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Introduction

In 1764, James Ilargreaves, an uneducated weaver from Lan-
cashire, England, displayed a remarkable invention. It was a hand-
cranked machine that could spin yarn on eight spindles. He called his
contraption a “spinning jenny”; later models of Hargreaves’ jenny had
up to 120 spindles. The replacement of hand-spinning by machine was
one of several inventions that mechanized the making of clothes, which
allowed a factory of specialized workers to make in a day what once
took a year. The Industrial Revolution was born.

The Industrial Revolution, with its mass production in factories,
transformed first England and then the world. As textile mills soaked
up capital, farmers were drawn to growing cities to take jobs in the fac-
tories. The era of the specialist had begun: cotton producers, weavers,
builders, loom repairmen, dyemakers, cutters, wholesalers, retailers,
and marketing experts all made the British textile industry a driving
force in the world. This specialized labor, this disciplined work force,
this competition for markets would later be repeated in the iron and
steel industry. British entrepreneurs went from making pins and nails
to plows and rails. During the 1800s, they tied the world together with
steamships, railroads, telegraphs, and telephones.

What would be the relationship between the Industrial Revolution
and free trade? What would be the balance between liberty and author-
ity in this new industrial society? At first, the answers to these ques-
tions were not clear. The political economy of the 1700s was dominated
by the idea of mercantilism—which urged nations to be self-sufficient,
to shun imports and promote exports, and to build their supplies of
gold. Therefore, the European mercantilist empires of the 1700s were
highly restrictive: tariffs, subsidies, monopolies, and government con-
tracts abounded.

Even as Hargreaves was inventing and perfecting his spinning
jenny, however, the ideas of free trade and private enterprise were find-
ing their way into print. William Blackstone, in the 1760s, published his
Commentaries on the Laws of England. According to Blackstone:

The absolute rights of man, considered as a free agent,
endowed with discernment to know good from evil, and with
power of choosing those measures which appear to him to be
most desirable, are usually scunmed up in one general appella-
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2/ Burton W. Folsom, Jr.

tion and denominated the natural liberty of mankind. This nat-
ura] liberty consists properly in a power of acting as one thinks
fit, without any restraint or control, unless by the law of nature;
being a right inherent in us by birth, and one of the gifts of God
to man at his creation, when he endued him with the faculty of
free will,

When Adam Smith wrote The Wealth of Nations in 1776, he applied this
idea of natural liberty to the nation state:

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 commodity cheaper than we ourselves
can make it, better buy it of them. . . . In every country, it always
is and must be the interest of the great body of the people to
buy whatever they want of those who sell it cheapest. The
proposition is so very manifest, that it seems ridiculous to take
any pains to prove it; nor could it ever have been called in ques-
tion, had not the interested sophistry of merchants and manu-
facturers confounded the common sense of mankind. Their
interest is, in this respect, directly opposite to that of the great
body of the people.

In this “system of natural liberty,” Smith argued, an invisible hand
in the marketplace helped transform mere private gains into public
usefulness:

It is not from the benevolence of the butcher, the brewer, or the
baker, that we expect our dinner, but from their regard to their
own interest. We address ourselves, not to their humanity but
to their self-love, and never talk to them of our own necessities
but of their advantages.

In 1850, Richard Cobden, the British political leader, argued further that
“free trade would have a tendency to unite mankind in the bonds of
peace.”

If free trade was moral, if it was efficient, if it promoted liberty and
public progress, and if it promoted international peace, then what was
the proper role of government in this new society. “According to the
system of natural liberty,” Adam Smith argued:

the sovereign has only three duties to attend to; three duties of
great importance, indeed, but plain and intelligible to common



Introduction /7 3

understandings: first, the duty of protecting the society from
the violence and invasion of other independent societies; sec-
ondly, the duty of protecting, as far as possible, every member
of society from the justice or oppression of every other member
of it, or the duty of establishing an exact administration of jus-
tice; and thirdly, the duty of erecting and maintaining certain
public works and certain public institutions, which it can never
be for the interest of any individual, or small number of indi-
viduals, to erect and maintain; because the profit could never
repay the expense to any individual or small number of indi-
viduals, though it may frequently do much more than repay it
to a great society.

Smith’s case for free trade and limited government won the battle
of ideas in the 1800s. The Industrial Revolution and the free trade that
followed brought rising standards of living to many Western countries.
Those countries outside the Western orbit watched the rise of industri-
alism with different attitudes. The Chinese, for example, remained iso-
lationist. They limited their trade with the West and refused to adopt
new technology or new ideas about individual liberty.

