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Preface

In 2014, I began to write a book entitled No Small Hope about the universal provision of basic goods and services, drawing upon economics, ethics and human rights theory. In the middle of this project, the world began to shift. In 2016, the United Kingdom voted to leave the European Union and Donald Trump was elected president of the United States. Both these developments reflected economic nationalist and ethnonationalist political platforms. In 2018, I presented the No Small Hope book at the World Trade Organization’s annual public forum. This was somewhat ironic because President Trump was beginning a full-scale assault on that institution, attempting to hobble the multilateral trading system he loathed.

About a year later, COVID-19 appeared on the global scene, setting off further expressions of economic nationalism, exacerbating an already fraught US–China relationship, and causing 15 million excess deaths worldwide. In the United Kingdom, Boris Johnson was “getting Brexit done,” while Indian prime minister Narendra Modi was ramping up his ethnonationalist Hindutva movement. During 2020 and 2021, the pandemic ravaged the world, fraying economic relations. In January 2021, US president Trump attempted to overthrow the country’s electoral process while Brexit came into effect. A little over a year later, Russia invaded Ukraine in another ill-considered nationalist spasm.

Whereas No Small Hope was a statement of what could be, this book is a statement of what is, and it is decidedly less hopeful. The main message is that economic nationalism is often a recipe for worsened economic welfare, strained international relations, enflamed ethnic tensions, global public health setbacks and reduced effective innovation. Behind economic nationalism lies a zero-sum mindset that misapprehends many realities and thereby sets back the important project of human flourishing. This zero-sum mindset, however, is an ever-tempting default that must be overcome for continued forward progress. This book argues that we must resist its lure and recognize the possibility of non-zero-sum outcomes as embedded in the principle of multilateralism. This lesson was painfully learned after World War II and unfortunately needs to be learned again.

Some small fragments of this book were published in editorial form in the US-based The Hill, and I would like to thank The Hill’s Daniel Allott for his support in that process. Without implicating them, I would also like to thank my Schar School colleagues Des Dinan, Justin Gest, Mark Langevin, Jerry Mayer and J. P. Singh for comments on specific sections of the book.

As this book was going into press, I stumbled upon a statement by the trade economist and historian of economic thought Jacob Viner in his famous 1950 monograph The Customs Union Issue. Viner states: “The power of nationalist sentiment can override all other considerations; it can dominate the minds of a people, and dictate the policies of government, even when in every possible way […] it is in sharp conflict with what […] are in fact the basic economic interests of the people in question.” These words reverberate today perhaps even more so than when they were first written.

Renewed hope requires that we go beyond zero-sum thinking, reembrace some degree of multilateralism, and attend to global public goods provision. I hope that, in some small way, this book makes these possibilities more likely.
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Chapter 1


Albert Hirschman’s Forgotten Book

In 1941, a little-known economist by the name of Albert Hirschman arrived at the University of California, Berkeley, on a fellowship. He was 25 years old and a Jewish German refugee. In the early 1930s, as Hitler rose to power, Hirschman had been active in the German Socialist Party but subsequently fled Berlin for Paris. From there, he went to study at the London School of Economics. Completing his studies at LSE, Hirschman went to Barcelona to fight in the Spanish Civil War. Then to Trieste, Italy, for doctoral work in economics and back to Paris to enlist in the French army. Peddling part of the way on a stolen bicycle, he later fled France over the Pyrenees and went on to Lisbon for his escape from European fascism.1



While in Berkeley, Albert Hirschman met his wife and wrote a book. He would go on to write many more books as he became increasingly famous, and this first book has been almost forgotten. It is entitled National Power and the Structure of Foreign Trade and represents a refugee economist’s struggle with the economics of fascism. Indeed, the book was in part a response to Herman Göring’s famous statement that “guns will make us powerful; butter will only make us fat.” As such, it was a contribution to a centuries-long argument in economics between “power” and “plenty” and still has relevance for us today.

