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Pr e f a c e

The History of World Trade since 1450 offers help in understanding the complex interac-
tions between peoples over time as they sought to exchange goods and services to their own
benefit. Economics activity has been described as “getting” and “spending.” All people have
done this since humankind began. Individually, people cannot do as well for themselves as
they can collectively, either in getting or in spending. Trade broadens the return from such
activities, widening the audience for what people have to offer as they try to get as much as
they can to spend, and widening their range of choices as they seek the most when they
spend. Geographical constraints limit what individuals are able to accomplish in selling the
fruits of their labor and in maximizing their gains.

Over time some individuals began to occupy the middle ground between buyer and
seller, offering to help individuals earn more and buy more, quantitatively and qualitative-
ly. Traders charged fees to function as business brokers and bring together buyers and sell-
ers, but diminished the competitive disadvantage suffered by anyone who initiated a trans-
action. With their help, trade grew from neighborly to local, to regional, to national, to
international. With the growth of trade, peoples’ worlds grew and—ideally—the returns
from their efforts and their standards of living grew, too.

The 500 years since the middle of the fifteenth century witnessed a spectacular expan-
sion of world trade. These volumes are designed to offer the reader information about the
changes in the world that caused and were caused by this expansion. Precipitated largely by
European voyages of exploration and discovery that had as their primary purpose a search
for better markets in which to sell and to buy, the growth of world trade has had numer-
ous consequences, including the ending of the very empires that started and initially pros-
pered from that expansion. It is a tale with many players, a story with many parts, all told
here.

The History of World Trade since 1450 is intended for general readers with a high-
school or college-level education, but the editors and authors expect that many others also
will find much here of use and interest. There are more than 400 entries in the encyclope-
dia, arranged in alphabetical order for easy reference. The entries vary in length from 200
to 3,000 words and concern everything that has to do with the subject in the period from
1450, the beginning of European expansion, to the present day. The entries explore all
regions of the world. Thus they deal with persons and places, and developments and ideas
that are global in their reach and global in their implications. The stories told are not always
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wonderful; the consequences of world trade have not always been good. The expansion of
world trade across the Atlantic Ocean included the expansion of African slavery to the
Western Hemisphere, for instance. But all is fodder for this discussion.

The entries have been written by experts, authorities in their respective fields; each
contributor is identified by name. Like the topics they address, the authors are internation-
al. As much as possible, the authors and editors have used language that should be easily
accessible to the public at large. The result is a set of entries reflecting immense and solid
scholarship. A glossary of terms with which the reader might be unfamiliar appears at the
end of volume 2, and each entry concludes with a short list of articles and books to guide
readers to further sources of information. Cross-references at the end of each entry refer to
related topics. In addition, an outline of contents at the beginning of volume 1 groups the
entries thematically.

The History of World Trade since 1450 contains historical images and contemporary
photographs to illustrate the entries. Particularly for this topic, it is often difficult to visu-
alize the subjects discussed. The editors have chosen the images carefully to provide further
information and representation of the things included. There are sidebars that expand on
an interesting aspect of a subject. At the end of the second volume, further material is
included to assist the reader. In addition to the glossary, the concluding matter includes pri-
mary source documents and a comprehensive subject index. The primary documents may
be of particular interest to those undertaking research in this field (for instance, extracts
from United States Secretary of the Treasury Alexander Hamilton’s 1791 “Report on Man-
ufactures”; and key passages from the famed “Navigation Acts” issued by the British Parlia-
ment during the reign of King Charles II). The editorial board and contributors have all
benefited from the editorial assistance given by individuals at Macmillan Reference USA,
in particular Hélène Potter and Mark Drouillard. Their dedication to the project and infi-
nite capacity for work inspired everyone. We express our thanks to them and to the others
who contributed by suggesting authors, entries, and materials for the set.

John J . McCusker

x HISTORY o f WO R L D  T R A D E s i n c e 1450
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In t r o d u c t i o n

Globalization is a word on many people’s lips at the dawn of this new millennium, not
always with positive connotations. Yet, like it or not, the world in which we live has changed
mightily over the past five centuries. We have gone from thinking very small indeed to
thinking large: we have been globalized. Before the middle of the fifteenth century, howev-
er expansive one’s perspective, his or her worldview was startlingly limited compared to
today’s. In the ancient world, both the emperor of Han dynasty China and the emperor of
Rome thought of himself as the ruler of all of the world that mattered, yet even at their
grandest they held sway over only a very small portion of the globe. They were barely even
aware of each other. Neither had any notion of the Western Hemisphere.

If anything, people’s worldview shrank between 500 and 1500. It certainly did not
broaden. Europeans’ focus had become local and limited after Rome withdrew its imperi-
al presence. One risked ridicule, and possibly even death, just for thinking beyond the
bounds during the “Dark Ages” in Europe. For the Chinese the Middle Kingdom was all
that counted; its limits were known, and everything outside it was barbarian. Trade within
Europe and trade across Asia flourished and declined with periods of peace and periods of
war. The trade that existed between distant parts of the world, which was never very great
anyhow, was kept alive along precarious silk roads linking East and West. The century
before 1450 was an especially hard time in Europe and in Asia, punctuated by the plague—
the “Black Death”—which, ironically for our story, was spread and intensified by an earli-
er boom time in long-distance trade. Europe and Asia now knew more of each other, and
suffered for it, but still neither had any notion of the Western Hemisphere. Nor were the
mighty empires of the Americas aware of much beyond their own borders. Some sailed
ships long distances, hugging the coasts, or across some well-charted seas, but very few
dared the open oceans. The high seas set limits.

To citizens of the twenty-first century, the world before 1500 seems almost as strange
as the future. Yet one aspect of our future is sure: people are steadily becoming less foreign,
at a steadily increasing rate. We are becoming more and more globalized citizens of the
world, and the agency most responsible for this is expanded international trade, a process
that had its start 500 years ago. It is a tale often told and, in its outlines, already well known.
The purpose of the History of World Trade since 1450 is to color in that outline and to
enhance the picture to include much seen only dimly before, if at all. As a consequence of
that expanded trade, the peoples of Asia, Africa, Europe, and the Americas have discovered
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each other in ways that ultimately have enriched us all. The world begins at oceans’ edge.
The high seas have become shipping lanes.

After 1450, Europe was the first to take advantage of these changes. Once recovery
from the plague was underway, networks of trade in both the East and the West were
revived and extended, but for a long period it was Western Europeans who gained the most
from global interaction. Europe, for a thousand years a backwater, became the center of the
first truly global economic and political order through its dominance of world trade. The
agencies of European imperial expansion ultimately pushed into every corner of the globe,
finding new goods to trade and new markets for the things they had to offer. Exploiting
every opportunity, subjugating many who challenged them and enslaving some, doing
deals with those they encountered who were locally as strong or stronger than they, and
turning regional rivalries to their own good purposes, European nations created empires
which from the start were at war with each other. Over the eighteenth century, having tri-
umphed over the other contestants, the two nations with the strongest European empires,
France and Great Britain, fought increasingly intense wars that culminated in worldwide
wars. Britain’s ultimate victory in its Second Hundred Years’ War with France ushered in a
hundred years of relative peace across the nineteenth century, when London reigned as the
center of world trade and finance. Such great power only provoked newer rivals and a final
war for empire in two parts—World War I and II—that resulted in the destruction of all
those empires. Five centuries of European expansion came to a stunning end in a global
firestorm that threatened to destroy the very planet itself.

The twentieth century, which had begun with a world tightly enthralled by empire,
ended with a world bound loosely by a legacy of empire. World trade, which had been a
function of the empires of Europe and the means of their sustenance, outlasted their
demise. The peoples of the world, who had conducted business as best they could within
the constraints of European imperialism, found new opportunities—and room to make
their own mistakes—once freed from European domination. Slowly during the second half
of the twentieth century newer, smaller counties and larger, older countries sought each
other out as trading partners under a new world order, each as usual trying to advance its
own best interest, but also working out anew the patterns of interaction. Symptomatically,
already at the start of the century, as a direct consequence of World War I, the center of
world trade and finance had migrated across the Atlantic Ocean, leaving London and
Europe behind, to settle in New York. Where and when it will move next, who knows, but
the trajectory is clear. From the Italian city-states of Genoa and Venice at the time of the
Renaissance, to London at the end of the seventeenth century, to New York at the begin-
ning of the twentieth century, the line of march was clear: ever westward. On to Singapore
or Hong Kong or, perhaps, Shanghai! Or, perhaps, given the Internet and the World Wide
Web, dispersed everywhere. Thus the globalization of the world. Thus the history of world
trade since 1450.

THE EDITORS
The composition of the board of editors reflects the obvious necessity of a broad-based,
interdisciplinary approach to the complex subjects addressed the History of World Trade
since 1450.

John J. McCusker is the Halsell Distinguished Professor of American History and a
professor of economics at Trinity University, San Antonio, Texas. He also serves as adjunct
professor in the Department of History of the University of Texas, Austin. He has held
major fellowships and grants from, among others: the Fulbright Senior Scholar Program,
the Smithsonian Institution, Harvard University, Katholieke Universiteit Leuven (Bel-
gium), the National Endowment for the Humanities, the American Council of Learned
Societies, the American Enterprise Institute, the Leverhulme Trust (Great Britain), the
Institute of Early American History and Culture, the John Simon Guggenheim Memorial
Foundation, the University of Oxford, and the University of Cambridge. His teaching and
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his research have focused on the Atlantic World during the seventeenth and eighteenth cen-
turies. His major publications include: Money and Exchange in Europe and America,
1600–1775 (1978; revised edition, 1992); with Russell R. Menard, The Economy of British
America, 1607–1789 (1985; revised edition, 1991); with Cora Gravesteijn, The Beginnings of
Commercial and Financial Journalism: The Commodity Price Currents, Exchange Rate Cur-
rents, and Money Currents of Early Modern Europe (1991); Essays in the Economic History of
the Atlantic World (1997); How Much Is That in Real Money? A Historical Price Index for Use
as a Deflator of Money Values in the Economy of the United States (1992; revised edition,
2001); and, edited with Kenneth Morgan, The Early Modern Atlantic Economy (2001). His
most recent article is “The Demise of Distance: The Business Press and the Origins of the
Information Revolution in the Early Modern Atlantic World” (American Historical Review,
April 2005). His next book is tentatively titled The Price of Sugar and the Economic Integra-
tion of the Early Modern Atlantic World. He and his wife, Ann Van Pelt, have five children
and eight grandchildren.

Louis P. Cain is professor of economics at Loyola University Chicago and adjunct pro-
fessor of economics at Northwestern University. He is currently serving as visiting codirec-
tor of research in the Center for Population Economics and visiting professor at the Grad-
uate School of Business of the University of Chicago. With the late Jonathan R. T. Hughes,
he is author of American Economic History (sixth edition, 2003). Cain has served as an area
editor for the Oxford Encyclopedia of Economic History (2003), a chapter editor for the His-
torical Statistics of the United States, Millennial Edition (2005), and a consulting editor to
the Encyclopedia of Chicago (2004). He also has served as chairman of the Board of Trustees
of the Cliometric Society and as a trustee of the Business History Conference and the Eco-
nomic History Association. He is currently researching entrepreneurship in the United
States before 1865. He and his wife are empty nesters who share a house in Glenview, Illi-
nois, with the family dog.

Stanley L. Engerman is John H. Munro Professor of Economics and professor of his-
tory at the University of Rochester, where he has taught since 1963. He received a B.S. cum
laude from New York University in 1956 and an M.B.A. there in 1958. After two years of
working as an accountant, he went to The Johns Hopkins University and received a Ph.D.
in economics in 1962. His major areas of research and writing have been American and
British economic history and the history of slavery in the United States, the Caribbean, and
elsewhere. Among his publications are: edited with Robert W. Fogel, The Reinterpretation
of American Economic History (1971; winner of the American Historical Association’s Ban-
croft Prize in American History); with Robert W. Fogel, Time on the Cross: The Economics
of American Negro Slavery (1974; reissued 1995); edited with Robert Gallman, Long-Term
Factors in American Economic Growth (1986); edited with Seymour Drescher, A Historical
Guide to World Slavery (1998); and, edited with Robert Gallman, the three-volume Cam-
bridge Economic History of the United States (1996–2000). He is currently coediting, with
David Eltis, the four-volume Cambridge World History of Slavery. He is a fellow of the
American Academy of Arts and Sciences and has been a fellow of the Center for Advanced
Study in the Behavioral Sciences. He is a past president of the Economic History Associa-
tion and the Social Science History Association, and was Pitt Professor of American Histo-
ry and Institutions at the University of Cambridge. He has three married sons and a total
of five grandchildren.

David Hancock is associate professor of British, American, and Atlantic history at the
University of Michigan in Ann Arbor. A specialist on the eighteenth century, he is the
author of Citizens of the World: London Merchants and the Integration of the British Atlantic
Community, 1735–1785 (1995), and the editor of The Letters of William Freeman, London
Merchant 1678–1685 (2002) and of Guerre et Économie dans le Monde Atlantique du XVIe
au XXe Siecle: Stratégies en Échec, Logiques d’Adaptation (2005). He has just completed a
study, titled Oceans of Wine, Empires of Commerce, of the emergence and self-organization
of the Atlantic economy between 1640 and 1815 as viewed through the lens of Madeira
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wine production, distribution, and consumption. Professor Hancock was born in New
York and received his A. B. degree in history and music from the College of William and
Mary, an A. M. degree in music from Yale University in 1983, and a Ph.D. degree in Histo-
ry from Harvard University in 1990. He has also taught history at Harvard University
(1990–1997) and the École des Hautes Études en Sciences Sociales in Paris (2003).

Kenneth Pomeranz is Chancellor’s Professor of History and professor of East Asian
languages and literatures at the University of California, Irvine, and director of the Univer-
sity of California Multi-Campus Research Group in world history. He received his Ph.D.
from Yale University in 1988, and has been at UC Irvine ever since. His publications
include: The Great Divergence: China, Europe, and the Making of the Modern World Econo-
my (2000); with Steven Topik, The World that Trade Created: Society, Culture, and the World
Economy, 1400 to the Present (1999; second edition, 2005); and The Making of a Hinterland:
State, Society, and Economy in Inland North China, 1853–1937 (1993). The Making of a Hin-
terland won the John King Fairbank Prize of the American Historical Association for the
best book on East Asian history in 1994; The Great Divergence won the Fairbank Prize for
2000, shared the World History Association Book Prize for 2000, and been the subject of
more than a dozen symposia and panel discussions at sites around the world. Pomeranz has
held fellowships from the Guggenheim Foundation, the American Council of Learned
Societies, the Social Science Research Council, and the American Philosophical Society,
among others. Although the bulk of his work has revolved around Chinese and compara-
tive economic development, rural social change, environmental change, and state forma-
tion, he has also written on the history of popular religion, and on the history of family
organization and gender roles. He lives in Irvine, California, with his wife and two children.

Louis  P. Cain
Stanle y  L. Enger man

Dav id Hancock
John J . McCusker

Kenneth Pomeranz
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Th e m a t i c  O u t l i n e

This systematic outline provides a
general overview of the conceptual
scheme of the History of World Trade
since 1450, listing the titles of each
entry and subentry. The outline is
divided into sixteen parts.

1. Business Families
2. Cities
3. Commodities
4. Concepts and Ideas (Economic)
5. Concepts and Ideas (General)
6. Corporations and Businesses
7. Countries and Regions
8. Economic Agents
9. Empires

10. Industries
11. Infrastructure
12. Labor
13. Organizations and Institutions
14. People
15. Phenomena
16. Shipping

1. BUSINESS FAMILIES

Agnelli Family
Astor Family
Brown Family
Cabot Family
Dole Family
Duke Family
du Pont de Nemours Family
Fugger Family
Guggenheim Family
Hope Family
Mitsubishi

Mitsui
Nanyang Brothers Tobacco
Philips
Rockefeller Family
Rothschild Family
SaEud Family
Schlumberger Family
Siemens
Sumitomo
Tagore Family
Tata Family Enterprises
Wallenberg Family
Zheng Family

2. CITIES

Amsterdam
Antwerp
Bahia
Baltimore
Barcelona
Bordeaux
Boston
Bristol
Cádiz
Calcutta
Cartagena
Chambers of Commerce
Charleston
Entrepôt System
Factories
Free Ports
Gdansk
Genoa
Glasgow
Guangzhou
Guilds
Hamburg
Hanseatic League (Hansa or Hanse)
Havana

Hong Kong
La Rochelle
Lisbon
Liverpool
London
Los Angeles–Long Beach
Madras
Marseilles
Melaka
Mumbai
Nagasaki
Nantes
New Orleans
Newport
New York
Paris
Philadelphia
Porto
Potosí
Rio de Janeiro
Rotterdam
Salem
San Francisco–Oakland
Seville
Shanghai
Singapore
Sydney
Venice
Veracruz
Yokohama

3. COMMODITIES

Coal
Coffee
Cotton
Counterfeit Goods
Cowries
Drugs, Illicit
Furs
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Glassware
Gold and Silver
Hardware
Rice
Rubber
Silk
Spices and the Spice Trade
Sugar, Molasses, and Rum
Tea
Textiles before 1800
Textiles since 1800
Timber
Tobacco
Toys
Wheat and Other Cereal Grains
Wine
Wool

4. CONCEPTS AND IDEAS (ECONOMIC)

Balance of Payments
Boycott
Bullion (Specie)
Canton System
Capital Flows
Capitalism
Commodity Money
Corn Laws
Depressions and Recoveries
Developmental State, Concept of the
Economics, Neoclassical
Flows of Factors of Production
Free Ports
Free Trade, Theory and Practice
Globalization, Pro and Con
Heckscher-Ohlin
Imperial Preference
Imperialism
Import Substitution
Industrial Revolution
Industrialization
Institutional Aspects of World Trade
Market Integration
Merchantilism
Millets and Capitulations
Money and Monetary Policy
Monopoly and Oligopoly
Most-Favored-Nation Provisions
Nationalization
Networks, Supply, Distribution and

Customer
Physiocrats
Protection Costs
Purchasing Power Parity
Quantity Theory of Money
Rates of Exchange
Special Economic Zones (SEZs)
Staples and Staple Theory
Stolper-Samuelson Theorem
Subsidies
Theories of International Trade before

1900
Theories of International Trade since

1900
Transaction Costs

Tribute System
Women Traders of Southeast Asia

5. CONCEPTS AND IDEAS (GENERAL)

American System
Artistic Representations of Trade
Education, Overview
Law, Common and Civil
Law, International (Law of Nations and

Law of the Sea)
Nationalism
Patent Laws and Intellectual Property

Rights
Piracy
Political Systems
Privateering
Religion
Sex and Gender
Smuggling
Socialism and Communism
Treaties

6. CORPORATIONS AND BUSINESSES

Anglo American Corporation
ARAMCO
Banking
British-American Tobacco
Bunge and Born
Corporation, or Limited Liability Com-

pany
Correspondents, Factors, and Brokers
DeBeers
East India Company, British
East India Company, Dutch
East India Company, Other
Guilds
Hong Kong and Shanghai Bank
Hyundai
Jardine Matheson
Joint-Stock Company
Levant Company
Lloyd’s of London
Mitsui
Nanyang Brothers Tobacco
Ostend East India Company
Partnership
Peddlers
PEMEX
Retailing
Royal Niger Company
Services
Sony
Tata Family Enterprises
Unilever
United Fruit Company
West India Company, Dutch

7. COUNTRIES AND REGIONS

Angola
Argentina
Australia and New Zealand
Baltic States
Bangladesh
Bengal

Black Sea
Brazil
Burma
Canada
Chile
China
Colombia
Cuba
Dahomey
Denmark
Egypt
Finland
France
Germany
Ghana
Gold Coast
Greece
Gujarat
Haiti
India
Indian Ocean
Indonesia
Iran
Italy
Jamaica
Japan
Kenya
Kongo
Korea
Manchuria
Mediterranean
Mexico
Morocco
New Spain
Nigeria
Norway
Pakistan
Persian Gulf
Peru
Portugal
SaEud Family
Senegambia
South Africa
South China Sea
Spain
Sri Lanka
Sweden
Taiwan
Thailand
United Kingdom
United States
Venezuela
Vietnam
Zimbabwe

8. ECONOMIC AGENTS

Climate
Correspondents, Factors, and Brokers
Ethnic Groups, Africans
Ethnic Groups, Armenians
Ethnic Groups, Cantonese
Ethnic Groups, Fujianese
Ethnic Groups, Gujarati
Ethnic Groups, Huguenots

xxii HISTORY o f WO R L D  T R A D E s i n c e 1450

Thematic Outline

HOWT_fmv1  10/24/05  4:11 PM  Page xxii



Ethnic Groups, Irish
Ethnic Groups, Jews
Ethnic Groups, Native Americans
Ethnic Groups, Scots before 1800
Ethnic Groups, Scots since 1800
Laborers, Aztec and Inca
Laborers, Contract
Laborers, Native American, Eastern

Woodland and Far Western
Labor, Types of
Networks, Supply, Distribution, and
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Partnership
Peddlers
Piracy
Privateering
Retailing
Slavery and the African Slave Trade
Smuggling
Travelers and Travel

9. EMPIRES

Board of Trade, British
Board of Trade, Spanish
East India Company, British
East India Company, Dutch
Elizabeth I
Empire, Belgian
Empire, British: 1450–1783
Empire, British: 1783–present
Empire, Dutch
Empire, French: 1450–1815
Empire, French: 1815–present
Empire, Japanese
Empire, Ming
Empire, Mughal
Empire, Ottoman
Empire, Portuguese
Empire, Qing
Empire, Spanish
Home Charges (India)
Imperial Maritime Customs, China
Leopold II
Navigation Acts
New Spain
Philip II
Slavery and the African Slave Trade
Tribute System
War, Government Contracting
Zheng Family

10. INDUSTRIES

Agriculture
Arms, Armaments
Automobile
Banking
Books
Coal
Cotton
Counterfeit Goods
Drugs, Illicit
Finance, Credit and Money Lending
Finance, Insurance
Furs

Glassware
Gold and Silver
Hardware
Industrialization
Information and Communications
Nitrates
Petroleum
Pharmaceuticals
Retailing
Rubber
Services
Shipbuilding
Silk
Sugar, Molasses, and Rum
Textiles before 1800
Textiles since 1800
Timber
Tobacco
Toys
Travelers and Travel
War, Government Contracting
Wheat and other Cereal Grains
Wine
Wool

11. INFRASTRUCTURE
Canals
Fairs
Harbors
Panama Canal
Port Cities
Suez Canal

12. LABOR
Africa, Labor Taxes (Head Taxes)
Encomienda and Repartimiento
Industrial Labour Organization
Laborers, Aztec and Inca
Laborers, Coerced
Laborers, Contract
Laborers, Native American, Eastern

Woodland, and Far Western
Labor, Types of
Seamen Wages
Slavery and the African Slave Trade

13. ORGANIZATIONS AND
INSTITUTIONS
Accounting and Accounting Practices
Africa, Labor Taxes (Head Taxes)
Africa, Natives Land Act
Baltic Exchange
Banking
Board of Trade, British
Board of Trade, Spanish
Boycott
Bretton Woods
Canton System
Caravan Trade
Chambers of Commerce
Chicago Board of Trade
Comecon
Common Market and the European

Union
Compradors

Corporation, or Limited Liability Com-
pany

Correspondents, Factors, and Brokers
eBay
Encomienda and Repartimiento
Entrepôt System
Factories
Franchising, International
Free Ports
GATT, WTO
Gold Standard
Guilds
Hanseatic League (Hansa or Hanse)
Home Charges (India)
Imperial Maritime Customs, China
International Labour Organization
International Monetary Fund (IMF)
Japanese Ministry of International

Trade and Industry (METI)
Joint-Stock Company
Lloyd’s of London
Markets, Stock
MERCOSUR
Millets and Capitulations
NAFTA
Nationalization
OPEC
Ostend East India Company
Peddlers
Piracy
Privateering
Regional Trade Agreements
Russia
Trade Forms, Organizational, and Legal

Institutions
Tribute System
World Bank

14. PEOPLE

Albuquerque, Afonso de
Alcock, Rutherford
Ali, Muhammad
Baring, Alexander
Bessemer, Henry
Bodin, Jean
Bonaparte, Napoleon
Brunel, Isambard Kingdom
Churchill, Winston
Coen, Jan Pieterszoon
Colbert, Jean-Baptiste
Columbus, Christopher
Condorcet, Marie-Jean-Antoine-Nico-

las de Caritat, Marquis de
Conquistadors
Cook, James
Cunard, Samuel
Deng Xiaoping
De Rhodes, Alexandre
Díaz, Porfirio
Eastman, George
Elizabeth I
Engels, Friedrich
Ford, Henry
Gama, Vasco da
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Gates, Bill
Getty, Paul
Gilbert, Humphrey
Gresham, Sir Thomas
Gulbenkian, Calouste
Hakluyt, Richard, the Younger
Hamilton, Alexander
Hart, Robert
Hawkins, John
Hearst, William Randolph
Hoover, Herbert
Hume, David
Huskisson, William
Jaja, King of Opobo
Keynes, John Maynard
Krupp
Leopold II
Lee Kuan Yew
Lin Zexu
Loney, Nicholas
Magellan, Ferdinand
Marconi, Guglielmo
Marx, Karl
Mill, John Stuart
Monnet, Jean
Monroe, James
Morgan, J. P.

Onassis, Aristotle
Pasha, IsmaEil
Peel, Sir Robert
Perry, Matthew
Philip II
Pombal, Marquês de
Raffles, Sir Thomas Stamford
Rhodes, Cecil
Roosevelt, Franklin Delano
Sarbah, John
Smith, Adam
Stalin, Joseph
Tung Chee-hwa
Watson, Thomas, Sr., and Thomas, Jr.
Zhang Han

15. PHENOMENA
Blockades in Peace
Blockades in War
Boycott
Climate
Disease and Pestilence
Famine
Gold Rushes
Great Depression of the 1930s
Population–Emigration and 

Immigration

Prices and Inflation
Protectionism and Tariff Wars
Travelers and Travel
Volcanic Eruptions
War, Government Contracting
Wars

16. SHIPPING

Caravan Trade
Cargoes, Freight
Cargoes, Passenger
Containerization
Free Ports
Packet Boats
Shipping, Aids to
Shipping, Coastal
Shipping, Inland Waterways, Europe
Shipping, Inland Waterways, North

America
Shipping Lanes
Shipping, Merchant
Shipping, Technological Change
Ships and Shipping
Ship Types
Suez Canal
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Se l e c t e d  M e t r i c  C o n v e r s i o n s
WHEN YOU KNOW MULTIPLY BY TO FIND

Temperature

Celsius (˚C) 1.8 (˚C) �32 Fahrenheit (˚F)
Celsius (˚C) ˚C �273.15 Kelvin (K)
degree change  1.8 degree change
 (Celsius)    (Fahrenheit)
Fahrenheit (˚F) [(˚F) �32] / 1.8 Celsius (˚C)
Fahrenheit (˚F) [(˚F �32) / 1.8] �273.15 Kelvin (K)
Kelvin (K) K �273.15 Celsius (˚C)
Kelvin (K) 1.8(K �273.15) �32 Fahrenheit (˚F)

WHEN YOU KNOW MULTIPLY BY TO FIND

Distance/Length

centimeters 0.3937 inches
kilometers 0.6214 miles
meters 3.281 feet
meters 39.37 inches
meters 0.0006214 miles
microns 0.000001 meters
millimeters 0.03937 inches

WHEN YOU KNOW MULTIPLY BY TO FIND

Capacity/Volume

cubic kilometers 0.2399 cubic miles
cubic meters 35.31 cubic feet
cubic meters 1.308 cubic yards
cubic meters 8.107 � 10–4 acre-feet
liters 0.2642 gallons
liters 33.81 fluid ounces

WHEN YOU KNOW MULTIPLY BY TO FIND

Area

hectares 
 (10,000 square meters) 2.471 acres
hectares 
 (10,000 square meters) 107,600 square feet
square meters 10.76 square feet
square kilometers 247.1 acres
square kilometers 0.3861 square miles

WHEN YOU KNOW MULTIPLY BY TO FIND

Weight/Mass

kilograms 2.205 pounds
metric tons 2205 pounds
micrograms (�g)  10–6 grams
milligrams (mg)  10–3 grams
nanograms (ng)  10–9 grams

WHEN YOU KNOW MULTIPLY BY TO FIND

Speed

kilometers per hour 0.6214 miles per hour
knots 1.151 miles per hour
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A

ACCOUNTING AND ACCOUNTING
PRACTICES

The system of record keeping in widespread use through-
out the world today, double-entry bookkeeping (DEB),
is thought to have been initially developed by banking
and trading partnerships operating in the Italian city-
states of Genoa, Florence, and Venice during the thir-
teenth and fourteenth centuries.

The impetus for the adoption of the “Italian system,”
as it was initially often described, has been the subject of
study, and scholars have identified as relevant factors the
level of business activity, the size and complexity of orga-
nizational structures, the ready availability of relevant lit-
erature, the socialization of capital, and the technique’s
disciplinary potential. Globalization of the “Italian sys-
tem” occurred as firms set up business in new countries,
and it first arrived in England when used by the London
branch of an Italian firm of merchants—the Gallerani
company of Siena—between 1305 and 1308. Among
Eastern countries, it has been argued that DEB was intro-
duced to Japan in the early seventeenth century by the
Dutch East India Company (Camfferman and Cooke
2001). Sometimes, adoption followed conquest. China
was forced to open its borders to Western powers follow-
ing its defeat in the Opium War of 1840 and, with capital
flowing into that country, administration systems, in-
cluding DEB, were brought in by Western businessmen.
New systems do not always gain immediate footholds,
and it seems clear that DEB only began to achieve wide-
spread adoption in Japan when the country was reopened
to Western influence in the second half of the nineteenth
century.

Dissemination of the new technique was also
achieved through the publication of manuals that first
appeared in Italy in 1494 (the first book on DEB au-
thored by Luca Pacioli) and in Britain in 1543 (by Hugh
Oldcastle). In the centuries that followed, in countries all
over the world, hundreds of texts made both fair and ex-
travagant claims for the system’s contribution to the effi-
cient conduct of business and domestic affairs. The actual
advantages of double-entry compared with single-entry
record keeping are that the records are more comprehen-
sive and orderly, the duality of entries provides a conve-
nient check on the accuracy or completeness of the led-
ger, and, perhaps most important, the underlying records
can be designed to facilitate the preparation of two fun-
damental financial statements—the profit and loss ac-
count and the balance sheet (Yamey 1956).

ACCOUNTING FOR MANAGEMENT

For many centuries, it was the usual practice for owners
and managers to consult directly the contents of account-
ing records, such as the ledger, to monitor the financial
progress and condition of their enterprises. During the
nineteenth century, it became increasingly common for
managers of larger companies to arrange for the prepara-
tion of accounting statements for the purposes of plan-
ning, decision making, and control. The profit and loss
account and balance sheet play an important part in these
processes because of the degree of detail that they contain
(e.g., departmental figures). Many other financial state-
ments have been developed to meet management’s infor-
mation requirements, and these may be constructed on
the basis of information generated both within and out-
side the formal system of record keeping. Some fairly ad-
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vanced applications of cost accounting for manufactur-
ing activity have been revealed in the fifteenth- and
sixteenth-century cloth-manufacturing records of the
Medici family and the printing records of the Flemish
printer Christopher Plantin.

Britain was the first industrialized nation but, in the
estimation of the noted British economic historian, Sid-
ney Pollard, the “practice of using accounts as direct aids
to management was not one of the achievements of the
British industrial revolution; in a sense, it does not even
belong to the later nineteenth century, but to the twenti-
eth” (Pollard 1968, p. 248). More recent research (e.g.,
Boyns and Edwards, 1997; Jones, 1985) has shown that
at least some eighteenth- and nineteenth-century compa-
nies constructed costing systems that contained funda-
mental features that persist to the present day. The post-
1850 period saw the development and adoption of cost
and management accounting systems by companies
throughout the world. The practices of leading compa-
nies and leading industries were widely disseminated,
and new procedures were developed for subsequent em-
ulation. In the last years of the nineteenth century, scien-
tific management procedures were developed in the
United States, which are associated within the accounting
domain with the formulation of the techniques of stan-
dard costing and budgetary control. The twentieth centu-
ry saw the dissemination of numerous other aids to man-
agement such as the discounted cash-flow technique of
capital project appraisal, target costing, zero-based bud-
geting, and activity-based costing. Methods that proved
suitable in certain communities sometimes failed to gain
acceptance in different environments. Where certain
Western cost-accounting practices were adopted, as in
Japan, modification was required to meet local cultural
conditions.

The initial development of cost accounting occurred
in countries such as Britain with little support from the
published literature. Indeed, practice preceded theory to
the end of the nineteenth century, although the position
may since have reversed. In France, in contrast, numer-
ous books containing in-depth discussions of industrial
accounting issues such as overhead apportionment,
transfer pricing, depreciation, fixed and variable costs,
and break-even analysis were published before 1880.
Whereas the British were content with “learning by
doing,” there was a much greater interest on the other
side of the English Channel in developing a theoretical
understanding of cost-accounting practice.

MEASURING BUSINESS ACTIVITY

The profit and loss account and balance sheet require de-
cisions about how incomes, expenditures, assets, and lia-
bilities are to be measured. For much of accounting’s his-

tory, these items have been computed and reported on
the same basis that they were recorded—the value at the
date of the transaction, commonly described as “histori-
cal cost.” Accounting theorists (Edwards 1994) have ar-
gued plausibly that whereas it is entirely appropriate to
use the original transaction value to record rights and ob-
ligations (e.g., how much a customer owes you and how
much you owe the bank), historical cost is not necessarily
relevant for financial reporting and decision-making
purposes. Criticism of the use of historical cost usually
rises with the general rate of inflation. Alternative pro-
posals include adjustment of historical data for changes
in the purchasing power of money and the restatement
of recorded figures for assets and liabilities at replace-
ment cost, market price, or present value.

PUBLISHED ACCOUNTS

What we describe today as “the published accounts” de-
veloped from the need to raise capital from the general
public and the consequent separation of ownership from
management. The balance sheet (initially termed ballance
account) was “by far the most important financial state-
ment” (Chatfield 1977, p. 69). Interest in the balance
sheet stemmed from the fact that it was useful in answer-
ing traditional stewardship questions such as manage-
ments’ honesty and ability to account for resources en-
trusted to them.

The colossal publicly funded chartered companies
that carried British trade and government to many parts
of the globe date from the sixteenth century; the most fa-
mous early example is the East India Company, estab-
lished in 1600. Its officers were required to “deliver up
a perfect Ballance of all the said accompts unto the Com-
pany [shareholders], by the last day of June yearely”
(Baladouni 1986, p. 20). The first surviving “Ballance of
the Estate” (balance sheet) was published in 1641. The
more widespread development of published financial re-
ports was the British contribution to accounting, largely
due to the British capital market being the first to develop
a significant trade in corporate stock, beginning with the
railways in the 1830s.

The joint-stock company has proved immensely suc-
cessful in providing a vehicle for the expansion of nation-
al and world trade since 1450. The history of the joint-
stock company, from the South Sea Bubble (1719) to
Enron (2001), has also been marked by instances of
fraud, mismanagement, and growing regulation. De-
mands for more transparent accountability have expand-
ed the size and content of the published data set enor-
mously, and this trend has been reinforced by
recognition of the need to provide information to a wid-
ening array of corporate stakeholders. The desire for
more effective regulation has also led to the development

Accounting and Accounting Practices
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The slave trade did not end the world’s hunt for
cheap labor. To satisfy that hunger, colonial govern-
ments devised various strategies to compel native
Africans to work. These included oppressive taxes and
laws restricting the independence of indigenous peo-
ples. In some cases, such measures were accompanied
by missions intended to “civilize” native Africans. The
continued economic exploitation of native peoples
could therefore be justified by colonial administrators
as an educational exercise.

Ju st in Craw ford

EDUCATIONAL
EXERCISE

of the external audit and to ever-increasing disclosure re-
quirements. Many countries introduced their own na-
tional financial-reporting requirements—in the United
States, for example, the Financial Accounting Standards
Board was created in 1973 to prepare and issue its series
of Financial Accounting Standards. Internationally,
strenuous efforts have been made to gain global accep-
tance for International Accounting Standards that are in-
tended to achieve, among other things, harmonization
and therefore worldwide comparability of corporate fi-
nancial-reporting practices.

SEE ALSO Capitalism; Corporation, or Limited
Liability Company; Information and
Communications; Italy.
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AFRICA, LABOR TAXES (HEAD
TAXES)

In all African colonies, taxes and labor policies were de-
signed to force Africans to work for the benefit of white
colonizers. These taxes and labor policies took three basic
forms: head taxes, labor rents, and forced labor.

Colonial governments used head taxes (or poll taxes)
and hut taxes to force Africans into the colonial econo-
my. To get the cash for taxes, Africans had to work for
colonial employers at low wages or sell crops at low
prices. Employers claimed that the low wages were justi-
fied because workers only had to pay their own expenses;

workers’ families were expected to support themselves
through farming. Tax defaulters were arrested and sent
to work on plantations and mines as contract laborers.
The contract work was dangerous and the pay was ex-
tremely low.

