Owen Southam

Outline, including examples as appropriate, the mai commercial policies adopted in

the 17" and 18" centuries that could be described as ‘mercantilist

Mercantilist policy dominated economic thought iar&e throughout the o 18"

century; this essay shall focus on mercantilist wamcial policy including examples from the
English Empire followed by the British Empire, Feanand the Dutch Republic. The first
section will introduce the core ideas behind metitam and its policies; the second section
will examine the commercial policies adopted by caetilist policy makers; finally, the third
will examine if mercantilism was an important facio the development of these countries,
concluding that despite the mixed results of conumépolicy, mercantilism was a crucial

element in the development of these nations.

Section 1

Mercantilist principles

This section will illustrate the main mercantiligijectives to introduce how commercial
policy was used to achieve these objectives. Tikeses will also be examined to see how
they are viewed by different schools of thoughthas gives us an insight to why the

mercantilist legacy is interpreted as it is: a®eatdne that damaged economic prosperity.



The Nation's prosperity

Mercantilist principles to some extent within theseintries during the I7to 18" centuries.
However mercantilism was driven mainly by pragmétices rather than being a unified
system of economic thought. These forces are thdtref the mercantilist's main objective

of protecting and advancing their nation, so theyeawilling to contradict principles if it was
for the national interest. International trade didlomacy was viewed as a zero-sum game;
this is opposed by the classical Ricardian traderhwhich suggests all parties gain from
trade, therefore free trade is desirable for dilong. Classical economists also questioned
whether these merchants were acting in their owerest or the nation’s interest. Adam
Smith viewed mercantilists as rent seekers (Br&d84, 2003), whereas economists such as
Heckscher interpret, as claimed by (McCuskergt the policies were created “to support
the rising nation states of Atlantic Europe by sdbmating private economic behavior to
national purposes”. Despite mercantilism having sonodern favourable interpretations,
such as Heckscher and Keynes, the anti-mercaniéigts of classical economists have been
dominant and this is consequently the conventioriafpretation of the mercantilist

approach.

Favourable balance of trade

Mercantilists viewed a favourable balance of tragdexports being greater than imports;
higher exports leads to the inflow of gold andeihSome Mercantilists viewed these
precious metals as the nation’s wealth, this viewal be rejected by Classical economists
who recognised as suggested by (Blaug, P10-11,) 1885 quotes Adam Smith, “The Strain

of their argument frequently supposed that all Weebnsists in gold and silver”.



Mercantilists reached an interesting conclusiooualhe effects of money supply on output,
(Blaug, P18, 1985) explains this using the Quaniieory of money (MV=PY): they
assumed that when M (money supply) increases, Y@buincrease), whereas classical
economists saw an increase in M increasing P @ri¢geas similar to this would later be
used in Keynes’ General theory and as (Blaug, P5,3985) claims Keynes argued against
the classical interpretation of mercantilism forlaple reasons, such as the favourable
balance of trade leading to the inflow of precioustals lowering the interest rate and

therefore increasing investment.

Section 2

Commercial policies

This section will evaluate mercantilist commergalicies including economic analysis and

examples.

Prohibition
Prohibition was used by mercantilism to prevenc#meimports or exports, either to protect

domestic industries or to maintain a favourablabed of trade.

England

The Cockayne project prohibited the export of undgieth, although this is also an example
of granting monopoly privileges. James | grantechapmly exporting privileges to Cockayne
for dyed cloth and banned the sale of unfinishethcIThis commercial policy was an
attempt to end Dutch control of this industry andjénerate greater revenues from finished
cloth. The English failed to achieve their aimshathiis policy because the Dutch prohibited

British finished cloth importing and England lackbeé technology used by the Dutch to



create dyed cloth efficiently (Irwin, P138, 1992he policy was eventually abandoned. The
consensus among economic historians including [&m@®’'Rourke, 240, 2007) is that this

policy “ended in failure”.

This attempt to increase dyed cloth exports deeckt®e overall welfare of the economy
because the Dutch had a comparative advantagegifay dloths whilst the English had a
comparative advantage in the production of unfieisbloth. If both countries had followed
the doctrine of free trade they would have incrddbe welfare of their countries, but instead
they suffered a decrease in welfare due to deadhvkigs. The reduction in trade was not
compensated with a growth in English cloth manufiact despite the policy’s ability to

change incentives, so the policy was completelffengve.

The Calico acts in the Y&entury had interesting unintended consequendesfift of

these acts banned the importation of printed catahthe second prohibited the
consumption of these goods, although there wermptiens. Both policies stimulated the
cotton industry in England and this industry becéthe cradle” of the Industrial Revolution
(Cameron, 160, 1997). This is an interesting caserevprohibition worked as an effective
policy outcome for the country that adopted it, thig was an unintended consequence which

indicates that it is hard to predict the outcomfgsrohibition as a policy.
France

Under Colbert the French also introduced prohibgimcluding the prohibition of grain
exports. This policy had similarly disastrous capsaces to the Cockayne project,
(Ekelund and Hébert, P76, 1997) suggest that theygwad damaging effects when there
was a surplus of grain, “lower prices drove dowa iticome of farmers”, and this resulted in

an overall decline in consumption in the economy.