In 1793, Ch'ien Lung, the Chinese emperor, wrote a classic letter to
George Il of England. King George, it seems, wanted more trade with
China and sent a batch of British goods there to excite curiosity and
open doors for future trade. Ch'ien Lung dismissed Britain's “precious
objects.” “There is nothing we lack,” he smugly wrote. “We have never
set much store on strange or ingenious objects, nor do we need any
more of your country’s manufactures. .. .” In the 1800s, China followed
Ch'ien Lung’s policy whenever possible. While Western countries built
factories, railroads, and military equipment, China retreated into its
shell.

Japan's attitude was completely different. From the moment Com-
modore Matthew Perry opened up Japan for trade in 1854, the Japanese
began to copy Western technology. The Meiji dynasty encouraged tex-
tile production and Japan soon challenged the West in the making of
clothes. Ships, railroads, and guns would soon follow. In 1871, novelist
Kanagaki Robun captured popular sentiment in Japan toward the West
when he wrote, “In the West they're free of su perstitions. There it's the
custom to do everything scientifically, and that's why they've invented
amazing things like the steamship and the steam engine. . . . Aren’t they
wonderful inventions?”

To compare the views of Chien Lung and Kanagaki Robun on
trade is fo understand the history of China and Japan in the 1800s. In
the 1840s and 1850s, China lost wealth and land (including Hong Kong)



4 / Burton W. Folsom, Jr.

to England and France during the Opium Wars. Later in the century, the
European powers carved the hapless Chinese nation into spheres of
influence. Japan by contrast, industrialized so quickly that it soon
rivaled the leading Western countries. In 1895, Japan crushed China in
a major war; ten years later Japan took on the Russians and thrashed
them convincingly.

The nineteenth-century examples of England, China, and Japan,
then, gave the world a tentative history lesson: Those nations that
industrialize and open themselves to trade will advance financially and
militarily. What the twentieth century has provided, however, is an
ironic twist of this lesson. The Western nations, which had led the
world in individual liberty, seemed more and more threatened by free
trade. The United States, for example, at the peak of its industrial hege-
mony during the 1920s, decided to erect high tariff barriers. When the
Great Depression took hold after 1929, the United States responded by
pushing the tariffs even higher. The Smoot-Hawley Tariff, passed in
1930, taxed 3,218 items; over one-fourth of these were sharply increased
under Smoot-Hawley. The result was increased disaster and stagnation
for all Western nations. When the United States, for example, tariffed
Swiss watches, the Swiss retaliated and tariffed American cars, vacuum
cleaners, and typewriters.

The non-Western nations, by contrast, even the dictatorships,
sometimes used trade to catch up with the West. The Russians, for
example, under Lenin and Stalin, appropriated grain from millions of
peasants and sent it to Europe in exchange for mining, railroad, tele-
graph, and sawmill technology. These trade advantages gained by the
Russians were, of course, largely negated by the stifling controls they
imposed on local entrepreneurs and the local economy. As the twenti-
eth century comes to an end, however, the non-Western countries of
Hong Kong, Taiwan, and Singapore are flourishing by doing what the
Western powers did a century ago—industrialize, encourage entrepre-
neurs, and trade freely.

—BurtoN W. FoLsoM, JR.
Senior Fellow in Economic Education
Mackinac Center for Public Policy
Midland, Michigan
September 1996
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Mercantilism: A Lesson for Our Times?

by Murray N. Rothbard

Mercantilism has had a “good press” during much of the twentieth
century. In the days of Adam Smith and the classical economists, by
contrast, mercantilism was properly regarded as a blend of economic
fallacy and state creation of special privilege. But in our century, the
general view of mercantilism has changed drastically: Keynesians hail
mercantilists as prefiguring their own economic insights; Marxists, con-
stitutionally unable to distinguish between free enterprise and special
privilege, hail mercantilism as a “progressive” step in the historical
development of capitalism; socialists and interventionists salute mer-
cantilism as anticipating modern state-building and central planning.

Mercantilism, which reached its height in the Europe of the seven-
teenth and eighteenth centuries, was a system of statism which
employed economic fallacy to build up a structure of imperial state
power, as well as special subsidy and monopolistic privilege to indi-
viduals or groups favored by the state. Thus, mercantilism held that
exports should be encouraged by the government and imports discour-
aged. Economically, this seems to be a tissue of fallacy; for what is the
point of exports if not to purchase imports, and what is the point of pil-
ing up gold if the gold is not used to purchase goods?

