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PREFACE

It has been nearly twenty years since the second edition of this book was assem-
bled. Much has changed in international political economy (IPE) since then,
particularly its theoretical development. While the classics remain the classics,
the field’s theoretical landscape has changed in response to the trials and tribula-
tions of globalization since the mid-1990s as well as under the influence of theo-
retical trends across the social sciences more broadly. In a 2007 article expanded
into a 2008 book, Jerry Cohen launched a vigorous debate throughout IPE with
his observations of a theoretical divide between an “American school” and a
“British school” counterpart, two approaches (as they say) separated by a com-
mon language. The argument generated numerous responses collected in special
issues of Review of International Political Economy and New Political Economy, two
of the field’s leading journals. Edited volumes were assembled to advance the
debate. The robust theoretical heterogeneity of IPE was on full display.

This third edition of The Theoretical Evolution of International Political Economy
is composed in the afterglow of that debate. The core of the reader remains as it
has been since the first edition, dedicated to an explication of IPE’s three domi-
nant traditions of liberalism, economic nationalism, and Marxism. The classical
readings were expanded from the second edition to capture more of the richness
of the pre~World War I inheritance but otherwise left mostly intact. Significant
revision has been performed to the remainder of the text, however. Some changes
were motivated by new directions in which the field has moved since the 1980s
and 1990s. Other changes were spurred by a desire to include works that have
since the mid-1990s proven themselves as “new classics” or had not yet been
written. The biggest changes were the removal of two empirical topics of special
interest to the American school of IPE—hegemonic power and stability, and
international regimes—together with the addition of two new sections devoted
to feminism and Green theory. Hopefully, these choices continue to fulfill the



x Preface

classroom needs of scholars and teachers while simultaneously expanding the
representation of the wealth of IPE theory across the transatlantic divide.

It must be admitted that the departure of George T. “Sam” Crane from this
project has also influenced the revisions in this third edition. Sam has been a
respected colleague at Williams College since my arrival there in 2001 and he
brought me on to this project when it was in its infancy. As the undertaking
stalled and restarted during the late 2000s, Sam heard a call from intellectual
pastures new and decided to entrust his hard work and the reputation of this
respected volume to Abla and me. We hope that we have met the challenge and
served Sam’s legacy well. In addition, we thank Ann Towns, Helen Kinsella, and
three anonymous reviewers for their helpful suggestions and comments along
the way, as well as Tara Fischbach for her valuable research assistance. Darel ded-
icates this volume to Michael Paul, my own little Joseph and the consolation of
my old age. Abla dedicates this volume to Tara Fischbach, my daughter and the
light in my eyes, as well as to my family who have always supported me.

Darel E. Paul
Williamstown, MA
April 2013



The Theoretical Evolution of
International Political Economy



This page intentionally left blank



Introduction

Theories of International Political Economy

What Is International Political Economy?

Edgar Fielder, former US assistant secretary of the treasury, once said, “Ask five
economists and you’ll get five different answers—six if one went to Harvard.” Some
version of this old joke applies to efforts to define international political economy
(IPE) today. In particular, political economy as an academic field of research lives
two radically separate lives giving rise to two radically different families of defini-
tions. Within economics and a few political science departments strongly oriented
toward quantitative research methods, the field is defined exclusively as “positive
political economy”™—rational choice, formal modeling, and neoclassical microeco-
nomic theory. This is the kind of approach one encounters in the Journal of Political
Economy, for example, one of the oldest and most prestigious academic journals in
the world. A very different understanding of political economy animates the field
in the other social sciences, especially political science and international relations.
Here scholars largely eschew formal modeling in favor of case studies; embrace a
rich methodological and theoretical diversity that includes structural approaches
from realism to Marxism; and marginalizes the dominant research themes of posi-
tive political economy such as political business cycles, uncertainty, and institu-
tional voting rules in favor of state power, structural change, and systemic outcomes.

Yet even within the field of IPE, political economy is understood in two rather
different ways. The dominant approach is one that sees political economy lying
at the crossroads of the study of politics and economics, defined as the mutual
interaction of states and markets.' This is the definition used by the most popular
IPE textbooks written by the field’s most prominent scholars. For example, the

1 «

We can view international political economy as the intersection of the substantive area stud-
ied by economics—production and exchange of marketable means of want satisfaction—with the
process by which power is exercised that is central to politics.” Robert O. Keohane, After Hegemony
(Princeton: Princeton University Press, 1984), 21. Robert Gilpin goes further when he states that
IPE questions “how the state and its associated political processes affect the production and distri-
bution of wealth and, in particular, how political decisions and interests influence the location of
economic activities and the distribution of costs and benefits of these activities. Conversely, these

questions also inquire about the effect of markets and economic forces on the distribution of power
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eternally popular reader International Political Economy: Perspectives on Global
Power and Wealth edited by Jeffry Frieden, David Lake, and Lawrence Broz defines
IPE as “the study of the interplay of economics and politics in the world arena”
where economics is understood as “the laws of the marketplace” and politics as the
processes that generate “government policy.”> Benjamin Cohen, in the introduc-
tion to his authoritative four-volume edited collection of classic works in the field,
likewise defines IPE as “a marriage of two disciplines, integrating market studies
and political analysis into a single field of inquiry”? By this “states and markets”
approach, IPE seeks to explain how political power shapes economic outcomes
and how economic forces influence political action. Although divergent beliefs are
held as to the direction and strength of the relationship between politics and eco-
nomics, exploring their interconnection is the stuff of political economy:.

There is a second conceptualization of IPE, less influential in the United
States yet more so outside it, which moves away from states as the signal actors
and markets as the foundational institution of the international political econ-
omy. Instead it shows a greater interest in global structures of political-economic
power and a greater affinity with heterodox strains of economic thought that
come together to define the object of study as “globalization” or even “capi-
talism.” Thus, the popular Global Transformations Reader by David Held and
Anthony McGrew, presenting excerpts of a full fifty articles on globalization,
takes as its object of study “world order” in toto, of which states and markets
form but a part.* Frank Lechner and John Boli, whose Globalization Reader has
gone into a fourth edition, also speak of “a new global society, not just a world
economy” driven by the expansion and development of capitalist social rela-
tions worldwide and insist that one must embed the latter in the former if one
is to understand either.’ Not surprisingly, such an understanding of IPE is much
more inclusive of the work of scholars outside the United States and outside the
disciplines of political science and economics; surely not coincidentally, Held

and welfare among states and other political actors, and particularly about how these economic
forces alter the international distribution of political and military power.” Robert Gilpin, The Political
Economy of International Relations (Princeton: Princeton University Press, 1987), 10-11.

?Jeffry Frieden, David Lake, and J. Lawrence Broz, eds., International Political Economy: Perspectives
on Global Power and Wealth, Sth ed. (New York: W. W. Norton & Company, 2009), 1, 3.

* Benjamin J. Cohen, “Introduction,” in Cohen, ed., International Political Economy
(New York: Routledge, 2011), 1.

* David Held and Anthony McGrew, “The great globalization debate: An introduction,” in Held
and McGrew, eds., The Global Transformations Reader: An Introduction to the Globalization Debate,
2nd ed. (Cambridge: Polity Press, 2003), 1-49.

® Frank J. Lechner and John Boli, “General introduction,” in Lechner and Boli, eds., The
Globalization Reader, 4th ed. (Malden, MA: John Wiley & Sons, 2012), 1-6.
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and McGrew are both British international relations scholars while Lechner and
Boli are American sociologists.

In a 2006 study of undergraduate IPE syllabi in departments of political
science at both public and private universities and colleges throughout the
United States, one finds that approximately two-thirds of the courses reflected
the “states and markets” approach while only some 10 percent took the “glo-
balization” approach.® In the United Kingdom, on the other hand, IPE tends
strongly toward the latter.” While the “states and markets” approach privileges
state behavior, system governance, and causal relationships between variables,
the “globalization” approach treats states as but one of many important actors,
adopts a critical social scientific orientation that seeks both to explain and to
transform social structures, and rejects the possibility as well as the desirability
of separating positive from normative questions.

Much of the difference between these two broad approaches is rooted in
the varied pathways taken by scholars seeking to reunite what was separated
at the end of the nineteenth century. Until the 1870s, everyone studying the
production, consumption, and distribution of wealth studied “political econ-
omy” and the leading textbooks of the day—particularly David Ricardo’s
Principles of Political Economy and Taxation, later superseded by John Stuart
Mill’s Principles of Political Economy—reflected the name. Under the banner
of the “marginal revolution,” however, political economists sought to become
more mathematical, positive (as opposed to normative), individualist, and
deductive, all toward the goal of becoming more “scientific.” Not only were
power and questions of political theory removed from consideration. So, too,
were law, culture, collective actors and social institutions beyond the market.
In 1890 the leading textbook in the field became Alfred Marshall’s Principles
of Economics, and political economy as a field of knowledge entered its eclipse.
For decades afterward, only those working from a Marxist lineage continued
to use the label.

That classical period of political economy was deeply interdisciplinary.
Consider for starters the great classical political economists themselves. Adam
Smith was a professor of moral philosophy; David Ricardo, an investment
banker and British Member of Parliament; Thomas Malthus began his adult
life as an Anglican priest; John Stuart Mill, a philosopher, colonial bureaucrat,
and British MP; Friedrich List was a newspaper editor and diplomat; and Karl

¢ Darel E. Paul, “Teaching political economy in political science: A review of international and
comparative political economy syllabi,” Perspectives on Politics 4 (2006): 729-734.

7 Ben Clift and Ben Rosamond, “Lineages of a British international political economy,” in Mark
Blyth, ed., Routledge Handbook of International Political Economy (IPE) (New York: Routledge,
2009), 95-111.
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Marx, a philosopher, a founding father of sociology, and professional revolu-
tionary. The field had to be interdisciplinary because it constituted an effort to
understand the inner workings of a new kind of social order that emerged first in
Britain in the late eighteenth century and then in parts of Western Europe and
North America in the early nineteenth. Smith called it “commercial society” and
Marx labeled it “bourgeois society.” Today we often refer to it broadly as capital-
ism, with political economy as the pursuit of understanding its inner workings.
Where did the new wealth of the Industrial Revolution come from? How was
it distributed? Why was this new opulence combined with such tremendous
poverty? How did the state and powerful social interests shape these processes?
How should they?

In the United States, political economy was reconstituted in the academic
mainstream by international relations (IR) scholars rebelling against the sharp
separation of the disciplines of political science and economics. In the 1970s,
Robert Keohane and Joseph Nye led the rebellion against realism and its theo-
retical domination of IR, which they saw as overly focused on states and the role
of military force. By that time, the international economist Richard Cooper had
already popularized the idea of interdependence and its increasing limitation of
the policy freedom of states.® Likewise, the economist Raymond Vernon was
writing on the growing role of transnational corporations actively limiting the
ability of formally sovereign states to exercise power even within their own ter-
ritorial boundaries.” Keohane and Nye developed these earlier forays into con-
cepts such as transnational relations and, especially, complex interdependence,
which create not only new economic connections but new power configura-
tions based upon asymmetrical dependencies between states in the interna-
tional system. Shoving military power off its pinnacle, Keohane and Nye raised
up economic forms of power such as control over natural resources, exploita-
tion of asymmetrical trade dependencies, or the direction of international trade
and capital flows by transnational corporations.'’ Important early interlocutors
such as Robert Gilpin and Stephen Krasner defended the continuing analytic
centrality of both state power and state interests in the midst of the rise of new

8 Richard N. Cooper, The Economics of Interdependence: Economic Policy in the Atlantic Community
(New York: McGraw-Hill, 1968).

? Raymond Vernon, Sovereignty at Bay: The Multinational Spread of US Enterprises (New York: Basic
Books, 1971).

!9 Joseph S. Nye, Jr. and Robert O. Keohane, “Transnational relations and world politics: An
introduction,” International Organization 25 (1971): 329-349; Joseph S. Nye, Jr. and Robert O.
Keohane, “Transnational relations and world politics: A conclusion,” International Organization 25
(1971): 721-748; Robert O. Keohane and Joseph S. Nye, Power and Interdependence: World Politics
in Transition (Boston: Little, Brown, 1977).
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economic issues to prominence. Certainly the hands of the state are constrained
in novel ways by the processes highlighted by Keohane and Nye, they argued.
Yet the structure of the international economy continued to be determined first
and foremost, as it always must be, by state power and interstate relations."

What is important is less the theoretical and empirical clashes between
nascent schools than the establishment of IPE in the United States as a dialog
between them over the continuing centrality of the state to international eco-
nomic relations. This became a lasting template for the field and explains why
American IPE tends to appear as a fusion of international economics and inter-
national relations.'> Keohane in particular set the tone of IPE by his particular
integration of liberal economics and international relations realism. Gilpin and
Krasner certainly differed in important ways, but they, too, embraced the field as
such a fusion. The relative weight assigned by any particular scholar thus served
to place them in either the liberal or realist camp. Of course, in its early days
liberal IPE was perhaps better understood (as Keohane himself did) as modified
structural realism, further reinforcing IPE’s international relations patrimony. In
aless charitable rendering, some see American IPE suffering from a “shackling”
to international relations.'® The field certainly continues to exist, in the US at
least, primarily as a “subdiscipline within political science.”"*

IPE’s very different historical emergence outside the United States estab-
lishes a rather different character of the field in the rest of the English-speaking
world. The IR scholar Susan Strange played a central role in the founding of
the field in Britain in the early 1970s, both intellectually and institutionally.
Like Keohane and Nye around the same time, Strange noticed increasing
interdependence, the rise of transnational relations, and the growing chal-
lenges of international cooperation, made all the more difficult to understand
and address due to the “mutual neglect” that IR and international econom-
ics showed one another.”® As a response, in 1971 she helped establish the

" Robert Gilpin, “The politics of transnational economic relations,” International Organization 25
(1971): 398-419; Robert Gilpin, US Power and the Multinational Corporation: The Political Economy
of Foreign Direct Investment (New York: Basic Books, 1975); Stephen D. Krasner, “State power
and the structure of international trade,” World Politics 28 (1976): 317-347; Stephen D. Krasner,
Defending the National Interest: Raw Materials Investments and US Foreign Policy (Princeton: Princeton
University Press, 1978).

12 Cohen, “Introduction,” 3—4.

" Nicola Phillips, “The slow death of pluralism,” Review of International Political Economy 16
(2009): 85-94.

' Jeffry Frieden and Lisa L. Martin, “International Political Economy: Global and domestic
interactions,” in Ira Katznelson and Helen V. Milner, eds., Political Science: The State of the Discipline
(New York: W. W. Norton, 2002), 118-146. The quote is from p. 118.

' Susan Strange, “International economics and international relations: A strange case of mutual
neglect,” International Affairs 46 (1970): 304-31S.
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International Political Economy Group as a multidisciplinary research and
policy network across the UK that still exists as a section within the British
International Studies Association. In Canada, the IR scholar Robert W. Cox
played a similar founding role. With professional roots in the International Labor
Organization, Cox helped place social class and transnational social order, rather
than simply the state, at the core of the globalization approach. Cox’s adoption of
many ideas of the Italian Communist Antonio Gramsci regarding the interplay of
ideas and material forces even established the foundation for what some call the
neo-Gramscian school of IR and IPE.'¢

Of course, there is more to the origins of the globalization approach than
its distinct founding fathers and mothers."” The fact that political science has
not been the parent discipline of IPE’s globalization approach has made it far
broader than a fusion of politics and economics could render. In Britain, interna-
tional relations is often a distinct academic field organized quite independently
from departments of politics. Economic history has also been especially impor-
tant to the globalization approach; while nearly defunct in the United States as
a subfield of economics, whole departments dedicated to it continue to exist in
the UK and strongly influenced the establishment of IPE there. Finally, hetero-
dox economic approaches have long found much greater respect and influence
outside the US and have thus found a place in IPE. In particular, a Marxist-
influenced sense of structural, rather than individual, power animates the glo-
balization approach.'®

Such differences between the states-and-markets and globalization
approaches beg the question of whether enough overlap exists to establish a
coherent field of knowledge, much less an academic discipline. One response
is simply to praise the multiplicity of epistemological, ontological, and method-
ological premises as welcome contributors to a “rather open-ended and eclectic
intellectual enterprise.”’” While some claim this diversity lays the foundation
for a constructive “global conversation,” others see a gap between approaches

!¢ Robert W. Cox, “Social forces, states and world orders: Beyond international relations the-
ory,” in this volume; Stephen Gill, ed., Gramsci, Historical Materialism and International Relations
(Cambridge: Cambridge University Press, 1993).

'7 A focus on key “intellectual entrepreneurs” is taken by Benjamin J. Cohen in “The transatlantic
divide: Why are American and British IPE so different?” Review of International Political Economy
14 (2007): 197-219. The biographical sketches are more fully developed in Cohen, International
Political Economy: An Intellectual History (Princeton: Princeton University Press, 2008).

'8 Mark Blyth, “Introduction: International political economy as a global conversation,” in
Blyth, ed., Routledge Handbook of International Political Economy (IPE): IPE as a Global Conversation
(New York: Routledge, 2009).

' Eric Helleiner, “Division and dialogue in Anglo-American IPE: A reluctant Canadian view;”
New Political Economy 14 (2009): 377-383.
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so vast that such conversation amounts to nothing more than a “dialogue of the
deaf”?* While we might all agree that an empirical terrain called the international
political economy exists, does IPE? That is, does the intellectual enterprise add
up to anything? And more to the point, does IPE as a coherent theoretical project
exist, something that could experience and reflect—per the title of this book—
theoretical evolution?

Back in the 1970s, IPE was built (or, in light of its historical antecedents,
rebuilt) to wrestle with what Cohen has referred to as “the Really Big Question”
of global systemic stability and transformation, with a special emphasis on the
perennial liberal interest in international cooperation.” The states-and-markets
approach, which largely but not wholly enfolds liberalism and realism, contin-
ues in this pathway. The globalization approach, on the other hand, organizes
IPE around what Helge Hveem has dubbed “the Other Big Question” of “the
asymmetric distribution of power and of wealth, and its consequences,” what
Susan Strange famously shorthanded as “Cui bono? Who benefits?”** This is
the animating force behind much, but certainly not all, Marxist and social
constructivist work.

Seeing the two branches of IPE as organized around two somewhat differ-
ent questions and purposes helps us grasp how the branches both maintain
their separation while nonetheless remain connected to the same tree. It also
suggests how and why different theoretical traditions speak (or not) to one
another, and how theoretical pluralism defines theoretical evolution and prog-
ress over time.

Political Economy Roots

Without leaning toward either the states-and-markets or the globalization
approach, this volume embraces Susan Strange’s description of IPE as “a vast,
wide open range where anyone interested in the behavior of men and women
in society could roam just as freely as the deer and the antelope....no fences or

* The two quotes are respectively from Blyth, “Introduction,” and Cohen, “The transatlantic
divide” While they suggest that Blyth is optimistic and Cohen pessimistic concerning a meeting of
the minds across the divide, elsewhere the two authors switch positions regarding the potential fruit-
fulness of interaction. See Mark Blyth, “Torn between two lovers? Caught in the middle of British
and American IPE,” New Political Economy 14 (2009): 329-336; and Cohen, International Political
Economy.

2! Cohen, International Political Economy.

> Helge Hveem, “Pluralist IPE: A view from outside the ‘schools,” New Political Economy 14
(2009): 367-376; Susan Strange, States and Markets: An Introduction to International Political
Economy (New York: Pinter, 1988), 117.
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boundary-posts.”* According to Strange, it was exactly this character of being
the “one small corner of social science [which] is still open and unenclosed”
that made it so attractive to her, and to so many scholars and students following
in her wake. This was, of course, precisely the character of political economy
when it was established as a field of inquiry in the eighteenth and nineteenth
centuries. In the face of novel economic and social developments including the
rise of markets, urbanization, industrialization, and colonialism, research then
as now focused not only on how material plenty was produced, distributed, and
consumed but also how social actors exercised power to order such processes
toward their own ends. This makes questions of production and consumption
inherently political as well as economic. Answers are social and thus collective
far more than they are individual, implicating social institutions as expansive as
global markets and imperial orders down through states and firms to families
and the individual human body. Moreover, there are no power-free institutions
in human society. Even those classical liberals who claim the market to be a free
and spontaneous product of nature concede the necessity of the state to estab-
lish the legal parameters of property, contract, and the use of violence. Politics is
always present, particularly formulated through and wielded by the state. In the
view of Adam Smith, political economy is “a branch of the science of a states-
man or legislator” directed toward both individual and social wealth.** True to a
classical understanding of the science of man, political economy was inevitably
a study of justice and right as well. Karl Marx saw political economy’s concrete
footings in political struggle and ethical choice. From abstract philosophy down
to the most mundane of public policies, one way of life is chosen over another,
one set of values placed above its rivals, one group of interests universalized for
all. In Marx’s view, despite political economy’s “worldly and wanton appearance
[it] is a true moral science, the most moral of all the sciences.”’

The Rise and Fall of Mercantilism

The earliest systematic theorizing in political economy is that of the classical
mercantilists stretching from the sixteenth to the nineteenth centuries, with
their greatest prominence and development from the early seventeenth to mid-
eighteenth centuries. Breaking with their scholastic predecessors in the medi-
eval period, classical mercantilists abandoned the pursuit of universal good

% Susan Strange, “Preface,” in Strange, ed., Paths to International Political Economy (X: George
Allen & Unwin, 1984), ix.

* Adam Smith, The Wealth of Nations, ed. Edwin Cannan (Chicago: University of Chicago Press,
1976), 449.

2 Karl Marx, “Economic and philosophic manuscripts of 1844,” in Robert C. Tucker, ed., The
Marx-Engels Reader, 2nd ed. (New York: W. W. Norton, 1978), 95.



Introduction 9

under transnational Christendom in favor of national gain under the power of
centralized states. In the words of the historian Perry Anderson, mercantilism
is “a theory of the coherent intervention of the political State into the workings
of the economy, in the joint interests of the prosperity of the one and the power
of the other”® Not surprisingly, its greatest influence and theoretical develop-
ment, such as it was, occurred in Britain and France, the first and most success-
ful absolutist states to rise in early modern Europe. Mercantilist literature was
dominated in the classical period by practical men of commerce (Britain) and
state administration (France) keen to discern how power and wealth could be
captured for their side and denied their rivals.

For early mercantilists, wealth inhered in bullion, processed gold and silver
held in the public treasury. While crude “bullionist” forms of mercantilism
equated wealth with the accumulation of bullion itself, more sophisticated writ-
ers saw national stores of precious metals as important reflections of national
wealth. A larger money supply was thought to encourage trade, production,
and employment. In an era prior to paper money and central banks, specie was
also essential as a store of wealth and an efficient means to raise tax revenues.
States could then spend such revenues on all manner of projects designed to
increase their own power as well as the wealth of prospective taxpayers, includ-
ing: transportation infrastructure to cultivate a unified national economyj; state
bureaucrats to staff centralized systems of justice and administration; and mili-
tary forces to capture foreign economic resources and defeat the state-building
projects of rival monarchs.

Over time, mercantilists focused less on retaining specie domestically and
more on its international flow. Writers such as Thomas Mun argued that laws
preventing the export of monetized gold and silver were actually harmful to
Britain’s economy. Sometimes money needed to be spent (exported) today so
that more could be made (imported) tomorrow. What really mattered was the
accumulation of specie over time, a process governed by the national balance
of payments. Thus rather than restrict the export of bullion, later mercantilists
argued that better state policy was to encourage persistent trade surpluses, which
would generate an associated specie inflow.

Despite their reputations as hostile opponents of international trade, it is too
simplistic to say that classical mercantilists were protectionists. They favored
particular trade flows that, in their view, contributed to domestic production
and employment, and opposed those that undermined these components of
national wealth and power. French jurist Jean Bodin outlined the ideal mercan-
tilist trade policy as early as 1576: low tariffs on the import of raw materials and
the export of manufactured goods; high tariffs or even legal prohibition on the

26 Perry Anderson, Lineages of the Absolutist State (London: Verso, 1974), 36.
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export of raw materials and the import of manufactured goods.”” Mercantilists
saw international flows of goods, services, and capital in the context of geopoli-
tics where a favorable balance of trade in the international economy serves as an
important component of a favorable balance of power in the international states
system. In such a context, trade just as much as military power is a zero-sum
game in which a gain to Other is a loss to Self.

During an era of state-building by absolutist princes constantly embroiled
in wars of both national unification and international conquest, classical mer-
cantilism did make some sense of its world, even if as a comprehensive theory
of political economy it barely rose above a “folk doctrine.””® Theoretical short-
comings opened the door to numerous critiques, however. Two of the most
influential were leveled by the towering Scottish Enlightenment figures David
Hume and Adam Smith. Hume argued that the fundamental goal of mercantil-
ist policy, the persistent trade surplus, was a practical impossibility due to an
automatic adjustment of trade imbalances through international flows of money
known as the price-specie flow mechanism. As specie flowed into a national econ-
omy experiencing a trade surplus, Hume argued that overall prices would rise,
foreign goods would be automatically attracted (and exports discouraged), and
the trade surplus would disappear. The most withering attack was presented by
Adam Smith. In his famous The Wealth of Nations, Smith argued that state policy
designed to control the flow of specie or cultivate a favorable balance of trade
is ultimately fruitless. Criticizing Mun by name, Smith like Hume appealed to
irresistible forces of supply and demand that no government could fundamen-
tally alter. Moreover, Smith argued persuasively that mercantilist policy did not
improve the productive capacity of the nation but instead harmed it by limit-
ing the growth of the division of labor. Smith’s theorizing eventually informed
Britain’s ideology of free trade, which, coupled with the country’s economic
hegemony throughout much of the nineteenth century, seemed to invalidate
mercantilist claims.

As a set of national policies designed to capture the gains from international
exchange, however, mercantilism survived quite comfortably. The strategic
usage of tariffs, quotas, and what we might anachronistically call “capital con-
trols” remained prominent throughout the nineteenth and most of the twen-
tieth centuries. As a body of social scientific thought, however, mercantilism
progressed little beyond its scattered and ad hoc origins. Alexander Hamilton,
the first secretary of the treasury of the new United States, made an innovation

¥ Jean Bodin, Six Books of the Commonwealth, abr. and trans. M. J. Tooley (Oxford: Basil Blackwell,
1955), 188.

* Jacob Viner, “Mercantilist thought,” in David S. Sills, ed., International Encyclopedia of the Social
Sciences, Volume 4 (New York: Macmillan, 1968), 435-443.
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in arguing for strategic trade policy toward the goal of economic development.
Friedrich List recast Hamilton’s “infant industry” argument as part of a pointed
critique of liberalism in general and Adam Smith in particular. However, while
his fervent nationalism maintains the spirit of mercantilism, List ultimately
accepted the logic of free trade, at least among equally developed countries. The
connection between mercantilism and development was a theoretical seed that
Hamilton and List planted but that failed to grow for more than a century until
it was rediscovered after World War II and reintroduced to IPE.

The Origins of Liberal IPE

Eighteenth-century political economists did more than criticize classical mer-
cantilism; they also founded a new “liberal” line of IPE theory. The theoretical
foundations of this reaction can be seen in the critiques of Hume and Smith in
particular who discover an arena of human behavior that operates automatically
in regular law-like fashion without intentional manipulation by the state. In fact,
the logic is so strong that it is too mild to say that the state not merely need not
fundamentally alter it; the state cannot do so. Here are the theoretical origins
of a divide between two distinct (if related) spheres of social life obeying their
own distinct social logics: politics and the state on one hand, economics and the
market on the other.

For Adam Smith, not only are the automatic operations of the market natural,
they are also good. The famous invisible hand naturally ensures that the pursuit
of self-interest, in and ofitself, will lead to the public good. Aslong as they are free
to obey their own nature, markets rather than states will maximize both private
wealth and social prosperity. Contrary to mercantilists and their understanding
of the violent origins of both states and national markets, Smith strongly down-
plays the role of force in accomplishing social cooperation. For him, the division
of labor evolves naturally out of the historical development of human skills that
themselves follow the natural inclinations of human beings to “truck, barter and
exchange one thing for another” in peaceable fashion “by treaty, by barter and
by purchase.”” Thus for good reason does the theologian John Milbank refer to
classical liberal political economy as “a science of providence.” *

Much of nineteenth century theorizing in political economy after Smith is
taken up with the quintessentially liberal task of explicating the logic of self-reg-
ulating markets and demonstrating the social benefits of spontaneous coopera-
tion through them. David Ricardo here holds an especially prominent place. In

% Smith, Wealth of Nations, 17.
3 John Milbank, Theology and Social Theory: Beyond Secular Reason, 2nd ed. (Malden, MA:
Blackwell, 2006), 28.
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Smith’s argument, gains from international trade are largely based on absolute
advantage. When foreigners can produce goods more cheaply than can domes-
tic producers, it is beneficial to buy from abroad rather than to make such goods
at home. Moving from an observation of advantage to a theoretical claim, Smith
asserts that duties and prohibitions laid down by the state are the only impedi-
ments to such free exchange, and except for a few notable exceptions, the elimi-
nation of such restrictions should therefore become state policy. Ricardo takes
the defense of free trade a step further. Even if a country has absolute advan-
tage in all goods, i.e., it can produce everything more cheaply at home than can
foreigners, that country can still derive advantage from trade. Ricardo’s famous
example of England and Portugal demonstrates how trade based on comparative
rather than absolute costs leads to mutual economic gains. He thus develops a
point that Smith raises but does not fully explicate: specialization and free trade
based on comparative advantage will increase efficiency and thus prosperity.

Ricardo also draws out some significant monetary implications from this argu-
ment. As market mechanisms are carried from the national to the world economy,
a certain equilibrium will be established in international economic relations.
Following Hume, Ricardo argues that the domestic prices of goods respond to
international flows of money that will by natural forces balance a country’s pay-
ments and trade. Concerns over the price or quantity of money in a domestic
economy are thus wholly misplaced. Introducing an argument developed much
further by twentieth-century monetarists, Ricardo in fact treats money as a veil
that has no effect at all on real productive activities or on real (as opposed to nomi-
nal) prices.

Over time, liberals became increasingly confident in drawing broad conclu-
sions from the international operation of free markets. While primarily known
today as a philosopher, John Stuart Mill was the most prominent political econo-
mist of the mid-nineteenth century and author of the field’s leading textbook
of the day. It is with Mill that we see the broadest claims of classical liberal IPE
theory, expanding on the “indirect effects” of international trade and economic
integration.’" According to Mill, free trade develops the work and saving habits
of persons newly familiar with the bounty of industrial production. By knitting
together diverse cultures and societies, free trade spreads civilization to “barbar-
ians.” Most importantly, it spurs international cooperation by demonstrating to
all how the gains of others are the foundation of gains to oneself. To Mill, free
trade is so powerful a mutual interest that it becomes “the principal guarantee
of the peace of the world.” For early liberals, the positive causal arrow gener-
ally runs one way from economics (free markets) to politics (peace) while the

3! John Stuart Mill, “Of international trade,” in this volume.
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negative causal arrow runs the opposite direction from politics (tariffs, special
interests) to economics (poverty). True to the tenets of laissez-faire, the best
state is one that interferes least in the natural operation of markets.

Liberalism dramatically changed political economy as a field of study. Writers
such as Hume, Smith, Ricardo, and Mill made political economy a far more sci-
entifically rigorous and theoretically sophisticated discipline than the classical
mercantilists had produced. They also explained more facts about the emerging
capitalist international economy than could their rivals. Liberalism also con-
tributed greatly to policy changes throughout the Western world and especially
in Britain, its country of origin and of greatest influence. Liberal arguments in
favor of free trade and free capital flows established the intellectual foundations
for the repeal of restrictions on British gold exports in 1821 and of the famous
Corn Laws in 1846. It also contributed to the spread of international free trade
and the establishment of the international gold standard, in Karl Polanyi’s view
two of the “three classical tenets” of economic liberalism and the pre-World War
Linternational political-economic order.* Critics influenced by mercantilist ideas
still remained, of course. Friedrich List and members of the German Historical
School of economics leveled numerous theoretical barrages upon liberalism,
particularly its use of deductive methodologies, its emphasis on the individual
as unit of analysis, and upon self-interest as a sufficient motive for securing the
public good. However, their influence was minimal in political economy’s Anglo-
American heartland and they largely failed to formulate a coherent alternative.
The task of sustained theoretical critique and presentation of a clear alternative
to liberalism, as a theory of political economy, a roadmap for state policy, and a
model for the good society, fell instead to a rather different sort of German.

Marxism

Like the classical liberal political economists before him, Karl Marx was not
only a theorist but an activist as well. He was a strenuous organizer of radical
labor-based political parties, most prominently the International Workingmen’s
Association (aka the First International), and by the early twentieth century
most socialist parties in Europe were self-consciously Marxist. He was also a
journalist, first in Germany before being exiled to France, then in France before
being exiled to Britain, and finally in Britain for the majority of his adult life.
From London he wrote his only regular column for an American audience
in the New York Daily Tribune. Finally, Marx was also a skilled pamphleteer,

3> Karl Polanyi, The Great Transformation: The Political and Economic Origins of Our Time
(Boston: Beacon Press, 1957), 135.



14 THEORETICAL EVOLUTION OF INTERNATIONAL POLITICAL ECONOMY

generating significant ideas through works such as The Communist Manifesto and
The Eighteenth Brumaire of Louis Napoleon.

Although Marx positioned his work against what he termed the “classical eco-
nomics” of Smith, Ricardo, and Mill, Marx is also counted as the last great classical
political economist of the nineteenth century. The influential Italo-British economist
Piero Sraffa includes Marx n this great family because, like the classical liberals before
him, they all founded their analyses on the concept of surplus. The broad emphasis
of their work was on the production and distribution of wealth above and beyond
subsistence, as well as on the reproduction of society’s existing capital stocks. This
placed their interest in the continuous operation of an entire economy and inher-
ently involved the political competition and struggle between social classes to shape
that social order.*® The marginal revolution of the late nineteenth century marks the
turning point of political economy’s transformation into simply economics. For half
a century afterward, Marx and his followers became not only the most significant but
nearly the only torch-bearers of the classical system of thought.

The core of Marx’s approach is an especially German one: human beings and
their society are formed historically. This means not only that the people and
social orders of today are formed from the elements of yesterday. It also puts the
analytic focus on change over time rather than a search for universal and timeless
relationships. For Marx, there is no such thing as a static human nature ordered
constantly toward individual self-interest or any other concept. History instead
gives rise to different kinds of human beings with different material needs, ideas,
and ideals. At the macro level, varied historical conditions give rise to different
property regimes, different states, different notions of politics, and different
international orders, which need to be studied distinctly from one another.

To intellectually organize this evolutionary flux through time, Marx proposed
for the Western world a succession of social orders he termed “modes of produc-
tion.” The earliest is labeled “primitive communism,” characterized by the collec-
tive ownership of property and the absence of social classes. This era stretches
back to the dawn of human history. The invention of private property gives rise
to the slave societies of Ancient Greece and Rome, radically divided between the
classes of slave owners and the slaves themselves. Next comes feudalism of the
Middle Ages where land-tied serfs are exploited by a military aristocracy. This is
followed by capitalism, the most dynamic stage, which dramatically expands both
the productive capacities and globalized organization of humanity. This is not
the end, however, for in Marx’s view capitalism is destined to be superseded first

3 Piero Sraffa, Production of Commodities by Means of Commodities (Cambridge: Cambridge
University Press, 1960); Alessandro Roncaglia, The Wealth of Ideas: A History of Economic Thought
(Cambridge: Cambridge University Press, 2005).
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by socialism and finally by the ideal stage of communism, itself a materially and
socially perfected version of where humanity began its story thousands of years
before.

Marx was a caustic critic of capitalism and the liberal ideology that he saw as
part and parcel of capitalist society, destined to fade away along with its mode
of production. However, Marx is at the same time a child of the Enlightenment.
His theory of history is a remarkably progressive one, headed toward the ful-
fillment of goals that liberals themselves embrace: liberty, individuality, full
development of the capabilities of the species, and total human control over
the vagaries of both human and non-human nature. But how are human beings
propelled through history from primitive communism all the way to commu-
nism tout court? For Marx, the motor force of historical change is the division of
labor through which human beings produce their material life itself, the “forces
of production.” Atop this process sit social classes and their antagonistic strug-
gles, the “relations of production.” Through a dialectical process, the expansion
of the division of labor creates contradictions between the forces of production,
the social order, and human consciousness (religion, philosophy, social theory).
Eventually these contradictions ripen and revolutionary struggle overthrows
one class and replaces it with another and its own institutions and ideas. This his-
torical engine only ceases with the abolition of the division of labor itself under
communism.

Although the collected works of Marx (together with his lifelong coauthor
Friedrich Engels) in English span fifty volumes, Marx never wrote a sustained
and systematic treatise on his view of the international political economy. That
being said, he nonetheless wrote a great deal of scattered commentary. In Marx’s
view, capitalists are compelled to expand throughout the entire world and
transform every corner of it, “to nestle everywhere, settle everywhere, establish
connections everywhere** In turn, they make the division of labor and class
struggle truly global and thus the world market and the relations between states
become essential elements of Marxist analysis. From his vantage point at the
center of the largest empire in world history, Marx saw how the power of British
ruling elites and the sustainability of British capitalism were dependent upon
the exploitation of imperial possessions such as India and Ireland as well as upon
capital export to settler colonies such as the United States. These arguments
were considerably developed by early twentieth century followers such as Rosa
Luxemburg, Rudolf Hilferding, Nikolai Bukharin, and Vladimir Lenin. Each in
their own distinct (and sometimes incompatible) way argued that capitalism in
rich countries is shaped fundamentally through imperialist control over poor
countries. As capitalists create larger and larger domestic monopolies, they use

* Karl Marx and Friedrich Engels, The Communist Manifesto, in this volume.
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the state as a tool to fight monopoly capitalists from other countries. Strategic
tariffs at home and the regular use of violence abroad are critical components in
creating foreign export markets for domestic surpluses and thus the success of
capitalism at home. World war itself bears a capitalist imprint.

Through these more comprehensive and rigorous Marxist theories, the con-
cept “imperialism” adds a new dimension to the field and one that remains the
fundamental lens through which Marxists theorize IPE. At the moment when
liberals invent a new stripped-down discipline of economics, it is Marxists who
retain a broad scope of analysis of political economy. Through their emphasis
on historical change, they also offer an explanatory dynamism that liberalism
lacks. Finally, Marxists adopt a self-consciously activist understanding of their
own role in theorizing IPE, following Marx’s dictum that “philosophers have
only interpreted the world, in various ways; the point, however, is to change it.”*
While Marxism has had little impact on mainstream economists, it shifts the
research question and creates a new audience, a new political economy.

Contemporary Revisions

In his justly renowned 1987 book The Political Economy of International Relations,
Robert Gilpin organized the intellectual project of IPE around what he termed
“three ideologies of political economy”: liberalism, nationalism, and Marxism.
He chose these three due to their historical longevity as well as to their compre-
hensive qualities. Gilpin called them ideologies rather than theories because he
insisted on seeing these bodies of thought stretched beyond the boundaries and
goals of social science to become “total belief system[s]” that incorporate deep
sociological, anthropological, and ethical positions. He was comfortable even
referring to each broad system of intellectual commitments, concepts, and argu-
ments as paradigms after the usage of the philosopher of science Thomas Kuhn,
thus proposing liberalism, nationalism, and Marxism as IPE’s broadest rival tra-
ditions of theory-making and methodology that define scientific practice itself.*

Kuhn argues that a paradigm is the “fundamental unit for the student of sci-
entific development.” The dominance of a single paradigm is “a sign of maturity”
in any given field, and the identification and solution of clearly defined puzzles
within the reigning paradigm is the essence of scientific progress. Yet progress
does not continue smoothly, for on occasion, revolutions occur that overthrow

% Karl Marx, “Theses on Feuerbach,” in Robert C. Tucker, ed., The Marx-Engels Reader, 2nd ed.
(New York: W. W. Norton & Company, 1978), 145.

36 Robert Gilpin, The Political Economy of International Relations (Princeton: Princeton University
Press, 1987), 25-26.
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one paradigm and replace it with another. Kuhn is careful to argue that scien-
tific anomalies or “technical breakdown[s]” play an important role in defining
a paradigm crisis, but so, too, do pressures from developments in technology,
philosophy, and politics. The resolution of crises and the ultimate success (or
failure) of a revolution turns even more on qualities of aesthetics, institutional
prestige, social values, and the exercise of power within a bounded self-defined
community of scholars.”’

If this is true of the natural sciences, it is all the more so in social sciences
like IPE. Change in social science theory is not only guided by wrestling with
observed anomalies but also through power and perceptions of the usefulness
of theories for some social group or another. The Great Depression and World
War II together posed just such a crisis and spur to new thinking in IPE. Prior to
the 1930s, liberalism was dominant both politically and intellectually. Marxists
did hold important positions in the German academy and the Marxist-inspired
Social Democratic Party of Germany exercised occasional state power. Outside
Germany, however, Marxism had little traction in either mass politics or the
academy. A similar story fits nationalism as a theory of political economy. In the
late nineteenth century, idealist theories of the state as the embodiment of the
nation and its collective will or genius were imported from Germany and laid
at the foundation of American political science. The experience of World War
I sidelined such academic enthusiasm for German ideas in the United States.*®
However, the Depression brought both Marxists and economic nationalists
back to prominence. The collapse of international trade and the gold standard,
the rise of universalist welfare states, government planning of national econo-
mies throughout the Western world, the waning appeal of liberal democracy,
and finally a second world war knocked classical liberalism firmly onto its back
foot and reopened the way for a vigorous inter-paradigm debate.

John Maynard Keynes stands as the most influential intellectual figure of the
erawho in a sense saved liberalism by incorporating elements of nationalism and
Marxism into its system of thought. For Keynes, the signal theoretical as well
as empirical problem of the 1930s was persistent mass unemployment, which
he took as definitive evidence that markets do not embody a natural tendency
toward a socially beneficial equilibrium. While all governments throughout
the early years of the Depression were increasingly organizing national markets
through the very visible hand of state regulation and ownership, Keynes pro-
vided a theoretical justification for their behavior focused on the ability of the

% Thomas S. Kuhn, The Structure of Scientific Revolutions, 2nd ed. (Chicago: University of Chicago
Press, 1970).
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state to compensate for a private shortcoming of effective demand. In a stark
break with liberal precedent, he prescribed state management of and participa-
tion in markets—especially financial markets—as not simply preferable but
even necessary to break out of suboptimal equilibria. In the depths of the Great
Depression, Keynes even turned against free trade.’® Near the end of the Second
World War, in his capacity as advisor to the British chancellor of the exchequer
and then as chairman of the World Bank Commission, he helped reestablish
an international political-economic order that retained and was even premised
upon the autonomy of national states to pursue national political commitments
to full employment.

Yet the mixture remained liberal at its core. Contrary to the nationalism
of the 1930s, the postwar order was to be multilateral, especially in trade.
Moreover, while the international monetary system was designed to protect
domestic economic stability from capricious globalized capital flows, the
domestic orders themselves were liberal. Despite the rise of social democracy
in Europe, even Scandinavia retained an economy ordered primarily around
the private ownership of the means of production, wage labor, and electoral
democracy. In economics, Keynes’s challenge to classical liberalism was
domesticated and absorbed into a new mainstream dubbed the neoclassical
synthesis. In international relations, the dominance of realism as the mas-
ter theoretical paradigm after the war suggests a return to nationalist theory.
However, all the prominent IR realists were liberals when it came to domestic
politics. They occupy a position not unlike that of Friedrich List in a previous
era, emphasizing the differences between two kinds of states or international
orders, those that could fully embrace liberalism here and now versus those
that are preliberal and thus not yet suited for the full-fledged exercise ofliberal
principles and analyses.* In fact, one could do worse than see IR realists as
pessimistic liberals.

¥ “I sympathize, therefore, with those who would minimize, rather than with those who would
maximize, economic entanglement among nations. Ideas, knowledge, science, hospitality, travel—
these are the things which should of their nature be international. But let goods be homespun when-
ever it is reasonably and conveniently possible, and, above all, let finance be primarily national”
John Maynard Keynes, “National self-sufficiency,” in Keynes, The Collected Writings of John Maynard
Keynes, vol. 21 (London: Macmillan, 1982), 233-246.

# The notion of international relations as stuck in a “preliberal” stage can be found in Hans
Morgenthau, Scientific Man vs. Power Politics (Chicago: University of Chicago Press, 1946), S0.
Robert Gilpin reflects that “any reader of Hans Morgenthau, Hedley Bull, and other prominent real-
ist writers would be fully aware that while these scholars were realists in their analysis of international
affairs and their sober expectations regarding human possibilities, they were by no means national-
ists.” Gilpin, too, describes himself as an IR realist yet philosophical and economic liberal. See Gilpin,
Global Political Economy: Understanding the International Economic Order (Princeton: Princeton
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The intellectual stability of liberal compromises in both international eco-
nomics and international relations began to waver, not surprisingly, just as the
political-economic stability of the postwar international order began to sway.
Setting aside the continued development of Marxist thought throughout the
twentieth century (developed below), the early 1970s mark the emergence
of IPE in its contemporary mold.* International relations scholars including
Robert Keohane, Joseph Nye, and Susan Strange, still under the sway of state-
centric realism and its emphasis on military affairs, began chafing against the
marginalized status within IR of both non-state actors and non-military relations
between states. By the early 1980s the Bretton Woods fixed exchange rate system
lay in ruins, the greatest global debt crisis in history had struck, management of
international commodity markets was all but over, and the Single European Act
was about to be signed. IPE was here to stay.

Contemporary Liberalism

In a concentrated period during the late 1960s and early 1970s, econo-
mists Richard Cooper, Charles Kindleberger, Raymond Vernon, and Albert
Hirschman (the last in a timely reissue) all began definitively crossing the
divide between international economics and international relations. Following
Cooper’s language, economic “interdependence” between national economies
was growing markedly. Such economic interconnectedness was having not only
economic effects but increasingly noticeable and important political effects as
well. The growing price sensitivity of national product markets to international
trade, the rise of transnational corporations, and the return of international
capital mobility all were more and more challenging the cherished autonomy of
states to pursue their own national economic strategies, a feature built into the
very foundations of the “embedded liberal” compromise after WWIL*

From the international relations side, no scholars were more influential in
establishing IPE than Robert Keohane and Joseph Nye. In their landmark work
on interdependence theory, Keohane and Nye argued that the rise of transna-
tional relations and global economic interdependence gives rise to a new kind of
politics they dub “complex interdependence.”* New power relations are estab-
lished based on asymmetrical interdependencies. These interdependencies are
refracted through international regimes, networks of rules, norms and decision-
making procedures, some formalized in international organizations and some

# Cohen, International Political Economy, 1.

# John Gerard Ruggie, “International regimes, transactions, and change: Embedded liberalism in
the postwar economic order,” International Organization 36 (1982): 379-415.

# Keohane and Nye, Power and Interdependence.
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not. The state-centric bias of international relations must give way in a world
populated by powerful transnational corporations and international organiza-
tions. In such a world, military power is rendered effectively useless in an array
of crucial political-economic arenas and the low politics of plenty is linked to the
high politics of security in new and challenging ways.

Over time IR scholars labeled this approach neoliberalism, or neoliberal institu-
tionalism, due to its contrast with realism over non-state actors, the importance of
non-military international interactions, and the role of international law and institu-
tions in molding state behavior. It is important to note that, despite the label, Keohane
in particular did not fully reject realism. States still remain the most important, if
not the only, actors in his analysis, and power rather than plenty remains the key
value pursued by actors. Keohane does embrace a methodology of “rational choice
analysis in the utilitarian social contract tradition,” following an important strand of
liberal philosophical thought that lies at the foundation of liberal microeconomic
theory.* However, all this shows is once again the close relationship between liberal
social theory and IR realism. Keohane’s methodology is the very same one used by
structural or “neo-” realists.* Moreover, neorealist doyen Kenneth Waltz explicitly
built his theory of international politics through an analogy with ideal competitive
markets lifted from liberal microeconomics.* In this light, the neorealist-neoliberal
debate of the 1980s and 1990s appears more as an intra-liberal family squabble—
Hobbes versus Locke, perhaps—than as a vast inter-paradigm struggle.

The most distinctively liberal quality of neoliberal institutionalism, however,
lies in its analytic emphasis on and normative commitment to international coop-
eration. The animating force of the liberal tradition in IR has always been solving
the problem of cooperation, and the waning of American dominance in the 1970s
caused this problem to once again be keenly felt—at least among American liberals
grown accustomed to the ability of the United States to underwrite cooperation
among the capitalist democracies. Consistent with liberal traditions and values,
open markets are taken as the primary setting for the realization of the benefits of
cooperation. Since Keynes such markets are no longer understood to be inherently
self-regulating. Therefore, contemporary liberals appreciate much more the role of
states in sustaining them and compensating for their failure. Liberals also emphasize
the importance of state power, international institutions, and international law for
maintaining an overall liberal international economic order.

Since the 1990s, a version of liberalism labeled “open economy politics (OEP)”
has become the dominant theoretical approach within liberal IPE and therefore

# Robert O. Keohane, “The demand for international regimes,” in Stephen D. Krasner, ed., Inter-
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within the American academy. At its center are, in the words of one of its most
prominent advocates, “the assumptions of neoclassical economics and interna-
tional trade theory”* In particular, the interests of actors are derived from extant
neoclassical theory, and it is here that economic models credited to Hecksher and
Ohlin, Ricardo and Viner, and Stolper and Samuelson perform significant theoreti-
cal work. Both domestic and international institutions aggregate and express these
interests in important and distinct ways. Throughout the 1980s and early 1990s,
the theme of hegemonic power and stability dominated liberal IPE, generating per-
haps the field’s premier (some claim its only) theoretical contribution to the social
sciences.*

Not all contemporary versions of liberal IPE, however, are as heavily ratio-
nalist, individualist, and materialist as is OEP.* Following the early interde-
pendence literature, some liberals continue to take interest in the role of ideas,
values, and beliefs. This “ideational” branch of liberalism emphasizes the impor-
tance of such non-material influences on the “collective social values or identities
concerning the scope and nature of public goods provision.”*® Others carry on
explicitly the liberal normative project of individual liberty, political-economic
equality, and popular sovereignty under new and often threatening conditions
of globalization. Here we see Gilpin’s full meaning of theories as ideologies in
a positive sense. Liberal IPE continues as it has for centuries, committed to the
investigation and realization of the “Kantian triangle” of republican government,
international law and institutions, and open markets toward a world of comity
and even perpetual peace.®’!

Contemporary Economic Nationalism

Like liberalism, economic nationalism also experienced a revival in the 1970s.
The breakdown of international cooperation both among Western democracies
and between developed and developing countries provided the perfect opening
for a revival of economic nationalist thinking. While liberals stressed the rise of
non-state actors like transnational corporations and international organizations,

#David A. Lake, “International political economy: A maturing interdiscipline,” in Barry R. Wein-
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nationalists pointed to the centrality of state power that enabled firms such as
ITT and organizations such as the World Bank to be so significant in the first
place. While liberals looked to the decreasing ability of states to insulate domes-
tic policies from the pressures of international markets, nationalists showed how
states sought and often succeeded in mastering international markets for their
own ends. While liberals spoke increasingly of fissiparous domestic politics,
nationalists insisted on the continuing relevance of the national interest.

A number of economic nationalists were present at the founding of modern
IPE. The most influential is surely Robert Gilpin, the “dean of realist interna-
tional political economy in the United States.”** While participating in many
of the same projects with Keohane and Nye in the early 1970s and reading the
same international economists they did, Gilpin came to rather different conclu-
sions regarding the importance of interstate relations and the relative balance
between power and plenty. Gilpin pushed back strongly against complex inter-
dependence and reasserted both the state as the key unit of analysis and state
power as the most fundamental determinant of economic outcomes. The inter-
ests of state elites in building state power through economic means is easiest to
see in moments of structural change such as the unification of Germany in the
1870s or the establishment of the European Union after WWIL Reminiscent of
the German Historical School, Gilpin argues that “political values and security
interests are crucial determinants of international economic relations... trans-
national actors and processes are dependent upon peculiar patterns of interstate
relations.”

Gilpin adopts a view of the state as a tool of the most powerful domestic
elites.* Stephen Krasner goes further in emphasizing the national interest as
a foundational concept.*® In his analysis, the state is autonomous from the
passing interests of particular dominant groups and pursues a unified soci-
etal good that persists over time and ranks above all rival goods. While state
policies may benefit particular domestic interests such as big business or pri-
vate investors, Krasner insists they first and foremost build state power and
seek to secure both material and broad ideational ends that express national
identity and purpose. Pushing back against liberal theorizing around the
use of state power to solve coordination problems, Krasner emphasizes the
continuing distributional issues at stake in every cooperative endeavor. He
insists that “the nature of institutional arrangements is better explained by
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the distribution of national power capabilities than by efforts to solve prob-
lems of market failure.”*® Economic nationalists have even refused the funda-
mental liberal premise of growing interdependence and the resultant rise of
economic interests and behaviors. While recognizing the relative novelty of
what we now call globalization in comparison to the immediate post-WWII
period, nationalists point out that international economic integration has a
long pedigree through which liberals repeatedly and falsely claim the super-
session of politics by economics and of states by markets.”” While global-
ization may erode the power of some states, it has made others even more
powerful by enabling the exercise of power not only through regulating mar-
kets but through controlling money, the very lifeblood of markets.

Despite these differences with liberal IPE, one should not overly dramatize the
gulf between economic nationalism and liberalism. Like IR realism, contemporary
economic nationalist IPE continues to incorporate many basic premises of liberal
international economics. One can see this most clearly in views on economic policy.
Whereas classical mercantilists as well as classical economic nationalists defended
tariffs and quotas (at least for countries at a particular level of development), con-
temporary economic nationalists often reject both the policy prescriptions and
the normative foundations of their precursors. For example, when describing his
own position of “state-centric realism,” Gilpin cites Thucydides, Machiavelli, Hans
Morgenthau, Hedley Bull, and Martin Wight as among his intellectual precur-
sors; Alexander Hamilton and Friedrich List are nowhere to be found. Gilpin is
in fact keen to note that “realism and nationalism are not identical. Nationalists
may be realists, but realists are not necessarily nationalists.”*® Jonathan Kirshner
describes contemporary economic nationalist IPE as more a “branching off, not
chopping down” of the liberal tree. He sums up the relationship by stating “realist
[i.e. economic nationalist] dissent is with liberal politics, not liberal economics.”*
Because of this liberal-nationalist fusion, IR-heavy versions of economic national-
ist IPE often play the role of liberalism’s pragmatic conscience or pessimistic alter
ego rather than as a robust paradigmatic alternative.
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One can find a more robust version of economic nationalism drawing
explicitly on the thought of Hamilton and List in studies of political-economic
development. Liberal development strategies advanced by international devel-
opment agencies emphasize free trade, free capital flows, floating currencies,
market-clearing prices, and privatization, among other prescriptions. Economic
nationalists point out that the most impressive development cases of the last
half-century have been in countries that have flouted any number of these
polices. Particularly in East Asia, state management of trade openness and for-
eign investment, state allocation of finance, strategic usage of state subsidies for
production, and state facilitation of technology transfer have all been successful
in advancing development. Since globalized markets do not on their own gener-
ate equal wealth—much less the possibilities for catch-up—the state is a most
appropriate actor to force markets to perform. Yet economic nationalists go even
further. Not only are liberal development strategies largely ineffective. They
argue that the very prescription of liberal techniques to developing countries
is actually a de facto political strategy of “kicking away the ladder” that actively
prevents developmental catch-up. True to the methodology favored by List and
the German Historical School, Ha-Joon Chang shows how the greatest propo-
nents of a liberal global order, first the United Kingdom and later the United
States, routinely used illiberal tactics to first ascend to the top of the heap and
then when there, through more and more global liberalism, reap the lion’s share
of the benefits of its status as the world’s most industrially advanced economy.®
After all, for these contemporary Listians the object of economic activity is not
mere consumption but the accumulation of productive power. Only in this way
can a nation truly avoid debt and underdevelopment to grow rich.

Contemporary Marxism

When political economy transformed itself into economics in the late nine-
teenth century, few apart from the intellectual heirs of Karl Marx kept the flame
of political economy burning. The Marxist conceptualization of imperialism
developed by Rudolf Hilferding, Rosa Luxemburg, Karl Kautsky, and Vladimir
Lenin (as well as the radical liberal John A. Hobson) made the fusion of politi-
cal and economic processes absolutely essential for meaningful social scientific
analysis. A generation later, American Marxists Paul Baran and Paul Sweezy
substantially revised prior work on imperialism and generated a new argument,
claiming that the expansion of global capitalism does not generate capitalist
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economic development generally but instead establishes a process of underde-
velopment in a zone of the global economy labeled the periphery. By the 1960s
a fruitful new wave of Marxist IPE work was being done around the concepts of
underdevelopment and unequal exchange. Their voices were so prominent at the
time that at least one historian of IPE attributes mainstream liberal economists’
abdication of the field to political scientists in part to its plethora of Marxists.®'
Thus the 1970s were experienced by Marxists less as a revival of IPE so much as
its newfound legitimation.

As among economic nationalists, the theme of development animates a
considerable portion of contemporary Marxist work. With decolonization
starting just after WWII combined with the creation of institutions including
the International Development Association (part of the World Bank), several
regional development banks throughout the Global South, the United Nations
Development Programme, and national-level institutions such as USAID and
Britain's DFID, development quickly rose to the top of the list of international
political-economic issues. The economic dimension of the Cold War and
the attraction of both newly independent as well as long independent coun-
tries throughout the Third World to socialism made it a security issue as well.
According to Marxists, global capitalism is not an arena of peace and plenty.
Instead, it is a system of globalized relations of domination and dependency.
Proponents of dependency theory argued at the time that, due to their struc-
tural location in the global economy as sites of raw material extraction and low
technology commodity production, peripheral countries of the Global South
are able to generate capital but unable to accumulate it. This capital is instead
accumulated in the core countries of Western Europe and North America.
A peripheral structural position is not merely one of being undeveloped, how-
ever, as if poor countries are trapped in some primitive economic state. Instead
they are positively underdeveloped by core countries and supported by a wealthy
comprador class of local elites to be poor, dependent, and exploited.

While dependency theoryis typically cast as a distinctively Marxist approach
to IPE, many heterodox non-Marxist scholars and practitioners have contrib-
uted to the tradition.® For this reason, dependency theory and its descendants
have always blurred theoretical boundaries. The most significant innovation to
the perspective is offered by the American sociologist Immanuel Wallerstein.
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Rather than stress production, Wallerstein focuses on exchange. While the
production of surplus is relevant, he claims its transfer through avenues of
international trade is more important for understanding the international
political economy, or in Wallerstein’s terminology, the “world-system.” Due
to his emphasis on exchange via markets as the prime driver of social change,
Wallerstein also blurs the particularity of capitalism as a mode of production.
He defines capitalism as a system of “production for profit in a market” that
owes more to the French Annales school historian Fernand Braudel than to
Marx.® Moreover, geographic territories rather than social classes stand as the
primary units in Wallerstein’s world systems analysis, a reflection of the impor-
tance of structural position in a world system of exchange rather than in a mode
of production. Regardless of its faithfulness to Marx, however, world systems
theory (which absorbed dependency theory) stands as a leading neo-Marxist
approach in IPE.

Another innovation on a Marxist theme closer to the founder himself is the
work of Robert W. Cox and the broader Gramscian school of which he is the
don. Along with Keohane and Gilpin, Cox was present at the founding of mod-
ern IPE, contributing a chapter on the labor movement as a transnational actor
to the pioneering 1971 Keohane- and Nye-edited volume on transnational rela-
tions.®* His great theoretical splash, however, came in 1981 with a now-clas-
sic statement on the definition of critical theory and a defense of “historical
materialism” as both a correction of and contribution to international relations
and, more broadly, IPE.®® Unlike Wallerstein and the dependentistas, Cox was
more self-consciously Marxist in his theorizing. Yet Cox was careful to pursue
a form of Marxism open to historical knowledge and transformation, ethical
and cultural motivations, and the autonomous contribution of social institu-
tions to political-economic practices. Cox’s conceptualization of “world order”
is especially significant, a particular historical conjunction of material capabili-
ties, ideas, and institutions at the level of global society defining questions of
war, peace, the organization of production, the international division of labor,
forms of state, and ultimately hegemony. For Cox as for Gramsci, hegemony is
not domination but leadership. Applied to IPE, it is organized not simply or
even primarily through the states-system but rather through civil society. This
Gramscian understanding of power is his most broadly influential contribution
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to the field, even feeding back upon world systems theory.®® While agreeing
with economic nationalists that conflict and struggle are the foundations of
social analysis, a Gramscian version of Marxist theory does not so lightly dis-
miss the liberal interest in the ‘problem of cooperation.’ It does, however, give
an account radically different from that of liberals as to how and why international
cooperation exists, and whom it serves.

Beyond the Three Paradigms

Liberalism, economic nationalism, and Marxism constitute a “holy troika” of theo-
retical traditions in IPE.*” They dominate the field’s theoretical landscape because of
their long pedigrees and broad shoulders. As far back as 1975, Robert Gilpin found
it useful to organize the field around them, and this tripartite system continues to be
a useful one today.® Yet just as each tradition has experienced significant revision
and development over the centuries, so, too, have new perspectives risen. Some
constitute distinctive theories in their own right, many of recent vintage, which owe
little to the holy troika or fit poorly within any one paradigm. Others are influential
empirical terrains that act as meeting points for theoretical crossovers, innovations,
and syntheses.