The objective Hirschman set out for himself in National Power was “a systematic exposition of the question of why and how foreign trade might become […] an instrument of national power policy.”2
 To address this, he engaged in novel statistical analysis of Nazi trade relations in the pursuit of national power. This analysis led him to the following conclusion:3




The Nazis have […] shown us the tremendous power potentialities inherent in international economic relations, just as they have given us the first practical demonstration of the powers of propaganda. It is not possible to ignore […] these relatively new powers of men over men; the only alternative open to us is to prevent their use for the purposes of war and enslavement and to make them work for our own purposes of peace and welfare.



Consequently, Hirschman called for “a frontal attack upon the institution which is at the root of the possible use of international economic relations for national power aims—the institution of national economic sovereignty.”4
 His ultimate policy conclusion was that, given the power aspects of international trade, trade autonomy must be limited and placed in an international institutional framework.5
 Sovereignty needs to give way a bit for “peace and welfare.”

Such an effort was to soon take place but not because of Hirschman’s book.6
 The process began in 1945 when the United States proposed the establishment of an International Trade Organization (ITO). This led to 23 countries meeting in Geneva to sign a General Agreement on Tariffs and Trade (GATT) based on a draft of the ITO charter. The ITO charter itself was finalized in 1948 at a meeting of 56 countries in Havana, Cuba, but in 1950, the United States walked away from the ITO plan. The world was left with a trade agreement, but no legal international organization to go along with it, and an improvisational GATT Secretariat grew around the GATT. Nonetheless, Hirschman’s vision of placing trade sovereignty within an international institutional framework was partially realized.

Despite its incomplete start, the GATT had some real success. Between 1946 and 1994, it provided a forum for numerous “rounds” of multilateral trade negotiations (MTNs). These GATT-sponsored rounds reduced tariffs among member countries in many sectors. As a result, the weighted-average tariff on manufactured products imposed by high-income countries fell from approximately 20 percent to approximately 5 percent.7
 This process and the GATT’s multilateral institutional structure were historically unprecedented.

In 1995, the GATT became the World Trade Organization (WTO), realizing the original ITO idea. The WTO took its place alongside two other international organizations created in the aftermath of the war that Albert Hirschman escaped, namely the International Monetary Fund and the World Bank. These entities provided an institutional structure for an evolving global economy: the WTO in the realm of trade, the IMF in the realm of monetary affairs and the World Bank in the realm of development finance. Given their inevitable imperfections, it is important to remember that they are all products of war and were devised in the hope of preventing future catastrophes, both economic and political.

There is also a recognition that, despite whatever reduction in protection achieved under the GATT/WTO system, its real benefits have been the ones anticipated by Albert Hirschman in National Power, namely, the global public good of a rules-based structure for trade relations. These benefits include transparency, predictability, the support of positive sum, cooperative outcomes and the availability of dispute settlement mechanisms when necessary. These institutional intangibles have been the real contribution of multilateral trade cooperation but are nonetheless currently under threat.8



The last round of MTNs, the Doha Round launched in 2001, was a famous failure. This seems to have been the result of institutional overreach. The Doha Round involved an unprecedented number of countries and maintained the goal of a complete package (“single undertaking”) that all members would agree to (no “variable geometry”). That is why it became known as the “first truly global trade negation in history.”9
 Further, it attempted to address the thorniest issue, agriculture, that has vexed the GATT/WTO from the beginning.

There have been small wins in MTNs, most notably the 2013 Trade Facilitation Agreement, which entered into force in 2017 and helps to enhance customs procedures, including in low-income countries. More importantly, the WTO intangibles are still immensely important, the most notable of which is dispute settlement. Indeed, it is not an exaggeration to say that the WTO dispute settlement system is the most well developed and robust on the planet. Unfortunately, beginning in 2017, it fell into the sights of the US Trump administration and was significantly undermined. The Trump administration’s strategy was to starve via veto the WTO Dispute Settlement Body of the staff it needed to function, namely members of its Appellate Body. By the very end of 2019, this entity no longer had enough members to operate, and a transparent system that had worked well for a quarter century in more than five hundred cases ceased to function. In the words of trade economist, Chad Bown, Trump “shot the sheriff.”10
 Whether this damage can be undone is still a question at the time of this writing.

