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22 The genesis and contemporary comeback 
off  the theory of free trade 

Onee of the central aspects of today's economic globalization is increasing 
freee trade. The arguments for such a policy go back two centuries, to the 
timee when Smith and Ricardo armed advocates of free trade with the 
theoremm of comparative advantage. Since then they have been 'winning 
everyy battle in the textbooks' (Pen 1967). And today opponents of 
protectionistt policies and proponents of globalized free trade are once 
againn claiming victory. However, public anxiety about globalization and 
freee trade is rising. In some policy circles and NGOs proposals are being 
discussedd for new forms of protectionism, so as to re-empower the local 
andd regional in the face of the social and ecological consequences of free 
tradee and increased capital mobility. Moreover, research on technology 
andd economic development is putting in question the fashionable idea that, 
ass far as policy choices are concerned, national states are virtually dead in 
today'ss global economy.3 

Thiss chapter discusses old and new analyses of free trade and 
protectionism.. The retreat from mercantilism began in countries such as 
Englandd and France in the late eighteenth century, so the first section deals 
withh the genesis of classical trade theory. The second section discusses the 
heroicc assumptions of this free trade theory, and the gap between theory 
andd real-world developments. The third section takes up major criticisms 
alreadyy raised at the time, especially from a national and class conflict 
perspective.. In the fourth section we take a look at important contemporary 
criticismss of the free trade paradigm. 

11 See for example IMF 1997a; Irwin 1996b; Krueger 1997. 

Seee for example Husson 1996; Lang and Hines 1993; Mander and Goldsmith 
1996. . 

33 See for example Boyer and Drache 1996; Freeman 1997; Weiss 1998. 
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2.11 The first  victory of free trade 

'Sincee the early nineteenth century, comparative advantage has been the 
bedrockk on which all subsequent developments in the theory of 
internationall  trade have rested' (Maneschi 1998: 10).4 As every student in 
economicss is supposed to know, Adam Smith and David Ricardo were the 
firstt to make a coherent case for the principle of free trade. Important 
elementss of free trade doctrine were already present in the mercantilist 
period.. But the classical economists supplied the coherent framework that 
iss still with us today. 

Inn his authoritative study of theories of international trade Viner (1955: 
108)) concludes that 'all the important elements in Adam Smith's free-trade 
doctrinee had been presented prior to the Wealth of Nations.' But there is 
'littl ee evidence that these early expositions had much influence', and they 
weree often 'to be found only in isolated passages not wholly consistent 
withh the views expounded in the surrounding text.' Although 'certain 
elementss of doctrine tending to lead to free-trade views were fairly widely 
prevalent'' (Viner 1955: 92) and 'calls for greater liberty in commerce 
flourishedd among intellectuals in France and Britain', the idea of free trade 
'didd not have a particularly strong economic basis and was sometimes 
foundedd upon a vague cosmopolitanism that had littl e economic content 
andd therefore could be easily dismissed' (Irwin 1996b: 73-4). Among the 
ideass that were already floating around and which were important for the 
successfull  formulation of the free trade doctrine, Viner (1955: 92-107) 
mentions:: the quantity theory of money and the criticism and qualifications 
off  the balance-of-trade doctrine; the general agreement that the profit 
motivemotive was the controlling factor in economic behavior; the concept of 
'economicc man'; the argument that regulation of trade by government went 

'Thee basic case for free trade has changed little over the past two centuries', 
DeMartinoo (2000: 195, 197) notes: 'Since David Ricardo introduced the concept of 
comparativee advantage in the early nineteenth century, the notion that free trade 
benefitss all countries has been a central tenet of orthodox theory. Even most 
heterodoxx economists have accepted the basic logic involved in this proposition. 
Nevertheless,, the concept of comparative advantage is at the center of the 
contemporaryy controversy over free trade.' 

Incidentally,, that is also true for many arguments used to defend protectionism 
(Vinerr 1955: 73). 
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counterr to human nature and could not prevail over the power of the profit 
motive,, while such regulation also faced such problems as the regulators' 
incompetencee and the unavailability of unbiased advisers; the 'elaborate 
reasoning'' in Mandeville's Fable of the Bees 'in support of individualism 
andd laissez faire, resting on his famous argument that "private vices" such 
ass "avarice" and luxury were "public benefits"'; and 'some of the specific 
economicc arguments for unrestricted trade' as stated or approximated by 
writerss such as Houghton (in 1677), Barbon (in 1690) and Davenant (in 
1697).66 As is clear from this incomplete enumeration, Smith did not base 
thee development of his free trade doctrine only on economic ideas in the 
narroww sense, but drew on more general philosophical ideas as well. Both 
Irwinn (1996b: 62-3) and Viner (1955: 109) even conclude, 'perhaps 
somewhatt surprisingly', that 'the moral philosophy that emerged in the 
eighteenthh century enlightenment' was more important for Smith's 
approachh to free trade than 'the earlier English economic literature.' 

Adamm Smith's 'stupendous accomplishment' was that he 'achieved 
whatt others before him had failed to do: present a systematic, coherent 
frameworkframework for thinking about the economics of trade policy', by providing 
'aa more soundly based economic logic to accompany the philosophically 
derivedd compatibility of private interests and public benefits' (Irwin 1996 : 
73-4).. The key argument that Smith advances for free trade is directly 
linkedd to the plea for the division of labor that opens book I of The Wealth 
ofof Nations. 'The greatest improvement in the productive powers of labour, 
andd the greater part of the skill, dexterity, and judgment with which it is 
anyy where directed, or applied, seem to have been the effects of the 

66 'The concept of the "economic man", instead of being, as is often alleged, an 
interventionn of the nineteenth-century classical school, was an important element in 
thee mercantilist doctrine. Between the attitudes of the two schools toward the 
"economicc man" (...) there was this important difference, however, that the classical 
economistss argued that men in pursuing their selfish interests were at the same 
time,, by a providential harmony of interests, either rendering the best service of 
whichh they were capable to the common good or at least rendering better service 
thann if their activities were closely regulated by government, whereas the 
mercantilistss deplored the selfishness of the merchant and insisted that to prevent it 
fromfrom ruining the nation it was necessary to subject it to rigorous control' (Viner 
1955:: 93). 

77 Maneschi (1998: 18) underlines this point when he argues: 'Starting with Adam 
Smith,, the classical economists frequently merged the positive and normative 
aspectss of trade.' 

\ \ 
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divisionn of labour' , Smith writes (1776: 13). He argues that *(i)t is the 
maximm of every prudent master  of a family, never  to attempt to make at 
homee what it wil l cost him more to make than to buy', illustratin g the 
argumentt  with his famous example: 

'Thee taylor  does not attempt to make his own shoes, but buys them of 
thee shoemaker. The shoemaker  does not attempt to make his own 
cloaths,, but employs a taylor. The farmer  attempts to make neither  the 
onee nor  the other, but employs those different artificers. All of them 
findfind  it for  their  interest to employ their  whole industry in a way in 
whichh they have some advantage over  their  neighbours, and to purchase 
withh a part of its produce, or  what is the same thing, with the price of a 
partt  of it, whatever  else they have occasion for'  (1776: 456-7). 

Extrapolatingg from individuals to countries, Smith appeals to the 
commonsensicall  thought that '(w)hat is prudence for  every private family, 
cann scarce be folly in that of a great kingdom', to state the case for  free 
trade: : 

'I ff  a foreign country can supply us with a commodity cheaper  than we 
ourselvess can make it, better  buy it of them with some part of the 
producee of our  own industry, employed in a way in which we have 
somee advantage. The general industry of the country, being always in 
proportionn to the capital which employs it, wil l not thereby be 
diminished,, no more than that of the above-mentioned artificers; but 
onlyy left to find out the way in which it can be employed with the 
greatestt  advantage. It is certainly not employed to the greatest 
advantage,, when it is thus directed towards an object which it can buy 
cheaperr  than it can make. The value of its annual produce is certainly 
moree or  less diminished, when it is thus turned away from producing 
commoditiess evidently of more value than the commodity which it is 
directedd to produce. According to the supposition, that commodity 
couldd be purchased from foreign countries cheaper  than it can be made 
att  home. It could, therefore, have been purchased with a part only of the 
commodities,, or, what is the same thing, with a part only of the price of 
thee commodities, which the industry employed by an equal capital, 
wouldd have produced at home, had it been left to follow its natural 
course.. The industry of the country, therefore, is thus turned away from 
aa more, to a less advantageous employment, and the exchangeable value 
off  its annual produce, instead of being increased, according to the 
intentionn of the lawgiver, must necessarily be diminished by every such 
regulation''  (1776: 457 - emphasis added). 
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Smithh succeeded in defending free trade not as important for a particular 
industryy or class, but as a general interest. Directly challenging mercantilist 
doctrines,, he argued that the 'importation of gold and silver is not the 
principal,, much less the sole benefit which a nation derives from its foreign 
trade',, because there are two other major benefits that can be gained from 
trade: : 

'Betweenn whatever places foreign trade is carried on, they all of them 
derivee two distinct benefits from it. It carries out that surplus part of the 
producee of their land and labour for which there is no demand among 
them,, and brings back in return for it something else for which there is a 
demand.. It gives a value to their superfluities, by exchanging them for 
somethingg else, which may satisfy a part of their wants, and increase 
theirr enjoyments. By means of it, the narrowness of the home market 
doess not hinder the division of labour in any particular branch of art or 
manufacturee from being carried to the highest perfection. By opening a 
moree extensive market for whatever part of the produce of their labour 
mayy exceed the home consumption, it encourages them to improve its 
productivee powers, and to augment its annual produce to the utmost, 
andd thereby to increase the real revenue and wealth in the society. 
Thesee great and important services foreign trade is continually occupied 
inn performing, to all the different countries between which it is carried 
on""  (1776: 447 - emphasis added). 

Afterr Smith the case for free trade was further developed and strengthened 
byy the theory of comparative costs or comparative advantage. This 
finishingg touch to free trade doctrine is attributed to David Ricardo.8 He 
introducedd in 1817 in chapter seven of his Principles of Political Economy 
andand Taxation the idea that even countries that are superior in producing all 
goodss in comparison with potential trading partners wil l benefit from trade: 
'Thiss explicit statement that imports could be profitable even though the 
commodityy imported could be produced at less cost at home than abroad, 

Irwinn (1996b: 91) finds the credit given to Ricardo exaggerated: 'Yet Ricardo's 
meree three-paragraph discussion was poorly expressed, awkwardly placed in the 
chapter,, and failed to bring out the essence of the theory.' And John Chipman 
(1965:: 480) is even of the opinion that Ricardo's 'statement of the law is quite 
wanting,, so much so as to cast some doubt as to whether he truly understood it*. 
Accordingg to William Thweatt (1976), James Mil l was actually responsible for 
Ricardo'ss three-paragraph example. 
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was,, it seems to me, the sole addition of consequence which the doctrine of 
comparativee costs made' (Viner 1955: 441). 

