speaks positively about the rich and
powerful. Merchants and landlords
are almost exclusively painted as
people who want to assert their
selfish interests and create monopo-
lies. You will find clearer praise for
capitalists in “The Communist Mani-
festo” than in Smith’s works.

Many passages exhibit sympathy
for the condition of the “poor,” by
which he didn’t only mean those in

Even in the 18th century
he understood that only
economic growth would
improve living standards.

OPINION

As Ukraine Looks to Its Future, Skip the European Union
Donors, investors,
Ukrainians and as-
sorted hangers-on
will converge on
London next week
for another in a
series of confer-
ences on Ukraine’s
postwar recon-
struction. This
might seem pre-
mature given how

far Ukraine is from “postwar” at the
moment, but having some notion of
where the country wants to end up
when the fighting stops has turned
out to be an important element of
achieving any sort of victory in the
first place.

Kyiv’s challenge throughout the
war has been explaining to skeptical
Western politicians and electorates
why Ukraine warrants military or fi-
nancial support from democratic do-
nors. It should be obvious that it
isn’t in anyone’s interest to allow a
revanchist authoritarian power such
as Vladimir Putin’s Russia to redraw
Europe’s borders by force. But noisy
minorities in many Western polities
have been distracted from this real-
ity by Ukraine’s post-Soviet history

as a political and economic basket
case.

Ukraine in recent decades was
simply too Russia-esque to present
itself as a plausible, worth-defend-
ing aspirant to join democratic Eu-
rope—too politically chaotic, too
economically sclerotic, too corrupt.
Western overtures to Ukraine ap-
pear to some Westerners to have
done more damage to the West’s in-
terest than to Russia’s. Witness al-
legations that Ukraine’s parasitic
corruption may have found a will-
ing host in the person of one
Hunter Biden.

None of this excuses Mr. Putin’s
invasion, let alone the shocking bru-
tality of the Russian war effort. But
it does explain how Kyiv finds itself
in the position of having to fight its
own bad history to get the aid it
needs to fight off the invader. Presi-
dent Volodymyr Zelensky seems to
understand this, which may be one
reason he’s pushing ahead with cor-
ruption prosecutions within the
Ukrainian military in the middle of
an existential conflict. Neither mili-
tary aid nor any other aid will flow
if Kyiv can’t start getting a grip on
its rule of law—at a minimum.

Which is why one now often
hears the suggestion that the path
forward for Ukraine requires mem-
bership in the European Union, of all
things. This isn’t a crazy idea, but it
isn’t necessarily a good one.

The case for Ukraine’s joining the
EU is that the multiyear process of
preparing for membership involves
completing a long list of reforms to
markets, governance, rule of law and

the like. Checking off all these items
leaves the aspiring member country
very much more functional than it
was at the start, a reformation
Ukraine badly needs to maintain Eu-
ropean support. The alternative is
explaining to European taxpayers
why they’re expending so many re-
sources then to have to prop up a
mess of a country.

At the end of this reform quest,

an aspiring EU country is rewarded
with membership in an immense
single market that unlocks exactly
the sort of private-sector trade, in-
vestment and migration that
Ukraine will require for many de-
cades to rebuild itself. All along the
way, a prospective member can hope
to benefit from copious amounts of
European taxpayer cash to help fi-
nance the transition, largess the re-
cipient country “earns” by imple-
menting the EU rules and showing
its commitment to being a good Eu-
ropean team player.

This sounds nice, but it’s immedi-
ately clear why it won’t happen
soon.

Though the EU has welcomed
many new members from the former
Eastern bloc over the past two de-
cades, it has never taken on a chal-
lenge like Ukraine. Most began at a
sort of institutional “year zero.”
Their Communist governance was in
tatters and a replacement state
wasn’t yet entrenched. Ukraine, on
the other hand, comes with three
decades of embedded Russian-style
oligopoly and corruption that must
be overcome. This matters because
the EU’s reform benchmarks carry

no enforcement mechanism other
than the prospective member’s own
enthusiasm to comply.

Nor has the EU in its modern
form ever welcomed a new member
state whose unsettled borders were,
or could become, a source of conflict
with a hostile major power.

These are only two of the many
big problems facing Kyiv’s member-
ship, which suggests that whatever
buzz emerges from next week’s Lon-
don confab, EU membership isn’t
likely to be a key part of Ukraine’s
plan. This is no bad thing. Advocates
of EU accession inside and outside
Ukraine treat the idea as a convenient
shorthand for “reform,” but it’s not
obvious that adopting French or Ger-
man statism as filtered through Brus-
sels is the type of reform that would
best help a country like Ukraine. Pos-
sibly the opposite.

Ukraine’s challenge will be to de-
velop—and then implement—some
vision of itself that can vindicate the
Ukrainians who have suffered so
much during the war and inspire the
investors and donors who will be so
important to rebuilding. It’s not too
early to start working out what that
vision should be.

Many view membership
in the bloc as the route to
reform, but the EU likely
isn’t up to the challenge.
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What to Make of the Fed’s Interest-Rate Pause

T he Federal Open Market Com-
mittee (FOMC) surprised al-
most no one Wednesday by

“pausing” its streak of interest-rate
hikes to give it more time “to assess
additional information and its impli-
cations for monetary policy.” The
Federal Reserve’s rate-setting com-
mittee stated clearly that to estimate
how much more tightening will be
needed, it will take into account “the
cumulative tightening of monetary
policy” and “the lags with which
monetary policy affects economic ac-
tivity and inflation.”