It is also important to remember that the WTO dispute settlement system was largely designed by and for the United States. The US government wanted such a system to protect its gains in trade in services and intellectual property (IP), two new areas of agreement it pushed into the WTO. It subsequently used this system in more than a hundred cases. Nonetheless, President Trump’s trade negotiator, Robert Lighthizer, had a long-standing dislike of it. Lighthizer often referred to the WTO as a “litigation society” despite his own career litigating on the behalf of US industries, notably the US steel industry. His real issue was not the litigation itself but who was winning and losing in specific cases.11



The US Trump administration had also substantially increased tariffs on steel and aluminum by claiming national security concerns. The WTO and former GATT do make provisions for this, but members had long avoided invoking this language because they knew that it would throw open doors that best remain closed.12
 Significant tariffs were imposed on Canada, for example, a long-standing ally. Although this was not a violation of WTO rules per se, it was a provocative violation of WTO traditions. In these and other ways, including a US–China trade and technology war, the long-standing institutions of the multilateral trading system had come under sustained attack from self-described economic nationalists.

With the beginning of the COVID-19 pandemic, the year 2020 saw an increased turning away from multilateral cooperation with renewed nationalist sentiments, including economic nationalism. For example, the US-based nationals security analysts Colin Kahl and Thomas Wright refer to this recent period as an “international experiment” in the form of: “What would happen in a global crisis if world politics was dominated by nationalist governments that refused, or were unable, to cooperate with one another?.”13
 The answer, unfortunately, was 15 million excess deaths.14



In this book, we take a careful look at economic nationalism to understand both its history and its current revival. We do so in a number of different contexts, from trade and industrialization to ethnicity and the COVID-19 pandemic. Currently, there are myriad calls for a revival of nationalisms around the world as a way of restoring mythical pasts, and these calls have economic elements. This book will argue that economic nationalism is in many ways misconstrued and self-defeating as a means to enhance national welfare. As we will see, in both its emphasis on ethnicity and tendency to neglect public health issues, it can be quite dangerous.


Economic Nationalism

Economic nationalism has a centuries-long pedigree. A set of writers in the sixteenth and seventeenth centuries set out a system of economic nationalist policies that became known as mercantilism. There are current disagreements about how to best interpret mercantilism but considering it a form of economic nationalism is something of a consensus. A careful consideration of this body of writing finds that it has echoes up to the present era. That is one reason that, in the early 1940s, Hirschman began his book with a consideration of mercantilism. We will do the same here but also consider the post-mercantilist economic nationalism of Friedrich List, the role of industry in economic nationalist ideology and modern techno-nationalism.

Beyond these historical precedents, we need a contemporary definition of economic nationalism. To do so, we first need to define “nationalism.” One definition is that “nationalism is an expression of a constructed societal identity.”15
 That seems to move us in a relevant direction. Political scientist George Crane emphasizes that the content of nationalism is both “variable” and “malleable” to the extent that it often takes the form of what has been called “imagined communities.”16
 According to Crane, national identity is not just constructed but continually reconstructed, drawing upon “a variety of resources, economic memories as well as socio-cultural narratives.”17
 It can therefore be historically incorrect and even intentionally false.

What about the term “economic nationalism”? As it turns out, it can mean a few different things. In the field of economics, economic nationalism is usually associated with protectionism, state-directed industrial investment and technology development, the shunning of multilateral commitments and zero-sum narratives that tie them together.18
 These elements still have important relevance today but are increasingly seen as limited by researchers outside of economics.19
 Here, we want to relax these limitations to some degree and engage with these noneconomist researchers. In doing so, however, we will not necessarily adopt all the same terminology as these researchers do.20



One of the founders of the field of international political economy, Robert Gilpin, states that economic nationalism consists of the idea that “economic activities are and should be subordinate to the goal of state-building and the interests of the state.”21
 This definition has been questioned because it confounds the state with the nation. While the state is an administrative apparatus, the nation is an imagined community, and the difference proves to be important. As stated by George Crane, “the imaginings of the economic nation, while certainly shaped by state action, are not wholly determined by the state. Nation may have a life of its own.”22
 Political scientist Derek Hall tries to overcome this conundrum by stating that economic nationalism “refers to the goal of promoting the survival, strength, and prestige of the state and/or the nation in a competitive international system.”23
 However, as we will see, this avoids what proves to be an important distinction.