Labor rents forced Africans to work for white settlers
and private companies. Families who refused to work
were beaten, arrested, or evicted. Settlers ordered African
tenants to work in the settlers’ fields. The amount of rent
ranged from working a few days a week to working every
day during planting and harvest. Private companies
forced tenants to produce cash crops. Company agents
dictated the amount to be harvested and the price to be
paid for the crop. Families had to tend the cash crops be-
fore they could work in their own fields. Food shortages
frequently resulted, forcing families to buy food from
company-owned stores on credit. The families’ debt
made them more vulnerable to the companies’ demands.

Colonial officials also forced Africans to work on
roads, railways, and other public projects. In the early
1900s police officers surrounded villages, kidnapped
men, and took them for forced labor. By the 1930s vio-
lence had given way to threat, and colonial officials sim-
ply ordered chiefs to provide workers. Men worked be-
tween 60 and 120 days per year building roads and laying
railway tracks; they were also forced to work for settlers
and private companies. Women and children were forced
to clear ditches, repair local roads, and work on soil con-
servation measures. Men were paid very low wages;
women and children received no pay.

In the early 1900s Africans openly rebelled against
colonial taxes and labor policies. When colonial govern-

Africa, Labor Taxes (Head Taxes)
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Native workers tend tobacco plants on a Southwest African plantation in 1918. Large plantations across the continent often
coerced locals into harsh working conditions through head or poll taxes. Tax defaulters were sent to plantations and mines to work
as contract laborers. © BETTMANN/CORBIS. REPRODUCED BY PERMISSION.

ments responded by hanging rebel leaders and burning
villages, Africans turned to more subtle forms of resis-
tance. Men ran away from home to avoid being taken for
forced labor or sent to the mines for defaulting on their
taxes. Tenant families sabotaged cash crops in the hope
that company agents would leave them alone after the
crop failed. Some families managed to earn the money
they needed for taxes by selling cash crops such as coffee,
cocoa, and peanuts for export, or food crops for local
consumption. These families escaped from having to
work for colonial employers, but colonial governments
forced them to sell their crops at low prices.

Colonial governments combined taxes and labor
policies in various ways. In the Congo, company agents
relied on terror tactics to make Africans deliver set quotas
of raw rubber. If a family failed to deliver their quota, the
agent mutilated their children. Horrified families pro-
duced over 5,000 metric tons of rubber per year between
1900 and 1908. When the rubber tree population de-
clined, company plantations turned to palm oil and cot-

ton. Tenants on palm plantations had to harvest 128 kilo-
grams of palm kernels to pay their tax and rent. Palm oil
exports rose from 1,500 tons in 1900 to 36,000 tons in
1930. Tax defaulters were arrested and sent to the copper
mines in Katanga (now Shaba) in Zaire. The steady flow
of forced labor allowed the copper mines to increase pro-
duction to 162,000 tons in 1941. In addition to paying
taxes and labor rents, men were also forced to work for
sixty days on public projects.

Forced labor played a crucial role in French West Af-
rica. By law, the colonial prestation (the official French
term for “forced labor”) required men to work on public
projects for only twelve days every year. In practice, how-
ever, officials conscripted men and forced them to work
for private companies for much longer periods. The
number of conscripts and their families on cotton planta-
tions alone reached 28,000 in 1944. Despite the abun-
dance of cheap labor, the plantations failed; production
ranged from 550 metric tons of ginned cotton in 1923,
to 950 tons in 1929, to 100 tons in 1932.

Africa, Labor Taxes (Head Taxes)
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Many Africans in Southern Rhodesia (now Zimba-
bwe) were able to earn money for taxes by selling food
crops rather than working for white settlers and mine
owners. Colonial employers responded by raising taxes
in the British colonies to the north—Northern Rhodesia
(now Zambia) and Nyasaland (now Malawi)—forcing
men to take work on mines and farms in Southern Rho-
desia. The supply of cheap migrant labor made Southern
Rhodesian mining profitable, and gold exports rose from
5,000,000 pounds British sterling in 1924 to 13,000,000
pounds in 1940. White settlers also benefited: tobacco
production increased from 200 tons in 1917 to 23,500
tons in 1944.

In Mozambique the Portuguese government allowed
private companies to impose exorbitant labor rents. Most
companies forced their tenants to grow and sell a set
amount of cotton to company agents. When the demand
for cheap cotton grew in the 1930s, agents used violence
to increase the number of cotton producers from 80,000
in 1937 to 800,000 in 1944. The amount of cotton pro-
duced rose to 90,000 tons in 1951, but the increase came
at the cost of extreme food shortages and hardship.

Colonial officials used racist stereotypes to justify
their tax and labor policies. They claimed that Africans
were lazy and that whites had to teach Africans the “dig-
nity of hard labor.” Officials argued that taxes and forced
labor were simply tools for turning Africans into good
workers. The fact was that colonial employers needed
cheap labor to survive. Settlers, mine owners, and com-
pany plantations lacked the capital and expertise they
needed to compete on the world market. African wages
were the only expense they could control, and they used
every available method to force Africans to work more
for less pay. Critics denounced forced labor policies, but
their protests had little effect. In the early 1900s the
Congo Reform Campaign raised a public outcry over the
violent measures used to force Africans to collect rubber.
The Belgian government promised to abolish forced
labor in the colony, but company plantations continued
to impose labor rents on tenants. The International La-
bour Organization’s Forced Labour Convention of 1930
called on governments to outlaw all forms of forced
labor. However, the document permitted the use of
forced labor on public projects. This loophole allowed
colonial labor practices to continue essentially un-
changed until the 1950s.

SEE ALSO Africa, Native Lands Acts;
Agriculture; Angola; Dahomey; Empire,
Belgian; Empire, British; Empire, Dutch; Empire,
French; Empire, Portuguese; Encomienda and
Repartimiento; Free Trade, Theory and
Practice; Ghana; International Labour
Organization; Imperialism; India; Kenya;

Laborers, Coerced; Laborers, Contract;
Nigeria; Royal Niger Company; Rubber; Slavery
and the African Slave Trade; South Africa;
Zimbabwe.
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AFRICA, NATIVES LAND ACT
The Union of South Africa, formed in 1910, included the
Cape, Natal, Transvaal, and Orange Free State provinces.

Africa, Natives Land Act
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I N T RODU C T IO N The Natives Land Act of 1913
reserved just 7 percent of South Africa’s land for
native South Africans. It promoted a plan of territo-
rial segregation within the Union and stopped
Africans from buying more land. It is often
described as one of the most important segregation
laws in South African history. �

THE NATIVES’ LAND ACT OF 1913
Be it enacted by the King’s Most Excellent Majesty, the
Senate and the House of Assembly of the Union of
South Africa, as follows:—

1. (1) From and after the commencement of this
Act, land outside the scheduled native areas shall, until
Parliament, acting upon the report of the commission
appointed under this Act, shall have made other provi-
sion, be subjected to the following provisions, that is to
say:—

Except with the approval of the Governor-General—
1. A native shall not enter into any agreement or

transaction for the purchase, hire, or other acquisition
from a person other than a native, of any such land or
of any right thereto, interest therein, or servitude
thereover; and

2. A person other than a native shall not enter
into any agreement or transaction for the purchase,
hire, or other acquisition from a native of any such
land or of any right thereto, interest therein, or servi-
tude thereover.

Ju st in Craw ford

AN EXCERPT FROM THE
NATIVES LAND ACT OF
1913

Whites (about 1.25 million), divided between Afrikaans-
and English-speakers, controlled political and economic
power. The Africans (about 4 million) had been subordi-
nated to European control during the nineteenth centu-
ry, and most African societies lost substantial amounts of
land. Most Africans lived in rural South Africa, many on
reserves (similar to American Indian reservations); only
a few Africans owned any land in freehold outside the re-
serves. As of 1910, however, Africans living in the Cape,
Natal, and Transvaal provinces could buy land; this was
not allowed in the Free State.

HISTORY OF THE ACT

Parliament passed the Natives Land Act in 1913 to pro-
mote a vague plan of territorial segregation within the
Union and to stop Africans from buying more land. The
act, which was a political maneuver to retain the support
of the Free State members of Parliament, was one of the
most important segregation laws in South African histo-
ry, and included three major provisions:

(1) Africans were prohibited from buying land outside
so-called “scheduled areas,” which included the re-
serves and most farms owned by Africans at that
time, and whites were prohibited from buying land
in the scheduled zones. The act identified the sched-
uled areas, approximately 21 million acres, equaling
only about 7 percent of the area of South Africa.
Equally important, the act included an exception
clause, allowing the government to approve African
requests to buy or lease land outside the “schedules
areas.”

(2) The act included antisquatting provisions intended
to restrict severely the opportunity for African share-
croppers to remain on white-owned farms, especial-
ly in the Free State. As a result, many Africans were
evicted from land where they had lived for genera-
tions, or left rather than give up the privileges they
were enjoying.

(3) The act established a Land Commission to recom-
mend additional land for the use of Africans. The
Natives Land Commission in 1916 recommended
adding about 17 million acres, which would allow
the Africans (almost 70% of the population) only
about 12.5 percent of the area of South Africa. Even
that miserly recommendation did not pass Parlia-
ment, however. Between 1918 and 1936 Parliament
failed to pass any new land legislation.

The government in 1913 knew that many of the re-
serves were overcrowded, and officials also understood
the land hunger of many Africans. Consequently, after
Parliament failed to increase the amount of land for Afri-
cans, the government used its discretion under the excep-

tion clause in the act to approve requests from Africans
to buy land. Between 1918 and 1936 the government ap-
proved, in increasing numbers, hundreds of applications
to buy farms. Finally, in 1936 Parliament passed the Na-
tive Trust and Land Act, which enlarged the reserves, but
only by 14.5 million acres purchased over many years.
The aim of the new trust was for the government to buy
land and allot the use of this “trust” land to Africans; pri-
vate sales of land to Africans was a low priority.

The Natives Land Act affected the African popula-
tion in several ways. The limited amount of land available

Africa, Natives Land Act
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for Africans meant that the reserves became very crowd-
ed with both people and cattle, leading to serious soil ero-
sion and declining fertility. The overcrowding forced
some men and women to migrate to the cities. A portion
of the men went to work in the mines, particularly the
gold mines, for gold was an export critical for South Afri-
ca. Many black leaders blamed specifically the Land Act
and its antisquatting provisions for this migration and
the resulting decline in morality among black city dwell-
ers. The effects of the act produced an abiding bitterness
in prominent black leaders: consistently between 1913
and 1936, African leaders singled out the Land Act as a
catastrophe and condemned the failure of the govern-
ment to make more land available. Thousands of Afri-
cans formed partnerships to buy farms after 1913, but
these owners were only a small proportion of the African
population. The Natives Land Act remained in force after
apartheid became the policy of the government in 1948.
One important policy of the apartheid system was to
create segregated “homelands” exclusively for different
African societies; the reserves created in 1913 formed the
core of the new homelands.

The Natives Land Act was repealed only in 1991 as
South Africa eliminated apartheid, but land continued to
be a significant political issue after Nelson Mandela (b.
1918) was elected president in 1994. One law Parliament
passed allowed Africans who had lost their land as a re-
sult of discrimination to lodge restitution claims. The
date for the beginning of the legally defined discriminato-
ry period was 1913.

LAND POLICIES IN OTHER PARTS OF AFRICA

In comparing South Africa’s colonial land history to
those of other African nations, it is more or less similar,
depending on whether those nations were white-settler
colonies or colonies without settlers, especially those
under British and French rule. In other white-settler col-
onies, especially Kenya and Southern Rhodesia (today’s
Zimbabwe), the settlers took over vast amounts of land,
but the methods used and the amounts Europeans con-
trolled varied between the colonies, and the percentage
of land left for the African population also differed. The
two colonial governments also required official approval
to buy land and created reserves for the Africans, similar
to those in South Africa, where the Africans had exclusive
rights. The Southern Rhodesia government limited the
black majority to about 40 percent of the land, often in
remote areas with poor soils. Also, in Southern Rhodesia,
the Land Apportionment Act of 1931 prohibited Africans
from acquiring permanent rights in European areas
(Wills 1973). In Kenya the Europeans, who made up a
very small percentage of the population, controlled 20 to
25 percent of the best habitable land, and it was very diffi-

cult for Africans to buy land outside the reserves. White
control of the best agricultural land allowed the Rhode-
sians to produce tobacco for export, and the Kenyans,
sisal and coffee.

In most of the other tropical African colonies, where
there were few or no white settlers, the colonial govern-
ments often took control of lands that officials deemed
to be unused or empty (even though they almost always
were claimed by African societies). However, most of the
land remained in the hands of the African population. In
British West Africa governments prohibited whites from
buying land, but in French West Africa authorities alien-
ated 352,968 acres to European planters (Crowder 1968,
p. 317). Alternatively, in many colonies, Africans accept-
ed the European system of purchase with title deeds.
Whatever evolved, Africans’ loss of land never engen-
dered the anger and bitterness in most other parts of
tropical Africa that it did in South Africa, Kenya, and
Southern Rhodesia.

S EE A LS O Africa, Labor Taxes (Head Taxes);
Corn Laws; Empire, British; Empire, French;
Gold and Silver; Imperialism; Kenya; Laborers,
Coerced; Laborers, Contract; Mining; South
Africa; Tobacco; Zimbabwe.
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AGNELLI FAMILY
Giovanni Agnelli was born in 1866 in the Piedmontese
Val Pellice. In July 1899 he founded, along with many

Agnelli Family
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other landowners and aristocrats, the Fabbrica Italiana
Automobili Torino (Fiat), of which he was appointed
chief executive officer (CEO) in 1902. By the end of
World War I, Fiat was among the largest concerns in
Italy, with more than 40,000 employees. The profits fi-
nanced the modern production plant in Lingotto (1923)
as well as the integration in steel production. Agnelli
transformed Fiat’s organizational structure as well, hiring
new managers including Vittorio Valletta, who was ap-
pointed general manager in 1928.

Fond of mass-production methods, Agnelli drove
Fiat toward the production of small, cheap cars; in 1936
the manufacturing of an economy car (the famous
“Topolino”) began. After Agnelli’s death in 1945, Valletta
was appointed president and CEO and oversaw the real-
ization of Agnelli’s dream with the mass production of
two models, the 600 and the 500. In 1963 Giovanni Ag-
nelli’s grandson Gianni became CEO, and the Agnelli
family was back at the firm’s helm. Gianni and his broth-
er Umberto oversaw a difficult reform of the monochro-
mic organizational structure built by Valletta, and further
expansion in the 1960s and 1970s.

Around the mid-1970s Cesare Romiti proved to be
a key leader for Fiat. He succeeded in improving the
company’s performance, and in 1991 Agnelli acceded
Fiat’s managing and strategic responsibilities to him. The
representatives of the Agnelli family maintained control
over key strategic decisions, for example in 1985, when
a merger with Ford Europe, a project that could under-
mine Fiat’s autonomy, was rejected, or in 2000, when a
deal with General Motors, which foresaw an industrial
cooperation without threatening Fiat’s autonomy, was
accepted.

In 1986 Fiat bought Alfa Romeo, which was priva-
tized and became a pure monopolist on the Italian mar-
ket. However, this had no positive influence upon Fiat’s
competitiveness, which steadily declined. During the
1990s the family was not able to regain influence over
Fiat, particularly because in 1997 Umberto’s son, Gio-
vanni Alberto, died, and in 2000 Gianni’s son, Edoardo,
committed suicide.

Gianni died on January 24, 2003, and one month
later Umberto became Fiat’s president, but he died sud-
denly the following year, on May 27. Fiat’s presidency has
since been taken over by Luca Cordero di Montezemolo,
who represents the interests of the Agnelli family.

SEE ALSO Automobile; Italy.
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AGRICULTURE
During several centuries people evolved from hunting
and gathering to growing produce in a single location;
this was the beginning of the agricultural age. Agriculture
spread from the fertile crescent area westward into Eu-
rope and North Africa. Intensive food production al-
lowed for greater population density and, as food sur-
pluses were produced, the opportunity arose for trade
among the settlements in which different types of agri-
cultural surpluses were produced. As agricultural settle-
ments expanded in number and size, trade in agricultural
goods expanded as well.

AGRICULTURAL TRADE THROUGH THE
NINETEENTH CENTURY

Early trade followed water routes because it was easier to
float people and goods on water than it was to haul them
over land, where few if any roads existed. Shipments of
grain, fruits, and vegetables were among the first items
in recorded trade among countries. The Egyptians traded
grain and vegetables with the Romans and others in the
Mediterranean region, and trade flourished in the Indian
Ocean and China Sea area as well. Germans, French, En-
glish, and, to a lesser extent, Italians built canals in the
fifteenth and sixteenth centuries to complement existing
rivers in the formation of water routes to connect interior
agricultural areas with cities and seaports. Once the tech-
nology of sailing progressed to where it allowed explorers
to venture forth in search of new land to settle, agricul-
tural goods were exchanged between the explorers and
those they encountered.

Beginning in the seventeenth century, trade between
Western European countries and the New World began
to prosper. Spanish explorers searched for and found sil-
ver in Central and South America. They also found a
thriving agricultural system that produced products such
as maize, tobacco, and sugar. The Portuguese established
a colony in Brazil that produced and exported agricultur-
al goods. Unlike the Spanish, the English and Dutch ex-
plorers developed settlements and colonized North
America and the Caribbean islands. These colonies pro-
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In 1701 Jethro Tull (1674–1741) created the first
modern seed drill.

Prior to Tull’s invention, English farmers had
scattered seed by hand on the surface of the soil. Many
seeds were thus lost to devouring birds, and the ger-
mination rate was low. Tull’s device incorporated
mechanisms for furrowing the soil and evenly distrib-
uting the seeds in orderly rows. Modern sowing
machines still use the rotating cylinder design that
Tull pioneered.

Born in Basildon, England, Tull strove to be a
politician until poor health compelled him to abandon
that aspiration. He became a farmer-inventor instead,
and his innovations improved agriculture’s efficiency
and yield.

Tull went on to advocate a method of farming
without manure that depended on aeration of the soil.
He published a controversial book about the method,
New Horse-Houghing Husbandry (1731), which he
revised and expanded in subsequent years.

Ju st in Craw ford

JETHRO TULL

duced agricultural goods that were shipped to Europe in
exchange for manufactured goods. The British colonies
in North America became major producers of wheat and
corn as well as rice, tobacco, and cotton. Sugar was pro-
duced in the Caribbean colonies. Tobacco was the major
export product for the colonies (and later the United
States) until the early nineteenth century, when exports
of cotton exceeded exports of any other single product.
Eli Whitney’s cotton gin (1793) made it feasible to profit-
ably grow cotton in a much larger geographic region of
the United States, and technological improvements in
British textile mills created a strong demand for this cot-
ton.

The Napoleonic Wars made international trade very
risky, as both the British and French navies seized ships
and cargo thought to be destined for “enemy” ports. The
Jeffersonian Embargo in 1807, which was a reaction to
foreign harassment of United States ships, was a major
disruption to trans-Atlantic trade, and this disruption
was continued by the War of 1812 and the British block-
ade of the United States. The war ended in 1815, and

trade resumed. However, United States trade volume did
not return to pre-1808 levels until the 1830s.

Britain imported large quantities of grain from Aus-
tralia and Canada and, during the last half of the nine-
teenth century, Argentina began exporting grain and
meat products to Europe. The opening of the Suez Canal
in 1869 shortened the voyage from India and Australia
to Britain and allowed producers there to compete more
directly with farmers in the United States and Canada for
the European markets.

Between 1870 and 1910, four of the top five exports
from the United States were agricultural goods (the top
five U.S. exports to Britain were all agricultural goods).
By the 1890s refrigeration aboard oceangoing ships al-
lowed for the export of chilled beef to Europe, especially
Britain, which was also a large market for pork and live
cattle exports from the United States during the last half
of the nineteenth century. Wheat, wheat flour, and corn
were among the top five United States exports to Europe.
Europeans also purchased large quantities of oil-seed
cake and vegetable oil, both of which were derivatives
from processing cotton, along with lard and tallow from
the United States. Agricultural exports from the United
States to East Asia were also growing during the last half
of the nineteenth century. Central and Eastern Europe
produced large quantities of various grains and pulses,
but little of this was traded across national borders due
to their remoteness and the lack of an exportable surplus.
It was not until the turn of the century that United States
exports of agricultural goods were less than exports of
manufactured goods, but even then agricultural exports
continued to expand in the twentieth century.

WORLD AGRICULTURE SINCE THE TWENTIETH
CENTURY

Opening of the Panama Canal in 1914 reduced costs for
Midwestern U.S. farmers to ship to Pacific and East Asian
countries. It also allowed Australia to ship raw wool di-
rectly to the United States, instead of through London.
U.S. West Coast producers of wheat and other agricultur-
al goods could compete more effectively in the European
market.

The mechanization of agriculture, along with a per-
sistent search for better and more disease-resistant seeds,
accounted for the productivity advantage enjoyed by
farmers in the United States and Canada relative to most
other countries before World War I. Horse-drawn har-
vesters and combines were common before the Civil
War, but they increased in size, efficiency, and availability
in the post–Civil War period. Wheat seeds imported
from Europe, including winter wheat and hard red
wheat, were resistant to disease and the harsh climate of
the upper Midwest. Farmers saved seed from those plants
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A tractor moves across a field to prepare the soil for planting season. Farming machinery advances revolutionized agricultural
production, allowing farmers to produce a wider volume of crops across a greater area of land. © LESTER LEFKOWITZ/CORBIS.

REPRODUCED BY PERMISSION.

that did well, and in the process created seed lines that
were resistant to many diseases. There was also selective
breeding in cattle as well as swine and sheep during the
post–Civil War era, resulting in increased productivity in
dairy, meat, and wool production. World War I inter-
rupted the flow of world trade in all types of goods. The
interwar years were marked by slow growth in interna-
tional trade in all products as countries became increas-
ingly protectionist.

In the aftermath of World War II, both the political
and the economic structure of the world was radically
different. Five-year plans announced by the Soviet Union
(first announced in 1928) advertised large increases in
agricultural productivity and reduced dependence on
imports. China began announcing five-year plans in
1953; besides having a heavy-industry component, these
aimed to reduce China’s reliance on trade for agriculture
goods. The United States realized even greater mechani-
zation of agriculture with the adoption of tractors and
tractor-drawn machinery, which replaced horse-drawn
machinery and increased the optimal size for the average
farm. New developments of hybrid seeds and selective

breeding further increased the productivity advantage of
United States agriculture. Rubber-tired tractors were
adopted in the 1930s and 1940s and became common-
place in the 1950s as tractors replaced horses on most
farms. Horse-drawn combines were replaced by tractor-
drawn versions, then self-propelled combines. Moreover,
disease-resistant hybrid corn that grew to uniform height
became common after World War II, making it possible
to further mechanize corn harvesting. Hybrid corn also
improved the yield per acre and increased the surplus
available for export.

Exports of agricultural goods from the United States
threatened the agricultural sectors in many other coun-
tries, which responded by erecting protective barriers
against imports. During the first two decades after World
War II, Japan, South Korea, members of the European
Common Market, and most Latin American countries
created tariff or nontariff barriers to protect their domes-
tic agriculture sector. The consequent decline in the
world price of agricultural goods forced the United States
and other countries to subsidize their domestic agricul-
tural sectors to prevent them from shrinking. Price-
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A farmer in Melk, Austria, steers a horse-drawn plow. Farmers in many industrialized nations replaced their draft horses with
tractors and other machines after World War II, a transition that contributed to booming agricultural productivity in those
countries. © ADAM WOOLFITT/CORBIS. REPRODUCED BY PERMISSION.

support schemes produced substantial surpluses or
stockpiles of agricultural goods in the United States and
Europe which often were donated to less-developed
countries as aid, and this destroyed the domestic agricul-
tural sectors in many of those countries. South Korean
and Japanese agricultural sectors have such a high rate of
protection that the effective rate of protection on manu-
factured food products is negative—that is, it is as if the
manufactured food companies in these two countries are
paying a tax in the form of higher prices for unprocessed
agricultural goods, which are the inputs to their produc-
tion process. As a result of all of this protection for do-
mestic agriculture by various countries, the volume of in-
ternational trade in agricultural goods is considerably
lower than it would otherwise be.

The effect of the Common Agricultural Policy (CAP)
of the European Union, which was meant to protect Eu-
ropean agriculture, has been production of surpluses that
require export subsidies to create trade. For example,
people jokingly refer to Europe’s “mountains of butter”
when discussing the outcome of European agricultural
policies that protect dairy farmers. In Asia, Japan and
Korea both protect domestic agriculture to an even great-

er extent than the European Union does. The United
States also protects its agriculture sector, but not the de-
gree that these other countries do so.

Various rounds of multilateral trade negotiations
under the General Agreement on Tariffs and Trade
(GATT) generally excluded agriculture from the negotia-
tions. Finally, in the Uruguay Round of negotiations that
ended in 1995, all of the countries agreed to discuss the
issue of agricultural protection and to act upon it at the
next round. The World Trade Organization (WTO) was
created as a result of the Uruguay Round, and its dispute-
settlement board has ruled that subsidies provided by the
United States for cotton farmers are in violation of the
WTO rules. If this ruling stands, it could mark the begin-
ning of the dismantling of protection for agriculture, be-
cause many other countries use similar types of methods
to protect domestic agriculture.

What would removal of all of this protection for ag-
riculture mean for world trade in agricultural goods? The
volume of trade in agricultural goods would increase
rather significantly as agricultural output in some coun-
tries decreased and in others expanded. The optimal scale
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for most types of agriculture is quite large, especially
when growing grains, pulses, and beef cattle. Even dairy
farming, which is protected in Europe and the United
States, would be forced to remove price supports that
allow high-cost producers to remain in operation. Thus,
many smaller, higher-cost producers would cease to pro-
duce due to the low profits, but consumers would pay far
less for agricultural products than they currently do. The
result would be a readjustment of resources within the
countries where protective barriers have sustained un-
profitable agricultural producers.

Trade liberalization has already expanded the rice
trade considerably as new exports have entered markets.
Japan imports rice from the United States for industrial
uses, as domestic Japanese rice is preferred for human
consumption. Vietnam has also benefited from trade lib-
eralization in rice, as the well-being of its rice growers has
improved significantly. China has reduced its efforts to
be agriculturally self-sufficient, and imports increasing
amounts of agricultural goods. Chile, in moving toward
freer trade with the United States, has exploited the re-
versed seasons of the Southern Hemisphere and expand-
ed its exports of fruits and vegetables to the United States
and other markets. And as a result of the North American
Free Trade Agreement, Mexico exports fruits and vegeta-
bles to the United States and Canada and imports grains.

As is the case with all products, there are particular
countries that possess comparative advantages in pro-
ducing agricultural goods. Multilateral reductions in
trade barriers will allow people worldwide to realize the
benefits of less expensive agricultural products, not only
in lower food costs, but lower costs for many manufac-
tured goods that are produced from agricultural goods.

SEE ALSO Disease and Pestilence; Famine; Furs;
Labor, Coerced; Labor, Contract; Labor, Types
of; Rice; Silk; Slavery and the African Slave
Trade; Sugar, Molasses, and Rum; Timber;
Tobacco; Wheat and Other Cereal Grains;
Wine.
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AFONSO DE ALBUQUERQUE
1453–1515

Afonso de Albuquerque, a Portuguese naval-military
commander and imperial administrator, was responsible
for designing and executing the strategy that established
the first European maritime empire in Asia in the early
modern period. Based on the occupation of a series of
strategically located and fortifiable port cities that domi-
nated the principal maritime trading lanes, the strategy
was designed to control the spice trade (primarily pep-
per, cloves, nutmeg, and mace) and redirect it from Mus-
lim-controlled Persian Gulf and Red Sea routes to the
Cape of Good Hope route around Africa to Europe.

In less than twelve years of furious activity, from
1503 to 1515, Albuquerque sought to establish this ambi-
tious strategy. Initially, he supported indigenous Portu-
guese allies on the western coast of India at Cochin and
established a trading post at Quilon to access larger deliv-
eries of pepper. He shifted his focus toward the disrup-
tion of trade through the Red Sea with the establishment
of a fortress at Socotra and through the Persian Gulf by
temporarily taking Hormuz. Faced with continued resis-
tance to their efforts on the western coast of India, his
forces took Goa in 1510 to establish an independent base
and seat of government for the Portuguese trading-post
empire in Asia. The capture of Melaka, on the Malay
Peninsula, in 1511 secured immediate and eventual ac-
cess to the Spice Islands, China, and Japan. Albuquerque
did suffer a few operational failures and reversals, such
as the abandonment of building a fortress at Hormuz in
1507, and thwarted attempts to seize Cochin in 1510 and
Aden in 1512.

The Portuguese successes were possible, in part,
through their introduction of Mediterranean practices of
armed trade to the Indian Ocean and new technology in
naval and military designs. Innovative ships were con-
structed to provide stable platforms for the operation of
large-caliber cannons that radically changed the level of
violence at sea and permitted the projection of seapower
over great distances. New fortresses were designed to
withstand siege and await relief from the sea. Albuquer-
que was brutal, ruthless, and pragmatic in implementing
imperial strategy. According to contemporary reports
and surviving records, Albuquerque also was a charis-
matic leader, well-educated, and, extraordinary for the
time, an avid writer of letters and reports.

S EE A LS O East India Company, Dutch; Empire,
Dutch; Empire, Portuguese; Gama, Vasco da;
India; Indian Ocean; Indonesia; Lisbon; Melaka;
Portugal; Protection Costs; Spices and the
Spice Trade.
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RUTHERFORD ALCOCK
1809–1897

Sir Rutherford Alcock, a British diplomat in East Asia,
was a wholehearted advocate of commercial imperialism.
Alcock entered the consular service at Fuzhou in 1844;
he was moved to Shanghai in 1846 and to Canton briefly
in 1855. In 1854 he invented the “foreign-inspectorate
system” of taxing foreign trade at Shanghai, leading to
the founding of the Imperial Maritime Customs. In 1858
Alcock was appointed the first consul-general to the
newly opened empire of Japan. He advocated gunboat di-
plomacy to open Japan further. In 1864 he was trans-
ferred to Beijing as British minister to China until 1871.
He advised the Chinese government regarding the adop-
tion of various Western innovations. Alcock was respon-
sible for the opening of Taiwan and negotiated the revi-
sion of the Treaty of Tianjin in 1869—the first equal
treaty between China and a Western maritime nation—
but the Alcock Convention was never ratified. He esti-
mated that China spent about 10 million taels on opium
annually while selling only 2 million taels worth of tea;
China’s new export was people. He tried to force the Chi-
nese government to enter into a treaty to allow their sub-
jects to take opium and pushed for the legalization of the
opium and coolie trade. He was for some years president
of the Royal Geographical Society, and was author of sev-
eral books.

SEE ALSO Canton System; China; Drugs, Illicit;
Empire, British; Empire, Qing; Factories;
Guangzhou; Hart, Robert; Hong Kong;
Imperialism; Imperial Maritime Customs, China;
Japan; Jardine Matheson; Lin Zexu; Shanghai;
Tea; Treaties.
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MUHAMMAD ALI
1760?–1849

Muhammad Ali is without question the most significant
historical figure in modern Egyptian history (since 1800),
at least until Gamal Abdel Nasser (1918–1970) came to
power in the military coup d’état of 1952. The son of an
Ottoman-Albanian military figure, in 1801 Muhammad
Ali led Ottoman forces drawn from the Albanian region
of the Ottoman Empire to help in the ultimately success-
ful campaign to repel the invading French forces from
Egypt, which was a province of the Ottoman Empire at
the time. Refusing, however, to subordinate himself or
his soldiers to Ottoman authority, the pasha, or wali (as
Muhammad Ali was often referred to) emerged as the
most powerful political figure in Egypt in 1805. By 1811
he had defeated all pockets of military resistance to his
power.

Enjoying virtually unchecked political authority, he
proceeded to carry out a far-reaching reform program to
introduce modern European military, economic, and ed-
ucational institutions into Egypt. He sent educational
missions to Europe, brought European technicians and
teachers to Egypt, had European works of science trans-
lated into Arabic, expanded the Egyptian army and reor-
ganized it along European lines, introduced long-staple
cotton into the agricultural economy and made it Egypt’s
primary export, and set up local textile- and food-
processing factories. His successes were considerable, and
by the 1830s Egypt had become the most powerful state
in the eastern Mediterranean. But the pasha’s successes
worried the major European powers, notably Britain,
which feared the presence of a strong state astride one of
its key trade routes to India. In 1840 to 1841 a concert
of European powers led by the British forced the Egyp-
tian ruler to give up territorial conquests outside of
Egypt, restricted the size of the Egyptian army to 18,000
men, and opened the country to European merchants.
The reforming zeal went out of the sails of the Egyptian
leadership, whose zest for modernizing the state and the
economy did not revive until Khedive IsmaEil came to
power in 1863.
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AMERICAN SYSTEM
The American System was a protectionist policy first put
forward by the Kentucky politician Henry Clay (1777–
1852) in 1824. Clay argued that protecting U.S. industry
from foreign manufacturers would create large internal
markets for cotton, foodstuffs, and other U.S. agricultur-
al products. By 1832 Clay had added two other major ele-
ments to the American System: a government-financed
system of transportation improvements and a national
bank. Although the American System met a decidedly
mixed political fate in the antebellum period, it neverthe-
less became a focal point in debates over national plan-
ning and global trade. Almost all of the elements of the
American System became national policy after the Civil
War.

Clay himself embodied many of the values and inter-
ests that the American System sought to promote. Born
and raised in Virginia, Clay moved to the Bluegrass re-
gion of Kentucky, where he became a prosperous lawyer
and slaveholding planter. Ever ambitious, Clay quickly
made his way into politics as a devoted nationalist, and
he became a leader of the War Hawk faction that sup-
ported war with Great Britain in 1812. Clay, like many
planters in the Bluegrass region, grew hemp that was
manufactured into rope and cotton bagging. The region’s
strong manufacturing connections gave Clay a direct fi-
nancial and political interest in protectionism. On a more
general level, the Bluegrass region’s mix of prosperous
farmers, vibrant manufacturing, and growing cities rep-
resented the diversified economy that Clay hoped to
create across the nation.

Clay first supported a protectionist agenda in 1816.
Thomas Jefferson’s embargo of 1807 and the War of 1812
had limited British competition in U.S. markets for near-
ly a decade, but observers noted with alarm that a flood
of inexpensive British textiles and other goods threatened
to undermine the United States’ fledgling manufacturing
sector. Clay’s attempts to pass a protective tariff met with
only mixed success—import duties on cotton and wool-
en textiles, for example, were fixed at only 25 percent of

Henry Clay (1777–1852). Clay, who proposed the protectionist
American System policy, was nicknamed the “Great
Pacificator.” He brokered several compromises, including the
Missouri Compromise, which prevented civil war—at least until
after his death. LIBRARY OF CONGRESS.

the product’s value. Repeated attempts to raise the tariff
in the aftermath of the Depression of 1819, which struck
manufacturing particularly hard, narrowly failed. Protec-
tionists, however, made more headway in tariff bills
passed in 1824 and in 1828, which significantly raised du-
ties on woolen goods, iron, cotton bagging, and other im-
portant goods.

In these legislative debates, Clay and other advocates
of the American System argued that high tariffs would
benefit all sectors of the economy. Manufacturers would
flourish, safely protected from cheap foreign goods.
Farmers and planters would also prosper as a safe, de-
pendable home market replaced uncertain foreign mar-
kets as the major outlet for U.S. agricultural products.
Merchants who coordinated the exchanges between cities
and countryside would see their business grow as well.
The American System thus rested on the harmony of in-
terests among manufacturing, commerce, and agricul-
ture. All would benefit from a growing home market.
Clay frequently emphasized the importance of home
markets as a way of appealing to those who most opposed

American System
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the American System. He argued that even the farmers
and planters who initially paid higher prices for consum-
er goods would benefit in the long run from protectionist
policies as the markets for their own produce expanded,
prices for what they sold rose, and their return of trade
consequently improved. Would not cotton planters of
the South, Clay rhetorically asked in 1824, benefit from
the development of more dependable American buyers
for their crop?

A strong sense of nationalism pervaded the appeals
on behalf of the American System. Protectionists repeat-
edly stressed the importance of industry to national de-
fense, reminding listeners of shortages of arms, muni-
tions, uniforms, and other supplies that had hampered
U.S. forces during the War of 1812. Clay and other sup-
porters of protectionism portrayed free trade as a form
of colonial dependency that subjected Americans to the
whims of European states and consumers. A large inter-
nal market, in contrast, would link the various regions of
the country together with the bonds of mutual depen-
dency. Dependence on international markets, in other
words, created weakness; but dependence upon domestic
markets cultivated patriotism. Defenders of the Ameri-
can System also stressed that domestic markets created
homogeneity—consumers throughout the nation would
buy the same goods and read the same news, thus reduc-
ing regional loyalties and creating a more unified nation.

Because of their deep belief in the importance of the
home market, Clay and other proponents of the Ameri-
can System also supported government-financed internal
improvements and a national bank. Federal funding of
roads, canals, and railroads would connect all U.S. locali-
ties to the domestic market. Clay and his allies also vigor-
ously defended the Second Bank of the United States,
which they believed would regulate state banks, insure a
stable currency, and supply businesses across the nation
with much-needed capital. A national system of internal
improvements and a national bank would also strength-
en commercial ties and provide a shared set of common
economic interests that would transcend regional loyal-
ties. In this sense the American System resembled Alex-
ander Hamilton’s economic nationalism of 1790s, which
sought to unify the new nation through large national
debt, a powerful national bank, and moderately higher
tariffs. It should be noted, however, that Clay’s American
System went far beyond many of Hamilton’s relatively
moderate proposals. Whereas Hamilton’s famous Report
on Manufactures called for a tariff of 10 percent, Clay and
other proponents of the American System regularly
pushed for duties that exceeded 50 percent.

