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Introduction

ECONOMICS 1S HAUNTED BY MORE FALLACIES THAN ANY OTHER
STUDY KNOWN TO MAN. — HENRY HAZLITT

THE EXPANSIVE TRADE OF NATIONS

The most dramatic feature of late twentieth-century commerce has been the rise of
international business. Never before has there been such an exchange of products, currency,
culture and people among the nations of the earth. While trade between countries is far
from new, the sheer size and consequence of present-day, commercial activity has prompted
even the tiniest economy to look outward for both products and profits. Even when not
consciously looking, the effect of foreign economies can be felt in domestic markets. The
intent of this book is to show the reader the interdependency of the world’s economies and
how the effects can be monitored if not completely controlled. The text is aimed at active
business people currently considering moving into the international arena as well as readers

wishing to gain practical insights into the complex world of global business.

THE ROLE OF SELF-INTEREST AND PERSPECTIVE

One of the recognized leaders in economic thought is Henry, Hazlitt, whose 1946 work.
Economics in One Lesson, demystified in many updated editions the arcane principles of
economics and exposed the fallacies of many governmental policy decisions. His words are
as true today as they were then, but his work put a focus on domestic issues and treated
international economics as a cause, not an effect. The role of the book you are reading is to
take the main insights put forth in Hazlitt and apply them to global economics. The first of
these precepts is Hazlitt’s belief that self-interest is at the heart of most economic decisions
at both the public and private levels. The second precept that drives this discussion of
international economics is that of maintaining perspective when looking at both the
causes and effects of any economic policy or decision. Short- and long-term ramifications
of decisions must be understood in the context of their total effect on all peoples and
economies. Prior to discussing common fallacies and problems, basic concepts will be
explained along with historical background material. The book is designed to take the basic

principles of economics and place them in a contemporary, global context.




WHY NATIONS TRADE

While many countries may be able to claim self-sufficiency from the stand-point of
foodstuffs, very few, if any, are able to provide all of the goods necessary for a “modern”
standard of living. Foreign-supplied goods, services and raw materials have become a
necessity, not an option. Rather than produce everything needed in an economy, countries
have, over time, become specialists in certain goods and services. Agrarian, industrial,
technological and the new service-based economies all coexist and coalesce m today’s world
of commerce. Countries vary greatly in their export-to-import ratios but there is not a nation
on the planet that does not actively seek out opportunities to sell or purchase goods and
services from its neighbors.

World trade in 1950 totalled little over US$50 billion but had exceeded US$4 trillion
just four decades later. This remarkable growth was triggered by advances in transport and
communication as well as the opening of world markets brought about by the Bretton Woods
Conference of 1944. In many ways the flow of goods and services between nations became
as facile as trade among the provinces of a domestic market. Nations now began to view
each other as trading partners and as sources of materials that were unavailable at home. As
market interdependencies replaced political rivalries among the major economies, former
enemies and current allies began to work out balance of payments and trade deficits over

conference tables rather than take to the battlefield.

AN OVERVIEW OF FREE MARKETS

While all countries have markets, there are varying degrees of “openness” when dealing
with investment. Some are quite welcoming while others are openly hostile.

Japan and France both have heavy-handed central government control of many
industries and investment segments. Many of the Arab countries, though rich in oil reserves,
have a singular take on profit making that is dictated by the Islamic doctrine against
usury. And finally, in an extreme turnabout of economic philosophies, Russia is even now
undergoing the pangs brought on by its aggressive attempt at decentralizing its economic
planning.

Arguably, the most free of the major national economies is the United States. Much to
the dismay of its domestic firms, foreign companies are given access to all business sectors
with the exception of a few industries considered to be strategic. Foreigners can also own
property. The United States has been the leading proponent of dropping trade barriers
via GATT (now the WTO) with the belief that absolute and comparative advantage will
protect the markets that the United States was “naturally” determined to maintain. This
service-technology giant’s formation of NAFTA with Canada acting as the industrialized
second tier economy to Mexico’s emerging market status was seen as a prototype of global

“borderless trade.” But for all of its talk of free trade, the United States still has considerable



protectionist legislation on the books to coddle favored industries.

Readers with global business aspirations must understand how the various nations of
the world approach markets, the transparency and effectiveness of domestic laws regarding
ownership of property, and the necessity of international companies to access the free
flow of information. Failure to comprehend the various approaches to what is loosely
termed “market economics” will be a serious deterrent to a successful outcome. This new
commercialism where each nation interprets the principles of markets for itself is at the

heart of international mega-economics.

Jeffrey Edmund Curry
San Francisco 1999
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No less than war or statecraft, the history of economics has
its heroic ages. (&it% 5 kaliGE L E—FF, 718 ERH BRI
A, D

— Aldous Huxley (Bi[/RZ 1 « HFEEL

One of the unfortunate misnomers in business literature is the constant
referral to economics as “the dismal science.” It is unfortunate, because it
prevents many people from attempting to understand a set of principles
which drive commerce, and by implication much of human life in general. In
its general form economics is often defined as “the study of the allocation of
resources” or “the science of production and distribution of wealth.” Beneath
that umbrella are some further major divisions: normative economics
attempts to determine how economies ought to run, while positive economics
seeks to discover how economies actually operate. This book will assess both
the normative and positive approaches, as well as look at macroeconomic and
microeconomic principles (see Chapters 3 and 4).

The word “economics” has anything but a dismal derivation. Its
etymology is from the Greek economos meaning “one who manages a
household” or what we commonly call a “steward.” This sense of stewardship
is what has guided the economic policy of nations and individuals since
before recorded history. Managing the household evolved into managing the
village, which in turn became managing the town and so on up to the nation-
state. As we will see throughout this text, stewardship is practiced on a global

basis in contemporary society. Before we leap into the vastness of global
economic applications, we must preface it with a look at how this science
came to be an academic discipline, and how its practitioners became valued
specialists for both commercial and political interests.

The Commerce of Nations

Western academics designate the beginning of economics as a
discipline around 1500 A.D. The sixteenth century saw the dawn of what
is considered by most to be the first “school” of economics: mercantilism.
In this book we will also take a look at feudalism, which predates
mercantilism. The feudal system characterized economies for centuries
before the rise of merchant-capitalism. This was as equally true in the Far
East as it was in the West. In fact, feudal societies remained the dominant
mode of economic organization for a much longer period in Asia.

The ancient Greeks, Egyptians, Chinese and Romans all traded within
their respective territories and, to a much lesser degree, with the peoples
that touched their borders. If the neighbors were wealthy, every attempt was