But mercantilism cannot be viewed satisfactorily as merely an exer-
cise in economic theory. The mercantilist writers, indeed, did not con-
sider themselves economic theorists, but practical men of affairs who
argued and pamphleteered for specific economic policies, generally for
policies which would subsidize activities or companies in which those
writers were interested. Thus, a policy of favoring exports and penaliz-
ing imports had two important practical effects: it subsidized mer-
chants and manufacturers engaged in the export trade, and it threw up
a wall of privilege around inefficient manufacturers who formerly had
to compete with foreign rivals. At the same time, the network of regu-

Dr. Rothbard (1926-1995) was the S.J. Hall Distinguished Professor of Economics at
the University of Nevada, Las Vegas, and Academic Vice President of the Ludwig von
Mises Institute. Among his works are the comprehensive treatise Man, Econonty, and State
{1962} and America’s Great Depression (1963). This article was originaily published in the
November 1963 issue of The Freeman.
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lation and its enforcement built up the state bureaucracy as well as
national and imperial power.

The famous English Navigation Acts, which played a leading role
in provoking the American Revolution, are an excellent example of the
structure and purpose of mercantilist regulation. The network of
restriction greatly penalized Dutch and other European shippers, as
well as American shipping and manufacturing, for the benefit of Eng-
lish merchants and manufacturers, whose competition was either out-
lawed or severely taxed and crippled. The use of the state to cripple or
prohibit one’s competition is, in effect, the grant by the state of monop-
olistic privilege; and such was the effect for Englishmen engaged in the
colonial trade.

A further consequence was the increase of tax revenue to build up
the power and wealth of the English government, as well as the multi-
plying of the royal bureaucracy needed to administer and enforce the
regulations and tax decrees. Thus, the English government, and certain
English merchants and manufacturers, benefited from these mercan-
tilist laws; the losers included foreign merchants, American merchants
and manufacturers, and, above all, the consumers of all lands, including
England itself. The consumers lost, not only because of the specific dis-
tortions and restrictions on production of the various decrees, but also
from the hampering of the international division of labor imposed by
all the regulations.

Adam Smith’s Refutation

Mercantilism, then, was not simply an embodiment of theoretical
fallacies; for the laws were only fallacious if we look at them from the
point of view of the consumer, or of each individual in society. They are
not fallacious if we realize that their aim was to confer special privilege
and subsidy on favored groups. Since subsidy and privilege can only be
conferred by government af the expense of the remainder of its citizens.
The fact that the bulk of the consumers lost in the process should occa-
sion little surprise.!

Contrary to general opinion, the classical economists were not con-
tent merely to refute the fallacious economics of such mercantilist theo-
ries as bullionism or protectionism; they also were perfectly aware of
the drive for special privilege that propelled the “mercantile system.”
Thus, Adam Smith pointed to the fact that linen yarn could be imported
into England duty free, whereas heavy import duties were levied on
finished woven linen. The reason, as seen by Smith, was that the
numerous English yarm-spinners did not constitute a strong pressure-
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group, whereas the master-weavers were able to pressure the govern-
ment to impose high duties on their product, while making sure that
their raw material could be bought at as low a price as possible. He con-
cluded that the

motive of all these regulations, is to extend our own manufac-
tures, not by their own improvement, but by the depression of
those of all our neighbors, and by putting an end, as much as
possible, to the troublesome competition of such odious and
disagreeable rivals. . ..

Consumption is the sole end and purpose of all produc-
tion; and the interest of the producer ought to be attended to,
only so far as it may be necessary for promoting that of the con-
sumer. . . . But in the mercantile system, the interest of the con-
sumer is almost constantly sacrificed to that of the producer;
and it seems to consider production, and not consumption, as
the ultimate end and object of all industry and commerce.

In the restraints upon the importation of all foreign com-
modities which can come into competition with those of our
own growth, or manufacture, the interest of the home-
consumer is evidently sacrificed to that of the producer. It is
altogether for the benefit of the latter, that the former is obliged
to pay that enhancement of price which this monopoly almost
always occasions.

It is altogether for the benefit of the producer that bounties
are granted upon the exportation of some of his productions.
The home-consumer is obliged to pay, first, the tax which is
necessary for paying the bounty, and secondly, the still greater
tax which necessarily arises from enhancement of the price of
the commodity in the home market.”

Before Keynes

Mercantilism was not only a policy of intricate government regula-
tions; it was also a pre-Keynesian policy of inflation, of lowering inter-
est rates artificially, and of increasing “effective demand” by heavy
government spending and sponsorship of measures to increase the
quantity of money. Like the Keynesians, the mercantilists thundered
against “hoarding,” and urged the rapid circulation of money through-
out the economy; furthermore, they habitually pointed to an alleged
“scarcity of money” as the cause of depressed trade or unemployment.
Thus, in a prefiguration of the Keynesian “multiplier,” William Potter,



