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18 Economic Thought

balances in the trade with Particular countries or in particular
sectors of commercia] activity. There Was considerable Suspicion,
for Instance, that the trade witp the East Ingjeg was for all of

Europe a “losing” trade involving a chronic draip of the precious
metals to the East. ; o

long continued tq support dlscrimination between countries
in the regulation of imports according to the usual state of (he
trade balances Wwith such countries, or ng an incident to tariff
bargaining, or as an instrument of power politics.
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to make the balance of trade favourable and to increase domestic
employment.

The general mercantilist position was that imports of
goods and services were in principle desirable only if (a) they
were essentials which could not be produced, at whatever
cost, at home, or (b) they were raw materials which could not
be produced at home in the needed quantities except by the
withdrawal of scarce resources from the production for domestic
use or for export of goods with a higher labour content in
proportion to their value, or (¢) they needed to be imported as
a quid pro quo for other countries’ allowing their nationals to
import from the country in question. The implicit mercantilist
ideal was zero import, and export only in exchange for the
precious metals. In France, Colbert and others gave this ideal
express formulation in replying to objections raised by
Frenchmen that the severity of French import restrictions
would result in other countries’ prohibiting entry of French
products. Colbert claimed that France alone had the potentiality
to produce at home the whole range of commodities essential
to national prosperity, whereas none of its neighbors could
dispense with France's commodities.

A variant of mercantilist doctrine, expounded mostly but
not exclusively by English writers, substituted for a favourable
balance of trade in terms of monetary values a “balance of
labour” in terms of the relative labour content of the exports
and the imports—with an aggregate excess of the labour
content in the exports over that in the imports treated as
“favourable.” This has been regarded by some modern
commentators as a “refinement” or improvement of the balance
of trade doctrine. It would, however, be easily possible for a
given trade situation highly unfavourable by the trade balance
criterion to be highly favourable by the balance of labour
criterion, and vice versa. Under the balance of labour criterion,
moreover, the fewer units of import commodities obtained on
the average per unit of export commodity, other things being
equal, the more “favourable” would be the balance of labour.

Political Objectives
Mercantilism had political as well as strictly economic
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objectives iy view. The minimum objectiveg were an even
balance of trade and ap €ven balance of power. But ag large
an excess of e€xports over imports gg Possible was ap aspiration
of a]] Countries, and the £reat powerg Sought more thap an
éven balance of Power. They Sought enough Superiority of
Power to “give the law” ¢o other countries, to enable conquest
of adjoining territory or overseas colonies, or 4 defeat thejr
enemies in way., It was Beneral doctrine that strength wag
necessary ag g means of Protecting wealth and of augmenting
it, while wealth wag Strategic resource, necessary to pProduce
strength ang to support Its exercige, With wealth one could
finance and equip armijeg and navies, hire foreign mercenaries,
bribe Potentia] enemies, anq subsidize allies. Power could be
exercised to acquire colonies, tq win access tq new markets
and to shut foreigners out of one’s OWn markets, and to
monopolize trade routes, high-seqas ﬁshen’es, and the slaye
trade with Africa, “Power” wag clearly ang obvious] Y arelative
matter; what Mmattered wag the ratio of Power, not the terms
of the ratjo. It was also true of power that geography had
great importance in determming what comparisong were
relevant; landlockeq Countries haqg little Occasion to concern
themsalyveg with theijr Power relative ¢, a distant maritime
bower, ang being a neighbor tg 5 strong country coylq mean
being under constant threat. It was alsg a distinctive feature
of political relations thyt fomparisons of Strength were relevant

political sphere in g world of power politics, whether the
bower was expected to Serve nationaj aggression or national
security, wag often carried over tq the economie sphere, where
it had litt]e relevance, It could and diq lead to grogs confusion
about the nature ang Significance of National wealth and
Nationa] economic well-being,

When great emphasig Was placed, in the economje sphere,
as jt logically as in the sphere of Power rivalries, on an
inherent conflict of interests, thjg had graye consequences
both for econoniie policy arng for internationa] politics. If it
Was relative statug that solely or mainly Mmattered, economic

damage tg 5 rival country could logically be treated ag equivalent
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to economic benefit to one’s own country, and famine abroad,
to bountiful harvests at home. Such reasoning abounds in the
mercantilist literature, and it was moral or sentimental
revulsion against it more than superior economic analysis
which brought much of the late eighteenth-century
Enlightenment to the support of free trade ideas. Even among
writers who were primarily interested in economic matters,
the mercantilist “jealousy of trade” f{ostered, as
overcompensation, an exaggerated belief in the harmony and
mutuality of economic interests between countries.