One of the main points of the recent political economy research on economic nationalism is that it can be compatible with many different policy regimes, from “protectionist” to “free trade.”24
 To again quote Derek Hall, “there is no reason why liberalization cannot be promoted for reasons of national power and prestige.”25
 This perspective has had the salutary effect of expanding our scope of how economic nationalism can express itself in different times and places. A second point is that national contexts still matter, and they do. This is widely recognized by economists, if not by the authors of popular books on globalization.26
 To state it simply, globalization has not erased countries to no less nations.

Expanding our concept of economic nationalism beyond the traditional realm of economists is important. But there is also a risk of the concept becoming both too narrow and too expansive. Regarding the former, a recent statement is that: “Where there is a state, there is—at least one—nation. Where there is a nation, there is nationalism.”27
 In truth, however, there are many more nations than states, and it is important to remember this. Further, some virulent nationalisms turn on their own citizens, casting them as members of a different nation that does not “belong.” Uighur concentration camps in China and Rohingya refugees from Myanmar are just two contemporary examples of this.

Indeed, Albert Hirschman was not the only German refugee to arrive in California in 1941. Another of his fellow refugees that year was Theodor Adorno, scholar, pianist, musicologist and coauthor of a famous book entitled The Authoritarian Personality.28
 Whereas Hirschman was interested in investigating the economic features of fascism, Adorno and his colleagues were interested in its social psychological features, particularly its intolerance of ambiguity and its propensity to discriminate against out-groups.29
 In asserting the role of the “nation,” political entrepreneurs often embrace these tendencies in the form of ethnonationalism.

Regarding the tendency for the new research to become too expansive, the concept of economic nationalism is sometimes stretched to the point of being nearly commensurate to what we would normally call “governance.” For example, this takes place under the term “nationalizing mechanism” introduced by political scientist Andreas Pickel.30
 While this idea is quite evocative, we will take a slightly more focused approach in this book. We will extend far beyond standard economics but will also stay within some thematic and analytical bounds.

Given these considerations, it is not possible to provide a completely fixed definition of economic nationalism. For our purposes in this book, however, we will use the following working definition:


Economic nationalism consists of the ideas that a socio-political defined “nation” is best supported by protectionism, domestically supported manufacturing and technology, the rejection of multilateralism, the deployment of zero-sum narratives, and in some circumstances, ethnic discrimination in support of the conception of the nation.



Political scientist Eric Helleiner states that “economic nationalism remains alive and well in today’s global economy” (p. 226).31
 Indeed it does. We will see that economic nationalism is about national power through both economic and psychological means. Economic power is an inescapable fact of human affairs, both national and international. Handled well, it can be a benign force. Handled badly, as it often is, it is a source of harm and even violent conflict.




Alternatives

One recurring theme is that nationalism and, therefore, economic nationalism are inevitable. The argument is that there are just no practical alternatives, and to pretend otherwise is naïve and unrealistic. This book attempts to question this default posture. It calls for a renewed commitment to multilateralism, an end to the obsession with industry over services, the promotion of open innovation systems, an embrace of civic nationalism as an alternative to ethnonationalism and a full engagement with global public health. This posture runs counter to current political trends, but the book does not apologize for it.

Consider first the renewed commitment to multilateralism. Multilateralism and multilateral institutions are the bane of economic nationalists and are increasing under attack. But they are the very things that help to prevent the conflagrations that drove Albert Hirschman to write his book. They therefore deserve our respect and support. This book will attempt to show why this is so in multiple contexts, not least the global response to the COVID-19 pandemic.