The economic and nationalistic appeals of the Amer-
ican System became an important part of Clay’s platform
during his presidential bids in 1824, 1832, and 1844. The

nationalistic wing of the Jeffersonian party—known as
the National Republicans—embraced the American Sys-
tem in the 1820s. The Whig Party, formed in the early
1830s, endorsed the American System as the centerpiece
of its economic agenda. Influential editors and writers,
such as Hezekiah Niles (1777–1839) and Henry Carey
(1793–1879), strongly supported the American System.
Politically, the American System found strong support in
larger, more industrial, northeastern states such as New
York and Pennsylvania.

Despite some success in the 1820s, the political for-
tunes of the American System waned in the 1830s. High
tariffs were especially unpopular in the South, where
planters opposed paying higher prices that, they charged,
benefited only northeastern manufacturers. Some south-
erners also feared that the centralization of power inher-
ent in the American System presented a long-term threat
to slavery. If the federal government had the power to
protect industry, build canals, and regulate banking, they
reasoned, then why would it not have the power to abol-
ish slavery as well? During the winter of 1832 to 1833,
South Carolina took the dramatic step of nullifying the
Tariff of 1828, which was known in the state as the “Tariff
of Abominations.” South Carolina’s response to the tar-
iff, although extreme, nevertheless highlighted a central
political problem of protectionism and other elements of
the American System. Opponents successfully portrayed
the American System as a zero-sum game in which some
interests (northern manufacturers) won and other inter-
ests (farmers and planters) lost.

Nullification won South Carolina few allies even
within the South, but the state’s radical stand forced Clay
to back a compromise tariff in 1832 that gradually low-
ered rates. Major tariff bills in 1844 and 1857 adopted the
concept of a revenue tariff, in which rates were set to
meet the financial needs of the government rather than
to help protect industry. Although tariff revenues provid-
ed some incidental protection, their generally lower rates
were a far cry from the protectionism promised in the
American System. Other policies associated with the
American System also fared poorly. In 1830 Andrew
Jackson, a long-time political rival of Clay’s, vetoed the
Maysville Road Bill, which would have provided federal
funding to an important project in Clay’s own state of
Kentucky. Even more importantly, Jackson vetoed in
1832 a bill to recharter the Second Bank of the United
States. Jackson soundly defeated Clay in the election of
1832, effectively dooming the American System. Most
Americans apparently shared Jackson’s fears that the
American System, in mixing economic power with politi-
cal centralization, would invite political corruption.

The American System never became a reality in the
antebellum period, but many of its important elements
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were passed during the Civil War. Abraham Lincoln and
many other Republicans were long-time admirers of Clay
and his ideas. When the South left the Union, Republi-
cans eagerly subsidized railroads with generous land
grants, passed a highly protective tariff, and enacted na-
tional banking regulation. The American System was
alive and well even after the death of Henry Clay and the
Second Party System.

SEE ALSO Hamilton, Alexander.
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AMSTERDAM
Amsterdam arose as a village of fishermen and craftsmen
at the mouth of the river Amstel, near the Zuider Zee, in
Holland in the early thirteenth century. Having received
a city charter about 1300, this settlement slowly devel-
oped into a sizable port, reaching a population of around
10,000 in 1500. Throughout most of the sixteenth centu-
ry, Amsterdam still ranked second to Antwerp in the hi-
erarchy of port towns in the Low Countries. Although
customs records by 1580 showed already a quite large va-
riety of import and export products (numbering roughly
300 of the latter and half that many of the former), Am-
sterdam’s share in the seaborne and inland trade of the
Habsburg Netherlands as a whole was at that time much
lower than that of Antwerp, and its commerce and ship-
ping exhibited a more pronounced penchant for particu-
lar products and regions. Grain imports and the exporta-
tion of textiles and beverages formed the bulk of its trade,
and northwest Germany and the Baltic were the main
areas of origin and destination.

The revolt against Habsburg rule and the subsequent
political and economic breakup of the Low Countries at
the end of the sixteenth century prepared the way for
Amsterdam’s rise to the status of a port of global impor-
tance. Thanks to the massive inflow of financially strong,
well-connected merchants from Antwerp following the
reconquest of that city by the Spanish army in 1585, and
the rapid ascent of the newly founded Dutch Republic as
a major political and military power, Amsterdam suc-

ceeded between 1590 and 1630 to grow into the hub of
a far-flung maritime and commercial network that
ranged from India, the Indonesian archipelago, and
Japan to the Caribbean and North America, and from
Archangel and the Baltic to West Africa, Spain, Italy, and
the Levant. The volume of shipping and trade vastly ex-
panded, and an increasing part of the imports consisted
of products such as spices, sugar, silk, copper, cotton,
timber, tar, tobacco, and furs. In the eighteenth century
Amsterdam developed into a dominant center of interna-
tional finance as well. During its swift expansion about
1600, Amsterdam moreover saw the foundation of a
number of institutions that strengthened its leading role
in shipping, commerce, and finance by facilitating money
flows, easing the exchange of information, guarding the
proper conduct of transactions, and improving protec-
tion for ships and trade routes: a stock exchange, an ex-
change bank, a chamber of insurance and average, an ad-
miralty, boards of directors for the Baltic and Levant
trades, and joint-stock companies that monopolized the
trade with the East and West Indies. The growth of trade
and shipping in turn led to the rise of various new indus-
tries such as sugar refining, calico printing, tobacco spin-
ning; and diamond cutting generated a large influx of
skilled and unskilled labor, including many seamen from
Germany and Scandinavia. The population of the city
exploded from about 30,000 in the 1570s to 105,000
c. 1620, and to about 240,000 in the early eighteenth cen-
tury.

Due to the changing structure of world trade, the
loss of its lead as a center of information, and the pro-
gressive decline of the international power of the Dutch
state, Amsterdam from the late eighteenth century on-
wards fell back to the position of a second-rank economic
center whose prosperity for a long time rested mainly on
its financial service sector, its trade and shipping links
with the East Indies, and a restricted array of processing
industries. As a port and trading town, it received a new
lease on life beginning at the end of the nineteenth centu-
ry with the industrialization of the Netherlands and the
German hinterland and the construction of new, direct
waterways to the North Sea and the Rhine (and later, the
construction of a large international airport). Although
it was outdistanced by Rotterdam, Antwerp, and Ham-
burg as far as the scale of its shipping activities was con-
cerned, the city of Amsterdam, which in the twentieth
century expanded into a metropolitan area with over one
million people, nevertheless managed to maintain the
status of one of the major commercial and financial cen-
ters in northwest Europe.
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Diamonds are the hardest natural mineral on
earth, which makes them ideal for many applications
that require extremely durable, precise, or sharp tools.
Because only the finest diamonds are suitable for gem-
stones, many small or imperfect diamonds are used to
grind, polish, or cut other hard materials.

One example of this use is the diamond-impreg-
nated drill bit, which can be small enough to fit in a
dental patient’s mouth, or large enough to drill an oil
well. Diamond drill bits are expensive, but they cut
rapidly.

In addition to their hardness, diamonds have
unique optical properties that make them especially
suitable for certain laser tools. Diamonds are transpar-
ent to beams of light well beyond the visible range,
and they are durable even in intense heat and radia-
tion, which means that high-powered infrared lasers
can pass through them with minimal diffusion. By
using a special chemical process, diamonds can be
shaped into a window or lens through which an
infrared beam can exit a laser device.

Ju st in Craw ford

DIAMONDS

Containerization; East India Company, Dutch;
Empire, Dutch; Ethnic Groups, Armenians; Free
Ports; Harbors; Indonesia; Port Cities;
Shipping, Merchant; South Africa; Spices and
the Spice Trade; Tea; West India Company,
Dutch.

BIBLIOGRAPHY

Israel, Jonathan I. Dutch Primacy in World Trade, 1585–1740.
Oxford, U.K.: Clarendon Press, 1989.

Jonker, Joost. Merchants, Bankers, Middlemen: The
Amsterdam Money Market during the First Half of the 19th
Century. Amsterdam: Nederlands Economisch Historisch
Archief, 1996.

Lesger, Clé. “Intraregional Trade and the Port System in
Holland, 1400–1700.” In The Dutch Economy in the
Golden Age, ed. Karel Davids and Leo Noordegraaf.
Amsterdam: Nederlands Economisch Historisch Archief,
1993.

Postma, Johannes, and Enthoven, Victor, eds. The Atlantic
World, Vol. 1: Riches from Atlantic Commerce: Dutch
Trans-Atlantic Trade and Shipping, 1585–1817. Leiden,
Netherlands: E. J. Brill, 2003.

Riley, James C. International Government Finance and the
Amsterdam Capital Market, 1740–1815. Cambridge, U.K.:
Cambridge University Press, 1980.

Van Tielhof, Milja. The “Mother of All Trades”: The Baltic
Grain Trade in Amsterdam from the Late 16th to the Early
19th Century. Leiden, Netherlands: E. J. Brill, 2002.

Karel Davids

ANGLO AMERICAN CORPORATION
Anglo American is South Africa’s largest company and
the world’s leading mining enterprise, with interests in
gold, coal, ferrous and base metals, platinum, and dia-
monds. It also has more than 100 subsidiaries through-
out the world in banking and insurance, paper and pack-
aging, timber, publishing, and steel.

Today, Anglo and its subsidiaries own 45 percent of
DeBeers Consolidated Mines; in turn, DeBeers owns
nearly 40 percent of Anglo American. DeBeers is the
world’s largest diamond group, controlling between 60
and 90 percent of the rough-diamond market through its
management of the so-called Central Selling Organiza-
tion (CSO), an international diamond cartel. While not
a monopoly in DeBeers in diamonds, Anglo remains the
West’s largest producer of gold, and has mined 11,000
tons since the middle of the twentieth century, or one-
tenth of the world total.

The story of Anglo American is closely tied to the
emergence of South Africa as a nation in the twentieth
century. The company’s fortunes were, and continue to
be, intertwined with South African politics, social struc-

ture, and overall economic development. Company op-
erations also have drawn workers from Angola, Lesotho,
Zimbabwe, and other neighboring states and kingdoms,
thereby affecting the African subcontinent as a whole.

Ernest Oppenheimer (1880–1957) created Anglo
American Corporation in September 1917, seven years
after the Union of South Africa came into being in the
wake of the second Boer War (1899–1902). The German-
born Oppenheimers came to South Africa in 1905 and
bought a major interest in the Premier Transvaal Dia-
mond Company, together with some of the region’s rich-
est gold-producing lands. Until then, southern Africa’s
foreign investors had been British and European, but
Oppenheimer’s success attracted the first U.S. venture
capital—including some from J. P. Morgan (1837–
1913)—ever invested south of the Limpopo River.
Formed during World War I, Anglo American’s name
was chosen to disguise its German background and be-
cause the original suggestion, African-American, was un-
acceptable to U.S. investors.

Anglo American Corporation
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Loading copper at Anglo American’s mine in Phalaborwa, South Africa, 1997. The Oppenheimers, the founders of the Anglo
American Corporation, first came to South Africa in 1905. AP/WIDE WORLD PHOTOS. REPRODUCED BY PERMISSION.

Anglo American represented the consolidation of a
fragmented industry. More than 500 “wildcat” compa-
nies had mined diamonds discovered near the upper Vaal
River in central South Africa in 1871, and the vast gold
deposits on a ridge called the Witwatersrand (“Rand”) in
1886 in the northeast. By century’s end, however, less
than ten companies remained, steered by a remarkable
group of mostly English finance-mining entrepreneurs,
including Cecil John Rhodes (1853–1902).

Shortly after its formation, Anglo added diamond
fields in German Southwest Africa (now Namibia) to its
facilities in Angola and Congo, and broke the DeBeers
monopoly in diamond production. The diamond mo-
nopoly was reestablished in 1926 when Anglo took con-
trol of DeBeers, which, since its establishment by Rhodes
in 1888, had controlled the South African diamond in-
dustry. By this time DeBeers had diversified into cattle
ranching, agriculture, wine production, explosives, rail-
roads, and coal. In 1928 Anglo spearheaded the develop-
ment of the Zambian Cooperbelt, a mining region in

south central Africa and one of the richest sources of cop-
per, cobalt, and selenium in the world.

In the depressed 1930s, Great Britain, the United
States, and others, including South Africa, abandoned the
gold standard for their currencies. This destabilized
Anglo for several years, but DeBeers experienced rising
demand as diamonds began to have industrial applica-
tions, replacing steel blades formerly used to cut preci-
sion tools. The industrial challenges of the 1940s created
massive demand for minerals, diamond dust, and resins.
South Africa supported the Allies during World War
II, and the United States was by far Anglo’s largest
customer.

After World War II, Anglo American became the
world’s foremost mining company, able to prospect for
and extract minerals at unprecedented depths. Anglo ex-
panded its grip on the South African gold industry, be-
coming the largest producer by 1958 with a 40 percent
share; DeBeers did likewise with diamonds, gaining near-
ly 80 percent of the world market by 1958. In the 1950s

Anglo American Corporation
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Anglo American also made major uranium strikes. As the
raw material of atomic weaponry, uranium complicated
the relations of all major powers with South Africa dur-
ing the Cold War, particularly as issues of racial segrega-
tion and equity gained worldwide attention.

The booming mineral industry spawned a huge
growth of supporting infrastructure within South Afri-
ca—including roads, railways, harbors, and manufactur-
ing—and created such cities as Johannesburg and Kim-
berley. Mining also led to an almost insatiable hunger for
labor that, from the start, had a hierarchy of tasks based
on race. Dirt diggers were black; sorters of small gold
nuggets and small diamonds were mixed race (African,
Chinese, Indian); processors of the large nuggets and dia-
monds were white. There were huge disparities between
black and white wages. In 1920 some 21,000 white work-
ers on the gold mines earned twice as much as the total
earnings of 180,000 black workers, or roughly seventeen
times as much per capita; the same average ratio held in
1961.

In the 1930s South Africa began calling the institu-
tional separation of races apartheid. From 1948 to 1989
nationalist regimes made apartheid the official policy of
South African society. Labor unrest, strikes, and govern-
ment pressure to conform to strict apartheid standards
put Anglo in an awkward position. Not only at home, but
also as an enterprise doing business abroad, Anglo Amer-
ican was sensitive to being associated with a government
becoming an international pariah.

The Oppenheimer family was loyal to South Africa,
and Ernest always had maintained Anglo’s national char-
acter and outlook. In the decades following World War
II, the family supported moderate opposition politicians
and black labor unions, and provided funding for worker
housing, education, and training. In the late 1960s and
early 1970s, however, domestic difficulties connected to
apartheid obliged the company to look outside South Af-
rica, and Anglo invested in mines in the United States,
Australia, Portugal, Canada, and Malaysia, as well as in
newly independent Zambia and Tanzania. To manage its
overseas interests, Anglo created a Luxembourg-based
holding company—first called Charter Consolidated,
then the Mineral and Resources Corporation (Minorco).

In 1993 Minorco paid U.S.$1.4 billion for Anglo
American’s and DeBeers’s European, Australian, and
South American operations as part of a swap that put all
of Anglo’s non-African assets, except diamonds, into Mi-
norco’s hands, and out of reach of possible nationaliza-
tion by the black-controlled South African governments.
Five years later, Anglo and Minorco combined to form
Anglo American plc to provide “a better base for interna-
tional expansion and to access capital markets”(Annual

Report 2004). Since 1998, the company also has unrav-
eled many of its former crossholdings.

Though its origins are South African, Anglo is today
more British than African. The company lists its shares
primarily on the London Stock Exchange, is majority-
owned by U.K. institutions, and maintains its headquar-
ters in London. Two-thirds of its sales come from outside
South Africa. The Oppenheimer family retains manage-
ment control of DeBeers and a seat on Anglo’s Non-
Executive Board. Revenues for the first half of 2004 were
nearly U.S.$12 billion.
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ANGOLA
Angola, formerly known as Portuguese West Africa, is an
independent state in southwest Africa that was adminis-
tered by Portugal from 1483 to 1975. It is important in
the regional economy of southern Africa as well as in the
Atlantic trading economy, particularly regarding Brazil.

The first inhabitants of present-day Angola are
thought to have been members of the hunter-gatherer
Khoisan group. Bantu-speaking peoples from West Afri-
ca arrived in the region in the thirteenth century, partial-
ly displacing the Khoisan and establishing a number of
powerful kingdoms, most notably the Kongo in the
north. The Portuguese first explored coastal Angola in
the late fifteenth century, and except for a short occupa-
tion (1641–1648) by the Dutch, the country was under
Portuguese control until they left late in the twentieth
century. Although Portugal’s presence in Angola lasted
for nearly five centuries, for most of this time it was re-
stricted to port cities such as Benguela and the country’s
present capital, Luanda. Despite its apparent shallowness,
European colonization had a profound influence on An-
golan society and on its internal and external trade pat-
terns.

Portuguese explorations of the west coast of Africa
in the 1480s sought silver, spices, ivory, and gold. Those

Angola

H I S T O R Y  o f  WO R L D  T R A D E  s i n c e  1 4 5 0 19



Elephant tusks are the primary source of natural
ivory, which is a toothlike material prized for its
beauty. Humans have used ivory for decorative carv-
ings since prehistoric times, and ivory still embellishes
modern goods such as furniture and jewelry.

To satisfy global demand for ivory in the late
twentieth century, poachers in Africa killed hundreds
of thousands of elephants. Between 1979 and 1989 the
price of ivory climbed to $140 a pound, and the num-
ber of elephants in Africa decreased by nearly half (to
an estimated 700,000 animals).

In 1989 the United States led a handful of nations
in banning the importation of ivory. Fearing the immi-
nent extinction of the species, 150 nations agreed that
same year to completely halt the ivory trade. The price
of ivory fell to less than $5 per pound.

The ban is a subject of ongoing debate among
African nations. Some, such as Kenya, want to see ele-
phants recover from their near extinction. Others, such
as Zimbabwe, consider the ban to be an economic
hardship imposed on them by outside interests.

In the meantime, the export of tusks continues. In
2004, 1,000 tusks (from 500 animals) left Zimbabwe as
hunting trophies, according to the web site of the
Convention on International Trade in Endangered
Species.

Ju st in Craw ford
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first European contacts with the Kongo were beneficial
to both parties, who exchanged ideas and supplies,
though Portugal had an advantage in weaponry. Slavery
was part of this relationship from the start. The Kongo
supplied coastal traders with slaves from the interior,
who were sent either to sugar plantations on the islands
of São Tomé and Principe in the Gulf of Guinea or, after
1550, across the Atlantic to the slave-receiving stations of
Rio de Janeiro, Salvador, and Recife in the developing
Portuguese colony of Brazil. Angola was the primary
slave supplier to Brazil, and indeed, may have supplied
as many as one-third of all the slaves taken from western
Africa over 300 years.

In addition to supplying slaves, until the nineteenth
century Angola was a dumping ground for criminals and
undesirables of the Portuguese Crown. Its status changed
profoundly, however, with Brazil’s independence in
1822, with the formal abolition of slave transport on the
open seas in 1836, and after the Berlin Conference of Eu-
ropean colonial powers recognized Portuguese rights,
possession, and most boundaries of Angola and Mozam-
bique in 1885. Vigorous exploration of the Angolan inte-
rior then began. To offset economic losses of the decline
of slavery, Portugal developed a series of mono-crop
economies designed for export from its colony. The first
of these was the development of the ivory trade, which
continued until elephant extinctions in about 1900
forced a change to wild rubber, Angola’s main export in
most years from 1900 to 1916. Due to strong competition
in the rubber trade from Southeast Asia, coffee became
the new main export cash earner in the 1920s, then dia-
monds in the 1930s, and finally oil in the late 1960s fol-
lowing discoveries by Belgian and U.S. oil companies in
the northern area of Cabinda. Throughout this changing
economic landscape, sugarcane was a constant and sig-
nificant export crop for Angola from the 1830s to the
1930s.

Virtually every region of Angola found a substitute
for the export of human beings, but severe demographic
damage continued due to Portuguese policies. In the late
nineteenth century Portugal had imposed a “hut tax”
payable in currency or tradable goods. Labor for very low
wages—utterly unregulated, unrestricted, and enforced
by military force—was made compulsory for Angolans
in the cultivation of cash-export products, but also in the
construction of roads and railway links to the copperbelt
of Katanga, Zaire, and to the newly discovered gold fields
of the South African Rand. Compulsory labor service had
a high death rate, and thousands of Angolans migrated
to neighboring countries to avoid it. Additionally, be-
tween 1885 and 1903 Portuguese officials in Angola sent
more 56,000 Angolan laborers to São Tomé and Principe
for the cultivation of cocoa to keep the islands in surplus.
Portuguese officials also received fees from South African
companies for the many workers they sent to labor in the
gold mines.

As Portugal sought export production, it also sought
increased administrative control over Angola’s interior,
which it accomplished by military force in 1917. The An-
golan countryside was reorganized into villages and
townships to which thousands were forced to move. The
reorganization for export production continued the
churning of the Angolan population and destabilized still
further the already splintered systems of authority and
culture caused by years of slave seizures from the Ango-
lan interior.

Angola
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With increased organization and growth in the colo-
ny came Portuguese settlers, whose numbers swelled
from 10,000 in 1900, to 40,000 in 1940, and to 340,000
in 1974. Every arrival of Europeans contributed to a re-
duction in the status of the indigenous population, and

Angolan society became increasingly stratified. Particu-
larly in the central highlands around the Bie Plateau and
Kwanza River Valley, land expropriations and expulsions
of Africans to make way for colonial farms became in-
creasingly common, and the villages and the townships

Angola

H I S T O R Y  o f  WO R L D  T R A D E  s i n c e  1 4 5 0 21



were governed by regulations separating the races. Ango-
la was one of the most profitable colonies on the African
subcontinent, but its population was one of the most dis-
placed and damaged.

Politics in Portugal had great bearing on what poli-
cies came to pass in its colonies. Perhaps the greatest ex-
ample of this was the Colonial Act of 1930, which, for the
first time, made the writ of Lisbon count for something
in its colonies. Suddenly, the stated goal was to bind An-
gola closely to Portugal in order to create prosperity to
benefit Portugal. Tariff laws and laws to discourage for-
eign investment were passed, and considerable new fi-
nancial commitments were made to develop Angolan in-
frastructure. The aim was to develop Angola from a
collection of separate customs zones, railroad corridors,
and administrative districts to a modern unified state.

Despite its intentions, Portugal began modern devel-
opment of Angola only after World War II. In 1951 Por-
tugal designated its colonies as overseas provinces and
initiated plans to develop industries, infrastructure, and
hydroelectric power. Although the Portuguese professed
the aim of a multiracial society of equals in Angola, most
Africans still suffered repression and labor dislocation.
Inspired by nationalist movements elsewhere, native An-
golans rose in revolt in 1961. When the Portuguese army
quelled the uprising, many fled to Congo (Kinshasa) and
other neighboring countries. Portugal granted Angola in-
dependence in 1975, together with the other Portuguese
African colonies, Mozambique, São Tomé, and Principe.

Following independence, Angola retreated from the
world of trade and slid into twenty-seven years of civil
war from which it has yet to recover fully. In 2004 the
economy was booming due to peace and high oil prices.
Inflation was down from quadruple digits in the mid-
1990s, and GDP was expected to grow by 13 percent in
2005. Still, the country relies on outside donors to feed
itself, poverty is widespread, most of its population is
under twenty-four years old, and foreign direct invest-
ment from private sources remains cautious. Oil, cotton,
and diamonds are Angola’s main exports, and Portugal
remains its main trading partner, followed by South Afri-
ca.

SEE ALSO Africa, Labor Taxes (Head Taxes);
Arms, Armaments; Brazil; Empire, Dutch;
Empire, Portuguese; Ethnic Groups, Africans;
Factories; Imperialism; International
Monetary Fund (IMF); Kongo; Laborers,
Contract; Labor, Types of; Slavery and the
African Slave Trade; South Africa; Sugar,
Molasses, and Rum; Textiles.
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ANTWERP
After being a port of some importance and a fair town
in the thirteenth and fourteenth centuries, Antwerp, a
port town in modern-day Belgium, with access to the
North Sea via the River Schedlt, grew into a major com-
mercial center at the end of the fifteenth century. The ex-
change of English cloth, Central European precious met-
als, and Portuguese spices made it one of the leading
trading places of the Atlantic coast.

The period between about 1490 and 1585 can be
considered the Golden Age of Antwerp. It was then seen
by contemporaries as the “metropolis of the West,” the
major meeting place of international trade and finance,
a center of art production and luxury industries. The city
reached about 100,000 inhabitants around 1565, which
made it one of the largest cities of Europe at that time.
The presence of wealthy Southern German and Italian
merchant-bankers at Antwerp contributed to the rise of
one of the major financial markets of Europe, both for
commercial credit and for government loans.

After an initial period, lasting until the 1530s, when
Antwerp’s significance lay mainly in international transit
trade, the role of the regional economy of the Low Coun-
tries, both in export and consumption, increased. On an
international level, Italian silk and luxury products and
American silver replaced Portuguese spices and Central
European metals as the leading products in the second
half of the century. Antwerp lost much of its appeal as
a result of the popular unrest and political instability that
resulted from the religious troubles after about 1565. The
blockade of the river Scheldt by the Dutch in 1585 result-
ed in the end of Antwerp’s commercial dominance and
the beginning of Amsterdam’s.

During the first half of the seventeenth century, the
town remained an important commercial and financial
center, and it still had very good contacts with major Eu-
ropean trading places. During this period Antwerp was
also a major center of art production, with such masters
as Peter Paul Rubens and Sir Anthony Van Dyck. After
the Treaty of Munster (1648), which recognized the
United Provinces as well as the closure of the river
Scheldt, Antwerp’s economic importance decreased.

Only after the reopening of the Scheldt for direct in-
ternational navigation, in 1796, could the town recover

Antwerp
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Prior to 1900, crude oil found on the surface of
the earth had been used for hundreds of years by
Middle Easterners and Europeans in a variety of appli-
cations, including caulking ships and waterproofing
cloth. But a series of discoveries—the production of
distillations such as kerosene, for example, and the
techniques of petroleum exploration and extraction—
made possible a rapid global transition from coal to
oil energy during the twentieth century.

For World War I, the British Royal Navy outfitted
a new fleet with oil-only engines. These new ships
could travel farther and faster than coal boats, and
they were much easier to refuel.

At the same time, engineers and industrial inno-
vators were making automobiles, powered by internal-
combustion gasoline engines, more powerful and
affordable. More than 8 million Americans owned
internal-combustion automobiles by 1920, and by the
end of the century there was approximately one such
vehicle for every licensed driver in the country.

Industrialized nations around the world, such as
Japan in the 1960s, experienced similar explosive
growth in automobile ownership. As new economic
powers and consumer markets emerged, they put
increasing pressure on global oil supplies. At the start
of the twenty-first century, China’s government
released a plan to begin producing 1 million cars per
year.

Ju st in Craw ford

INCREASES IN OIL USE

its position as a major international port. As before, the
port offered structural advantages: its favorable location
deep inland and the proximity of an extensive hinterland
with exceptional rail connections. Port infrastructure and
expansion increased, especially from the 1860s. In these
years the old Spanish town ramparts from the sixteenth
century were demolished. Population boomed: Figures
show a population of 50,000 in 1796, 302,000 in 1910,
and 450,000 (for the whole metropolitan area) in 2004.

Since the 1950s, increasing port traffic (thanks to the
creation of the European Common Market) went hand
in hand with industrialization in the port, chiefly by mul-
tinationals (especially new branches such as automotive,
chemical, and petrochemical industries). By the early
twenty-first century the Antwerp port ranked third in
trade volume on the continent (after Rotterdam and
Hamburg), fourth for international general cargo, and
tenth in the world for container traffic. It had become the
second petrochemical cluster in the world, after Hous-
ton.

SEE ALSO Agriculture; Banking; Blockades in
Peace; Blockades in War; Cargoes, Freight;
Cargoes, Passenger; Chambers of Commerce;
Containerization; Empire, Belgian; Free Ports;
Harbors; Leopold II; Port Cities; Potosí;
Shipping, Inland Waterways, Europe; Shipping,
Merchant; Spices and the Spice Trade; Wool.

BIBLIOGRAPHY

Blomme, Jan; Devos, Greta; Nauwelaerts, Mandy, et al.
Momentum: Antwerp’s Port between 1880 and the Present
Day. Antwerp: Pandora, 2002.

Suykens, Fernand, et al. Antwerp: A Port for All Seasons.
Antwerp: MIM, 1986.

Van der Wee, Herman. The Growth of the Antwerp Market
and the European Economy (Fourteenth to Sixteenth
Centuries). 3 vols. The Hague: Nijhoff, 1963.

Greta Devos
Michael Limberger

ARAMCO
The Arabian American Oil Company (ARAMCO) was
the engine that pulled the Kingdom of Saudi Arabia into
full participation in the world economy. The company’s
forerunner, the California-Arabian Standard Oil Compa-
ny (CASOC), discovered oil in the kingdom’s Eastern
Province in 1938, and after World War II, ARAMCO de-
veloped what proved to be the world’s largest reservoir
of petroleum. In the first years of the twenty-first century
Saudi Arabia remains the global leader in production and
exportation of oil, making ARAMCO arguably the most
influential company in the petroleum industry.

Before World War II, Saudi Arabia had few trade ties
reaching beyond the Red Sea, Persian Gulf, and India; its
main source of income was from pilgrims visiting Islam’s
holiest cities, Mecca and Medina. State revenues in 1938
(at the time, essentially the money accruing to the first
Saudi king, Abd al-Aziz Ibn SaEud [1902–1953], and now
to his descendants) were estimated to be $4 million. Lim-
ited oil exports in the 1940s raised revenues to $13.5 mil-
lion in 1946 and $113 million in 1950, the first year of
large-scale exports. Saudi oil-export revenue peaked at
almost $103 billion in 1980.

ARAMCO
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The first Arabian American Oil Company (ARAMCO) well in Saudi Arabia, c. 1955. Since the discovery of Saudi oil in 1938,
ARAMCO has developed the nation’s reservoir, the largest in the world. HULTON ARCHIVE/GETTY IMAGES. REPRODUCED BY

PERMISSION.

The rapidity of the rise of the SaEud family’s wealth
was boosted by a series of generally amicable renegotia-
tions of revenue sharing. CASOC, a U.S. consortium of
Standard Oil of California (Chevron) and Texas Oil
(Texaco), initially paid Ibn SaEud a modest fee on each
ton of oil produced. ARAMCO (which saw Standard Oil
of New Jersey [Exxon] and Standard Oil of New York
[Mobil] added to the CASOC partnership) agreed to a
fifty-fifty revenue split with the king in 1950. In 1973 the
Saudis took one-quarter ownership of ARAMCO, then
60 percent in 1974, and finally full ownership in 1980.
These agreements were often copied later by other oil
companies and producer states, although nationalization
elsewhere was not always accomplished so amicably.

Long before Saudi ownership of ARAMCO, the
company was the leading agent in using the oil income
to transform the country’s physical infrastructure and
develop its human resources. At Ibn SaEud’s request it
built Arabia’s first railway since 1908, when the Otto-
mans completed the Hijaz Railway linking Medina to Da-
mascus, constructed the road and pipeline networks
crisscrossing the peninsula, and dug water wells to sup-
port population growth in the largely desert land. AR-
AMCO also invested in schools and offered employment
to thousands under a policy of gradual “Saudization.” Al-
though much of the physical infrastructure was needed
for company operations, other development projects
were undertaken as a defensive measure against pressures
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to better the lot of the population and workers, especially
in the Eastern Province. ARAMCO imported to its work
camps some of the discriminatory practices common in
the United States before the 1960s Civil Rights era, in-
cluding segregation not only at the level of living quarters
but down to the marking of some water fountains in the
American Camp as “For Saudis Only.” Those practices
led to riots and strikes by Saudi workers in the 1950s. The
unrest, coupled with rising tensions over the politics of
Palestine/Israel, helped to push ARAMCO into adopting
more proactive, accommodationist policies. The training
offered through the policy of Saudization fostered the
rise of a skilled technical and administrative middle class,
which has been heavily involved in the kingdom’s eco-
nomic and political life. The ultimate success of Saudiza-
tion was marked by the appointment in 1989 of the first
Saudi to head ARAMCO.

With its control over ARAMCO deepening in the
1970s, Saudi Arabia was able to establish its leading role
in the Organization of Petroleum Exporting Countries
(OPEC). OPEC was founded in 1960 but first seized the
world’s attention in the early 1970s by forcing up the
price of oil by controlling exports. When Arab members
organized a boycott of exports to states supporting Israel
following the 1973 Arab-Israeli War, the “oil shock”
rocked the economies of industrialized countries. Prices
rose from $2 per barrel in 1970 to $40 per barrel in 1980.
Saudi Arabia began to rethink its policies supporting
OPEC’s restrictive export quota system, however, in part
because of reduced world dependence on OPEC (and
Saudi) oil with the rise of fuel efficiency and alternative
energy sources in the industrialized economies. More-
over, as Saudi income soared it realized that it, too, was
harmed by economic turmoil, because it had invested
much of its wealth in those countries hit hardest by high
oil prices. ARAMCO boosted production in the mid-
1980s, causing a sharp fall in world petroleum prices.
After 1986 Saudi Arabia generally acted as “swing pro-
ducer,” raising or lowering production to keep world oil
markets relatively steady.

The supply and price stabilization policies followed
by ARAMCO helped to bolster Saudi Arabia’s good rela-
tions with its most important trade and security partner,
the United States. Recognizing the mutual importance of
their relationship, both states have been careful to avoid
direct confrontation with each other. King Ibn Saud
turned to U.S. oil companies in the 1930s in order to get
a better deal than was offered by the region’s dominant
British/European oil companies. U.S. interest in oil led
to Saudi Arabia being offered Lend-Lease aid, the Ameri-
can program for selling the Allies war supplies (including
food, weapons, and machinery) under flexible terms of
payment in 1943, and then to a meeting between Ibn

Saud and President Franklin Roosevelt in 1945, during
which the king and the U.S. president established the
basis of a military relationship that grew steadily through
the remainder of the century. Saudi Arabia, a huge land
with indistinct borders and a relatively small population,
came to rely upon U.S. security assistance against possi-
ble threats from states tempted to seize its tremendous
oil wealth. U.S. military support rested on the sheer size
of Arabian oil deposits and Riyadh’s willingness to act as
the main petroleum market stabilizer, but it also grew out
of Washington’s appreciation of strong Saudi distrust of
communism. In the 1980s the Saudis were able to buy
very advanced U.S. weaponry, including fighter jets and
AWACS planes, and for more than a decade after the
1990 Iraqi invasion of Kuwait, U.S. troops were stationed
in the kingdom to guard against any further threat from
Iraq. Although U.S. troops were withdrawn in 2004, the
ties between the two countries are likely to remain strong
for as long as the primary architect of the relationship,
CASOC/ARAMCO, continues to play such an important
role in the world oil trade.

S EE A LS O Nationalization; OPEC; Petroleum;
Roosevelt, Franklin Delano; SaEud Family.
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ARGENTINA
In its historic trade relations, Argentina has been an ex-
porter of raw materials and an importer of manufactured
goods and industrial inputs. Buenos Aires became the re-
gion’s chief port soon after its founding in 1580, connect-
ing the hinterlands of southern South America to the At-
lantic world. Its first cargoes consisted of silver bullion
from the mines of Potosí in present-day Bolivia. This
commerce was illegal, as Spanish mercantilism dictated
that all silver was to be exported through Lima and Pana-
ma, thence to Spain. Colonial authorities tried unsuc-
cessfully to restrict exchange at Buenos Aires, which was
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From its resettlement in 1580, Buenos Aires was
subject to mercantilist regulation by Spain, which out-
lawed overseas trade into the port. However, despite
Spains best attempts to control Buenos Aires, mer-
chant ships from other European nations were able to
smuggle slaves into the port and to take away hides,
silver, and tea.

Trade in the colony continued illegally for the
next two centuries. Regional governors appointed by
Spain were more concerned with their own economic
well-being than with enforcing colonial regulations.
One such governor, Diego de G ngora, was found
guilty after his death of dealing illegally in slaves. His
estate was fined 23,000 ducats as punishment.

A decree signed on February 2, 1778, finally lifted
trade restrictions on Buenos Aires and the surround-
ing region. Slave ships poured into the port, and the
slaves they brought contributed to the economic pro-
ductivity of the city. Cattle exports brought wealth to
the city, ensuring its economic and cultural vitality
through the fight for independence that soon followed.

Ju st in Craw ford

BUENOS AIRES

accomplished mostly on the ships of Spain’s enemies, the
Portuguese, Dutch, and British. In 1776 the Spanish
Crown recognized the commercial importance of Argen-
tina, making Buenos Aires the capital of the viceroyalty
of the Río de la Plata, which included the mines of
Bolivia.

