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Preface

Lectorem meum, saluto!

Welcome back again; | am sincerely pleased to have the opportunity to greet the
previous and new readers with genuine joy. In the first volume, we delved into
a multitude of topics, ranging from the intricate science of economic history to
the foundational principles of economics. We explored the evolution of eco-
nomic thought, pondered the nuances of economic ethics, dissected the nature
of money, and ventured into economic cycles, scrutinizing notable crises along
the way.

We can continue continue our acquaintance with the events of the history
of the economy with this companion. Now, as we embark on the journey through
the second volume, we start from the capitalist revolution. Furthermore, the text
poises to explore the dynamics of international trade, banking, and insurance.
To fully grasp the depth of these subjects, | recommend revisiting the introduc-
tory chapters of the first volume, which laid the groundwork for our current is-
sues. This volume continues in the footsteps of its predecessor, crafted with the
same dedication to clarity and scholarly rigor, upon the inspiration of John
Hick's and Max Weber's tradition. Each chapter commences with a concise eco-
nomic primer, elucidating the fundamental concepts and theoretical underpin-
nings relevant to the topic. Our narrative spans epochs, tracing the trajectory of
economic phenomena from antiquity through the Middle Ages, the modern era,
and into the complexities of our contemporary world, reflecting upon present
trends and implications. A distinctive feature of this work is the abundance of
footnotes accompanying the text, which not only provides essential references
and sources but also offers a treasure trove of recommended readings and sup-
plementary literature, inviting the curious mind to delve deeper into the subject
matter.

With these tools at your disposal, | extend my warmest wishes for an en-
lightening and enriching reading experience for these other topics from eco-
nomic history.

Laszl6 Vértesy
June 2024






|. CAPITALISM

Capitalism is an economic system characterized by the exclusive private
ownership of the factors and means of production, with compensation for
labor being exclusively in the form of wages. Functionally, it constitutes a
system for the economic production and allocation of resources. Economic
planning is decentralized, relying on competitive and voluntary decision-
making processes. The viability of capitalism hinges on the enforcement of
private property rights, which serves as a catalyst for capital investment and
the efficient utilization of capital. The antithesis of pure capitalism is pure
socialism, where all means of production are collectively or state-owned, and
economic planning is centralized.

The conceptual framework for contemporary notions of private prop-
erty originates from John Locke's homestead principle of 1690.! The dis-
tinction between private and common property is generated through labor,
wherein individuals accrue ownership rights by amalgamating their labor
with unclaimed resources. The legitimate methods of transferring ownership
include voluntary exchange, gifting, inheritance, or the reclamation of aban-
doned (unowned) property.

Though the earth and all inferior creatures be common to all men, yet every man has a "prop-
erty" in his own "person". This nobody has any right to but himself. The "labour" of his body
and the "work™ of his hands, we may say, are properly his. Whatsoever, then, he removes
out of the state that Nature hath provided and left it in, he hath mixed his labour with it, and
joined to it something that is his own, and thereby makes it his property. It being by him
removed from the common state Nature placed it in, it hath by this labour something annexed
to it that excludes the common right of other men. For this "labour™ being the unquestionable
property of the labourer, no man but he can have a right to what that is once joined to, at

least where there is enough, and as good left in common for others.
John Locke

The foundation of capitalism lies in contracts, fair trade, and the right
to compensation. It fosters efficiency by motivating resource owners to opti-
mize the value of their property. Enterprises' proprietors retain ownership
rights to the goods produced, preventing the alienation of workers from their
labor. Its historical evolution traces back to European feudalism and mercan-
tilism, culminating in industrialization and the widespread availability of
consumer goods.

! Locke, J. (1689-90). Two Treatises of Government. London. Concerning the True Original
Extent and End of Civil Government Book Il, Chap 5, §26. 116. Rod Hay, McMaster Uni-
versity
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The term capitalism derives from the Latin capitalis, meaning head of
cattle. Geoffrey M. Hodgson writes,? that according to Fernand Braudel the
word capitalist probably dates from the seventeenth century.® It was taken to
mean an owner of much money or wealth. In French, A. R. J. Turgot used
capitaliste in his 1774 Reflections on the Formation and Distribution of
Wealth.* William Godwin used the word capitalist in his Enquiry concerning
Political Justice.> David Ricardo used it several times in his Principles of
political economy.® The person most widely credited with the invention of
the word capitalisme is the socialist Louis Blanc in his Organisation du trav-
ail. Absent from at least the first five editions (from 1839 to 1848), it appears
in the ninth, where Blanc (1850) wrote of the "fallacy" of the "usefulness of
capital” being "perpetually confused with what I call capitalism, that is to say
the appropriation of capital by some, to the exclusion of others."” In 1849 the
word capitalism appeared in an English translation of an article by Blanc,
written while he was in exile in London: "The suppression of capitalism can-
not, then, have anything to do with the suppression of capital."® Shortly af-
terward, Pierre Joseph Proudhon used the term capitalisme, and its usage
slowly widened in both English and French.® William Makepeace Thackeray
wrote of capitalism in his novel The Newcomes from 1855.1°

The term capitalism was scarcely recognized a century ago, but as de-
picted in the figure; its usage has skyrocketed since then. The figure illus-
trates fragments of all articles from The New York Times (excluding the
sports section) containing the term capitalism.

2 Hodgson, G. M. (2015). Conceptualizing capitalism: Institutions, evolution, future. Uni-
versity of Chicago Press. 252.

8 Braudel, F. (1982). Civilization and Capitalism, 15th— 18th Century. Vol. 2, The Wheels
of Commerce. London: Collins.

4Turgot, A. R. J. (1774, 2019). Reflections on the Formation and the Distribution of Riches.
LM Publishers.

S Godwin, W. (1793, 2013). An enquiry concerning political justice. OUP Oxford.

® Ricardo, D. (1817). On the principles of political economy. London: J. Murray.

" Blanc, L. (1850). Organisation du travail. 9th ed. Paris: Sociétée de I’industrie fraternelle.
161.

8 It is unclear whether this is the first appearance of capitalism or capitalisme or whether it
is preceded in an undiscovered 1848 or 1849 edition of Organisation du travail.

Blanc, L. (1849). The New World. Monthly Review: The New World of Politics, Arts, Liter-
ature, and Sciences, no. 1 (July): 5-172. 117.

® Proudhon, P. J. (1851). Les confessions d’un révolutionnaire. Paris: Garnier. 271.
Proudhon, P. J. (1840) 1890. What Is Property? An Inquiry into the Principle of Right and
Government. Translated from the 1840 French ed. New York: Humbold.

10 Thackeray, W. M. (1850). The Newcomes: memoirs of a most respectable family (Vol. 2).
Harper.
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Source: CoreEcon. (2021). The Economy: A South Asian Perspective. Figure 1.7 Mention
of the word ‘capitalism’ in New York Times articles (1851-2015). (https://www.core-
econ.org/the-economy-south-asia/book/text/01.html#16-capitalism-defined-private-prop-
erty-markets-and-firms)

Among the advantages, capitalism is associated with rapid economic
growth, and known for promoting efficiency in resource allocation. Market
forces determine prices, which guide the allocation of resources based on
demand and supply. This tends to reduce waste and inefficiency. The com-
petitive market forces drive producers to minimize costs and maximize pro-
duction. The profit motive encourages innovation, entrepreneurship, and in-
vestment, as businesses strive to create new products and technologies to gain
a competitive edge. It has demonstrated the ability to generate wealth and
raise the standard of living for a significant portion of the population. Capi-
talism generally supports individual economic freedom, allowing individuals
the autonomy to make economic decisions and pursue their own interests,
and choose their occupations, investments, and consumption patterns. Com-
petition encourages businesses to cater to consumer preferences, leading to a
diverse array of products and services. With job creation as businesses ex-
pand to meet market demands, it can contribute to lower unemployment rates
and increased opportunities for employment. Capitalism is often more adapt-
able to changing economic conditions and technological advancements com-
pared to centrally planned economies.

13



One of the most prominent criticisms of capitalism is the potential for
significantly widening income and wealth inequality, with a concentration of
resources among a small segment of the population. Those with capital and
valuable skills may accumulate significant wealth, leaving others with fewer
resources. They argue that in a pursuit of profit, businesses may exploit labor,
leading to poor working conditions, low wages, and job insecurity for some
workers. In the pursuit of profit, some businesses may engage in exploitative
labor practices, such as low wages, poor working conditions, and lack of job
security. In pure capitalist systems, there might be insufficient social safety
nets, leading to challenges in providing adequate healthcare, education, and
assistance to those facing economic hardships. These can lead to social and
economic injustices. Capitalism is susceptible to market failures, such as mo-
nopolies, externalities, and information asymmetry, which can result in inef-
ficient resource allocation or public goods, which may require government
intervention. The profit-driven nature may encourage businesses to prioritize
short-term gains and speculative behavior over long-term sustainability and
social or environmental considerations: pollution and degradation; prioritiz-
ing financial gains over ecological concerns. Capitalist economies are prone
to economic cycles, including periods of boom and bust, which can result in
economic instability and recessions. The volatility can result in financial cri-
ses, unemployment, and social instability.

Pros and Cons of Capitalism

Advantages Disadvantages
» economic freedom and growth * generates huge income, wealth and

+ more efficient distribution of capital resources  social inequalities

* innovation and competition: competition en- < unemployment and job insecurity (es-
courages innovation and inventions, techno-  pecially during economic recessions)
logical development * exploitation and unfair labor practices

» markets allocate resources efficiently, as < can encourage corruption and crony
prices are formed based on supply and de-  capitalism in the pursuit of profit
mand * causes negative effects such as mar-

 competition results in a lower consumer ket failures (cycles of boom and
prices, and wider consumer choice and se-  bust), environmental pollution and

lection degradation (negative externalities)
* job creation, wages and the general standard « can result in short-term thinking, fo-
of living rise overall cus and speculation

* encourages the personal ambitions and mo- « lack of social security
tivation of individuals, as their efforts directly < Marx: the development of the inher-
affect their income and success (individual ~ ent class conflict between capital and
freedom) labor
Source: own compilation of the author
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It is important to note that the interpretation of these advantages and
disadvantages can vary based on different perspectives and policy ap-
proaches within a capitalist system. Additionally, many countries employ a
mixed economic system that combines elements of capitalism and govern-
ment intervention to address some of the shortcomings associated with pure
capitalism.

The genesis and evolution of capitalism have been subjects of exten-
sive study and debate throughout history.*® From its roots in the Industrial
Revolution to the intricate theories of classical economics, the emergence
and proliferation of capitalism have been influenced by a myriad of factors.
In this exploration, we delve into the causes and catalysts that propelled the
ascent of capitalism, tracing its origins from the transformative era of indus-
trialization to the philosophical underpinnings that shaped its theoretical
frameworks.*® Beginning with an examination of the Industrial Revolution
and its profound impacts on production processes, we take a look at the bour-
geois revolutions that reshaped societal structures. Subsequently, we dvelve
into the theoretical foundations of capitalism as expounded by seminal works
such as Adam Smith's The Wealth of Nations or Max Weber's concept of the
spirit of capitalism. Through this multifaceted analysis, we aim to unravel
the complex tapestry of influences that have molded capitalism into the dom-
inant economic paradigm it is today, shedding light on the interconnected
forces that have propelled its advancement and engendered profound socio-
economic transformations.

1 Chiapello, E. (2013). Capitalism and its criticisms. New spirits of capitalism? Crises, jus-
tifications, and dynamics, 60-81.

Brennan, J. (2014). Why not capitalism?. Routledge.

12 Jenkins, D., & Leroy, J. (2021). Introduction: The old history of capitalism. In Histories
of racial capitalism (pp. 1-26). Columbia University Press.

Wood, E. M. (2002). The origin of capitalism: A longer view. VVerso.

13 Robbins, L. (1926). The dynamics of capitalism. Economica, (16), 31-39.

15



1. The Causes of Capitalism

The emergence and development of capitalism, can be attributed to various
interconnected factors. This dominant economic system shaped societies
worldwide with a complex interplay of social, technological, and ideological
realms.** At its core, capitalism emerges as a response to profound shifts in
human civilization, propelled by a confluence of social upheavals, techno-
logical advancements, and the emergence of new economic ideologies. In
this exploration of the causes of capitalism, we delve into the transformative
effects of civil revolutions, the seismic impact of the Industrial Revolution,
the advent of modern economic thought heralded by luminaries like Adam
Smith, and the intricate interplay between religious ethos and economic
ethos, notably exemplified in the Protestant and Catholic traditions.

The Causes of Capitalism

Technological New economic
changes ideology

- industrial - modern economic
revolution thought (Smith)

Social The spirit of

changes capitalism

- civil revolutions = Protestant
- Catholic

Source: own compilation of the author

Political and social transformations, particularly the bourgeois revo-
lutions like the English Civil War, the French Revolution, and later the emer-
gence of nation states played a crucial role in laying the foundations for cap-
italist systems.*® These revolutions challenged feudal structures and paved

14 Pirenne, H. (2023). The stages in the social history of capitalism. Good Press.

15 Iversen, T., & Soskice, D. (2012). Modern capitalism and the advanced nation state: Un-
derstanding the causes of the crisis. Coping with crisis: government reactions to the great
recession, 35-64.
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the way for the rise of the bourgeoisie.*® The Industrial Revolution, marked
by significant technological advancements in manufacturing and transporta-
tion, had a profound impact on the economy. The mechanization of produc-
tion processes led to increased efficiency and the growth of capitalist enter-
prises. The advent of the classical or modern economic thinking, as exem-
plified by economists like Adam Smith, contributed to the development of
capitalist ideas. Smith's influential work, The Wealth of Nations, emphasized
the benefits of free markets, individual self-interest, and limited government
intervention. Max Weber's concept of the Protestant Ethic posits that cer-
tain Protestant religious beliefs, particularly in the Calvinist tradition, fos-
tered a work ethic and values conducive to capitalist development. The idea
that hard work and success in business were signs of predestined salvation
played a role in shaping the capitalist spirit. While Weber focused on Protes-
tantism, others argue that certain aspects of Catholicism, such as the empha-
sis on thrift and frugality, also contributed to the development of capitalist
attitudes.’

These causes are interconnected and often mutually reinforcing. The
social, technological, and ideological changes collectively shaped the trajec-
tory of capitalism, leading to the emergence of modern market-oriented econ-
omies. The spirit of capitalism, influenced by religious and cultural factors,
further played a role in shaping the values and behaviors conducive to the
functioning of capitalist systems. Historians and economists do not agree on
the relative importance of specific elements concerning explanations for the
primacy of Great Britain and Europe in general.

16 sawhill, 1. (2020). Capitalism and the future of democracy. In Community Wealth Building
and the Reconstruction of American Democracy (pp. 77-100). Edward Elgar Publishing.

17 Santori, P. (2021). Thomas Aquinas and the civil economy tradition: the Mediterranean
spirit of capitalism. Routledge.
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2. Industrial Revolution

The Industrial Revolution was a period of profound economic, technologi-
cal, and social transformation that began in the late 18" century and contin-
ued into the 19" century. What we term the Industrial Revolution was more
than the breaking of Malthusian cycles; it constituted a complex combination
of interconnected intellectual, technological, social, economic, and moral
changes.*®

Previously, the medieval guilds were associations of artisans and mer-
chants established in medieval Europe (approximately the 11" - 16" centu-
ries) with the purpose of regulating trades, safeguarding interests, and offer-
ing social assistance.® These guilds comprised two main types: (i) merchant
guilds, primarily for traders,?® and (ii) craft guilds, which catered to skilled
artisans.?! Structurally, guilds operated hierarchically, with apprentices ap-
prenticing under masters, progressing to become journeymen, and eventually
gaining the ability to establish their own workshops. Their functions encom-
passed setting quality benchmarks for goods and services, negotiating equi-
table wages and working conditions, providing apprenticeship training and
education, representing members in legal and political affairs, and furnishing
social activities and support.?? Guilds significantly contributed to the devel-
opment of urban economies and crafts, fostering standardization and quality
in production, and offering security and social welfare benefits to their mem-
bers.? However, in later stages, guilds faced criticism for limiting competi-
tion and stifling innovation.?* Eventually, guilds declined due to evolving
economic and social structures.

18 Hudson, P. (2014). The industrial revolution. Bloomsbury Publishing.; Toynbee, A.
(2013). The industrial revolution. Read Books Ltd.; Ashton, T. S. (1997). The industrial
revolution 1760-1830. Oxford University Press.

19 QOgilvie, S. (2014). The economics of guilds. Journal of Economic Perspectives, 28(4),
169-192.

Epstein, S. A. (1991). Wage labor and guilds in medieval Europe. UNC Press Books.

20 Knight, R. (2023). London Medieval Trade Guilds’ Principles and Practices of Product
Quality. SAGE Publications: SAGE Business Cases Originals.

2L Jullien, E., & Pauly, M. (2016). Craftsmen and guilds in the medieval and early modern
periods.

22 Bathija, S. (2021). Inclusion and Exclusion in Medieval European Craft Guilds. SUURJ:
Seattle University Undergraduate Research Journal, 5(1), 8.

23 Rosser, G. (2015). The art of solidarity in the middle ages: Guilds in England 1250-1550.
OUP Oxford.

24 Epstein, S. R., & Prak, M. (Eds.). (2008). Guilds, innovation and the European economy,
1400-1800. Cambridge University Press.
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It marked a shift from agrarian and manual labor-based economies to
industrial and machine-driven ones. The era saw significant advancements
in technology, including the development of steam engines, mechanized tex-
tile production, and innovations in iron and steel manufacturing. These tech-
nologies revolutionized industries and increased productivity. The introduc-
tion of the factory system replaced traditional cottage industries. Factories
centralized production, allowing for more efficient organization, division of
labor, and increased output. The shift to machinery and factory production
had profound effects on the nature of work. While it increased efficiency, it
also led to challenging working conditions, long hours, and often exploitative
labor practices. Improved transportation networks, such as the construc-
tion of railways and canals, facilitated the movement of raw materials, goods,
and people.?®

The (often literal) goldmine of colonialism brought new wealth and
new demand for the products of domestic industry, which drove the expan-
sion and mechanization of production.?® The Industrial Revolution brought
about significant economic changes, including the rise of capitalism, the
emergence of new economic classes, and the expansion of international trade.
Social structures underwent transformation with the rise of an industrial
middle class and the decline of traditional artisanal and agrarian societies.
Social movements advocating for workers' rights and improved conditions
emerged in response to the challenges posed by industrialization. With tech-
nological advancements, factories were no longer confined to locations near
waterways or windmills; industrialists began constructing them in cities
where a larger workforce was available. In other words, the growth of indus-
tries led to mass migrations from rural areas to urban centers, resulting in
rapid urbanization.?’ Cities expanded to accommodate the influx of workers
seeking employment in factories. Finally, it had a global impact, influencing
economies and societies worldwide. Western countries, particularly Britain,

%5 Szostak, R. (1991). Role of Transportation in the Industrial Revolution: A Comparison of
England and France. McGill-Queen's Press-MQUP.

Albert, B. (1983). Transport in the industrial revolution. Manchester University Press.

% Bhambra, G. K., & Holmwood, J. (2021). Colonialism and modern social theory. John
Wiley & Sons.

Manjapra, K. (2020). Colonialism in global perspective. Cambridge University Press.
Césaire, A. (2023). Discourse on colonialism. In Postcolonlsm (pp. 310-339). Routledge.

2 Cerda, I. (2022). General theory of urbanization 1867. Actar D, Inc.

Davenport, R. J. (2020). Urbanization and mortality in Britain, c. 1800-50. The Economic
History Review, 73(2), 455-485.
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took the lead in industrialization, and the effects of these changes were even-
tually felt globally.

The Four Industrial Revolutions

First Third Fourth Degree of
Industrial Industrial Industrial Industrial complexity
Revolution Revolution Revolution Revolution ‘
through the intro- through the intro- through the use of | through the use of
duction of mechan- | duction of a division| electronicand IT cyber-physical
ical production of labor and mass systems that systems
facilities with the production further automate
help of water and with the help of production
steam power electrical energy
First programmable
First assembly line logic controller

Cincinnati slaughter (PLC), Modicon 084,
houses, 1870 1969

First mechanical
loom, 1784

Time
1800 1900 2000 Today
Source: Morrissey M. (2019). Insurance and Fourth Industrial Revolution. Insurance thought

leadership (https://www.insurancethoughtleadership.com/emerging-technologies/insur-
ance-and-fourth-industrial-revolution)

Industry 1.0 - The Steam Era. The initial phase of industrialization
marked the First Industrial Revolution, characterized by the adoption of new
manufacturing processes involving water and steam. This shift significantly
increased production capacities and contributed to an improved standard of
living for some segments of society.

Industry 2.0 - The Electricity Age. Moving into the 20" century, elec-
tricity emerged as the predominant power source, surpassing water and
steam. Its versatility allowed businesses to concentrate power for individual
machines and eventually led to the development of machines with portable
power sources. This period also witnessed the introduction of management
programs enhancing manufacturing efficiency and effectiveness.?

8Yin, Y., Stecke, K. E., & Li, D. (2018). The evolution of production systems from Industry
2.0 through Industry 4.0. International Journal of Production Research, 56(1-2), 848-861.
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Industry 3.0 - The Information Age. The advent of the first computer
era initiated the Third Industrial Revolution around 1970. Despite the early
computers being cumbersome, their groundwork laid the foundation for the
modern computer technology. This era involved the integration of electronics
and Information Technology (IT) into production processes, fostering auto-
mation. Internet access, connectivity, and renewable energy played pivotal
roles in advancing manufacturing during Industry 3.0, with the introduction
of more automated systems on assembly lines, utilizing Programmable Logic
Controllers (PLC) alongside human input.?

Industry 4.0. The Fourth Industrial Revolution is characterized by
smart machines, storage systems, and production facilities autonomously ex-
changing information and controlling processes without human interven-
tion.®® This communication is facilitated by the Industrial Internet of Things
(IoT). Key components include cyber-physical systems, the Internet of
Things (1oT), cloud computing, and cognitive computing. Cyber-physical
systems, such as smart machines, leverage modern control systems, embed-
ded software, and loT connectivity, enabling enhanced production, value cre-
ation, and real-time optimization. Industry 4.0 represents a comprehensive
vision with distinct frameworks, predominantly focusing on the convergence
of physical industrial assets and digital technologies in cyber-physical sys-
tems.3!

Industry 5.0 aims beyond efficiency and productivity as the sole goals,
and reinforces the role and the contribution of industry to society.®? Central
to this vision is prioritizing the well-being and skills development of workers
within the production process and leveraging new technologies to foster

2 Jiang, Z., Yuan, S., Ma, J., & Wang, Q. (2022). The evolution of production scheduling
from Industry 3.0 through Industry 4.0. International Journal of Production Research,
60(11), 3534-3554.

30 Schwab, K. (2017). The fourth industrial revolution. Currency.

Skilton, M., & Hovsepian, F. (2018). The 4th industrial revolution. Springer Nature.

31 Ellitan, L. (2020). Competing in the era of industrial revolution 4.0 and society 5.0. Jurnal
Maksipreneur: Manajemen, Koperasi, dan Entrepreneurship, 10(1), 1-12.

32 Zizic, M. C., Mladineo, M., Gjeldum, N., & Celent, L. (2022). From industry 4.0 towards
industry 5.0: A review and analysis of paradigm shift for the people, organization and tech-
nology. Energies, 15(14), 5221.

Leng, J., Sha, W., Wang, B., Zheng, P., Zhuang, C., Liu, Q., ... & Wang, L. (2022). Industry
5.0: Prospect and retrospect. Journal of Manufacturing Systems, 65, 279-295.

Huang, S., Wang, B., Li, X., Zheng, P., Mourtzis, D., & Wang, L. (2022). Industry 5.0 and
Society 5.0—Comparison, complementation and co-evolution. Journal of manufacturing
systems, 64, 424-428.
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prosperity beyond mere job creation and economic growth, all while respect-
ing the planet's ecological limits. It marks the next stage of industrialization,
building upon the automation and digitization of Industry 4.0. Unlike its pre-
decessor, however, Industry 5.0 emphasizes a collaboration between humans
and technology. Upskilling and reskilling initiatives become crucial. Robots
handle repetitive and strenuous tasks, while humans leverage their creativ-
ity, critical thinking, and problem-solving abilities for complex situations.
Smart factories feature self-optimizing production lines, personalized prod-
ucts derived from customer data, and robots collaborating alongside human
workers. Predictive maintenance is employed to prevent equipment failures,
thus ensuring smooth operations and minimizing downtime. Supply chain
transparency is enhanced through real-time tracking of materials and goods,
fostering ethical sourcing practices and sustainability.®?

Industry 1.0 - 5.0

Industry 1.0 Industry 2.0\ Industry 3.0\ Industry 4.0
1784 1870 1969 today

* Mechanization  +Mass Production * Automated *Smart Factory  +Mass
*Manufacturing ~ *Assembly Lines ~ production « Autonomous customization
+ Steam and Water « Electrical Power *Programmable  Systems * Cyber cognitive
Power logic controllers  « Cyber physical ~ systems
(PLC) systems * Predictive
« Computers, IT sy « |oT maintenance
stems * Machine Learnin
* Robotics g
* Big Data analysis
* Cloud technology

Source: own compilation of the author

Complementing the existing Industry 4.0 approach, Industry 5.0 spe-
cifically emphasizes research and innovation in facilitating the transition to-
ward a sustainable, human-centered, and resilient European industry. The In-
dustry 5.0 Community of Practice (CoP 5.0) was officially launched in
2023, followed by the first joint session of CoP 5.0 working groups. During
initial phase period, the community divided into two working groups, focus-

3 Akundi, A., Euresti, D., Luna, S., Ankobiah, W., Lopes, A., & Edinbarough, I. (2022).
State of Industry 5.0—Analysis and identification of current research trends. Applied System
Innovation, 5(1), 27.
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ing on (i) conducting thematic analysis with an emphasis on the learning eco-
system approach, and (ii) developing a prototype for the Industry 5.0 learning
and assessment tool.3

2.1. Causes of the Industrial Revolution

Several interconnected factors contributed to the onset of The Indus-
trial Revolution. Robert C. Allen identified the structural changes of the
Industrial Revolution as stemming from the combination of relatively high
labor costs and the low costs of local energy sources.® Joel Mokyr attributed
the transformation of elite scientific knowledge into practical advice and
tools for engineers and skilled artisans to the Enlightenment and the scientific
revolution in Europe.® While wage levels and energy prices could influence
the direction of inventions, they are better likened to steering mechanisms
than drivers of technological progress, as highlighted by the observations
made by various scholars. David Landes contended that the political and
cultural characteristics of nations played a crucial role, asserting that Eu-
ropean countries surpassed China due to the latter's excessively strong state
that stifled innovation and a cultural preference for stability over change.®’

Gregory Clark and Max Weber attributed Britain's rise to cultural
attributes such as hard work and savings, which were passed down to subse-
quent generations, forming the key to success associated with the spirit of
capitalism. Weber specifically emphasized that the Protestant countries of
Northern Europe became the distinctive home of virtues linked to the spirit
of capitalism.®

Kenneth Pomeranz challenged cultural or institutional explanations
for Europe's post-1800 economic dominance, suggesting that Britain's access

3 European Commission (2022). Industry 5.0 (https://research-and-innovation.ec.eu-
ropa.eu/research-area/industrial-research-and-innovation/industry-50_en)

%5 Allen, R. C. (2009). The British industrial revolution in global perspective. Cambridge
University Press.

Allen, R. C. (1983). Collective invention. Journal of economic behavior & organization,
4(1), 1-24.

36 Mokyr, J. (1992). The lever of riches: Technological creativity and economic progress.
Oxford University Press.

Mokyr, J. (2005). The intellectual origins of modern economic growth. The Journal of Eco-
nomic History, 65(2), 285-351.

37 Landes, D. S. (2015). Wealth and poverty of nations. Hachette UK.

38 Trivellato, F. (2023). The Ghosts of Max Weber in the Economic History of Preindustrial
Europe. Capitalism: A Journal of History and Economics, 4(2), 332-376.
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to New World colonies and their agricultural production, especially sugar,
fueled the expansion of the industrial working class, helping escape the Mal-
thusian trap.%

Causes of the Industrial Revolution

Relatively high labour costs and the low cost of local energy sources
drove the structural changes of the industrial revolution

Joel Mokyr The Enlightenment and Europe's scientific revolution brought new

ways of transferring elite scientific knowledge and transforming it into

practical advice and tools for engineers and skilled craftsmen

Although wages and energy prices may filt the direction of invention

in one direction or another, they are more like a steering wheel than

an engine of technological progress

DEVIGERET S Political and cultural characteristics of nations: European countries

pulled ahead of China because the Chinese state was too powerful

and stifled innovation, and because Chinese culture at the time fa-

vored stability over change

cI-La AN ET '@ Attributes the rise of Britain to its culture; the key to its success was

cultural traits such as hard work and savings, which were passed on

to future generations
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Kenneth The superior growth of Europe after 1800 was due more to the abun-
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other countries.

Britain's access to the agricultural production of the New World col-

onies (especially sugar and its by-products) fed an expanding class

of industrial workers, thus escaping the Malthusian trap

Source: own compilation of the author

%9 Pomeranz, K. (2000). The great divergence: China, Europe, and the making of the modern
world economy. Princeton University Press.

Pomeranz, K., & Topik, S. (2014). The world that trade created: Society, culture and the
world economy, 1400 to the present. Routledge.
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Among these reasons we highlight the wages in comparison to energy
costs in the early 1700s). The increase in labor costs relative to energy costs
prompted a shift towards energy-efficient technologies, resulting in innova-
tion benefits. Wage rates s s
in England, relative to
energy costs, were high,
partly due to the gener-
ally higher wages in
England compared to
other regions, and also
because coal, abundant
in Great Britain, was 0 ‘ ‘ , ,
more affordable than in Ngnd”  ordon  Amsedam  Stsys Pk Belie
other countries.

Labourer's daily wage/price of 1 million BTU:

*BTU (British Thermal Units, equivalent to slightly more than 1000 joules per energy unit)

On the other hand, the wages relative to the capital costs. In the eight-
eenth century, wages relative to both energy and capital costs were higher in
Great Britain than in other regions (e.g., France). Undoubtedly, the innova-
tive and inventive 18 4
environment  in
Great Britain, fea-
turing numerous
skilled  workers,
engineers, and
machinists,
played a crucial
role in construct-
ing machines de-
signed by inven- 0 — T Y
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Wages relative to the cost of capital

Source: CoreEcon. (2021). The Economy: A South Asian Perspective. Figure 2.10 Wages
relative to the price of energy (early 1700s) (Page 140 of Robert C. Allen. 2008. The British
Industrial Revolution in Global Perspective. Cambridge: Cambridge University Press.) and
Figure 2.11 Wages relative to the cost of capital goods (late sixteenth to the early nineteenth
century)  (https://www.core-econ.org/the-economy-south-asia/book/text/02.html#26-the-
british-industrial-revolution-and-incentives-for-new-technologies)

What explains the introduction of these new technologies in other
countries such as France and Germany, and eventually China and India? One
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response is continued technological development, where the creation of a
new technology surpasses existing ones. Technological progress leads to the
invention of an excellent energy-intensive technology. Once this new en-
ergy-intensive technology becomes available, both countries using its previ-
ous version and those utilizing a different technology would adopt it. The
second factor that facilitated the global dissemination of new technologies
was the increase in wages and the decrease in energy costs (e.g., due to
cheaper transportation enabling countries to import energy inexpensively
from abroad).

e Energy- or Labor-Intensive: If the relative price of labor is high,
an energy-intensive technology is chosen. If the relative price of la-
bor is low, a labor-intensive technology is preferred.

e Technological Development: For example, improvement occurs in
clothing manufacturing technology, resulting in a new technology
with energy-intensive characteristics. This technology uses half as
much energy per labor unit to produce 100 meters of fabric. The
new technology dominates the current technology.

e Energy-Intensive Technology is the Least Costly: The new tech-
nology is cheaper than its previous version or another technology,
both in countries with relatively high wages and those with low-
wage, expensive-energy economies. The new, labor- and energy-ef-
ficient technology is within the boundaries of previous cost func-
tions, making it applicable in both economies.
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2.2. Improvements in Production

The Industrial Revolution was propelled by three key factors: (i) tech-
nological changes, exemplified by the utilization of iron and steel; (ii) new
energy sources, such as coal and steam; and (iii) the factory system, leading
to division of labor and specialization, thereby enhancing efficiency.

Old vs. New technology

Lots of workers Few workers
Little machinery (spinning wheels) Lots of capital goods (spinning mules, factory
buildings, water wheels or steam engines)
... requiring only human energy ... requiring energy (coal)
Labour-intensive Labour-saving
Capital-saving Capital-intensive
Energy-saving Energy-intensive

Source: CoreEcon. (2021). The Economy: A South Asian Perspective. Figure 2.9 The
change in spinning technology during the Industrial Revolution. (https://www.core-
econ.org/the-economy-south-asia/book/text/02.html#26-the-british-industrial-revolution-
and-incentives-for-new-technologies)

For instance, in the textile industry before the industrial revolution,
tasks like spinning,*® weaving, and crafting household garments were time-
consuming for most women. Unmarried women in England were referred to
as spinsters, as spinning was their primary occupation. Historian Eve Fisher
calculated that during this period, producing a shirt required 500 hours of
spinning and a total of 579 hours of work — equivalent to $4,197.25 at today's
minimum wage in the USA. The Spinning Jenny, invented by James Har-
greaves in 1764-65 in Stanhill, Oswaldtwistle, Lancashire, England, stands
as a pivotal advancement in the industrialization of textile manufacturing
during the early stages of the Industrial Revolution.** This multi-spindle
spinning frame significantly decreased the labor required for cloth produc-
tion, enabling a single worker to operate eight or more spools simultaneously.
By the end of the 19" century a single spinning mule, operated by very few

40 Spinning: the production of thread or yarn, during which short and thin fibers (elementary
fibers) are arranged parallel and twisted together to form a continuous, long, roughly cylin-
drical strip for further processing. Initially one spindle, then eight, now 120.

41 Styles, J. (2020). The rise and fall of the Spinning Jenny: Domestic mechanisation in
eighteenth-century cotton spinning. Textile History, 51(2), 195-236.

Griffiths, T., Hunt, P. A., & O'Brien, P. K. (1992). Inventive activity in the British textile
industry, 1700-1800. The Journal of Economic History, 52(4), 881-906.
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people, could replace more than 1,000 spindles.*? These machines no longer
relied on human power, but were initially powered by water wheels and later
by coal-fired steam engines. In 1794, Eli Whitney patented the Cotton Gin,
that significantly accelerated the process of separating seeds from cotton fi-
ber. By slashing the time required for cotton cleaning, southern states gener-
ated greater profits from their cotton crops. Consequently, by the mid-19th
century, cotton had emerged as the primary export of America.

Light production; generating light next to a campfire took approxi-
mately 1 hour of work, yielding 17 lumens-hour. Animal fat lamps produced
20 lumens-hour. In ancient Babylon (1750 BCE), sesame oil produced 24
lumens-hour with one hour of labor. In the early 1800s, the most efficient
lighting methods (using tallow candles) provided approximately nine times
more light. Subsequently, gas and petroleum lamps, incandescent bulbs, and
fluorescent tubes were introduced. In contemporary times, the productivity
of labor in light production is half a million times greater than that of our
ancestors around the campfire.

Speed of news transmission
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Source: CORE team (2022). The Economy 1.0, The capitalist revolution, 1.4 The perma-
nent technological revolution (https://www.core-econ.org/the-econ-
omy/v1/book/text/01.html#figure-1-4)

42 Maw, P., Solar, P., Kane, A., & Lyons, J. S. (2022). After the great inventions: technolog-
ical change in UK cotton spinning, 1780-1835. The Economic History Review, 75(1), 22-
55.
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The speed of news transmission; in ancient Rome and Egypt, news
spread at a speed of approximately 1.6 km/h, and 1500 years later, somewhat
slower between Venice and other cities around the Mediterranean. For in-
stance, when Abraham Lincoln was elected President of the United States in
1860, the news was transmitted by telegraph from Washington to Fort
Kearny, the western end of the telegraph line. From there, the news was car-
ried by the Pony Express, a horse relay, covering 2030 km to Fort Churchill
in Nevada, where it was then telegraphed to California. The process took 7
days and 17 hours, and on the Pony Express segment, news traveled at a
speed of 11 km/h. A half-ounce (14 grams) letter on this route cost $5, equiv-
alent to 5 days' wages. A year after Lincoln's death, a transatlantic cable re-
duced the time of news transmission between New York and London to a
few minutes.

Milestones of Technology Development
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Source: own compilation of the author

30



3. Bourgeois Revolutions

The bourgeois revolutions, were pivotal events that brought about significant
political and social transformations, ultimately contributing to the establish-
ment and consolidation of capitalist systems. The first wave of bourgeois
revolutions transpired during the early modern era (17" and 18™ centuries)
and was primarily characterized by a grassroots movement spearheaded by
the petty bourgeoisie against absolutist authorities. The second wave of
bourgeois revolutions unfolded in the late modern period (mid and second
half of the 19" century to the first World War) and was typically character-
ized by leadership from the upper echelons of the bourgeoisie, known as the
haute bourgeoisie.*®

The English Civil War (1642-1649-1651) was a conflict between the
supporters of the monarchy (Royalists) and those advocating for parliamen-
tary supremacy (Parliamentarians).** It was driven by various factors, includ-
ing disputes over power, religion, and economic interests. The Parliamentar-
ians, representing the rising bourgeois class, emerged victorious. This led to
the execution of King Charles I in 1649 and the establishment of the Com-
monwealth under Oliver Cromwell.*> The monarchy was temporarily abol-
ished, and power shifted towards the emerging capitalist class. This revolu-
tion dismantled the feudal system, which had been based on a hierarchical
social structure and serfdom. It also introduced new ideas about individual
liberty and representative government, which laid the groundwork for a more
open and fluid society conducive to capitalist development. After the resto-
ration of the monarchy, the economic conditions were not change signifi-
cantly, bringing a flourish environment for the development.®

4 Grinin, L. (2022). The European revolutions and revolutionary waves of the 19th century:
Their causes and consequences. In Handbook of revolutions in the 21st century: The new
waves of revolutions, and the causes and effects of disruptive political change (pp. 281-313).
Cham: Springer International Publishing.

Grinin, L., Grinin, A., & Korotayev, A. (2022). 20th Century revolutions: characteristics,
types, and waves. Humanities and Social Sciences Communications, 9(1), 1-13.

4 Worden, B. (2009). The English Civil Wars: 1640-1660. Hachette UK.

Jones, W. J. (2020). Politics and the Bench: the Judges and the Origins of the English Civil
War. Routledge.

4 Buchan, J. (2022). Oliver Cromwell. DigiCat.

Firth, C. H. (2023). Oliver Cromwell and the Rule of the Puritans in England. Good Press.
46 \enning, T. (2023). The Fall of Cromwell’s Republic and the Return of the King: From
Commonwealth to Stuart Monarchy, 1657-1670. Pen and Sword History.
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The Age of Chivalry is gone. That of sophisters, economists, and calculators has succeeded;
and the glory of Europe is extinguished for ever. Never, never more, shall we behold the
generous loyalty to rank and sex, that proud submission, that dignified obedience, that sub-
ordination of the heart, which kept alive, even in servitude itself, the spirit of an exalted
freedom. The unbought grace of life, the cheap defence of nations, the nurse of manly sen-
timent and heroic enterprize is gone!
Edmund Burke
Reflections on the Revolution in France (1790)

How has French revolution affected world economic growth?
Economists' answer: It's Too early to say.

The French Revolution (1789-1799) was fueled by economic inequal-
ity, social injustice, and political oppression.*” The bourgeoisie, comprising
the middle class, played a crucial role in challenging the absolutist monarchy
and aristocracy. The revolution resulted in the overthrow of the monarchy,
the rise of radical political ideologies, and the establishment of the First
French Republic. The bourgeoisie gained political power and initiated social
and economic reforms that dismantled the feudal order, redistributing land
and wealth. It also implemented sweeping reforms, such as the Declaration
of the Rights of Man and of the Citizen (1789), which enshrined principles
of individual liberty, equality, and property rights. These reforms created a
more dynamic and entrepreneurial environment, encouraging economic ac-
tivity and innovation. The Napoleonic era that followed further spread the
revolutionary principles across Europe.

We also mention the American Revolution (1775-1783), when the
thirteen American colonies successfully gained independence from Great
Britain, establishing the United States as a democratic republic. In the Haitian
Revolution (1791-1804) the enslaved people in Haiti overthrew French co-
lonial rule, creating the first independent black nation in the Americas. The
19t century witnessed a wave of bourgeois revolutions, marking a pivotal
shift in the European political and social system. In 1848 a series of uprisings
across Europe, advocating for democratic reforms and national unification.
They achieved varying degrees of success, ultimately contributing to the de-
cline of absolute monarchies and the rise of nation-states. The February Rev-
olution of 1848 in France toppled the monarchy of King Louis Philippe and
established a short-lived Second Republic. However, the republic eventually

47 Wollstonecraft, M. (2023). A historical and moral view of the origin and progress of the
French Revolution. Good Press.

Carlyle, T. (2019). The French Revolution. Oxford University Press.

Lefebvre, G. (2005). The French Revolution: from its origins to 1793. Routledge.

McPhee, P. (2001). The French Revolution, 1789-1799. OUP Oxford.
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gave way to the Second French Empire under Napoleon Ill. Revolutions
erupted in various German states, demanding unification and democratic
reforms. While these efforts ultimately failed, they laid the groundwork for
future unification under Bismarck. The Austrian Empire faced revolts in
Vienna, Hungary, and other regions. While the monarchy managed to sup-
press most of these uprisings, it was forced to make some concessions, such
as abolishing serfdom. Italian nationalists attempted to unify the country by
overthrowing foreign rule and establishing a republic. However, these efforts
were initially unsuccessful, with Austria regaining control of much of north-
ern Italy. The unification of Italy, also known as the Risorgimento, was a
complex and fascinating period in Italian history spanning roughly from the
1820s to 1871.48

In these revolutions, the bourgeoisie (middle class) played the key role
and challenged the established order of absolute monarchies and feudal sys-
tems. Their primary goals were to break down barriers to economic and po-
litical participation, establish representative governments, and secure indi-
vidual rights and liberties. The bourgeoisie, or the capitalist class, sought to
dismantle the feudal structures that restricted economic opportunities and
hindered the accumulation of wealth. They championed individual rights,
equality, and the formation of nation-states based on shared identities and
cultural heritage. The rising bourgeoisie sought greater freedom for trade and
industry, often restricted by mercantilist policies of the old order. The pro-
moted national consciousness shared experiences of revolution and strug-
gles for self-determination fostered a sense of national identity and unity
among citizens. In fragmented regions like Italy and Germany, revolutions
paved the way for the unification of smaller states into nation-states. The
concept of the nation-state, emphasizing shared language, culture, and his-
tory, gained widespread acceptance, replacing other forms of political organ-
ization.

The revolutions brought about changes in political structures, legal sys-
tems, and social hierarchies, creating an environment conducive to capitalist
development. This shift paved the way for the rise of industrial capitalism,
as economic activities became more market-oriented, and private property
rights were emphasized. The bourgeois revolutions contributed to the rise of

4 Gramsci, A. (2023). Il risorgimento. BoD-Books on Demand.

Barsotti, E. M. (2021). At the Roots of Italian Identity:'race'and'nation'in the Italian Risor-
gimento, 1796-1870. Routledge.

Banti, A. (2020). The nation of the Risorgimento: Kinship, sanctity, and honour in the ori-
gins of unified Italy. Routledge.
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capitalism by promoting ideas of individual liberty, equality before the law,
and free-market capitalism. The transformations in property relations, legal
frameworks, and political structures set the stage for the development of cap-
italist economies in the following centuries. The bourgeois revolutions
played a crucial role in promoting the development of key institutions that
are essential for capitalism. These include:

e Private property rights: The revolutions enshrined the right to pri-
vate property, which is a fundamental tenet of capitalism. Private
property ownership provides individuals with the incentive to invest
and innovate, as they can reap the rewards of their endeavors.

e Market economy: The revolutions promoted the development of
market economies, where goods and services are traded freely and
prices are determined by supply and demand. This system allows
for efficient allocation of resources and encourages competition,
which drives down prices and spurs innovation.

e Banking and finance: The revolutions facilitated the growth of
banking and financial institutions, which play a critical role in chan-
neling capital to productive investments. These institutions provide
loans and other financial services that enable businesses to expand
and individuals to pursue entrepreneurial opportunities.

e Legal framework: The revolutions established a legal framework
that protects private property rights, enforces contracts, and pro-
motes fair competition. This framework is essential for ensuring the
stability and predictability of the economic system, which is condu-
cive to long-term investment and growth.

In social terms capitalism encompassed the restructuring of society
into social classes based on capital ownership (capital, in other words, busi-
nesses or enterprises). Capitalists derived profits from the surplus labor of
the working class, which earned only wages. The industrial tycoons were
the first individuals to amass immense wealth, often surpassing both landed
aristocrats and banking families. For the first time in history, the common
people, the workers, could aspire to become wealthy (social mobility). New
entrepreneurs constructed multiple factories requiring more labor while pro-
ducing a greater quantity of goods for people to purchase.
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4. Capitalist Revolution in Theor

At the heart of this capitalist revolution lies a theoretical framework that
seeks to understand, justify, and analyze the dynamics of market economies.
The three fundamental concepts underlying capitalism can be elucidated as
follows: (i) capitalism and private property, (ii) capitalism and the profit mo-
tive, and (iii) the mechanism of voluntary trade.

Central to the capitalist framework is the concept of private owner-
ship, denoting the exclusive ownership of resources and means of production
by individuals or entities. This principle underlines the importance of prop-
erty rights in facilitating economic transactions and resource allocation
within a market-oriented system. The tragedy of the commons arises when
resources are not held in private ownership, pertaining to a shared resource
accessible to all without restrictions.*® In such a scenario, where individuals
are incentivized to extract as much utility as possible without promoting re-
source conservation or reinvestment, the privatization of resources emerges
as a viable solution. This can be achieved through various voluntary or in-
voluntary collective action approaches.

The profit motive is another cornerstone, representing the drive for
financial gain inherent in business activities.>® Within this paradigm, individ-
uals engage in voluntary exchanges of private property when they perceive
such transactions as advantageous from psychological or material perspec-
tives. The pursuit of profit fosters economic dynamism, innovation, and com-
petition among businesses. The interplay between capitalism and the profit
motive is exemplified by the profit motive, denoting the pursuit of financial
gains through business activities. According to the definition, individuals en-
gage in voluntary private property exchanges only when they perceive such
exchanges as psychologically or materially advantageous. Both parties in-
volved in such transactions derive surplus (subjective) value or profit from
the transaction. Capital accumulation is achieved by capitalists maximizing
profit through the efficient utilization of capital goods (machinery, tools, etc.)

49 Cebeci, A. F., Ince, H., & Mercan, M. A. (2020). The intrinsic fallacy of market mecha-
nism and private property rights in alleviating the tragedy of the commons. Applied Eco-
nomics, 52(33), 3629-3636.

Ostrom, E. (2008). Tragedy of the commons. The New Palgrave Dictionary of Economics,
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to produce the highest-value goods or services, thereby creating a competi-
tive environment. Businesses compete to be low-cost producers of a particu-
lar good, driving market share acquisition. Profit incentives encourage busi-
nesses to switch production if another good becomes more profitable.

The mechanism of voluntary trade is a fundamental aspect of capi-
talism, involving resource owners competing for consumers, who, in turn,
compete for goods and services.>! This competitive dynamic becomes in-
grained in the price system, achieving equilibrium between supply and de-
mand. This mechanism ensures the coordination of resource distribution
through the voluntary interactions of market participants, establishing the
foundation for the functioning of capitalist economies. The mechanism of
voluntary trade involves resource owners competing for consumers, who, in
turn, compete with other consumers for goods and services. This dynamic
becomes embedded in the price system, achieving equilibrium between sup-
ply and demand and coordinating the distribution of resources.

Since the 1700s, the sustained increase in average living standards has
become a persistent characteristic in numerous countries, coinciding with the
emergence of a new economic system, capitalism. In this system, private
ownership, market forces, and corporate entities play central roles.

During the reorganization of the economy under this new paradigm,
technological advancements and the specialization of products and tasks
have contributed to an augmentation in the quantity of output achievable
through a day's work. This transformative process, commonly referred to as
the capitalist revolution, has been accompanied by escalating environmen-
tal risks and unprecedented global economic inequalities.