The effectiveness of prohibition

Prohibition is mostly an ineffective policy. Thelppy prevents trade which would benefit
both countries and can have wider implications dangaindustries, such as agriculture in
the case of the grain prohibition in France andhciio the case of the Cockayne project. Both
policies attempted to damage other rival countbes poth had the opposite effect.
Prohibition prevents any gains from comparativeaatizge and although it is possible to
incentivise growth in industry by preventing immoand exports of certain goods, the policy
must be realistic to lead to growth in those indeast The Cockayne project failed as it was
unrealistic to expect the English to compete whign Dutch and their superior technology.
The Calico Acts are rare examples of prohibitiomaffective policy, but they are also

examples of the unpredictable nature and potemti@tended consequences of prohibition

Tariffs

Mercantilists used tariffs to protect and develoméstic industry, Colbert was the main
advocate and developer of this as a mercantiligtypddowning was an early English
exponent of tariffs, favouring them over prohibitidariffs used by mercantilists were
predominantly taxes on imports to create artiflgibigher import prices which would

incentivise and protect domestic industry.

France

Colbert's important economic reforms began withténdgfs of 1664 which were later
extended in 1667. It can be argued that Colbelitaed one of his mains aims with this

policy, “His protective tariffs brought a considel@improvement in France’s balance of



trade” (Asakura, P196, 2003). This can be regaadeah argument in favour of the tariffs,
but only if a favourable balance of trade is thalgwhich was for mercantilists; however
classical economists such as Smith argue thatstéwaive damaging effects “The French and
English began mutually to oppress each other’sstrgu(Smith, 364, 1999). The French
were able to gain power towards the end of tHecentury; Colbert’s tariff reforms were
important in the process of modernising and ungykmance, Heckscher claims that the tariff
reform was an “unquestionable triumph of mercasttilin the sphere of economic
unification” (Heckscher, P103, 1955). The import&an€ these tariffs for economic
unification and domestic industry show that mentiahpolicy was effective in assisting the
transition from feudalism to capitalism. Smith waght about the potential damage to growth

in these countries, but the reforms were overalkefieial to France’s imperial aims.

England

Downing is considered the first English policy matefully utilise tariffs. Downing used
tariffs against Dutch fish imports to develop thegksh fishing industry (Findlay and
O’Rourke, 202, 2007); using tariffs rather thantpbition of Dutch fish imports was more
effective because English fishing was not capabjgaviding the quantity of fish needed,

therefore Downing altered incentives to stimulaie fishing industry by altering prices.

The effectiveness of tariffs

Tariffs are a more effective method of growing istity compared to prohibition. Tariffs can
alter incentives in the economy and protect grovunayistries; Colbert used these the most
effectively to stimulate French manufacturing. Thare losses to the overall welfare due to a
reduction in free trade, reducing the gains frormparative advantage, so the classical
economics notion of economic efficiency is agaolated, but the trade-off between

efficiency and growing domestic industry had diéfier consequences in this era. This is



because mercantilists perceived trade as a zeraggaum, so by implementing tariffs they
thought they were negatively effecting rivals amgbroving their industry simultaneously.
This policy can be effective in achieving the metdst aims as well as supporting growing

domestic industries.

Chartered companies

The most famous example of chartered companiethargast India companies of Britain
and the Dutch. These companies re-exported thesgbeg imported from Asia at higher
prices and given privileges so that the state waidd gain a proportion of the monopoly

profits.

Dutch East India Company (VOC)

The Dutch East India Company were establisheddistwas dominant early on in thé"16
century. The early success of the Dutch is howageéseen as a consequence of “government
subsidies, but to a managerial incentive schenm@/ir{] P136, 1992). The monopolistic na-
ture of chartered company led to corruption and seeking from all involved in the compa-
ny - inspectors, managers and the workforce- toetiake private gains through illicit trade;
the VOC would gain the logo “Perished by corruptiafter its decline (Landes, P146, 1999).
The monopoly on spices also led the VOC to tryrtotisupply using the “practice of de-
stroying surplus spice” (Hamilton, P44, 1948). Témsured that they maintained a higher
price and supernormal profits, but created furttesxdweight loss for European consumers,
the Dutch state and merchants gained from thigyodlihe VOC restrictions on Eastern trade
would damage the Dutch as argued by (Hamilton, #514:948) the English Navigation Acts
decreased the flow of goods into Holland, the VO&rpnted Eastern trade which may have

aided the Dutch



British East India Company

The success of the British East India company naa ibeen a result of it being “Formed
and administered by merchants, not the governniéfarhilton, P48, 1948). Interloping on
this monopoly was also frequent in comparison &DRatch

The English East India Company also had the pgeteto export precious metals for trade
which violated the mercantilist principle of maiman inflow of precious metals. The East
India Company could influence government policy t#retefore were able to continue trade
and by 1662 the restrictions on precious metal ggg@d been lifted (Davis, P309, 1966).
Here we see a privilege maintained so that the st@ild maintain its gains from monopoly
profits. From 1689, chartered companies were athbtly Parliament, the East India
Company was able to withstand this, but “not withmajor restructuring and a much greater
degree of public accountability” (Ormrod, P343, 2D he political change from the
Glorious Revolution had resulted in a reductioswbport for corporate monopolies. The
East India Company maintained success through@ueth, partially as a result of luck as
textiles import demand grew, but the unique apgraddeing an entirely private firm and
the reforms caused by political change, unlike Baod French attempts, proved to be

important for its long-term success.