The regional wars that eventually won Argentina’s
political independence, which was proclaimed in 1816,
led to the collapse of Bolivia’s mining industry but did
not destroy Argentina’s trade with Northern Europe. Ex-
pansion of cattle estancias (ranches) on the fertile pampas
made Argentina the leading source of leather hides for
the North Atlantic economies; by 1860 wool exports
dominated Argentine commerce. The arrival of the rail-
road contributed to trade diversification beginning in the
1870s, as estancieros added wheat and meat to their ex-
ports. Capital, technology, and a variety of consumer
goods flowed into Argentina, as did European immi-
grants to produce exports and build the economic infra-
structure. Great Britain emerged as the most important

market—and source of capital—and Italy and Spain con-
tributed emigrants. As the hub of internal and external
trade as well as the nation’s capital, Buenos Aires grew
to become South America’s largest city in 1936, with 2.5
million residents.

The Great Depression discredited Argentina’s liberal
trade relations with Europe and stimulated economic
policies favoring import substitution industrialization
(ISI). The Roca-Runciman Treaty of 1934, which guaran-
teed access of Argentine products to British markets,
failed to reestablish the formidable Anglo-Argentine
trade relationship of the previous age. Under the influ-
ence of Argentine economist Raúl Prebisch (1901–1985),
policy makers utilized protective tariffs and subsidies to
promote industrialization, which was equated with eco-
nomic independence, modernity, and national power.
State takeover of foreign-owned utilities also became a
hallmark of industrial policies, as typified in 1947 by the
nationalization of the British-owned railways by Presi-
dent Juan D. Perón (1895–1974). The state petroleum
company controlled oil prices for the benefit of consum-
ers even though the country did not produce enough to
satisfy industrial demand. Besides oil, many other inputs
for industrialization also had to be imported—tech-
nology, capital, chemicals, and steel—and foreign multi-
nationals gained footholds in the newest industries such
as business machines (IBM) and automobiles (Ford and
Renault).

In the meanwhile, agricultural exports lost competi-
tiveness on world markets, as monetary exchange con-
trols taxed the rural sector and as the state forced down
food prices to satisfy urban workers. ISI reached its limits
in the 1960s. Inflation rates and the international debt in-
creased as the aging economic infrastructure began to
break down. By 1989 two decades of political turmoil and
economic havoc came to an end with a return to freer
trade relations. President Carlos Menem (b. 1930) spear-
headed these economic reforms by pegging the value of
the Argentine peso to the U.S. dollar, by selling off state
industries to private capital, by dropping tariff rates, and
by permitting unrestricted foreign investment in the
economy. In 1991 he helped to inaugurate the common
market known as MERCOSUR (El Mercado Común del
Cono Sur, or Common Market of the Southern Cone) be-
tween Argentina, Uruguay, Paraguay, and Brazil. There-
after, Argentina’s regional trade grew faster than its Euro-
pean and U.S. trade, and rural producers flourished by
exporting to Brazil. However, many domestic manufac-
turers lost market share to Brazilian industrialists. In cur-
ing inflation, the rigid peso-dollar exchange rate made
imports relatively cheap, further undermining domestic
industry. Then, the Argentina peso collapsed in 2001. A
period of painful economic adjustments, including high
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unemployment and spreading poverty, ushered in a re-
surgence of agricultural exports in 2003.

SEE ALSO Agriculture; Balance of Payments;
British-American Tobacco; Bunge and Born;
Cargoes, Freight; Cargoes, Passenger;
Containerization; Empire, Spanish; Encomienda
and Repartimiento; Free Ports; Free Trade,
Theory and Practice; GATT, WTO; Great
Depression of the 1930s; Harbors; Import
Substitution; Industrialization; International
Trade Agreements; Mining; Monroe, James;
Peru; Port Cities; Potosí; Shipping Lanes;
Shipping, Merchant; Staples and Staple Theory;
Wheat and Other Cereal Grains.
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ARMS, ARMAMENTS
Trade in arms, like trade in drugs and slaves, is often re-
garded as morally different from other types of com-
merce. The arms trade is unusual in that every sale poten-
tially expands unmet demand, as the rival of whichever
state made the purchase suddenly feels the need for off-
setting purchases. In the early twentieth century, arms
traders were called “merchants of death” and accused of
provoking wars in order to sell more weapons, although
actually wars are started by those who buy weapons. The
arms trade remained controversial at the close of the
twentieth century, given the risks of nuclear, biological,
and chemical proliferation, the excessive weapons expen-
ditures of poor nations, and the political embarrassments
of arms sales to notorious regimes.

Bribery of customers (politicians, civil servants, and
military and naval officers) has always been common-
place in the arms trade. Both Britain and Germany used
corrupt methods to win contracts in Chile before 1914.
The arms trade is also bound up with politics. At times,
arms exporters could call upon diplomatic support for
their sales drives. In the 1920s the French government
awarded medals to Latvian officials who had been helpful
in allocating naval contracts to French firms. More re-
cently, arms sales have been a source of political embar-
rassment. During the Iran-Iraq War in the 1980s, Sad-
dam Hussein (b. 1937) received arms shipments from
thirty countries. The Soviet Union was his main supplier,
but France was next in importance, and both the United

A 1901 Smith & Wesson poster boasts of sales to the
Japanese navy. The American gun manufacturer expanded its
international trade early in the century by selling firearms
overseas to foreign countries and their military forces.
© BETTMANN/CORBIS. REPRODUCED BY PERMISSION.

States and Britain were also involved. After Saddam’s in-
vasion of Kuwait in 1990, the United States, Britain, and
France regretted that their firms had supplied him in the
first place.

ARMS TRADE BEFORE THE WORLD WARS

Rulers, states, and empires have always required arms for
defense, aggression, and the suppression of dissent. The
term arms calls to mind guns, swords, aircraft carriers,
and other hardware, but it can also include anything use-
ful in fighting, including animals and mercenaries. War
elephants were trained in sixteenth-century Ceylon (Sri
Lanka) and exported to India. There was a thriving trade
in warhorses from Persia and Arabia to India, and from
Central Asia to the Middle East, China, and Mediterra-
nean. Central Asian warhorses were also exported to
China for centuries (usually in exchange for tea) until the
mid-eighteenth century, when the Qing were able to

Arms, Armaments
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A ballistic missile launch at White Sands Missile Range in New Mexico. The destructive capabilities of such missiles, which can
threaten distant places with nuclear payloads, prompted nearly 100 nations in 2002 to sign an international code of conduct
intended to limit ballistic-missile proliferation. © CORBIS. REPRODUCED BY PERMISSION.

breed their own successfully. Within Europe, there was
a large military trade in horses until World War I, when
the British began shipping horses from the Americas for
military use in France and Belgium.

Traffic in mercenaries also counts as trade in ser-
vices. Until the early nineteenth century Swiss merce-
naries were incorporated into the French army. Some
countries still hire mercenaries: France has the Foreign
Legion, and Britain the Gurkhas from Nepal.

For centuries, the manufacture of swords, armor,
and firearms was the province of skilled artisans scattered
across Europe, the Middle East, and Asia. Gun manufac-
turing built on traditions of metalworking. It was advan-
tageous for cannons to be made close to iron ore and fuel
supplies. (Charcoal was the main fuel until the adoption
of coke.) Sweden, with its plentiful iron ore deposits, for-
ests, and metallurgical prowess, dominated the trade in
cannons until the late eighteenth century. In small-arms
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production, proximity to raw materials was less impor-
tant. Certain districts began to specialize in arms produc-
tion and exporting. One such district was Liège, a for-
merly neutral territory in what is now Belgium, which for
250 years accepted orders for arms from all sides in the
campaigns in the Low Countries. Liège benefited from its
proximity to large and discerning markets, and from the
local agglomeration of skills. Small arms from the area
around Birmingham in England were prominent among
the goods exported from Europe to Africa during the
eighteenth century. Proceeds from this trade were used
to purchase slaves for the Americas.

INDUSTRIALIZATION TO THE PRESENT

Industrialization in Western Europe and the United
States led to major changes in the scale and structure of
the arms industry. Whereas the arms industry had previ-
ously consisted of a few state-owned arsenals and dock-
yards supplemented by networks of artisans and small
firms, in the new industrial climate large-scale business
corporations took a leading role. These corporations
were outgrowths of the iron and steel and shipbuilding
industries, and had access to superior technology and or-
ganizational methods. Industrial advance was most rapid
in regions with plenty of coal (of which coke was a deriv-
ative) such as northern England, Scotland, and the Ruhr
Valley in Germany.

Changes in technology and organizational methods
ensured that the armies and navies of 1914 (during
World War I) were many times more powerful than
those of 1815 (during the Napoleonic Wars). Each soldier
had the capacity to fire more often and with greater accu-
racy than his predecessors. The battleship represented the
apogee of Victorian technology—it was the most sophis-
ticated machine in the world.

Only the most advanced nations established self-
sufficient armaments sectors before 1914. Krupp of Essen
in the Ruhr Valley became the world’s largest arms
maker, offering a full range of naval and military prod-
ucts, from small arms to steel battleships. The British
firms Vickers and Armstrong-Whitworth operated on a
comparable scale. Schneider was the leading French firm.
The United States became self-sufficient in weapons sys-
tems and developed a successful export trade in small
arms. Other countries, including Brazil, Chile, China,
Greece, Turkey, Japan, Russia, and Italy, relied on British,
German, and French companies for arms supplies. West-
ern European firms had no qualms about selling arms to
deadly rivals, including China and Japan, and Greece and
Turkey. Japan, Russia, and Italy eventually graduated to
the manufacture of modern armaments, often through
joint ventures with firms such as Armstrong-Whitworth
and Vickers. The most notorious arms merchant was

Basil Zaharoff (1849–1936), an entrepreneur from Con-
stantinople who became a highly successful salesman in
the Mediterranean and Eastern Europe. Zaharoff was
made a director of Vickers and was knighted by the king
of England, although he was a French citizen.

The two world wars brought increased opportunities
for some arms exporters, especially those based in the
United States. U.S. firms supplied vast quantities of mu-
nitions to the Allies during both conflicts. During war-
time, the arms industry extended far beyond the firms
that made weapons in peacetime. General engineering,
shipbuilding, and automobile producers were induced
into the arms trade. Under the 1941 Lend Lease scheme,
the U.S. government financed wartime arms shipments
to the British Empire and the Soviet Union. Thus, arms
exports were not always balanced by payments from the
country of destination.

Between 1918 and the early 1930s there was a slump
in the arms trade. Under the Treaty of Versailles (1919)
draconian controls were imposed over Germany’s armed
forces and arms industry. Britain, the United States, and
Japan agreed to restrict naval armaments under the Trea-
ty of Washington (1922). Arms factories and naval ship-
yards languished until Japan and Germany, followed by
Britain and France, began to rearm in the 1930s.

Between the 1930s and the 1950s a decisive shift oc-
curred in the center of gravity of the world arms industry.
The United States developed a technical lead in most
branches of arms production, particularly the aircraft
and electronics industries, which were becoming central
to modern warfare. Silicon Valley in California was
prominent in the development of defense-electronics
products. After 1945 military research and development
had some important civilian spin-offs, especially in the
fields of aviation and information technology.

In view of the United States’ emerging rivalry with
the Soviet Union, U.S. arms procurement remained at a
high level after 1945. U.S. arms producers were able to
achieve long runs of production and to reap scale econo-
mies. Given the limited size of home markets in Europe,
British and French firms could not reduce their costs to
U.S. levels. U.S. arms exports became highly competitive
in price and quality. In an effort to extend their home
markets, Western European firms began to cooperate in
multinational consortia, particularly in the aircraft in-
dustry. Export orders were vital to the survival of West-
ern European producers, but hard to come by.

After 1945 the Soviet Union became a major arms
exporter, especially to Eastern Europe, the Third World,
and, until a split in the early 1960s, China. The arms
trade became even more politicized. The United States
and its allies competed with the Soviets to supply weap-
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ons to countries in the Third World—often on credit—
as part of wider geopolitical strategies. Soviet weapons
exports, for instance, strengthened Fidel Castro’s regime
in Cuba and gave the Russians a presence in the Western
Hemisphere. Many arms-export contracts were heavily
subsidized, both for political reasons and to preserve
jobs. The dismantling of the European empires led to po-
litical fragmentation and the emergence of new regional
rivalries in Asia, including conflicts between Israel and
the Arab states and between India and Pakistan. A sub-
stantial new market was created.

The commercial ambitions of arms producers were
not allowed to negate political considerations. Although
the leading international powers were all, at various
times, involved in the production of nuclear, chemical,
and biological weapons, they had no interest in the pro-
liferation of these technologies. Presumably, both the
United States and the U.S.S.R. could have offset some of
the costs of developing nuclear weapons by selling mis-
siles and warheads to the highest bidder, but they re-
frained from such action. Embargos were imposed on
sales of conventional weapons to rogue states, including
South Africa.

After the collapse of the Soviet Union and its former
empire in the early 1990s, the arms trade languished.
Cold War rivalry had been a major driver of arms exports
and imports, but now arms budgets were slashed. With
the scaling down of the Soviet and East European armed
forces, a big secondhand trade developed, and competi-
tion for those markets intensified. Out of the five largest
arms producers in the world in 1997, four were from the
United States (Lockheed Martin, Boeing, General Mo-
tors, and Northrop Grumman) and the other was British
Aerospace. The 1990s also saw a new emphasis on multi-
lateral arms control under the auspices of the United Na-
tions and other international bodies. In 1997, for in-
stance, 121 countries signed the Ottawa Convention
prohibiting land mines. It is too early to say whether such
measures will be effective.

The arms trade was worth at least U.S.$25 billion per
annum in the late 1990s. Economics textbooks argue that
trade enhances welfare. The arms trade clearly benefits
the managers, shareholders, and workers of firms making
weapons, and it also benefits the armed forces and politi-
cians of importing countries. However, the arms trade
imposes a heavy burden on taxpayers in exporting and
importing countries, and absorbs resources that could be
put to other uses.

SEE ALSO Ali, Muhammad; Blockades in War;
Bonaparte, Napoleon; Boycott; Brazil; China;
Drugs, Illicit; Du Pont de Nemours Family;
East India Company, British; East India

Company, Dutch; East India Company, Other;
Empire, British; Empire, Dutch; Empire, French;
Empire, Japanese; Empire Ming; Empire, Mughal;
Empire, Ottoman; Empire, Portuguese; Fairs;
Ford, Henry; France; Genoa; Germany;
Imperialism; Import Substitution; Iron and
Steel; Italy; Japan; Krupp; Mercantilism;
Mitsubishi; Nationalism; Nationalization;
Pakistan; Pasha, IsmaEil; Piracy; Privateering;
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and the African Slave Trade; Socialism and
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John Singleton

ARTISTIC REPRESENTATIONS OF
TRADE

In antiquity, artistic representations of trade had the pur-
pose of warding off business failure by invoking the gods
of trade. From the Middle Ages and the Renaissance,
merchants aimed to gain legitimacy usually granted only
to practitioners of “noble” military or religious adminis-
trative professions and productive activities, such as agri-
culture. Their representation in works of art was a way
of marking their social status and economic utility.
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A CRITICAL VIEW

In the cultural milieu of Europe in the Middle Ages and
Renaissance, financial profit had to be “purified” by char-
itable works and submission to the religious principles of
sharing. The notion of purgatory allowed for the washing
away of part of the sins of merchants, whose souls were
endangered by their greed. The bad reputation of money
dealers and public resentment of commercial brokers
and financiers can be seen in the popular rejection of ex-
cessive ostentation, hence the arrest of the French mer-
chant bankers Jacques Coeur in 1453 (there is a minia-
ture of his sentencing in the Bibliothèque nationale,
Paris) and Jean Fouquet in 1661, who were suspected of
enriching themselves via excessive charges. The acquisi-
tion of wealth by the nouveaux riches shocked France’s
rural society, which was used to slow growth. Molière’s
1670 play Bourgeois gentilhomme is a case in point: it crit-
icized ambitious merchants who wanted to become part
of the upper class—merchants and bankers were too
fond of the whole game of deals and speculation. The

The Usurers by Marinus van Reymerswaele (1490–1567)
depicts a scene of bankers and lenders. The artist’s intention
was not to satirize the occupation, but to highlight the sins of
greed, vanity, and materialism. According to a Flemish proverb,
the four evangelists of the devil are a banker, a usurer, a tax
collector, and a miller. © DAVID LEES/CORBIS. REPRODUCED BY

PERMISSION.

power of the big businessman fascinated the artist Quin-
ten Metsijs, but in his painting The Lender and His Wife
(1514, Paris, Louvre) the vanity mirror and the woman’s
devotion reveal mistrust of the money dealer’s trade.
(Another work by the same artist, The Usurers, deals with
a similar theme.) Paintings of the time criticized the deal-
ers on the Bourse (stock exchange), worship of the gol-
den calf (e.g., Nicolas Poussin’s Dance around the Golden
Calf, mid-seventeenth century), and materialism as op-
posed to religious values and social morals (e.g., Battle of
the Chests and Moneyboxes, engraving in the style of
Pieter Bruegel, and several copies of Wealth Breeds
Thieves), with players surrounding a rich future victim,
and often attributed dreadful fates to big businessmen in
depictions of the Apocalypse. William Shakespeare’s
character Shylock (The Merchant of Venice) is another ex-
ample of a cunning and dishonest merchant.

IN SEARCH OF IDENTITY

The formation of a bourgeois class and its insistence on
an identity explains the wish to be recognized by society
at large. Between the thirteenth and sixteenth centuries,
merchants were “in the background” in religiously
themed scenes in churches or paintings, appearing in
group scenes of the adoration of the Magi or processions
connected to some religious festival. The decoration of
chapels by professional guilds in Italy or Flanders provid-
ed the opportunity for this discreet development. Mer-
chant dealings appeared with details of everyday trades
in stained-glass windows in chapels (e.g., The Drapers,
stained glass of Saint James the Greater; and The Winesel-
lers, stained glass of Saint Lubin, Chartres Cathedral,
thirteenth century). Undoubtedly, these works were paid
for by guilds. During the sixteenth to eighteenth centu-
ries merchant activities were represented in the corners
of numerous paintings depicting scenes from antiquity—
merchants and their staff can be seen working on the port
docks. Next, seascapes depicted (trading) ships in port or
at sea. Flemish and Dutch painters such as Saloman van
Ruysdael, Frans Hals, Jan van Goyen, and Willem Van
de Velde specialized in such scenes, but there were simi-
lar works by some French artists (see Claude Lorrain’s
Harbor with Medici Villa, 1677, Uffizi, Florence) and
British ones (for example, the paintings housed at the
National Maritime Museum in Greenwich, London).
Scenes of fairs and markets attracted (often Flemish)
painters because, like battles, they suited large-scale
works, which were typically picturesque representations
of merchant professions. Drawings on Chinese porcelain
plates depicting ships (The Vrijburg, 1756, Musée Gui-
met, Paris) marked the opening of the Orient to Europe-
an trade.

As the economic basis of the merchant sphere ex-
panded and their influence in society grew, the bourgeoi-
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sie constructed their own representation in the world.
The architecture and particularly the decoration of hous-
es was ostentatious, with towers as symbols of power,
such as at San Gimignano. In market towns such as
Bruges, Tuscany, Lyons, Antwerp, Bavaria, and Frankfurt
the buildings of the merchant community—guild and
national edifices, stock exchanges (e.g., Gerrit Berckhey-
de’s Interior of the Old Market at Amsterdam, 1668, Rijks-
museum), and bonded warehouses—demonstrated their
power. The painters Canaletto and Francesco Guardi
provided numerous illustrations of Venice in the eigh-
teenth century.

Some paintings combined religious subjects with il-
lustrations of the artists’ patrons. For example, the Porti-
nari Triptych by Hugo van der Goes (1440–1482) depicts
the merchant Tommaso Portinari and his two sons pro-
tected by Saint Anthony. Later, portraits—hitherto re-
stricted to depictions of aristocrats or famous religious
figures—were dedicated to the success of the head of a
trading house (e.g., the portrait Oswolt Krel, of a rich
Swabian merchant, by Albrecht Dürer, 1499; and Hans
Holbein’s portrait Georg Gisze, depicting a Hanseatic
merchant in London, 1532) or bank (e.g., Jan van Eyck’s
Portrait of Giovanni Arnolfini and His Wife, 1434; and
Hans Memling’s Tommaso Portinari, c. 1470). The Medi-
ci celebrated their glory in a number of works in which
they are present at historical scenes (Benozzo Gozzoli’s
Procession of the Magi, 1459). A mid-sixteenth-century
engraving by Jost Amman, German Trade and Bank, cele-
brates traders with an allegorical representation of the
central qualities of a merchant (integrity, discretion,
knowledge of languages). This anticipates the eighteenth-
century works praising the profession, including trade
manuals (such as Jacques Savary des Bruslons’s Diction-
naire universel du commerce, Paris, 1723), theatrical
works, and the writings of Voltaire.

THE MERCHANT WORLD

During the French Revolution, the Terror (1793–1794)
allowed open hatred of accapareurs (monopolizers), and
in a number of cities (e.g., Paris, Lyons, Bordeaux,
Nantes) the guillotine punished members of the upper
bourgeoisie. This was an indication that the old and new
social orders were in confrontation, with the entrepre-
neurial merchants kicking against the old order and pro-
voking a hostile reaction. The novels of Honoré de Balzac
describe the machinations of greedy, swaggering bankers
and businessmen. In Stendhal’s novel Lucien Leuwen the
hero’s father is a banker, businessman, and prime minis-
ter. Honoré Daumier, whose many satires appeared in
the press at the end of the century (as in L’Assiette au
Beurre), caricatured hommes d’affaires in Robert Macaire
(1836–1838). Novels and theatrical works stressed the

fragile nature of the business world: Stendhal’s Leuwen
senior dies as soon as he gains power; a number of busi-
nessmen in novels by Balzac and Émile Zola are ruined,
falling victim to speculation or fraud. In the Thomas
Mann novel Buddenbrooks (1901) the fate of a Hanseatic
family is uncertain due to the business failure of a son
and other risks of business.

UPPER-MIDDLE-CLASS LEGITIMACY

In all parts of the world today, the business world has be-
come part of high society, with its flashy character and
social networks. Commissioned artists provide paintings
of members of the mercantile dynasties and their family
members. In the nineteenth century it was mostly lesser
painters who offered this service—examples include
François Gérard’s 1805 work Juliette Récamier (the wife
of a merchant banker) and Wilhelm Schlesinger’s Salo-
mon von Rothschild (1838). Conversely, merchants collect
the works of the great masters, either for their private col-
lections or to bequeath to museums, gaining prestige as
patrons among the art elite. Hence, the merchant is both
a collector of painting and its subject.

The business profession itself shines through in art
objects. The values of hard work and saving are depicted
in sculptures and allegorical paintings that are intended
to be instructive (murals on the walls of bank buildings,
for example, are usually devoted to moral enlighten-
ment). Allegorical sculptures decorate the walls of private
(particularly institutional) buildings and even monu-
ments. Enormous paintings recalling trade in the ports
and colonies hang in international or colonial exhibition
buildings (e.g., the Musée des colonies, Paris), in muse-
ums, or in company buildings. Trade is advanced as a
means of spreading economic prosperity, world progress,
and “civilization.” The East India Company set up its
own museum of Asian artifacts in London in 1801, which
was bequeathed to the South Kensington Museum in
1880. Painters portrayed everyday business activities, for
commissions or to represent modern locations (e.g., Cot-
ton Market, New Orleans, by Edgar Degas, 1873; Fitz
Hugh Lane, Boston Harbor at Sunset, early twentieth cen-
tury). And, at the start of the twentieth century, advertis-
ers used attractive posters to promote brands, often de-
picting exotic scenes to reinvent the atmosphere in which
the product is sold.

S EE A LS O France; Guilds; Italy.
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Hubert Bonin

ASTOR FAMILY
The Astors are a notable Anglo-American family, origi-
nally from Walldorf, Germany, who amassed great
wealth from the fur-trading business of John Jacob Astor
(1763–1848), who emigrated to the United States in
1783. Astor’s American Fur Company initially did busi-
ness in Europe and the eastern United States. His em-
ployees were among the first settlers of the Great Lakes
region. After the Louisiana Purchase in 1803, he set up
a chain of western trading posts with a main base at As-
toria on the coast of present-day Oregon, and dominated
the North American consignment trade with China in
goods such as tea, silks, furs, ginseng, cochineal, and
guns. By the 1820s Astor controlled an international
trading house with several hundred employees and more
than 200 ships. He died the richest man in the United
States, with an estimated net worth of $20 million based
on considerable Manhattan real estate holdings.

For the most part, the four generations of Astors
since John Jacob have not entered business or trade, but
rather politics, architecture, publishing, military intelli-
gence, and diplomacy. In 1890 William Waldorf Astor
moved to England, and to this day the Astors remain a
truly transatlantic family. They have collected two En-
glish peerages and provided over $250 million of philan-
thropic support to American and British colleges, muse-
ums, urban renewal projects, and scientific research.

SEE ALSO Cargoes, Freight; Furs; United States.
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Peter E. Austin

AUSTRALIA AND NEW ZEALAND
Although both Australia and New Zealand are island na-
tions, there are major differences in land area and in the
scale of their economies. Australia covers an area of 7.7
million square kilometers and New Zealand 0.3 million
square kilometers. In 1998 Australia’s population was al-

most 19 million, or about five times larger than New Zea-
land’s; Australia’s real gross domestic product (GDP) per
capita was U.S.$20,400 (1990 prices), or about 1.3 times
larger than New Zealand’s; and exports were U.S.$69,300
million (1990 prices), or about 4.5 times larger than New
Zealand’s (Maddison 2003). The relative dominance of
Australia has led to proposals—mainly by Australians—
that New Zealand become the seventh state of Australia.

COLONIAL EXPANSION

White settlement of Australia dates from 1829, when a
British penal colony was established at Port Jackson (Syd-
ney). After struggling in its early years, the colony started
to prosper during the 1830s with the arrival of larger
numbers of free migrants and an increase in exports, es-
pecially of wool. The 1769 visit to New Zealand by Cap-
tain James Cook (1728–1779) was the trigger for the ar-
rival of other Europeans, but it was not until the 1840s
that British settlers began to arrive in large numbers, at-
tracted by the country’s rich agricultural potential. Both
nations’ economies were transformed by gold rushes, in
the 1850s in Australia and in the 1860s in New Zealand.
The exploitation of their natural resources and expand-
ing world markets for their exports propelled per capita
income to high levels. Australia acquired the reputation
of being a “workingman’s paradise.” The success of ex-
ports was due to Australia and New Zealand’s compara-
tive advantage in the supply of food products, minerals,
and energy needed by industrialized nations such as
Great Britain. Technological changes, such as the devel-
opment of refrigerated shipping in the latter part of the
nineteenth century, played a key role in opening up these
isolated economies to world markets.

GROWTH SINCE THE TWENTIETH CENTURY

During the twentieth century Australia and New Zealand
grew more slowly than most other Organisation for Eco-
nomic Cooperation and Development (OECD) coun-
tries, especially during the long boom after World War
II. Between 1960 and 1997 real GDP per capita (1990
prices) grew by 139 percent in other OECD countries, by
122 percent in Australia, and by 60 percent in New Zea-
land. Over the same period the real value of exports
(1990 prices) from all OECD countries grew by 819 per-
cent, by 932 percent for Australia, and by 403 percent for
New Zealand (New Zealand Institute of Economic Re-
search 2001, p. 1). This relatively poor economic perfor-
mance (except for Australian exports) led to concerns
about future growth in both countries. In Australia
Prime Minister Paul Keating (1944– ) talked of the dan-
gers of becoming “a banana republic,” and in New Zea-
land there were fears of “slip-sliding away” (New Zealand
Institute of Economic Research 2001, p. 1). It is generally
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An overhead view of Sydney Harbor in Australia. The harbor is a major trading port, a waterway for ferries, and a recreational
playground filled with sailboats. It stretches twelve miles inland from the Parramatta River and is dotted with famous landmarks
such as the Sydney Opera House. © DAVID BALL/CORBIS. REPRODUCED BY PERMISSION.

agreed that while there are many factors that explain the
relatively poor growth performance of both countries,
the following were important: first, the focus on primary
exports and not manufactures meant that both countries
were in the “slow lane” of world economic growth; sec-
ond, high tariffs and inward-looking growth strategies
led to the development of inefficient and noncompetitive
manufacturing sectors; and third, both countries were at-
tached to traditional markets and slow to see the poten-
tial of Asia.

The end of the long boom in the early 1970s forced
both countries to begin restructuring in order to keep
pace with the rapidly growing economies of the Asian re-
gion. In the 1980s economic policy in both countries un-
derwent a sea change as markets were deregulated, tariffs
reduced, and public enterprises corporatized or priva-
tized. In Australia these reforms contributed to a surge
in productivity and GDP growth. In the 1990s per capita
GDP grew at 3 percent per annum, one of the highest
growth rates among the developed economies (Nieuwen-

huysen et.al 2001). Successful efforts were made to in-
crease the downstream processing of minerals, promote
exports of elaborately transformed manufactures, and in-
crease exports of services such as banking, tourism, and
education. In the early 1900s Australia famously “rode on
the sheep’s back,” but by the late 1990s farm products ac-
counted for only 20 percent of total exports, and the
combined share of manufactures and services ap-
proached 66 percent of total exports. Trade intensity (the
ratio of imports plus exports to GDP) increased from 31
percent in 1974 to 1975—a low ratio by comparison to
other countries with comparable population and living
standards—to 45 percent in 2001 to 2002. The increased
trade intensity is evidence of Australia’s successful inte-
gration into the competitive world economy.

By contrast, New Zealand’s growth rate is still below
average for an OECD country. Although New Zealand
has experienced growth in service exports, especially
tourism and education, the small size of its manufactur-
ing sector has limited export diversfication. According to
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Sheep flock in South Island, Otago Peninsula, New
Zealand. Although both Australia and New Zealand “rode on
the sheep’s back” to economic prosperity, exports of
manufactures and services are supplanting farm products.
WILFRIED KRECICHWOST/GETTY IMAGES. REPRODUCED BY

PERMISSION.

one assessment, “it appears that the economic reformers
underestimated the difficulties in changing the economic
structure, and the trading patterns, of the New Zealand
economy” (New Zealand Institute of Economic Research
2001, p. 13). Currently, policy focuses on the develop-
ment of “knowledge-based” industries (Briggs 2003). As
small trading nations, both Australia and New Zealand
have to work hard to compete in an increasingly global-
ized economy.

At the beginning of the twentieth century the United
Kingdom was the major trading partner of both Australia
and New Zealand. In the case of Australia, total trade
with the United Kingdom was more than five times
greater than the total trade with its second-largest trading
partner, the United States; the other major trading part-
ners were either European countries or members of the
British Empire (Australian Government 2001).

Manufactured goods dominated the imports of both
countries, a feature that persists to this day. Between 1900
and 1935 the United Kingdom’s share of Australia’s im-
ports dropped from over 60 percent to about 40 percent,
and Australian governments became concerned about
the United Kingdom’s declining share of its import trade.
The Ottawa Conference of 1932 had already put forward
the idea of Imperial Preference to strengthen the British
Empire. U.K. manufacturers were facing increasing com-
petition from the United States for motor-vehicle parts
and from Japan for textiles. In 1936 the Australian gov-
ernment introduced the infamous trade-diversion policy,
which used penal tariffs to divert trade away from the
United States and Japan toward Britain (Meredith and
Dyster 1999). Before it was quickly abandoned it already
had seriously damaged Australia’s relations with these
two countries, but protectionist squabbles were soon
overshadowed by the outbreak of World War II.

After the war, initially the United Kingdom re-
mained both Australia and New Zealand’s major trading
partner, in the case of Australia accounting for about 37
percent of exports and 50 percent of imports. In the mid-
1950s Australia and New Zealand received about 10 per-
cent and 5 percent, respectively, of the United Kingdom’s
total exports, and Australia was the United Kingdom’s
major export market (Singleton 2001). But, as far as both
Britain and Australia were concerned, the relative impor-
tance of the relationship rapidly declined in the 1960s. In
1960 the Australian government lifted the export embar-
go on iron ore, which it had introduced in 1938, and this
led to rapid development of the known reserves, especial-
ly in the Pilbara region of northwestern Australia. By
1970 minerals (mainly iron ore, bauxite, and coal) and
fuels accounted for about 17 percent of Australia’s total
exports.

Due to the high complementarity of the Australian
and Japanese economies (which measures the extent to
which the commodity composition of a country’s trade
matches that of its trading partner), Japan became the
main customer for Australia’s mineral exports, and from
the mid-1960s it replaced the United Kingdom as Austra-
lia’s major trading partner. The prospect of British entry
into the European Economic Community (now the Eu-
ropean Union) had increased Australian interest in trad-
ing with Asia, but, for a variety of reasons, until the 1970s
Australia had only limited success in gaining access to
Asian markets other than Japan (Tweedie 1994). When
the United Kingdom finally succeeded in gaining entry
to the European Union in 1973, it effectively meant the
loss of a traditional market. By 1970 the United Kingdom
accounted for only 12 percent, the United States 15 per-
cent, and Japan 25 percent of Australia’s total exports.
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By contrast, New Zealand lacked Australia’s abun-
dant mineral resources and continued to rely heavily on
exports of farm products such as lamb and butter. New
Zealand negotiated some special concessions with the
European Union, but was forced to diversify export mar-
kets, especially towards the Pacific Rim countries (Hawke
and Lattimore 1999; Singleton and Robertson 2002). In
1970 the United Kingdom accounted for 36 percent, the
United States 15 percent, and Japan 10 percent of New
Zealand’s total exports. Export composition, however,
has changed only slowly, and is still dominated by dairy,
meat, and forestry products.

By the 1970s the progress of industrialization was
creating a prosperous middle class and expanding mar-
kets in raw materials and food products for both Austra-
lia and New Zealand in Hong Kong, Singapore, South
Korea, and Taiwan. In the 1990s Australia especially was
also gaining from growing complementarity with China.
With GDP growth of about 10 percent per annum during
the last two decades of the twentieth century and a popu-
lation approaching 1.3 billion, China has emerged as a
major market for minerals and energy. By the early 1990s
about 55 percent of Australia’s exports were going to East
and Southeast Asia, and 37 percent of imports were com-
ing from this region (Tweedie 1994).

Since the nineteenth century Australia and New Zea-
land have been important trading partners for each
other. Trade was facilitated by the New Zealand Australia
Free Trade Agreement of 1965 and the much more effec-
tive Australia Closer Economic Relations Trade Agree-
ment (CER) of 1983. New Zealand has probably gained
more than Australia from the free-trade agreements, as
it has gained access to the much larger Australian market
(Pinkstone 1992). Both countries have been involved in
international trade negotiations such as the Uruguay
Round (1986–1994) of GATT (now the World Trade Or-
ganization) and, from 1989, the Asia-Pacific Economic
Cooperation Community. As trading nations with sub-
stantial primary exports, many economists believe that in
the long run the two countries have more to gain from
multilateral agreements brokered by the World Trade
Organization than from regional or bilateral trade agree-
ments. However, New Zealand signed a free-trade agree-
ment with Singapore in 2000. Australia has completed
free-trade agreements with Singapore (2003), Thailand
(2004), and the United States (2004).

SEE ALSO Agriculture; Balance of Payments;
Cargoes, Freight; Cargoes, Passenger;
Containerization; Cook, James; Free Trade,
Theory and Practice; GATT, WTO; Gold Rushes;
Great Depression of the 1930s; Imperial
Preference; Import Substitution; Indian Ocean;
Industrialization; International Trade

Agreements; Laborers, Contract; Law, Common
and Civil; Mining; Staples and Staple Theory;
Sydney; Wheat and Other Cereal Grains; Wine;
Wool.
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AUTOMOBILE
The automobile industry played a central role in shaping
twentieth-century societies and economic institutions. It
gave rise to a number of major multinational companies,
including General Motors, Ford, Daimler-Chrysler, To-
yota, Honda, and Volkswagen, which to this day are im-
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portant players in the global economy. The production
of large volumes of low-cost vehicles created the need for
new systems of production and new institutions for regu-
lating the relationship between managers and employees.
Finally, the ease of travel that cars made possible changed
the physical and social landscape of the communities we
inhabit.

ORIGINS OF THE INDUSTRY

The first automobiles appeared in Europe around 1890.
Although German, French, and British firms were the pi-
oneers in vehicle design and manufacture, by the first de-
cade of the twentieth century American firms dominated
the industry. The first European vehicles were expensive
luxury products produced in small batches of a few dozen
or perhaps a few hundred by skilled craft workers. Ease
of entrance led hundreds of firms to try their hand at
making cars, many producing only a handful of vehicles

The Ford Model A. The world’s first mass-produced car on the assembly line at the Rouge Plant in Dearborn, Michigan, in 1932.
AP/WIDE WORLD PHOTOS. REPRODUCED BY PERMISSION.

and lasting only a few years. However, by World War I
consolidation was underway, driven by a number of
American manufacturers who began producing tens of
thousands of vehicles per year.

This process was accelerated by Henry Ford, who
revolutionized the industry with the introduction of the
Model T in 1908. Ford’s idea was a simple one: design
a basic car; use interchangeable components; produce in
large volumes. This allowed Ford to reduce dramatically
the price of his vehicles and open up mass markets. On
the eve of the introduction of the Model T, Ford was pro-
ducing about five thousand vehicles, employing approxi-
mately five hundred workers and reporting total assets of
less than $2 million. Within five years of the introduction
of the Model T, Ford was producing nearly 200,000 vehi-
cles, employing nearly fifteen thousand workers and re-
porting over $35 million in assets.
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Lincoln Mercury division president Darryl Hazel (left) and group vice president Phil Martens drive a new model off the
assembly line in Dearborn, Michigan, 2005. The automobile industry is evolving rapidly, and many of the world’s most successful
firms have become globalized. AP/WIDE WORLD PHOTOS. REPRODUCED BY PERMISSION.