Capitalism vs. Free market

Capitalism Free market
Definition economic system in which a coun-  an economic system in which

try’s trade and industry are con-  prices are determined by unre-
trolled by private owners for profit, ~ stricted competition between

rather than by the state privately owned businesses
Focus creation of wealth and ownership ~ exchange of wealth, or goods
of capital and factors of production and services
Competition can have a monopoly on the mar-  leads to free competition in the
ket and prevent free competition economy

Source: Parera, G. (2016). Difference Between Free Market and Capitalism (https://pe-
diaa.com/difference-between-free-market-and-capitalism/)
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The juxtaposition of capitalism vs. free market and enterprise eluci-
dates closely related yet distinct concepts.>? It is conceivable to have a capi-
talist economy without complete free enterprise, just as a free market can
exist without adhering strictly to capitalism. Any economy is deemed capi-
talist as long as private individuals control the means of production, yet gov-
ernment regulations and taxation may shape its dynamics. The notion of a
free market and free enterprise implies economic exchanges devoid of coer-
cive governmental influence, emphasizing voluntary transactions within the
economic sphere.

The evolution of the conceptualization of capitalism from
1870 to the present

American Empire (Panitch & Gindin, 2004)
Global Capitalism (Herman & McChesney, 1997) |
| New Imperialism (Harvey, 2005) |
Collective Imperialism (Amin, 2006) |
Neo-Colonialism (Baran & Sweezy, 1966) I
Neo-Imperialism (Frank, 1963)
Modern Capitalism (Baran, 1957)
H Fascism (Sweezy, 1942)]
World Capitalism (Bukharin, 1915) |
Militarism (Luxemburg, 1913) ||
State Monopoly Capitalism (Lenin, 1916)
Monopoly Capitalism
(Lenin, 1916)
Finance Capital (Hilferdi
Financial Capitalism (Hobson, 1902

Evolution of the Capitalism Concept =»

Second  Third Collapse of Great
First World Great Annexation
War D e World Industrial the Soviet Fim.n:ﬂal of Crimea

War Revolution Union

Second
Industrial
Revolution
|

Brexit

‘ Advanced Capitalist
g States (Hobson, 1902)
[Sttong States (Hilferding, 1910]
Financially Powerful States (Lenin, 1916)
Creditor - States (Luxemburg, 1913)
Cartel of States (Kautsky, 1914) |
Powerful Capitalist States (Baran, 1957) |

Metropolitan States (Frank, 1963) |
Hierarchy of nations (Baran & Sweezy, 1966) ]
“ “Wall Street-Treasury’ (Harvey, 2005) ‘vast financial power’ ”
Transnational States (Robinson & , 2000

International Monopoly Nations (IMNs)
WB, IMF, G-7, WEF, etc. (Petras & Veltmeyer, 2001)

‘IMNs-Inls’ complex

€Evolution of Capitalist S

Source: Cuong, Vu Manh (2018). International Institutional Monopoly Capitalism and Its
Manifestations (https://mronline.org/2018/12/19/international-institutional-monopoly-capi-
talism-and-its-manifestations/)
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Monopoly capitalism evolved from laissez-faire capitalism in the late
19" and early 20" centuries, reaching a new stage known as International
Institutional Monopoly Capitalism (IIMC) since the late 1970s.%® In 1IMC,
powerful nation-states utilize international organizations to assert their inter-
ests globally. The graph provides a concise overview of capitalism's concep-
tualization, emphasizing the development of monopoly capitalism from the
1870s to the present, including 1IMC as its latest form. Marx's idea of capi-
talism's inherent drive for endless accumulation through "surplus value™ is
highlighted. 1IMC represents the pinnacle of capitalism's imperialist stage,
characterized by increased coordination between monopoly capital and the
state in core nations. As a state-formed monopoly capitalism, IMC com-
pels economies worldwide, whether capitalist or socialist (excluding North
Korea), to participate in its system. This aligns with Bukharin's observations
a century ago. In the globalization era, advanced capitalist states, under
IIMC, strengthen their economic-political reach, controlling international in-
stitutions. Within these core nations, the state supports the formation of su-
percompanies, benefiting the wealthiest class while providing some ad-
vantages to the broader population, designating them as monopoly nations.
Through international institutions like the World Bank, International Mone-
tary Fund, and World Trade Organization, monopoly capital and nations ex-
tend their influence globally, causing intricate conflicts within globalization
and regionalization processes, even impacting remaining socialist strong-
holds.

4.1. Classical Economics - The Wealth of Nations: 1776

A key pillar of classical economics epitomized the Wealth of Nations.
This treatise not only laid the foundation for modern economic thought but
also elucidated fundamental principles of market mechanisms, division of
labor, and the invisible hand guiding economic interactions. Adam Smith
(1723-1790), a Scottish economist and philosopher, stands as a pioneering
figure in political economy and a key figure of the Scottish Enlightenment,
often hailed as the father of economics or the father of capitalism. His semi-
nal work, An Inquiry into the Nature and Causes of the Wealth of Na-
tions (1776), represents the first comprehensive exploration of the factors

%3 Cuong, Vu Manh (2018). International Institutional Monopoly Capitalism and Its Mani-
festations  (https://mronline.org/2018/12/19/international-institutional-monopoly-capital-
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contributing to the wealth of nations and has become a foundational master-
piece in classical economics.>* He challenged the notion that economic poli-
cies devised by traders and then sold to rulers and politicians, as exemplified
by the South Sea and Mississippi bubbles in 1720, were beneficial. In the
context of the Industrial Revolution, Smith addressed topics such as division
of labor, productivity, and free markets.

Smith argued that, when individuals pursue their self-interest within
the conditions of justice, they unintentionally contribute to the welfare of so-
ciety. Self-interested competition in a free market generally serves the overall
welfare of society by keeping prices low and incentivizing a broad array of
goods and services. He viewed trade as a mutually beneficial, non-zero-sum,
rather a positive-sum activity. However, he cautioned against business inter-
ests and warned against conspiracies against the public or other manipula-
tions aimed at raising prices.

The Wealth of Nations literary composition is organized into five dis-
tinct sections, each dedicated to an in-depth examination of specific facets
within the realms of economic and political theory. Book I: Of the Causes of
Improvement in the productive Powers of Labour, systematically scrutinizes
the concept of the division of labor, elucidating its underlying principles. It
engages in a scholarly discourse concerning the limitations imposed on mar-
ket expansion due to the intricacies of the division of labor. An in-depth ex-
amination of the origin and utilization of money is undertaken. A meticulous
analysis is conducted on the nature of wages, profits, and rent across diverse
employment sectors. It addresses the concept of land rent, providing a com-
prehensive understanding.

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 self-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. (Book I, Chapter 2)

This passage can be interpreted in two prevailing ways. The first, and
perhaps the more widespread interpretation, posits that in market interac-
tions, individuals engage solely for personal gain, devoid of genuine concern
for others. Critics asserting this viewpoint argue that market activities incen-
tivize and promote greed. The second interpretation, viewed through the lens
of sympathy as advocated in The Theory of Moral Sentiments, offers an al-
ternative perspective. When considering sympathy, transactions with the
butcher, brewer, and baker take on a different complexion. In this context,

4 Smith, A. (1776, 2002). An inquiry into the nature and causes of the wealth of nations.
London.
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market actions, akin to morality, necessitate a consideration for others.
Achieving our desires entails anticipating the needs and wants of others.

Book I1: Of the Nature, Accumulation, and Employment of Stock, in-
itiates a scholarly conversation on the division of capital (stock), delving into
its implications. An exhaustive exploration is conducted on money, consid-
ered as a specific constituent of society's wealth. The intricacies surrounding
the accumulation of capital, both productive and non-productive labor, and
the dynamics of interest on borrowed capital are subjected to rigorous anal-
ysis. Diverse modes of capital employment are methodically scrutinized in
this section. Book I11: Of the different Progress of Opulence in different Na-
tions, brings an insightful exploration unfolds on long-term economic growth
and development. Agricultural work and the consequential decline of agri-
culture's prominence are meticulously discussed. The rise and development
of cities and settlements subsequent to the decline of the Roman Empire are
critically examined. The contribution of urban trade to national development
is systematically investigated.

Book 1V: Of Systems of political Economy engages in a thorough ex-
ploration of the foundational principles underpinning commercial systems.
A nuanced discussion on import restrictions ensues, featuring a dedicated
chapter on constraining the import of domestically producible goods. Ex-
traordinary restrictions, disadvantages, bounties, trade agreements, colonies,
and motivations for the establishment of new colonies are comprehensively
addressed. The benefits derived from the discovery of America and the pas-
sage to the East Indies via the Cape of Good Hope are meticulously explored.
This section concludes by drawing comprehensive insights into the mercan-
tile economic system and providing an extensive discourse on agricultural
systems. The invisible hand is an oft-referenced theme in the book, although
Smith specifically mentions it only once.>®

As every individual, therefore, endeavours as much as he can both to employ his capital in
the support of domestic industry, and so to direct that industry that its produce may be of the
greatest value; every individual necessarily labours to render the annual revenue of the so-
ciety as great as he can. He generally, indeed, neither intends to promote the public interest,
nor knows how much he is promoting it. By preferring the support of domestic to that of

% Long, B. (2022). Adam Smith and the invisible hand of God. Routledge.
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foreign industry, he intends only his own security; and by directing that industry in such a
manner as its produce may be of the greatest value, he intends only his own gain, and he is
in this, as in many other cases, led by an invisible hand to promote an end which was no part
of his intention. Nor is it always the worse for the society that it was no part of it. By pursuing
his own interest, he frequently promotes that of the society more effectually than when he
really intends to promote it. (Book 1V, Chapter 2)

In Book V: Of the Revenue of the Sovereign or Commonwealth, an
exhaustive examination of the expenditures incurred by the sovereign or the
Commonwealth is presented. The discourse unfolds on the general sources
contributing to societal or public income. The intricate dynamics of war and
state debt are systematically explored.

Collectively, the book offers a thorough and comprehensive explora-
tion of a spectrum of economic and political concepts, encompassing diverse
facets such as labor, capital, trade systems, international commerce, and the
financial intricacies of sovereign entities. Classical economists, influenced
by Smith, established the fundamental tenet that the basis for a nation's
wealth and well-being lies in the division of labor. Neoclassical economists,
building upon Smith's legacy, emphasized the concept of the invisible hand,
highlighting the role of market forces in achieving general equilibrium.
Smith criticized mercantilist (and physiocratic) ideas, questioning the neces-
sity of protectionism and the accumulation of large gold or other precious
metal reserves for a nation's economic success.

4.2. The Spirit of Capitalism

The spirit of capitalism has been associated with both Protestant and
Catholic roots, and scholars have explored the impact of religious beliefs and
cultural values on economic development.®® While Max Weber focused on
the Protestant Reformation and its influence on the development of capital-
ism, there have been discussions about the role of Catholicism (Salamanca-
school, Sombart, Hayek) as well. Some scholars argue for a synthesis, sug-
gesting that the development of capitalism involved a combination of influ-
ences from both Protestant and Catholic traditions.>” They emphasize the im-

% Munro, K., & O’Kane, C. (2022). The artisan economy and the new spirit of capitalism.
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portance of cultural values, ethics, and social institutions in shaping eco-
nomic behavior. Others highlight the divergence, noting that while there may
be shared values, the specific religious and cultural contexts of Protestantism
and Catholicism led to different approaches to economic life.

Protestant Roots

In Max Weber's (1864-1920) work, The Protestant Ethic and the Spirit
of Capitalism (1904/5), the concept of Protestant ethic is expounded, rooted
in Calvinist predestination teachings.®® According to this doctrine, salvation
is beyond human control, but earthly success signifies inclusion among the
saved. The world is conceived as ordained for serving the glory of God, with
the chosen believer tasked to contribute to the augmentation of God's worldly
glory. It is emphasized that one should consider oneself chosen, as doubt is
indicative of insufficient faith.%

Protestantism and the Spirit of Capitalism

The Protestant religious doctrine conveys certain values to its
followers

People living according to certain values tend to be oriented towards
certain economic behavior

Certain types of economic behavior contribute to the development of
the capitalist economic organization

Source: own compilation of the author

Weber further discusses the Protestant ethic's influence on the concept
of vocation, asserting that the belief in the protective nature of systematic and
methodical work against temptation, and the condemnation of idleness as
sinful, led to the widespread adoption of a rationalized way of life based on

5 Weber, M. (1905, 2013). Die protestantische Ethik und der Geist des Kapitalismus - The
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the notion of vocation. This, ultimately, facilitated the emergence of capital-
ism. The Protestant work ethic, with its emphasis on hard work, discipline,
and the idea of a "calling" in one's vocation, was seen as contributing to the
development of a capitalist spirit. The Protestant ethic liberated the acquisi-
tion of wealth from the constraints of traditionalist ethics. ®°

Weber’'s model of capitalist development
Ethical Prophecy

Judaism
Christianity
+ Catholic Church
+ Protestantism
Overcoming Ethical Dualism Reducing the
Influence of Magic
d
Weatern Feudalism Roman Law
E;:rﬁgomlc Western City Rational State Rational Science
Spirit of Urban
Capitalism Bourgeoisie Free Labor
Capitalist

Entrepreneurship

Source: Trigilia, C. (2008). Economic sociology: state, market, and society in modern capi-
talism. John Wiley & Sons. 68.

The spirit of capitalism, in its genesis, had to displace traditionalist
modes of thinking. In the traditional world, needs were restricted, and once
a worker reached the socially acceptable and expected standard of living,
motivation to continue working diminished. The idea that work should be
approached as a vocation and that high wages could not be achieved merely
by executing work was prevalent. The piece-rate wage system, prevalent in

60 Weber, E. (2020). John Calvin-a pioneer of the spirit of capitalism?. Journal of Religious
Culture. No. 275.
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the modern economy, serves as a means by which employers can incentivize
workers to achieve the highest possible performance. It is crucial to recog-
nize that the spirit of capitalism, as conceptualized by Weber, transcends a
mere compilation of business wisdom; rather, it constitutes a set of life rules
imbued with ethical considerations.

Catholic Roots

Scholars argue that certain aspects of Catholicism also contributed to
the spirit of capitalism.5! For instance, the School of Salamanca, a group of
Scholastic thinkers in the 16th century, made significant contributions to eco-
nomic thought within a Catholic framework. They discussed just price, fair
exchange, and the morality of economic activities. Catholicism, with its em-
phasis on individual responsibility, private property rights, and ethical con-
duct in economic affairs, has been seen by some as providing a cultural and
ethical foundation for capitalist development.

The 16" century was a period of significant religious and social
changes in Europe. The Protestant Reformation, initiated by Martin Luther
in 1517, had far-reaching effects on the religion, challenging the authority of
the Catholic Church. The Catholic Counter-Reformation was the Catholic
Church's response to the Reformation, aiming to address internal issues and
counter the spread of Protestantism.

The School of Salamanca refers to a group of Scholastic thinkers who
were active in the University of Salamanca in Spain during the 16" and 17*"
centuries. Francisco de Vitoria (1483-1546) and Domingo de Soto (1494
1560) were part of this school, contributing to the development of economic
thought, ethics, and law. The School considered the first economic tradi-
tion, which reshaped economic theory in Europe. The School was pro-mar-
ket, pro-hard money, anti-state, pro-property, and pro-merchant. They be-
lieved private property stimulates economic activity and contributes to gen-
eral well-being. Diego de Covarrubias y Leyva (1512-1577) asserted that
individuals not only possessed the right to own property but, in a distinctly
modern notion, also had the exclusive entitlement to benefit from their prop-
erty, although the community could also derive benefits. However, during
times of significant need, all goods would become communal. Luis de Mo-
lina contended that individual owners tended to better care for their posses-

61 Knible, D. B. P., & Bete, D. (2023). The catholic ethic and the spirit of capitalism. Reas-
sessing the Moral Economy: Religion and Economic Ethics from Ancient Greece to the 20th
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sions compared to the management of common property, resembling a ver-
sion of the tragedy of the commons. Diego de Covarrubias y Leyva (1512—
1577) emphasized exclusive benefits from property rights. Scholars like
Martin de Azpilcueta (1491-1586) and Luis de Molina (1535-1600) devel-
oped a scarcity theory of value, precursor to the quantitative theory of money.
They advocated for a subjective theory of value and prices, where the fair
price results from mutual decisions in free commerce. The School justified
charging interest, departing from medieval views. They considered interest a
premium for risk, opportunity cost, and even treated money as merchandise,
introducing the concept of time value of money.

The School's ideas influenced economic thought, but their contribu-
tions were rediscovered later due to a lack of continuity in their work. Joseph
Schumpeter credited them as founders of economics, despite not creating a
comprehensive doctrine. Their economic thought, although not directly in-
fluencing, bears similarities to the Austrian School. Friedrich Hayek (1899-
1992), an Austrian economist and philosopher, is known for his defense of
classical liberal principles and free-market capitalism. While Hayek's work
is more associated with the 20" century, his ideas on spontaneous order, in-
dividualism, and the importance of decentralized decision-making have rel-
evance to discussions on capitalism: "never to the point of realizing that what
was relevant was not merely man's relation to a particular thing or a class of
things but the position of the thing in the whole...scheme by which men de-
cide how to allocate the resources at their disposal among their different en-
deavors."5?

Sombart's Modern Capitalism

Werner Sombart (1863-1941), a German sociologist and economist,
wrote extensively on the history of capitalism. His major work, Der moderne
Kapitalismus, provides a comprehensive history of economics and the devel-
opment of the economy across centuries. It distinctly aligns with the princi-
ples of the Historical School. The evolution of capitalism is categorized into
three phases. The initial volume (1902), delves into proto-capitalism, exam-
ining its origins, the transition from feudal society to capitalism, and the era
termed as early capitalism (Friihkapitalismus) concluding before the onset of
the industrial revolution. The second volume (1916), characterizes the period
starting around 1760 as high capitalism (Hochkapitalismus). The final book
(1927), focuses on conditions in the 20" century, identifying this stage as late

62 Hayek, F. (1992). The Austrian School of Economics. The Fortunes of Liberalism: Essays
on Austrian Economics and the Ideal of Freedom. Chicago: University of Chicago Press. 43.
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capitalism (Spétkapitalismus) which commenced with World War 1. He ex-
plored the materialistic and rationalizing aspects of capitalism. He was criti-
cal of capitalism's impact on society, suggesting that it led to a certain level
of soullessness and the reduction of human activities to purely economic con-
siderations.

Sombart’s model of capitalist development

Spirit of Capitalism

Formation of the
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Source: Trigilia, C. (2008). Economic sociology: state, market, and society in modern capi-
talism. John Wiley & Sons. 46.

In his another notable work, The Jews and Modern Capitalism (1911),
he explored the role of Jewish culture in the development of capitalism. He
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emphasized the role of culture and ethics in the development of capitalism,
and argued that specific cultural and religious values, particularly those
rooted in Protestantism, played a crucial role in shaping the capitalist spirit.
While Jewish traders — excluded from medieval guilds — developed a distinct
aversion to the system's fixed wages and prices, limited market shares, and
controlled production. Jews, excluded from this structure, dismantled it and
replaced it with modern capitalism, characterized by unlimited competition
and a focus on pleasing the customer. Sombart's work, however, has been
criticized for its controversial and sometimes anti-Semitic views.

4.3. Felicitas Publica

The relationship between capitalism and felicitas publica (public hap-
piness) is complex and influenced by various factors, but it can be regarded
as the southern spirit of capitalism.®® While capitalism offers potential ben-
efits for economic growth and individual freedom, it also poses challenges
like inequality and environmental degradation that can negatively impact
public happiness. Evaluating its impact requires considering different per-
spectives and potential solutions for mitigating its downsides and promoting
broader well-being. In Bruni's interpretation, Genovesi and other political
economists of the Italian 18" century followed Avristotle in stressing the pub-
lic nature of happiness. The collective rather than individual nature of happi-
ness made the political economy in Italy differ from the tradition that devel-
oped in Scotland and England.®*

All our economists, from whatever regional background, are dealing not so much, like Adam
Smith, with the wealth of nations, but with public happiness.
Achille Loria (1893)

Prior to Adam Smith's publication of The Wealth of Nations in 1776,
which defined wealth as the central focus of this nascent discipline, a differ-
ent perspective had gained traction. In the mid-eighteenth century, French
and Italian intellectual traditions prioritized the concept of public happiness
as the cornerstone of modern economic discourse. The Italian philosopher

83 Felicitas publica was, first of all, a motto that appeared on Roman imperial coinage after
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Ludovico Antonio Muratori, in his 1749 work On Public Happiness, was
the first to explicitly use the term pubblica felicita.%® Following Muratori,
numerous Italian economists, such as Giuseppe Palmieri with his publica-
tion Reflections on Public Happiness (1788),% and Pietro Verri with Dis-
course on Happiness (1781),%” incorporated happiness into the titles of their
works. Happiness thus became a defining element of Italian classical political
economy, as expressed by Loria in 1893.%8 Antonio Genovesi, influenced by
the changing Italian culture, sought to define the concept of public happiness
by addressing the societal decline following the Neapolitan golden age. He
believed that liberation from this state of obscurity was attainable through
studies and practical interventions. This led him to shift his focus from ethics
and philosophy to economics, seeing it as a means for governments to en-
hance their wealth and power.®® The concept of felicita publica bared cen-
trality in the discourse of eighteenth-century monarchies, before and during
the classic age of Enlightened Absolutism.”

Capitalism, with its emphasis on innovation, competition, and private
ownership, can lead to economic growth and wealth creation, potentially im-
proving living standards and opportunities for many. They promote individ-
ual freedom and choice in pursuing economic activities and careers, fostering
agency and potentially contributing to individual satisfaction and well-being.
The competitive nature of capitalism drives innovation and technological ad-
vancements, which can improve various aspects of life, from healthcare and
education to communication and entertainment. There are some potential
challenges of capitalism to felicitas publica. Unequal distribution of wealth
and income generated by capitalism can lead to social unrest, exclusion, pov-
erty and a sense of injustice, undermining public happiness. Unregulated
markets can incentivize unsustainable practices that harm the environ-
ment, impacting the well-being of future generations and potentially limiting
future resources and opportunities. The emphasis on individual success and
competition in capitalism can create a sense of isolation and stress, impacting
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89 Genovesi, A. (1765, 1769). Lezione di commercio o sia d'economia civile. A spese Remon-
dini.

0 Cremaschi, S. (2020). The ltalian Enlightenment and the rehabilitation of moral and po-
litical philosophy. The European Legacy, 25(7-8), 743-759.
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social cohesion and community well-being. A strong social safety net and
regulations are necessary within capitalism to mitigate its negative conse-
quences and ensure broader felicitas publica. This approach seeks to combine
the economic dynamism of capitalism with social justice and environmental
sustainability. Mixed economies are better suited to achieving public happi-
ness by prioritizing social welfare and collective well-being over individual
gain.
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5. The Results of Capitalism

The outcomes of capitalism are complex and multifaceted. While cap-
italism has been a driving force behind significant economic growth and in-
novation, it also raises challenges related to wealth distribution, inequality,
and social mobility. Societal choices, policies, and global dynamics shape
the impact of capitalism on different nations and communities. In the context
of the population growth or explosion the economic development contrib-
uted to lower mortality rates and increased life expectancy, it also needs to
be managed responsibly to address issues like inequality, resource scarcity,
and environmental sustainability. Evaluating its impact requires considering
diverse perspectives and promoting solutions that prioritize long-term human
well-being and a healthy planet.

The Size of World Population

graphers ex r'ct t'|c
.1[

Bé ; i ® 10 billion are |_.|cc1 ed
thereafter. | for the year 2058

# 7 billion are projected
for the year 2034

The pink line shows the projec- =
tion by the UN Pu u | ation _JI
SIon

# 8 billion in 2023
The purple line shows the size of
the world population over the last

000 years. > Rk i
' 7 billion in 2011

¢ & billionin 1999
& 5 billionin 1987
p 4 billion in 1974

3 billion in 1960

In the mid 14th century the 2 billion in 1928

h pandemic killed
a quarter and half 1.65 billion in 1900
of 1| p ople in Europe.

In 10,000 BCE tt 990 million in 1800

0, he A0 il i 490
" opulation 600 million in 1700
arcund 4 million

T v ' T
10,000 BCE 8,000 BCE 6,000 BCE 4,000 BCE 2,000 BCE 2000

Global life
1800 w

Globz a I|fcc>|:cc|||
in 2023: 73 years

Source: Roser, M. (2023). World population estimate from 10,000 BCE to 2100, by Our-
WorldInData (https://ourworldindata.org/population-growth?insight=the-world-popula-
tion-has-increased-rapidly-over-the-last-few-centuries#tkey-insights)
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The pace of global population growth throughout recent centuries has
been astonishing. For the majority of human history, the global population
remained well below one million. Just 12,000 years ago, there were merely
4 million individuals worldwide. The provided chart illustrates the rapid
surge in global population figures since 1700. Surpassing the one-billion
milestone occurred only in the early 1800s, followed by the two-billion mark
just a century ago. Since then, the global population has quadrupled to reach
eight billion. It's noteworthy that approximately 108 billion people have in-
habited our planet throughout history, meaning that today's population con-
stitutes about 6.5% of the total number of individuals ever born. This remark-
able growth can be attributed to advancements in living standards and
healthcare, which have lowered mortality rates, particularly among children,
and increased life expectancy.

Advancements in agricultural practices, machinery, and transporta-
tion facilitated larger quantities of cheaper food, particularly grains like
wheat, becoming available to larger populations. This reduced malnutrition
and famine, leading to lower mortality rates and higher life expectancy. The
case of cheaper wheat from the US is illustrative. With increased mechani-
zation and improved transportation, American wheat became substantially
cheaper in Europe, allowing for wider access for the poor to a staple food
source. This contributed to decreased food insecurity and potentially higher
survival rates, but it's important to note that other factors like changing cul-
tural norms and healthcare advancements also played a role in population
growth. Industrial advancements and economic growth enabled investments
in public health infrastructure and medical research, leading to better san-
itation measures, hygiene practices, and medical interventions. This further
reduced mortality rates, especially among children. Industrialization led to
the rise of urbanization and new job opportunities, attracting rural popula-
tions seeking better living conditions and economic opportunities in the cit-
ies. This resulted in larger urban populations with higher birth rates com-
pared to rural areas. Demographic shifts due to urbanization and industriali-
zation often resulted in later marriage and smaller families in later genera-
tions, but the initial population boom outweighed this trend initially.

While we can list among the positive impacts the economic growth,
innovation and technological advancement, efficiency and resource alloca-
tion, consumer choice, job creation, individual freedom, we can find also ad-
verses: income inequality, exploitation and unfair labor practices, environ-
mental degradation, carbon emission, short-term focus and speculation, mar-
ket failures, social safety nets, cycles of boom and bust.
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Source: CORE team (2022). The Economy 1.0, 1.12 Capitalism, growth and environmen-
tal sustainability (https://www.core-econ.org/espp/book/text/01.html#112-capitalism-
growth-and-environmental-sustainability)

Capitalism, in theory, provides opportunities for social and economic
mobility. Individuals can theoretically move up the economic ladder through
education, innovation, and hard work. However, barriers to entry, such as
unequal access to education and capital, can limit mobility, leading to the
perpetuation of social and economic disparities.

5.1. Debate on State Intervention

Governments often play a role in mitigating the negative conse-
quences of capitalism. Social safety nets, progressive taxation, and regula-
tions are implemented to address inequalities and ensure a more inclusive
society.” The effectiveness of these interventions can vary, and debates often
revolve around finding the right balance between free-market principles and
regulatory measures. The discourse surrounding the appropriate role of state
intervention in economic affairs has been a subject of enduring debate, fea-
turing two towering economists thought on opposite ends of the spectrum:
John Maynard Keynes and Friedrich Hayek. Their respective perspectives
offer contrasting paradigms for understanding and addressing economic
challenges, shaping policy discussions and ideological divides.

L Gamble, A. (2021). The Free Economy and the Strong State. In After Brexit and other
essays (pp. 91-112). Bristol University Press.

Borre, O., & Viegas, J. M. (1995). Government intervention in the economy. The scope of
government, 3, 234.

Michie, J., & Prendergast, R. (1998). Government intervention in a dynamic economy. New
Political Economy, 3(3), 391-406.
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Keynes and Hayek Perspective on State Intervention

Aspect
Role of Govern-
ment

Economic
Stability

Fiscal Policy
Monetary Policy
Regulatory

Oversight

Economic
Growth
Social Justice

Environmental
Sustainability

Keynesian Perspective
Advocates government inter-
vention to stabilize econo-
mies.

Views markets as inherently
unstable, requiring govern-
ment action.
Supports countercyclical fis-
cal policies, including deficit
spending.
Advocates for monetary in-
terventions to manage eco-
nomic cycles.

Favors regulations to ad-
dress market failures and
promote welfare.
Believes well-timed interven-
tion can stimulate growth.
Acknowledges need for gov-
ernment action to address
inequality.

May advocate for regula-
tions to promote sustainabil-

ity.

Source: own compilation of the author

Hayekian Perspective
Champions minimal government
involvement, favoring free mar-
kets.

Believes markets possess self-
correcting mechanisms, minimiz-
ing state intervention.
Opposes excessive government
spending, emphasizing fiscal dis-
cipline.

Suggests limited monetary inter-
vention, prioritizing market
forces.

Prefers minimal regulations to
foster free competition and inno-
vation.

Argues that free markets lead to
sustained prosperity and growth.
Argues that free markets ulti-
mately benefit everyone.

Emphasizes market-driven solu-
tions for environmental chal-
lenges.

The Keynesian viewpoint emphasizes the necessity of government in-
tervention to stabilize economies.”? Keynes (1883-1946) argued that markets
are inherently volatile, prone to cycles of booms and busts, necessitating pro-
active measures from the state to mitigate fluctuations. Advocating for coun-
tercyclical fiscal and monetary policies, Keynesians propose interventions
such as increased government spending and deficit spending during down-
turns to stimulate demand and investment. Moreover, they endorse regula-
tory measures aimed at rectifying market failures and advancing social wel-
fare objectives.”®

2 Keynes, J. M. (1936). The General Theory of Employment, Interest and Money. Palgrave
Macmillan

8 Terra, F. H. B., Ferrari Filho, F., & Fonseca, P. C. D. (2022). Keynes on state and eco-
nomic development. In Development Economics (pp. 88-102). Routledge.

Stockhammer, E. (2022). Post-Keynesian macroeconomic foundations for comparative po-
litical economy. Politics & society, 50(1), 156-187.
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Conversely, the Hayekian school champions the virtues of free mar-
kets and minimal government intervention.’”* Hayek (1899-1992) contended
that markets possess inherent self-correcting mechanisms and are efficient in
allocating resources. From this perspective, government interference is
viewed as distorting market mechanisms and yielding unintended conse-
quences. Hayekians advocate for limited regulations and the promotion of
free competition to spur innovation and foster sustainable economic growth,
while cautioning against excessive government spending and inflationary
policies.”

The clash between these perspectives extends across several funda-
mental issues, including the role of government in managing economic cy-
cles. While Keynesians perceive government as a stabilizing force capable
of mitigating economic volatility, Hayekians view excessive intervention as
potentially disruptive to market dynamics. Additionally, differences emerge
regarding the extent of regulatory oversight, with Keynesians advocating for
targeted interventions and Hayekians advocating for minimal interference.
Furthermore, debates persist regarding the impact of intervention on eco-
nomic growth and considerations of equity and social justice, with
Keynesians acknowledging the need for government action to address ine-
quality, while Hayekians emphasize the benefits of free markets for overall
prosperity.’®

The enduring relevance of this debate is evident, particularly during
periods of economic crisis and rising inequality.”” Keynesian ideas continue

Chen, Y., & Chen, Y. (2020). The Contributions and Deficiencies of Keynesian Economics.
New Economic Engine: Effective Government and Efficient Market, 11-21.

"4 Hayek, F. A. (1948). Individualism and Economic Order. University of Chicago Press.

> Gamble, A. (2016). Hayek and liberty. In Hayek's Political Theory, Epistemology, and
Economics (pp. 66-87). Routledge.

Kerstenetzky, C. L. (2007). Hayek and Popper on ignorance and intervention. Journal of
Institutional Economics, 3(1), 33-53.

Romani, R. (2015). Minimal state theories and democracy in Europe: From the 1880s to
Hayek. History of European ldeas, 41(2), 241-263.

76 Steele, G. R. (2002). Keynes and Hayek: The money economy. Routledge.

Gorga, C. (2022). Reconciling Keynes and Hayek Through Concordian Economics. Inter-
national Journal of Applied Economics & Econometrics, Forthcoming.

Patruti, A. (2023). Keynes and Hayek: some common elements in business cycle theory.
Brazilian Journal of Political Economy, 43, 48-66.

Ayres, R. U. (2023). Keynes v. Hayek and the Monetarists. In The History and Future of
Economics (pp. 259-324). Cham: Springer International Publishing.

7 Ashraf, B. N. (2020). Economic impact of government interventions during the COVID-
19 pandemic: International evidence from financial markets. Journal of behavioral and ex-
perimental finance, 27, 100371.
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to inform policy responses such as quantitative easing and stimulus packages
aimed at stabilizing economies during recessions. Meanwhile, Hayekian
principles influence efforts towards deregulation and the promotion of free-
market initiatives. Balancing the imperatives of economic efficiency with
considerations of social justice and environmental sustainability remains a
pressing challenge in contemporary economic discourse.’®

5.2. Answers for the Wealth and Poverty of Nations

Capitalism, as an economic system, has the potential to generate wealth
and promote economic growth. In a capitalist society, individuals and busi-
nesses are motivated by profit incentives, fostering innovation, investment,
and entrepreneurship. However, capitalism doesn't guarantee equal distribu-
tion of wealth. Economic disparities can arise due to factors such as unequal
access to resources, education, and opportunities. In some cases, systemic
issues and barriers may contribute to persistent poverty.

David Landes (1924-2013), historian and economist, in his book, The
Wealth and Poverty of Nations: Why Some are So Rich and Some So
Poor? (1998) examines the divergent economic trajectories of various coun-
tries and regions. Landes explores the long-term economic histories of Eu-
rope, the United States, Japan, China, the Arab world, and Latin America. In
addition to scrutinizing economic and cliometric data, he attributes intangible
factors like culture and enterprise to explain economic success or failure.
These include Max Weber's cultural thesis regarding the Protestant work
ethic, Karl A. Wittfogel's hydraulic thesis on despotic control of water, the
climate thesis suggesting tropical climates hinder development, and Adam
Smith's theories from the Wealth of Nations. Landes also challenges notions
about the Asian miracle, asserting that Europe's economic growth during the
Industrial Revolution was influenced by factors such as climate, political
competition, economic freedom, and attitudes toward science and religion,
primarily in Western European countries like England.

Landes raises the question: "Why Are We So Rich and They So Poor?"
and examines the disparities between the affluent societies of Europe and
North America, denoted as "we," and the comparatively impoverished soci-
eties of Africa, Asia, and Latin America, referred to as "they." He addresses
this question with a somewhat mischievous tone, providing fundamentally

8 Costa, K. T. D. (2022). The road to The General Theory: JM Keynes, FA Hayek, and the
Genealogy of Macroeconomics. Brazilian Journal of Political Economy, 42, 48-70.
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two responses. Firstly, he posits that we are rich and they are poor because
we are inherently virtuous, diligent, scholarly, cultured, well-governed, effi-
cient, and productive. The occurrence of the industrial revolution in Europe
is attributed to factors such as the Protestant Reformation, the Renaissance,
the scientific revolution, the establishment of superior private property rights,
and favorable government policies. Conversely, the opposite viewpoint, that
we are deficient while they excel. We are characterized as greedy, ruthless,
exploitative, and aggressive, while they are portrayed as weak, innocent, vir-
tuous, prone to abuse, and vulnerable. The European development, unfolded
due to the requirements of colonization, slavery, or constant warfare.

Why Are We So Rich and They So Poor?
We are so rich and they are so poor because

We are so good We are industrious, scholarly, ~ The industrial revolution oc-
and educated, well-governed, effi-  curred in Europe due to the
cient and productive, protestant reformation, the re-
naissance, the scientific revolu-
they are so bad They are the opposite tion, the development of higher

private property rights or favor-
able government policies
We are so bad We are greedy, ruthless, ex- The European development
and ploitative, aggressive was due to the requirements of
colonialism, slavery or constant
They are weak, innocent, virtu-  wars
they are so good  ous, abused and vulnerable

Source: own compilation of the author based on Landes, D. S. (2015). Wealth and Poverty
of Nations. Hachette UK.
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Capitalism can be a dynamic, suc-
cessful economic system when it

combines the following:

* Private incentives for cost-reducing inno-
vation: derived from market competition
and secure private property

» Management of companies that are
proven to be able to produce goods at low
cost.

* Public policy supporting these conditions:
public policy also provides basic goods
and services that private enterprises
could not provide.

« Stable society, (biophysical) environment
and resource base

Dynamic of Capitalism

Where capitalism is less dynamic,
the explanation may be:

* Private property is not safe: the rule of
law and the enforcement of contracts are
weak, or the confiscation of property by
crime or government agencies (expropri-
ation, nationalization).

» Markets are not competitive: they cannot
offer the carrots (rewards) and do not ap-
ply the sticks (punishments) that make a
capitalist economy dynamic.

 Companies are owned and managed by
people who survive because of their gov-
ernment connections or privileged birth:
they did not become owners or managers
because they could produce high-quality
products and services at competitive
prices.

Source: own compilation of the author; carrot and stick”™

™ The phrase "carrot and stick™ is a 19" century metaphor for using a combination of reward
and punishment to elicit desired behaviour. A carrot is (literally) a plant in the parsley family,
prized for its edible root; (figuratively) an incentive or reward for achieving a specific result.
A Stick is (literally) cut or broken branch of a tree; (figuratively) a punishment or penalty
used to encourage cooperation.

"Thus, by every device from the stick to the carrot, the emaciated Austrian donkey is made
to pull the Nazi barrow up an ever-steepening hill." (Winston Churchill, July 6, 1938)

57



9.3. History's Hockey Stick

The hockey stick of history refers to the changes of the GDP per cap-
ita.8% At the time of Ibn Battuta's (14" century) travels, India was no richer
than other parts of the world. But India was not much poorer. The metaphor
underscores the idea that certain historical periods have witnessed exponen-
tial economic growth, but the distribution of benefits from this growth is a
critical consideration. The huge differences between the rich and the poor
were much more visible than the differences between countries. Currently,
on a GDP per capita basis, people live on average six times better in Britain
than in India. The Japanese are as rich as the British, but now the Americans
live even better than the Japanese, and the Norwegians even better.

History's hockey stick
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Source: History's hockey stick: Worldwide historical real gross domestic product per capita,
1 to 2018 Unit 1 'The capitalist revolution: prosperity, inequality, and planetary limits' in
The CORE Team, The Economy 2.0 Microeconomics. Available at: https:/ti-
nycose/19274920 [Figure 1.1] https://ourworldindata.org/grapher/historys-hockey-stick-
worldwide-historical-gross-domestic-product-percapita-1990

8 Cortinhas, C. (2023). Rethinking the economics curriculum: strengths and weaknesses of
the CORE Econ project. Advances in Economics Education, 2(2), 114-126.

Briggle, A., & Briggle, A. (2021). The Unnatural Growth of the Natural. Thinking Through
Climate Change: A Philosophy of Energy in the Anthropocene, 11-25.

Snow, N., & Pettus, B. (2020). Poverty in a North American Context.
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Capitalism can contribute to income inequality as those with capital
or unique skills may amass significant wealth.8! Policies and societal struc-
tures play a role in determining the extent of income inequality. Its impact is
not uniform globally. Some regions have experienced rapid economic devel-
opment, while others face persistent poverty. Globalization, trade policies,
and geopolitical factors can influence these disparities. Countries are ranked
from left to right based on GDP per capita, annual income. For each country,
the height of the bands shows the average income of the deciles of the popu-
lation, from the poorest 10% to the richest 10%. The width of the band indi-
cates the population of the country.

Global Distribution of Income
Global Market Income Distribution 2020

400,000 -“':
350,000
300,000
250,000
200,000 4

150,000

Annual Income (2021 USD)

Poorer countries Richer countries

Source: Visualizing global income inequality. https://www.core-econ.org/inequality-sky-
scrapers/

In every country, the rich own much more than the poor. We can use
the ratio of front to back lane heights as a measure of inequality in a country.
For obvious reasons, we'll call this the rich/poor ratio. Even in a relatively
equal country like Norway, the rich/poor ratio is 5.4; the USA has 16, and
Botswana, South Africa has 145. Inequalities within the poorest countries are
hard to see on the graph, but they are definitely there: the rich/poor ratio is
22 in Nigeria and 20 in India. Huge income disparity between countries. The

81 Solt, F. (2020). Measuring income inequality across countries and over time: The stand-
ardized world income inequality database. Social Science Quarterly, 101(3), 1183-1199.
Heimberger, P. (2020). Does economic globalisation affect income inequality? A meta-anal-
ysis. The World Economy, 43(11), 2960-2982.
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average income in Norway is 19 times the average income in Nigeria. And
in Norway, the poorest 10% earn almost twice as much as the richest 10% in
Nigeria.

On of aspects of inequities are the business magnates, individuals,
who have achieved significant success and prominence in the business world
due to their entrepreneurial skills, leadership abilities, and often substantial
wealth.®2 These individuals have built or led large, successful enterprises and
have had a substantial impact on the global economy. Business magnates can
be found across various industries, including technology, finance, manufac-
turing, and retail. he development of business magnates throughout history
can be understood in several stages, marked by economic and technological
advancements, changing social structures, and evolving business environ-
ments.

The Industrial Revolution marked a significant shift with the mechani-
zation of production, leading to the rise of industrialists and entrepreneurs.
The late 19" and early 20" centuries saw the consolidation of industries and
the rise of corporate giants, the Golden Age of Capitalism.®® Industrialists
expanded into new sectors, creating massive conglomerates. Business mag-
nates emerged in sectors like textiles, coal, iron, and railroads. Notable fig-
ures include Andrew Carnegie in steel, John D. Rockefeller in oil, and J.P.
Morgan in finance. Technological advancements, such as the development
of electricity and the automobile, played a crucial role. Prominent figures
include Henry Ford in automobiles, Thomas Edison in electricity, and Cor-
nelius Vanderbilt in transportation.

John Davison Rockefeller (1839 -1937) was an American businessman and oil magnate. As
the founder and majority owner of Standard Oil, he monopolized the extraction (90%) and
processing of oil in the late 19th and early 20th centuries, amassing a huge fortune (equiva-
lent to 1.5% of US GDP). Rockefeller was the first American billionaire. He donated a sig-
nificant part of his fortune, mainly to public education (University of Chicago, Rockefeller
University) and health (such as the fight against hookworm and yellow fever).

Standard Oil was founded in 1863 by Rockefeller and Henry Flagler. Initially dominating
the petroleum products market through horizontal integration of the refining sector, and in
later years through vertical integration, the company pioneered the development of the busi-
ness trust. It was one of the first and largest multinationals in the world. In 1911, the U.S.

8 piramal, G. (2000). Business maharajas. Penguin Books India.

8 Bresser-Pereira, L. C. (2020). The Golden Age of Capitalism. Rentiers Capitalism.

Levy, J. (2021). Ages of American Capitalism: A History of the United States. Random
House.

Vidal, M. (2015). Fordism and the golden age of Atlantic capitalism. The Sage Handbook
of Sociology of Work and Employment. Thousand Oaks, CA: Sage Publishing, 283-303.
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Supreme Court declared it an illegal monopoly, and the trust was split into 43 smaller com-
panies (e.g. Exxon, Chevron, BP).

John Pierpont Morgan (1837 - 1913) was an American financier and investment banker who
dominated Wall Street corporate finance in the Gilded Age. As the head of the banking firm
that would eventually become known as J.P. Morgan and Co., he was the driving force be-
hind the wave of industrial consolidation in the US in the late 19th and early 20th centuries,
with 42 companies. During the Panic of 1907, he organized the coalition of financiers that
saved the US monetary system from collapse. America's "greatest banker".

Andrew Carnegie (1835-1919) was a Scottish industrialist in the U.S. who built a vast for-
tune through strategic investments in industries like railroads, steel, and coke.* He con-
trolled diverse businesses through vertical integration. Despite controversies, such as the
Homestead strike, Carnegie's business acumen made him one of the wealthiest individuals
of his time, with a fortune valued at $309 billion in today's terms. In 1901, he sold his steel
company to J.P. Morgan for $480 million, beginning his philanthropic phase. Carnegie
funded thousands of public libraries, educational institutions like Carnegie Mellon Univer-
sity, Carnegie Institution for Science, Carnegie Trust for the Universities of Scotland, Car-
negie Hero Fund, Carnegie Hall (New York) and peace initiatives (Carnegie Endowment for
International Peace), aiming to give away his wealth for societal benefit. "Anything in life
worth having is worth working for."

After World War 11, there was a period of economic recovery and
globalization. Multinational corporations and conglomerates expanded their
influence globally. Industries like electronics, aviation, and telecommunica-
tions witnessed significant growth. The late 20" century saw the rise of tech-
nology and the internet (Tech Boom and Information Age), leading to the
creation of new business empires. Entrepreneurs in the tech sector, such as
Steve Jobs, Bill Gates, and Larry Page, became iconic figures. The dot-com
boom and subsequent bust marked a period of rapid innovation and specula-
tion. The 21% century has seen the continued globalization of business, with
technology, finance, and e-commerce playing pivotal roles. Entrepreneurs
like Elon Musk, Jeff Bezos, and Mark Zuckerberg have become influential
across multiple industries. Emphasis on sustainability and social responsibil-
ity has grown, with some magnates engaging in philanthropy.®

8 Coke is a grey, hard, and porous coal-based fuel with a high carbon content and few im-
purities, made by heating coal or oil in the absence of air — a destructive distillation process.
It has a dual role in the steelmaking process. First, it provides the heat needed to melt the
ore, and second, when it is burnt, it has the effect of 'stealing' the oxygen from the iron ore,
leaving only the pure iron behind.

8 Hersh, E. (2023). The political role of business leaders. Annual Review of Political Sci-
ence, 26, 97-115.

Kelly, J. (2012). The new tycoons: Inside the trillion dollar private equity industry that owns
everything (Vol. 163). John Wiley & Sons.
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II. INTERNATIONAL TRADE

Commerce is a cure for the most destructive prejudices; for it is almost a general rule, that
wherever we find agreeable manners, there commerce flourishes; and that wherever there is
commerce, there we meet with agreeable manners.

Montesquieu C. (1748). The Spirit of Laws. Book. 20, Chs 1-8.

Trade refers to the buying and selling of goods and services between nations,
individuals, or entities. It primarily focuses on the exchange of products or
services through buying and selling, involving the movement of goods to
meet demand and supply. Examples include importing and exporting goods
between countries and buying and selling products within a local market. The
term trade originates in Middle English, meaning path or course of conduct.
Hanseatic merchants introduced it into English signifying track or course,
which is derived from Old Saxon trada, meaning spoor or track. On the other
hand, the term commerce finds its roots in Latin, specifically from com-
mercium, formed by combining cum, meaning together, and merx, meaning
merchandise.®

On the other hand, commerce is a broader concept encompassing var-
ious business activities beyond trade. It includes not only the buying and sell-
ing of goods and services but also activities related to their movement and
facilitation. Components of commerce include trade, transportation, banking,
insurance, advertising, and warehousing. The objective of commerce is to
optimize and manage these diverse business activities to ensure the smooth
functioning of trade and related processes. Examples of commerce compo-
nents range from trade activities to transportation, banking and financial ser-
vices related to trade, insurance, advertising, and warehousing. While trade
is a subset of commerce, commerce covers a wider range of activities asso-
ciated with the facilitation and management of trade.

8 Sayers, W. (2023). The Etymology of Bargain and Its Background in Early Medieval
Northwest European Trade. ANQ: A Quarterly Journal of Short Articles, Notes and Reviews,
36(1), 7-9.
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Trade vs. Commerce

Aspect Trade Commerce

Definition  The buying and selling of A broader concept encompassing trade
goods and services between  along with various business activities, in-
nations, individuals, or enti- cluding buying, selling, transporting, and
ties. financing goods and services.

Scope Primarily focuses on the ex- Encompasses a wider range of business
change of goods and ser- activities, including trade, transportation,
vices. banking, insurance, and other related

services.

Compo- Involves the exchange of Encompasses trade as one of its com-

nents products or services through  ponents but also includes activities re-
buying and selling. lated to the movement and facilitation of

goods and services.

Nature More specific and often refers ~ More comprehensive, covering a range
to the actual exchange of of activities associated with the facilita-
commodities. tion and management of trade.