As we will see, there is also a persistent overlap between economic nationalism and ethnonationalism, which combine in what has been called the “new nationalism” based on identities. An alternative to this is the idea of civic nationalism, a notion that appears to be as unpopular as it is relevant.32
 However, given the violent threats and actual violence associated with ethnonationalism, both historically and in the contemporary era, it appears to be the only ethical and practical alternative.33
 Consequently, this book will argue strongly on its behalf.

Another important phenomenon emphasized in this book is the ability of both nationalism in general, and economic nationalism in particular, to distract. What really matters in the end is countries’ abilities to provide the necessary basic goods and services to their citizens in support of their well-being.34
 When economic nationalism takes hold, and in particular when ethnonationalism is inflamed, these important provisioning processes are often downplayed and even forgotten altogether. Worse still, caught up in their distractions, economic nationalist leaders can fail to respond effectively to crises, even exacerbating them, as the COVID-19 case makes clear.

The alternative promoted here is to keep a sharp focus on what really matters, the actual economic and general welfare of all citizens and to engage in serious policy discussions on how to further these ends within national and multilateral systems. To do this, however, we need to go beyond the zero-sum thinking that characterizes economic nationalism. Given the multiple challenges of the contemporary era, avoiding the lure of economic nationalism and getting beyond zero sum are critically important. To do this requires a focus on basic economics, reimagining nationalism as civic nationalism, taking global public health policy seriously and reengaging with multilateral institutions. These are the elements that support economic and human welfare, and their not-always-casual dismissal by economic nationalists has always been a grave mistake.







Chapter 2


Power and Plenty

Approximately three centuries before Albert Hirschman wrote National Power and the Structure of Foreign Trade, another book was written on the same subject. The author was Thomas Mun, a wealthy merchant trader born in 1571. Mun’s early career was in the Mediterranean trade, particularly in Italy. These trade interests led to his becoming a very rich man. As a result of his commercial experience and his wealthy stature, in 1615, Mun became a director of the British East India Company (EIC), and he spent the rest of his career advocating on its behalf. In 1622, he was also appointed to a British government commission on international trade and thereby brought the interests of the EIC directly into government.

The EIC had its origin in a meeting that took place in London in September 1599. Present at that meeting were a group of traders, most notably the auditor of the City of London, Sir Thomas Smythe, as well as explorers, including William Baffin of Baffin’s Bay fame.1
 Their purpose was to request a royal charter granting them monopoly rights to trade, and they were quickly successful in this aim, the charter being granted in 1600. This set in motion a long series of events in which the EIC would expand into Asia with the largest private army in the world.

Along with his dedicated service to the EIC, Thomas Mun became the best-known member of a group of individuals who wrote on economic affairs in Europe during the sixteenth and seventeenth centuries. Their body of work became known as mercantilism. What exactly mercantilism was has been a matter of extensive debate and substantial disagreement to the present day. The prominent historian of economic thought, Henry William Spiegel, referred to the mercantilist idea as “economic warfare for national gain.”2
 If that put it too strongly, mercantilism was most certainly a form of economic nationalism. Consider another description from the economic historians Ronald Findlay and Kevin O’Rourke:3




The prevailing mercantilist doctrine of those times viewed the struggle for wealth as a zero-sum game, and each of the powers looked upon its colonies as suppliers of raw materials and markets for manufacturers of the “mother country” alone, with foreign interlopers to be excluded by force if necessary. […]




Most of the rivalries of the age of mercantilism were about which national company could gain control of a given market or trading area. […] The aim was to exert monopoly control over a given trade, thus gaining monopoly profits, which in turn would increase the state’s financial ability to successfully wage war, thus enhancing its mercantilist trade objectives.