Volume production led to the introduction of the
first moving assembly line at Ford in 1913 and to the fa-
mous Five Dollar Day employee compensation policy in
1914. Ford’s dominance of the early industry was almost
total. By World War I he was producing more cars in the
United States than the next ten U.S. producers combined
and over forty times more than the next largest non-
American producer.

THE EMERGENCE OF THE BIG THREE

To this day, Ford remains an important producer, but in
the 1930s he was forced to share the sector with a number
of other innovative firms. In 1908, William Crapo Du-
rant formed General Motors (GM) by merging a number
of firms, including Oldsmobile, Cadillac, Pontiac, Buick,
and Chevrolet. He created a multidivisional structure,
with each division operating in a different price bracket.
This allowed GM to offer vehicles to suit different in-
come levels and gave consumers the option of purchasing

more expensive vehicles as their earnings rose without
having to turn to another manufacturer.

Alfred P. Sloan, who replaced Durant as the head of
GM, introduced the idea of the annual model change
during the 1920s, giving consumers further incentive to
change vehicles and purchase a more expensive model.
This strategy contrasted with Ford, who through most of
the 1920s was producing a single model, the Model T,
and for many years offering it in only one color, black.
While Ford was interested in serving a basic need for
cheap transport, Sloan turned the industry into one
where style and image were as important as cost and
functionality.

The other important innovator in the American in-
dustry was Walter Chrysler. Relying on state of the art
engineering, the latest techniques in mass production,
and a move from owner management to a more bureau-
cratic management model, Chrysler surpassed Ford in
the early 1930s, becoming the number-two producer of
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vehicles behind GM. A number of other firms, including
Packard, Hudson, Studebaker, and Nash, made signifi-
cant numbers of vehicles in the United States, but by the
early 1960s they had either failed or been bought out by
one of the “Big Three”—GM, Ford, and Chrysler. The
success of the American firms was based on their willing-
ness to produce less expensive models for a mass market,
innovative forms of work organization, and the expand-
ing purchasing power of the growing American middle
class.

THE EUROPEAN PRODUCERS

Despite the fact that European firms, such as Daimler, pi-
oneered the technical design of motor vehicles, they
quickly became less significant players outside of the
high-end luxury segment of the market, which they con-
tinued to dominate. In 1913 the largest British-owned
manufacturer of cars, Wolseley, was making 3,000 cars
per year, compared to the 200,000 produced by Ford.
Even mid-size American producers such as Willys-
Overland and Studebaker were making ten times more
vehicles than Wolseley.

These differences in production volumes also
masked important differences in production techniques.
Many American producers had adopted the techniques
of standardization, interchangeability of parts, and mass
production, while in Europe many early vehicle manu-
facturers continued to rely on hand-crafted components.
Ford’s near dominance of European markets after World
War I led to some gradual changes in strategy at firms like
Austin and Morris in Britain and Renault and Peugeot
in France, which became important European producers.
These firms were able to thrive in their local markets but
did not rival the American dominance of the global in-
dustry.

THE END OF AMERICAN DOMINANCE

The decades following World War II are often referred
to as the Golden Age, two decades of unprecedented eco-
nomic growth. The automobile industry was at the heart
of this growth. Prior to the war, total global vehicle own-
ership was around 50 million, and annual global produc-
tion was around 5 million. By 1980 there were over 400
million cars worldwide, and annual production exceeded
50 million.

During this same period there was a change in the
global pattern of vehicle production. At the beginning of
the period, the United States was the dominant producer,
manufacturing over 80 percent of the world’s cars in
1950. By 1975 U.S. manufacturers were producing less
than 25 percent of the world’s cars, as Japan and West
Germany became major producers. Since 1975 this shift
has continued, as vehicle manufacture has expanded in

Mexico, Brazil, South Korea, and Eastern Europe. The
first decade of the twentieth century witnessed a dramatic
expansion of Chinese manufacturing capacity.

PATTERNS OF INTERNATIONAL TRADE

Unlike many other products, the majority of motor vehi-
cles tended to be produced relatively near where they
were consumed. Until the 1970s, the United States im-
ported and exported very few cars. Instead, the major
American producers set up branch plants in key markets.
For a brief period, Ford used his Canadian plant in
Windsor as a base for exports to Britain and Australia,
taking advantage of the preferential tariffs between Cana-
da and Britain. But by 1911 he decided that the British
market warranted its own manufacturing facility, and a
plant was built in Manchester. GM followed Ford to Brit-
ain and Europe, after World War I.

It was not until the 1970s that this pattern of produc-
tion shifted to an export pattern, driven by the rapid ex-
pansion of Japanese and later Korean production. During
the 1970s and 1980s, a significant share of the U.S. de-
mand for vehicles was satisfied by the importation of cars
from Japan and to a lesser extent from Europe. However,
political pressure to produce and provide jobs in the
areas where cars were being sold led the Japanese to
change their strategy during the 1980s: They began build-
ing new production facilities in North America and Eu-
rope. By the end of the century they were producing al-
most as many cars in these markets as they were selling.

SOCIAL AND ECONOMIC EFFECTS

The expansion of motor vehicle production in North
American and Europe had a dramatic effect on the nature
of society. The ability to produce trucks and military
equipment in large volumes revolutionized the practice
of warfare, drove radical changes in urban architecture,
gave rise to the suburbs, and paved the way for new mod-
els of collective bargaining between ever-expanding
workforces and their employers. In the United States, the
United Automobile Workers (UAW) emerged as a key
social player under its flamboyant leader Walter Reuther.

The UAW began organizing U.S. workers in the
mid-1930s. Reuther challenged the unilateral rights of
employers to hire and fire at will and to set working con-
ditions unilaterally. The UAW was one of the earliest
unions to bring collective bargaining to the ranks of the
less skilled worker.

Following World War II, Reuther and management
at GM hammered out a deal that would set the pattern
in American industry for the next half century. The UAW
agreed to concede to management control over how and
which vehicles were made. In return, GM agreed to rec-
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ognize the union as the bargaining agent for labor and
to share productivity increases through an annual cost of
living adjustment and an annual improvement factor.
Known as the Treaty of Detroit, this deal created stability
in the industry and made automobile workers among the
best-paid industrial workers in North America. Automo-
bile workers outside of North America also enjoyed sig-
nificant improvements in their standard of living, al-
though few could rival the gains made by the UAW.

SOCIAL COSTS

The growth in the industry has not come without costs.
Cars and trucks consume large quantities of oil and have
a negative impact on the environment. Though roads
crisscross the landscape of most developed countries,
congestion is a major problem. And finally, accidents
continue to be a concern, with cars involved in tens of
thousands of fatalities each year.

SEE ALSO Agnelli Family; Ford, Henry.

BIBLIOGRAPHY

Alshuler, Alan, et al. The Future of the Automobile: The
Report of MIT’s International Automobile Program.
Cambridge, MA: MIT Press, 1984.

Bardou, Jean-Pierre, et al. The Automobile Revolution: The
Impact of an Industry. Chapel Hill: University of North
Carolina Press, 1982.

Cusumano, Michael. The Japanese Automobile Industry:
Technology and Management at Nissan and Toyota.
Cambridge, MA: Council on East Asian Studies, 1985.

Davis, Donald Finlay. Conspicuous Production: Automobiles
and Elites in Detroit, 1899–1933. Philadelphia: Temple
University Press, 1988.

Foreman-Peck, James; Bowden, Sue; and McKinlay, Alan.
The British Motor Industry. Manchester, U.K.: Manchester
University Press, 1985.

Gartman, David. Auto Opium: A Social History of American
Automobile Design. London: Routledge, 1994.

Lewchuk, Wayne. American Technology and the British
Vehicle Industry. Cambridge, U.K.: Cambridge University
Press, 1987.

Meyer, Stephen, III. The Five Dollar Day: Labor Management
and Social Control in the Ford Motor Company, 1908–
1921. Albany: State University of New York Press: 1981.

Nevins, Allan. Ford. New York: Scribners, 1954.

Rae, John B. The American Automobile: A Brief History.
Chicago: University of Chicago Press, 1965.

Wilkins, Mira, and Hill, Frank Ernest. American Business
Abroad: Ford on Six Continents. Detroit: Wayne State
University Press, 1964.

Wayne Lewchuk

Automobile

H I S T O R Y  o f  WO R L D  T R A D E  s i n c e  1 4 5 040



B

BAHIA

From the time that the Portuguese Crown granted Fran-
cisco Pereira Coutinho (1498–1549) the captaincy of
Bahia in 1535, this state in the northeast region of Brazil
has had a prominent role within the world economy. In-
deed, Bahian planters were instrumental in shaping the
development of large-scale plantation economies across
the colonial world and spurring the Atlantic slave trade—
as well as slave resistance. Bahia also played a central role
in financing the British Empire, and today it feeds the
global petrochemical industry.

From its inception, Bahia was characterized by a
monocultural, plantation economy for export—an eco-
nomic institution that became a staple feature across the
globe throughout the colonial era. The Portuguese ini-
tially established plantations in Bahia for the purpose of
exporting sugar to European markets, and during the
seventeenth and eighteenth centuries Bahia was singular-
ly identified with large-scale sugar plantations. As a result
of the success of Bahia’s sugar industry, Salvador, the
state’s capitol, became a thriving international port city.

The development of the plantation economy in
Bahia borrowed techniques from an earlier generation of
Portuguese colonizers in the Azores Islands. Bahian plan-
tation owners created large-scale, labor-intensive planta-
tions that relied on great numbers of African slaves. Sal-
vador became one of the most prosperous slave-trade
centers in the world. As slave labor grew in Bahia, howev-
er, so did slave rebellion. Following several slave revolts
in the early nineteenth century, Bahia developed an inter-
national reputation for formidable slave resistance.

Importantly, the Bahian plantation model was ex-
ported to other regions of the capitalist world economy.
The Dutch occupied Bahia for a brief period in the seven-
teenth century, and, before their defeat, they studied the
Bahian plantation and were able to replicate its basic fea-
tures in their own colonial holdings in the Americas and
Southeast Asia.

One of Bahia’s most pivotal roles in the world econ-
omy concerned its financing of the British Empire. This
resulted from a unique relationship between the Portu-
guese and the British. A series of seventeenth-century
treaties, along with the Methuen Treaty of 1703, effec-
tively reduced Portugal to the status of a protectorate of
Britain for several centuries. By virtue of this arrange-
ment, the British Empire reaped a major share of the
profits from Bahian exports.

Though of secondary importance to sugar in the first
few centuries, tobacco was also an export crop of signifi-
cance in Bahia. Tobacco’s role in the world economy was
first tied to trade with Africa. Later, the Dutch popular-
ized its use in Europe. The quality of the Bahian leaf
gained an international reputation and tobacco remained
a major export crop of Bahia throughout its history.

With the decline of Brazil’s sugar plantations in the
late eighteenth century, Bahia’s role in the world econo-
my waned. This persisted into the twentieth century,
when rich deposits of gold, rock salt, chromite, magne-
site, copper concentrate, barite, and manganese were
found throughout Bahia. Global investors, attracted to
Bahia for its vast mineral resources, established the Polo
Petroquimico de Camaçari (the Petrochemical Center of
Camaçari) in the Bahian region of Camaçari in the 1970s.
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The Bureau of Economic Analysis, a branch of the
U.S. Department of Commerce, regularly publishes
data about the balance of payments on its web site
(http://www.bea.gov).

In 2004 the U.S. current account deficit increased
to $666 billion, up from $546 billion the year before. As
a share of the U.S. gross domestic product, those num-
bers equal 5.7 percent and 4.8 percent, respectively.
The largest contributors to the deficit were imported
goods such as petroleum, industrial supplies, and con-
sumer products.

Both U.S. investment abroad and foreign invest-
ment in the United States increased in 2004. Foreign
investment in the United States was larger than U.S.
investment abroad, by some $600 billion.

Ju st in Craw ford

U.S. ACCOUNT DEFICIT

As a result, Salvador today remains a major port city
within the capitalist world economy, linking the prosper-
ous petrochemical and metallurgy industries of Bahia to
global industrial centers.

SEE ALSO Agriculture; Brazil; Cargoes, Freight;
Chambers of Commerce; Coffee;
Containerization; Empire, Portuguese; Free
Ports; Harbors; Port Cities; Portugal; Slavery
and the African Slave Trade.

BIBLIOGRAPHY

Barickman, B. A Bahian Counterpoint: Sugar, Tobacco,
Cassava, and Slavery in the Recôncavo, 1780–1860.
Stanford, CA: Stanford University Press, 1998.

Furtado, Celso. The Economic Growth of Brazil: A Survey
from Colonial to Modern Times. Berkeley: University of
California Press, 1963.

Manchester, Alan. British Pre-eminence in Brazil, Its Rise and
Decline: A Study in European Expansion. New York:
Octagon Books, 1972.

Reis, João José. Slave Rebellion in Brazil: The Muslim
Uprising of 1835 in Bahia. Baltimore, MD: Johns Hopkins
University Press, 1993.

David Baronov

BALANCE OF PAYMENTS
A country’s balance of payments is the record of all mar-
ket transactions between that nation and the rest of the
world. The term balance comes from the fact that each
international transaction creates both a debit and a credit
in the country’s international account. These items
should therefore balance; that is, the sum of all debit
transactions should equal the sum of all credit transac-
tions over the course of a given time period. The term
payments refers to the fact that the transactions are re-
corded as market values in the currency of the country
in question. The balance of payments is typically mea-
sured annually, but data for shorter periods are frequent-
ly reported.

BALANCE-OF-PAYMENTS ACCOUNTS

The balance of payments consists of three accounts: the
current account, the capital account, and the official re-
serves balance.

The current account is the sum of net exports plus
unilateral transfers. Net exports are the difference be-
tween the market value of a country’s exports of goods
and services minus the market value of all that country’s
imports of goods and services. This is where a researcher
can find information regarding, for example, trade in
spices, oil, or automobiles. Further, this account also in-
cludes insurance fees, interest payments, and dividends

on foreign bonds and stocks. Thus, if one wants to study
maritime insurance, or returns on foreign investment,
the current account is the place to look first.

Unilateral transfers consist of the net amount of gift
transactions between the country in question and foreign
counties. Examples include foreign aid donated from one
country to another, and remittances sent by immigrants
back to their home countries.

The capital account reports the difference between
the market value of capital imports and the market value
of capital exports. These flows of capital fall into two
broad types: portfolio investment and direct investment.
Portfolio investment includes purchases and sales of se-
curities along with deposits and withdrawals from banks.
Direct investment involves control and ownership of
productive facilities outside the home country. This cate-
gory thus includes purchases and sales of factories,
mines, and plantations in other countries, for example,
whereas portfolio investment involves buying stocks and/
or bonds in manufacturing firms, mining companies,
and agricultural enterprises.

The official reserves balance measures the net change
in a country’s foreign-reserve holdings. These assets cur-
rently include gold, foreign-exchange holdings, and Spe-
cial Drawing Rights issued by the International Monetary
Fund. Historically, gold was the most important reserve
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holding, with foreign-exchange holdings (especially of
British pounds sterling and U.S. dollars) becoming domi-
nant from the late nineteenth century onward.

The “balance” in the balance of payments can now
be seen more clearly. Suppose, for example, that the
United States exports $100,000 of goods to Canada. This
creates a $100,000 credit in the current account (from the
sale of the goods) and a $100,000 debit in the capital ac-
count (with the creation of a claim on foreign assets).
This debit could take the form of a deposit in a Canadian
bank, the purchase of bond denominated in Canadian
dollars, the purchase of stock in a Canadian company, or
some combination of all three transactions.

CAPITAL FLOWS OVER TIME

Balance-of-payments data are especially useful in study-
ing capital flows. The sizes and directions of international
capital movements have varied greatly over time and
place. Before 1800 capital-account flows were small rela-
tive to gross domestic product (GDP). This changed with
European industrialization. According to Angus Maddi-
son, foreign-owned capital as a percentage of GDP in de-
veloping countries rose to 8.6 percent by 1870 and
reached 32.4 percent by 1914 (Maddison 2001, 128).
These figures fell to 4.4 percent in 1950 and then rose
again during the next fifty years, to 10.9 percent in 1973
and 21.7 percent in 1998.

Different regions of the world were at various times
net importers or net exporters of capital. Europe general-
ly has been a capital exporter to the rest of the world.
North America (especially the United States and Canada)
imported capital until World War I and then exported
capital until the 1980s, when it again began importing
capital on a net basis. Asia historically has imported large
amounts of capital; however, since the 1970s Japanese
capital exports pushed the region toward balance, and in
many years to net capital-export status. South America
suffered through regular periods of large inflows, debt
default, capital outflows, and then a resumption of capi-
tal inflows from the 1840s to the present. Africa imported
capital until the 1980s. Beginning in the early 1980s, ex-
ports and imports balanced out until, in the 1990s, repay-
ments of debt actually outstripped new capital flows and
made the continent a (small) net capital exporter.

BALANCE-OF-PAYMENTS ADJUSTMENT

History is replete with “balance-of-payments crises.” Al-
though the overall balance of payments must balance, the
individual accounts need not balance. For example, dur-
ing the 1960s the United States experienced a balance-of-
payments crisis when it began running large current-
account deficits in order to finance the Vietnam War.
The deficit in the current account was financed initially

by flows of reserves, but eventually the United States had
to begin importing capital.

The importance of these types of events has led
economists to develop two basic theories of how the bal-
ance of payments maintains equilibrium: the expenditure
method and the monetary approach. Both theories are
based on the price-specie-flow mechanism first described
by the Scottish historian David Hume (1711–1776).

It is easiest to understand the price-specie-flow
mechanism through an example. Suppose the world is
composed of two countries: one has a current-account
surplus, the other has a current-account deficit. The defi-
cit country sends gold to the surplus country to pay for
its imports, and the surplus country absorbs gold in re-
turn for its exports. The increase in the surplus country’s
gold stock then causes an increase in its money supply.
Assuming that the country is at full employment, the in-
crease in the money supply causes inflation and thus a
rise in the surplus country’s export prices relative to
prices of similar goods in the deficit country. At the same
time, the gold outflow from the deficit country causes de-
flation and reinforces the relative decline in the prices of
domestic goods. Taken together, the export surplus in
the surplus country shrinks, the deficit in the deficit
country shrinks, and the two countries move toward cur-
rent-account balance.

Notice that, in this version of the story, causation
runs from spending to gold flows to changes in money
stocks to changes in prices to changes in spending pat-
terns. This is the essence of the expenditure approach to
the balance of payments. Changes in spending patterns
of households and businesses cause changes in exports
and imports, thus affecting the current account. The
changes in the money stock (via gold flows) are caused
by the changes in expenditures.

The expenditure approach builds on the price-
specie-flow mechanism in an important way. In this
model, countries can pay for their current-account defi-
cits by borrowing funds from abroad rather than (or in
addition to) exporting gold. Thus, changes in the current
account affect the capital account generally, not just gold
flows.

Further, the capital account itself reflects changes in
spending because it includes portfolio and direct invest-
ment. For example, in the nineteenth century Canadian
and U.S. railways issued bonds in European capital mar-
kets (primarily London) in order to construct interconti-
nental rail networks. European investors loaned their re-
sources because they were told that the railroads would
open up new tracts of fertile farmland and allow North
American manufacturers to grow and prosper. The rail-
ways would then be profitable and yield a stream of reve-
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nue adequate to service the debt payments. Balance-of-
payments crises erupted when the railways and other
capital-intensive investments failed and the revenues
available for debt service disappeared. Similarly, many
governments issued bonds and then used the proceeds
not for investment but for consumption purposes. Thus,
no productive assets were purchased, and a debt crisis
was inevitable.

There is another way to view the price-specie-flow
mechanism. Again suppose that there are two countries,
each with a zero balance in the current account. Then if
there is a change in money demand or money supply in
one of the countries, interest rates will adjust, causing ei-
ther an outflow or inflow of gold or foreign exchange.
The country that begins absorbing gold will experience
a rise in its relative prices, making imports cheaper and
exports more expensive and thus producing current-
account deficit, whereas the country that exports gold
will see its relative prices fall and find itself with a cur-
rent-account surplus.

This is the foundation for the monetary approach to
the balance of payments. In this theory, current account
and capital-account movements are driven by changes in
the worldwide demands for and supplies of money.
Changes in spending patterns are then caused by the
changes in relative prices that result from capital and re-
serve flows.

SEE ALSO Capital Flows; Hume, David; Rates of
Exchange.
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Louis D. Johnston

BALTIC EXCHANGE
The Baltic Exchange started life as the Virginia Wine
House, which opened at 61 Threadneedle Street in 1603,
just across the road from London’s busy Royal Exchange
(Braudel 1984, p. 355). By this time the Royal Exchange,
London’s marketplace for overseas trade, was prospering
and had become “a kind of emporium for the whole of
the earth” (Ackroyd 2001, p. 306). Its trading floor was
arranged in “walks” where merchants trading with differ-
ent parts of the world could meet from 12 to 2 P.M. each
day. There were about twenty-five of these “walks”; the
Virginia Walk was located by the southern entrance.
When merchants had finished their business they would
retire to a convenient tavern to meet others in the same
trade; the Virginia Wine House was the meeting place for
merchants from the Virginia Walk.

When coffee became fashionable the Wine House
was renamed the Virginia Coffee House, then in 1743 the
Virginia and Maryland Coffee House. By that time it was
used by merchants and traders supplying the Navy Board
with stores from the plantations of Virginia and Mary-
land. However, the Baltic was also an important source
of these goods, and in May 1744 the house’s name was
changed again, to the Virginia and Baltick Coffee House.
It was advertising that the late Virginia and Maryland
Coffee-House in Threadneedle Street took in foreign and
domestic news, letters and parcels directed to merchants
or captains in the Virginia or Baltic trade. The new hos-
telry got an unexpected bonus when a fire in 1748 burned
down many of the other coffeehouses around the Royal
Exchange, leaving the Virginia and Baltic untouched.

After the American Revolution ended in 1789 the
Baltic trade became dominant, with 4,113 ships cleared
through English ports in the Baltic trades in 1792, com-
pared with 1,047 from North America (Fayle 1931, p.
223). In 1810 the Virginia and Baltick Coffee House
closed and reopened at 58 Threadneedle Street as the Bal-
tic Coffee House. By this time tallow, the primary materi-
al used for candles, had become one of the major com-
modities traded by the coffeehouse’s clientele. It was
imported from St. Petersburg, Riga, and Archangel and
traded on the Baltic Walk of the Royal Exchange. In 1823
there was such a wave of speculation in the tallow market
that the Baltic Coffee House became an establishment of
note from the large speculations which at different peri-
ods had been carried among subscribers. To rectify this,
a committee was set up to improve standards, and a
members-only subscription room was opened on May 1,
1823, where subscribers could meet and consult a large
number of newspapers, directories, and other market in-
telligence. The refurbished Baltic Coffee House consisted
of the subscription room for subscribers, a dining room,
a sale room upstairs where tallow and oil were auctioned,
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Traders from the London Baltic Mercantile Exchange weigh
commodities in 1920. The exchange was formed in 1900 and
became one of the key centers for shipping of industrial bulk
commodities across the Baltic Sea and to several other
international destinations. © HULTON-DEUTSCH COLLECTION/

CORBIS. REPRODUCED BY PERMISSION.

and a coffee room. There were 300 subscribers, and
membership was strictly regulated. Six references were
required to become a member, and members whose con-
duct was judged unsatisfactory could be expelled.

In the 1840s the Baltic Coffee House’s transforma-
tion into a commodity exchange was helped first by a fire
that closed the Royal Exchange from 1838 until 1847, and
then by the 1848 repeal of the Corn Laws, which opened
up new grain trades. By 1854 membership had increased
from 300 to 325 and new premises were purchased at
South Sea House, an imposing building further down
Threadneedle Street with “the finest Banking Room in
the Metropolis”—this became the new subscription
room. Grain by then had replaced tallow as the main
commodity traded, and “the Baltic,” as it was now
known, was also becoming a tramp freight market. Over
the next thirty years its role as a physical exchange was
boosted enormously by the overseas cable network,
which developed between 1866 and 1890. This trans-
formed shipping because for the first time cargoes could

be fixed in anticipation of a ship’s arrival at port and
backhaul cargoes arranged.

The Baltic benefited because London was at the heart
of the new communications network, and a trading floor
was the most economic way to exploit the opportunities
offered by instant communications. The problem was
that cables were prohibitively expensive. The first Atlan-
tic cable in 1866 cost $1.25 per word (about 5 British shil-
lings), and although by 1894 rates across the Atlantic had
fallen, outlying areas such as southeastern Africa still cost
over $1.25 per word. (In 2005 that equates to about $300
per word.) Given these prohibitive costs, agents and bro-
kers would arrange transport on the exchange floor and
then cable the briefest details to their principals. Trading
sessions (“changes”) were held twice a day, and Leon
Benham, a shipbroker with H. Clarkson, “was in constant
attendance at the Baltic Exchange. Several times a day he
would return to the office to dispatch telegrams, invari-
ably drafted on the stiff cuffs of his shirt” (Clarkson 1853,
p. 20).

By 1880 Baltic membership had quadrupled to 1,337
members, and the facilities at South Sea House were in-
adequate. When the Baltic Exchange Company Limited
failed to deal with this problem, in 1893 a breakaway
group formed the London Shipping Exchange, and its su-
perior premises in Billitier Street were an instant success,
attracting 1,500 members and causing a decline in Baltic
membership. After six years of competition the two orga-
nizations merged in 1899 and a new organization, the
Baltic Mercantile and Shipping Exchange, was set up to
build a new exchange that would reflect the interests of
both merchants and shippers.

The new cathedral-like Baltic Exchange, opened in
St. Mary Axe in 1903, continued to trade commodities,
particularly grain and soybeans, as well as freight. But by
the 1920s freight was becoming more important as the
amalgamation of grain interests (the Miller’s Union) un-
dermined the grain trade, and by the end of the 1930s the
membership was composed of 50 percent shipping, 37
percent grain, and 13 percent oilseed trade. By the 1950s
the Baltic was almost exclusively a shipping exchange,
chartering tramp vessels for the deep-sea and short-sea
trades. Trading sessions still took place twice a day, and
in the course of a few brief conversations on the floor of
the Baltic, a chartering clerk could obtain a firm offer of
a vessel and a firm bid for carriage of cargo far more easi-
ly and swiftly than was possible by telephone, telegram,
or letter. All of this depended on the ability of members
to rely on deals struck in a few words on the exchange
floor—hence the Baltic’s maxim, “our word is our
bond.”

Over the next fifty years the advantage of the physi-
cal exchange was eroded by communications technology.
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Broadcast telex, automatic switchboards, fax, and e-mail
progressively reduced the need for a physical trading
floor as brokers, shippers, and ship owners networked
from their offices. By the 1980s trading sessions were re-
duced to Monday lunchtimes only, and the Baltic Ex-
change launched itself in the futures market. In 1985 it
started to compile the Baltic Freight Index, published
every day at 1 P.M. This was the settlement Index for Con-
tract Trading through the London futures market. Dur-
ing the 1990s contract trading gradually gave way to ne-
gotiated agreements, and the range of routes was widely
extended. In 2004 the Baltic published more than forty
routes on its web site, in addition to providing dining fa-
cilities, a bar, and, of course, a coffee room.

SEE ALSO Cargoes, Freight; Chambers of
Commerce; Containerization; Lloyd’s of
London; United Kingdom.

BIBLIOGRAPHY

Ackroyd, Peter. London: The Biography. London: Vintage,
2001.

Barty-King, Hugh. The Baltic Exchange: Baltick Coffee House
to Baltic Exchange, 1744–1994. London: Quiller Press,
1994.

Blake, George. Lloyd’s Register of Shipping, 1760–1960.
London: Lloyd’s Register, 1960.

Braudel, Fernand. Civilization and Capitalism, Fifteenth to
Eighteenth Century: The Perspective of the World. New
York: Harper and Row, 1984.

Clarkson. The Clarkson Chronicle, 1852–1952. London:
Harley, 1953.

Cochran, Ian. The Baltic Exchange: 250th Anniversary.
London: Lloyd’s List, 1994.

Fayle, C. Ernest. A Short History of the World’s Shipping
Industry. London: Allen and Unwin, 1931.

Martin Stopford

BALTIC STATES
The Baltic states Estonia, Latvia, and Lithuania are situat-
ed between the Baltic Sea and Russia. Their trade patterns
have often been determined by the neighborhood and by
the interests of both Russia and its trading partners to ac-
cess and control the Russian market. Accordingly, transit
trade in Baltic ports has been important, from the age of
the Vikings until the present.

In 1450 the Hanseatic League, an organization of im-
portant German traders, was still the major power holder
of the Baltic Sea, although it was challenged by the new
trading power the Netherlands. Several of the Baltic
towns of the time, Riga, Reval, Dorpat, and others, be-
longed to the Hanseatic League. German traders and
German culture dominated the Baltic towns. Furs, bees-

wax, tar, hemp, grain, and timber were exported from the
Baltic towns. The strategic importance of these items de-
serves some attention. In this period, the Netherlands
and England were building fleets to rule the seas, and
lesser powers such as Sweden and Denmark tried to emu-
late their success at controlling trade. The Baltic exports
were important since they contained all of the necessary
naval stores. They were producers of timber and tar for
the building of ships, flax and hemp for the making of
sails, and hemp again for the innumerable cables, ropes,
and cords needed to make ships sail. Riga was the center
of the international hemp trade, and the Baltic area was
an important if not exclusive producer of strategic goods.

In the seventeenth century, the focus of timber trade
moved northward in the Baltic Sea area, from Danzig and
Königsberg to Riga and, for tar, to Finland. At the same
time, the significance of Baltic grain was growing. The
most important import items were salt, fish, cloth, and
wine. The trade was dominated by the Netherlands dur-
ing the sixteenth and seventeenth century, but in the
eighteenth century English and Scottish traders in the
Baltic ports replaced Dutch traders.

By the mid-sixteenth century, Sweden’s interest in
the Baltic area increased. The expanding Russian empire
lacked ports in the Baltic Sea, and controlling the Baltic
provinces was a way of controlling Russian expansion
and trade. Sweden acquired the Baltic provinces Estonia
and Livonia through wars and agreements. In Sweden,
the variety of mercantilism called cameralism and its pol-
icies promoted trade in the interest of the central Swedish
area, and exchanges were basically in its favor. Grain was
becoming the most important contribution of the Baltic
provinces to the motherland. Formally, the grain was not
delivered in the course of trade but as delivery of various
taxes and contributions. Livonia became an important
granary for Swedish garrisons throughout the Swedish
territory and helped Swedish war efforts, particularly in
preparations for the Great Northern War in 1700–1721.

The grand duchy of Lithuania also developed grain
trade in this period. Riverboats carried grain to Königs-
berg, Riga, Klaipeda, and Gdansk. Already in the first half
of the sixteenth century, landlords gained the right to
trade with foreign countries without any customs and
taxes, which negatively influenced the domestic market.
Lithuania also held an important place in oriental trade,
through its intensive contacts with the Crimean Khan.
Courland under the suzerainty of the king of Poland-
Lithuania went through a period of growth in the mid-
seventeenth century, with exports of grain and flax. The
Couronian duke built a considerable fleet and even
founded overseas colonies, which, however, soon were
lost to England.
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At the end of the Great Northern War in 1721, the
Baltic provinces were incorporated into czarist Russia.
Riga became the transit port for trade between Russia
and Western Europe. Five hundred to eight hundred
ships per year visited Riga in the eighteenth century.
When the harvest was poor in Russia, exports of Baltic
grain were prohibited. Flax from Livonia and Courland
was sold in Riga and was important for the emancipation
of the peasantry there. By selling flax, peasants were able
to buy relatively substantial farms. An owner-occupier
peasantry, crucial for subsequent political development
and economic growth, started to form in the nineteenth
century.

The state-led industrialization of Russia in the late
nineteenth century was rapid in the western areas, among
them the Baltic provinces. Railways, built in the second
half of the century, contributed to integration of the Rus-
sian market and to transit trade over Riga and Liepaja.
Factories built in Riga, Narva, and other places were typi-
cally large-scale, often foreign-owned, and oriented to
the needs of the state. Imports became more varied, with
an eye to the needs of the industries, mostly metallurgy,
textile, and food.

After the Russian revolution, the Baltic States gained
their independence in 1919. They were totally cut off
from the Russian market. The large-scale industries ca-
tering to the Russian army and home market failed, and
the young republics were forced to reorient the economy.
New, small-scale industries had difficulties reaching for-
eign markets in the bleak economic opportunities of the
interwar years, but agricultural cooperatives found new
markets for butter and bacon in the British and German
markets. Timber and oil shale were other important ex-
port items. In the depression of the 1930s, agrarian ex-
ports were in severe crisis, but they recovered with Ger-
man war preparations. Subsequent growth was closely
related to German imports through bilateral trade.

In World War II, the Baltic countries were devastat-
ed and once again were incorporated in the large Soviet
internal market. Exports were few to the outside world,
but large-scale industries were rebuilt in the Baltic repub-
lics. The region grew more quickly than the rest of the
Soviet Union. At the demise of the Soviet Union, the in-
dustries again collapsed, and the Baltic states had to start
reconstruction again in the 1990s. After independence,
agriculture was in crisis. Foreign-owned companies,
many based in Finland, Sweden, and Germany, bought
existing production plants, and trade became reoriented
toward Western Europe. Simultaneously, formerly im-
portant trade links with Russia were severed in Estonia
and Latvia, and to a lesser extent in Lithuania. The Baltic
states are dependent on foreign trade and have to struggle
to keep the balance of trade even. The lack of vital re-

sources of raw materials, in particular energy, is a contin-
uous challenge to their trade policies.

S EE A LS O Agriculture; Cargoes, Freight;
Finland; GATT, WTO; Germany; Great
Depression of the 1930s; Hanseatic League
(Hansa or Hanse); Russia; Timber.
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Anu Mai Kõll

BALTIMORE
The tobacco economy of colonial Maryland fostered
broad settlement patterns and discouraged the growth of
major staple ports. The city of Baltimore was established
as a town in 1729 on the Patapsco River, a tributary of
the Chesapeake River, but had only twenty-five houses
in 1752 according to a contemporary observer. The in-
creasing demand for cereals in the West Indies in the sec-
ond half of the eighteenth century, as well as European
food shortages in the late 1780s and early 1790s, greatly
benefited Baltimore. Its population grew from 3,000 in-
habitants in 1760 to 13,500 in 1790 and 54,000 in 1810.
Warfare made local shipowners and merchants switch to
privateering, in which the city excelled during the Ameri-
can Revolution, as well as during the War of 1812.

The location of Baltimore took advantage of the rela-
tive depth of the port, the mildness of the Chesapeake
Bay, which allowed shipping all year round, and a fertile
hinterland with rapid-moving streams ideal to mill sites.
By the late 1780s, the city competed in most markets with
Philadelphia, which was at that time the main U.S. port.
French and European wars boosted Baltimore’s world-
wide trade, adding re-export trade to the more tradition-
al import-export activities and allowing entrepreneurial
merchants such as Robert Oliver to become millionaires.
Baltimore’s technological advances in shipbuilding (e.g.,
the Baltimore clipper) at Fells Point made the city a lead-
er in the industry from 1790 to 1815.

After 1815 Baltimore resumed a vigorous foreign
trade in flour, and by 1825 the city was the second-largest
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Francis Scott Key (1779–1843), an American sol-
dier and patriot during the War of 1812, was detained
by the British during their bombardment of Fort
McHenry in Baltimore when he approached their
ships to secure the release of a friend and fellow sol-
dier. He was successful, but the British kept him while
they launched an assault on the fort.

During a fierce twenty-four hours, the British
flotilla fired more than 1,800 shells at the fort, finally
stopping just before dawn on September 14, 1814. Key
was uncertain about the fate of his fellow Americans
on shore until, at sunrise, he saw the U.S. flag still fly-
ing above the fort.

Deeply moved, he described the sight in a poem
he called “The Defense of Fort McHenry.” The poem
was later put to music. In 1815 it was renamed “The
Star Spangled Banner.”

In 1931 it became the United States’ national
anthem.

Ju st in Craw ford

THE STAR SPANGLED
BANNER

municipality in the United States. But after sixty years of
extraordinary growth and prosperity, Baltimore experi-
enced a decline relative to other U.S. ports. Whereas the
Erie Canal (1825) enhanced New York trade to the ad-
vancing U.S. frontier, Baltimore’s Chesapeake and Ohio
Canal project (1828) to link the Potomac and Ohio River
Valleys met with major construction difficulties and un-
expected costs. It was not until 1850 that the canal, which
operated until 1924, reached Cumberland (184 miles). By
1836 the port developed the first railcar ferry in the Unit-
ed States, and the Baltimore and Ohio Railroad allowed
a buoyant grain trade from the Midwest in the decades
after the Civil War. In the second half of the nineteenth
century Baltimore was still an important port city, com-
bining trade (in cereals), passenger transport (of Europe-
an immigrants), and industry (shipbuilding, canning of
oysters). Despite a destructive fire in 1904, the city prog-
ressed well into the 1920s, but then suffered severely from
the Great Depression and World War II.