Objective  Facilitates the movement of Aims to optimize and manage various
goods and services to meet business activities to ensure the smooth
demand and supply. functioning of trade and related pro-

cesses.

Examples  « Import and export of goods  « Trade activities

between countries
* Buying and selling of prod-
ucts within a local market.

Source: own compilation of the author

* Transportation of goods
+ Banking and financial services related
to trade.

International trade refers to the exchange of goods and services be-
tween countries. This economic activity has been a fundamental aspect of
human civilization for centuries, as different regions and nations have unique
resources, skills, and capabilities. International trade plays a crucial role in
promoting economic growth, fostering innovation, and providing consumers
with a broader variety of products at competitive prices.®” However, it also
poses challenges, including the potential for job displacement and the need
for effective trade policies to ensure fair and mutually beneficial outcomes
for all participating countries. International trade is a key driver of globaliza-
tion, which involves increased interconnectedness and interdependence
among countries. Globalization facilitates the movement of goods and ser-
vices and leads to the exchange of ideas, cultures, and technologies.

87 Pomeranz, K., & Topik, S. (2014). The world that trade created: Society, culture and the
world economy, 1400 to the present. Routledge.
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International Trade 1.0 to 4.0:
Time Period Key Developments

THCEIGENUGL IR from 2nd - 31 * Barter system
Trade 1.0 millennia BC * Localized trade
* Limited specialization

[ICEIOEHGLEIM 16-181 century  « Discoveries and Colonialism and exclusive trading

Trade 2.0 networks

* Mercantilist policies for wealth accumulation

» Triangular trade involving Europe, Africa, Americas

INCHOEGEI 19-20t century  « Industrial Revolution

Trade 3.0 * Free trade movements (GATT, EEC-EU)

* Increased production and transportation capabili-
ties (train, canals)

INCHOGEGEIM 20-21st century  « Globalization and interconnected economies

Trade 4.0 * Trade liberalization efforts (WTO)

» Digital revolution impacting trade (e-commerce,
loT), Supply chain optimization and automation,
Advancements like Al, blockchain, and digital plat
forms

Source: own compilation of the author

International Trade 1.0: Traditional Trade (Pre-Industrial Revolu-
tion) means, in ancient times, that trade primarily involved bartering goods
and services. Trade was mainly localized, limited to local and regional levels
due to transportation constraints, but the marine trade was raised with the
caravans and fleets. Economic activities were diverse, but specialization was
limited. International Trade 2.0: Mercantilism and Colonial Trade (16" to
18" centuries). During and after the great discoveries, European powers es-
tablished colonies to exploit resources and create exclusive trading networks.
Governments introduced the concept of mercantilism, which aimed to accu-
mulate wealth through a favorable balance of trade. The so-called triangular
trade refers to a system involving Europe, Africa, and the Americas, ex-
changing goods, enslaved people, and resources. International Trade 3.0:
Industrialization and Free Trade (18" to early 20" centuries). As a result of
the industrial revolution, technological advancements led to increased pro-
duction and transportation capabilities. Advocacy for free trade principles
can be seen in the works of economists like Smith or Ricardo. After World
War I, international initiatives can be found: the General Agreement on Tar-
iffs and Trade (GATT 1947), the European Economic Community (EEC,
1957), and the European Union (EU, 1992). In the 20™ century, many colo-
nies gained independence, impacting global trade dynamics. International
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Trade 4.0: Globalization and Technology (late 20" Century onward). Glob-
alization brings increased interconnectedness of economies, facilitated by ad-
vancements in communication and transportation. For trade liberalization,
there are efforts to reduce barriers to trade through organizations like the
World Trade Organization (WTO, 1995). The digital revolution has trans-
formed the nature of trade with e-commerce, electronic payments, and supply
chain automation. In the fourth stage context, sometimes called Industry
4.0,%8 technological advancements like artificial intelligence, the Internet of
Things (1oT), and automation influence international trade.

8 Rymarczyk, J. (2021). The impact of industrial revolution 4.0 on international trade. En-
trepreneurial Business and Economics Review, 9(1), 105-117.
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6. The Concept of International Trade

International trade plays a pivotal role in global economy and economics,
fostering connections between nations by exchanging goods and services.
This complex web includes the pivotal aspects of world, international, and
foreign economics. Examining the directions of trade — exports and imports
— reveals nations' strategies and developmental trajectories. The structure of
national economies can be open or closed, and the distinction between or-
ganic and inorganic openness illuminates the level of integration into the
global market. Furthermore, participation in international organizations
serves as a strategic move, fostering cooperation and shared economic objec-
tives. As we explore these facets of international trade, the intricate interplay
between nations' economic destinies comes to light.

The Impacts of International Trade on Economy

Increased
Consumer
Choices

Resource
Allocation

Economic

Growth Job Creation

Foreign
Exchange
Earnings

Economic Cultural
Stability Exchange

Technological
Transfer

Source: own compilation of the author

Several aspects highlighting the significance of international trade in
the economy. (i) International trade can boost economic growth by providing
access to larger markets and promoting competition. It allows countries to
specialize in the production of goods and services in which they have a com-
parative advantage, leading to increased efficiency and productivity. (ii)
Trade allows consumers to access a wider variety of goods and services at
competitive prices. This leads to increased consumer choice and can improve
living standards by providing access to better-quality products. (iii) Interna-
tional trade can create jobs by stimulating demand for domestic goods and
services and creating opportunities in export-oriented industries. While it
may lead to job losses in certain sectors, it can also create new employment
opportunities in industries that benefit from increased trade. (iv) Trade helps
countries allocate their resources more efficiently by allowing them to focus
on producing goods and services that they can produce most efficiently and
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trade for those they cannot produce as efficiently. This leads to a more opti-
mal use of resources and can increase overall economic welfare. (v) Interna-
tional trade can facilitate the transfer of technology and knowledge between
countries. Foreign direct investment (FDI) and trade can help countries ac-
quire new technologies, production methods, and managerial practices, lead-
ing to improvements in productivity and innovation. (vi) Exporting goods
and services can generate foreign exchange earnings for countries, which can
be used to finance imports, service foreign debt, and build foreign exchange
reserves. This can help stabilize the economy and provide a buffer against
external shocks. (vii) Diversifying the sources of income through interna-
tional trade can help countries reduce their dependence on domestic markets
and stabilize their economies against domestic economic fluctuations. This
Is particularly important for small and open economies. (viii) Trade can also
facilitate cultural exchange between countries, promoting understanding and
cooperation among nations. This can have broader implications for diplo-
matic relations and international peace.

While international trade is a cornerstone of the global economy, driv-
ing economic growth, creating jobs, and improving living standards; it also
presents challenges such as trade imbalances, protectionism, and distribu-
tional impacts, the benefits of international trade often outweigh the costs,
making it an essential component of modern economies.

6.1. World, International and Foreign Economics

The world economy encompasses a complex and intricate system of
global economic relations. At the macro level, it involves the interconnection
of national economies, while at the micro level, it intricately links individuals
and transnational corporations. This intricate web of connections is funda-
mentally grounded in the international division of labor, where each partici-
pant specializes in producing goods and services in which they possess an
absolute, comparative or competitive advantage, contributing to a multifac-
eted and interdependent global economy.®® This level is not simply the ag-
gregate of national economies, nor is it the sum of the external relations of
these national economies. It is not merely a consequence or result of the lin-
ear development of specific national economies. Instead, it is characterized
by interdependence. As an organic system, the elements of the global econ-
omy extend beyond the mere sum of national economies. It involves the

8 Maddison, A. (2006). The world economy. OECD publishing. 6.
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worldwide integration of production processes through an international divi-
sion of labor, continually expanding and deepening over time. This integra-
tion encompasses the movement of goods, services, and capital, supple-
mented by the international flow of labor, technology, and information. The
global economy is marked by a system of mutual and asymmetric dependen-
cies, illustrating the intricate web of connections and interrelationships
among its various components. The phenomenon of globalization serves as
an expression and manifestation of these interdependencies and interactions
described above.

World, International and Foreign Economics
World Economy: a worldwide system of economic relations in which national econo-
mies (on the macro level), individuals and transnational corporations (on the micro level)
are connected in many ways based on the international division of labor.
International Economics: examines the mutual relations and relational sys-
tem between individual economic actors, formed through cross-border activities
and lastingly valid.
Foreign economics: examining the processes connecting the domestic
and foreign economies, the positive and negative effects of international
and global economic events on the national economy.
Source: own compilation of the author

As a specialized field within this overarching framework, interna-
tional economics systematically examines enduring and reciprocal relation-
ships that emerge through cross-border activities among various economic
entities.% This branch delves into international trade, finance, and investment
dynamics, exploring how nations, individuals, and corporations engage in
economic transactions and collaborations across borders. By understanding
these interactions, international economics seeks to elucidate the patterns,
trends, and implications for the global economic system.

Furthermore, foreign economics extends its focus beyond the imme-
diate bilateral connections between nations. It involves a comprehensive
analysis of processes that interlink domestic and foreign economies.®® This
examination is crucial for understanding the multifaceted nature of economic
globalization and how international and global economic events impact a na-
tion's economic well-being. Foreign economics delves into the positive and

% Krugman, P. R., & Obstfeld, M. (2022). International economics: Theory and policy.
Pearson Education. (12™ edition) and Salvatore, D. (2019). International economics. John
Wiley & Sons. 18.

%1 Carbaugh, R. J. (2019). International economics. Cengage Learning. 22.
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negative repercussions of global economic forces on a national economy. It
scrutinizes the effects of international trade agreements, currency exchange
rates, and global economic crises, among other factors, to assess their influ-
ence on a country's economic performance.

The reasons for the emergence of international trade and foreign eco-
nomics are present in every country. These reasons stem from resources and
raw materials that cannot be found domestically or products that can be pro-
duced more efficiently and less efficiently. The concept of specialization or
division of labor leads to economies of scale, contributing to mutual ad-
vantages and interdependence.

Pros and Cons of Foreign Trade

Advantages Disadvantages

Static » more efficient allocation of re- < disruption of the foreign economic
sources balance
* international division of labor and e+ mutual dependence (interde-
specialization — (i) cheaper im-  pendence) develops between
port (lower price); (i) serial effect:  countries (i) unfair abuses (domi-
increasing economies of scale; (iii) nance of force) (ii) getting stuck at
cost reduction in production; (iv)  the lower levels of the production
selection expansion vertical, hindering real competi-
tion
Dynamic  * increasing competition and the ad- + a dual economy on an interna-
aptation of new technologies to  tional and national level
growth » children's industries (infant indus-
* makes domestic producers and tries) suffocation
traders compete for more (com- < deterioration of future growth pro-
parative effect), — quality spects
« fair trade, honest trade * exchange rate deterioration, the
increase in import prices is more
significant than that of exports
Political  the stabilizing role of integration destabilizing effect, trade disputes
Source: own compilation of the author

The consequences of international trade are multifaceted. There is an
international flow and circulation of production factors and capital assets.
This results in alterations in the domestic supply of a particular product, lead-
ing to changes in market prices. The satisfaction of household needs for that
particular product is affected, influencing the demand for substitute products
and their market prices. Companies within the industry are compelled to
adapt to the altered market situation. These changes extend to the markets for
inputs used by the industry's companies. The overall economic balance is
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affected, impacting national income, interest rates, price levels, and employ-
ment levels. The situation of the state budget is also subject to change.

In considering the pros and cons of foreign trade, it becomes evident
that there are multifaceted dynamics at play in the global economy. Foreign
trade offers static and dynamic advantages, as well as political benefits.
Static advantages include efficient global resource allocation, cheaper im-
ports leading to lower consumer prices, economies of scale, cost reduction in
production, and an expanded product selection.®? Dynamically, foreign trade
promotes competition, encourages technological adaptation, and contributes
significantly to overall economic growth. It enhances product quality through
competitive pressure on domestic producers and supports fair trade practices,
fostering a more equitable global economic environment. On the political
front, foreign trade stabilises by promoting economic integration among na-
tions, strengthening economic ties, fostering diplomatic relationships, and
contributing to international stability. Despite its numerous advantages, care-
ful consideration is essential to address potential drawbacks and ensure a bal-
anced and mutually beneficial global economy.

Among the disadvantages, foreign trade, statically, can upset the eco-
nomic balance between nations, potentially affecting overall economic sta-
bility. Mutual dependence may lead to concerns like unfair abuses and dom-
inance of force, with the risk of nations remaining stuck at lower production
levels, hindering genuine competition and impeding progress. On the dy-
namic front, foreign trade may contribute to a dual economy internationally
and nationally, posing a threat to the growth of infant industries and hinder-
ing diversification. Exchange rate deterioration and the potential for future
growth decline are additional concerns. In the political realm, foreign trade
can lead to destabilizing effects, fostering trade disputes that strain diplo-
matic relationships and jeopardize international stability. Despite its benefits,
policymakers and stakeholders must understand and address these drawbacks
for a balanced global economic environment.

I do not know much about the tariff, but I know this much, when we buy manufactured goods
abroad, we get the goods and the foreigner gets the money. When we buy the manufactured
goods at home, we get both the goods and the money.

Abraham Lincoln®

%2 Harley, K. (1994). 12 Foreign trade: comparative advantage and performance. The Eco-
nomic History of Britain Since 1700, 1, 300.

9 Reich, R. B. (2010). The work of nations: Preparing ourselves for 21st century capitalis.
Vintage Books. 22. Quoted in F. W. Taussig (ed.), State Papers and Speeches on the Tariff,
Cambridge: Harvard University Press, 1892, 275. and Taussig, F. W. (1914). Abraham Lin-
coln on the Tariff: A Myth. The Quarterly Journal of Economics, 28(4), 814-820.
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The leading international (legal) principles of foreign economic re-
lations are outlined in various documents, notably the United Nations Charter
of 1945 and the Charter of Economic Rights and Duties of States, adopted
in 1974.%* The United Nations Charter emphasizes the mutual promotion of
economic development among states, although concrete measures in this di-
rection were limited during the post-World War Il era marked by the Cold
War tensions. The Charter was established under the auspices of the United
Nations, responding to the pressure exerted by former colonies and develop-
ing countries. It formulates international legal principles that promote coop-
eration and a more equitable global economic order. However, these princi-
ples do not exhaust all the significant requirements applicable to international
trade relations. Specific international economic principles with practical sig-
nificance include the principle of most-favored-nation treatment, the princi-
ple of national treatment (régime national), and the principle of preferential
treatment. These principles are part of the broader international legal frame-
work that governs economic interactions between states.

The Charter addresses the economic, political, and other relationships
between nations, emphasizing principles such as state sovereignty, territorial
inviolability, and political independence. It underscores the equal sover-
eignty of all states, national control over assets (including the right to nation-
alization), and mutual and equal benefits in economic relationships. Key
principles include peaceful coexistence, resolving disputes, non-aggression,
and addressing injustices by force. The Charter highlights the importance of
respecting human rights and fundamental freedoms, rejecting the pursuit of
domination and influence, and promoting international social justice. Fur-
thermore, it advocates international cooperation for development, ensuring
free navigation on the seas for landlocked countries and facilitating the entry
and exit of countries without coastlines.

The international conditions governing foreign economic relations
are part of the international condition system in foreign economic relations.
This system includes multilateral organizations and agreements, such as
the General Agreement on Tariffs and Trade (GATT) and its successor, the
World Trade Organization (WTO), the General Agreement on Trade in Ser-
vices (GATS), the International Monetary Fund (IMF), the World Bank
(WB), and various United Nations bodies such as the Economic and Social

% Boon, K. (2018). Charter of economic rights and duties of states (1974). Max Planck en-
cyclopedia of public international law (online edition). Oxford University Press, Oxford.

Weston, B. H. (1981). The Charter of Economic Rights and Duties of States and the Depri-
vation of Foreign-Owned Wealth. American Journal of International Law, 75(3), 437-475.
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Council, UNCTAD, UNIDO, UNCITRAL, UNIDROIT, WIPOM, IGAlI,
and CSID. In addition to multilateral organizations, multilateral commodity
agreements coordinate the international order and balance of trade in the
production and trade of raw materials. These agreements stabilize prices to
ensure equilibrium on the world market for essential goods and raw materi-
als, diverging from the philosophy of economic competition. Examples in-
clude the International Dairy Agreement and the International Beef Agree-
ment. These agreements function as both regulatory mechanisms for conduct
and operating institutions. Multilateral agreements addressing corporate
trade contracts are also part of the system. These agreements encompass rules
directed at companies (lex mercatoria) involved in international trade. They
cover diverse topics such as international sales, air, sea, rail, and road trans-
portation, various payment methods (bills of exchange, checks, bills of lad-
ing, documentary credit, etc.), leasing, factoring, intellectual property, and
settlement of international trade disputes. The international condition system
in foreign economic relations also involves regional integrations, organi-
zations, and institutions. Bilateral agreements between states are crucial
to this system, addressing issues such as friendship and general trade, indus-
trial cooperation, the avoidance of double taxation, payments and credit, con-
suls, and legal assistance. These agreements reflect the multifaceted nature
of the legal principles governing international economic relations.

6.2. Directions of International Trade

Export and import are two fundamental components of international
trade, playing crucial roles in the economic interactions between countries.
Export refers to selling goods and services produced in one country to buy-
ers in another. It is a fundamental driver of economic growth as it allows
businesses to tap into international markets and increase their customer base.
Countries often export goods and services that they can produce more effi-
ciently or at a lower cost than other nations. Exports contribute to a nation's
economic prosperity, job opportunities, and competitiveness. Commonly ex-
ported goods include manufactured products, raw materials, agricultural pro-
duce, and services like technology, consulting, or tourism. Import, on the
other hand, involves the purchase of goods and services from foreign coun-
tries to meet domestic demand. Nations import items that are not readily
available or are more efficiently produced by other countries. Imports play a
vital role in ensuring a diverse range of products and services are accessible
to consumers, fostering economic development and meeting the needs of in-
dustries. Like exports, imports contribute to a nation's economic well-being
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by providing access to resources, fostering competition, and enabling the
consumption of goods and services that may not be locally produced.

Export and Import

Export Import

* to convey a commodity from one country or < to bring a commodity into a country

region to another for purposes of trade from another country
* a product or service produced in one country < products or services produced
but sold to abroad abroad and purchased in the home
country

» one of the oldest forms of economic transfer < imported goods or services are at-
and occurs on a large scale between nations  tractive when domestic industries
* can increase sales and profits by reaching ~ cannot produce similar goods and
new markets and even offer the potential to  services cheaply or efficiently
gain significant global market share « free trade agreements and ftariff
» facilitate international trade and stimulate do- ~ schedules often specify which goods
mestic economic activity by creating jobs, and materials are cheaper to import

production and revenues. * economists and policy analysts disa-
* heavily exporting companies are typically ex-  gree on the positive and negative ef-
posed to a higher degree of financial risk fects of imports

* re-export is a foreign trade transaction
whereby an exporter resells goods pur-
chased (imported) from abroad

Source: own compilation of the author

The balance of exports and imports contributes to a country's balance
of trade (BoT). If a country exports more than it imports, it has a trade sur-
plus. Conversely, if it imports more than it exports, it has a trade deficit.
Through export and import processes, international trade promotes global
economic interdependence and cooperation. Governments often engage in
trade policies and agreements to regulate and facilitate these activities, pro-
moting fair competition and addressing issues related to tariffs, quotas, and
other trade barriers.

80



6.3. Structure of National Economies

The economic structure can be characterized by two main types: a
closed economy and an open economy. To asses an output of an economy in
the formulas, Y stands for yield and income, C represents consumption, |
denotes investment, G signifies government spending, EX for export and IM
for imports.*®

Economic Structures

Economic Strucrure

1 1
Y = C+|+G Y = C+|+G+(EX-IM
T T

Source: own compilation of the author

A closed economy operates independently, with minimal interaction
with foreign markets. It operates self-contained, with limited or no interac-
tion with foreign markets. In the context of economic equations, the closed
economy is often represented by the formula Y = C + | + G. This equation
reflects the fundamental components contributing to the overall economic
output in a closed system, emphasizing the internal factors of consumption,
investment, and government expenditure.’® The closed economy can be
called autarky, which is derived from the Greek word avtdpkeia (autarkeia),
meaning self-sufficiency.®” In economies following autarkic principles, there
is a persistent desire for self-sufficiency. The advantage lies in the reduced
dependence of the domestic economy on international events. However, the
drawback is that opening to the global market can entail significant compet-
itive disadvantages. In the contemporary world, true economic autarkies are
rarely found. An example is North Korea, where self-sufficiency (juche) is

% Hanson, J. A., & Neher, P. A. (1967). The neoclassical theorem once again: Closed and
open economies. The American Economic Review, 57(4), 869-878.

% Timberlake, W., & Peden, B. F. (1987). On the distinction between open and closed econ-
omies. Journal of the Experimental Analysis of Behavior, 48(1), 35-60.

7 Occasionally, it is mistakenly conflated with the term avtapyia (autarchia), which denotes
absolute self-government.

Esposito, F. (2020). Estimating the welfare costs of autarky: a sufficient statistics approach.
Economics Letters, 194, 109361.
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part of the government's ideological program.® Despite this, the country en-
gages in limited foreign trade with China and Japan and acquires technology
and components necessary for its nuclear weapons program from Pakistan.
In the 20th century, fascist Italy was compelled into autarky when the League
of Nations imposed an embargo. Adolf Hitler's aggression during World War
Il also harbored autarkic goals. The invasion of Poland was driven by the aim
of fulfilling Nazi Germany's primary food supply from within the country.®®
The first chapter of the so-called Hossbach Protocol was titled self-suffi-
ciency.

On the other hand, an open economy embraces international interac-
tions. It engages with international markets, allowing for the exchange of
goods and services across borders. In the context of economic equations, the
open economy is represented by the formulaY =C + 1+ G + (EX - IM). The
inclusion of (EX - IM) accounts for the net exports, reflecting the impact of
international trade on the overall economic output. This formula highlights
the interconnectedness of an open economy with the rest of the world, con-
sidering both domestic and international factors in determining the national
income.

Organic and Inorganic Openness

Organic Openness Inorganic Openness

« the direct connection between the internal  « the state artificially isolates the internal

market and the world market market from the world market * foreign
* participation in international factor flows trade is a state monopoly
* the possibility of importing and exporting  often the establishment of a so-called
investment capital free trade zone

Total openness: the state does not prevent, « no factor flow
moderate or correct foreign market effects « 5 milder degree of this, when there is a
on domestic economic actors by any means.  ircylation of goods and money acting
as purchasing power (but no capital
flow)
In reality, partially open systems
Source: own compilation of the author

% Choi, S. (2021). The Art of Monument Politics: The North Korean State, Juche and Inter-
national Politics. Asian Studies Review, 45(3), 435-453.

% Ferenczi, T. X. (2021). The Foreign Policy of the Third Reich: 1933-1939. Fonthill Media.
Geiss, 1. (2014). German foreign policy in the Weimar Republic and the Third Reich, 1919—
1945. In Weimar and Nazi Germany (pp. 134-170). Routledge.
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The openness can be classified into two forms: inorganic openness and
organic openness. Organic openness involves a more integrated and system-
atic engagement with the international market, reflecting a deeper level of
economic interconnectedness. In contrast, inorganic openness refers to a sit-
uation where the economy engages with the global market more sporadically.

Organic openness implies a direct connection between the domestic
and global markets, actively participating in international factor flows. This
includes the possibility of importing and exporting investment capital. It is a
part of an economic system where the relationships between the internal and
external markets are close, allowing economic entities to participate in inter-
national factor flows actively. Furthermore, it enables the import and export
of investment capital within this framework. In the case of total openness,
the state does not use any means to hinder, moderate, or correct the foreign
market impacts on domestic economic entities. This approach could be char-
acterized by the highest possible degree of openness to international rela-
tions. In reality, however, partially open systems often exist where the gov-
ernment regulates foreign market impacts to some extent and only allows
partial freedom in international relations.

In inorganic openness, the state actively isolates the internal market
from the global market through artificial measures. Foreign trade is often
subject to a state monopoly, giving the government a central role in regulat-
ing and controlling international economic interactions. Governments fre-
quently introduce interventions, such as establishing so-called free-trade
zones, which serve as designated areas where specific trade regulations may
differ from the rest of the country. Crucially, there is a notable absence of
factor flows in this form of openness, indicating a lack of movement of re-
sources such as labor and capital across borders. In milder instances of inor-
ganic openness, there might be a flow of goods and money, representing pur-
chasing power, but without the corresponding flow of capital. This nuanced
approach reflects a controlled form of international economic engagement
where certain aspects of trade are permitted, but the free flow of factors of
production is restricted or absent.

Structural openness illustrates the extent to which domestic economic
entities are connected to the external environment, represented by entities in
the international market. Economic policy openness refers to the degree to
which the state's economic policies influence external conditions and mech-
anisms in the international market. Economic openness encompasses not
only trade openness but also participation in the international flow of pro-
duction factors such as labor, capital goods, technologies, information, etc.
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Trade openness, specifically related to the trade of goods and services,
measures the ratio of the nation's overall economic performance (GDP) to
the trade activities at its borders. Trade policy involves the state regulating
the movement of goods and services across borders through customs, aiming
to achieve specific objectives. A free trade policy advocates for minimal state
intervention, addressing market failures in international economic relations
through limited governmental involvement.

Structural Openness
Economic policy openness: refers to the extent to which the state's economic pol-
icy influences foreign economic conditions and the mechanisms of the international mar-
ket.
(Foreign) Economic openness: in addition to foreign trade openness, it also
includes participation in the international flow of production factors (labor, capital
goods, technologies, information, etc.).
Trade openness: the ratio of foreign trade in goods and services to the
performance (GDP) of the national economy.

Source: own compilation of the author

The openness can be interpreted in the meaning of the economics of
international organizations and public choice theory. It is a branch of eco-
nomics that applies economic reasoning to studying political behavior. It
views political actors as self-interested individuals who seek to maximize
their well-being rather than as selfless public servants. This approach has
been used to analyze various political phenomena, including international or-
ganizations. The public choice approach to international organizations
argues that international organizations are created and shaped by the self-
interested behavior of national governments. Governments use international
organizations to achieve their goals, such as promoting their economic inter-
ests or increasing their power and influence. This can lead to inefficiencies
and suboptimal outcomes, as international organizations may not always be
able to overcome the conflicting interests of their member states.*%°

In the model proposed by Fratianni and Pattison, each potential mem-
ber state (i) of an international economic organization seeks to maximize the
net gains (g) through membership, defined as benefits (b) minus costs (c).*%
Both b and c are expressed as ratios relative to the total (t), and Q denotes the

100 vaubel, R. (1986). A public choice approach to international organization. Public Choice,
51(1), 39-57.

101 Fratianni, M. and Pattison, J. (1982), The economics of international organizations.
Kyklos, 35: 244-262.
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quantity, representing the international organisation's output. The objective
is to maximize the value of gi through this formula.

bi Ci
9i=5 00

One of the key insights of the public choice approach is that special
interests can capture international organizations. This can happen when pow-
erful interest groups can exert undue influence on the organization's decision-
making process. For example, a trade association may convince an interna-
tional trade organization to adopt policies that benefit its members, even if
these policies are not in the best interests of the public at large. The theory
also suggests that international organizations can be subject to bureaucratic
inertia. This is because bureaucracies often develop their own interests and
goals, which may not always be aligned with the interests of the organiza-

tion's members or the public at large. For example, an international organi-
zation may continue to pursue a particular policy even if it is no longer

in the best interests of its members because the organization's bureau-
cracy has invested a lot of time and effort in that policy. The public choice
approach can also be used to analyze the design of international organiza-
tions. For example, public choice theorists argue that international organiza-
tions should be designed to make it difficult for special interests to capture
them. This could include giving more power to the organization's members,
making the organization's decision-making process more transparent, and al-
lowing the organisation to sanction member states that violate its rules.%?

Among the critiques, the approach can be overly cynical and pessimis-
tic. It may underestimate international organizations' ability to overcome
their member states' conflicting interests and achieve positive outcomes. The
approach does not always consider that international organizations can also
serve as a forum for cooperation and coordination among their member
states. This can help to promote peace and stability, and it can also lead to
the development of mutually beneficial policies. The approach is based on
the assumption that national governments are rational actors. However, gov-
ernments are often influenced by political pressures and bureaucratic inertia,
making it difficult for them to act in their long-term interests.

192 Fratianni, M., & Pattison, J. (2001). International organisations in a world of regional
trade agreements: Lessons from club theory. World Economy, 24(3), 333-358.
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7. Antiquity: Empires and Trade Routes

In the 19™ century BC, historical records indicate the existence of an
Assyrian trading colony in Kanesh, situated in Cappadocia. An ancient As-
syrian cuneiform tablet from the Kanesh trading colony demands the settle-
ment of overdue invoices dating back to approximately 1900-1800 BC.%
The domestication of camels, caravans allowed Arabian nomads to control
long-distance trade in Far Eastern spices and silk.

Goods from Egypt and India were transported on Arab ships to Aden
in Yemen. Around the 10th century BC, a Tyrian fleet equipped with Ezion
Geber, known as the "Tarsis ships," established multiple trade routes to the
east, dealing in gold, silver, ivory, and precious stones. In the 8" century BC,
I11. Tiglath-Pileser attacked Gaza to control trade along the Incense Route.

In Egypt, trade activities involved Red Sea commerce, importing
spices from the Land of Punt (Somalia) and the Arabian Peninsula. The Ptol-
emaic dynasty, predating Roman rule, exploited trade opportunities with In-
dia. Following the establishment of Roman Egypt, commerce with India was
initiated. Noteworthy trade ports in the 1% century BC included Arsinoe, Ber-
enice, and Myos Hormos.1%

After the decline of the incense trade, Yemen utilized the Al-Mocha
Red Sea port to export coffee. The aforementioned historical developments
underscore the significance of these regions in shaping early international
trade networks.

Phoenicia, situated along the Mediterranean coast, thrived on maritime
trade as its primary economic activity. Serving as intermediaries, the Phoe-
nicians facilitated exchanges between the diverse civilizations of the Medi-
terranean and the Near East. The Phoenicians, active traders from 1550 BC
to 300 BC, navigated the Mediterranean Sea and Asia Minor, although many
details of their routes remain elusive. Artefacts hint at potential Phoenician
travels to Britain, and the legendary Queen Dido, as per Virgil's Aeneid, is
said to have founded Carthage. This involved exchanging their own and other

103 arsen, M. T. (2015). Ancient Kanesh: A merchant colony in bronze age Anatolia. Cam-
bridge University Press.

Kulakoglu, F. (2014). Kanesh after the Assyrian Colony period: current research at Kiiltepe
and the question of the end of the Bronze Age settlement. Current Research at Kiiltepe-
Kanesh: An Interdisciplinary and Integrative Approach to Trade Networks, International-
ism, and Identity, 85-94.

194 Moreno Garcfa, J. C. (2017). Trade and power in ancient Egypt: Middle Egypt in the late
third/early second millennium BC. Journal of Archaeological Research, 25, 87-132.
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goods, knowledge, cultures, and religious traditions. They established a thal-
assocracy, wielding power through establishing and operating maritime col-
onies.’® Maritime companies, including one contracted by Persian King Da-
rius | in the 5" century BC, played a crucial role. Attributed to their extensive
and enduring commercial network, the Phoenicians laid the economic and
cultural foundations of the Mediterranean region. The Greeks, especially the
Romans, continued this groundwork. Phoenician-Greek relations com-
menced with the Minoan civilization of Crete around 1950-1450 BC. The
Minoans gradually imported Near Eastern goods, artistic styles, and customs
from various cultures through the Phoenicians. In their dealings with Egypt,
the Phoenicians were sellers of cedarwood logs initially and, starting from
the 8™ century BC, became suppliers of wine. They, in turn, procured Nubian
gold. Maintaining connections with Arabia, Assyria, China, and India, the
Phoenicians engaged in overland trade through camel caravans. This intricate
trade and cultural exchange web solidified Phoenicia's influence and laid the
groundwork for future regional civilizations.

Carthaginian exploration continued with Hanno the Navigator
around 500 BC, who boldly explored the Western Coast of Africa, contrib-
uting valuable insights into the region’s geography. In China, the Han dyn-
asty's exploration of Central Asia in the 2" century BC, particularly Zhang
Qian's westward travels, uncovered unknown territories, including regions
once conquered by Alexander the Great.

The first written customs tariff dates back to Palmyra in present-day
Syria, established around 136 AD and still preserved in stone. This ancient
tariff system exhibits striking similarities to the modern harmonized system.
The tariff outlined specific duty rates for various commodities, including
camels, enslaved people, fleece, and aromatic oils. For instance, its detailed
charges such as seven denarii for a camel-load of aromatic oil in alabaster
jars during importation and exportation. The Customs Tariff of Palmyra also
specified rates for olive oil, salted provisions, and goods carried by donkeys,
reflecting an early form of organized trade regulation.%’

105 Dickson, A. J. (2022). A sea of connectivity and entanglement: Modern mobilities and
ancient thalassocracies in the Mediterranean Sea. In The Sea and International Relations
(pp. 146-169). Manchester University Press.

106 Martin-Merino, M. (2020). The eternal debate between reality and fiction: the periplus of
Hanno “the Navigator”.

107 Asakura, H. (2003). World history of the customs and tariffs. World Customs Organiza-
tion. 68.
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7.1. Greece

The root of the Greek expansion can be found in the 7" century BC,
when historical sources indicate that the Greeks were acutely aware of the
challenges posed by overpopulation.®® The transition from pastoralism to
agriculture revealed a scarcity of suitable arable land among many city-
states, with available territories primarily conducive to vegetable, grape, and
olive cultivation, yielding meagre and inferior grain crops. City-states found
themselves grappling not only with overpopulation but also with the pressing
issue of food shortages. In response to these intertwined challenges, the
Greeks established colonies, strategically serving as outlets for excess popu-
lation while concurrently fostering trade. Pytheas, a Greek explorer in the 4"
century BC, circumnavigated Great Britain and reached Thule, potentially
the Shetland Islands or Iceland.

Greek expansion
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Maritime activities witnessed a notable surge in the 8" century BC,
reaching a significant peak by the end of the 9™ century BC, spearheaded by
sailors hailing from Euboea. However, the Euboean sailors' prominence
waned by the close of the 8th century BC, as traders from Corinth assumed

198 Rihll, T. (2020). War, slavery, and settlement in early Greece. In War and society in the
Greek world (pp. 77-107). Routledge.
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a leading role in maritime trade. The Greek colonization effort was concen-
trated in pivotal regions encompassing the shores of the Black and Aegean
Seas, Southern Italy and Sicily, Cilicia and Cyprus, North Africa, Southern
France, Iberia, Sardinia, and Corsica.'® These colonies served as pragmatic
solutions to the challenges of overpopulation and food scarcity and played a
pivotal role in advancing Greek trade and cultural influence throughout the
Mediterranean and beyond.

The introduction of standardized coinage, attributed to the Lydians
and later adopted by the Greeks, further facilitated international trade. Coins,
such as the drachma, became widely accepted and contributed to the growth
of commerce. Cities like Athens, Corinth, and Miletus emerged as major
commercial centers. These cities had well-developed ports, marketplaces
(agorae), and financial institutions, contributing to their economic promi-
nence. International trade involved the exchange of goods and facilitated the
interchange of cultural ideas, art, and philosophies. Greek colonies, in par-
ticular, played a crucial role in spreading Greek culture to different parts of
the Mediterranean. The wealth generated from trade often funded powerful
navies and armies.

109 Descceudres, J. P. (2013). Greek Colonization Movement, 8th—6th centuries BCE. The
Encyclopedia of Global Human Migration.
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7.2. Rome

The Romans established a sophisticated network of trade routes that
connected their empire with neighboring regions and beyond.*'° These routes
were primarily maritime, utilizing the extensive Mediterranean Sea and its
network of ports. Major seaports like Ostia, in Italy, served as gateways for
goods arriving from North Africa, Egypt, Asia Minor, and the eastern Medi-
terranean. Overland trade also flourished, with well-maintained roads facili-
tating the movement of goods and people across the empire.

Roman Trade Network
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Trade was a pervasive aspect of the Roman world, involving a combi-
nation of state control and a free market approach. Cereals, wine, olive oil,
precious metals, marble, and spices were among the traded goods. Factors
driving trade included an agricultural surplus, urban growth, territorial ex-
pansion, technological innovation, taxation, and the need to supply Rome and
its army. Although the Roman elite viewed trade less favorably than land
ownership and agriculture, it played a crucial role in the economy. The mer-
catores, commonly plebeians or freedmen, operated in various settings, in-
cluding open-air markets, covered shops, and roadsides, where they managed

110 Charlesworth, M. P. (2016). Trade-routes and Commerce of the Roman Empire. Cam-
bridge University Press.
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stalls or promoted goods. They were also found in proximity to Roman mil-
itary camps during campaigns, supplying soldiers with food and clothing
while offering immediate payment for any spoils obtained from military en-
deavors. Romans, under Augustus, explored Northern Europe and reached
all corners of the Baltic Sea. Roman expeditions across Africa from 30 BC
to 640 AD, including the Sahara, aimed primarily at commerce and gold ac-
quisition. These ventures extended to the African coasts, the Red Sea, and
Northern Europe, with naval commerce playing a crucial role. Sino-Roman
relations flourished from 100 to 166 AD, with Roman traders establishing
connections with India and gaining direct access to the spice trade. Chinese
historical texts allude to Roman embassies, indicating significant trade links.
Information on the economy of Roman Palestine in the 3™ century AD is
available through Jewish sources, revealing itinerant peddlers (rochel) who
brought spices and perfumes to the rural populace.

Goods exchanged in the Roman world ranged from foodstuffs, animal
products, and textiles to materials for manufacturing and construction. Large
estates, producing regional specialities like wine and olive oil, fueled inter-
regional trade. Towns, primarily centers of consumption, also housed work-
shops capable of significant production. International trade routes, such as
the Silk Road, facilitated the exchange of goods with regions like Arabia,
India, Southeast Asia, and China.''!

Transportation of goods presented challenges, with sea transport being
cheaper but riskier due to weather and piracy. The Roman state-controlled
trade ensured supply through the annona system and regulated shipowner as-
sociations.!!2 State expenditure, primarily on the army, constituted a signifi-
cant portion of the budget. State control is evident in stamped goods, markers
indicating origin or manufacturer, and measures to prevent fraud, guarantee-
ing product quality and authenticity.

111 McLaughlin, R. (2010). Rome and the distant east: Trade routes to the ancient lands of
Arabia, India and China. Bloomsbury Publishing.

112 During the era of Imperial Rome, Cura Annonae, which translates to care of Annona,
referred to the system of importing and distributing grain to the inhabitants of Rome and,
following its establishment, Constantinople. This designation paid homage to the goddess
Annona.

Ruter 111, J. B. (2016). The Seed of Principate: Annona and Imperial Politics.

Erdkamp, P. (2016). Annona (grain). In Oxford Research Encyclopedia of Classics.
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7.3. Great Trade Routes

Throughout ancient history, networks of trade routes emerged, con-
necting production centers to commercial hubs. The primary catalysts for
these routes were scarce commodities, like salt or spices, exclusive to spe-
cific locations. Once established, these pathways facilitated the exchange of
goods and served as conduits for cultural interactions, fostering the spread of
religion, ideas, knowledge, technology, innovation and even bacteria, dis-

Great Trade Routes

€ases.

Started Description Goods
Silk Road 2"dmillen-  Connecting China and the Roman Em-  silk, wool, sil-
nium BC  pire, facilitated knowledge, technology,  ver, and gold
and cultural exchanges along its route.
Incense 16 century  Developed to transport from the Ara- incense, myrrh,
Route BC bian Peninsula to the Mediterranean. feather, leather.
exotic woods
Amber 16t century  Trade from the Baltic Sea to the restof  amber, fur,
Road BC Europe. Importance during the cru- wood, honey,
sades in the 12 and 13t centuries. beeswax
1stmillen-  Trade route from Cornwall to Greece tin, iron, bronze
nium BC  during the Bronze Age to the Iron Age.
SEIRGGELM 70 century  The Roman Via Salaria (Salt Road) and  salt
BC the Old Salt Road, connecting areas
rich in salt to other settlements.
Grand 3 century  Connecting South Asia with Central general
Trunk BC Asia
Road
ChE-El 4t century  Comprising several routes across the gold, salt, cloth,
haran AD Sahara, it facilitated trade between and enslaved
Trade North Africa and West Africa. Played a  individuals
Route role in the spread of Islam.
ICENGLIEE 71 century  Trade of Chinese tea and Tibetan war-  tea, and war-
Road horses. horses
Spice 15t century  Maritime paths linking the East to the pepper, cloves,

Routes

West, played a significant role in the
development of faster ships and coloni-
zation

Source: own compilation of the author
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The Silk Road, renowned as the most famous ancient trade route, con-
nected major civilizations like China and the Roman Empire. The road
spanned Eastern, Southern, and Western Asia, connecting these regions to
Europe and North Africa, covering a distance of 8000 kilometers, flourishing
between the 3" century BC and the 18" century CE. It was, in reality, a net-
work of interconnected trade routes. Ferdinand von Richthofen coined the
term Silk Road in 1877 (SeidenstraBe).!*® The silk trade from China to the
Roman Empire began in the 1% century BC, involving the exchange of goods
such as wool, silver, and gold from Europe. Numerous trading centers along
the route, including Samarkand in modern-day Uzbekistan, became signifi-
cant hubs of intellectual exchange. Originating in Xi‘an, China, the Silk Road
traversed the Great Wall of China, crossed the Pamir Mountains into Afghan-
istan, and reached the Levant, where goods were loaded onto ships bound for
Mediterranean ports. As the Roman Empire declined in the 4" century CE,
the Silk Road became unsafe and gradually fell out of use until its revival in
the 13" century under the Mongols. Marco Polo, the ltalian explorer, ex-
plored the Silk Road during the 13" century, marking one of the first in-
stances of medieval Europeans visiting China. Along this route, various
goods were traded, including silk, satin, musk, rubies, diamonds, genuine
pearls, and rhubarb. However, beyond facilitating trade and cross-cultural
connections, some scientists speculate that merchants traveling along the Silk
Road may have unintentionally carried Yersinia pestis, the plague bacteria
responsible for the Black Death. For modern reflection, Chinese President Xi
Jinping officially launched the One Belt, One Road (OBOR) initiative in
2013. Later in 2022, the initiative was renamed the Belt and Road Initiative
(BRI), is a comprehensive development strategy to promote economic coop-
eration and connectivity between countries. It consists of two main compo-
nents: the Silk Road Economic Belt and the 21 Century Maritime Silk
Road.!

The Incense Route emerged to transport frankincense and myrrh, ex-
clusive to the southern end of the Arabian Peninsula (modern Yemen and
Oman).!*® These substances, derived from sun-dried tree sap, were used for
incense, perfume, and burial rituals. With the domestication of camels around
1000 BC, Arab nomads transported incense to the Mediterranean. Frankin-
cense and myrrh gained significance for Romans, Greeks, and Egyptians,

113 Hansen, V. (2012). The Silk Road. Oxford University Press, USA.

114 Vértesy, L. (2011). Finance and legal opportunities on the Silk Road. Jogelméleti Szemle
ISSN:(1588-080X) (1) 1-16.

115 Ahme, B. J. (2023). Incense Road and its importance in Yemen Trade until the fourth
century AD. Mustansiriyah Journal of Humanities, 1
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with stories like Emperor Nero burning a year's harvest at his mistress's fu-
neral. At its peak, the trade saw 3000 tons of incense traded annually, taking
62 days to complete the route. Greedy settlements occasionally altered the
path, demanding excessive taxes. However, improved ship design by the 1%
century CE rendered this ancient overland route largely obsolete.

Amber, a trade commodity around 3000 BC, was discovered in archae-
ological findings, such as Baltic Sea amber beads reaching Egypt in the 16"
century BC.® Romans highly valued this stone-like resin for both decorative
and medicinal purposes, leading to the development of the Amber Road in
the 1% century BC, connecting the Baltic states to the rest of Europe. Large
amber deposits, formed millions of years ago under the Baltic Sea, wash
ashore after storms, enabling local traders to harvest from Baltic beaches.
During the 12" and 13th-century crusades, the Baltic became crucial for the
Teutonic Knights, who gained control over the amber-producing region, bru-
tally persecuting Prussian opponents.*'” Traces of the ancient Amber Road
can still be found in Poland, with one major route known as the Amber High-
way.

The Tin Route, vital during the Bronze and Iron Ages, supplied early
settlements with a key metal-making ingredient. Tin was crucial for alloying
with copper to produce bronze, a technological advance around 2800 BCE.
This innovation created a demand for tin, making it significant in trade. One
prominent Tin Route thrived in the 1st millennium BCE, connecting Corn-
wall's tin mines to France, then southeast to Greece.!® The route, evidenced
by hillforts, facilitated two-way trade, transporting exotic artifacts like coral
and gold. While no written accounts survive, the archaeological record indi-
cates the exchange of technology and art across northern Europe and the
Mediterranean alongside tin.

Salt was scarce in antiquity, and it was a valuable commodity for fla-
voring and preserving food and served as an antiseptic. Regions rich in salt
became significant trading centers, leading to the establishment of various
routes connecting these areas to settlements. One renowned route was the

116 Duleba, P., & Markiewicz, J. E. (2023). The lords of the Amber Road: amber storage,
distribution and processing in the early Iron Age and the La Téne period. Praehistorische
Zeitschrift, 98(1), 310-337.

117 Schiiler, C. J. (2020). Along the Amber Route: St. Petersburg to Venice. Sandstone Press
Ltd.

118 Schwab, H. (1984). Was there a tin road across Europe 2,500 years ago? From Cornwall
to Corinth. (https://policycommons.net/artifacts/10708887/was-there-a-tin-road-across-eu-
rope-2500-years-ago-from-cornwall-to-corinth/11617076/)
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Roman Via Salaria (Salt Road), extending from Ostia near Rome to the
Adriatic coast, and salt formed part of a Roman soldier's pay, giving rise to
the terms salary and not worth his salt. Herodotus tells of a caravan route that
united the salt oases of the Libyan Desert. The ancient trade between the
Aegean and the Black Sea coast of southern Russia largely depended on the
salt pans (ponds for evaporating seawater to obtain salt). Another crucial salt
route, the Old Salt Road, covered 100 km from Liineburg in northern Ger-
many, a major salt source, to Liibeck on the north German coast. During the
Middle Ages, it was vital in supplying salt for fishing fleets and preserving
herring catches. The journey along the Old Salt Road took about 20 days,
contributing to the prosperity of towns by imposing taxes and duties on pass-
ing wagons. The High Salt Road winds along a dizzying ridge line at an
altitude of 2000m between France and Italy. The road used to link Provence
and Piedmont.

The Grand Trunk Road (formerly known as Uttarapath, Sarak-e-
Azam, Shah Rah-e-Azam, Badshahi Sarak, and Long Walk) is one of Asia's
oldest and longest (2600 km) major roads, historically connecting South Asia
with Central Asia.'*® Initially built by the Mauryan Empire in the 3" century
BC, it extended from the Indian subcontinent to the empire's frontiers. Over
the centuries, the road has undergone expansions and renovations under var-
ious rulers, including the Mughals and the British. Today, the Grand Trunk
Road extends from Bangladesh to Afghanistan through India and Pakistan.
It plays a crucial role in trade and transportation, serving as a significant ar-
tery for economic activities and cultural exchange across the region. The road
passes through major cities and has witnessed the ebb and flow of history,
reflecting the rich tapestry of South Asian civilizations.

The Trans-Saharan Trade Route, comprising a network of routes,
emerged in the 4™ century CE, crisscrossing the vast desert expanse from
North Africa to West Africa.'?° Caravans, often with over a thousand camels,
facilitated trade across the Sahara, dealing in goods such as gold, salt, cloth,
enslaved people, ostrich feathers, and European guns. This route was crucial
in spreading Islam from North African Berbers into West Africa, bringing
Arabic knowledge, education, and language. However, by the 16" century,

119 Chalana, M. (2016). ‘All the world going and coming’: the past and future of the Grand
Trunk Road in Punjab, India. In Cultural Landscapes of South Asia (pp. 112-130).
Routledge.

120 Ross, E. (2010). A historical geography of the trans-Saharan trade. In The trans-Saharan
book trade (pp. 1-34). Brill.

Neumark, S. D. (2013). Trans-Saharan Trade in the Middle Ages. In An economic history of
tropical Africa (pp. 139-143). Routledge.
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European interest in African goods led to the overshadowing of the Trans-
Saharan trade routes by European-controlled transatlantic trade. As a result,
wealth shifted from inland regions to coastal areas, diminishing the attrac-
tiveness of the perilous desert routes.

