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INTRODUCTION

EconOoMICS IS 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, FEconomics 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 neces-
sary 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 in today’s wotld of commetce. Countries vary
greatly in their export-to-import ratios but there is not a nation on the planet that
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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 prov-
inces 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 aggres-
sive 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 lead-
ing 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
“bordetless trade.” But for all of its talk of free trade, the United States still has
considerable protectionist legislation on the books to coddle favored industties.

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 interna-
tional 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 commertcialism where each
nation interprets the principles of markets for itself is at the heart of interna-
tional mega-economics.

Jeffrey Edmund Curry
San Francisco 1999
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CHAPTER 1

The Science of Economics

NO LESS THAN WAR OR STATECRAFT, THE HISTORY OF
ECONOMICS HAS ITS HEROIC AGES. — ALDbous HuxLEy

The Meaning of Economics

One of the unfortunate misnomers in business literature is the constant
referral to economics as “the dismal science.” It is unfortunate, because it pre-
vents many people from attempting to understand a set of principles which
drive commerce, and by implication much of human life in general. In its gen-
eral form economics is often defined as “the study of the allocation of re-
sources” 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 not-
mative 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 2 “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 be-
came managing the town and so on up to the nation-state. As we will see through-
out this text, stewardship is practiced on a global basis in contemporary society.
Before we leap into the vastness of global economic applications, we must pref-
ace 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 politi-
cal 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 pre-dates 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.
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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 made to annex
their wealth to the empire, usually by conquest. Each newly conquered atrea
received, in the form of a governor, a “steward” whose job it was to maintain
order and secure the resources now under the empire’s control. Money was
issued — minted and printed — but not used as widely as bartering goods in
exchange for other goods. Credit was extended but either only at the micro/
neighborhood level or on a grandiose royal scale, with little lending available for
the majority of people. Goods and the few services available were produced
and consumed in the community. These empires only sought to gather more
communities under their aegis in order to tax, not unite, them. Interaction among
the communities was generally discouraged as a form of illegal assembly.

Of course, the world grew more populous and more complex. Simple stew-
ardship was no longer adequate to control internal commerce; external forces
came into play as empires expanded to the point where they began to butt up
against one another. Trade, not conquest, became the mote accepted means of
acquiring resources (though force is still an option even at the beginning of the
21st century). As empires stabilized, nationalism brought about the rise of sin-
gular states and the consequent call for resoutrce protection. The most efficient
of these states acquired great wealth, especially but not exclusively in Europe;
their leaders in turn needed more refined methods of controlling its distribution.
The Roman praefectus, the Chinese mandarin, and the Gallic thesaur all evolved
into some form of the Minister of the Treasury or Exchequer. Beneath these
grandees were the thousands of administrators that saw to the day-to-day dis-
tribution of resources throughout the nation, fiefdom or kingdom.

of the Economist

Much of what governments did up until the 16th century was to react as
best they could to changes in their financial situation. Proactivity was impos-
sible since no one understood the forces at work and an organized system of
accounting was still in its infancy. The invention of double-entry accounting in
14th-century Italy resulted in accurate bookkeeping tecords. Over the next few
centuries, the monks and scribes of Europe began to see patterns in these
records. Advances in mathematic theory, imported from Arab culture, began to
allow compilers not to just see patterns but also to predict future events.
Suddenly, the steward, like the farmer planting crops or the fisherman putting
to sea, could foretell when and where the nation’s fortunes were headed and
react accordingly. By the 16th century economics as we know it today had arrived,
and the Age of the Economist had dawned.

Emperors, kings, chieftains and mayors could, with the aid of their economic
administrators, begin to manage their fortunes, not just retain them. Nations, if
properly managed, could regularly feed, clothe, educate and employ the vast
majority of their people and thus quell much of what was at the root of internal
conflicts. Trade with neighboring countries could be conducted on a more effi-
cient basis as each nation knew which resources it needed to obtain to maintain
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growth, and which would not contribute to overall development. The Roman
“res publica” (public things) and the English “common weal” (general wealth)
were the sum total of what a nation held in trust for its population. These
terms soon became synonymous with the central function of the state and
today are seen in the standard political nomenclature of “republic” and
“commonwealth.” The combination of general well-being and statehood could
only have been accomplished through the stewardship and calculations of the
economist.

As the role of economists grew, so did their knowledge and ability to forecast.
Like forecasters everywhere, some were better than others. Those that were
accurate often reached their conclusions through decidedly different means.
Some looked at the exact same set of records and came to diametrically op-
posed opinions. Still others refined previously used techniques or sought out
new types of data to derive even more divergent predictions. Methods that at-
tracted large numbers of followers became known as “schools.” A few of these
schools developed into full-fledged political entities (e.g., socialism), while most
simply provided a diversity of thought within the larger category of economic
thought, to be discussed in Chapter 2.

Influential International Economists

The history described above, though considerably compressed, was lived
and formed by many nameless economists whose influence on international
economic theory will never be fully credited. Other economists have achieved
considerable fame, and sometimes blame, for the theories and principles they
developed. These economists have shaped the world we live in and will con-
tinue to influence the globe for generations to come. They will also appear
throughout this book and in any discussion of international economics. Though
mostly Western, they are a diverse and often cantankerous group. What follows
is a brief listing of these notables along with a summary of their work:

THOMAS MUN (1571-1641)

Employed as a Director of the East India Company, Mun is credited
with formulating the mercantilist doctrine in 1630. In .A Discourse of Trade
from England Unto the East Indies (1621), and the posthumously published England’s
Treasure by Foreign Trade (1664), he argued that as long as total exports exceeded
total imports for a nation, the outflow of cash from any single business was not
consequential.