The effectiveness of charted companies

Chartered companies were utilised to gain monopmadjits and were effective at achieving
this aim for both the British and Dutch, althouglerich attempts failed to gain profit. The
VOC succeeded in the short-run, but the spice tnateh they had gained monopoly control
over, “was of declining profitability”(Irwin,136,992) which played a role in ending the

Dutch Golden age. The policy could be effectivpeesally for states trying to extract high
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profits, but it damaged overall economic efficietgyincentivising rent-seeking for the firms
and individuals involved. The policy also couldibeffective in the case of French attempts
or fail in the long-run, but the English East Indlampany indicates that the policy could be

effective in the long-run with the right approacidanstitutions.

Section 3
This section will examine the development of thee¢hcountries and the overall role of

mercantilism within that as well as the role ofetfactors including institutional change.

Britain

Britain developed into the first industrialisedioat (Allen, P16, 2009) argues that the
commercial development of European countries wasobithe main factors that contributed
to initiating the Industrial Revolution. The incesain trade caused by mercantilist foreign
and commercial policy led to increasing urbanisatidich incentivised developments in

agricultural productivity and the division of lalrou

The Glorious Revolution is also perceived to haad & direct effect on the Industrial
Revolution. Both the political institutional changigough this revolution and the economic
institutional change through mercantilist commdrpiicy were necessary for further
economic development. Feudalism and monarchy wioaNve failed to create the incentives
for freedom and innovation; the indirect effectsradtitutional change such as increasing
urbanisation also would not have developed. Allsputes this “liberal view” (Allen, P5,
2009) of the importance of the Glorious Revolutibat there is evidence of the inter-
connected nature of political and economic insong “Prior to the Glorious Revolution, the

English tariff system provided little direct proten for home industry” (Ormrod, 49, 2002),



therefore commercial policy was effected by ther{dles Revolution. The revolution also
ended the monarch’s ability to grant monopolies Badiament was now “acting in the
collective interest of the national mercantile slas a whole” (Findlay and O’Rourke, P240,

2007), so the interactions between institutions wtad for the transition to industrialisation.

Dutch

The Dutch developed early into this era as “theneaadc wonder of the age” (Allen, P16,
2009) although towards the latter stages of thiogethey were diminished by the
developments of the British and French. The VOC avasgal part of Dutch commercial
policy and their success of the creation of a mohom the spice market had the unintended
consequence of contributing to their collapse aswhin European power. This is an
interesting example of the mixed results and uniptabllity of mercantilist policy. The
decline of the Dutch empire however did not rediheeliving standards within the country
(Bailey, P4, 2014).

The conventional explanation for the decline of Ehech Republic is that fragmented and
decentralised political institutions prevented #diad economic policy, which was present in
England and France despite their different politiestitutions, (Ormord, P21, 2003).
Historians see the weak Dutch federal governmena“major factor in the economic decline
of the eighteenth century”. A unified mercantijigtlicy may have helped to maintain the

early success of the Dutch.

France
The role of mercantilist policy in the developmehErance is mainly linked to the policy of
Colbert. Colbert had success-in affecting domeastastry, although it can be argued that

this was at the expense of France’s overall econénayce became a major European power
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in the 18" century along with the British although the rofer@rcantilist policy played a less
significant role in this in comparison to the Bsiij the mains gains from this policy was to
unify the country under a central economic polidyich gave them advantages over the

Dutch.

Conclusion

Mercantilist commercial policy can be effectiveaichieving certain aims, although this does
not include the classical economist aim of incneg&fficiency in the economy. Tariffs were
utilised successfully for protecting and growingrastic industry and Chartered companies
helped generate higher revenues for Britain andDtiteh. These policies were successful in
achieving the mercantilist aims of a favourableahaé of trade and increasing the nations
prosperity, although these polices were damagimyévall economic growth, so the nations
prosperity would also have to include its positodpower within Europe; some of the
policies such as prohibition were ineffective imi@wing any positive result. The classical
economic interpretation of mercantilism is primy@nlegative and this has been the accepted
interpretation since the T@entury, however this disregards that mercargilistd different
aims to classical economists such as Smith aneé thiess helped Europe transition to the
Industrial Revolution through encouraging commenad unifying countries Mercantilist

commercial policies could be effective for the coias that adopted them.
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