This was the context in which Mun developed his ideas. He died in 1641, and in 1664, his work England’s Treasure by Forraign Trade was published by his son. Indeed, Mun wrote the book as a letter to his son. It was quite the letter!4



Mun begins England’s Treasure by Forraign Trade by extolling the virtue of merchants whose private gains he equates with the public good. Centuries before “What is good for General Motors is good for America,” there was “What is good for the East India Company is good for England.” However, Mun took great pains to explain and prove his point. The main reason to support merchant interests was their “bringing Treasure into the Kingdom.”5
 By “treasure” Mun meant precious metals or gold, but the means of getting these was indirect and occurred through international trade. As Mun stated, “we have no other means to get Treasure but by foreign trade, for Mines we have none which do afford it.”6



Mun explains the process many times in his book, but his most famous statement is: “The ordinary means […] to increase our wealth and treasure is by Foreign Trade, wherein we must ever observe this rule; to sell more to strangers yearly than we consume of theirs in value.”7
 Mun returns to this point again and again. Here is just one other statement: “All Nations (who have not Mines of their own) are enriched with Gold and Silver by one and the same means, which is […] the balance of their foreign trade.”8
 This was Mun’s central point, one mistakenly embraced by some modern economic nationalists.

How does this work? If a country exports more overall than it imports, then the payments to this country in precious metals exceed the country’s own payments to other countries in precious metals, so there is a net inflow of precious metals. Ever the member of the wealthy class, Mun emphasized that this increased balance of “treasure” would also increase land values, increasing the incomes of landowners. What would happen to poor laborers and yeomen was mostly outside of his inquiry.

Importantly, Mun did not fall into the trap of focusing on bilateral balances of trade. Rather, he focused on England’s overall balance of trade across all its trading partners (“the whole trade of the Realm for Exportations and Importations”). He was also aware that trade in services mattered, particularly shipping, the primary tradable service of his day. In these two respects, this seventeenth-century merchant was conceptually far out in front of many twenty-first century politicians who focus on bilateral balances of trade in goods alone.

There was one way that all of this could go awry, however, and this is what Mun referred to as the “canker of war.” He saw Spain as having fallen into this trap, dispersing its treasure abroad to pay armies throughout its empire rather than keeping it at home. Ironically, Great Britain would soon be doing the same in its own empire, mostly guided in this endeavor by Mun’s EIC.

Toward the end of his famous book, Mun begins to assess the “power” and “plenty” of “this Kingdom,” Great Britain, introducing what would become enduring themes.9
 In doing so, however, he turned his attention to the Dutch and to fish.


His Majesty’s Seas

Mun felt that the Dutch had a few things over the British. They smoked less, for one. More generally, Mun bemoaned in Britain “the general leprosy of our Piping, Potting, Feasting, Fashions and mis-spending of our time in Idleness and Pleasure” and the fact that these had “made us effeminate in our bodies, weak in our knowledge, poor in our Treasure, declining in our Valor, unfortunate in our Enterprises, and condemned by our Enemies.”10
 In short, he turned to the cultural explanations of national decline used by nationalists to this day. But then he got back to the matter of fish.

Regarding the “Hollanders,” Mun stated:11




It seems a wonder to the world, that such a small Country, not full so big as two of our best Shires, having little natural Wealth, Victuals, Timber, or other necessary ammunitions, either for war or peace, should notwithstanding possess them all in such extraordinary plenty, that besides their own wants (which are very great) they can and do likewise serve and sell to other Princes, […] which by their industrious trading they gather from all quarters of the world.



How did they do this? By “fishing in His Majesty’s Seas of England, Scotland, and Ireland,”12
 this “being indeed the means of an incredible wealth.”13
 It was this “Golden Mine” that supported Dutch success, and Mun wanted to take it away. Indeed, he wanted to take away their ships as well. He was ready for the “canker of war” against this enemy because “in truth […] there are no people in Christendom who do more undermine, hurt, and eclipse us daily in our Navigation and Trades, both abroad and at home.”14



Mun would eventually get his wish. Between 1652 and 1674, the two rivals fought three bloody wars, partly over Dutch access to “His Majesty’s Seas,” and with a steady improvement in British naval dominance. During these wars, “large and powerful fleets with thousands of sailors and soldiers clashed on the North Sea and in the English Chanel.”15
 Subsequently, Mun’s vision of dominance over the Dutch would find purchase in the world of British policy in the hands of Sir George Downing, a formidable character.