Any selection of IPE theories beyond liberalism, economic nationalism, and
Marxism will reflect a degree of judgment. Earlier editions of this volume included
readings from rational choice analysis and poststructuralism. Both are significant
traditions across the social sciences retained here. A form of rational choice analysis
in political economy travels under the name “positive political economy.” Although
it can be seen as a variant of liberalism especially close to neoclassical economics,
it does constitute a distinct family of scholars. Poststructuralism is its polar oppo-
site, emphasizing the inescapability of language, culture, and meaning while calling
into question the very possibility of objective scientific knowledge. Neither earlier
edition of this volume included readings from feminist IPE, however, which struck
some as “inexcusable® This oversight has been remedied. Feminism is both a
clarion call to the significant empirical question “where are the women?” as well
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as a theoretical tradition in its own right, drawing from liberal, Marxist, and post-
structural streams. Previous editions included sections on two empirical areas of
particular theoretical interest in American IPE during the 1980s and 1990s, hege-
monic stability and international regimes, topics that feel dated today.”® In order
to draw attention to innovative and challenging approaches to the international
political economy done largely outside the confines of political science or politics
departments, whether in the US, UK, or elsewhere, we also include a new section
on Green IPE.

Positive Political Economy

While liberalism need not be wedded to an individualist ontology and rationalist
epistemology, most liberal scholarship in IPE is so.”" In such a framework, indi-
viduals are the primary actors (collective actors such as firms or international
organizations are imagined as individuals) having interests that are fixed and
assumed. Positive political economy works from such rational choice assump-
tions within liberalism and builds a rigorous theoretical structure around them.
Its methodology is that of mainstream economics, using “the main tools of anal-
ysis from economics, modeling policy choices as the equilibrium outcome of a
well-specified strategic interaction among rational individuals””> What distin-
guishes positive political economy from economics, in the words of two of its

>«

major practitioners, is the former’s “study of rational decisions in a context of

political and economic institutions.””?

If liberal IPE is in many ways the child of John Maynard Keynes, positive
political economy is the offspring of Robert Lucas. This can be seen in the way
the latter takes particular interest in the microfoundations of analysis and adopts
the entire corpus of rationality assumptions, including rational expectations.
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As in economics, the quality and availability of information becomes a central
theoretical concern. In this way, positive political economy is particularly suited
to modeling political-economic behavior within institutions (whether a market
or a legislature) as games defined by the rules that establish and govern them.
Of course, game theory has a long history in international relations theorizing,
particularly around nuclear strategy and international diplomatic negotiations.
Positive political economy goes well beyond these narrow and highly structured
settings, however, to model all human behavior as strategic rational decision-
making. Taking from public choice theory, positive political economy also
emphasizes problems of cooperation such as free riding and the difficult produc-
tion of public goods often beset by the rent-seeking behavior of special interests.
Of significant political import, positive political economy also revives classical
liberal skepticism around the efficacy of states and brings back considerable faith
in markets as the best distributors of values and creators of order.

The theoretical strength of positive political economy comes from its abstract
formalism. Peter Ordeshook characterizes the approach as capturing the intel-
lectual advances of economics for the study of politics and speaks positively of
microeconomics in particular for long ago “shedding many of the encumbrances
reality places on theorizing””* At the same time, such abstraction limits any
strongly rationalistic analysis in particularly important ways. Some outside the
liberal tradition of IPE have accused all rational choice approaches of being so
wedded to economic theory and reflecting so “vanishingly small and narrow [a]
conception of politics” that they have turned IPE into “IpE.””* Some IPE lib-
erals agree, including Robert Keohane, who, despite contributing significantly
to so much rationalist work in the field, now looks upon those who come in
his wake “with a gnawing sense of dissatisfaction” for ignoring the formation of
interests and overemphasizing materialism and egoism.” Some of this dissent
is also motivated by positive political economy’s engagement in Kuhnian “nor-
mal science,” where all the big questions have been resolved and research settles
into a “drastically restricted vision...born from confidence in a paradigm.””” To
embrace positive political economy is to fence off Susan Strange’s open range
of theoretical contestation and consign “the Really Big Question” of systemic
transformation to the realm of nonscience.”

74 Peter Ordeshook, “The emerging discipline of political economy,” in James E. Alt and Kenneth
A. Shepsle, eds., Perspectives on Positive Political Economy (Cambridge: Cambridge University Press,
1990), 10.

75 Jonathan Kirshner, “The second crisis of IPE”

7¢ Robert O. Keohane, “The old IPE and the new,” Review of International Political Economy 16
(2009): 34-46. The quote is from p. 37.

77 Kuhn, Structure of Scientific Revolutions, 24.

78 “The Really Big Question” in IPE is framed by Cohen, International Political Economy, 66-94.



30 THEORETICAL EVOLUTION OF INTERNATIONAL POLITICAL ECONOMY

Poststructuralism

A notable backlash against rational choice versions of IPE theory has risen
through a multitude of approaches partaking of a broadly constructivist theoret-
ical sensibility. Rationalists take actor interests as given and thought processes as
more or less uncomplicated by ideas. Even more so, they take the actors them-
selves as primitive pre-social units where no account of their origins is required.
Constructivists insist to the contrary that all practices and even all interests that
motivate practices are premised upon actor identities formed through social
interaction. Roles, constitutive rules, cultural norms, collective belief systems,
and language itself thus create not only actor identities but even the actors
themselves.”

Of all constructivisms, poststructuralism may be rationalism’s antipode. Born
as a reaction against 1960s structuralism, poststructuralism strongly argues that
all knowledge takes the form of representation. While there is a material world
within which all human practices exist, we cannot grasp it independently of
language. In fact, poststructuralists deny the very notion of objective existence
outside the discursive construction of objects of knowledge. Thus, there are no
foundations for knowledge, either scientific or moral, which are not subjective,
historical, and most importantly, the products of power. Friedrich Nietzsche
stands as the most influential figure in poststructural thought thanks to his
attack on all transcendental values and insistence that all knowledge, all truth, is
reflective of an imminent, situated, and temporary order.

Within IPE, poststructuralism emphatically denies the existence of material
“brute facts” associated with rationalistic/economistic modes of analysis, insist-
ing that the social world is one of ideas (or following Nietzsche more closely,
desire) “all the way down.”® Marieke de Goede characterizes poststructuralist
IPE as the only approach truly free of “the limits of economism.”* In her view
the treatment of ideas in all IPE theories are premised upon material founda-
tions that are taken to be objective and given. While very open to the histori-
cal construction of world orders through ideational factors such as culture and
discourse, even the Gramscian school builds upon a foundation of social class
as an objective pre-political material reality. Poststructuralism is never satisfied
with any depiction of a natural object or relationship, such as Adam Smith’s view
that objects have economic value because of their innate material qualities that
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enable the satisfaction of (usually biological) sensory wants and needs. What
the poststructuralist objects to is precisely that in Smith’s theory “there is no
linguistic or cultural mediation between a person and the satisfaction of value.”*
Consider poststructuralist arguments regarding financial accounting. The
productive basis of any capitalist economy is of course capital, that disparate
collectivity of physical goods, money, ownership claims, and exchanged prom-
ises that generates wealth. Yet rather than see capital as a physical object or rela-
tionship with an objective scientific definition, poststructuralists encourage an
understanding of capital as the product of discursive practices. Financial account-
ing calls capital into being by defining and quantifying it. This practice reduces
a wealth of diverse activities, processes, and objects to a single value that creates
social meanings (profit, loss, efficiency) fundamental to economic behavior: the
existence of the firm, the state’s manipulation of a national economy, every rel-
evant behavior and form of knowledge in IPE. For poststructuralists, discursive
practices are truly productive for they are acts of “interpretive imposition” on
the social world.** In this way they are not, from a more thoroughgoing mate-
rialist perspective, merely rhetorical. The discourse of modern finance theory
actually brought into existence modern financial derivatives markets and all the
political-economic instabilities associated with them.* A change in the method
of counting capital (say, from US Generally Accepted Accounting Principles to
International Accounting Standards, or from Basel II to Basel III) favors one
group of capitalists over another, one mode of national capitalism over another.
Narratives have material consequences and are themselves modes of power.
Much of the debate surrounding poststructuralism in IPE is over how far
researchers should take ideational analysis. Economic nationalists of an IR realist
bent have been especially resistant to allowing much importance at all to ideas,
seeing “big time violent death” as the sine qua non of the international system
and thus a materialist trump card.** From within liberalism, Robert Keohane
allows for “ideas partway down,” agreeing that ideas shape interests and are not
merely epiphenomenal “hooks” upon which material interests hang. Keohane
still holds on to the autonomy of material forces, material interests, and ratio-
nal (and thus idea-less?) thought, however. He does so particularly because it

8 Michael J. Shapiro, Reading “Adam Smith”: Desire, History and Value, rev. ed. (Lanham,
MD: Rowman and Littlefield, 2002), 64.

% Shapiro, Reading "Adam Smith,” 64.

% Donald MacKenzie, “Physics and finance: S-terms and modern finance as a topic for science
studies,” Science, Technology and Human Values 26 (2001): 115-144; Marieke de Goede, “Discourses
of scientific finance and the failure of Long-Term Capital Management,” New Political Economy 6
(2001): 149-170.

8 Stephen D. Krasner, “Wars, hotel fires and plane crashes,” Review of International Studies 26
(2000): 131-136.



32 THEORETICAL EVOLUTION OF INTERNATIONAL POLITICAL ECONOMY

enables theory testing and thus makes IPE worthy of the label science, something
poststructuralism is not.* Contemporary Marxists of a critical historical mate-
rialist bent agree with poststructuralists that ideas should not be understood as
independent causes but rather constitutive of social behavior. At the same time
they insist on a material structure of ideas, finding particular fault with post-
structuralism’s emphasis on the “how” of power to the neglect of the “why” and
the “who.” Their critique is severe: within poststructuralism, human agency is
suppressed, explanation of particular outcomes becomes impossible, and ques-
tions of “cui bono?” central to Susan Strange’s notion of IPE disappear.”’

Feminist IPE

Feminist IPE begins as one particular way of answering Strange’s question. Early
academic feminists engaging IPE were unsatisfied with mainstream neglect of
the sexually segmented nature of the international political economy. Their
work was originally, and to some degree remains, animated by Cynthia Enloe’s
foundational question, “where are the women?”** By making women invisible,
even if under the banner of being gender blind, most non-feminist studies make
inequalities between men and women invisible and deeply misunderstand not
only particular processes but also macro-level phenomena such as development
and globalization. Much feminist work seeks to demonstrate the often unseen
gendered consequences of standard political-economic phenomena such as
export-led development, international migration, structural adjustment, and
financial crisis. The goal is a conceptualization of political economy with gender
at its center, a “gendered global political economy.”*

Among the most influential contributions of feminist IPE has been incor-
poration of social reproduction and the non-market economy into political-
economic analysis. All human societies (even gender-equal Sweden) reflect
a gendered division of labor in which women are particularly prominent in
reproductive activities such as child and elder care, education, and household-
ing organized predominantly through the institution of the family. Sociologist
Arlie Hochschild has taken this key feminist insight to the international scale
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and made a significant theoretical contribution through her work on global care
chains, networks of both marketized and non-market transnational care services.
Through such care chains, both physical and emotional labor are performed, the
latter having a distinct relationship not only to standard analysis of political-eco-
nomic processes such as commodification and trade but to inequalities of gen-
der, class, and ethnicity, which are core to critical approaches in the field.” Through
global care chain analysis, Hochschild has also developed her concept of emotional
labor in a distinctly IPE direction, speaking of an unequal global exchange of “emo-
tional surplus value” as well as a core “care gain” and a peripheral “care drain,” which
could have significant purchase across the field.”" Development has also long been
a focus of feminist IPE, with particular contributions to the commercialization and
industrialization of the subsistence sector, which historically absorbed especially
large percentages of female labor. Feminists are also well-positioned to see the
gendered qualities of processes overlooked by most other scholars. For example,
feminists have cast light on the international sex trade and argued that its neglect
by mainstream scholars is a symptom of IPE’s inability to think across established
dichotomies such as public/private, market/family, or institutional/individual.”*
In recent decades feminist work has become especially influenced by poststruc-
turalism. In turn, women as objective referents are displaced in this literature by
gender as an analytic discursive construct. With gender deployed as a “governing
code that pervades language,” poststructuralist feminists argue that all manner of
foundational concepts are not only socially constructed but also gendered. Those
that are coded masculine become valued, those coded feminine devalued. The
masculine/feminine binary and its valuation becomes ironically foundational for
other binaries including work/home, public/private, global/local, economy/soci-
ety, material/ideal, and rational/emotional. The rise of financial markets and their
high normative valuation of risk-taking has been a notable empirical site of feminist
theorizing. Scholars have noted not only the strong male dominance of the sector,
but also its hyper-masculine ethos of gambling, wealth, egoism, and conquest. This
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Hochschild, The Commercialization of Intimate Life: Notes from Home and Work (Berkeley,
CA: University of California Press, 2003). Hochschild’s concepts have been developed by several
authors including: Shu-Ju Ada Cheng, Serving the Household and the Nation: Philipina Domestics and
the Politics of Identity in Taiwan (Lanham, MD: Lexington Books, 2006); Salimah Valiani, Rethinking
Unequal Exchange: The Global Integration of Nursing Labour Markets (Toronto: University of Toronto
Press, 2012).

°>NicolaJ. Smith, “The international political economy of commercial sex,” Review of International
Political Economy 18 (2011): 530-549.
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gender code is constitutive of the collapse of financial institutions across the world
in 2008 and of the global economic crisis that ensued.

Feminists continue to experience themselves largely as strangers relegated to
the margins of IPE.”® Some of this is due to the strong poststructuralist quality
of much recent feminist theorizing, which leads to the same critiques of femi-
nism as of poststructuralism. The importance of quantitative methods in the
field, particularly in liberal IPE, has also marginalized feminist work that gener-
ally embraces a critical/interpretive epistemology and derides empiricist meth-
odologies that seek to uncover causal relationships.” Finally, one of the most
interesting and recent challenges to feminist scholarship in international studies
is a sign of its success. Today one can find a growing collection of work on gender
from the perspective of non-feminist gender theory. In IR especially, analyses
of the gender aspects of violent conflict are increasingly done from a theoreti-
cal position not (primarily) animated by feminist values such as overcoming
women’s oppression and establishing gender equality.”> Such work has had little
influence yet in IPE, however, reflective of the comparatively weaker influence of
feminist work here in comparison to IR.

Green IPE

Green political economy is another new tradition in IPE that is defined as much
by its empirical and normative interests as it is by a particular theoretical ori-
entation. Certainly the natural environment has been an issue of interest in
IPE for some time. In 1972 concerns and conflicts involving pollution, natural
resource sustainability, and a growing global environmental sensibility led to
both the Stockholm Conference on the Human Environment and the Club of
Rome’s famous report The Limits to Growth. The leading IPE journal in the US,
International Organization, published a special issue the same year devoted to the
global environment. Keohane and Nye noted the phenomenon of “ecological
interdependence” and some work in IPE has treated the environment through

% Spike Peterson refers to a “‘deafening silence’ on gender. Even ‘critical IPE’ fails to engage
the extensive feminist literature” See V. Spike Peterson, A Critical Rewriting of Global Political
Economy: Integrating Reproductive, Productive and Virtual Economies (New York: Routledge, 2003 ), 26.

% Mary Caprioli, “Feminist IR theory and quantitative methodology: A critical analysis,”
International Studies Review 6 (2004): 253-269.

% This subfield is usually referred to as ‘gender and IR. For overviews of the debate see R.
Charli Carpenter, “Gender theory in world politics: Contributions of a non-feminist standpoint?”
International Studies Review 4 (2002): 153-165; Terrell Carver, “Gender and international relations,”
International Studies Review S (2003): 287-302; and Judith Squires and Jutta Weldes, “Beyond being
marginal: Gender and international relations in Britain,” British Journal of Politics and International
Relations 9 (2007): 185-203.
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the lens of regime theory and governance.”® Two important lines of work on the
environment and political economy from a Marxist perspective were established
in the 1980s. Geographers working on the environmental aspects of develop-
ment founded the field of political ecology as an intersection between structur-
alist political economy and ecology.”” They argue that social power rather than
nature is the real determinant of the distribution of ecological outcomes such as
famine, soil erosion, and pollution. Around the same time, Marxists associated
with the monopoly capital school (which also influenced dependency theory)
started up a new ecological Marxist tradition that links capitalism, imperialism,
and environmental degradation.”® One can even identify an economic national-
ist approach influenced strongly by the ideas of Thomas Malthus in the work of
political scientist Thomas Homer-Dixon.”

Within IPE, Eric Helleiner was the first to identify a distinctly Green school
of IPE and compare it in a rigorous manner to the holy troika of liberalism, eco-
nomic nationalism, and Marxism.'® For Greens, the structure of the interna-
tional political economy can best be described as ‘industrialism. This does not
refer merely to machine techniques of production or their particular reliance on
fossil fuels, which are broadly destructive of ecological processes yet also capable
of being superseded within a global industrial structure. Instead, industrialism is
amode of human control over both nature and society. Here Karl Polanyi stands

101

as the most important intellectual influence upon Green IPE.'" His analysis of

the international system begins with the Industrial Revolution and its simulta-
neous technological and institutional transformation of human society. Others
have well noted the rise of the market at this time but have ignored the metamor-
phosis of tools from appendages of individuals or small groups of human beings

% See for example Peter M. Haas, “Do regimes matter? Epistemic communities and Mediterra-
nean pollution control,” International Organization 43 (1989): 377-403; Oran R. Young, International
Cooperation: Building Regimes for Natural Resources and the Environment (Ithaca, NY: Cornell
University Press, 1989); and Oran R. Young, International Governance: Protecting the Environment in
a Stateless Society (Ithaca, NY: Cornell University Press, 1994).

%7 Political ecology classics include Michael Watts, Silent Violence: Food, Famine, and Peasantry
in Northern Nigeria (Berkeley, CA: University of California Press, 1983); Piers Blaikie, The
Political Economy of Soil Erosion in Developing Countries (London and New York: Longman,
1985); and Piers Blaikie and Harold Brookfield, Land Degradation and Society (London and
New York: Methuen, 1987).

% Signature statements include James O’Connor, “Capitalism, nature, socialism: A theo-
retical introduction,” Capitalism Nature Socialism 1 (1988): 11-38; James O’Connor, Natural
Causes: Essays in Ecological Marxism (New York: Guilford Press, 1997); and John Bellamy Foster,
Marx’s Ecology: Materialism and Nature (New York: Monthly Review Press, 2000).

% See especially Thomas Homer-Dixon, Environment, Scarcity, and Violence (Princeton: Princeton
University Press, 1999).

1% Eric Helleiner, “International political economy and the Greens,” in this volume.

19 Polanyi, The Great Transformation. See especially pp. 40-42, 68-76.
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into elaborate large-scale machines forming an expansive “factory system”
beyond individual or small-group control. Industrial production is premised
upon long-term investment in elaborate and specific machinery of tremendous
expense and risk. Because of this, the factory system requires for its very exis-
tence a regular supply of all the inputs of production and a regular absorption of
industrial output. Polanyi emphasizes the former. Through an historical account
of eighteenth- and nineteenth-century Britain, he argues that the regularization
of the supply of necessary inputs for industrial production was accomplished
by turning them into commodities for sale in a market, none with more social
consequence than the commodification of land, labor, and money. The idea of
a self-regulating market that grew up with the factory system in Britain requires
that nothing impinge the treatment of land, labor, and money as commodities.
Otherwise the market cannot regulate itself and requires intervention from the
state or other social actors. Yet since land and labor (we will ignore money here)
are nothing other than nature and human beings, this amounts to treating things
that exist for reasons outside the market as if they existed solely through and for
the market. Allowed to operate according to its own logic, the self-regulating
market as an expression of the factory system robs human beings “of the pro-
tective covering of cultural institutions... [they] would perish from the effects
of social exposure” while “nature would be reduced to its elements.” Socialism,
nationalism, environmentalism, localism, and other political movements for
social protection from the late nineteenth century onward should be seen as
reactions against the self-regulating market, part of a self-protecting “double
movement” of society’s “human and natural substance...against the ravages of
this satanic mill.”

Polanyi’s conceptualization of the factory system builds upon the concept of
social metabolism developed first by Marx and Engels and used extensively in
Green IPE.'” Just as every living organism engages in an exchange of physical
material and energy with nature through biochemical processes contributing
to both maintenance and growth of that organism, so, too, can one think of a
society of organisms engaging in similar exchanges, organizing (or colonizing)
nature and itself, resulting in societal growth and differentiation. Both qualita-
tively as well as quantitatively, different social metabolisms define different types
of societies. From this perspective, industrial society is unique in human his-
tory. First, an industrial society carries out an extended metabolism that imports

12 Cognate renderings include “industrial metabolism” and “socio-economic metabolism.” See
Marina Fischer-Kowalski, “Society’s metabolism: The intellectual history of materials flow analysis,
Part I: 1860-1970,” Journal of Industrial Ecology 2 (1998): 61-78; and Marina Fischer-Kowalski and
Helmut Haberl, “Sustainable development: socio-economic metabolism and colonization of nature,”
International Social Science Journal 50 (1998): 573-587.
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energy and matter from beyond its own biosphere including distant renewable
resources (foodstuffs, wood, hydroelectricity, water) as well as both distant and
local nonrenewable resources (fossil fuels, metals). Second, industrial society
creates new forms of exports (manufactured goods, pollution, material waste,
heat) at increased geographic scales and intensities that damage or destroy social
and ecological organization.

Green IPE has a burgeoning research program analyzing these processes and
draws significant inspiration from world systems theory. Core areas such as cit-
ies of the Global North are net importers of low-entropy high-order energy and
matter, which they accumulate in the form of capital, the built environment,
knowledge, and a complex highly-ordered society. In a net sense, the core is
dependent upon this essential energy and matter from peripheral areas, whether
sixteenth- and seventeenth-century New World silver mining zones, nineteenth-
century Chile, or the twentieth-century Amazon. These peripheries in turn
experience high-entropy low-order outcomes such as pollution, resource deg-
radation, and a simplified disorganized society.'” The themes of underdevelop-
ment and unequal exchange are clear. While various institutions have existed
throughout history to facilitate this unequal exchange, Greens following Polanyi
see the market as the central contemporary institution that core regions use to
ensure the necessary flows of energy and matter. This ecological or thermody-
namic theory of imperialism is a distinct and novel contribution to IPE.

Conclusion

Is there theoretical evolution in IPE? The title of this book strongly suggests
the answer is yes. Yet we cannot understand the meaning of yes if the mean-
ing of evolution remains obscure. At root, evolution is simply change over time.
However, is this change a process of random directionless motion responding
to equally random environmental stimuli, or is it instead a directional process
of ever-increasing adaptiveness, and thus of evolutionary progress? Even evo-
lutionary biologists cannot agree on an answer.'* In the realm of ideas, there is

19 Jason W. Moore, “Silver, ecology and the origins of the modern world, 1450-1640,” in J.R.
McNeill, Joan Martinez-Alier and Alf Hornborg, eds., Rethinking Environmental History: World
System History and Global Environmental Change (Walnut Creek, CA: AltaMira Press, 2007),
123-142; Brett Clark and John Bellamy Foster, “Ecological imperialism and the global metabolic
rift: Unequal exchange and the guano/nitrates trade,” International Journal of Comparative Sociology
50 (2009): 311-334; and Stephen D. Bunker, Underdeveloping the Amazon: Extraction, Unequal
Exchange, and the Failure of the Modern State (Chicago: University of Chicago Press, 1990).

1% Timothy Shanahan, “Methodological and contextual factors in the Dawkins/Gould dispute
over evolutionary progress,” Studies in History and Philosophy of Science Part C 32 (2001): 127-151.
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certainly ample evidence of change over time. However, if theoretical change is
simply random and directionless response to a changing material environment,
asis Stephen Jay Gould’s notion of biological evolution, ideas become little more
than secondary phenomena and there is little to be gained in treating them as
interesting and worthwhile objects of study in their own right. Better instead
to study the history of human actions and leave the history of ideas to some
dustbin.

Save for poststructuralists, IPE scholars think of themselves as practitioners
of social science within which the concept of progress is inherent. As Thomas
Kuhn observes, “progress is a perquisite reserved almost exclusively for the
activities we call science”'*” Indeed, much of the debate concerning the scien-
tific status of social sciences like IPE turns on the degree to which they can claim
an accumulation of knowledge in their fields. According to Kuhn, broad recogni-
tion of the existence of progress in knowledge depends on the dominance of a
single paradigm within which normal science takes place. In such a context, first
principles are no longer debated, allowing practitioners to focus on the prob-
lems and puzzles that the paradigm assigns and to “concentrate exclusively upon
the subtlest and most esoteric of the phenomenon which concern it The
solution of said problems and puzzles thus is the definition of progress. As richly
demonstrated in this volume, IPE is not a field dominated by a single paradigm
but instead by three major paradigms and a host of theoretical rivals and chal-
lengers. In that theoretical pluralism seems to be the field’s permanent state, the
prospects of broadly recognized theoretical progress across IPE seem dim.

Nonetheless, there is good evidence that interesting and useful theoretical
innovations continue to occur across paradigms. The best evidence is the devel-
opment of explicitly inter-paradigmatic literatures such as world systems theory
or feminist IPE. While each is strongly influenced by one or another paradig-
matic approach, they exist as fruitful theoretical crossroads first and foremost.
Within the holy troika there is considerable evidence of theoretical revision and
change through engagement with other paradigms. Contemporary Marxism
is characterized by lively debate and partial synthesis with poststructuralism.
Economic nationalism had been remade from the remainders of classical mer-
cantilism together with liberal economic thought. Even liberalism had absorbed
ideas concerning the role of the state and the analytic importance of inequality
from its rivals.

If one is to find theoretical ‘progress’” in IPE, however, it will have to be
identified and defined primarily within paradigms rather than across the field
as a whole. For those wanting IPE to be a science, there is good news on this

19 Kuhn, Structure of Scientific Revolutions, 160.
1% Kuhn, Structure of Scientific Revolutions, 163-164.
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front. Economic nationalists no longer obsess over bullion movements while
List’s infant industry argument and the national bases of economic develop-
ment continue to make significant contributions to both analysis and policy.
Marxists spend little time quantifying surplus value any longer, but continue to
make considerably valuable innovations to the study of imperialism and hier-
archy in the international system. Within liberal IPE, open economy politics
makes the strongest claim to theoretical progress within the context of normal
science.'”” The spread of OEP across the field’s leading journals and academic
institutions since the end of the Cold War has even led some to declare an end
to paradigmatic rivalry and the birth of a liberal consensus.'”® That being said,
one man’s “progress” and “consensus” is another man’s “loss of ambition” and
shrinkage of the “horizons of scholarship.”'? Were the 1970s and 1980s not
only the salad days of modern IPE but also its best? Or is it the purpose of
science to move past really big questions and get on with the (perhaps bor-
ing) work of normal science? Of course, one can look to poststructural IPE for
queries as to whether the field should strive for theoretical progress and status
as science in the first place.

It seems that within IPE, the closer one stands to economics, the greater
one experiences what Benjamin Cohen cheekily calls “peer-us envy.”''* Within
the confines of the highest echelons of the American school of IPE—political
science departments at elite American universities and first-tier American IPE
journals—the threat (or blessing) of paradigmatic consensus under the reign
of liberalism may be genuine. However, outside such walls there seems little
reason to fear (or welcome) a Kuhnian scientific revolution in which one com-
munity decisively overthrows another and exiles its former rivals from the field.
Robust theoretical pluralism is not only IPE’s past and present but surely its
future as well.

7 David A. Lake, “TRIPS across the Atlantic: Theory and epistemology in IPE,” Review of
International Political Economy 16 (2009): 47-57.

1% Frieden and Martin, “International Political Economy.”

' Benjamin J. Cohen, “Are IPE journals becoming boring?” International Studies Quarterly 54
(2010): 887-891.

"1 Cohen, “Are IPE journals becoming boring?,” 888.



Mercantilism

Mercantilism is best thought of as a set of state policies first and a theory of inter-
national political economy second. Mercantilist practices were designed to serve
the state-building projects of early modern absolutist monarchs, particularly in
England and France, and flourished from the sixteenth through the eighteenth
centuries. Typical mercantilist practices involved strategic tariffs and restric-
tions on the export of money. In every way they were opposed to what came
to be known as free trade. As a body of thought, mercantilism is notoriously
scattered and unsystematic. In fact, it was not even named until Adam Smith
did so in the late eighteenth century so as to attack it. Mercantilist authors were
primarily English merchants and French state officials, two groups who stood
strongly to gain from the era’s state-building policies. In a later period of German
state-building, German political economists made notable contributions. Such
authors had their ideas and their interests so tightly bound together, however,
that mercantilist theory had trouble developing in a rigorous manner. Despite
its intellectual muddle, one can say with confidence that mercantilist theory is
premised upon the centrality of state power and the subordination of economic
activity to service of that power.

Thomas Mun (1571-1641) was perhaps the most prominent and influential
mercantilist writer in Britain during the theory’s seventeenth-century heyday.
He spent his life in international commerce, first with the Levant Company
in the Eastern Mediterranean and then with the famous East India Company
where he was a director. Such practical experience as an international merchant
lies at the foundation of his writings. The following selection is from Mun’s post-
humously published classic work England’s Treasure by Forraign Trade. The book
was very popular in its day and went through six editions from its initial publica-
tion in 1664 to the sixth in 175S. It was so influential in fact that Adam Smith
used it as the signature representative of the theory he sought to overthrow.

Mun here gives a classic statement on mercantilist attitudes toward trade. The
purpose of international trade is to increase the “treasure” of a country. When
Mun speaks of England’s treasure he means gold and silver. From a mercantilist
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perspective, its accumulation is the immediate goal of state policy. Mun does not
believe that precious metals are themselves wealth, but he does believe that they
are the most important representations of wealth and enablers of national pro-
duction and employment that constitute the true foundation of national power
and plenty. Because England is a country with no native gold or silver mines, the
only effective means of accumulating treasure is by exporting more goods than
the country imports. Thus, a positive trade balance becomes the signal object of
state policy. Mun recommends a strategic trade policy to accomplish this trade
surplus. Low or zero tariffs should be applied to manufactured exports while
high tariffs should be applied to manufactured imports. Moreover, all English
trade should be conducted by English ships so that English merchants are able
to capture the profits yielded through freight charges, insurance, customs duties,
and all the myriad costs of long-distance trade. In Mun’s view this would bolster
domestic production and employment while also allowing for the accumulation
of treasure.

Where Mun is most innovative is in his argument supporting the export of
gold and silver. At first glance this seems to be exactly the opposite of what a
country intent on accumulating treasure should allow. However, Mun strives to
show how the export of bullion and specie for the financing of trade and produc-
tion can actually increase England’s wealth. Clearly Mun’s private interests as a
director of the East India Company are at work here, but he also makes a notable
innovation in theory as well. First, the export of money so as to finance trade
enables English merchants to profit from their role as middlemen between, for
example, the East Indies and consumers in Turkey, Italy, and the like. Second, the
export of money so as to finance trade allows England to import intermediate
goods (e.g, silk yarn) that can be turned into finished goods (e.g., silk textiles) in
England and then exported, rendering yet more treasure for the country. Finally,
exporting money also allows foreigners to buy English manufactured goods,
further spurring English production while contributing to national wealth. The
export of gold and silver should not increase English consumption of foreign
goods beyond the increase that it facilitates in exports, of course. The goal of
international trade and state policy is always to maintain a trade surplus, “the
true rule of our Treasure.”
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England’s Treasure by Forraign Trade

THOMAS MUN

Chapter 2

The Means to enrich this Kingdom, and

to encrease our Treasure.

Although a Kingdom may be enriched by gifts received, or by purchase taken
from some other Nations, yet these are things uncertain and of small consider-
ation when they happen. The ordinary means therefore to encrease our wealth
and treasure is by Forraign Trade, wherein wee must ever observe this rule; to
sell more to strangers yearly than wee consume of theirs in value... .

....But first I will say something concerning those ways and means which will
encrease our exportations and diminish our importations of wares; which being
done, I will then set down some other arguments both affirmative and negative
to strengthen that which is here declared, and thereby to shew that all the other
means which are commonly supposed to enrich the Kingdom with Treasure are
altogether insufficient and meer fallacies.

Chapter 3

The particular ways and means to encrease
the exportation of our commodities, and
to decrease our Consumption of forraign wares.

The revenue or stock of a Kingdom by which it is provided of forraign wares is
either Natural or Artificial. The Natural wealth is so much only as can be spared
from our own use and necessities to be exported unto strangers. The Artificial
consists in our manufactures and industrious trading with forraign commodities,

Reprinted from Thomas Mun, England'’s Treasure by Forraign Trade (New York: Macmillan and
Co,, 1903).
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concerning which I will set down such particulars as may serve for the cause we
have in hand.

1. First, although this Realm be already exceeding rich by nature, yet might
it be much encreased by laying the waste grounds (which are infinite) into
such employments as should no way hinder the present revenues of other
manufactured lands, but hereby to supply our selves and prevent the impor-
tations of Hemp, Flax, Cordage, Tobacco, and divers other things which
now we fetch from strangers to our great impoverishing.

2. We may likewise diminish our importations, if we would soberly refrain
from excessive consumption of forraign wares in our diet and rayment, with
such often change of fashions as is used, so much the more to encrease the
waste and charge; which vices at this present are more notorious amongst
us than in former ages. Yet might they easily be amended by enforcing the
observation of such good laws as are strictly practised in other Countries
against the said excesses; where likewise by commanding their own manu-
factures to be used, they prevent the coming in of others, without prohibi-
tion, or offence to strangers in their mutual commerce.

3. In our exportations we must not only regard our own superfluities, but also
we must consider our neighbours necessities, that so upon the wares which
they cannot want, nor yet be furnished thereof elsewhere, we may (besides
the vent of the Materials) gain so much of the manufacture as we can, and
also endeavour to sell them dear, so far forth as the high price cause not aless
vent in the quantity. But the superfluity of our commodities which strangers
use, and may also have the same from other Nations, or may abate their vent
by the use of some such like wares from other places, and with little inconve-
nience; we must in this case strive to sell as cheap as possible we can, rather
than to lose the utterance of such wares. For we have found of late years by
good experience, that being able to sell our Cloth cheap in Turkey, we have
greatly encreased the vent thereof, and the Venetians have lost as much in
the utterance of theirs in those Countreys, because it is dearer....But when
by cheapness we drive them from this employment, and so in time obtain
our dear price again, then do they also use their former remedy. So that by
these alterations we learn, that it is in vain to expect a greater revenue of our
wares than their condition will afford, but rather it concerns us to apply our
endeavours to the times with care and diligence to help our selves the best
we may, by making our cloth and other manufactures without deceit, which
will encrease their estimation and use.

4. The value of our exportations likewise may be much advanced when we per-
form it our selves in our own Ships, for then we get only not the price of our
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wares as they are worth here, but also the Merchants gains, the changes of
ensurance, and fraight to carry them beyond the seas....

S. The frugal expending likewise of our own natural wealth might advance
much yearly to be exported unto strangers; and if in our rayment we will
be prodigal, yet let this be done with our own materials and manufactures,
as Cloth, Lace, Imbroderies, Cutworks and the like, where the excess of the
rich may be the employment of the poor, whose labours notwithstanding
of this kind, would be more profitable for the Commonwealth, if they were
done to the use of strangers....

8. Also wee ought to esteem and cherish those trades which we have in remote
or far Countreys, for besides the encrease of Shipping and Mariners thereby,
the wares also sent thither and receiv’d from thence are far more profitable
unto the kingdom than by our trades neer at hand: As for example; suppose
Pepper to be worth here two Shillings the pound constantly, if then it be
brought from the Dutch at Amsterdam, the Merchant may give there twenty
pence the pound, and gain well by the bargain; but if he fetch this Pepper
from the East-indies, he must not give above three pence the pound at the
most, which is a mighty advantage, not only in that part which serveth for
our own use, but also for that great quantity which (from hence) we trans-
port yearly unto divers other Nations to be sold at a higher price whereby
it is plain, that we make a far greater stock by gain upon these Indian
Commodities, than those Nations doe where they grow, and to whom they
properly appertain, being the natural wealth of their Countries. But for the
better understanding of this particular, we must ever distinguish between
the gain of the Kingdom, and the profit of the Merchant; for although the
Kingdom payeth no more for this Pepper than is before supposed, nor for any
other commodity bought in forraign parts more than the stranger receiveth
from us for the same, yet the Merchant payeth not only that price, but also
the fraight, ensurance, customes and other charges which are exceeding
great in these long voyages.... It may well stir up our utmost endeavours to
maintain and enlarge this great and noble business, so much importing the
Publique wealth, Strength, and Happiness. Neither is there less honour and
judgment by growing rich (in this manner) upon the stock of other Nations,
than by an industrious encrease of our own means, especially when this later
is advanced by the benefit of the former, as we have found in the East Indies
by sale of much of our Tin, Cloth, Lead and other Commodities, the vent
whereof doth daily encrease in those Countreys which formerly had no use
of our wares....

10. It were policie and profit for the State to suffer manufactures made of
forraign Materials to be exported custome-free, as Velvets and all other
wrought Silks, Fustians, thrown Silks and the like, it would emply very many
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poor people, and much encrease the value of our stock yearly issued into
other Countreys, and it would (for this purpose) cause the more foraign
Materials to be brought in, to the improvement of His Majesties Customes.
I will here remember a notable increase in our manufacture of winding and
twisting only of forraign raw Silk, which within 35 years to my knowledge
did not employ more than 300 people in the City and suburbs of London,
where at this present time it doth set on work above fourteen thousand
souls, as upon diligent enquiry hath been credibly reported unto His
Majesties Commissioners for Trade. and it is certain, that if the raid forraign
Commodities might be exported from hence, free of custome, this manu-
facture would yet encrease very much, and decrease as fast in Italy and in the
Netherlands. But if any man allege the Dutch proverb, Live and let others
live; I answer, that the Dutchmen notwithstanding their own Proverb, doe
not onely in these Kingdoms, encroach upon our livings, but also in other
forraign parts of our trade (where they have power) they do hinder and
destroy us in our lawful course of living, hereby taking the bread out of our
mouth, which we shall never prevent by plucking the pot from their nose,
as of late years too many of us do practise to the great hurt and dishonour
of this famous Nation; We ought rather to imitate former times in taking
sober and worthy courses more pleasing to God and suitable to our ancient
reputation.

It is needful also not to charge the native commodities with too great cus-
tomes, lest by indearing them to the strangers use, it hinder their vent.
And especially forraign wares brought in to be transported again should
be favoured, for otherwise that manner of trading (so much import-
ing the good of the Commonwealth) cannot prosper nor subsist. But the
Consumption of such forraign wares in the Realm may be the more charged,
which will turn to the profit of the kingdom in the Ballance of the Trade, and
thereby also enable the King to lay up the more Treasure out of his yearly
incomes....

Lastly, in all things we must endeavour to make the most we can of our own,
whether it be Natural or Artificial, And forasmuch as the people which live
by the Arts are far more in number than they who are masters of the fruits,
we ought the more carefully to maintain those endeavours of the multitude,
in whom doth consist the greatest strength and riches both of the King and
Kingdom: for where the people are many, and the arts good, there the traf-
fique must be great, and the Countrey rich....
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Chapter 4

The Exportation of our Moneys in Trade of Merchandize is a
means to encrease our Treasure.

This Position is so contrary to the common opinion, that it will require many
and strong arguments to prove it before it can be accepted of the Multitude, who
bitterly exclaim when they see any monies carried out of the Realm; affirming
thereupon that wee have absolutely lost so much Treasure, and that this is an act
directly against the long continued laws made and confirmed by the wisdom of
this Kingdom in the High Court of Parliament, and that many places, nay Spain
it self which is the Fountain of Mony, forbids the exportation thereof, some
cases only excepted....

First, I will take that for granted which no man of judgment will deny, that
we have no other means to get Treasure but by forraign trade, for Mines we have
none which do afford it, and how this mony is gotten in the managing of our said
Trade I have already shewed, that it is done by making our commodities which are
exported yearly to over ballance in value the forraign wares which we consume;
so that it resteth only to shew how our monyes may be added to our commodi-
ties, and being jointly exported may so much the more encrease our Treasure... .

To this the answer is, that when wee have prepared our exportations of wares,
and sent out as much of every thing as wee can spare or vent abroad: It is not there-
fore said that then we should add our money thereunto to fetch in the more mony
immediately, but rather first to enlarge our trade by enabling us to bring in more for-
raign wares, which being sent out again will in due time much encrease our Treasure.

For although in this manner wee do yearly multiply our importation to the
maintenance of more Shipping and Mariners, improvement of His Majesties
Customs and other benefits: yet our consumption of those forraign wares is no
more than it was before; so that all the said encrease of commodities brought
in by the means of our ready mony sent out as is afore written, doth in the end
become an exportation unto us of a far greater value than our said moneys....

The answer is (keeping our first ground) that if our consumption of forraign
wares be no more yearly than is already supposed, and that our exportations be
so mightly encreased by this manner of Trading with ready money as is before
declared: It is not then possible but that all the over-ballance or difference
should return either in mony or in such wares as we must export again, which,
as is already plainly shewed will be still a greater means to encrease our Treasure.

For it is in the stock of the Kingdom as in the estates of private men, who
having store of wares, doe not therefore say that they will not venture out or
trade with their mony (for this were ridiculous) but do also turn that into wares,
whereby they multiply their Mony, and so by a continual and orderly change



Mercantilism 47

of one into the other grow rich, and when they please turn all their estates into
Treasure; for they that have Wares cannot want mony.

....Itis not therefore the keeping of our mony in the Kingdom, but the neces-
sity and use of our wares in forraign Courtries, and our want of their commodi-
ties that causeth the vent and consumption on all sides, which makes a quick and
ample Trade....And although this is a very hard lesson for some great landed
men to learn, yet I am sure it is a true lesson for all the land to observe, lest when
wee have gained some store of mony by trade, wee lose it again by not trading
with our mony....

But on the contrary there are many Countreys which may yield us very profit-
able trade for our mony, which otherwise afford us no trade at all, because they
have no use of our wares, as namely the East-Indies for one in the first begin-
ning thereof, although since by industry in our commerce with those Nations
we have brought them into the use of much of our Lead, Cloth, Tin, and other
things, which is a good addition to the former vent of our commodities....

To this the answer is briefly, that if we have such a quantity of wares as doth
tully provided us of all things needful from beyond the seas: why should we then
doubt that our monys sent out in trade, must not necessarily come back again in
treasure; together with the great gains which it may procure in such manner as
is before set down?....

Chapter 21

This conclusion upon all hath been said concerning the
Exportation or Importation of Treasure.

....Behold then the true form and worth of forraign Trade, which is, The great
Revenue of the King, The honour of the Kingdom, The Noble profession of the
Merchant, The School of our Arts, The supply of our wants, The employment
of our poor, The improvement of our Lands, The Nurcery of our Mariners, The
walls of the Kingdoms, The means of our Treasure, The Sinnews of our wars,
The terror of our Enemies. For all which great and weighty reasons, do so many
well governed States highly countenance the profession, and carefully cherish
the action, not only with Policy to encrease it, but also with power to protect it
from all forraign injuries: because they know it is a Principal in Reason of State
to maintain and defend that which doth Support them and their estates.
Finis.



Classical Liberalism

Liberalism was born as a philosophy of individual autonomy over against the
power of the state. Mercantilism, of course, held that state power was both a
signature means of wealth creation as well as one of the chief ends of economic
activity. Such a theory stood out as a natural target for liberals set on fashioning
a new approach to political economy. Classical liberalism emerged in particular
through a novel understanding of, and appreciation for, markets. Captured by
Adam Smith’s famous invisible hand analogy, liberals found in a market econ-
omy a social arena marked by spontaneous social order. No state was required
to bring together buyer and seller, set prices and quantities, or spur investment
and production. These were all motivated by natural human instincts that, as
long as markets were free of power (i.e., “competitive”) and left to their own
devices, benefited all. Classical liberals did not separate economics from politics,
however. They emphasized how particular interests such as merchants or land-
lords sometimes used the power of the state to advance their own private good
at the expense of the public good. Trade restrictions stood as prime examples. At
the same time, classical liberals saw that states were still necessary for both the
proper functioning of markets, such as defending property rights, and for the
provision of goods and services that markets couldn’t produce, such as national
defense. However, as much as possible, liberals urged states to let markets govern
production, consumption, and exchange. This is a dramatic reversal of the mer-
cantilist balance between state and market, and one that proved very successful
both intellectually and politically over the course of the nineteenth century.
Adam Smith (1723-1790) led the way in attacking mercantilist orthodoxy
and establishing a new approach to political economy. Although mercantilist
theory waslosing its vitality, it still dominated the economic policies of his day—
and would continue to do so for a long time after. Smith therefore begins with
a thoroughgoing critique of mercantilism’s understanding of wealth. He insists
that the wealth of a country is not found in the accumulation of gold and silver
but instead in the growth of the productive capacity of the national economy.
In fact, precious metals are a wholly indifferent matter, for trade can be carried
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on through barter if necessary or facilitated by means of paper money. Not only
is the balance of trade unimportant as a policy goal. The international flow of
money, obeying its own laws of movement rooted in the self-interest of rational
economic actors, cannot be usefully regulated by the state anyway. Rather than
restrain imports in order to accumulate treasure, Smith recommends the repeal
of duties and prohibitions that will do far more to increase British production,
wealth, and power.

Smith’s defense of free trade is based on its positive effects on production.
The greatest benefit to society comes from the most efficient employment of
the sum total of its capital. When individuals are allowed to invest their own
capital according to their own interests, all benefit. According to Smith, no state
can increase the amount of capital invested in society nor direct it toward the
most effective uses. By attempting to protect the domestic market from for-
eign competition through trade regulations, however, this is precisely what the
state attempts to do. Smith rejects the mercantilist claim that by means of trade
restrictions the state can augment national wealth through development of a
domestic industry that does not exist or through acceleration of the develop-
ment of a nascent domestic industry. Save for a few well-specified exceptions,
capital and industry should be allowed to find their “natural employments.” If
placed in an unregulated international economy, each nation would discover a
productive niche that best employs its capital and through trade contribute both
to national prosperity as well as to the prosperity of all humanity.

David Ricardo (1772-1823) makes important contributions to the devel-
opment of classical liberal theory, none more significant than his explanation
of international trade on the basis of comparative advantage. Smith believed
that trade between countries was governed by the absolute costs of the pro-
duction of goods, the principal of absolute advantage. While Ricardo admitted
the principal of absolute advantage in directing domestic trade, he endeavored
to show that a very different principal governed international trade. Ricardo
puts forward a simple two-by-two model of international trade, two countries
(England and Portugal) trading two goods (wine and cloth). This example was
hardly chosen out of thin air. Thanks to the highly successful (for the British,
at least) joint military/commercial Methuen Treaty of 1703 with Portugal, this
was a well-known case of the benefits of trade near and dear to the hearts of all
Englishmen. Through the model, Ricardo demonstrated that a country lacking
absolute advantage in both products still retained a comparative advantage in
one. If each country concentrated its capital upon its comparative advantage and
opened its national economy to trade, even the country with absolute advantage
in both would benefit from specialization and international exchange.

Ricardo is careful to consider his argument in light of a country’s international
balance of payments. Monetary forces, he finds, do not endanger comparative
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advantage because of the self-correcting price-specie flow mechanism introduced
by David Hume nearly a century earlier. Like Smith before him, Ricardo finds
little autonomous significance in money. The barter terms of trade determine
prices and quantities, and money is simply a neutral medium of exchange. In other
ways, however, Ricardo pushes liberal political economy in new directions. Adam
Smith’s methodology is a blend of deductive analysis, history, narrative descrip-
tion, and normative concerns toward the broad goal of explaining the disparate
wealth of nations. Ricardo sets a very different tone of abstract theorizing aimed
toward uncovering the laws of political-economic behavior. States have the power
to interfere with these laws, but neither to overturn them nor even to manipulate
them toward substantive ends. Through the regulation of trade, states can change
nominal values, but in Ricardo’s classical liberal view they have no ability to change
real values. Ricardo also reintroduces the labor theory of value (rejected by Smith)
as an explanation for the price of goods. In his model, England and Portugal trade
because of different labor costs. This theory of value was eventually abandoned
by liberals but embraced and developed by Marx and his followers decades later.
John Stuart Mill (1806-1873) both recapitulates Ricardian trade theory in
an especially clear manner as well as makes his own innovations to classical lib-
eral political economy. In particular, he moves away from Ricardo’s emphasis on
immutable natural laws and instead finds that economic laws have social founda-
tions that vary from society to society. This finds expression in Mill’s innovative
argument regarding the “indirect” consequences of trade. While trade generates
material advantages directly, those material advantages have political and moral
effects. More trade means a greater division of labor that spurs economic devel-
opment and the work ethic. Trade also spurs a cosmopolitan ethic of progress
and cooperation. Presenting briefly a standard liberal claim, Mill finally asserts
that trade is “the principal guarantee of the peace of the world.” In this way, Mill
brings liberal political philosophy, liberal economic theory, and, it must be said,
nineteenth-century British bourgeois values, together in a complete package.
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Of the Principle of the Commercial or
Mercantile System

ADAM SMITH

That wealth consists in money, or in gold and silver, is a popular notion which
naturally arises from the double function of money, as the instrument of com-
merce, and as the measure of value. In consequence of its being the instrument
of commerce, when we have money we can more readily obtain whatever else
we have occasion for, than by means of any other commodity. The great affair,
we always find, is to get money. When that is obtained, there is no difficulty in
making any subsequent purchase. In consequence of its being the measure of
value, we estimate that of all other commodities by the quantity of money which
they will exchange for. We say of a rich man that he is worth a great deal, and of
a poor man that he is worth very little money. A frugal man, or a man eager to be
rich, is said to love money; and a careless, a generous, or a profuse man, is said
to be indifferent about it. To grow rich is to get money; and wealth and money,
in short, are, in common language, considered as in every respect synonymous.

A rich country, in the same manner as a rich man, is supposed to be a country
abounding in money; and to heap up gold and silver in any country is supposed
to be the readiest way to enrichit....

Mr. Locke remarks a distinction between money and other moveable
goods. All other moveable goods, he says, are of so consumable a nature that
the wealth which consists in them cannot be much depended on, and a nation
which abounds in them one year may, without any exportation, but merely by
their own waste and extravagance, be in great want of them the next. Money,
on the contrary, is a steady friend, which, though it may travel about from hand
to hand, yet if it can be kept from going out of the country, is not very liable to
be wasted and consumed. Gold and silver, therefore, are, according to him, the
most solid and substantial part of the moveable wealth of a nation, and to mul-
tiply those metals ought, he thinks, upon that account, to be the great object of
its political economy.

Others admit that if a nation could be separated from all the world, it would
be of no consequence how much, or how little money circulated in it. The

Adam Smith, The Wealth of Nations (New York: Modern Library, 1937)
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consumable goods which were circulated by means of this money, would only be
exchanged for a greater or a smaller number of pieces; but the real wealth or pov-
erty of the country, they allow, would depend altogether upon the abundance
or scarcity of those consumable goods. But it is otherwise, they think, with
countries which have connections with foreign nations, and which are obliged
to carry on foreign wars, and to maintain fleets and armies in distant countries.
This, they say, cannot be done, but by sending abroad money to pay them with;
and a nation cannot send much money abroad, unless it has a good deal at home.
Every such nation, therefore, must endeavour in time of peace to accumulate
gold and silver, that, when occasion requires, it may have wherewithal to carry
on foreign wars.

In consequence of these popular notions, all the different nations of Europe
have studied, though to little purpose, every possible means of accumulating
gold and silver in their respective countries. Spain and Portugal, the proprietors
of the principal mines which supply Europe with those metals, have either pro-
hibited their exportation under the severest penalties, or subjected it to a con-
siderable duty. The like prohibition seems anciently to have made a part of the
policy of most other European nations... .

When those countries became commercial, the merchants found this pro-
hibition, upon many occasions, extremely inconvenient. They could frequently
buy more advantageously with gold and silver than with any other commodity,
the foreign goods which they wanted, either to import into their own, or to carry
to some other foreign country. They remonstrated, therefore, against this prohi-
bition as hurtful to trade.

They represented, first, that the exportation of gold and silver in order to
purchase foreign goods, did not always diminish the quantity of those metals in
the kingdom. That, on the contrary, it might frequently increase that quantity;
because, if the consumption of foreign goods was not thereby increased in the
country, those goods might be re-exported to foreign countries, and, being there
sold for a large profit, might bring back much more treasure than was originally
sent out to purchase them....

They represented, secondly, that this prohibition could not hinder the expor-
tation of gold and silver, which, on account of the smallness of their bulk in pro-
portion to their value, could easily be smuggled abroad. That this exportation
could only be prevented by a proper attention to, what they called, the balance
of trade. That when the country exported to a greater value than it imported, a
balance became due to it from foreign nations, which was necessarily paid to it
in gold and silver, and thereby increased the quantity of those metals in the king-
dom. But that when it imported to a greater value than it exported, a contrary
balance became due to foreign nations, which was necessarily paid to them in
the same manner, and thereby diminished that quantity... .
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Those arguments were partly solid and partly sophistical. They were solid so
far as they asserted that the exportation of gold and silver in trade might fre-
quently be advantageous to the country. They were solid too, in asserting that
no prohibition could prevent their exportation, when private people found any
advantage in exporting them. But they were sophistical in supposing, that either
to preserve or to augment the quantity of those metals required more the atten-
tion of government, than to preserve or to augment the quantity of any other
useful commodities, which the freedom of trade, without any such attention,
never fails to supply in the proper quantity. They were sophistical too, perhaps,
in asserting that the high price of exchange necessarily increased, what they
called, the unfavourable balance of trade, or occasioned the exportation of a
greater quantity of gold and silver... The high price of exchange...would natu-
rally dispose the merchants to endeavour to make their exports nearly balance
their imports, in order that they might have this high exchange to pay upon as
small a sum as possible. The high price of exchange, besides, must necessarily
have operated as a tax, in raising the price of foreign goods, and thereby dimin-
ishing their consumption. It would tend, therefore, not to increase, but to dimin-
ish, what they called, the unfavourable balance of trade, and consequently the
exportation of gold and silver.

Such as they were, however, those arguments convinced the people to whom
they were addressed. They were addressed by merchants to parliaments, and to
the councils of princes, to nobles, and to country gentlemen; by those who were
supposed to understand trade, to those who were conscious to themselves that
they knew nothing about the matter. That foreign trade enriched the country,
experience demonstrated to the nobles and country gentlemen, as well as to the
merchants; but how, or in what manner, none of them well knew. The merchants
knew perfectly in what manner it enriched themselves. It was their business to
know it. But to know in what manner it enriched the country, was no part of their
business. This subject never came into their consideration, but when they had
occasion to apply to their country for some change in the laws relating to foreign
trade. It then became necessary to say something about the beneficial effects of
foreign trade, and the manner in which those effects were obstructed by the laws
as they then stood. To the judges who were to decide the business, it appeared a
most satisfactory account of the matter, when they were told that foreign trade
brought money into the country, but that the laws in question hindered it from
bringing so much as it otherwise would do. Those arguments therefore produced
the wished-for effect...The attention of government was turned away from
guarding against the exportation of gold and silver, to watch over the balance of
trade, as the only cause which could occasion any augmentation or diminution
of those metals. From one fruitless care it was turned away to another care much
more intricate, much more embarrassing, and just equally fruitless....
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A country that has no mines of its own must undoubtedly draw its gold and
silver from foreign countries, in the same manner as one that has no vineyards
of its own must draw its wines. It does not seem necessary, however, that the
attention of government should be more turned towards the one than towards
the other object. A country that has wherewithal to buy wine, will always get the
wine which it has occasion for; and a country that has wherewithal to buy gold
and silver, will never be in want of those metals.

They are to be bought for a certain price like all other commodities, and as
they are the price of all other commodities, so all other commodities are the
price of those metals. We trust with perfect security that the freedom of trade,
without any attention of government, will always supply us with the wine which
we have occasion for: and we may trust with equal security that it will always
supply us with all the gold and silver which we can afford to purchase or to
employ, either in circulating our commodities, or in other uses.

The quantity of every commodity which human industry can either purchase
or produce, naturally regulates itself in every country according to the effectual
demand, or according to the demand of those who are willing to pay the whole
rent, labour and profits which must be paid in order to prepare and bring it to
market. But no commodities regulate themselves more easily or more exactly
according to this effectual demand than gold and silver; because, on account of
the small bulk and great value of those metals, no commodities can be more eas-
ily transported from one place to another, from the places where they are cheap,
to those where they are dear, from the places where they exceed, to those where
they fall short of this effectual demand....

When the quantity of gold and silver imported into any country exceeds
the effectual demand, no vigilance of government can prevent their exporta-
tion...If, on the contrary, in any particular country their quantity fell short of
the effectual demand, so as to raise their price above that of the neighboring
countries, the government would have no occasion to take any pains to import
them. If it were even to take pains to prevent their importation, it would not be
able to effectuate it....

If, not withstanding all this, gold and silver should at any time fall short in a
country which has wherewithal to purchase them, there are more expedients for
supplying their place, than that of almost any other commodity. If the materi-
als of manufacture are wanted, industry must stop. If provisions are wanted, the
people must starve. But if money is wanted, barter will supply its place, though
with a good deal of inconveniency. Buying and selling upon credit, and the dif-
ferent dealers compensating their credits with one another, once a month or
once a year, will supply it with less inconveniency. A well-regulated paper money
will supply it, not only without any inconveniency, but, in some cases, with some
advantages. Upon every account, therefore, the attention of government never
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was so unnecessarily employed, as when directed to watch over the preservation
or increase of the quantity of money in any country.

It would be too ridiculous to go about seriously to prove, that wealth does
not consist in money, or in gold and silver; but in what money purchases, and
is valuable only for purchasing. Money, no doubt, makes always a part of the
national capital; but...it generally makes but a small part, and always the most
unprofitable part of it.

Itis not because wealth consists more essentially in money than in goods, that
the merchant finds it generally more easy to buy goods with money, than to buy
money with goods; but because money is the known and established instrument
of commerce, for which every thing is readily given in exchange, but which is
not always with equal readiness to be got in exchange for every thing...Goods
can serve many other purposes besides purchasing money, but money can serve
no other purpose besides purchasing goods. Money, therefore, necessarily runs
after goods, but goods do not always or necessarily run after money. The man
who buys, does not always mean to sell again, but frequently to use or to con-
sume; whereas he who sells, always means to buy again. The one may frequently
have done the whole, but the other can never have done more than the one-half
of his business. It is not for its own sake that men desire money, but for the sake
of what they can purchase with it.

....Gold and silver, whether in the shape of coin or plate, are utensils, it must
be remembered, as much as the furniture of the kitchen. Increase the use for
them, increase the consumable commodities which are to be circulated, man-
aged, and prepared by means of them, and you will infallibly increase the quan-
tity; but if you attempt, by extraordinary means, to increase the quantity, you
will as infallibly diminish the use and even the quantity too, which in those met-
als can never be greater than what the use requires. Were they ever to be accu-
mulated beyond this quantity, their transportation is so easy, and the loss which
attends their lying idle and unemployed so great, that no law could prevent their
being immediately sent out of the country.

It is not always necessary to accumulate gold and silver, in order to enable a
country to carry on foreign wars, and to maintain fleets and armies in distant
countries. Fleets and armies are maintained, not with gold and silver, but with
consumable goods. The nation which, from the annual produce of its domes-
tic industry, from the annual revenue arising out of its lands, labour, and con-
sumable stock, has wherewithal to purchase those consumable goods in distant
countries, can maintain foreign wars there.

A nation may purchase the pay and provisions of an army in a distant country
three different ways; by sending abroad either, first, some part of its accumulated
gold and silver; or secondly, some part of the annual produce of its manufac-
tures; or last of all, some part of its annual rude produce.
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The gold and silver which can properly be considered as accumulated or
stored up in any country, may be distinguished into three parts; first, the circu-
lating money; secondly, the plate of private families; and last of all, the money
which may have been collected by many years parsimony, and laid up in the trea-
sury of the prince.

The funds which maintained the foreign wars of the present century, the most
expensive perhaps which history records, seem to have had little dependency
upon the exportation either of the circulating money, or of the plate of private
families, or of the treasure of the prince....

The enormous expense of the late war, therefore, must have been chiefly
defrayed, not by the exportation of gold and silver, but by that of British com-
modities of some kind or other....

The commodities most proper for being transported to distant countries, in
order to purchase there, either the pay and provisions of an army, or some part of
the money of the mercantile republic to be employed in purchasing them, seem
to be the finer and more improved manufactures; such as contain a great value in
a small bulk, and can, therefore, be exported to a great distance at little expense.
A country whose industry produces a great annual surplus of such manufactures,
which are usually exported to foreign countries, may carry on for many years a
very expensive foreign war, without either exporting any considerable quantity
of gold and silver, or even having any such quantity to export....