Ricardoo basically went one step further than Smith, because he took the 
factt into consideration that productivity levels differ from one country to 
thee next. By incorporating that aspect in his argument he succeeded even 
betterr than Smith in showing that free trade is in the interest of every 
country,, because there is always something that can be traded. Ricardo set 
outt the case for countries specializing in the production of goods in which 
theirr opportunity costs were lowest with his famous example of the trade in 
winee and cloth between England and Portugal: 

'Iff  Portugal had no commercial connexion with other countries, instead 
off  employing a great part of her capital and industry in the production 
off  wines, with which she purchases for her own use the cloth and 
hardwaree of other countries, she would be obliged to devote a part of 
thatt capital to the manufacture of those commodities, which she would 
thuss obtain probably inferior in quality as well as quantity. 
'Thee quantity of wine which she shall give in exchange for the cloth of 
England,, is not determined by the respective quantities of labour 
devotedd to the production of each, as it would be, if both commodities 
weree manufactured in England, or both in Portugal. 
'Englandd may be so circumstanced, that to produce the cloth may 
requiree the labour of 100 men for one year; and if she attempted to 
makee the wine, it might require the labour of 120 men for the same 
time.. England would therefore find it her interest to import wine, and to 
purchasee it by the exportation of cloth. 
'Too produce the wine in Portugal, might require only the labour of 80 
menn for one year, and to produce the cloth in the same country, might 
requiree the labour of 90 men for the same time. It would therefore be 
advantageouss for her to export wine in exchange for cloth. This 
exchangee might even take place, notwithstanding that the commodity 
importedd by Portugal could be produced there with less labour than in 
England.. Though she could make the cloth with the labour of 90 men, 
shee would import it from a country where it required the labour of 100 
menn to produce it, because it would be advantageous to her rather to 
employy her capital in the production of wine, for which she would 
obtainn more cloth from England, than she could produce by diverting a 
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portionn of her capital from the cultivation of vines to the manufacture of 
cloth'' (Ricardo 1817: 134-5).9 

Likee Smith before him, Ricardo (1817: 128) argued that free trade will 
'veryy powerfully contribute to increase the mass of commodities, and 
thereforee the sum of enjoyments'. The resulting greater abundance of 
commoditiess for lower prices is advantageous for the whole community 
andd trade is therefore beneficial to countries. This argument is usually 
presentedd in the canonical justifications for (the advantages of) free trade; 
butt in addition to this motive Ricardo gives a second justification for 
foreignn trade when he argues that it may increase the profit rate. This 
argumentt is very important for Ricardo, because like other classical 
economistss he was convinced that there is a tendency for the average rate 
off  profit to fall: 

'Itt is quite as important to the happiness of mankind, that our 
enjoymentss should be increased by the better distribution of labour, by 
eachh country producing those commodities for which by its situation, its 
climate,, and its other natural or artificial advantages, it is adapted, and 
byy their exchanging them for the commodities of other countries, as that 
theyy should be augmented by a rise in the rate of profits' (Ricardo 1817: 
132). . 

Ricardoo went to great lengths to make clear that trade in itself does not lead 
too a higher profit rate. He even opens his chapter on foreign trade by 
opposingg that specific idea: 'No extension of foreign trade wil l 
immediatelyy increase the amount of value in a country.'10 He saw such an 
increasee in the profit rate only as a possibility under very specific 
circumstances.. Because there is an inverse relationship between wages and 
profits,, 'the rate of profit can never be increased but by a fall in wages', he 
spellss out. And the consequence is that 'there can be no permanent fall of 
wagess but in consequence of a fall of the necessaries on which wages are 
expended'' (Ricardo 1817: 132). Only when trade leads to a decrease in the 

Heree and elsewhere I refer to the first edition of any work. The edition quoted 
fromm can be found in the bibliography. In this case citations are from the third 
(1821)) edition. 

Thee point cannot be taken up here, but it should be noted that Marx did not 
agree.. In the third volume of Capital (1894: 344-7) he argued that there are 
mechanismss through which foreign or colonial trade increases the rate of profit in 
industriall  countries (see also Mandel 1964). If true, this would of course further 
strengthenn the argument that trade can lead to an increase in the profit rate. 
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pricee of for example food or cloth for the working class can wages go 
downn and will profits rise: 

'Foreignn trade, then, though highly beneficial to a country, as it 
increasess the amount and variety of the objects on which revenue may 
bee expended, and affords, by the abundance and cheapness of 
commodities,, incentives to saving, and to the accumulation of capital, 
hass no tendency to raise the profits of stock, unless the commodities 
importedd be of that description on which the wages of labour are 
expended'' (Ricardo 1817: 133). 

Ricardoo generally considered the fall of the rate of profit unavoidable, 
becausee of the decreasing quality of the land that would have to be 
cultivatedd to be able to feed the increasing population, which would lead to 
increasingg food prices for the workers. But trade in his view could partially 
counterr the fall of the rate of profit: '(W)hen the rise of the price of corn is 
thee effect of the difficulty of production, profits will fall; for the 
manufacturerr will be obliged to pay more wages, and will not be enabled to 
remuneratee himself by raising the price of his manufactured commodity' 
(Ricardoo 1817: 146). 

Forr our further discussion it is important to emphasize that Smith and 
Ricardoo did not propagate free trade for general cosmopolitan or altruistic 
reasons,, but because they considered the extension of international 
exchangee of goods to be more in the interest of nations than protectionism. 
Inn fact, they held that there is no contradiction between the national interest 
andd free trade. 

2.22 Heroic assumptions and limitation s 

Sincee the genesis of the classical theory of free trade, two major types of 
criticismss have been raised against its theoretical and empirical 
underpinnings.. The first questions the heroic assumptions that have to be 
fulfilledd to make the theory of comparative advantage work, while the 
secondd observes that real-world developments do not match the theory's 
predictionss and expectations. These objections are reviewed in this section. 
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a.a. Heroic assumptions 
Althoughh he does not formulate them explicitly, many assumptions 
underliee Ricardo's free trade theory. This can for  example be seen in the 
followingg quotation: 

'I ff  the quantity of wine, imported in exchange for  the same quantity of 
Englishh commodities, be doubled, the people of England can either 
consumee double the quantity of wine that they did before, or  the same 
quantityy of wine and a greater  quantity of English commodities. (...) If I 
boughtt  more wine, and every wine-drinker  did the same, the foreign 
tradee would not be in the least disturbed; the same quantity of English 
commoditiess would be exported in exchange for  wine, and we should 
receivee double the quantity, though not double the value of wine. But if 
I,, and others, contented ourselves with the same quantity of wine as 
before,, fewer  English commodities would be exported, and the wine-
drinker ss might either  consume the commodities which were before 
exported,, or  any others for  which they had an inclination. The capital 
requiredd for  their  production would be supplied by the capital liberated 
fromm the foreign trade' (Ricardo 1817: 130-1). 

Withoutt  any further  elaboration Ricardo assumes here: that all income in a 
countryy is expended to buy goods; that there is never  any reduction of 
demandd because money is saved; that full use is being made of productive 
capacityy and of the factors of production (which adapt instantly to changes 
inn demand); that countries always have or  are headed rapidly towards a 
balancee of trade; and that markets adapt quickly and are therefore perfectly 
flexible.flexible. Frey and Weck-Hannemann (1996: 154-5) show that all these 
assumptionss can be challenged when they attempt to solve the riddl e of 
whyy protectionism has existed in all periods and countries when economic 
theoryy argues so convincingly that free trade maximizes a country's 
economicc welfare and leads to the most efficient allocation of resources: 

'(T)hee assumptions underlying the pure theory of international trade do 
nott  full y obtain in reality. In particular , it should not be assumed that 
marketss are perfect: real economies are subject to imperfect competition 
whichh distorts relative prices, and there are non-negligible costs of 
information ,, transaction and bargaining. Markets are thus not perfectly 
flexible,, and it proves to be difficult , and sometimes impossible, to 
undertakee the redistribution s necessary to compensate the losers from a 
(potentially)) Pareto-optimal trade-liberalizing measure. 

1''  This is these authors' second possible explanation for  the 'glaring gap between 
theoryy and reality' . First they dispose of the other  option, which is that 
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Forr Viner (1955: 444) 'it is more or less obvious' that Ricardo based his 
analysiss on assumptions, 'which, in conformity with his usual practice, he 
neverr expressly states.' These are in his opinion: 'ample time for long-run 
adjustments;; free competition; only two countries and only two 
commodities;; constant labor costs as output is varied; and proportionality 
off  both aggregate real costs and supply prices within each country to labor-
timee costs within that country.' Emmanuel (1972: ix) also lists a number of 
assumptions: : 

'(C)onstantt costs, equality in potential of production and consumption 
inn the two countries concerned, wages everywhere equal to the 
subsistencee minimum, identical techniques, identity in respect of money 
andd incomes, identity in balance of payments and trade balance, full 
employmentt of the factors'. 

Al ll  these assumptions have been discussed and rejected. But when a 
theory'ss assumptions do not state necessary conditions for the theory to 
hold,, '(s)howing that the theory's assumptions are false (...) does not imply 
thatt the theory is false' (Vromen 1995: 29).12 To effectively challenge 
Ricardo'ss theory it would therefore be necessary to discredit a sufficient 
andand necessary assumption. 

However,, there is an additional assumption in Ricardo's theory that has not 
yett been mentioned, which he does emphasize himself as a necessary 
conditionn for the theory of comparative advantage to work. To the question 
whatt would be the most advantageous if the production of both wine and 
clothh required less labor in Portugal than in England, Ricardo replies: 

'Itt would undoubtedly be advantageous to the capitalists of England, 
andd to the consumers in both countries, that under such circumstances, 
thee wine and the cloth should both be made in Portugal, and therefore 
thatt the capital and labour of England employed in making cloth, should 
bee removed to Portugal for that purpose. In that case, the relative value 
off  these commodities would be regulated by the same principle, as if 
onee were the produce of Yorkshire, and the other of London; and in 
everyy other case, if capital freely flowed towards those countries where 

'policymakerss are misinformed and/or of limited intelligence and therefore do not 
knoww the welfare-increasing effect of unilateral tariff reductions.' 

Orr as Learner (1995: 2) notes, 'textbook writers remind us that theories are 
neitherr true nor false. Theories are sometimes useful and sometimes not so useful.' 
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itt could be most profitably employed, there could be no difference in 
thee rate of profit, and no other difference in the real or labour price of 
commodities,, than the additional quantity of labour required to convey 
themm to the various markets where they were to be sold' (Ricardo 1817: 
136). . 

Iff  capital is mobile, Ricardo posits here, the theory of comparative costs 
wil ll  not hold, because in that case international specialization wil l be 

133

determinedd by absolute costs, like specialization in one country. As this 
wouldd erase his free trade principle, it is only logical that Ricardo 
expressess the conviction - and hope - that this wil l not happen: 

'Experience,, however, shows, that the fancied or real insecurity of 
capital,, when not under the immediate control of its owner, together 
withh the natural disinclination which every man has to quit the country 
off  his birth and connexions, and intrust himself with all his habits fixed, 
too a strange government and new laws, check the emigration of capital. 
Thesee feelings, which I should be sorry to see weakened, induce most 
menn of property to be satisfied with a low rate of profits in their own 
country,, rather than seek a more advantageous employment of their 
wealthh in foreign nations' (Ricardo 1817: 136-7). 

Thiss argument is rather remarkable when we consider today's world 
economy,, in which financial flows are largely unregulated and financial 
marketss are so heavily integrated that a tempest in one part of the world 
almostt automatically conjures up storms in other parts. Even more 
important,important, multinationals organize the conception, production and sales of 
theirr products worldwide, and therefore increasingly resort to foreign 
directt investments and outsourcing. The capitalism of Ricardo's time must 
certainlyy have been different from today's capitalism: 

'Itt is becoming exceptionally clear that this is also a question of the 
cultureculture of capitalism. The type of "nativist" position that Ricardo 
expressess is no longer in keeping with the conditions of casino 
capitalismcapitalism and its world of financial derivatives. His simple 
assumptionss about capitalists' attachment to their own culture are no 
longerr viable.' (Altvater and Mahnkopf 1996: 206). 

133 Williams (1929,197) challenges also this assumption: 'Indeed, it is not Ricardo's 
immobilityy premise that stands most in need of defence, but rather his mobility 
premise,, the assumed free movement of factors within countries. Perhaps no 
reminderr is necessary that this assumption, no less than the other, is essential for 
thee validity of the comparative cost principle.' 