The postwar recovery made Baltimore the seventh
port of the United States in terms of the value of its im-
ports (U.S.$20 billion in 2003). Exports are less relevant

by far (one-fourth of imports, both in terms of value and
of volume). Baltimore ranks as the tenth U.S. port in the
number of vessels calling, but is first in roll-on-roll-off
transport. Particular efforts have been made to modern-
ize facilities on the 2,000 acres of the marine terminals
of the Port of Baltimore, which is one of the major eco-
nomic engines of its region. The port employs about
16,000 people directly, and at least that many indirectly.

S EE A LS O Agriculture; Boston; Cargoes,
Freight; Cargoes, Passenger; Chambers of
Commerce; Charleston; Containerization;
Empire, British; Free Ports; Harbors; Los
Angeles–Long Beach; New Orleans; Newport;
New York; Philadelphia; Port Cities; Salem; San
Francisco–Oakland; United States.
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Silvia Marzagalli

BANGLADESH
Bangladesh (2004 pop. 141,349,476), is historically part
of Bengal, a former province of British India that encom-
passed West Bengal (now in India) and East Bengal (now
Bangladesh). From the mid-eighteenth century to the
mid-twentieth century, the area of present-day Bangla-
desh was part of the Bengal province of British India. In
1905, Bengal was divided roughly along religious lines
into Hindu West Bengal (now India) and Muslim East
Bengal (now Bangladesh). East Bengal became East Paki-
stan in 1947, and Bangladesh in 1971. Bangladesh is one
of the world’s poorest and most densely populated coun-
tries.

During the prosperous years of the Mughal Empire
in the sixteenth and seventeenth centuries, northeast
India attracted new and increasingly powerful European
interests, including French, Dutch, and British trading
companies, and the Bangladeshi cities of Chittagong and
the present capital, Dhaka (Dacca), became centers of the
textile trade. By 1765, however, the British had become
de facto rulers of Bengal, and had made Calcutta in West
Bengal their commercial and administrative center in
South Asia. For the most part, the development of Mus-
lim East Bengal was thereafter limited to agriculture, as
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the colonial infrastructure of the eighteenth and nine-
teenth centuries reinforced the area’s function as a sup-
plier of materials—chiefly jute and rice—to processors
and traders in urban economy around Calcutta.

Before the British period, East Bengal was already
part of an international trading system. Europe took In-
dian and Chinese products that it could not produce it-
self, such as spices, exotic woods, tea, and silk and cotton
textiles. Asia—particularly China—took mostly South
American silver in return. East Bengal was known specifi-
cally in aristocratic circles of Asia and Europe, and later
North America, for its dyes, yarn, and fine handwoven
muslin and silk fabrics that it produced far more cheaply
than could Europe.

At the turn of the nineteenth century the British de-
cision to develop West Bengal, government imposition
of disadvantageous work rules on weavers, and the pro-
duction of machine-made textiles by English factories
spelled great difficulties for the Bengali traditional hand-
loom process and trade. Cotton cultivation in the United
States largely replaced Bengali cotton growing, and the
textile industry became dependent on imported yarn.
With the industrialization of Europe, trade balances gen-
erally tipped against India in the nineteenth century.

The opening of the Suez Canal contributed to a sev-
enfold increase in India’s general trade volume between
1869 and 1929, but these increases did not benefit East
Bengal because of its subsidiary status to Calcutta. Rapid
population growth—made possible in part by favorable
natural conditions for agriculture—constrained per capi-
ta growth in the region, traditional agricultural methods
inhibited farming modernization, and riverine geogra-
phy limited maintenance of a modern transportation
system.

The partition of India in 1947 and Bangladesh’s sub-
sequent war for independence from West Pakistan
caused great loss of life and vast damage to national infra-
structure. The main shipping port at Chittagong was un-
usable for years. The connection that former British East
Bengal had maintained to the reliable urban economy
around Calcutta for jute and rice ended.

Bangladesh has had a negative trade balance since in-
dependence in 1971. Raw jute and textiles continue to
dominate the economy, accounting for almost 90 percent
of merchandise exports. Rice cultivation occupies over 70
percent of fertile land, and nearly 80 percent of the popu-
lation is engaged in agriculture. Additional exports in-
clude tea, seafood, and wood products, as well as modest
amounts of petroleum and natural gas. As of the late
1990s imports were more than triple exports, and the
country relies on development aid, with India its largest
donor. In recent decades Bangladesh has exported work-

ers to wealthy, often Islamic, countries; remittances from
these workers have become a major source of foreign ex-
change.

S EE A LS O Bengal; Cotton; Famine; Import
Substitution; India; International Trade
Agreements; Pakistan; Textiles.
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Peter E. Austin

BANKING
The international trade of merchants played a pivotal
role in the early development of banking. Along with
state and city governments, merchants trading interna-
tionally were the most important customers by far for
bankers. Generally speaking, they operated on a larger
scale and in a more sophisticated way than other business
sectors and, as a matter of routine, needed to exchange
currencies and to finance goods in long transit between
places of purchase and sale. As important users of bank-
ing services, their involvement in the promotion and
ownership of banks was inevitable, and many managed
banking alongside merchanting activities. By the second
half of the nineteenth century, however, their dominance
had greatly reduced as more complex requirements of
other business sectors emerged.

EARLY DEVELOPMENTS IN SOUTHERN EUROPE

Banking originated in ancient Greece in the fifth and
fourth centuries B.C.E. when the Athenian economy
began to shift from subsistence to coin-based transac-
tions. Our knowledge of their banking processes remains
sketchy and their significance is debated, but they includ-
ed distinctive elements of banking such as the receipt of
deposits for safekeeping (but without payment of inter-
est) and the provision of advances. Bankers also authenti-
cated and exchanged currencies in the form of coin,
which was essential for the conduct of long-distance
trade. By the second century B.C.E., bankers in Egypt were
acting on written instructions from depositors for fund
transfer, another essential feature of banking.

Banking structures reappeared in the twelfth and
thirteenth centuries, although on a very limited scale
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Banking in the Depression era. In the wake of the great economic collapse following the 1929 stock-market crash, the United States
government legislated banking reforms, such as deposit insurance, intended to restore consumer confidence in the country’s financial
infrastructure. THE LIBRARY OF CONGRESS.

given the continuing feudalism, which placed emphasis
on subsistence, barter, and payment in kind, and not on
money, loans, and capital. International trade was grow-
ing fast in the eastern Mediterranean, where leading mer-
chants in cities such as Genoa, Venice, Florence, and
Siena began to provide recognizable banking services.
These embraced currency exchange, deposit taking, pro-
vision of loans, and arrangement of transfers for mer-
chants and city-states. The trading and banking activities
of the most powerful of these merchant bankers were fo-
cused on great commercial fairs such as those of Cham-
pagne, to which they traveled to exchange currencies, set-
tle debts, and provide credit.

By the fifteenth century, banking was adopting a
more specialized and institutionalized form. It remained
concentrated in southern Europe, in particular in the
city-states of Italy and Spain, and embraced the earliest
elements of public banking, although private ownership
of banks by a single family or small number of partners
remained the dominant ownership form. These public
institutions accepted the savings of citizens and financed
city-state governments. Another category, monte di pietá,
developed as quasi-charitable institutions which received

funds from wealthy citizens and made loans secured on
pawns to borrowers of modest means. But of much great-
er importance for international trade and finance was the
emergence of a small number of great private merchant-
banking houses, of which the Florentine bank of Medici,
formed in 1397, was the most powerful and sophisticat-
ed. Its network of branches and agents, stretching across
Europe, cooperated in gathering and sharing commercial
intelligence, spreading risk, and effecting international
payments in support of its merchant and sovereign cli-
ents in a highly efficient way. The later German house of
Fugger is another example from this period of a success-
ful private banking house, albeit one with wider econom-
ic interests.

EARLY BANKING IN NORTHERN EUROPE

The seventeenth century witnessed a shift in economic
growth and innovation in banking to northern Europe.
Publicly owned banks based in north European cities led
the way into an era of greater stability and continuity. In
the greatest financial and trading center of all, Amster-
dam, the city and merchant community promoted the
Wisselbank (Exchange Bank), which opened in 1609 and

Banking

H I S T O R Y  o f  WO R L D  T R A D E  s i n c e  1 4 5 050



Jacob Fugger, also known as “Jacob the Rich,” and his
bookkeeper.  Fugger came from a family of German financiers.
He expanded the family’s wealth and power and established a
virtual monopoly over Central Europe’s precious metals
industry. ERIC SCHAAL/TIME LIFE PICTURES/GETTY IMAGES.
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acted as a prototype for similar city banks established
elsewhere in northern Europe. It dominated banking in
Amsterdam, receiving deposits, making transfers be-
tween customer accounts, advancing funds to merchants
and public authorities, and, not least, taking responsibili-
ty for coinage and exchange.

The creation of state banks—as opposed to city
banks—more closely linked public banking with the
management of government finance in northern Europe.
The Bank of Sweden, formed in 1668 and closely mod-
eled on the Wisselbank, was the first such institution, but
more notable was the Bank of England, formed in 1694.

As with so many similar formations, merchants took the
lead in establishing this public bank that replaced private
goldsmith bankers in lending funds to the British govern-
ment and also provided the government with debt man-
agement and other banking services. Alongside this, im-
portant commercial banking was undertaken, largely for
merchant customers, and banknotes were issued, first by
the Bank of Stockholm in 1661. Other early state-bank
developments occurred in France in 1716, Prussia in
1765, and the United States in 1791.

State and city banks apart, the commercial banking
scene in northern Europe in the eighteenth century was
dominated by small private banks owned and managed
by partnerships, family members, or sole traders. In this
period, on the back of an unprecedented rise in economic
prosperity, the banking system in England was as ad-
vanced as in any country. In the seventeenth century
banking had been largely restricted to London, and was
in the hands of goldsmiths who, inter alia, provided safe
custody for valuable property, accepted deposits, dis-
counted bills of exchange and advanced funds, especially
to the government. By the late century the goldsmith-
related activities of these bankers were being discontin-
ued as their commercial banking services were broad-
ened. In the eighteenth century numbers expanded rap-
idly as private commercial banks became well established
outside London; by 1800 every town had at least one
bank, and often several. As a distinct exception to this
pattern, a more permissive legal system in Scotland en-
couraged the formation of public commercial banks op-
erating on joint-stock principles with multishareholders.
Three were established after 1695 and several more im-
mediately after 1800, although private banks also existed
in Scotland and thrived.

MERCHANT BANKING AND BILLS OF EXCHANGE

In the eighteenth century a specialized form of banking
emerged in northwest Europe—by now the center of
world trade—for the finance of international merchants.
Known as merchant banking, it was intricately linked to
the bill of exchange, and was conducted by small private
banks based in cities such as Amsterdam, Hamburg, and,
particularly in the nineteenth century, London. These
banks had invariably been formed as merchant firms
trading internationally in commodities on their own ac-
count and also providing agency services such as arrang-
ing warehousing and insurance, buying and selling com-
modities, and making and collecting payments for
merchants in other centers of international trade. It was
a small step to include banking in their portfolio of ser-
vices, simply by providing advances when a payment
needed to be made ahead of a collection or holding de-
posits when a collection was received before a payment
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An 1862 banknote from Boylston Bank in Boston. The American Bank Note Company produced this banknote for Boylston Bank
in Boston. Notes were one of several lending instruments that became prominent in the U.S. banking industry during the industrial
development of the nineteenth century. THE LIBRARY OF CONGRESS.

needed to be made. However, although these merchant
banks did provide merchants with advances, much more
frequently their facilities were based on their accep-
tance—or guarantee—of the bills of exchange of their
customers.

Bills are one of the most durable banking instru-
ments, originating as “letters of exchange” issued by Gen-
oese bankers from the late twelve century and used wide-
ly by fourteenth-century Italian bankers for, inter alia,
finance of trade emanating from the Champagne fairs. A
bill represents a promise to make a payment in the future
(often three months or more) for goods received in the
present. If guaranteed—or “accepted”—by a well-known
bank of high standing, bills could be sold on—or “dis-
counted”—by the holder. Thus, merchant banks of high
standing accepted the bills of their merchant customers
in return for a commission and guaranteed to pay the bill
when it fell due for settlement. Accepted bills thereby be-
came easily transferable and were included in the short-
term asset portfolios of commercial banks. But as well as
being an important means of raising short-term finance,
they were also a highly effective means of making pay-
ment internationally. In the nineteenth century the inter-
national bill market became centered on London, where
merchant banks were of prime importance in the finance
of international trade until 1914.

In the eighteenth century Hope and Company of
Amsterdam was the most important merchant bank; in
the next century London houses, led by Barings and
Rothschilds and including firms such as Hambros, Sch-
roders, George Peabody and Company, and Morgan
Stanley and Company were preeminent. From the mid-

nineteenth century these houses were also at the heart of
the emergent London international capital market, now
the world leader in making bond issues and providing
other security-management services for sovereign, mu-
nicipal, and corporate clients in all parts of the world.
This was the beginning of modern investment banking,
and in due course the London banks were joined by simi-
lar private banks in the other major international capital
markets which developed before 1914, namely Paris, Ber-
lin, and New York.

DEVELOPMENT OF MODERN COMMERCIAL
BANKING

The massive growth in economic activity in the nine-
teenth century took place in an environment of burgeon-
ing population growth and increasing personal wealth,
larger and more sophisticated producers of goods and
services, more extensive government activity and expen-
diture, and, not least, the international movement of
goods, people, and capital on an unprecedented scale. All
had profound effects on banking, which transformed it-
self from an industry characterized by small, privately
owned entities to one dominated by giant public corpo-
rations.

Among state banks, the Bank of England remained
the most powerful, but significant developments oc-
curred in France, Prussia, Belgium, Italy, the Nether-
lands, the United States, Russia, Japan, and elsewhere. Al-
though the objectives, activities, and ownership of no two
state banks were hardly ever the same, common themes
included raising and managing government debt and in-
fluence over the wider economy through activity in the
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money markets and control of banknote issue. In this pe-
riod many state banks were given a monopoly of note
issue and, given their national strategic importance, were
sometimes subject to state controls or ownership.

But the most important change of all was the virtual
disappearance of private banks and their replacement by
joint-stock banking, which had its origins in the city-state
banks of fifteenth-century Italy and, later, in state banks
such as the Wisselbank and the Bank of England. The es-
sence of joint-stock banking is public ownership by a
large body of shareholders who provided a major propor-
tion of the bank’s assets in the form of share capital.
Shareholders elected a board to direct the business and
appoint professional bankers as managers, and they often
benefited from limited liability. Their large shareholder
base meant that they could command far greater re-
sources than private banks, which were reliant on the re-
stricted resources of a handful of partners and their fami-
lies. They offered greater stability to depositors and larger
and more sophisticated facilities to increasing numbers
of big-business customers.

U.S. bankers were early and enthusiastic proponents
of joint-stock banks, launching their first, the Bank of
New York and the Bank of Boston, in 1784; by 1850 over
1,000 promotions had been handled. Rapid progress was
also made in England following the passing of enabling
legislation in the 1820s. Within ten years 100 joint-stock
banks had been promoted, and their impact was extend-
ed through the acquisition of small private banks and
their establishment of branches; by 1850 some 1,700
bank branches existed in the United Kingdom.

Adoption was much slower and restricted and more
specialized in the rest of Europe. Between the 1820s and
1860s it was invariably associated with industrial devel-
opment and company formation, and included names
such as Société Genérale de Belgique and the French
Crédit Mobilier. It was not until the second half of the
century that joint-stock deposit banks with branch net-
works took hold.

The joint-stock model was exported to the European
empires and to nonaligned areas such as Latin America
to provide local banking services to which quasi-state
banking functions were sometimes attached. British for-
mations, promoted from 1817, invariably headquartered
in London and using capital provided by U.K.-based
shareholders, were by far the most numerous, followed
by those of France and Germany. Some sixty-eight Brit-
ish formations were launched between 1853 and 1913
and comprised an important element of economic impe-
rialism. They were the earliest banks in Australia, Cana-
da, India, Africa, and South America; hardly a territory
existed to which their branch networks did not extend.

In the second half of the nineteenth century concen-
tration of joint-stock banking into fewer and fewer units
became characteristic of banking development. Banks
grew in size through acquisition or merger and developed
into regionally and then nationally spread entities with
management focused in the great financial centers of
London, Paris, New York, and Berlin. Such concentra-
tion was explained in terms of the need for increased ca-
pacity when serving the largest customers, the need to
demonstrate the stability that comes with size and geo-
graphical spread, and the need to respond to fierce com-
petition. But the accumulation of such power in fewer
and fewer hands became a source of concern from the
early twentieth century, and checks—both formal and in-
formal—were introduced to curtail it.

CRISES IN BANKING

The history of banking is punctuated by bank failure and
loss of deposits and capital by customers and owners, ei-
ther through the collapse of a single institution due to its
mismanagement or the widespread failure of banks due
to a general financial crisis leading to panic and with-
drawal of deposits by customers. Numerous examples are
to be found from the outset of banking in Italy in the
Middle Ages, most notably the collapse of the leading
Florentine houses as a result of default between 1339 and
1343 on huge loans they had made to King Edward III
of England (1312–1377).

The nineteenth century provides good examples of
all types of bank failure—the wholesale collapse of British
private deposit banks in the 1820s as a result of the burst-
ing of a stock market boom, especially in Latin American
securities; the devastation of merchant banking in the
United States and Europe in the 1830s and 1840s as a re-
sult of financial crises that crossed the Atlantic; the wide-
spread failure of Australian banking in the 1890s follow-
ing the collapse of a boom in land prices; and the 1866
failure of Overend Gurney, a discount house at the heart
of the London money market, due to mismanagement.

However, in the nineteenth century important forces
were at work to ensure greater stability, at least in deposit
banking. The move to larger units operating regionally
or nationally meant that being spread over a wider and
more diverse area of economic activity mitigated a bank’s
risk. Improved education and professional standards in
banking and more rigorous reporting by banks to share-
holders (and customers) were also important.

The banking panic arising out of the 1866 collapse
of Overend Gurney underlined the need for the banking
community to support banks in difficulty and thereby
stave off crisis. Therefore, in 1890, when Barings, the
leading London merchant bank, suffered a liquidity cri-
sis, its collapse was prevented through a rescue operation
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launched by the Bank of England. It was the first such op-
eration conducted by a state—or central—bank, and it
marked an important future role for them. The 1929
Wall Street Crash, which caused the failure of some 5,000
U.S. banks and created the greatest crisis in modern
banking, resulted in the first comprehensive legislation to
regulate banking. At its heart was the separation of com-
mercial banking and deposit taking from investment
banking and direct exposure to the security markets.

EARLY INTERNATIONAL COOPERATION IN
BANKING

World War I—the first period of total war—and its after-
math provided a huge shock and challenge for banking.
Certain lines of business (e.g., the trade-finance activities
of merchant banks) were severely damaged and the ad-
ministration of banks was disrupted. At war’s end Rus-
sian banking was in ruins, German banking was severely
damaged, and in the United States banking was in the as-
cendancy. The importance of the dollar and of the New
York international capital market had increased steadily
before the war; after the war the United States was the
most important creditor nation and the role of U.S.
banks in international finance had been hugely en-
hanced.

The economic damage brought by war was especially
exposed in the interwar years. Whereas U.S. banks ex-
tended their international activities, those of European
banks were increasingly confined to domestic markets.
The functioning of the international economy was hin-
dered by the legacy of huge wartime loans between the
Allies and by unrealistic reparation payments imposed on
Germany. The 1929 Young Plan dealt with the repara-
tions legacy and paved the way for the establishment of
the Bank for International Settlements in Basel in 1930.
It was a vehicle for communication and cooperation be-
tween central banks in the management of international
financial affairs and was the first supranational bank.

In the new era that followed World War II more du-
rable solutions were sought in creating stability in the in-
ternational economy. Of huge importance was the 1944
Bretton Woods Conference of the Allies, which led to the
formation of two more supranational institutions, the In-
ternational Monetary Fund (IMF) and the International
Bank for Reconstruction and Development (the World
Bank). The former aimed to promote world trade
through economic good order, in particular via the sta-
bility of exchange rates and the financing of trade deficits,
whereas the latter, at least initially, funded the rehabilita-
tion of infrastructure in those countries most damaged
by war.

SEE ALSO Accounting and Accounting
Practices; Capital Flows; Capitalism; Great

Depression of the 1930s; Hope Family;
International Monetary Fund (IMF); Money
and Monetary Policy; Morgan, J. P.; World
Bank.
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BARCELONA
Barcelona emerged in the late Middle Ages as the princi-
pal port of the western Mediterranean, closely associated
with the rise of Catalonian commerce and the Kingdom
of Aragon. The Black Death of the fourteenth century ar-
rested this growth, but its fleet had extended Aragonese
power over the Balearic Islands, Italy, Sicily, and beyond
to the Levant. Barcelona’s merchants and navigators, rep-
resented by a powerful guild, the Consulat de Mer, traded
throughout the Mediterranean and brought prosperity to
the city. Construction begun in 1477 protected and pro-
gressively expanded its harbor.

Turkish power in the Mediterranean, Castilian hege-
mony following the unification of Spain, and the discov-
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ery and conquest of America all tended to diminish Bar-
celona’s importance after 1450, especially with Seville’s
designation as the exclusive port for trade with America
in 1503. French and Italian ports also seriously chal-
lenged Barcelona’s role in Mediterranean trade from the
fifteenth through the seventeenth centuries.

Barcelona suffered new damage in the War of the
Spanish Succession (1701–1714) when it sought to secede
from Spain and supported the Habsburg claim to the
Spanish throne. Spain treated Catalonia as a conquered
province and continued to subordinate its interests to
those of Castile. Nevertheless, military expenditures
stimulated Barcelona’s economic recovery, and Bourbon
reforms later in the eighteenth century triggered an in-
dustrial revolution, especially in cotton textile manufac-
ture. After 1778 Barcelona’s merchants began to partici-
pate in the American trade, and by the end of the century
its commerce had grown greatly as the city expanded be-
yond its medieval walls.

After 1792 the French Revolution and Napoleonic
Wars damaged Barcelona again. The city shared much of
the turmoil and social upheaval that characterized the
rest of Spain in the struggle between republicanism and
monarchy during the following century. Yet it enjoyed
substantial growth in commerce and industry as its pop-
ulation grew from 115,000 in 1800 to more than 500,000
in 1900, and more than 1 million by 1930. Rising trade-
union activity and immigration accompanied Barcelo-
na’s industrial prosperity and accounted for the city’s
leftist politics, but the establishment of the republic at
Barcelona in 1931 brought more turmoil and damage
during the Spanish Civil War (1936–1939), followed by
political repression and economic stagnation under the
fascist rule of General Francisco Franco (1892–1975).

Since Franco’s death, as the capital of the Autono-
mous Catalonian Community, Barcelona led Spain’s de-
mocratization. Its production of about 20 percent of
Spain’s industrial goods—notably chemicals, pharma-
ceuticals, automobiles, household appliances, and elec-
tronics—increased its exports, and its free economic
zone (zona franca) encouraged a substantial re-export
trade. Its imports of natural gas supply a large region of
Spain and France. With its stock exchange, World Trade
Center, a modern transportation system, and ferries con-
necting the port with the Balearics and Genoa, Barcelona
is an international commercial and financial center. The
city has a population of more than 4 million in its metro-
politan area, and as one of Europe’s most important
ports it has looked outward to the world. Its hosting of
the 1992 Olympics reinforced that trend and gave an im-
portant boost to Barcelona’s economy.

SEE ALSO Agriculture; Cádiz; Cargoes, Freight;
Cargoes, Passenger; Chambers of Commerce;

Containerization; Empire, Spanish; Free Ports;
Harbors; Mediterranean; New Spain; Peru; Port
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ALEXANDER BARING
1774–1848

Alexander Baring, the first Baron Ashburton, was a Brit-
ish banker and statesman. He assumed the helm in 1810
of the merchant bank Baring Brothers and Company,
which his father, Sir Francis Baring, had built into a
major banking force, and created a global institution with
operations in Asia, Canada, Latin America, and Europe,
with interests in shipping, debt finance, and commodities
such as cotton, indigo, tea, timber, and wool. Baring
made his reputation from the management of recon-
struction loans to rebuild Europe after the Napoleonic
Wars. He expanded operations in the emerging United
States after 1815, including the agency of the Bank of the
United States and American government accounts. He
married into the Philadelphia establishment (1798) and
helped to negotiate and finance the Louisiana Purchase
(1803). As a member of Parliament (1806–1835), Baring
opposed the Reform Bill (1832) and advocated repeal of
the English Corn Laws and the trade monopoly of the
East India Company (1833). He served as president of the
Board of Trade (1834–1835) and received peerage in
1835. He negotiated the boundary between the eastern
United States and Canada (Webster-Ashburton Treaty,
1842). The partnership he assembled is considered the
greatest in Baring Brothers’ history, which successfully
navigated the world economic downturns of 1820s and
1830s, and assisted the Bank of England in preserving the
vitality of the transatlantic economy. Baring was eulo-
gized by Benjamin Disraeli as “the greatest merchant En-
gland ever had.”

S EE A LS O Canada; Treaties; United Kingdom;
United States.
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Bengal has suffered through a number of devas-
tating famines, particularly during the period of
British rule, commonly called the Raj. A particularly
severe famine hit the region in 1770, with as many as 
5 million people—one-third of the population—
perishing. Bengal suffered famine again in the nine-
teenth century, and in 1943 to 1944 endured the “Great
Famine,” in which upwards of 3 million died, mostly
due to their lowered resistance to disease. Scholar
Amartya Sen believes that price increases, possibly
linked to the war with Japan, and an influx of urban
construction workers increased demand for available
foodstuffs. This drove up food prices to the point
where rural Bengalis could not afford basic staples
such as rice. The tragic result was severe famine.

D av id J. Clarke

FAMINE

BENGAL
Bengal traditionally has been a major trading region of
the Indian subcontinent. Features particular to the region
have included (a) a great abundance of rice and other
provisions, such as sugar and oil, which were exported
in large quantities both to other parts of the subcontinent
as well as to neighboring areas such as Ceylon and the
Maldives islands; (b) manufacturing of textiles—cotton,
silk, and of mixed yarns—of exquisite quality and unpar-
alleled fineness; and (c) an excess of commodity exports
over commodity imports, involving an inflow of a certain
amount of precious metals on a regular basis. Bengal rice
was sent up the Ganges to Agra via Patna, to Coroman-
del, and around the Cape Comorin to Kerala and various
port towns on India’s west coast. The Gujarat silk indus-
try was almost entirely dependent on the import of raw
silk from Bengal, and Gujarat in turn provided large
quantities of cotton for the Bengal textile industry. Large
consignments of Bengal silk also went to Agra, whence
20,000 to 30,000 bales were sent yearly to Persia and Tur-
key. As far as the import of precious metals—mainly sil-
ver—was concerned, by far the most important region
was the Middle East, both the Persian Gulf and the Red
Sea.

India had always played a central role in the Indian
Ocean trade. The subcontinent’s capacity to put on the
market a wide range of tradable goods at highly competi-

tive prices was a key element in this. Bengal figured
prominently in Indian trading networks, mainly as a pro-
vider of high-quality textiles manufactured from cotton
and silk. The principal items imported into the province
were spices and nonprecious metals such as tin from
Southeast Asia and wines and precious metals from the
Middle East. Although Bengali merchants certainly con-
stituted an important part of the trading community of
the region, the significant role played by immigrant mer-
chants from other parts of the subcontinent (particularly
the Gujarati Shahs) as well as from other Asian countries
(e.g., Persia) must be emphasized. Another distinguish-
ing feature of the mercantile community of Bengal en-
gaged in coastal and high-seas trade was the considerable
participation in trade by state officials at all levels. In the
seventeenth century the highest-ranking among these in-
cluded Subahdars Mir Jumla and Shaista Khan. Misuse
of provisions aimed at facilitating the procurement of
goods for use by the government at highly concessional
prices for procuring goods for their private trade contrib-
uted to a significant enhancement in the profit made by
these officials.

With the arrival of the Europeans in the Indian
Ocean at the beginning of the sixteenth century, Bengal
became important for European corporate enterprises
and private traders. The Portuguese concession holders,
for example, engaged trade from Bengal, but it was only
in the seventeenth century, when both the Dutch and the
British East India Companies established trading stations
in the region, that Bengal became a hub in the Europe-
ans’ trade. The single most important distinguishing fea-
ture of the Dutch East India Company was an extensive
participation in intra-Asian trade, and from about 1640
onward, Bengal was at the heart of the Dutch intra-Asian
trading network. It supplied almost half of the total cargo
for the crucial bullion-providing Japan trade. At the same
time, Bengal opium accounted for a very substantial pro-
portion of the total cargo imported by the company into
the Malay-Indonesian archipelago. From the last quarter
of the seventeenth century, the fashion revolution in Eu-
rope brought Indian textiles and raw silk to the top rung
of the export cargo from Asia. Because Bengal was by far
the largest Asian supplier of these two items, at the turn
of the eighteenth century it accounted for around 40 per-
cent of the total Asian cargo imported by the Dutch East
India Company into Europe. The figure for the British
East India Company was similar. This trade led to a sub-
stantive expansion in the income, output, and employ-
ment in the textile-manufacturing sector in the province.
The average annual rate of growth of demand for Bengal
textiles and raw silk regularly exceeded the average annu-
al rate of growth of supply of these items, and the market
increasingly turned into a sellers’ market, further rein-
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forcing the positive effects of the European trade in the
region.

This scenario changed dramatically in the second
half of the eighteenth century when, following the Treaty
of Allahabad in 1765, the British East India Company
managed to acquire revenue collection rights in the prov-
ince. The availability of substantive political leverage
made it possible for the company to impose arbitrary and
unilaterally determined terms on the producers and the
intermediary merchants it dealt with to procure the ex-
port cargo. For the most part, this brought to an end the
positive implications of the European trade for the re-
gion. By siphoning off a part of the province’s revenues
for the procurement of the export goods, the British
Company was increasingly able to manage without im-
porting much bullion from home.

At the time of the renewal of its charter in 1813 the
company’s monopoly of the India trade was withdrawn.
In 1833 the company altogether ceased to be a trading
body. India was now fully exposed to the consequences
of the Industrial Revolution in Britain, which was turn-
ing Bengal and other regions of the subcontinent into ab-
sorbers of finished manufactured goods—mainly cotton
textiles produced in Manchester and Lancashire—and
providers of raw materials and food. The loss of the for-
eign market and increasing British intrusion into the do-
mestic market for textiles manufactured in India created
a growing crisis in the textile-manufacturing sector in
Bengal and other regions of the subcontinent.

SEE ALSO Bangladesh; Calcutta; Caravan
Trade; Cotton; East India Company, British;
Empire, British; Empire, Mughal; Famine; India;
Indian Ocean; Silk; Tagore Family; Textiles.
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HENRY BESSEMER
1813–1898

Henry Bessemer was a talented and successful British in-
ventor and steel manufacturer who introduced the first
process that made large amounts of steel at low cost.
Low-cost steel was a key input to the emerging industrial
economy of the nineteenth century and an important
commodity in world trade. Bessemer made steel simply
by blowing large volumes of air through molten pig iron.
Oxygen in the air combined with carbon and other im-
purities in the iron to generate great heat while refining
the iron into steel. From 1855 to 1857 Bessemer patented
the key concepts and mechanical apparatus for his steel-
making process and also several applications for railway
building, shipbuilding, and gun making. Bessemer steel,
along with a close variant known as Thomas steel, was
widely used for building railroads, bridges, ships, facto-
ries, and many other key elements in the economy.

Bessemer’s steel-making process influenced world
trade in several ways. First, a problem posed by the
French military had inspired Bessemer to invent a better
metal for cannons. French shipbuilders were early users
of the material. Second, all the major steel-making coun-
tries adopted the Bessemer process, which remained a
leading source of steel for decades. By 1899 world pro-
duction of Bessemer steel stood at 10 million tons. In the
twentieth century, however, steel makers increasingly
turned to the open-hearth process and electric steel mak-
ing. Yet, curiously, the basic oxygen furnace used world-
wide to produce steel today strikingly resembles a classic
pear-shaped Bessemer converter, except that it uses pure
oxygen.
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BLACK SEA
Six countries border the Black Sea: Bulgaria, Romania,
the Ukraine, Russia, Georgia, and Turkey. Five major riv-
ers flow into the Black Sea: the Kuban, the Don, the
Dniepr, the Dniestr, and the Danube. Below 200 meters,
the sea’s anoxic waters do not support life. When the
Bosporus was formed, the saltwater killed the organic de-
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posits from the rivers. Bacteria then produced deadly hy-
drogen sulfide. “Turnover” of these layers would result
in an environmental catastrophe on the level of the Ice
Age; fortunately, this threat is remote.

The continental shelf of the northwest part of the
Black Sea is above the 200-meter level, allowing the
growth of benthic red algae, the basis of a food chain that
supported the Black Sea’s abundant anchovies, sturgeon,
bonitos, and dolphins. Eutrophication through fertilizer
runoff (the result of massive fertilizer pollution) has led
to repeated phytoplankton blooms that killed off the red
algae and the life-forms it supported. The comb jellyfish
(mnemiompsis), which had been introduced into the
Black Sea from the U.S. East Coast in the water ballast
tanks of freighters, drove out many of the other life
forms. In 1990 the catch of comb jellyfish weighed 1 bil-
lion tons wet. Since 1990 this environmental crisis has
moderated, partly because economic crises in the former-
ly Communist countries has reduced the use of fertilizer.

A surface current flows out of the Black Sea via the
Bosporus, and a deeper, more saline current flows into
the Black Sea; thus its level remains stable. The inward
current divides into two, with a western branch flowing
north to Odessa and an eastern branch flowing to the
Crimea, and then moving clockwise around the shores of
the Black Sea. It surfaces at the Caucasus, and is partly
responsible for the mild and fruitful climate of Georgia.

Odessa, on the Black Sea, c. 1854.  During the nineteenth century enormous quantities of grain were shipped through Odessa, the
first commercial port in Russia (1794). © CORBIS. REPRODUCED BY PERMISSION.

These currents need to be taken into account when navi-
gating the Black Sea.

Ottoman conquests made the Black Sea into a Turk-
ish lake. Constantinople fell in 1453, Trebizond in 1461,
the Genoese colony of Caffa in 1475. The Golden Horde
(Mongols) disintegrated in the mid-fifteenth century; the
Crimean Tatars established their own khanate in 1443,
which came under Ottoman suzerainty in 1478. The Ot-
toman Empire reserved the Black Sea trade for itself, to
supply the huge city of Istanbul with foodstuffs—grain,
fish, and meat—and with slaves. Extensive raiding by the
Crimean Tatars provided more than 10,000 slaves a year
for the Ottoman Empire.

During the reign of Catherine II (1762–1796), Russia
permanently conquered the northern shores of the Black
Sea. In 1794 Catherine founded Odessa. Odessa’s exports
included grain, merino wool, tallow, linseed, and wine,
but grain, especially wheat, crowded out the other ex-
ports so that the area became a wheat monoculture. The
wheat was of two types: soft wheat, sold to northern Eu-
rope to make bread, and hard wheat, sold to the Mediter-
ranean to make pasta. The growth of the grain trade was
explosive because the abolition of the Corn Laws in Brit-
ain had opened new export markets. The grain trade re-
ceived only a check during the Crimean War (1853–
1855) when Russia pressured the Western powers with
a grain embargo and northern European countries
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bought grain from the United States instead. The Black
Sea lost out because the quality of its wheat was poor,
with much contaminating dirt, and because the transpor-
tation links to the ports, in particular the rail links and
the dock facilities, were inadequate. Grain was left to rot
in the open because there were not enough railroad cars
to transport it. The United States standardized its grain
and flour types and produced five to six types of grain
and three bleached flours; Russia, by contrast, produced
fifty to sixty types of grain and fourteen types of flour,
all unbleached.

The leading export houses of Odessa in the first half
of the nineteenth century were owned by Greeks; in the
second half, Jews owned the leading houses. The British,
who dominated the trade because they had a convenient
return freight in British coals, set the contract terms; the
introduction of high Russian tariffs on coal in 1883 shift-
ed much grain trade from Britain to Germany. By the
early twentieth century the most important import for
Odessa was cotton from India and Egypt, which was des-
tined for the spinning works of Łodz. Another major im-
port was tea; Russia sent out soldiers and stores to Vladi-
vostok, and brought tea back to Odessa.

By 1945 every country on the Black Sea, with the sole
exception of Turkey, was under Communist control. As
the warmest regions in the region, the Crimea and the
Bulgarian coast were popular tourist destinations. The
Ukrainian Black Sea coast, in particular the port of
Mykolaiv, became a major center of shipbuilding. The
construction of pipelines to link with Caspian oil reserves
made Rostov on the Don a petroleum port.

Hopes for a boom in trade across the Black Sea since
the end of Communism have not been realized because
of repeated economic crises in both the former Soviet
Union and in Turkey, and because of bitter civil wars in
the Caucasus. The Black Sea is, however, one of the shor-
test routes to the pipelines from the Caspian Sea, which
has the greatest oil reserves outside the Persian Gulf. The
oil trade in the twenty-first century in the Black Sea may
dwarf the grain trade of the nineteenth century.