No foreign war of great expense or duration could conveniently be carried on
by the exportation of the rude produce of the soil. The expense of sending such
a quantity of it to a foreign country as might purchase the pay and provisions
of an army, would be too great. Few countries too produce much more rude
produce than what is sufficient for the subsistence of their own inhabitants. To
send abroad any great quantity of it, therefore, would be to send abroad a part
of the necessary subsistence of the people. It is otherwise with the exportation
of manufactures. The maintenance of the people employed in them is kept at
home, and only the surplus part of their work is exported... .

The importation of gold and silver is not the principal, much less the sole
benefit which a nation derives from its foreign trade. Between whatever places
foreign trade is carried on, they all of them derive two distinct benefits from it.
It carries out that surplus part of the produce of their land and labour for which
there is no demand among them, and brings back in return for it something else
for which there is a demand. It gives a value to their superfluities, by exchanging
them for something else, which may satisfy a part of their wants, and increase
their enjoyments. By means of it, the narrowness of the home market does not
hinder the division of labour in any particular branch of art or manufacture from
being carried to the highest perfection. By opening a more extensive market for
whatever part of the produce of their labour may exceed the home consumption,
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it encourages them to improve its productive powers, and to augment its annual
produce to the utmost, and thereby to increase the real revenue and wealth of
the society. These great and important services foreign trade is continually occu-
pied in performing, to all the different countries between which it is carried on.
They all derive great benefit from it, though that in which the merchant resides
generally derives the greatest, as he is generally more employed in supplying the
wants, and carrying out the superfluities of his own, than of any other particular
country. To import the gold and silver which may be wanted, into the countries
which have no mines, is, no doubt, a part of the business of foreign commerce.
It is, however, a most insignificant part of it. A country which carried on foreign
trade merely upon this account, could scarce have occasion to freight a ship in
a century.

I thought it necessary, though at the hazard of being tedious, to examine at
full length this popular notion that wealth consists in money, or in gold and sil-
ver. Money in common language, as I have already observed, frequently signifies
wealth; and this ambiguity of expression has rendered this popular notion so
familiar to us, that even they, who are convinced of its absurdity, are very apt
to forget their own principles, and in the course of their reasonings to take it
for granted as a certain and undeniable truth. Some of the best English writers
upon commerce set out with observing, that the wealth of a country consists,
not in its gold and silver only, but in its lands, houses, and consumable goods of
all different kinds. In the course of their reasonings, however, the lands, houses,
and consumable goods seem to slip out of their memory, and the strain of their
argument frequently supposes that all wealth consists in gold and silver, and that
to multiply those metals is the great object of national industry and commerce.

The two principles being established, however, that wealth consisted in gold
and silver, and that those metals could be brought into a country which had no
mines only by the balance of trade, or by exporting to a greater value than it
imported; it necessarily became the great object of political economy to dimin-
ish as much as possible the importation of foreign goods for home consumption,
and to increase as much as possible the exportation of the produce of domes-
tic industry. Its two great engines for enriching the country, therefore, were
restraints upon importation, and encouragements to exportation.
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Of Restraints Upon the Importation from Foreign
Countries of Such Goods as Can Be Produced
at Home

ADAM SMITH

By restraining, either by high duties, or by absolute prohibitions, the impor-
tation of such goods from foreign countries as can be produced at home, the
monopoly of the home market is more or less secured to the domestic industry
employed in producing them....

That this monopoly of the home-market frequently gives great encourage-
ment to that particular species of industry which enjoys it, and frequently turns
towards that employment a greater share of both the labour and stock of the
society than would otherwise have gone to it, cannot be doubted. But whether it
tends either to increase the general industry of the society, or to give it the most
advantageous direction, is not, perhaps, altogether so evident.

The general industry of the society never can exceed what the capital of the
society can employ. As the number of workmen that can be kept in employment
by any particular person must bear a certain proportion to his capital, so the
number of those that can be continually employed by all the members of a great
society, must bear a certain proportion to the whole capital of that society, and
never can exceed that proportion. No regulation of commerce can increase the
quantity of industry in any society beyond what its capital can maintain. It can
only divert a part of it into a direction into which it might not otherwise have
gone; and it is by no means certain that this artificial direction is likely to be
more advantageous to the society than that into which it would have gone of its
own accord.

Every individual is continually exerting himself to find out the most advanta-
geous employment for whatever capital he can command. It is his own advan-
tage, indeed, and not that of the society, which he has in view. But the study
of his own advantage naturally, or rather necessarily leads him to prefer that
employment which is most advantageous to the society.

First, every individual endeavours to employ his capital as near home as he
can, and consequently as much as he can in the support of domestic industry;
provided always that he can thereby obtain the ordinary, or not a great deal less
than the ordinary profits of stock.
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Thus, upon equal or nearly equal profits, every wholesale merchant naturally
prefers the home-trade to the foreign trade of consumption, and the foreign trade
of consumption to the carrying trade. In the home-trade his capital is never so
long out of his sight as it frequently is in the foreign trade of consumption. He
can know better the character and situation of the persons whom he trusts, and
ifhe should happen to be deceived, he knows better the laws of the country from
which he must seek redress. In the carrying trade, the capital of the merchant s, as
it were, divided between two foreign countries, and no part of it is ever necessar-
ily brought home, or placed under his own immediate view and command...But
a capital employed in the home-trade, it has already been shown, necessarily
puts into motion a greater quantity of domestic industry, and gives revenue and
employment to a greater number of the inhabitants of the country, than an equal
capital employed in the foreign trade of consumption: and one employed in
the foreign trade of consumption has the same advantage over an equal capital
employed in the carrying trade. Upon equal, or only nearly equal profits, there-
fore, every individual naturally inclines to employ his capital in the manner in
which it is likely to afford the greatest support to domestic industry, and to give
revenue and employment to the greatest number of people of his own country.

Secondly, every individual who employs his capital in the support of domes-
tic industry, necessarily endeavours so to direct that industry, that its produce
may be of the greatest possible value.

The produce of industry is what it adds to the subject or materials upon which
it is employed. In proportion as the value of this produce is great or small, so will
likewise be the profits of the employer. But it is only for the sake of profit that any
man employs a capital in the support of industry; and he will always, therefore,
endeavour to employ it in the support of that industry of which the produce is
likely to be of the greatest value, or to exchange for the greatest quantity either of
money or of other goods.

But the annual revenue of every society is always precisely equal to the
exchangeable value of the whole annual produce of its industry, or rather is pre-
cisely the same thing with that exchangeable value. As every individual, there-
fore, endeavours as much as he can both to employ his capital in the support
of domestic industry, and so to direct that industry that its produce may be of
the greatest value; every individual necessarily labours to render the annual rev-
enue of the society as great as he can. He generally, indeed, neither intends to
promote the public interest, nor knows how much he is promoting it. By prefer-
ring the support of domestic to that of foreign industry, he intends only his own
security; and by directing that industry in such a manner as its produce may be
of the greatest value, he intends only his own gain, and he is in this, as in many
other cases, led by an invisible hand to promote an end which was no part of
his intention. Nor is it always the worse for the society that it was no part of it.
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By pursuing his own interest he frequently promotes that of the society more
effectually than when he really intends to promote it. I have never known much
good done by those who affected to trade for the public good. It is an affecta-
tion, indeed, not very common among merchants, and very few words need be
employed in dissuading them from it.

What is the species of domestic industry which his capital can employ, and
of which the produce is likely to be of the greatest value, every individual, it is
evident, can, in his local situation, judge much better than any statesman or law-
giver can do for him. The statesman, who should attempt to direct private people
in what manner they ought to employ their capitals, would not only load himself
with a most unnecessary attention, but assume an authority which could safely
be trusted, not only to no single person, but to no council or senate whatever,
and which would nowhere be so dangerous as in the hands of a man who had
folly and presumption enough to fancy himself fit to exercise it.

To give the monopoly of the home-market to the produce of domestic indus-
try, in any particular art or manufacture, is in some measure to direct private peo-
ple in what manner they ought to employ their capitals, and must, in almost all
cases, be either a useless or a hurtful regulation. If the produce of domestic can
be brought there as cheap as that of foreign industry, the regulation is evidently
useless. If it cannot, it must generally be hurtful. It is the maxim of every prudent
master of a family, never to attempt to make at home what it will cost him more
to make than to buy. The taylor does not attempt to make his own shoes, but
buys them of the shoemaker. The shoemaker does not attempt to make his own
clothes, but employs a taylor. The farmer attempts to make neither the one nor
the other, but employs those different artificers. All of them find it for their inter-
est to employ their whole industry in a way in which they have some advantage
over their neighbours, and to purchase with a part of its produce, or what is the
same thing, with the price of a part of it, whatever else they have occasion for.

What is prudence in the conduct of every private family, can scarce be folly
in that of a great kingdom. If a foreign country can supply us with a commod-
ity cheaper than we ourselves can make it, better buy it of them with some part
of the produce of our own industry, employed in a way in which we have some
advantage. The general industry of the country, being always in proportion to
the capital which employs it, will not thereby be diminished, no more than that
of the above-mentioned artificers; but only left to find out the way in which it
can be employed with the greatest advantage. It is certainly not employed to
the greatest advantage, when it is thus directed towards an object which it can
buy cheaper than it can make. The value of its annual produce is certainly more
or less diminished, when it is thus turned away from producing commodities
evidently of more value than the commodity which it is directed to produce.
According to the supposition, that commodity could be purchased from foreign
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countries cheaper than it can be made at home. It could, therefore, have been
purchased with a part only of the commodities, or, what is the same thing, with
a part only of the price of the commodities, which the industry employed by an
equal capital would have produced at home, had it been left to follow its natural
course. The industry of the country, therefore, is thus turned away from a more,
to a less advantageous employment, and the exchangeable value of its annual
produce, instead of being increased, according to the intention of the lawgiver,
must necessarily be diminished by every such regulation.

By means of such regulations, indeed, a particular manufacture may some-
times be acquired sooner than it could have been otherwise, and after a certain
time may be made at home as cheap or cheaper than in the foreign country. But
though the industry of the society may be thus carried with advantage into a
particular channel sooner than it could have been otherwise, it will by no means
follow that the sum total, either of its industry, or of its revenue, can ever be aug-
mented by any such regulation. The industry of the society can augment only in
proportion as its capital augments, and its capital can augment only in propor-
tion to what can be gradually saved out of its revenue. But the immediate effect
of every such regulation is to diminish its revenue, and what diminishes its rev-
enue is certainly not very likely to augment its capital faster than it would have
augmented of its own accord, had both capital and industry been left to find out
their natural employments.

Though for want of such regulations the society should never acquire the pro-
posed manufacture, it would not, upon that account, necessarily be the poorer
in any one period of its duration. In every period of its duration its whole capital
and industry might still have been employed, though upon different objects, in
the manner that was most advantageous at the time. In every period its revenue
might have been the greatest which its capital could afford, and both capital and
revenue might have been augmented with the greatest possible rapidity.

The natural advantages which one country has over another in producing
particular commodities are sometimes so great, that it is acknowledged by all
the world to be in vain to struggle with them...Whether the advantages which
one country has over another, be natural or acquired, is in this respect of no
consequence. As long as the one country has those advantages, and the other
wants them, it will always be more advantageous for the latter, rather to buy of
the former than to make. It is an acquired advantage only, which one artificer has
over his neighbour, who exercises another trade; and yet they both find it more
advantageous to buy of one another, than to make what does not belong to their
particular trades.

There seem, however, to be two cases in which it will generally be advanta-
geous to lay some burden upon foreign, for the encouragement of domestic
industry.
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The first is, when some particular sort of industry is necessary for the defence
of the country. The defence of Great Britain, for example, depends very much
upon the number of its sailors and shipping. The act of navigation, therefore,
very properly endeavours to give the sailors and shipping of Great Britain the
monopoly of the trade of their own country, in some cases, by absolute prohibi-
tions, and in others by heavy burdens upon the shipping of foreign countries....

The act of navigation is not favourable to foreign commerce, or to the growth
of that opulence which can arise from it. The interest of a nation in its com-
mercial relations to foreign nations is, like that of a merchant with regard to the
different people with whom he deals, to buy as cheap and to sell as dear as pos-
sible. But it will be most likely to buy cheap, when by the most perfect freedom
of trade it encourages all nations to bring to it the goods which it has occasion
to purchase; and, for the same reason, it will be most likely to sell dear, when its
markets are thus filled with the greatest number of buyers. The act of navigation,
it is true, lays no burden upon foreign ships that come to export the produce of
British industry. Even the ancient aliens duty, which used to be paid upon all
goods exported as well as imported, has, by several subsequent acts, been taken
off from the greater part of the articles of exportation. But if foreigners, either
by prohibitions or high duties, are hindered from coming to sell, they cannot
always afford to come to buy; because coming without a cargo, they must lose
the freight from their own country to Great Britain. By diminishing the number
of sellers, therefore, we necessarily diminish that of buyers, and are thus likely
not only to buy foreign goods dearer, but to sell our own cheaper, than if there
was a more perfect freedom of trade. As defence, however, is of much more
importance than opulence, the act of navigation is, perhaps, the wisest of all the
commercial regulations of England.

The second case, in which it will generally be advantageous to lay some bur-
den upon foreign for the encouragement of domestic industry, is, when some
tax is imposed at home upon the produce of the latter. In this case, it seems
reasonable that an equal tax should be imposed upon the like produce of the
former. This would not give the monopoly of the home market to domestic
industry, nor turn towards a particular employment a greater share of the stock
and labour of the country, than what would naturally go to it. It would only hin-
der any part of what would naturally go to it from being turned away by the tax,
into a less natural direction, and would leave the competition between foreign
and domestic industry, after the tax, as nearly as possible upon the same footing
as beforeiit....

This second limitation of the freedom of trade according to some people
should, upon some occasions, be extended much farther than to the precise
foreign commodities which could come into competition with those which
had been taxed at home. When the necessaries of life have been taxed in any
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country, it becomes proper, they pretend, to tax not only the like necessaries
of life imported from other countries, but all sorts of foreign goods which can
come into competition with any thing that is the produce of domestic industry.
Subsistence, they say, becomes necessarily dearer in consequence of such taxes;
and the price of labour must always rise with the price of the labourers’ subsis-
tence. Every commodity, therefore, which is the produce of domestic industry,
though not immediately taxed itself, becomes dearer in consequence of such
taxes, because the labour which produces it becomes so. Such taxes, therefore,
are really equivalent, they say, to a tax upon every particular commodity pro-
duced at home. In order to put domestic upon the same footing with foreign
industry, therefore, it becomes necessary, they think, to lay some duty upon
every foreign commodity, equal to this enhancement of the price of the home
commodities with which it can come into competition.

Such taxes, when they have grown up to a certain height, are a curse equal to
the barrenness of the earth and the inclemency of the heavens; and yet it is in
the richest and most industrious countries that they have been most generally
imposed. No other countries could support so great a disorder. As the strongest
bodies only can live and enjoy health, under an unwholesome regimen; so the
nations only, that in every sort of industry have the greatest natural and acquired
advantages, can subsist and prosper under such taxes. Holland is the country
in Europe in which they abound most, and which from peculiar circumstances
continues to prosper, not by means of them, as has been most absurdly sup-
posed, but in spite of them.

As there are two cases in which it will generally be advantageous to lay some
burden upon foreign, for the encouragement of domestic industry; so there are
two others in which it may sometimes be a matter of deliberation; in the one,
how far it is proper to continue the free importation of certain foreign goods;
and in the other, how far, or in what manner, it may be proper to restore that free
importation after it has been for some time interrupted.

The case in which it may sometimes be a matter of deliberation how far it is
proper to continue the free importation of certain foreign goods, is, when some
foreign nation restrains by high duties or prohibitions the importation of some
of our manufactures into their country. Revenge in this case naturally dictates
retaliation, and that we should impose the like duties and prohibitions upon the
importation of some or all of their manufactures into ours. Nations accordingly
seldom fail to retaliate in this manner....

There may be good policy in retaliations of this kind, when there is a probabil-
ity that they will procure the repeal of the high duties or prohibitions complained
of. The recovery of a great foreign market will generally more than compensate
the transitory inconveniency of paying dearer during a short time for some sorts
of goods... When there is no probability that any such repeal can be procured,
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it seems a bad method of compensating the injury done to certain classes of our
people, to do another injury ourselves, not only to those classes, but to almost all
the other classes of them....

The case in which it may sometimes be a matter of deliberation, how far, or
in what manner, it is proper to restore the free importation of foreign goods,
after it has been for some time interrupted, is, when particular manufactures,
by means of high duties or prohibitions upon all foreign goods which can come
into competition with them, have been so far extended as to employ a great mul-
titude of hands. Humanity may in this case require that the freedom of trade
should be restored only by slow gradations, and with a good deal of reserve and
circumspection. Were those high duties and prohibitions taken away all at once,
cheaper foreign goods of the same kind might be poured so fast into the home
market, as to deprive all at once many thousands of our people of their ordinary
employment and means of subsistence. The disorder which this would occasion
might no doubt be very considerable. It would in all probability, however, be
much less than is commonly imagined... .

To expect, indeed, that the freedom of trade should ever be entirely restored
in Great Britain, is as absurd as to expect that an Oceana or Utopia should ever
be established in it. Not only the prejudices of the public, but what is much
more unconquerable, the private interests of many individuals, irresistibly
oppose it. Were the officers of the army to oppose with the same zeal and una-
nimity any reduction in the number of forces, with which master manufacturers
set themselves against every law that is likely to increase the number of their
rivals in the home market; were the former to animate their soldiers, in the
same manner as the latter enflame their workmen, to attack with violence and
outrage the proposers of any such regulation; to attempt to reduce the army
would be as dangerous as it has now become to attempt to diminish in any
respect the monopoly which our manufacturers have obtained against us. This
monopoly has so much increased the number of some particular tribes of them,
that, like an overgrown standing army, they have become formidable to the gov-
ernment, and upon many occasions intimidate the legislature. The member of
parliament who supports every proposal for strengthening this monopoly, is
sure to acquire not only the reputation of understanding trade, but great popu-
larity and influence with an order of men whose numbers and wealth render
them of great importance. If he opposes them, on the contrary, and still more if
he has authority enough to be able to thwart them, neither the most acknowl-
edged probity, nor the highest rank, nor the greatest public services, can protect
him from the most infamous abuse and detraction, from personal insults, nor
sometimes from real danger, arising from the insolent outrage of furious and
disappointed monopolists.
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On Foreign Trade

DAviD RicArRDO

No extension of foreign trade will immediately increase the amount of value in a
country, although it will very powerfully contribute to increase the mass of com-
modities, and therefore the sum of enjoyments. As the value of all foreign goods
is measured by the quantity of the produce of our land and labour, which is given
in exchange for them, we should have no greater value, if by the discovery of new
markets, we obtained double the quantity of foreign goods in exchange for a
given quantity of ours....

It has indeed been contended, that the great profits which are sometimes
made by particular merchants in foreign trade, will elevate the general rate of
profits in the country, and that the abstraction of capital from other employ-
ments, to partake of the new and beneficial foreign commerce, will raise prices
generally, and thereby increase profits. It has been said, by high authority, that
less capital being necessarily devoted to the growth of corn, to the manufacture
of cloth, hats, shoes, &c., while the demand continues the same, the price of
these commodities will be so increased, that the farmer, hatter, clothier, and
shoemaker, will have an increase of profits, as well as the foreign merchant.

They who hold this argument agree with me, that the profits of different
employments have a tendency to conform to one another; to advance and
recede together. Our variance consists in this: They contend that the equal-
ity of profits will be brought about by the general rise of profits; and I am
of opinion, that the profits of the favoured trade will speedily subside to the
general level.

For, first, I deny that less capital will necessarily be devoted to the growth
of corn, to the manufacture of cloth, hats, shoes, &c., unless the demand for
these commodities be diminished; and if so, their price will not rise. In the
purchase of foreign commodities, either the same, a larger, or a less portion of
the produce of the land and labour of England will be employed. If the same
portion be so employed, then will the same demand exist for cloth, shoes,
corn, and hats as before, and the same portion of capital will be devoted to
their production. If, in consequence of the price of foreign commodities being

David Ricardo, On the Principles of Political Economy and Taxation (New York: E. P. Dutton &
Co. Inc,, 1911)
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cheaper, aless portion of the annual produce of the land and labour of England
is employed in the purchase of foreign commodities, more will remain for the
purchase of other things. If there be a greater demand for hats, shoes, corn,
&c., than before, which there may be, the consumers of foreign commodities
having an additional portion of their revenue disposable, the capital is also
disposable with which the greater value of foreign commodities was before
purchased; so that with the increased demand for corn, shoes, &c., there exists
also the means of procuring an increased supply, and therefore neither prices
nor profits can permanently rise. If more of the produce of the land and labour
of England be employed in the purchase of foreign commodities, less can be
employed in the purchase of other things, and therefore fewer hats, shoes, &c.,
will be required. At the same time that capital is liberated from the production
of shoes, hats, &c., more must be employed in manufacturing those commodi-
ties with which foreign commodities are purchased; and, consequently, in all
cases the demand for foreign and home commodities together, as far as regards
value, is limited by the revenue and capital of the country. If one increases the
other must diminish. If the quantity of wine, imported in exchange for the
same quantity of English commodities, be doubled, the people of England can
either consume double the quantity of wine that they did before, or the same
quantity of wine and a greater quantity of English commodities. If my revenue
had been 1000£, with which I purchased annually one pipe of wine for 100£,
and a certain quantity of English commodities for 900£; when wine fell to S0£
per pipe, I might buy out the SO£ saved, either in the purchase of an additional
pipe of wine, or in the purchase of more English commodities. If I bought
more wine, and every wine-drinker did the same, the foreign trade would not
be in the least disturbed; the same quantity of English commodities would
be exported in exchange for wine, and we should receive double the quantity,
though not double the value of wine. But if I, and others, contented ourselves
with the same quantity of wine as before, fewer English commodities would
be exported, and the wine-drinkers might either consume the commodities
which were before exported, or any others for which they had an inclination.
The capital required for their production would be supplied by the capital lib-
erated from the foreign trade.

It is not, therefore, in consequence of the extension of the market that the
rate of profit is raised, although such extension may be equally efficacious in
increasing the mass of commodities, and may thereby enable us to augment the
funds destined for the maintenance of labour, and the materials on which labour
may be employed. It is quite as important to the happiness of mankind, that our
enjoyments should be increased by the better distribution of labour, by each
country producing those commodities for which by its situation, its climate, and
its other natural or artificial advantages, it is adapted, and by their exchanging
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them for the commodities of other countries, as that they should be augmented
by arise in the rate of profits.

It has been my endeavour to show throughout this work, that the rate of
profits can never be increased but by a fall in wages, and that there can be
no permanent fall of wages but in consequence of a fall of the necessaries on
which wages are expended. If, therefore, by the extension of foreign trade, or
by improvements in machinery, the food and necessaries of the labourer can
be brought to market, at a reduced price, profits will rise. If, instead of grow-
ing our own corn, or manufacturing the clothing and other necessaries of the
labourer, we discover a new market from which we can supply ourselves with
these commodities at a cheaper price, wages will fall and profits rise; but if
the commodities obtained at a cheaper rate, by the extension of foreign com-
merce, or by the improvement of machinery, be exclusively the commodities
consumed by the rich, no alteration will take place in the rate of profits. The
rate of wages would not be affected, although wine, velvets, silks, and other
expensive commodities should fall 50 per cent, and consequently profits
would continue unaltered.

Foreign trade, then, though highly beneficial to a country, as it increases the
amount and variety of the objects on which revenue may be expended, and
affords, by the abundance and cheapness of commodities, incentives to saving,
and to the accumulation of capital, has no tendency to raise the profits of stock,
unless the commodities imported be of that description on which the wages of
labour are expended.

The remarks which have been made respecting foreign trade, apply equally
to home trade. The rate of profits is never increased by a better distribution of
labour, by the invention of machinery, by the establishment of roads and canals,
or by any means of abridging labour either in the manufacture or in the con-
veyance of goods. These are causes which operate on price, and never fail to be
highly beneficial to consumers; since they enable them, with the same labour, or
with the value of the produce of the same labour, to obtain in exchange a greater
quantity of the commodity to which the improvement is applied; but they have
no effect whatever on profit. On the other hand, every diminution in the wages
of labour raises profits, but produces no effect on the price of commodities. One
is advantageous to all classes, for all classes are consumers; the other is beneficial
only to producers; they gain more, but every thing remains at its former price. In
the first case they get the same as before; but every thing on which their gains are
expended, is diminished in exchangeable value.

The same rule which regulates the relative value of commodities in one coun-
try, does not regulate the relative value of the commodities exchanged between

two or more countries.
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Under a system of perfectly free commerce, each country naturally devotes
its capital and labour to such employments as are most beneficial to each. This
pursuit of individual advantage is admirably connected with the universal good
of the whole. By stimulating industry, by rewarding ingenuity, and by using most
efficaciously the peculiar powers bestowed by nature, it distributes labour most
effectively and most economically: while, by increasing the general mass of pro-
ductions, it diffuses general benefit, and binds together, by one common tie of
interest and intercourse, the universal society of nations throughout the civilized
world. It is this principle which determines that wine shall be made in France
and Portugal, that corn shall be grown in America and Poland, and that hardware
and other goods shall be manufactured in England.

In one and the same country, profits are, generally speaking, always on the
same level; or differ only as the employment of capital may be more or less
secure and agreeable. It is not so between different countries. If the profits of
capital employed in Yorkshire, should exceed those of capital employed in
London, capital would speedily move from London to Yorkshire, and an equal-
ity of profits would be effected; but if in consequence of the diminished rate of
production in the lands of England, from the increase of capital and population,
wages should rise, and profits fall, it would not follow that capital and population
would necessarily move from England to Holland, or Spain, or Russia, where
profits might be higher.

If Portugal had no commercial connexion with other countries, instead of
employing a great part of her capital and industry in the production of wines,
with which she purchases for her own use the cloth and hardware of other coun-
tries, she would be obliged to devote a part of that capital to the manufacture of
those commodities, which she would thus obtain probably inferior in quality as
well as quantity.

The quantity of wine which she shall give in exchange for the cloth of England,
is not determined by the respective quantities of labour devoted to the produc-
tion of each, as it would be, if both commodities were manufactured in England,
or both in Portugal.

England may be so circumstanced, that to produce the cloth may require the
labour of 100 men for one year; and if she attempted to make the wine, it might
require the labour of 120 men for the same time. England would therefore find it
her interest to import wine, and to purchase it by the exportation of cloth.

To produce the wine in Portugal, might require only the labour of 80 men
for one year, and to produce the cloth in the same country, might require the
labour of 90 men for the same time. It would therefore be advantageous for
her to export wine in exchange for cloth. This exchange might even take place,
notwithstanding that the commodity imported by Portugal could be produced
there with less labour than in England. Though she could make the cloth with



Classical Liberalism 69

the labour of 90 men, she would import it from a country where it required the
labour of 100 men to produce it, because it would be advantageous to her rather
to employ her capital in the production of wine, for which she would obtain
more cloth from England, than she could produce by diverting a portion of her
capital from the cultivation of vines to the manufacture of cloth.

Thus England would give the produce of the labour of 100 men, for the pro-
duce of the labour of 80. Such an exchange could not take place between the
individuals of the same country. The labour of 100 Englishmen cannot be given
for that of 80 Englishmen, but the produce of the labour of 100 Englishmen
may be given for the produce of the labour of 80 Portuguese, 60 Russians, or
120 East Indians. The difference in this respect, between a single country and
many, is easily accounted for, by considering the difficulty with which capital
moves from one country to another, to seek a more profitable employment, and
the activity with which it invariably passes from one province to another in the
same country.

It would undoubtedly be advantageous to the capitalists of England, and to
the consumers in both countries, that under such circumstances, the wine and
the cloth should both be made in Portugal, and therefore that the capital and
labour of England employed in making cloth, should be removed to Portugal
for that purpose. In that case, the relative value of these commodities would be
regulated by the same principle, as if one were the produce of Yorkshire, and the
other of London: and in every other case, if capital freely flowed towards those
countries where it could be most profitably employed, there could be no differ-
ence in the rate of profit, and no other difference in the real or labour price of
commodities, than the additional quantity of labour required to convey them to
the various markets where they were to be sold.

Experience, however, shows, that the fancied or real insecurity of capital,
when not under the immediate control of its owner, together with the natural
disinclination which every man has to quit the country of his birth and con-
nexions, and intrust himself, with all his habits fixed, to a strange government
and new laws, check the emigration of capital. These feelings, which I should
be sorry to see weakened, induce most men of property to be satisfied with a
low rate of profits in their own country, rather than seek a more advantageous
employment for their wealth in foreign nations.

Gold and silver having been chosen for the general medium of circulation,
they are, by the competition of commerce, distributed in such proportions
amongst the different countries of the world, as to accommodate themselves to
the natural traffic which would take place if no such metals existed, and the trade
between countries were purely a trade of barter.

Thus, cloth cannot be imported into Portugal, unless it sell there for more
gold than it cost in the country from which it was imported; and wine cannot
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be imported into England, unless it will sell for more there than it cost in
Portugal. If the trade were purely a trade of barter, it could only continue
whilst England could make cloth so cheap as to obtain a greater quantity of
wine with a given quantity of labour, by manufacturing cloth than by growing
vines; and also whilst the industry of Portugal were attended by the reverse
effects. Now suppose England to discover a process for making wine, so that
it should become her interest rather to grow it than import it; she would
naturally divert a portion of her capital from the foreign trade to the home
trade; she would cease to manufacture cloth for exportation, and would grow
wine for herself. The money price of these commodities would be regulated
accordingly; wine would fall here while cloth continued at its former price,
and in Portugal no alteration would take place in the price of either com-
modity. Cloth would continue for some time to be exported from this coun-
try, because its price would continue to be higher in Portugal than here; but
money instead of wine would be given in exchange for it, till the accumula-
tion of money here, and its diminution abroad, should so operate on the rela-
tive value of cloth in the two countries, that it would cease to be profitable
to export it. If the improvement in making wine were of a very important
description, it might become profitable for the two countries to exchange
employments; for England to make all the wine, and Portugal all the cloth
consumed by them; but this could be effected only by a new distribution of
the precious metals, which should raise the price of cloth in England, and
lower it in Portugal. The relative price of wine would fall in England in conse-
quence of the real advantage from the improvement of its manufacture; that
is to say, its natural price would fall; the relative price of cloth would rise there
from the accumulation of money.

But the diminution of money in one country, and its increase in another, do
not operate on the price of one commodity only, but on the prices of all, and
therefore the price of wine and cloth will be both raised in England, and both
lowered in Portugal....

It is thus that the money of each country is apportioned to it in such quanti-
ties only as may be necessary to regulate a profitable trade of barter. England
exported cloth in exchange for wine, because, by so doing, her industry was
rendered more productive to her; she had more cloth and wine than if she
had manufactured both for herself; and Portugal imported cloth and exported
wine, because the industry of Portugal could be more beneficially employed for
both countries in producing wine. Let there be more difficulty in England in
producing cloth, or in Portugal in producing wine, or let there be more facility
in England in producing wine, or in Portugal in producing cloth, and the trade

must immediately cease.
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No change whatever takes place in the circumstances of Portugal; but
England finds that she can employ her labour more productively in the manu-
facture of wine, and instantly the trade of barter between the two countries
changes. Not only is the exportation of wine from Portugal stopped, but a new
distribution of the precious metals takes place, and her importation of cloth is
also prevented.

Both countries would probably find it their interest to make their own wine
and their own cloth; but this singular result would take place: in England, though
wine would be cheaper, cloth would be elevated in price, more would be paid for
it by the consumer; while in Portugal the consumers, both of cloth and of wine,
would be able to purchase those commodities cheaper. In the country where the
improvement was made, prices would be enhanced; in that where no change had
taken place, but where they had been deprived of a profitable branch of foreign
trade, prices would fall.

This, however, is only a seeming advantage to Portugal, for the quantity
of cloth and wine together produced in that country would be diminished,
while the quantity produced in England would be increased. Money would in
some degree have changed its value in the two countries; it would be lowered
in England and raised in Portugal. Estimated in money, the whole revenue of
Portugal would be diminished; estimated in the same medium, the whole rev-
enue of England would be increased.

Thus, then, it appears that the improvement of a manufacture in any country
tends to alter the distribution of the precious metals amongst the nations of the
world: it tends to increase the quantity of commodities, at the same time that it
raises general prices in the country where the improvement takes place.

To simplify the question, I have been supposing the trade between two
countries to be confined to two commodities—to wine and cloth; but it is well
known that many and various articles enter into the list of exports and imports.
By the abstraction of money from one country, and the accumulation of it in
another, all commodities are affected in price, and consequently encouragement
is given to the exportation of many more commodities besides money, which
will therefore prevent so great an effect from taking place on the value of money
in the two countries as might otherwise be expected.

Beside the improvements in arts and machinery, there are various other
causes which are constantly operating on the natural course of trade, and which
interfere with the equilibrium, and the relative value of money. Bounties on
exportation or importation, new taxes on commodities, sometimes by their
direct, and at other times by their indirect operation, disturb the natural trade of
barter, and produce a consequent necessity of importing or exporting money, in
order that prices may be accommodated to the natural course of commerce; and
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this effect is produced not only in the country where the disturbing cause takes
place, but, in a greater or less degree, in every country of the commercial world.

This will in some measure account for the different value of money in different
countries; it will explain to us why the prices of home commodities, and those
of great bulk, though of comparatively small value, are, independently of other
causes, higher in those countries where manufactures flourish. Of two countries
having precisely the same population, and the same quantity of land of equal fer-
tility in cultivation, with the same knowledge too of agriculture, the prices of raw
produce will be highest in that where the greater skill, and the better machinery
is used in the manufacture of exportable commodities. The rate of profits will
probably differ but little; for wages, or the real reward of the labourer, may be
the same in both; but those wages, as well as raw produce, will be rated higher
in money in that country, into which, from the advantages attending their skill
and machinery, an abundance of money is imported in exchange for their goods.

Of these two countries, if one had the advantage in the manufacture of goods
of one quality, and the other in the manufacture of goods of another quality,
there would be no decided influx of the precious metals into either; but if the
advantage very heavily preponderated in favour of either, that effect would be
inevitable.

In the former part of this work, we have assumed, for the purpose of argu-
ment, that money always continued of the same value; we are now endeavouring
to show that, besides the ordinary variations in the value of money, and those
which are common to the whole commercial world, there are also partial varia-
tions to which money is subject in particular countries; and to the fact, that the
value of money is never the same in any two countries, depending as it does on
relative taxation, on manufacturing skill, on the advantages of climate, natural
productions, and many other causes.

Although, however, money is subject to such perpetual variations, and conse-
quently the prices of the commodities which are common to most countries, are
also subject to considerable difference, yet no effect will be produced on the rate
of profits, either from the influx or efflux of money. Capital will not be increased,
because the circulating medium is augmented. If the rent paid by the farmer to
his landlord, and the wages to his labourers, be 20 per cent higher in one country
than another, and if at the same time the nominal value of the farmer’s capital be
20 per cent more, he will receive precisely the same rate of profits, although he
should sell his raw produce 20 per cent higher.

Profits, it cannot be too often repeated, depend on wages; not on nominal,
but real wages; not on the number of pounds that may be annually paid to the
labourer, but on the number of days” work necessary to obtain those pounds.
Wages may therefore be precisely the same in two countries; they may bear, too,
the same proportion to rent, and to the whole produce obtained from the land,
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although in one of those countries the labourer should receive ten shillings per
week, and in the other twelve.

In the early states of society, when manufactures have made little progress, and
the produce of all countries is nearly similar, consisting of the bulky and most
useful commodities, the value of money in different countries will be chiefly
regulated by their distance from the mines which supply the precious metals;
but as the arts and improvements of society advance, and different nations excel
in particular manufactures, although distance will still enter into the calculation,
the value of the precious metals will be chiefly regulated by the superiority of
those manufactures.

Suppose all nations to produce corn, cattle, and coarse clothing only, and that
it was by the exportation of such commodities that gold could be obtained from
the countries which produced them, or from those who held them in subjection;
gold would naturally be of greater exchangeable value in Poland than in England,
on account of the greater expense of sending such a bulky commodity as corn
the more distant voyage, and also the greater expense attending the conveying
of gold to Poland.

This difference in the value of gold, or, which is the same thing, this difference
in the price of corn in the two countries, would exist, although the facilities of
producing corn in England should far exceed those of Poland, from the greater
fertility of the land, and the superiority in the skill and implements of the labourer.

If, however, Poland should be the first to improve her manufactures, if she
should succeed in making a commodity which was generally desirable, includ-
ing great value in little bulk, or if she should be exclusively blessed with some
natural production, generally desirable, and not possessed by other countries,
she would obtain an additional quantity of gold in exchange for this commod-
ity, which would operate on the price of her corn, cattle, and coarse clothing.
The disadvantage of distance would probably be more than compensated by the
advantage of having an exportable commodity of great value, and money would
be permanently of lower value in Poland than in England. If, on the contrary, the
advantage of skill and machinery were possessed by England, another reason
would be added to that which before existed, why gold should be less valuable in
England than in Poland, and why corn, cattle, and clothing, should be at a higher
price in the former country.

These I believe to be the only two causes which regulate the comparative
value of money in the different countries of the world; for although taxation
occasions a disturbance of the equilibrium of money, it does so by depriving the
country in which it is imposed of some of the advantages attending skill, indus-
try, and climate.

It has been my endeavour carefully to distinguish between a low value of
money, and a high value of corn, or any other commodity with which money
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may be compared. These have been generally considered as meaning the same
thing; but it is evident, that when corn rises from five to ten shillings a bushel,
it may be owing either to a fall in the value of money, or to a rise in the value of
corn. Thus we have seen, that from the necessity of having recourse successively
to land of a worse and worse quality, in order to feed an increasing population,
corn must rise in relative value to other things. If therefore money continue per-
manently of the same value, corn will exchange for more of such money, that is
to say, it will rise in price. The same rise in the price of corn will be produced by
such improvement of machinery in manufactures, as shall enable us to manufac-
ture commodities with peculiar advantages: for the influx of money will be the
consequence; it will fall in value, and therefore exchange for less corn. But the
effects resulting from a high price of corn when produced by the rise in the value
of corn, and when caused by a fall in the value of money, are totally different. In
both cases the money price of wages will rise, but if it be in consequence of the
fall in the value of money, not only wages and corn, but all other commodities
will rise. If the manufacturer has more to pay for wages, he will receive more
for his manufactured goods, and the rate of profits will remain unaffected. But
when the rise in the price of corn is the effect of the difficulty of production,
profits will fall; for the manufacturer will be obliged to pay more wages, and will
not be enable to remunerate himself by raising the price of his manufactured
commodity.

Any improvement in the facility of working the mines, by which the precious
metals may be produced with a less quantity of labour, will sink the value of
money generally. It will then exchange for fewer commodities in all countries;
but when any particular country excels in manufactures, so as to occasion an
influx of money towards it, the value of money will be lower, and the prices of
corn and labour will be relatively higher in that country than in any other.

This higher value of money will not be indicated by the exchange; bills may
continue to be negotiated at par, although the prices of corn and labour should
be 10, 20, or 30 per cent higher in one country than another. Under the circum-
stances supposed, such a difference of prices is the natural order of things, and
the exchange can only be at par, when a sufficient quantity of money is intro-
duced into the country excelling in manufactures, so as to raise the price of its
corn and labour. If foreign countries should prohibit the exportation of money,
and could successfully enforce obedience to such a law, they might indeed pre-
vent the rise in the prices of the corn and labour of the manufacturing country;
for such rise can only take place after the influx of the precious metals, supposing
paper money not to be used; but they could not prevent the exchange from being
very unfavourable to them. If England were the manufacturing country, and it
were possible to prevent the importation of money, the exchange with France,
Holland, and Spain, might be 5, 10, or 20 per cent against those countries.
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Whenever the current of money is forcibly stopped, and when money is
prevented from settling at its just level, there are no limits to the possible varia-
tions of the exchange. The effects are similar to those which follow, when a
paper money, not exchangeable for specie at the will of the holder, is forced
into circulation. Such a currency is necessarily confined to the country where
itis issued: it cannot, when too abundant, diftuse itself generally amongst other
countries. The level of circulation is destroyed, and the exchange will inevitably
be unfavourable to the country where it is excessive in quantity: just so would
be the effects of a metallic circulation, if by forcible means, by laws which could
not be evaded, money should be detained in a country, when the stream of trade
gave it an impetus towards other countries.

When each country has precisely the quantity of money which it ought to
have, money will not indeed be of the same value in each, for with respect to many
commodities it may differ S, 10, or even 20 per cent, but the exchange will be at
par. One hundred pounds in England, or the silver which is in 100£, will purchase
a bill of 100£, or an equal quantity of silver in France, Spain, or Holland.

In speaking of the exchange and the comparative value of money in different
countries, we must not in the least refer to the value of money estimated in com-
modities, in either country. The exchange is never ascertained by estimating the
comparative value of money in corn, cloth, or any commodity whatever, but by
estimating the value of the currency of one country, in the currency of another.

....Howis it to be ascertained whether English money has fallen, or Hamburg
money has risen? [ T]here is no standard by which this can be determined. Itis a
plea which admits of no proof, and can neither be positively affirmed, nor posi-
tively contradicted. The nations of the world must have been early convinced,
that there was no standard of value in nature, to which they might unerringly
refer, and therefore chose a medium, which on the whole appeared to them less
variable than any other commodity.

To this standard we must conform till the law is changed, and till some other
commodity is discovered, by the use of which we shall obtain a more perfect
standard than that which we have established. While gold is exclusively the stan-
dard in this country, money will be depreciated, when a pound sterling is not of
equal value with S dwts. and 3 grs. of standard gold, and that, whether gold rises
or falls in general value.
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Of International Trade

JOHN STUART MILL

3. From this exposition we perceive in what consists the benefit of interna-
tional exchange, or in other words, foreign commerce. Setting aside its enabling
countries to obtain commodities which they could not themselves produce
at all; its advantage consists in a more efficient employment of the productive
forces of the world. If two countries which trade together attempted, as far as
was physically possible, to produce for themselves what they now import from
one another, the labour and capital of the two countries would not be so produc-
tive, the two together would not obtain from their industry so great a quantity
of commodities, as when each employs itself in producing, both for itself and for
the other, the things in which its labour is relatively most efficient. The addition
thus made to the produce of the two combined, constitutes the advantage of the
trade. It is possible that one of the two countries may be altogether inferior to the
other in productive capacities, and that its labour and capital could be employed
to greatest advantage by being removed bodily to the other. The labour and
capital which have been sunk in rendering Holland habitable, would have pro-
duced a much greater return if transported to America or Ireland. The produce
of the whole world would be greater, or the labour less, than it is, if everything
were produced where there is the greatest absolute facility for its production.
But nations do not, at least in modern times, emigrate en masse; and while the
labour and capital of a country remain in the country, they are most beneficially
employed in producing, for foreign markets as well as for its own, the things in
which it lies under the least disadvantage, if there be none in which it possesses
an advantage.

4. Before proceeding further, let us contrast this view of the benefits of inter-
national commerce with other theories which have prevailed, and which to a
certain extent still prevail, on the same subject. According to the doctrine now
stated, the only direct advantage of foreign commerce consists in the imports.
A country obtains things which it either could not have produced at all, or which
it must have produced at a greater expense of capital and labour than the cost of
the things which it exports to pay for them. It thus obtains a more ample supply
of the commodities it wants, for the same labour and capital; or the same sup-
ply, for less labour and capital, leaving the surplus disposable to produce other
things. The vulgar theory disregards this benefit, and deems the advantage of
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commerce to reside in the exports: as if not what a country obtains, but what
it parts with, by its foreign trade, was supposed to constitute the gain to it. An
extended market for its produce—an abundant consumption for its goods—a
vent for its surplus—are the phrases by which it has been customary to desig-
nate the uses and recommendations of commerce with foreign countries. This
notion is intelligible, when we consider that the authors and leaders of opinion
on mercantile questions have always hitherto been the selling class. It is in truth
a surviving relic of the Mercantile Theory, according to which, money being
the only wealth, selling, or, in other words, exchanging goods for money, was
(to countries without mines of their own) the only way of growing rich—and
importation of goods, that is to say, parting with money, was so much subtracted
from the benefit.

The notion that money alone is wealth, has been long defunct, but it has left
many of its progeny behind it; and even its destroyer, Adam Smith, retained
some opinions which it is impossible to trace to any other origin. Adam Smith’s
theory of the benefit of foreign trade, was that it afforded an outlet for the sur-
plus produce of a country, and enabled a portion of the capital of the country to
replace itself with a profit. These expressions suggest ideas inconsistent with a
clear conception of the phenomena. The expression, surplus produce, seems to
imply that a country is under some kind of necessity of producing the corn or
cloth which it exports; so that the portion which it does not itself consume, if not
wanted and consumed elsewhere, would either be produced in sheer waste, or,
if it were not produced, the corresponding portion of capital would remain idle,
and the mass of productions in the country would be diminished by so much.
Either of these suppositions would be entirely erroneous. The country produces
an exportable article in excess of its own wants from no inherent necessity, but
as the cheapest mode of supplying itself with other things. If prevented from
exporting this surplus, it would cease to produce it, and would no longer import
anything, being unable to give an equivalent; but the labour and capital which
had been employed in producing with a view to exportation, would find employ-
ment in producing those desirable objects which were previously brought from
abroad: or, if some of them could not be produced, in producing substitutes for
them. These articles would of course be produced at a greater cost than that of
the things with which they had previously been purchased from foreign coun-
tries. But the value and price of the articles would rise in proportion; and the
capital would just as much be replaced, with the ordinary profit from the returns,
as it was when employed in producing for the foreign market. The only losers
(after the temporary inconvenience of the change) would be the consumers of
the heretofore imported articles; who would be obliged either to do without
them, consuming in lieu of them something which they did not like as well, or to
pay a higher price for them than before.
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There is much misconception in the common notion of what commerce does
for a country. When commerce is spoken of as a source of national wealth, the
imagination fixes itself upon the large fortunes acquired by merchants, rather
than upon the saving of price to consumers. But the gains of merchants, when
they enjoy no exclusive privilege, are no greater than the profits obtained by
the employment of capital in the country itself. If it be said that the capital now
employed in foreign trade could not find employment in supplying the home
market, I might reply, that this is the fallacy of general over-production, dis-
cussed in a former chapter... There would be employment created, equal to that
which would be taken away. Exportation ceasing, importation to an equal value
would cease also, and all that part of the income of the country which had been
expended in imported commodities, would be ready to expend itself on the same
things produced at home, or on others instead of them. Commerce is virtually a
mode of cheapening production; and in all such cases the consumer is the per-
son ultimately benefited; the dealer, in the end, is sure to get his profit, whether
the buyer obtains much or little for his money. This is said without prejudice to
the effect (already touched upon, and to be hereafter fully discussed) which the
cheapening of commodities may have in raising profits; in the case when the
commodity cheapened, being one of those consumed by labourers, enters into
the cost of labour, by which the rate of profits is determined.

S. Such, then, is the direct economical advantage of foreign trade. But there
are, besides, indirect effects, which must be counted as benefits of a high order.
One is, the tendency of every extension of the market to improve the processes
of production. A country which produces for a larger market than its own, can
introduce a more extended division of labour, can make greater use of machin-
ery, and is more likely to make inventions and improvements in the processes
of production. Whatever causes a greater quantity of anything to be produced
in the same place, tends to the general increase of the productive powers of the
world. There is another consideration, principally applicable to an early stage of
industrial advancement. A people may be in a quiescent, indolent, uncultivated
state, with all their tastes either fully satisfied or entirely undeveloped, and they
may fail to put forth the whole of their productive energies for want of any suffi-
cient object of desire. The opening of a foreign trade, by making them acquainted
with new objects, or tempting them by the easier acquisition of things which
they had not previously thought attainable, sometimes works a sort of industrial
revolution in a country whose resources were previously undeveloped for want
of energy and ambition in the people: inducing those who were satisfied with
scanty comforts and little work, to work harder for the gratification of their new
tastes, and even to save, and accumulate capital, for the still more complete satis-
faction of those tastes at a future time.



Classical Liberalism 79

But the economical advantages of commerce are surpassed in importance
by those of its effects which are intellectual and moral. It is hardly possible to
overrate the value, in the present low state of human improvement, of placing
human beings in contact with persons dissimilar to themselves, and with modes
of thought and action unlike those with which they are familiar. Commerce is
now what war once was, the principal source of this contact. Commercial adven-
turers from more advanced countries have generally been the first civilizers of
barbarians. And commerce is the purpose of the far greater part of the commu-
nication which takes place between civilized nations. Such communication has
always been, and is peculiarly in the present age, one of the primary sources of
progress. To human beings, who, as hitherto educated, can scarcely cultivate
even a good quality without running it into a fault, it is indispensable to be per-
petually comparing their own notions and customs with the experience and
example of persons in different circumstances from themselves: and there is no
nation which does not need to borrow from others, not merely particular arts
or practices, but essential points of character in which its own type is inferior.
Finally, commerce first taught nations to see with good will the wealth and pros-
perity of one another. Before, the patriot, unless sufficiently advanced in culture
to feel the world his country, wished all countries weak, poor, and ill-governed,
but his own: he now sees in their wealth and progress a direct source of wealth
and progress to his own country. It is commerce which is rapidly rendering war
obsolete, by strengthening and multiplying the personal interests which are in
natural opposition to it. And it may be said without exaggeration that the great
extent and rapid increase of international trade, in being the principal guarantee
of the peace of the world, is the great permanent security for the uninterrupted
progress of the ideas, the institutions, and the character of the human race.



Classical Economic Nationalism

Mercantilism was an economic theory attached to early modern state-building
during the period of merchant capitalism. The classical period of mercantilist
thought not coincidentally came to an end around the same time that England
and France, the countries that produced mercantilist thought, became indus-
trialized. Of course, most countries even in Europe were not industrialized by
the mid-nineteenth century, yet all knew that industrialization was the only
economic pathway to wealth and power. The question was how to get there.
Classical economic nationalist thought took up exactly this challenge of under-
standing and effecting the transformation of an agricultural economy into an
industrial economy, what today we would call “development.” Classical liberal-
ism of course recommends free trade, limited government, and capital invest-
ment according to a country’s “natural” endowments as the pathway to wealth.
The economic nationalist response critiques exactly this dimension of liberal
theory.

Alexander Hamilton (1755-1804) was a statesman rather than a theorist.
Like mercantilist writers before him, his interests are eminently practical and
national in orientation. In his Report on Manufactures submitted to the United
States Congress in 1791 in his capacity as United States secretary of the trea-
sury, Hamilton analyzes the means by which the fledgling US federal govern-
ment can best stimulate a national economy toward the goal not only of material
welfare but also political autonomy and military security. Hamilton’s immediate
target are Physiocrats such as Frangois Quesnay, precursors to Adam Smith who
argued that all economic wealth came from land and that therefore an agricul-
tural economy is the best kind. At the same time, Hamilton implicitly rejects
the core of classical economic liberalism as well, namely its insistence that states
allow their economies to follow the “natural current” of their endowments.
Hamilton’s goal is the development of a complex and more self-reliant economy,
something manufacturing can help create. Industry boosts employment, attracts
migrants, diversifies the national economy, and reduces dependence on foreign
export markets. Like Mill, Hamilton also offers moral arguments in defense of
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his position; industry makes better use of the diverse talents of the nation and
stimulates the intellect of the people.

Hamilton argues that active state encouragement is not only desirable but
necessary for the development of a manufacturing economy. Part of the reason
results from a more realistic view of the individual compared to the idealized
rational actor embraced by liberals. Hamilton observes that human beings are
naturally conservative and slow to embrace new occupations and investments,
“more tardy than might consist with the interest either of individuals or of
Society” Another more important reason is the actual, rather than ideal, prac-
tices of other states. Since it is common practice in the competitive international
political economy to promote and protect one’s own industries, the US federal
government must do the same. Liberal arguments for laissez-faire and free trade
are founded upon wholly inaccurate descriptions of world realities. Hamilton,
therefore, recommends a series of trade duties, prohibitions and bounties famil-
iar from mercantilist theory. Yet his immediate policy goal differs notably from
earlier mercantilist thought. Hamilton thinks a positive balance of trade and
an inflow of specie are positive economic outcomes. However, they are not the
objects of policy but instead the results of an internationally competitive manu-
facturing economy.

Friedrich List (1789-1846) contributes a more developed theoretical cri-
tique of liberalism. For List, the essence of political economy is the discovery
of the means by which national economies grow and develop. Liberal political
economy is misnamed according to List, constituting instead what he calls “cos-
mopolitical economy” dedicated to the analysis of the material improvement
of the whole human race. The problem with cosmopolitical economy is that it
situates its theories in a world “which has yet to come into existence” and thus
ignores the realities of the international system and of economic development.
According to List, “Between each individual and entire humanity ... stands THE
NATION;” a social, cultural, political and economic reality. In the international
system the nation is always threatened by war, and thus has both a natural and
just interest in self-preservation. Moreover, thanks to the state’s imposition
of peace within its own boundaries, cultivation of the national market and of
connections between domestic industries and agriculture is of far greater sig-
nificance for national wealth than the cultivation of foreign markets through free
trade. Here List strongly insists that economic union is a function of political
union, not, as John Stuart Mill claims, vice versa.

List advances his arguments with support from history and contemporary
experience more than from abstract reason. Considering the nearly universal
economic experience of war, he observes that military conflict cuts off eco-
nomic intercourse between nations, making room for new industries and new

economic interests to develop. When war comes to an end, nations often find
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the resumption of free trade not only politically impossible but economically
undesirable. Industry has taken root to the benefit of the national economy. List
also appeals to the history of England itself to show that its wealth and industrial
development were secured not through free trade but through nurturance by
the state which “artificially elevated” it. In the course of discussing English trade
policies, List even insinuates that free trade is a mask for English competitive
interests, through which it seeks to keep all other countries in a state of depen-
dence. Nations which are yet to industrialize are developmentally constrained in
an open, competitive world economy. Thus a “system of protection” is the neces-
sary course for those countries interested in economic development.

Despite such critiques, however, neither Hamilton nor List attacks the core of
liberalism’s theory of free trade. Both accept its benefits in the abstract and freely
admit that the interests of all industrially developed economies are best served
by a free trade regime. Both even look forward to a future world of peace and
interdependence operating on “cosmopolitical” principles. Hamilton and List
simply argue that our world is not yet there. They accept that the international
political economy is not necessarily a zero-sum game even though the politi-
cal divisions of the world and the reality of war unfortunately conspire to often
make it so. Consistent with twentieth century IR realists, Hamilton and List sug-
gest that the international system is not anti-liberal so much as it is pre-liberal.
Until every nation in the world becomes equally developed, however, it is in this
pre-liberal world which we will continue to live.
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Report on Manufactures

ALEXANDER HAMILTON

The expediency of encouraging manufactures in the United States, which was
notlong since deemed very questionable, appears at this time to be pretty gener-
ally admitted. The embarrassments, which have obstructed the progress of our
external trade, have led to serious reflections on the necessity of enlarging the
sphere of our domestic commerce: the restrictive regulations, which in foreign
markets abridge the vent of the increasing surplus of our Agricultural produce,
serve to beget an earnest desire, that a more extensive demand for that surplus
may be created at home: And the complete success, which has rewarded manu-
facturing enterprise, in some valuable branches, conspiring with the promising
symptoms, which attend some less mature essays, in others, justify a hope, that
the obstacles to the growth of this species of industry are less formidable than
they were apprehended to be, and that it is not difficult to find, in its further
extension, a full indemnification for any external disadvantages, which are or
may be experienced, as well as an accession of resources, favorable to national
independence and safety.

There still are, nevertheless, respectable patrons of opinions, unfriendly to
the encouragement of manufactures. The following are, substantially, the argu-
ments by which these opinions are defended.

“In every country (say those who entertain them) Agriculture is the most
beneficial and productive object of human industry. This position, generally,
if not universally true, applies with peculiar emphasis to the United States,
on account of their immense tracts of fertile territory, uninhabited and
unimproved....

“To endeavor, by the extraordinary patronage of Government, to accelerate
the growth of manufactures, is, in fact, to endeavor, by force and art, to trans-
fer the natural current of industry from a more, to a less beneficial channel.
Whatever has such a tendency must necessarily be unwise. Indeed it can hardly
ever be wise in a government, to attempt to give a direction to the industry of its
citizens. This, under the quick-sighted guidance of private interest, will, if left to

Alexander Hamilton, “Report on manufactures, December 5, 1791,” in Jacob E. Cooke, ed., The
Reports of Alexander Hamilton (New York: Harper and Row, 1964)
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itself, infallibly find its own way to the most profitable employment: and it is by
such employment, that the public prosperity will be most effectually promoted.
To leave industry to itself, therefore, is, in almost every case, the soundest as well
as the simplest policy... .

“If contrary to the natural course of things, an unseasonable and premature
spring can be given to certain fabrics, by heavy duties, prohibitions, bounties,
or by other forced expedients; this will only be to sacrifice the interests of the
community to those of particular classes. Besides the misdirection of labor, a
virtual monopoly will be given to the persons employed on such fabrics; and
an enhancement of price, the inevitable consequence of every monopoly, must
be defrayed at the expense of the other parts of the society. It is far preferable,
that those persons should be engaged in the cultivation of the earth, and that
we should procure, in exchange for its productions, the commodities, with
which foreigners are able to supply us in greater perfection, and upon better
terms.”.. .

It ought readily to be conceded that the cultivation of the earth—as the pri-
mary and most certain source of national supply... —has intrinsically a strong
claim to pre-eminence over every other kind of industry.

But, that it has a title to any thing like an exclusive predilection, in any coun-
try, ought to be admitted with great caution. That it is even more productive than
every other branch of industry requires more evidence than has yet been given
in support of the position. That its real interests, precious and important as with-
out the help of exaggeration, they truly are, will be advanced, rather than injured
by the due encouragement of manufactures, may, it is believed, be satisfactorily
demonstrated. And it is also believed that the expediency of such encourage-
ment in a general view may be shown to be recommended by the most cogent
and persuasive motives of national policy....

The foregoing suggestions are not designed to inculcate an opinion that manu-
facturing industry is more productive than that of Agriculture. They are intended
rather to show that the reverse of this proposition is not ascertained; that the
general arguments which are brought to establish it are not satisfactory; and,
consequently that a supposition of the superior productiveness of Tillage ought
to be no obstacle to listening to any substantial inducements to the encourage-
ment of manufactures, which may be otherwise perceived to exist, through an
apprehension; that they may have a tendency to divert labour from a more to a
less profitable employment.

....But without contending for the superior productiveness of Manufacturing
Industry, it may conduce to a better judgment of the policy, which ought to be
pursued respecting its encouragement, to contemplate the subject, under some
additional aspects, tending not only to confirm the idea, that this kind of industry
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has been improperly represented as unproductive in itself; but to evince in addi-
tion that the establishment and diffusion of manufactures have the effect of ren-
dering the total mass of useful and productive labor, in a community, greater than
it would otherwise be ... .

....[M]anufacturing establishments not only occasion a positive augmenta-
tion of the Produce and Revenue of the Society, but...they contribute essen-
tially to rendering them greater than they could possibly be, without such
establishments. These circumstances are... .

1)...The Division Of Labour

It has justly been observed, that there is scarcely any thing of greater moment
in the economy of a nation than the proper division of labour. The separation of
occupations causes each to be carried to a much greater perfection, than it could
possibly acquire, if they were blended...

....[T]he mere separation of the occupation of the cultivator, from that of
the Artificer, has the effect of augmenting the productive powers of labour, and
with them, the total mass of the produce or revenue of a Country. In this single
view of the subject, therefore, the utility of Artificers of Manufacturers, towards
promoting an increase of productive industry, is apparent.
2)....An Extension Of The Use Of Machinery, A Point Which, Though Partly

Anticipated Requires To Be Placed In One Or Two Additional Lights

The employment of Machinery forms an item of great importance in the gen-
eral mass of national industry....It shall be taken for granted, and the truth of
the position referred to observation, that manufacturing pursuits are susceptible
in a greater degree of the application of machinery, than those of Agriculture.
If so all the difference is lost to a community, which, instead of manufacturing
for itself, procures the fabrics requisite to its supply from other Countries. The
substitution of foreign for domestic manufactures is a transfer to foreign nations
of the advantages accruing from the employment of Machinery, in the modes
in which it is capable of being employed, with most utility and to the greatest
extent.

3 )....The Additional Employment Of Classes Of The Community, Not

Originally Engaged In The Particular Business

This is not among the least valuable of the means, by which manufacturing
institutions contribute to augment the general stock of industry and production.
In places where those institutions prevail, besides the persons regularly engaged
in them, they afford occasional and extra employment to industrious individuals
and families, who are willing to devote the leisure resulting from the intermis-
sions of their ordinary pursuits to collateral labours, as a resource for multiplying
their acquisitions or their enjoyments....
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....Itis worthy of particular remark, that, in general, women and children are
rendered more useful, and the latter more early useful by manufacturing estab-
lishments than they would otherwise be....
4)....Promoting Of Emigration From Foreign Countries

If it be true then, that it is the interest of the United States to open every pos-
sible avenue to emigration from abroad, it affords a weighty argument for the
encouragement of manufactures; which...will have the strongest tendency to
multiply the inducements to it.