JEAN-BAPTISTE COLBERT (1619-1683)

As the French Minister of Finance from 1661 until his death, Colbert pro-
moted mercantilist principles at the highest political levels. His “bullionist”
outlook led to the expansion of French exports, the reduction of imports, and
the passage of laws to prevent the outflow of bullion (gold in bulk form) as
payment. His strict approach to national productivity, including mandatory work
for peasant children beginning at age six, and the categorizing of priests, nuns
and monks as “dead” for taxation purposes, is known as Colbertism in France.
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ROBERT JACQUES TURGOT (1727-1781)

As a successor to Colbert one hundred years later, Turgot used his position
as Minister of Finance to revamp France’s feudalist and mercantilist framework.
His promotion of internal trade and dismantling of the guild structure were
part of the Physiocratic movement’s belief in natural order and laissez-faire
(“let it be”) approach to economics.

RICHARD CANTILLON (1680-1734)

Born in Ireland, Cantillon was a wealthy banker and speculator whose main
contributions to economics were published after his death. His Essay on the Nature
of General Commerce (1755) developed the early theories of price and value as
well as supply and demand. Cantillon is credited with laying the groundwork for
the Classical school of economics. His text is the first known to use the term
entrepreneur to describe the innovative, risk-taking businessperson.

DAVID HUME (1711-1776)

Another contributor to the Classical school, this Scottish-born academic
gained fame in economic circles as the author of Political Disconrses (1752). He is
the originator of the “price specie-flow mechanism,” which promoted the idea
(and its reverse) that as national wealth increases so does the price of goods and
labor, thereby making a nation’s exports less affordable to foreign importers.
Although the theory relied heavily on the fact that all trading nations worked on
a gold standard at the time, Hume’s concept of “international equilibrium” was
enormously influential on the next generation of economists.

ADAM SMITH (1723-1790)

Smith, a fellow Scot and academic colleague of Hume, is the most famous
of all 18th-century economists and the acknowledged founder of the Classical
school. Though originally a professor of logic, Smith resigned to become a
tutor for the stepson of Britain’s Chancellor of the Exchequer. His duties
sent him to France for several years where he was befriended by the
Physiocrats Turgot and Quesnay. It was through discussions with these staunch
anti-mercantilists that Smith first formulated his doctrine of the productivity
of labor, and the circular process of production and distribution. These and
other important Classical school principles coalesced in his monumental work,
The Wealth of Nations (1776). The work remains a standard text for all serious
students of economics worldwide.

DAVID RICARDO (1772-1823)

Smith may have founded the Classical school, but it was the Dutch-born
David Ricardo who developed those ideas and first applied them to the real
world of international commerce. His work, On the Principles of Political Economy
and Taxation, was the first to focus on the needs of the three classes (landowners,
capitalists and labor), and emphasize the necessity for distributing income prop-
erly rather than through simple economic growth. Largely self-educated, Ricardo
is best known for his groundbreaking work on price/value relationships,

the theory of “comparative cost” (modern-day “comparative advantage”), and
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for almost single-handedly forcing the Bank of England to go back onto the
gold standard in 1819.

THOMAS MALTHUS (1766-1834)

This English academic is best remembered for the “Malthusian Theories”
of population and market gluts. His work, .4z Essay on the Principle of Population
(1798), claimed that most of humanity’s economic ills were caused not by insti-
tutions or custom but by overpopulation. With the publication of Principles of
Political Economy (1820), Malthus attempted to show how the over-production
of goods (gluts) can drive profits from the marketplace and how full employ-
ment can only be assured when all surplus materials are removed. This latter
theory is counted as the first true explanation of unemployment.

JOHN STUART MiLL (1806-1873)

When Mill, considered the last of the great Classical economists, published
his own Principles of Political Economy in 1848, he hardly could have realized that
it would become the standard text on economics well into the 20th century. His
clear delineation of the interaction of supply and demand along with his theo-
ties on elasticity have become the cornerstone of modern (neo-classic) thought.
It is his work which fueled the capitalistic fires of the Industrial Revolution and
later became the target of numerous counter-theories of economic development.

CHARLES FOURIER (1772-1837)

Pre-dating Mill’s work, other (non-classical) theories were being formulated
in France, in the wake of its own revolution. Fourier, a self-educated clerk,
railed against capitalism, as the classical principles were called. For him, com-
merce was the problem, not the solution. Competition was inefficient and the
only answer was communal living, which he based on his own system of
“phalanxes.” His theories, along with those of Saint-Simon and the Swiss econo-
mist Sismondi, helped lay the groundwork for the later theories of state socialism.

Louls BLANC (1811-1882)

Blanc, a French journalist and historian, is considered to be the father of
state socialism. In his two works, Organigation of Work (1839), and A Catechism
of Socialism (1849), Blanc looked to the government to become the “banker of
the poot” to finance new enterprise, guarantee full employment and control the
profits of capitalists. His work was instrumental in developing the notion of
“class struggle” and in understanding the effects of competition on labor as
well as on the “bourgeoisie.” With contemporaries Charles Kingsley (1819-1875)
in Britain and Pierre-Joseph Proudhon (1809-1865) in France, Blanc led the
new revolt against capitalism.

KARL MARX (1818-1883)

This Prussian-born academic turned journalist was exiled from several Euro-
pean countries for “radicalism,” before finally landing in London where he was to
spend the bulk of his life. His theories on exploitation, the state and capital were
indeed radical. They formed the theoretical basis for a number of societies
that changed the face of the planet under the banner “scientific socialism,” or
what is more commonly known as communism. With his partner Friedrich Engels