SEE ALSO Blockades in War; Caravan Trade;
Climate; Empire, Ottoman; Ethnic Groups,
Armenians; Ethnic Groups, Gujarati; Ethnic
Groups, Jews; Genoa; Gold and Silver; Greece;
Imperialism; Iran; Mercantilism; Millets and
Capitulations; Petroleum; Piracy; Privateering;
Protection Costs; Russia; Ship Types;
Smuggling; Spices and the Spice Trade;
Textiles; Venice; Wheat and Other Cereal
Grains.
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BLOCKADES IN PEACE
The laws of international relations deal with three broad
categories of actions in response to disagreements among
nations—four, if one option is to do nothing. The three
are (1) amicable measures short of war, (2) non-amicable
measures short of war, and (3) war. The first of these are
formal understandings among nations, designed to avoid
warfare. They are usually based on some mutual agree-
ment—the product of negotiations that include media-
tion or arbitration. The second represents an attempt to
avoid warfare through the adoption of policies that im-
pose a sufficiently high cost on the targeted nation, so
that the target submits to certain terms to avoid military
action. These policies—often termed “sanctions”—
include measures of an economic, political, or diplomatic
nature that are imposed unilaterally by one nation or a
coalition of nations. Among economic sanctions are pa-
cific blockades and various other forms of restrictions on
trade, financial flows, and the movement of people. What
types of sanctions to impose, and what their appropriate
breadth and magnitude should be, are questions that
must be answered by any potential targeting nation (or
nations); the answers to those questions indicate the wide
range of possible actions.

There is no generally accepted legal definition of
what constitutes a sanction representing a measure short
of war. It is recognized that sanctions are a prerogative
of a government or of governments, taking coercive mea-
sures to discourage behavior. Sanctions are often consid-
ered to be the government-inspired withdrawal, or threat
of withdrawal, of customary trade or financial relations.
Customary does not mean contractual; it simply means
the levels of trade and financial activity that would proba-
bly have occurred in the absence of sanctions. In the
words of M. S. Daoudi and M. S. Dajani (1983), sanctions
are the “penalty attached to transgression and breach of
international law.” They are unilateral or “collective ac-
tion against a state considered to be violating interna-
tional law taken to compel that state to conform.”

In the past, sanctions have involved diplomatic, eco-
nomic, and military actions. As such, sanctions represent
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American-made 1950s-model cars for rent to tourists in
Havana, Cuba, 2003. The United States has maintained a
trade embargo on Cuba since 1961. JORGE REY/GETTY IMAGES.

REPRODUCED BY PERMISSION.

compromise between “a slap on the wrist” and “more ex-
treme measures,” such as covert action or “military mea-
sures” (Hufbauer, Schott, and Elliot 1990). Most studies
of the efficiency of sanctions have focused on the degree
to which the target relies on the sender for its imports
and exports and on the economic and political stability
of the target. Because sender countries are more likely to
enjoy a dominant market position in the export rather
than the import market, historically, when weapons
against trade have been deployed, the sender is more like-
ly to have used export rather than import controls. The
greater the reliance on trade and the weaker the target,
the more likely it is that the sanction will succeed. Fur-
thermore, it appears probable that the longer the sanc-
tions remain in force, the higher the costs incurred by the
target; this empirical relationship probably helps explain
the apparent positive correlation between the duration of
the sanction and the level of success.

It appears that the sanctions that are most likely to
induce the desired political and policy changes in the tar-
get country are those that concentrate income losses not
on the country at large, but on groups that benefit “from

the target government’s policies, those which signal polit-
ical support to opposition interest groups, or those which
threaten increased pain in the future and therefore create
an incentive for individual supporters of the target to free
ride on the political activities of their group as a whole”
(Kaempfer and Lowenberg 1988). In operational terms,
because of the sender’s political structure, a sanction
might be imposed or renewed only occasionally but en-
forced continuously; and legislation can be enacted that
would require the executive or judiciary to lift the sanc-
tions as soon as the target met the sender’s conditions.
Finally, to prevent the target from adopting and adjust-
ing, the imposition of a sanction should be swift; and the
sender should not devote too many resources to securing
multilateral cooperation, since that is far from necessary
for a successful sanction (Drezner 1999).

Economists, political scientists, and lawyers, as well
as interested laymen, have explored the underlying rea-
sons for the imposition of sanctions; although there is a
rough consensus, there is still a lack of precise agreement.
For example, Jonathan Eaton and Maxim Engers (1992)
argue that there are “two types of actions that the sender
might wish to affect. One is the target’s ongoing choice
of some action, such as its debt-service payment, trade
policies, pollution, or degree of protection of intellectual
property. Another is the target’s once-and-for-all choice
of an irreversible action, such as ceding territory, releas-
ing a hostage, extraditing an accused criminal, or relin-
quishing power to a new government.” Again, Hufbauer,
Schott, and Elliot (1990) identify five major foreign poli-
cy goals that sanctions have been used to achieve: (1)
change the target’s policies “in a relatively modest way”;
(2) “destabilize the target government”; (3) “disrupt a
minor military adventure”; (4) “impair the military po-
tential of the target country”; and (5) “change the target
country policies in a major way.”

The type of sanction must also be considered. The
most common are restrictions imposed on exports and
imports; but those that affect the target’s finances—for
example, by freezing assets or by cutting off the access of
the ruling elites to foreign assets and currency—have
proven to be even more important and effective.

If the international political situation is relatively
stable, the imposition of tough sanctions by a sender
country that is relatively equal in size to the potential tar-
get is not likely to touch off a war. Thus the primary con-
straint on the sender’s behavior is the economic impact
of the loss of that country’s business with the target.
Given the potential costs, the options of the sender are

(1) to do nothing and accept the status quo, (2)
to impose sanctions that are stringent enough to
have an economic impact on the target but also re-
sult in a high cost for the source, or (3) to impose
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Rules on wartime blockades have normally been
unwritten conventions. The 1856 Paris Declaration
had attempted to set out a formal groundwork for
imposing blockades, but it was not systematic—con-
traband was not defined, for instance. In 1908 to 1909
the major European naval powers, plus the United
States and Japan, made a new attempt at formally cod-
ifying the laws of blockade, and tried to establish an
international court with real authority. The
“Declaration Concerning the Laws of Naval War,”
drafted in London, contained seventy-one articles
defining matters such as the geographical limits of a
place under blockade, and the consequences to vessels
found guilty of breeching a blockade. The interests of
neutral nations were well represented, and the docu-
ment also addressed the issues of contraband and
prizes.

Although it was ratified by the U.S. senate,
Britain’s House of Lords rejected the 1909 declaration,
and it never officially came into force. Many nations
nonetheless agreed to abide by the declaration, as
Germany initially did in World War I. As the world’s
greatest naval power, Britain had the most to lose by
restrictions on its freedom to blockade, and it refused
U.S. entreaties to abide by the 1909 code.

D av id J. Clarke

DECLARATION
CONCERNING LAWS OF
NAVAL WAR

sanctions that are relatively limited in scope be-
cause of the unwillingness of the source states to
bear the economic costs of forgoing lost business
with the target. (Lenway 1988)

Although sanctions have most frequently been a re-
sponse to an action or a policy of the target, in some cases
the domestic political goals of the sender have been the
force behind their imposition. Such a measure may, by
inflaming public opinion or by quenching the public’s
demand for action, strengthen the political position of
the government in power.

SEE ALSO Blockades in War; Boycott;
Smuggling.
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BLOCKADES IN WAR
Economic statecraft was part of the diplomatic armory
long before modern times. One of the first documented
uses dates back to 423 B.C.E., when the Athenian trade
embargo on Megara played a role in triggering the Pelo-
ponnesian War. In fact, from ancient Greece through the
nineteenth century, economic sanctions almost always
foreshadowed or accompanied warfare. Combatants fre-
quently employed economic tools, such as naval block-
ades, to directly or indirectly reduce the enemy’s eco-
nomic strength and thus its capacity to launch or sustain
a war.

BLOCKADES DURING WARTIME

There are two main ways by which a government tries to
inflict costs on its foreign target: (1) with trade restric-
tions that limit the target’s exports or reduce its imports,
and (2) with financial measures that impede its access to

foreign exchange. Export bans are intended to reduce a
target’s foreign sales and thus deprive it of both markets
and foreign currency, whereas import restrictions are
meant to deny critical goods to the target country. Finan-
cial sanctions, such as asset freezes and the interruption
of commercial finance, are intended to deprive the target
country of resources to pay for imports and limit the tar-
get’s access to affordable credit. In addition, a key goal
of an assets freeze is to deny an invading country the full
fruits of its aggression. Such measures were used against
Japan for that purpose just before and during World
War II. And in the 1990 Iraq crisis, the U.S. government
and its allies froze Kuwait’s assets to stop Saddam Hus-
sein’s plunder.

During the Napoleonic Wars (1803–1815) both
France and Britain employed economic tools to gain the
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A British illustration depicting the American use of torpedoes and other explosive devices against a British blockade of New
York during the summer of 1813. The naval blockade was an attempt to cut off crucial shipping and transportation routes as part
of the War of 1812. THE LIBRARY OF CONGRESS.

strategic upper hand. Great Britain imposed a naval
blockade in an effort to contain French expansion and
eventually defeat Napoleon. In retaliation France intro-
duced the Continental System. The comprehensive trade
embargo closed the continental European market to Brit-
ish exports and denied Britain access to strategic goods
from the Baltics. By isolating Great Britain, Napoleon
hoped to bring its economy to the brink of collapse. Nei-
ther Britain nor France was able to effectively enforce its
embargo. Enemy trade with neutral countries and wide-
spread smuggling undermined the effectiveness of the
blockades. The desire to eliminate third-party trade com-
pelled Napoleon to seize large parts of Europe, and his
push into Russia was in part triggered by Russia’s refusal
to comply with the Continental System. In fact, neutral
nations frequently found themselves drawn into conflicts
as a result of the adverse effects of blockades on their
economies. The United States, for example, imposed a
trade embargo on Britain in retaliation for Britain’s vio-
lation of its neutral rights and interference with its trade
with France. The conflict over trade further strained bi-
lateral relations and ultimately led to the War of 1812.

Even if the economic costs are high, naval blockades
and trade embargoes have not always forced belligerents
to yield. This point is illustrated by the Union’s naval
blockade of the Confederate States during the U.S. Civil
War (1861–1865). The South depended heavily on the
export of cotton to finance its imports of manufactured
goods, arms, and ammunition. The Union’s naval block-
ade drastically diminished the South’s foreign imports
and caused severe inflation. However, despite the devas-
tating effect, the Confederate States managed to obtain
sufficient amounts of military matériel, and in the end it
“was the shortages of manpower, not of strategic goods,
that led to the collapse of the Confederate war effort”
(Naylor 2001, p. 16).

These experiences inspired attempts to establish an
international legal framework for the imposition of naval
blockades, the rights of neutral states, and differentiation
between civilian and military goods. These efforts culmi-
nated in the London Declaration of 1909 stipulating that
blockades had to be formally declared and limited to
enemy or enemy-occupied ports. Commodity trade was
divided into three categories: goods of purely military use
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(absolute contraband), which could be seized immediate-
ly; items that could be used both for civilian and for mili-
tary purposes (conditional contraband), which could be
seized only if intended for military use by the enemy; and
purely civilian goods (noncontraband), which could not
be seized at all. The declaration was never ratified, and
was soon overtaken by the events of World War I. The
concerns raised, however, are still relevant for the con-
temporary debate about economic sanctions. Questions
about the legality of comprehensive embargoes, econom-
ic costs experienced by third states, and the need for hu-
manitarian exceptions to limit the impact on the civilian
population were at the center of the debate about the
comprehensive United Nations (UN) embargo against
Iraq (1990–2003).

The principles of the London Declaration were
abandoned during World War I (1914–1918). The com-
prehensive British blockade and the navicert (a certificate
issued to a neutral ship by a belligerent certifying that the
inspected ship is free of contraband) system established
to administer it were rather successful in strangling the
German economy. Belligerents imposed tight capital
controls and froze foreign interest payments and assets
of enemy citizens. As the cost of the war and blockade
mounted and food supplies decreased, Germany resorted
to unrestricted submarine warfare, eventually drawing
the United States into the war.

ECONOMIC SANCTIONS AS ALTERNATIVE TO
USE OF FORCE

The horrors of World War I led U.S. President Woodrow
Wilson to advocate economic sanctions as an alternative
to armed conflict. Economic sanctions were subsequently
incorporated as a tool of enforcement in each of the two
collective security systems established in the twentieth
century—the League of Nations and United Nations.
However, hopes that economic sanctions would be an ef-
fective deterrent against aggression faded when the
league’s embargo against Italy failed to deter Benito Mus-
solini’s conquest of Ethiopia in 1935 and 1936. When
hostilities broke out again in Europe in 1939, economic
warfare, trade embargoes, asset freezes, and preemptive
buying once again played a major role in the struggle to
defeat Germany and Japan.

Following World War II, economic sanctions were
imposed for an increasingly broad range of foreign-
policy purposes. Economic sanctions have been utilized
to combat weapons proliferation, to support nuclear dis-
armament, to stop drug trafficking, to fight terrorism, to
end civil wars, and to promote democracy and human
rights. Some sanctions have been drastic and comprehen-
sive, such as the UN sanctions against Iraq and the U.S.
unilateral sanctions imposed on North Korea, but most
were far less severe.

Motives behind the use of sanctions have also
changed. Economic sanctions during wartime were fo-
cused primarily on reducing a target’s capabilities. In
modern times, the core motives shifted to changing a tar-
get state’s behavior, deterring others, demonstrating re-
solve to allies and domestic constituencies, or simply
sending a message of disapproval in response to objec-
tionable behavior. When military action would be too ex-
pensive and diplomatic protest too mild, world leaders
increasingly resorted to sanctions.

Since the 1920s the use of economic sanctions for
foreign-policy purposes has increased decade by decade.
Although the majority of economic sanctions imposed
were unilateral adventures, the end of the cold war al-
lowed for greater cooperation between the major powers.
This is reflected in the fact that the U.N. Security Council
imposed mandatory sanctions thirteen times in the 1990s
compared to just twice—against South Africa and Rho-
desia—in previous decades. But the increasingly frequent
deployment of sanctions in the late 1980s and the 1990s
generated intense debate among policy makers and
scholars about their effectiveness in shaping a target
country’s policies. Advocates of economic sanctions re-
gard them as an important middle-of-the-road policy be-
tween diplomatic protest and military force. Opponents,
on the other hand, stress that economic sanctions are
generally ineffective in achieving policy changes abroad,
and that the costs to the sender country’s economy, third
states, and civilians in the target country are seldom
worth the benefits derived.

Lessons learned from the frequent use of economic
sanctions as a tool of international policy in the 1990s
have led to their reevaluation. Reform efforts focus on
“fine tuning” sanctions to become a more useful tool
while inflicting less economic cost on civilian popula-
tions, third states, and the sender countries. Targeted
sanctions are meant to focus their impact on leaders and
political elites responsible for objectionable behavior. UN
Security Council actions in Angola, for example, focused
on one particular internal actor—the rebel group
UNITA. Targeted sanctions operate at a level of interven-
tion in internal affairs of states that was unknown in pre-
vious decades. They also constitute a departure from the
traditional sanctions philosophy that civilian pain leads
to political change. Because they focus on certain groups
and individuals within the targeted country, they assume
that the leaders do not represent the population and can
actually be separated from it.

S EE A LS O Blockades in Peace; Wars.

BIBLIOGRAPHY

Baldwin, David A. Economic Statecraft. Princeton, NJ:
Princeton University Press, 1985.

Blockades in War

H I S T O R Y  o f  WO R L D  T R A D E  s i n c e  1 4 5 0 63



Hufbauer, Gary C.; Schott, Jeffrey J.; and Elliott, Kimberly A.
Economic Sanctions Reconsidered, 2nd edition.
Washington, DC: Institute for International Economics,
1990.

Jack, Daniel Thompson. Studies in Economic Warfare. New
York: Chemical, 1941.

Knorr, Klaus. The Power of Nations: The Political Economy of
International Relations. New York: Basic Books, 1975.

Naylor, R. T. Economic Warfare: Sanctions, Embargo Busting,
and Their Human Cost. Boston: Northeastern University
Press, 2001.

Renwick, Robin. Economic Sanctions. Harvard Studies in
International Affairs, no. 45. Cambridge, MA: Harvard
University, 1981.

Wu, Yuan-Li. Economic Warfare. New York: Prentice-Hall,
1952.

Gary Clyde Hufbauer
Barbara Oegg

BOARD OF TRADE, BRITISH
As English foreign trade and colonial activity expanded
in the seventeenth century, the king’s government was
increasingly faced with the problem of finding effective
modes of supervision. Formally, the secretary of state for
the southern department was the person who transmitted
royal commands to the colonies, but he had many other
responsibilities. The treasury and its subordinate bodies
were also involved insofar as trade and colonies created
opportunities for taxation. Policy was left to the king’s se-
nior advisors sitting as the full privy council. Gradually
there were calls for some sort of supervisory body that
could advise on trade and the colonies, taking part of this
responsibility away from the privy council. There was,
however, no clear consensus about the personnel or au-
thority envisioned for such a body. Should it be a single
entity, or should there be separate boards for the colonies
and trade? If a single body, was it to be a free-standing
entity or a subcommittee of the privy council? Through-
out most of the seventeenth century there were relatively
short-lived experiments with different solutions to these
questions, until a more lasting answer was reached in
1696.

SEVENTEENTH-CENTURY EXPERIMENTS

The earliest experimental commissions were focused on
trade and had little to do with the colonies. These includ-
ed the board established by James I (1566–1625) in 1622
and its successor, authorized by Charles I (1600–1649) in
1625. More carefully planned was the Committee of
Privy Council, which was authorized in 1630 and still fo-
cused primarily on trade. Its members included the two
secretaries of state and the lord treasurer, and its meet-
ings were sometimes attended by the king, giving it exec-

utive as well as advisory functions. It drafted regulations
and issued orders on its own authority, but sometimes
appointed subcommittees to investigate specific ques-
tions. Despite its considerable authority, this committee
could not answer all the needs of the state. In 1638 and
1639 separate boards of commissioners were appointed
to look into the problems of the cloth industry.

As these various trade bodies did not concern them-
selves with colonial questions, from time to time between
1623–1624 and the early 1630s separate short-lived, ad
hoc committees were appointed by the privy council to
look into specific colonial problems, particularly those
involving Virginia and the New England colonies. A
more regular standing committee for the colonies, ap-
pointed by the king in April 1634, lasted until 1641. On
paper, this body had the most sweeping powers. It could
make laws and orders for the colonies; impose penalties
and imprisonment for ecclesiastical offenses; remove
governors and require reports from them; establish
courts both civil and ecclesiastical and appoint judges
and magistrates to them; hear judicial appeals and ad-
ministrative complaints from the colonies; and investi-
gate all patents and charters relating to a colony and re-
voke any that were irregularly obtained. This commission
has been the focus of much attention from historians, yet
in retrospect it achieved very little. More was accom-
plished by the various aforementioned short-lived ad hoc
subcommittees of the Privy Council.

In 1643, during the English Civil War, Parliament
assumed the functions of the king in council, and in No-
vember it appointed a commission of eighteen members
of Parliament to supervise colonial affairs. An act of Par-
liament in 1650 also created a commission, or Council
of Trade. The responsibilities entrusted to this commis-
sion were exceptionally broad, including regulation of
domestic and foreign trade, trading companies, manu-
factures, free ports, customs, excise, coinage, exchange,
fisheries, and plantations. Specifically, it was instructed
to investigate ways in which the colonies could be en-
couraged to produce the raw materials needed by English
industry. It received instructions and information from
the Council of State, to which it reported. It was an ex-
ceptionally energetic body, devoting particular attention
to the wool and cloth trades. In addition to this Council
of Trade, the Council of State of the revolutionary gov-
ernment itself acted as a board supervising the colonies,
and it had the power to appoint subcommittees of its
members to consider particular questions relating to
trade and plantations.

In all this, a spirit of improvisation continued. The
1650 Council of Trade was replaced in December 1651
by a standing committee of the Council of State on trade,
plantations, and foreign affairs. Its scope may have been
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too wide. New committees of trade and plantations were
established in 1653 and 1655 (twice). The body estab-
lished in November 1655 was called the Committee and
Standing Council for the Advancing and Regulating the
Trade and Navigation of the Commonwealth. It had
more than seventy members, including ten London mer-
chants and port representatives from Newcastle, Yar-
mouth, Dover, Bristol, Lyme, Southampton, and Exeter.
In addition, any member of the Council of State could
attend its meetings and vote. With its cumbersome size
and procedures, this institution accomplished relatively
little, and ceased operation after 1657.

At the restoration of the monarchy in 1660, an effort
was apparent to move away from the disorderly improvi-
sation of the trade bodies under both Charles I and the
revolutionary government. Even so, a willingness to in-
novate persisted. Charles II (1630–1685) in 1660 ap-
pointed two distinct bodies. One was a Council of Trade
of sixty-two unsalaried members; the other was a Council
of Foreign Plantations of forty-nine unsalaried members.
The majority of members of each were privy councillors
and other members of the House of Lords and House of
Commons. The former included fifteen merchants; the
latter only three. In the Council of Trade reappointed in
1669, the number of merchants was reduced to five. The
Council of Foreign Plantations was replaced in 1670 with
a new body of the same name and which consisted partly
of ex officio commissioners (the lord chancellor, the lord
treasurer, the chancellor of the exchequer, and the two
secretaries of state), and partly of nominated and salaried
commissioners, but no recognizable merchants.

These two separate councils were replaced in 1672
by a combined Council of Trade and Plantations. Its
membership consisted of three groups: the same ex officio
members; nine unpaid councilors or commissioners; and
paid commissioners. John Locke (1632–1704) was briefly
the secretary of the board. This Council of Trade and
Plantations, an independent body, was replaced in 1675
by a committee of the privy council for Trade and Planta-
tions. Because it was a committee of the privy council,
its membership was overwhelmingly drawn from the
House of Lords.

TOWARD GREATER STABILITY, 1696–1782

After the Revolution of 1688 and the start in 1689 of the
war against France, the dissatisfaction of the merchant
community—caused in part by heavy shipping losses to
privateers—provoked discussion in the House of Com-
mons about the desirability of returning to the separate
boards of 1660 to 1672, with a substantial merchant rep-
resentation on at least one of them. The king and his
ministers interpreted the agitation for parliamentary ac-
tion as a challenge to the Crown. To check the campaign

for separate boards, in 1696 William III (1650–1702) cre-
ated a new combined Council of Trade and Plantations,
which lasted until 1782. It continued the trend toward a
smaller but well-remunerated body. The unsalaried ex of-
ficio members again included the lord chancellor, the
lord president of the council, the lord privy seal, the lord
treasurer, the lord admiral, the secretaries of state, and
the chancellor of the exchequer (the minister of finance
in the House of Commons). To these were added, in
1702, the bishop of London (with authority over the co-
lonial church), and in 1721, the surveyor and auditor
general of the plantations (who happened to be the
brother of the prime minister at that time). In addition
there were seven or eight salaried commissioners, the
most senior of whom was usually known as the first lord.
The salaried commissioners were paid £1,000 per annum
with individual first lords allowed between £500 to
£1,500 extra. The only member who had any mercantile
experience was John Pollexfen (1696–1707), a London
merchant trading to Portugal and the West Indies.

The formal structure of the boards influenced their
personnel and sensitivity to economic interests. When
there were separate boards for trade and the colonies (as
from 1660 to 1672), it was easier to get a fair number of
merchants onto the trade board; when the boards were
united, political pressures left little room for merchants.
Similarly, when the united board was outside the privy
council, there was a chance that it would include men
with relevant experience. This was unlikely when the
board was a subcommittee of the privy council. The per-
sonnel and activity of the board of 1696 to 1782 thus ulti-
mately reflected the balance of influence in the political
nation. And just as there was hardly any place for mer-
chants on that board, so was there little room for men
with direct colonial experience. Of the seventy-five men
who served on the board between 1696 and 1775, only
five had any conspicuous connection with the Americas.

Because there was very little experience of either
commerce or colonies on the Georgian board, its opera-
tion and sense of continuity leaned heavily on the ser-
vices of its subordinate staff. At the top was the secretary
to the board. One of these, William Blathwayt (1675–
1696), was an important politician who subsequently be-
came a member of Parliament and regular member of the
board (1696–1707), among other offices. He was suc-
ceeded as secretary by William Popple I (1696–1707),
who was succeeded by his own son, William Popple Jr.
(1707–1722), and his grandson, Alured Popple (1722–
1737); another grandson, William Popple III, became so-
licitor to the board. In addition to the long-established
position of solicitor, a more senior legal position—
counsel to the board—was established in 1718. All four
men who held this position between 1718 and 1782 were
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also members of Parliament and king’s counsels (the
highest rank of barristers). Their legal opinions would
have greatly influenced the allowance or disallowance of
colonial legislation.

The Board of Trade has a reputation of having been
particularly inactive during the long administration of Sir
Robert Walpole (1721–1742), who was not inclined to
antagonize the colonies. Even so, it did make some signif-
icant decisions. The Virginians in the 1720s were particu-
larly upset by a decline in the price of tobacco (the most
valuable export of the continental colonies), which they
ascribed to overproduction and attempted to check by
imposing a heavy duty on the importation of slaves.
When merchants trading to Africa complained against
this measure, on the recommendation of the Board of
Trade, the Virginia act was disallowed by the Crown. This
step greatly offended the Virginians; Thomas Jefferson
remembered it half a century later and wanted to include
it as an example of Britain’s promotion of slavery in his
preliminary draft of the Declaration of Independence.
The board was particularly active only from 1748 to 1760,
when the earl of Halifax was the first lord and a member
of the cabinet. In an age in which control of patronage
was one of the most sensitive political questions, Hali-
fax’s most significant accomplishment, in 1752, was re-
gaining for the board the control of colonial patronage
that it had lost in 1704.

NINETEENTH-CENTURY ACHIEVEMENT

Reflecting the anti-imperial, anti-establishment mood as-
sociated with British failures in the American Revolution,
the Board of Trade was abolished in 1782. Most responsi-
bility for colonial matters was transferred to one of the
secretaries of state, but trade required special attention.
In 1784 William Pitt (1759–1806), the prime minister,
made a temporary arrangement by establishing a Com-
mittee of the Privy Council for Trade and Plantations. As
this committee consisted only of privy councillors, it
proved not entirely satisfactory, and was replaced in 1786
by a committee of the privy council with the same name
but a different composition. Its membership thereafter
consisted of ten or more ex officio members and an indef-
inite number of nominated members, headed by the
president and vice president of the board. Both the nomi-
nal and effective membership shrank in the nineteenth
century, with some meetings attended only by the presi-
dent. At the same time, however, the expansion of over-
seas trade and the progress of the Industrial Revolution,
with its railroads and steamships, swelled the amount of
business allotted to the board. Although the board itself
dwindled in members, its staff increased from twelve to
fifteen in the eighteenth century to ninety-seven in 1867
and about 7,500 in 1914. In this expansion it evolved

from the advisory body of the seventeenth and eighteenth
century into an administrative agency comparable to
most of the government ministries of the late nineteenth
century. Organizationally it came to be divided into sev-
eral departments, the most important of which were
headed by assistant secretaries. Some of these depart-
ments became so important that they were spun off and
became independent ministries (e.g., transportation,
labor). In retrospect, the nineteenth-century Board of
Trade was very much the godfather of the interventionist
state.
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BOARD OF TRADE, SPANISH
The Catholic kings founded the Spanish Board of Trade
(Casa de la Contratación de las Indias, hereafter referred
to as Casa) in January 1503 as the institution responsible
for the regulation of trade and movement of goods with
the Indies. The Crown did not hold a monopoly, as was
the case with the Portuguese Casa da Guiné e Mina and
the Casa da India, but rather allowed individual mer-
chants to take the initiative. The Casa was established in
Seville because this was the main Spanish center for At-
lantic trade, a principal location of merchants and capi-
tal, with a port, customs facilities, a population of 40,000,
and an extremely productive rural hinterland. Its first
factor and controller was Francisco Pinelo (d. 1509), a
Genoese who had settled in Seville.

The duties of the Casa consisted of: (1) organizing
the monopoly of the traffic of goods during the prepara-
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A Spanish galleon on the high seas, c. 1550. The primary function of the Casa de Contratación was to organize the trade fleets
that sailed between Spain and the Indies. HULTON ARCHIVE/GETTY IMAGES. REPRODUCED BY PERMISSION.

tions for expeditions to the Indies; (2) licensing and reg-
istering the ships involved and their cargo; (3) nominat-
ing those in charge and accepting bonds; (4) controlling
passengers; (5) repatriating the belongings of those who
had died; and (6) holding the money from this trade that
was the property of the king (the so-called quinto real, or
“royal fifth,” on precious metals and other imported
goods, other taxes, etc.). From 1511 it held civil and
criminal jurisdiction over everything relating to trade
and shipping for the Indies, and its three main officials
were known as jueces oficiales (official judges). The Con-
sejo de Indias (Council of the Indies), founded in 1524,
was the court of appeal for criminal cases and civil suits
involving amounts of more than 40,000 maravedis, and
the Consulado, or Universidad de cargadores a Indias in
Seville, established in 1543, was responsible for lesser
cases. In 1579 the role of president of the Casa was creat-
ed, and in 1583 the Casa was divided into two distinct
courts, administrative and judicial.

The main duty of the Casa was to organize the fleets
that went on the Carrera de Indias. Although it was al-

ready common for ships to sail as a group in the early
years, for safety reasons this practice became the norm
because ships were so often captured by pirates (189 be-
tween 1536 and 1568). Philip II (1527–1598) made it
compulsory to travel in a fleet from 1561 onward. The
fleets sailed from Seville-Sanlúcar de Barrameda in April
and August and, after a stopover in the Canaries, reached
the Caribbean. From either La Dominica or Guadaloupe,
where one fleet sailed on to New Spain (Veracruz) and
the other to Tierra Firme (Cartagena de Indias/Nombre
de Dios or Porto Bello). The return trip went via Havana,
where the two fleets and the royal armada, which had
spent the winter there, were reunited before August to
avoid the hurricanes. The journey home, which had a
stopover in the Azores, lasted two months. The number
of ships in each fleet varied, although it was normally be-
tween ten and thirty. The frequency of voyages eventually
was reduced from twice a year to once and, by the seven-
teenth century, to a fleet every two or three years. This
pattern was maintained in the eighteenth century. The
establishment of registered shipping from 1754 and the
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regulations on Comercio Libre (free trade) of 1765 and
1778 meant the end of the fleets, which remained, al-
though in a much reduced form, for Venezuela and Mex-
ico until 1783.

The Casa came to be the first genuine naval academy
in Europe (Pérez-Mallaína 1992). In 1508 the king estab-
lished the post of piloto mayor (master pilot), which car-
ried the duty of drawing up the padrón real (royal regis-
ter) showing the results of geographical discoveries.
From this register, sailing charts were copied for use by
pilots onboard ships. The master pilot also had the task
of testing those who hoped to be pilots on the route to
the Indies. The first master pilot was Amerigo Vespucci
(d. 1512). In December 1552 a chair in Cosmography and
Navigation was established in the Casa, the first of its
kind, because of the need to train an increasingly large
number of pilots to undertake the Indies voyages.

The controlling duties exercised by the Casa meant
that it became an ideological filter of the books and peo-
ple that traveled to the Indies, with the explicit intention
of avoiding any “spiritual risk” to the natives or the colo-
nists, as well as preventing spying. The following were
thus forbidden: foreigners, Jews, Muslims, converts who
had been disciplined or reconciled by the Inquisition,
along with their children and grandchildren, gypsies
(from 1570), clergy without royal permission, and un-
married women and slaves, unless either of these latter
groups were in service. As far as books were concerned,
carrying nonreligious works such as romantic, “chival-
rous” novels was banned. The export of prayer books was
encouraged, and Philip II granted a monopoly to the
monastery of San Lorenzo de El Escorial for their sale in
the Indies.

The fleets generally sailed from the bay of Cadiz in
the last third of the seventeenth century to avoid the dan-
gers and high accident rates of sailing the Guadalquivir.
The change was also the result of the growing influence
of merchants from Cadiz. The Casa officially moved to
Cadiz in 1717. The administrative arm (Sala de Gobierno)
disappeared, for its functions were transferred to the In-
tendencia General de Marina; only the judicial part re-
mained (the Sala de Justicia), continuing to regulate the
licensing of sailing and travel to the Indies, administering
the possessions of those who died in the Indies, and re-
solving civil suits of the stevedores and sailors. However,
trading conditions had already changed a great deal, and
the Comercio Libre decrees of Charles III (1765, 1778) put
an end to the remaining duties of the Casa. In 1783 the
teaching and examination of pilots was transferred to the
Colegio de San Telmo in Seville. Finally, in June 1790, a
port court was created in Cadiz, and the Casa disap-
peared for good.
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JEAN BODIN
1530–1596

Jean Bodin is considered to be the father of sovereignty
because, with Les six livres de la République (1576), he
provided the first theoretical definition and application
of this extraordinary, powerful idea that shaped ap-
proaches to politics and economics in the world. “Sover-
eignty is the most high, absolute, and perpetual power
over the citizens and subjects in a Commonwealth,”
(1606, p. 84) wrote Bodin, albeit “subject to the laws of
God and of nature, and even to certain human laws com-
mon to all nations” (1606, p. 90). The sovereign is thus
placed at the apex of a pyramid of authority where he or
she enjoys the supreme power in the hierarchical organi-
zational structure of society. Bodin’s sovereignty has had
a creative and transforming social effect on the shared
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consciousness of humanity, standing for the proposition
that there is indeed one single entity that holds the great-
est and final authority on earth. This self-empowerment
idea was used not only as a justification for the interna-
tional nation-state system since the seventeenth century,
but also later as a basis for antislavery thought in the
nineteenth century and, along with self-determination, as
a force behind decolonization in the second half of the
twentieth century.

Bodin’s numerous other works deal with a method
of study for universal history, a system of universal law,
the economics of inflation, witchcraft and demonology,
principles of natural science, the nature of religion.

SEE ALSO Empire, French; Mercantilism; Slavery
and the Slave Trade.
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NAPOLEON BONAPARTE
1769–1821

Napoleon Bonaparte, soldier and politician, was born in
1769 in Ajaccio, on the Mediterranean island of Corsica.
He died in St. Helen, a remote island in the South Atlan-
tic Ocean, on May 5, 1821, after having reshaped and
ruled continental Europe and France’s colonies abroad
(e.g., Haiti and Louisiana). He promulgated the “Code
Napoleon,” a modern system of civil laws, and reorga-
nized the French bureaucracy and school system. His
military campaigns began early in his career; he con-
quered Italy in 1796 and Ottoman-ruled Egypt in 1798.
Back in France, he was named consul after a coup d’état
in 1799, consul for life (1802), and emperor (1804). After
defeating Austria (Austerlitz, 1805) and Prussia (Jena,
1806), Spain, and Portugal, Napoleon modernized the
social and economic structures of the countries he con-
quered. He then allied with Russia and, in order to weak-
en Britain, imposed the Continental System, a blockade

of all English goods. This was one of Napoleon’s biggest
errors as it limited trade, thus causing the discontent of
the bourgeois, previously his most supportive social
block. Napoleon’s success ended with the disastrous at-
tempt to invade Russia, and his army’s retreat (1812), fol-
lowed by his exile to the island of Elba. He escaped in
1815, shortly ruled France again, but was defeated in Wa-
terloo (1815) and exiled to St. Helen.
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BOOKS
The trade in books predated the invention of printing.
The great European scriptoria of the Middle Ages such as
that in the Abbey of Cluny in France produced manu-
script books for cloistered monastic libraries. As literacy
rates increased and the demand from universities for
books grew, so too did commercial manuscript produc-
tion, which by that time was also serving a market of lux-
ury book collectors. Limited trade networks that the later
printing industry exploited and expanded serviced this
manuscript production. After Johannes Gutenberg (c.
1390–1468) first used the process of printing with mov-
able metal type around 1455, his innovation spread rap-
idly throughout Europe. The more rapid, more inexpen-
sive production of multiple copies transformed books
into a widespread commodity that required, like any
other commodity, a system of production, sales, and dis-
tribution. Where books were different was in their dual
nature as physical objects and containers for knowledge
and ideas.

THE SPREAD OF IDEAS

In Germany printing presses had been established in six
towns by 1470, and by the end of the century presses ex-
isted in more than fifty German towns. Print became the
vehicle for the scholarship of learned reformers, and the
ideas of the Protestant Reformation spread rapidly in
permanent form. The first Italian books were printed in
the monastery of Subiaco near Rome in 1465. Presses in
Rome, Florence, and Milan followed, but it was Venice’s
position as a commercial and cultural crossroads that
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A 16th-century printing shop. Mechanization of the printing press made books—and thus ideas—much easier to copy and
preserve, which had profound impacts on nearly every aspect of Western culture, from politics to law to commerce.
© HILTON-DEUTSCH COLLECTION/CORBIS. REPRODUCED BY PERMISSION.

helped to quickly establish it as the printing capital of
Italy, and indeed of Europe. Its publications were the
treatises and manuals for the expanding class of educated
laity to which Renaissance learning was addressed. Print-
ers found a market and humanists found a means of
broadcasting their message. The Italian humanist move-
ment was able to develop into a European-wide “republic
of letters” partly because the printing press allowed trans-
mission of the new learning beyond the Alps.

