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Re-reading Adam Smith’s “Mystery of Diamond and Water”
Wang Yao

Abstract; Adam Smith pointed out *the value paradox of diamond and water” in The Wealth
of Nations 230 years ago, which pulled a prelude for the economists to discuss the issue of
how to decide value. Classical economists including Smith himself can not answer this para-
dox. From the point of scarcity, the marginalism has made a satisfactory explanation about
this paradox which has been recognized by the economic academic circles. However, it is
strange that Adam Smith had resolved the paradox of diamond and water from the perspec-
tive of scarcity in one speech which advanced 10 years of The Wealth o f Nations. Did Adam
Smith suffer from amnesia? In fact, being loyal to the original intention of Smith, Ricardo’s
first introduction of the thought of heterogeneous private information as well as Veblen's
proposition of the theory of consumption to show off maybe anew gives a convincing expla-
nation about this paradox.

Key words: diamond and water; heterogeneous private information; consumption to show off
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