Yes, assessing those lags is criti-
cal right now. So let’s think about
what the Fed might expect in nor-
mal times and how that might dif-
fer in these abnormal times.

It is now a commonplace, well
understood by the FOMC, that the
effects of monetary policy on the
economy occur with “long and vari-
able lags,” a phrase Milton Friedman
coined more than 60 years ago. Both
adjectives in the phrase are impor-
tant, but start with “long.”

How long? Decades of research
prior to the pandemic, spanning

many different models, offer nu-
merous answers. But as a rule of
thumb, think of the rough “consen-
sus” as suggesting a lag of about a
year or so between a monetary pol-
icy action and its major effects on
real gross domestic product, and
perhaps an additional year or so
before major effects on inflation.

The FOMC began raising interest
rates—belatedly, it admits—in
March 2022, and did so gently at
first. The biggest rate hikes came in
June through November of 2022: 75
basis points at each of four consec-
utive meetings. The committee then
throttled back to 50 basis points in
December 2022 and 25 basis points
in each of the first three meetings
this year. Each of these moves initi-
ated its own train of “long and
variable lags.”

Thus estimating the timing of
the effects of the entire 500-basis-
point tightening is complicated.
But if you don’t have an economet-
ric model at your disposal, here’s a
rough-and-ready approach. The
center of gravity of the 10 Fed rate
hikes was September 2022. Add a
year to see the real effects, and
you have September 2023. Adding

another year to see the effects on
inflation takes you to September
2024, a long way off. But will this
tightening follow historically aver-
age patterns?

That’s where the “variable” piece
comes in. Many monetary policy
tightenings and easings depart from
the average. Some go faster, some

slower. And in this particular busi-
ness cycle, precipitated by the pan-
demic and the recovery from it, just
about everything has been unusual.

So should we expect this Fed
tightening to have faster or slower
effects than usual? That’s the sort
of question that Fed Chairman Je-
rome Powell and his colleagues are
pondering right now.

Here’s one easy place to start.
Historically, the Fed kept silent
about future policy. In consequence,
markets were often taken by sur-

prise and reacted only gradually to
changes in the federal-funds rate.
Now the Fed, like other central
banks, is vastly more open, regularly
giving “forward guidance” on where
policy rates are likely to go.

As a result, markets have gotten
so good at anticipating Fed actions
that market interest rates typically
move before the Fed does. In the
current tightening cycle, bond rates
turned up after Christmas 2021, al-
most three months before the Fed
started raising rates.

Motor-vehicle sales, however, cut
the other way. Normally, they are
one of the strongest and fastest
channels through which monetary
policy affects the real economy.
Higher interest rates crush car and
truck sales; lower interest rates
boost them. But this time around, a
supply bottleneck for computer
chips left the industry unable to
meet demand for months, creating
a huge backlog that is now being
worked off. Contrary to historical
norms, motor-vehicle sales are ac-
tually higher today than they were
when the Fed started tightening—
suggesting a longer policy lag.

The auto example can be gener-
alized. As the economy leapt out of

its recession lows in 2020, supply
bottlenecks cropped up in many in-
dustries. At the same time, demand
was soaring as consumers, flush
with cash from government relief
programs, rediscovered their gusto
for shopping. A tsunami of con-
sumer spending hit just as the Fed
was trying to slow the economy.

There is more, but I have limited
space. Suffice it to say that some
unusual factors point to longer lags
and some to shorter ones. My per-
sonal assessment is that the factors
suggesting longer lags look more
powerful this time around. But the
only assessments that truly matter
are those of Mr. Powell and other
FOMC members.

If all this leaves you thinking
that uncertainties about lags
make a strong case for “pausing”
to watch developments, you’re
thinking about monetary policy
correctly.

Mr. Blinder, a professor of eco-
nomics and public affairs at Prince-
ton, served as vice chairman of the
Federal Reserve, 1994-96. He is the
author, most recently, of “A Mone-
tary and Fiscal History of the
United States, 1961-2021.”

By Alan S. Blinder

Milton Friedman’s famous
monetary policy ‘lags’ are
looking longer and more
powerful than usual.

From the “LGBTQ Glossary,” a
page on Johns Hopkins University’s
website, June 12:

Gay Man: A man who is emotion-
ally, romantically, sexually, affection-
ately, or relationally attracted to
other men, or who identifies as a
member of the gay community. At
times, “gay” is used to refer to all
people, regardless of gender, who
have their primary sexual and or ro-
mantic attractions to people of the
same gender. “Gay” is an adjective
(not a noun) as in “He is a gay
man.” . . .

Lesbian [sexual orientation]: A
non-man attracted to non-men.
While past definitions refer to ‘les-
bian’ as a woman who is emotion-
ally, romantically, and/or sexually at-
tracted to other women, this
updated definition includes non-bi-
nary people who may also identify
with the label.

From the same webpage, June 13:
Johns Hopkins strives to create a

campus culture that is inclusive and
welcoming for all gender identities,
sexual orientations, experiences and
viewpoints, and we are committed to

ensuring Johns Hopkins is a place
where LGBTQ people feel supported.

The LGBTQ Glossary serves as an
introduction to the range of identi-
ties and terms that are used within
LGBTQ communities, and is not in-
tended to serve as the definitive an-
swers as to how all people under-
stand or use these terms.

Upon becoming aware of the lan-
guage in question, we have begun
working to determine the origin
and context of the glossary’s defini-
tions. We have removed the page
from our website while we gather
more information.
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