The doctrine that low real wages (per hour or per day or
per piece) were in the national interest was widely prevalent
in England in the seventeenth and eighteenth centuries and
has sometimes been labeled by modern writers as “the
mercantilist labour doctrine.” Many English writers did expound
this doctrine, with favourable balance of trade considerations
obviously in mind. But a substantial number of writers denied
the proposition on which the doctrine was based, namely,
that English labourers, once their minimum needs were taken
care of, preferred idleness to more (or superior) cominodities,
or, as one eighteenth-century writer phrased it, that for workers
in general “the luxury of indolence tends always to swamp the
luxury of goods.” Or, if they accepted the proposition as true
to fact and regarded voluntary idleness as an evil, they proposed,
on humanitarian and other grounds, the search for remedies
less oppressive for the poor than low rates of real wages. It
seems difficult to find on the Continent any trace of a special
affinity between mercantilist thought in general and the low-
wage doctrine, perhaps because it was generally impossible
for the poor there to attain a basic minimum of subsistence
without working to nearly the limits of their endurance, perhaps
because in Catholic countries the frequency of religious holidays
when work was prohibited satisfied their carvings for rest,
leisure, and time-consuming dissipation.

Distinctive Aspects of Mercantilism

Mercantilism was a doctrine of extensive state regulation
of economic activity in the interest of the national economy. It
took for granted that man was inherently self-regarding and
would pursue his own interests without concern about the
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Substantially new in mercantijlist thought, however, was
its systematic adjustment to the toncentration of Power and
the monopolization oi‘loyalty by nation-states, which in thejr
relations with other stateg followed 5 “Machiavel]ian” or amoral
code, and were more extensive in area ofjurisdiction than the

mercantilism Were its greater concern with €conomic matterg
a8 one phase of the then Prevalent Secularization of thought

oly Roman Empire ang of feudalisy and the absorption of
the hitherto substantially autonomoyg City-stateg by the new
nation-stateg, Mercantilism Was a doctrine of state intervention

have the accumulation of the precioysg metals, favourable
balances of trade, ang national limjtg ¢, moral obligations ag
central and ultimate objectives.

Differences in Practice
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Practice was conditioned by limitations of administrative
capacity; pressure of conflicting national objectives; domestic
resistance arising out of regional, class, and occupational
special interests; military weakness; and the idiosyncrasies,
the apathy or enthusiasm, and the dynastic loyalties of
monarchs.

The techniques adopted could be monetary ones, involving
control of exchange markets and of the movement of the
precious metals across national boundaries. They could take
the form of regulation of individual commercial transactions;
of regulation by general tariffs, prohibitions, or quantitative
restrictions; or of subsidies to exports or to exporting or import-
competing industries. The governments could themselves set
up £nd operate factories producing for export or replacing
imports; they could set up and operate companies engaged in
foreign trade; they could grant monopoly privileges to privately
owned chartered companies to produce and sell specified
products in the domestic market, to engage in foreign trade
on the basis of special privileges, and to administer overseas
colonies. Governments could encourage immigration, restrict
emigration, or promote early marriages in the belief that
growth of population would serve the general mercantilist
objectives. Wages and interest rates could be subjected to
legal maxima in the belief that this would improve the national
competitive position in foreign trade. Wars could be embarked
upon for mercantilist reasons. On all of these matters, while
ultimate objectives could be static within countries and uniform
as between countries, the selection of means to serve these
objectives could differ between countries and could undergo
constant change through time within countries because of
change of circumstances and of opinions.

Mercantilism in practice always in some measure fell
short of what doctrine called for. Perhaps the most important
deviations of practice from doctrine were those resulting from
the fiscal necessities of government. All governments in the
age of mercantilism found it difficult to finance their general
activities. To adhere to mercantilist objectives without regard
to fiscal considerations would often involve the exemption of
important categories of exports from customs duties, the
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or decrease of

the restrictions on the export o
merchants woylq
Privileges granted to the trading ¢
absolute monarchy Prevailed, go
to make concessions to such dis

ompanies. Even where
vVérnments foung it necessary
senting groups.

Every measure restrictive of
of private profit from jts ey
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Britain in particular, although there was general approval in
principle of mercantilism, there was almost equally general
dislike of the administrative institutions and practices essential
to its effective execution.