Here is perceived an important resource, not only for extending the popula-
tion, and with it the useful and productive labour of the country, but likewise for
the prosecution of manufactures, without deducting from the number of hands,
which might otherwise be drawn to Tillage and even for the indemnification of
Agriculture for such as might happen to be diverted from it....

S )....Furnishing Greater Scope For The Diversity Of Talents And Dispositions,

Which Discriminate Men From Each Other

This is a much more powerful means of augmenting the fund of national
Industry than may at first sight appear. It is a just observation, that minds of the
strongest and most active powers for their proper objects fall below mediocrity
and labour without effect, if confined to uncongenial pursuits. And it is thence
to be inferred, that the results of human exertion may be immensely increased by
diversifying its objects. When all the different kinds of industry obtain in a com-
munity, each individual can find his proper element, and can call into activity
the whole vigour of his nature. And the community is benefitted by the services
of its respective members, in the manner, in which each can serve it with most
effect.

6 )....Affording A More Ample And Various Field For Enterprise

....To cherish and stimulate the activity of the human mind, by multi-
plying the objects of enterprise, is not among the least considerable of the
expedients, by which the wealth of a nation may be promoted...The spirit
of enterprise, useful and prolific as it is, must necessarily be contracted or
expanded in proportion to the simplicity or variety of the occupations and
productions, which are to be found in a Society. It must be less in a nation
of mere cultivators, than in a nation of cultivators and merchants; less in a
nation of cultivators and merchants, than in a nation of cultivators, artificers
and merchants.
7)...Creating, In Some Instances, A New, And Securing In All A More Certain

And Steady Demand, For Surplus Produce Of This Soil

... It is evident, that the exertions of the husbandman will be steady or
fluctuating, vigorous or feeble, in proportion to the steadiness or fluctuation,
adequateness or inadequateness, of the markets on which he must depend,
for the vent of the surplus, which may be produced by his labor; and that such
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surplus in the ordinary course of things will be greater or less in the same
proportion.

For the purpose of this vent, a domestic market is greatly to be preferred to a
foreign one; because it is in the nature of things, far more to be relied upon.

To secure such a market, there is no other expedient, than to promote manu-
facturing establishments. Manufacturers who constitute the most numerous
class, after the Cultivators of land, are for that reason the principal consumers of
the surplus of their labour... .

The foregoing consideration seem sufficient to establish, as general propo-
sitions, that it is the interest of nations to diversify the industrious pursuits of
the individuals who compose them—that the establishment of manufactures is
calculated not only to increase the general stock of useful and productive labour;
but even to improve the state of Agriculture in particular, certainly to advance
the interest of those who are engaged init....

If the system of perfect liberty to industry and commerce were the prevailing
system of nations, the arguments which dissuade a country, in the predicament
of the United States, from the zealous pursuit of manufactures, would doubtless
have great force. It will not be affirmed, that they might not be permitted, with
few exceptions, to serve as a rule of national conduct. In such a state of things,
each country would have the full benefit of its peculiar advantages to compen-
sate for its deficiencies or disadvantages. If one nation were in a condition to
supply manufactured articles on better terms than another, that other might find
an abundant indemnification in a superior capacity to furnish the produce of the
soil. And a free exchange, mutually beneficial, of the commodities, which each
was able to supply, on the best terms, might be carried on between them, sup-
porting in full vigour the industry of each....

But the system which has been mentioned, is far from characterising the
general policy of Nations. The prevalent one has been regulated by an opposite
spirit. The consequence of it is, that the United States are to a certain extent in
the situation of a country precluded from foreign Commerce. They can indeed,
without difficulty obtain from abroad the manufactured supplies, of which they
are in want; but they experience numerous and very injurious impediments to
the emission and vent of their own commodities. Nor is this the case in reference
to a single foreign nation only. The regulations of several countries, with which
we have the most extensive intercourse, throw serious obstructions in the way of
the principal staples of the United States.

In such a position of things, the United States cannot exchange with Europe
on equal terms; and the want of reciprocity would render them the victim of
a system which should induce them to confine their views to Agriculture, and
refrain from Manufactures. A constant and increasing necessity, on their part,
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for the commodities of Europe, and only a partial and occasional demand for
their own, in return, could not but expose them to a state of impoverishment,
compared with the opulence to which their political and natural advantages
authorize them to aspire.

....It is for the United States to consider by what means they can render
themselves least dependent on the combinations, right or wrong, of foreign
policy.

... The remaining objections to a particular encouragement of manufacturers
in the United States now require to be examined.

One of these turns on the proposition, that Industry, if left to itself, will natu-
rally find its way to the most useful and profitable employment: whence it is
inferred that manufactures without the aid of government will grow up as soon
and as fast, as the natural state of things and the interest of the community may
require.

Against the solidity of this hypothesis, in the full latitude of the terms, very
cogent reasons may be offered. These have relation to—the strong influence
of habit and the spirit of imitation—the fear of want of success in untried
enterprises—the intrinsic difficulties incident to first essays towards a compe-
tition with those who have previously attained to perfection in the business to
be attempted—the bounties premiums and other artificial encouragements,
with which foreign nations second the exertions of their own Citizens in the
branches, in which they are to be rivalled.

Experience teaches, that men are often so much governed by what they are
accustomed to see and practice, that the simplest and most obvious improve-
ments, in the most ordinary occupations, are adopted with hesitation, reluc-
tance, and by slow gradations. The spontaneous transition to new pursuits, in a
community long habituated to different ones, may be expected to be attended
with proportionably greater difficulty. When former occupations ceased to
yield a profit adequate to the subsistence of their followers, or when there
was an absolute deficiency of employment in them, owing to the superabun-
dance of hands, changes would ensue; but these changes would be likely to be
more tardy than might consist with the interest either of individuals or of the
Society. In many cases they would not happen, while a bare support could be
insured by an adherence to ancient courses; though a resort to a more profit-
able employment might be practicable. To produce the desirable changes as
early as may be expedient, may therefore require the incitement and patronage
of government. ...

The superiority antecedently enjoyed by nations, who have preoccupied
and perfected a branch of industry, constitutes a more formidable obstacle,
than either of those, which have been mentioned, to the introduction of the
same branch into a country in which it did not before exist. To maintain
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between the recent establishments of one country and the long matured
establishments of another country, a competition upon equal terms, both
as to quality and price, is in most cases impracticable. The disparity, in the
one or in the other, or in both, must necessarily be so considerable as to for-
bid a successful rivalship, without the extraordinary aid and protection of
government.

But the greatest obstacle of all to the successful prosecution of a new branch
of industry in a country, in which it was before unknown, consists, as far as the
instances apply, in the bounties premiums and other aids which are granted, in
a variety of cases, by the nations, in which the establishments to be imitated are
previously introduced. It is well known (and particular examples in the course
of this report will be cited) that certain nations grant bounties on the exporta-
tion of particular commodities, to enable their own workmen to undersell and
supplant all competitors in the countries to which those commodities are sent.
Hence the undertakers of a new manufacture have to contend not only with the
natural disadvantages of a new undertaking, but with the gratuities and remu-
nerations which other governments bestow. To be enabled to contend with
success, it is evident that the interference and aid of their own government are
indispensable... .

There remains to be noticed an objection to the encouragement of manufac-
tures, of a nature different from those which question the probability of success.
This is derived from its supposed tendency to give a monopoly of advantages
to particular classes, at the expense of the rest of the community, who, it is
affirmed, would be able to procure the requisite supplies of manufactured arti-
cles on better terms from foreigners, than from our own Citizens, and who, it is
alleged, are reduced to the necessity of paying an enhanced price for whatever
they want, by every measure, which obstructs the free competition of foreign
commodities... .

But though it were true, that the immediate and certain effect of regulations
controlling the competition of foreign with domestic fabrics was an increase
of Price, it is universally true, that the contrary is the ultimate effect with
every successful manufacture. When a domestic manufacture has attained
to perfection, and has engaged in the prosecution of it a competent number
of Persons, it invariably becomes cheaper. Being free from the heavy charges
which attend the importation of foreign commodities, it can be afforded, and
accordingly seldom or never fails to be sold Cheaper, in process of time, than
was the foreign Article for which it is a substitute. The internal competition
which takes place, soon does away [with] every thing like Monopoly, and by
degrees reduces the price of the Article to the minimum of a reasonable profit
on the Capital employed. This accords with the reason of the thing, and with
experience.



90 THEORETICAL EVOLUTION OF INTERNATIONAL POLITICAL ECONOMY

Whence it follows, that it is the interest of a community, with a view to even-
tual and permanent economy, to encourage the growth of manufactures. In a
national view, a temporary enhancement of price must always be well compen-
sated by permanent reduction of it... .

There seems to be a moral certainty, that the trade of a country which is both
manufacturing and Agricultural will be more lucrative and prosperous than that
of a Country, which is merely Agricultural.

One reason for this is found in that general effort of nations...to procure
from their own soils, the articles of prime necessity requisite to their own con-
sumption and use, and which serves to render their demand for a foreign supply
of such articles, in a great degree occasional and contingent....

Another circumstance which gives a superiority of commercial advantages
to states that manufacture as well as cultivate, consists in the more numerous
attractions, which a more diversified market offers to foreign Customers, and in
the greater scope which it affords to mercantile enterprise....

From these circumstances collectively—two important inferences are to be
drawn, one, that there is always a higher probability of a favorable balance of
Trade, in regard to countries in which manufactures founded on the basis of a
thriving Agriculture flourish, than in regard to those, which are confined wholly
or almost wholly to Agriculture; the other (which is also a consequence of the
first), that countries of the former description are likely to possess more pecuni-
ary wealth, or money, than those of the latter.

....[T]he uniform appearance of an abundance of specie, as the concomitant
of a flourishing state of manufactures, and of the reverse, where they do not pre-
vail, afford a strong presumption of their favorable operation upon the wealth of
a Country.

Not only the wealth, but the independence and security of a Country, appear
to be materially connected with the prosperity of manufactures. Every nation,
with a view to those great objects, ought to endeavour to possess within itself
all the essentials of national supply. These comprise the means of Subsistence,
habitation, clothing, and defence.

The possession of these is necessary to the perfection of the body politic; to
the safety as well as to the welfare of the society; the want of either is the want of
an important Organ of political life and Motion; and in the various crises which
await a state, it must severely feel the effects of any such deficiency. The extreme
embarrassments of the United States during the late War, from an incapacity of
supplying themselves, are still matter of keen recollection: A future war might
be expected again to exemplify the mischiefs and dangers of a situation to which
that incapacity is still in too great a degree applicable, unless changed by timely
and vigorous exertion. To effect this change, as fast as shall be prudent, merits
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all the attention and all the Zeal of our Public Councils; it is the next great work
to be accomplished.

The want of a Navy, to protect our external commerce, as long as it shall
Continue, must render it a peculiarly precarious reliance, for the supply of essen-
tial articles, and must serve to strengthen prodigiously the arguments in favour
of manufactures... .

In order to a better judgment of the Means proper to be resorted to by the
United States, it will be of use to Advert to those which have been employed
with success in other Countries. The principal of these are—

1 ) Protecting Duties—Or Duties On Those Foreign Articles Which Are The
Rivals Of The Domestic Ones Intended To Be Encouraged

Duties of this nature evidently amount to a virtual bounty on the domes-
tic fabrics since by enhancing the charges on foreign articles, they enable the
National Manufacturers to undersell all their foreign Competitors... .

2 ) Prohibitions Of Rival Articles, Or Duties Equivalent To Prohibitions

This is another and an efficacious mean of encouraging national manufac-
tures but in general it is only fit to be employed when a manufacture, has made
such progress and is in so many hands as to insure a due competition, and an
adequate supply on reasonable terms... .

3 ) Prohibitions Of The Exportation Of The Materials Of Manufactures

The desire of securing a cheap and plentiful supply for the national work-
men, and where the article is either peculiar to the Country, or of peculiar qual-
ity there, the jealousy of enabling foreign workmen to rival those of the nation
with its own Materials, are the leading motives to this species of regulation. It
ought not to be affirmed, that it is in no instance proper, but it is, certainly one
which ought to be adopted with great circumspection, and only in very plain
Cases....

4 ) Pecuniary Bounties

This has been found one of the efficacious means of encouraging man-
ufactures, and, is in some views, the best... .

Bounties have not, like high protecting duties, a tendency to produce scarcity.
An increase of price is not always the immediate, though, where the progress of
a domestic Manufacture does not counteract a rise, it is commonly the ultimate
effect of an additional duty. In the interval, between the laying of the duty and
the proportional increase of price, it may discourage importation, by interfering
with the profits to be expected from the sale of the article... .

It cannot escape notice, that the duty upon the importation of an article can
no otherwise aid the domestic production of it, than by giving the latter greater
advantages in the home market. It can have no influence upon the advantageous
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sale of the article produced in foreign markets; no tendency, therefore, to pro-
mote its exportation.

The true way to conciliate these two interests is to lay a duty on foreign manu-
factures of the material, the growth of which is desired to be encouraged, and to
apply the produce of that duty, by way of bounty, either upon the production of
the material itself or upon its manufacture at home, or upon both....

5 ) Premiums

These are of a nature allied to bounties, though distinguishable from them in
some important features.

Bounties are applicable to the whole quantity of an article produced, or man-
ufactured, or exported, and involve a correspondent expense. Premiums serve to
reward some particular excellence or superiority, some extraordinary exertion
or skill, and are dispensed only in a small number of cases... .

6 ) The Exemption Of The Materials Of Manufactures From Duty

The policy of that Exemption as a general rule particularly in reference to new
Establishments is obvious. It can hardly ever be advisable to add the obstruc-
tions of fiscal burthens to the difficulties which naturally embarrass a new manu-
facture; and where it is matured and in condition to become an object of revenue
itis generally speaking better that the fabric than the Material should be the sub-
ject of Taxation....

7 ) Drawbacks Of The Duties Which Are Imposed On The Materials Of

Manufactures

It has already been observed as a general rule that duties on those materials
ought with certain exceptions, to be forborne. Of these exceptions, three cases
occur, which may serve as examples—one, where the material is itself an object
of general or extensive consumption, and a fit and productive source of reve-
nue: Another, where a manufacture of a simpler kind, the competition of which
with a like domestic article is desired to be restrained, partakes of the Nature of
a raw material, from being capable, by a further process to be converted into a
manufacture of a different kind, the introduction or growth of which is desired
to be encouraged; a third where the Material itself is a production of the coun-
try, and in sufficient abundance to furnish a cheap and plentiful supply to the
national Manufacturers... .

8 ) The Encouragement Of New Inventions And Discoveries, At Home, And Of
The Introduction Into The United States Of Such As May Have Been Made
In Other Countries; Particularly Those Which Relate To Machinery

....The usual means of that encouragement are pecuniary rewards, and, for
a time, exclusive privileges. The first must be employed according to the occa-
sion, and the utility of the invention, or discovery. For the last, so far as respects
“authors and inventors,” provision has been made by Law....
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It is customary with manufacturing nations to prohibit, under severe pen-
alties, the exportation of implements and machines, which they have either
invented or improved. There are already objects for a similar regulation in the
United States; and others may be expected to occur from time to time. The adop-
tion of it seems to be dictated by the principle of reciprocity. Greater liberality,
in such respects, might better comport with the general spirit of the country;
but a selfish exclusive policy, in other quarters, will not always permit the free
indulgence of a spirit which would place us upon an unequal footing. As far as
prohibitions tend to prevent foreign competitors from deriving the benefit of
the improvements made at home, they tend to increase the advantages of those
by whom they may have been introduced, and operate as an encouragement to
exertion.

9 ) Judicious Regulations For The Inspection Of Manufactured Commodities

....Contributing to prevent frauds upon consumers at home and exporters to
foreign countries, to improve the quality & preserve the character of the national
manufactures, it cannot fail to aid the expeditious and advantageous sale of them,
and to serve as a guard against successful competition from other quarters....
10 ) The Facilitating Of Pecuniary Remittances From Place To Place

—Is a point of considerable moment to trade in general, and to manufactures
in particular; by rendering more easy the purchase of raw materials and provi-
sions and the payment for manufactured supplies. A general circulation of Bank
paper, which is to be expected from the institution lately established will be a
most valuable mean to this end....

11 ) The Facilitating Of The Transportation Of Commodities

... The great copiousness of the subject of this Report has insensibly led to
a more lengthy preliminary discussion than was originally contemplated, or
intended. It appeared proper to investigate principles, to consider objections,
and to endeavour to establish the utility of the thing proposed to be encour-
aged, previous to a specification of the objects which might occur, as meriting
or requiring encouragement, and of the measures, which might be proper, in
respect to each. The first purpose having been fulfilled, it remains to pursue the
second.

In the selection of objects, five circumstances seem entitled to particular
attention, the capacity of the Country to furnish the raw material—the degree
in which the nature of the manufacture admits of a substitute for manual labour
in machinery—the facility of execution—the extensiveness of the uses, to which
the article can be applied—its subserviency to other interests, particularly the
great one of national defence. There are however objects, to which these circum-
stances are little applicable, which for some special reasons, may have a claim to

encouragement... .
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In countries where there is great private wealth, much may be effected by the
voluntary contributions of patriotic individuals; but in a community situated
like that of the United States, the public purse must supply the deficiency of
private resource. In what can it be so useful, as in prompting and improving the
efforts of industry?
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Political and Cosmopolitical Economy

FrRIEDRICH LIST

Before Quesnay and the French economists there existed only a practice of
political economy which was exercised by the State officials, administrators, and
authors who wrote about matters of administration, occupied themselves exclu-
sively with the agriculture, manufactures, commerce, and navigation of those
countries to which they belonged, without analysing the causes of wealth, or
taking at all into consideration the interests of the whole human race.

Quesnay (from whom the idea of universal free trade originated) was the
first who extended his investigations to the whole human race, without tak-
ing into consideration the idea of the nation. He calls his work “Physiocratie,
ou du Gouvernement le plus avantageux au Genre Humain” [Physiocracy, or
of the most advantageous Government to Mankind], his demands being that
we must imagine that the merchants of all nations formed one commercial repub-
lic. Quesnay undoubtedly speaks of cosmopolitical economyj i.e., of that science
which teaches how the entire human race may attain prosperity; in opposition
to political economy, or that science which limits its teaching to the inquiry how
a given nation can obtain (under the existing conditions of the world) prosperity,
civilisation, and power, by means of agriculture, industry, and commerce.

Adam Smith treats his doctrine in a similarly extended sense, by making it
his task to indicate the cosmopolitical idea of the absolute freedom of the com-
merce of the whole world in spite of the gross mistakes made by the physiocrates
against the very nature of things and against logic. Adam Smith concerned him-
self as little as Quesnay did with true political economy, i.e., that policy which
each separate nation had to obey in order to make progress in its economical con-
ditions. He entitles his work, “The Nature and Causes of the Wealth of Nations”
(i.e., of all nations of the whole human race). He speaks of the various systems of
political economy in a separate part of his work solely for the purpose of demon-
strating their non-efficiency, and of proving that “political” or national economy
must be replaced by “cosmopolitical or world-wide economy.” Although here
and there he speaks of wars, this only occurs incidentally. The idea of a perpetual
state of peace forms the foundation of all his arguments. Moreover ... his investi-
gations from the commencement are based upon the principle that “most of the

Friedrich List, The National System of Political Economy (London: Longmans, Green and
Co., 1885)



96 THEORETICAL EVOLUTION OF INTERNATIONAL POLITICAL ECONOMY

State regulations for the promotion of public prosperity are unnecessary, and
a nation in order to be transformed from the lowest state of barbarism into a
state of the highest possible prosperity needs nothing but bearable taxation, fair
administration of justice, and peace.”. .

J.B. Say openly demands that we should imagine the existence of a universal
republicin order to comprehend the idea of general free trade. This writer, whose
efforts were mainly restricted to the formation of a system out of the materi-
als which Adam Smith had brought to light, says explicitly in the sixth volume
(p. 288) of his “Economie politique pratique:” [Practical political economy]
“We may take into our consideration the economical interests of the family with
the father at its head; the principles and observations referring thereto will con-
stitute private economy. Those principles, however, which have reference to the
interests of whole nations, whether in themselves or in relation to other nations,
from public economy (I'économie publique). Political Economy, lastly, relates to
the interests of all nations, to human society in general.”

It must be remarked here, that in the first place Say recognises the existence
of a national economy or political economy, under the name “économie pub-
lique,” but that he nowhere treats of the latter in his works; secondly, that he
attributes the name political economy to a doctrine which is evidently of cos-
mopolitical nature; and that in this doctrine he invariably merely speaks of an
economy which has for its sole object the interests of the whole human society,
without regard to the separate interests of distinct nations.

This substitution of terms might be passed over if Say, after having explained
what he calls political economy (which, however, is nothing else but cosmo-
political or world-wide economy, or economy of the whole human race), had
acquainted us with the principles of the doctrine which he calls “économie pub-
lique,” which however is, properly speaking, nothing else but the economy of
given nations, or true political economy.

In defining and developing this doctrine he could scarcely forbear to proceed
from the idea and the nature of the nation, and to show what material modifica-
tions the “economy of the whole human race” must undergo by the fact that at
present that race is still separated into distinct nationalities each held together
by common powers and interests, and distinct from other societies of the same
kind which in the exercise of their natural liberty are opposed to one another.
However, by giving his cosmopolitical economy the name political, he dispenses
with this explanation, effects by means of a transposition of terms also a trans-
position of meaning, and thereby masks a series of the gravest theoretical errors.

All later writers have participated in this error. Sismondi also calls political
economy explicitly, “La science qui se charge du bonheur de I'espéce humaine.”
Adam Smith and his followers teach us from this mainly nothing more than what
Quesnay and his followers had taught us already, for the article of the “Revue



Classical Economic Nationalism 97

Méthodique” treating of the physiocratic school states, in almost the same
words: “The well-being of the individual is dependent altogether on the well-being of
the whole human race””

The first of the North American advocates of free trade, as understood by
Adam Smith—Thomas Cooper, President of Columbia College—denies even
the existence of nationality; he calls the nation “a grammatical invention,” cre-
ated only to save periphrases, a nonentity, which has no actual existence save in
the heads of politicians. Cooper is moreover perfectly consistent with respect to
this, in fact much more consistent than his predecessors and instructors, for it
is evident that as soon as the existence of nations with their distinct nature and
interests is recognised, it becomes necessary to modify the economy of human
society in accordance with these special interests, and that if Cooper intended
to represent these modifications as errors, it was very wise on his part from the
beginning to disown the very existence of nations.

For our own part, we are far from rejecting the theory of cosmopolitical econ-
omy, as it has been perfected by the prevailing school; we are, however, of opinion
that political economy, or as Say calls it “économie publique,” should also be devel-
oped scientifically, and that it is always better to call things by their proper names
than to give them significations which stand opposed to the true import of words.

If we wish to remain true to the laws of logic and of the nature of things, we
must set the economy of individuals against the economy of societies, and dis-
criminate in respect to the latter between true political or national economy
(which, emanating from the idea and nature of the nation, teaches how a given
nation in the present state of the world and its own special national relations can
maintain and improve its economical conditions) and cosmopolitical economy,
which originates in the assumption that all nations of the earth form but one
society living in a perpetual state of peace.

If, as the prevailing school requires, we assume a universal union or confed-
eration of all nations as the guarantee for an everlasting peace, the principle of
international free trade seems to be perfectly justified. The less every individual
is restrained in pursuing his own individual prosperity, the greater the number
and wealth of those with whom he has free intercourse, the greater the area over
which his individual activity can exercise itself, the easier it will be for him to
utilise for the increase of his prosperity the properties given him by nature, the
knowledge and talents which he has acquired, and the forces of nature placed at
his disposal. As with separate individuals, so is it also the case with individual
communities, provinces, and countries. A simpleton only could maintain that
a union for free commercial intercourse between themselves is not as advanta-
geous to the different states included in the United States of North America, to
the various departments of France, and to the various German allied states, as
would be their separation by internal provincial customs tariffs.
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In the union of the three kingdoms of Great Britain and Ireland the world wit-
nesses a great and irrefragable example of the immeasurable efficacy of free trade
between united nations. Let us only suppose all other nations of the earth to be
united in a similar manner, and the most vivid imagination will not be able to
picture to itself the sum of prosperity and good fortune which the whole human
race would thereby acquire... .

A true principle, therefore, underlies the system of the popular school, but
a principle which must be recognised and applied by science if its design to
enlighten practice is to be fulfilled, an idea which practice cannot ignore without
getting astray; only the school has omitted to take into consideration the nature
of nationalities and their special interests and conditions, and to bring these into
accord with the idea of universal union and an everlasting peace.

The popular school has assumed as being actually in existence a state of things
which has yet to come into existence. It assumes the existence of a universal union
and a state of perpetual peace, and deduces there from the great benefits of free
trade. In this manner it confounds effects with causes. Among the provinces and
states which are already politically united, there exists a state of perpetual peace;
from this political union originates their commercial union, and it is in conse-
quence of the perpetual peace thus maintained that the commercial union has
become so beneficial to them. All examples which history can show are those
in which the political union has led the way, and the commercial union has fol-
lowed. Not a single instance can be adduced in which the latter has taken the
lead, and the former has grown up from it. That, however, under the existing
conditions of the world, the result of general free trade would not be a universal
republic, but, on the contrary, a universal subjection of the less advanced nations
to the supremacy of the predominant manufacturing, commercial, and naval
power, is a conclusion for which the reasons are very strong and, according to
our views, irrefragable. A universal republic (in the sense of Henry IV, and of the
AbDbé St. Pierre), i.e., a union of the nations of the earth whereby they recognise
the same conditions of right among themselves and renounce self-redress, can
only be realised if a large number of nationalities attain to as nearly the same
degree as possible of industry and civilisation, political cultivation, and power.
Only with the gradual formation of this union can free trade be developed, only
as a result of this union can it confer on all nations the same great advantages
which are now experienced by those provinces and states which are politically
united. The system of protection, inasmuch as it forms the only means of placing
those nations which are far behind in civilisation on equal terms with the one
predominating nation (which, however, never received at the hands of Nature
a perpetual right to a monopoly of manufacture, but which merely gained an
advance over others in point of time), the system of protection regarded from
this point of view appears to be the most efficient means of furthering the final
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union of nations, and hence also of promoting true freedom of trade. And
national economy appears from this point of view to be that science which, cor-
rectly appreciating the existing interests and the individual circumstances of
nations, teaches how every separate nation can be raised to that stage of industrial
development in which union with other nations equally well developed, and
consequently freedom of trade, can become possible and useful to it.

The popular school, however, has mixed up both doctrines with one another;
it has fallen into the grave error of judging of the conditions of nations accord-
ing to purely cosmopolitical principles, and of ignoring from merely political
reasons the cosmopolitical tendency of the productive powers.

Only by ignoring the cosmopolitical tendency of the productive powers
could Malthus be led into the error of desiring to restrict the increase of popu-
lation, or Chalmers and Torrens maintain more recently the strange idea that
augmentation of capital and unrestricted production are evils the restriction of
which the welfare of the community imperatively demands, or Sismondi declare
that manufactures are things injurious to the community. Their theory in this
case resembles Saturn, who devours his own children—the same theory which
allows that from the increase of population, of capital and machinery, division of
labour takes place, and explains from this the welfare of society, finally consid-
ers these forces as monsters which threaten the prosperity of nations, because it
merely regards the present conditions of individual nations, and does not take
into consideration the conditions of the whole globe and the future progress of
mankind.

Itis not true that population increases in a larger proportion than production
of the means of subsistence; it is at least foolish to assume such disproportion, or
to attempt to prove it by artificial calculations or sophistical arguments, so long
as on the glove a mass of natural forces still lies inert by means of which ten times
or perhaps a hundred times more people than are now living can be sustained.
It is mere narrow-mindedness to consider the present extent of the productive
forces as the test of how many persons could be supported on a given area of
land... The culture of the potato and of food-yielding plants, and the more recent
improvements made in agriculture generally, have increased tenfold the produc-
tive powers of the human race for the creation of the means of subsistence. In the
Middle Ages the yield of wheat of an acre ofland in England was fourfold, to-day
it is ten to twenty fold, and in addition to that five times more land is cultivated.
In many European countries (the soil of which possesses the same natural fertil-
ity as that of England) the yield at present does not exceed fourfold. Who will
venture to set further limits to the discoveries, inventions, and improvements of
the human race? Agricultural chemistry is still in its infancy; who can tell that to-
morrow, by means of a new invention or discovery, the produce of the soil may
not be increased five or ten fold?....



100 THEORETICAL EVOLUTION OF INTERNATIONAL POLITICAL ECONOMY

Ifin a nation the population increases more than the production of the means
of subsistence, if capital accumulates at length to such an extent as no longer to
find investment, if machinery throws a number of operatives out of work and
manufactured goods accumulate to a large excess, this merely proves, that nature
will not allow industry, civilisation, wealth, and power to fall exclusively to the
lot of a single nation, or that a large portion of the globe suitable for cultivation
should be merely inhabited by wild animals, and that the largest portion of the
human race should remain sunk in savagery, ignorance, and poverty.

We have shown into what errors the school has fallen by judging the produc-
tive forces of the human race from a political point of view; we have now also to
point out the mistakes which it has committed by regarding the separate inter-
ests of nations from a cosmopolitical point of view.

If a confederation of all nations existed in reality, as is the case with the sepa-
rate states constituting the Union of North America, the excess of population,
talents, skilled abilities, and material capital would flow over from England to the
Continental states, in a similar manner to that in which it travels from the eastern
states of the American Union to the western, provided that in the Continental
states the same security for persons and property, the same constitution and
general laws prevailed, and that the English Government was made subject to
the united will of the universal confederation. Under these suppositions there
would be no better way of raising all these countries to the same stage of wealth
and cultivation as England than free trade. This is the argument of the school.
But how would it tally with the actual operation of free trade under the existing
conditions of the world?

The Britons as an independent and separate nation would henceforth take
their national interest as the sole guide of their policy. The Englishman, from
predilection for his language, for his laws, regulations, and habits, would wher-
ever it was possible devote his powers and his capital to develop his own native
industry, for which the system of free trade, by extending the market for English
manufactures over all countries, would offer him sufficient opportunity; he
would not readily take a fancy to establish manufactures in France or Germany.
All excess of capital in England would be at once devoted to trading with for-
eign parts of the world. If the Englishman took it into his head to emigrate, or
to invest his capital elsewhere than in England, he would as he now does prefer
those more distant countries where he would find already existing his language,
his laws, and regulations, rather than the benighted countries of the Continent.
All England would thus be developed into one immense manufacturing city.
Asia, Africa, and Australia would be civilised by England, and covered with new
states modeled after the English fashion. In time a world of English states would
be formed, under the presidency of the mother states, in which the European
Continental nations would be lost as unimportant, unproductive races. By this
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arrangement it would fall to the lot of France, together with Spain and Portugal, to
supply this English world with the choicest wines, and to drink the bad ones her-
self: at most France might retain the manufacture of a little millinery. Germany
would scarcely have more to supply this English world with than children’s toys,
wooden clocks, and philological writings, and sometimes also an auxiliary corps,
who might sacrifice themselves to pine away in the deserts of Asia or Africa, for
the sake of extending the manufacturing and commercial supremacy, the litera-
ture and language of England. It would not require many centuries before people
in this English world would think and speak of the Germans and French in the
same tone as we speak at present of the Asiatic nations.

True political science, however, regards such a result of universal free trade
as a very unnatural one; it will argue that had universal free trade been intro-
duced at the time of the Hanseatic League, the German nationality instead of
the English would have secured an advance in commerce and manufacture over
all other countries.

It would be most unjust, even on cosmopolitical grounds, now to resign to
the English all the wealth and power of the earth, merely because by them the
political system of commerce was first established and the cosmopolitical prin-
ciple for the most part ignored. In order to allow freedom of trade to operate
naturally, the less advanced nations must first be raised by artificial measures
to that stage of cultivation to which the English nation has been artificially
elevated. In order that, through that cosmopolitical tendency of the powers
of production to which we have alluded, the more distant parts of the world
may not be benefited and enriched before the neighboring European coun-
tries, those nations which feel themselves to be capable, owing to their moral,
intellectual, social, and political circumstances, of developing a manufacturing
power of their own must adopt the system of protection as the most effectual
means for this purpose. The effects of this system for the purpose in view are
of two kinds; in the first place, by gradually excluding foreign manufactured
articles from our markets, a surplus would be occasioned in foreign nations,
of workmen, talents, and capital, which must seek employment abroad; and
secondly, by the premium which our system of protection would offer to the
immigration into our country of workmen, talents, and capital, that excess of
productive power would be induced to find employment with us, instead of
emigrating to distant parts of the world and to colonies. Political science refers
to history, and inquires whether England has not in former times drawn from
Germany, Italy, Holland, France, Spain, and Portugal by these means a mass
of productive power. She asks: Why does the cosmopolitical school, when it
pretends to weigh in the balance the advantages and the disadvantages of the
system of protection, utterly ignore this great and remarkable instance of the
results of that system?
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Nationality and the Economy of the Nation

FrRIEDRICH LIST

The system of the [popular] school suffers...from three main defects: firstly,
from boundless cosmopolitanism, which neither recognises the principle of
nationality, nor takes into consideration the satisfaction of its interests; secondly,
from a dead materialism, which everywhere regards chiefly the mere exchange-
able value of things without taking into consideration the mental and political,
the present and the future interests, and the productive powers of the nation;
thirdly, from a disorganising particularism and individualism, which, ignoring the
nature and character of social labour and the operation of the union of powers in
their higher consequences, considers private industry only as it would develop
itself under a state of free interchange with society (i.e. with the whole human
race) were that race not divided into separate national societies.

Between each individual and entire humanity, however, stands THE
NATION, with its special language and literature, with its peculiar origin and
history, with its special manners and customs, laws and institutions, with the
claims of all these for existence, independence, perfection, and continuance for
the future, and with its separate territory; a society which, united by a thousand
ties of mind and of interests, combines itself into one independent whole, which
recognises the law of right for and within itself, and in its united character is
still opposed to other societies of a similar kind in their national liberty, and
consequently can only under the existing conditions of the world maintain self-
existence and independence by its own power and resources. As the individual
chiefly obtains by means of the nation and in the nation mental culture, power
of production, security, and prosperity, so is the civilisation of the human race
only conceivable and possible by means of the civilisation and development of
the individual nations.

Meanwhile, however, an infinite difference exists in the condition and cir-
cumstances of the various nations: we observe among them giants and dwarfs,
well-formed bodies and cripples, civilised, half-civilised, and barbarous nations;
but in all of them, as in the individual human being, exists the impulse of self-
preservation, the striving for improvement which is implanted by nature. It is the
task of politics to civilise the barbarous nationalities, to make the small and weak
ones great and strong, but, above all, to secure to them existence and continu-
ance. It is the task of national economy to accomplish the economical development
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of the nation, and to prepare it for admission into the universal society of the
future.

A nation in its normal state possesses one common language and litera-
ture, a territory endowed with manifold natural resources, extensive, and with
convenient frontiers and a numerous population. Agriculture, manufactures,
commerce, and navigation must be all developed in it proportionately. Arts
and sciences, educational establishments, and universal, cultivation must
stand in it on an equal footing with material production. Its constitution, laws,
and institutions must afford to those who belong to it a high degree of security
and liberty, and must promote religion, morality, and prosperity; in a word,
must have the well-being of its citizens as their object. It must possess suf-
ficient power on land and at sea to defend its independence and to protect its
foreign commerece....

A large population, and an extensive territory endowed with manifold
national resources, are essential requirements of the normal nationality; they are
the fundamental conditions of mental cultivation as well as of material devel-
opment and political power. A nation restricted in the number of its popula-
tion and in territory, especially if it has a separate language, can only possess a
crippled literature, crippled institutions for promoting art and science. A small
State can never bring to complete perfection within its territory the various
branches of production. In it all protection becomes mere private monopoly.
Only through alliances with more powerful nations, by partly sacrificing the
advantages of nationality, and by excessive energy, can it maintain with difficulty
its independence.

A nation which possesses no coasts, mercantile marine, or naval power, or has
not under its dominion and control the mouths of its rivers, is in its foreign com-
merce dependent on other countries; it can neither establish colonies of its own
nor form new nations; all surplus population, mental and material means, which
flows from such a nation to uncultivated countries, is lost to its own literature,
civilisation and industry, and goes to the benefit of other nationalities.

A nation not bounded by seas and chains of mountains lies open to the
attacks of foreign nations, and can only by great sacrifices, and in any case only
very imperfectly, establish and maintain a separate tarift system of its own.

....As respects their economy, nations have to pass through the following
stages of development: original barbarism, pastoral condition, agricultural con-
dition, agricultural-manufacturing condition, and agricultural-manufacturing-
commercial condition.

The industrial history of nations, and of none more clearly than that of
England, proves that the transition from the savage state to the pastoral one,
from the pastoral to the agricultural, and from agriculture to the first beginnings
in manufacture and navigation, is effected most speedily and advantageously by
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means of free commerce with further advanced towns and countries, but that a
perfectly developed manufacturing industry, an important mercantile marine,
and foreign trade on a really large scale, can only be attained by means of the
interposition of the power of the State.

The less any nation’s agriculture has been perfected, and the more its foreign
trade is in want of opportunities of exchanging the excess of native agricultural
products and raw materials for foreign manufactured goods, the deeper that the
nation is still sunk in barbarism and fitted only for an absolute monarchical form
of government and legislation, the more will free trade (i.e. the exportation of
agricultural products and the importation of manufactured goods) promote its
prosperity and civilisation.

....Solely in nations of the latter kind, namely, those which possess all the
necessary mental and material conditions and means for establishing a manufac-
turing power of their own, and of thereby attaining the highest degree of civili-
sation, and development of material prosperity and political power, but which
are retarded in their progress by the competition of a foreign manufacturing
power which is already farther advanced than their own—only in such nations
are commercial restrictions justifiable for the purpose of establishing and pro-
tecting their own manufacturing power; and even in them it is justifiable only
until that manufacturing power is strong enough no longer to have any reason
to fear foreign competition, and thenceforth only so far as may be necessary for
protecting the inland manufacturing power in its very roots.

The system of protection would not merely be contrary to the principles of
cosmopolitical economy, but also to the rightly understood advantage of the
nation itself, were it to exclude foreign competition at once and altogether,
and thus isolate from other nations the nation which is thus protected. If the
manufacturing power to be protected be still in the first period of its devel-
opment, the protective duties must be very moderate, they must only rise
gradually with the increase of the mental and material capital, of the techni-
cal abilities and spirit of enterprise of the nation. Neither is it at all necessary
that all branches of industry should be protected in the same degree. Only
the most important branches require special protection, for the working of
which much outlay of capital in building and management, much machin-
ery, and therefore much technical knowledge, skill, and experience, and many
workmen are required, and whose products belong to the category of the first
necessaries of life, and consequently are of the greatest importance as regards
their total value as well as regards national independence (as, for example,
cotton, woollen and linen manufactories, &c.). If these main branches are
suitably protected and developed, all other less important branches of manu-
facture will rise up around them under a less degree of protection. It will be
to the advantage of nations in which wages are high, and whose population is
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not yet great in proportion to the extent of their territory, e.g. in the United
States of North America, to give less protection to manufactures in which
machinery does not play an important part, than to those in which machinery
does the greater part of the work, providing that those nations which supply
them with similar goods allow in return free importation to their agricultural
products.

The popular school betrays an utter misconception of the nature of national
economical conditions if it believes that such nations can promote and fur-
ther their civilisation, their prosperity, and especially their social progress,
equally well by the exchange of agricultural products for manufactured goods,
as by establishing a manufacturing power of their own. A mere agricultural
nation can never develop to any considerable extent its home and foreign com-
merce...A mere agricultural State is an infinitely less perfect institution than an
agricultural manufacturing State. The former is always more or less economi-
cally and politically dependent on those foreign nations which take from it agri-
cultural products in exchange for manufactured goods... The purely agricultural
nations are thus in the first place dependent for their power of effecting sales on
the chances of a more or less plentiful harvest in the agricultural-manufacturing
nations; in the next place they have to compete in these sales with other purely
agricultural nations, whereby their power of sale, in itself very uncertain, thus
becomes still more uncertain. Lastly, they are exposed to the danger of being
totally ruined in their trading with foreign manufacturing nations by wars, or
new foreign tariff regulations whereby they suffer the double disadvantage of
finding no buyers for their surplus agricultural products, and of failing to obtain
supplies of the manufactured goods which they require. An agricultural nation
is, as we have already stated, an individual with one arm, who makes use of a for-
eign arm, but who cannot make sure of the use of it in all cases; an agricultural-
manufacturing nation is an individual who has two arms of his own always at his
disposal.

It is a fundamental error of the school when it represents the system of pro-
tection as a mere device of speculative politicians which is contrary to nature.
History is there to prove that protective regulations originated either in the
natural efforts of nations to attain to prosperity, independence, and power, or in
consequence of wars and of the hostile commercial legislation of predominating
manufacturing nations.

The idea of independence and power originates in the very idea of ‘the
nation. The school never takes this into consideration, because it does not make
the economy of the separate nation, but the economy of society generally, i.e. of
the whole human race, the object of its investigations. If we imagine, for instance,
that all nations were united by means of a universal confederation, their individ-
ual independence and power would cease to be an object of regard. The security
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for the independence of every nation would in such a case rest on the legal provi-
sions of the universal society... .

In proportion, however, as the principle of a universal confederation of
nations is reasonable, in just the same degree would a given nation act contrary
to reason if, in anticipation of the great advantages to be expected from such
a union, and from a state of universal and perpetual peace, it were to regulate
the principles of its national policy as though this universal confederation of
nations existed already. We ask, would not every sane person consider a govern-
ment to be insane which, in consideration of the benefits and the reasonable-
ness of a state of universal and perpetual peace, proposed to disband its armies,
destroy its fleet, and demolish its fortresses? But such a government would be
doing nothing different in principle from what the popular school requires from
governments when, because of the advantages which would be derivable from
general free trade, it urges that they should abandon the advantages derivable
from protection.

War has a ruinous effect on the reciprocal commercial relations between
nation and nation. The agriculturist living in one country is by it forcibly sepa-
rated from the manufacturer living in another country. While, however, the
manufacturer (especially if he belongs to a nation powerful at sea, and carrying
on extensive commerce) readily finds compensation from the agriculturists of
his own country, or from those of other accessible agricultural countries, the
inhabitant of the purely agricultural country suffers doubly through this inter-
ruption of intercourse... .

If, however, one agricultural nation whose production and consumption are
thus diminished by war has already made considerable advances in population,
civilisation, and agriculture, manufactures and factories will spring up in it in
consequence of the interruption of international commerce by war. War acts
on it like a prohibitive tariff system. It thereby becomes acquainted with the
great advantages of a manufacturing power of its own, it becomes convinced
by practical experience that it has gained more than it has lost by the commer-
cial interruptions which war has occasioned. The conviction gains ground in
it, that it is called to pass from the condition of a mere agricultural State to the
condition of an agricultural-manufacturing State, and in consequence of this
transition, to attain to the highest degree of prosperity, Civilisation, and power.
But if after such a nation has already made considerable progress in the manu-
facturing career which was opened to it by war, peace is again established, and
should both nations then contemplate the resumption of their previously exist-
ing commercial intercourse, they will both find that during the war new inter-
ests have been formed, which would be destroyed by re-establishing the former
commercial interchange. The former agricultural nation will feel, that in order
to resume the sale of its agricultural products to the foreigner, it would have to
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sacrifice its own manufacturing industry which has in the meanwhile been cre-
ated; the manufacturing nation will feel that a portion of its home agricultural
production, which has been formed during the war, would again be destroyed
by free importation. Both, therefore, try to protect these interests by means of
imposing duties on imports. This is the history of commercial politics during
the last fifty years.

It is war that has called into existence the more recent systems of protection;
and we do not hesitate to assert, that it would have been to the interest of the
manufacturing nations of the second and third rank to retain a protective policy
and further develop it...A war which leads to the change of the purely agricul-
tural State into an agricultural-manufacturing State is therefore a blessing to a
nation, just as the War of Independence of the United States of North America,
in spite of the enormous sacrifices which it required, has become a blessing to
all future generations. But a peace which throws back into a purely agricultural
condition a nation which is fitted to develop a manufacturing power of its own,
becomes a curse to it, and is incomparably more injurious to it than a war.

....In this manner the school would condemn the Continental nations for
ever to be rolling the stone of Sisyphus, for ever to erect manufactories in time of
war in order to allow them to fall to ruin in time of peace.

To results so absurd as these the school could never have arrived had it not
(in spite of the name which it gives to the science which it professes) completely
excluded politics from that science, had it not completely ignored the very exis-
tence of nationality, and left entirely out of consideration the effects of war on
the commercial intercourse between separate nations.

How utterly different is the relation of the agriculturist to the manufacturer
if both live in one and the same country, and are consequently really connected
with one another by perpetual peace. Under those circumstances, every exten-
sion or improvement of an already existing manufactory increases the demand
for agricultural products. This demand is no uncertain one; it is not dependent
on foreign commercial regulations or foreign commercial fluctuations, on for-
eign political commotions or wars, on foreign inventions and improvements or
on foreign harvests; the native agriculturist has not to share it with other nations,
it is certain to him every year. However the crops of other nations may turn out,
whatever misunderstandings may spring up in the political world, he can depend
on the sale of his own produce, and on obtaining the manufactured goods which
he needs at suitable and regular prices. On the other hand, every improvement
of the native agriculture, every new method of culture, acts as a stimulant on the
native manufacture, because every augmentation of native agricultural produc-
tion must result in a proportionate augmentation of native manufacturing pro-
duction. Thus, by means of this reciprocal action, progress is insured for all time
to both these main sources of the nation’s strength and support.
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Political power not merely secures to the nation the increase of its prosper-
ity by foreign commerce and by colonies abroad, it also secures to it the pos-
session of internal prosperity, and secures to it its own existence, which is far
more important to it than mere material wealth.... The school cannot deny that
the internal market of a nation is ten times more important to it than its exter-
nal one, even where the latter is in the most flourishing condition; but it has
omitted to draw from this the conclusion, which is very obvious, that it is ten
times more important to cultivate and secure the home market, than to seek
for wealth abroad, and that only in those nations which have developed their
internal industry to a high degree can foreign commerce attain importance....

With regard to this, it must further be remarked, that every nation which gains
entire possession of its own home market for manufactures, gains in the course
of time, by its home production and consumption of manufactured goods,
infinitely more than the nation which has hitherto provided the former with
manufactured goods loses by being excluded; because a nation which manufac-
tures for itself, and which is perfectly developed in its economical conditions,
becomes more than proportionately richer and more populous, consequently is
enabled to consume infinitely more fabrics, than it could import while depend-
ing on a foreign manufacturing nation for its supply ... .

Lastly, it is evident that a world-manufacturing monopoly such as is at pres-
ent established by the free competition of English manufactured goods on the
European and American continents is not in the least more conducive to the
welfare of the human race than the system of protection, which aims at devel-
oping the manufacturing power of the whole temperate zone, for the benefit of the
agriculture of the whole torrid zone.

The advance which England has made in manufactures, navigation, and
commerce, need therefore not discourage any other nation which is fitted for
manufacturing production, by the possession of suitable territory, of national
power and intelligence, from entering into the lists with England’s manufactur-
ing supremacy. A future is approaching for manufactures, commerce, and navi-
gation which will surpass the present as much as the present surpasses the past.
Let us only have the courage to believe in a great national future, and in that
belief to march onward. But above all things we must have enough national spirit
at once to plant and protect the tree, which will yield its first richest fruits only
to future generations. We must first gain possession of the home market of our
own nation, at least as respects articles of general necessity, and try to procure
the products of tropical countries direct from those countries which allow us to
pay for them with our own manufactured goods....
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Classical Marxism

Marxism is unusual as a theory in bearing the name of a single founder in its
moniker. What is more unusual is that a single founder could inaugurate a tradi-
tion of political-economic theory that continues down to the present day. Yet
despite Marx’s obvious genius and his massive corpus of writings, one cannot
find any systematic treatment from him of international relations and interna-
tional political economy. Marx left behind no developed theory of trade, capital
exportation, or war. His observations on the international sphere are scattered
and where they do exist are mostly directed toward popular audiences. Perhaps
because Marx himself had so little to say about the international dimensions of
political economy, he left the door wide open to an array of followers offering
different and even incompatible theoretical developments. What all seemed to
agree upon, however, is that the concept of imperialism offered the clearest lens
through which Marxists could theorize and understand the international politi-
cal economy.

Like all the classical political economists, Karl Marx (1818-1883) was
interested first and foremost in the inner workings of capitalist society. He
plumbed the depths of a political-economic matter so fundamental to the
nineteenth century that it was simply referred to at the time as “the social
question”: how and why did capitalism simultaneously generate such tremen-
dous new wealth and such extreme poverty and human misery—and what
should be done about it? Despite never dedicating himself to a sustained
analysis of the international aspects of his theory, a few central themes can
be gleaned from his work. In The Communist Manifesto, Marx, together with
Friedrich Engels (1820-1895), asserts that capitalism is destined to be a
worldwide social order due to a combination of the bourgeoisie’s “constantly
revolutionizing the instruments of production” and its “need for a constantly
expanding market for its products.” For Marx, globalization is part and parcel
of capitalism. In their search for profits, capitalists draw together formerly
distinct local or national economies into a single world market. In doing so
they destroy old industries, old cultures, old ways of life. The cosmopolitan
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bourgeoisie “compels all nations, on pain of extinction, to adopt the bour-
geois mode of production...it creates a world after its own image.” In this way
Marx strangely agrees with John Stuart Mill but without the sentimentality.
Marx can even support free trade. This is not because he believes the liberal
argument concerning mutual gains and comparative advantage, for in Marx’s
view the freedom of free trade is nothing more than the “freedom of capi-
tal to crush the worker” He endorses free trade instead because he believes
it increases the concentration of capital, eliminates intermediate classes like
small rentiers and the petty bourgeoisie, polarizes society even more into its
two great antagonistic classes of bourgeoisie and proletariat, and ultimately
hastens the self-destruction of capitalism itself.

One can clearly see, then, that despite his vigorous critiques of capitalism,
Marx believes it to be historically progressive. In his view, communism is only
possible after the forces of production had been sufficiently developed first by
capitalism, and this progressive view of history colors Marx’s few writings on
imperialism. His best-known reflections on the matter appear in two newspa-
per articles on India written during East India Company rule over the subconti-
nent. Here Marx argues that British capital investment in India is bringing about
not merely a political revolution but more importantly a material one in which
India’s very mode of production is changing for the first time in its long his-
tory. The indigenous “village system” composed of a powerful centralized state
perched above, and largely autonomous from, an atomized collection of self-
reliant agricultural towns is being destroyed by British railroads, British steam-
power and British telegraph lines. Through imperialism, India will industrialize
and its class relations will be restructured, “through blood and dirt, through
misery and degradation.” It cannot resist the transforming power of capital.
Yet interestingly, Marx’s writings on Ireland show a different and contrary view
of the progressive nature of capitalism. There the concentration of capital and
the transformation of agriculture through enclosures and mechanization does
not generate an industrial proletariat but instead depopulation and an increas-
ingly immiserated class of agricultural, yet ironically urbanized, wage-laborers.
Because of the power of the English landed aristocracy over Ireland, the country
is prevented from industrializing and kept in a state of dependence on agricul-
ture “in order that she may fulfill her true destiny, to be an English sheepwalk
and cattle pasture” Marx never explored his contradictory observations on the
nature of capitalism in India versus Ireland. They remain primarily as fragments
of Marx’s broader thought.

It was not until the early twentieth century that explicit and sustained Marxist
theorizing of imperialism appeared. By this time capitalism had changed dra-
matically from Marx’s day, and imperialism along with it. Small producers oper-
ating in competitive markets had been displaced by large producers operating
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in monopolistic or oligopolistic markets. This process had gone particularly
far in late industrializing countries like Germany. Rudolf Hilferding, the Social
Democratic Party of Germany’s leading intellectual prior to the Nazi takeover,
laid the theoretical foundations in his magisterial work Finance Capital. There
he argued that a fusion between financial and industrial capital accomplished
through the rise of the joint stock corporation leads to the cartelization of
entire national economies. These national cartels (or “trusts” in American
parlance) capture their respective states and use trade restrictions to control
the domestic market and thereby raise domestic prices and profits. A simul-
taneous result is the limitation on expansion of the home market and thus
increasing pressure for capital export to keep profit rates up. In Hilferding’s
view, international relations become a contest less between states than
between national blocs of monopoly capital to secure investment opportu-
nities abroad. Imperialism stands as the means of creating such profitable
openings.

Vladimir Ilyich Lenin’s (1870-1924) primary contribution is populariz-
ing Hilferding’s analysis, summing up the argument with the phrase “impe-
rialism is the monopoly stage of capitalism.” Writing in 1916, Lenin also
links the analysis to then-current events. He advances the claim that the
competition between rival national monopoly capitals for spheres of influ-
ence and colonial annexations is the proximate cause of World War I—"“a
war for deciding whether the British or German group of financial maraud-
ers is to receive the lion’s share.” Lenin’s intellectual sparring partner over
the Marxist theorization of imperialism is Karl Kautsky (1854-1938), so
prominent a Marxist intellectual prior to the First World War that social-
ist detractors referred to him as the “Pope of Marxism.” Kautsky draws a
very different conclusion from the relationship between monopoly capital
and imperialism. Whereas Lenin sees a combination of capitals into national
monopolies and an “actual division of the world,” Kautsky foresees an inter-
or transnationalization of capital and the “joint exploitation” of the world
by a compact of European financial capitalists. For Lenin, imperialism is a
system of competition between European national capitals leading all the
way to world war. Yet Kautsky holds out the possibility of ultra-imperialism
as “a holy alliance of the imperialists” against both colonized peoples and
their own working classes. Lenin’s argument became Marxist orthodoxy
through the experiences of the two world wars, but Kautsky’s alternative
seems increasingly plausible from a post-1989 vantage point. Their debate
reveals within Marxist thought two different historically mediated tenden-
cies in global capitalism, in which rival capitalist states either unite behind
a program of “peaceful” collective exploitation of the world or descend into
great power war.
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The Communist Manifesto

KARL MARX AND FRIEDRICH ENGELS

I. Bourgeois and Proletarians

The history of all hitherto existing society is the history of class struggles....

The modern bourgeois society that has sprouted from the ruins of feudal soci-
ety has not done away with class antagonisms. It has but established new classes,
new conditions of oppression, new forms of struggle in place of the old ones.

Our epoch, the epoch of the bourgeoisie, possesses, however, this distinctive
feature: it has simplified the class antagonisms. Society as a whole is more and
more splitting up into two great hostile camps, into two great classes directly fac-
ing each other: Bourgeoisie and Proletariat.

From the serfs of the Middle Ages sprang the chartered burghers of the ear-
liest towns. From these burgesses the first elements of the bourgeoisie were
developed.

The discovery of America, the rounding of the Cape, opened up fresh ground
for the rising bourgeoisie. The East-Indian and Chinese markets, the colonisa-
tion of America, trade with the colonies, the increase in the means of exchange
and in commodities generally, gave to commerce, to navigation, to industry, an
impulse never before known, and thereby, to the revolutionary element in the
tottering feudal society, a rapid development.

The feudal system of industry, in which industrial production was monop-
olised by closed guilds, now no longer sufficed for the growing wants of the
new markets. The manufacturing system took its place. The guild-masters
were pushed on one side by the manufacturing middle class; division of labour
between the different corporate guilds vanished in the face of division of labour
in each single workshop.

Meantime the markets kept ever growing, the demand ever rising. Even man-
ufacture no longer sufficed. Thereupon, steam and machinery revolutionised
industrial production. The place of manufacture was taken by the giant, Modern
Industry, the place of the industrial middle class, by industrial millionaires, the
leaders of whole industrial armies, the modern bourgeois.

Karl Marx and Friedrich Engels, Collected Works, vol. 6 (New York: International Publishers,
1976), 477-519
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Modern industry has established the world market, for which the discovery
of America paved the way. This market has given an immense development to
commerce, to navigation, to communication by land. This development has,
in its turn, reacted on the extension of industry; and in proportion as industry,
commerce, navigation, railways extended, in the same proportion the bourgeoi-
sie developed, increased its capital, and pushed into the background every class
handed down from the Middle Ages.

We see, therefore, how the modern bourgeoisie is itself the product of a long
course of development, of a series of revolutions in the modes of production and
of exchange.

Each step in the development of the bourgeoisie was accompanied by a cor-
responding political advance of that class. An oppressed class under the sway
of the feudal nobility, an armed and self-governing association in the medi-
eval commune; here independent urban republic (as in Italy and Germany),
there taxable “third estate” of the monarchy (as in France), afterwards, in the
period of manufacture proper, serving either the semi-feudal or the absolute
monarchy as a counterpoise against the nobility, and, in fact, cornerstone of
the great monarchies in general, the bourgeoisie has at last, since the estab-
lishment of Modern Industry and of the world market, conquered for itself,
in the modern representative State, exclusive political sway. The executive of
the modern State is but a committee for managing the common affairs of the
whole bourgeoisie.

The bourgeoisie, historically, has played a most revolutionary part.

The bourgeoisie, wherever it has got the upper hand, has put an end to all feu-
dal, patriarchal, idyllic relations. It has pitilessly torn asunder the motley feudal
ties that bound man to his “natural superiors,” and has left remaining no other
nexus between man and man than naked self-interest, than callous “cash pay-
ment.” It has drowned the most heavenly ecstasies of religious fervor, of chiv-
alrous enthusiasm, of philistine sentimentalism, in the icy water of egotistical
calculation. It has resolved personal worth into exchange value, and in place of
the numberless indefeasible chartered freedoms, has set up that single, uncon-
scionable freedom—Free Trade. In one word, for exploitation, veiled by reli-
gious and political illusions, it has substituted naked, shameless, direct, brutal
exploitation... .

The bourgeoisie cannot exist without constantly revolutionising the instru-
ments of production, and thereby the relations of production, and with them
the whole relations of society. Conservation of the old modes of production
in unaltered form, was, on the contrary, the first condition of existence for
all earlier industrial classes. Constant revolutionising of production, uninter-
rupted disturbance of all social conditions, everlasting uncertainty and agita-
tion distinguish the bourgeois epoch from all earlier ones. All fixed, fast-frozen
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relations, with their train of ancient and venerable prejudices and opinions,
are swept away, all new-formed ones become antiquated before they can
ossify. All that is solid melts into air, all that is holy is profaned, and man is
at last compelled to face with sober senses, his real conditions of life, and his
relations with his kind.

The need of a constantly expanding market for its products chases the bour-
geoisie over the whole surface of the globe. It must nestle everywhere, settle
everywhere, establish connections everywhere.

The bourgeoisie has through its exploitation of the world market given a
cosmopolitan character to production and consumption in every country. To
the great chagrin of Reactionists, it has drawn from under the feet of industry
the national ground on which it stood. All old-established national industries
have been destroyed or are daily being destroyed. They are dislodged by new
industries, whose introduction becomes a life and death question for all civilised
nations, by industries that no longer work up indigenous raw material, but raw
material drawn from the remotest zones; industries whose products are con-
sumed, not only at home, but in every quarter of the globe. In place of the old
wants, satisfied by the production of the country, we find new wants, requiring
for their satisfaction the products of distant lands and climes. In place of the old
local and national seclusion and self-sufficiency, we have intercourse in every
direction, universal inter-dependence of nations. And as in material, so also in
intellectual production. The intellectual creations of individual nations become
common property. National one-sidedness and narrow-mindedness become
more and more impossible, and from the numerous national and local litera-
tures, there arises a world literature.

The bourgeoisie, by the rapid improvement of all instruments of produc-
tion, by the immensely facilitated means of communication, draws all, even
the most barbarian, nations into civilisation. The cheap prices of its com-
modities are the heavy artillery with which it batters down all Chinese walls,
with which it forces the barbarians’ intensely obstinate hatred of foreigners to
capitulate. It compels all nations, on pain of extinction, to adopt the bourgeois
mode of production; it compels them to introduce what it calls civilisation
into their midst, i.e., to become bourgeois themselves. In a word, it creates a
world after its own image.

The bourgeoisie has subjected the country to the rule of the towns. It has
created enormous cities, has greatly increased the urban population as com-
pared with the rural, and has thus rescued a considerable part of the population
from the idiocy of rural life. Just as it has made the country dependent on the
towns, so it has made barbarian and semi-barbarian countries dependent on the
civilised ones, nations of peasants on nations of bourgeois, the East on the West.
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The bourgeoisie keeps more and more doing away with the scattered state of
the population, of the means of production, and of property. It has agglomerated
population, centralised means of production, and has concentrated property
in a few hands. The necessary consequence of this was political centralisation.
Independent, or but loosely connected provinces with separate interests, laws,
governments and systems of taxation, became lumped together into one nation,
with one government, one code of laws, one national class-interest, one frontier
and one customs tariff.
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Speech on the Question of Free Trade

KARL MARX

Gentlemen,—The Repeal of the Corn Laws in England is the greatest triumph
of Free Trade in the nineteenth century. In every country where manufacturers
discuss Free Trade, they have in mind chiefly Free Trade in corn and raw mate-
rial generally. To burden foreign corn with protective duties is infamous, it is to
speculate on the hunger of the people.

Cheap food, high wages, for this alone the English Free Traders have spent
millions, and their enthusiasm has already infected their Continental brethren.
And, generally speaking, all those who advocate Free Trade do so in the interests
of the working class.