The Tea Horse Road, spanning over 2250 km through the Hengduan
Mountains, China to Tibet and India, was a perilous trade route known for
challenging river crossings.*?! Trading Chinese tea for Tibetan warhorses
gained significance around the 7th century CE during the Song dynasty (960—
1279). Research suggests that from 960 to 1127, approximately 20,000 Ti-
betan warhorses were traded annually for 8000 tons of tea. While sea routes
grew in popularity, World War Il revived the road's importance as Japanese
seaport blockades necessitated it for crucial supplies between inland China
and India.

Unlike other trade paths, the Spice Routes were maritime connections
between the East and the West. Before the 15™ century, North African and
Arab intermediaries monopolized access to Eastern trade, resulting in high
costs for sought-after spices like pepper, cloves, cinnamon, and nutmeg in
Europe. Between the 15" and 17" centuries, advancements in navigation
technology enabled Europeans to sail longer distances. This prompted direct
trading ventures with Indonesia, China, and Japan, fostering faster ship de-
velopment, colonization, and diplomatic ties between the East and West. No-
tably, the Portuguese, Dutch, and English reaped substantial benefits from
controlling the spice trade in the Moluccas or Spice Islands, particularly in
modern-day Indonesia, where nutmeg and cloves were exclusively sourced.
The spice trade's impact included wars, colonization, and the accumulation
of fortunes, establishing it as a globally significant trade route.

121 Sjgley, G. (2020). China's route heritage: mobility narratives, modernity and the Ancient
Tea Horse Road. Routledge.
Forbes, A., & Henley, D. (2011). China's Ancient Tea Horse Road. Cognoscenti Books.
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8. Middle Ages - Distance Trade

The Middle Ages witnessed the emergence and evolution of distinctive trade
networks that played a pivotal role in shaping economic dynamics across re-
gions. One notable aspect of medieval commerce was distance trade, con-
necting distant lands and fostering cultural and economic exchanges. In this
context, the Levant, Die Hanse (Hanseatic League), and the Congress of Vis-
egrad stand out as milestones in medieval trading. With its strategic location,
the Levant became a crossroads for trade between Europe and the East. The
Hanseatic League, a powerful alliance of merchant guilds, dominated trade
in Northern Europe, while the Congress of Visegrad, a diplomatic assembly,
facilitated cooperation among Central European kingdoms. These entities il-
luminate the intricate web of trade, diplomacy, and cultural interactions that
characterized the medieval period.

8.1. Levant

Why did the trader choose to do business in Levante?
Because they heard the profits there are rising!

The term Levant is more of a cultural-historical concept than a geo-
graphical one, deriving from the Italian language where it signifies sunrise
or east (elevare — to lift; elevarsi — to rise). Similar linguistic roots are evident
in various languages, such as the Greek Avatoin (Anatol€), reflected in An-
atolia as the direction of sunrise, the Germanic Morgenland, denoting morn-
ing land, the Italian usage in expressions like Riviera di Levante (referring to
the Liguria coast east of Genoa), the Hungarian term Kelet, Napkelet mean-
ing east (referring to raise), and the Spanish and Catalan words Levante and
Llevant, conveying the place of rising. Notably, the term Orient and its Latin
origin oriens, meaning east, are directly related to rising, derived from the
Latin verb orior, which means to rise.?

Its historical significance spans from the 6" to the 17" century, with
Venice coming under Habsburg rule in 1797.123 In the 13" and 14™ centuries,
it became associated with Italian maritime trade. Geographically, it encom-
passes the regions eastward from Italy (specifically from Venice) to the Mid-
dle East, extending up to the Euphrates and Nile rivers. The major powers in

122 Balme, M.; Morwood, J. (2020). Chapter 36. Oxford Latin Course Part 111 (2" ed.). 19.
123 Ashtor, E. (2014). Levant Trade in the Middle Ages (Vol. 1118). Princeton University
Press.
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Levantine trade evolved, initially with the Arabs, later the Byzantines, and
during the era of the Crusades, the dominance shifted to Italian merchant
city-states or maritime republics such as Venice, Genoa, and Pisa, while on
the east Damascus, Aleppo, and Jerusalem, were important trade centers.
These cities became bustling marketplaces where merchants from various
regions converged to exchange goods.

Geographically it was a region of great economic importance, referring
to the eastern part of the Mediterranean, including modern-day countries
such as Syria, Lebanon, Israel, and parts of Turkey and Jordan. Its location
made it a critical crossroads for trade between Europe, Asia, and Africa, serv-
ing as a bridge connecting the cultures and economies of the East and the
West and an integral part of the Silk Road. The distance trade involved the
exchange of a wide array of goods, including spices, silk, precious metals,
textiles, ceramics, and cultural items. The Crusades, a series of religious wars
fought between the 11" and 13" centuries, profoundly impacted trade in the
Levant.*?* While the primary goal of the Crusades was to control holy sites
in the region, they also influenced economic and cultural interactions.

Venice played a crucial and influential role in the Levantine trade; the
city's strategic location, maritime power, and diplomatic prowess allowed it
to become a significant player in commerce.?® Venice controlled key trade
routes, especially those leading to the eastern Mediterranean. The city-state's
navy (Armada) ensured the safety of its merchant vessels and allowed it to
dominate maritime trade in the region. Venice achieved territorial conquests
along the Adriatic Sea, e.g. Furli, Istria, and the western side of the Balkan,
and other islands (Crete and Euboea) theoretically amounting to nearly 40%
of the Byzantine Empire.'?® The lucrative commerce significantly contrib-
uted to the wealth and prosperity of the Venetian Republic. Treaties with
Byzantium and other regional entities allowed Venice to maintain its eco-
nomic interests in the eastern Mediterranean. The city's prominence in trad-
ing began to decline after the geographical discoveries when international
trade moved from the Mediterranean to the Atlantic and Pacific oceans. How-
ever, the legacy of Venice's role in the Levant trade left an indelible mark on

124 Goitein, S. D. (1967). Mediterranean trade preceding the Crusades: some facts and prob-
lems. Diogenes, 15(59), 47-62.
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the city's history, influencing its art, architecture, and economic institutions.
By 1796, the Republic of Venice, weakened and unable to defend itself with
only four galleys and seven galiots, faced threats as French forces invaded
Piedmont and defeated the Austrians. Napoleon's army crossed into neutral
Venice, occupying the territory up to the Adige River by year-end. The Aus-
trians held Vicenza, Cadore, and Friuli. In the following year, during the
Peace of Leoben negotiations, later in the Treaty of Campo Formio, the Aus-
trians were slated to take Venice's Balkan possessions in exchange for peace
(1797), while France acquired the Lombard part of the Venetian state.

Venice and Venetian Domains

Source: Constatini V. (2022). The Origins of Venice, Trade Treaties. (https://www.venice-
thefuture.com/schede/uk/312-aliusid=312.htm)
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8.2. Die Hanse

The Hanseatic League, referred to as die Hanse in German, functioned
as an alliance of northern trading cities in Northern Europe and the Baltic
region during the 13" and 17" centuries.!?” The term Hansa, Hanse denoted
an alliance of foreign traders, bands or troops, convoy, or maritime cara-
van.'?® At first, the term Hansa meant an association of merchants living
abroad, but by the end of the 13" century, the Hansas of the cities had become
stronger — a severe merchant alliance cities that shared a common political
principle. For almost five centuries, the League wielded significant influence
over the economy, politics, and culture throughout the Baltic Sea region.

Prerequisites for the establishment of the Hanseatic League included
the growth of trade and cities, coupled with the eastward expansion of Ger-
man merchants along the shores of the Baltic Sea. The symbolic initiation of
this era traces back to 1159 when Liibeck, the central hub of the alliance,
underwent re-establishment. The alliance between Liibeck and Hamburg in
1241 marked a significant early development within the Hanseatic League.
Major Hanseatic cities included Liibeck, Hamburg, Bremen, Danzig, and
Rostock.*? It founded trading outposts in various towns and cities through-
out Europe, with certain ones, such as the Kontors in London (the Steelyard),
Bruges, Bergen, and Novgorod, evolving into extraterritorial entities en-
dowed with significant legal autonomy.

Its primary purpose was to protect and enhance trade in the region. This
confederation could exert economic pressure on other cities, utilizing a spec-
trum of tactics ranging from embargoes to direct warfare as part of their stra-
tegic arsenal. The economic activities of the Hanseatic League were charac-
terized by a division between the Western region, which focused on manu-
facturing and craftsmanship, and the Eastern region, which was concerned
with the supply of raw materials and food. The Hanse received numerous
trade privileges and monopolies from monarchs and rulers, allowing member

127 Kirby, E. G., & Kirby, S. L. (2023). Interorganizational relationships in medieval trade:
An analysis of the hanseatic league. Rev. Eur. Stud., 15, 1.
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cities to enjoy advantages in specific regions and dominate trade. It was piv-
otal in shaping medieval urban culture in Northern Europe and embodied the
saying, Stadtluft macht frei (urban air makes you free).1*

~_Die Hanse
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Source: Netchev S. (2022). The Hanseatic League - Trade in the North and Baltic Seas c.
1400. World History (https://www.worldhistory.org/image/16368/the-hanseatic-league---
trade-in-the-north-and-balt/)

Even during its peak with 220 member cities, the Hanse remained no
more than a loosely connected confederation of city-states. It was devoid of
a lasting administrative apparatus, a treasury, or a standing military force.
They introduced an irregular deliberative assembly, Hanseatic Diets (referred
to dachvart, dach, Tagfahrt or Hansetag) that operated based on discussion
and consensus. However, by the mid-16" century, these frail connections
rendered the Hanseatic League susceptible, and it gradually disintegrated as
members assimilated into other domains or withdrew. By the final Hanseatic
assembly in 1669, representation was limited to five cities. The definitive

130 Mitteis, H. (1952). Uber den Rechtsgrund des Satzes" Stadtluft macht frei". In: Erika
Kunz (Hrsg.): Festschrift Edmund E. Stengel zum 70. Geburtstag am 24. Dezember 1949
dargebracht von Freunden, Fachgenossen und Schiilern. Bohlau, Miinster. and Hiihns, E.,
& Hiihns, 1. (1963). Bauer, Biirger, Edelmann: Leben im Mittelalter. \Verlag Neues Leben,
Berlin. 123.
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dissolution of the Hanseatic League occurred in 1862, with Liibeck, Ham-
burg, and Bremen being the last remaining members.**! The Hanse left a cul-
tural legacy (e.g. brick gothic monuments and facades) and shaped the his-
tory of trade relations in the Baltic Sea region. Hanseatic traditions and the
importance of Hanseatic cities are still evident in many regions today.*?

8.3. Congress of Visegrad

The Congress of Visegrad (Hungary) was a royal summit in 1335,
which convened the monarchs of the Central European kingdoms, including
Charles Robert | of Hungary, John of Luxembourg, King of Bohemia, and
Casimir 111, King of Poland.*®® It addressed issues of mutual military assis-
tance, throne-related matters and established agreements, fostering economic
and political collaboration among the participating kingdoms. Notably, an
economic treaty was forged in response to Vienna's right to staple port and
impose customs duties. The new trade routes were delineated to circumvent
Vienna, with the Buda—Brno route featuring key stops in Esztergom, Nitra,
and Holi¢. Buda and Brno were granted complete staple port and customs
authority. The Hungarian city of Kassa emerged as a pivotal hub for Polish-
Russian trade, which is indicative of the booming economic conditions pre-
vailing in the three kingdoms during this period. Around 1320, around 35
different domestic and foreign currencies circulated in Hungary, including
unmarked silver. In 1325, a gold currency system modeled after the Floren-
tine pattern was introduced by minting gold florins. The Nagyszombat
Agreement of 1327 stipulated a currency union in both Hungary and
Czechia and adopted a common mixed gold-silver currency system. A sec-
ond meeting took place in 1339, and the new king of Poland was chosen.

In the modern era, the Visegrad Cooperation, initiated in 1991, evolved
into the Visegrad Group (V4) in 1992, leading to the establishment of the
Central European Free Trade Agreement (CEFTA) by the V4 nations in
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1992.1% The alliance seeks to enhance collaboration in military, economic,
cultural, and energy matters and promote further integration with and within
the European Union (EU).

134 Macek, L. (2021). What Left of the—Visegrad Groupl. Notre Europe. Jacques Delors
Institute. Paris.
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9. Discoveries and International trade

The Age of Discovery, spanning the late 15" to the early 17" centuries,
marked a transformative era in world history. Propelled by technological ad-
vancements in navigation, European explorers embarked on daring voyages,
expanding the known world and initiating unprecedented contact between
diverse cultures. This age of exploration also laid the foundations for a new
chapter in the history of international trade. As maritime routes were estab-
lished and connections formed between the Old World and the New, a global
commerce network began to emerge. We explore the profound impact of the
Age of Discoveries on international trade, tracing the roots of globalization
and the exchange of goods, ideas, and cultures that reshaped the economy of
the time.

9.1. Age of Discovery

Geographical exploration and discoveries refer to the historical period
characterized by expeditions, voyages, and journeys undertaken by explorers
to uncover new lands, territories, and routes. From about 800 to 1040, the
Viking Age witnessed Scandinavian explorations led by figures such as Erik
the Red and Leif Erikson.® They explored Iceland, Greenland, and parts of
North America, contributing significantly to early European interactions with
the Western Northern Hemisphere.13®

The onset of the age of exploration is intricately tied to the pioneering
journeys undertaken by the renowned Venetian explorer Marco Polo (1254-
1324). Polo's far-reaching travels during the period from 1271 to 1295 trav-
ersed the realms of the Far East, leaving an indelible mark on the course of
historical exploration. A prevailing consensus among historians suggests that
his ventures played a pivotal role in reintroducing China to the European
consciousness. Setting forth from Venice, Polo's odyssey took him through
the intricacies of Asia Minor, extending into the vast expanses of Mongolia
and ultimately reaching various locales in China, notably the imperial cities
of Beijing and Hangzhou. His experiences, as chronicled in the literary mas-
terpiece Il Milione or The Travels of Marco Polo, provide a rich tapestry of

135 Higgs, P. (2022). European Exploration of the North Atlantic 900-1535.
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observations on the cultures and societies he encountered during his exten-
sive journey.™ In addition to reintroducing China to Europe, Polo's accounts
contributed significantly to the geographical knowledge of the time, offering
insights into the diverse regions, people, and customs.'® His narratives
sparked both fascination and curiosity among contemporaries, influencing
subsequent explorers and shaping the evolving understanding of the world.
The travels of Marco Polo stand as a testament to the spirit of exploration
that characterized the medieval era and laid the groundwork for broader en-
gagements between East and West.

The era of geographical exploration, spanning from the late Middle
Ages through the Age of Discovery and into the early modern period, saw
significant advancements in navigational technology, cartography, and mar-
itime capabilities. Spanning the late 15" to early 17" centuries, this era saw
European powers exploring and colonizing various parts of the world: the
Americas, Africa, Asia, and the Pacific, including the sea route to Asia.

The discoveries were driven by a confluence of factors that shaped the
motives and endeavors of explorers. Economic considerations played a sig-
nificant role, fueled by the aspiration for new trade routes and the coveted
access to valuable resources in distant lands. With the conquest of Constan-
tinople in 1453, the Ottoman Empire severed and controlled the eastern trade
routes, compelling merchants to seek new paths. Concurrently, technologi-
cal advancements emerged as pivotal catalysts, with innovations in naviga-
tion, particularly the widespread use of the compass, and improvements in
shipbuilding techniques contributing to the feasibility of long-distance voy-
ages. Advancements in mapmaking and cartography, with explorers, contrib-
uted to more accurate representations of the world, creating maps, atlases,
and the use of latitude and longitude. Moreover, religious and cultural fac-
tors profoundly influenced the motivations behind exploration. The spread
of Christianity served as both a spiritual and geopolitical impetus, prompting
European powers to extend their influence and convert indigenous popula-
tions in newly discovered territories. Additionally, a broader quest for
knowledge and understanding of the world fueled the curiosity of explorers,

187 Komroff, M. (2011). The Travels of Marco Polo. Read Books Ltd. and Benedetto, L. F.
(2014). The Travels of Marco Polo. Routledge. and Masefield, J. (2002). The Travels of
Marco Polo, the Venetian. Asian Educational Services.

138 Xue, Y., & Hu, Y. (2021). Traveling with Marco Polo: Selected Excerpts. Chinese Liter-
ature Today, 10(2), 20-26.
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driving them to venture into uncharted waters in pursuit of a more compre-
hensive comprehension of the Earth's geography.°

Geographical Discoveries

Northern European Russian exploration
involvement of Siberia
(1595-17th century) (1581-1660)

Atlantic Ocean
(1419-1507)

Major new trade
routes
(1542-1565)

Indian Ocean
(1497-1513)

Inland Spanish
expeditions
(1519-1532)

Pacific Ocean
(1513-1529)

Source: own compilation of the author

Following the Fall of Constantinople (1453), Pope Nicholas V issued
the Romanus Pontifex bull in 1455, reinforcing the earlier Dum Diversas
(1452). This papal decree granted King Afonso V of Portugal and his suc-
cessors rights to all lands and seas discovered beyond Cape Bojador, endors-
ing trade and conquest against Muslims and pagans. This marked the initia-
tion of a mare clausum policy in the Atlantic. During this period, King
Afonso V, curious about a potential seaway to India, sought information from
Genoese experts. In 1459, the Fra Mauro world map, commissioned by the
king, arrived in Lisbon.'* Around these decades, captains in the service of

139 ove, R. S. (2006). Maritime exploration in the age of discovery, 1415-1800. Bloomsbury
Publishing USA.

Pyne, S. J. (2021). The Great Ages of Discovery: How Western Civilization Learned about
a Wider World. University of Arizona Press.

140 Romanus Pontifex (The Roman Pontiff) is the designation for at least three papal bulls:
(i) The initial issuance occurred in 1436 under the pontificate of Pope Eugenius IV. (ii) A
subsequent bull was promulgated in 1451 by Pope Nicholas V. This particular bull absolved
the dukes of Austria from potential ecclesiastical censure, specifically in relation to their
allowance of Jewish residence in the region. (iii) Another notable issuance in 1455 by Pope
Nicholas V commended the Catholic King Afonso V of Portugal for his endeavors against
the Muslims. The bull endorsed the king's military campaigns in Western Africa and directed
him to capture and subjugate all Saracens, Turks, and other non-Christians, subjecting them
to perpetual servitude.

141 Falchetta, P. (2006). Fra Mauro’s world map. e-Perimetron, 1, 2.
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Prince Henry explored and discovered the remaining islands, solidifying Por-
tuguese occupation in the 15" century. The Gulf of Guinea was successfully
reached during the 1460s, marking a significant expansion of Portuguese ex-
ploration.

Embarking upon the vast expanse of the Atlantic Ocean between 1419
and 1507, Portuguese exploration took center stage under the visionary
leadership of Prince Henry the Navigator (1394-1460), son of King John I.
In the 1430s, he established a navigation school in Sagres, attracting cartog-
raphers, sailors, and explorers.}*? Portuguese navigators started with the
West African Coast, Gil Eanes successfully rounded Cape Bojador (1434),
dispelling fears and myths about this challenging point on the African coast.
This achievement opened the way for further exploration southward. During
the 1430s and 1440s, Portuguese navigators explored and colonized the
Azores and Madeira archipelagos, strategically positioning Portugal for fur-
ther exploration. In 1456, Diogo Gomes reached and explored the Cape
Verde Islands, contributing to Portugal's expanding influence in the Atlantic.
Under the command of Bartholomeu Dias, Portuguese sailors successfully
rounded the southern tip of Africa, known as the Cape of Good Hope, in
1488. This achievement opened a sea route to the Indian Ocean. This mari-
time endeavor sought to unveil new routes to Africa and Asia, a pursuit that
eventually paved the way for future global connections. Vasco da Gama's
groundbreaking journey to India in 1497-1499, ultimately opened direct mar-
itime trade routes between Europe and Asia.*

They say that Christopher Columbus was the first economist.
When he left to discover America,

he didn't know where he was going;

when he got there he didn't know where he was,

and it was all done on a government grant.

Simultaneously, Spanish exploration was marked by Christopher Co-
lumbus's historic voyage in 1492-1493 with three ships: Santa Maria, Nifia,
Pinta.}** The Americas, often referred to as the New World, became a focal
point of exploration, encompassing North America, the True Indies, and the

142 Beazley, C. R. (2022). Prince Henry the Navigator, the Hero of Portugal and of Modern
Discovery, 1394-1460 AD. DigiCat.

143 Jayne, K. G. (2023). Vasco da Gama and his Successors, 1460—-1580. Routledge.
Sehovi¢, A. (2022). Life and Work of Vasco da Gama. Rostra: Casopis studenata povijesti
Sveucilista u Zadru, 13(13), 123-135.

144 Bembo, P. (2020). Christopher Columbus’ First Voyage. An Anthology of European Neo-
Latin Literature. and Libri, H. Christopher Columbus’ First Voyage. An Anthology of Eu-
ropean Neo-Latin Literature, 77.
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momentous discovery of Brazil.'*> Between 1519 and 1532, inland Spanish
expeditions left an indelible mark on the map. The conquistadors (conquer-
ors, explorer-soldiers), Hernan Cortés's conquest of Mexico and the Aztec
Empire, along with Francisco Pizarro's similar success in Peru against the
Inca Empire, and Pedro de Alvarado in Mexico and Central America, exem-
plified the expansion of Spanish influence in the Americas.!#®
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In order to address the conflict stemming from Pope Sixtus 1V's bull
Aeterni regis, 1481, which upheld Portuguese rights to all non-Christian
lands south of the Canary Islands, particularly following Columbus's asser-

145 Amerigo Vespucci was an Italian explorer and cartographer, in 1499, he participated as
the navigator in the expedition led by the Spanish explorer Alonso de Ojeda, accompanying
Christopher Columbus on his second journey. In his account titled Four VVoyages, published
in 1507, Vespucci referred to the newly discovered landmass as the New World (Mundus
Novus). From 1507 onwards, the new continent began to be called America, named after
him.

146 Descola, J., & Barnes, M. (2023). The conquistadors. Routledge.

Hennessy, A. (1993). The Nature of the Conquest and the Conquistadors. In proceedings of
the British Academy (Vol. 81, pp. 5-36).
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tion of the Antilles for Castile, efforts were made to allocate trading and col-
onization rights for all territories west of the Canary Islands between Portugal
and Castile. This arrangement, later extended to involve the Spanish Crown
and Portugal, aimed to exclude any other Christian empires from such claims.
The papal bulls issued by Alexander VI in 1493 either affirmed or reaffirmed
the Spanish crown's rights in the New World, validating the discoveries made
by Christopher Columbus in 1492.147 Later, it resulted in the Treaty of Tor-
desillas (Tratado de Tordesillas) in 1494, delineating the newly discovered
lands between Spain and Portugal.'*® The treaty marked the division of re-
cently discovered lands beyond Europe between Portugal and the Crown of
Castile. This division followed a meridian located 370 leagues west of the
Cape Verde islands, situated off the west coast of Africa. The demarcation
line fell approximately midway between the already Portuguese-controlled
Cape Verde islands and the territories Christopher Columbus claimed for
Castile and Leon during his initial voyage, denoted in the treaty as Cipangu
and Antillia (corresponding to Cuba and Hispaniola). The treaty was ratifed
by Spain and Portugal in 1494, and by Pope Julis 11 in 1505 or 1506. As per
the terms, lands situated to the east of the demarcation line were allocated to
Portugal, while those to the west were designated for Castile, effectively
modifying a previous decree by Pope Alexander VI.

That, whereas a certain controversy exists between the said lords, their constituents, as to
what lands, of all those discovered in the ocean sea up to the present day, the date of this
treaty, pertain to each one of the said parts respectively; therefore, for the sake of peace and
concord, and for the preservation of the relationship and love of the said King of Portugal
for the said King and Queen of Castile, Aragon, etc., it being the pleasure of their High-
nesses, they, their said representatives, acting in their name and by virtue of their powers
herein described, covenanted and agreed that a boundary or straight line be determined and
drawn north and south, from pole to pole, on the said ocean sea, from the Arctic to the Ant-
arctic pole. This boundary or line shall be drawn straight, as aforesaid, at a distance of three
hundred and seventy leagues west of the Cape Verde Islands, being calculated by degrees,
or by any other manner as may be considered the best and readiest, provided the distance
shall be no greater than abovesaid.

And all lands, both islands and mainlands, found and discovered already, or to be found and
discovered hereafter, by the said King of Portugal and by his vessels on this side of the said
line and bound determined as above, toward the east, in either north or south latitude, on the
eastern side of the said bound provided the said bound is not crossed, shall belong to, and

147 Sanchez, M. H. (2020). Spanish Theories of Empire: A Catholic and Polycentric Monar-
chy. In A Companion to Early Modern Spanish Imperial Political and Social Thought (pp.
17-52). Brill.

Coben, L. A. (2015). The events that led to the Treaty of Tordesillas. terrae incognitae,
47(2), 142-162.

148 Dyve, T. (2013). Treaty of Tordesillas. Max Planck Encyclopedia of Public International
Law, 1-9.

109



remain in the possession of, and pertain forever to, the said King of Portugal and his succes-
sors.
And all other lands, both islands and mainlands, found or to be found hereafter, discovered
or to be discovered hereafter, which have been discovered or shall be discovered by the said
King and Queen of Castile, Aragon, etc., and by their vessels, on the western side of the said
bound, determined as above, after having passed the said bound toward the west, in either
its north or south latitude, shall belong to, and remain in the possession of, and pertain for-
ever to, the said King and Queen of Castile, Leon, etc., and to their successors.

Treaty of Tordesillas, 1494

Subsequently, the opposite side of the globe underwent further division
through the Treaty of Zaragoza, signed in 1529. This later agreement spec-
ified the antimeridian to the demarcation line established in the Treaty of
Tordesillas. The treaty was aimed to address the so-called Moluccas issue,
arising from conflicting claims between Castile and Portugal over the lucra-
tive Spice Islands (Indonesia's Malukus). Both nations contended that these
islands fell within their respective areas of influence, as outlined in the 1494
Treaty of Tordesillas. The conflict emerged in 1520 when expeditions from
both kingdoms reached the Pacific Ocean due to the absence of an agreed-
upon meridian of longitude in the far east. The partitioned territories estab-
lished by the treaty persisted, even during the period of Spain and Portugal's
unity under a joint monarch from 1580 to 1640. This arrangement endured
until the 1750 Treaty of Madrid replaced the earlier agreement.'4°

Venturing into the Indian Ocean from 1497 to 1513, Vasco da Gama's
groundbreaking route to India established a vital sea connection between Eu-
rope and the lucrative trade networks in the Indian Ocean. Exploration ex-
tended to the Spice Islands and forged trade connections with China, contrib-
uting to the burgeoning global economy.

The Pacific Ocean, a vast frontier beckoning exploration from 1513 to
1529, witnessed Vasco Nufiez de Balboa's expedition, leading to the revela-
tion of the Pacific.*® Ferdinand Magellan's historic voyage achieved the first
circumnavigation of the globe, underscoring the enormity of the Pacific. The

149 Perepiliak, G. (2021). Madrid Treaty of 1750. Repartition of Spain and Portugal’s over-
seas territories. Latin America, (3), 79-102.

Zusman, P., & Nunes-Pereira, S. (2022). Borders on Paper, Borders on the Ground: Bound-
ary Commissions Under the Treaty of Madrid and Their Role in the Reinvention of the Rio
de la Plata Frontier (1752-1759). In Beneath the Lines: Borders and Boundary-Making from
the 18th to the 20th Century (pp. 93-108). Cham: Springer International Publishing.

150 Nagelhout, R. (2016). Vasco Nusez de Balboa: First European to Reach the Pacific
Ocean from the New World. The Rosen Publishing Group, Inc.

Otfinoski, S. (2005). Vasco Nufiez de Balboa: explorer of the Pacific. Marshall Cavendish.
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convergence of westward and eastward exploration marked a pivotal juncture
in global navigation, opening new horizons for further discovery.

Northern European involvement in the late 16™ century and the 17"
century brought forth exploration in North America, Arctic expeditions in
search of a northern trade route (Willem Barentsz),'® and Dutch exploration
and influence in Australia and New Zealand (James Cook voyages between
1768-1779).1°2 The Russian exploration of Siberia from 1581 to 1660 show-
cased the vastness of the Russian expansion. The conquest of the Khanate of
Sibir, exploration and utilization of Siberian river routes, and the ultimate
Russian reach to the Pacific Ocean underscored the significance of Siberia in
the global narrative of exploration and expansion.

The European overseas expansion led to the Columbian Exchange,
facilitating global trade and influencing economic shifts.!>® It initiated the
silver trade, European participation in the Chinese porcelain trade, and the
transfer of unique goods between hemispheres. Europeans brought livestock
to the New World, receiving tobacco, potatoes, tomatoes, and maize in re-
turn. The Age of Imperialism ensued, marked by colonial powers colonizing
most of the planet. European demand for trade and resources had profound
effects on indigenous cultures, leading to colonization, conversions, and cul-
tural assimilation. In Africa, the slave trade altered coastal states and affected
societies inland. In North America, conflicts between Europeans and indige-
nous peoples ensued, with introduced diseases causing significant population
declines. New crops from the Americas, introduced to Asia, contributed to
population growth. The global silver trade involving Ming China impacted
the world economy. Chinese demand for silver, primarily from the Americas,
led to economic challenges in Ming China. European markets for luxury
goods transformed as global commodities entered, while the economic center
shifted to Western Europe. Antwerp became a hub of international trade, and
the Dutch Golden Age, linked to the Age of Discovery, flourished. The Por-
tuguese established trade with China, culminating in the establishment of

151 Haartsen, T., & Hacquebord, L. (1996). 400th anniversary of the discovery of Spitsbergen
by the Dutch explorer Willem Barentsz. In exhibition of the discovery and the early Dutch
exploration and exploitation of Spitsbergen, 1996.

152 Cook, J., & King, J. (2021). Voyage to the Pacific Ocean. In Travels, Explorations and
Empires, 1770-1835, Part | Vol 1 (pp. 87-95). Routledge.

Short, B. H. (2020). James Cook's first Pacific voyage: alleged scurvy-freedom unmasked.
Internal Medicine Journal, 50(3), 378-380.

153 Boivin, N., Fuller, D. Q., & Crowther, A. (2012). Old World globalization and the Co-
lumbian exchange: comparison and contrast. World Archaeology, 44(3), 452-469.
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Macau. China's major exports included silk and porcelain, influencing Euro-
pean tastes. The influx of gold and silver from the New World contributed to
inflation in Spain, influencing the rise of the bourgeoisie and impacting local
economies. The economic changes triggered by the Columbian Exchange
and global trade were complex and far-reaching.*>

9.2. Mercantilism and Prices

The center of European trade and economic activity shifted from the
Mediterranean and the North Sea region to the Atlantic coastline. This
marked the beginning of the interconnection of trade within and outside Eu-
rope, leading to a unified capitalist system in global trade. Long-distance
trade initially focused on luxury goods and spices, characterized by a small
quantity of high-profit items with feudal features. Later, there was an influx
of mass-produced goods from the colonies, particularly by the English,
French, and Dutch. The predominant shift was towards state-supervised and
primarily protected private trade. Private traders and their companies directly
involved in trade organization and execution took on the responsibility, with
the state ensuring the conditions and security of these activities (e.g., East
India Company, Muscovy Company, London Stock Exchange).

Mercantilism

Western Europe reinvested the profits derived from trade, adhering to
mercantilist principles, thus reinforcing its economic position, while the
Spaniards and Portuguese spend on extravagance. The essence of mercan-
tilism lies in the state control or support of trade,** and create wealth for the
nation with the pre-modern industrialization by the homo manufacturabi-
lis.?5® It represents the first theory of the trade balance, asserting that a coun-
try's wealth depends on its trade surplus. The exclusive form of money,
namely precious metals like gold and silver, is attracted into the country
while preventing their outflow, accumulating gold reserves. According to
this theory, the proponents believe that this leads to an increase in the price

154 Nunn, N., & Qian, N. (2010). The Columbian exchange: A history of disease, food, and
ideas. Journal of Economic Perspectives, 24(2), 163-188.

155 Biju, H., Jaheer Mukthar, K. P., Ramirez-Asis, N., Castillo-Picon, J., Pelaez-Diaz, G., &
Silva-Gonzales, L. (2024). A Systematic Literature Review on Mercantilism. Artificial In-
telligence and Transforming Digital Marketing, 739-749.

156 Rossner, P. R. (2023). Creating Wealth: Homo Manufacturabilis and the Wealth of Na-
tions. In Managing the Wealth of Nations (pp. 148-163). Bristol University Press.
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level and production while interest rates decrease, ultimately increasing in-
dustrialists' profits.*>" Importantly, the inflow of precious metals is consid-
ered crucial for the overall economic health. Subsequently, they advocate for
imports, preferably from colonies, and emphasize protectionism through pro-
tective tariffs to shield the domestic industry. In the late 18" century, Adam
Smith criticized many aspects of the mercantilist theory, marking a shift in
economic thought.*°8

The Spanish mercantilism was characterized by a focus on wars and
geographical conquests, resulting in the acquisition of gold and silver.t®
However, these precious resources were not directed towards development.
The absence of a bourgeoisie in Spain meant a lack of spontaneously devel-
oping industry and trade. The enforcement of prohibitions on imports, an ex-
port ban on precious metals, and the imposition of fiscal tariffs were primar-
ily geared toward defense. From 1550 onwards, Spain lifted the bans on im-
ports and money exports, leading to its later status as one of Europe's poorest
countries.

On the other hand, English mercantilism demonstrated a focus on in-
telligent laws that served the wealth of the bourgeoisie. This era witnessed
the formation of trade capital and venture companies. Cromwell's Navigation
Act (1651) was implemented, prohibiting the transportation of goods to Eng-
lish ports on foreign ships.'®® The Navigation Acts were a series of English
laws enacted from 1651 to 1849, regulating and promoting English shipping,
trade, and commerce domestically and with colonies. Initially established un-
der the Commonwealth, these laws were reenacted during the Restoration
and further expanded in 1660, 1663, 1673, and 1696.15! However, the devel-

157 Magnusson, L. (2019). Mercantilism. In The Elgar Companion to John Maynard Keynes
(pp. 296-301). Edward Elgar Publishing.

1%8 Nissa, R. A., Septiyani, D. A., Qolby, M. H., & Salam, I. A. (2023, December). History
of mercantilist and classical economic tought (Adam Smith). In Conference on Linguistic,
History & Geography (p. 30).

19 Smith, R. S. (1971). Spanish Mercantilism: A Hardy Perennial. Southern Economic Jour-
nal, 1-11. and Hamilton, E. J. (1932). Spanish mercantilism before 1700. In Facts and Fac-
tors in Economic History: Articles by former Students of Edwin Francis Gay (pp. 214-239).
Harvard University Press.

160 Zwierlein, C. (2022, November). Navigation Act (1651) und British Empire: Cromwells
Vermichtnis. In Oliver Cromwell und das Commonwealth (pp. 145-184). Nomos Ver-
lagsgesellschaft mbH & Co. KG.

181 Clément, A. (2020). English Mercantilist Thought and the Matter of Colonies from the
17th to the First Half of the 18th Century. In Colonial Adventures: Commercial Law and
Practice in the Making (pp. 127-164). Brill Nijhoff.
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opment of free trade led to their repeal in 1849. Modernization efforts in In-
dian ports and production facilities resulted in an increasing flow of valuable
raw materials suitable for processing back in England.®?> Among the promi-
nent figures Thomas Mun (1571-1641) focused on the concept of balance of
trade, where exports should exceed imports to bring in more gold and sil-
ver.8® Believed in invisible exports, where services like shipping could con-
tribute to the balance of trade. Gerard Malynes (1586-1641) advocated for
government intervention in trade, and championed bullionism, emphasizing
the importance of accumulating gold and silver as a measure of national
wealth.'%* Josiah Child (1630-1699) influenced the development of British
imperialism, and argued for aggressive expansion of colonies to secure raw
materials and markets for manufactured goods.'®® As the director an later the
governor of the East India Company, he supported its monopoly on trade
with India. William Petty (1623-1687) introduced guantitative methods to
economic analysis, considered an early pioneer of statistics and economet-
rics; defined wealth as labor embodied in land, highlighting the importance
of productivity.6®

In the context of French mercantilism, Barthélemy de Laffemas
(1545-1612)%" and Jean-Baptiste Colbert (1619-1683) played a key role by

162 Kearney, H. F. (1959). The political background to English mercantilism, 1695-1700.
The Economic History Review, 11(3), 484-496.

163 Mun, T. (1621). A Discourse of Trade from England Unto the East Indies and Mun, T.
(1628). England's Treasure by Foreign Trade. His son published after his death, Mun, T.
(1664). England's Treasure by Forraign Trade or the Balance of Forraign Trade is the Rule
of Our Treasure

Hinton, R. W. (1955). The mercantile system in the time of Thomas Mun. The Economic
History Review, 7(3), 277-290.

164 Malynes, G. (1601): The Canker of England's Commonwealth

De Ruysscher, D. (2020). Conceptualizing Lex Mercatoria: Malynes, Schmitthoff and Gold-
man compared. Maastricht Journal of European and Comparative Law, 27(4), 465-483.
Harris, J. G. (1999). ‘The canker of England's Commonwealth’: Gerard de Malynes and the
origins of economic pathology. Textual Practice, 13(2), 311-327.

165 Child, J. (1668). Brief Observations concerning Trade and the Interest of Money (1668),
and Child, J. (1668, 1690). A New Discourse of Trade

Jessen, M. H. (2016). Trade is a Kind of Warfare: Mercantilism and Corporations in the
Thought of Josiah Child. Intellectual History of Economic Normativities, 41-55.

166 petty, W. (1662). Treatise of Taxes and Contributions.

Aspromourgos, T. (1995). On the origins of classical economics: distribution and value from
William Petty to Adam Smith. Routledge.

Ullmer, J. H. (2004). The macroeconomic thought of Sir William Petty. Journal of the His-
tory of Economic Thought, 26(3), 401-413.

167 perrotta, C. (2022). Laffemas, founder of French mercantilism. Revue d’histoire de la
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implementing economic measures and fostering the development of new in-
dustries such as carpets, tapestries, mirrors, and silk.'®® Colbert's policies
contributed to France's economic growth and prosperity during the reign of
Louis X1V, while the country saw an increase in manufacturing, trade, and
naval power. He implemented various policies to achieve these goals: (i) es-
tablished tariffs and restrictions on imports to protect domestic industries; (ii)
provided subsidies and other incentives to encourage domestic production
and exports; (iii) developed infrastructure projects like canals and roads to
improve trade and commerce; and (iv) established trading companies to ex-
pand French overseas trade. With the support of export trading, customs
fined imports, which can be regarded as the first form of protectionism.6°
The population policy included encouraging population growth, prohibiting
emigration, and providing tax incentives for raising more children. Despite
these efforts, a fully developed bourgeoisie did not emerge. State-run manu-
factories existed but were not particularly efficient.

In the German and Austrian lands,'® Philipp Wilhelm von Hornigk
(1640-1714) advocated for an economic philosophy encapsulated in his
book, 1684, Oesterreich iiber alles, wann es nur will (Austria above all, if it
only wills).1"* He formulated nine principles of mercantilism, which are as
follows:

Cultivate all cultivable land and uncover all gold and silver mines.
Process all processable raw materials domestically.

Ensure a workforce for the implementation of these measures.

Do not hoard gold and silver; instead, circulate them.

Encourage the population to suffice with domestic products.
Acquire necessary foreign goods through barter, not with money.
Import raw materials, process them domestically, and pay wages
domestically.

168 Al-Bashayreh, A. 1. (2023). The French Minister Colbert and His Economic Policy and
Reforms under the Reign of Louis XIV 1661-1683. Journal of Namibian Studies: History
Politics Culture, 33, 227-247.

169 Asakura, H. (2003). World history of the customs and tariffs. World Customs Organiza-
tion. 46.

170 Magnusson, L. (2021). Cameralism as Sonderweg of German Mercantilism?. History of
Political Economy, 53(3), 389-405.

171 yon Hornigk, P. W. (1684). Oesterreich Uber alles wann es nur will. Das ist wohl-
meinender Fiirschlag wie mittelst einer wolbestellten Lands-Oeconomie, die Kayserl. Er-
bland in kurzem iiber alle andere Staat von Europa zu erheben / und mehr als einiger der-
selben / von denen andern Independent zu machen.

Von Hornigk, P. W. (1965). Austria over all if she only will. Early Economic Thought.
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e Strive to increase the export of finished goods rather than raw ma-
terials; export goods for gold and silver.

e Lastly, avoid importing what can be produced domestically, as pay-
ing two coins for a domestic product is preferable than one coin for
a foreign one.

Smith articulated several crucial critiques of mercantilist principles.
Firstly, he illustrated that mutually initiated trade benefits both participating
parties. Secondly, he contended that specialization in production facilitates
economies of scale, leading to enhanced efficiency and growth. Lastly, Smith
argued against the detrimental impact of the collusive relationship between
government and industry on the general population. While mercantilist poli-
cies aimed to favor the government and commercial class, the laissez-faire
doctrines, originating from Smith, construed economic well-being in a
broader context, encompassing the entire populace.r’> He questioned
whether protectionism and large reserves of gold or other precious metals are
necessary for a country's economic success. This economic policy, devised
by traders, was then sold to kings and politicians who lacked understanding
of economic affairs, as exemplified by the South Sea and Mississippi bubbles
in 1720. The publication of Smith's The Wealth of Nations (1776) is com-
monly viewed as marking the conclusion of the mercantilist era.*”® Addition-
ally, the laissez-faire principles of free-market economics mirror a broader
disillusionment with the imperialistic policies of nation-states. The Napole-
onic Wars in Europe and the Revolutionary War in the United States signaled
the conclusion of the era of military confrontation in Europe and the mercan-
tilist policies that underpinned it.

172 Hanley, R., & Paganelli, M. P. (2014). Adam Smith on money, mercantilism, and the
system of natural liberty. Money and Political Economy in the Enlightenment, Oxford Uni-
versity Studies in the Enlightenment. D. Carey (ed.), Oxford, Voltaire Foundation, Forth-
coming.

173 Tame, C. R. (1978). Against the New Mercantilism: The Relevance of Adam Smith. Il
Politico, 766-775.
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Price Revolution

The Price Revolution in Western Europe, spanning from the late 15"
century to the early 17" century, marked a significant inflationary cycle.*™
During this period, average prices surged sixfold over the course of 150
years. Several interconnected factors notably influenced this economic phe-
nomenon. One key contributing factor was the influx of precious metals
from the New World, particularly gold and silver. The Habsburg-Spanish
Empire, in particular, experienced a substantial flow of these metals from the
Americas, mitigating the prior scarcity of currency in Europe. This increased
availability of precious metals, especially silver, was pivotal in shaping the
global economy and contributing to rising prices.

Price Revolution, price indexes: England, Brabant, Spain
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Additionally, the Price Revolution coincided with a period of popula-
tion growth in Europe. The Black Death (1347-1353) had previously devas-
tated the population, but a demographic recovery ensued in the aftermath of

174 Fisher, D. (1989). The price revolution: a monetary interpretation. The Journal of Eco-
nomic History, 49(4), 883-902.

Hammarstrém, I. (1957). The ‘price revolution’of the sixteenth century: some Swedish evi-
dence. Scandinavian Economic History Review, 5(2), 118-154.
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these plague epidemics. The increased population, combined with the arrival
of precious metals from the New World, likely contributed to the initiation
and perpetuation of the inflationary process. The consequences of the Price
Revolution were multifaceted, impacting various aspects of society, includ-
ing commerce, agriculture, and social structures. The economic dynamics of
Western Europe underwent significant transformations during this period,
setting the stage for subsequent developments in the early modern era.

9.3. International Trading Countries and Companies

During the 16th to 18th centuries, international trade underwent signif-
icant transformations, with various countries and companies emerging as key
players in global commerce. England, France, the Netherlands, and Japan
each played unique roles in shaping the international trade during this period.
While England and France expanded their overseas colonies and established
vast trading networks, the Netherlands became a dominant force in maritime
trade, thanks to its strategic location and innovative trading practices. Mean-
while, Japan adopted a policy of isolation, known as Sakoku, limiting foreign
trade and contact with the outside world.

England

The primary purpose of establishing and separating the Church of Eng-
land from the papal authority in 1534 by the Act of Supremacy was to annul
Henry VIII's marriage. There is no unambiguous evidence, but the English
Reformation could also be a ground to reconsider other papal approvals e.g.
the Treaty of Tordesillas (1494) and other treaties which made new opportu-
nities in international relations and trading.1” The defeat of the Spanish Ar-
mada by Sir Francis Drake in 1588 was a pivotal event in the history of naval
warfare. It marked a significant turning point in the Anglo-Spanish con-
flict,"® which had deep-rooted causes, including religious differences, eco-
nomic competition, and political tensions. King Philip Il of Spain sought to
restore Catholicism in England and eliminate the Protestant influence of

175 Branch, L. (2017). Introduction: Mercantile Institutions and Individuals during the Eng-
lish Reformation. In Faith and Fraternity (pp. 1-17). Brill.

Higman, F. M. (2017). Ideas for Export: Translations in the Early Reformation. In Renais-

sance Culture in Context (pp. 100-113). Routledge.

176 Ruiz Mas, J. (2023). The propagandistic narration of the defeat of the Spanish Armada
and the mythical construction of sir Francis Drake in Romantic Britain.

Cuevas, A. (2021). Anglo-Spanish Relations in the Sixteenth Century: The Twisted Road to
the Spanish Armada. The UC Santa Barbara Undergraduate Journal of History, 1(2).
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Queen Elizabeth 1. The Spanish Armada suffered significant losses during
the retreat due to storms and attacks by the English. The defeat of the Armada
marked a triumph for England, boosting national pride. This event is often
seen as a turning point in naval history, highlighting the effectiveness of na-
val tactics and strategy. This event introduced England to the international
maritime trade. Richard Hakluyt (1552-1616), the English geographer, noted
for his political influence, his voluminous writings, promoted the Elizabethan
overseas expansion, especially the colonization of North America. His major
publication, The Principall Navigations, VVoiages and Discoveries of the Eng-
lish Nation (1589), provides almost everything known about the early Eng-
lish voyages to North America.'”’

Trade is the channel through which prosperity flows into our country
James | (1622)

Who rules the sea rules the trade;

who rules the world's trade, rules the world's treasures,
consequently the whole world.

Walter Raleigh (1615, 1650)

It is not our conquest, but our commerce; it is not our swords but our sails that first spread
the English name in Barbary, and thence came to Turkey, Armenia, Muscovy, Arabia, Per-
sia, India, China and over and about the world; it is the traffic of their merchants, and the
boundless desires of that nation to eternize the English honor and name, that have induced
them to sail, and seek into all the corners of the earth.

Lewes Roberts, Treasure of Traffic, 1641

The Navigation Act of 1651 imposed restrictions on foreign vessels
participating in coastal trade within England. It mandated that all goods im-
ported from the continent of Europe had to be transported on either an Eng-
lish vessel or a vessel registered in the country of origin of the goods. Addi-
tionally, any trade between England and its colonies was mandated to occur
exclusively through English or colonial vessels. The Staple Act of 1663 ex-
panded upon the Navigation Act's provisions by stipulating that all colonial
exports to Europe must first be landed through an English port before being
re-exported to Europe.’’® The navigation policies implemented by France,

177 Hakluyt, R. (1589), Quinn, D. B., Skelton, R. A., & Quinn, A. M. (1965). The principall
navigations, voiages and discoveries of the English nation.

178 pollio, G. (2022). Trade and Navigation Acts. In The Rise and Fall of Britain’s North
American Empire: The Political Economy of Colonial America (pp. 113-125). Cham:
Springer International Publishing.
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England, and other nations were primarily targeted at countering the domi-
nance of the Dutch in commercial maritime activities during the sixteenth
and seventeenth centuries.

When Britain first, at Heaven's command
Arose from out the azure main;

This was the charter of the land,

And guardian angels sung this strain:
"Rule, Britannia! rule the waves:
"Britons never will be slaves."