‘The British public was jealous of the exercise of power by
the executive branch of the national government, of
administration conducted by the central authorities in London
instead of locally, and of agents of the central government
with powers of inspection and arrest. Legislation was more
centralized than in most countries, but enforcement was highly
decentralized and was largely left to unpaid local magistrates
with considerable autonomy and to suits brought on their
own initiative by interested parties or by voluntary informers
who were remunerated from the monetary penalties imposed
by the magistrates as a result of such suits. The higher the
customs duties and the more burdensome the regulations and
prohibitions, the greater was the incentive to evade or violate
them, so that in many cases difficulty of enforcement led to
restraint in the severity of legislation or to partial or complete
abandonment of serious attempts at enforcement. It seems
quite plausible, therefore, that at least in England mercantilist
measures were in practice not nearly as severe a restraint on
foreign trade in the eighteenth century as were, say, the
transportation costs of the time or than are the ordinary
tariffs of present day protectionism.

While there was a substantial unity of doctrine throughout
the Western world with respect to the proper objectives of
commercial policy, the differences between countries in political
organization, administrative structure, and geographical
circumstances led to very substantial differences in the intensity
with which, and the selection of devices whereby, they pursued
these objectives. In the smaller Germanic states, for instance,
mercantilism was little more than a vague general doctrine.
The major interests of German intellectuals relating to economic
and political matters, as represented by the contents of
cameralist writings and university courses, were directed to
the principles of management of the absolute rulers’ finances,
of organization and conduct of professionalized public
administration, and of management of official property,
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including mints, mines, forests, ang an occasional factory. I
France, although publie administration was on the whol
centralized to ap extent without parailel in England, taxatio:
(incl uding customg duties), property law, and guild regulation
were largely under autonomous jgeg] administratjon followin;
traditional and regionally diverse Patterns and principles.

The Decline of Mercanti]ism

spokesmen for a politica] faction, an industry, g region, a
particular port or town, or g particular Privileged company,

In the 17504 there first began to appear comprehensjve
eriticism of the basic principles of mercantilism by persons of

political ag well as on economic grounds, of freedom of the
individua] from detaileq regulation by the sitate. Here important
voices were those of Adam Smith in Britain ang of the marquis

7 genson, the ph Ysiocrats, ang Turgot in France, Important
also was the widespread revulsion among intellectualg against
the past recorq of almost continuous war and preparation for
war, for which mercantilism wiyg largely blamed. It was, in
fact, much more the pacific ang cosmopolitan views of the
Philosophes and the Iluminatj on the Continent and of men
like David Hume ang Adam Smith.in Britain than the more
strictly economic argument of these and other writers which
first put mercantilism seriously on the defensive among



Introduction 27

this to domestic and international trade alike. Here they had
since the 1750s a number of important predecessors. They
added, however, an analytical justification of this position
which was essentially new, the principle that allocation of
resources to production in accordance with comparative costs
would maximize aggregate output and that the operations of
individuals acting in their own interest in a free and competitive
market would conform with this principle. They did not deny
that this was subject to the qualification that producers knew
both what their relevant costs were and what were the prices
at which their products could be sold. But they claimed, as an
obvious proposition, that businessmen were better informed
on these matters than government could be. IFrom this
reasoning, they proceeded to the policy conclusion that the
determination of what commodities and in what quantities a
country could export and import to its greatest advantage
should be left to the outcome of the decisions of individual
businessmen operating to maximize their own incomes. This
was a sharp break with mercantilism’s insistence on the
necessity of regulation of economic behaviour and its ranking
of the desirability of export and import of particular commeodities
according to whether they were manufactures or agricuitural
products or raw materials and according to their labour content.
To the classical scheol these were more or less arbitrary
classifications, whose correspondence, if any, in practice with
classification according to the comparative cost principle would
be fortuitous.

The classical school also rejected the mercantilist stress
on the balance of trade and on the national supply of the
precious metals. They claimed that in the absence of government
regulation an international automatic equilibrating mechanism
would bring each country the amount of specie appropriate to
its needs and circumstances and would prevent trade balances
from getting into serious disorder. Here they had predecessors
in the eighteenth century, most notably, perhaps, Isaac Gervaise
and David Hume.

It is to be noted that neither the mercantilists nor the
classical school distinguished clearly and systematically between
short-run and long-run effects, and that insofar as one can