266 ESSAYS ON GLOBALIZATIO N 

Butt the truth of the matter is that even in Ricardo's day this assumption did 
nott hold. Adam Smith already had a different opinion when he wrote his 
WealthWealth of Nations: 

'AA merchant, it has been said very properly, is not necessarily the 
citizenn of any particular country. It is in a great measure indifferent to 
himm from what places he carries on his trade; and a very trifling disgust 
wil ll  make him remove his capital, and together with it all the industry 
whichh it supports, from one country to another' (Smith 1776:426). 

Williamss (1929: 209) comments that precisely because of this instability of 
mercantilee and industrial capital, Smith, 'who was a nationalist of 
nationalists,, objected to the encouragement of international trade and 
industriess dependent thereon; in a "natural" order capital would go first 
intoo agriculture at home and become planted in the soil.' More importantly, 
Williamss also notes that Smith was not the only one; there was 'general 
recognitionn among writers and statesmen (...) that the same profits 
motivationn which moved goods could move also the labour and capital 
requisitee to produce them effectively.' Williams (1929: 206-7) cites for 
examplee J.S. Mill , who wrote about the West Indies : 

'Al ll  the capital employed is English capital; almost all the industry is 
carriedd on for English uses... The trade with the West Indies is therefore 
hardlyy to be considered as external trade, but more resembles the traffic 
betweenn town and country, and is amenable to the principles of the 
homee trade.' 

Thiss does not mean, however, that the rate of profit on capital was 
becomingg equal in all countries. As Mandel (1972: 353) argues, the 
hypothesiss of international equalization of profit rates 'presupposes perfect 
internationall  mobility of capital - in effect, the equalization of all 
economic,, social and political conditions propitious to the development of 
modernn capitalism on a world scale.' This was not the case at the time, nor 
iss it today, as can easily be seen from the divergent rates of return on 
capitall  from country to country or the correlation between savings and 
investmentt ratios. 

Inn sum, we have seen that Ricardo based his theory of comparative 
advantagee on a number of (not explicitly stated) assumptions, many of 
whichwhich have been challenged since then. He himself presented the premise 

Seee for example the often cited paper by Feldstein and Horioka (1980). 
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thatt there be no cross-border factor mobility as critical for his theory. But 
economicc writers among his contemporaries noted that even then capital 
andd labor were in fact internationally mobile to a certain extent. 

b.b. Apparent refutations 
Thee second category of criticism concerns the gap between the world as 
describedd or predicted by free trade theory and the rather different reality. 
Inn a speech in Brussels in 1848 Marx (1848: 252) for example used the 
casee of the West Indian colonies to criticize the classical theory: 

'(W)ee are told that free trade would create an international division of 
labour,, and thereby give to each country the production which is most 
inn harmony with its natural advantages. You believe perhaps, 
gentlemen,, that the production of coffee and sugar is the natural destiny 
off  the West Indies. Two centuries ago, nature, which does not trouble 
herselff  about commerce, had planted neither sugar-cane nor coffee trees 
there.. And it may be that in less than half a century you will find there 
neitherr coffee nor sugar, for the West Indies, by means of cheaper 
production,, have already succesfully combated this alleged natural 
destinyy of the West Indies. And the West Indies, with their natural 
wealth,, are already as heavy a burden for England as the weavers of 
Dacca,, who also were destined from the beginning of time to weave by 
hand' ' 

Altvaterr and Mahnkopf (1996: 207) refer to the same historical example 
andd extend the conclusion that can be drawn from it to countries that have 
industrializedd more recently: 

'Iff  the theory of comparative advantage had held true, then India's 
cottonn and silk manufactures would have made life difficult for the 
risingg British textile industry in the early nineteenth century, and 
Englandd would have had to specialize in sheep herding and whiskey 
distilleries.. Other late-industrializing countries (like Japan and South 
Korea)) would also have remained agricultural countries if they had not 
steeredd their economic development towards industrialization by 
politicall  means, quite contrary to the principle of specialization upheld 
byy Ricardo's theorem.' 

Inn a remarkable dissertation in 1970, Sideri investigated the structure and 
dynamicss of the trade between England (cloth) and Portugal (wine), 
Ricardo'ss famous example. The Anglo-Portuguese commercial treaties of 
1642,, 1654, 1661 and 1703 (the Methuen Treaty) are a good example of 
thee division of labor between two countries in accordance with the 
principlee of comparative advantage. But Sideri finds that the actual 
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outcomee was not what the theorem predicts. He argues that 'the negative 
effectss of this kind of international division of labour on Portugal's 
economyy (...) contradict Ricardo's tenet that foreign trade based on the 
doctrinee of comparative advantage was beneficial for all trading partners.' 
Thesee negative effects on the Portuguese economy were 'mainly the result 
off  the "type" of international division of labour (...) which was forced on 
Portugall  that, at the end of the 17th century, really produced both wine 
andd cloth.' Portugal's manufacturing sector had been sacrificed to the 
productionn of wine. Its terms of trade deteriorated, which 'emphasizes the 
impactt of the specialization in primary goods on the economic structure of 
thee country which has accepted such an international division of labour' 
(Siderii  1970: 3-7). The conclusion Sideri draws puts the debate between 
proponentss of free trade and protectionism in a different perspective: 

'Inn an international system, that is a system composed of nations, the 
relationss among those elements are bound to be pervaded by power both 
ass ends and a means. Mercantilism and free trade are not basically 
different,, but both are the manifestation of and the instrument by which 
powerr is exercised. Free trade is "the mercantilism of the strongest 
power,, and it leads to imperialism almost as surely as a thought-out 
commerciall  policy'" (Sideri 1970: 6). 

Moree generally, when it comes to international trade one cannot help 
observingg that historically there is 'a complete divorce between thought 
andd praxis.' Leaving aside interludes, 'the normal practice of the world, 
sincee the early Middle Ages and even since the Greco-Roman period, to go 
noo further back, has been and still remains protectionism.' This has been 
thee case although 'year after year, decade after decade, imperturbably and 
tireless,, the postmercantilist economists, from Francois Quesnay and Adam 
Smithh onward, went on demonstrating the errors of protectionism and the 
advantagess of free trade' (Emmanuel 1972: xiv). 

'Evenn though free trade has been the orthodox view among most 
economistss since the days of Smith and Ricardo, in practice very few 
countriess actually followed this prescription. By and large only the 
strongestt industries in the most powerful countries favored such a 
policy,, and in each case they did so to exploit their competitive 
advantagee over others. Between the Congress of Vienna (1814-15) and 
Worldd War I (1914-18) only Great Britain, then the world's domestic 
economicc power, was firmly committed to free trade; other economies 
remainedd strongly protectionist. The United States converted to free 
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tradee only after it emerged as the new superpower at the end of World 
Warr n, and other industrial countries gradually followed suit' 
(Guttmannn 1994: 325-326).15 

Also,, it is no coincidence that Ricardo's theory of free trade originated in 
England d 

'ass a liberal critique of aristocratic privileges in early-nineteenth-
centuryy England, where the landed gentry wanted to protect English 
agriculturee while emerging industrial capitalists wanted freedom to 
exploitt trade opportunities. The doctrine served Britain well in the mid-
nineteenthh century, at the height of British hegemony' (Kuttner 1992: 
116). . 

Basedd on his inquiry into the economic and power relations between 
Englandd and Portugal at the genesis of classical free trade theory, Sideri 
thereforee concludes: 

'(W)henn the international division of labour resulting from the classical 
butt "highly simplified model" (...) is analyzed in a more realistic setting 
whichwhich includes international power relations, socio-political national 
structures,, and type of trade, then Ricardo's "welfare proposition that 
tradee is beneficial", in other words that "a poor country does better to 
tradee with a rich country", appears mainly as a long term generalization 
off  what is correct for the most powerful manufacturing countries. 
Consequently,, the free trade policy when utilized to produce a country's 
specializationn in primary products really becomes, as a great Portuguese 
scholarr and politician remarked, "a chain prepared for the simple , an 
excellentt doctrine for the strong against the weak'" (Sideri 1970: 215). 

Ass Kuttner argues, even a cursory look at the behavior of policymakers in 
thee United States immediately confirms this judgment. In the nineteenth 
andd early twentieth centuries the US was much more protectionist, 'as 
earlyy American manufacturers realized that they could not initially 
competee with cheaper British imports (this is the famous "infant industry" 
argument)'.. But today, among influential economists and in the US 
diplomaticc corps, 'you find an almost universal devotion to the theory of 

155 Bairoch (1993: 79-81) is even more outspoken: 'There is no doubt that the 
economicc liberalism imposed on the Third World in the nineteenth century is one 
off  the main factors that explains its delayed industrialization... It would be difficult 
too find factual examples - at least in nineteenth-century economic history - that are 
inn more flagrant contradiction with the dominant theory, which holds that 
protectionismm has a negative impact. Protectionism, if not a source of 
industrializationn and economic development, has always accompanied them.' 
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comparativee advantage as politically and scientifically essential'. For 
Kuttnerr the reason for this change is no secret: 'Though the United States 
itselff  was relatively mercantilist in the nineteenth century, the Ricardian 
vieww has been internalized and treated as gospel since 1945 precisely 
becausebecause it is so congruent with the logic of American hegemony1 (Kuttner 
1992:: 117 emphasis in original). 

Inn sum, serious doubts have been raised about the empirical validity of the 
classicall  free trade theory, and about the claim that free trade is 
advantageouss for all countries. The next section reviews two critiques of 
thee comparative advantage theorem that may help us understand these 
apparentt refutations. 

2.33 Not a harmonious world republic: two critiques 

Smithh and Ricardo argued the case for free trade from what today would be 
calledd a 'win-win perspective': there are no losers, everybody gains. They 
thereforee consider international economic relations as 'essentially 
harmonious'' (Gilpin 1987: 188) and beneficent for all, as long as trade is 
allowedd to take its 'natural or spontaneous course' (Mil l 1844: 21). 
Characterizingg free trade as natural or spontaneous often has an 
ideologicall  function, as Manoilesco, Romania's minister of industry and 
trade,, noted in 1931 in his attempt to formulate a general theory of 
protectionism: : 

'Free-tradee looks scientific because it pretends to derive from a certain 
determinismm which was in fashion at the beginning of the [nineteenth] 
century,, and was then taken for science. The discoveries of great 
naturalists,, and especially those of Darwin, had spread the conviction 
thatt nature is governed by a certain automatism, thanks to which living 
beingss - after a series of struggles against their environment - always 
reachh a state of equilibrium in which the preservation of the species is 
maintained.. The same conception was adopted for economic 
phenomenaa by free-traders and generally by the Liberal school. (...) 
Free-trade,, in recommending the specialising of each country in the 
articless in which it presents the greatest superiority in comparison with 
otherr countries - thus, just those products favoured by nature - seems to 
believee in a natural harmony of the interests of all countries. This 
naturall  harmony appeared simple and automatic. It was to function of 



GENESISS AND COMEBACK OF THE THEORY OF FREE TRADE 31 

itselff  with no interference of men or of State politics' (Manoilesco 
1931:58,212). . 

Inn The National System of Political Economy (1841), his most important 
workk on free trade and protectionism, Friedrich List (1841: 102-3) 
reproachedd free trade theorists for assuming a state of affairs which is not 
(yet)) present: 

'Itt assumes the existence of a universal union and a state of perpetual 
peace,, and deduces therefrom the great benefits of free trade. In this 
mannerr it confounds effects with causes. (...) That, however, under the 
existingg conditions of the world, the result of general free trade would 
nott be a universal republic, but, on the contrary, a universal subjection 
off  the less advanced nations to the supremacy of the predominant 
manufacturing,, commercial, and naval power, is a conclusion for which 
thee reasons are very strong and, according to our view, irrefragable.' 