James Thomson (1740)

During the 16" and 17" centuries, England established several promi-
nent merchant companies that played a crucial role in shaping its economic
and colonial expansion.}’® Adopting a phrase from Francis Bacon (1561-
1626), these businessmen were the merchants of the light, who brought not
only money but also enlightenment to the corruptions of an Old World; and
ruled the oceans of wealth. 1%

The Company of Merchant Adventurers to New Lands, initially es-
tablished as a joint stock association, originated from private exploration and
enterprise. Although intended for incorporation by King Edward V1 in 1553,
the company eventually secured its full royal charter in 1555. This develop-
ment marked the inception of English trade with Russia, Persia, and other
regions.!8! Over time, the company acquired the informal and later formal
designation of the Muscovy Company. Founded in 1555, the Muscovy Com-
pany was chartered by the English Crown to trade with Russia, Ivan 1V, the
Terrible. The company played a significant role in developing trade routes
between England and Russia, focusing on commodities such as fur, timber,
and Russian goods. Upon Thomas Gresham's proposal from 1565 (modelled
on the Antwerp bourse!®?), the Royal Exchange was officially opened in
1571 by Queen Elizabeth I, who awarded the building its royal title and a

179 Smith, E. J. (2020). English trading companies and the sea, 1550-1650. The Routledge
Companion to Marine and Maritime Worlds 1400-1800.

180 Bacon, F. (1626). The Advancement of Learning and New Atlantis. Oxford, 1974. 288,
296.

Howarth, D. (2023). Adventurers: The Improbable Rise of the East India Company: 1550-
1650. Yale University Press.

181 Arel, M. S. (2019). English Trade and Adventure to Russia in the Early Modern Era: The
Muscovy Company, 1603-1649. Rowman & Littlefield.

182 The bourse at Antwerp, Belgium, was first opened in 1531 as the world's first purpose-
built commodity exchange. The bourse has been described as "the mother of all stock ex-
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120



licence to sell alcohol and valuable goods.'®® Until the 17th century, the
Royal Exchange primarily served as a venue for exchanging goods. Char-
tered in 1579, the Eastland Company focused on trade with the Baltic re-
gion, including countries like Denmark, Sweden, and Poland. Its primary
commodities included grain, timber, and naval stores, supporting England's
naval and economic interests.'® Founded in 1581, the Turkey Company
(later merged with the Levant Company) concentrated on trade with the Ot-
toman Empire, including Constantinople. The company exchanged goods
such as woolen cloth, lead, and tin for Eastern commodities. When the Ven-
ice Company (1583) and the Turkey Company (1581) merged (because their
charters had expired) the Levant Company was established in 1592 and
granted a monopoly on English trade with the Ottoman Empire and other
Eastern Mediterranean regions.*®® The company facilitated trade in goods
like spices, silk, and textiles, contributing to England's commercial presence
in the Levant.

Chartered in 1600, the Honourable East India Company (HEIC) be-
came one of the era's most influential and powerful trading companies.'8®
Initially focused on trade with the Indian subcontinent, the HEIC later ex-
panded its influence across Southeast Asia and played a pivotal role in British
colonial expansion.'®” The company, established by Queen Elizabeth I's royal
charter on December 31, 1600, secured trading privileges in India and other
Far Eastern countries. The charter granted a 15-year monopoly on trade in
the East Indies. By 1612, the company had acquired the lucrative trading
rights of the Mogul Empire, the wealthiest power in the region. However, by
the mid-18" century, the empire's influence waned, prompting the company
to defend its interests with a private army of 260,000. Between 1757 and
1858, the organization transitioned from a classic trading company to the
ruler of India, gaining necessary governmental and military privileges. In the
Allahabad Treaty of 1765, the Mogul Empire ceded tax collection and judi-
cial authority over Bengal and Bihar to the Company, leading to plundering

183 Michie, R. (2001). The London stock exchange: A history. OUP Oxford.

184 Fisher, F. J. (2023). London's Export Trade in the Early Seventeenth Century 1. In The
Growth of English Overseas Trade in the Seventeenth and Eighteenth Centuries (pp. 64-77).
Routledge.

185 Vlami, D. (2014). Trading with the Ottomans: The Levant Company in the Middle East.
Bloomsbury Publishing.

18 Howarth, D. (2023). Adventurers: The Improbable Rise of the East India Company: 1550-
1650. Yale University Press.

187 Keay, J., & Blethen, H. T. (1995). The honourable company: a history of the English East
India Company. History: Reviews of New Books, 24(1), 21-22.
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and famine.88 At its zenith, the Company not only supervised Asian trade
but also governed territories larger than those directly controlled by the
United Kingdom. In 1813, the Company's Indian trade monopoly was abol-
ished. Following the Indian uprisings of 1857/58, known as the Sepoy Mu-
tiny, it lost its governing rights. In 1874, the British East India Company was
completely dissolved, and the United Kingdom absorbed all its assets.

The Virginia Company was one of the earliest joint-stock companies
in England, chartered in 1606. The company faced numerous challenges, in-
cluding harsh conditions, conflicts with Native Americans, and economic
struggles.'® In 1624, due to financial difficulties and the failure of the Jame-
stown settlement to generate expected profits, the Virginia Company's char-
ter was revoked and dissolved. The Massachusetts Bay Company was es-
tablished in 1629 by Puritan businessmen seeking religious freedom and eco-
nomic opportunities.!®® Chartered in 1660, the Royal African Company was
a British mercantile company focused on the Atlantic slave trade. The com-
pany faced competition and controversies, and its monopoly was eventually
broken in the early 18" century. The company played a significant role in the
transatlantic slave trade during a period when the demand for labor in the
American colonies was high.'®! Founded in 1670, the Hudson's Bay Com-
pany focused on fur trading in North America, particularly around the Hud-
son Bay region. The company played a vital role in exploring and establish-
ing trade relationships in the northern parts of the American continent. The
South Sea Company was established in 1711 to exploit trade with Spanish
South America.® It gained notoriety during the South Sea Bubble in 1720

188 Gilding, B. J. (2020). British Politics, Imperial Ideology, and East India Company Re-
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when its stock prices soared to unsustainable levels before collapsing. The
episode led to significant financial losses for investors and damaged public
trust in joint-stock companies. The South Sea Company's failure is often
cited as one of the earliest examples of an economic bubble and speculative
excess.'® These merchant companies were instrumental in establishing Eng-
land's presence in various parts of the world, contributing to the growth of its
overseas trade and laying the foundation for later colonial endeavors.%

English Merchant Companies

Year Compan Merchant
1319 The Company of Merchants of the Wool export
Staple of England
1407 Company of Merchant Adventurers Raw cloth monopoly
of London
1553 Company of Merchant Adventurers The exploration of a new, northern
to New Lands trade route towards India and the Spice
Islands (Indonesia).
1555- Muscovy Company or Russia Co. Fur, timber, and Russian goods
1917
1579- Eastland Company Scandinavian and Baltic states
1672
1581  Turkey Company Monopoly in the region following the
Anglo-Ottoman agreement
1583  Venice Company English-made goods, woollen fabrics,

eastern commodities, spices, currants,
wine, and silk cloth

1585 Barbary Company N-West Africa (Berbers) and the Carib-
bean region
1588 defeat of the Spanish Armada
1592- Levant Company Merger between Turkey Co. And Ven-
1825 ice Co; the establishment of commer-

cial colonies, as well as political contact
with the sultan
1600- Honourable East India Company

1874
1606- Virginia Company First North American trading company,
1624 founding of Jamestown, later a colony

193 Braggion, F., Frehen, R., & Jerphanion, E. (2020). Does credit affect stock trading? Evi-
dence from the South Sea Bubble (No. 14532). CEPR Discussion Papers.

19 Davis, R. (2022). English foreign trade, 1700-1774. In The Atlantic Staple Trade (pp.
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Netherlands

By the end of the 1500s, the Dutch were pushed out of the spice market
in Lisbon, prompting them to seek direct sources. In the early 1600s, the
Netherlands became a key player in global trade. The Dutch involvement in
global trade commenced with the first expedition from Amsterdam to South-
east Asia in 1595. In 1598-99, a significant shipment carrying 600,000
pounds of spices and other East Indian goods arrived in Amsterdam, show-
casing the economic potential of these ventures.
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The United East India Company (Vereenigde Oost-Indische Com-
pagnie, VOC), established in 1602, played a dominant role in Dutch trade in
the East until its dissolution in 1798. The company is associated with the
inception of the first corporate logo (trademark). It also became the first mul-
tinational and publicly traded company and conducted their first initial public
offering (IPO). It was granted with a 21-year state monopoly, which was later
extended. The establishment of Jakarta (Batavia, Indonesia) is attributed to
the VOC. Profits were notable, with the first ships loaded with pepper yield-
ing a 400% return. Price differentials for cloves were 240 times; for nutmeg,
goods acquired for 1 penny in Europe could be sold for 840 pennies.!®® In
1634, VOC ships transporting tulip bulbs contributed to the presumed stock
market collapse, later called the Tulip Mania in 1637.

Along with the VOC, in the same year, 1602, the Royal Exchange,
Amsterdam's stock exchange, was founded.'®® This is regarded as the first —
and still functioning — real stock exchange with the securities market. The
Dutch legacy in North America included the establishment of Nieuw Am-
sterdam (later New York) from 1609 to 1620, and this settlement endured
until 1664.

France

France began establishing its colonial presence in North America with
the foundation of Port Royal in 1605, marking the early phases of New
France's development. Samuel De Champlain's founding of Quebec in 1608
was pivotal in French colonization efforts in the region. The French East
India Company (Compagnie frangaise pour le commerce des Indes orien-
tales) was a trading company established in 1664 during the reign of Louis
XIV. It was granted a monopoly on French overseas trade, particularly in the
Indian Ocean region.*®” The company aimed to compete with the Dutch and
British East India Companies in the lucrative spice and silk trade. The French
East India Company played a significant role in French colonial expansion,
with trading posts and settlements in India, Madagascar, and other regions.
Despite facing financial challenges, conflicts with rivals, and changes in

1% Findlay, R., & O'Rourke, K. H. (2007). Preface to Power and Plenty: Trade, War, and the
World Economy in the Second Millennium. Introductory Chapters. 179.

196 petram, L. O. (2011). The world's first stock exchange: how the Amsterdam market for
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197 Wade, L. (2023). Privilege, Economy and State in Old Regime France: Marine Insurance,
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French politics, the company operated until 1794, when it was dissolved dur-
ing the French Revolution.'®® The colonial influence extended beyond North
America, with France engaging in Louisiana from 1682 to 1762 and the
scope of French colonization further expanding in Africa from the 1830s.

The maritime trade ordonnances of Louis XIV were a series of laws
and regulations governing the French merchant marine. Promulgated in
1681, they were designed to promote French maritime trade and commerce.
The ordonnances covered a wide range of topics, including (i) the construc-
tion and maintenance of ships; (ii) the recruitment and training of seamen;
(iii) the regulation of maritime trade; and (iv) the protection of French mer-
chant ships from piracy and other threats.%

Other East India Companies

The Danish East India Company was established in 1612 based on
the charter of King Christian IV. Its operations were the region of Tranque-
bar. The first company operated between 1616 and 1650. The second com-
pany existed between 1670 and 1729, however, in 1730 it was re-founded as
the Asiatic Company and ceased operations in 1807.

Inspired by the successful Dutch and English companies, Sweden
founded their first East India Company in 1626. However, it had to be reor-
ganized in 1731 as the second Swedish East India Company, and in 1732, its
first ship set sail for China. The company's headquarters were in Gothenburg.
Its operation was short-lived as English competition soon forced it out of the
market.

Under Emperor Charles VI (1711-1740), the Austrian East Company
was established in Trieste in 1719, operating in the geographically disadvan-
tageous Adriatic Sea, far from major global trade routes. Therefore, in 1722,
Charles founded the Austrian East India Company, also known as the Os-
tend Company (Oostendse Compagnie), in Oostende, Southern Netherlands,
which was part of Austria.?®® However, in 1731, during diplomatic negotia-

198 Cross, E. H. (2017). The French East India Company and the Politics of Commerce in
the Revolutionary Era (Doctoral dissertation, Harvard University).

19 Wade, L. (2023). ‘The Honour of Giving My Opinion’: General Average, Insurance and
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Springer International Publishing.
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tions for the recognition of the Pragmatica Sanctio (Habsburg hereditary pos-
sessions were allowed to pass to a woman, Maria Theresa), Charles agreed
to renounce Oostend and dismantle the company, seen as a competitor by
England and the Netherlands. To enhance their strategic importance and eco-
nomic potential, Charles VI began developing Trieste and Fiume (Rijeka)
from1717.2° The Austrian East India Company continued nominally, with a
few private traders operating under its name. After the French Revolution,
Austrian Netherlands fell under French occupation, and the company ceased
to exist entirely. The Adriatic company operating in Trieste was granted new
privileges by Emperor Joseph Il in 1781 but went bankrupt in 1785.

Japan

Japan's engagement in international trade saw the introduction of a for-
eign trade licensing system in 1592 aimed at curbing smuggling and piracy.
The Closed-Door Policy was implemented in 1639, known as Sakoku (£5 &
/ $4ER), which translates to locked or chained country.?% This policy was en-
forced by the Tokugawa shogunate, led by Tokugawa lemitsu, and it aimed
to isolate Japan from the outside world, particularly Western influence. One
of the key elements of the closed-door policy included the (i) prohibition of
foreigners, especially European missionaries and traders, being expelled. (ii)
The Japanese citizens were prohibited from traveling abroad. This measure
aimed to prevent the exchange of ideas and technologies with other nations
and maintain domestic stability. (iiif) The limited foreign contacts were al-
lowed through designated ports. Nagasaki, in particular, became a hub for
limited trade and diplomatic interactions with the Dutch and Chinese. The
Dutch East India Company was granted permission to maintain a trading post
on Dejima, a small artificial island in Nagasaki Bay.?® The shogunate (iv)

Parmentier, J. (2008): In the Eye of the storm: The influence of Maritime and Trade Net-
works on the Development of Ostend and Vice Versa during the Eighteenth Century. Rese-
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strictly controlled the flow of information by censoring foreign books and
prohibiting the construction of large ships suitable for overseas travel. The
policy was also motivated by the desire to (v) suppress the spread of Christi-
anity in Japan. Christianity was seen as a potential threat to the shogunate's
authority, and the government took measures to eradicate it.

This policy marked a significant shift in Japan's approach to interna-
tional commerce. Japan's closed-door policy remained mainly in place for
over two centuries until the mid-19" century when external pressures, par-
ticularly from the United States under Commodore Matthew Perry, led to the
opening of Japan to the outside world with the signing of the Treaty of Kana-
gawa in 1854.2% The policy profoundly affected Japan's internal develop-
ment, preserving a unique cultural and social identity during this period of
isolation.

204 McOmie, W. (2021). The Opening of Japan, 1853-1855: A Comparative Study of the
American, British, Dutch and Russian Naval Expedition to Compel the Tokugawa Shogunate
to Conclude Treaties and Open Ports to Their Ships in the Years 1853-55. Brill. Lengerer,
H. (2020). The Kanghwa Affair and Treaty. Warship International, 57(2), 110-131.
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10. World Trade |.

The history of world trade unfolds through distinct phases, from commercial
capitalism and classical liberalism to industrial capitalism, imperialism, and
monopoly capitalism. In this exploration, we trace the evolution of world
trade from commercial capitalism through the lens of classical liberalism,
acknowledging objections to these principles. Industrial capitalism revolu-
tionizes production, setting the stage for global economic transformations.
The era of imperialism, marked by the scramble for Africa, emphasizes the
dominance of monopoly capitalism. This period's consequences lay the
groundwork for discussions on unequal development. Exploring theories like
the product life cycle theory, Dutch disease, and immiserizing growth, we
unravel the complexities of global economic disparities and challenges asso-
ciated with unequal development. These theories provide insights into the
mechanisms influencing international trade and resource distribution.

10.1. Commercial Capitalism, the Rise of Advantages

The era of commercial capitalism (1640-1780) marks the breakdown
of the European feudal economy. This period is characterized by a significant
surge in population across Europe, soaring from 40-50 million to 100 million.
The physiocrats advocate for increased demand for agricultural products,
contributing to the transformation of Western Europe into a hub for the cap-
italist mode of production and the establishment of a capitalist national econ-
omy.

Global Economic Triangle

Europe
(industrial
products)

America

(gold, silver,
colonial goods)

Africa
(slaves)

Source: own compilation of the author
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Within this epoch, a distinctive global economic triangle takes shape.
As a major economic hub, Europe engaged in exporting and importing vari-
ous manufactured goods (industrial products).2% European nations explored
and established colonies in Africa and the Americas to secure valuable re-
sources and expand trade routes. Africa's role in the global triangle is to pro-
vide the supply of labor in the form of the transatlantic slave trade. Millions
of Africans were forcibly transported to the Americas to work on plantations
and contribute to economic activities. The Americas, particularly during the
colonial era, were rich sources of precious metals like gold, silver, and other
valuable colonial goods. The colonies in the Americas produced commodi-
ties like sugar, tobacco, and cotton, which were sent back to Europe for pro-
cessing and trade. This triangular trade network formed a complex and ex-
ploitative economic system during the era of exploration and colonization,
shaping the destinies of the nations and regions involved. Capital begins to
accumulate within European territories, driving economic shifts and trans-
formations. The international division of labor is a system based on both ab-
solute and comparative advantages that emerges, guiding production to areas
rich in raw materials and resources. The period witnessed the flourishing of
commodity production and the rise of factories, shaping the economy and
production of the time.

Classical Liberalism

The classical liberalism, spanning from the second half of the 18" cen-
tury to the last third of the 19" century, was an ideological framework that
emerged in countries successful in colonization, accompanied by the enrich-
ment of a trading bourgeois class. It marked the second phase of the global
economy. Key Principles of Adm Smith include the recognition of exchange
and use values, emphasizing the importance of foreign trade and domestic
production, thus synthesizing the ideas of preceding economic theories. The
labor theory of value was a central concept, asserting that prices are deter-
mined by the labor invested, considering both direct labor and the capital
involved.?%® The primary objective was to enhance labor efficiency, and the
means involved the emphasis on exchange and the specialization of labor.

205 Josipovié, 1., & Vujeva, M. (2021). Economic Aspects of Slavery in the Triangular Trade
in the Early Modern Period. Gazi Akademik Bakis, 14(28), 179-197.

Findlay, R. (1990). The" triangular trade" and the Atlantic economy of the eighteenth cen-
tury: a simple general-equilibrium model. Princeton, NJ, USA: International Finance Sec-
tion, Department of Economics, Princeton University.

206 peach, T. (2020). Adam Smith’s Labor Theory of (Real) Value: The Case of a Misfiring
Critique. History of Political Economy, 52(1), 171-190.
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The philosophy of laissez faire encapsulated the pursuit of self-interest, re-
lying on market mechanisms and mutual benefits, advocating for non-inter-
vention. Additionally, laissez passer argued that tariffs are detrimental un-
less they compensate for taxes. This ideology criticized mercantilist and
physiocratic ideals, questioned the need for protectionism, and accumulated
vast reserves of precious metals for a nation's economic success. Further-
more, they argue against the idea that these economic policies developed by
traders were sold to incompetent monarchs and politicians, and later, e.g., in
1720, bubbles also appeared.

Absolute vs. Comparative Advantages

Absolute advantage Comparative advantage
Adam Smith David Ricardo

the ability to produce more or better prod-  the ability to produce goods and services
ucts and services than someone else at a lower opportunity cost; it is not neces-
sary that in larger quantities
Source: own compilation of the author

Within specialization, the absolute advantage refers to the capacity of
an economic actor — whether it be an individual, a company, or a country —
to generate a greater quantity of goods, products, or services while utilizing
the same amount of resources.?%” Alternatively, it can mean producing goods
and services at a lower unit cost, requiring fewer input expenses. A country
has an absolute advantage if it can produce a good using fewer resources than
another country. First introduced by Adam Smith in 1776 within the context
of international trade, this concept is based on the presumption that labor is
the sole input. In essence, absolute advantage is an international trade theory
suggesting that certain countries can produce more efficiently than others.
Countries with an absolute advantage can opt to specialize in producing and
selling specific products or services. The surplus generated from this special-
ization can then be utilized to procure other goods and services. The deter-
mination of absolute advantage hinges on a straightforward comparison of
labor productivity. The country or entity demonstrating higher labor produc-
tivity in producing a particular good or service is said to have an absolute
advantage. This advantage plays a pivotal role in guiding strategic decisions
in international trade.

207 Schumacher, R. (2012). Adam Smith's theory of absolute advantage and the use of dox-
ography in the history of economics. Erasmus Journal for Philosophy and Economics, 5(2),
54-80.
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If a foreign country can supply us with a commodity cheaper than we ourselves can make it,
better buy it off them with some part of the produce of our own industry employed in a way
in which we have some advantage. The general industry of the country, being always in
proportion to the capital which employs it, will not thereby be diminished [...] but only left
to find out the way in which it can be employed with the greatest advantage.

Adam Smith

Absolute Advantage
Number of working hours per unit Opportunity cost of
alternative production
cloth production  wine production

Cloth Wine instead of wine  instead of cloth
England 80 100 100/80 =1.25 80/100=0.8
Portugal 120 90 90/120=0.75 120/90 =1.33

Adv.  England 120/80=1.5 90/100=0.9
Portugal  80/120=0.66 100/90=1.11
England 80 + 100 0 production (80+100)+80 = 2.25
units of cloth
production (90+120)+90 = 2.33
units of wine
SUM: 4.58 units

Portugal 0 90 +120

Source: own compilation of the author

This table illustrates the concept of absolute advantage, which states
that a country can produce a good more efficiently than another country if it
requires fewer resources to produce a unit of that good. In this example, Eng-
land has an absolute advantage in producing cloth, as it takes 80 hours to
produce one unit of cloth, while Portugal requires 120 hours. Similarly, Por-
tugal has an absolute advantage in producing wine, requiring 90 hours to
produce one unit of wine, while England requires 100 hours. The table also
demonstrates the concept of opportunity cost, which refers to the value of the
following best alternative that must be forgone when making a decision. For
each country, the opportunity cost of producing one unit of cloth is the num-
ber of units of wine that could have been produced instead. Finally, by spe-
cializing in the production of the goods in which they have an absolute ad-
vantage, England can produce 2.25 units of cloth, and Portugal can produce
2.33 units of wine. By trading with each other, they can consume more than
they could have produced on their own. In total, they can produce 4.58 units
of goods, an increase of 1.58 units compared to the situation without trade.
A country has an absolute advantage if it can produce a good using fewer
resources than another country.
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Observing the countries, it is possible that neither party possesses any
absolute advantage; in this case, according to his theory, they should not en-
gage in trade but do trade anyway. The answer was given by David Ricardo,
in 1817,2%8 with the concept of comparative advantages.

According to Ricardo, within specialization, comparative advantage
refers to the ability of an economic actor (individual, company, or country)
to produce goods and services at a lower opportunity cost (or marginal cost)
than other economic actors.?% It explains why countries engage in interna-
tional trade even if the labor force of another country is more efficient in
producing each (or both) goods. Suppose two countries capable of producing
two goods participate in the free market. In that case, each can increase over-
all consumption by exporting the goods in which it has a comparative ad-
vantage and importing the other goods, assuming differences in labor produc-
tivity between the two countries. The majority of international trade is based
on comparative advantage rather than absolute advantage. In free trade, one
actor will produce more (and consume less) of the product in which it has a
comparative advantage.?°

Comparative Advantage
Number of working hours per unit Opportunity cost of

alternative production
cloth production  wine production

Cloth Wine instead of wine instead of cloth
England 100 120 120/100=1.2 100/120=0.83
Portugal 90 80 80/90 =0.88 90/80 =1.125

Adv. England 90/100=0.9  80/120=0.66
Portugal 100/90=1.11  120/80=1.5

Number of working hours after specialization and production

production (100 +120)= 100 =
Aigenk R ! 2.2 units of cloth

production (90+ 80) + 8 0 = 2.125
units of wine
SUM: 4.325 units

Portugal 0 90 + 80

Source: own compilation of the author

208 Ricardo, D. (1817). On the Principles of Political Economy and Taxation. John Murray,
1817. and Ricardo, D. (1895). The first six chapters of the principles of political economy
and taxation of David Ricardo, 1817. Macmillan and Company.

209 Maneschi, A. (2008). How would David Ricardo have taught the principle of comparative
advantage?. Southern economic journal, 74(4), 1167-1176.

210 |rwin, D. A. (2017). Ricardo and comparative advantage at 200. Cloth for Wine? The
Relevance of Ricardo’s Comparative Advantage in the 21st Century, 7-13.
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In this case, Portugal has absolute advantages both for clot and wine.
However, the two countries still have different opportunity costs for the al-
ternative production; therefore, they have different comparative advantages
in producing cloth and wine. The opportunity cost of producing one unit of
cloth in England is 1.2 units of wine, while the opportunity cost of producing
one unit of cloth in Portugal is 0.88 units of wine. In England, within domes-
tic trade, 100/120 = 0.83 wine, is given for one cloth, but in Portugal, 90/80
= 1.125 wine, therefore, the English should take cloth to Portugal for wine.
This means England has a comparative advantage in producing cloth because
it can produce cloth at a lower opportunity cost than Portugal. Comparative
advantage is the ability of a country to produce a good or service at a lower
opportunity cost than another country. When countries specialize in produc-
ing goods they have a comparative advantage in, they can produce more of
each good and trade with each other to get the goods they need. In this ex-
ample, England should specialize in producing cloth, while Portugal should
specialize in producing wine. So, if each country specializes, it increases the
total global production of both products; England can produce 2.2 units of
cloth, while Portugal can produce 2.125 units of wine. Furthermore, if both
countries specialize and England trades 1.2 units of wine for 1.125 units of
wine, then both countries consume at least one unit of wine and wine, leaving
an additional 0-0.2 units of wine and 0-0.125 units of wine for consump-
tion/export. for purpose. As a result, both England and Portugal can consume
more cloth and wine due to free trade than in autarky (closed economy). By
specializing and trading, the two countries can produce a total of 4.325 units
of cloth and wine, which is more than they could produce if they tried to
produce both goods. This theory suggests that countries should specialize in
producing and exporting goods and services in which they have a compara-
tive advantage, meaning they can produce more efficiently than other na-
tions.

Objections

The model's limitations include focusing on only two goods and two
countries, reflecting a bilateral perspective.?'! Additionally, the labor theory
of value, suggesting that value is expressed according to labor content, may
not align with real-world scenarios where value is often measured in mone-
tary terms or prices. Another assumption is full employment, which deviates

211 Schumacher, R. (2012). Free trade and absolute and comparative advantage: a critical
comparison of two major theories of international trade (Vol. 16). Universititsverlag Pots-
dam.
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from the actual state of many economies. The model also overlooks trade
costs, neglecting the impact of shipping costs and the role of infrastructure
development. The supply-side theory, emphasizing the supply perspective
and treating demand as fixed, fails to consider the elasticity of demand. The
assumption of perfect mobility for production factors, such as labor and cap-
ital, might not hold true in all situations. While the model assumes free trade
with unrestricted movement of goods between countries, it acknowledges the
potential for governments to limit trade through protectionist policies. Fur-
thermore, the model assumes full specialization and disregards the costs and
benefits associated with specialization, such as economies of scale. It pre-
sents a static view by assuming fixed quantities and qualities of resources,
overlooking the dynamic nature of growth and development. Finally, the
model may not directly apply to developing countries, where factors like full
employment, changing labor and capital qualities, technological advance-
ments, and resource exploration are more prevalent.

The concept of international economic balance involves several
mechanisms to maintain equilibrium. The automatic equilibrium mechanism,
often referred to as the "gold flow mechanism, and the flexible price level
mechanism play crucial roles in this context. Regarding international spe-
cialization, historical perspectives on the division of labor vary. Initially
characterized by a colonial-type division of labor, the evolution of this con-
cept includes discussions on absolute advantages (as outlined by Smith) and
comparative advantages (as proposed by Ricardo). The latter involved ana-
lyzing the Portugal-England trade dynamics, particularly in wine and cloth.

However, this approach faced criticism, notably from Germany and
Austria. Georg Friedrich List (1789-1846), a prominent figure in economic
thought, argued that the principles of free trade predominantly serve the in-
terests of developed countries. This perspective was influential in shaping
economic policies. List was a proponent of economic nationalism, empha-
sizing the importance of protecting domestic industries through tariffs and
other trade barriers.?*? He argued that this approach was necessary for devel-
oping a nation's economy. List is known for the infant industry argument,
which suggests that young and developing industries need protection from
foreign competition until they become strong and competitive on their own.
He recognized the significance of railway infrastructure for economic devel-
opment and advocated for the construction of railways as a means to connect

212 ist, F. (1841). Das nationale System der politischen Okonomie. Stuttgart/Tiibingen
List, F. (1841). National system of political economy. Longmans, Green, and Company
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regions, facilitate trade, and spur industrialization. The theoretical frame-
work of English classical economics, rooted in economic freedom, expresses
England's global dominance. His core economic principle posits that free
trade is only beneficial when partner countries are roughly equally devel-
oped. In cases of imbalance, the economically stronger exploits the weaker,
necessitating protective tariffs to shield the less developed industry until it
reaches parity with its partner. List strongly criticized labor theory-based
economics, asserting its focus on exchange value from the traders' perspec-
tive. His primary focus was on industrial development, advocating for the
abolition of tariffs between German provinces and introducing common ex-
ternal protective tariffs. He viewed economics as a national science, marked
by strong nationalism, contrasting with his perception of Adam Smith's sys-
tem as cosmopolitan. While List did not consider protective tariffs as an eter-
nal development condition, he argued that once an underdeveloped country
catches up, the protective tariff system should transition to free competition.

In the context of Hungary, Lajos Kossuth (1802-1894), influenced by
List's insights, realized that "without industry, the nation is a one-armed gi-
ant." This recognition emphasized the imperative of establishing an inde-
pendent national industry. However, contrary to the liberal principles of free
trade, List and others advocated for protective tariffs. Their concern stemmed
from the fear that competition from Czech and Austrian industries might sti-
fle Hungarian initiatives within a common customs territory. This stance re-
flects the complex and evolving nature of international economic theories
and policies. The development of the port of Fiume in Hungary between
1870-1913 can be mentioned as a positive example.?!3 It was carried out ex-
actly according to List's principles.

213 pelles M. — Zsigmond G. (2018): The Hungarian maritime trade history of Fiume (1868—
1918). Pécs. Pro Pannonia.; Pelles M. (2022): The Austrian Lloyd’s Marine Trade in Fiume
(1871-1913) In: Kaposi, Zoltan; Rab, Virag (szerk.) Different Approaches to Economic and
Social Changes: New Research Issues, Sources and Results Pécs, Magyarorszag: Working
Group of Economic and Social History Regional Committee of the Hungarian Academy of
Sciences. 112-120. Pelles M. (2016): Az Adria Magyar Kiralyi Tengerhajozasi Rt. szerepe
Fiume hajo- és aruforgalmaban (1874-1914). In: Kozgazdasdgi Szemle, LXIIIL. évf. 188—
208.; Pelles M. (2020): La storia e il ruolo nel trasporto merci di Fiume della Adria Regia
Ungarica Societa anonima di Navigazione Marittima [1874-1914]. Fiume — Rivista di Studi
Adriatici. 42. 8-10. (Luglio-Ottobre). Roma, Societa di Studi Fiumani. 43-58. Pelles, M.
(2020): A magyar kereskedelmi tengerhajozasi vallalatok hajo- és aruforgalmi halozatai
(1870-1914). In: Kovér, Gyorgy et al. [szerk.]: Hdlozatok és hierarchia. Magyar Gaz-
dasagtorténeti Evkonyv 2020. Budapest, MTA BTK TTI. 487-506.; Pelles M. (2022): A
fiumei kikoto szerepe Magyarorszag kiilkereskedelmének vamtarifaosztalyok szerinti ele-
mzésében 1896-1914. Teriileti Statisztika 62 : 1 pp. 113-130.
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Improvement

In the 1920s, the Heckscher-Ohlin model, or Heckscher-Ohlin (H-O)
theorem developed by Swedish economists Eli Heckscher and Bertil Ohlin
(the latter received the Nobel Prize in 1977), posits that differences in relative
resource endowments — such as labor, land, capital, and mineral resources —
affect international trade.?!* The model focuses on relative factor endow-
ments and production technology's impact on trade patterns. According to
this model, a country gains an advantage by specializing in the production of
goods that intensively use the country's relatively abundant production fac-
tors. For this specialization, essential data include the quantities of labor and
capital and the factor intensities of the two goods. Specifically, countries with
a higher labor-to-capital ratio should specialize in labor-intensive products,
while those with a higher capital-to-labor ratio should focus on capital-inten-
sive goods.

While the Heckscher-Ohlin model advances the theory of comparative
advantage by considering multiple production factors beyond just labor (e.g.
capital), it has several limitations. The model remains limited to two coun-
tries and two products. It assumes an "ideal" state where the economy is per-
fectly balanced, with no surplus capacity or unemployment, free trade with-
out monopolies or government intervention, and complete mobility of factors
within the national economy. The model overlooks infrastructural and con-
sumption differences. It ignores international capital flows and the dynamic
nature of production conditions. It fails to differentiate between types of la-
bor (skilled vs. unskilled) and types of capital (equipment vs. machinery).

In 1953, American economist Wassily Leontief (Nobel laureate in
1973) empirically tested the H-O theorem using data from the U.S. econ-
omy.?® His findings contradicted the model (so called Leontief paradox):
the U.S., despite being relatively capital-rich, exported fewer capital-inten-
sive goods than it imported. Several explanations have been proposed for this
paradox. First, there was a significant increase in the U.S. demand for capital-
intensive products. Additionally, the U.S. had import restrictions in place,

214 Heckscher, E. F. (1919). Utrikeshandelns verkan pd inkomstfordelningen. Négra teo-
retiska grundlinjer. Ekonomisk tidskrift, 1-32.

Ohlin, B. (1924). Handelns Teori. Doctoral Dissertation. Stockholm: AB Nordiska
Bokhandeln; Ohlin, B. (1933). Interregional and International Trade. Cambridge, MA: Har-
vard University Press.

215 |_eontief, W. (1953). Domestic production and foreign trade; the American capital po-
sition re-examined. Proceedings of the American Philosophical Society, 97(4), 332-349.
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and it had relatively scarce natural resources. Moreover, the U.S. had a rela-
tive abundance of skilled labor, or human capital, and a significant compar-
ative advantage in technology-intensive industries. Further tests by Harry P.
Bowen, Edward E. Leamer, and Leo Sveikauskas used data from 27 coun-
tries and 12 production factors.?!® Their study found that, for two-thirds of
the production factors, the direction of trade matched the factor proportions
model in less than 70% of the cases across the years studied. This reinforced
the Leontief Paradox, showing that international trade patterns often do not
align with the predictions of the H-O model.

The Heckscher-Ohlin-Samuelson theorem posits that if countries
specialize according to the Heckscher-Ohlin (H-O) model, the prices of pro-
duction factors and the incomes of their owners will equalize internation-
ally.?!” This specialization reaches a point where the differences that initially
prompted specialization disappear, leading to the international equalization
of factor prices. As countries specialize, the relative scarcity and abundance
of production factors (such as labor and capital) converge to the same level
globally. This convergence implies that all countries will reach the same level
of economic development, assuming the conditions of the model hold true.
Consequently, the distinction between developing and developed countries
becomes irrelevant, as the equalization process ensures uniform economic
development.

10.2. Industrial Capitalism: Core and Peripheries

The era of industrial capitalism (1792-1880) marked the emergence of
classical laissez-faire capitalism, coinciding with the establishment of na-
tion-states and national economies. This era coincided with the establishment
of nation-states and the consolidation of national economies. A key catalyst
for these transformative changes was the rise of the modern large-scale fac-
tory industry, propelled by the revolutionary impact of steam power during
the First Industrial Revolution. Central to this epoch was the phenomenon of
original capital accumulation, laying the groundwork for sustained and
protracted economic growth in Europe. Although marked by periodic set-
backs, including recessions and economic crises, this period witnessed the

216 Bowen, H. P., Leamer, E. E., & Sveikauskas, L. A. (1986). Multicountry, multifactor
tests of the factor abundance theory. National Bureau of Economic Research, Working Paper
1918

217 Mussa, M. (1978). Dynamic adjustment in the Heckscher-Ohlin-Samuelson model. Jour-
nal of Political Economy, 86(5), 775-791. Marjit, S., & Das, G. (2022). Finance, Trade, Man
and Machines: A New-Ricardian Heckscher-Ohlin-Samuelson Model.

139



emergence of a unipolar global economy, with Great Britain at its core.
London, in particular, rose to prominence as the epicenter for institutions
governing international economic relations.

The prevailing economic policies of the time embraced liberal free
trade principles, fostering the development of Frank's and Wallerstein's core-
periphery model or center-periphery system in the global economy.?'
Core nations, comprising the center, specialized in the production of finished
goods, which were then exported
to the periphery. In contrast, the
periphery functioned as an exter-
nal resource, producing raw ma-
terials and food products through
cost-effective labor to supply the
center. This dynamic interaction
between the center and periphery
became a driving force, sustain-
ing the capital accumulation in
the center while simultaneously
supporting the center's growth by
providing essential resources.
Notably, the colonies played a
crucial role in the periphery, pri-
marily involved in producing primary goods with limited development in the
secondary sector. The interplay between these economic forces defined the
world economy during the era of industrial capitalism.

Source: Wallerstein's Core-periphery model. Smith, A. M. (2013). Continuing the legacy of
david livingstone: the contribution of fair trade to international development. The Expository
Times, 125(2), 53-66.

218 \Wallerstein, I. (1974). The Modern World-System I Capitalist Agriculture and the Origins
of the European World-Economy in the Sixteenth Century. New York, Acedmic Press. and
(1980). The Modern World-System, vol. 11: Mercantilism and the Consolidation of the Eu-
ropean World-Economy, 1600-1750 New York, Acedmic Press. (1989). The Modern
World-System, vol. Ill: The Second Great Expansion of the Capitalist World-Economy,
1730-1840s. San Diego: Academic Press. and The Modern World-System, vol. IV: Centrist
Liberalism Triumphant, 1789-1914. Berkeley: University of California Press
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150 Years of Exports
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Source: Conte, N. (2024). Visualizing 150 Years of Exports for Top Economic Superpowers.
Visualcapitalist  (https://www.visualcapitalist.com/visualizing-150-years-of-exports-eco-
nomic-superpowers/) based on data from Peterson Institute for International Economics
(PIIE) and the World Trade Organization. RoW: Rest of the World

In the 19™ century, Britain held the position of the world's wealthiest
and most advanced economy, boasting global industrial dominance with one-
third of its population engaged in manufacturing. This economic prowess fa-
cilitated the efficient and cost-effective production of finished goods, leading
to widespread international trade and accessibility in nearly every market.
Furthermore, the British Empire leveraged its colonies, with India constitut-
ing 42% of its exports by the century's end. Britain emerged as the primary
force in merchandise exports during this era, followed by Germany. Post-
World War |1, the United States surpassed British and German export lead-
ership. In contrast to the devastation experienced by Europe and other re-
gions, the U.S. emerged relatively unscathed, fortified by a significantly
strengthened industrial base. The 1980s and 1990s witnessed Japan's rapid
export growth, particularly in electronics, establishing itself as one of the
United States' major trading partners. Presently, China holds a dominant po-
sition in the trade market, contributing nearly 15% of global merchandise.
China's manufacturing sector excels in producing diverse items, from every-
day household goods to crucial components in automotive manufacturing.
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This includes precision instruments, semiconductors, and industrial machin-
ery for computers and smartphones. Since 1948, there has been extraordinary
growth in global merchandise exports, surging from $59 billion to an impres-
sive $24.3 trillion in 2022.2%°

10.3.Imperialism and Monopoly Capitalism

The era of monopoly capitalism and imperialist colonization was a pe-
riod from 1880 to World War I, which marked a pivotal shift in global eco-
nomic and geopolitical dynamics. A significant precursor to this phase was
the First Opium War (1839-1842), during which the export of opium from
Britain to China continued unabated. The Second Opium War (1856-1860)
further deepened the inequitable treaties, resulting in China acquiring a semi-
colonial status.??° In the 1858 Treaty of Tientsin (Tianjin), China agreed to
pay war reparations, open ten additional ports to European commerce, legal-
ize the opium trade, and grant foreign traders and missionaries rights to travel
within the country, and additionally adopt Western diplomatic practices in-
stead of its traditional tribute system for conducting business. This treaty
marked the beginning of the Century of Humiliation, signifying the loss of
territories and the imposition of unfair treaties. Subsequently, a second phase
of the conflict, including the sack of the Old Summer Palace and the occupa-
tion of the Forbidden City palace complex in Beijing, solidified the treaty's
terms through the Convention of Peking in 1860. Soon, Japan underwent a
transformative phase known as the Meiji Restoration in 1868. The country
embraced free trade during this period, marking a significant departure from
its previous isolationist stance after more than 200 years.

Economic Dynamics of the Imperialism

colonial-type division international capital monopolization and
of labor flow colonial capital export

Source: own compilation of the author

219 Conte, N. (2024). Visualizing 150 Years of Exports for Top Economic Superpowers.
Visualcapitalist ~ (https://www.visualcapitalist.com/visualizing-150-years-of-exports-eco-
nomic-superpowers/) based on data from Peterson Institute for International Economics
(PIIE) and the World Trade Organization. ROW: Rest of the World

220 Keller, W., & Shiue, C. H. (2021). The economic consequences of the opium war (No.
w29404). National Bureau of Economic Research.
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The colonial-type division of labor, international capital flows, monop-
olization, and colonial capital export constitute pivotal aspects of the dis-
course on economic dynamics. Within the realm of capitalism, a pronounced
intensification of capital accumulation and the pursuit of profits emerge.??
This phenomenon gives rise to far-reaching consequences, notably the exac-
erbation of societal inequalities and an augmented sense of community vul-
nerability. Furthermore, the expansion of production faces challenges when
confronted with issues related to the behavior, or lack thereof, of effective
demand in markets.

Simultaneously, new industrial powers emerged globally, with Ger-
many and the United States becoming key players.??> The economic center
of gravity shifted gradually toward the United States, signaling Europe's rel-
ative decline. Major corporations, including monopolies and oligopolies,
rose to prominence, adopting innovative mass production techniques such as
assembly lines, pioneered by engineers like Henry Ford, Henri Fayol, and
Frederick Winslow Taylor.??3

In the framework of neoclassical liberalism, particular attention is di-
rected towards the colonial powers, examining their role and impact in shap-
ing economic structures. On the other hand, within the lens of Marxist anal-
ysis, the focus shifted to those individuals or regions that find themselves
either excluded from or marginalized within the intricate dynamics of the
colonization process. This perspective delves into the power relations, ex-
ploitation, and broader socioeconomic implications associated with the colo-
nialist endeavors of certain nations.

The great intersea canals represent key components of the global mar-
itime infrastructure, each with distinct geographical locations and strategic
importance.??* These canals serve as critical conduits for international trade,
contributing to the efficient movement of goods, reduction of transportation
costs, and overall economic prosperity for the regions they traverse. Their
strategic locations and functions underscore their significance in the global
maritime. The Suez Canal (193.3) in Egypt is strategically positioned to link

221 Gallman, R. E., & Rhode, P. W. (2022). Capital in the Nineteenth Century. University of
Chicago Press.

222 \/eblen, T., & Mayer, O. G. (2022). Imperial Germany and the industrial revolution.
Routledge.

223 Valeri, M., & Valeri, M. (2021). Origins and Development of Management. Organiza-
tional Studies: Implications for the Strategic Management, 19-38.

224 Lopez Martin, A. G., & Martin, A. G. L. (2010). The Definition of the ‘Undefined’Straits
Used for International Navigation. International Straits: Concept, Classification and Rules
of Passage, 41-64.
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the Mediterranean Sea with the Red Sea. Since its opening in 1869, it has
played a crucial role in facilitating international trade by providing a direct
route for ships traveling between Europe and Asia. The canal has become a
linchpin in global shipping networks by avoiding the lengthy and perilous
journey around the southern tip of Africa. In Northern Europe, the Kiel Ca-
nal (98.2 km) in Germany contributes to regional maritime connectivity by
connecting the North Sea to the Baltic Sea. This artificial waterway, estab-
lished in 1895 to streamline navigation, allows ships to avoid the longer and
more hazardous route around the northern tip of Denmark. By enhancing ef-
ficiency and reducing travel distances, the Kiel Canal plays a pivotal role in
fostering trade and economic development in the surrounding regions. The
Panama Canal (82 km), situated in Central America, serves as a vital link
connecting the Atlantic and Pacific Oceans. Completed in 1914, it offers a
critical shortcut for vessels traveling between the Americas, Europe, and
Asia. The economic effects of the increased maritime connectivity are mul-
tifaceted, encompassing benefits such as improved trade efficiency, cost re-
duction, regional development, job creation, and the expansion of markets.

Scramble for Africa

From 1881 to 1914, the world witnessed the Scramble for Africa
(Race for Africa, or Partition of Africa), a period of intense competition
among European powers to establish dominance in the continent.?? This era
saw the classical colonial system evolving into imperialist colonial em-
pires, characterized by the export of operational capital. Driven by a conflu-
ence of economic, political, and strategic motives, European powers engaged
in a complex web of diplomatic negotiations, treaties, and, in some instances,
military conflicts. The colonial ambitions of nations such as Britain, France,
Germany, Belgium, ltaly, and Portugal resulted in the arbitrary drawing of
borders and the imposition of foreign rule across the African continent.??
Economic considerations played a significant role in the scramble, with Eu-
ropean powers seeking to secure valuable resources such as minerals, rubber,
timber, and agricultural products. The expansion of empires also provided
markets for manufactured goods, creating a symbiotic relationship between
colonial powers and their African territories.

225 Chamberlain, M. E. (2014). The scramble for Africa. Routledge. and Pakenham, T.
(2015). The Scramble for Africa. Hachette UK.

226 porter, B. (1980). Imperialism and the Scramble. The Journal of Imperial and Common-
wealth History, 9(1), 76-81.
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The Berlin Conference of 1884-1885 (Congo Conference, Kongokon-
ferenz, or West Africa Conference) aimed to regulate and legitimize their
claims in Africa while minimizing conflicts among themselves.??” These de-
cisions often disregarded existing African societies and cultural boundaries.
The arbitrary drawing of borders disrupted traditional African societies and
led to ethnic and cultural tensions that persist today. The exploitation of re-
sources and the imposition of European rule had profound social, economic,
and political implications for the indigenous populations. In addition to ter-
ritorial control, the Scramble for Africa contributed to the rise of nationalist
movements and resistance against colonial rule. Over time, the exploitation
and oppression faced by Africans fueled movements for independence and
self-determination, ultimately reshaping the continent's politics in the mid-
20th century.

Africa’s status is still as one of the world's wealthiest continents, and
the ongoing phenomenon of the scramble for its resources. In the 21% cen-
tury, the new scramble involves traditional players like European and Amer-
ican nations and emerging economies such as China, India, South Korea,

227 Y a0, J. (2022). The power of geographical imaginaries in the European international or-
der: Colonialism, the 188485 Berlin conference, and model international organizations. In-
ternational Organization, 76(4), 901-928.

Craven, M. (2015). Between law and history: the Berlin Conference of 1884-1885 and the
logic of free trade. London Review of International Law, 3(1), 31-59.
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Brazil, and Malaysia. The current world economic order is enabling devel-
oped nations to pursue imperialistic goals. We call for promoting develop-
ment-informed pan-Africanism to address development challenges and
asymmetric relations between developed nations and Africa.??®

Unequal development

Posner's Technology Gap Theory posits an enduring disparity in tech-
nological capabilities between innovative nations equipped with advanced
technologies and follower nations.??® The strategic advantage of innovative
countries lies in their ability to continually reinvest the benefits derived from
cutting-edge products into further research and development, solidifying
their monopoly through temporal advantages, patent protection, and indus-
trial safeguards. This perpetuates a dynamic where nations prioritizing R&D
maintain a constant lead in technological advancements, creating a challeng-
ing environment for follower countries to bridge the ever-expanding technol-
0gy gap.

Vernon's Product Life Cycle Theory or international product lifecy-
cle (IPL) has five stages: introduction, growth, maturity, saturation and de-
cline.?®° The product is considered innovative during the introduction phase,
and its demand experiences slow growth. The country introducing the prod-
uct and the parent company often enjoy an export monopoly. As demand
dynamically increases, subsidiary companies are established in the growth,
and other countries begin to emulate the product (copy) as the technology
becomes relatively outdated. The comparative advantage based on innova-
tion diminishes. The product transitions into a mass-market commaodity in
maturity, with subsidiaries handling production. In the saturation, the pro-
duction is ceased at the parent company, leading to intra-firm imports, and
production is relocated to developing countries, intensifying price and cost
competition. The export share of the country introducing the product gradu-
ally decreases. Finally, in the decline, domestic demand for the product di-
minishes as it no longer holds novelty. The country initially introducing the

228 Ewalefoh, J. (2022). The New Scramble for Africa. The Palgrave Handbook of Africa
and the Changing Global Order, 309-322.