But, strange to say, the people for whom cheap food is to be procured
at all costs are very ungrateful. Cheap food is as ill reputed in England as is
cheap government in France. The people see in these self-sacrificing gentle-
men, in Bowring, Bright & Co., their worst enemies and the most shameless
hypocrites....

Dr. Bowring conferred upon all these arguments the consecration of religion,
by exclaiming at a public meeting,“Jesus Christ is Free Trade, and Free Trade is
Jesus Christ”

....You see, gentlemen, this private legislation is enacted for the especial pur-
pose of creating such infractions, and infractions are manufactured for the pur-
pose of making money. Thus the manufacturer uses every means of reducing the
nominal wage, and even profiting by accidents over which the workers have no
control.

And these manufacturers are the same philanthropists who have tried to per-
suade the workers that they were capable of going to immense expense for the
sole and express purpose of improving the condition of these same workingmen!
On the one hand they nibble at the workers’ wages in the pettiest way, by means
of factory legislation, and, on the other, they are prepared to make the greatest
sacrifices to raise those wages by means of the Anti-Corn Law League... .

The English workingmen have appreciated to the fullest extent the signifi-
cance of the struggle between the lords of the land and of capital. They know

Karl Marx and Friedrich Engels, Collected Works, vol. 6 (New York: International Publishers,
1976), 450-465
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very well that the price of bread was to be reduced in order to reduce wages, and
that the profit of capital would rise by as much as rent fell.

Ricardo, the apostle of the English Free Traders, the leading economist of our
century, entirely agrees with the workers upon this point.

In his celebrated work upon Political Economy he says:

If instead of growing our own corn...we discover a new market from
which we can supply ourselves. .. at a cheaper price, wages will fall and
profits rise. The fall in the price of agricultural produce reduces the
wages, not only of the laborer employed in cultivating the soil, but also
of all those employed in commerce or manufacture....

The English workingmen have shown the English Free Traders that they are not
the dupes of their illusions or of their lies; and if, in spite of this, the workers
have made common cause with the manufacturers against the landlords, it is for
the purpose of destroying the last remnant of feudalism, that henceforth they
may have only one enemy to deal with. The workers have not miscalculated,
for the landlords, in order to revenge themselves upon the manufacturers, have
made common cause with the workers to carry the Ten-Hours Bill, which the
latter had been vainly demanding for thirty years, and which was passed imme-
diately after the repeal of the Corn Laws.When Dr. Bowring, at the Congress
of Economists, drew from his pocket a long list to show how many head of cat-
tle, how much ham, bacon, poultry, etc., is imported into England, to be con-
sumed—as he asserted—by the workers, he forgot to state that at the time the
workers of Manchester and other factory towns were thrown out of work by the
beginning of the crisis.As a matter of principle in Political Economy, the figures
of a single year must never be taken as the basis for formulating general laws. We
must always take the average of from six to seven years, a period during which
modern industry passes through the successive phases of prosperity, overpro-
duction, crisis, thus completing the inevitable cycle.

Doubtless, if the price of all commodities falls,—and this is the necessary
consequence of Free Trade—1I can buy far more for a franc than before. And the
workingman’s franc is as good as any other man’s. Therefore, Free Trade must
be advantageous to the workingman. There is only one little difficulty in this,
namely, that the workman, before he exchanges his franc for other commodities,
has first exchanged his labor for the money of the capitalist. If in this exchange
he always received the said franc while the price of all other commodities fell, he
would always be the gainer by such a bargain. The difficulty does not lie in prov-
ing that, the price of all commodities falling, more commodities can be bought
for the same sum of money.
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Economists always take the price of labor at the moment of its exchange with
other commodities, and altogether ignore the moment at which labor accom-
plishes its own exchange with capital. When it costs less to set in motion the
machinery which produces commodities, then the things necessary for the
maintenance of this machine, called workman, will also cost less. If all commodi-
ties are cheaper, labor, which is a commodity too, will also fall in price, and we
shall see later that this commodity, labor, will fall far lower in proportion than
all other commodities. If the workingman still pins his faith to the arguments of
the economists, he will find, one fine morning, that the franc has dwindled in his
pocket, and that he has only five sous left.

Thereupon the economists will tell you,—

We admit that competition among the workers will certainly not be
lessened under Free Trade, and will very soon bring wages into har-
mony with the low price of commodities. But, on the other hand, the
low price of commodities will increase consumption, the larger con-
sumption will increase production, which will in turn necessitate a
larger demand for labor and this larger demand will be followed by a
rise in wages.

The whole line of argument amounts to this: Free Trade increases productive
forces. When manufactures keep advancing, when wealth, when the productive
forces, when, in a word, productive capital increases, the demand for the labor,
the price of labor, and consequently the rate of wages, rises also.

The most favorable condition for the workingman is the growth of capital.
This must be admitted: when capital remains stationary, commerce and manu-
facture are not merely stationary but decline, and in this case the workman is
the first victim. He goes to the wall before the capitalist. And in the case of the
growth of capital, under the circumstances, which, as we have said, are the best
for the workingman, what will be his lot? He will go to the wall just the same. The
growth of capital implies the accumulation and the concentration of capital. This
centralization involves a greater division of labor and a greater use of machinery.
The greater division of labor destroys the especial skill of the laborer; and by put-
ting in the place of this skilled work labor which any one can perform it increase
competition among the workers.

This competition becomes more fierce as the division of labor enables a sin-
gle man to do the work of three. Machinery accomplishes the same result on
a much larger scale. The accumulation of productive capital forces the indus-
trial capitalist to work with constantly increasing means of production, ruins
the small manufacturer, and drives him into the proletariat. Then, the rate of
interest falling in proportion as capital accumulates, the little rentiers and retired
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tradespeople, who can no longer live upon their small incomes, will be forced to
look out for some business again and ultimately to swell the number of proletar-
ians. Finally, the more productive capital grows, the more it is compelled to pro-
duce for a market whose requirements it does not know,—the more supply tries
to force demand, and consequently crises increase in frequency and in intensity.
But every crisis in turn hastens the concentration of capital, adds to the prole-
tariat. Thus, as productive capital grows, competition among the workers grows
too, and grows in a far greater proportion. The reward of labor is less for all, and
the burden of labor is increased for some at least... .

What influence will the adoption of Free Trade have upon the condition
of the working class? All the laws formulated by the political economists from
Quesnay to Ricardo, have been based upon the hypothesis that the trammels
which still interfere with commercial freedom have disappeared. These laws are
confirmed in proportion as Free Trade is adopted. The first of these laws is that
competition reduces the price of every commodity to the minimum cost of pro-
duction. Thus the minimum of wages is the natural price of labor. And what is
the minimum of wages? Just so much as is required for production of the articles
absolutely necessary for the maintenance of the worker, for the continuation, by
hook or by crook, of his own existence and that of his class.

But do not imagine that the worker receives only this minimum wage, and
still less that he always receives it. No, according to this law, the working class
will sometimes be more fortunate, will sometimes receive something above
the minimum, but this surplus will merely make up for the deficit which they
will have received below the minimum in times of industrial depression. That
is to say that within a given time which recurs periodically, in other words, in
the cycle which commerce and industry describe while passing through the
successive phases of prosperity, overproduction, stagnation, and crisis, when
reckoning all that the working class has above and below mere necessities, we
shall see that, after all, they have received neither more nor less than the mini-
mum; i.e., the working class will have maintained itself as a class after enduring
any amount of misery and misfortune, and after leaving many corpses upon the
industrial battle-field. But what of that? The class will still exist; nay, more, it
will have increased.

... This law of commodity labor, of the minimum of wages will be con-
firmed in proportion as the supposition of the economists, Free Trade,
becomes an actual fact. Thus, of two things one: either we must reject all
political economy based on the assumption of Free Trade, or we must admit
that under this same Free Trade the whole severity of the economic laws will
fall upon the workers.

To sum up, what is Free Trade under the present condition of society? Freedom
of Capital. When you have torn down the few national barriers which still restrict
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the free development of capital, you will merely have given it complete freedom
of action. So long as you let the relation of wages-labor to capital exist, no matter
how favorable the conditions under which you accomplish the exchange of com-
modities, there will always be a class which exploits and a class which is exploited.
It is really difficult to understand the presumption of the Free Traders who imag-
ine that the more advantageous application of capital will abolish the antagonism
between industrial capitalists and wage-workers. On the contrary. The only result
will be that the antagonism of these two classes will stand out more clearly....

Gentlemen! Do not be deluded by the abstract word Freedom! whose free-
dom? Not the freedom of one individual in relation to another, but freedom of
Capital to crush the worker.

Why should you desire farther to sanction unlimited competition with this
idea of freedom, when the idea of freedom itself is only the product of a social
condition based upon Free Competition?

‘We have shown what sort of fraternity Free Trade begets between the differ-
ent classes of one and the same nation. The fraternity which Free Trade would
establish between the nations of the earth would not be more real, to call cosmo-
politan exploitation universal brotherhood is an idea that could only be engen-
dered in the brain of the bourgeoisie. Every one of the destructive phenomena
to which unlimited competition gives rise within any one nation is reproduced
in more gigantic proportions in the market of the world....

For instance, we are told that Free Trade would create an international divi-
sion of labor, and thereby give to each country those branches of production
most in harmony with its natural advantages.

You believe perhaps, gentlemen, that the production of coffee and sugar is the
natural destiny of the West Indies.

Two centuries ago, nature, which does not trouble itself about commerce, had
planted neither sugar-cane nor coffee trees there. And it may be that in less than
half a century you will find there neither coffee nor sugar, for the East Indies, by
means of cheaper production, have already successfully broken down this so-
called natural destiny of the West Indies.

And the West Indies, with their natural wealth, are as heavy a burden for
England as the weavers of Dacca, who also were destined from the beginning of
time to weave by hand.

One other circumstance must not be forgotten, namely that, just as everything
has become a monopoly, there are also nowadays some branches of industry which
prevail over all others, and secure to the nations which especially foster them the
command of the market of the world. Thus in the commerce of the world cot-
ton alone has much greater commercial importance than all the other raw materi-
als used in the manufacture of clothing. It is truly ridiculous for the Free Traders
to refer to the few specialties in each branch of industry, throwing them into the
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balance against the product used in everyday consumption, and produced most
cheaply in those countries in which manufacture is most highly developed.

If the Free Traders cannot understand how one nation can grow rich at the
expense of another, we need not wonder, since these same gentlemen also refuse
to understand how in the same country one class can enrich itself at the expense
of another.

Do not imagine, gentlemen, that in criticising freedom of commerce we have
the least intention of defending Protection.

One may be opposed to constitutionalism without being in favor of
absolutism.

Moreover, the Protective system is nothing but a means of establishing manu-
facture upon a large-scale in any given country, that is to say, of making it depen-
dent upon the market of the world; and from the moment that dependence
upon the market of the world is established, there is more or less dependence
upon Free Trade too. Besides this, the Protective system helps to develop free
competition within a nation. Hence we see that in countries where the bourgeoi-
sie is beginning to make itself felt as a class, in Germany for example, it makes
great efforts to obtain Protective duties. They serve the bourgeoisie as weapons
against feudalism and absolute monarchy, as a means for the concentration of its
own powers and for the realization of Free Trade within the same country.

But, generally speaking, the Protective system in these days is conservative,
while the Free Trade system works destructively. It breaks up old nationalities
and carries antagonism of proletariat and bourgeoisie to the uttermost point. In
aword, the Free Trade system hastens the Social Revolution. In this revolution-
ary sense alone, gentlemen, I am in favor of Free Trade.
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The British Rule in India

KARL MARX

Hindostan is an Italy of Asiatic dimensions, the Himalayas for the Alps, the
Plains of Bengal for the Plains of Lombardy, the Deccan for the Appenines, and
the Isle of Ceylon for the Island of Sicily. The same rich variety in the products
of the soil, and the same dismemberment in the political configuration. Just as
Italy has, from time to time, been compressed by the conquerors sword into dif-
ferent national masses, so do we find Hindostan, when not under the pressure
of the Mohammedan, or the Mogul, or the Briton, dissolved into as many inde-
pendent and conflicting States as it numbered towns, or even villages. Yet, in a
social point of view, Hindostan is not the Italy, but the Ireland of the East. And
this strange combination of Italy and of Ireland, of a world of voluptuousness
and of a world of woes, is anticipated in the ancient traditions of the religion
of Hindostan. That religion is at once a religion of sensualist exuberance, and a
religion of self-torturing asceticism... .

There cannot, however, remain any doubt but that the misery inflicted by the
British on Hindostan is of an essentially different and infinitely more intensive
kind than all Hindostan had to suffer before....

All the civil wars, invasions, revolutions, conquests, famines, strangely com-
plex, rapid and destructive as the successive action in Hindostan may appear, did
not go deeper than its surface. England had broken down the entire framework
of Indian society, without any symptoms of reconstitution yet appearing. This
loss of his old world, with no gain of a new one, imparts a particular kind of
melancholy to the present misery of the Hindoo, and separates Hindostan, ruled
by Britain, from all its ancient traditions, and from the whole of its past history.

There have been in Asia, generally from immemorial times, but three depart-
ments of Government: that of Finance, or the plunder of the interior; that of War,
or the plunder of the exterior; and finally, the department of Public Works. Climate
and territorial conditions, especially the vast tracts of desert, extending from the
Sahara, through Arabia, Persia, India and Tartary, to the most elevated Asiatic high-
lands, constituted artificial irrigation by canals and waterworks the basis of Oriental
agriculture. As in Egypt and India, inundations are used for fertilising the soil of
Mesopotamia, Persia, etc; advantage is taken of a high level for feeding irrigative

Karl Marx, “The British rule in India,” New York Daily Tribune 13 (25 June 1853)
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canals. This prime necessity of an economical and common use of water, which,
in the Occident, drove private enterprise to voluntary association, as in Flanders
and Italy, necessitated in the Orient where civilization was too low and the terri-
torial extent too vast to call into life voluntary association, the interference of the
centralizing power of Government. Hence an economical function devolved upon
all Asiatic Governments the function of providing public works. This artificial fer-
tilisation of the soil, dependent on a Central Government, and immediately decay-
ing with the neglect of irrigation and drainage, explains the otherwise strange fact
that we now find whole territories barren and desert that were once brilliantly cul-
tivated, as Palmyra, Petra, the ruins in Yemen, and large provinces of Egypt, Persia
and Hindostan; it also explains how a single war of devastation has been able to
depopulate a country for centuries, and to strip it of all its civilisation.

Now, the British in East India accepted from their predecessors the department
of finance and of war, but they have neglected entirely that of public works. Hence
the deterioration of an agriculture which is not capable of being conducted on the
British principle of free competition, of laissez-faire and laissez-aller. But in Asiatic
empires we are quite accustomed to see agriculture deteriorating under one gov-
ernment and reviving again under some other government. There the harvests cor-
respond to good or bad government, as they change in Europe with good or bad
seasons. Thus the oppression and neglect of agriculture, bad as it is, could not be
looked upon as the final blow dealt to Indian society by the British intruder, had
it not been attended by a circumstance of quite different importance, a novelty in
the annals of the whole Asiatic world. However changing the political aspect of
India’s past must appear, its social condition has remained unaltered since its remot-
est antiquity, until the first decennium of the 19 century. The hand-loom and the
spinning-wheel, producing their regular myriads of spinners and weavers, were the
pivots of the structure of that society. From immemorial times, Europe received the
admirable textures of Indian labour, sending in return for them her precious metals,
and furnishing thereby his material to the goldsmith, that indispensable member of
Indian society, whose love of finery is so great that even the lowest class, those who
go about nearly naked, have commonly a pair of golden ear-rings and a gold orna-
ment of some kind hung round their necks. Rings on the fingers and toes have also
been common. Women as well as children frequently wore massive bracelets and
anklets of gold or silver, and statuettes of divinities in gold and silver were met with
in the households. It was the British intruder who broke up the Indian hand-loom
and destroyed the spinning wheel. England began with driving the Indian cottons
for the European market; it then introduced twist into Hindostan and in the end
inundated the very mother country of cotton with cottons. From 1818 to 1836 the
export of twist from Great Britain to India rose in the proportion of 1 to 5,200. In
1824 the export of British muslins to India hardly amounted to 1,000,000 yards
while in 1837 surpassed 64,000,000 yards. But at the same time the population of
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Decca decreased from 150,000 inhabitants to 20,000. This decline of Indian towns
celebrated for their fabrics was by no means the worst consequence. British steam
and science uprooted, over the whole surface of Hindostan, the union between
agricultural and manufacturing industry.

These two circumstances—the Hindoo, on the one hand, leaving like all
Oriental peoples, to the central government the care of the great public works,
the prime condition of his agriculture and commerce, dispersed, on the other
hand over the surface of the country, and agglomerated in small centers by the
domestic union of agricultural and manufacturing pursuits—these two circum-
stances had brought about, since the remotest times, a social system of particular
features—the so-called village system, which gave to each of these small unions
their independent organisation and distinct life....

These small stereotype forms of social organism have been to the greater part
dissolved, and are disappearing, not so much through the brutal interference
of the British tax-gatherer and the British soldier, as to the working of English
steam and English free trade. Those family-communities were based on domes-
tic industry, in that peculiar combination of hand-weaving, hand-spinning and
hand-tilling agriculture which gave them self-supporting power. English inter-
ference having placed the spinner in Lancashire and the weaver in Bengal, or
sweeping away both Hindoo spinner and weaver, dissolved these small semi-
barbarian, semi-civilised communities, by blowing up their economical basis,
and thus produced the greatest, and, to speak the truth, the only social revolution
ever heard of in Asia.

Now, sickening as it must be to human feeling to witness those myriads of
industrious patriarchal and inoffensive social organisations disorganized and dis-
solved into their units, thrown into a sea of woes, and their individual members
losing at the same time their ancient form of civilisation, and their hereditary
means of subsistence, we must not forget that these idyllic village communi-
ties, inoffensive through they may appear, had always been the solid foundation
of Oriental despotism, that they restrained the human mind within the small-
est possible compass, making it the unresisting tool of superstition, enslaving
it beneath traditional rules, depriving it of all grandeur and historical energies.
‘We must not forget the barbarian egotism which, concentrating on some miser-
able patch of land, had quietly witnessed the ruin of empires, the perpetration
of unspeakable cruelties, the massacre of the population of large towns, with no
other consideration bestowed upon them than on natural events, itself the help-
less prey of any aggressor who deigned to notice it at all. We must not forget that
this undignified, stagnatory, and vegetative life, that this passive sort of existence
evoked on the other part, in contradistinction, wild, aimless, unbounded forces
of destruction and rendered murder itself a religious rite in Hindostan. We must
not forget that these little communities were contaminated by distinctions of



Classical Marxism 125

caste and by slavery, that they subjugated man to external circumstances instead
of elevating man to be the sovereign of circumstances, that they transformed a
self-developing social state into never changing natural destiny, and thus brought
about a brutalizing worship of nature, exhibiting its degradation in the fact that
man, the sovereign of nature, fell down on his knees in adoration of Kanuman,
the monkey, and Sabbala, the cow.

England, it is true, in causing a social revolution in Hindostan, was actuated
only by the vilest interests, and was stupid in her manner of enforcing them. But
that is not the question. The question is, can mankind fulfill its destiny without
a fundamental revolution in the social state of Asia? If not, whatever may have
been the crimes of England she was the unconscious tool of history in bringing
about that revolution.
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The Future Results of British Rule in India

KARL MARX

How came it that English supremacy was established in India? The paramount
power of the Great Mogul was broken by the Mogul Viceroys. The power of
the Viceroys was broken by the Mahrattas. The power of the Mahrattas was bro-
ken by the Afghans, and while all were struggling against all, the Briton rushed
in and was enabled to subdue them all. A country not only divided between
Mahommedan and Hindoo, but between tribe and tribe, between caste and
caste; a society whose framework was based on a sort of equilibrium, resulting
from a general repulsion and constitutional exclusiveness between all its mem-
bers. Such a country and such a society, were they not the predestined prey of
conquest? If we knew nothing of the past history of Hindostan, would there not
be the one great and incontestable fact, that even at this moment India is held in
English thraldom by an Indian army maintained at the cost of India? India, then,
could not escape the fate of being conquered, and the whole of her past history,
if it be anything, is the history of the successive conquests she has undergone.
Indian society has no history at all, at least no known history. What we call its
history, is but the history of the successive intruders who founded their empires
on the passive basis of that unresisting and unchanging society. The question,
therefore, is not whether the English had a right to conquer India, but whether
we are to prefer India conquered by the Turk, by the Persian, by the Russian, to
India conquered by the Briton.

England has to fulfill a double mission in India: one destructive, the other
regenerating the annihilation of old Asiatic society, and the laying the material
foundations of Western society in Asia.

Arabs, Turks, Tartars, Moguls, who had successively overrun India, soon
became Hindooized, the barbarian conquerors being, by an eternal law of history,
conquered themselves by the superior civilization of their subjects. The British
were the first conquerors superior, and therefore, inaccessible to Hindoo civili-
zation. They destroyed it by breaking up the native communities, by uprooting
the native industry, and by levelling all that was great and elevated in the native
society. The historic pages of their rule in India report hardly anything beyond

Karl Marx, “The future results of British rule in India,” New York Daily Tribune 13 (8 August 1853).
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that destruction. The work of regeneration hardly transpires through a heap of
ruins. Nevertheless it has begun.

The political unity of India, more consolidated, and extending farther than it
ever did under the Great Moguls, was the first condition of its regeneration. That
unity, imposed by the British sword, will now be strengthened and perpetuated
by the electric telegraph. The native army, organized and trained by the British
drill-sergeant, was the sine qua non of Indian self-emancipation, and of India
ceasing to be the prey of the first foreign intruder. The free press, introduced
for the first time into Asiatic society, and managed principally by the common
offspring of Hindoos and Europeans, is a new and powerful agent of reconstruc-
tion. The Zemindari and Ryotwar themselves, abominable as they are, involve
two distinct forms of private property in land—the great desideratum of Asiatic
society. From the Indian natives, reluctantly and sparingly educated at Calcutta,
under English superintendence, a fresh class is springing up, endowed with the
requirements for government and imbued with European science. Steam has
brought India into regular and rapid communication with Europe, has con-
nected its chief ports with those of the whole south-eastern ocean, and has revin-
dicated it from the isolated position which was the prime law of its stagnation.
The day is not far distant when, by a combination of railways and steam-vessels,
the distance between England and India, measured by time, will be shortened to
eight days, and when that once fabulous country will thus be actually annexed
to the Western world.

The ruling classes of Great Britain have had, till now, but an accidental, tran-
sitory and exceptional interest in the progress of India. The aristocracy wanted
to conquer it, the moneyocracy to plunder it, and the millocracy to undersell it.
But now the tables are turned. The millocracy have discovered that the trans-
formation of India into a reproductive country has become of vital importance
to them, and that, to that end, it is necessary, above all, to gift her with means
of irrigation and of internal communication. They intend now drawing a net of
railroads over India. And they will do it. The results must be inappreciable.

It is notorious that the productive powers of India are paralysed by the utter
want of means for conveying and exchanging its various produce. Nowhere,
more than in India, do we meet with social destitution in the midst of natural
plenty, for want of the means of exchange....

‘We know that the municipal organization and the economical basis of the vil-
lage communities has been broken up, but their worst feature, the dissolution of
society into stereotype and disconnected atoms, has survived their vitality. The
village isolation produced the absence of roads in India, and the absence of roads
perpetuated the village isolation. On this plan a community existed with a given
scale of low conveniences, almost without intercourse with other villages, with-
out the desires and efforts indispensable to social advance. The British having
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broken up this self-sufficient inertia of the villages, railways will provide the new
want of communication and intercourse... .

I know that the English millocracy intend to endow India with railways with
the exclusive view of extracting at diminished expenses the cotton and other raw
materials for their manufactures. But when you have once introduced machin-
ery into the locomotion of a country, which possesses iron and coals, you are
unable to withhold it from its fabrication. You cannot maintain a net of railways
over an immense country without introducing all those industrial processes
necessary to meet the immediate and current wants of railway locomotion, and
out of which there must grow the application of machinery to those branches
of industry not immediately connected with railways. The railway-system will
therefore become, in India, truly the forerunner of modern industry. This is the
more certain as the Hindoos are allowed by British authorities themselves to
possess particular aptitude for accommodating themselves to entirely new labor,
and acquiring the requisite knowledge of machinery. Ample proof of this fact is
afforded by the capacities and expertness of the native engineers in the Calcutta
mint, where they have been for years employed in working the steam machinery,
by the natives attached to the several steam engines in the Hurdwar coal districts,
and by other instances....

Modern industry, resulting from the railway system, will dissolve the heredi-
tary divisions of labor, upon which rest the Indian castes, those decisive impedi-
ments to Indian progress and Indian power.

All the English bourgeoisie may be forced to do will neither emancipate nor
materially mend the social condition of the mass of the people, depending not
only on the development of the productive powers, but on their appropriation
by the people. But what they will not fail to do is to lay down the material prem-
ises for both. Has the bourgeoisie ever done more? Has it ever effected a prog-
ress without dragging individuals and people through blood and dirt, through
misery and degradation?

The Indians will not reap the fruits of the new elements of society scattered
among them by the British bourgeoisie, till in Great Britain itself the now rul-
ing classes shall have been supplanted by the industrial proletariat, or till the
Hindoos themselves shall have grown strong enough to throw off the English
yoke altogether...I cannot part with the subject of India without some conclud-
ing remarks.

The profound hypocrisy and inherent barbarism of bourgeois civilization lies
unveiled before our eyes, turning from its home, where it assumes respectable
forms, to the colonies, where it goes naked. They are the defenders of property,
but did any revolutionary party ever originate agrarian revolutions like those in
Bengal, in Madras, and in Bombay? Did they not, in India, to borrow an expres-
sion of that great robber, Lord Clive himself, resort to atrocious extortion, when
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simple corruption could not keep pace with their rapacity? While they parted in
Europe about the inviolable sanctity of the national debt, did they not confiscate
in India the dividends of the rayahs, who had invested their private savings in the
Company’s own funds? While they combated the French revolution under the
pretext of defending “our holy religion,” did they not forbid, at the same time,
Christianity to be propagated in India, and did they not, in order to make money
out of the pilgrims streaming to the temples of Orissa and Bengal, take up the
trade in the murder and prostitution perpetrated in the temple of Juggernaut?
These are the men of “Property, Order, Family, and Religion.”

The devastating effects of English industry, when contemplated with regard
to India, a country as vast as Europe, and containing 150 millions of acres, are
palpable and confounding. But we must not forget that they are only the organic
results of the whole system of production as it is now constituted. That produc-
tion rests on the supreme rule of capital. The centralization of capital is essential
to the existence of capital as an independent power. The destructive influence
of that centralization upon the markets of the world does but reveal, in the most
gigantic dimensions, the inherent organic laws of political economy now at work
in every civilized town. The bourgeois period of history has to create the mate-
rial basis of the new world—on the one hand universal intercourse founded
upon the mutual dependency of mankind, and the means of that intercourse;
on the other hand the development of the productive powers of man and the
transformation of material production into a scientific domination of natural
agencies. Bourgeois industry and commerce create these material conditions of
a new world in the same way as geological revolutions have created the surface
of the earth. When a great social revolution shall have mastered the results of the
bourgeois epoch, the market of the world and the modern powers of produc-
tion, and subjected them to the common control of the most advanced peoples,
then only will human progress cease to resemble that hideous, pagan idol, who
would not drink the nectar but from the skulls of the slain.
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[llustrations of the General Law of Capitalist
Accumulation: Ireland

KARL MARX

The population of Ireland had, by 1841, grown to 8,222,664. In 1851 it had dwin-
dled to 6,623,985; in 1861, to 5,850,309; and in 1866, to 5% millions, approxi-
mately its level in 1801. The decrease in population began with the famine year
of 1846, so that Ireland has lost more than 6/16 of its people in less than twenty
years. Total emigration from May 1851 to July 1865 numbered 1,591,487.
During the years between 1861 and 1865 the emigration was more than half
a million. The number of inhabited houses fell, from 1851 to 1861, by 52,990.
From 1851 to 1861 the number of holdings of from 15 to 30 acres increased by
61,000, that of holdings of over 30 acres by 109,000, while the total number of
all farms fell by 120,000. This fall was therefore solely due to the suppression of
farms of less than 15 acres, in other words it was due to their centralization.... .

England, a pre-eminently industrial country with fully developed capitalist
production, would have bled to death under such a population drain as Ireland
has suffered. But Ireland is at present merely an agricultural district of England
which happens to be divided by a wide stretch of water from the country for
which it provides corn, wool, cattle and industrial and military recruits.

The depopulation of Ireland has thrown much of the land out of cultivation,
greatly diminished the produce of the soil, and in spite of the greater area devoted
to cattle breeding, brought about an absolute decline in some of its branches,
and in others an advance scarcely worth mentioning, and constantly interrupted
by retrogressions. Nevertheless, the rents of the land and the profits of the farm-
ers increased along with the fall in the population, though not so steadily as the
latter. The reason for this will easily be understood. On the one hand, with the
throwing together of smallholdings and the change from arable to pasture land,
a larger part of the total product was transformed into a surplus product. The
surplus product increased although there was a decrease in the total product of
which the surplus product formed a fraction. On the other hand, the monetary
value of this surplus product increased still more rapidly than its actual quantity,
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owing to the rise in the price of meat, wool, etc. on the English market during the
last twenty years, and especially during the last ten.

The scattered means of production that serve the producers themselves as
means of employment and subsistence, without valorizing themselves through
the incorporation of the labour of others, are no more capital than a product
consumed by its producer is a commodity. If the mass of the means of produc-
tion employed in agriculture diminished along with the mass of the population,
the mass of the capital employed in agriculture increased, because a part of the
means of production that were formerly scattered was turned into capital.

The total capital of Ireland outside agriculture, employed in industry and
trade, accumulated only slowly during the last two decades, and with great and
constantly recurring fluctuations. So much the more rapidly did the concen-
tration of its individual constituents develop. And, however small its absolute
increase, its relative growth in proportion to the diminishing population was
tremendous.

Here then, under our own eyes, and on a large scale, there emerges a process
which perfectly corresponds to the requirements of orthodox economies for the
confirmation of its dogma, the dogma that misery springs from an absolute sur-
plus of population, and that equilibrium is reestablished by depopulation. This
is a far more important experiment than the mid-fourteenth-century plague so
celebrated by the Malthusians. Let us remark in passing: if it required the naiveté
of a schoolmaster to apply the standard of the fourteenth century to the rela-
tions of production prevailing in the nineteenth century, and the corresponding
relations of population, the error was compounded by overlooking the differ-
ence between its consequences in England and in France. On this side of the
Channel, the plague and the decimation thataccompanied it was followed by the
enfranchisement and enrichment of the agricultural population; whereas on the
other side, in France, it was followed by a greater degree of enslavement and an
increase in misery.

The Irish famine of 1846 killed more than 1,000,000 people, but it killed
poor devils only. It did not do the slightest damage to the wealth of the coun-
try. The exodus of the next twenty years, an exodus which still continues to
increase, did not, as for instance the Thirty Years’ War did, decimate the means
of production along with the human beings. The Irish genius discovered an
altogether new way of spiriting a poor people thousands of miles away from
the scene of its misery. The exiles transplanted to the United States send sums
of money home every year as travelling expenses for those left behind. Every
troop that emigrates one year draws another after it the next. Thus, instead of
costing Ireland anything, emigration forms one of the most lucrative branches
of its export trade. Finally, it is a systematic process, which does not simply
make a passing gap in the population, but sucks out of it every year more people



132 THEORETICAL EVOLUTION OF INTERNATIONAL POLITICAL ECONOMY

than are replaced by births, so that the absolute level of the population falls year
by year.

What were the consequences for the Irish labourers left behind and freed
from the surplus population? These: the relative surplus population is as great
today as it was before 1846; wages are just as low; the oppression of the labour-
ers has increased; misery is forcing the country towards a new crisis. The
reasons are simple. The revolution in agriculture has kept pace with emigra-
tion. The production of a relative surplus population has more than keptpace
with the absolute depopulation...In England the cultivation of green crops
increases with the breeding of cattle; in Ireland, it decreases. While a large
number of acres that were formerly tilled lie idle or are tamed permanently
into grass land, a great part of the waste land and peat bogs that were for-
merly unused becomes of service for the extension of cattle-breeding. .. The
one great industry of Ireland, the manufacture of linen, requires relatively
few adult men, and only employs altogether, in spite of its expansion since
the price of cotton increased in the years from 1861 to 1866, a comparatively
insignificant portion of the population. Like all other large-scale industries,
it constantly produces, owing to its incessant fluctuations, a relative surplus
population within its own sphere, despite the absolute increase in the mass of
human beings absorbed by it. The misery of the agricultural population forms
the pedestal for gigantic shirt-factories, whose armies of workers are, for the
most part, scattered over the country. Here we again encounter the system
of ‘domestic industry’ already described, which possesses its own systematic
means of rendering workers ‘redundant ’ in the form of under-payment and
over-work. Finally, although the depopulation does not have such destruc-
tive consequences as would result in a country where capitalist production is
tully developed, it does not proceed without constantly reacting back onto the
home market. The gap caused by emigration limits not only the local demand
for labour, but also the incomes of small shop-keepers, artisans and tradesmen
in general....

The first act of the agricultural revolution was to sweep away the huts situated
at the place of work. This was done on the largest scale, and as if in obedience to a
command from on high. Thus many labourers were compelled to seek shelter in
villages and towns. There they were thrown like refuse into garrets, holes, cellars
and corners, in the worst slum districts. Thousands of Irish families who, even
on the testimony of the English, blinded as the latter are by nationalist preju-
dices, are notable for their rare attachment to the domestic hearth, for the gaiety
and the purity of their home life, suddenly found themselves transplanted into
hot-beds of vice. The men are now obliged to seek work from the neighbouring
farmers, and are only hired by the day, and therefore under the most precari-
ous form of wage. Hence ‘they sometimes have long distances to go to and from
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work, often get wet and suffer much hardship, not infrequently ending in sick-
ness, disease and want’.

“The towns have had to receive from year to year what was deemed to be the
surplus-labour of the rural division’ and then people still wonder that ‘there is
still a surplus of labour in the towns and villages, and either a scarcity or, a threat-
ened scarcity in some of the country divisions. The truth is that this scarcity
only becomes perceptible ‘in harvest-time, or during spring, or at such times as
agricultural operations are carried on with activity; at other periods of the year
many hands are idle’; that ‘from the digging out of the main crop of potatoes in
October until the early spring following...there is no employment for them’;
and further, that during the active times they ‘are subject to broken days and
to all kinds of interruptions’ These results of the agricultural revolution—i.e.
the change of arable into pasture land, the use of machinery, the most rigorous
economy of labour, etc.—are still further aggravated by the model landlords,
who, instead of spending their rents in other countries, condescend to live in
Ireland on their demesnes. In order that the law of supply and demand may not
be infringed, these gentlemen draw their ‘labour-supply...chiefly from their
small tenants, who are obliged to attend when required to do the landlords’
work, at rates of wages, in many instances, considerably under the current rates
paid to ordinary labourers, and without regard to the inconvenience or loss to
the tenant of being abused to neglect his own business at critical periods of sow-
ing or reaping’

The uncertainty and irregularity of employment, the constant return and long
duration of gluts of labour, are all symptoms of a relative surplus population, and
they therefore figure in the reports of the Poor Law inspectors as so many hard-
ships suftered by the Irish agricultural proletariat. It will be recalled that we met
with similar phenomena among the English agricultural proletariat. But the dif-
ference is that in England, an industrial country, the industrial reserve is recruited
from the countryside, whereas in Ireland, an agricultural country, the agricultural
reserve is recruited from the towns, the places of refuge of the agricultural labour-
ers who have been driven from the land. In England, the surplus rural labour-
ers are transformed into factory workers; in Ireland, those forced into the towns
remain agricultural labourers even while they exert a downward pressure on
urban wages, and are constantly sent back to the countryside in search of work.

The official inspectors sum up the material condition of the agricultural
labourer as follows: “Though living with the strictest frugality, his own wages are
barely sufficient to provide food for an ordinary family and pay his rent, and he
depends upon other sources for the means of clothing himself, his wife, and his
children... The atmosphere of these cabins, combined with the other privations
they are subjected to, has made this class particularly susceptible to typhus and
consumption. In view of this, it is no wonder that, according to the unanimous
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testimony of the inspectors, a sombre discontent runs through the ranks of this
class, that they long for the return of the past, loathe the present, despair of the
future, give themselves up ‘to the evil influence of agitators, and have only one
fixed idea, to emigrate to America. This is the land of Cockaigne, into which
depopulation, the great Malthusian panacea, has transformed green Erin!

...the lion’s share of the yearly national rental which an inconceivably small
number of land magnates in England, Scotland and Ireland swallow up is so
monstrous that English statesmanship finds it inappropriate to afford the same
statistical materials about the distribution of rents as about the distribution of
profits. Lord Dufferin is one of those land magnates. That rent-falls and profits
can ever be ‘excessive), or that the plethora of rent-rolls and profits is in any way
connected with the plethora of popular miseries, is, of course, an idea as ‘disrep-
utable’ as it is ‘unsound’ Dufferin keeps to the facts. The fact is that, as the Irish
population diminishes, the Irish rent-rolls swell; that depopulation benefits the
landlords, thus also benefits the soil and therefore the people, that mere acces-
sory of the soil. He declares, therefore, that Ireland is still over-populated, and
the stream of emigration still flows too sluggishly. To be perfectly happy, Ireland
must get rid of at least one-third of a million working men. Let no one imagine
that this lord, who is also a poet, is a physician of the school of Sangrado, who, if
he failed to find an improvement in the condition of his patient, ordered blood-
letting after blood-letting, until the patient lost his sickness when he had lost his
blood. Lord Dufferin demands a new blood-letting of one third of a million only,
instead of about two millions; but in fact, unless these two millions are got rid of,
the millennium cannot come to pass in Erin... .

...And, as appetite grows with eating, Rent Roll’s eyes will soon discover that
Ireland with 3 ¥4 millions, still continues to be miserable, miserable because she
is overpopulated. Therefore her depopulation must go still further, in order that
she may fulfill her true destiny, to be an English sheep-walk and cattle pasture.

Like all good things in the world, this profitable mode of proceeding has its
drawbacks. The accumulation of the Irish in America keeps pace with the accu-
mulation of rents in Ireland. The Irishman banished by the sheep and the ox
re-appears on the other side of the ocean as a Fenian. And there a young but
gigantic republic rises, more and more threateningly, to face the old queen of the
waves....
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The Export of Capital
V. 1. LENIN

Under the old capitalism, when free competition prevailed, the export of goods
was the most typical feature. Under modern capitalism, when monopolies pre-
vail, the export of capital has become the typical feature.

Capitalism is commodity production at the highest stage of develop-
ment, when labour power itself becomes a commodity. The growth of internal
exchange, and particularly of international exchange, is the characteristic dis-
tinguishing feature of capitalism. The uneven and spasmodic character of the
development of individual enterprises, of individual branches of industry and
individual countries, is inevitable under the capitalist system. England became
a capitalist country before any other, and in the middle of the nineteenth cen-
tury, having adopted free trade, claimed to be the “workshop of the world,” the
great purveyor of manufactured goods to all countries, which in exchange were
to keep her supplied with raw materials. But in the last quarter of the nineteenth
century, this monopoly was already undermined. Other countries, protecting
themselves by tariff walls, had developed into independent capitalist states. On
the threshold of the twentieth century, we see a new type of monopoly coming
into existence. Firstly, there are monopolist capitalist combines in all advanced
capitalist countries; secondly, a few rich countries, in which the accumulation
of capital reaches gigantic proportions, occupy a monopolist position. An enor-
mous “superabundance of capital” has accumulated in the advanced countries.

It goes without saying that if capitalism could develop agriculture, which
today lags far behind industry everywhere, if it could raise the standard of living
of the masses, who are everywhere still poverty-stricken and underfed, in spite
of the amazing advance in technical knowledge, there could be no talk of a super-
abundance of capital. This “argument” the petty-bourgeois critics of capitalism
advance on every occasion. But if capitalism did these things it could not be cap-
italism; for uneven development and wretched conditions of the masses are fun-
damental and inevitable conditions and premises of this mode of production. As
long as capitalism remains what it is, surplus capital will never be utilised for the
purpose of raising the standard ofliving of the masses in a given country, for this
would mean a decline in profits for the capitalist; it will be used for the purpose
of increasing those profits by exporting capital abroad to the backward coun-
tries. In these backward countries profits are usually high, for capital is scarce,
the price of land is relatively low, wages are low, raw materials are cheap. The
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possibility of exporting capital is created by the fact that numerous backward
countries have been drawn into international capitalist intercourse; main rail-
ways have either been built or are being built there; the elementary conditions
for industrial development have been created, etc. The necessity for exporting
capital arises from the fact that in a few countries capitalism has become “over-
ripe” and (owing to the backward state of agriculture and the impoverished state
of the masses) capital cannot field “profitable” investment.

The export of capital greatly affects and accelerates the development of capi-
talism in those countries to which it is exported. While, therefore, the export
of capital may tend to a certain extent to arrest development in the countries
exporting capital, it can only do so by expanding and deepening the further
development of capitalism throughout the world.

The countries which export capital are nearly always able to obtain “advan-
tages,” the character of which throws light on the peculiarities of the epoch of
finance capital and monopoly....

Finance capital has created the epoch of monopolies, and monopolies intro-
duce everywhere monopolist methods: the utilisation of “connections” for prof-
itable transactions takes the place of competition on the open market. The most
usual thing is to stipulate that part of the loan that is granted shall be spent on
purchases in the country of issue, particularly on orders for war materials, or
for ships, etc. In the course of the last two decades (1890-1910), France often
resorted to this method. The export of capital abroad thus becomes a means
for encouraging the export of commodities. In these circumstances transactions
between particularly big firms assume a form “bordering on corruption,” as
Schilder “delicately” puts it. Krupp in Germany, Schneider in France, Armstrong
in England are instances of firms which have close connections with powerful
banks and governments and cannot be “ignored” when arranging a loan.

Thus, finance capital, almost literally, one might say, spreads its net over all coun-
tries of the world. Banks founded in the colonies or their branches, play an important
part in these operations. German imperialists look with envy on the “old” colonis-
ing nations which are “well established” in this respect. In 1904, Great Britain had
50 colonial banks with 2,279 branches (in 1910 there were 72 banks with 5,449
branches); France had 20 with 136 branches; Holland 16 with 68 branches; and
Germany had a “mere” 13 with 70 branches. The American capitalists, in their turn,
are jealous of the English and German: “In South America,” they complained in
1915, “five German banks have forty branches and five English banks have seventy
branches...England and Germany have invested in Argentina, Brazil, and Uruguay
in the last twenty-five years approximately four thousand million dollars, and as a
result enjoy together 46 per cent of the total trade of these three countries.”

The capital exporting countries have divided the world among themselves
in the figurative sense of the term. But finance capital has also led to the actual
division of the world.
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Imperialism as a Special Stage of Capitalism
V. 1. LENIN

‘We must now try to sum up and put together what has been said above on the
subject of imperialism. Imperialism emerged as the development and direct con-
tinuation of the fundamental attributes of capitalism in general. But capitalism
only became capitalist imperialism at a definite and very high stage of its devel-
opment when certain of its fundamental attributes began to be transformed into
their opposites, when the features of a period of transition from capitalism to a
higher social and economic system began to take shape and reveal themselves all
along the line. Economically, the main thing in this process is the substitution
of capitalist monopolies for capitalist free competition. Free competition is the
fundamental attribute of capitalism, and of commodity production generally.
Monopoly is exactly the opposite of free competition; but we have seen the lat-
ter being transformed into monopoly before our very eyes, creating large-scale
industry and eliminating small industry, replacing large-scale industry by still
larger-scale industry, finally leading to such a concentration of production and
capital that monopoly has been and is the result: cartels, syndicates and trusts,
and merging with them, the capital of a dozen or so banks manipulating thou-
sands of millions. At the same time monopoly, which has grown out of free com-
petition, does not abolish the latter, but exists over it and alongside of it, and
thereby gives rise to a number of very acute, intense antagonisms, friction and
conflicts. Monopoly is the transition from capitalism to a higher system.

If it were necessary to give the briefest possible definition of imperialism we
should have to say that imperialism is the monopoly stage of capitalism. Such a
definition would include what is most important, for, on the one hand, finance
capital is the bank capital of a few big monopolist banks, merged with the capi-
tal of the monopolist combines of manufacturers; and, on the other hand, the
division of the world is the transition from a colonial policy which has extended
without hindrance to territories unoccupied by any capitalist power, to a colo-
nial policy of monopolistic possession of the territory of the world which has
been completely divided up.

But very brief definitions, although convenient, for they sum up the main
points, are nevertheless inadequate, because very important features of the phe-
nomenon that has to be defined have to be especially deduced. And so, without
forgetting the conditional and relative value of all definitions, which can never
include all the concatenations of a phenomenon in its complete development,
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we must give a definition of imperialism that will embrace the following five
essential features:

1) The concentration of production and capital developed to such a high stage
that it created monopolies which play a decisive role in economic life.

2 ) The merging of bank capital with industrial capital, and the creation, on the
basis of this “finance capital,” of a “financial oligarchy.”

3 ) The export of capital, which has become extremely important, as distin-
guished from the export of commodities.

4 ) The formation of international capitalist monopolies which share the world
among themselves.

S ) The territorial division of the whole world among the greatest capitalist pow-
ers is completed.

Imperialism is capitalism in that stage of development in which the domi-
nance of monopolies and finance capital has established itself; in which the
export of capital has acquired pronounced importance; in which the division
of the world among the international trusts has begun; in which the divi-
sion of all territories of the globe among the great capitalist powers has been
completed.

In this matter of defining imperialism, however, we have to enter into con-
troversy, primarily, with K. Kautsky, the principal Marxian theoretician of the
epoch of the so-called Second International—that is, of the twenty-five years
between 1889 and 1914. Kautsky, in 1915 and even in November 1914, very
emphatically attacked the fundamental ideas expressed in our definition of
imperialism. Kautsky said that imperialism must not be regarded as a “phase” or
stage of economy, but as a policy; a definite policy “preferred” by finance capital;
that imperialism cannot be “identified” with “contemporary capitalism”; that if
imperialism is to be understood to mean “all the phenomena of contemporary
capitalism’—cartels, protection, the domination of the financiers and colonial
policy—then the question as to whether imperialism is necessary to capitalism
becomes reduced to the “flattest tautology”; because, in that case, “imperialism
is naturally a vital necessity for capitalism,” and so on. The best way to present
Kautsky’s ideas is to quote his own definition of imperialism, which is diametri-
cally opposed to the substance of the ideas which we have set forth....

Kautsky’s definition is as follows:

Imperialism is a product of highly developed industrial capitalism. It
consists in the striving of every industrial capitalist nation to bring under
its control and to annex increasingly big agrarian (Kautsky’s italics)
regions irrespective of what nation inhabit those regions.
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This definition is utterly worthless because it one-sidedly, i.e., arbitrarily, brings
out the national question alone (although this is extremely important in itself as well
as in its relation to imperialism), it arbitrarily and inaccurately relates this question
only to industrial capital in the countries which annex other nations, and in an equally
arbitrary and inaccurate manner brings out the annexation of agrarian regions.

Imperialism is a striving for annexations—this is what the political part of
Kautsky’s definition amounts to. It is correct, but very incomplete, for politi-
cally, imperialism is, in general, a striving towards violence and reaction. For
the moment, however, we are interested in the economic aspect of the ques-
tion, which Kautsky himself introduced into his definition. The inaccuracy of
Kautsky’s definition is strikingly obvious. The characteristic feature of imperi-
alism is not industrial capital, but finance capital. It is not an accident that in
France it was precisely the extraordinarily rapid development of finance capital,
and the weakening of industrial capital, that, from 1880 onwards, gave rise to the
extreme extension of annexationist (colonial) policy. The characteristic feature
of imperialism is precisely that it strives to annex not only agricultural regions,
but even highly industrialised regions (German appetite for Belgium; French
appetite for Lorraine), because 1) the fact that the world is already divided up
obliges those contemplating a new division to reach out for any kind of terri-
tory, and 2) because an essential feature of imperialism is the rivalry between
a number of great powers in the striving for hegemony;, i.e., for the conquest of
territory, not so much directly for themselves as to weaken the adversary and
undermine his hegemony. (Belgium is chiefly necessary to Germany as a base
for operations against England; England needs Bagdad as a base for operations
against Germany, etc.)

Kautsky refers especially—and repeatedly—to English writers who, he
alleges, have given a purely political meaning to the word “imperialism” in the
sense that Kautsky understands it. We take up the work by the Englishman
Hobson, Imperialism, which appeared in 1902, and therein we read:

The new imperialism differs from the older, first, in substituting for
the ambition of a single growing empire the theory and the practice of
competing empires, each motivated by similar lusts of political aggran-
disement and commercial gain; secondly, in the dominance of financial
or investing over mercantile interests.

We see, therefore, that Kautsky is absolutely wrong in referring to English writers
generally (unless he meant the vulgar English imperialist writers, or the avowed
apologists for imperialism). We see that Kautsky, while claiming that he contin-
ues to defend Marxism, as a matter of fact takes a step backward compared with
the social-liberal Hobson, who more correctly takes into account two “historically
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concrete” (Kautsky’s definition is a mockery of historical concreteness) features
of modern imperialism: 1) the competition between several imperialisms, and
2) the predominance of the financier over the merchant. If it were chiefly a ques-
tion of the annexation of agrarian countries by industrial countries, the role of
the merchant would be predominant.Kautsky’s definition is not only wrong and
un-Marxian. It serves as a basis for a whole system of views which run coun-
ter to Marxian theory and Marxian practice all along the line. We shall refer to
this again later. The argument about words which Kautsky raises as to whether
the modern stage of capitalism should be called “imperialism” or “the stage of
finance capital” is of no importance. Call it what you will, it matters little. The
fact of the matter is that Kautsky detaches the politics of imperialism from its
economics, speaks of annexations as being a policy “preferred” by finance capi-
tal, and opposes to it another bourgeois policy which, he alleges, is possible on
this very basis of finance capital. According to his argument, monopolies in eco-
nomics are compatible with non-monopolistic, non-violent, non-annexationist
methods in politics. According to his argument, the territorial division of the
world, which was completed precisely during the period of finance capital, and
which constitutes the basis of the present peculiar forms of rivalry between the
biggest capitalist states, is compatible with a non-imperialist policy. The result is
a slurring-over and a blunting of the most profound contradictions of the latest
stage of capitalism, instead of an exposure of their depth; the result is bourgeois
reformism instead of Marxism.

Kautsky writes: “from the purely economic point of view it is not impos-
sible that capitalism will yet go through a new phase: that of the extension of
the policy of the cartels to foreign policy, the phase of ultra-imperialism,” i.e.,
of a super-imperialism, a union of world imperialisms and not struggles among
imperialisms: a phase when wars shall cease under capitalism, a phase of “the
joint exploitation of the world by internationally combined finance capital.”

We shall have to deal with this “theory of ultra-imperialism” later on in order
to show in detail how definitely and utterly it departs from Marxism. In keeping
with the plan of the present work, we shall examine the exact economic data on
this question. Is “ultra-imperialism” possible “from the purely economic point of
view” or is it ultra-nonsense?

If, by purely economic point of view a “pure” abstraction is meant, then all
that can be said reduces itself to the following proposition: evolution is proceed-
ing towards monopoly; therefore the trend is towards a single world monopoly,
to a universal trust. This is indisputable, but it is also as completely meaningless
as is the statement that “evolution is proceeding” towards the manufacture of
foodstuffs in laboratories. In this sense the “theory” of ultra-imperialism is no
less absurd than a “theory of ultra-agriculture” would be.
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If, on the other hand, we are discussing the “purely economic” conditions of
the epoch of finance capital as an historically concrete epoch which opened at
the beginning of the twentieth century, then the best reply that one can make
to the lifeless abstractions of “ultra-imperialism”...is to contrast them with the
concrete economic realities of present-day world economy. Kautsky’s utterly
meaningless talk about ultra-imperialism encourages, among other things, that
profoundly mistaken idea which only brings grist to the mill of the apologists
of imperialism, viz., that the rule of finance capital lessens the unevenness and
contradictions inherent in world economy, whereas in reality it increases them.

R. Calwer, in his little book, An Introduction to World Economics, attempted
to compile the main, purely economic, data required to understand in a con-
crete way the internal relations of world economy at the end of the nineteenth
and beginning of the twentieth centuries. He divides the world into five “main
economic area,” as follows: 1) Central Europe (the whole of Europe with the
exception of Russia and Great Britain); 2) Great Britain; 3) Russia; 4) Eastern
Asia; 5) America; he includes the colonies in the “areas” of the state to which
they belong and “leaves out” a few countries not distributed according to areas,
such as Persia, Afghanistan and Arabia in Asia; Morocco and Abyssinia in
Africa, etc.

We notice three areas of highly developed capitalism with a high develop-
ment of means of transport, of trade and of industry, the Central European, the
British and the American areas. Among these are three states which dominate
the world: Germany, Great Britain, the United States. Imperialist rivalry and the
struggle between these countries have become very keen because Germany has
only a restricted area and few colonies (the creation of “Central Europe” is still
a matter for the future; it is being born in the midst of desperate struggles). For
the moment the distinctive feature of Europe is political disintegration. In the
British and American areas, on the other hand, political concentration is very
highly developed, but there is a tremendous disparity between the immense col-
onies of the one and the insignificant colonies of the other. In the colonies, capi-
talism is only beginning to develop. The struggle for South America is becoming
more and more acute.

There are two areas where capitalism is not strongly developed: Russia and
Eastern Asia. In the former, the density of population is very low, in the latter it
is very high; in the former political concentration is very high, in the latter it does
not exist. The partition of China is only beginning, and the struggle between
Japan, U.S.A,, etc., in connection therewith is continually gaining in intensity.

Compare this reality, the vast diversity of economic and political condi-
tions, the extreme disparity in the rate of development of the various countries,
etc,, and the violent struggles of the imperialist states, with Kautsky’s silly little
fable about “peaceful” ultra-imperialism. Is this not the reactionary attempt of a
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frightened philistine to hide from stern reality? Are not the international cartels
which Kautsky imagines are the embryos of “ultra-imperialism”.. . an example of
the division and the redivision of the world, the transition from peaceful division
to non-peaceful division and vice versa? Is not American and other finance capi-
tal, which divided the whole world peacefully, with Germany’s participation, for
example, in the international rail syndicate, or in the international mercantile
shipping trust, now engaged in redividing the world on the basis of a new relation
of forces, which has been changed by methods by no means peaceful?

Finance capital and the trusts are increasing instead of diminishing the differ-
ences in the rate of development of the various parts of world economy. When
the relation of forces is changed, how else, under capitalism, can the solution of
contradictions be found, except by resorting to violence? Railway statistics pro-
vide remarkably exact data on the different rates of development of capitalism
and finance capital in world economy... .

....[T]he development of railways has been more rapid in the colonies
and in the independent (and semi-dependent) states of Asia and America.
Here, as we know, the finance capital of the four or five biggest capitalist states
reigns undisputed. Two hundred thousand kilometers of new railways in the
colonies and in the other countries of Asia and America represent more than
40,000,000,000 marks in capital, newly invested on particularly advantageous
terms, with special guarantees of a good return and with profitable orders for
steel works, etc., etc.

Capitalism is growing with the greatest rapidity in the colonies and in over-
seas countries. Among the latter, new imperialist powers are emerging (e.g,,
Japan). The struggle of world imperialism is becoming more acute. The tribute
levied by finance capital on the most profitable colonial and overseas enterprises
is increasing. In sharing out this “booty,” an exceptionally large part goes to
countries which, as far as the development of productive forces is concerned, do
not always stand at the top of the list....

....[A]bout 80 per cent of the total existing railways are concentrated in the
hands of the five Great Powers. But the concentration of the ownership of these
railways, of finance capital is much greater still: French and English million-
aires, for example, own an enormous amount of stocks and bonds in American,
Russian and other railways.

Thanks to her colonies, Great Britain has increased the length of “her” rail-
ways by 100,000 kilometers, four times as much as Germany. And yet, it is well
known that the development of productive forces in Germany, and especially
the development of the coal and iron industries, has been much more rapid dur-
ing this period than in England—not to mention France and Russia. In 1892,
Germany produced 4,900,000 tons of pig iron and Great Britain produced
6,800,000 tons; in 1912, Germany produced 17,600,000 tons and Great Britain
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9,000,000 tons. Germany, therefore, had an overwhelming superiority over
England in this respect. We ask, is there under capitalism any means of removing
the disparity between the development of productive forces and the accumu-
lation of capital on the one side, and the division of colonies and “spheres of
influence” for finance capital on the other side—other than by resorting to war?
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Ultra-Imperialism

KARL KAUTSKY

We have seen that the undisturbed advance of the process of production pre-
supposes that the different branches of production all produce in the correct
proportion. Yet it is also evident that within the capitalist mode of produc-
tion there is a constant drive towards the violation of this proportion, because
within a specific zone the capitalist mode of production tends to develop much
more quickly in the industrial than in the agricultural sector. On the one hand,
this is an important reason for the periodic crises which constantly grip the
industrial sector, and which thereby restore the correct proportion between
the different branches of production. On the other hand, the growing abil-
ity of capitalist industry to expand constantly increases the pressure to extend
the agricultural zone that provides industry not only with foodstufts and raw
materials, but also with customers. Since the importance of the agrarian zones
to industry is a dual one, the disproportion between industry and agriculture
may also be expressed in two ways. Firstly, the outlets for industrial prod-
ucts in the agrarian zones may not grow so fast as industrial production; this
appears as overproduction. Secondly, agriculture may not provide the quanti-
ties of foodstuffs and raw materials needed for the rapid growth of industrial
production; this takes the form of dearth. These two phenomena may seem
mutually exclusive, but in fact they are closely inter-related insofar as they
derive from the disproportion between industrial and agricultural production,
and not from other causes such as fluctuations in gold output or changes in
the power situation of producers vis-a-vis consumers through cartels, com-
mercial policies or fiscal policies. One of the two phenomena, dearth or over-
production, may easily pass over into the other, because they both derive from
the disproportion in question. An increase in prices always foreshadows the
beginning of a crisis, although this emerges as overproduction and brings with
it a price collapse.

On the other hand, the constant drive of the industrialized capitalist coun-
tries to extend the agricultural zones involved in trade relations with them, takes
the most varied forms. Given that this drive is one of the very conditions of the

Karl Kautsky, “Ultra-imperialism,” New Left Review I/59 (1970). Reprinted by permission.
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existence of capitalism, it is still far from proven that any one of these forms is an
indispensable necessity for the capitalist mode of production.

From Free Trade to Imperialism

One particular form of this tendency is imperialism. Another form preceded
it: free trade. Half a century ago, free trade was seen as the last word of capitalism,
just as imperialism is today. Free trade came to dominate because of the supe-
riority of England’s capitalist industry. Great Britain’s aim was that she should
become the workshop of the world, and hence that the world should become an
agrarian zone which would buy England’s industrial products and provide her
with foodstuffs and raw materials in exchange. Free trade was the most impor-
tant means whereby this agricultural zone could be expanded continuously in
accordance with the needs of English industry, and all sides were supposed to
profit therefrom. In fact, the landowners of the countries which exported their
products to England were as inveterate free traders as England’s industrialists.

But this sweet dream of international harmony quickly came to an end. As
a rule, industrial zones overmaster and dominate agrarian zones. This was true
earlier of the city vis-a-vis the countryside, and it is now true of the industrial
State vis-a-vis an agrarian State. A State which remains agrarian decays politi-
cally and usually economically, too, and loses its autonomy in both respects.
Hence efforts to maintain or win national independence or autonomy neces-
sarily generate within the overall cycle of international capitalist circulation the
struggle for an autonomous heavy industry, which must under present con-
ditions be a capitalist one. The development of outlets for foreign industrial
products in the agrarian State itself creates a series of preconditions for this. It
destroys the internal pre-capitalist industry, thereby releasing a large quantity of
labour power which is at the disposal of capital as wage labour. These workers
emigrate to other States with growing industry if they can find no employment
in their home country, but would prefer to remain at home if the construction of
a capitalist industry allowed them to. Foreign capital itself flows into the agrar-
ian country, first to open it by building railways, and then in order to develop its
raw-materials production, which includes not only agriculture, but also extrac-
tive industries—mining. The possibility of adding other capitalist enterprises
to these grows. It then depends primarily on the political power of the State
whether an autonomous capitalist industry develops.

At first it was the areas of Western Europe and the Eastern USA which devel-
oped from agrarian States into industrial States, in opposition to English indus-
try. They imposed protective tariffs against English free trade; and instead of the
world division of labour between the English industrial workshop and the agri-
cultural production of all other zones which was England’s aim, they proposed
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that the great industrial States divide those zones of the world that still remained
free, as long as the latter could not resist them. England reacted to this. This was
the beginning of imperialism.

Imperialism was particularly encouraged by the system of capital export to
the agrarian zones which emerged at the same time. The growth of industry in
the capitalist States today is so fast that a sufficient expansion of the market can
no longer be achieved by the methods that had been employed up to the 1870’s.
Till then, the primitive means of transport which existed in the agrarian zones
sufficed, particularly the waterways which had hitherto been the only possible
form of large-scale transport of foodstuffs and raw materials. For railways had
been constructed almost exclusively in highly industrialized and heavily popu-
lated zones. Now, however, they became the way to open up thinly populated
agrarian zones, making it possible to take their products to the market, but also
to increase their population and production.