Thee case for free trade is of course part of the general case for free markets 
(Krugmann 1986: 10) and of the laissez-faire case for the least possible 
governmentt intervention in economic life.16 In an earlier work, List (1837: 
70)) had already commented: 

'Thee cosmopolitan theorists do not question the importance of industrial 
expansion.. They assume, however, that this can be achieved by 
adoptingg the policy of free trade and by leaving individuals to pursue 
theirr own private interests. They believe that in such circumstances a 
countryy wil l automatically secure the development of those branches of 
manufacturee which are best suited to its own particular situation. They 
considerr that government action to stimulate the establishment of 
industriess does more harm than good.' 

Accordingg to Keynes (1926: 34) the fact that the principles of laissez-faire 
havee been 'confirmed in the minds of sound thinkers and the reasonable 
public'' is partially due to 'the poor quality of the opponent proposals -
Protectionismm on one hand, and Marxian Socialism on the other.' Kahan 

166 According to List, 'Laissez faire, laissez passer' is 'an expression which sounds 
noo less agreeably to robbers, cheats, and thieves than to the merchant, and is on that 
accountt rather doubtful as a maxim' (list 1904, 208). Freeman (1997: 27) reminds 
uss that List, emphasizing 'the role of the state in co-ordinating and carrying through 
long-termm policies for industry and the economy', often 'took issue with Jean-
Baptistee Say, his favourite target in his polemics with the classical school, who had 
arguedd that governments did not make much difference, except in a negative way.' 
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(1968:22)) also mentions List and Marx as the main critics of classical 
economics,, and notes an interesting similarity: 

'(I)tt may be observed that Marx, who was trained in the German 
philosophyy but embraced the classical economics, displayed in his 
economicc writing some affinity with the criticisms brought by the 
historicall  school against classical economics. Consider the phrase "the 
capitalistt system represents the relation between producers as the 
exchangee of commodities": substitute "national interests" for "class 
interests""  in the Marxian analysis and you have, prima facie, an echo of 
somee of the criticism leveled against the classical school mentioned 
above.' ' 

Wee now turn to these criticisms, and will see that List and Marx, each from 
aa different perspective, challenge the assumption that the world is 'a 
harmoniouss world republic'.17 

a)a) List: nations are not individuals 
List,, whose work obviously 'bears the mark of the country in which the 
authorr wrote and the times in which he lived, a well as his own personality' 
(Mano'ilescoo 1931: 240), published his National System of Political 
EconomyEconomy in 1841, seven years after the foundation of the German 
Zollverein.. In this book List strongly opposes what he calls the 

177 As an aside we note that Marx and List occasionally crossed each other's paths. 
Listt 'was offered the post of editor of the Rheinische Zeitung, a new liberal paper 
whichh was being established in Cologne. But he declared that ill-health prevented 
himm from accepting the post - which eventually went to Karl Marx' (Henderson 
1983:: 85). Later, in 1845, Marx accepted Engels' proposal that he write a critique 
off  List's theory, but the project never materialized (McLellan 1975, 166). As for 
theirr influence, List's biographer notes that his most important book, The National 
SystemSystem of Political Economy, 'has been more frequently translated than the works 
off  any other German economist, except Karl Marx' (Henderson 1983, 214). 

188 Archibugi and Michie (1997a: 6-7) note: 'It is no coincidence that List was 
German.. At the beginning of the nineteenth century, German cultural life was 
dominatedd by the philosophy of history, which had as its main concern the 
explanationn and prediction of the rise and fall of nations. Influenced by the rise of 
Americann society, in which he lived for several years, List tried to provide an 
economicc explanation for the changing positions of nations in history. (...) Today, 
economistss remember List as a fierce opponent of the theory of free trade as 
advocatedd by Adam Smith and his followers. (...) But in List's native town of 
Reutlingen,, he is remembered as the pioneer of railways: he spent a large part of his 
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'bottomlesss cosmopolitanism' of the free trade school and develops his 
alternativee 'system', which has as its distinguishing characteristic: 
'NATIONALITY .. On the nature of nationality, as the intermediate interest 
betweenn those of individualism and of entire humanity, my whole structure 
iss based' (List 1841: xliii) . For List, the system of the classical school 
sufferss from three main defects: 

'(F)irstly,, from boundless cosmopolitanism, which neither recognises 
thee principle of nationality, nor takes into consideration the satisfaction 
off  its interests; secondly, from a dead materialism, which everywhere 
regardss chiefly the mere exchangeable value of things without taking 
intoo consideration the mental and political, the present and the future 
interests,, and the productive powers of the nation; thirdly, from a 
disorganisingdisorganising particularism and individualism, which, ignoring the 
naturee and character of social labour and the operation of the union of 
powerss in their higher consequences, considers private industry only as 
itt would develop itself under a state of free interchange with society 
(i.e.. with the whole human race) were that race not divided into seperate 
nationall  societies' (List 1841: 141). 

Thee fundamental methodological problem List raises with the classical 
schooll  is that the generalization from individuals to nations is 
unacceptable,, because 'the interest of individual merchants and the interest 
off  the commerce of a whole nation are widely different things.' List was 
nott the only one criticizing this philosophical starting point, as can be seen 
fromm the Statement of Some New Principles on the Subject of Political 
EconomyEconomy published in 1834 by Rae: 

'Myy main object, in this book, is to show that the notion of the exact 
identityy of the causes giving rise to individual and national wealth, on 
whichh the reasonings and arguments of Adam Smith all along depend, is 
erreonous,, that consequently the doctrines he has engrafted on it, cannot 

lifee urging the princes who ruled "the Germany of one hundred homelands" to 
developp transportation. He understood that infrastructure, which in his day meant, 
abovee all, the railways, was a fundamental component of any strategy for economic 
growthh since it allowed commodities, individuals and information to circulate.' And 
Freemann reminds us that it was 'thanks to the advocacy of List and like-minded 
economistss as well as the long-established Prussian system, that Germany 
developedd one of the best technical education and training systems in the world' 
(1997:: 25; see also Warren James 1965). 
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bee thus maintained, and are inconsistent with facts admitted by himself 
(Rael834:8).19 9 

Thee reason why it should be 'evident' that nations are not individuals is 
formulatedd by List when he deals with the behavior of the merchant who: 

'mayy be accomplishing his purpose (viz. gain of values by exchange) at 
thee expense of the agriculturists and manufacturers, at the expense of 
thee nation's productive powers, and indeed of its independence. It is all 
thee same to him; and according to the character of his business and 
occupation,, he need not trouble himself much respecting the manner in 
whichh the goods imported or exported by him act on the morality, the 
prosperity,, or the power of the nation. He imports poisins as readily as 
medicines.. He enervates whole nations through opium and spirituous 
liquors.. Whether he by his importations and smugglings brings 
occupationn and sustenance to hundreds of thousands, or whether they 
aree thereby reduced to beggary, does not signify to him as a man of 
business,, if only his own balance is increased thereby. Then if those 
whoo have been reduced to want bread seek to escape the misery in their 
fatherlandd by emigrating, he can still obtain profit by the business of 
arrangingg their emigration. In the time of war he provides the enemy 
withh arms and ammunition. He would, if it were possible, sell fields and 
meadowss to foreign countries, and when he had sold the last bit of land 
wouldd place himself on board his ship and export himself (List 1841: 
209). . 

Itt is no coincidence that List opens his The National System of Political 
EconomyEconomy with a book about the history of Italy, England, the Netherlands 
andd seven other countries, and only introduces his theory in the second 
book,, after that description. He does so because he wants to show that 
nationss have their own specific histories, which have to be taken into 
account. . 

'Thee present state of the nations is the result of the accumulation of all 
discoveries,, inventions, improvements, perfections, and exertions of all 
generationss which have lived before us; they form the mental capital of 

199 Rae's biographer notes: 'There was nothing essentially new in Rae's argument. 
Thee same general ideas had been argued by the Earl of Lauderdale in his Public 
WealthWealth in 1804 and by Jeremy Bentham in his letter to Adam Smith on projects in 
artss written in 1787. Rae quotes from both these authors and was probably familiar 
withh their criticisms' (Warren James 1965: 144). 
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thethe present human race, and every separate nation is productive only in 
thee proportion in which it has known how to appropriate these 
attainmentss of former  generations and to increase them by its own 
acquirements,, in which the natural capabilities of its territory , its extent 
andd geographical position, its population and political power, have been 
ablee to develop as completely and symmetrically as possible all sources 
off  wealth within its boundaries' (List 1841: 114-5). 

Nationss find themselves in different phases of development, and List 
(1841:143)) takes for  granted that all nations 'have to pass through the 
followingg stages of development: original barbarism, pastoral condition, 
agricultura ll  condition, agricultural-manufacturin g condition, and 
agricultural-manufacturing-commerciall  condition.'  As Freeman (1997: 24) 
notes,, 'the racialist and colonialist overtones' in List' s book 'were in 
strongg contrast to the internationalist cosmopolitan approach of the 
classicall  free-trade economists', but 'despite these unattractive features of 
hiss outlook, he clearly anticipated many contemporary ideas.'  And Levi-
Faurr  (1997: 159), noting that List 'emphasized the importance of human 
capitall  in economic development', argues that 'List should be considered 
onee of the founders of human capital theory and deserves more 
appreciationn in this regard than he has received'. Today, when the World 
Bankk emphasizes the need for  intangible investments in knowledge List' s 
criticismm of Smith sounds surprisingly modern: 

'I ff  we continue to consider  the example of the pin manufacture adduced 
byy Adam Smith in illustratio n of the advantages of division of labour, 
andd seek for  the causes of the phenomenon that ten persons united in 
thatt  manufacture can produce an infinitel y larger  number  of pins than if 
everyy one carried on the entire pin manufacture separately, we find that 
thee division of commercial operations without combination of the 
productiveproductive powers towards one common object could but littl e further 
thiss production. In order  to create such a result, the different individuals 
mustt  co-operate bodily as well as mentally, and work together. (...) The 
popularr  school, because it has regarded the division of operation alone 
ass the essence of this natural law, has committed the error  of applying it 
merelyy to the separate manufactory or  farm; it has not perceived that the 
samee law extends its action especially over  the whole manufacturing 
andd agricultural power, over  the whole economy of the nation' (List 
1841::  122). 

Thee problem of the classical school is therefore that it confounds 
individuals''  accumulation of wealth with the development of nations' 
productivee capacity . The school infers from the notion 
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"'that"'that the wealth of the nation is merely the aggregate of the wealth of 
allall  individuals in it, and that the private interest of every individual is 
betterbetter able than all State regulations to incite to production and 
accumulationaccumulation of wealth", the conclusion that the national industry 
wouldd prosper best if only every individual were left undisturbed in the 
occupationn of accumulating wealth' (List 1841: 137). 

Fromm this fundamental observation, List concludes that the state has an 
importantt role to play in coordinating and carrying out industrial and 
economicc policies, and that unrestricted free trade as propagated by the 
classicall  school should be opposed: 

'(T)hee point in question is not (...) that of immediately increasing by 
commerciall  restrictions the amount of the values of exchange in the 
nation,, but of increasing the amount of its productive powers. But (...) 
thee aggregate of the productive powers of the nation is not synonymous 
withh the aggregate of the productive powers of all individuals, each 
consideredd separately - (...) the total amount of these powers depends 
chieflyy on social and political conditions, but especially on the degree 
inn which the nation has rendered effectual the division of labour and the 
confederationn of the powers of production within itself' (List 1904: 
137).21 1 

200 Along similar lines, proposing a tax to discourage luxury consumption and to 
gatherr the necessary means to pay for social and collective services, Frank (1999) 
arguess that in today's developed economies 'the real source of our skewed 
consumptionn patterns is the gap between individual and group incentives.' Frank 
positss that 'Adam Smith's celebrated invisible hand (...) rests on the assumption 
thatt each person's choices have no negative consequences for others. Yet even the 
mostt ordinary individual spending choices frequently do have negative 
consequencess for others', and 'the plain fact remains that many behaviors serve 
individuall  interests at the expense of society as a whole.' 

