

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	Skip to main content












	

	

	
	

	

	
	












			

			





			






	




	


	
	





	








	

	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
	

	
	
		
		
		
	


















	
		
	

	

	
		
	

	







	
		
		
		

		
		
		
		
			
				
				









	
	    












    
    






    
    







    




    






    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    






    
        
    


    
            
            
                
            
            
                
        Add Paper to My Library
        
        

    















	














	
	    







 



	




	







	




































    



			

			
				
				
				
				
				
						
				
				
				
					
						Share:
							
	
	
	


					

					
				
				
				




				
				

    
        
        
        
            

		
		
		
			
				
			
		

		
            

		
		
		
			
		

		
            

            
        

        
    

    


    




				
				
					

					
					Permalink

						Using these links will ensure access to this page indefinitely

						
							
							Copy URL
						

						
							
								
								Copy DOI
								

							

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	Adam Smith's Answer to the Feldstein-Horioka Paradox: The Invisible Hand Revisited

	
    
        
            
            







    
    










    
    
    
    











			
                    ISER Discussion Paper No. 778
 
        

    
	

	
	
		
		
			6 Pages
		
		

		Posted: 29 May 2010
		
		
		
	

	
		
			
			




	See all articles by Ayumu YasutomiAyumu Yasutomi
Institute for Advanced Studies on Asia - The University of Tokyo
Charles Yuji Horioka
Kobe University; National Bureau of Economic Research; Asian Growth Research Institute; Osaka University


		

	
	
	
	
	



	
	
	
	
		
		
	
	
		
			Date Written: May 27, 2010

		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		In this paper, we show that Adam Smith pointed out the existence of the Feldstein-Horioka Paradox or Puzzle and even gave an explanation for it more than 200 years before the publication of Feldstein and Horioka (1980). Smith argues that it is the pursuit of their own security that leads owners of capital to invest their capital in their own country to as great an extent as possible and that it is the pursuit of security rather than the pursuit of profit that leads individuals to promote the good of society as a whole via the â€œinvisible hand.â€� 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: Feldstein-Horioka paradox, Feldstein-Horioka puzzle, capital mobility, capital flows, saving, investment, Adam Smith, invisible hand

	
	

	
    

    
	

	
	
		JEL Classification: B12, F21, F32

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Yasutomi,  Ayumu and Horioka,  Charles Yuji, Adam Smith's Answer to the Feldstein-Horioka Paradox: The Invisible Hand Revisited (May 27, 2010). ISER Discussion Paper No. 778,  Available at SSRN: https://ssrn.com/abstract=1616505 or http://dx.doi.org/10.2139/ssrn.1616505 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Ayumu Yasutomi

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Institute for Advanced Studies on Asia - The University of Tokyo  ( email )

			

			
			
				
				
				
					Yayoi 1-1-1
Bunkyo-ku
Tokyo, 113-8657
Japan

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Charles Yuji Horioka (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Kobe University  ( email )

			

			
			
				
				
				
					2-1, Rokkodai cho
Nada-ku
Kobe, 657-8501
Japan
81-78-803-7022 (Phone)
81-78-803-7059 (Fax)

				

				
			

			
				
				
					HOME PAGE: http://www.rieb.kobe-u.ac.jp
				

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				National Bureau of Economic Research  ( email )

			

			
			
				
				
				
					1050 Massachusetts Avenue
Cambridge, MA  02138
United States

				

				
			

			
				
				
					HOME PAGE: http://www.rieb.kobe-u.ac.jp
				

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Asian Growth Research Institute  ( email )

			

			
			
				
				
				
					11-4, Ohtemachi, Kokurakita-ku
Kitakyushu, Fukuoka 803-0814
Japan

				

				
			

			
				
				
					HOME PAGE: http://www.iser.osaka-u.ac.jp
				

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Osaka University  ( email )

			

			
			
				
				
				
					6-1, Mihogaoka
Suita, Osaka 567-0047
Japan

				

				
			

			
				
				
					HOME PAGE: http://www.rieb.kobe-u.ac.jp
				

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      165

			

		
		
		
			Abstract Views

			    1,998

		

		
		 
		
			Rank

			  326,674

		

		
	


	

	
		
			
				        2 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    History of Economics eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                History of Economics eJournal

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,838

                                    

                                    
                                        PAPERS

                                            3,895

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Kevin D. Hoover at Duke University - Departments of Economics and Philosophy, Steven G. Medema at Duke University - Department of Economics

                                    

                                
                            

                        

                    

                


        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        A Contribution to the Empirics of Economic Growth

                        
                            By
                                
                                
                                    
                                    N. Gregory Mankiw, 
                                    
                                
                                    
                                    David H. Romer, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Domestic Savings and International Capital Flows

                        
                            By
                                
                                
                                    
                                    Martin S. Feldstein
                                     and 
                                
                                    
                                    Charles Yuji Horioka
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Transitional Dynamics and Economic Growth in the Neoclassical Model

                        
                            By
                                
                                
                                    
                                    Robert G. King
                                     and 
                                
                                    
                                    Sergio T. Rebelo
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Human Capital and Growth:  Theory and Evidence

                            
                                By
                                    
                                    
                                        
                                        Paul M. Romer
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Augmented Solow Model and the Productivity Slowdown

                            
                                By
                                    
                                    
                                        
                                        James D. Hamilton
                                         and 
                                    
                                        
                                        Josefa Monteagudo
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Dynamic Gains and Losses from Trade Reform: An Intertemporal General Equilibrium Model of the United States and Mercosur

                            
                                By
                                    
                                    
                                        
                                        Agapi Somwaru
                                         and 
                                    
                                        
                                        Xinshen Diao
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Crowding Out Capitalism: A Law of Historical Materialism

                            
                                By
                                    
                                    
                                        
                                        Klaus Hagendorf
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Financial Market Integration in Pakistan

                            
                                By
                                    
                                    
                                        
                                        Sulaiman D. Muhammad, 
                                        
                                    
                                        
                                        Adnan Hussain, ...
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
			
				
			
			
		
	
		
	
		
	
		
	
		
	
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l200 in   0.101 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