Nwachukwu, J. N., & Ogundiwin, A. O. (2020). The Second Scramble for Africa: A Cause
for Afro-Pessimism. Mediterranean Journal of Social Sciences, 11(1), 50-50.

229 posner, M. V. (1961). International trade and technical change. Oxford economic papers,
13(3), 323-341.

230 Vernon R. (1966). International investment and international trade in the product cycle.
The Quarlerty Journal of Economics. 80(2). 190-207.
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product loses its comparative advantage, making it more economically viable
to import the product.

International Product Life Cycle

(export new mature standardised
\ net / product product product

developing inventor's
country country

m==_country where new product is launched

== developing, low-income country

Source: ThelntactOne. (2018). International trade product life cycle (https://theintac-
tone.com/2018/12/08/im-u2-topic-4-international-trade-product-life-cycle/)  based  on
Vernon R. (1966). International investment and international trade in the product cycle. The
Ouarlerty Journal of Economics. 80(2). 190-207.

The Prebisch-Singer thesis, concerned with primary commodity spe-
cialization, argues that nations relying heavily on producing raw materials
face inherent challenges in global trade.?®* The prolonged deterioration in
terms of trade for these countries can be attributed to the inelastic demand
for primary commodities and structural issues related to labor organization,
limiting their overall developmental potential. This hypothesis asserts that
over an extended period, the prices of primary commodities experience a de-
cline in comparison to the prices of manufactured goods. This phenomenon
leads to a deterioration in the terms of trade for economies primarily depend-
ent on the production of primary products.?®

231 Prebisch, R. The Economic Development of Latin America and Its Principal Problems.
New York: United Nations, 1950.

Singer, H. W. (1950). The distribution of gains between investing and borrowing countries.
In Milestones and Turning Points in Development Thinking (pp. 265-277). London: Palgrave
Macmillan UK.

232 Toye, J. F., & Toye, R. (2003). The origins and interpretation of the Prebisch-Singer
thesis. History of political Economy, 35(3), 437-467.
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One indication of this is that the PST is now incorporated, both implicitly and explicitly, in
the advice given by the Bretton Woods Institutions to developing countries. They are warned
to be prudent even when export prices are temporarily favourable and to guard against cur-
rency overvaluation and Dutch Disease, with all the unfavourable impact on the rest of the
economy and all the dangers of macroeconomic instability which a sudden boom in a major
export sector could imply. They are warned to remember that the outlook for commodity
prices is not favourable and that windfalls will tend to be temporary, with the subsequent
relapse likely to be greater than the temporary windfall. This is exactly the warning which
the PST would give.
Singer, Hans. (1998). The South Letter (30).
The Terms of Trade Fifty Years Later - Convergence and Divergence.

The Dutch disease refers to a paradoxical economic concept that de-
notes the adverse effects stemming from a rapid increase in the value of a
country's currency.?® It is predominantly linked to the newfound exploration
or utilization of a valuable natural resource and encompasses the unantici-
pated repercussions that such a discovery can impose on a nation's overall
economic condition. Positive developments, such as identifying substantial
oil reserves, can negatively impact a country's economy. It often involves a
significant influx of foreign capital directed towards exploiting newly dis-
covered resources. They include an appreciating currency, leading to a de-
cline in exports and a consequential loss of jobs to other countries.

Bhagwati's concept of Immiserizing Growth refers to a scenario
where a country's economic growth, typically driven by specialization in spe-
cific sectors, worsens its overall welfare and standard of living.2** The term
immiserizing indicates that, despite economic expansion, the populace be-
comes increasingly impoverished. This phenomenon occurs when a country,
in pursuing specialization in a particular product or industry, experiences a

Harvey, D. I, Kellard, N. M., Madsen, J. B., & Wohar, M. E. (2010). The Prebisch-Singer
hypothesis: four centuries of evidence. The review of Economics and Statistics, 92(2), 367-
377.

233 The Economist magazine introduced the term Dutch disease in November 26, 1977 while
examining a crisis in the Netherlands triggered by the discovery of extensive natural gas
reserves in the North Sea in 1959. The sudden wealth and substantial oil exports led to a
significant appreciation of the Dutch guilder, rendering Dutch exports of non-oil products
less competitive globally. Consequently, unemployment surged from 1.1% to 5.1%, and
capital investment in the country declined.

Mien, E., & Goujon, M. (2022). 40 years of Dutch Disease literature: lessons for developing
countries. Comparative Economic Studies, 64(3), 351-383.

234 Bhagwati, J. (1958). Immiserizing growth: A geometrical note. The Review of Economic
Studies, 25(3), 201-205.

Bhagwati, J. N. (2018). The Theory of Immiserizing Growth: Further Applications 1. In
International trade and money (pp. 45-54). Routledge.
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decline in terms of trade to the extent that the negative impact on real income
outweighs the positive effects of economic growth. It could be due to factors
such as deteriorating international prices for the specialized product, causing
the country to experience declining terms of trade, reduced purchasing
power, and a consequent decline in overall welfare. As these nations increase
production to compensate for price differentials arising from market fluctu-
ations, the global market price of these commodities tends to decline. This
scenario leads to immiserizing growth, exacerbating poverty due to a lack of
diversification in the export portfolio, and a persistent inflexibility in the
global demand for these commodities.?®

The consequence of this unequal development was a widening gap be-
tween the developed and underdeveloped regions of the world.?®® The core
countries engaged in fierce competition for territorial and economic domi-
nance, setting the stage for geopolitical tensions and conflicts that ultimately
erupted in the cataclysmic event of World War I.

235 Pryor, F. L. (2007). Immiserizing growth as seen by Bhagwati, Samuelson, and others.
The Journal of Economic Education, 38(2), 208-214.

2% Bagi, S. K. (1990). A Synthesis of the Theories of Immiserizing Growth. The Indian
Economic Journal, 37(3), 12-27.

149



11. World Trade II.

The emergence of a multipolar world has reshaped international trade and
cooperation dynamics. Key institutions like the General Agreement on Tar-
iffs and Trade and its successor, the World Trade Organization, have played
pivotal roles in regulating global commerce. Meanwhile, regional blocs such
as the Council for Mutual Economic Assistance and the European Economic
Community have significantly influenced regional integrations, later evolv-
ing into the European Union. Beyond these, international organizations like
the United Nations Economic and Social Council, the United Nations Con-
ference on Trade and Development, the World Customs Organization, the
International Chamber of Commerce, and the TIR Convention contribute to
the intricate web of global economic governance. Establishing preferential
zones, free trade areas, customs unions, common markets, economic unions,
and political unions reflects the diverse strategies nations employ to foster
collaboration and economic growth. This phenomenon is not limited to any
particular continent, as regional integrations and cooperations span across
Europe, America, Asia, and Africa. Furthermore, the concepts of internation-
alization and globalization underscore the interconnectedness of economies
on a global scale. This intricate interplay of institutions, agreements, and col-
laborative efforts defines the contemporary narrative of the global economy,
shaping the course of international trade and cooperation in the 21% century.

11.1. Multipolar World Economy

Following the end of World War 1, the global economy underwent pro-
found transformations that redefined the contours of international relations
and economic structures. The ascendancy of the United States as the world's
leading economic power played a pivotal role in shaping new dynamics in
international trade and finance. This period saw a notable surge in protec-
tionist policies, fundamentally altering the nature of economic interactions
between nations. Simultaneously, the appearance of the Soviet Union (1922)
and the planned economies contributed to the fragmentation of the once-uni-
fied world economy, marking a significant departure from previous geopo-
litical configurations. The collapse of the Ottoman Empire in 1922 added a
layer of complexity to the global geopolitical map, influencing the political
and economic trajectories in the Middle East. The subsequent period, from
1929 to 1933, witnessed the Great Depression, prompting nations to adopt
Keynesian economic principles and advocate for increased state intervention
as a response to the crisis. President Roosevelt's implementation of the New
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Deal in the United States from 1933 to 1936 represented a comprehensive
effort to spur economic recovery through a series of social and economic
reforms. Concurrently, Europe experienced the rise of Nazism in Germany
and the adoption of fascism in Italy, contributing to the politics of interwar
Europe.

The aftermath of World War 1l reshaped the global economy in several
significant ways. The United States emerged as a strengthened economic
power, while Europe underwent a relative decline. A bipolar world order
emerged, characterized by the dominance of the United States and its allies
juxtaposed against the Soviet Union and its bloc, called the Cold War.?” The
global economic system transformed into a tripolar structure with the
United States as the anchor, Western countries (European Economic Com-
munity) forming the capitalist bloc (Bretton Woods), and socialist countries
aligning under the Council for Mutual Economic Assistance (COMECON).
The era of the Cold War unfolded, defining geopolitical and economic align-
ments for several decades.?®® A new bipolar system is emerging between the
U.S. and China.

The collapse of the colonial system became a prominent feature, lead-
ing to the disintegration of established imperial structures. The unraveling of
the colonial imperial system post-World War Il introduced a period of in-
creased geopolitical and economic volatility. Movements towards independ-
ence in North African colonies during the 1930s marked a crucial phase in
the decolonization process, setting the stage for further changes in the global
order. The attainment of independence by India in 1947 became a significant
milestone in the broader decolonization movement in Asia. The 1950s wit-
nessed the acceleration of independence movements in French colonies, re-
shaping the political map of Africa and Southeast Asia. Subsequently, the
1960s saw the achievement of independence by African colonies formerly
under British rule, further altering global geopolitics.

The mass production paradigm was transformed during the post-Ford-
ist era, as traditional industries engaging in mass production became crisis-
prone. Economic expansion shifted from the industrial sector to the tertiary
sector, marking the onset of the post-industrial phase. The developmental
trajectory encountered disruptions, exemplified by the two oil crises in the
1970s. In the global South (developing countries), the anticipated economic

237 Fenglin, H. (2020). Theory of Bipolar World: The Road to Communism Found in the
Evolutionary Structure of World History. Huang Fenglin.

238 peters, M. A. (2023). The emerging multipolar world order: A preliminary analysis. Ed-
ucational Philosophy and Theory, 55(14), 1653-1663.

151



transformation did not materialize, leading to persistent disparities. The
1980s witnessed the collapse of the socialist system, contributing to an in-
tensification of developmental lag. A process of increasing indebtedness
commenced, leading to a debt crisis and entrapment.

11.2. GATT - WTO

In 1944, amidst a devastated global economy, representatives from 44
nations convened at Bretton Woods to address the aftermath of the depres-
sion and World Wars. While the proposed International Trade Organization
(ITO) did not materialize, its core provisions found expression in the 1947
General Agreement on Tariffs and Trade (GATT), signed by 23 countries,
accounting for 80% of global trade at the time. It was initially conceived as
a temporary arrangement. It remained in force until the World Trade Organ-
ization (WTO) was established in 1995. GATT was not an organization but
an agreement, later supplemented by additional agreements. Its objective was
to dismantle barriers to international trade, as stipulated in Article 35. The
primary focus included the multilateral application of the Most Favored Na-
tion treatment (MFN) principle, extending to bi- and plurilateral agreements.
The permissible regulations were limited to tariffs. Furthermore, GATT
aimed to encourage consultation in trade-related matters.?%

GATT Rounds
Round Dates Value of No. of Notable Outcomes
Trade Countries

Geneva 1947 $10 billion 23 45,000 tariff cuts -- average
35 percent cut

Annecy 1949 n/a 13 tariff reductions

(France)

Torquauy 1950-51 n/a 38 tariff reductions

(England)

Geneva 1956 $2.5 billion 26 tariff reductions

Dillon Round  1960-61 $4.9 billion 26 tariff reductions

Kennedy 1962-67  $40 billion 62 35 percent average cut on

Round industrial goods; commit-
ments on use of anti-dump-
ing laws

239 O’Hara, C. (2021). Consensus decision-making and democratic discourse in the General
Agreement on Tariffs and Trade 1947 and World Trade Organisation. London Review of
International Law, 9(1), 37-68.
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Tokyo Round  1973-79  $155 billion 102 34 percent average cut on
industrial goods; commit-
ments on non-tariff

measures
Uruguay 1986-93  $3.7 trillion 123 services trade and intellec-
Round tual  property included;

"built-in agenda" on agricul-
ture, WTO institution cre-
ated
Doha Round 2001- n/a 148+ fully incorporates services

and agriculture, trade facili-
tation, development
agenda

Source: Unger, M. (2017). GATT rounds: Who, what, when. Hinrich Foundation

(https://www.hinrichfoundation.com/research/tradevistas/wto/gatt-rounds/)

During its existence, there were several rounds of negotiations aimed
at reducing tariffs and other trade barriers among participating countries.
These rounds played a crucial role in shaping the global trading system and
addressing various issues related to international trade.?®® The Geneva
Round (1947) was the first round of GATT; the participating countries
aimed to reduce tariffs and trade barriers and establish a framework for in-
ternational trade. Annecy Round (1949): Named after the French town
where the negotiations took place, this round focused on further tariff reduc-
tions. Torquay Round (1950-1951): The third round, held in Torquay, Eng-
land, resulted in the signing of the Torquay Protocol and marked substantial
tariff reductions. Geneva Il (1956): This round focused on extending tariff
reductions and addressing other trade-related issues. Dillon Round (1960-
1961): Named after U.S. Secretary of the Treasury Douglas Dillon, this round
aimed at further tariff reductions and included discussions on antidumping
measures. Kennedy Round (1964-1967): Named after U.S. President John
F. Kennedy, this round focused on reducing tariffs on industrial goods and
included discussions on anti-dumping measures and subsidies. Tokyo
Round (1973-1979): Held in Tokyo, Japan, this round addressed non-tariff
barriers to trade, including subsidies, technical barriers, and customs valua-
tion. Uruguay Round (1986-1994): The Uruguay Round was the most sig-
nificant and comprehensive GATT negotiation. It led to the creation of the
World Trade Organization (WTQ) in 1995, replacing the GATT. The Uru-
guay Round addressed various issues, including agriculture, intellectual
property, services, and dispute resolution mechanisms.

240 Goldstein, J., & Gulotty, R. (2022). Trading away tariffs: The operations of the GATT
system. World Trade Review, 21(2), 135-158.
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GATT vs. WTO

Aspect GATT WTO
Establishment 1947 1995
Purpose Tariff reduction Comprehensive trade rules, in-

cluding services, intellectual prop-
erty, and dispute resolution

Nature Agreement International Organization
Legal status Temporary Permanent
Coverage Limited to trade ingoods ~ Broader scope covering not only

trade in goods but also services,
intellectual, property, and more

Decision-making Consensus Consensus and voting (some
cases)
Dispute resolution Limited More robust dispute settlement
mechanism

Most Favored Nation Yes Yes

(MFN) treatment

Specific agreements Several Numerous agreements covering
various aspects of trade

Secretariat No Yes (WTO Secretariat)

Source: own compilation of the author

The World Trade Organization (WTQO) was established in 1995 as
the successor to the General Agreement on Tariffs and Trade (GATT)
through the Marrakesh Agreement. It is headquartered in Geneva, and cur-
rently, 164 countries are members; the European Union is also a separate
member. The primary objective of the WTO is to liberalize international
trade by gradually reducing or eliminating both tariff and non-tariff trade
barriers. Its goals include raising the standard of living, achieving full em-
ployment, continually increasing incomes and demand, and expanding pro-
duction and international trade. The organization operates based on several
core principles:?4

e Reciprocity Principle: The principle of reciprocity forms the basis
for trade facilitation, making it easier to break down market protec-
tion barriers for countries, politicians, and society alike.

o Institutionalization of Concessions: The WTO formalizes trade fa-
cilitations achieved among the world's countries through written
agreements. These agreements become accountable and obligatory,
as they are recorded in written contracts.

241 Hoekman, B. (2002). The WTO: functions and basic principles. Development, Trade, and
the WTO: A Handbook. Washington, DC: World Bank, 41-50.
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¢ Principle of Consultation: Disputes are resolved through negotia-
tions, emphasizing the importance of resolving contentious issues
through dialogue.?*?

e Transparency: The conditions for market access in export markets
are transparent, ensuring clear visibility into the terms and condi-
tions for entering these markets.

Agreements
1947  General Agreement on Tariffs and Trade
1995  General Agreement on Trade in Services
1995  The Agreement on Trade-Related Aspects of Intellectual Property
Rights
1995  Agreement on Trade-Related Investment Measures
1995  Dispute Settlement System
Source: own compilation of the author

The General Agreement on Tariffs and Trade (GATT) was established
in 1947 as a comprehensive treaty addressing global trade issues. The Gen-
eral Agreement on Trade in Services (GATS) began in 1995, focusing spe-
cifically on the liberalization and regulation of international trade in services.
The Agreement on Trade-Related Aspects of Intellectual Property Rights
(TRIPS) was also established in 1995, providing a framework for regulating
intellectual property rights within the context of international trade.?*® The
Agreement on Trade-Related Investment Measures (TRIMs) was introduced
in 1995, aiming to address and regulate trade-related investment measures
among member countries. In 1995, the Dispute Settlement System (DSS)
was established as a mechanism within the international trading system to
address and resolve disputes arising between member countries.

11.3. COMECON

The Council for Mutual Economic Assistance (COMECON) was in-
itiated in 1949, through a Soviet proposal, representing a framework for eco-
nomic collaboration among socialist countries. Notably, the Marshall Plan
did not extend to the Soviet Union. The organization aimed to foster planned

242 palmeter, D., Mavroidis, P. C., & Meagher, N. (2022). Dispute Settlement in the World
Trade Organization. Cambridge University Press.

243 Davey, W. J., & Zdouc, W. (2010, April). The Triangle of TRIPs, GATT and GATS. In
Intellectual Property: Trade, Competition, and Sustainable Development The World Trade
Forum, Volume 3 (Vol. 3). University of Michigan Press.
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economies and mutual dependence among its member states, with a focus on
supporting the weaker states in catching up, primarily through strategies of
the division of labor and specialization. Founding members of Comecon in-
cluded the Soviet Union, Bulgaria, Czechoslovakia, Poland, Hungary, and
Romania. Albania joined in 1949, followed by the German Democratic Re-
public (1950), Mongolia (1962), Cuba (1972), and the Democratic Republic
of Vietnam (1978).2** Yugoslavia participated as an associated member. The
organization played a significant role in coordinating economic policies
among socialist states until its dissolution in 1991 in Budapest. The structure
and objectives of Comecon bore some resemblance to the European Eco-
nomic Community.?*> Additionally, Comecon's counterpart in the socialist
bloc mirrored the North Atlantic Treaty Organization (NATO) in the capital-
ist bloc, known as the Warsaw Pact.

EEC vs. COMECON

Feature European Economic

Council for Mutual Economic

Community (EEC)

Formation 1957
Initiators France, Italy, West Germany,
Belgium, Luxembourg, Nether-
lands
Objective Economic integration among
member states, forming a com-
mon market
Primary Promoting free movement of
Focus goods, services, capital, and peo-
ple among member states
Approach Capitalist, market-oriented econ-
to Econ- omy
omy
Key Princi-  Four Freedoms: Free movement
ples of goods, services, capital, and
people
Members Evolved into the European Union

(EV) with multiple member states
(27 members)

Assistance (COMECON)
1949
Soviet Union, Bulgaria, Czechoslo-
vakia, Poland, Hungary, Romania

Economic collaboration among so-
cialist countries with a focus on
planned economies
Coordination of economic policies
and mutual dependence among
member socialist states
Socialist, planned economy

Mutual assistance, planned econo-
mies, division of labor

Included the Soviet Union, Bulgaria,
Czechoslovakia, Poland, Hungary,
Romania, and other socialist states
(Yugoslavia participated as an asso-
ciated member)

244 pelzman, J. (1977). Trade creation and trade diversion in the Council of Mutual Economic
Assistance 1954-70. The American Economic Review, 67(4), 713-722.

245 Godard, S. (2018). The Council for Mutual Economic Assistance and the failed Coordi-
nation of Planning in the Socialist Bloc in the 1960s.
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Dissolu- Transformed into the European Dissolved in 1991

tion Union in 1992/39

Military Primarily an economic organiza- ~ Focused on economic collaboration
Compo- tion but lacked a military component;
nent countries had separate military alli-

ances (e.g., Warsaw Pact)
Source: own compilation of the author

1.4. EEC - EU

In 1951/52, the signing of the Paris Treaty marked a seminal moment
in European integration, giving rise to the European Coal and Steel Com-
munity (ECSC).?*® This historic agreement involved the collaboration of the
Benelux countries, France, West Germany, and Italy, with the overarching
objective of integrating the coal and steel industries among these nations.
Spearheaded by visionaries Jean Monnet and Robert Schuman, this initiative,
known as the Schuman Plan, laid the foundation for supranational coopera-
tion and played a pivotal role in the broader European integration process.?*’

Building upon the momentum generated by the ECSC, the Treaty of
Rome |, signed in 1957/58, led to the establishment of the European Eco-
nomic Community (EEC). Emphasizing economic integration, the EEC
aimed to create a common market, promoting the free movement of goods,
services, capital, and labor among its member states. Simultaneously, the
Treaty of Rome Il brought into existence the European Atomic Energy Com-
munity (Euratom), fostering collaborative efforts in developing and utilizing
nuclear energy for peaceful purposes.

246 Mason, H. L. (2013). The European coal and steel community: experiment in suprana-
tionalism. Springer.

247 Bullen, R. J. (2024). An Idea Enters Diplomacy: The Schuman Plan, May 1950. In Ideas
into Politics (pp. 193-204). Routledge.

Ciappi, E. (2023). A Reappraisal of the Origins of European Integration: From Wartime
Planning to the Schuman Plan. Journal of Contemporary History, 58(4), 676-696.
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Development of EEC to EU
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Source: https://en.wikipedia.org/wiki/European_Union

The EEC was also known as the European Common Market in English-
speaking countries and was sometimes referred to as the European Commu-
nity even before it was officially renamed as such in 1993. By the Maastricht
Treaty in 1992/93, the EEC transformed into the European Union (EU).?#

The Union establishes a customs union, which encompasses total trade
in goods and includes the prohibition of import and export duties and charges
having equivalent effects among the member states. Moreover, it introduces
a common customs tariff in its relations with third countries. The Council
determines the tariff rates of this common customs tariff based on proposals
from the Commission. The elimination of quantitative restrictions among

248 Dubinka-Hushcha, L. (2020). An Overview of Denmark and Its Integration with Europe:
1940s to the Maastricht Treaty in 1993.

Tizzano, A. (2022). Thirty years since the Maastricht Treaty. Yearbook of European Law,
41, 3-10.
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member states is also a part of this arrangement. The abolishment of internal
customs borders was a gradual process initiated by the Rome Treaty, aiming
to reduce and eventually eliminate customs duties. During the initial reduc-
tion, member states introduced duty rates for all products that were 10%
lower than the basic duty. Member states and their authorities found them-
selves in an ambivalent position, as they sought to protect their producers
while justifying their existence. In 1988, the Unified Administrative Docu-
ment was introduced, and since, 1993, there have been no customs formali-
ties when crossing borders within the EU. This was facilitated by Regulation
2913/92/EEC establishing the Community Customs Code. The introduction
of the EU Customs Code in 1993 streamlined and simplified customs proce-
dures, rendering 60 million forms obsolete.?*® The EU Customs Code is reg-
ulated by Regulation (EU) No 952/2013 of the European Parliament and the
Council 2%

Common Market, Internal Market and Single Market

Aspect Common Market Internal Market Single Market
Objective Economic cooperation  Elimination of trade ~ Harmonization of laws
and integration barriers and regulations
Scope Limited to economic Broader, includes Comprehensive, co-
aspects economic coopera-  vers goods, services,
tion capital, and labor
Trade Barri- Reduces tariffs and Focuses on elimi-  Seeks to eliminate all
ers quotas nating trade barriers barriers to trade
Regulatory Limited harmonization ~ Emphasizes regula-  Aims for a high degree
Harmony of regulations tory alignment of harmonization
Movement Limited freedom of Expands freedom of Encourages free
of Factors movement of labor movement of labor ~ movement of goods,
services, capital, and
labor
Legal Generally relies on in- Gradual shift to- Strong reliance on su-
Framework  tergovernmental agree- wards supranational  pranational laws and
ments laws institutions
Example European Economic European Single European Single
Community (EEC) Market (EV) Market (EV)

Source: own compilation of the author

249 Diir, A., Moser, C., & Spilker, G. (2020). The political economy of the European Union.
The Review of International Organizations, 15, 561-572.
250 Fabio, M. (2020). Customs law of the European Union. Kluwer Law International BV.
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The common market is seen as an initial step in the progression to-
ward establishing a single market. They are typically emerging from a free
trade area characterized by the absence of tariffs on goods and a relatively
unrestricted flow of capital, workers, and services; a common market is char-
acterized by progress in these areas but may not be as advanced in addressing
other impediments to trade. The single market is a specific term referring to
the EU's internal market, emphasizing eliminating all non-tariff barriers and
creating a harmonized regulatory framework.?®* The single market goes be-
yond the physical removal of borders; it seeks to standardize regulations,
product standards, and other aspects of economic activity across member
states. It involves developing and implementing common policies and regu-
lations to ensure a level playing field and fair competition among businesses
operating in the EU. The single market concept aims for deeper integration,
striving for a uniform and consistent application of rules and standards across
the entire EU territory. The Intra-EU trade operates on the principle of the
four freedoms, which are fundamental pillars of the internal market, foster-
ing the free movement of goods, services, capital, and people.?>? The free
movement of goods ensures the unrestricted movement of goods within the
EU member states. Barriers to trade, such as customs duties and quantitative
restrictions, are eliminated to create a single market for goods. The free
movement of services allows service providers to operate across EU borders
without facing discriminatory barriers. It aims to create a seamless market
for services, promoting competition and choice for consumers. The free
movement of capital facilitates the flow of capital between EU member states
without restrictions. It promotes financial integration and efficient capital al-
location across borders (Europen Banking Union and the Capital Markets
Union).2* The free movement of persons enables EU citizens to live, work,
study, and retire in any EU member state. It includes the right to enter, reside,
and move freely within the EU, fostering cultural exchange and labor mobil-
ity. These four freedoms are enshrined in the foundational treaties of the EU
and are essential for the functioning of the internal market. They contribute
to the development of a common economic space, ensuring that individuals,
businesses, and investors can benefit from the advantages of a unified and
integrated European market.

251 Mortelmans, K. (1998). The common market, the internal market and the single market,
what's in a market?. Common Market Law Review, 35(1).

252 Barnard, C. (2022). The substantive law of the EU: the four freedoms. Oxford university
press.

28 Vértesy, L. (2019). The legal and regulatory aspects of the free movement of capital -
towards the Capital Markets Union. Jogelméleti Szemle 20 (4) 110-126.
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In response to these developments, 1960 witnessed the creation of the
European Free Trade Association (EFTA) by the United Kingdom, Aus-
tria, Denmark, Portugal, Sweden, and Norway. Designed as an alternative for
countries either unwilling or unable to join the EEC, EFTA provided a plat-
form for economic collaboration without the full integration commitments of
the EEC.2> Over time, EFTA expanded its membership to include Switzer-
land, Iceland, and Liechtenstein, offering flexibility for nations in their
unique paths in the evolving European economic cooperation.

11.5. Other International Organizations

The United Nations (UN) was founded in 1945, with its headquarters
in New York. Its primary objective is to prevent wars and provide a platform
for countries to discuss and address their problems. The United Nations Eco-
nomic and Social Council (ECOSOC) is a central organization within the
UN, established to develop world trade and improve international trade con-
ditions. Its work is carried out through regional economic commissions or-
ganized by continents, such as the UN Economic Commission for Europe
(ECE), UN Economic Commission for Africa (ECA), UN Economic Com-
mission for Latin America and the Caribbean (ECLAC), UN Economic and
Social Commission for Asia and the Pacific (ESCAP), and UN Economic
and Social Commission for Western Asia (ESCWA). The United Nations
Conference on Trade and Development (UNCTAD) aims to assist devel-
oping countries' economies through international trade relations. It prepares
comprehensive international agreements, focusing on international commod-
ity agreements, agreements on transit trade for landlocked countries, the gen-
eral system of preferences achieved in the GATT, and a technology transfer
code specifically emphasizing the interests of developing countries.?>® The
United Nations Commission for International Trade Law (UNCITRAL),
initiated at the behest of Hungary, focuses on developing and harmonizing
international trade law. It revises international agreements based on the in-
terest model of developed industrial countries to ensure the representation of
the interests of developing nations, including the creation of model laws.?®

254 Kaiser, W. (1997). Challenge to the community: the creation, crisis and consolidation of
the European Free Trade Association, 1958-72. Journal of European Integration History,
3(1), 7-33.

25 Mingst, K. A., Karns, M. P., & Lyon, A. J. (2022). The United Nations in the 21st century.
Routledge.

2% Bermann, G. A. (2023). The uncitral model law at the US state level. Arbitration Inter-
national, 39(2), 172-190.
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Its areas of expertise include bank guarantees, letters of credit, arbitration,
transportation, and, notably, the 1980 Vienna International Sales Conven-
tion.

The Organization of Economic Co-operation and Development
(OECD) traces its origins to the Organisation for European Economic Coop-
eration (OEEC), which coordinated the Marshall Plan in Europe. Established
in 1961 with its headquarters in Paris, the OECD's primary objective is to
assist member countries' governments in formulating and evaluating the most
effective economic and social policies, as detailed in its extensive publica-
tions. The organization engages in various research areas, including combat-
ing aging, addressing issues of corruption, exploring new corporate govern-
ance methods, focusing on education and training, analyzing electronic com-
merce, promoting job creation, formulating macroeconomic policies, imple-
menting regulatory reforms, fostering sustainable development, examining
tax policies, and studying international trade.?®” Currently, the OECD has 35
member countries, and within its organizational structure, it includes the
Council, whose members are represented by delegations led by ambassadors,
and the Secretariat, led by the Secretary-General. The organization operates
through eight important directorates and five additional centers, including the
International Energy Agency (IEA) and the Nuclear Energy Agency (NEA).
Additionally, approximately 200 committees, working groups, and expert
groups function within the OECD, contributing to its extensive work in shap-
ing global economic cooperation and development policies.

The World Customs Organization (WCQO), established in 1952 as an
intergovernmental organization with its headquarters in Brussels, comprises
165 customs authorities representing 99% of global trade. Functioning in tan-
dem with the World Trade Organization (WTQO), the WCO addresses the
technical aspects of agreements concerning Customs Valuation and Rules of
Origin. Key thematic areas within the WCO include the development of in-
ternational conventions, classification and valuation of goods, rules of origin,
collection of customs revenues, supply chain security, facilitation of interna-
tional trade, customs enforcement activities, support for intellectual property
rights, combating drug trafficking, addressing illegal arms trade, promoting
integrity, supporting sustainable capacity building, and undertaking customs

Rodrigues, B. S. (2021). UNCITRAL and the Governance of International Investments.
Transnational Actors in International Investment Law, 1-18.

257 Canton, H. (2021). Organisation for Economic Co-Operation and Development—OQOECD.
In The Europa Directory of International Organizations 2021 (pp. 677-687). Routledge.
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reforms and modernization efforts.?® The International Convention on the
Harmonized Commaodity Description and Coding System (Harmonized
System, HS) was adopted in 1983, providing a unified classification for ap-
proximately 5,000 products with a six-digit standardized coding system.>°
The WCO plays a pivotal role in harmonizing and facilitating global customs
procedures, ensuring the efficient management of international trade activi-
ties.

The International Chamber of Commerce (ICC), founded in 1919
with its headquarters in Paris, represents the interests of thousands of busi-
nesses from over 130 countries.?® It actively promotes and facilitates inter-
national activities and relationships, convening its World Congress every
three years. The primary objective of the ICC is to support global trade and
globalization, fostering the development of the world economy and interna-
tional trade under conditions of fair international competition. One of its key
functions is the development of international trade standards, which, while
not mandatory norms, gain validity based on contractual agreements between
parties. The ICC is responsible for formulating Incoterms, including the
2020 edition (International Commercial Terms), using three-letter codes pri-
marily related to freight parities.?5!

2% gosnow, C. (2021). Forward: The OECD, World Customs Organization, and Member
Country Leadership in Combatting Customs & Border Corruption. Global Trade and Cus-
toms Journal, 16(9).

29 Du, S., Wu, Z., Wan, H., & Lin, Y. (2021, May). HScodeNet: Combining Hierarchical
Sequential and Global Spatial Information of Text for Commodity HS Code Classification.
In Pacific-Asia Conference on Knowledge Discovery and Data Mining (pp. 676-689). Cham:
Springer International Publishing.

260 David, T., & Eichenberger, P. (2023). *A world parliament of business’? The Interna-
tional Chamber of Commerce and its presidents in the twentieth century. Business History,
65(2), 260-283.

%1 Agaoglu, C. (2020). Incoterms® 2020. Public and Private International Law Bulletin,
40(2), 1113-1149.

Davis, J., & Vogt, J. (2022). Incoterms® 2020 and the missed opportunities for the next
version. International Journal of Logistics Research and Applications, 25(9), 1263-1286.
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Incoterms 2020
INCOTERMS 2020
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Source: Velotrade (2023). What are InCoTerms? (https://www.velotrade.com/blog/what-is-
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These terms cover various aspects of international trade, such as inter-
national shipment, sales, transportation, electronic data exchange, insurance
contracts, delivery of goods, assumption of risk, notification, inspection,
costs, and more. Freight parity refers to the geographical point where trans-
portation-related costs transfer from the seller to the buyer. One-point clauses
(E, F, D groups) signify that the cost and risk shift at the same geographical
point, while two-point clauses (C group) indicate that the cost and risk trans-
fer at different geographical points. The ICC also plays a crucial role in the
Uniform Customs and Practice for Documentary Credits (UCP 600),
providing standardized rules for documentary credits. Additionally, the ICC
provides model contracts to assist businesses in creating reliable and stand-
ardized agreements. 62

The TIR Convention (1975), which stands for Transports Interna-
tionaux Routiers or International Road Transport, constitutes a system for
transporting goods and customs items applicable to the road freight traffic
between contracting countries. Established in 1975, this convention suc-
ceeded the 1959 TIR Convention, which replaced the 1949 TIR Agreement

262 Yen Low, H. (2010). UCP 600: the new rules on documentary compliance. International
Journal of Law and Management, 52(3), 193-210.
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among several European countries.?®® Adopted under the auspices of the
United Nations Economic Commission for Europe (UNECE), it currently has
68 member countries. The TIR Convention ensures the relatively smooth op-
eration of east-west international road freight transport across the continent.
Under its jurisdiction, goods carried by road transport are exempted from the
obligation to pay duties, taxes, and other fees (ancillary costs) in intermediary
countries, thanks to the TIR Carnet (international customs document). A ve-
hicle or vehicle-train suitable for international road freight transport operat-
ing under the coverage of the TIR Convention is exempt from adhering to
the formalities of different customs regulations in various states. This exemp-
tion applies when the transportation activities are conducted with the TIR
document and fall under the coverage of the TIR Convention. Implementing
the TIR Convention within member countries is overseen by the Interna-
tional Road Transport Union (IRU), operating under the United Nations
Economic Commission for Europe (UNECE) mandate. The IRU ensures the
enforcement of decisions and provisions that are binding on member coun-
tries.

The World Economic Forum (WEF), established in 1971 in Geneva
and headquartered in Cologny, Switzerland, is an international organization
operating in foundation form as a non-profit, non-governmental entity. It is
not affiliated with national or political interest groups. One of its most re-
nowned events is the annual economic summit held in Davos, Switzerland,
where influential politicians, business leaders, intellectuals, and scholars dis-
cuss significant global challenges.?®* The WEF is best known for its Global
Competitiveness Report (GCR), an annual publication that assesses the com-
petitiveness of individual national economies in the global marketplace. The
countries in the report are ranked based on their competitiveness using the
Global Competitiveness Index (GCI) values.

263 Macedonia, N., & Arabia, S. (2021). Amendments to the Customs Convention on the
International Transport of goods under cover of TIR carnets (TIR Convention 1975) Ac-
cording to UN Depositary Notification CN. 370.2021. TREATIES-XI. A. 16 the following
amendments to the TIR Convention enter into force on 4 February 2022 for all Contracting
Parties.

264 Friesen, E. (2020). The World Economic Forum and Transnational Networking. Emerald
Publishing Limited.

165



12. Regional Integrations and Cooperation

Regional integrations have played a significant role in the post-World War Il
development of the global economy. The theoretical foundations were laid
by Béla Balassa in 1961 with his work The Theory of Economic Integra-
tion.?% In the 1950s and 1960s, regional integrations often aimed to protect
against external economic impacts, such as tariffs, but these attempts were
unsuccessful. Cooperation among countries with similar levels of develop-
ment was a common goal during this period, and there was a notable anti-
USA sentiment. The 1990s marked the era of open or new regionalism, pro-
moting the world market integration of member countries. This phase also
involved harmonizing internal regulations among member countries to create
common policies. The objectives of new regionalism extended beyond trade,
encompassing the free flow of technologies, incentivizing investments, and
ensuring freedom in the services sector. Various regional integrations
emerged, bringing together countries with different levels of development,
sizes, and economic strengths. The strengthening of competitors influenced
the change in the USA's behavior towards regionalization efforts. In contem-
porary times, regionalization and globalization trends coexist, reflecting the
complex dynamics of the international economy.

Inter-governmental vs. Supranational integration

Aspect Inter-governmental Supranational
Cooperation Cooperation
Decision-making  In the hands of representatives Certain organs or organiza-
authority of member states tions vested with decision-mak-
ing authority
Binding deci- Decisions do not bind individual ~ Decisions are binding on mem-
sions member states ber states
Approval re- Approval of all member states Not all states' consent is nec-
quirement may be required essary for mandatory decisions
Enforcement Decisions are not directly en- Decisions can be directly en-
forceable by international organi-  forced within member states'
zations territories
Financial sup- Supported by membership fees  May autonomously access cer-
port paid by member states tain financial resources of
member states

Source: own compilation of the author

265 Balassa, B. (1961). The Theory of Economic Integration. Routledge Revivals. Balassa,
B. (1966). Toward a theory of economic integration. Toward a theory of economic integra-
tion.
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The international cooperation can be inter-governmental or suprana-
tional. In inter-governmental cooperation, the decision-making authority
lies in the hands of representatives of member states. Even in important mat-
ters, decisions made by bodies consisting of representatives of states do not
bind individual member states. Furthermore, even mandatory decisions
adopted by such bodies cannot be directly enforced by international organi-
zations. The financial support for the organization's activities is ensured
through the membership fees paid by member states. The supranational co-
operation involves organizations or certain organs of organizations being
vested with the authority to make decisions binding on member states.?®® Un-
like in inter-governmental cooperation, not all states' consent is necessary for
mandatory decisions. The organization can make decisions that can be di-
rectly enforced within the territories of member states without the need for
internal legal transformations. The organization may also autonomously ac-
cess certain financial resources of member states.

Integration Types

RICSETChI(EIM  The participating countries give each other trade concessions (lower
zone tariffs)

Free trade Members break down trade barriers between themselves (liberaliza-
area tion), but independent trade policy with 3rd countries

Customs Free trade between the member countries and common foreign trade
union policy with third countries

Common In addition to goods, the flow of services, capital and labor is also lib-
Market eralized, customs and quantitative barriers are eliminated, but not fully
An improved version of this is the single market: harmonization of
physical, (borders), technical (standards) and financial (tax rules) rules
Economic Integration is the coordination of national economic policies
union Full economic integration: unified monetary and exchange rate policy
— introduction of a common currency (monetary union) + budgetary
and fiscal union as well...
Political Also achieves the unification of the political institutional system (legis-
union lation, governance); establishment of a supranational authority
Source: own compilation of the author based on Balassa, B. (1961). The Theory of Economic

Integration. Routledge Revivals. Balassa, B. (1966). Toward a theory of economic integra-
tion. Toward a theory of economic integration.

266 Beck, T., Silva Buston, C., & Wagner, W. (2022). Supranational cooperation and regula-
tory arbitrage.
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In Balassa's systematization, the preferential zone involves participat-
ing countries providing each other with trade concessions, typically in the
form of lower tariffs. Moving a step further, the Free Trade Area is charac-
terized by member states breaking down trade barriers among themselves
through liberalization. However, they maintain independent trade policies
when dealing with third countries. On the other hand, a customs union not
only fosters free trade among member countries but also adopts a unified
external trade policy towards third nations.?%” Progressing towards deeper in-
tegration, the common market not only liberalizes the flow of goods but
extends this approach to services, capital, and labor. This level of integration
aims to remove tariff and quantitative barriers but does not achieve complete
harmonization. An advanced form of the common market is the single mar-
ket, which goes beyond liberalizing goods and includes harmonization of
regulations, covering physical (borders), technical (standards), and financial
(taxation rules) aspects. Taking integration to a higher level, the economic
union, or complete economic integration, involves the coordination of na-
tional economic policies. This might include a unified monetary and ex-
change rate policy leading to the introduction of a common currency (mone-
tary union). There may also be discussions of fiscal and budgetary union.
Finally, a political union represents the highest degree of integration, where
the harmonization extends to the political-institutional framework, encom-
passing legislation and governance. Often, this involves the establishment of
supranational authorities to oversee and coordinate policies among member
states.

%7 Lipsey, R. G. (1960). The theory of customs unions: A general survey. The economic
journal, 70(279), 496-513.
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Economic Integrations

M Economic and monetary unions (CSME/ECS, EU/E W Common markets (EEA, EFTA, CES)
M Economic unions (CSME, EU) Customns unions (CAN, CUBKR, EAC, EUCU, MERCOSUR, SACU)
[ Customs and monetary unions (CEMAC/franc, UEMOA/franc) W Multilateral Free Trade Areas (AFTA, CEFTA, CISFTA, COMESA, GAFTA, GCC, NAFTA, SAFTA, SICA, TPP)

Source: Regional economic groups / blocs. Triple A Learning topic pack for business organ-
isation and environment. (https://textbook.stpauls.br/Business_Organization/page_145.htm)
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12.1. Europe

In 1960, the European Free Trade Association (EFTA) was initiated
and organized by the British as a counterbalance to the influence of the Eu-
ropean Community (EC). It served as an alternative for countries that either
did not want or could not join the European Economic Community (EEC).
In 1966, the free trade of industrial products was realized. EFTA's members
include Norway, Switzerland, Iceland, and Liechtenstein (earlier along with
Austria, Denmark, the United Kingdom, Portugal, and Sweden which are al-
ready EU members).?%8 Although its significance is relatively small, the in-
tegration within EFTA has been strengthening over time. In 2001, during the
Vaduz Convention, agreements were reached on the free flow of services,
capital, and the movement of people. Economic and social cooperation in
various areas also solidified the ties between EFTA member states. The true
significance of EFTA can be understood in the context of its relationship with
the EU.

In 1977, the free trade of industrial products was realized between the
European Free Trade Association (EFTA) member countries and the Euro-
pean Economic Community (EEC). The European Economic Area (EEA)
was established in 1992, becoming effective in 1994. Currently, it encom-
passes the 27 EU member states and three EFTA member states. Notably,
Switzerland is not a member of the European Economic Area but engages in
bilateral agreements with the EU. The EEA facilitates the free movement of
goods, services, persons, and capital between the EU and the three EFTA
member states. Furthermore, it extends the regulatory framework of the EU's
single internal market. However, it is essential to note that the EFTA coun-
tries maintain independent trade policies with third countries, as they do not
form a customs union with the EU.

The Central European Free Trade Agreement (CEFTA), estab-
lished in 1992 and effective from 1993, stands as the most significant inte-
gration initiative in the Central European region. The founding countries in-
clude the Czech Republic, Slovakia, Poland, and Hungary. The primary ob-
jective of CEFTA is to create industrial free trade and facilitate the European
integration process.?®® To achieve this, a categorization of manufactured
goods was implemented, comprising three groups: the acceleration list,

268 Kaiser, W. (1997). Challenge to the community: the creation, crisis and consolidation of
the European Free Trade Association, 1958-72. Journal of European Integration History,
3(1), 7-33.

269 Crudu, R., Sirbu, O., & Ignatov, A. (2018). Central European Free Trade Agreement: did
the initiative prove its commitments?. Eastern Journal of European Studies, 9(1), 45-62.
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which immediately liberalized the trade of these products; the normal group,
which reduced tariffs to zero by 1997; and sensitive products, for which trade
barriers were dismantled by 2001. Agricultural product liberalization pro-
gressed slowly. The conditions established after the 2005 conference in Za-
greb included requirements such as World Trade Organization (WTO) mem-
bership or adherence to WTO rules, any EU association agreement, and a
free trade agreement with current CEFTA member countries. CEFTA cur-
rently comprises seven members: Macedonia, Albania, Bosnia and Herze-
govina, Kosovo, Moldova, Montenegro, and Serbia. Several countries opted
for EU accession, leading to their withdrawal from CEFTA (Croatia, Roma-
nia, Bulgaria, Czech Republic, Poland, Hungary, Slovakia, and Slovenia).2"

The Organization of the Black Sea Economic Cooperation (BSEC)
was established in 1992 with 11 member countries: Albania, Armenia, Azer-
baijan, Bulgaria, Georgia, Greece, Moldova, Romania, Russia, Turkey,
Ukraine, and Serbia.?’* Its objectives include fostering increased trade and
investments among member states, with a long-term goal of establishing a
free trade zone. The organization also seeks cooperation in various areas such
as energy policy, tourism, and aims to reduce tariffs and other trade barriers.
Additionally, BSEC aims to simplify border procedures. However, political
differences among member countries pose challenges to its objectives.

The Commonwealth of Independent States (CIS) was established in
1991 by 11 former Soviet republics, including Russia, Belarus, Ukraine, Ar-
menia, Azerbaijan, Kazakhstan, Kyrgyzstan, Tajikistan, Turkmenistan (as an
associate member), Uzbekistan, Moldova, and Georgia. Its goal is to create
a common market, but economic integration progresses slowly, and there is
clear Russian dominance within the political alliance. There are some inte-
gration attempts within the C1S.2’2 The Organization for Democracy and
Economic Development (GUAM) was formed in 1997 to weaken Russian
influence. Members include Georgia, Ukraine, Azerbaijan, and Moldova
(Uzbekistan withdrew). The Common Economic Space (2003) aimed to es-
tablish a common market with members Russia, Ukraine, Belarus, and Ka-
zakhstan. The Eurasian Economic Community (EurAsEC, 2000-2014) fo-
cused on a customs union with members Belarus, Kazakhstan, Kyrgyzstan,
Russia, and Tajikistan. The Eurasian Economic Union (EEU, 2015) aims

270 Feruni, N., & Hysa, E. (2020). Free trade and gravity model: Albania as part of central
European free trade agreement (CEFTA). In Theoretical and Applied Mathematics in Inter-
national Business (pp. 60-90). IGI Global.

21 Sabanci, E. (2013). Organization of the Black Sea economic cooperation. Engin Sabanci.
272 godikovich, T. K. (2021). Europe and the Commonwealth of Independent States. Hayxa,
mexHuxa u o6pazosanue, (6 (81)), 42-44.
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to facilitate the free flow of capital and services, with members Russia, Ka-
zakhstan, Belarus, Armenia, and Kyrgyzstan. The integration efforts were
inspired by the European Union, but the CIS denies adherence to EU princi-
ples.?™

In the case of Russia and Belarus, since 1999, the two countries have
an agreement for closer cooperation. The establishment of the Russia-Bela-
rus Union State signifies their ongoing collaboration. In 2021, a 28-point
agreement on economic integration was reached, aiming for a federal pro-
gram to harmonize legislation across various economic areas. Key aspects
include integrating and harmonizing monetary and payment systems, princi-
ples of indirect tax collection, mutual access to public procurement, general
macroeconomic policies, and creating joint oil and gas markets (scheduled).
The program also addresses counterterrorism efforts, migration, and joint
military exercises. While general information has been provided, specific de-
tails of the implementation of the 28 cooperation programs are not yet
known, with major components expected to materialize between 2021 and
2023.24

The Baltic Free Trade Area (BAFTA) operated from 1994 to 2004,
with its members being the Baltic countries of Latvia, Estonia, and Lithuania.
Initially focused on industrial free trade, it expanded the scope in 1997 to
include agricultural products.?”® All three member countries joined the Euro-
pean Union in 2004.278

213 Yarashevich, V. (2021). The Eurasian Economic Union as a regional development pro-
ject: expectations and realities. Area Development and Policy, 6(1), 82-105.

Dragneva, R., & Hartwell, C. A. (2021). The Eurasian Economic Union: Integration without
Liberalisation?. Post-Communist Economies, 33(2-3), 200-221.

214 Kazharski, A., & Makarychev, A. (2021). Belarus, Russia, and the escape from geopoli-
tics. Political Geography, 89, 1-3.