211 As we have already seen Rae drew the same policy conclusions in 1834. Warren 
Jamess (1965: 144) notes: 'The implications of this view for economic policy were 
immediatelyy clear. It was a cardinal requirement of policy to foster invention and to 
facilitatee the transference of inventions from one country to another. This view 
furtherr justified the intervention of the state in helping new industries by protective 
duties,, bounties and other financial encouragements. Moreover, Rae believed that it 
wass desirable for the state to encourage and support financially industrial research 
whichh would lead to new inventions. Rae's essential criterion for assessing 
economicc policy as well as social behaviour was the effect on the accumulation of 
capital'. . 
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Inn reality, List was only a moderate protagonist of import restrictions, and 
hee was certainly not against free trade in general.22 In fact, Manoilesco 
(1931:: 240-1) criticized him exactly for that reason: 

'Butt List did not found a theory of the protectionist phenomenon. It is 
sufficientt to observe that actual protection far exceeds the framework in 
whichh List explained and justified it. Protection is therefore quite other, 
withh a much wider extension than List believed it to be. List never 
contestedd free-trade. He did not refute free-trade arguments one by one. 
Hee did not build up a proper system of a general and permanent 
character,, which may constitute a complete answer to free-trade. (...) 
Insteadd of a theory of generality, he put forward a theory of exceptions. 
Hee craved for protectionism only a purely provisional role, dependent 
uponn numerous conditions and restrictions; and, what is more serious, 
hee presented protection to public opinion as a sacrifice, a necessary evil, 
whosee only excuse is of being temporary.' 

List'ss basic argument is that nations have to protect themselves 
temporarilytemporarily against imports from countries that are further developed, as 
longlong as they need the time and means to develop themselves to the highest 
possiblee stage of development. Linked to the colonialist overtones in his 
workk and his rather mechanical stagist view of how nations develop, List 
qualifiedd his defense of protectionism even further. He considered the 
famouss 'infant industry argument' only applicable to the industrial 
developmentt of bigger countries already close to the last of his 
developmentt stages, not to agriculture or smaller or less developed 
countries: : 

'Measuress of protection are justifiable only for the purpose of 
furtheringg and protecting the internal manufacturing power, and only in 
thee case of nations which through an extensive and compact territory, 
largee population, possession of natural resources, far advanced 
agriculture,, a high degree of civilisation and political development are 
qualifiedd to maintain an equal rank with the principal agricultural 
manufacturingg commercial nations, with the greatest naval and military 
powerss (List 1841: 247).23 

Onn this see e.g. Irwin 1996b; Levi-Faur 1997. 

23 3 

'Thee best proof of his empiricism and of his arbitrary affirmations is the fact that, 
generallyy speaking, he is against all protection for agriculture. Now, there is no 
reasonn whatever to exclude a priori a certain branch of production from protection' 
(Manoïlescoo 1931: 246). 
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Theree is no need to emphasize that this approach reflects List' s experiences 
inn the US and his preoccupation with turnin g Germany into a leading world 
power. . 

b)b) Marx: free trade is freedom of capital 
Wee now turn to Marx, who had quite different reasons to be skeptical 
aboutt  free trade. In September  1847 an economists' congress was 
organizedd in Brusselss to push for  free trade. Georg Weerth, the only critical 
speaker,, called it scandalous that no attention was paid to the misery that 
freee trade caused for  workers. Karl Marx, who was also invited to the 
congress,, wanted to support that point of view but did not get the floor  and 
wass told that the speakers' list was full (McLellan 1975: 207-11). He 
subsequentlyy had his remarks published in a small Belgian paper  and 
deliveredd a public speech 'On the question of free trade' before the 
Democraticc Association of Brussels on January 9 of the following year. 

Clearlyy the criticism Marx raised there, at age 29 and twenty years 
beforee the publication of his Capital, has a different status than the critiqu e 
off  List or  of the older  Marx, since it was a political speech and Marx had 
nott  yet extensively studied capitalism. But nonetheless the speech contains 
somee interesting thoughts that are worth recapitulating. 

Unlik ee List, Marx criticizes free trade not from a national but from a class 
pointt  of view, claiming that free trade is 'the freedom of capital to crush 
thee worker.'  And contrary to List Marx does not support what he calls the 
'conservative''  protectionism 'of our  day.' 

Forr  Marx, the debate about free trade was neither  timeless nor  about 
principless in general. He discussed the reasons for  and consequences of 
freefree trade 'under  the present condition of society', that is in early 
capitalism.. In that context he summarizes his criticism as follows: 

'I tt  is freedom of capital. When you have overthrown the few national 
barrier ss which still restrict the progress of capital, you will merely have 
givenn it complete freedom of action. (...) Gentlemen! Do not allow 
yourselvess to be deluded by the abstract word freedom. Whose 
freedom?? It is not the freedom of one individual in relation to another, 
butt  the freedom of capital to crush the worker' (Marx 1848: 250-1). 

Beforee he arrived at this conclusion, Marx discussed the arguments that 
weree being used in the major  political fight of that time over  the Corn 
Laws.. The repeal of these laws in 1846 
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'wass an event of enormous significance in the history of international 
trade,, in the development of institutions of international regulation, in 
thee realignment of political parties and interests in Britain , and in the 
emergencee of new modes of political action through mass politics and 
singlee interest groups' (Parry and Steiner  1998: xiv). 

Withh the repeal of these laws, Britai n entered a period of free trade that 
lastedd until the early part of the twentieth century. Trade was also liberated 
inn Europe in the latter  half of the nineteenth century with free-trade 
agreementss being signed between Britai n and France in 1860, France and 
thee Zollverein (a group of independent German states) in 1862, and France 
andd other  European states later  (Rodgers 1998: 203). At that moment in 
historyy English manufacturers opposed protectionism and defended free 
trade,, because imports would make food cheaper  (making lower  wages 
possible),, while the landlords wanted to maintain limitation s on food 
imports.. Just as they do today, supporters of free trade argued that 
protectionismm was contrary to everybody's interests. But as Marx noted, 
'thee people for  whom cheap food is to be procured at all costs are very 
ungrateful.''  Why this ingratitude? 

'(A)UU this hypocrisy was not calculated to make cheap bread attractive 
too the workers. Besides, how would the workman understand the sudden 
philanthropyy of the manufacturers, the very men still busy fighting 
againstt  the Ten Hours' Bill , which was to reduce the working day of the 
mil ll  hands from twelve hours to ten? To give you an idea of the 
philanthropyy of these manufacturers I would remind you, gentlemen, of 
thee factory regulations in force in all the mills'  (Marx 1848: 238-9). 

Marxx also took up Ricardo's argument that free trade can lead to an 
increasee of the profi t rate if it leads to cheaper  foodstuffs for  the workers. 
Hee argued that English workers were not impressed by the 'missionaries' 
preachingg 'the gospel of free trade', the distributio n of 'thousands of 
pamphletss to enlighten the worker  upon his own interests', and the 'vast 
administrativee system for  the conduct of the free trade movement': 

'Thee English workers have very well understood the significance of the 
strugglee between the landlords and the industrial capitalists. They know 
veryy well that the price of bread was to be reduced in order  to reduce 
wages,, and that the industrial profi t would rise by as much as rent fell. 
Ricardo,, the apostle of the English free-traders, the most eminent 
economistt  of our  century, entirely agrees with the workers upon this 
point.. (...) So long as the price of corn was higher  and wages were also 
higher,, a small saving in the consumption of bread sufficed to procure 
himm other  enjoyments. But as soon as bread is very cheap, and wages 
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aree therefore very cheap, he can save almost nothing on bread for the 
purchasee of other articles' (Marx 1848: 240-1). 

Afterr having discussed various arguments free trade protagonists put 
forward,, Marx sums up: 

'Thee whole line of argument amounts to this: Free trade increases 
productivee forces. If industry keeps growing, if wealth, if the productive 
power,, if, in a word, productive power increases, the demand for labor, 
thee price of labor, and consequently the rate of wages, rise also.'24 

Marxx therefore agrees with the thesis that free trade is beneficial for the 
accumulationn of capital, but he does not agree that this growth of capital 
leadss to higher wages: 

Thee growth of productive capital implies the accumulation and the 
concentrationn of capital. The centralization of capital involves a greater 
divisionn of labour and a greater use of machinery. The greater division 
off  labour destroys the especial skill of the labourer; and by putting in 
thee place of this skilled work labour which any one can perform, it 
increasess competition among the workers. (...) Thus, as productive 
capitall  grows, competition among the workers grows in a far greater 
proportion.. The reward of labour diminishes for all, and the burden of 
labourr increases for some. (...) The progress of industry creates less 
expensivee means of subsistence. Thus spirits have taken the place of 
beer,, cotton that of wool and linen, and potatoes that of bread. Thus, as 
meanss are constantly being found for the maintenance of labour on 
cheaperr and more wretched food, the minimum of wages is constantly 
sinking.. If these wages began by making the man work to live, they end 
byy making him live the life of a machine. His existence has no other 
valuee than that of a simple productive force, and the capitalist treats him 
accordingly'' (Marx 1848: 243-50).25 

Somee of these arguments look very familiar 150 years later: 'Thereupon the 
economistt will tell you: "Well, we admit that competition among the workers, 
whichh will certainly not have diminished under free trade, will very soon bring 
wagess into harmony with the low price of commodities. But, on the other hand, the 
loww price of commodities will increase consumption, the larger consumption will 
requiree increased production, which will be followed by a larger demand for hands, 
andd this larger demand for hands will be followed by a rise in wages'" (Marx 1848: 
243). . 

Againn reminiscent of the way economists argue today that unemployment and 
otherr social problems are no more than temporary consequence of free trade, 
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Itt is therefore clear for Marx that 'either we must reject all political 
economyy based upon the assumption of free trade, or we must admit that 
underr this free trade the whole severity of the economic laws will fall upon 
thee workers.' He considers this rejection all the more necessary since free 
tradee also leads to increasing exploitation on an international scale: 

'Wee have shown what sort of brotherhood free trade begets between the 
differentt classes of one and the same nation. The brotherhood which 
freee trade would establish between the nations of the earth would hardly 
bee more fraternal. To call cosmopolitan exploitation universal 
brotherhoodd is an idea that could only be engendered in the brain of the 
bourgeoisie.. All the destructive phenomena which unlimited 
competitionn gives rise to within one country are reproduced in more 
giganticc proportions on the world market' (Marx 1848: 251). 

Forr Marx, as wil l by now be clear, there is only one criterion on which 
proposalss for policies have to be judged: 'What influence wil l the adoption 
off  free trade have upon the condition of the working class?' (Marx 1848: 
249)) The same question must also be raised in relation to protectionism, 
andd he therefore ends up with a remarkable position on protectionism: 

'Doo not imagine, gendemen, that in criticizing freedom of trade we have 
thee least intention of defending the system of protection. One may 
declaree oneself an enemy of the constitutional regime without declaring 
oneselff  a friend of the ancient regime. (...) Moreover, the protectionist 
systemm is nothing but a means of establishing large-scale industry in any 
givenn country, that is to say, of making it dependent upon the world 
market,, and from the moment that dependence upon the world market is 
established,, there is really more or less dependence on free trade. (...) 
Besidess this, the protective system helps to develop free competition 
withinn a country. Hence we see that in countries where the bourgeoisie 
iss beginning to make itself felt as a class, in Germany for example, it 
makess great efforts to obtain protective duties. They serve the 
bourgeoisiee as weapons against feudalism and absolute government, as 
aa means for the concentration of its own powers and for the realization 
off  free trade within the same country' (Marx 1848: 253). 