But these zones did not possess the means to plan railways themselves. The
capital necessary for this and the directing labour force were provided by the
industrial nations. They advanced the capital, thereby raising their exports of
railway materials and increasing the ability of the newly opened areas to buy
the industrial products of the capitalist nations with foodstuffs and raw mate-
rials. Thus the material interchange between agriculture and industry greatly
increased.

But if a railway in the wilderness is to be a profitable business, if it is even
to be possible, if it is to obtain the labour power necessary for its construc-
tion and the security necessary for its operational demands, there must be a
State authority strong and ruthless enough to defend the interests of the for-
eign capitalists and even to yield blindly to their interests. Naturally, this is best
supplied by the State power of these capitalists themselves. The same is true
of bids for the possibility of mining richer ores or raising the production of
commercial crops such as cotton by the construction of vast irrigation works—
undertakings which are also made possible only by the export of capital from
the capitalist countries. Hence as the drive for increasing capital export from
the industrial States to the agrarian zones of the world grows, so too does the
tendency to subjugate these zones under their State power....In an agrarian
State with the strength to protect its autonomy, the capital it imports will be
used not only for the construction of railways, but also for the development
of its own industries—as in the USA or Russia. In such circumstances capital
exports from the old capitalist States only further the latter’s own industrial
exports temporarily. Ultimately they cripple them, simply by fostering strong
economic competition in the agrarian zone. The desire to hinder this is another
motive for the capitalist states to subject the agrarian zones, directly—as colo-
nies—or indirectly—as spheres of influence, in order to prevent them from
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developing their own industry and to force them to restrict themselves entirely
to agricultural production.

The Colonial Danger and the Arms Burden

These are the principal roots of imperialism, which has replaced free trade. Does
it represent the last possible phenomenal form of capitalist world policy, or is
another still possible? In other words, does imperialism offer the only remaining
possible form in which to expand the exchange between industry and agricul-
ture within capitalism? This is the basic question.

There can be no doubt that the construction of railways, the exploitation of
mines, the increased production of raw materials and foodstuffs in the agrar-
ian countries has become a life-necessity for capitalism. The capitalist class is
as little likely to commit suicide as to renounce it, and the same is true of all the
bourgeois parties. Rule over the agrarian zones and the reduction of their popu-
lations to slaves with no rights is too closely bound up with this tendency for
any of the bourgeois parties to sincerely oppose these things. The subjugation
of these zones will only come to an end when either their populations or the
proletariat of the industrialized capitalist countries have grown strong enough
to throw off the capitalist yoke. This side of imperialism can only be overcome
by socialism.

But imperialism has another side. The tendency towards the occupation and
subjugation of the agrarian zones has produced sharp contradictions between
the industrialized capitalist States, with the result that the arms race which was
previously only a race for land armaments has now also become naval arms race,
and that the long prophesied World War has now become a fact. Is this side of
imperialism, too, a necessity for the continued existence of capitalism, one that
can only be overcome with capitalism itself?

There is no economic necessity for continuing the arms race after the World
War, even from the standpoint of the capitalist class itself, with the exception
of at most certain armaments interests. On the contrary, the capitalist economy
is seriously threatened precisely by the contradictions between its States. Every
far-sighted capitalist today must call on his fellows: capitalists of all countries,
unite! For, fir of all, there is the growing opposition of the more developed of the
agrarian zones, which threatens not just one or other of the imperialist States,
but all of them together. This is true of the awakening of Eastern Asia and India
as well as of the Pan-Islamic movement in the Near East and North Africa....
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The Next Phase: Ultra-Imperialism

What Marx said of capitalism can also be applied to imperialism: monopoly cre-
ates competition and competition monopoly. The frantic competition of giant
firms, giant banks and multi-millionaires obliged the great financial groups, who
were absorbing the small ones, to think up the notion of the cartel. In the same
way, the result of the World War between the great imperialist powers may be a
federation of the strongest, who renounce their arms race.

Hence from the purely economic standpoint it is not impossible that capi-
talism may still live through another phase, the translation of cartelization into
foreign policy: a phase of ultra-imperialism, which of course we must struggle
against as energetically as we do against imperialism, but whose perils lie in
another direction, not in that of the arms race and the threat to world peace....

Of course, this policy could only have such unexpected and vast conse-
quences because of the contradictions and discord which imperialism has cre-
ated between the other Great Powers. All the consequences ripening in the
womb of the present World War have not yet seen the light. Its outcome may still
be that the imperialist tendencies and the arms race accelerate at first—in which
case, the subsequent peace will be no more than a short armistice. From the
purely economic standpoint, however, there is nothing further to prevent this
violent explosion finally replacing imperialism by a holy alliance of the imperial-
ists. The longer the War lasts, the more it exhausts all the participants and makes
them recoil from an early repetition of armed conflict, the nearer we come to this
last solution, however unlikely it may seem at the moment.



Contemporary Liberalism

The marginal revolution of the 1870s within liberal political economy played a
decisive role in splitting the discipline in half. For the next century, liberal inter-
national economics and liberal international relations went their separate ways.
Economists mostly abandoned analyses of states and power in favor of abstract
microeconomic theory. Many liberals in IR maintained the intellectual connec-
tions of the classical liberal tradition between free markets, economic integra-
tion, and peace. However, the experiences of the World Wars severely damaged
their theoretical credibility. Realists such as E. H. Carr and Hans Morgenthau
leveled vigorous attacks upon what they saw as liberal rationalism, economism,
and moralism, especially in contributing to the outbreak of WWIL This led to
the marginalization of liberalism within IR and deepened the divide between
international economics and international relations. Only with the rise of the
interdependence theorists of the 1960s and 1970s did liberals return explicitly
to theorizing the international political economy. Scholars from both sides of
the disciplinary divide saw the first waves of globalization beginning to erode the
postwar Keynesian system. In their capacities as social scientists, they sought to
understand these changes, particularly those undermining the economic policy
autonomy of states. In their capacities as public intellectuals and policy advisors,
they sought to maintain the patterns of international cooperation and exchange
that formed the foundation of the liberal international order.

Robert O. Keohane (b. 1941) stands as the leading figure in the reconstitution
of liberal IPE. Along with Joseph S. Nye, Jr,, he coauthored the definitive state-
ment of interdependence theory in 1977, Power and Interdependence. According
to Keohane and Nye, “complex interdependence” is the condition of the interna-
tional political economy characterized by diverse social connections between and
across states, an array of relatively autonomous issue areas, and the decline of the
centrality and efficacy of military force. In such a world, the question of interna-
tional order is a significant one. Governance of this complex and anarchic realm
is accomplished through what Keohane and Nye call “international regimes,” and
they place such networks of rules, norms and decision-making procedures at the
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very heart of their analysis. The work of economic historian Charles Kindleberger
offered an influential avenue for theorizing the creation and maintenance of these
regimes. Kindleberger claimed it was essential that a single hegemonic state—"“one
stabilizer™—provide the public good of an open liberal international economy.
A burgeoning literature on “hegemonic stability” quickly rose across multiple tra-
ditions in IPE to debate the nature of hegemony; its functions, and whether eco-
nomic openness could survive the diminution of American power and authority.
This is necessary background for situating Koehane’s influential After
Hegemony. The task of the book is to theorize cooperation between states around
common political-economic interests yet without a hegemon to organize them.
As in Power and Interdependence, Keohane’s primary foil is IR realism’s claim
that international cooperation is both highly unlikely and, when on rare occa-
sion accomplished, merely a function of the international balance of power. In
rejecting realist conclusions, Keohane crafts a theory of IPE with numerous sim-
ilarities to the neorealism of Kenneth Waltz. Keohane’s international political
economy is one dominated by states. He presents a structural theory in which
actors’ interests are assumed. His agents are egoistic and rationalistic. He derives
significant inspiration from liberal microeconomic theory on market failure.
Most importantly, Keohane explains international cooperation in the absence of
a hegemon as a function of international regimes providing low-cost, high-con-
tent information to members that enables cooperation in the presence of shared
mutual interests. In many ways one can read After Hegemony as a notable retreat
from the innovations of Power and Interdependence. At the same time, the ani-
mating spirit of Keohane’s later work is eminently liberal: how can the problem
of cooperation be solved and mutual gains realized in the international political
economy without resort to the use of force? In the wake of the Great Depression
and the rise of Keynesian economic theory, the classical liberal answer of self-
regulating free markets was no longer plausible. Keohane’s effort to show how
international regimes overcome the barriers to cooperation and enable the real-
ization of common interests is thus a significant contribution to liberal IPE.
Andrew Moravcsik (b. 1957) enters the conversation as a critic of not only IR
realism but also of Keohane’s contribution to liberal IPE. For Moravcsik, regime
analysis in the mold of After Hegemony takes on so many of the core assumptions
of IR realism that it should not be considered liberal at all. Instead of focusing on
information and institutions, Moravcsik orients liberal theory around the con-
cept of state preferences, “the fundamental social purposes underlying the stra-
tegic calculations of governments.” In this way he rejects a structural approach
that treats agents’ interests as deductive assumptions read off their relative posi-
tion within the structure. Instead, he speaks of states having “variations in ends”
generated from their own domestic political processes although limited by the
strictures of international interdependence. Moravcsik thus recenters analysis
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on the point where classic liberals first placed it, individuals and their groups.
This is an important methodological shift toward making liberalism a much
more social theory of the international political economy. In fact, Moravcsik says
that one need not even call his theory “liberal” but may prefer to understand it as
a “societal” or “state-society” theory.

Moravesik emphatically seeks to recapture the broad history of liberal social
theory for contemporary liberal IPE. Toward this end, he identifies and synthesizes
three distinct strands of thought within the tradition: ideational liberalism, com-
mercial liberalism, and republican liberalism. In each variant, social preferences and
theirimpact on states are conceived differently. Forideational liberalism, preferences
express collective social identities and visions of legitimate social order, such as the
definition of the nation or support for Keynesian welfare capitalism. Commercial
liberalism hews closely to classical liberal IPE, emphasizing preferences around the
material consequences of international economic exchange and integration, such
as support for free trade or protectionism. Republican liberalism is concerned with
the manner in which state institutions aggregate and express preferences, providing
better or worse access for some groups as opposed to others. By uniting these dif-
ferent liberal traditions under a single theoretical structure focused on preferences,
Moravesik hopes to construct a theory superior to all others.

Moravesik claims he offers a broad theory of the international system that is
“nonideological and nonutopian.” Yet despite trying to divorce liberalism from
its traditional normative interests, one can still see liberal ideology (in Gilpin’s
sense) at work in his theorizing. In Moravcsik’s liberalism, rational and risk-
averse individuals are the starting point of analysis. Free trade is the general
interest and trade restrictions are a manifestation of rent-seeking and a “rejection
of aggregate gains.” The expansion of global markets is the material context for
the advance of democratic self-government and continuing economic integra-
tion. Moravcsik’s theory is both a contribution to contemporary liberal IPE as
well as to the classical liberal project.
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After Hegemony: Cooperation and Discord
in the World Political Economy

ROBERT O. KEOHANE

... International cooperation among the advanced industrialized countries since
the end of World War II has probably been more extensive than international
cooperation among major states during any period of comparable length in his-
tory. Certainly the extent and complexity of efforts to coordinate state economic
policies have been greater than they were between the two world wars, or in the
century before 1914. Yet cooperation remains scarce relative to discord because
the rapid growth of international economic interdependence since 1945, and
the increasing involvement of governments in the operation of modern capitalist
economies, have created more points of potential friction. Interdependence can
transmit bad influences as well as good ones: unemployment or inflation can be
exported as well as growth and prosperity... .

Interdependence leads democratic governments to expand state activ-
ity in order to protect their citizens from fluctuations in the world economy.
When this state activity takes the form of seeking to force the costs of adjust-
ment onto foreigners, international discord results. Thus even a rising absolute
level of cooperation may be overwhelmed by discord, as increased interdepen-
dence and governmental intervention create more opportunities for policy
conflict....

....The theory that I develop takes the existence of mutual interests as given
and examines the conditions under which they will lead to cooperation. I begin
with the premise that even where common interests exist, cooperation often
fails. My purpose is to diagnose the reasons for such failure, and for the occa-
sional successes, in the hope of improving our ability to prescribe remedies.

Because I begin with acknowledged common interests, my study focuses on
relations among the advanced market-economy countries, where such interests
are manifold. These countries hold views about the proper operation of their
economies that are relatively similar—at least in comparison with the differences
that exist between them and less developed countries, or the nonmarket planned
economies. They are engaged in extensive relationships of interdependence with
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one another; in general, their governments’ policies reflect the belief that they
benefit from these ties. Furthermore, they are on friendly political terms; thus
political-military conflicts between them complicate the politics of economic
transactions less than they do in EastWest relations... .

Realism, Institutionalism, and Cooperation

Impressed with the difficulties of cooperation, observers have often compared
world politics to a “state of war.” In this conception, international politics is “a
competition of units in the kind of state of nature that knows no restraints other
than those which the changing necessities of the game and the shallow conve-
niences of the players impose”. It is anarchic in the sense that it lacks an authori-
tative government that can enact and enforce rules of behavior. States must rely
on “the means they can generate and the arrangements they can make for them-
selves”. Conflict and war result, since each state is judge in its own cause and can
use force to carry out its judgments. The discord that prevails is accounted for by
fundamental conflicts of interest.

Were this portrayal of world politics correct, any cooperation that occurs
would be derivative from overall patterns of conflict. Alliance cooperation
would be easy to explain as a result of the operation of a balance of power, but
system-wide patterns of cooperation that benefit many countries without being
tied to an alliance system directed against an adversary would not. If interna-
tional politics were a state of war, institutionalized patterns of cooperation on
the basis of shared purposes should not exist except as part of a larger struggle
for power. The extensive patterns of international agreement that we observe on
issues as diverse as trade, financial relations, health, telecommunications, and
environmental protection would be absent.

At the other extreme from these “Realists” are writers who see cooperation
as essential in a world of economic interdependence, and who argue that shared
economic interests create a demand for international institutions and rules.
Such an approach, which I refer to as “Institutionalist” because of its adherents’
emphasis on the functions performed by international institutions, runs the risk
of being naive about power and conflict. Too often its proponents incorporate
in their theories excessively optimistic assumptions about the role of ideals in
world politics, or about the ability of statesmen to learn what the theorist con-
siders the “right lessons.” But sophisticated students of institutions and rules
have a good deal to teach us. They view institutions not simply as formal orga-
nizations with headquarters buildings and specialized stafts, but more broadly
as “recognized patterns of practice around which expectations converge”. They
regard these patterns of practice as significant because they affect state behavior.
Sophisticated institutionalists do not expect cooperation always to prevail, but
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they are aware of the malleability of interests and they argue that interdepen-
dence creates interests in cooperation.

During the first twenty years or so after World War II, these views, though
very different in their intellectual origins and their broader implications about
human society, made similar predictions about the world political economy, and
particularly about...the political economy of the advanced market-economy
countries. Institutionalists expected successful cooperation in one field to “spill
over” into others. Realists anticipated a relatively stable international economic
order as a result of the dominance of the United States. Neither set of observers
was surprised by what happened, although they interpreted events differently.

Institutionalists could interpret the liberal international arrangements for
trade and international finance as responses to the need for policy coordination
created by the fact of interdependence. These arrangements, which we will call
“International regimes,” contained rules, norms, principles, and decision mak-
ing procedures. Realists could reply that these regimes were constructed on the
basis of principles espoused by the United States, and that American power was
essential for their construction and maintenance. For Realists, in other words,
the early postwar regimes rested on the political hegemony of the United States.
Thus Realists and Institutionalists could both regard early postwar develop-
ments as supporting their theories.

After the mid-1960s, however, U.S dominance in the world political economy
was challenged by the economic recovery and increasing unity of Europe and by
the rapid economic growth of Japan. Yet economic interdependence continued
to grow, and the pace of increased U.S. involvement in the world economy even
accelerated after 1970. At this point, therefore, the Institutionalist and Realist
predictions began to diverge. From a strict Institutionalist standpoint, the
increasing need for coordination of policy, created by interdependence, should
have led to more cooperation. From a Realist perspective, by contrast, the dif-
fusion of power should have undermined the ability of anyone to create order.

On the surface, the Realists would seem to have made the better forecast.
Since the late 1960s there have been signs of decline in the extent and efficacy of
efforts to cooperate in the world political economy. As American power eroded,
so did international regimes. The erosion of these regimes after World War II
certainly refutes a naive version of the Institutionalist faith in interdependence
as a solvent of conflict and a creator of cooperation. But it does not prove that
only the Realist emphasis on power as a creator of order is valid. It might be
possible, after the decline of hegemonic regimes, for more symmetrical patterns
of cooperation to evolve after a transitional period of discord. Indeed, the per-
sistence of attempts at cooperation during the 1970s suggests that the decline of
hegemony does not necessarily sound cooperation’s death knell.
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International cooperation and discord thus remain puzzling. Under what
conditions can independent countries cooperate in the world political econ-
omy? In particular, can cooperation take place without hegemony and, if so,
how?...I begin with Realist insights about the role of power and the effects of
hegemony. But my central arguments draw more on the Institutionalist tradi-
tion, arguing that cooperation can under some conditions develop on the basis
of complementary interests, and that institutions, broadly defined, affect the pat-
terns of cooperation that emerge.

Hegemonic leadership is unlikely to be revived in this century for the United
States or any other country. Hegemonic powers have historically only emerged
after world wars; during peacetime, weaker countries have tended to gain on the
hegemon rather than vice versa. It is difficult to believe that world civilization,
much less a complex international economy, would survive such a war in the
nuclear age. Certainly no prosperous hegemonic power is likely to emerge from
such a cataclysm. As long as a world political economy persists, therefore, its cen-
tral political dilemma will be how to organize cooperation without hegemony.

Systemic Analysis of International Politics

Wealth and power are sought by a variety of actors in world politics, including
nonstate organizations such as multinational business corporations. But states
are crucial actors, not only seeking wealth and power directly but striving to con-
struct frameworks of rules and practices that will enable them to secure these
objectives, among others, in the future. Our analysis of international coopera-
tion and regimes therefore focuses principally on states.

State behavior can be studied from the “inside-out” or from the “outside-in’”.
“Inside-out,” or unit-level, explanations locate the sources of behavior within the
actor—for instance, in a country’s political or economic system, the attributes of
its leaders, or its domestic political culture. “Outside-in,” or systemic explanations
account for state behavior on the basis of attributes of the system as a whole. Any
theory will, of course, take into account the distinctive characteristics of actors as
well as of the system itself. But a systemic theory regards these internal attributes
as constants rather than as variables. The variables of a systemic theory are situ-
ational: they refer to the location of each actor relative to others. Systemic analysis
of the international political economy begins by locating actors along the dimen-
sion of relative power on the one hand and wealth on the other.

....I focus on the effects of system characteristics because I believe that the
behavior of states, as well as of other actors, is strongly affected by the con-
straints and incentives provided by the international environment. When the
international system changes, so will incentives and behavior. My “outside-in”
perspective is therefore similar to that of systemic forms of Realist theory, or
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“structural Realism” What distinguishes my argument from structural Realism
is my emphasis on the effects of international institutions and practices on state
behavior. The distribution of power, stressed by Realists, is surely important. So
is the distribution of wealth. But human activity at the international level also
exerts significant effects. International regimes alter the information available to
governments and the opportunities open to them; commitments made to sup-
port such institutions can only be broken at a cost to reputation. International
regimes therefore change the calculations of advantage that governments make.
To try to understand state behavior simply by combining the structural Realist
theory based on distribution of power and wealth with the foreign policy ana-
lyst’s stress on choice, without understanding international regimes, would be
like trying to account for competition and collusion among oligopolistic busi-
ness firms without bothering to ascertain whether their leaders met together
regularly, whether they belonged to the same trade associations, or whether they
had developed informal means of coordinating behavior without direct commu-
nication. International regimes not only deserve systematic study; they virtually
cry out forit....

Limitations of Systemic Analysis

My choice of systemic theory as a place to begin analysis does not imply that
I regard it as completely satisfactory even as a “first cut” Before going on to
the systemic analysis of Part II, therefore, it is necessary to indicate some of its
limitations.

The prevailing model for systemic analysis in politics comes from economics—
in particular, from microeconomic theory. Such theory posits the existence of firms,
with given utility functions (such as profit maximization), and attempts to explain
their behavior on the basis of environmental factors such as the competitiveness of
markets. It is systemic rather than unit-level theory because its propositions depend
on variations in attributes of the system, not of the units. Firms are assumed to act as
rational egoists. Rationality means that they have consistent, ordered preferences,
and that they calculate costs and benefits of alternative courses of action in order to
maximize their utility in view of those preferences. Egoism means that their utility
functions are independent of one another: they do not gain or lose utility simply
because of the gains or losses of others. Making these assumptions means that ratio-
nality and conceptions of self-interest are constants rather than variables in systemic
theory. Variations in firms’ behavior are accounted for not by variations in their val-
ues, or in the efficiency of their internal organizational arrangements, but by varia-
tions in characteristics of the economic system—for instance, whether its market
structure is competitive, oligopolistic, or monopolistic. Without the assumptions of
egoism and rationality, variations in firms” behavior might have to be accounted for
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by differences in values or in their calculating, choice-making abilities. In that case,
analysis would revert to the unit level, and the parsimony of systemic theory—rest-
ing on only a small number of variables—would be lost.

Systemic theories based on rational-egoist assumptions work best when
there is one uniquely superior course of action. Arnold Wolfers pointed out
this feature of such theories long ago, in arguing that they provide the best pre-
dictions when there is extreme “compulsion,” as in the case of a fire breaking
out in a house that has only one exit. For such a situation, “decision-making
analysis would be useful only in regard to individuals who decided to remain
where they were rather than join the general and expected rush.” Spiro J. Latsis
has more recently argued, in similar terms, that microeconomic theory based
on rational choice assumptions performs best when applied to “single-exit”
situations. Under these conditions, what Latsis calls the research program of
“situational determinism” works very well. We do not need to understand the
idiosyncrasies of the actors to explain their behavior, since the situation they
face mandates that they must act in a particular way. They will do so if they
are rational; if they fail to do so, they may (if the environmental conditions are
stringent) cease to exist.

This research program has had great success in situations of pure competition
or pure monopoly—and, by extension, in situations that approximate these ideal
types. Situational determinism works under these circumstances because there
is no power competition in pure competition or pure monopoly. Either economic
actors adjust their behavior to signals from an impersonal market (in competi-
tion), or they dominate the market (in monopoly). In neither case do they have
to react to the actions of others. As Latsis puts it:

Under perfect competition entrepreneurs do not really compete with
each other. The situation may be compared to that of a player in an
n-person game where # is very large. Such games are reducible to one-
person games against nature where the opponent has no objectives and
no known strategy. The “nature” of perfect competition is unusually
strict in allowing a choice between following a single strategy or going
under. Pure monopoly, usually regarded as the exact opposite of perfect
competition is in fact its heuristic twin.... The monopolist maximizes
on the basis of his knowledge of the market conditions and the appli-
cation of the simple optimizing rule. As with perfect competition, so
with monopoly the “rational” decision-maker will arrive at the uniquely
determined optimal decision by a simple calculation.

Difficulties arise for this research program under conditions of oligopoly, or
“monopolistic competition.” Under these conditions, the situation can be treated
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as a variable-sum game, played repeatedly over an indefinite period of time, with
a small number of players. This type of game does not have a determinate solu-
tion for any actor, independent of the behavior of others. It is a “multiple-exit”
situation and arbitrary assumptions are required to reach unique solutions to
it....rational egoist calculations of whether to cooperate with one another under
these conditions will depend heavily on the expectations of actors about others’
behavior—and therefore on the nature of institutions. Microeconomic theory
does not generate precise, accurate predictions about behavior in situations of
strategic interdependence...And as we have seen, strategic interdependence,
which bedevils only part of economics, afflicts the entire study of international
politics.

A Functional Theory of International Regimes

...[T]he principal significance of international regimes does not lie in their for-
mal legal status, since any patterns of legal liability and property rights estab-
lished in world politics are subject to being overturned by the actions of sovereign
states. International regimes are more like the “quasi-agreements” that William
Fellner discusses when analyzing the behavior of oligopolistic firms than they
are like governments. These quasi-agreements are legally unenforceable but, like
contracts, help to organize relationships in mutually beneficial ways. Regimes
also resemble conventions: practices, regarded as common knowledge in a com-
munity, that actors conform to not because they are uniquely best, but because
others conform to them as well. What these arrangements have in common
is that they are designed not to implement centralized enforcement of agree-
ments, but rather to establish stable mutual expectations about others’ patterns
of behavior and to develop working relationships that will allow the parties to
adapt their practices to new situations. Contracts, conventions, and quasi-agree-
ments provide information and generate patterns of transaction costs: costs of
reneging on commitments are increased, and the costs of operating within these
frameworks are reduced.

....Under the provisions of the General Agreement on Tariffs and Trade
(GATT), for instance, it is not permitted to make discriminatory trade arrange-
ments except under specific conditions. Since there is no centralized govern-
ment, states can nevertheless implement such actions, but their lack oflegitimacy
means that such measures are likely to be costly. Under GATT rules, for instance,
retaliation against such behavior is justified. By elevating injunctions to the level
of principles and rules, furthermore, regimes construct linkages between issues.
No longer does a specific discriminatory agreement constitute merely a particu-
lar act without general significance; on the contrary, it becomes a “violation of
GATT” with serious implications for a large number of other issues. In the terms
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of Prisoners’ Dilemma, the situation has been transformed from a single-play to
an iterated game. In market-failure terms, the transaction costs of certain pos-
sible bargains have been increased, while the costs of others have been reduced.
In either case, the result is the same: incentives to violate regime principles are
reduced: international regimes reduce transaction costs of legitimate bargains
and increase them for illegitimate ones....

In view of the benefits of economies of scale, it is not surprising that specific
agreements tend to be “nested” within regimes. For instance, agreement by the
United States, Japan, and the European community in the Multilateral Trade
Negotiations to reduce a particular tariff will be affected by the rules and prin-
ciples of GATT—that is, by the trade regime....

The nesting patterns of international regimes affect transaction costs by
making it easier or more difficult to link particular issues and to arrange side-
payments, giving someone something on one issue in return for her help on
another. Clustering of issues under a regime facilitates side-payments among
these issues: more potential quids are available for the quo. Without international
regimes linking clusters of issues to one another, side-payments and linkages
would be difficult to arrange in world politics; in the absence of a price system
for the exchange of favors, institutional barriers would hinder the construction
of mutually beneficial bargains....

Insofar as issues are dealt with separately from one another on the interna-
tional level, it is often hard, in simply bureaucratic terms, to arrange for them
to be considered together. There are bound to be difficulties in coordinating
policies of different international organizations—GATI, the IMF, and the IEA
all have different memberships and different operating styles—in addition to
the resistance that will appear to such a move within member governments.
Within regimes, by contrast, side-payments are facilitated by the fact that
regimes bring together negotiators to consider sets of issues that may well lie
within the negotiators’ bureaucratic bailiwicks at home.... From the perspec-
tive of market-failure theories, the informational functions of regimes are the
most important of all....

....The literature on market failure elaborates on its most fundamental con-
tention—that, in the absence of appropriate institutions, some mutually advan-
tageous bargains will not be made because of uncertainty—by pointing to three
particularly important sources of difficulty: asymmetrical information; moral haz-
ard; and irresponsibility.

Asymmetrical Information

Some actors may know more about a situation than others. Expecting that
the resulting bargains would be unfair, “outsiders” will be reluctant to make
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agreements with “insiders.” This is essentially the problem of “quality uncer-
tainty” as discussed by Akerlof. Recall that this is a problem not merely of insuf-
ficient information, but rather of systematically biased patterns of information,
which are recognized in advance of any agreement both by the holder of more
information (the seller of the used car) and by its less well-informed prospec-
tive partner (the potential buyer of the “lemon” or “creampuff,” as the case may
be). Awareness that others have greater knowledge than oneself, and are there-
fore capable of manipulating a relationship or even engaging successful decep-
tion and double-cross, is a barrier to making agreements. When this suspicion
is unfounded—that is, the agreement would be mutually beneficial—it is an
obstacle to improving welfare through cooperation.

This problem of asymmetrical information only appears when dishon-
est behavior is possible. In a society of saints, communication would be open
and no one would take advantage of superior information. In our imperfect
world, however, asymmetries of information are not rectified simply by com-
munication. Not all communication reduces uncertainty, since communication
may lead to asymmetrical or unfair bargaining outcomes as a result of decep-
tion. Effective communication is not measured well by the amount of talking
that used cars salespersons do to customers or that governmental officials do
to one another in negotiating international regimes! The information that is
required in entering into an international regime is not merely information
about other governments’ resources and formal negotiating positions, but also
accurate knowledge of their future positions. In part, this is a matter of esti-
mating whether they will keep their commitment. As the “market for lemons”
example suggests, and as we will see in more detail below, a government’s repu-
tation therefore becomes an important asset in persuading others to enter into
agreements with it. International regimes help governments to assess others’
reputations by providing standards of behavior against which performance can
be measured, by linking these standards to specific issues, and by providing
forums, often through international organizations, in which these evaluations
can be made. Regimes may also include international organizations whose sec-
retariats act not only as mediators but as providers of unbiased information
that is made available more or less equally to all members. By reducing asym-
metries of information through a process of upgrading the general level of avail-
able information, international regimes reduce uncertainty. Agreements based
on misapprehension and deception may be avoided; mutually beneficial agree-
ments are more likely to be made.

....As the principles and rules of a regime reduce the range of expected behav-
ior, uncertainty declines, and as information becomes more widely available, the
asymmetry of its distribution is likely to lessen. Arrangements within regimes to
monitor actors’ behavior mitigate problems of moral hazard. Linkages among
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particular issues within the context of regimes raise the costs of deception and
irresponsibility, since the consequences of such behavior are likely to extend
beyond the issue on which they are manifested. Close ties among officials
involved in managing international regimes increase the ability of governments
to make mutually beneficial agreements, because intergovernmental relation-
ships characterized by ongoing communication among working-level officials,
informal as well as formal, are inherently more conducive to exchange of infor-
mation than are traditional relationships between closed bureaucracies. In gen-
eral, regimes make it more sensible to cooperate by lowering the likelihood of
being double-crossed. Whether we view this problem through the lens of game
theory or that of market failure, the central conclusion is the same: international
regimes can facilitate cooperation by reducing uncertainty. Like international
law, broadly defined, their function is “to make human actions conform to pre-
dictable patterns so that contemplated actions can go forward with some hope
of achieving a rational relationship between means and ends.”

Thus international regimes are useful to governments. Far from being threats
to governments (in which case it would be hard to understand why they exist
at all), they permit governments to attain objectives that would otherwise be
unattainable. They do so in part by facilitating intergovernmental agreements.
Regimes facilitate agreements by raising the anticipated costs of violating oth-
ers’ property rights, by altering transaction costs through the clustering of issues,
and by providing reliable information to members. Regimes are relatively effi-
cient institutions, compared with the alternative of having a myriad of unrelated
agreements, since their principles, rules, and institutions create linkages among
issues that give actors incentives to reach mutually beneficial agreements. They
thrive in situations where states have common as well as conflicting interests on
multiple, overlapping issues and where externalities are difficult but not impossi-
ble to deal with through bargaining. Where these conditions exist, international
regimes can be of value to states.

We have seen that it does not follow from this argument that regimes nec-
essarily increase global welfare. They can be used to pursue particularistic and
parochial interests as well as more widely shared objectives. Nor should we con-
clude that all potentially valuable regimes will necessarily be instituted. As we
have seen, even regimes that promise substantial overall benefits may be difficult
to invent.

Compliance with International Regimes

International regimes are decentralized institutions. Decentralization does not
imply an absence of mechanisms for compliance, but it does mean that any sanc-
tions for violation of regime principles or rules have to be enacted by the individual
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members. The regime provides procedures and rules through which such sanc-
tions can be coordinated. Decentralized enforcement of regime rules and princi-
ples is neither swift nor certain. Yet, in many instances, rules are obeyed. Indeed,
Louis Henkin goes so far as to say that “almost all nations observe almost all princi-
ples of international law and almost all of their obligations almost all of the time.”. .

The puzzle of compliance is why governments, seeking to promote their own
interests, ever comply with the rules of international regimes when they view
these rules as in conflict with what I will call their “myopic self-interest.” Myopic
self-interest refers to governments’ perception of the relative costs and benefits
to them of alternative courses of action with regard to a particular issue, when
that issue is considered in isolation from others. An action is in a government’s myo-
pic self-interest if it has the highest expected value of any alternative, apart from
the indirect effects that actions on the specific issue in question would have on
other issues. That governments often comply with rules that conflict with their
myopic self-interest poses a potential anomaly for theories, such as Realism or
the functional theory developed in this chapter, that assume rational, egoistic
action in world politics. Why should an egoistic actor behave, on a given issue,
in a way that is inconsistent with its self-interest on that issue? If we observe
compliance with the rules of international regimes, is this not inconsistent with
the assumption of egoism?

The murky language of national interests allows some Realists, such as Hans
J. Morgenthau, to avoid this issue. Morgenthau notes the existence of functional
organizations such as the specialized agencies of the United Nations system,
but contents himself with the observation that when there is a conflict between
the national interest and the operation of such agencies, “the national interest
wins out over the international objective.” This begs the question of whether
the national interest is defined myopically, without regard to the effects of one’s
actions on other issues or other values, or in a more farsighted way, taking into
account the impact of violating international rules and norms on other state
objectives. Yet the crucial issues are precisely those of how interests are defined,
and how institutions affect states’ definitions of their own interests. An under-
standing of the puzzle of compliance requires an examination of how interna-
tional regimes affect the calculations of self-interest in which rational, egoistic
governments engage.

Such an exploration is pursued below through two distinct but related lines
of argument. The first looks at a given regime in isolation, examining its value
to governments as opposed to the feasible alternatives. This explanation of the
puzzle of compliance emphasizes the difficulty of establishing international
regimes in the first place. Because regimes are difficult to construct, it may be
rational to obey their rules if the alternative is their breakdown, since even an
imperfect regime may be superior to any politically feasible replacement. The
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second line of argument sets regimes in the context of other regimes in world
politics. We view each issue and each regime as part of a larger network of issues
and regimes. Much as iterated Prisoners’ Dilemma leads to very different results
from the single-play version of the game, so does an analysis of a given regime in
the context of others produce a different structure of incentives than considering
each regime in isolation.

The Value of Existing Regimes

We have seen that it is difficult even for perfectly rational individuals to make
agreements with one anotherin the absence of provisions for central enforcement
of contracts. In world politics, international regimes help to facilitate the making
of agreements by reducing barriers created by high transaction costs and uncer-
tainty. But these very difficulties make it hard to create the regimes themselves in
the first place. The importance of transaction costs and uncertainty means that
regimes are easier to maintain than they are to create. Complementary interests
are necessary but not sufficient conditions for their emergence. The construc-
tion of international regimes may require active efforts by a hegemonic state, as
the IMF and GATT did after World War II; or regime-creation in the absence of
hegemony may be spurred on by the pressures of a sudden and severe crisis, such
that which led to the IEA. Even with complementary interests, it is difficult to
overcome problems of transaction costs and uncertainty.

Once an international regime has been established, however, it begins to ben-
efit from the relatively high and symmetrical level of information that it gen-
erates, and from the ways in which it makes regime-supporting bargains easier
to consummate...Viewing international regimes as information-providing
and transaction cost-reducing entities rather than as quasi-governmental rule-
makers helps us to understand such persistence. Effective international regimes
facilitate informal contact and communication among officials. Indeed, they
may lead to “transgovernmental” networks of acquaintance and friendship: sup-
posedly confidential documents of one government may be seen by officials of
another; informal coalitions of like-minded officials develop to achieve common
purposes; and critical discussions by professionals probe the assumptions and
assertions of state policies. These transgovernmental relationships may increase
opportunities for cooperation in world politics by providing policymakers with
high-quality information about what their counterparts are likely to do.

Appreciating the significance of these information-producing patterns of
action that become embedded in international regimes helps us to understand
further why the erosion of American hegemony during the 1970s was not
accompanied by an immediate collapse of cooperation, as the crude theory of
hegemonic stability would have predicted. Since the level of institutionalization
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of postwar regimes was extremely high by historical standards, with intricate and
extensive networks of communication among working-level officials, we should
expect the lag between the decline of American hegemony and the disruption
of international regimes to be quite long and the “inertia” of the existing regimes
relatively great.

This argument about the role of information in maintaining regimes can be
reinforced by examining some work on oligopolistic cooperation and competi-
tion that has similar analytic concerns. Oliver Williamson argues on the basis of
organization theory that communication among members of a group tends to
increase cooperation, or what he calls “adherence to group goals.” Cooperation
among oligopolists will also be fostered by a record of past cooperation. Using
these assumptions, Williamson constructs a model that has two points of equi-
librium, one at high levels and one at low levels of cooperation. Once a given
equilibrium has been reached, substantial changes in the environment are neces-
sary to alter it:

If the system is operating at a low level of adherence and communica-
tion (i.e., the competitive solution), a substantial improvement in the
environment will be necessary before the system will shift to a high
level of adherence and communication. Indeed, the condition of the
environment required to drive the system to the collusive solution is much
higher than the level required to maintain it once it has achieved this posi-
tion. Similarly, a much more unfavorable condition of the environment is
required to move the system from a high to a low level equilibrium than is
required to maintain it there....

Networks of Issues and Regimes

In thinking about compliance, we should recall the previous discussion of how
regimes facilitate the making of agreements. To some extent, it is governments’
anticipation that international regimes will increase compliance that accounts
for their willingness to enter into these arrangements in the first place. Insofar
as regimes create incentives for compliance, they also make it more attractive for
conscientious potential members to join them. We saw that, by linking issues to
one another, regimes create situations that are more like iterated, open-ended
Prisoners’ Dilemma, in which cooperation may be rational, than like single-play
Prisoners’ Dilemma, in which it is not. Violation of one’s commitments on a
given issue, in pursuit of myopic self-interest, will affect others’ actions on other
questions. Pursuit of its farsighted self-interest may therefore lead a government
to eschew its myopic self-interest.
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As the Prisoners’ Dilemma example suggests, social pressure, exercised
through linkages among issues, provides the most compelling set of reasons
for governments to comply with their commitments. That is, egoistic govern-
ments may comply with rules because if they fail to do so, other governments
will observe their behavior, evaluate it negatively, and perhaps take retaliatory
action....

....Yet sometimes governments may find that the regimes to which they
belong are no longer beneficial to them. What happens to incentives for compli-
ance when the regime as a whole seems malign?

If there were only one regime in world politics, or each regime existed in iso-
lation, the egoistic government would rationally cease to comply with its rules.
Regimes would be abandoned when governments calculated that the opportu-
nity costs of belonging to a regime were higher than those of some feasible alter-
native course of action. In the contemporary world political economy, however,
there are multiple issues and multiple contacts among governments; thus gov-
ernments belong to many regimes. Disturbing one regime does not merely affect
behavior in the issue-area regulated by it, but is likely to affect other regimes in
the network as well. For a government rationally to break the rules of a regime,
the net benefits of doing so must outweigh the net costs of the effects of this
action on other international regimes. Insofar as its partners retaliate in those
domains for its actions against the first regime, it may find that it is inhibited
from pursuing its myopic self-interest.

All of these incentives for compliance rest on the prospects of retaliatory
linkage: as in Axelrod’s simulation of Prisoners’ Dilemma, “tit for tat” is a
more effective strategy to induce cooperation than submissiveness. We have
seen that GATT contains provisions for retaliation; and the Bretton Woods
Agreement of 1944 furnishes another relevant example. Under Article VII
(the “scarce currency clause”), a surplus country that declined to replenish the
IMF’s depleted holdings of its currency could find its exports discriminated
against with the sanction of the IMF itself. Yet retaliation for specific viola-
tions is not a reliable way to maintain international regimes; indeed, the GATT
provisions for retaliation have been invoked only once, and then ineffectively.
Individual governments find it costly to retaliate. Familiar problems of collec-
tive action arise: if a given state’s violation of a particular rule does not have
a large effect on any one country, retaliation is unlikely to be severe, even if
the aggregate effect of the violation is large. If international regimes depended
entirely for compliance on specific retaliations against transgressors, they
would be weak indeed.

In the absence of specific retaliation, governments may still have incentives
to comply with regime rules and principles if they are concerned about prec-
edent or believe that their reputations are at stake. Governments worry about
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establishing bad precedents because they fear that their own rule-violations
will promote rule-violations by others, even if no specific penalty is imposed on
themselves. That is, breaking rules may create an individual benefit, but it pro-
duces a “collective bad.” The effect of the collective bad on the utility of the indi-
vidual government may under certain circumstances outweigh the benefit....

Our analysis of uncertainty earlier in this chapter suggests how important
reputation can be even to governments not concerned with personal honor and
self-respect. Under conditions of uncertainty and decentralization, governments
will decide whom to make agreements with, and on what terms, largely on the
basis of their expectations about their partners’ willingness and ability to keep
their commitments. A good reputation makes it easier for a government to enter
into advantageous international agreements; tarnishing that reputation imposes
costs by making agreements more difficult to reach....

For reasons of reputation, as well as fear of retaliation and concern about the
effects of precedents, egoistic governments may follow the rules and principles
of international regimes even when myopic self-interest counsels them not to.
As we have seen in this section, they could do so strictly on the basis of calcula-
tions of costs and benefits. Each time that they seem to have incentives to violate
the provisions of regimes, they could calculate whether the benefits of doing so
outweigh the costs, taking into account the effects on their reputations as well
as the probability of retaliation and the effects of rule-violation on the system
as a whole. They might often decide, in light of this cost-benefit calculation, to
conform to the rules. Rational egoism can lead governments not only to make
agreements, but to keep them even when they turn out poorly.
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Taking Preferences Seriously: A Liberal
Theory of International Politics

ANDREW MORAVCSIK

This article reformulates liberal international relations (IR) theory in a nonideo-
logical and nonutopian form appropriate to empirical social science. Liberal IR
theory elaborates the insight that state-society relations—the relationship of
states to the domestic and transnational social context in which they are embed-
ded—have a fundamental impact on state behavior in world politics. Societal
ideas, interests, and institutions influence state behavior by shaping state prefer-
ences, that is, the fundamental social purposes underlying the strategic calcula-
tions of governments. For liberals, the configuration of state preferences matters
most in world politics—not, as realists argue, the configuration of capabilities
and not, as institutionalists (that is, functional regime theorists) maintain, the
configuration of information and institutions. This article codifies this basic lib-
eral insight in the form of three core theoretical assumptions, derives from them
three variants of liberal theory, and demonstrates that the existence of a coherent
liberal theory has significant theoretical, methodological, and empirical impli-
cations. Restated in this way, liberal theory deserves to be treated as a paradig-
matic alternative empirically coequal with and analytically more fundamental
than the two dominant theories in contemporary IR scholarship: realism and
institutionalism.

Grounding liberal theory in a set of core social scientific assumptions helps
overcome a disjuncture between contemporary empirical research on world
politics and the language employed by scholars to describe IR as a field. Liberal
hypotheses stressing variation in state preferences play an increasingly central
role in IR scholarship. These include explanations stressing the causal impor-
tance of state-society relations as shaped by domestic institutions (for example,
the “democratic peace”), by economic interdependence (for example, endog-
enous tariff theory), and by ideas about national, political, and socioeconomic
public goods provision (for example, theories about the relationship between
nationalism and conflict). Liberal hypotheses do not include, for reasons
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clarified later, functional regime theory. Yet the conceptual language of IR the-
ory has not caught up with contemporary research. IR theorists continue to
speak as if the dominant theoretical cleavage in the field were the dichotomy
between realism and (“neoliberal”) institutionalism. The result: liberal IR the-
ory of the kind outlined earlier is generally ignored as a major paradigmatic
alternative.

Worse, its lack of paradigmatic status has permitted critics to caricature lib-
eral theory as a normative, even utopian, ideology. Postwar realist critics such
as Hans Morgenthau and E. H. Carr took rhetorical advantage of liberalism’s
historical role as an ideology to contrast its purported altruism (“idealism,”
“legalism,” “moralism,” or “utopianism”) with realism’s “theoretical concern
with human nature as it actually is [and] historical processes as they actually take
place.” Forty years later, little has changed. Robert Gilpin’s influential typology
in international political economy juxtaposes a positive mercantilist view (“poli-
tics determines economics”) against a narrower and conspicuously normative
liberal one (“economics should determine politics”). Kenneth Waltz, a realist
critic, asserts that “if the aims... of states become matters of ... central concern,
then we are forced back to the descriptive level; and from simple descriptions no
valid generalizations can be drawn.”

Liberals have responded to such criticisms not by proposing a unified set of
positive social scientific assumptions on which a nonideological and nonuto-
pian liberal theory can be based, as has been done with considerable success
for realism and institutionalism, but by conceding its theoretical incoherence
and turning instead to intellectual history. It is widely accepted that any nontau-
tological social scientific theory must be grounded in a set of positive assump-
tions from which arguments, explanations, and predictions can be derived. Yet
surveys of liberal IR theory either collect disparate views held by “classical”
liberal publicists or define liberal theory teleologically, that is, according to its
purported optimism concerning the potential for peace, cooperation, and inter-
national institutions in world history. Such studies offer an indispensable source
of theoretical and normative inspiration. Judged by the more narrowly social sci-
entific criteria adopted here, however, they do not justify reference to a distinct
“liberal” IR theory.

Leadingliberal IR theorists freely concede the absence of coherent microfoun-
dational assumptions but conclude therefrom that aliberal IR theory in the social
scientific sense cannot exist. Robert Keohane, an institutionalist sympathetic to
liberalism, maintains that “in contrast to Marxism and Realism, Liberalism is not
committed to ambitious and parsimonious structural theory” Michael Doyle,
a pioneer in analyzing the “democratic peace,” observes that liberal IR theory,
unlike others, lacks “canonical” foundations. Mark Zacher and Richard Matthew,

sympathetic liberals, assert that liberalism should be considered an “approach,”



Contemporary Liberalism 169

not a theory, since “its propositions cannot be... deduced from its assumptions.”
Accurate though this may be as a characterization of intellectual history and cur-
rent theory, it is second-best social science.

I seek to move beyond this unsatisfactory situation by proposing a set of core
assumptions on which a general restatement of positive liberal IR theory can be
grounded. In the first section of the article I argue that the basic liberal insight
about the centrality of state-society relations to world politics can be restated
in terms of three positive assumptions, concerning, respectively, the nature of
fundamental social actors, the state, and the international system.

Drawing on these assumptions, I then elaborate three major variants of lib-
eral theory—each grounded in a distinctive causal mechanism linking social
preferences and state behavior. Ideational liberalism stresses the impact on state
behavior of conflict and compatibility among collective social values or identi-
ties concerning the scope and nature of public goods provision. Commercial
liberalism stresses the impact on state behavior of gains and losses to individu-
als and groups in society from transnational economic interchange. Republican
liberalism stresses the impact on state behavior of varying forms of domestic
representation and the resulting incentives for social groups to engage in rent
seeking.

Finally, I demonstrate that the identification of coherent theoretical assump-
tions is not simply an abstract and semantic matter. It has significant method-
ological, theoretical, and empirical implications....

Core Assumptions of Liberal IR Theory

Liberal IR theory’s fundamental premise—that the relationship between states
and the surrounding domestic and transnational society in which they are embed-
ded critically shapes state behavior by influencing the social purposes underly-
ing state preferences—can be restated in terms of three core assumptions. These
assumptions are appropriate foundations of any social theory of IR: they specify
the nature of societal actors, the state, and the international system.

Assumption 1: The Primacy of Societal Actors

The fundamental actors in international politics are individuals and private
groups, who are on the average rational and risk-averse and who organize exchange
and collective action to promote differentiated interests under constraints imposed

by material scarcity, conflicting values, and variations in societal influence.

Liberal theory rests on a “bottom-up” view of politics in which the demands
of individuals and societal groups are treated as analytically prior to politics.
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Political action is embedded in domestic and transnational civil society, under-
stood as an aggregation of boundedly rational individuals with differentiated
tastes, social commitments, and resource endowments. Socially differentiated
individuals define their material and ideational interests independently of poli-
tics and then advance those interests through political exchange and collective
action. Individuals and groups are assumed to act rationally in pursuit of mate-
rial and ideal welfare.

For liberals, the definition of the interests of societal actors is theoretically
central. Liberal theory rejects the utopian notion that an automatic harmony of
interest exists among individuals and groups in society; scarcity and differentia-
tion introduce an inevitable measure of competition. Where social incentives
for exchange and collective action are perceived to exist, individuals and groups
exploit them: the greater the expected benefits, the stronger the incentive to act.
In pursuing these goals, individuals are on the average risk-averse; that is, they
strongly defend existing investments but remain more cautious about assuming
cost and risk in pursuit of new gains. What is true about people on the average,
however, is not necessarily true in every case: some individuals in any given soci-
ety may be risk-acceptant or irrational.

Liberal theory seeks to generalize about the social conditions under which
the behavior of self-interested actors converges toward cooperation or conflict.
Conflictual societal demands and the willingness to employ coercion in pur-
suit of them are associated with a number of factors, three of which are relevant
to this discussion: divergent fundamental beliefs, conflict over scarce material
goods, and inequalities in political power. Deep, irreconcilable differences in
beliefs about the provision of public goods, such as borders, culture, fundamen-
tal political institutions, and local social practices, promote conflict, whereas
complementary beliefs promote harmony and cooperation. Extreme scarcity
tends to exacerbate conflict over resources by increasing the willingness of social
actors to assume cost and risk to obtain them. Relative abundance, by contrast,
lowers the propensity for conflict by providing the opportunity to satisfy wants
without inevitable conflict and giving certain individuals and groups more to
defend. Finally, where inequalities in societal influence are large, conflict is more
likely. Where social power is equitably distributed, the costs and benefits of
actions are more likely to be internalized to individuals—for example, through
the existence of complex, cross-cutting patterns of mutually beneficial interac-
tion or strong and legitimate domestic political institutions—and the incentive
for selective or arbitrary coercion is dampened. By contrast, where power asym-
metries permit groups to evade the costs of redistributing goods, incentives arise
for exploitative, rent-seeking behavior, even if the result is inefficient for society
as awhole.
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Assumption 2: Representation and State Preferences

States (or other political institutions) represent some subset of domestic society,
on the basis of whose interests state officials define state preferences and act

purposively in world politics.

In the liberal conception of domestic politics, the state is not an actor but a rep-
resentative institution constantly subject to capture and recapture, construction
and reconstruction by coalitions of social actors. Representative institutions
and practices constitute the critical “transmission belt” by which the prefer-
ences and social power of individuals and groups are translated into state policy.
Individuals turn to the state to achieve goals that private behavior is unable to
achieve efficiently. Government policy is therefore constrained by the underly-
ing identities, interests, and power of individuals and groups (inside and outside
the state apparatus) who constantly pressure the central decision makers to pur-
sue policies consistent with their preferences.

This is not to adopt a narrowly pluralist view of domestic politics in which all
individuals and groups have equal influence on state policy, nor one in which the
structure of state institutions is irrelevant. No government rests on universal or
unbiased political representation; every government represents some individu-
als and groups more fully than others. In an extreme hypothetical case, repre-
sentation might empower a narrow bureaucratic class or even a single tyrannical
individual, such as an ideal-typical Pol Pot or Josef Stalin. Between theoretical
extremes of tyranny and democracy, many representative institutions and prac-
tices exist, each of which privileges particular demands; hence the nature of state
institutions, alongside societal interests themselves, is a key determinant of what
states do internationally.

Representation, in the liberal view, is not simply a formal attribute of state
institutions but includes other stable characteristics of the political process, for-
mal or informal, that privilege particular societal interests. Clientalistic authori-
tarian regimes may distinguish those with familial, bureaucratic, or economic
ties to the governing elite from those without. Even where government institu-
tions are formally fair and open, a relatively inegalitarian distribution of property,
risk, information, or organizational capabilities may create social or economic
monopolies able to dominate policy. Similarly, the way in which a state recog-
nizes individual rights may shape opportunities for voice. Certain domestic
representational processes may tend to select as leaders individuals, groups, and
bureaucracies socialized with particular attitudes toward information, risk, and
loss. Finally, cost-effective exit options, such as emigration, noncompliance, or
the transfer of assets to new jurisdictions or uses, insofar as they constrain gov-
ernments, may be thought of as substitutes for formal representation... .
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Taken together, assumptions 1 and 2 imply that states do not automati-
cally maximize fixed, homogeneous conceptions of security, sovereignty, or
wealth per se, as realists and institutionalists tend to assume. Instead they are,
in Waltzian terms, “functionally differentiated”; that is, they pursue particular
interpretations and combinations of security, welfare, and sovereignty pre-
ferred by powerful domestic groups enfranchised by representative institutions
and practices. As Arnold Wolfers, John Ruggie, and others have observed, the
nature and intensity of national support for any state purpose—even appar-
ently fundamental concerns like the defense of political and legal sovereignty,
territorial integrity, national security, or economic welfare—varies decisively
with the social context. It is not uncommon for states knowingly to surrender
sovereignty, compromise security, or reduce aggregate economic welfare. In the
liberal view, trade-offs among such goals, as well as cross-national differences in
their definition, are inevitable, highly varied, and causally consequential.

Assumption 3: Interdependence and the International System

The configuration of interdependent state preferences determines state behavior.

For liberals, state behavior reflects varying patterns of state preferences. States
require a “purpose,” a perceived underlying stake in the matter at hand, in order
to provoke conflict, propose cooperation, or take any other significant foreign
policy action. The precise nature of these stakes drives policy. This is not to
assert that each state simply pursues its ideal policy, oblivious of others; instead,
each state seeks to realize its distinctive preferences under varying constraints
imposed by the preferences of other states. Thus liberal theory rejects not just
the realist assumption that state preferences must be treated as if naturally con-
flictual, but equally the institutionalist assumption that they should be treated
as if they were partially convergent, compromising a collective action problem.
To the contrary, liberals causally privilege variation in the configuration of state
preferences, while treating configurations of capabilities and information as if
they were either fixed constraints or endogenous to state preferences.

The critical theoretical link between state preferences, on the one hand, and
the behavior of one or more states, on the other, is provided by the concept of
policy interdependence. Policy interdependence is defined here as the set of
costs and benefits created for foreign societies when dominant social groups in a
society seek to realize their preferences, that is, the pattern of transnational exter-
nalities resulting from attempts to pursue national distinctive purposes. Liberal
theory assumes that the pattern of interdependent state preferences imposes a
binding constraint on state behavior.

....For liberals, the form, substance, and depth of cooperation depends
directly on the nature of these patterns of preferences. Hence where
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“Pareto-inefficient” outcomes are observed—trade protection is a commonly
cited example—Tliberals turn first to countervailing social preferences and unre-
solved domestic and transnational distributional conflicts, whereas institution-
alists and realists, respectively, turn to uncertainty and particular configurations
of interstate power.

....Variation in ends, not means, matters most. Realists and institutionalists,
as well as formal theorists who seek to integrate the two, criticize this core lib-
eral assumption because it appears at first glance to rest on what Waltz terms
a “reductionist” rather than a “systemic” understanding of IR. In other words,
liberalism appears to be a purely “domestic” or “unit-level” theory that ignores
the international environment. In particular, realists are skeptical of this view
because it appears at first glance to be grounded in the utopian expectation that
every state can do as it pleases. This commonplace criticism is erroneous for two
important reasons.

First, state preferences may reflect patterns of transnational societal inter-
action. While state preferences are (by definition) invariant in response to
changing inter-state political and strategic circumstances, they may well vary in
response to a changing transnational social context. In the political economy for
foreign economic policy, for example, social demands are derived not simply
from “domestic” economic assets and endowments, but from the relative posi-
tion of those assets and endowments in global markets. Similarly, the position
of particular values in a transnational cultural discourse may help define their
meaning in each society. In this regard, liberalism does not draw a strict line
between domestic and transnational levels of analysis.

A second and more Waltzian reason why the charge of “reductionism” is errone-
ous is that according to liberal theory the expected behavior of any single state—
the strategies it selects and the systemic constraints to which it adjusts—reflect not
simply its own preferences, but the configuration of preferences of all states linked
by patterns of significant policy interdependence. National leaders must always
think systemically about their position within a structure composed of the prefer-
ences of other states. Since the pattern of and interdependence among state prefer-
ences, like the distribution of capabilities and the distribution of information and
ideas, lies outside the control of any single state, it conforms to Waltz’s own defini-
tion of systemic theory, whereby interstate interactions are explained by reference
to “how [states] stand in relation to one another.” Hence the causal preeminence of
state preferences does not imply that states always get what they want....

Variants of Liberal Theory

Like their realist and institutionalist counterparts, the three core liberal assump-
tions introduced earlier are relatively thin or content-free. Taken by themselves,
they do not define a single unambiguous model or set of hypotheses, not least
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because they do not specify precise sources of state preferences. Instead they
support three separate variants of liberal theory, termed here ideational, com-
mercial, and republican liberalism. Each rests on a distinctive specification of
the central elements of liberal theory: social demands, the causal mechanisms
whereby they are transformed into state preferences, and the resulting patterns
of national preferences in world politics. Ideational liberalism focuses on the
compatibility of social preferences across fundamental collective goods like
national unity, legitimate political institutions, and socio- economic regulation.
Commercial liberalism focuses on incentives created by opportunities for trans-
border economic transactions. Republican liberalism focuses on the nature of
domestic representation and the resulting possibilities for rent-seeking behavior.

Ideational Liberalism: Identity and Legitimate Social Order

Drawing on aliberal tradition dating back to John Stuart Mill, Giuseppe Mazzini,
and Woodrow Wilson, ideational liberalism views the configuration of domestic
social identities and values as a basic determinant of state preferences and, there-
fore, of interstate conflict and cooperation. “Social identity” is defined as the set
of preferences shared by individuals concerning the proper scope and nature of
public goods provision, which in turn specifies the nature of legitimate domestic
order by stipulating which social actors belong to the polity and what is owed
them. Liberals take no distinctive position on the origins of social identities,
which may result from historical accretion or be constructed through conscious
collective or state action, nor on the question of whether they ultimately reflect
ideational or material factors.

Three essential elements of domestic public order often shaped by social
identities are geographical borders, political decision-making processes, and
socioeconomic regulation. Each can be thought of as a public or club good; the
effectiveness of each typically requires that it be legislated universally across a
jurisdiction. Recall that for liberals, even the defense of (or, less obvious but
no less common, the willing compromise of) territorial integrity, political sov-
ereignty, or national security is not an end in itself, but a means of realizing
underlying preferences defined by the demands of societal groups. According
to assumption 2, social actors provide support to the government in exchange
for institutions that accord with their identity-based preferences; such institu-
tions are thereby “legitimate.” Foreign policy will thus be motivated in part by an
effort to realize social views about legitimate borders, political institutions, and
modes of socioeconomic regulation.

The consequences of identity-based preferences for IR depend, according to
assumption 3, on the nature of transnational externalities created by attempts
to realize them. Where national conceptions of legitimate borders, political
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institutions, and socioeconomic equality are compatible, thus generating posi-
tive or negligible externalities, harmony is likely. Where national claims can be
made more compatible by reciprocal policy adjustment, cooperation is likely.
Where social identities are incompatible and create significant negative exter-
nalities, tension and zero-sum conflict is more likely. Parallel predictions about
international politics follow from each of the three essential sources of ideational
preferences: national, political, and socioeconomic identity.... .

A third fundamental type of social identity central to foreign policy is the
nature of legitimate socioeconomic regulation and redistribution. Modern liberal
theory (as opposed to the laissez faire libertarianism sometimes invoked by
critics as quintessentially “liberal”) has long recognized that societal prefer-
ences concerning the nature and level of regulation impose legitimate limits
on markets. In a Polanyian vein, Ruggie recently reminds us that domestic and
international markets are embedded in local social compromises concerning
the provision of regulatory public goods. Such compromises underlie varying
national regulations on immigration, social welfare, taxation, religious freedom,
families, health and safety, environmental and consumer protection, cultural
promotion, and many other public goods increasingly discussed in international
economic negotiations.

In the liberal view, state preferences concerning legitimate socioeconomic
practices shape interstate behavior when their realization imposes significant
transborder externalities. Evidence from the European Community (EC) sug-
gests that substantial prior convergence of underlying values is a necessary
prerequisite for cooperation in regulatory issue areas like environmental and con-
sumer protection, many tax and social policies, immigration, and foreign policy,
as well as for significant surrenders of sovereign decision making to supranational
courts and bureaucracies. Regulatory pluralism limits international cooperation,
in particular economic liberalization. Courts, executives, and parliaments mutu-
ally recognize “legitimate differences” of policy in foreign jurisdictions. Concerns
about the proper balance between policy coordination and legitimate domestic
regulation are giving rise to even more complex forms of cooperation. Hence
regulatory issues play an increasingly important role in international economic
negotiations such as the 1992 initiative of the EC, the Uruguay Round of GATT,
NAFTA, and the U.S.-Japan Structural Impediments Initiative.