215 Kazlauskiene, N., & Meyers, W. H. (1999). The Baltic Free Trade Agreement In Agri-
culture: Early Results Of The Experiment. MOST: Economic Policy in Transitional Econo-
mies, 9(3), 291-305.

276 |_jargovas, P., & Papageorgiou, C. (2024). From the Inception of the EU to the Treaty of
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12.2. America

Until the 1980s, the United States did not see the need for regional
agreements, influenced by the Monroe Doctrine's principle of "America for
the Americans," articulated by James Monroe in 1823.2"” However, escalat-
ing global competition, European Union expansion, and East Asian integra-
tion processes prompted the U.S. to take steps to integrate. In 1988, a free
trade agreement was signed between the USA and Canada, which was even-
tually expanded in 1994 to include Mexico, leading to the establishment of
the North American Free Trade Agreement (NAFTA) with Canada, Mex-
ico, and the USA as members. NAFTA aimed to gradually remove trade bar-
riers, reducing tariffs on industrial goods, though certain areas like agricul-
tural and energy sectors remained sensitive. The member countries, each with
differing levels of development and size, sought diverse objectives. For the
USA, it meant gaining new markets, establishing investments, and securing
raw material supplies.?’® Meanwhile, for Canada and Mexico, which con-
ducted three-quarters of their foreign trade with the USA, and with a growing
influx of American operating capital, dependence on the U.S. became a de-
fining factor.?™

Subsequently, NAFTA was renegotiated and replaced by the United
States—Mexico—Canada Agreement (USMCA), which took effect in 2020,
lasting for 16 years with the possibility of renewal.?®° This agreement, one of
the world's largest free-trade areas covering 500 million people and a $26
trillion GDP, focused on automobile exports, steel and aluminum tariffs, and
the dairy, egg, and poultry markets. It incorporated intellectual property and
digital trade provisions, and adopted language from the Comprehensive and
Progressive Agreement for Trans-Pacific Partnership (CPTPP). Key changes
included enhanced environmental and labor regulations, increased U.S. auto
manufacturing incentives, expanded Canadian dairy market access, and
raised duty-free limits for Canadians purchasing U.S. goods online. Accord-
ing to the IMF, the expected impact of USMCA is modest, projecting a

217 "Monroe Doctrine". Oxford English Dictionary (3rd ed.). 2002.

Sexton, J. (2011). The Monroe doctrine: empire and nation in nineteenth-century America.
Hill and Wang. and Henry, M. (2012). "America for the Americans": Revisiting Monroe's
Message.

28 Villareal, M., & Fergusson, I. F. (2017). The North American Free Trade Agreement
(NAFTA).

219 Villarreal, A. M., & Fergusson, . F. (2020). NAFTA and the United States-Mexico-Can-
ada Agreement (USMCA). Congressional Research Service Report.

280 Komkova, E. G. (2020). United States-Mexico-Canada Agreement at the Finish Line.
USA & Canada: ekonomika, politika, kultura, (4), 43-57.
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0.35% increase in the U.S. real GDP and a 0.12% rise (176,000 jobs) in total
U.S. employment.

The Free Trade Area of the Americas (FTAA) remains unrealized,
with the United States aspiring to extend the integration process to the entire
American continent, excluding Cuba. In 1994, the Miami Declaration, signed
by 34 American states, laid the foundation, gaining prominence after the
2001 Summit in Quebec.?! Despite negotiations ending in failure and an un-
met 2005 deadline, the initiative holds promise for the USA as a 900 million
market with access to natural resources, inexpensive labor, and political in-
fluence. However, challenges such as significant development disparities,
varied sectoral interests, and anti-U.S. sentiments in Latin American coun-
tries cast doubt on its realization.?82

On the other hand, various South American integration efforts have
seen both successes and challenges. The South American Common Market
or Mercado Comun del Sur (MERCOSUR), established in 1991 by the
Asuncion Treaty, operates as a customs union with members Argentina, Bra-
zil, Uruguay, Paraguay, and Venezuela (since 2007), while associate mem-
bers Chile, Colombia, Ecuador, Peru, and Bolivia engage in a free trade
agreement.?® Despite successful trade expansion in the 1990s, trade disputes
arose in subsequent years.

The Union of South American Nations (USAN or UNASUR) origi-
nated from the 2004 Cusco Declaration to establish a regional union. 2008
the founding charter was adopted, but not all member states have ratified it.
Modeled after the European Union, it seeks to create an intergovernmental
community that includes a common currency, parliament, and passport, pos-
sibly by 2019. The heads of state of member countries convene annually,
while foreign ministers hold meetings every six months. The organization
features a permanent secretariat, a South American Parliament, and a central
bank known as the South Bank. The Executive Committee is responsible for
implementing political decisions made during meetings.?

281 Schott, J. J. (2002). Challenges to the Free Trade Area of the Americas. Electronic Jour-
nal of the US Department of State.

282 Stump, C. (1995). Free Trade Area of the Americas (FTAA). J. Int'l L. & Prac., 4, 153.
283 Botto, M. (2022). The challenges of economic integration in Latin America: searching
for consensus in contexts of globalization. The case of MERCOSUR (1991-2019). Global-
izations, 19(4), 555-570.

284 Comini, N. M., & Frenkel, A. (2020). UNASUR on the edge. In Regionalism under stress
(pp. 133-149). Routledge.
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The Latin American Integration Association (LAIA or ALADI),
formed in 1980 under the Montevideo Agreement, has struggled to achieve
its goal of a common market functioning as a slow-moving free-trade zone.
Originating from the 1969 Andean Common Market, the Andean Commu-
nity (CAN) aspires to be a customs union, although a common market is yet
to materialize.?®

The Caribbean Community and Common Market (CARICOM),
founded in 1973, seeks to create a common market in the Caribbean region,
comprising 15 full members and five associate members. It focuses on agri-
cultural, educational, energy, mining and natural resource-related, financial
and foreign affairs, science and technology, tourism and transport, and envi-
ronmental protection issues.?®® The Organisation of Eastern Caribbean
States (OECS), established in 1981, focuses on economic harmonization and
integration in the Eastern Caribbean. The Association of Caribbean States
(ACS or AEC), formed in 1994, emphasizes regionalism for political and
economic benefits across four main areas: trade, transportation, sustainabil-
ity, and natural resource management.

12.3. Asia

The Flying Geese Paradigm (FGP) is a model developed by Japanese
scholars to describe Southeast Asia's economic and technological develop-
ment. Originating in the 1930s, it gained popularity in the 1960s by Kaname
Akamatsu.?®” Notably, the model is based on dynamic comparative ad-
vantages and represents an international division of labor in East Asia.
Japan's growth and economic policies influenced other countries in the re-
gion, leading to a wave-like pattern of development spanning the entire area.
The paradigm identifies three waves of development:

Barros, P. S., & Gongalves, J. D. S. B. (2021). Crisis in South American regionalism and
Brazilian protagonism in Unasur, the Lima Group and Prosur. Revista Brasileira de Politica
Internacional, 64, e009.

285 Villarreal, J. F., Portugal Jesus, L. H., Carrion Loyola, A. A., & Quispe Robles, J. L.
(2023). A Review of Latin American Integration: From LAFTA to LAIA. Apuntes del
Cenes, 42(76), 227-256.

286 Hassanali, K. (2022). Examining Institutional Arrangements toward Coordinated Re-
gional Ocean Governance and Blue Economy Policy Development in the Caribbean Com-
munity (CARICOM). Coastal Management, 50(5), 385-407.

287 Akamatsu, K. (1962). A historical pattern of economic growth in developing countries.
The developing economies, 1, 3-25.
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Flying Geese Paradigm

Second Wave:

Philippines,
Indonesia,
Malaysia,
Japan Thailand
First Wave: Third Wave:
Developed Tigers: Vietnam,
South Korea, Hong Laos, China
Kong, Singapore,
Taiwan

Source: own compilation of the author

These waves symbolize the sequential development of countries in the
region, with each succeeding wave following the economic growth and pol-
icies of the leading countries in the previous wave. The Flying Geese Para-
digm captures the idea of a dynamic and evolving regional economic struc-
ture.

The Association of Southeast Asian Nations (ASEAN) was estab-
lished in 1967 through the Bangkok Declaration. It comprises 10 member
states: Indonesia, Malaysia, the Philippines, Singapore, Thailand, Brunei, Vi-
etnam, Laos, Myanmar, and Cambodia (1999). Initially, it had security policy
goals, countering the communist threat from China and the growing influ-
ence of Japan in the region. From 1977 onwards, ASEAN started providing
trade preferences, and in 1992, it decided to establish the ASEAN Free Trade
Area (AFTA) along with an industrial free trade agreement with China. By
1997, the goal was set for the free flow of capital and services alongside
goods by 2020. The liberalization process was faster between the founding
members and Brunei, while it progressed more slowly for Cambodia, Laos,
Myanmar, and Vietnam. The initiative is considered successful as trade bar-
riers decreased and intra-regional trade volume increased despite China not
being a member.?®8 The ASEAN Economic Community (AEC) has been
subject to scrutiny, with some studies, like Louangrath and Sutanapong
(2018), suggesting that it has not been entirely successful, showing negative

28 Haosheng, D., & Canyu, L. (2022). The role, achievements and challenges of the associ-
ation of southeast Asian nations (ASEAN). International Organizations: Serbia and Con-
temporary World, 2(4), 73-85.

176



impacts of -0.88 & 1.36 percentage points on GDP and -1.70 + 4.33 percent-
age points on exports. The ASEAN Free Trade Area (AFTA) was estab-
lished in 1992 in Singapore; currently, all 10 ASEAN member countries are
part of it.

The Arab Free-Trade Area (AFTA) has its roots in the Arab League
(1945) and the Arab Economic Unity Council (1962). The Arab Common
Market (ACM) was formed in 1965 by Egypt, Iraq, Jordan, and Syria, later
joined by Yemen, Libya, and Mauritania. It aimed to eliminate industrial and
agricultural tariffs and facilitate the free movement of goods and capital. In
1971, member countries removed their mutual tariffs, but trade barriers per-
sist. In 1998 the Greater Arab Free-Trade Area (GAFTA) was established to
remove trade barriers among member states. During the period from 1988 to
2005, engagements occurred within the GAFTA area and with 35 other ref-
erence countries.?®® By 2008, the AFTA currently has 22 member states.

The Gulf Cooperation Council (GCC) was established in 1981 as its
own economic community, and in 2007, it evolved into a genuine common
market during the Doha Summit. It achieved a customs union, allowing free
movement of capital, and citizens could freely work, settle, own property,
establish companies, study, and access healthcare. In 2012, the cooperation
expanded into other economic areas, aiming for a political union within the
Council. Its members include Kuwait, Qatar, the United Arab Emirates, Bah-
rain, Oman, and Saudi Arabia (KSA). The GCC has been successful due to
the similarity in development, small populations, high per capita GDP, geo-
graphical proximity, and similar interests in global politics.?®

The Organization of the Petroleum Exporting Countries (OPEC)
was founded in 1960, with its headquarters in Vienna since 1965. It is not a
real regional organization but rather a sectorial one.?®! Its member states col-
lectively own about two-thirds of the world's oil reserves and contribute 40%
to global oil production and half of the world's oil exports. The primary goal
of OPEC was to enhance its ability to counter the pressure from global com-

289 Abedini, J., & Péridy, N. (2008). The Greater Arab Free Trade Area (GAFTA): an esti-
mation of its trade effects. Journal of Economic Integration, 848-872.

2% Al-Naser, M., & Hamdan, A. (2021). The impact of public governance on economic
growth: Evidence from gulf cooperation council countries. Economics & Sociology, 14(2),
85-110.

291 \Wagner, H. L. (2009). The Organization of the Petroleum Exporting Countries. Infobase
Publishing.
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panies, particularly American, British, and Dutch corporations seeking to re-
duce oil prices during that time.?°> OPEC's 12 member states primarily con-
sist of Arab and developing countries, including Algeria, Angola, Gabon, In-
donesia, Iran, Irag, Kuwait, Libya, Nigeria, Qatar, Saudi Arabia, the United
Arab Emirates, Venezuela, and Ecuador. In 1967, during the six-day war
(Arab-lsraeli conflict), the Organization of Arab Petroleum Exporting
Countries (OAPEC) was formed. The Petrodollar system emerged during
the 1960s and 1970s when Saudi Arabia began pricing oil in U.S. dollars. In
return, the USA provided security guarantees. Other oil-exporting countries
adopted this practice, conducting oil transactions in U.S. dollars, as the dollar
remained the most widely used currency. Export revenues were also invested
in dollars, primarily in U.S. Treasury bonds. Despite the system's continued
strength, the 1980s saw many countries accumulating debt in dollars due to
the availability of cheap dollar loans. The Petrodollar system still stands
strong today, although the market has witnessed the emergence of Indian and
Chinese imports.?%3

12.4. Africa

The Arab Maghreb Union (AMU, or Union du Maghreb Arabe,
UMA), originated from initiatives by the Arab League in 1945. The term
maghrib as a toponym refers to the geographical region designated by Mus-
lim Arabs, stretching from Alexandria in the east to the Atlantic Ocean in the
west. Etymologically, it conveys the dual meanings of the western place/land
and the place where the sun sets. The idea for collaboration emerged in 1956
when Tunisia and Morocco gained independence. The AMU was officially
established in 1989 with the initial goal of forming a customs union, but its
current status is that of a free trade area. Its members include Algeria, Libya,

292 Karamelikli, H., Akalin, G., & Arslan, U. (2017). Oil exports and non-oil exports: Dutch
disease effects in the Organization of Petroleum Exporting Countries (OPEC). Journal of
Economic Studies, 44(4), 540-551.

2% Wagdi, O., Elnahrawy, A., & Habib, A. F. (2023, November). Petrodollar and De-dollar-
ization: A Survey from OAPEC Countries. In Wagdi O., Elnahrawy A., Fathi A.,(2023),
Petrodollar and De-dollarization: A Survey from OAPEC Countries, International Scientific
and Practical Conference “Priority Directions of Complex Socio-Economic Development
of the Region”(PDSED 2023), Section: Foreign Experience of Integrated Socio-econom.
Wagdi, O., & Habib, A. F. (2022). The Petrodollar after February 2022: A Survey from
AOPEC Countries. Journal of Management Research, 41(4).
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Morocco, Mauritania, Tunisia, and (Western Sahara).?®* Despite the strong
support for regional cooperation from the European Union (EU) and the
United States, the AMU has faced challenges and is almost non-functional
due to conflicts related to Western Sahara. The ongoing disputes in the West-
ern Sahara have significantly hindered the union's effectiveness.?%®

The African Economic Community (AEC) traces its origins back to
establishing the Organization of African Unity (OUA) in 1963, which con-
solidated the existing African regional blocs. The Lagos Action Plan of 1980
set the ambitious goal of realizing a common African market by 2028 and
signing a pan-African agreement. In 1991, the Abuja Summit formalized the
establishment of the AEC. Later, in 2002, the African Union (AU) emerged
in Durban, succeeding both the AEC and the OAU, boasting 54 member
states. The AU's mission encompasses creating an economically integrated
area spanning the entire African continent. It seeks to connect and harmonize
the activities of all regional communities, fostering sustainable economic de-
velopment. A prospective plan, set for 2023/28, involves the establishment
of the African Monetary Union with a unified currency. Despite challenges,
the AU has been recognized as successful, emphasizing the complementary
nature of continental and global integrations.?%

The Economic Community of West African States (ECOWAS) was
formed in 1975 in Lagos.?®” ECOWAS aimed to eliminate internal taxes,
customs duties, and levies, introducing common tariff frameworks and a
shared trade policy. With 15 member countries, including Benin, Guinea-
Bissau, Burkina Faso, Ivory Coast, and others, ECOWAS strives for a com-
mon market and economic and monetary union. Within ECOWAS, the West
African Economic and Monetary Union (UEMOA) has eight member
countries that share a common currency. These countries, including Benin,
Burkina Faso, Guinea-Bissau, and others, use the West African CFA franc
(XOF), pegged to the euro at an exchange rate of 1 euro = 655.957 XOF 2%

2% Hadili, A., Raab, R., & Wenzelburger, J. (2020). Trade liberalisation, governance, and
the balance of payments: evidence from the Arab Maghreb Union. Middle East Development
Journal, 12(1), 101-130.

2% Dursun, H. R. (2021). Understanding the failure of the Arab Maghreb Union: A critical
constructivits account. Journal of History Culture and Art Research, 10(2), 26-38.

2% Shumba, W. (2023). Towards the African Economic Community: Legal and Historical
Perspectives. Potchefstroom Electronic Law Journal, 26, Published-on.

297 Zouri, S. (2020). Business cycles, bilateral trade and financial integration: Evidence from
Economic Community of West African States (ECOWAS). International Economics, 163,
25-43.

2% The CFA franc, which stands for Franc of the Financial Community of Africa, originally
known as Franc of the French Colonies in Africa, is the term used for two currencies: the
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The integration efforts in the region aim to enhance economic collaboration
and monetary cooperation. The eco is the proposed common currency of the
ECOWAS from 2019. Originally, the plan was for the West African Mone-
tary Zone (WAMZ) to introduce the currency first, merging it later with the
Euro-pegged CFA franc used in the French-speaking West African region
under the UEMOA. This transition would grant UEMOA states complete fis-
cal and monetary independence from France. Alternatively, there is a pro-
posal to initially reform the CFA franc into the eco, with the potential for
extension to all ECOWAS states.? In September 2023, the countries reiter-
ated its commitment to launch the common Eco currency by 2027.

The West African Economic Community (WAEC), established in
1972, consists of member countries such as Benin, Burkina Faso, Ivory
Coast, Mali, Mauritania, Niger, and Senegal, with Guinea and Togo as ob-
servers. Initially aimed at creating a common market, WAEC faced chal-
lenges, particularly in the agriculture and raw material sectors. In 1994, the
West African Economic and Monetary Union (UEMOA) was formed as
part of a six-step integration plan, including the establishment of a preference
zone, a free trade zone, a customs union with a standard external tariff policy,
a common market, economic policy, and economic and monetary union.
UEMOA's membership includes Benin, Burkina Faso, Ivory Coast, Guinea-
Bissau, Cape Verde, Mali, Niger, Senegal, and Togo, focusing on customs
and financial union.3®

The Central African Customs and Economic Union (Union dou-
ani¢re et économique de 1'Afrique centrale, UDEAC), founded in 1966 in
Brazzaville, sought to create a customs union transformable into an economic
and financial union. UDEAC includes members such as Cameroon, Central
African Republic, Chad, Congo, Gabon, and Equatorial Guinea, all part of

West African CFA franc, utilized in eight West African nations, and the Central African
CFA franc, used in six Central African countries. Despite being distinct, the two CFA franc
currencies have always been pegged at parity and are essentially interchangeable. The 1SO
currency codes are XAF for the Central African CFA franc and XOF for the West African
CFA franc. In 2019, it was announced that the West African currency would undergo reform
and be replaced by an independent currency named Eco.

29 Magu, S. M. (2023). Economic Community of West African States (ECOWAS). In To-
wards Pan-Afiicanism: Afiica’s Cooperation through Regional Economic Communities
(RECs), Ubuntu and Communitarianism (pp. 183-211). Singapore: Springer Nature Singa-
pore.

300 Tete, K. H., Soro, Y. M., Sidibé, S. S., & Jones, R. V. (2023). Assessing energy security
within the electricity sector in the West African economic and monetary union: Inter-country
performances and trends analysis with policy implications. Energy Policy, 173, 113336.
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the franc zone, contributing to monetary cooperation within the ECCAS —
CEMAC framework.

The Economic Community of Central African States (ECCAS), es-
tablished in 1983, aims to create a free trade zone among its 11 member
countries, including Angola, Burundi, Cameroon, Central African Republic,
Chad, Congo, Democratic Republic of the Congo, Equatorial Guinea, Gabon,
Sdo Tom¢é and Principe, and Rwanda. The slow implementation of this goal
is attributed to the low economic development of member countries. The
Economic and Monetary Community of Central Africa (CEMAC),
formed to promote closer monetary cooperation among ECCAS members,
consists of Cameroon, Central African Republic, Chad, Congo, Equatorial
Guinea, and Gabon. These countries use a common currency, the Central Af-
rican CFA franc (XAF).3%

The East African Community (EAC) originated with establishing a
customs union between Kenya and Uganda in 1917. Founded in 1967, it was
dissolved in 1977 and re-established in 2000. The six member states are Bu-
rundi, Kenya, Rwanda, South Sudan, Tanzania, and Uganda. It serves as a
precursor to a potential East African Federation, envisioning the member
states forming a new state. In 2010, the EAC initiated efforts towards com-
mon capital, labor, currency, and complete political integration. The 2013
agreement set forth substantial measures towards a monetary union within a
decade. The Customs Union, officially implemented in 2005 but signed in
2004, includes common external tariffs for imports from non-member coun-
tries, facilitating duty-free trade among member states, and harmonized cus-
toms procedures. Concerning business trends, business leaders exhibit more
optimism than economists regarding the benefits of integration. Regionally,
there is a proposed division of labor, with the manufacturing industry relo-
cating to the coastline and transporting finished products to the hinterland
countries (Uganda, Rwanda, and Burundi).3?

The Common Market for Eastern and Southern Africa (COMESA)
was established in 1981 as the preferential trade area. It was expanded in
1994 to become a preferential trade zone. Eleven member countries elimi-
nated mutual tariffs, and efforts are ongoing to remove non-tariff barriers.

301 Kangami, D. N., & Akinkugbe, O. F. (2021). Common currency and intra-regional trade
in the Central African Monetary Community (CEMAC). Journal of African Trade, 8(1), 13-
22.

302 | wesya, F. (2022). Integration into regional or global value chains and economic upgrad-
ing prospects: an analysis of the East African Community (EAC) bloc. Future Business
Journal, 8(1), 33.
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The success is evident in creating various common institutions, including
banks and courts, to achieve their goals. The objective is complete trade lib-
eralization and the integration of macroeconomic and monetary policies,
with the aim of establishing a monetary union by 2025. Currently, COMESA
has 20 member states, and nine of them, along with Rwanda and Burundi,
have formed a free trade zone.

The Southern African Customs Union (SACU) is the world's oldest
customs union and the only successfully functioning one in Africa. Estab-
lished in 1910, the union renewed its agreement in 1969/70. Member coun-
tries convene annually to discuss agreement-related issues and collectively
distribute the revenue generated from customs duties. As a separate legal en-
tity, the organization negotiates with third countries and organizations. The
current five members are the Republic of South Africa, Lesotho, Swaziland,
Botswana, and Namibia, with South Africa playing a leading role due to the
smaller or weaker economies of the other members.3%

The Southern African Development Community (SADC) traces its
origins back to the 1960s and 1970s, when southern countries united against
colonialism; the Southern African Development Coordination Conference
(SADCC) served as a precursor to SADC. Formed in 1992, SADC focuses
on economic and political cooperation, aligning its efforts with the goals of
the African Union. The objective is to achieve a free trade zone. Currently,
SADC has 16 member states, including the SACU members, along with An-
gola, Comoros, Congo, Madagascar, Malawi, Mauritius, Mozambique, Sey-
chelles, Tanzania, Zambia, and Zimbabwe, where South Africa maintains a
dominant role.3%

303 Mlipha, S. S. B. (2021). The Impact of Risk on Regional Economic Integration in the
Southern African Customs Union (SACU) (Doctoral dissertation, University of Pretoria).
304 Moyo, 1. (2020). On decolonising borders and regional integration in the Southern Afri-
can Development Community (SADC) region. Social Sciences, 9(4), 32.
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13. Globalization - Global trade

The period of internationalization, spanning 1976 to 1990, marked with the
dissolution of the Bretton Woods system precipitated lower economic growth
and persistent imbalances, ultimately leading to a protracted debt crisis. Dur-
ing this epoch, there was a discernible assault on the welfare state, marking
the ascendancy of neoliberal ideologies. Despite altered power dynamics
within the triad, global trade and capital flows continued to expand, with oil
crises in 1973 and 1979 and simultaneous worldwide challenges of inflation
and stagflation characterizing the era.

Internationalization vs. Globalization

Aspect
Definition

Scope

Degree of Inte-
gration

Focus
Business

Strategy

Movement of
Factors

Cultural Adap-
tation

Timeframe

Examples

Internationalization
The process of increasing in-
volvement in international
markets.

Primarily involves expanding
activities beyond national bor-
ders.

Gradual expansion into inter-
national markets.

Adapting products or strate-
gies to individual foreign mar-
kets.

Tailors products and strate-
gies to cater to specific market
needs.

May involve limited freedom of
movement of labor and re-
sources.

Adapts to local cultures to var-
ying extents in different coun-
tries.

Can be a stepping stone to-
wards globalization.

Companies gradually expand-
ing into international markets.

Source: own compilation of the author
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Globalization
The broader process of integration
and interdependence on a global
scale.
Encompasses a comprehensive in-
terconnected approach on a world-
wide scale.
Higher degree of integration, inter-
dependence, and interconnected-
ness.
Emphasizes a unified global strat-
egy and consistency across mar-
kets.
Requires a more standardized ap-
proach with global consistency.

Encourages the free movement of
goods, services, capital, and labor.

Balances global identity with adap-
tation to local cultures.

Represents a more advanced and
interconnected stage of global en-
gagement.

A global company operating seam-
lessly on a worldwide scale.



Internationalization and globalization are interconnected concepts, but
they represent different stages in the expansion of businesses or activities
beyond national borders. Internationalization typically refers to the process
of increasing involvement in international markets. This involves activities
such as exporting products, establishing foreign subsidiaries, or forming in-
ternational partnerships. It is a more gradual and localized approach to ex-
panding operations across borders. Globalization, on the other hand, goes
beyond internationalization. It involves a more comprehensive and intercon-
nected global approach, where businesses or activities operate on a world-
wide scale. Globalization often implies a higher degree of integration, inter-
depeng%ence, and interconnectedness among economies, societies, and cul-
tures.3®

13.1. Globalization

Globalization today is not working for many of the world's poor. It is not working for much
of the environment. It is not working for the stability of the global economy. The transition
from communism to a market economy has been so badly managed that, with the exception
of China, Vietnam, and a few Eastern European countries, poverty has soared as incomes
have plummeted. To some, there is an easy answer: Abandon globalization. That is neither
feasible nor desirable. Globalization has also brought huge benefits — Asia's success was
based on globalization, especially on the opportunities for trade, and increased access to
markets and technology. Globalization has brought better health, as well as an active global
civil society fighting for more democracy and greater social justice. The problem is not with
globalization, but with how it has been managed.
Stiglitz, J. E. (2002). Globalization and Its Discontents.
WW Norton & Company. 214.

Globalization refers to worldwide processes of interaction and integra-
tion among individuals, businesses, and governments. It involves the inten-
sification of global social connections, with roots in initiatives for global
unity and universalization led by Western civilization. The term was first
used in the 1930s but gained economic significance from the 1980s onwards.
Commonly accepted perspectives on globalization include cultural globali-
zation, characterized by the free flow of cultural phenomena and the interna-
tionalization of popular culture; information globalization, allowing the free
flow of thoughts and ideas with worldwide communication opportunities

305 Kostiuk, Y., Kalinova, E., & Kudera, J. (2021). Impact of Globalization and Internation-
alization Processes on Added Value in EU Countries. In SHS Web of Conferences (Vol. 92,
p. 09008). EDP Sciences.
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provided by the internet; and lifestyle globalization, encompassing globally
emerging lifestyles, linguistic globalization, and professional globalization.

Rodrik's trilemma

Hyper-
globalization

Golden Global
straitjacket governance

Pick two out of three

National Democratic
sovereignty politics

Bretton Woods compromise

Source: Vlados, C., & Chatzinikolaou, D. (2022). Mutations of the emerging new globali-
zation in the post-COVID-19 era: Beyond Rodrik's trilemma. Territory, Politics, Govern-
ance, 10(6), 855-875. based on Rodrik, D. (2011). The globalization paradox: Democracy
and the future of the world economy. W.W Norton & Company.

Dani Rodrik introduces the concept of the political trilemma of the
global economy, highlighting the challenges arising from the simultaneous
pursuit of three fundamental goals: the nation-state, hyper-globalization, and
democracy.>%

e Nation-State + Hyper-Globalization = Golden Straitjacket: In
this scenario, the nation-state attempts to cater to international in-
vestors, even at the expense of societal demands. The metaphorical
"straitjacket" represents the adoption of uniform rules (Washington
Consensus), which might be one-size-fits-all. Some argue that these
rules contribute to national prosperity.

e Hyper-Globalization + Democracy = Global Governance: This
configuration involves the transfer of decision-making to the global
level, necessitating a compromise on the nation-state's sovereignty.
However, democracy can persist within the framework of hyper-

306 Rodrik, D. (2011). The globalization paradox: Democracy and the future of the world
economy. W.W Norton & Company.
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globalization, ensuring the representative and legitimate representa-
tion of the world's people.

¢ Nation-State + Democracy = Bretton Woods: This setup involves
sacrificing hyper-globalization to reinforce the nation-state, com-
plemented by a necessary international regulatory framework. This
approach seeks to strike a balance between maintaining the strength
of the nation-state and incorporating essential international rules.

In a narrower sense, economic globalization predates the broader con-
cepts in time. It refers to the economic integration processes that precede
globalization's cultural and information aspects. The global world economy,
an economic system encompassing the entire world, traces back to the age of
great geographical discoveries and colonialism but evolved into a truly
global economic system only in the late 20" century. This has resulted in
global products, companies, business networks, and a global consumer soci-
ety. The interpretation of economic globalization involves continuously ex-
panding the world economy into an increasingly interconnected system in-
volving more countries. Economic relationships and processes become more
diverse and extend to more nations. There is a heightened intensity of mutual,
asymmetric interdependencies among individual countries and global eco-
nomic actors. In this context, true economic independence or sovereignty
ceases to exist in a narrow sense, leading to dominant positions for some
countries and persistent subordinate, vulnerable positions for others. The
main driving forces behind globalization include the development of com-
munication and information technology, leading to the death of distance; the
activities of transnational corporations (multinationals) shaping global busi-
ness policies; the opening up of previously isolated countries to the global
economy; the international spread of liberal economic policies encompassing
trade and capital movements; and the increasing interconnection of interna-
tional financial markets."’

The evolution of a globalized world economy in the 1980s marked a
transformative era characterized by unprecedented global interconnected-
ness. The overarching trend was a shift towards heightened openness across
the entirety of the global economy. This period witnessed a fundamental re-
structuring of production dynamics, clearly emphasizing locating production
where market demand was most robust. This realignment underscored the

307 Kihombo, S., Vaseer, A. I., Ahmed, Z., Chen, S., Kirikkaleli, D., & Adebayo, T. S.
(2022). Is there a tradeoff between financial globalization, economic growth, and environ-
mental sustainability? An advanced panel analysis. Environmental Science and Pollution
Research, 29, 3983-3993.
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critical role played by intellectual property in international trade, encompass-
ing patents, cutting-edge technological processes, licenses, and a highly
skilled workforce. An integral aspect of this era was the remarkable expan-
sion of the international trade of services. Sectors such as transportation, fi-
nance, banking, insurance, and tourism experienced dynamic growth, reflect-
ing a broader trend of increased globalization in traditionally non-tangible
sectors. Furthermore, the emergence of the quaternary sector, focusing on
the trade of information technology, exemplified the diversification of eco-
nomic activities in response to technological advancements. These processes
were characterized by nations' increasing interconnectivity and interdepend-
ence in various economic activities, marking a paradigm shift towards more
integrated and globally interconnected economies. The main variations of
mutual but asymmetric dependencies can be outlined in different
spheres.3%®

Mutual but Asymmetric Dependencies
MEHEULEICOE SN Arising from flows of operating capital, this form of depend-
ship relations ency manifests between countries exporting capital and
those receiving it.

MENENLEIRTCEL R The asymmetry in relational structures leads to widening
service flows, and trade relationships and export diversification, encompassing
International divi- the structural asymmetry of commodity flows.

sion of labor

MEOHEUGLEIRLELESE Financial dependency is observed in the context of financing,
cial relations along with asymmetries in international monetary relations.
LEELGIGCLIEINGIEIEM These interdependencies exist between countries developing
dependencies and adapting technology. Overcoming such dependencies
requires a lengthy and challenging process, often involving
educational development.

L i A (it -l Asymmetry in the structure of labor flows is evident between
countries emitting and receiving labor.

Information flow Asymmetric dependencies in information flow may occur, re-
flecting the uneven distribution of information between coun-
tries.

Source: own compilation of the author

Within and as an answer to globalization new theories has emerged.
Samuelson and Jones proposed the specific production factors and income
distribution economic model where a country produces two goods and can

308 Winnebeck, J., Sutter, O., Hermann, A., Antweiler, C., & Conermann, S. (2021). On
asymmetrical dependency. BCDSS Concept Paper, 1.
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reallocate its labor force between them.®% Labor is considered a mobile pro-
duction factor, while land and capital are industry-specific. The speed of re-
allocating production factors depends on their adaptability, with more spe-
cialized factors being less mobile. This specificity affects the combination of
production factors and shifts the production possibilities frontier. Interna-
tional trade benefits arise from countries specializing in goods they can pro-
duce at a lower opportunity cost.

In the 1960s Staffan Linder proposed his hypothesis to address short-
comings in the Heckscher-Ohlin theory, which asserts that countries export
goods that intensively utilize their abundant factors of production (labor or
capital).31® As an opposition, he suggests that trade is more likely to occur
between countries with similar income levels and demand structures. The
country similarity theory states that companies, prior to producing for ex-
port, primarily understand domestic demand, referred to as representative de-
mand. As a result, they tend to enter markets abroad that are similar to their
domestic markets. The smaller the difference in economic development be-
tween two countries, the more similar their domestic demand structures are,
leading to more intense trade relationships. In countries with high per capita
income, consumers demand a broader and more varied range of products.
The theory concludes that international trade is most intense between coun-
tries with similar markets and populations with similar high-income levels.
The basis for similarity between countries can be: (i) development level
(countries with similar stages of economic development), (ii) cultural simi-
larity (shared cultural traits and preferences), (iii) geographical proximity
(close geographical locations), (iv) political similarity (similar political sys-
tems or policies), (v) economic structure (comparable economic systems or
structures), and (vi) industry structure (similar industrial compositions or
sectors).

309 Jones, R. W. (1975). Income distribution and effective protection in a multicommodity
trade model. Journal of Economic Theory, 11(1), 1-15. Jones, R. W. (1996). International
trade, real wages, and technical progress: the specific-factors model. International Review
of Economics & Finance, 5(2), 113-124.

Samuelson, P. A. (1971). Ohlin was right. The Swedish Journal of Economics, 73(4), 365-
384.

310 According to the Heckscher-Ohlin theory, countries with differing income levels should
engage in trade, as capital-intensive goods, typically linked to higher income levels, would
be exported by capital-rich countries, while labor-intensive goods would be exported by la-
bor-rich countries.
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Michael Porter introduced the concept of competitive advantages to
replace comparative advantages.®'! Competitiveness is applicable to indus-
tries and firms, rather than entire national economies. Porter categorizes in-
ternational manufacturing firms into three groups: (i) exporting domestic
firms; (ii) multi-domestic firms, which are managed country by country with
minimal central coordination; (iii) global firms, which have extensive central
control. The five forces are competition, the threat of new entrants to the
industry, supplier bargaining power, customer bargaining power, and the
ability of customers to find substitutes for the sector's products. Porter later
applied this concept to national economies, suggesting that macroeconomic
competitiveness relies on the success of a few internationally competitive
industries. International markets allow industries to measure their efficiency
against those of other countries. They also eliminate the need for a country
to produce all products domestically. Resources shift from less productive to
more competitive industries, raising input costs and further disadvantaging
lower competitiveness sectors. International trade enables a country to spe-
cialize in its most efficient industries.

The classical Newtonian physics principle, particularly the concept of
gravity, is significant in the study of international economics. The gravity
model in international trade emphasizes the importance of the size of coun-
tries and the distances between them. It forms the basis of a relational theory
that examines spatial interactions between two or more points, similar to the
gravitational interactions known in physics. This model is primarily used in
areas where geographical distance is crucial, and it can also be applied to
analyze social phenomena such as population migration, the flow of goods
or money, the movement of information, and traffic patterns. Walter Isard
introduced this model to economics in 1954, and Jan Tinbergen first applied
it to international trade in 1962.3!2 Rose and Wincoop (2001) developed a
corrected model for Eurozone countries, finding that joining the currency
union doubles trade among its members.3** Subramanian and Wei showed

311 Porter, M. E. (1985). Technology and competitive advantage. Journal of business stra-
tegy, 5(3), 60-78. Porter, M. E. (1997). Competitive strategy. Measuring business excel-
lence, 1(2), 12-17. Porter, M. E. (2008). The five competitive forces that shape strategy.
Harvard business review, 86(1), 78.

312 Tinbergen, J. (1962). Shaping the World Economy. New York: Twentieth Century Fund.
Dekker, E. (2022). An “Ordo-Thinker” on the Left: Jan Tinbergen on the National and In-
ternational Economic Order. History of Political Economy, 54(4), 689-718.

313 Rose, A. K. (2001). Common currency areas in practice. Revisiting the Case for Flexible
Exchange Rates. Bank of Canada.; Rose, A. K., & Van Wincoop, E. (2001). National money
as a barrier to international trade: The real case for currency union. American economic re-
view, 91(2), 386-390.
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that new WTO members since the Uruguay Round have significantly bene-
fited, with their imports increasing by 30% compared to non-members.3
Souleymane Coulibaly demonstrated using gravity models that seven regio-
nal agreements increased trade among developing regions such as Central
Saharan Africa (ECOWAS and SADC), Asia (AFTA and SAPTA), and Latin
America (CACM, CAN, and MERCOSUR) between 1960 and 1990, with
AFTA proving most successful.3*> Marimoutou (2009) proved that distance
determines the relationship between export-import and volume change. 3

Export Partners

Concentration of exporting countries and average distance with their destination countries
for the selected productin 2020
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Helpman and Paul Krugman (Nobel Prize winners in 2008) developed
the new trade theory in the 1980s, which comprises economic models app-

314 Subramanian, A., & Wei, S. J. (2007). The WTO promotes trade, strongly but unevenly.
Journal of international Economics, 72(1), 151-175.

315 Coulibaly, S. (2009). Evaluating the trade effect of developing regional trade agreements:
a semi-parametric approach. Journal of Economic Integration, 709-743. Coulibaly, S.
(2022). Comparative Analysis of AGOA and EBA Impacts: Evidence from West Africa.
Africa in the New Trade Environment: Market Access in Troubled Times, 1861.

316 Marimoutou, V., Peguin, D., & Peguin-Feissolle, A. (2009). The" distance-varying" gra-
vity model in international economics: is the distance an obstacle to trade?. Economics Bul-
letin, 29(2), pp-1157.
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lied in international trade. Competitiveness essentially equates to producti-
vity. The structure of international trade is increasingly polarized. The theory
Is based on two fundamental assumptions: economies of scale and imperfect
competition. Larger quantities can be produced more efficiently (increasing
returns to scale): (i) internal economies of scale depend on the size of the
firm; (ii) external economies of scale depend on the size of the industry.3’
Decisions take into account the behavior of other countries or firms (imper-
fect competition). Thus, it explains how economies benefit from specializa-
tion driven by economies of scale and how imperfect competition shapes de-
cision-making in international trade contexts.

In the 1980s, Paul Krugman and Kevin Lancaster introduced the global
strategic rivalry theory, which explores the impact of global strategic com-
petition among multinational corporations on international trade.3!8 To main-
tain viability, companies must leverage their global competitive advantages
and sustain them through: (i) ownership of intellectual property rights; (ii)
investments in research and development; (iii) achieving economies of scale
or scope; (iv) leveraging the learning curve; (v) forming strategic alliances;
(vi) engaging in mergers and acquisitions. These decisions also influence in-
ternational trade and investment flows. Globally, companies engage in con-
tinuous strategic games, leveraging their strengths while neutralizing rivals.
They strive to develop sustainable competitive advantages that they can then
exploit to dominate global markets.

Glocalization, a portmanteau of globalization and localization, refers
to adapting globally distributed goods and services to local markets.®*® The

317 Helpman, E. and Krugman, P. (1985). Market structure and foreign trade: Increasing
returns, imperfect competition and the international economy, Cambridge, MA: MIT Press.
Krugman, P. (1979). Increasing returns, monopolistic competition, and international trade.
Journal of International Economics, 9, 469-479.; Krugman, P. (1980). Scale economies,
product differentiation, and the pattern of trade. American Economic Review, 70, 950-959.;
Krugman, P. (1981). Intraindustry specialization and the gains from trade. Journal of Poli-
tical Economy, 89, 959-973.

318 Krugman, P. (1983). New theories of trade among industrial countries. The American
Economic Review, 73(2), 343-347.; Lancaster, K. (1990). The economics of product variety:
A survey. Marketing science, 9(3), 189-206.; Mutuku, A. M. (2022). Internationalization
Strategies Adopted by Jambojet Airline to Gain Competitive Advantage (Doctoral disserta-
tion, University of Nairobi); Chijioke, O. C., Aloysius, A., & Obi, D. O. (2021). Mercanti-
lism in perspective: A historic review. Global economy journal, 21(01), 2150001.; Orinya,
S. (2023). Liberalism and Protectionism in International Trade. African Political Economy
in the Twenty-First Century: Theories, Perspectives, and Issues, 213.

319 Roudometof, V. (2016). Glocalization: A critical introduction. Routledge.

The idea originates from the Japanese term dochakuka, translating to global localization.
Initially, it denoted the adjustment of farming techniques to suit local conditions.
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term appeared in the 1980s, mainly raised in the 1990s.32° As globally dis-
seminated products and ways of life spread, they readjust to the local cultural
context, resulting in the re-emergence of localized characteristics. This phe-
nomenon leads to the integration of local markets into the global market-
place. Glocalization encompasses the simultaneous presence of universaliz-
ing and particularizing tendencies. It finds practical application in marketing
strategies, as exemplified by the case of McDonald's restaurants offering re-
gion-specific menu items, Coca-Cola adjusting flavors based on local tastes,
and global brands incorporating cultural nuances in advertising. The concept
is employed when adapting menu offerings to local tastes in different coun-
tries, demonstrating the integration of foreign products with local preferences
to enhance acceptance within the local audience. The process can be expen-
sive and resource-intensive, but it pays off for companies that practice it.
Various analogies describe glocalization, such as the analogy of an octopus
and its tentacles, emphasizing the interconnectedness of global and local el-
ements. It can also be likened to a node in a social network or the concept of
encircling the world, emphasizing the intricate relationship between global
and local dynamics.

13.2.MNCs and TNCs

An international company refers to an entity jointly owned by natural
or legal persons under the jurisdiction of at least two states. The term multi-
national originated in the 1960s, often attributed to IBM. An MNC operates
in at least two countries or has subsidiaries in different nations. The compa-
ny's ownership may involve individuals of diverse nationalities, although this
ownership diversity may not directly manifest in the operational aspects of
the company. It may have multiple management centers in various countries,
resulting in the absence of a global strategy. MNCs typically operate with
branches and facilities. The term transnational traces its origin to the estab-
lishment of the United Nations Center on Transnational Corporations
(UNCTC) in 1974. A transnational company engages in activities spanning
multiple national economies, and its capital ownership is often, though not
necessarily, multinational. The interests of the controlling group in the mate-
rial economy primarily determine its business policies. A centralized deci-

320 Robertson, R. (1995). Glocalization: Time-space and homogeneity-heterogeneity. Global
modernities, 2(1), 25-44.
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sion-making system and a global strategy characterize transnational compa-
nies. They operate with subsidiaries. In theory, these terms may have distinct
meanings, but they are often used interchangeably in practice.3?!

MNC vs. TNC

Multinational Corporation

Transnational Corporation

(MNC)

(TNC)

Scope of Operates in multiple countries, but Operates globally with a coordi-
Operations  may not have a centralized global nated strategy across borders.
strategy.

Manage- Management decisions often made  Centralized management with de-

ment on a country-by-country basis. cision-making at the global level.

Structure

National Typically has a home country where  May not have a clear home coun-

Affiliation it is headquartered, but operates in  try and operates as a global en-

various host countries. tity.
Resource Resources may be allocated based ~ Resources are allocated globally
Allocation  on individual country needs and op- based on a unified strategy.
portunities.
Risk Man- Risks may be managed inde- Centralized risk management to
agement pendently in each country of opera- address global challenges.
tion.

Cultural May adapt to local cultures to vary- ~ Balances global identity with ad-

Adaptation ing extents in different countries. aptation to local cultures.

Economic May contribute to economic devel- Can influence global economic

Impact opment in host countries. trends and contribute significantly
to host and home economies.

Technol- May transfer technology selectively ~ Engages in extensive technology

ogy Trans-  based on individual market require- transfer across borders for a

fer ments. global competitive advantage.

Example Coca-Cola, which operates globally ~ Toyota, known for a centralized

but may have different marketing
strategies in various countries.

Source: own compilation of the author

global strategy and uniform qual-
ity standards across the world.

The evolution of international companies spans distinct phases, each
reflecting the prevailing economy and geopolitics of its time. The colonial-
type international companies (late 18" Century — World War 1) primarily
aimed at cost optimization and leveraging relative factor endowments. They
had a significant impact on generating international trade, often connecting

321 Zamfir, P. B. (2012). The expansion of the transnational and multinational corporations
in the global economy. Annals-Economy Series, 4, 248-251.
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economies with differing levels of development. The parallel-structured
international companies (interwar period) operate in multiple national
economies, such companies like IBM, Nestl¢, Siemens, and Philips pursued
a unified market strategy. While unified in market strategy, their production
activities were not fully integrated. These entities had a substitutive effect on
international trade and generally operated in countries with similar levels of
development. The internationally integrated (complex) companies (post-
World War 1) emerged following a radical reduction in transportation and
communication costs. Implementing a unified market strategy across multi-
ple countries, they typically operated in nations with similar levels of devel-
opment and comparable consumption patterns. The relative freedom of
goods and capital movement facilitated their operations. The global compa-
nies (from the 1980s) pursue complete internationalization, positioning
themselves based on value chain elements such as market, production, R&D,
marketing, etc. They contribute significantly to international trade, often con-
necting economies with differing development levels. These entities adopt a
unified international decision-making mechanism.

Multinational and transnational corporations were central to this
transformative period, which assumed pivotal roles in the international divi-
sion of labor. These corporations not only orchestrated their business policies
and expansion strategies globally but also created extensive networks that
spanned the entire globe. The result was the establishment of corporate em-
pires, with multinational corporations contributing significantly—account-
ing for 75% of the world's industrial exports. Consequently, this period wit-
nessed a diminishing emphasis on bilateral economic relations between indi-
vidual national economies. Foreign direct investments (FDI) are catego-
rized into four types according to Dunning's framework:3%2

¢ Resource-seeking involves seeking the host country's natural re-
sources, including raw materials and energy sources, and access to
a skilled workforce. It also entails acquiring and continuously
providing the corporate group's intellectual and/or physical infra-
structure.

e Strategic asset/capability-seeking investments aim to control vari-
ous capacities and activities for long-term competitiveness. This
type of investment may involve appropriating assets from acquired

322 Dunning, J. H. (1981). Explaining the international direct investment position of coun-
tries: towards a dynamic or developmental approach. Weltwirtschaftliches Archiv, 117, 30-
64.

Dunning, J. H. (2001). Studies in international investment (\Vol. 6). Taylor & Francis.
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companies to strengthen the acquiring company's strategic assets
and capabilities.

e Market-seeking investment focuses on local production (and/or ser-
vices) to supply foreign markets previously served through exports.
Motivating factors include expected growth in the size of previously
exported markets, similarity in consumption patterns to the home
country, a desire to reduce transportation costs, and circumventing
trade barriers.

o Efficiency-seeking investment aims to enhance efficiency through
factors such as resource endowment, product differentiation, and
economies of scale. Efficiency gains may be achieved by exploiting
relative factor endowments and factor prices, particularly in econo-
mies with different levels of development, and by increasing pro-
duction.