Thee position of Marx was to oppose a timeless or principled choice for 
eitherr free trade or protectionism. Instead he proposed to make such a 

becausee in the long run everybody will benefit, Marx writes: 'We know beforehand 
thee reply of the economists. The men thus deprived of work, they say, will find 
otherr kinds of employment*  (Marx 1848: 245). 
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choicee based on a concrete analysis of the consequences of either policy. 
Off  course the question then becomes normative, as one has to decide what 
criteriaa to use and how to value the different effects. For Marx in that 
particularr historical period free trade was to be preferred over 
protectionismm for one reason only: because he expected such a policy to 
facilitatee the replacement of capitalism by socialism. 

Inn sum, we have seen in this section that at the time of the first victory of 
freee trade List and Marx challenged for different reasons the implicit 
assumptionn in the comparative advantage theorem of a 'harmonious world 
republic'.. While List emphasized the specific place and role of nations and 
theirr conflicts, Marx focused on the divergent consequences of free trade 
forr different social classes and their struggles. 

2.44 Resurgent doubts about free trade in the globalized era 

Inn his survey on the methodology of economics, Blaug (1992: 239) argues 
thatt the central weakness of modern economics is 'reluctance to produce 
thee theories that yield unambiguously refutable implications, followed by a 
generall  unwillingness to confront those implications with the facts.' Few 
economicc theories fully meet falsificationist standards, but even within an 
instrumentalistt framework this poses a problem. The theorem of 
comparativee advantage seems a clear case in point. 

Thee fact that many unrealistic assumptions underlie the classical free 
tradee theory is not an argument against it, instrumentalists hold. In 
Friedman'ss words (1953: 15), 'the relevant question to ask about the 
"assumptions""  of a theory is not whether they are descriptively "realistic", 
forr they never are, but whether they are sufficiently good approximations 
forr the purpose in hand.'27 So how should we judge a theory's robustness? 

266 Bairoch (1993: 224) propagates a similar approach: 'If I had to sum up the 
essencee of what economic history can contribute to economic science, I would say 
thatt there are no economic "laws" or rules that are valid for all historical periods or 
forr each of the different economic systems.' 

277 In fact, in what Samuelson later called 'the extreme version of the F-twist', 
Friedmann even argues that it is not only not necessary for assumptions to be 
realistic,, but that it is an advantage if they are not. As Blaug (1992: 99) says, the 
weaknesss of this method 'is that of black-box theorizing that makes predictions 
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Friedmann argues that such a question can only be answered 'by seeing 
whetherr the theory works, which means whether it yields sufficiently 
accuratee predictions.' But when a theory's predictions are refuted, rather 
thann conclude that the theory is incorrect, many economists try to find 
otherr evidence that does affirm their theory. As we have seen, serious 
doubtss have been raised about the empirical validity of the comparative 
advantagee theory's prediction that all countries wil l benefit from free trade. 
Ricardo'ss theory has even been refuted by his own example of British-
Portuguesee trade. Nevertheless this empirical weakness has not diminished 
supportt for the comparative advantage theorem among most economists 
andd policymakers and powerful international institutions and organizations. 
Despitee all the evidence, there is now even less room than before for a 
'moree pragmatic, country-by-country approach, with room for 
neomercantilistt regimes until such countries are firmly on the convergence 
track'' (Scott 2001: 176). The classical free trade theorem is upheld as the 
wayy to go forward, for each and every country, under all circumstances.28 

Today,, according to the dominant discourse about globalization, states 
aree withering away and being replaced by a unified global economy and 
cosmopolitann institutions of government. The dominant economic theory 
alsoo holds fast to the blissful expectation that increased internationalization 
off  economies wil l lead to a convergence of incomes and development 
levels.. It seems that we are finally entering the 'harmonious world 
republic'' that is assumed in classical trade theory. 

Freee trade is an essential element of today's dominant economic 
approach,, fostering increasing economic globalization. At the end of 1997, 
too give an example, Director-General Ruggiero of the World Trade 
Organizationn (WTO) welcomed the agreement that had just been 
concludedd on international trade in financial services. Celebrating the what 

withoutt being able to explain why the predictions work: the moment the predictions 
fail,, the theory has to be discarded in toto because it lacks an underlying structure 
off  assumptions, an explanans that can be adjusted and improved to make better 
predictionss in the future. It is for this reason that scientists usually do worry when 
thee assumptions of their theories are blatantly unrealistic.' See also Hodgson (1988: 
27-50). . 

28 8 

Ass Scott (2001: 176) proposes: 'Poor nations should be allowed to do what 
today'ss rich countries did to go ahead, not to be forced to adopt the laissez-faire 
approach.. Insisting on the merits of comparative advantage in low-wage, low-
growthh industries is a sure way to stay poor.' 
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hee called a 'golden year' for the WTO, he spoke about a 'landmark in the 
historyy of trade liberalization', following agreements earlier that year to 
freefree trade in information technology products and liberalize 
telecommunicationss services. To give another example, OECD Secretary-
Generall  Johnston (1996: 4), argued that 'all trade' offers 'mutual 
benefit.' ' 

Bhagwatii  explicitly argues that the increased internationalization and 
interdependencee of economies in this era of globalization in no way lessens 
thee fundamental importance of comparative advantage theory. To make the 
classicall  theory suitable for today's reality, he introduces the concept of 
'kaleidoscopicc comparative advantage'. By so doing he wants to give 
'meaningg to the notion that globalization of the world economy has led to 
fiercee competition: slight shifts in costs can now lead to shifting 
comparativee advantage, which is therefore increasingly volatile.' Today's 
comparativee advantage is kaleidoscopic, Bhagwati argues, because 'firms 
aree increasingly tempted to look over their foreign rivals' shoulders to see 
iff  differences in their domestic policies and institutions are giving them 
thatt fatal extra edge in competition which then amounts to unfair trade.' 
Butt although 'the substantial sense of economic insecurity' is reinforced 
andd 'the decline in real wages of the unskilled' is probably reinforced, the 
samee comparative advantage paradigm still holds. Bhagwati (1997: 266-
282)) argues therefore that we 'need to reject the folly of including a Social 
Clausee and eco-dumping varieties of trade and environmental agendas into 

Thee same type of argument is regularly presented to the public by the British 
weeklyy The Economist as being based on 'the fundamental insight of the theory of 
comparativee advantage' (Economist 1997a: 100), which is 'one of the subtlest but 
mostt powerful deductions in economic theory' (Economist 1996: 65). This last 
articlee concludes with the statement that worries about unfair North-South trade and 
complaintss about exploitation of workers in the South can best be answered by 
pointingg out that '"fair" or not, trade raises incomes in both countries. Victims of 
injusticee and exploitation should always be so lucky.' This last sentence is 
symptomaticc for the self-aggrandizing moral claim by contemporary advocates of 
freefree trade that their opponents do a disservice - deliberately, or through lack of 
knowledgee - to those they want to defend. A less subtle variant of this argument 
wass presented as follows in an editorial in The Financial Times (10-9-1997): 'The 
self-fulfillingg prophecies of protectionist scaremongers must be ignored. They are 
withoutt merit, not just analytically, but morally.' 
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thee world trading regime', and have to unite the nations of the world 
behindd the vision and objective of 'worldwide free trade'. 

Whatt Bhagwati and other contemporary proponents of free trade do not 
attemptt to address is the additional problem that globalization has created 
forr redistribution of the gains of trade to the less-well off. In what 
quantitiess and how the welfare gains of free trade are divided among 
countriess is an open question in free trade theory, and the standard remedy 
too the inequalities caused by international trade inside countries is to 
requiree that the winners share some of their gains with the losers through 
somee form of compensation. The latter is becoming more difficult, Rodrik 
(1997:: 53 and 64) argues, because globalization 'results in increased 
demandss on the state to provide social insurance while reducing the ability 
off  the state to perform that role effectively', i.e. 'reduces the ability of 
governmentss to spend resources on social program.' Only true believers in 
thee comparative advantage theorem can dismiss this novel corollary of 
globalizationn as irrelevant for the general applicability of their article of 
faith. . 

Statementss like the ones just cited do not mean that the comparative 
advantagee theorem is still central in dominant trade theory. It is closer to 
thee truth to say that the principle of comparative advantage is once again 
dominant.. Krueger recapitulates that '(i)deas with regard to trade policy 
andd economic development' have 'changed radically' in comparison with 
thee 1950's and 1960's.30 In those days 

'theree was a broad consensus that trade policy for development should 
bee based on "import substitution". By this was meant that domestic 
productionn of import-competing goods should be started and increased 

Seee for example Dos Santos 1970; Dos Santos 1978; Prebisch 1959. Prebisch in 
particular,, former director of UNCTAD, had an important influence on developing 
countriess for a whole period; but Irwin (1996b) does not even mention him in his 
'intellectuall  history of free trade'. This neglect is no accident, as Rodrik (1997b:l) 
testifiess in the opening remarks of his Prebisch Lecture: 'Let me begin with a 
confession:: until about a month ago, when I began to prepare for this lecture, I had 
nott actually read any of Raul Prebisch's writings. I was of course familiar with 
manyy of Prebisch's ideas - his intellectual leadership at ECLA and UNCTAD, the 
so-calledd Prebisch-Singer thesis on the deterioration of the terms of trade for 
primaryy products, and his advocacy of import protection as a way of speeding up 
industrialization.. But like most development economists of my generation, I knew 
Prebischh second hand and mostly as a label associated with a particular type of 
developmentt strategy.' 
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too satisfy the domestic market under incentives provided through 
whateverr level of protection against imports, or even import prohibition, 
wass necessary to achieve it. It was thought that import substitution in 
manufacturess would be synonymous with industrialization, which in 
turnn was seen as key to development. The contrast with the views today 
iss striking. It is now widely accepted that growth prospects for 
developingg countries are greatly enhanced through an outer-oriented 
tradee regime and fairly uniform incentives (primarily through the 
exchangee rate) for production across exporting and import-competing 
goods'' (Krueger 1997: 1). 

Forr Krueger it is still 'almost incredible that such a high fraction of 
economistss could have deviated so far from the basic principles of 
internationall  trade'. She therefore tries to answer the question 'how the 
principlee of comparative advantage could have been so blithely abandoned' 
(Kruegerr 1997: 11). Her reply is that good theory was often misapplied; 
thatt too much research was devoted to 'finding exceptions to the 
propositionn that comparative advantage should form the basis of trade 
policy';; that good theory was misused because 'many good theory papers 
aree written where the authors assume that their audience will consist 
entirelyy of other theorists'; and that theorists who assert that rents might be 
capturedd from infant industries by strategic trade policy 'are simply 
providingg a carte blanche for policy makers and bureaucrats to intervene in 
whateverr ways they like, and this will simultaneously be seized upon by 
speciall  interests to bolster their causes' (Krueger 1997: 17-19). 

Thee received opinion is that the failure of import substitution is now 
clearr to everybody, and that 'there is no question of "going back" to the 
earlierr thinking and understanding of the process' of international trade 
becausee 'the principle of comparative advantage has won out again' 
(Kruegerr 1997: 2). The same euphoric conclusion can be found in Irwin's 
widelyy acclaimed intellectual history of free trade: 

'Thee case for free trade has endured (...) because the fundamental 
propositionn that substantial benefits arise from the free exchange of 
goodss between countries has not been overshadowed by the limited 
scopee of various qualifications and exceptions. Free trade thus remains 
ass sound as any proposition in economic theory which purports to have 
implicationss for economic policy is ever likely to be' (Irwin 199o : 8). 

Oncee again, and perhaps this time with even more force than before, the 
principlee of comparative advantage is being promoted as generally 
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applicable,, as a general law for all times and situations.31 Free trade is 
proclaimedd to have won its second victory. If we all stick to the principle 
off  comparative advantage from now on, 'hand in hand, in sacred 
partnership,, the nations of the world' wil l be on their way towards 'a truly 
goldenn Age with worldwide free trade' (Bhagwati 1997: 283). 