Downing is famous for buying New York from the Dutch and for 10 Downing Street in London, but he began his career as the son of Puritan preachers active in the Massachusetts colony. He graduated from Harvard in 1642, the year after Mun died and, for a short while, served as Harvard’s first tutor. He subsequently returned to England and began a military career in 1647. He was active in military intelligence and served in Parliament. He also served as ambassador to The Hague from 1661 to 1665, all this initially in service to the controversial Oliver Cromwell and then to Charles II after the restoration of the monarchy.16
 While ambassador to The Hague, he was paid by the EIC to support its interests, “double-dipping” as it were.

Downing himself is controversial in many respects, but he carried the ideological torch for Mun, and his experience with the Dutch was instrumental. As an observer put it, “Downing’s lasting contribution to England’s economic destiny was that he brought to bear his observation of Dutch economic practice on English economic theory and policy.”17
 More generally, another observer states that “his utter ruthlessness and lack of scruple did nothing to detract from his practical effectiveness.”18
 He was thus a formidable figure with great impact.

Besides himself, Downing had one central allegiance, and that was to Britain’s “national fiscal and military power.”19
 Downing understood that military power rested upon taxation, something he learned from the Dutch. He also supported the naturalization of Dutch citizens with manufacturing talent and experience to relocate to England, an early form of high-skilled migration. But it was in the areas of trade and colonial policy where he really left his mark.

Economic historians Ronald Findlay and Kevin O’Rourke describe Downing as “an ardent believer in the doctrines of Thomas Mun” and as “the father of mercantilist practice in England.”20
 He was behind the 1651 Navigation Act, revised in 1660 and subsequently, as well as the Staples Act of 1663. These Navigation Acts were complicated, but in essence, they required that all goods imported into England to be on English ships or on ships from the country of origin. Shipping within the Commonwealth was also to be exclusively on English ships. In a step further, the Navigation Acts required certain colonial products to be exported to England alone, from where they could be reexported. The historian Gijs Rommelse states that “in the 1660s, English mercantilism stretched out its arms like an octopus creating an efficient lobby that could influence politics on every level.”21
 A primary target of all of this was, of course, the Dutch.

Having helped guide the Navigation Acts through Parliament and having served in The Hague, Downing became commissioner of customs in 1671. He held that position until his death in 1683. Downing is now remembered both for his lack of principles and for wedding mercantilism to what has been called the British “fiscal-military state.”22
 One observer states that “if Downing was godfather of anything, it was not a London street but the British state.”23
 In his ardent economic nationalism, he left quite the legacy.



Commerce and Conflict

But what of the Dutch? Unlike the English, they wrote relatively little about mercantilism, putting their efforts into practice with ruthless efficiency. The Dutch began their rise at the very end of the sixteenth century in the form of what economic historians Ronald Findlay and Kevin O’Rourke term a “merchant oligarchy.” In their words, “the main asset of the upstart republic was its economic system, certainly the most productive and efficient in Europe.”24
 There was more behind their success than “fishing in His Majesty’s Seas,” including high-value agriculture, shipping and textile manufacturing concentrated in the city of Leyden. Moreover, international commerce was baked into the seventeenth-century Dutch government.

The Dutch countered England’s EIC in 1602 with its own trading company, the Vereenigde Oost-Indische Compagnie (VOC) with a monopoly on all trade east of the Cape of Good Hope. Many if not most of the government’s regents owned stakes in the VOC, thereby merging public and private interests. By mid-century, the VOC dominated trade between Europe and Asia and trade within Asia as well. It was initially led by the ruthless Jan Pieterszoon Coen who made the famous statement that “we cannot make war without trade nor trade without war.” The Economist describes the success of the VOC as follows:25




By 1670 it was the richest corporation in the world, paying its shareholders an annual dividend of 40% on their investment despite financing 50,000 employees, 30,000 fighting men and 200 ships, many of them armed. The secret of this success was simple. They had no scruples whatsoever.