13.3. Global Integrations

The Transatlantic Trade and Investment Partnership (TTIP) was a
proposed trade agreement between the European Union (EU) and the United
States, designed to boost trade and foster global economic growth. European
Commissioner for Trade, Karel de Gucht, emphasized its significance as the
most extensive bilateral trade initiative ever, not only due to involving the
two largest economic entities but also for its potential global impact in shap-
ing future partnerships and agreements. Analyses indicated that over a period
of 10-15 years, there would have been an overall economic growth increment
ranging between 0.5% and 1%. The anticipation was that both economies
would have benefited from reduced transaction costs and specialization
based on comparative advantages. Key topics included improving access to
American public procurement for European small and medium-sized enter-
prises (SMEs), with the European automotive industry expected to have been
a significant beneficiary of the agreement. Challenges in the agricultural sec-
tor, such as disputes over genetically modified organisms (GMOs), were part
of the negotiations. The Investor-State Dispute Settlement (ISDS) mecha-
nism, addressing conflicts between investors and states, was a notable aspect
of the discussions. There were concerns about Europe's ability to compete
with the United States in terms of cheap energy in the foreseeable future,
posing a threat to energy-intensive industries in Europe. However, negotia-
tions came to a halt under the presidency of Donald Trump, who subse-
quently initiated a trade conflict with the EU. Despite a truce declared in July
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2018, resembling TTIP, the European Commission declared the negotiations
obsolete and no longer relevant in 2019.%23

Negotiations for the Comprehensive Economic and Trade Agree-
ment (CETA) commenced in 2004 during the Canada-EU Summit in Ot-
tawa. It temporarily came into effect in 2017. The agreement eliminates 98%
of tariffs between the member states of the European Union (including Hun-
gary) and Canada. This expansion of the range of available goods ensures
that current European standards are not compromised. Only products and ser-
vices that fully comply with all EU regulations are permitted to enter the EU
market under this agreement.3?*

The Comprehensive and Progressive Agreement for Trans-Pacific
Partnership (CPTPP) originally stemmed from the Trans-Pacific Strategic
Economic Partnership (TPSEP or P4), which was initially comprised of four
countries. Negotiations began in 2008, and the final version, named the
Trans-Pacific Partnership Agreement (TPPA or TPP), was signed in
2015/2016. In 2017, the United States withdrew from the agreement, leading
to adopting the CPTPP name from 2018 onwards. The agreement includes
11 member countries: Australia, Brunei, Chile, Japan, Canada, Malaysia,
Mexico, Peru, Singapore, New Zealand, and Vietnam, all of which are mem-
bers of the Asia-Pacific Economic Cooperation (APEC). The CPTPP aims to
implement measures for reducing both tariff and non-tariff trade barriers and
strives to establish a unified dispute resolution mechanism between investors
and states known as Investor-State Dispute Settlement (ISDS).3?°

Negotiations for the Regional Comprehensive Economic Partner-
ship (RCEP) originated during the 2011 ASEAN Summit in Bali, and com-
menced in 2012. Considered an alternative to the Trans-Pacific Partnership
(TPP), the RCEP does not include China and India. With a population of 3.5
billion and covering 40% of the world's GDP, it stands as the largest eco-
nomic bloc globally, encompassing nearly half of the world economy. It has
16 members: Indonesia, Malaysia, the Philippines, Singapore, Thailand, Bru-
nei, Vietnam, Laos, Myanmar, Cambodia, China, Japan, South Korea, India,

32 De Ville, F., & Gheyle, N. (2024). How TTIP split the social-democrats: Reacting to the
politicisation of EU trade policy in the European parliament. Journal of European Public
Policy, 31(1), 54-78.

324 Qirjo, D., Pascalau, R., & Krichevskiy, D. (2021). Comprehensive Economic and Trade
Agreement (CETA) and air pollution. Journal of Environmental Economics and Policy,
10(3), 293-323.

325 Wu, T., & Chadee, D. (2022). Comprehensive and Progressive Agreement for Trans-
Pacific Partnership (CPTPP): Implications for the Asia-Pacific Region. International Busi-
ness in the New Asia-Pacific: Strategies, Opportunities and Threats, 53-74.
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Australia, and New Zealand. Given the United States' withdrawal from the
TPP, the chances of RCEP's success have increased. The treaty was officially
signed in 2020, during the virtual ASEAN Summit hosted by Vietnam. The
trade pact took effect in 2022, for the first ten ratifying countries.3?

TTP - CPTPP vs. RCEP

Aspect TPP CPTPP RCEP
Initiation Year 2005 2008 2012
Signing Year 2016 2018 2020
Original Members 12 11 16
Initial Objectives Broad trade lib-  Comprehensive trade ~ Broad economic

eralization agreement integration
U.S. Involvement Originally in- Withdrew in 2017, be-  Not part of RCEP

volved fore CPTPP signing

Asia-Pacific Cover- Yes Yes Yes
age
Largest Economies U.S., Japan, Japan, Canada China, Japan, In-
Included Canada dia, South Korea
Cumulative GDP of High High Extremely High
Participating Na-
tions
Incorporation of Yes Yes No
ISDS Mechanism
Flexible Accession Yes Yes Yes (From July 1,
for Other Nations 2023 onward)
Ratification and En- Long process,  Effective from Decem- Effective from
try into Force not yet in force ber 30, 2018 January 1, 2022
Trade Bloc Status Original TPP: CPTPP: Asia-Pacific RCEP: Asia-Pa-

Asia-Pacific cific
China's Role Excluded Not included in original ~ Central role in

TPP, but later signed RCEP

Source: own compilation of the author

Established in 1989 in Canberra, the Asia-Pacific Economic Cooper-
ation (APEC) is a loosely formed grouping distinct from other integrations.
Its decisions lack mandatory force, and annual deliberations occur at the
"APEC Economic Leaders' Meeting," organized by one of the member states,
with leaders donning the national attire of the host country. Comprising 21

326 Altin, F. G., & Yalginkaya, M. (2023). Regional Comprehensive Economic Partnership
(RCEP): Evaluation of Trade Relations Between Member Countries Using the Social Net-
work Analysis Method. International Journal of Business and Economic Studies, 5(4), 259-
271.
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members, including Australia, New Zealand, the USA, Canada, Japan, South
Korea, Singapore, Malaysia, Indonesia, the Philippines, Brunei, Thailand
(1989), Hong Kong, China, Taiwan (1991), Mexico, Papua New Guinea
(1993), Chile (1994), Vietnam, Peru, and Russia (1998), APEC aims to es-
tablish free trade and capital flow by 2010 for developed and 2020 for devel-
oping nations. Challenges include significant economic development dispar-
ities among members and rivalry between the U.S. and Japan, with the former
advocating rapid liberalization and the latter preferring a more gradual ap-
proach.3?’

BRICS, composed of Brazil, Russia, India, China, and South Africa,
constitutes five significant emerging economies, each being a member of the
G20. All are swiftly developing and recently industrialized nations, collec-
tively representing 3 billion people (40% of the world's population) and con-
tributing 20% to the aggregated nominal GDP. Initially referred to as BRIC
before the inclusion of South Africa in 2010, the BRICS Forum, established
in 2011, serves as an independent international organization encouraging
trade, political, and cultural cooperation among its members. In 2014, the
New Development Bank (NDB) was founded in Shanghai, serving as a de-
velopment bank challenging the Western-dominated IMF and World Bank.
Each member country contributes $10 billion to the bank’s capital, later
raised from $50 billion to $100 billion. In 2022, there was a proposal for a
new global reserve currency based on a basket of BRICS currencies as an
alternative to the dollar. Furthermore, Iran and Argentina expressed interest
in joining the BRICS group.?

327yu, V. H., Soong, J. I., & Nguyen, K. N. (2022). The political economy of China’s rising
role in the Asia-Pacific Economic Cooperation (APEC): Strategies and instruments of the
Chinese way. The Chinese Economy, 55(4), 255-267.

328 Sawal, J., & Anjum, R. (2023). BRICS the Major Emerging Economies: Prospects for a
Multi-Polar World. Global International Relations Review, VI, 72-82.

Justo Lins, J. (2022). The performance of BRICS on the global political-economic scenario:
Analyzing Brazil participation from 2010 to 2020.
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Aspect
Coun-
tries

Eco-
nhomic
Focus

Political
Cooper-
ation

Eco-
nomic
Indica-
tors

Invest-
ment At-
tractive-
ness

Global
Impact

Chal-
lenges

BRICS
Brazil, Rus-
sia, India,
China, South
Africa

Emerging
economies
with sub-
stantial in-
fluence.

Collabora-
tion on
global eco-
nomic is-
sues.
Considera-
ble GDP
and global
influence.

Attracts
global in-
vestments.

Significant

global play-
ers with in-
fluence.

Varying
economic
challenges
among
member
countries.

MINTs
Mexico, Indo-
nesia, Nige-
ria, Turkey

Rapidly
growing and
diverse
economies.

Diverse poli-
tics and
alignments.

Varied eco-
nomic
strengths
and pro-
spects.
Increasingly
attractive for
investments.

Rising influ-
ence in the
global econ-
omy.

Challenges
in political
stability and
governance.

Source: own compilation of the author
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EAGLEs
Brazil, China,
Eqypt, India,
Indonesia,
Mexico, Rus-
sia, South Ko-
rea, Taiwan,
Turkey
Economies
with signifi-
cant potential
and growth.

Varies among
the member
countries.

Potential for
robust eco-
nomic growth.

Emerging as
attractive in-
vestment des-
tinations.

Emerging as
contributors to
global dynam-
ics.

Balancing
economic
growth and
political stabil-

ity.

The Emerging Acronyms

CIVETS
Colombia, In-
donesia, Vi-
etnam,
Egypt, Tur-
key

Countries
with poten-
tial for in-
vestment.

Limited po-
litical alli-
ance.

Emerging
markets
with growth
potential.

Varies
among
member
countries.

Varied im-
pact on
global af-
fairs.

Addressing
economic
disparities
and govern-
ance is-
sues.

Fragile 5
Brazil, India,
Indonesia,
South Africa,
Turkey

Economies
facing eco-
nomic chal-
lenges and
vulnerabili-
ties.
Economic
challenges
often lead to
political in-
stability.
Economically
fragile with
high vulnera-
bility.

Investment
attractive-
ness may be
limited due to
economic
challenges.
Economic
challenges
may contrib-
ute to global
economic in-
stability.
Economic
vulnerabili-
ties leading
to challenges
and instabil-

ity.



Among the emerging acronyms, the MINTS, comprised of Mexico, Indo-
nesia, Nigeria, and Turkey, represent a group of emerging market economies
identified for their favorable demographic trends, strategic geographic loca-
tions, and economic potential. These nations have garnered attention for their
robust growth prospects and are seen as key players in shaping the global
economy.®?® The EAGLEs (Emerging and Growth-Leading Economies), a
diverse coalition including Brazil, China, Egypt, India, Indonesia, South Ko-
rea, Mexico, Russia, Taiwan, and Turkey, comprises major economies sig-
nificantly influencing regional and international affairs. Recognized for their
substantial contributions to global economic growth, the EAGLES nations
are often characterized by their dynamic markets and strategic geopolitical
positions.®* CIVETS, consisting of Colombia, Indonesia, Vietnam, Egypt,
Turkey, and South Africa, represents another group of emerging economies
characterized by their economic dynamism and potential for sustained
growth. These nations are often identified for their favorable demographics,
expanding middle class, and strategic importance in regional and global eco-
nomic contexts. The Fragile Five, which includes Turkey, South Africa, In-
dia, Indonesia, and Brazil, refers to a group of nations facing economic chal-
lenges such as currency depreciation, high inflation, and fiscal deficits. These
countries have been identified for their vulnerability to external economic
shocks and are closely monitored for potential impacts on global economic
stability.33!

13.4.World Trade

From 1990 to 2008, Eastern Europe witnessed a notable trend of in-
ternational integration, accompanied by a reduced incidence of equilibrium
challenges. The United States played a pivotal role as a locomotive, steering
an unusually prolonged and favorable economic cycle. Japan grappled with

329 Dutta, K. (2020). Empirical Analysis of Economic Cooperation: An Evidence From
MINT Economies. In Regional Trade and Development Strategies in the Era of Globaliza-
tion (pp. 213-225). I1GI Global.

330 Tabash, M. 1., Faroog, U., Anagreh, S., & Al-Faryan, M. A. S. (2023). Contributing to
sustainable development goals (SDGs) in environmental sustainability through public-pri-
vate investment in energy: empirical evidence from EAGLE economies. International Jour-
nal of Innovation Science.

331 Bingol, U. (2020). The Macroeconomic Determinants of NEET: A Panel Data Analysis
for Fragile Five Countries and Russia. Journal of management and economics research,
18(4), 173-189.
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a persistent recession, while the international community experienced a dra-
matic surge in capital flows, encompassing both portfolio investments and
foreign direct investment (FDI). The role of transnational corporations
(TNCs) expanded, and the influence of China and India on the global eco-
nomic stage grew significantly.

World Trade

Exporter Importer Commodity
All countries 4 4 Al countries 4 Allcommodities 2020 Auto zoom to regior

Measure
© Value
Weight

Source: Resourcetrade.earth. (2023). World Trade. Chatham House (https://resource-
trade.earth/?year=2020&units=value&autozoom=1)

The China — United States trade war refers to a series of trade ten-
sions and retaliatory measures between the two countries that escalated sig-
nificantly in the early 21% century.®®*? Both countries' imposition of tariffs,
trade barriers, and various other restrictive measures has marked this eco-
nomic conflict. Trade imbalances, intellectual property concerns, and allega-
tions of unfair trade practices had been longstanding issues in Sino-American
economic relations. The trade war gained momentum with the Trump admin-
istration’s initiation of tariff measures against Chinese goods in 2018, citing
the need to address trade deficits and protect American industries. Both coun-
tries engaged in a series of tariff escalations, with the U.S. imposing tariffs
on a wide range of Chinese imports, and China responding with retaliatory

332 Zhao, S. (2022). The US—China rivalry in the emerging bipolar world: Hostility, align-
ment, and power balance. Journal of Contemporary China, 31(134), 169-185.

Fajgelbaum, P., Goldberg, P. K., Kennedy, P. J., Khandelwal, A., & Taglioni, D. (2023).
The US-China trade war and global reallocations. National Bureau of Economic Research.
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tariffs on American goods. The trade conflict covered various sectors, includ-
ing technology, agriculture, and manufacturing.

US-China Trade balance ($ billions)

Goods only, nominal terms

2001
2002
2003
2004
2005
2006
2007
2008
2009
1
1
1
1
1
1
1
1
1
1

-100
-200
-300

-400

Source: Chen J. (2022). Trade Wars: History, Pros & Cons, and U.S.-China Example. In-
vestopedia (https://www.investopedia.com/terms/t/trade-war.asp)

2020 the United States and China reached a Phase One trade agree-
ment. China committed to purchasing additional U.S. goods and addressing
certain intellectual property issues as part of the deal. Tariffs on some Chi-
nese imports were reduced, providing a temporary respite in the trade ten-
sions. Tensions persisted despite the Phase One agreement, and both coun-
tries continued to impose additional tariffs and trade restrictions. Issues such
as technology transfer, cybersecurity, and human rights further fueled the
dispute. The Biden administration inherited the trade war and maintained a
tough stance on certain issues while seeking multilateral cooperation to ad-
dress shared concerns about China's economic practices. The trade war has
had widespread implications for global supply chains, financial markets, and
economic growth. Both countries continue to engage in diplomatic discus-
sions and negotiations, with the trajectory of the trade relationship remaining
a focal point in international economic relations.

The China—United States trade war has impacted the economic rela-
tions between the two largest economies and prompted a broader reevalua-
tion of global trade dynamics, with potential implications for multilateral
trade agreements and global economic stability.
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[Il. BANKING

The history of international banking can be traced back to ancient times, fol-
lowed by the Middle Ages and the era of central banks. In the second half of
the 19" century, the modern banking system — excluding the opportunities
provided by electronics and IT — was half of the current standard.33*
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Source: King, B. (2018). Bank 4.0: Banking everywhere, never at a bank. John Wiley &
Sons.

In a development concept — parallel to Industry 1.0 to 4.0 — Bank 1.0
represents historical and traditional banking, focusing on physical branches
as the primary access point, tracing its origins back to the 12" century and
later in the 14-15" century with the Italian and German banker families. The
era revolved around physical branches as the sole access point. Transactions

333 Finel-Honigman, 1., & Sotelino, F. (2015). International banking for a new century.
Routledge.
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were labor-intensive and time-consuming, necessitating personal visits. The
date 1472 reflects the establishment of the Banca Monte dei Paschi di Siena
S.p.A, which can be considered the world's oldest and still operating bank.
Bank 2.0 signifies the advent of self-service banking, characterized by the
initial efforts to offer access beyond regular banking hours. The arrival of
ATMs in the 1960s marked a turning point, offering 24/7 self-service for
basic transactions. The era's defining feature was increased accessibility be-
yond branch hours. The commercial internet's emergence in 1995 further pro-
pelled this progress, enabling online banking through clunky desktops. Bank
3.0 introduces a paradigm shift in banking, emphasizing accessibility at the
user's convenience, mainly catalyzed by the emergence of smartphones in
2007. This evolution accelerated with 10T and mobile banking apps, which
transformed convenience, allowing on-the-go access to accounts, payments,
and information. Peer-to-peer (P2P) transactions gained traction, and chal-
lenger banks leveraged mobile platforms, challenging traditional models
with a channel-agnostic approach. This era witnessed a 61% global internet
penetration rate by 2022, driving rapid adoption. Finally, Bank 4.0 embodies
embedded and omnipresent banking services delivered in real-time through
advanced technological layers. Real-time, context-driven experiences, seam-
less interactions, and intelligent, Al-driven advisory layers mark this
phase.®** It predominantly operates as a digital omnichannel model, elimi-
nating the need for physical distribution channels, automatic bill payments,
context-aware financial recommendations, and automated fraud detection.
The global smartphone user base is projected to reach 6.6 billion by 2025,
further fueling this evolution. ATM installations grew from 60,000 in 1980
to over 3 million globally by 2023. Mobile banking transactions accounted
for 47% of all retail banking transactions in 2021. Investments in FinTech
reached a record $210 billion in 2021, showcasing the industry's dynamism.

To be clear, Banks 1.0, 2.0, and 3.0 still exist today.**® Some banks
fundamentally maintain a Bank 1.0 nature in operations and customer inter-
action. Others, falling within the Bank 2.0 category, still lack a mobile app

33 Kaur, D. N., Sahdev, S. L., Sharma, D. M., & Siddiqui, L. (2020). Banking 4.0:‘the in-
fluence of artificial intelligence on the banking industry & how ai is changing the face of
modern day banks’. International Journal of Management, 11(6).

Mehdiabadi, A., Tabatabeinasab, M., Spulbar, C., Karbassi Yazdi, A., & Birau, R. (2020).
Are we ready for the challenge of Banks 4.0? Designing a roadmap for banking systems in
Industry 4.0. International Journal of Financial Studies, 8(2), 32.

3% King, B. (2018). Bank 4.0: Banking everywhere, never at a bank. John Wiley & Sons.
277-278. and Bhatia, M. (2022). Banking 4.0. Springer Books.
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and have limited online capabilities. The majority of banks not offering mo-
bile account openings would only marginally meet the criteria for Bank 3.0—
akin to a Bank 2.5 status. Globally, only a limited number of banks are gen-
uinely omni-digital today, striving to transition to Bank 4.0, possibly num-
bering in the dozens. Notably, a significant portion, including certain chal-
lenger banks, may never achieve this transformation.>3

According to John Hicks there are three distinct stages in the evolu-
tion of banking, of which the first, in which the bank is no more than a fi-
nancial intermediary. People lend to the banker, altogether he pays a lower
rate of interest than that which he charges (his 'in-rate’ must be lower than his
‘out-rate’ if he is to make a profit) because they do not have the knowledge,
which he has acquired in building up his business, by which they can find for
themselves such safe and profitable investments as he is finding. The second
stage of banking evolution comes when the banker realizes that it is safe for
him, or usually safe for him, to accept money on deposit, subject to with-
drawal on demand or at short notice. Though he is exposed to the danger of
a 'run’, means that are more or less effective can be taken to guard against it.
It is often represented that this reliance upon the insurance principle is the
essence of banking. The importance of this second stage is largely that it
leads (and often very rapidly leads) to the third, which nevertheless is logi-
cally distinguishable from it. This is the point at which deposits in banks,
withdrawable deposits, are made transferable: either by cheque, which is an
instruction to a bank to transfer an existing deposit, or by note — which is in
effect a cheque payable to bearer, having the guarantee of the bank behind it,
without reference to the depositor against whose deposit it was originally
issued. The money which it lends is money that it itself creates.3’

36 Vértesy, L. (2020). Ab ovo.. Banktorténet didhéjban. Jog és pénziigyek a
bankszektorban. Akadémiai Kiado.
337 Hicks, J. R. (1969). A theory of economic history. Oxford University Press, 94-96.
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14. The Concept of Banking

For a country, everything will be lost when the jobs of an economist and a banker become
highly respected professions.
Charles-Louis de Secondat, La Bréde és Montesquieu

The term banking refers to the business of a bank or a banker.33 This is rather
tautologic, so the bank is an establishment within the financial industries for
the custody, loan, exchange, or issue of money, for the extension of credit,
and for facilitating the transmission of funds.®*® On one hand, the bank
(banked; banking; banks) can be an intransitive verb; in this sense it means
to manage a bank or to deposit money or have an account in a bank (choosing
where to bank), on the other hand it is a transitive verb: to deposit or store in
a bank (bank a check).®*

There are basically three approaches to the question of why internal
financial institutions exist in the financial market. Each approachcenters
upon a specific portionof the bank's activity. (i) The first relates to the role
played by these institutions as asset transformers.Here, interest centers upon
diversification potential and asset evaluationas a reason for these financial
firms. (ii) The second refers to the nature of the liabilities issued and their
central function in a monetary economy. Indeed, the existence of a medium
of exchange creates an opportunity for its issuer to gain some form of sei-
gniorage. (iii) Finally, some have emphasized the two-sided nature of these
financial firms as critical in any explanationof their behavior. Pyle developed
a model of the maximizing firm in a financial market with uncertainrates of
return.*! He concluded that covariance between the return on loans and de-
posits fosters intermediationby encouraging the risk-averse maximizer to
transform deposits into loans.3*?

Banking faces with a trilemma among profitability, liquidity and sol-
vency. Profitability (return on equity) refers to the ability of a bank to operate
profitably over the long term, optimizing its operations to generate the high-

338 “Banking.” Merriam-Webster.com Dictionary, Merriam-Webster, https://www.merriam-
webster.com/dictionary/banking.

339 Vértesy, L. (2015). Financial Industries. Budapesti Corvinus Egyetem

340 «“Bank.” Merriam-Webster.com Dictionary, Merriam-Webster, https://www.merriam-
webster.com/dictionary/bank.

341 pyle, D. H. (1971). On the theory of financial intermediation. The Journal of Finance,
26(3), 737-747.

342 Santomero, A. M. (1984). Modeling the banking firm: A survey. Journal of money, credit
and banking, 16(4), 576-602.
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est possible profits while also distributing dividends to its shareholders. Li-
quidity represents a bank's capacity to meet its current obligations with suf-
ficient and appropriate liquid assets, ensuring that it has the necessary re-
sources readily available to satisfy its immediate liabilities. Solvency per-
tains to a bank's long-term ability to meet its obligations, whereby the market
value of its assets exceeds the market value of its liabilities, indicating posi-
tive equity and ensuring long-term financial stability.

Banks' Trilemma

Profitability

Source: own compilation of the author

Balancing Financial Objectives. Finding, establishing, and maintain-
ing an optimal balance among the three financial objectives is crucial for fi-
nancial institutions. In the case of excessive profitability, in pursuit of higher
yields, banks may increasingly undertake higher risks, engaging in riskier
transactions and associating with riskier clients. Consequently, this can com-
promise the institution's safety, jeopardizing its solvency over time. At ex-
cessive liquidity, holding excessive cash or liquid assets, while safe, may
yield low profitability. This surplus liquidity can limit the bank's lending ca-
pacity, thereby moderating its profitability. The excessive Solvency means
maintaining excessive solvency or having a perfectly matched maturity struc-
ture and conservative risk-taking can constrain the bank. In an attempt to
minimize risk, profitability may decrease. Risk manifests itself in each of
these scenarios.

14.1. Characteristics of Banking

The acquisition by dishonest means and cunning,' said Levin, feeling that he was incapable
of clearly defining the borderline between honesty and dishonesty. ‘Like the profits made by
banks," he went on. This is evil, | mean, the acquisition of enormous fortunes without work,
as it used to be with the spirit monopolists. Only the form has changed. Le roi est mort, vive
le roi! Hardly were the monopolies abolished before railways and banks appeared: just an-
other way of making money without work.

Leo Tolstoy, Anna Karenina
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The economy's financing can essentially be realized through two
main channels: the money market (banking sector) or the capital market
(stock exchange) became the predominant form of financial intermedia-
tion.3* Thus, Intermediation occurs either through the banking system or the
so-called shadow banking system via non-bank institutional and non-institu-
tional actors. In the Anglo-Saxon countries, free capital was available scat-
tered, and the stock exchange most effectively facilitated the collection of
savings. In continental European countries, however, the concentration of
capital (as a feudal remnant) favored the prosperity of banks. It can be ob-
served that as a country's economy becomes more developed, the capital mar-
ket gains greater priority. In contrast, in less developed countries, the role of
the banking intermediary becomes decisive (during transitional periods,
these institutions can initially be established for stability and coordination
purposes), and this intermediary primarily facilitates capital accumulation.34*

Three trends have strengthened in the operation of the financial sys-
tem: (i) the emergence of universal banking systems, which integrate a wide
range of financial activities into one institution; (ii) financial globalization,
the continuous expansion of financial activities across borders; and (iii) com-
petition among financial institutions. The regulatory reforms that increased
bank competition reduced corporate risk by increasing liquidity access.3*®
The supervisory enforcement actions lead to a reduction in credit to small
borrowers, but this only has limited effects on large borrowers.3*® Banks re-
allocate lending toward lower risk firms and to industry sectors where they
have a high market share.®*’

Functions

Economic actors require financial intermediaries, whose primary task
is to establish and maintain continuous connections between savers and those
in need of funds. Direct money and capital flows alone are not sufficiently

343 Berger, A. N., Molyneux, P., & Wilson, J. O. (2020). Banks and the real economy: An
assessment of the research. Journal of Corporate Finance, 62, 101513.

344 de Fiore, F. — Uhlig, H. (2005). Bank finance versus bond finance: what explains the
differences between US and Europe?, Working Paper Series 547, European Central Bank
345 Jiang, T., Levine, R., Lin, C., & Wei, L. (2020). Bank deregulation and corporate risk.
Journal of Corporate Finance, 60, 101520.

346 Roman, R. A. (2020). Winners and losers from supervisory enforcement actions against
banks. Journal of Corporate Finance, 60, 101516.

347 De Jonghe, O., Dewachter, H., & Ongena, S. (2020). Bank capital (requirements) and
credit supply: Evidence from pillar 2 decisions. Journal of Corporate Finance, 60, 101518.
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efficient. Financial markets, including the banking sector, promote economic
growth, monitoring and evaluation (delegated observation), and risk manage-
ment. Financial intermediaries expedite matching money and capital demand
and supply, reduce risk, and increase security. An advanced financial system
not only enhances economic growth but can also mitigate fluctuations in
growth. In terms of its macroeconomic role, a bank is a financial intermedi-
ary that (i) coordinates various saving and financing needs, (ii) performs and
carries out maturity and volume transformations, (iii) reduces transaction
costs of financing, (iv) processes part of the payment flow, and (v) creates
claims on itself, which can function as money.>*

Joseph Alois Schumpeter posited that entrepreneurial credit fi-
nances innovation, leading to the realization of new combinations of pro-
duction resources, which holds significant importance for economic growth.
According to his theory, banks play a crucial role in selecting entrepreneurs
worthy of credit, thereby supporting economic growth and innovation
through their lending activities. The banker, therefore, is not so much pri-
marily a middleman ... He authorizes people in the name of society ... (to
innovate).3*° However, this perspective has faced criticism over time. Empir-
ical evidence and subsequent theoretical literature have not consistently sup-
ported Schumpeter's assertions. While banks do play a role in selection, they
often do so conservatively, preferring to finance established business ideas
or entities with a proven operational history. Additionally, capital market
mechanisms are deemed more suitable for financing innovation.

Despite this, economic theories paid relatively little attention to this
relationship until the 1980s and generally assumed that the financial system
did not play an important role in the real economy. According to a survey
conducted by King and Levin in 80 countries between 1960 and 1989, the
development of the financial intermediary system clearly predicts the level
of economic growth.3*° The credit view theory emphasized the significant
role played by lending in monetary transmission in such a way that, in addi-
tion to bank interest rates, the monetary authority affects the real economy

348 Dia, E., & VanHoose, D. (2017). Banking in macroeconomic theory and policy. Journal
of Macroeconomics, 54, 149-160.

349 Schumpeter, J. (1912). Theorie der Wirtschaftlichen Entwicklung. Duncker und Humblot.
30 King, R. G. — Levine, R. (1993). Finance, Entrepreneurship and Growth. Journal of Mon-
etary Economics, 32. and King, R. G. — Levine, R. (1993): Finance and Growth: Schumpeter
might be Right. Quartrly Journal of Economics, CVIII.
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by influencing the quantity and quality of bank loans.*! Levin and Zervos
repeated the same test in 1998 and again proved the statement's validity.
However, following empirical research and methodological development,
economic thinking took a new direction: the development of information
economics drew attention to the imperfections of the credit market: there is
not necessarily a market-clearing price on the credit market, the price does
not balance the supply and demand for credit.3>? Therefore, the evolution of
bank lending is explained significantly by non-price factors, by which we
mean the banks' creditworthiness standards and lending conditions. Today,
we can find several — complementary theories — about how the different char-
acteristics of the credit market deviate the supply from the demand. Accord-
ing to the procyclicality theory, the accounting for credit losses is strongly
related to the economic cycle, however, bank income and capital position,
collaterals and the willingness to grant loans can also be procyclical. If the
changes in the loan supply are the determining factor in the development of
the loan portfolio or new disbursements, we can be sure of the consequences
of negative macroeconomic and financial stability.

Douglas W. Diamond discussed the delegated monitoring role of fi-
nancial intermediation. He suggests that the financial intermediary system
minimizes the cost of acquiring information necessary to evaluate credit
placements continuously. Similar to Schumpeter's perspective, Diamond's
analysis extends beyond the traditional intermediary role of banks. However,
he emphasizes bank monitoring to mitigate free-rider problems and moral
hazards.3>® Diamond argues that the functioning of the financial intermediary
system facilitates the more efficient allocation of society's available re-
sources. This aligns with Schumpeter's view of innovation and economic
growth but emphasizes the role of monitoring and information acquisition in
achieving this efficiency.

Richard Werner stated three theories of banking: (i) financial interme-
diary, (ii) fraction reserves, (iii) credit creation.®>* The currently prevalent
financial intermediation theory of banking says that banks collect deposits

%1 Bernanke, B. S. — Blinder, A. S. (1988). Credit, Money and Aggregate Demand, American
Economic Review, Vol. 78. No. 2., Papers and Proceedings of the One-Hundredth Annual
Meeting of the American Economic Association. 435-439.

352 |evine, R. — Zervos, S. (1998). Stock Markets, Banks and Economic Growth. American
Economic Rewiev, 88,3, 537-538.

353 Diamond, D. W. (1984). Financial intermediation and delegated monitoring. The review
of economic studies, 51(3), 393-414.

354 Werner, R. A. (2016). A lost century in economics: Three theories of banking and the
conclusive evidence. International Review of Financial Analysis, 46, 361-379.
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and then lend these out, just like other non-bank financial intermediaries. The
older fractional reserve banking theory says that each individual bank is a
financial intermediary without the power to create money. However, the
banking system collectively is able to create money through the process of
multiple deposit expansion (money multiplier). The credit creation theory
of banking, predominant a century ago, does not consider banks as financial
intermediaries that gather deposits to lend out but instead argues that each
bank creates credit and money newly when granting a bank loan.3*®

The credit rationing theory posits that at a given market price, de-
mand can persistently exceed supply (demand # supply). Unlike other mar-
kets where a market-clearing price might exist, the credit market lacks such
a mechanism. Here, non-price factors in credit supply play a primary role in
determining the availability of credit. The phenomenon often manifests as
excess demand, partly due to the consequences of credit rating and risk as-
sessment. Even with rising interest rates, lenders may offer less credit, even
if borrowers are willing to pay higher interest rates for loans. This has three
reasons and aspects:3°°

e Rationing and the customer relation. This model, proposed by San-
tomero and Blackwell,®7 associates credit rationing with the rela-
tionship between banks and their clients. In this model, during po-
tential credit restrictions, preferred clients of banks receive more fa-
vorable treatment, while smaller clients face credit rationing.

¢ Rationing and partial price discrimination. This second model, pre-
sented by Jaffee and Modigliani,®*® focuses on quantity rationing or
credit crunch. In this scenario, banks are unable to set individual
interest rates for each client, leading to the application of a uniform
interest rate across a heterogeneous group of clients. This uniform

355 Werner, R. A. (2014). Can banks individually create money out of nothing? — The theo-
ries and the empirical evidence. International Review of Financial Analysis, 36. 1-19.
Werner, R. A. (2014). How do banks create money, and why can other firms not do the
same? An explanation for the coexistence of lending and deposit-taking. International Re-
view of Financial Analysis, 36. 71-77.

3% Santomero, A. M. (1984). Modeling the banking firm: A survey. Journal of money, credit
and banking, 16(4), 576-602.

357 Blackwell, N. R., & Santomero, A. M. (1982). Bank credit rationing and the customer
relation. Journal of Monetary Economics, 9(1), 121-129.

38 Jaffee, D. M., & Modigliani, F. (1969). A theory and test of credit rationing. The Ameri-
can Economic Review, 59(5), 850-872.; Jaffee, D. M., & Modigliani, F. (1976). A theory
and test of credit rationing: reply. The American Economic Review, 66(5), 918-920.

230



rate results in credit rationing, especially for clients who would re-
quire interest rates higher than the maximum set rate. Risk-free cli-
ents, however, are always exempt from credit rationing.

¢ Rationing and information problems. In the third model, introduced
by Jaffee and Russell,®® considers credit rationing arising from ex-
ante quality differences among borrowers. Before lending, borrow-
ers cannot be distinguished by lenders. Consequently, market inter-
est rates include a "lemons” premium, which rewards riskier bor-
rowers with a premium compared to well-rated borrowers.

The theory of credit rationing posits that, at a given market price, de-
mand can persistently exceed supply. Several reasons can explain this phe-
nomenon. Borrowers may not secure as much credit as they desire at the pre-
vailing interest rate, leading to standard pricing rationing. Lenders might per-
ceive an investment as riskier than the borrower does, resulting in a higher
interest rate and failed credit contracts. Some lenders may exclude lower-
income groups from lending, a practice known as redlining or blacklisting.
Similarly, borrowers with similar characteristics might experience differen-
tial access to credit, with some denied credit even if they are willing to accept
higher interest rates. The credit market lacks a market-clearing price primar-
ily because non-price factors in credit supply play a dominant role. Credit
rationing often emerges in the market's equilibrium state. This phenomenon
can be explained by asymmetric information regarding borrowers' ability and
willingness to repay. There exists a demand for credit willing to pay rates
above the equilibrium interest rate that goes unsatisfied due to lenders' risk
perception. Additionally, the moral hazard arises, where higher interest rates
incentivize borrowers to deviate from their commitments and engage in risk-
ier investments. The expected profit for banks is not a monotonically increas-
ing function of interest rates. Beyond a certain interest rate level, credit ra-
tioning coupled with excessive risks can lead to a decrease in a bank's ex-
pected profit (credit rationing + excessive risks).

On the other hand, the pro-cyclical theory delves into specific credit
market characteristics to understand how credit supply fluctuates relative to
credit demand. This analysis aims to determine the extent to which these
fluctuations reinforce economic cyclicality, thus influencing the overall eco-
nomic cycle. The theory examines the relationship between credit market in-
dicators and the overall economic situation, specifically the real economic

39 Jaffee, D. M., & Russell, T. (1976). Imperfect information, uncertainty, and credit ration-
ing. The Quarterly Journal of Economics, 90(4), 651-666.
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cycle. Broadly defined, pro-cyclicality refers to a credit market indicator,
such as loss provisioning, bank income and capital position, collateral, or
lending willingness, that closely mirrors the state of the entire economy. For
instance, these indicators increase during economic booms and decline dur-
ing downturns, moving in tandem with production, consumption, investment,
and exports. Narrowly defined, pro-cyclicality goes beyond mere co-move-
ment to amplify economic cyclicality. It focuses on how credit supply
strengthens the economic cycle. Two extreme cases illustrate the credit cy-
cle's impact. The credit crunch occurs during economic downturns when the
default rate rises due to deteriorating income or profitability, exacerbated by
higher interest rates and refinancing and capital issues. Consequently, banks
are prompted to curtail lending rapidly and broadly. A credit crunch occurs
when there is a lack of funds available in the credit market, making it difficult
for borrowers to obtain financing. This happens in one of three scenarios: (i)
when lenders have limited funds available to lend, (ii) when they are unwill-
ing to lend additional funds, or (iii) when they've increased the cost of bor-
rowing to a rate unaffordable for most borrowers.3®° Conversely, a credit
boom can aise during economic upswings, where is an increased willingness
to lend.*®* This leads to an extensive access to credit, even for less creditwor-
thy borrowers. Such situations are often associated with overly optimistic
lending and can be accompanied by asset bubbles. The prevention of these
extremes is crucial because they can result in significant economic down-
turns. Credit loss provisioning is closely related to the economic cycle, and
the bank's income and capital position, collateral, and lending willingness
can also exhibit pro-cyclicality. Thus, understanding and managing pro-cy-
clicality in the credit market is essential for stabilizing the economic cycle
and preventing financial instability.

30 Bernanke, B. S., Lown, C. S., & Friedman, B. M. (1991). The credit crunch. Brookings
papers on economic activity, 1991(2), 205-247.

Buera, F. J., & Nicolini, J. P. (2020). Liquidity traps and monetary policy: Managing a credit
crunch. American Economic Journal: Macroeconomics, 12(3), 110-138.
https://www.investopedia.com/ask/answers/credit-crunch.asp

31 Dell'Ariccia, M. G., Ebrahimy, M. E., Igan, M. D. O., & Puy, M. D. (2020). Discerning
good from bad credit booms: the role of construction. International Monetary Fund.
Gertler, M., Kiyotaki, N., & Prestipino, A. (2020). Credit booms, financial crises, and macro-
prudential policy. Review of Economic Dynamics, 37, S8-S33.
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Financial Instability Hypothesis (FIH)

Hyman Minsky proposed the Financial Instability Hypothesis which
provides an insightful perspective on the inherent instability of financial mar-
kets and the banking sector.®2 It challenges the traditional view of the bank-
ing sector as a source of stability in the economy. The stability in financial
systems often breeds instability, as periods of prolonged economic stability
encourage excessive risk-taking and leverage. Minsky categorized borrowers
into three categories: hedge finance (stable cash flows), speculative finance
(variable cash flows), and Ponzi finance (cash flow insufficient to cover in-
terest payments). As economies boom, the share of speculative and Ponzi
borrowers increases, making the system more vulnerable to downturns.

Three Phases of Financial Markets

Phase Hedge Phase  Speculative Phase Ponzi Phase
Borrowers Make debt pay- Rely on the apprecia-  Rely on continuous ap-
ments from their  tion of asset prices to preciation of asset
cash flow refinance their debt prices to meet debt ob-
ligations
Lenders Cautious Become less cautious, Become overly opti-
leading to increased mistic, leading to ex-
leverage cessive leverage
Economy Stable Optimism grows Speculative bubbles

Source: own compilation of the author

There are three phases of financial markets. In the hedge phase, bor-
rowers can make debt payments from their cash flows. The economy is sta-
ble, and lenders are cautious. While in the speculative phase, borrowers rely
on the appreciation of asset prices to refinance their debt. As optimism grows,
lenders become less cautious, leading to increased leverage. Banks loosen
lending standards, and businesses and individuals take on more debt. This
increases financial fragility across the system. At the end, in the Ponzi
phase, borrowers rely on continuous appreciation of asset prices to meet debt
obligations. Lenders become overly optimistic, leading to excessive leverage
and speculative bubbles.

Over time, the financial system transitions from the hedge phase to the
speculative and Ponzi phases, increasing its fragility, therefore stability
breeds instability. As borrowers take on more debt, even a small shock can

362 Minsky, H. P. (1970). Financial instability revisited: The economics of disaster. (1977).
Banking and a fragile financial environment. Journal of Portfolio Management, 3(4), 16-22.
(1994). Financial Instability and the Decline (?) of Banking: Public Policy Implications.
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trigger a crisis, leading to a rapid unwinding of debt and a financial melt-
down. The banking sector plays a crucial role in the Minsky framework by
providing the necessary leverage for borrowers. During the speculative and
ponzi phases, banks tend to relax lending standards, leading to a surge in
credit creation. According to the procyclical lending, banks tend to be more
willing to lend during good times and tighten credit during recessions. This
amplifies economic cycles - more credit fuels booms, and credit scarcity
worsens slumps. As the economy booms and asset prices rise, banks may
engage in riskier lending practices, such as subprime lending or excessive
exposure to speculative assets, amplifying financial vulnerabilities. The
banking sector's interconnected nature can exacerbate financial instability. A
shock to one bank or financial institution can spread quickly throughout the
system, leading to a broader financial crisis. Minsky viewed banks as profit-
seeking entities that innovate new financial instruments. These innovations
can introduce new risks into the system, which may not be fully understood
until a crisis hits.

The financial instability hypothesis suggests that financial regulation
is essential to prevent the build-up of systemic risks and financial instability.
Effective regulation can help constrain excessive risk-taking, promote pru-
dent lending practices, and ensure the resilience of the banking sector against
shocks. The 2008 financial crisis is often seen as a validation of FIH. The
easy credit environment and complex financial products like mortgage-
backed securities contributed to the instability that eventually led to the crash.

Criticisms of FIH include the difficulty in categorizing borrowers and
the lack of a clear mechanism for predicting crises. However, FIH offers val-
uable insights into the inherent risks within the banking sector and how seem-
ingly stable periods can sow the seeds for future financial troubles.

Money creation

The essence of money creation lies in the ability of financial institu-
tions to generate new money supply, effectively multiplying the value of the
fiat money issued by the central bank. Given that central banks hold a mo-
nopoly on cash issuance, commercial banks can create money either by (i)
extending credit (including securities purchases) or (ii) purchasing foreign
currency. Consequently, contemporary money represents a claim on the
banking system, with both the central and commercial banks ensuring the
necessary quantity of money for the economy. This mechanism challenges
financial intermediation, as commercial banks can create money themselves,
thus not necessarily requiring prior savings when extending credit. Central
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to this issue is determining whose claim is at stake: while credit represents
the lender's claim against the debtor, deposits represent the depositor's claim
against the bank. The created money can be eliminated through loan repay-
ment or selling foreign currency.

Money creation also entails money multiplication, or money multi-
plier effect, as the financial circulation process leads to the re-deposit of is-
sued credit back into the banking system, enabling banks to lend it out again.
This circular process naturally results in the multiplication of recorded de-
posits and loans, as borrowed funds typically return to banks in various
forms.2®3 The multiplier effect depends on two factors: (i) the reserve require-
ment ratio, indicating the percentage of deposits commercial banks must hold
with the central bank; and (ii) the reserve ratio determined by the liquidity
reserve. Additional constraints come from prudential rules and capital ade-
quacy requirements set by supervisory authorities. The theoretical upper
limit of this process, if extrapolated to an infinite number of transactions, for
an initial 1000 €, the money creation results in € 50,000t with a 2% reserve
ratio, and 12,500 € with an 8% capital adequacy ratio. In practice, however,
there is no infinite number of transactions, as banks can choose to hold re-
serves exceeding the required amount, and they are not obliged to extend
credit despite increasing the monetary base or reducing reserve requirements.
Nowadays, mandatory reserve ratios imposed by central banks are typically
low; nevertheless, many banks, in line with their post-crisis pessimism, re-
frain from increasing lending activity, not due to reserve requirements but
rather due to limited business opportunities. In addition to low reserve ratios,
central banks may incentivize lending through other means, such as quanti-
tative easing, where they purchase assets from commercial banks, paying
with central bank money, or through refinancing credit schemes targeting
various lending programs for the corporate sector. Thus, commercial banks'
money creation is influenced by various factors, including economic condi-
tions, business opportunities, and central bank interest rate policies.3%* Fur-
thermore, prudential regulation limits banks' money creation capacity by re-
quiring them to hold sufficient equity capital proportional to the risk of each
loan, set aside reserves for unexpected losses, and establish general or indi-
vidual capital buffers to strengthen macroprudential resilience.

363 _ampert, M. (1986). Knowing, doing, and teaching multiplication. Cognition and instruc-
tion, 3(4), 305-342.

34 Zeljana, V., Marko, B., & Snezana, K. (2017). Multiplication of money in the contempo-
rary trends of doing business. Banja Luka, 2017., 411.
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Transformations

Banks proceed with different transformations, which means they cov-
ert and change the deposits of various amounts, maturities, currencies, re-
gions, and economic entities into loans provided to various amounts, matur-
ities, currencies, regions, and economic entities. The maturity transfor-
mation means that the financial institutions provide longer-term loans utiliz-
ing short-term sources of funding. This practice helps match the varying ma-
turity preferences of savers and borrowers, facilitating smoother capital allo-
cation within the economy.®%® The liquidity transformation converts the
less liquid assets are converted into more liquid and easily convertible ones.
This process ensures that funds remain accessible when needed, reducing the
risk of illiquidity for both savers and borrowers.*®® The volume or amount
transformation involves converting small savings into larger loans. By ag-
gregating numerous small deposits, financial intermediaries can extend sub-
stantial loans to borrowers, thus channeling savings into productive invest-
ments. The asset transformation occurs when financial institutions convert
savings and investments into different forms of assets through diversified
placements. This diversification helps manage risk and optimize returns by
spreading investments across various assets and sectors. The risk transfor-
mation is pivotal, involving the redistribution of risk between savers and
borrowers. Financial intermediaries assume some of the risk associated with
lending, thereby enabling savers to invest their funds securely while borrow-
ers gain access to financing even if their creditworthiness is uncertain. Fi-
nally, the payment system represents a fundamental transformation wherein
financial intermediaries facilitate settlements and money movements be-
tween parties. This process ensures the smooth flow of funds within the econ-
omy, supporting transactions and economic activity. Together, these trans-
formations performed by financial intermediaries contribute to efficient cap-
ital allocation, risk management, and overall stability in the financial system,
ultimately fostering economic growth and development.

The central task of maturity and liquidity transformation is to en-
sure proper coordination between deposits and loans since their maturity
dates differ; thus, maintaining harmony between the two, i.e., long-term
loans should adequately cover short-term deposits. Both are interest-bearing

365 paul, P. (2023). Banks, maturity transformation, and monetary policy. Journal of Finan-
cial Intermediation, 53, 101011.

366 Chen, Q., Goldstein, I., Huang, Z., & Vashishtha, R. (2020). Liquidity transformation
and fragility in the US banking sector (No. w27815). National Bureau of Economic Re-
search.
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products, and the gap between the two interest rates is called the interest mar-
gin (the difference between the technical interest rate and the investment
yield), which is the cost or price of money intermediation and the main source
of bank income. This is otherwise known as prudent operation: financial
institutions are required to manage entrusted foreign (deposit) and own (loan)
resources in a way that continuously maintains immediate liquidity (liquid-
ity) and solvency (solvency).

The various transformations can result in discrepancies and inconsist-
encies (mismatches), most commonly associated with the asset and liability
sides. A maturity mismatch often refers to situations when a company’'s short-
term liabilities exceed its short-term assets. It signifies a company's ineffi-
cient use of its assets. In the case of maturity transformation, the maturity
mismatch (or maturity gap) relates to a specific period, leading to the derived
cumulative mismatch, which is the sum of differences across individual time
intervals.®®” If the cumulative mismatch compared to the bank'’s balance sheet
is significant, exceeding 15-20% of it, the bank faces a high liquidity risk.
Exchange rate (and related interest rate) disparities can also exist among the
bank's balance sheet items denominated in different currencies: currency
mismatch.3%8

%7 Yang, L., Yi, Y., & Wang, S. (2021). Banks’ maturity mismatch, financial stability, and
macroeconomic dynamics. Economic research-Ekonomska istraZivanja, 34(1), 3038-3063.
Wang, X. (2023). A macro-financial perspective to analyse maturity mismatch and default.
Journal of Banking & Finance, 151, 106468.

38 Abbassi, P., & Briuning, F. (2023). Exchange rate risk, banks' currency mismatches, and
credit supply. Journal of International Economics, 141, 103725.
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Micro- and Macroprudence

Quidquid agis, prudenter agas, et respice finem.
Whatever you do, do it wisely and consider the end.

Microprudence and macroprudence are two complementary ap-
proaches to financial regulation aimed at ensuring the stability and soundness
of the financial system.

Micro- and Macroprudence

Microprudence Macropruden