Butt wil l they? 

Freee trade based on the theory of comparative advantage is extremely 
popularr among economists and policymakers, but in the rest of the world 
supportt for this policy is much less general. Referring to a 'sudden interest' 
inn 'national development policies' and List, Drucker (1997: 167) 
prophesizess that '(t)he international economic policies likely to emerge 
overr the next generation wil l be neither free-trade nor protectionist.' 
Accordingg to Krugman (1987: 536), 'the case for free trade is currently 
moree in doubt than at any time since the 1817 publication of Ricardo's 
PrinciplesPrinciples of Political Economy.* And Rodrik (1999: 74) challenges the 
one-sidedlyy negative view of import substitution industrialization (ISI) in 
mainstreamm economics, arguing that such policies 'apparently worked well 
inn a broad range of countries until at least the mid 1970s. (...) Had the 
worldd come to an end in 1973, ISI would never have acquired its dismal 
reputation.'' At the end of the twentieth century, doubts about free trade 
aree not just persistent, but once again increasing. To understand why, we 
wil ll  briefly review four contemporary criticisms of the free trade paradigm. 

a)a) Shaped advantage 
AA criticism of free trade with influence on a broader group of economists 
andd policymakers has emerged in the work of Krugman.33 The 'New View' 
onn trade challenges the traditional theory, arguing 'that the extreme pro-
free-tradefree-trade position - that markets work so well that they cannot be 
improvedd on - has become untenable' (Krugman 1986: 15). Arbitrariness, 

311 Although Krueger (1997: 19) still sees risks ahead. 'No matter how careful 
economistss are, special interests always will seize their research results in 
supportingg their own objectives', she writes, and 'there always will be politicians 
formulating,, and non-economists administering, policies.' 

322 For a more differentiated evaluation of import substitution strategies see also e.g. 
Brutonn 1998 and Coutrot and Husson 1993. 

Seee e.g. Nelson 1999. 



488 ESSAYS ON GLOBALIZATIO N 

historyhistory and initial conditions, says Krugman, are factors that comparative 
advantagee theories do not adequately take into account: 

'Whyy are aircraft manufactured in Seattle? It is hard to argue that there 
iss some unique attribute of the city's location that fully explains this. 
(...)) In many of the new models of trade, the actual location of trade is 
too some degree indeterminate. Yet what the example of Seattle suggests, 
andd what is explicit in some of the models, is a critical role for history: 
Becausee Seattle (or Detroit or Silicon Valley) was where an industry 
initiallyy got established, increasing returns keep the industry there' 
(Krugman,, quoted in Kuttner 1992: 120). 

Neww trade theories stress that most international markets are characterized 
byy imperfect competition, economies of scale and externalities. In 
oligopolisticc markets it is not excluded that 'excess profits' can be earned, 
becausee barriers such as exclusive patent rights, trade barriers or 
economiess of scale can make it risky or impossible for new firms to enter 
thee market. New trade theorists form a heterogeneous group, inspired by 
Smith,, Rae, Mil l and List. 

Thiss new trade theory was later joined by the new endogenous growth 
theory,, 'which also took its cue from advances in the theory of industrial 
organization,, modeling growth in the presence of increasing returns to 
scale,, R&D and human capital formation' (Maneschi 1998: 223X34 As 
Maneschii  (1998: 225) notes, '(T)he new growth theory had the salutory 
effectt of drawing attention to the lack of convergence between developed 
andd developing countries, and highlighting the need to explore new ways to 
transformm comparative advantage so that laggard countries can compete in 
ann increasingly globalized world economy.' 

'God-givenn natural phenomena such as climate' do not determine 
comparativee advantage, Maneschi and his co-thinkers reason; 

'withh the growing importance of science and technology, the capacity to 
shapee human capital, and the increasingly systematic relation between 
expendituree on research and development, and commercial results, 
comparativee advantage has become something created and 
manipulated'. . 

Acceptingg this conclusion has practical implications, moreover. It means 
thatt interventions by governments 

Forr a review of endogenous growth theory see Blaug 2000. 
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'inn the form of export subsidies or import restrictions can play the role 
off  cost-reducing technological innovations by the firm and give it the 
initiall  advantage required to establish its "comparative advantage" in 
thee chosen field. Such interventions can also determine the thrust of 
scientificc and technical innovations and with them the whole culture' 
(Streetenn 1996: 358).35 

Ass Albo (1997: 15-7) notes, the case for shaped advantage that flows from 
thiss analysis 

'cann be bolstered once the general equilibrium model of individual 
agentt market exchanges is let go, and alliances of competing states and 
firmss are explicitly allowed to shape the "path-dependency" of 
economicc outcomes.' 

Althoughh the New View 'has blown a big hole in the traditional theory of 
comparativee advantage', Kuttner (1992: 121) argues, the advocates of the 
theoryy themselves are generally hesitant to advocate industrial policies. A 

'typicall  New View scholarly article, especially when written by 
economistss wishing to keep their neoclassical union cards, takes care to 
includee the disclaimer that even if profit shifting or other benign 
interventionss are possible in theory, they are often implausible in 
practice.' ' 

Ass an example he cites Krugman: 
'Too abandon the free trade principle in pursuit of the gains from 
sophisticatedd intervention could open the door to adverse political 
consequencess that would outweigh the potential gains. It is possible, 
then,, both to believe that comparative advantage is an incomplete model 
off  trade and to believe that free trade is the right policy.' 

Bernsteinn (2001) notes another, comparable problem in an article on shoe 
manufacturerr New Balance: 'Now some trade experts are wondering if the 
seeminglyy iron law of comparative advantage always holds. The theory rests on the 
assumptionn that a low-skilled U.S. job shifted offshore would have remained low-
skilledd had it stayed home. But if U.S. companies could raise the skill level for such 
workk and perform the task more efficiently, as New Balance does, the gains from 
shiftingg production would diminish. If the work can be upgraded, "it's not so 
obviouss which countries should do the exporting," says Robert C. Feenstra, a trade 
economistt at the University of California at Davis. "Our predictions about trade 
patternss get a little hazy when this happens; economists haven't really worked it 
out.'" " 
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Twoo reasons are given for opposing government interference with trade: it 
iss difficult to decide which industries governments should select to 
subsidize,, and there wil l be pressures on political decisionmakers by 
industriess that want to be recognized as strategically important. But as 
Kuttnerr correctly notes, the 'New View' still fundamentally alters the trade 
debate,, 'for it removes the presumptions that nations like Japan, which 
practicess strategic trade, cannot, by definition, be improving their welfare. 
Orthodoxx economists must now concede that advocates of industrial policy 
aree not economic illiterates after all.' The fact that for many economists 
'(u)nderr real-world political pressures, the allure of strategic trade policy 
fadess quickly' (Economist 1997a: 100), does not diminish the pertinence of 
thiss critique. 

b)b) Not convergence but more inequality 
AA major claim of proponents of globalization is that increased 
internationalizationn of the world economy wil l lead to a convergence 
betweenn rich and poor countries. No less an authority than Pritchett (1995), 
seniorr economist at the World Bank, concluded however that convergence 
'justt hasn't happened, isn't happening, and isn't going to happen without 
seriouss changes in economic policies in developing countries.' This 
conclusionn is based on extensive research, which shows: 

'Divergencee in relative productivity levels and living standards is the 
dominantt feature of modern economic history. In the last century, 
incomess in the "less developed" (or euphemistically, the "developing") 
countriess have fallen far behind those in the "developed" countries, 
bothh proportionately and absolutely. I estimate that from 1870 to 1990 
thee ration of per capita incomes between the richest and the poorest 
countriess increased by roughly a factor of five and that the difference in 
incomee between the richest country and all others has increased by an 
orderr of magnitude' (Pritchett 1997: 3). 

Manyy other studies come to the same pessimistic conclusions. After a 
surveyy of studies about the supposed convergence of productivity levels 
andd living standards, Boyer (1996: 57) concludes for example: 

'(S)tatisticall  evidence does not confirm any general and secular trend 
towardd economic convergence in productivity levels and standards of 
living.. Such convergence is restricted to the small club of nations that 

366 Archibugi and Michie 1998 present a useful review of literature on the 
evolutionaryy institutional economics of technical change. 
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havee been able to invest sufficiently in productive investment, 
infrastructure,, and education. The poorest countries (for example, in 
Africa)) have been left out of the process of economic development.' 

Inn the same vein, the UNDP's Human Development Report (1998: 29) 
notess that 20 percent of the world's population living in the richest 
countriess increased its income from 30 times higher than the poorest 20 
percentt in 1960 to 82 times higher in 1995. The two billion poorest people 
inn the world, living on 350 US dollars or less per year, saw their share in 
thee world's global product decline from 4.2 per cent in 1980 to 2.5 per cent 
inn 1997. And to give one final example, Bairoch and Kozul-Wright (1996: 
18-9)) argue that while 'globalization is expected to release a new growth 
dynamicc in the world economy', with the 'greatest impact on the growth 
potentiall  of developing countries', in reality 'the world economy has been 
onn a visibly slower growth path over the past two decades and (...) most of 
thee available evidence points to divergence, not convergence among 
countries.'37 7 

Wee can therefore only conclude that the promise that more free trade in 
thee globalized economy will lead to more equality and to convergence 
betweenn rich and poor countries has - at least until now - not been kept. 

Sociall  differences are not only increasing among countries, but also within 
countries.. Most economists that have addressed this issue do not consider 
globalizationn an (important) explanation for increased social inequality: the 
consensuss opinion is that it accounts at most for a minor part of the 
aggravatedd income differences.38 But a remarkable study by Rodrik of the 
Institutee for International Economics (IE) in Washington goes against this 
consensus.. He argues that within the models and assumptions of orthodox 
neoclassicall  economics, increased trade in a globalized economy can 
indeedd have labor-market consequences. Such trade does often exert 
pressuree toward arbitrage in national norms and social institutions. In 
additionn it undermines the postwar social bargain between workers and 
employers,, reduces the ability of governments to spend resources on social 
programs,, and makes it more difficult to tax capital (Rodrik 1997a). 

Thee arguments raised by Rodrik point to important new effects of 
globalizationn on the functionality of the comparative advantage theorem. 

Seee e.g. also Rowthora and Kozul-Wright 1998. 

38 8 

Seee e.g. Garretsen and Peeters 1999; Slaughter and Swagel 1997. 
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Economicc globalization undermines full employment and makes it more 
difficul tt to tax capital and maintain social programs. Key assumptions of 
thee comparative advantage theorem do not hold, insofar as it becomes more 
difficul tt - or even impossible - to compensate losers of free trade (e.g. 
workerss in a company that has to close shop because of cheaper imports, 
whichwhich in itself can be beneficial for the whole population) with new jobs or 
sociall  benefits. 

Prebisch,, former director of the United Nations Economic Commission for 
Latinn America and one of the main theoreticians of import-substitution 
industrialization,, argued in 1959 that a 'dynamic economy' has to absorb 
thee redundant labor that is continually emerging as a result of technical 
progress. . 

'Inn addition, there is a second form of manpower that has to be so 
absorbed.. There are indeed vast numbers of marginal workers of low 
productivityy rendering poorly paid personal services, as well as people 
engagedd in other forms of precarious employment or disguised 
unemploymentt of a precapitalist character who should be moved to new 
jobs'' (Prebisch 1959: 255). 