Commercial Liberalism: Economic Assets and Cross-Border Transactions

Commercial liberalism explains the individual and collective behavior of states
based on the patterns of market incentives facing domestic and transnational
economic actors. At its simplest, the commercial liberal argument is broadly
functionalist: Changes in the structure of the domestic and global economy alter
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the costs and benefits of transnational economic exchange, creating pressure on
domestic governments to facilitate or block such exchanges through appropriate
foreign economic and security policies.

It is tempting, particularly for critics, to associate commercial liberal theory
with ideological support for free trade. Yet as theory rather than ideology, com-
mercial liberalism does not predict that economic incentives automatically
generate universal free trade and peace—utopian position critics who treat
liberalism as an ideology often wrongly attribute to it—but instead stresses the
interaction between aggregate incentives for certain policies and obstacles posed
by domestic and transnational distributional conflict. The greater the economic
benefits for powerful private actors, the greater their incentive, other things
being equal, to press governments to facilitate such transactions; the more costly
the adjustment imposed by economic interchange, the more opposition is likely
to arise. Rather than assuming that market structure always creates incentives
for cooperation among social actors as well as states, or focusing exclusively on
those issue areas where it does, as do some liberal ideologies, liberal IR theory
focuses on market structure as a variable creating incentives for both openness
and closure.

Accordingly, many commercial liberal analyses start with aggregate welfare
gains from trade resulting from specialization and functional differentiation,
then seek to explain divergences from foreign economic and security policies
that would maximize those gains. To explain the rejection of aggregate gains,
commercial liberals from Adam Smith to contemporary “endogenous” tariff
theorists look to domestic and international distributional conflicts. The result-
ing commercial liberal explanation of relative-gains seeking in foreign economic
policy is quite distinct from that of realism, which emphasizes security externali-
ties and relative (hegemonic) power, or that of institutionalism, which stresses
informational and institutional constraints on interstate collective action.

One source of pressure for protection is domestic distributional conflict,
which arises when the costs and benefits of national policies are not internalized
to the same actors, thus encouraging rent-seeking efforts to seek personal benefit
at the expense of aggregate welfare. In this view, uncompetitive, monopolistic,
or undiversified sectors or factors lose the most from liberalization and have an
incentive to oppose it, inducing a systematic divergence from laissez faire poli-
cies. Smith himself reminds us that “the contrivers of [mercantilism are] the pro-
ducers, whose interest has been so carefully attended to...our merchants and
manufacturers”—a view echoed by many liberals since.... .

Commercial liberalism has important implications for security affairs as well.
Trade is generally a less costly means of accumulating wealth than war, sanctions,
or other coercive means, not least due to the minimization of collateral dam-
age. Yet governments sometimes have an incentive to employ coercive means
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to create and control international markets. To explain this variation, domes-
tic distributional issues and the structure of global markets are again critical.
Commercial liberals argue that the more diversified and complex the existing
transnational commercial ties and production structures, the less cost-effective
coercion is likely to be... Yet economic development tends to increase the mate-
rial stake of social actors in existing investments, thereby reducing their willing-
ness to assume the cost and risk of coercion through war or sanctions...the
advent of modern industrial networks, particularly those based on postindus-
trial informational exchange, has increased the opportunity costs of coercive
tactics ranging from military aggression to coercive nationalization.

Republican Liberalism: Representation and Rent Seeking

While ideational and commercial liberal theory, respectively, stress demands
resulting from particular patterns of underlying societal identities and economic
interests, republican liberal theory emphasizes the ways in which domestic insti-
tutions and practices aggregate those demands, transforming them into state
policy. The key variable in republican liberalism is the mode of domestic politi-
cal representation, which determines whose social preferences are institution-
ally privileged. When political representation is biased in favor of particularistic
groups, they tend to “capture” government institutions and employ them for
their ends alone, systematically passing on the costs and risks to others. The pre-
cise policy of governments depends on which domestic groups are represented.
The simplest resulting prediction is that policy is biased in favor of the governing
coalition or powerful domestic groups.

A more sophisticated extension of this reasoning focuses on rent seeking.
When particularistic groups are able to formulate policy without necessarily
providing off-setting gains for society as a whole, the result is likely to be inef-
ficient, suboptimal policies from the aggregate perspective—one form of which
may be costly international conflict. While many liberal arguments are con-
cerned with the seizure of state institutions by administrators (rulers, armies,
and bureaucracies), similar arguments apply to privileged societal groups that
“capture” the state, according to assumption 2, or simply act independently of it.
If, following assumption 1, most individuals and groups in society, while acquis-
itive, tend also to be risk-averse (at least where they have something to lose), the
more unbiased the range of domestic groups represented, the less likely they will
support policies that impose high net costs or risks on a broad range of social
actors. Thus aggressive behavior—the voluntary recourse to costly or risky for-
eign policy—is most likely in undemocratic or inegalitarian polities where privi-
leged individuals can easily pass costs on to others....
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Scholars also often overlook precise analogs to the “democratic peace” in mat-
ters of political economy. The liberal explanation for the persistence of illiberal
commercial policies, such as protection, monetary instability, and sectoral sub-
sidization, where such policies manifestly undermine the general welfare of the
population, is pressure from powerful domestic groups. Thus in the liberal view
the creation and maintenance of regimes assuring free trade and monetary sta-
bility result not primarily from common threats to national security or appropri-
ate international institutions, but from the ability of states to overcome domestic
distributional conflicts in a way supportive of international cooperation. This
may ultimately reflect the economic benefits of doing so, as commercial lib-
eral theory suggests, but it can also be decisively helped or hindered by biases
in representative institutions. Where such biases favor sheltered groups, and
substantial misrepresentation of this type is seen as endemic to most contem-
porary representative institutions, rent-seeking groups are likely to gain protec-
tion through tariffs, subsidies, favorable regulation, or competitive devaluation.
Where policymakers are insulated from such pressures, which may involve less
democratic but more representative institutions, or where free trade interests
dominate policy, open policies are more viable.

Broader Implications of Liberal Theory

Do labels matter? I have explored three variants of liberal theory that share a
set of assumptions. What is gained by subsuming them under a single rubric, as
proposed here?

....[I]ts three variants—ideational, commercial, and republican liberalism—
are stronger taken together than separately. Not only do they share assumptions
and causal mechanisms, but their empirical implications aggregate in interesting
ways. Itis widely accepted, for example, that economic development has a strong
influence on the viability of democratic governance, with its pacific implica-
tions; liberal democratic governments tend in turn to support commerce, which
promotes economic development. Karl Deutsch, Ernst Haas, and Nye, among
many others, have explored how economic interaction can lead to transnational
communication and the dissemination of scientific information, which may in
turn promote secularizing cognitive and ideological change.

Liberal theories can be analytically reinforcing even where they do not
make parallel predictions. Anomalies within one variant of liberal theory may
be resolved by considering other variants. Positive movement along one liberal
dimension—pattern of national identity, democratic participation, or transna-
tional economic transactions—may condone or exacerbate the negative dis-
tortions along another liberal dimension. Norman Angell, whose commercial
liberal claims are often parodied by secondhand critics, maintained that his
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well-known “unprofitability of war” thesis in no way implies “the impossibility
of war,” a doctrine he dismissed for republican liberal reasons as a “ridiculous
myth.” Where representative bias permits rent seeking groups to control policy,
aggregate incentives for welfare—improving trade are likely to have less effect.
Indeed, recent studies reveal that the correlation between economic interdepen-
dence and peace holds only (or most strongly) among liberal states. Conversely,
where democratization heightens socioeconomic inequality, nationalist cleav-
ages, uneven patterns of gains, and losses due to interdependence or extreme
heterogeneity of interests—as may have occurred in the former Yugoslavia—it
may exacerbate international economic and political conflict....

Liberal theory also illuminates at least three major phenomena for which
realism and institutionalism offer few, if any, predictions—another indicator of
greater parsimony. First, liberal theory provides a plausible theoretical explanation
for variation in the substantive content of foreign policy. Neither realism nor institu-
tionalism explains the changing substantive goals and purposes over which states
conflict and cooperate; both focus instead on formal causes, such as relative
power or issue density, and formal consequences, such as conflict and coopera-
tion per se. By contrast, liberal theory provides a plausible explanation not just
for conflict and cooperation, but for the substantive content of foreign policy.
Major elements of international order emphasized, but not explained, in recent
criticisms of realism and institutionalism include the difference between Anglo-
American, Nazi, and Soviet plans for the post-World War IT world; U.S. concern
about a few North Korean, Iragi, or Chinese nuclear weapons, rather than the
greater arsenals held by Great Britain, Israel, and France; the substantial differ-
ences between the compromise of “embedded liberalism” underlying Bretton
Woods and arrangements under the Gold Standard; divergences between
economic cooperation under the EC and the Council for Mutual Economic
Assistance; and the greater protectionism of the Organization for Economic
Cooperation and Development’s agricultural policy, as compared to its indus-
trial trade policy. Liberal IR theory offers plausible, parsimonious hypotheses to
explain each of these phenomena.

Second, liberal theory offers a plausible explanation for historical change in the
international system. The static quality of both realist and institutionalist theory—
their lack of an explanation for fundamental long-term change in the nature of
international politics—is a recognized weakness. In particular, global economic
development over the past five hundred years has been closely related to greater
per capita wealth, democratization, education systems that reinforce new col-
lective identities, and greater incentives for transborder economic transactions.
Realist theory accords these changes no theoretical importance. Theorists like
Waltz, Gilpin, and Paul Kennedy limit realism to the analysis of unchanging pat-
terns of state behavior or the cyclical rise and decline of great powers. Liberal
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theory, by contrast, forges a direct causal link between economic, political,
and social change and state behavior in world politics. Hence, over the mod-
ern period the principles of international order have been decreasingly linked
to dynastic legitimacy and increasingly tied to factors directly drawn from the
three variants of liberal theory: national self-determination and social citizen-
ship, the increasing complexity of economic integration, and liberal democratic
governance.

Third, liberal theory offers a plausible explanation for the distinctiveness of
modern international politics. Among advanced industrial democracies, a
stable form of interstate politics has emerged, grounded in reliable expecta-
tions of peaceful change, domestic rule of law, stable international institu-
tions, and intensive societal interaction. This is the condition Deutsch terms
a “pluralistic security community” and Keohane and Nye term “complex
interdependence.”

Whereas realists (and constructivists) offer no general explanation for the
emergence of this distinctive mode of international politics, liberal theory argues
that the emergence of alarge and expanding bloc of pacific, interdependent, nor-
matively satisfied states has been a precondition for such politics. Consider, for
example, the current state of Europe. Unlike realism, liberal theory explains the
utter lack of competitive alliance formation among the leading democratic pow-
ers today. For example, the absence of serious conflict among Western powers
over Yugoslavia—the “World War I scenario”—reflects in large part a shared
perception that the geopolitical stakes among democratic governments are low.
Similarly, liberalism makes more sense of the sudden reversal of East-West rela-
tions, a shift made possible by the widespread view among Russian officials (so
interview data reveal) that Germany is ethnically satisfied, politically demo-
cratic, and commercially inclined.

The Conceptual Limits of Liberalism: Why Functional Regime
Theory Is Not Liberal

....Those who choose to define liberal theory in terms of its intellectual history
naturally conflate the belief in institutions with a concern about the societal
sources of state preferences. Liberalism as an ideology and partisan movement
has often been associated in the popular mind with advocacy of international
law and organization, despite the views of many leading liberals. Others link
these two arguments ideologically: Both seem to suggest an optimistic, ame-
liorative trend in modern world politics. Whatever the reason, contemporary
“functional” theories of international regimes are often referred to as forms of
“neoliberal institutionalism,” though it is fair to note that Keohane, originator of
“functional regime theory,” has abandoned the term.
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....[C]ontemporary regime theory ought more properly to be termed “modi-
fied structural realism” (as it was initially) or “institutionalism” (as some now
prefer), rather than “neoliberal institutionalism.” ... This is not to imply, how-
ever, that liberal theory is of no utility in analyzing international regimes. To
the contrary, it contributes to such analysis in at least two distinctive ways. First,
liberal theory explains when and why the configuration of state preferences
assumed by institutionalists—a mixed-motive collective action problem that
can be overcome by the centralized manipulation of information through com-
mon rules—is likely to emerge. Since, moreover, particular institutional struc-
tures solve specific collective action problems, the configuration of preferences
permits us to predict detailed characteristics of international regimes.

Second, liberal theory deepens the institutionalist account of regime stabil-
ity. Realists argue that regime stability and expansion are functions of enduring
hegemonic power; institutionalists maintain that the high interstate transaction
costs of regime creation or renegotiation explain regime stability, even if patterns
of functional benefits would recommend renegotiation. Liberal theory suggests
an alternative hypothesis: namely that international regimes are stable when
societal individuals and groups adjust so as to make domestic policy reversal
(or even stagnation) costly—as neofunctionalist regional integration theorists
have long argued. This account is consistent with the transaction cost founda-
tions of institutionalist reasoning but grounded in societal “lock in” effects and
the resulting stability of state preferences, not the costs of interstate bargaining,
monitoring, and sanctioning. Such “social embeddedness” may take the form of
fixed investments by private firms, ideological commitments by political parties
concerned about their reputation, costly institutional adaptation by domestic
bureaucracies, or government investment in military defense.

The liberal view of regimes as “socially embedded” can be extended to suggest
endogenous causes of regime change over time. International regimes thatinduce
greater societal demands for cooperation are more likely to deepen or expand
over time, whereas those that do not are likely to be fragile. One example is the
liberal account of international law, which suggests that international rules and
norms are most effectively implemented as “horizontal commitments” enforced
by national courts and parliaments, not “vertical commitments” enforced by
supranational actors, and that such horizontal commitments can generate self-
sustaining momentum over time by empowering particular domestic groups.

...Afinal word to those readers who object to using the term liberal to distin-
guish this restatement. Such potential critics fall into two groups. One group is
likely to find this formulation of liberal theory too narrow, the other too broad.

The first group of critics will protest that this restatement fails to acknowledge
the full richness of the intellectual history and, in particular, the normative impli-
cations of liberalism. This criticism is correct, but the omission is deliberate. This
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article does not aim to provide a comprehensive intellectual history of classical
liberal international thought, nor a self-sufficient guide to the normative evalu-
ation of policy, but to distill a coherent core of social scientific assumptions for
the narrower purpose of explaining international politics. The project is best
judged on its own terms—the four criteria outlined in the preceding section—
not its fidelity to prior usage.

The second group of critics will complain that liberalism has too many defi-
nitions as it stands, most too vague to be useful. Some reject altogether the use
of “isms” to designate foundational theoretical positions in IR. This criticism
is semantic rather than substantive. In contrast to other fundamental divi-
sions—for example, those between domestic and systemic “levels of analysis,”
optimistic and pessimistic prognoses, or realist, liberal, and Marxist ideolo-
gies—the tripartite division among realism, liberalism, and institutionalism is
fully consistent with the foundation of rationalist social theory, which divides
the determinants of social behavior into three categories: interests, resources,
and institutions or information. Those who view state behavior as the result of
a process of constrained choice would do well to champion rather than criticize
efforts to impose greater theoretical coherence and consistency on theories of
rational state behavior.

Either type of critic may nonetheless prefer to call liberal theory a “soci-
etal,” “state-society,” “social purpose,” or “preference-based” theory. The central
claims of this article, however, remain intact. First, major IR theories should be
divided into those that stress the pattern of state preferences, the distribution of
resources, and the institutional provision of information. Second, greater prior-
ity should be given to the further development of the first category. This devel-
opment need not proceed ad hoc, but can be achieved by grounding such efforts
in the common assumptions and causal processes proposed here. Only further
research can reveal their full empirical power; yet existing studies—from expla-
nations of the democratic peace to endogenous tariff theory to theories relating
domestic institutions and ideas to foreign policy—suggest considerable prom-
ise. Third, aliberal theory of state preferences is the most fundamental type of IR
theory. Hypotheses that endogenize changes in state preferences deserve equal
treatment in monocausal explanations and analytical priority in multi-causal
ones, because liberal theory defines the theoretical and empirical domains in
which it is appropriate even to consider realist and institutionalist claims. Thus
those who ignore liberal theory do not simply sacrifice comprehensiveness; they
undermine valid empirical evaluation of their own theories. Only by building on
these three conclusions can liberals and their critics supplant debates over labels
with debates over data.



Contemporary Economic
Nationalist Theories

Contemporary economic nationalist theories of IPE have two distinct yet over-
lapping lineages. The first is IR realism established by scholars such as Robert
Gilpin at the foundation of modern IPE in the 1970s. Realists emphasized the
importance of the political and security interests of states in shaping economic
outcomes. In this way they stood as interdependence theory’s original detrac-
tors, seeing not only state power in general but even state military power as a
sphere of activity both autonomous from and conflicting with economic logic
while also being the primary determinant of “the framework of economic activ-
ity” The second is the wave of scholarship beginning in the 1980s dedicated to
“bringing the state back in” to social analysis. States as explicit objects of study
faded from political science and other social sciences in the 1950s and 1960s
under the dominant influence of society-centric social theories, first liberal-
ism and later Marxism. The neglected scholarly tradition of Max Weber and
Continental European work more generally invigorated research, which started
seeing states as uniquely powerful bureaucratic actors pursuing interests of their
own. Much of comparative politics and comparative political economy in par-
ticular came to embrace the state’s return to prominence, although IPE also felt
its influence. Both lineages share a common foundation in turning liberalism on
its head and making politics the premise of economics.

Robert Wade (b. 1944) came to IPE via development studies and compara-
tive political economy, and his work shows itself well placed within the economic
nationalist tradition pioneered by Alexander Hamilton and Friedrich List. Wade
argues not only against liberal IR theory but liberal economic theory as well. His
argument in Governing the Market is a direct attack on neoliberal Washington
consensus policies advanced by international development institutions during
the 1980s and 1990s. Liberals argued that economic development needed to be
guided by adherence to the fundamental principles of the market, often summed
up as “getting prices right.” Wade set out to show instead that the most successful
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economic development cases in the world—the newly industrializing countries
of East Asia—were supported and even led by strong autonomous states who
intentionally set out at times to “get prices wrong”

Wade refers to his approach as a “governed market” theory of development,
distinct both from classical liberal “free market” as well as revised liberal “simu-
lated free market” theories in which states help markets to get prices right. In such
a theory, economic development stands as an overarching political-economic
policy objective advanced by an autonomous and centralized state bureaucracy.
Consistent with Hamilton and List, Wade argues that the principal engine of
economic growth is rapid capital accumulation. To accomplish this, the state
manipulates markets and firms to increase corporate profits, which become the
capital investments of the future, and to increase employment, which supports
domestic consumer markets as well as the political popularity of the govern-
ment. In the governed market theory, development occurs far more rapidly than
it would under laissez faire, thanks to exceptionally high levels of capital invest-
ment, state investment targeting, and managed exposure to foreign competition.
Yet not only do developmental states significantly aid capitalists in doing what
they would have done anyway. These states also lead capitalists to new industries
and investments they would not have pursued on their own.

The excerpt here focuses on Taiwan’s experience after WWIIL Wade finds that
the governed market theory best explains the country’s economic development.
Echoing classical Marxism, Wade argues that monopolistic and oligopolistic
global markets are impediments to development in poor countries. Yet he shows
that the developmental state can help national firms break into such markets.
For example, the Taiwanese state successfully led Taiwanese capitalists into new
technology- and/or capital-intensive industries in the 1950s and 1960s includ-
ing steel, petrochemicals, and semiconductors. In addition, the state used con-
trols on foreign capital investment to force linkages with domestic producers that
would not have occurred otherwise. Strategic use of non-tariff trade barriers also
aided development. Wade is careful to admit that liberals are not wholly wrong.
The free market has been important in advancing Taiwanese development, and
the state does not have to or even want to guide every market. However, state
guidance of the large-scale sector is the most important part of the story.

Benjamin J. Cohen (b. 1937) is a representative of the IR realist branch of
contemporary economic nationalist IPE, best seen in his analytic fusion of lib-
eral economics and state power. The foundation of Cohen’s theorizing is stan-
dard macroeconomics. Since international trade (and investment) is not barter
but accomplished through money, countries whose imports and exports are not
equal face international payments imbalances. Within a perfectly competitive
market economy, these imbalances tend to cancel each other out through the
kinds of processes that David Hume highlighted as far back as the eighteenth
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century. Yet contrary to Hume, Cohen observes that international payments
imbalances are not governed by ineluctable economic laws. While imbalances
may have tendencies toward resolution, they also persist far longer than pure
economic theory would suggest and often show little sign of following what
economists call “the fundamentals.” Instead, Cohen argues that payments imbal-
ances can be policy objects in their own right, manipulated by states through
what he calls “monetary power.”

National economies that are far from balance face “costs of adjustment.” For
countries facing payments deficits, adjustment involves a permanent reduction
in consumption (of imports). While certainly no mercantilist, Cohen gives sup-
port to the classical mercantilists’ sensitivity to balance of payments deficits and
the political benefits of being in surplus. For both deficit and surplus countries,
adjustment also involves politically challenging and often painful reallocations
of productive resources through changes in exchange rates, inflation rates, and
unemployment rates, as well as state responses in the form of fiscal and mone-
tary policy. For these reasons, states have an interest in both delaying adjustment
as well as deflecting its costs onto others.

Cohen’s question is the central economic nationalist question: “who pays?”
Countries in surplus face the potential costs of unwanted economic stimulus and
inflation. Countries in deficit face the potential costs of unwanted economic aus-
terity, unemployment and perhaps even outright deflation. What determines the
distribution of these costs is states’ “power to delay” and “power to deflect” exer-
cised as a function of the international prominence of their currency. Countries
that produce influential currencies can delay through their ability to borrow
more money more cheaply in international capital markets. Those with deep
domestic financial markets are also able to attract greater international financial
flows. Finally, states with large foreign exchange reserves reduce their vulner-
ability to the vagaries of global credit markets. Cohen argues that the power to
deflect is mainly a function of the structural position of the national economy in
the international political economy. A small open economy is more sensitive to
the international value of its currency, while one with a large domestic market
is more able to force costs onto its trading partners. The contribution of eco-
nomic wealth to state power goes far beyond merely enabling military spending.
Money itself is a vehicle of state power.
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Governing the Market: Economic Theory and the
Role of Government in East Asian Industrialization

ROBERT WADE

The Free Market (FM) Theory of East Asian Success

...An abundantliterature attributes the industrial success of the five NICs [newly
industrialized countries] Japan, Taiwan, Korea, Hong Kong, and Singapore to
their reliance on free markets... Referring to the five, Edward Chen asserts that
“state intervention is largely absent. What the state provided is simply a suitable envi-
ronment for the entrepreneurs to perform their functions” Such practices as “direct-
ing resources to the desired channels by state intervention” are part of central
planning and have no part in the development of the East Asian five... Milton
and Rose Friedman, in Free to Choose, make the same point on a still grander
scale: “Malaysia, Singapore, Korea, Taiwan, Hong Kong and Japan—relying
extensively on private market—are thriving...By contrast, India, Indonesia,
and Communist China, all relying heavily on central planning, have experienced
economic stagnation.”

According to this “free market” (FM) theory, East Asia does better than other
newly industrializing countries because the East Asian state interferes hardly at
all in the working of the market. The other countries have been held back from
the development they would have achieved in the “normal” course of events by
excessive state intervention, especially in foreign trade....

The Simulated Free Market (SM) Theory of East Asian Success

Some neoclassical economists conclude that the governments of East Asia
did more than just liberalize markets and lower distortions. In their view the
governments also intervened more positively to offset other distortions, both
those caused by other policies (e.g., import controls) and those remaining from
government failure to change distortion inducing institutions directly (e.g., seg-
mented financial markets). Frederick Berger states the argument as follows: “I
believe that the crux of the Korean example is that the active interventionist atti-
tude of the State has been aimed at applying moderate incentives which are very close

Wade, Robert; Governing the Market. © 1990 Princeton University Press, 1992 paperback edi-
tion. Reprinted by permission of Princeton University Press.
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to the relative prices of products and factors that would prevail in a situation of free
trade... It is as though the government were ‘simulating’ a free market.”

This is similar to Gary Saxonhouse’s argument that Japan’s peculiar institu-
tional features are merely the functional equivalent of different arrangements in
other countries. Its industrial policy, for example, is but a substitute for informa-
tion which is provided by better developed capital markets in the West.

Jagdish Bhagwati endorses a further type of government intervention in sup-
port of what he calls the “export promotion” (EP) strategy. An EP strategy is a
set of policies which results in the average effective exchange rate for import-
ables being approximately equal to that for exportables. The most important
thing the government of an underdeveloped country can do to promote growth,
he implies, is to maintain an EP strategy, and this requires government interven-
tion. “The Far Eastern economies (with the exception of Hong Kong) and others
that have come close to the EP strategy have been characterized by considerable
government activity in the economic system. In my judgment, such intervention
can be of great value, and almost certainly has been so, in making the EP strategy
work successfully” However, Bhagwati’s desirable interventions arc restricted to
those which increase producers’ confidence in the government’s commitment
to the EP strategy. “By publicly supporting the outward oriented strategy, by
even bending in some cases towards ultra-export promotion, and by gearing the
credit institutions to supporting export activities in an overt fashion, govern-
ments in these [Far Eastern] countries appear to have established the necessary
confidence that their commitment to the EP strategy is serious, thus inducing
firms to undertake costly investments and programs to take advantage of the EP
strategy.” He mentions in passing that the EP strategy does not preclude import
substitution in selected sectors but gives no attention to this combination.

This “simulated free market” (SM) theory differs from the FM theory in terms
of the distinction between a free (or liberal) trade regime and a neutral trade
regime. The former is one with no or few impediments to imports; the latter is one
where any incentive for domestic producers to sell on the domestic market rather
than export, because of protection, is offset by export subsidies. This means that,
overall, a U.S. dollar of exports fetches, in local currency, the same as a U.S. dol-
lar of imports, when all export subsidies and tax credits and all import premia
resulting from quantitative restrictions and tariffs are included. So a neutral trade
regime may go with some government intervention, including protection of the
domestic market. The important point, according to this theory, is that the incen-
tive effect of such protection in biasing sales toward the domestic market should
be offset, in aggregate, by export promotion measures. The Far Eastern countries
have managed to do this, according to Bhagwati, which is a large part of the reason
why they have been so successful compared to others which have not.

However, the proponents of the SM view have shown little interest in analyz-
ing the nature of government intervention in East Asia, though they recognize
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its existence. And they also place primary causal weight on the character of the
trade regime for explaining economic performance. For both reasons, the SM
theory can be considered a variant of the core neoclassical theory, which links
economic success to self-adjusting markets.

The Governed Market (GM) Theory of East Asian Success

Over the past decade or so, another stream of literature has emphasized the
directive role of the state in East Asia.. .

Chalmers Johnson has sketched a model of the “capitalist developmental
state,” based on the institutional arrangements common to the high-growth East
Asian capitalist countries. These arrangements are characterized, he says, by the
following features:

1. The top priority of state action, consistently maintained, is economic
development, defined for policy purposes in terms of growth, pro-
ductivity, and competitiveness rather than in terms of welfare. The
substance of growth/competitiveness goals is derived from compari-
sons with external reference economies which provide the state man-
agers with models for emulation.

2. The state is committed to private property and the market and limits
its interventions to conform with this commitment.

3. The state guides the market with instruments formulated by an elite
economic bureaucracy, led by a pilot agency or “economic general
staff”

4. The state is engaged in numerous institutions for consultation and
coordination with the private sector, and these consultations are an
essential part of the process of policy formulation and implementation.

5. While state bureaucrats “rule,” politicians “reign.” Their function is not
to make policy but to create space for the bureaucracy to maneuver
in while also acting as a “safety valve” by forcing the bureaucrats to
respond to the needs of groups upon which the stability of the system
rests: that is, to maintain the relative autonomy of the state while pre-
serving political stability. This separation of “ruling” and “reigning”
goes with a “soft authoritarianism” when it comes to maintaining the
needs of economic development vis-a-vis other claims, and with a vir-
tual monopoly of political power in a single political party or institu-
tion over a long period of time.

This picture of a centralized state interacting with the private sector from
a position of preeminence so as to secure development objectives has been
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called the “developmental state” theory of East Asian industrial success. It is
not, however, much of a theory. Its specification of institutional arrangements
is descriptive rather than comparativeanalytic, so what the developmental state
is contrasted with is not clear. It also says little about the nature of policies and
their impact on industrial performance. Indeed, Johnson’s institutional arrange-
ments are for the most part as consistent with simulated free market policies
as with more directive ones. I now propose a “governed market” theory which
builds on both the idea of the developmental state and on the older develop-
ment economics’ understanding of the nature of the development problem.

The governed market (GM) theory says that the superiority of East Asian
economic performance is due in large measure to a combination of: (1) very
high levels of productive investment, making for fast transfer of newer tech-
niques into actual production; (2) more investment in certain key industries
than would have occurred in the absence of government intervention; and
(3) exposure of many industries to international competition, in foreign mar-
kets if not at home. These are the proximate causes. At a second level of causa-
tion, they are themselves the result, in important degree, of a set of government
economic policies. Using incentives, controls, and mechanisms to spread risk,
these policies enabled the government to guide—or govern—market pro-
cesses of resource allocation so as to produce different production and invest-
ment outcomes than would have occurred with either free market or simulated
free market policies. At the third level of explanation, the policies have been
permitted or supported by a certain kind of organization of the state and the
private sector. Let us specify the policies and the organizational arrangements
in more detail.

Johnson’s picture of the developmental state can be recast to fit with con-
cepts developed elsewhere in political science for comparing political regimes.
The relevant distinctions are “democratic versus authoritarian” and “pluralist vs.
corporatist.” The first refers to the rules by which rulers are chosen. In demo-
cratic regimes the rulers are chosen by a process much influenced by popu-
lar preferences, while in authoritarian regimes they are selected by methods
which give relatively little scope for the expression of popular sentiment. The
second distinction refers to relations between interest groups and the state. In
pluralist regimes, interest groups are voluntary associations, free to organize
and gain influence over state policy corresponding to their economic or politi-
cal resources. The process of government consists of the competition between
interest groups, with government bureaucracies playing an important but not
generally dominant role. In corporatist systems the state charters or creates a
small number of interest groups, giving them a monopoly of representation of
occupational interests in return for which it claims the right to monitor them in
order to discourage the expression of “narrow;” conflictful demands. The state is
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therefore able to shape the demands that are made upon it, and hence in inten-
tion maximize compliance and cooperation....

The corporatist and authoritarian political arrangements of East Asia have
provided the basis for market guidance. Market guidance was effected by aug-
menting the supply of investible resources, spreading or “socializing” the risks
attached to long-term investment, and steering the allocation of investment
by methods which combine government and entrepreneurial preferences. In
particular, the governments guided the market by: (1) redistributing agricul-
tural land in the early postwar period; (2) controlling the financial system and
making private financial capital subordinate to industrial capital; (3) maintain-
ing stability in some of the main economic parameters that affect the viabil-
ity of long-term investment, especially the exchange rate, the interest rate, and
the general price level; (4) modulating the impact of foreign competition in
the domestic economy and prioritizing the use of scarce foreign exchange;
(5) promoting exports; (6) promoting technology acquisition from multina-
tional companies and building a national technology system; and (7) assisting
particular industries. (For Japan post-1970/73 we would also have to include
industry-specific policies to ease decline. Throughout the reference is to Japan
before this time.)

I am especially interested in the policies to assist particular industries. This
is not because I think that industry-specific policies were causally more impor-
tant than the others. But they were important enough, and yet have been almost
completely ignored in most of the economics literature about the Taiwanese
and Korean “economic miracles.” Neglect of these policies matters particularly
because it is in the histories of specific industries that one can most clearly see
the government in action.

However, the existence of sectoral policies does not in itself mean that they
produced significantly different outcomes from free market or simulated free
market policies. They might merely put the government’s seal of approval on
some private sector projects by way of mild assistance for something that private
firms would have done anyway in response to price signals alone. In that case
we could dismiss sectoral policies as mere “hand-waving” or “window-dressing.”

To clarify the issue, let us distinguish between leading the market and fol-
lowing the market. Sectoral policies lead the market when the government
takes initiatives about what products or technologies should be encouraged,
and puts public resources or public influence behind these initiatives. A clear
case is where the government proposes a project to private firms, the private
firms decline, and the government goes ahead through a public enterprise.
On the other hand, sectoral policies follow the market when the government
adopts the proposals of private firms about new products and new technolo-
gies. If private firms propose to make the quantum jump from fabrication of
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I6K to 64K DRAM chips and ask for government assistance, then government
assistance follows the market.

Leading and following should be qualified by the degree of additionality.
When government helps firms to do what they would have done anyway, this
is—with apologies to the English language—"small followership.” When gov-
ernment assists firms significantly to extend the margin of their investments,
this is “big followership.” We can use “big leadership” to refer to government
initiatives on a large enough scale to make a real difference to investment and
production patterns in an industry, and “small leadership” to refer to government
initiatives which on their own carry too few resources or too little influence to
make a difference.

The FM and SM theories of East Asian industrial success can accommodate
the fact of sectoral policies by saying or implying that they constitute merely
“small followership.” The GM theory says that the governments’ industry-spe-
cific policies went beyond “small followership,” to either or both “bigleadership”
and “big followership.” Interventions of these types suggest that the production
and investment outcomes were different from what would have occurred with
free market or simulated free market policies, the difference being greater for
big leadership than for big followership. The fact of a difference does not in itself
imply that the difference helped or hindered development. Whether it helped or
hindered has to be established independently.

Let us now summarize the main differences between the GM theory and the
other two. The FM and SM theories emphasize efficient resource allocation as
the principal general force for growth, and therefore interpret superior East Asian
performance as the result of more eflicient resource allocation than in other
LDCs or NICs. This more efficient resource allocation comes from more freely
functioning markets, including closer integration of domestic product markets
into international markets. Hence these countries show the virtues of “getting
the prices right,” where “right” means domestic prices in line with international
prices. The GM theory, on the other hand, emphasizes capital accumulation as
the principal general force for growth, and interprets superior East Asian per-
formance as the result of a level and composition of investment different from
what FM or SM policies would have produced, and different, too, from what the
“Interventionist” economic policies pursued by many other LDCs would have
produced. Government policies deliberately got some prices “wrong,” so as to
change the signals to which decentralized market agents responded, and also
used non-price means to alter the behavior of market agents. The resulting high
level of investment generated fast turnover of machinery, and hence fast transfer
of newer technology into actual production.

The FM and SM theories are silent on the political arrangements needed to
support their policies. The GM theory emphasizes the developmental virtues of
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a hard or soft authoritarian state in corporatist relations with the private sector,
able to confer enough autonomy on a centralized bureaucracy for it to influence
resource allocation in line with a long-term national interest which sometimes
conflicts with short-run profit maximizing. The state’s steering of resource allo-
cation is the economic counterpart to its political restrictions on “free trade” in
interest groups.

Taiwan—Reprise

To test these theories, we need to establish to what extent their postulated
causes have been present in East Asia. For Taiwan, we have seen much evidence
consistent with the FM or SM variants... For example, export producers have
enjoyed near (but not complete) free trade conditions, thanks to the duty draw-
back scheme and an accompanying easing of nontariff barriers. The labor market
is free, being little affected by trade unions, minimum wage legislation, public
sector pay policy, multinational companies, or employers” associations. The
unregulated or “curb” market for finance also fits the FM theory, and it is quite
substantial, accounting for roughly 30 percent of loans processed through the
whole financial system over the 1970s. The myriad small firms also operate in
fairly free domestic market conditions, untrammeled by government controls
and little affected by government incentives schemes until their transactions
involve the international economy. Recall, however, that the 96 percent of firms
with under one hundred employees produce only about a quarter of manufactur-
ing output and value-added. Finally, one should include here the government’s
provision of a range of public goods. These include macroeconomic stability (as
seen in low inflation and a stable real effective exchange rate), and heavy invest-
ment in education and infrastructure.

The simulated free market (SM) theory also receives support from several
policy areas. Figures from 1969 suggest that in that year export subsidies offset
the incentive bias of protection, resulting in no overall discrimination in favor of
importables and against exports. So in that year and quite possibly in subsequent
years too, the trade regime was on average neutral, or in Bhagwati’s terminology,
export promoting. Also, overall incentives toward agriculture and industry were
in the same year approximately neutral between them. (But as we have seen and
will see again, methodological weaknesses lower our confidence in the picture
of overall neutrality derived from the 1969 figures.) The market for bank credit
fits the SM theory insofar as interest rates, though set by government, have been
high compared to other countries (notably Korea and Japan), though still well
below the curb market rate. The government’s functional industrial policies—to
subsidize vocational education, improve the access of small and medium busi-
nesses to credit, and subsidize industrial research and development—could be
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taken to support the SM theory. Although government expenditure to GNP has
not been low in relation to other countries at roughly the same income level, the
government budget has been in overall surplus in most years, providing a cap
on the government’s interventions in the market and specifically on its ability to
“distort” prices by tax subsidy measures. The large public enterprise sector has
been a net contributor to government revenues (though some individual public
enterprises consistently suffer losses) ... .

However, the main point is that plenty of evidence from Taiwan fits the FM
and SM theories. The issue is how to weigh it against that which better fits the
GM theory. There are two central questions: (1) To what extent have the gov-
ernment’s interventions changed the pattern of investment from what free mar-
ket prices would have generated, so as to carry out a planned pattern of sectoral
growth? (2) To what extent have the government’s interventions made for faster
economic growth than otherwise? Or to put the questions another way, how
much economic liberalization has occurred, and how important was that degree
of liberalization to the result?

How nice to be able to construct a megalomaniacal multisectoral model of
the economy with all macro and industrial policies represented. One would cal-
culate second- and third-round effects, and then draw conclusions about both
the net bias of incentives between industries and the effects of those incentives
on output and investment. A neoclassical economist would hope to find that
assistance given to one industry is cancelled out by assistance given to others, so
that the result of all those industry specific efforts is, in the end, neutrality. The
conclusion would probably be drawn that the entire array of industry measures
could be withdrawn at a stroke, leaving relative prices and resource allocations
unchanged. For it is commonly assumed in neoclassical analysis that the alloca-
tion of resources in an economy where neutrality is being contrived by policy
measures is much the same as where there is no government intervention.

But the assumption rests on faith. My argument for Taiwan is more mod-
est. T accept that much investment has been undertaken in response to relatively
uninhibited price formation. From that point on I make a whole series of quali-
fications. First, the process of relatively uninhibited price formation reflects the
underlying “social structure of investment.” The government has acted to alter
this structure profoundly, making it more conducive to industrial investment.
The land reform is a clear example, which removed the possibility of future
wealth accumulation in the form of large land holdings, Filipino-style.

The financial system controls are another clear example, which limited the
possibility of future wealth accumulation through money-lending. In short, by
preventing nonindustrial classes from acquiring wealth and political power the
government helped to form a class of industrial capitalists and assure that its
interests dominated those of the private owners of land, real estate, and financial
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assets. These government efforts to shape the social structure of investment indi-
rectly affected the pattern of even the freely formed prices.

Second, the government has affected relative prices in such a way as to
enhance industrialists’ profits and thereby encourage more investment. It fixed
low agricultural prices in the 1950s and 1960s (compensating farmers by low
input costs and by socializing risks), which allowed industrial wages to be lower
and industrial profits and investment to be higher. It measured that labor costs
were not driven up by union power. It has protected some domestic industries,
allowing higher prices. It used fiscal investment incentives and concessional
credit to lower costs of production and thereby drive investment first in heavy
and chemical industries, more recently in electronics and machinery. It lowered
the costs of export production by subsidies, duty-drawbacks, and the like.

Third, the government has used a number of more direct methods to shape
the investment pattern. This is clearest in the case of the public enterprise sec-
tor, one of the biggest in the noncommunist world. Controls on incoming and
outgoing direct foreign investment are another case in point. Also, the govern-
ment has exerted a direct influence over the sectoral distribution of investment
funds by means of its ownership of the banking system and its control of foreign
exchange.

Almost certainly some of Taiwan’s industries and some of its exports would
not have been initially profitable without state encouragement. That they were
profitable after the event reflects the use of the price mechanism to validate
investment decisions taken on grounds other than current efficiency. The gov-
ernment pushed and pulled the structure of relative prices to secure a pattern of
growth which it mapped out in advance in rolling plans.

Admittedly there is not much “hard” quantitative evidence for this interpre-
tation, any more than there is for the FM and SM theories. But ironically, some
supporting quantitative evidence comes from the same data as others use to say
that Taiwan has a neutral trade regime. We saw that this conclusion is question-
able on methodological grounds. The methodological difficulties aside, we find,
taking the figures at face value, that different manufacturing industries have dif-
ferent policy-induced incentives. The dispersion of effective subsidy rates with
respect to domestic market sale in 1969 was not far short of Argentina’s; and
for two important manufacturing sectors, consumer durables and intermedi-
ate goods of higher levels of fabrication, Taiwan had the second highest effec-
tive subsidy levels in the six-country study. Since the dispersion is around a low
average, it is likely that the differential resource pulling effect is greater than the
same dispersion around the high Latin American averages. And it is also likely
that the dispersion results from intended differences between industries rather
than from accidental causes. Furthermore, government policies make for much
variation between manufacturing sectors in their incentives to sell abroad or on
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the domestic market. There is an “incentives twist” between export-oriented
industries and import-competing industries, the former having net incentives
to sell abroad and the latter having net incentives to sell domestically. By con-
trast, policy incentives in developing countries commonly give net disincentives
even to export-oriented industries (by comprehensive protection and perhaps
by export taxes). In this respect Taiwan is on the side of neoclassical virtue. But
its anti-export bias for the import-competing industries (achieved in large part
through protection) is against neoclassical precepts. Recall, however, that these
figures, being for one year only, do not allow us to test a crucial proposition of
the GM argument, that the incentives for industries classified at one point in
time as import-competing subsequently are reversed so as to remove the earlier
antiexport (pro-domestic market) bias. Finally, it must be remembered that sur-
prisingly little information is available on how the level of protection in Taiwan
compares with other countries’

Still another kind of evidence refers to the timing of events. The period 1968-
70 marked the end of “surplus labor” and can therefore be taken as a rough
indicator of a basic change in Taiwan’s comparative advantage. If investments
in heavy and chemical industries were determined as a response to changes in
comparative advantages—a response to changes in market signals—one would
expect to find high investment and rates of growth following the end of labor
surplus. But if government was the principal influence on investment in heavy
and chemical industries and if it acted to anticipate changes in comparative
advantage, one would expect to find high investment and rates of growth prior
to the end of labor surplus. This, in fact, is what we find.

This evidence suggests that the government “led” rather than “followed”
the preferences of private market agents in the heavy and chemical industries
during the 1950s and 1960s. Our examination of sectoral histories provides
more evidence of leadership. Cotton textiles, synthetic fibers, plastics, other
petrochemicals, basic metals, shipbuilding, machine tools, automobiles, and
industrial electronics show that the government has frequently initiated new
capacities in important industries, often using public enterprises linked to mul-
tinational corporations. Broadly speaking, government intervention of a leader-
ship kind has focused on industries or projects which are capital intensive (e.g,,
steel, petrochemicals), or which use technology that must be imported from a
small number of potential suppliers (e.g., semiconductors), and also industries
with an intimate relationship to national security (e.g., shipping). Leadership
is concentrated on industries that are expected to become internationally com-
petitive but have not yet become so, and on industries which, though losing
competitiveness, the government considers important for the economy’s future
growth. It is absent in industries or projects without these various characteris-
tics (e.g., wigs, wallets, and most nondurable consumer goods). Within “high
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intervention” industries, leadership episodes are concentrated at the stage of cre-
ating distinctly new capacities (whether in new or existing industries), especially
when the creation faces large indivisibilities or other entry barriers. So in any
one industry, and in the industrial sector as a whole, we can distinguish episodes
of leadership, followership, and laissezfaire. Sometimes the episodes begin with
leadership and then move to followership (as in some of the heavy and chemi-
cal industries); sometimes they begin with laissez-faire or followership and then
move to leadership (as in machine tools, where the government saw that without
more assistance most of Taiwan’s machine tool makers would not succeed in
making the jump to computer controlled machine tools).

As well as the sectoral histories, we examined policy instruments directly,
and found that the government has a powerful enough register of instruments
to exercise market leadership...For example, the apparatus of trade manage-
ment could be used to give the government powerful leverage, because of the
importance of trade for the whole economy. Public enterprises could be used
to undertake big pushes in important industries. They tend to be concentrated
in upstream sectors, from where they can create incentives and pressures for
growth in downstream industries. And they tend to be strong in industries that
would otherwise be dominated by multinational companies. The rules govern-
ing entry of direct foreign investments—as to industry, technology transfer, local
content, and exports—enable the government to use direct foreign investment
as another way, in addition to public enterprises, of creating incentives and pres-
sures for further growth of domestic firms and industries the government wishes
to encourage. Evidence shows the government to have been fairly successful in
directing foreign investment into industries with high potential linkages.

The organizational arrangements for formulating and implementing indus-
trial policies are such as to make plausible the claim that the government led
the market in a coherent rather than ad hoc way ... Until recently the policy net-
work hardly included representatives of private business, and the government
retained a striking degree of autonomy in setting the directions and details of
policy. This reflects the leaders’ suspicion of big Chinese capitalists, a suspicion
formed during the mainland period and nurtured within the National Resources
Commission, where many of those who formed Taiwan’s industrial policies were
trained. But a few policy instruments do grant private producers some influence.
Nontariff barriers, for example, are set through procedures which give private
actors somewhat more influence than is the case for tariffs and fiscal investment
incentives. And as we saw, interest group variables do in fact yield a little more
quantitative explanation of non-tariff barriers than of tariffts—though even non-
tariff barriers are explained mostly by national policy variables.

However, most businesspeople would scoff at the idea that government led
the market in a coherent way. They are quick to voice an ineradicable gloom
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about the government’s ability to do anything right. They treat agencies like the
Industrial Development Bureau and CETRA as a joke—for which they pay with
their taxes. The case of CETRA is telling. Although businesspeople often claim
it is useless, a study of the trade promotion offices of five developing countries
in New York showed the CETRA office to be the most effective. Computer firms
which complain about the incompetence of ERSO, the national R&D laboratory
for electronics, nevertheless join ERSO’s R&D consortia not once, but several
times over. The reason why many Taiwan businesspeople deny that government
helps business has to do with basic political facts. Most businesspeople are native
Taiwanese, facing a government that they still tend to identify as mainlander-
dominated and therefore different, if not still alien. And many senior industrial
policy-makers have not altogether concealed their distaste for private business-
people, in deeds if not in words. These two factors help to explain the “culture
of pessimism” about the government to be found in native Taiwanese business
circles.

In short, several kinds of evidence suggest that the Taiwan government has
exercised a significant amount of big leadership in some industries some of the
time, meaning government initiatives on a large enough scale to make a sizable
difference in investment and production patterns in the industry. We can also be
fairly sure it has exercised a significant amount of big followership, even though
it is difficult to judge case by case whether firms would have undertaken the
investment without the assistance. In terms of the confrontation with the FM or
SM theories, what matters is that the Taiwan government has gone well beyond
small followership in its sectoral industrial policies, while small followership is
the only interpretation of East Asian sectoral industrial policies which those
theories can comfortably accommodate.

The fact of big leadership or big followership does not mean that government
intervention has been effective in promoting economic growth; it only means
that government intervention cannot be dismissed as having made a negligible
difference to outcomes. But the balance of presumption must be that government
industrial policies, including sectoral ones, helped more than they hindered. To
argue otherwise is to suggest that economic performance would have been still
more exceptional with less intervention, which is simply less plausible than the
converse. Beyond presumption, we can be sure that the nonprice and distorted-
price squeeze on agriculture in the 1950s and 1960s helped overall growth;
for Taiwan was already near the productivity ceiling for rice-based agriculture,
which was much below the possibilities in industry. For particular industries, all
we can be sure of is that vigorous assistance has not impeded their international
competitiveness (e.g., in steel, petrochemical, large-capacity chips).

Yet to repeat, plenty of evidence from Taiwan is consistent with the FM/SM
theories. In a sense, the Taiwan economy can be thought of as containing both
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the Hong Kong paradigm and the Korean or Japanese paradigm. Those who
say that Taiwan’s success is due to free markets tend to assume that the small-
scale segment constitutes the whole economy. Those who emphasize the devel-
opmental state or governed market aspects may overlook the extent to which
most firms, in terms of numbers, have had relatively untrammeled freedoms.
However, while the government’s direct role in the small-scale sector resembles
the Hong Kong approach, the sector works rather differently from Hong Kong’s.
The large-scale sector provides an envelope for its activities through interdepen-
dence on both the demand and the supply sides. Large amounts of credit, tech-
nical assistance, and skilled labor come to small firms directly from large firms.
By setting directions for the large-scale sector, the government influences the
configuration of risks and profit opportunities for small-scale firms. Indirectly,
through its effect on investment within the large-scale sector, the government
influences broad trends with the small-scale sector as well... .

Conclusions

The key question is what has determined the level and composition of invest-
ment in these countries. There are plenty of facts about Taiwan, Korea, and Japan
which better fit the neoclassical FM and SM theories and the political economy
of GM theory. But it is clear both that less economic liberalization occurred in
the 1960s and 1970s than neoclassical accounts suggest, and that much govern-
ment intervention has gone beyond the limits of “good” neoclassical interven-
tions. Government resources and influence have prompted investments to be
undertaken which would not have been undertaken in strictly FM or SM condi-
tions, thereby generating production and investment outcomes different from
what would have happened if government had not intervened in this way.

Indeed, the central economic mechanism of the capitalist developmental
state is the use of state power to raise the economy’s investible surplus; insure
that a high portion is invested in productive capacity within the national ter-
ritory; guide investment into industries that are important for the economy’s
ability to sustain higher wages in the future; and expose the investment projects
to international competitive pressure whether directly or indirectly. The result-
ing intense cycle of investment within the national territory leads to rapid rises
in labor demand, and hence to increases in labor incomes and wide distribu-
tion of the material benefits of growth (even in the absence of collective labor
organization).

The balance of presumption must be that economic liberalization matters
less in an explanation of East Asian success than neoclassical accounts sug-
gest, and that actual performance was better than it would have been with FM
or SM policies alone. We can grant Adam Smith his point about the efficacy of
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eighteenth-century English government: “Though the profusion of government
must, undoubtedly, have retarded the natural progress of England towards wealth
and improvement, it has not been able to stop it”...It is less plausible to say that
the three countries with arguably the best development performance on record
would have had still better performance had their governments intervened less,
than to say that interventions made with the clear intention of accelerating devel-
opment and formulated by a coherent organization did indeed have the intended
effect. Those who deny this are claiming extraordinary ability to forecast histori-
cally unprecedented performance. The resumption is strengthened by the weak-
nesses in arguments which claim that the selective industrial policies of one or
other countries on balance had either no effect or an adverse effect....

But the difference between what happened in East Asia and experience else-
where does not lie in the discovery of industrial policy instruments not known
elsewhere. Many other nations have at one time or another tried most of the
policy tools used in East Asia. What differentiates their efforts, above all, are a
consistent and coordinated attentiveness to the problems and opportunities of
particular industries, in the context of a long-term perspective on the economy’s
evolution, and a state which is hard enough not only to produce sizable effects
on the economy but also to control the direction of the effects, which is a more
demanding achievement.

These efforts have been on too big a scale to be brushed aside as something
which is small in relation to phenomena that are well handled by neoclassical
theory. Nor can they be treated as a simple add on to neoclassical actions as
though the governments first met some of the neoclassical growth conditions
and then went a step beyond. Rather, they probably helped those conditions
to be realized and sustained. The way remains open for a reasonable person to
believe that governing the market is too important to ignore in even a parsimo-
nious explanation of East Asian success. Conversely, one should not project
backwards the real economic liberalization which has occurred in Taiwan and
Korea over the 1980s and Japan during the 1970s and assume they reached their
present affluence by an economy as guided by free market prices as today. A less-
than-bracing conclusion, maybe, but a serious challenge to economic theory
nonetheless.

But the very success of these arrangements in Taiwan and Korea is causing
fundamental changes in the relationship of the states to the society, as it did in
Japan in the early 1970s. Rising affluence and education make for large middle
classes, which demand democracy. Stronger private firms are better able to resist
government direction. Government industrial policies are more conditioned by
negotiations with private firms and industry associations. All this has occurred
in the context of a diminished external security threat, which weakens the justi-
fication for tight government controls.
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The interesting question for the future is how this more democratic and social
corporatist political system will handle the growing tension between the inter-
ests of the owners and managers of internationally mobile capital, on the one
hand, and those who depend on domestic industry for their incomes, on the
other. From the standpoint of the former, the rapid rise of labor incomes within
Taiwan and Korea—a primary indicator of national economic success—con-
stitutes a problem: it means a rise in cost, which eats into profits. Whereas in
the past, when they were less internationally mobile, they saw the economic
nationalism of the developmental state as supportive of their interests, they may
now, as they become more mobile, see it as an impediment to their worldwide
search for profits—and be better able in the new political conditions to secure
changes in public policies in line with their new interests. Their internal pres-
sure is being reinforced by external pressure from the U.S. government, which is
urging them to “open their markets” to U.S. goods and services, if not to others,
and to stop their “export extravaganza.” For these and other reasons many of the
policy instruments of the developmental state—protection, export promotion,
foreign investment controls, foreign exchange controls, and others—are being
marginalized; while at the same time the huge balance-of-payments surpluses
have eroded the government’s ability to channel financial assets into productive
investment in industry. The net result may be that it becomes harder than before
for the government to take the long-term measures which would allow wages
to continue to rise fast while not impairing the competitiveness of Taiwan or
Korean industry. As the earlier more direct policies of industry assistance are
scaled back, these long-term measures should focus on building up techno-
logical capacity within the national boundaries. But big, internationally mobile
firms may become unwilling to make such long-term investments in technologi-
cal capacity at home themselves, and unwilling to support government efforts to
do the same. For insofar as they define their interests globally, it matters less to
them what happens to development within any specific territory, including their
own home base. As wages in Taiwan and Korea rise, they can simply relocate
their assets to where short-term profits are higher, whether to textile factories
in Thailand or to real estate in California. Most of the population, however, can-
not relocate. It is a matter of vital importance to them that the government and
firms take long-term investment decisions which expand technological capac-
ity within Taiwan or Korea rather than elsewhere and keep domestic demand
for labor rising. Both governments may, therefore, for this among other reasons,
attempt to incorporate previously excluded “labor” into the governance process,
so as to build a constituency of support for long-term and nationally focused
measures in order to counterbalance opposition from some owners and manag-
ers of internationally mobile capital. This would begin to shift these develop-
mental states toward an East Asian form of social democratic capitalism.
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The Macrofoundations of Monetary Power

BENJAMIN J. COHEN

What are the foundations of monetary power? David Andrews...distinguishes
between two pathways for the exercise of monetary power: the macro-level,
linked to the problem of balance-of-payments disequilibrium; and the micro-
level, working through the capacity of money to alter actor interests and identities.
The purpose of this chapter is to promote a clearer understanding of the sources
of power at the macro-level pathway—what we may call the macrofoundations
of monetary power. Building in good part on earlier contributions of my own,
I argue that the central issue at the macro-level is the distribution of the burden
of adjustment to external imbalance. The macro-level dimension of monetary
power consists, first and foremost, of a capacity to avoid payments adjustment
costs, either by delaying adjustment or by deflecting the burden of adjustment
on to others. Ceteris paribus, the greater is a state’s capacity to avoid adjustment
costs, relative to that of other states, the greater is its power at the macro-level.

The devil, of course, is in the details. What do we mean by adjustments costs?
What are the sources of the capacity to avoid adjustment costs—the macrofoun-
dations of monetary power? And what are the limits of that capacity? The first of
these questions is addressed in first three sections of this chapter....

The Burden of Adjustment

Analysis at the macro-level, I submit, must begin by focusing on the distribution of
the burden of adjustment to external imbalance. The underlying source of power
at this level is a state’s relative capacity to avoid adjustment costs, either by delaying
the adjustment process or by deflecting the burden of adjustment to others.

Autonomy and Influence

At the most general level, power in international relations is defined as the ability
to control, or at least influence, the outcome of events. In operational terms, this

Reprinted Benjamin J. Cohen, “The Macrofoundations of Monetary Power,” from International
Monetary Power, edited by David M. Andrews. Copyright © 2006 by Cornell University. Used by
permission of the publisher, Cornell University Press.
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naturally equates with a capacity to control the behavior of actors—*letting others
have your way,” as diplomacy has jokingly been defined. A state, in this sense, is
powerful to the extent that it can effectively pressure or coerce outsiders, in short,
to the extent that it can exercise leverage or enforce compliance. As Andrews
points out...a common synonym for this meaning of power is, simply, influence.

But influence is not the only relevant meaning of power. There is also a
vital second meaning, corresponding to the dictionary definition of power as
a capacity for action. A state is also powerful to the extent that it is able to
exercise policy independence—to act freely, insulated from outside pressure
in policy formulation and implementation. In this sense, power does not mean
influencing others; rather, it means not allowing others to influence you—oth-
ers letting you have your way. A useful synonym for this meaning of power is
autonomy.

The distinction between the two meanings is critical. Influence and autonomy
may be understood as two distinct dimensions of power, which we may label,
respectively, the external dimension and internal dimension. Both are based
in social relationships and can be observed in behavioral terms. Both are also
unavoidably interrelated. They are not, however, of equal importance. Logically,
power begins with autonomy, the internal dimension. Influence, the external
dimension, is best thought of as functionally derivative—inconceivable in practi-
cal terms without first attaining and sustaining a relatively high degree of policy
independence at home. As the saying goes in American football, the best offense
starts with a good defense. It is possible to think of autonomy without influence;
it is impossible to think of influence without at least some degree of autonomy.

This does not mean that autonomy must be enjoyed in all aspects of inter-
national affairs or in all geographic relationships in order to be able to exercise
influence in any aspect or relationship. Neither domain nor scope needs to be
universal for power to be effective. States can successfully apply leverage in
selected issue areas or relationships even while themselves being subject to pres-
sure or coercion in others. But it does mean that in a given issue area or geo-
graphic relationship, power begins at home. First and foremost, policy makers
must be free (or at least relatively free) to pursue national objectives in the spe-
cificissue area or relationship without outside constraint, to avoid compromises
or sacrifices to accommodate the interests of others. Only then will a state be in
aposition, in addition, to enforce compliance elsewhere. Autonomy, the internal
dimension, may not be sufficient to ensure a degree of foreign influence. But it
is manifestly necessary—the essential precondition of influence.

The Core of Monetary Power

Autonomy, of course, is prized by governments in every aspect of international
relations. Its salience, however, is most evident in economic relations, which by
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definition create a condition of interdependence with other states that is both
active and ongoing. Economic relations involve transactional linkages, creat-
ing a web of mutual dependencies. Mutual dependencies, however—as Robert
Keohane and Joseph Nye long ago reminded us in their classic Power and
Interdependence, first published in 1977—are rarely symmetrical. Opportunities
are created, therefore, for an exercise of influence by those who are less depen-
dent—in short, by those with relatively greater autonomy. The lower the degree
of a state’s dependence on a relationship, relative to others, the greater will be its
ability to manage existing connections to its own advantage.

And in no area of economic relations is the salience of autonomy more evi-
dent than in the realm of monetary affairs, where states are inescapably linked
through the balance of payments. The risk of unsustainable payments disequilib-
rium represents a constant threat to policy independence. Excessive imbalances
automatically generate mutual pressures to adjust, to help move the balance of
payments back toward equilibrium. But adjustment can be inconvenient or even
costly in both economic and political terms. No government likes being forced
to compromise key policy goals for the sake of restoring external balance. All,
if given a choice, would prefer to see others make the necessary sacrifices. At
the macro-level of monetary affairs, therefore, monetary power consists of the
capacity to avoid the burden of adjustment required by payments imbalance.

The core importance of autonomy in this regard has not always been fully
appreciated in the scholarly literature. Indeed, most students of monetary
power...prefer to stress the external dimension—the capacity to control the
behavior of others in one way or another—rather than the internal dimension.
But we cannot ignore the functionally derivative nature of the external dimen-
sion. In practice, power in a given issue area such as monetary relations logically
begins with autonomy—the preservation ofkey policy goals at home. That is the
necessary condition. Only if a state is actually able to avoid the burden of adjust-
ment domestically will it be in a position, in turn, to exert influence elsewhere.
Hence, if we are interested in getting to the very core of power at the macro-level,
we must go first to the internal dimension, as I propose here. Above all, what
matters for the exercise of power abroad is practical freedom of action at home.

The Two Modes of Influence

But we cannot ignore the external dimension entirely. Because monetary rela-
tions are inherently reciprocal, a potential for influence, in a real sense, is created
automatically whenever practical policy independence is achieved. By defini-
tion, a capacity to avoid adjustment costs implies that if payments equilibrium
is to be restored, others must adjust instead—at least part of the burden will be
diverted elsewhere. Hence, a measure of influence is necessarily generated as an
inescapable corollary of the process. That too matters for analytical purposes.
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But it is also important to keep the matter in perspective. The influence that
derives automatically from a capacity to avoid adjustment costs represents at best
a contingent aspect of power because it can be said to exist at all only because
of the core dimension of autonomy. Moreover, the impacts involved are diffuse
and undirected. That is very different from what is conventionally meant by the
external dimension of power, which most often is understood to imply some
degree of direct focus or deliberate intent—what Andrews... calls a “purposeful
act.” From a political economy point of view, the difference is critical.

