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Nothing is more useful than water. We cannot live for a week without it. A diamond is close to
useless: you cannot drink it or eat it. Yet a bottle of water costs almost nothing, and a small
diamond costs more than a car. In | 776, a Scottish thinker named Adam Smith wrote about
this puzzle. Why does the most useful thing have almost no price, while a nearly useless thing

has a very high one?

The answer came about a hundred years later, and it is simple. A price does not show how
useful a thing is in total. It shows how much one more of it is worth to you. Water is plentiful,
so one more glass adds almost nothing to your day. Diamonds are scarce, so one more matters

a great deal to the few people who want one.

Put a thirsty traveler in a desert. He will happily trade his diamond for a single glass of water.

The water has not changed. The amount of water around him has.

So a price tells you how scarce a thing is, not how important it is. When a price looks like a

measure of value, ask what is plentiful and what is scarce before you trust it.
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Diamonds are far more useful than water, so their high price is only natural.
A price shows how much one more of a thing is worth, not how useful it is in total.
Water is so important to everyone that shops should charge much more for it than they do now.

Adam Smith found a way to make diamonds cheaper for ordinary people in | 776.
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That diomonds are far harder to find than water, yet the people who dig them earn almost nothing.
That the price of a bottle of water is very different from one country to another.
That the most useful thing has almost no price, while a nearly useless thing has a high one.

That fewer people buy diamonds every year, but the price never goes down at all.
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The water has not changed; the amount of it around him has, so one glass is worth more.
Diamonds become cheap in a desert, so a traveler who carries one there will lose money on it.
A thirsty traveler should give up his diamond before his water, according to the writer.

Desert water is dirty, so a clean diamond can be sold there for a much higher price than at home.
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Shops should sell water for much more and diamonds for much less than they do now.
A price is about scarcity, not importance, so ask what is plentiful and what is scarce.
The more expensive a thing is, the more it matters, so choose the pricier one when you are unsure.

Buying diamonds is a waste, so people should spend that money on water for others instead.
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