Inn this article Prebisch discussed policies to allow for the future 
developmentt of the underdeveloped countries. It is ironic that in the 
contemporaryy globalized economy we can see in developed countries, 
wheree flexibility,  job insecurity and low-paid jobs in personal services are 
onn the rise, the reverse happening of what he at the time analyzed in 
developingg countries. This partial 're-underdevelopment' of developed 
countriess can be seen as a consequence of increased opportunities for 
capitall  to move around the world, and of rapidly changing comparative 
advantages.. At the same time, the possibilities of absorbing redundant 
laborr through stable, well-paid jobs are decreasing, as a consequence of 
reducedd economic growth, less government spending, and technological 
developments. . 

c)c) The ecological price 
Withh fewer limitations on cross-border trade, companies and traders can 
shopp all over the world for parts, labor to produce products, economies of 
scalee and bigger markets. Free trade thus leads to more transportation of 
goods.. So 

'byy making supplies of resources and absorption capacities anywhere 
availablee to demands everywhere, free trade will tend to increase 
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throughputt growth and with it the rate of environmental degradation. It 
wil ll  greatly reduce the control local communities have over their local 
environmentss as well as their livelihoods' (Daly 1995: 325).39 

Nott only does free trade lead to more transportation and therefore more 
pollution,, but a world market for toxic waste has also come into existence. 
Ass Bellamy Foster (1994) records, between 1989 and 1994 there were 
moree than 500 attempts to send over 200 million tons of waste from the 24 
richrich countries in the OECD to 122 other countries. Many of these countries 
hardlyy have a choice when they can get money in exchange for accepting 
suchh waste. The government of Guinea-Bissau, for example, accepted the 
dumpingg of fifteen million tons of toxic waste in exchange for 600 million 
dollars,, which is four times the national income. 'We need the money', was 
thee argument of the minister of trade and tourism. 

Thiss case is a good example for Daly's claim that the logic of free trade 
hinderss real solutions to waste problems by promoting static efficiency: 

'Inn other words, free trade in toxic wastes promotes static efficiency by 
allowingg the disposal of wastes, wherever it costs less, according to 
today'ss prices and technologies. A more dynamic efficiency would be 
servedd by outlawing the export of toxins. That step would internalize 
thee disposal costs of toxins to their place of origin - to both the firm 
thatt generated them and the nation under whose laws the firm operated. 
Thiss policy creates an incentive to find technically superior ways of 
dealingg with toxins or of redesigning processes to avoid their 
productionn in the first place' (Daly 1996: 238). 

Inn neoclassical models free trade leads to upward harmonization of 
standards,, and falling wages or unsustainable environmental norms are 
temporaryy phenomena. Multinationals for example are expected to 

39 9 

Morriss provides an often quoted fascinating example of what this may lead to: * A 
feww years ago, I was eating at a restaurant in Saint Paul, Minnesota. After lunch I 
pickedd up a toothpick wrapped in plastic. On the plastic was the word "Japan". 
Noww Japan has little wood and no oil. Yet in our global economy, it is deemed 
efficientt to send little pieces of wood and some barrels of oil to Japan, wrap the one 
inn the other and send them back to Minnesota. This toothpick may embody 50,000 
miless of travel. Meanwhile, in 1987, a Minnesota factory began producing millions 
off  disposable chopsticks a year for sale in Japan. In my mind's eye, I see two ships 
passingg one another in the northern Pacific. One carries little pieces of Minnesota 
woodd bound for Japan; the other carries little pieces of wood from Japan bound for 
Minnesota.. Such is the logic of free trade' (Morris 1996: 222). 
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implementt  the higher  norms they have to abide by in their  - more regulated 
-- mother  countries in the rest of the world as well, and are thus expected to 
playy a 'civilizing ' role in the developing world. The problem with such 
assumptionss is, however, that the world is not a harmonious world 
republic.. Conflicting interests exist. Wealth and power  are very unevenly 
divided,, and profit-maximizin g companies have an incentive to try to evade 
orr  weaken regulations. In addition, national governments are often unable 
too oblige the beneficiaries of trade 'to invest sufficient amounts to assure 
"cleann and safe"  production processes while compensating the losers 
(peasantt  communities and poor  urban neighborhoods) for  their  sacrifices' 
(Barkinn 1998: 38). 

d)d) The demise of a development model 
Inn December  1994 a heavy crisis broke out in Mexico, the country that had 
beenn perceived until then as 'the Rolls Royce' among emerging markets. 
Mexico,, the first Thir d World country to enter  the OECD in 1994, formed 
aa free trade zone with the USA and Canada in 1994 and 'adopted a more 
laissez-fairee approach to the surge in foreign capital. In fact, the Mexican 
capitall  account has been dramatically liberalized since the mid-1980s, 
partl yy in connection with Mexico's signing of the North American Free 
Tradee Agreement (NAFTA) ' (Agosin and Ffrench-Davis 1996: 179). 

Whenn the peso collapsed the IM F had to help the invisible hand, and 
putt  together  a 50 billion-dolla r  support package in a 'financial operation 
Desertt  Storm'  (Business Week, 13-2-1995) to avoid the total collapse of the 
Mexicann economy, which could have had a major  impact on the rest of the 
world.. In Mexico itself the immediate effect of the peso crisis was a big 
increasee in unemployment and rise in inequality. And because financial 
marketss are so much integrated today, there was also an unprecedented 
spilloverr  - the 'tequila effect'  - from Mexico to Brazil, Argentina, Nigeria, 
Bulgaria,, Russia and other  countries. This Mexican crisis has therefore 
oftenn been presented as the 'firs t crisis of the 21st century' or  the 'firs t 
crisiss of globalization'. 

Inn the months following the Mexican crisis, commentators and analysts 
fromm international organizations warned of more crises, although nobody 
kneww when or  where. Sooner  than many expected it became clear  that the 
nextt  Mexicos were to be found in Asia, where from mid-1997 on one Tiger 
economyy after  the other  fell into deep crisis. The crisis itself and its effects 
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havee since spread to other continents, showing the contagious character of 
economicc troubles in the globalizing world economy. 

Thee globalization of the Southeast Asian crisis was a very unwelcome 
shockk to protagonists of free trade and financial liberalization, who had 
presentedd these Asian economies' development as ultimate proof that their 
policiess work. In Krueger's account of why import substitution strategies 
weree defeated and policies based on the theorem of comparative advantage 
reignn supreme once more among trade economists and policymakers, for 
example,, the Asian experience is very important: 

'Att the same time as evidence of the high costs of import-substitution 
regimess was accumulating, another important development occurred. 
Startingg first in Taiwan, several East Asian economies began growing 
rapidlyy under policies diametrically opposite to those prevalent under 
importt substitution. (...) (T)he East Asian experiences demonstrated, as 
nothingg else could have, the feasibility and viability of alternative trade 
policies.. (...) They also showed that rates of growth well above those 
realizedd even in the most rapidly growing import-substitution countries 
suchh as Brazil and Turkey could be realized' (Krueger 1997). 

Inn the light of such ideas it is no accident that the IMF did not foresee the 
crisiss in Asia. Less than three months before the crisis in South Korea 
brokee out, the IMF wrote in its annual report: 'Directors welcomed Korea's 
continuedd impressive macroeconomic performance (and) praised the 
authoritiess for their enviable fiscal record.' And while the country was on 
thee verge of a financial collapse, the IMF 'strongly praised Thailand's 
remarkablee economic performance and the authorities' consistent record of 
soundd macroeconomic policies' (Sachs 1997). The same indestructible 
confidencee in free trade and financial liberalization was expressed in Fund 
negotiators'' demands on countries that needed financial support. Asian 
countriess in crisis were instructed to do more of the same: export more, 
reducee import restrictions and get rid of restrictions on financial flows. But 
nott everybody agreed with such prescriptions; influential economists like 
Krugmann and Sachs voiced their dissent. 

400 See e.g. IMF 1999a and World Bank 1999a, 1999b. 

411 The Financial Times noted for example in an editorial (17 December 1997): 
'Thee International Monetary Fund has become the world's economic fireman. (...) 
Inn carrying out its job, the IMF reflects the technocratic approach of the finance 
ministriess and central banks that govern it. But its power has bred protests, not just 
fromfrom borrowers, but also from respected professional economists.' 
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Inn sum, due to this crisis's economic and social consequences, its 
contagionn to other countries, and the effects on the world economy as a 
whole,, the dominant paradigm has come under serious attack.42 

Eichengreenn (1999: 9) can hardly be accused of exaggerating when he 
comparess the importance of the Asian crisis 'for those concerned with the 
operationn of international financial markets' with 'what the collapse of the 
Easternn Bloc was to Sovietologists. It has forced old models of the 
internationall  financial architecture to be abandoned and prompted some 
radicall  new thinking.' 

Summaryy and conclusion 

Adamm Smith and David Ricardo were the first to make a coherent case for 
thee principle of free trade. Important elements of the free trade doctrine 
weree already present in the mercantilist period. But the classical 
economistss provided the framework that is still with us today. Smith, 
directlyy challenging mercantilist doctrines, succeeded in defending free 
tradee not as important for a particular industry or class, but as in the 
generall  interest. Extrapolating from individuals to countries, he appealed to 
thee commonsensical thought that what is good for every private family 
mustt also be good for countries as a whole. After Smith the case for free 
tradee was further developed and strengthened by the theory of comparative 
costs,, or comparative advantage. This finishing touch to the free trade 
doctrinee is attributed to David Ricardo. He went one step further than 
Smith,, because he took the fact into consideration that productivity levels 
differr from one country to the next. By incorporating that aspect in his 
argumentt Ricardo succeeded even better than Smith in showing that free 
tradee is in the interest of every country, because there is always something 
thatt can be traded. Both Smith and Ricardo propagated free trade, not for 
generall  cosmopolitan or altruistic reasons, but because they considered the 
extensionn of international exchange of goods to be more in the interest of 
nationss than protectionism. In fact, they held that there is no contradiction 
betweenn the national interest and free trade. 

422 See e.g. Bello 1998; Corsetti, Pesenti and Roubini 1998; Jomo 1998; Krugman 
1998;; Krugman 1999; Radelet and Sachs 1998; Rodrik 1999; Rude 1998; Sharma 
1998;; Soros 1998; United Nations Economic Commission for Latin America and 
thee Caribbean 1998; Wade and Veneroso 1998a, 1998b. 
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Sincee the genesis of the classical theory of free trade, two major types of 
criticismss have been raised against its theoretical and empirical 
underpinnings.. The first questions the heroic assumptions that have to be 
fulfilledd to make the theory of comparative advantage work, while the 
secondd observes that real-world developments do not match the theory's 
predictionss and expectations. In addition, we have seen that at the time of 
freee trade's initial victory List and Marx challenged - for different 
reasons-- the comparative advantage theorem's implicit assumption of a 
'harmoniouss world republic'. While List emphasized the specific place and 
rolee of nations and their conflicts, Marx focused on the divergent 
consequencess of free trade for different social classes and their struggles. 

Thee final section showed that despite the weak underpinnings of free trade 
basedd on the principle of comparative advantage, the doctrine is once again 
dominant.. But the Ricaradian theorem is also seriously challenged. Once 
again,, and perhaps this time with even more force than before, the 
principlee of comparative advantage is being promoted as generally 
applicable,, as a general law for all times and situations. But although free 
tradee based on the theory of comparative advantage is extremely popular 
amongg economists and policymakers, in the rest of the world support for 
thiss policy is much less solid. Four critiques of the free trade paradigm 
weree discussed. New trade theories justify interventions by governments 
becausee history matters and advantages can be created. Contrary to the 
belieff  and promise of globalization ideologues, we have not seen a 
convergencee of income and productivity levels, but persistent or even 
increasingg divergences and increasing inequality. The ecological costs of 
freefree trade, rapidly increasing in the globalizing economy, are not taken into 
accountt in the standard theories and models. And the economic collapse of 
Asiann countries, which were until recently considered a success of 
paradigmaticc policies, challenges policies promoting free trade and 
financiall  liberalization. For all these reasons the claim that globalization is 
promotingg a 'harmonious world republic' cannot be maintained. 