This lack of scruples reached the “spice islands” of Asia in 1604, subsequently and most notably on the Banda archipelago in the current Indonesian province of Maluku. Here, Coen engaged in a campaign of ethnic cleansing to secure clove production, described in brutal detail by Giles Milton in his book Nathaniel’s Nutmeg.26
 During this period, the VOC and the EIC were in extreme conflict with each other over the spice trade, culminating in the Dutch torture and execution of British nationals in the 1623 Amboyna Massacre.

The Anglo-Dutch commercial conflict played out in many regions, however. While the Asian spice race was the most famous, other conflicts took place in the Caribbean, the Baltic, the Mediterranean and even the Muscovy trade via the northeast passage and the port of Arkhangelsk. In the case of Asia, the commercial rivalry is represented by the number of ships sailing around the Cape to Asian markets. This is shown from one historical source in Figure 2.1. As we are taught in grade school, the Portuguese were the first movers into Asia, accidentally reaching Japan in 1543 and giving the world tempura. Anglo-Dutch trips around the Cape came later, at very end of the sixteenth century. The Dutch quickly became dominant, leveraging their original comparative advantage in shipping, with the VOC alone ultimately accounting for about half of all Europeans travelling to Asia. However, the British asserted their own shipping capabilities. Consequently, the shipping conflict that began in “His Majesty’s Seas of England, Scotland, and Ireland” extended into Asia.27





[image: ]


Figure 2.1 
 Ships on the Cape Route.
Source: de Vries (2003).



Throughout most of the seventeenth century, as summarized by the historian Gijs Rommelse, “merchants and companies from both countries competed for every major trade both within and outside Europe. The English governments were eager to defend and advance economic interests and the Dutch leaders were prepared to respond by force.”28
 Like with mercantilism in general, there are arguments among researchers regarding mercantilism’s relevance to the Anglo-Dutch conflict. However, Rommelse comes firmly down on the side of the relevance of mercantilist ideology in this history:29




There is an abundance of source material, political and diplomatic, as well as economic, that suggests that commercial competition was the prime factor in Anglo-Dutch relations. Arguably, political ideology played a part in Anglo-Dutch relations. The ideology, however, was very much connected to the emerging notion of the interest of the state. English political ideology was heavily coloured by anti-Dutch rhetoric in mercantilist pamphlet literature. […] The mercantile rivalry between both countries is still fundamental for understanding the three (Anglo-Dutch) wars, but analyzing the political process, the strategic situation, and the organization and practices of mercantile interest groups is essential for understanding how mercantile competition could lead to war.



The Dutch were able to exert monopoly control over cinnamon, cloves, nutmeg and mace (but not pepper) through their ruthlessness and lack of concern for human life. The Dutch subsequently took control of Ceylon in 1638 and Jaffna in 1657. Economic historians Ronald Findlay and Kevin O’Rourke describe the first 50 years of the VOC as a “remarkable success,” if the violent subjugation of Asian peoples can be called a “success.”30
 But after 1663, the British began to attack Dutch settlements along the African coast. In 1664, British Parliament voted in favor of war spending, and war was declared in 1665. This was followed by the 1667 Peace Treaty, signed in the Dutch town of Breda, which slightly relaxed the Navigation Acts in the Dutch favor. While the British consequently gained traction in the New World, the Dutch did so in the East Indies. This was the high-water mark of Dutch colonial and commercial activities.

Despite the Treaty of Breda, a last round of Anglo-Dutch war began in 1672. Notwithstanding the intervention of France on the British side, this conflict ended in a draw. But during the eighteenth century, the VOC’s profits declined relative to those of the EIC, and the VOC entered a slow, downward decline. As described by The Economist:31





As early as the end of the 17th century, careful analysis of the books shows that its volume of trade was reducing every year. […] By 1735, dwindling spice income had been overtaken by textiles in the company’s profit column. In 1799, the most vicious robber baron of them all met its final end. The VOC went bankrupt.



Despite the demise of the VOC in 1799 and the EIC in 1874, economic warfare for national gain lived on. But there was one important volley directed at mercantilism in the war of ideas, namely that of Adam Smith, and his influence was profound.
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