Essentially, the difference goes to the contrast between what Scott James and
David Lake label the first and second faces of hegemony (or power): the first
face of direct government-to-government influence, which is exercised through
positive or negative sanctions; and the second face of market leverage, which
favorably alters incentive structures. Correspondingly, we may think in terms
of two modes in the exercise of influence: passive and active. The influence
generated as a corollary of the adjustment process is exercised passively, even
unpremeditatedly, and is best understood simply as the alter ego of autonomy.
Alternatively, influence may be exercised actively, targeted at specific countries
and applied with self-conscious purpose—in the language of Andrews, a delib-
erate “influence attempt.” Both modes of influence begin with autonomy as a
basic and necessary condition, and in both cases other states may feel compelled
to adjust. But, whereas in the passive mode the pressures exerted on others are
market-driven, operating through hegemony’s second face, in the active mode
the pressures are exerted directly by government, hegemony’s first face.

In a sense, passive influence in the adjustment process is relatively uncon-
troversial, broadly accepted as an unavoidable, if regrettable, consequence of
inequality—a veritable fact of life. Active influence attempts, by contrast, are apt
to become far more politicized because they are both elective and purposeful.
The active mode seeks to compel others to bear the burden of adjustment, tak-
ing us well beyond the notion of influence as simply an incidental by-product
of autonomy. The active mode, in effect, aims to translate passive influence into
practical control through the instrumental use of power. That is a very big differ-
ence, indeed.

The Two Hands of Monetary Power

The bottom line is clear. Whereas payments disequilibria are necessarily
shared—one nation’s deficit is someone else’s surplus—the costs of adjustment
need not be shared at all. Governments thus have every incentive, ceteris pari-
bus, to maximize their capacity to avoid adjustment costs—their autonomy—
relative to others. The greater the relative capacity to avoid adjustment costs, the
greater is a state’s monetary power....
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To help promote a fuller understanding, I propose to resurrect a distinction
that I first outlined in a much earlier attempt to explore the concept of adjust-
ment costs. Specifically, I distinguish between two distinctly different kinds of
adjustment cost—one continuing, the other transitional. Corresponding to
each of the two kinds of adjustment cost is a very different kind of monetary
power, which we may call the two “hands” of power. At the macro-level, mon-
etary power is fundamentally dual in nature. On the one hand, states have the
Power to Delay; on the other hand, they have the Power to Deflect. A two-fisted
government prefers both.

The continuing cost of adjustment, we shall see, may be defined as the cost
of the new payments equilibrium prevailing after all change has occurred. The
Power to Delay is the capacity to avoid the continuing cost of adjustment by
postponing the process of adjustment.

The transitional cost of adjustment, by contrast, may be defined as the cost of
the change itself. When the process of adjustment cannot be put off, the Power
to Deflect represents the capacity to avoid the transitional cost of adjustment by
diverting as much as possible of that cost to others.

The Continuing Cost of Adjustment

To understand the Power to Delay, we must begin with the concept of adjust-
ment. By definition, adjustment imposes on deficit countries a real economic
loss that will persist indefinitely once the process is complete. This is the con-
tinuing cost of adjustment. Nothing suits the interest of deficit countries more
than a capacity to postpone adjustment for as long as possible.

Payments Adjustment

The standard measure of balance in the balance of payments is the current
account, which comprises all transactions relating to a country’s current national
income and expenditures—imports and exports of goods (merchandise trade)
and services (“invisibles”) plus unilateral transfers. Adjustment, correspond-
ingly, is the process by which imbalances in the current account—surpluses or
deficits—are reduced or eliminated. Import and/or export volumes adjust to
restore payments equilibrium. Countries with deficits experience a decline: of
imports of goods and services relative to exports; countries with surpluses expe-
rience the reverse.

Not all imbalances need to be eliminated, of course. Standard economic the-
ory teaches that many current-account imbalances are simply the result of what
may be regarded as a kind of rational intertemporal trade—deficit countries
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borrowing resources from the rest of the world for productive investment at
home and surplus countries investing savings abroad today to support greater
domestic consumption tomorrow. Such imbalances, in principle, are sustainable
indefinitely and require no adjustment at all. In practice, however, many imbal-
ances go well beyond what can be readily sustained for all kinds of reasons—for
example, because borrowed funds are not invested productively or because of
financial-market limitations. In such instances, which are all too frequent in the
real world, adjustments of trade volumes are indeed required.

Adjustments of trade volumes, however, are impossible, without a cor-
responding reallocation of productive resources; and in a market setting,
resource reallocations will not occur without the stimulus of a change of prices
or income. The required price and income changes may be promoted directly
by means of so-called expenditure—changing policies that aim to alter the
overall level of spending, such as monetary and fiscal policy; or they may be
promoted more indirectly via a change of the exchange rate—which in the tra-
ditional economics literature is referred to as an expenditure-switching policy,
promoting adjustment via an altered ratio of prices between tradable and non-
tradable production. Formally, adjustment may be defined as “a marginal real-
location of productive resources and exchanges of goods and services under
the influence of changes in relative prices, incomes, and exchange rates.” This
is the classical concept of “real” adjustment, the basic tool of openeconomy

macroeconomics... .

Redistributing the Pie

However, although the process of adjustment is necessarily shared, the same
need not be true of the burden of adjustment. In fact, once equilibrium is
restored, the deficit country will unavoidably suffer a real economic loss, which
will persist indefinitely. This is the continuing cost of adjustment, which is always
borne wholly by deficit countries.

To comprehend why, assume a simple two-country model of payments
imbalance. For the deficit country, adjustment requires a reduction of imports
relative to exports, which is possible only if its real national absorption of
goods and services, the sum total of spending by all domestic residents, is
reduced relative to that of the surplus country. At the new payments equilib-
rium, therefore, the deficit country must be worse off than the surplus coun-
try, in the sense that it will now receive a smaller proportion of the combined
output of the two economies. That is what I mean by the continuing cost of
adjustment. I label it a continuing cost because it is open-ended—the ongo-
ing sacrifice imposed by the new equilibrium that prevails after all change has
occurred... .
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Deficit countries, therefore, have every incentive to put off the process of
adjustment for as long as possible. Delay pays. As long as there is no change in
the status quo, there will be no redistribution of the pie—hence no new burden.
The scale of a state’s Power to Delay is indicated by its capacity, in relative terms,
to effectively postpone the payments adjustment process.

The Transitional Cost of Adjustment

But that is only one hand of monetary power. The continuing cost of adjust-
ment involves an ongoing sacrifice imposed by the new equilibrium prevailing
after all change has occurred, that is, after the adjustment process is concluded.
But the process itself also imposes a sacrifice—the cost that must be incurred to
make the necessary change. Each adjustment implies transition, a once-for-all
phenomenon; and each transition has its own cost, separate and quite distinct
from the presumed burden of the new equilibrium obtaining after the transition
is complete. That is what I call the transitional cost of adjustment—in effect,
the price of getting from here to there. Governments have every incentive to
avoid this cost, too. No country wants to make more sacrifices than absolutely
necessary.

The Adjustment Process

....The question is, who pays?...Recall that the process of balance-of-payments
adjustment necessarily involves a realignment of relative prices, incomes, or
exchange rates sufficient to generate the required reallocation of resources at the
margin. The greater the changes of prices, incomes, or exchange rates required,
the greater is the transitional cost of adjustment. In principle, payments equilib-
rium can be restored either by real depreciation—policies of monetary deflation
or nominal currency devaluation/depreciation—in deficit countries or by real
appreciation—monetary inflation or nominal currency revaluation/apprecia-
tion—in surplus countries... .

Fixed versus Floating Exchange Rates

The circumstances under which this transition takes place matter, of
course... Suppose some exchange-rate movements do occur as part of the adjust-
ment process. Who bears the onus of responsibility? A realignment of rates may
be the result of deliberate policy decisions (formal devaluation/ revaluation) or
may be essentially market driven (nominal depreciation/ appreciation). Either
way, governments may be held accountable for triggering or tolerating changes
in a currency’s nominal value... .
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Essentially, this is a political issue. Exchange-rate changes are difficult to
ignore. An exchange rate is like the eye of a needle through which prices of all
domestic goods and services are linked and compared with the prices of foreign
output. Because this role makes the exchange rate a critical variable in deter-
mining the pattern of resource allocation as well as the level and distribution
of income, governments have every reason to avoid the onus of responsibility
insofar as possible....

.... This matters because we know that domestic impacts, too—not just
exchange rate movements—may be anything but symmetrical. In practice, prices
and incomes may change much more in some countries than in others, depend-
ing on circumstances. Adjustment in one country could generate relatively little
macroeconomic change at home but considerable price and income pressures
abroad, effectively diverting much of the pain of adjustment elsewhere; or, con-
versely, most of the impact could be bottled up domestically whether exchange
rates move or not. As with exchange-rate movements, few governments wish to
be blamed for a sizable impact on the domestic economy....

The Power to Delay

What, then, are the sources of monetary power at the macro-level? What are its
limits? States obviously differ greatly in their relative capacity to avoid the bur-
den of adjustment. It is equally obvious that there are limits to the autonomy of
even the most powerful states. How can all this be explained?

Given the dual nature of the macro-level pathway, it should not be surprising
that separate factors might be at work in each of the two hands. Most critical for
the Owned Reserves Power to Delay, I suggest, are financial variables—above
all, a country’s international liquidity position, which encompasses both foreign
reserves and access to external credit. The more liquidity there is at a country’s
disposal, relative to other states, the longer it can postpone adjustment of its bal-
ance of payments. Most critical for the Power to Deflect, by contrast, are more
fundamental structural variables, also defined in relational terms, that determine
how much real sacrifice will be required once the process of adjustment begins.
It should also not be surprising that there might be distinctly different limits to
each of the two hands of monetary power.

International Liquidity

A country’s international liquidity comprises all available sources of internation-
ally acceptable liquid assets. Before the postwar revival of global capital markets,
the term was generally assumed to be synonymous with the sum of a country’s



Contemporary Economic Nationalist Theories 209

international reserve assets. But once financial globalization began to take hold,
the meaning of the term was expanded to include access to external credit as
well, extended to the government or to the private sector. Today, international
liquidity is generally defined to encompass the full array of international means
of payment owned by or available to a country’s public authorities and residents.

The ultimate purpose of international liquidity is financing: to cover deficits
in the balance of payments, via either a net reduction of external claims (owned
reserves) or a net increase of external liabilities (borrowing). The availability of
financing to an economy, relative to others, can have a significant impact on the
timing of adjustment and, hence, on the distribution of adjustment costs among
deficit countries. More liquidity means more capacity to stave off any unwel-
come reallocation of resources. Every deficit country has an obvious incentive
to postpone the continuing cost of adjustment for as long as possible. The longer
one deficit country can manage to put off adjustment, the greater will be the
pressure on other deficit countries to bear the burden instead....

What, then, are the limits of this hand of monetary power? This requires a
closerlook at each of the two main components of international liquidity: owned
reserves and borrowing capacity.....

....A priori, therefore, no generalization is possible about where the limits
are likely to be found in this context. All we know for sure is that the appetite for
owned reserves will be considerably short of infinite. Hence, the Power to Delay
by this means will be short of infinite, too.

Borrowing Capacity

In most respects, much the same also can be said about external borrowing.
Here, too, it might appear that a government would want to make as much use as
possible of borrowing capacity to finance deficits. The more liquidity that can be
raised externally, either by the government itself or by the private sector, the lon-
ger adjustment can be postponed. But that too neglects the costs involved. These
costs include not just the direct debt-service payments that would be required
by foreign loans; even more critically, they include possible policy compromises
that could become necessary if the country finds itself overextended to foreign
creditors....

Two implications follow. First, it seems clear that the distribution of the con-
tinuing cost of adjustment among deficit countries will be heavily influenced, if
not largely determined, by creditor perceptions of debt-service capacity, which
tend to favor the relatively wealthy. Ceteris paribus, the Power to Delay should
be greatest in the advanced industrial economies—the nations that enjoy the
highest standing as international borrowers. The Power to Delay will be least in
poorer and less developed economies that have limited access, at best, to foreign
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finance. Second, it also seems clear that the distribution of the continuing cost
among deficit countries is apt to be highly volatile, given the persistent threat of
rapid swings of sentiment about the “soundness” of policy in one economy or
another. The perpetual opinion poll often changes its mind—and when it does,
the ability to postpone adjustment through borrowing is changed as well. Taken
together, these two observations suggest that, although wealthier economies
may be the most favored in this context, there is no fixed pattern involved. What
creditors giveth by way of a Power to Delay, they may also taketh away....

The Power to Deflect

The Power to Deflect, by contrast, derives not from financial variables but,
rather, from more fundamental structural variables that distinguish one national
economy from another. Two features in particular stand out: the degree of open-
ness and the degree of adaptability of each individual economy.

Openness and Adaptability

The Power to Deflect is a function of both elements of the adjustment process,
stimulus and response. Openness matters to the Power to Deflect because it is
the key determinant of an economy’s sensitivity, relative to others, to payments
disequilibrium (stimulus). Adaptability matters because it is the key determi-
nant of an economy’s relative vulnerability to disequilibrium (response).

Of these two structural variables, openness is clearly the easier to identify
empirically. A standard measure of openness is the ratio of foreign trade to gross
domestic product (GDP). The logic of its salience here is equally clear. The more
open an economy, the greater is the range of sectors whose earning capacity and
balance sheets will be directly impacted by adjustment once the process begins.
This is true whether exchange rates remain pegged or are allowed to move. Either
way, openness makes it difficult for an economy to avert at least some significant
impact on prices and income at home.

In addition, if exchange rates move, governments in open economies are
likely to come in for more criticism than would policy makers in more closed
economies. Openness, ceteris paribus, also broadens the range of domestic con-
stituencies that will take an active interest in the value of the country’s currency.
In a relatively closed economy, even fairly substantial exchange-rate movements
may leave the largest part of the population unaffected and therefore indifferent,
effectively insulating the government from criticism. In a more open economy,
by contrast, where more interest groups will be directly affected, even small
movements may lead to wide spread opprobrium for policy makers, even if the
government had nothing to do with starting the process in the first place. A high
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degree of openness makes it difficult to suppress widespread domestic repercus-
sions when exchange rates change. It therefore makes it difficult for the authori-
ties to deflect blame for any inflation or austerity that may result.

Adaptability is more difficult to identify empirically—it is an admittedly
amorphous concept that, in fact, encompasses a myriad of qualities at the micro-
economic level, such as factor mobility, informational availabilities, and manage-
rial resilience. Still, the logic of its salience, too, is clear. For any given degree of
openness, the adaptability of an economy determines how readily diverse sec-
tors can reverse a disequilibrium without large or prolonged price or income
changes. At issue is allocative flexibility. The more easily productive resources
can switch from one activity to another, overriding or accommodating to out-
side pressures, the less likely it is that domestic repercussions will involve seri-
ous pain; hence, the less likely it is, as well, that the process of adjustment will
generate widespread resentment or protest. Conversely, the greater the rigidities
characteristic of an economy’s labor or product markets, the more serious will
be resulting market dislocations and therefore the potential for political fallout.
Adaptability, like beauty, may be one of those properties that is difficult to define,
yet we know it when we see it and we know that it is important....

Conclusion

To summarize, we may say that the macrofoundations of monetary power are
best [understood] as being dual in nature. At the macro-level, monetary power
is deployable with two hands: the Power to Delay, aimed at avoiding the con-
tinuing cost of adjustment; and the Power to Deflect, aimed at avoiding the
transitional cost of adjustment. The Power to Delay is largely a function of a
country’s international liquidity position relative to others, comprising both
owned reserves and borrowing capacity. The Power to Deflect has its source
in more fundamental structural variables: the relative degree of openness and
adaptability of the national economy. The Power to Delay is limited only by the
government’s appetite for reserves and by the willingness of foreign agents to
lend. The Power to Deflect is limited by the economy’s underlying attributes
and endowments.

Accordingly, it should be no surprise that states vary greatly in their monetary
power, implying a systematic element of hierarchy in monetary relations. In fact,
monetary relations have always tended to be distinctly hierarchical, taking the
shape of what I have elsewhere described as a Currency Pyramid—narrow at
the peak, where one or a few countries dominate, and increasingly broad below.
Ultimately, for all states, the issue is adjustment costs. Relative standing in the
Currency Pyramid depends on the relative capacity to avoid the burden of pay-
ments adjustment, making others pays instead....
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The analysis here does just that for theories of monetary relations, incorpo-
rating variations in hierarchy by exploring the underlying sources of monetary
power. The practical importance of the analysis lies in its identification of the
key factors that determine the relative power of individual states, all of which are
amenable to public policy to a greater or lesser extent.

The positioning of states in the Currency Pyramid directly reflects their access
to both hands of monetary power. At the peak of the Pyramid is the United
States, long acknowledged as the most powerful state in monetary affairs. The
analysis in this essay suggests that the dominant position of the United States,
which many describe as a hegemony, should be attributed to the country’s
unique combination of relevant capabilities—the special privilege that it enjoys
in financing deficits, due to the global role of the dollar, as well as the notable
adaptability of its domestic economy, which also happens to be relatively closed
as compared with most other nations. Conversely, the lowly status of many poor
developing nations would appear to relate directly to their lack of international
liquidity as well as, typically, to the relatively high openness and low allocative
flexibility of their economies. In between, rankings may be said to depend on
how the key liquidity and structural factors stack up in each individual coun-
try. If governments wish to elevate their standing in the Currency Pyramid, it is
these factors that must be addressed.



Contemporary Marxism

Marxism after Marx is replete with lively disagreements and creative tensions.
The Marxist family is indeed a noisy and often disorderly one. In the decades
after the death of Marx, an economistic form of his thought prevailed under the
influence of orthodox Marxists such as Engels, Lenin, and Kautsky, who stressed
the ultimate determinative influence of the material base upon the superstruc-
ture (culture, law, the state, the family) of capitalist society. Since WWIL, how-
ever, humanistic strands of Marxism have become more prominent through the
influence of the Frankfurt School and the writings of Antonio Gramsci, among
others. Such “Western Marxists” highlight the significance of culture, civil soci-
ety, and the state as autonomous terrains of capitalist society and downplay the
operation of objective material laws of motion governing capitalist development
and reproduction. The type of contemporary Marxism that flourishes in IPE is
very much in the humanist tradition and particularly influenced by Gramsci. It
stands as the premier instance of critical theory in IPE and thus a template for a
type of theorizing that sets out to understand the historical construction of the
world so as to change it. At the same time, Marxism is also one of the major com-
ponents of the theoretical bricolage of the world systems approach. Both strands
of work are represented here.

Robert W. Cox (b. 1926) sets forth a master framework for engaging in a
humanistic Marxist analysis of the international political economy. He begins
by defining two different types of social theory: problem-solving and critical.
Humanistic Marxism—or as Cox prefers, historical materialism—is a critical
theory of the international political economy. As a critical theory, historical mate-
rialism does not take the social world to be populated by natural objects express-
ing law-like properties and relationships. Instead it is focused on an account of
historical change and the constitution of society through struggle and contesta-
tion. Cox conceptualizes history as a progression of “historical structures.” These
structures are defined as the mutual interaction of three “forces”: material capa-
bilities, ideas, and institutions. Moreover, such structures can be studied at three
distinct yet interrelated levels of analysis: production, forms of state, and world
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orders. As a materialist, Cox argues that movement in the realm of class relations
is the motor force of change. In his conception, states are hardly the origins of
power but instead intermediaries between global and local social forces. Neither
are they especially unified intermediaries at that. Instead, they are subject to the
same process of “internationalisation” that production has experienced. This
Cox calls “a political economy perspective of the world.”

Cox takes particular inspiration from the work of Antonio Gramsci, espe-
cially the concept of hegemony. Gramsci offers a rather different understand-
ing than the one found in liberal and economic nationalist work on hegemonic
stability. For Gramsci, hegemony is the intellectual and moral leadership of one
social class over others, premised upon consent of the led rather than coercion of
the dominated. In this way Gramsci deemphasizes the state, which is no longer
the primary site of class power. He instead points to civil society, particularly in
the advanced capitalist countries, as the true locus of class power. Cox takes this
notion of hegemony and applies it to his historical structures. He defines hege-
mony as “a fit between material power, ideology and institutions” that evokes
notions of legitimate rule. Not every structure is hegemonic, of course, and
not every hegemonic structure is global. Consider the pax americana of exten-
sive peaceful cooperation between not only the Western powers but extending
increasingly into the countries of the Global South. Cox is comfortable referring
to this as an “imperial system...a transnational structure with a dominant core
and dependent periphery.” Violence remains, but in hegemonic structures only
at the margins.

From a critical theory perspective, to study the international political econ-
omy is to study the entire system, not as a coherent and stable unit but as a con-
figuration always coming into being and yet containing its counter-structure
at the same time. To understand global change is to go beyond studying states
as actors or even markets and regimes as political-economic institutions. One
begins and ends with the whole. It is to study world order itself.

Giovanni Arrighi (1937-2009) also offers an overarching analytic frame-
work for understanding the development of the international political economy,
doing so from a world systems perspective. For Arrighi, the story of capitalism
is the story of cycles over the long term or longue durée, a term associated with
the French Annales School of history. He takes inspiration from Marx’s formula
of commodity circulation in a capitalist economy, M-C-M". Here, capitalists
use money to produce commodities, which they then sell for a sum of money
greater than that with which they began, amounting to the accumulation of capi-
tal. Arrighi takes this abstract account of capitalism and historicizes it, turning
it into “a recurrent pattern of historical capitalism as a world system.” The first
half of the equation, M-C, comes to refer to capitalism’s era of “material expan-
sion,” which is eventually superseded by the second half, C-M’, capitalism’s era
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of “financial rebirth and expansion.” The switch from M-C to C-M" is the turn-
ing point of the cycle, its ineluctable downward swing. Arrighi quotes Fernand
Braudel’s evocative observation: “by reaching the stage of financial expansion, to
have in some sense announced its maturity: it [is] a sign of autumn””

Hegemonic states play a central role in these cycles. Arrighi presents them as
far more coherent and unified, both as territories and as bureaucratic organiza-
tions, than one finds in Cox’s framework. Such states manage but never elimi-
nate inter-state competition, the most important element being competition for
mobile capital, which marks an essential aspect of the capitalist world-economy.
The rise and fall of these hegemons over the course of five centuries is the con-
text within which Arrighi understands the contemporary international politi-
cal economy. The United States cycle of accumulation and world hegemony is
current, with its phase of material expansion beginning in the early twentieth
century and its turning point toward financialization in the 1970s crisis of the
post-WWII international order. Thus, notably, Arrighi does not interpret the rise
of finance since that time as an indicator of continuing or reformulated American
power. Instead, it is a sign of hegemonic demise akin to that of Britain in the
Edwardian period. With such a cyclical theory of history, Arrighi is understand-
ably tempted to look ahead to the next cycle of accumulation and hegemonic
order. He sees the rise of the East Asian economies as clearly the most significant
world historical trend of the last half century, i.e,, since the start of US finan-
cialization and hegemonic decline. The failure of Japan to organize the region
behind it in the 1990s, along with the continued political gulf between China
and the rest of the East Asian states in military alliance with the US, makes a
smooth hegemonic transition a very fraught proposition, however. Arrighi even
holds out the possibility that the US might be able through its military superior-
ity to “terminate capitalist history through the formation of a truly global world
empire.”
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Social Forces, States and World Orders: Beyond
International Relations Theory

RoOBERT W. COx

On Perspectives and Purposes

Theory is always for someone and for some purpose. All theories have a perspec-
tive. Perspectives derive from a position in time and space, specifically social
and political time and space. The world is seen from a standpoint defineable
in terms of nation or social class, of dominance or subordination, of rising or
declining power, of a sense of immobility or of present crisis, of past experience,
and of hopes and expectations for the future. Of course, sophisticated theory is
never just the expression of a perspective. The more sophisticated a theory is, the
more it reflects upon and transcends its own perspective; but the initial perspec-
tive is always contained within a theory and is relevant to its explication. There
is, accordingly, no such thing as theory in itself, divorced from a standpoint in
time and space. When any theory so represents itself, it is the more important to
examine it as ideology, and to lay bare its concealed perspective... .

Beginning with its problematic, theory can serve two distinct purposes.
One is a simple, direct response: to be a guide to help solve the problems posed
within the terms of the particular perspective which was the point of departure.
The other is more reflective upon the process of theorising itself: to become
clearly aware of the perspective which gives rise to theorising, and its relation
to other perspectives (to achieve a perspective on perspectives); and to open up
the possibility of choosing a different valid perspective from which the problem-
atic becomes one of creating an alternative world. Each of these purposes gives
rise to a different kind of theory.

The first purpose gives rise to problem-solving theory. It takes the world as it
finds it, with the prevailing social and power relationships and the institutions
into which they are organised, as the given framework for action. The general
aim of problem-solving is to make these relationships and institutions work
smoothly by dealing effectively with particular sources of trouble. Since the gen-
eral pattern of institutions and relationships is not called into question, particular

Excerpted from Robert W. Cox, Millennium: Journal of International Studies (vol. 10, no. 2), pp.
126-155, copyright © 1981 by Sage Publications. Reprinted by Permission of SAGE.
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problems can be considered in relation to the specialised areas of activity in
which they arise. Problem-solving theories are thus fragmented among a multi-
plicity of spheres or aspects of action, each of which assumes a certain stability
in the other spheres (which enables them in practice to be ignored) when con-
fronting a problem arising within its own. The strength of the problemsolving
approach lies in its ability to fix limits or parameters to a problem area and to
reduce the statement of a particular problem to a limited number of variables
which are amenable to relatively close and precise examination. The ceteris pari-
bus assumption, upon which such theorising is based, makes it possible to arrive
at statements of laws or regularities which appear to have general validity but
which imply, of course, the institutional and relational parameters assumed in
the problem-solving approach.

The second purpose leads to critical theory. It is critical in the sense that it
stands apart from the prevailing order of the world and asks how that order
came about. Critical theory, unlike problem-solving theory, does not take insti-
tutions and social and power relations for granted but calls them into question
by concerning itself with their origins and how and whether they might be in
the process of changing. It is directed towards an appraisal of the very frame-
work for action, or problematic, which problem-solving theory accepts as its
parameters. Critical theory is directed to the social and political complex as a
whole rather than to the separate parts. As a matter of practice, critical theory,
like problemsolving theory, takes as its starting point some aspect or particular
sphere of human activity. But whereas the problem-solving approach leads to
further analytical sub-division and limitation of the issue to be dealt with, the
critical approach leads towards the construction of a larger picture of the whole
of which the initially contemplated part is just one component, and seeks to
understand the processes of change in which both parts and whole are involved.

Critical theory is theory of history in the sense of being concerned not just
with the past but with a continuing process of historical change. Problem-
solving theory is non-historical or ahistorical, since it, in effect, posits a con-
tinuing present (the permanence of the institutions and power relations which
constitute its parameters). The strength of the one is the weakness of the other.
Because it deals with a changing reality, critical theory must continually adjust
its concepts to the changing object it seeks to understand and explain. These
concepts and the accompanying methods of enquiry seem to lack the precision
that can be achieved by problem-solving theory, which posits a fixed order as
its point of reference. This relative strength of problem-solving theory, however,
rests upon a false premise, since the social and political order is not fixed but (at
least in a long-range perspective) is changing. Moreover, the assumption of fixity
is not merely a convenience of method, but also an ideological bias. Problem-
solving theories can be represented, in the broader perspective of critical theory,
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as serving particular national, sectional, or class interests, which are comfortable
within the given order. Indeed, the purpose served by problem-solving theory
is conservative, since it aims to solve the problems arising in various parts of a
complex whole in order to smooth the functioning of the whole. This aim rather
belies the frequent claim of problem-solving theory to be value-free. It is meth-
odologically value-free insofar as it treats the variables it considers as objects
(as the chemist treats molecules or the physicist forces and motion); but it is
value-bound by virtue of the fact that it implicitly accepts the prevailing order
as its own framework. Critical theory contains problem-solving theories within
itself, but contains them in the form of identifiable ideologies, thereby pointing
to their conservative consequences, not to their usefulness as guides to action.
Problem-solving theory tends to ignore this kind of critique as being irrelevant
to its purposes and in any case, as not detracting from its practical applicabil-
ity. Problem-solving theory stakes its claims on its greater precision and, to the
extent that it recognises critical theory at all, challenges the possibility of achiev-
ing any scientific knowledge of historical processes.

Critical theory is, of course, not unconcerned with the problems of the real
world. Its aims are just as practical as those of problem-solving theory, but it
approaches practice from a perspective which transcends that of the existing order,
which problem-solving theory takes as its starting point. Critical theory allows for
a normative choice in favour of a social and political order different from the pre-
vailing order, but it limits the range of choice to alternative orders which are fea-
sible transformations of the existing world. A principal objective or critical theory,
therefore, is to clarify this range of possible alternatives. Critical theory thus con-
tains an element of utopianism in the sense that it can represent a coherent picture
of an alternative order, but its utopianism is constrained by its comprehension of
historical processes. It must reject improbable alternatives just as it rejects the per-
manency of the existing order. In this way critical theory can be a guide to strategic
action for bringing about an alternative order, whereas problem-solving theory is a
guide to tactical actions which, intended or unintended, sustain the existing order.

The perspectives of different historical periods favour one or the other kind
of theory. Periods of apparent stability or fixity in power relations favour the
problem-solving approach. The Cold War was one such period. In international
relations, it fostered a concentration upon the problems of how to manage an
apparently enduring relationship between two superpowers. However, a condi-
tion of uncertainty in power relations beckons to critical theory as people seek to
understand the opportunities and risks of change. Thus the events of the 1970s
generated a sense of greater fluidity in power relationships, of a many-faceted
crisis, crossing the threshold of uncertainty and opening the opportunity for a
new development of critical theory directed to the problems of world order. To
reason about possible future world orders now, however, requires a broadening
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of our enquiry beyond conventional international relations, so as to encompass
basic processes at work in the development of social forces and forms of state,
and in the structure of global political economy. Such, atleast, is the central argu-
ment of this essay.

Realism, Marxism and an Approach to a Critical Theory of World Order

....This discussion has distinguished two kinds of theorising as a preliminary
to proposing a critical approach to a theory of world order. Some of the basic
premises for such a critical theory can now be restated:

(1) an awareness that action is never absolutely free but takes place within a
framework for action which constitutes its problematic. Critical theory would
start with this framework, which means starting with historical enquiry or an
appreciation of the human experience that gives rise to the need for theory;

(2) a realisation that not only action but also theory is shaped by the prob-
lematic. Critical theory is conscious of its own relativity but through this con-
sciousness can achieve a broader time-perspective and become less relative than
problemsolving theory. It knows that the task of theorising can never be finished
in an enclosed system but must continually be begun anew;

(3) the framework for action changes over time and a principal goal of critical
theory is to understand these changes;

(4) this framework has the form of an historical structure, a particular combi-
nation of thought patterns, material conditions and human institutions which
has a certain coherence among its elements. These structures do not determine
people’s actions in any mechanical sense but constitute the context of habits,
pressures, expectations and constraints within which action takes place;

(5) the framework or structure within which action takes place is to be viewed,
not from the top in terms of the requisites for its equilibrium or reproduction
(which would quickly lead back to problem-solving), but rather from the bot-
tom or from outside in terms of the conflicts which arise within it and open the
possibility of its transformation.

Frameworks for Action: Historical Structures

At its most abstract, the notion of a framework for action or historical struc-
ture is a picture of a particular configuration of forces. This configuration does
not determine actions in any direct, mechanical way but imposes pressures and
constraints. Individuals and groups may move with the pressures or resist and
oppose them, but they cannot ignore them. To the extent that they do success-
fully resist a prevailing historical structure, they buttress their actions with an
alternative, emerging configuration of forces, a rival structure.
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Three categories of forces (expressed as potentials) interact in a struc-
ture: material capabilities, ideas and institutions. No one-way determinism need
be assumed among these three; the relationships can be assumed to be recipro-
cal, The question of which way the lines of force run is always an historical ques-
tion to be answered by a study of the particular case.

Ideas

Material <« o
o Institutions
capabilities _S

Figure 7.1

Material capabilities are productive and destructive potentials. In their
dynamic form these exist as technological and organisational capabilities, and in
their accumulated forms as natural resources which technology can transform,
stocks of equipment (e.g. industries and armaments), and the wealth which can
command these.

Ideas are broadly of two kinds. One kind consists of intersubjective mean-
ings, or those shared notions of the nature of social relations which tend to per-

The other kind of ideas relevant to an historical structure are collective images
of social order held by different groups of people. These are differing views as to
both the nature and the legitimacy of prevailing power relations, the meanings of
justice and public good, and so forth.... Institutionalisation is a means of stabi-
lising and perpetuating a particular order. Institutions reflect the power relations
prevailing at their point of origin and tend, at least initially, to encourage collec-
tive images consistent with these power relations. Eventually, institutions take
on their own life; they can become either a battleground of opposing tenden-
cies, or stimulate the creation of rival institutions reflecting different tendencies.
Institutions are particular amalgams of ideas and material power which in turn
influence the development of ideas and material capabilities.

There is a close connection between institutionalisation and what Gramsci
called hegemony. Institutions provide ways of dealing with internal conflicts so as
to minimise the use of force. (They may, of course, also maximise the capacity for
using force in external conflicts, but we are considering here only the internal con-
flicts covered by an institution.) There is an enforcement potential in the material
power relations underlying any structure, in that the strong can clobber the weak
if they think it necessary. But force will not have to be used in order to ensure the
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dominance of the strong to the extent that the weak accept the prevailing power
relations as legitimate. This the weak may do if the strong see their mission as
hegemonic and not merely dominant or dictatorial, that is, if they are willing to
make concessions that will secure the weak’s acquiescence in their leadership and
if they can express this leadership in terms of universal or general interests, rather
than just as serving their own particular interests. Institutions may become the
anchor for such a hegemonic strategy since they lend themselves both to the rep-
resentations of diverse interests and to the universalisation of policy.

It is convenient to be able to distinguish between hegemonic and non-
hegemonic structures, that is to say between those in which the power basis of
the structure tends to recede into the background of consciousness, and those in
which the management of power relations is always in the forefront. Hegemony
cannot, however, be reduced to an institutional dimension. One must beware of
allowing a focus upon institutions to obscure either changes in the relationship
of material forces, or the emergence of ideological challenge to an erstwhile pre-
vailing order. Institutions may be out of phase with these other aspects of reality
and their efficacy as a means of regulating conflict (and thus their hegemonic
function) thereby undermined. They may be an expression of hegemony but
cannot be taken as identical to hegemony.

....Forthe purpose of the present discussion, the method of historical structures
is applied to the three levels, or spheres of activity: (1) the organisation of produc-
tion, more particularly with regard to the social forces engendered by the produc-
tion process; (2) forms of state as derived from a study of state/society complexes;
and (3) world orders, i.e., the particular configurations of forces which successively
define the problematic of war or peace for the ensemble of states. Each of these
levels can be studied as a succession of dominant and emergent rival structures... .

Considered separately, social forces, forms of state, and world orders can be
represented in a preliminary approximation as particular configurations of mate-
rial capabilities, ideas and institutions (as indicated in Figure 7.1). Considered in
relation to each other, and thus moving towards a fuller representation of histori-
cal process, each will be seen as containing, as well as bearing the impact of, the
others (as in Figure 7.2).

Social forces

Forms of <& World
state > orders

Figure 7.2
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Hegemony and World Orders

How are these reciprocal relationships to be read in the present historical con-
juncture? Which of the several relationships will tell us the most?

....start by redefining what it is that is to be explained, namely, the relative
stability of successive world orders. This can be done by equating stability with
a concept of hegemony that is based on a coherent conjunction or fit between
a configuration of material power, the prevalent collective image of world order
(including certain norms) and a set of institutions which administer the order
with a certain semblance of universality (i.e. not just as the overt instruments of
a particular state’s dominance). In this formulation, state power ceases to be the
sole explanatory factor and becomes part of what is to be explained... .

Social Forces, Hegemony and Imperialism

Represented as a fit between material power, ideology and institutions, hege-
mony may seem to lend itself to a cyclical theory of history; the three dimensions
fitting together in certain times and places and coming apart in others... What is
missing is some theory as to how and why the fit comes about and comes apart.
It is my contention that the explanation may be sought in the realm of social
forces shaped by production relations.

Social forces are not to be thought of as existing exclusively within states.
Particular social forces may overflow state boundaries, and world structures can
be described in terms of social forces just as they can be described as configurations
of state power. The world can be represented as a pattern of interacting social
forces in which states play an intermediate though autonomous role between the
global structure of social forces and local configurations of social forces within
particular countries. This may be called a political economy perspective of the
world: power is seen as emerging from social processes rather than taken as given
in the form of accumulated material capabilities that is as the result of these pro-
cesses. (Paraphrasing Marx, one could describe the latter, neorealist view as the
“fetishism of power.”) In reaching for a political economy perspective, we move
from identifying the structural characteristics of world orders as configurations
of material capabilities, ideas and institutions (Figure 7.1) to explaining their
origins, growth and demise in terms of the interrelationships of the three levels
of structures (Figure 7.2).

Itis, of course, no great discovery to find that, viewed in the political economy
perspective, the pax britannica was based both on the ascendancy of manufac-
turing capitalism in the international exchange economy, of which Britain was
the centre, and on the social and ideological power, in Britain and other parts of
northwest Europe, of the class which drew its wealth from manufacturing. The
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new bourgeoisie did not need to directly control states; its social power became
the premises of state politics.

The demise of this hegemonic order can also be explained by the develop-
ment of social forces. Capitalism mobilised an industrial labour force in the
most advanced countries, and from the last quarter of the Nineteenth century
industrial workers had an impact on the structure of the state in these coun-
tries. The incorporation of the industrial workers, the new social force called into
existence by manufacturing capitalism, into the nation involved an extension in
the range of state action in the form of economic intervention and social policy.
This in turn brought the factor of domestic welfare (i.e. the social minimum
required to maintain the allegiance of the workers) into the realm of foreign
policy. The claims of welfare competed with the exigencies of liberal interna-
tionalism within the management of states; whilst the former gained ground as
protectionism, the new imperialism and ultimately the end of the gold standard
marked the long decline ofliberal internationalism. The liberal form of state was
slowly replaced by the welfare nationalist form of state.

The spread of industrialisation, and the mobilisation of social classes it brought
about, not only changed the nature of states but also altered the international
configuration of state power as new rivals overtook Britain’s lead. Protectionism,
as the means of building economic power comparable to Britain’s, was for these
new industrial countries more convincing than the liberal theory of comparative
advantage. The new imperialisms of the major industrial powers were a projec-
tion abroad of the welfare nationalist consensus among social forces sought or
achieved within the nations. As both the material predominance of the British
economy and the appeal of the hegemonic ideology weakened, the hegemonic
world order of the mid-Nineteenth century gave place to a non-hegemonic con-
figuration of rival power blocs.

Imperialism is, thus, a rather loose concept which in practice has to be newly
defined with reference to each historical period. There is little point in looking
for any “essence” of imperialism beyond the forms which dominance and sub-
ordination take in different successive world order structures. The actual form,
whether activated by states, by social forces (e.g. the managements of multina-
tional corporations), or some combination of both, and whether domination is
primarily political or economic, is to be determined by historical analysis, and
not deductive reasoning,

....James Petras, in his use of the concept of an imperial state system, has
posed a number of questions concerning the structural characteristics of states
in the present world order. The dominant imperial state and subordinate col-
laborator states differ in structure and have complementary functions in the
imperial system; they are not just more and less powerful units of the same
kind, as might be represented in a simple neo-realist model. A striking feature
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in his framework is that the imperial state he analyses is not the whole US
government; it is “those executive bodies within the ‘government” which are
charged with promoting and protecting the expansion of capital across state
boundaries.” The imperial system is at once more than and less than the state. It
is more than the state in that it is a transnational structure with a dominant core
and dependent periphery. This part of the US government is at the system’s
core, together (and here we may presume to enlarge upon Petras’ indications)
with inter-state institutions such as the IMF and the World Bank, symbioti-
cally related to expansive capital, and with collaborator governments (or at any
rate parts of them linked to the system) in the system’s periphery. It is less than
the state in the sense that non-imperial, or even anti-imperial, forces may be
present in other parts of both core and periphery states. The unity of the state,
posited by neo-realism, is fragmented in this image, and the struggle for and
against the imperial system may go on within the state structures at both core
and periphery as well as among social forces ranged in support and opposition
to the system. The state is thus a necessary but insufficient category to account
for the imperial system. The imperial system itself becomes the starting point
of enquiry.

The imperial system is a world order structure drawing support from a par-
ticular configuration of social forces, national and transnational, and of core
and periphery states. One must beware of slipping into the language of reifica-
tion when speaking of structures; they are constraints on action, not actors.
The imperial system includes some formal and less formal organisations at the
system level through which pressures on states can be exerted without these
system-level organisations actually usurping state power. The behaviour of par-
ticular states or of organised economic and social interests, however, finds its
meaning in the larger totality of the imperial system. Actions are shaped either
directly by pressures projected through the system or indirectly by the subjec-
tive awareness on the part of actors of the constraints imposed by the system.
Thus one cannot hope to understand the imperial system by identifying impe-
rialism with actors, be they states or multinationals; they are both dominant
elements in the system, but the system as a structure is more than their sum.
Furthermore, one must beware of ignoring the principle of dialectic by over
emphasising the power and coherence of a structure, even a very dominant one.
Where a structure is hegemonic, critical theory leads one to look for a counter-
structure, even a latent one, by seeking out its possible bases of support and
elements of cohesion.

....Two specific questions deserving attention are: (1) what are the mecha-
nisms for maintaining hegemony in this particular historical structure? and
(2) what social forces and/or forms of state have been generated within it which
could oppose and ultimately bring about a transformation of the structure?
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The Internationalisation of the State

A partial answer to the first question concerns the internationalisation of the
state. The basic principles of the pax americana were similar to those of the pax
britannica—relatively free movement of goods, capital and technology and a
reasonable degree of predictability in exchange rates. ... The post-war hegemony
was, however, more fully institutionalised than the pax britannica and the main
function of its institutions was to reconcile domestic social pressures with the
requirements of a world economy. The International Monetary Fund was set up
to provide loans to countries with balance of payments deficits in order to pro-
vide time in which they could make adjustments, and to avoid the sharp defla-
tionary consequences of an automatic gold standard. The World Bank was to be
a vehicle for longer term financial assistance. Economically weak countries were
to be given assistance by the system itself, either directly through the system’s
institutions or by other states nominally certified by the system’s institutions.
These institutions incorporated mechanisms to supervise the application of the
system’s norms and to make financial assistance effectively conditional upon rea-
sonable evidence of intent to live up to the norms.

This machinery of surveillance was, in the case of the western allies and sub-
sequently of all industrialised capitalist countries, supplemented by elaborate
machinery for the harmonisation of national policies. Such procedures began
with the mutual criticism of reconstruction plans in western European countries
(the US condition for Marshall aid funds), continued with the development of
annual review procedures in NATO (which dealt with defence and defence sup-
port programmes), and became an acquired habit of mutual consultation and
mutual review of national policies (through the OECD and other agencies).

The notion of international obligation moved beyond a few basic commit-
ments, such as observance of the most favoured nation principle or maintenance
of an agreed exchange rate, to a general recognition that measures of national
economic policy affect other countries and that such consequences should be
taken into account before national policies are adopted. Conversely, other coun-
tries should be sufficiently understanding of one country’s difficulties to acqui-
esce in short-term exceptions. Adjustments are thus perceived as responding to
the needs of the system as a whole and not to the will of dominant countries.
External pressures upon national policies were accordingly internationalized.

Of course, such an internationalised policy process presupposed a power
structure, one in which central agencies of the US government were in a domi-
nant position. But it was not necessarily an entirely hierarchical power struc-
ture with lines of force running exclusively from the top down, nor was it one
in which the units of interaction were whole nation-states. It was a power struc-
ture seeking to maintain consensus through bargaining and one in which the
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bargaining units were fragments of states. The power behind the negotiation was
tacitly taken into account by the parties.

The practice of policy harmonisation became such a powerful habit that
when the basic norms of international economic behaviour no longer seemed
valid, as became the case during the 1970s, procedures for mutual adjustment of
national economic policies were, if anything, reinforced. In the absence of clear
norms, the need for mutual adjustment appeared the greater.

State structures appropriate to this process of policy harmonisation can be
contrasted with those of the welfare nationalist state of the preceding period.
Welfare nationalism took the form of economic planning at the national level and
the attempt to control external economic impacts upon the national economy.
To make national planning effective, corporative structures grew up in most
industrially advanced countries for the purpose of bringing industry, and also
organised labour, into consultation with the government in the formulation and
implementation of policy. National and industrial corporative structures can raise
protectionist or restrictive obstacles to the adjustments required for adaptation of
national economies to the world economy in a hegemonic system. Corporatism
at the national level was a response to the conditions of the inter-war period; it
became institutionally consolidated in western Europe just as the world structure
was changing into something for which national corporatism was ill suited.

The internationalisation of the state gives precedence to certain state agen-
cies—notably ministries of finance and prime ministers’ offices—which are
key points in the adjustment of domestic to international economic policy.
Ministries of industries, labour ministries, planning offices, which had been
built up in the context of national corporatism, tended to be subordinated to
the central organs of internationalised public policy. As national economies
became more integrated in the world economy, it was the larger and more tech-
nologically advanced enterprises that adapted best to the new opportunities.
A new axis of influence linked international policy networks with the key central
agencies of government and with big business. This new informal corporative
structure overshadowed the older more formalised national corporatism and
reflected the dominance of the sector oriented to the world economy over the
more nationally oriented sector of a country’s economy.

The internationalisation of the state is not, of course, limited to advanced cap-
italist core countries. It would not be difficult to make a catalogue of recent cases
in peripheral countries where institutions of the world economy, usually as a
condition for debt renewal, have dictated policies which could only be sustained
by a coalition of conservative forces. Turkey, Peru and Portugal are among those
recently affected. As for Zaire, a conference of creditors laid down the condition
that officials of the IMF be placed within the key ministries of the state to over-
see the fulfillment of the conditions of debt renewal.
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The Internationalisation of Production

The internationalisation of the state is associated with the expansion of inter-
national production. This signifies the integration of production processes on a
transnational scale, with different phases of a single process being carried out in
different countries. International production currently plays the formative role
in relation to the structure of states and world order that national manufacturing
and commercial capital played in the mid-Nineteenth century.

International production expands through direct investment, whereas the
rentier imperialism, of which Hobson and Lenin wrote, primarily took the form
of portfolio investment. With portfolio investment, control over the productive
resources financed by the transaction passed with ownership to the borrower.
With direct investment, control is inherent in the production process itself and
remains with the originator of the investment. The essential feature of direct
investment is possession, not of money, but of knowledge—in the form of tech-
nology and especially in the capacity to continue to develop new technology. The
financial arrangements for direct investment may vary greatly, but all are subor-
dinated to this crucial factor of technical control. The arrangements may take the
form of wholly-owned subsidiaries, joint ventures with local capital sometimes
put up by the state in host countries, management contracts with stateowned
enterprises, or compensation agreements with socialist enterprises whereby, in
return for the provision of technology, these enterprises become suppliers of ele-
ments to a globally organised production process planned and controlled by the
source of the technology. Formal ownership is less important than the manner in
which various elements are integrated into the production system.

Direct investment seems to suggest the dominance of industrial capital over
finance capital. The big multinational corporations which expand by direct
investment are, to some degree, self-financing and to the extent that they are
not they seem capable of mobilising money capital in a number of ways, such as
through local capital markets (where their credit is better than that of national
entrepreneurs), through the Eurocurrency markets, through infusions of capi-
tal from other multinationals linked to technology and production agreements,
through state subsidies, and so forth. And yet, particularly since the 1970s,
finance capital seems to be returning to prominence through the operations of
the multinational banks, not only in the old form of rentier imperialism admin-
istering loans to peripheral states, but also as a network of control and private
planning for the world economy of international production. This network
assesses and collectivises investment risks and allocates investment opportuni-
ties among the participants in the expansion of international production, that is,
it performs the function of Lenin’s ‘collective capitalist” in the conditions of late
Twentieth century production relations.
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International Production and Class Structure

International production is mobilising social forces, and it is through these
forces that its major political consequences vis-a-vis the nature of states and
future world orders may be anticipated. Hitherto, social classes have been found
to exist within nationally-defined social formations, despite rhetorical appeals to
the international solidarity of workers. Now, as a consequence of international
production, it becomes increasingly pertinent to think in terms of a global class
structure alongside or superimposed upon national class structures.

At the apex of an emerging global class structure is the transnational manage-
rial class. Having its own ideology, strategy and institutions of collective action, it
is both a class in itself and for itself. Its focal points of organisation, the Trilateral
Commission, World Bank, IMF and OECD, develop both a framework of
thought and guidelines for policies. From these points, class action penetrates
countries through the process of internationalisation of the state. The members
of this transnational class are not limited to those who carry out functions at
the global level, such as executives of multinational corporations or as senior
officials of international agencies, but includes those who manage the interna-
tionally-oriented sectors within countries, the finance ministry officials, local
managers of enterprises linked into international production systems, and so on.

National capitalists are to be distinguished from the transnational class. The
natural reflex of national capital faced with the challenge of international produc-
tion is protectionism. It is torn between the desire to use the state as a bulwark
of an independent national economy and the opportunity of filling niches left by
international production in a subordinate symbiotic relationship with the latter.

Industrial workers have been doubly fragmented. One line of cleavage is
between established and non-established labour. Established workers are those
who have attained a status of relative security and stability in their jobs and have
some prospects of career advancement. Generally they are relatively skilled, work
for larger enterprises, and have effective trade unions. Non-established workers,
by contrast, have insecure employment, have no prospect of career advance-
ment, are relatively less skilled, and confront great obstacles in developing effec-
tive trade unions. Frequently, the non-established are disproportionately drawn
from lower-status ethnic minorities, immigrants and women. The institutions of
working class action have privileged established workers. Only when the ideol-
ogy of class solidarity remains powerful, which usually means only in conditions
of high ideological polarisation and social and political conflict, do organisations
controlled by established workers (unions and political parties) attempt to rally
and act for non-established workers as well.

The second line of cleavage among industrial workers is brought about by the
division between national and international capital (i.e. that engaged in inter-
national production). The established workers in the sector of international
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production are potential allies of international capital. This is not to say that
those workers have no conflict with international capital, only that international
capital has the resources to resolve these conflicts and to isolate them from con-
flicts involving other labour groups by creating an enterprise corporatism in
which both parties perceive their interest as lying in the continuing expansion
of international production.

Established workers in the sector of national capital are more susceptible to
the appeal of protectionism and national (rather than enterprise) corporatism in
which the defence of national capital, of jobs and of the workers’ acquired status
in industrial relations institutions, are perceived to be interconnected.

Non-established labour has become of particular importance in the expan-
sion of international production. Production systems are being designed so as to
make use of an increasing proportion of semi-skilled (and therefore frequently
nonestablished) in relation to skilled (and established) labour. This tendency
in production organisation makes it possible for the centre to decentralise the
actual physical production of goods to peripheral locations in which an abun-
dant supply of relatively cheap non-established labour is to be found, and to
retain control of the process and of the research and development upon which
its future depends.

As a non-established workforce is mobilised in Third World countries by
international production, governments in these countries have very frequently
sought to pre-empt the possibility of this new social force developing its own
class-conscious organisations by imposing upon it structures of state corporat-
ism in the form of unions set-up and controlled by the government or the domi-
nant political party. This also gives local governments, through their control over
local labour, additional leverage with international capital regarding the terms
of direct investment. If industrial workers in Third World countries have thus
sometimes been reduced to political and social quiescence, state corporatism
may prove to be a stage delaying, but in the long run not eliminating, a more
articulate self-consciousness.

Even if industry were to move rapidly into the Third World and local gov-
ernments were, by and large, able to keep control over their industrial work-
forces, most of the populations of these countries may see no improvement, but
probably deterioration, in their conditions. New industrial jobs lag far behind
increases in the labour force, while changes in agriculture dispossess many in
the rural population. No matter how fast international production spreads, a
very large part of the world’s population in the poorest areas remains marginal
to the world economy, having no employment or income, or the purchasing
power derived from it. A major problem for international capital in its aspi-
ration for hegemony is how to neutralise the effect of this marginalisation of
perhaps onethird of the world’s population so as to prevent its poverty from
fuelling revolt.
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The Long Twentieth Century: Money, Power, and
the Origins of Our Times

(GIOVANNI ARRIGHI

Over the last quarter of a century something fundamental seems to have changed
in the way in which capitalism works. In the 1970s, many spoke of crisis. In the
1980s, most spoke of restructuring and reorganization. In the 1990s, we are no
longer sure that the crisis of the 1970s was ever really resolved and the view has
begun to spread that capitalist history might be at a decisive turning point.

Our thesis is that capitalist history is indeed in the midst of a decisive turn-
ing point, but that the situation is not as unprecedented as it may appear at first
sight. Long periods of crisis, restructuring and reorganization, in short, of discon-
tinuous change, have been far more typical of the history of the capitalist world-
economy than those brief moments of generalized expansion along a definite
developmental path like the one that occurred in the 1950s and 1960s. In the
past, these long periods of discontinuous change ended in a reconstitution of the
capitalist worldeconomy on new and enlarged foundations. Our investigation is
aimed primarily at identifying the systemic conditions under which a new recon-
stitution of this kind may occur and, if it does occur, what it may look like.... .

....the starting point of our investigation has been Fernand Braudel’s conten-
tion that the essential feature of historical capitalism over its longue durée—that
is, over its entire lifetime—has been the “flexibility” and “eclecticism” of capital
rather than the concrete forms assumed by the latter at different places and at
different times:

Let me emphasize the quality that seems to me to be an essential feature
of the general history of capitalism: its unlimited flexibility, its capacity
for change and adaptation. If there is, as I believe, a certain unity in capi-
talism, from thirteenth century Italy to the present-day West, it is here
above all that such unity must be located and observed.

In certain periods, even long periods, capitalism did seem to “specialize,” as
in the nineteenth century, when it “moved so spectacularly into the new world

Giovanni Arrighi, The Long Twentieth Century: Money, Power and the Origins of Our Times (London
and New York: Verso, 1994). © Giovanni Arrighi 1994. Reprinted with permission of Verso.
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of industry” This specialization has led “historians in general... to regard indus-
try as the final flowering which gave capitalism its ‘true’ identity.” But this is a
short-term view:

[After] the initial boom of mechanization, the most advanced kind of
capitalism reverted to eclecticism, to an indivisibility of interests so to
speak, as if the characteristic advantage of standing at the commanding
heights of the economy, today just as much as in the days of Jacques
Coeur (the fourteenth century tycoon) consisted precisely of not hav-
ing to confine oneself to a single choice, of being eminently adaptable,
hence non-specialized.

It seems to me that these passages can be read as a restatement of Karl Marx’s
general formula of capital: MCM". Money capital (M) means liquidity, flexibil-
ity, freedom of choice. Commodity capital (C) means capital invested in a partic-
ular input-output combination in view of a profit. Hence, it means concreteness,
rigidity, and a narrowing down or closing of options. M" means expanded liquid-
ity, flexibility, and freedom of choice.

Thus understood, Marx’s formula tells us that capitalist agencies do not invest
money in particular input-output combinations, with all the attendant loss of
flexibility and freedom of choice, as an end in itself. Rather they do so as a means
towards the end of securing an even greater flexibility and freedom of choice at
some future point. Marx’s formula also tells us that if there is no expectation on
the part of capitalist agencies that their freedom of choice will increase, or if this
expectation is systematically unfulfilled, capital tends to revert to more flexible
forms of investment—above all, to its money form. In other words, capitalist
agencies “prefer” liquidity, and an unusually large share of their cash flow tends
to remain in liquid form.

This second reading is implicit in Braudel’s characterization of “financial
expansion” as a symptom of maturity of a particular capitalist development. .. we
can readily recognize in this latest “rebirth” of finance capital yet another instance
of that reversal to “eclecticism” which in the past has been associated with the
maturing of a major capitalist development: “[Every] capitalist development of
this order seems, by reaching the stage of financial expansion, to have in some
sense announced its maturity: it [is] a sign of autumn.’

Marx’s general formula of capital (MCM") can therefore be interpreted as
depicting not just the logic of individual capitalist investments, but also a recur-
rent pattern of historical capitalism as world system. The central aspect of this
pattern is the alternation of epochs of material expansion (MC phases of capital
accumulation) with phases of financial rebirth and expansion (CM’ phases). In
phases of material expansion money capital “sets in motion” an increasing mass
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of commodities (including commoditized labor-power and gifts of nature); and
in phases of financial expansion an increasing mass of money capital “sets itself
free” from its commodity form, and accumulation proceeds through financial
deals (as in Marx’s abridged formula MM "). Together, the two epochs or phases
constitute a full systemic cycle of accumulation (MCM”).

Our investigation is essentially a comparative analysis—of successive sys-
temic cycles of accumulation in an attempt to identify (1) patterns of recurrence
and evolution, which are reproduced in the current phase of financial expansion
and of systemic restructuring; and (2) the anomalies of this current phase of
financial expansion, which may lead to a break with past patterns of recurrence
and evolution. Four systemic cycles of accumulation will be identified, each char-
acterized by a fundamental unity of the primary agency and structure of world-
scale processes of capital accumulation: a Genoese cycle, from the fifteenth to
the early seventeenth centuries; a Dutch cycle, from the late sixteenth century
through most of the eighteenth century; a British cycle, from the latter half of the
eighteenth century through the early twentieth century; and a US cycle, which
began in the late nineteenth century and has continued into the current phase of
financial expansion. As this approximate and preliminary periodization implies,
consecutive systemic cycles of accumulation overlap, and although they become
progressively shorter in duration, they all last longer than a century: hence the
notion of the “long century,” which will be taken as the basic temporal unit in the
analysis of world-scale processes of capital accumulation....

....Inshort, the connection between Braudel’s secular cycles and the capitalist
accumulation of capital has no clear logical or historical foundation. The notion
of systemic cycles of accumulation, in contrast, derives directly from Braudel’s
notion of capitalism as the “nonspecialized” top layer in the hierarchy of the
world of trade. This top layer is where “large-scale profits” are made. Here the
profits are large, not just because the capitalist stratum “monopolizes” the most
profitable lines of business; even more important is the fact that the capitalist
stratum has the flexibility needed to switch its investments continually from the
lines of business that face diminishing returns to the lines that do not.

As in Marx’s general formula of capital (MCM"), so in Braudel’s definition of
capitalism what makes an agency or social stratum capitalist is not its predispo-
sition to invest in a particular commodity (e.g. labor-power) or sphere of activ-
ity (e.g. industry). An agency is capitalist in virtue of the fact that its money is
endowed with the “power of breeding” (Marx’s expression) systematically and
persistently, regardless of the nature of the particular commodities and activities
that are incidentally the medium at any given time. The notion of systemic cycles
of accumulation which we have derived from Braudel’s historical observation of
recurrent financial expansions follows logically from this strictly instrumental
relationship of capitalism to the world of trade and production, and emphasizes
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it. That is to say, financial expansions are taken to be symptomatic of a situation
in which the investment of money in the expansion of trade and production no
longer serves the purpose of increasing the cash flow to the capitalist stratum as
effectively as pure financial deals can. In such a situation, capital invested in trade
and production tends to revert to its money form and accumulate more directly,
as in Marx’s abridged formula MM.....

....(MC) phases of material expansion will be shown to consist of phases
of continuous change, during which the capitalist worldeconomy grows along
a single developmental path. And (CM") phases of financial expansion will
be shown to consist of phases of discontinuous change during which growth
along the established path has attained or is attaining its limits, and the capitalist
world-economy “shifts” through radical restructurings and reorganizations onto
another path.

Historically, growth along a single developmental path and shifts from one
path to another have not been simply the unintended outcome of the innumer-
able actions undertaken autonomously at any given time by individuals and the
multiple communities into which the world-economy is divided. Rather, the
recurrent expansions and restructurings of the capitalist world-economy have
occurred under the leadership of particular communities and blocs of govern-
mental and business agencies which were uniquely well placed to turn to their
own advantage the unintended consequences of the actions of other agencies.
The strategies and structures through which these leading agencies have pro-
moted, organized, and regulated the expansion or the restructuring of the capi-
talist world-economy is what we shall understand by regime of accumulation on
a world scale. The main purpose of the concept of systemic cycles is to describe
and elucidate the formation, consolidation, and disintegration of the successive
regimes through which the capitalist world-economy has expanded from its late
medieval sub-systemic embryo to its present global dimension.

The entire construction rests on Braudel’s unconventional view of the rela-
tionship that links the formation and enlarged reproduction of historical capi-
talism as world system to processes of state formation on the one side, and of
market formation on the other. The conventional view in the social sciences,
in political discourse, and in the mass media is that capitalism and the market
economy are more or less the same thing, and that state power is antithetical to
both. Braudel, in contrast, sees capitalism as being absolutely dependent for its
emergence and expansion on state power and as constituting the antithesis of
the market economy.

More specifically, Braudel conceived of capitalism as the top layer of a three-
tiered structure—a structure in which, “as in all hierarchies, the upper [layers]
could not exist without the lower stages on wh