TRADE STRUCTURE

Within fifty years of its invention, printing had spread
throughout Europe. Most enduring printing firms tend-
ed to be in commercial and trading centers rather than
the intellectual centers around universities and monaste-
ries. Early printers combined the roles of printer, pub-
lisher, and bookseller, but could not do so for long, even
when serving a small, local market. The large capital re-
quired up front to run a print shop soon forced both a
separation of responsibilities and the pursuit of wider

markets. Master printers began to concentrate on the
chief publishing tasks of securing financial backing and
establishing sales networks in order to ensure survival in
the trade and a sufficient return on investments.

DISTRIBUTION NETWORKS

Traditionally, tutors had sold books to pupils or peddlers
had touted them at markets, but much higher sales fig-
ures were needed than these channels could provide. Suc-
cessful publishers began printing stock lists, setting up
branch offices in large towns and cities, attending inter-
national book fairs, and acting as agents for other pub-
lishers. The major book fairs in Europe were those at
Antwerp, Lyons, Leipzig, and Frankfurt. Frankfurt, tradi-
tionally a center for the sale of manuscripts, soon became
the biggest fair for printed works too. It retains this pre-
eminence even into the twenty-first century.

Agents who originally did the rounds of fairs as mid-
dlemen for big publishers developed into wholesale deal-
ers concentrating on the major events such as the Lyons
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and Frankfurt fairs, and on supplying the booksellers in
big cities such as Paris. Itinerant peddlers carrying small
quantities of books continued into the eighteenth centu-
ry, but they could only reach a limited market.

Major publishers established warehouses at Frank-
furt to keep stock between one fair and the next; branch
offices in Europe’s main cities also served as distribution
points. In France, Paris and Lyons could take advantage
of major rivers to aid distribution, and the Rhine and the
Elbe carried stock through Germany. Venice was able to
become the preeminent publishing city in Europe, partly
because its established commercial network provided for
such an effective distribution of stock.

INTO THE NEW WORLDS

As the European powers began to establish colonies over-
seas, books accompanied the flag and the cross. In turn,
they were rapidly followed by the printing press. Often
authors and publishers sought the freedom overseas to
produce material that was banned in their mother coun-
tries. Rather than simply spreading the established cul-
ture to the new colonies, books became the vehicles for
fresh ideas about religion and politics that were re-
exported to the countries of origin. Laws that had been
established to protect the intellectual property rights of
authors and publishers from the beginning of the eigh-
teenth century were ignored in this international traffick-
ing of texts. In particular, publishers in the United States
during the nineteenth century seized on the lack of inter-
national protection to reproduce foreign works without
payment. Eventually, international copyright protection
was established through treaties such as the Berne Con-
vention of 1886 and the Universal Copyright Convention
of 1952. English-language publishers in the United States
and the United Kingdom made agreements to parcel out
“traditional” trading territories. These agreements lasted
until the second half of the twentieth century, when they
fell foul of U.S. antitrust legislation and British entry into
what is now the European Union.

INDUSTRIAL PROCESS

The nineteenth century saw a revolution in publishing.
Industrialization of most of the book production process
meant lowered costs and increased output. Inventions
such as the steam-powered press, mechanical typecasting
and setting, stereotyping, and innovations in the repro-
duction of illustration ensured that book production was
more efficient and much, much faster. Enhanced chan-
nels of communication and distribution helped the book
trade: improved roads, telephones, and railways. The in-
creased populations of Europe and the United States of
America (during the nineteenth century Europe’s popu-
lation doubled, the United States’s increased fifteen-fold)

provided an eager audience for books and magazines.
Books were required for reading on train journeys, in the
new public schools, and in libraries, and for information
in new trades brought about by industrialization. The pa-
perback was an extension of the democratization of the
book, as was the diversity of outlets, from supermarkets
to drugstores, through which it was sold.

TRADING IN RIGHTS

The distribution of the physical book has today given way
to the increased sale of publishing rights and the decen-
tralization of production. Over the past few decades the
global publishing industry has undergone a process of
consolidation and concentration. During this period the
profile and structure of the publishing industry has expe-
rienced significant change with merger and acquisition
deals that have resulted in a number of “global trans-
media conglomerates” that include significant book pub-
lishing operations within their portfolios.

In addition, there are a number of other factors that
indicate that the global publishing business is likely to
continue to undergo further structural changes in the
next decades. These include developments in delivery
systems such as electronic publishing, the growth of “on-
demand publishing,” and potential improvements in the
format of the “electronic book.” Digital content and e-
learning, for example, are already changing the face of the
academic, educational, and scientific, technical, and
medical sectors, but not as yet the general or leisure sec-
tors.

At the other end of the scale, the global book indus-
try comprises a large number of small, independent in-
digenous publishing companies, where the domestic
market represents their primary focus and source of titles
and revenue. The nature of the book, as a creative and
cultural product, is generally less susceptible to standard-
ization than products in other industries, and it is likely
that these smaller publishing houses will continue to
thrive.
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BORDEAUX
Bordeaux, the French city located on the left bank of the
Garonne, around 50 miles from its mouth, has been a
center for maritime trade since the Middle Ages because
of its rich wine-growing hinterland. Its international
trade history has involved several phases of growth and
change. The end of English rule over Aquitaine (1152–
1453) modified its trading position, which had previously
consisted mainly of exporting wine to England. In the fif-
teenth century, the sale of Toulouse pastel produced a
great deal of prosperity among the merchants of Bor-
deaux, who started shipping to the New World in the six-
teenth century.

In the final quarter of the seventeenth century, the
inhabitants of Bordeaux formed relations with the West
Indies; the Indian Ocean was off limits until the dissolu-
tion of the Compagnie des Indes Orientales in 1769. Be-
ginning in the years between 1730 and 1740, Bordeaux
was the main French port used in shipping to the West
Indies. The wealth of Bordeaux merchants in the eigh-
teenth century, regarded as a golden age for their mari-
time trade, was economically connected with the At-
lantic. It relied upon selling to the West Indies manufac-
tured goods from northern France and agricultural pro-
duce from its rich hinterland, which had been able to
adapt its flour and wine to the requirements of the colo-
nies. Imports from the West Indies included sugar, cof-
fee, and indigo. Bordeaux merchants re-exported 80 per-
cent of colonial produce to northern Europe
(Amsterdam, Hamburg, and ports in the Baltic). Slave-
trading expeditions took place on a regular basis begin-
ning in the 1730s and grew more frequent between 1783
and 1792 (there were 205 slavers during this decade). Al-
though the slave-trade and colonial expeditions (there
were 267 shipments in 1785) were restricted to French
shipowners via the Exclusif system, foreign agents were
essential for the re-export of colonial goods and for the
export of Bordeaux wines, which had improved greatly
since the end of the seventeenth century. In 1785, 724
foreign vessels came to Bordeaux for these goods. Bor-
deaux thus had significant communities of merchants
(Sephardic Jews from the Iberian peninsula, Germans,
Dutch, and Irish), while half of French shipowners were
Protestant. The colonial trade made Bordeaux, via its
Chamber of Commerce, a staunch defender of the Exclu-
sif system, opposed to the abolition of the slave trade and
slavery.

The loss of Saint-Domingue, which became Haiti in
1804, necessitated a number of changes to the trade of
Bordeaux; before the French Revolution this island had
provided three-quarters of the colonial goods imported
to Bordeaux. While trade in wine and colonial goods re-
mained most significant, Bordeaux increased its trade
with Africa, which France had colonized from the 1830s
onwards, and in the second half of the nineteenth centu-
ry, Bordeaux also specialized in trade on routes that were
little used by steamships (Chile, Argentina, Oceania).

While the overall volume of maritime trade has in-
creased (from 0.7 to 4.2 million tons between 1860 and
1913; 14.4 million tons in 1972, a figure unequaled
since), Bordeaux declined compared to Le Havre and
Marseille. In those ports, trade has outstripped that in
Bordeaux since the 1820s. At the beginning of the twen-
ty-first century, Bordeaux was France’s seventh most im-
portant port. The makeup of trade changed fundamen-
tally during the course of the nineteenth century and
even more so during the twentieth. From being a major
international trading post, Bordeaux became a city pro-
viding imports supplying the needs of industry, with coal
in the nineteenth century and oil in the twentieth century
being the main imports. Most wine is transported by rail,
road, and even by air; only corn is still moved by ship in
large volume, like the wood of the Landes region in the
past for the mines of northern Europe.

This transition from an international emporium to
a regional port has been accompanied by a decline in the
decision-making role of Bordeaux businesses, which have
generally been absorbed by larger French or foreign com-
panies. The port of Bordeaux, once at the heart of the
town, has gradually been moved outside the city in suc-
cessive stages, between the mouth of the estuary and
Bassens. The city’s image is no longer tied up with its port
and sea trade. But it retains its reputation for wine: 650
million bottles were sold per year during the 1990s; 40
percent of its production is exported; 1.27 billion euros
of wine was sold abroad in 1998. Japan and the United
States are its first- and fifth-best customers respectively,
amounting to a quarter of the value of wine exports,
while the traditional markets of northern Europe account
for half of exports.
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BOSTON
Boston, New England’s largest city and the capital of
Massachusetts, is a seaport trading center, rail hub, and
the oldest continually active major port in the Western
Hemisphere. The city’s early commercial fortunes were
determined by its proximity to the sea. Early settlers of
the Boston area became enterprising maritime traders
engaged in a vigorous overseas trade. Boston-owned
whalers; “slavers” trading with Guinea; ships returning
with molasses from the West Indies (for which Massa-
chusetts built distilleries), mahogany from Honduras,
and lumber from Maine; and ships carrying salted fish to
foreign markets all contributed to a sophisticated mari-
time economy. Until the ascendancy of New York and
Philadelphia in the 1750s, Boston was the primary trad-
ing hub of the American colonies, situated on the penin-
sula closest to Europe of any major colonial city, and en-
dowed with a magnificent natural harbor.

Boston enjoyed robust growth after the Revolution-
ary War. Though devastated by the British occupation,
the city built a new fleet of fast deepwater trading ships,
and U.S. vessels were seen around the world from Tripoli
to Canton. The merchant and fishing fleets of Massachu-
setts increased by ten times from 1790 to 1810, but due
to foreign trade disruptions associated with the War of
1812, the Boston economy diversified into inland manu-
facturing. This coincided with the start of the United
States’ Industrial Revolution, which was centered in areas
adjacent to Boston proper. Based on technology and
abundant water power for factories, early-nineteenth-
century Boston took the lead in the manufacture of tex-
tiles, paper, and printing, and became the center of the
U.S. shoe and leather industries and the wholesale wool
trade.

In the nineteenth century coastwise and domestic
traffic surpassed international trade in importance to the
U.S. economy. The port of Boston became a center for
a vital coastwise trade bringing southern raw cotton and
wool, cane sugar, and turpentine northward, and return-
ing finished goods either south or west, or exporting
them to Europe. At mid-century Boston’s shipyards
reached their zenith with the development of clipper
ships, the fastest commercial sailing ships ever built.

After the Civil War, Boston’s national importance
was tempered by other cities. New York, for example,

took a commanding lead in the United States’ interna-
tional trade, as well as financial control of many of Bos-
ton’s local shipping lines. Boston failed to adapt to as-
sembly-line techniques of iron and steam-powered ship
construction, and the port went through a period of rela-
tive dormancy as production facilities moved closer to
raw materials: the textile mills moved south and the
leather manufacturies west. The decline of traditional
shipbuilding in the 1880s marked a change in the charac-
ter of the waterfront. Railroad companies built huge coal
and grain terminals on expanding landfill of South Bay
and East Boston. The United States government devel-
oped large shipbuilding facilities in the Boston area,
backed by enormous railyards, vital to the world wars. In
the 1950s Boston lost traditional manufacturing jobs to
other states but began to transform itself into a leader in
cutting-edge industries. Drawing on the intellectual capi-
tal from its fifty colleges and universities, Boston devel-
oped such value-added sectors such as electronics, lasers,
computer hardware and software, medical devices, imag-
ing, and genomic research. These industries have
spawned a revival of the Boston area, and have main-
tained the city’s status as the financial, educational, and
economic hub of New England.

The Port of Boston was at the forefront in the use
of shipping containers in the transatlantic trade, and by
the 1970s containers had become the most common
method of transportation in the shipping world. In 2004
the port handled about 13 million metric cargo tons
worth nearly U.S.$10 billion. Major transported products
include petroleum, liquefied natural gas, automobiles,
salt, and scrap metals. Additionally, Boston welcomes
over 200,000 cruise-ship passengers every year.
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BOYCOTT
The practice of organized boycotts of specific commodi-
ties, firms, and countries was named after Captain

Boycott
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A 1978 poster encourages a consumer boycott of lettuce and
grapes. Cesar Chavez, a prominent labor rights figure, led the
boycott to draw attention to migrant worker conditions. THE

LIBRARY OF CONGRESS

Charles C. Boycott (1832–1897), an English land agent
in Ireland who was so ruthless that his employees ostra-
cized him and his family. His employees’ action could be
described as a primary boycott, in which aggrieved em-
ployees (and their sympathizers) refuse to buy the prod-
ucts of their employer. A secondary boycott targets a third
party that has dealings with or is presumed to be sympa-
thetic to the original target of the boycott. A tertiary boy-
cott extends the action to other firms that deal with the
target(s) of the secondary boycott. Boycotts could be or-
ganized by sovereign states or a union of states, and by
subnational and nonstate actors to attain particular ends
in war and peacetime. Those organized by states could
be backed by legislation, while powerful interests, such
as multinational firms, could get state actors to initiate
or support a boycott. Boycotts usually ended when the
goal was accomplished, or when failure was too glaring
or continuation too costly. Boycotts are inherently dis-
criminatory and punitive, the aim being to ensure a pre-
determined outcome.

AMERICAN COLONISTS’ BOYCOTT OF BRITISH
GOODS

American colonists reacted to the Townshend Act of
1767, which taxed American imports from Britain, by
agreeing not to import British goods, especially luxury
products. Consequently, British imports dropped by half
within a year, and the Townshend Act was repealed,
thereby removing all taxes and duties on goods, except
for tea. The Tea Act of 1773 provoked the colonists’ re-
sentment by giving the British East India Company a mo-
nopoly, and it revived the clamor against taxation with-
out representation. Hence, the colonists reacted by
boycotting tea, and local patriots attacked three ships in
Boston Harbor. On the evening of December 16, 1773,
150 “Sons of Liberty” boarded the ships and dumped
forty-five tons of tea into the harbor. The “Boston tea
party” was emulated at other seaports, though the British
government later imposed stiff sanctions on Massachu-
setts via the so-called Coercive Acts. But the boycott ef-
fectively disrupted British tea exports to America.

INDIAN BOYCOTT OF BRITISH TEXTILES

Since its formal colonization by the British in the mid-
eighteenth century, India had provided a huge market for
British exports, especially Lancashire textiles. However,
apart from the Sepoy Mutiny of 1857, Indians had op-
posed British rule in various forms up to the onset of
middle-class nationalism in the late nineteenth century.
The partition of Bengal in 1905 radicalized the nationalist
movement and necessitated recourse to a boycott of Brit-
ish textiles as a means of reversing the unpopular mea-
sure. Boycott was coupled with swadeshi (the promotion
of homemade goods), and both had a devastating effect
on British textile exports to India. Even after Bengal was
departitioned in 1911, Indian nationalists, led by Mahat-
ma Gandhi (1869–1948) after 1920, continued to employ
the boycott weapon—coupled with swadeshi, hartals
(business strikes), and acts of civil disobedience or non-
cooperation—and this had a long-term effect on the Brit-
ish textile industry, which had lost its major market in
India by 1925. In particular, there were job losses and an
irreversible decline of what had been a major industry in
Britain.

U.S. AND BRITISH BOYCOTT OF MEXICAN OIL
EXPORTS

At the beginning of the twentieth century the Mexican
government of Porfirio Díaz (1830–1915) had granted
foreign oil companies favorable terms for their opera-
tions, including rights of ownership of oil deposits and
tax concessions. The aim was to attract foreign invest-
ment in the oil industry and to develop the economy. But
by the 1920s Mexico had come under revolutionary gov-
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ernments that ventilated popular opposition to the unfa-
vorable terms under which U.S. and British oil compa-
nies operated in the country. The government sought to
earn revenue from taxation on Mexican oil exports, but
the foreign companies stoutly resisted such measures,
and even intimidated successive governments into acqui-
escence. By the mid-1920s Mexican oil production de-
clined and the country became a marginal exporter.
However, the discovery of the Poza Rica oil fields in 1930
increased the stakes, and the government of Lázaro Cár-
denas (1895–1970), armed with the Expropriation Law
of 1936, sought to claim its rights of ownership to the oil
fields. In 1935 it successfully negotiated a settlement with
the British oil company, El Aguila, by which the company
agreed to pay taxes ranging between 15 and 35 percent
of production. But U.S. oil companies were unyielding.

Eventually, on March 18, 1938, Cárdenas announced
the nationalization of the Mexican oil industry. Diplo-
matic relations between Mexico and Britain were severed,
and U.S. and British firms spearheaded a boycott of Mex-
ican oil and an embargo of exports to the country. The
Mexican oil industry and the country’s oil company,
PEMEX, faced hard times, although internal demand and
exports to the Axis powers mitigated the impact of the
boycott. Moreover, as oil became scarce during World
War II, the United States and Britain abandoned the boy-
cott of Mexican oil exports. Meanwhile, Mexico had em-
barked upon import-substitution industrialization to
deal with the embargo of imports of industrial goods.
Eventually, in 1942, Mexico reached an agreement with
the foreign oil companies at a cost of $130 million. The
boycott had robbed Mexico of foreign investment, access
to markets, loans, and oil technology, and slowed down
the pace of the reform program of the Cárdenas govern-
ment. But Mexico succeeded in securing control of its oil
industry.

ANTI-ISRAEL ARAB BOYCOTT

With the impending creation of the State of Israel, a boy-
cott was formally declared against it by the Arab League
Council on December 2, 1945. Arab countries were en-
joined to “refuse to deal in, distribute, or consume Zion-
ist products or manufactured goods.” After 1948 the boy-
cott consisted of a primary boycott of direct trade
between Israel and the Arab nations; a secondary boycott
of companies that traded with Israel; and a tertiary boy-
cott of firms which traded with other companies that did
business with Israel. The boycott was meant to isolate Is-
rael from its Arab neighbors and the wider world in order
to undermine its military and economic strength.

It largely succeeded in isolating Israel, especially
from its nearest markets, but it did not undermine Isra-
el’s economic and military strength to any great extent,

largely because the U.S. Congress in 1977 prohibited U.S.
companies from joining the Arab boycott on the grounds
of the defense of free trade. In any case, there were divi-
sions among the Arabs themselves, and the Taba Declara-
tion of February 8, 1995, signed by Egyptian, U.S., Jorda-
nian, and Palestinian trade leaders, endorsed “all efforts
to end the boycott of Israel.” Israel’s peace agreements
with the Palestine Liberation Organization and Jordan
further weakened the boycott. The primary boycott has
been breached by Qatar, Oman, and Morocco, but Saudi
Arabia, for example, continues to comply.

ANTI-PEPSI BOYCOTT IN BURMA

Since gaining independence from Britain in 1950, Burma
(now Myanmar) has been mainly under authoritarian
rule. Hopes that civil rule would be entrenched were
dashed with the annulment of the 1990 election won by
Aung San Suu Kyi (b. 1945), and the tightening of mili-
tary dictatorship by the State Law and Order Restoration
Council (SLORC). Hence, a boycott of foreign firms still
doing business with the regime was organized to stop for-
eign investment in the country until civil rule was re-
stored. The soft drinks giant PepsiCo was a target of a
major boycott organized by the All Burma Students’
Democratic Front (ABSDF), which was founded by refu-
gees who had fled SLORC’s student massacres in 1988.

Local and international groups combined to pres-
sure the company, especially with the use of the internet,
cartoons, analyses and news in the media, flyers, and
stickers to carry the campaign to the shareholders and
university communities in North America and Europe.
U.S. states and cities consequently passed selective pur-
chasing laws that excluded companies with ties to Burma
from contracts and other business opportunities. At Har-
vard University the students succeeded on April 8, 1996,
in denying PepsiCo a $1 million contract. Eventually, on
May 31, 1997, PepsiCo formally announced that it had
cut all ties to Burma. Although it did not result in the res-
toration of democratic rule, the ouster of a major mul-
tinational company was a major accomplishment of the
democracy movement in Burma.
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BRAZIL
Brazil is one of the world’s only countries to be named
for a trade good, which is appropriate because few other
countries have been so much created by the world econo-
my. Brazilwood, used for dye, first attracted European in-
terest in the region, but its boom was brief and its harvest
difficult. The first boom and bust that was already declin-
ing by 1600 led Brazilians to perceive foreign trade as a
brittle foundation upon which to build the national
economy, and indeed some Brazilians became leading
theoreticians of “dependency theory,” which warned of
the dangers of opening to the world economy. But a
closer and longer-term inspection of Brazil’s participa-
tion in the world economy reveals a complex, dynamic
relationship.

EARLY FOREIGN TRADE

Foreign trade arrived only with the Portuguese after
1500. The indigenous subsistence producers who occa-
sionally engaged in barter exchanges did not attract the
first Portuguese to Brazil: in 1500 Pedro Alvares Cabral
(1467–1520) spent ten days exploring the area, then set
about his mission to Asia, never to return to Brazil. The
king of Portugal awarded the new land as a commercial
monopoly to a New Christian (former Jews who convert-
ed to Christianity) company that wanted to exploit its
dyewood through coastal trading posts. For the first thir-
ty years of the sixteenth century the only export was bra-
zilwood, which was collected in private coastal trading
posts. Native Tupi traded logs for European wares. How-
ever, when the French vied for the dyewood trade and
control of Brazil, it became clear to the Portuguese that
they needed settlements and another trade good to secure

Brazil and, in turn, the South Atlantic and the Cape of
Good Hope route to Asia. They transferred sugar pro-
duction to Brazil from their African colonies such as São
Tomé, and by the end of the 1500s Brazil was the world
leader in sugar growing. Although still an expensive luxu-
ry because of high transport costs, the market for sugar
widened beyond the elite in the 1600s. Sugar’s primary
destination was Europe via Portugal, but a large trade
with Africa also developed. Brazilian sugar, rum, and to-
bacco, carried sometimes in Brazilian-built ships, bought
slaves. Eventually Brazil would import some 40 percent
of all the Africans brought across the Atlantic, approxi-
mately 3.6 million by 1852, when the Atlantic trade was
outlawed. So profitable did the sugar and slave trades be-
come that the Dutch seized major sugar-growing areas
in Brazil’s northeast between 1623 and 1654. After leav-
ing Brazil, the Dutch transferred sugar technology and
the slave trade to the Caribbean, which began to out pro-
duce and undercut Brazil, further reducing the price of
sugar and stimulating consumption.

The decline of sugar was compensated for by the dis-
coveries of gold and then diamonds in the interior of Bra-
zil after 1695. There followed the world’s first great gold
rush in the first half of the eighteenth century. Over
300,000 Portuguese immigrants stimulated the internal
and external markets. Brazil provided more than half the
world’s supply of gold in the seventeenth century. Even
as gold began to run out toward the end of the century,
sugar, cotton, and cacao gave Brazil a substantial trade
surplus with Portugal, which still officially had a monop-
oly on Brazilian trade (despite rife contraband). Indeed,
by some measures the colony was richer per capita than
the mother country. Researchers have discovered that
prosperity was due not only to exports—there was also
a dynamic internal economy.

RISE OF COFFEE

Brazil’s ports were thrown open in 1808 when prince re-
gent Dom João VI (1767–1826) was forced to flee from
Portugal to Brazil ahead of Napoleon Bonaparte’s troops.
After Brazil gained independence in 1822, high imports
continued while exports faltered, causing trade deficits.
Then a new crop came to the rescue—coffee. Although
it had been growing in Brazil already for 100 years, coffee
only became an important export in the nineteenth cen-
tury after a slave rebellion in Haiti nearly halted what had
been the world’s leading coffee-exporting producer. By
1832 Brazilian coffee exports surpassed sugar; five years
later coffee accounted for one-half of all exports, and by
the end of the century, two-thirds. Total Brazilian coffee
exports jumped seventy-five-fold between 1822 and
1899, which helped world consumption grow more than
fifteen-fold in the nineteenth century. By 1850 Brazil was
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Teatro Amazonas, a grand opera house in Manaus, Brazil. Work on the opera house was completed in 1896, when Manaus was
a bustling trade center for goods harvested from the rainforest, especially rubber.PHOTOGRAPH BY SUSAN D. ROCK. REPRODUCED BY

PERMISSION.

producing over half the world’s coffee. Indeed, about 80
percent of the expansion of world coffee production in
the nineteenth century occurred in Brazil alone. As Brazil
had previously done with sugar and gold, it stimulated
worldwide demand for coffee, transforming it from a
drink for the elite to a beverage for the masses. By 1900
coffee was the world’s third-most-valuable international-
ly traded good, and Brazil produced most of it. In 1906
it produced almost five times as much as the rest of the
world combined. Brazil’s dramatic surge in production
of Amazonic rubber between the 1870s and 1912 also
revolutionized world rubber usage, particularly by mak-
ing bicycle and then automobile tires widely available.
Coffee and rubber, combined with cotton exports espe-
cially in the period 1863 to 1872 and cacao after 1898,
gave Brazil trade surpluses from 1861 to 1955. The real
value of total trade grew sixfold between 1822 and 1900,
while the population quadrupled in that same period.
Despite these impressive numbers, it is likely that the do-
mestic economy grew even faster than the external sector
as railroads, telegraph, electricity, and factories began to

tie together the growing urban population. The abolition
of slavery in 1888 further intensified market relations.

Brazil’s trade partners and the composition of inter-
national goods also changed. From Portugal in the colo-
nial period, Brazil turned to Britain in the first half of the
nineteenth century. Imports, which were mostly finished
goods and machinery, continued to come mostly from
the United Kingdom, with important French, German,
and Belgian contributions. Exports, primarily coffee and
later, rubber, began to flow to the United States by the
1840s. Beginning during World War I, Brazil also turned
primarily to the United States for imports. The export
boom, development of transportation and communica-
tions, and the almost sevenfold growth in population be-
tween independence and World War I, stimulated
import-substitution industrialization.

Although Brazil’s domination in almost all of the
boom products did eventually go bust, coffee was a nota-
ble exception, in good part because of state intervention.
Officially, Brazilian government officials subscribed to
free trade after independence, but demands of the trea-
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sury forced import and export taxes. Duties on imports
grew so that by the early twentieth century they were
some of the highest in the world. Public involvement in
the international market was particularly striking in the
coffee trade, where first the state of São Paulo (1906) and
then the federal government engaged in price-support
schemes, warehousing, and financing of the trade. Gov-
ernment involvement in commerce continued after 1930
when the export oligarchy’s grip on the state weakened
as import-substitution policies erected import barriers
and exchange controls to privilege the industrial sector.
Coffee continued to dominate exports into the 1960s
when the International Coffee Organization (ICO) was
created as an outgrowth of the earlier Inter-American
Coffee Agreement. Brazil’s leadership position was sus-
tained by this international price-support system. Since
the ICO’s demise in 1989, Brazil has continued to be the
world leader, though its share of world production has
fallen to around 25 percent.

This apparent continuity masks the fact that Brazil’s
external sector has been radically transformed. Exports
as a percentage of GNP fell steadily because of the rapid
growth of the domestic economy, financed in good part
by foreign borrowing; today exports account for only
about 7 percent of total production of goods and services.
Coffee is responsible for only 5 percent of total exports
because of diversification. Brazil is still a major player in
world trade as a leader in soy and orange exports through
giant agro-industrial corporations. Brazil also exports
semifinished goods such as steel, as well as sophisticated
industrial products such as automobile parts, airplanes,
and audio equipment. Where manufactured exports ac-
counted for only 2 percent of Brazil’s total in 1960, they
had risen to 37 percent by 1980 and 41 percent in 2000.
The surge of capital-intensive exports has allowed Brazil
to expand its capacity to import fifteenfold since 1900,
and sixfold in just the thirty years since 1970. It also di-
versified its trade partners, turning more to Western Eu-
rope, Latin America, and Japan while conducting less
than a quarter of its trade with the United States.

A prosperous export sector, heavily assisted by the
state, has helped make Brazil the world’s eighth-largest
economy. But despite the government’s neoliberal poli-
cies since the 1980s directed at increased opening to the
world economy, Brazil was in 2000 the second-least
trade-dependent country in the world (Economist 2001,
p. 30). This is certainly not an outcome dependency the-
orists would have predicted. Yet they were not complete-
ly wrong: along with its giant cities and factories, Brazil
has the world’s largest foreign debt incurred from state-
led attempts at industrialization, and one of its most un-
equal distributions of wealth, two consequences of which
are its giant urban slums and the extreme violence in
them.
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BRETTON WOODS
Following the introduction of a new system of exchange-
parity values in December 1971 (the Smithsonian Agree-
ment), U.S. President Richard M. Nixon (1913–1994)
hailed the outcome as the “most significant monetary
agreement in the history of the world.” In reality, this was
the final attempt by the international community to
shore up the fixed but adjustable par-value system, which
had served the world since its inception at Bretton
Woods, New Hampshire, in July 1944. Within fifteen
months of the Smithsonian Agreement, most countries
had moved to floating exchange rates and with this, one
of the central tenets of the 1944 international monetary
settlement had been lost. Of course, the Bretton Woods
Conference encompassed more than an agreement on
fixing exchange rates. Two institutions that were estab-
lished at the conference, the International Monetary
Fund and the World Bank, live on to this day. However,
even with the passing of the fixed-exchange rate era and
despite calls for the reform of the Bretton Woods institu-
tions, sixty years of hindsight suggests that the outcome
of the three-week conference held at Bretton Woods was
both more important for the world and had greater lon-
gevity than any other international monetary conference
before or since.

The ideas behind Bretton Woods were conceived in
the interwar years when inflation, depression, mass un-
employment, trade wars, and political instability had
produced economic devastation across the globe. Few
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Plenary session of the United Nations Monetary Conference in Bretton Woods, New Hampshire, July 4, 1944. Delegates from
forty-four countries turn their attention to Senator Charles W. Tobey, R-NH, the speaker in center background. PHOTOGRAPH BY ABE

FOX. AP/WIDE WORLD PHOTOS. REPRODUCED BY PERMISSION.

had realized that the economic landscape would change
so dramatically after World War I and that the corner-
stone of international economic policy, the gold stan-
dard, would be the prime culprit of the chaos. The sharp
inflation that accompanied the postwar boom in 1918 led
to a scramble to return to gold, as it was believed that this
would restore prewar order and stability. It was not to be.
There was only limited economic cooperation among the
major powers, and in particular there was now sharp ri-
valry between the key financial centers of London, Paris,
and New York. Moreover, increasing restrictions on
trade, payments, and resource flows, together with less
flexibility in domestic price systems, made it more diffi-
cult for adjustments to take place. Most importantly, cost
and price relationships between countries had been so
distorted by the war and the subsequent violent inflation
in Europe that it was extremely difficult to determine
equilibrium exchange rates in such volatile conditions.

The disintegration of the gold standard in the 1930s was
followed by managed exchange-rate systems and autarkic
regimes.

World War II galvanized policy makers in the Unit-
ed States and the United Kingdom to consider how to
strengthen the international economy in general and the
international monetary system in particular when the
hostilities ceased. One of the most undesirable conse-
quences of the gold standard was that some countries ac-
cumulated surpluses on their balance of payments and
others accumulated deficits. When a country had a bal-
ance-of-payments deficit, it was required to reduce its
domestic money base. The British economist John May-
nard Keynes (1883–1946) in particular wished to avoid
the deflation associated with this adjustment mechanism,
which would produce a decline in national income and
a rise in unemployment. In his original plan for an inter-

Bretton Woods

H I S T O R Y  o f  WO R L D  T R A D E  s i n c e  1 4 5 0 79



national clearing union, those countries with a balance-
of-payments surplus would provide credits to the deficit
countries through the clearing union. This was deemed
unacceptable to the United States (the country with the
largest surplus). Instead, the U.S. economist Harry Dex-
ter White (1892–1948) proposed the establishment of an
International Stabilization Fund and an International
Bank for Reconstruction and Development (IBRD). The
former would maintain stable exchange rates and provide
finance for deficit countries and thereby prevent mem-
bers from having to deflate their economy and the inter-
national economy. The latter would provide credits for
postwar reconstruction and long-term loans for develop-
ment; it became known as the World Bank.

The discussions in the early 1940s were not confined
to the United States and the United Kingdom; they also
involved the Soviet Union, China, the free French, and
a number of British Commonwealth countries. In April
1944 it was agreed that an International Monetary Fund
(IMF) should be established. It was agreed at a pre-
conference in Atlantic City, New Jersey, in mid-June that
the United Nations Monetary and Financial Conference
to be held at Bretton Woods in July would legally estab-
lish the IMF and the World Bank. At Bretton Woods,
White presided over a commission on the setting up of
the IMF, and Keynes took responsibility for the World
Bank.

The outcome of the Bretton Woods Agreement was
for the most part in favor of the United States, although
the Americans did make some concessions to the British.
However, Keynes’s ideas for a clearing union were
dropped or partitioned off to separate institutions such
as the World Bank and an International Trade Organiza-
tion (which came to nothing). Broadly speaking, the Ar-
ticles of Agreement, which came out of the conference,
contained three main features.

First, every member of the IMF had to establish a par
value for its currency and to maintain it within a 1 per-
cent margin on either side of the declared par value. Al-
though currencies were treated equally in the articles, Ar-
ticle IV defined the linchpin of the system as either gold
or the U.S. dollar (the fixed price of gold was $35 per
ounce). As the United States was the only country that
pegged its currency in terms of gold, all other countries
would fix their parities in terms of dollars and would in-
tervene to monitor their exchange rates within 1 percent
of parity with the dollar. In the event of a “fundamental
disequilibrium” with the balance of payments, the parity
could be changed only if the fund member had consulted
with other members (Article IV, Section 5). The phrase
“fundamental disequilibrium” was never defined, and it
later proved to be a source of contention among some
members. The escape clause differed from that of the

gold standard because countries were not expected at a
later date to return their currencies to the original parity.
Secondly, under Article VIII, members were expected to
make their currencies convertible for current account
transactions, but were allowed a three-year transitional
period to achieve this (Article XIV). Capital controls
were allowed (Article VI, Section 3), and members had
to avoid discriminatory currency and multiple-currency
arrangements. Thirdly, the IMF could help finance mem-
bers with short- or medium-term payment difficulties
and issue sanctions against countries with large surplus-
es. The rights of members to draw on the fund, along
with their contributions and voting powers, were based
on members’ quotas. The world share the member coun-
try had according to national income, international
trade, and international reserves decided each quota. The
quota would be paid by gold or U.S. dollars (25%) and
the member’s own currency (75%). Although members
could draw on their quotas at will, stringent conditions
were attached to further borrowing beyond the existing
allotments. At the outset, the total fund was set at $8.8
billion and could be raised every five years by a majority
vote. For those countries that ran a large surplus, the IMF
was able to invoke the scarce-currency clause (Article
VII). Members would then have to adopt exchange con-
trols on imports and other current-account purchases
from the surplus country.

The required number of countries ratified the trea-
ties, creating the two organizations at the end of 1945,
and by the summer of 1946 they had begun operation.
Although it would be wrong to attribute the success of
post-1945 international economic relations solely to the
Bretton Woods institutions, they undoubtedly played
their part in facilitating trade liberalization and the ex-
pansion of economic growth. The IMF’s central function
of maintaining fixed-nominal exchange rates persisted
until 1973, but it has continued to act as crisis manager
and international lender of last resort. Although the
growth of private capital flows since 1946 has marginal-
ized the original remit of the World Bank, it has contin-
ued to evolve, and it is currently separated into five agen-
cies.

S EE A LS O Churchill, Winston; International
Monetary Fund (IMF); Keynes, John Maynard;
World Bank.
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BRISTOL
Until the end of the Hundred Years’ War (1453), most
of Bristol’s trade had been to Gascony, then an English
possession. At Bordeaux, English woolen cloth was ex-
changed for wine, salt, and woad (a plant used to make
a blue dye). After the loss of Gascony, Bristol merchants
diversified their interests, increasing their trade to Spain
and Portugal over the next century. In an attempt to ex-
pand their markets, Bristol merchants also financed voy-
ages of exploration during this period—the most famous
being John Cabot’s 1497 voyage to North America.

In the seventeenth and eighteenth centuries Bristol
was a major center for the emerging Atlantic economy.
This included a “triangular trade” that connected Eu-
rope, West Africa, and the Americas. This trade involved
the export of manufactured goods, such as cloth and fire-
arms, to West Africa. These were used to buy African
slaves for shipment to plantations in the Americas. The
sugar and tobacco produced on these plantations was
then taken back to England for processing and consump-
tion.

During the eighteenth century Bristol’s shipping in-
dustry became a byword for efficiency, while its mer-
chants were renowned for their solid business practices.
Nevertheless, by the early nineteenth century the port
was in decline. Despite the construction of a great “float-
ing harbor,” the river Avon proved unable to accommo-
date the largest ships of the day. In the late nineteenth
century the city responded to this problem by building
docks on the Bristol Channel itself, which were linked to
the city by railway. Nevertheless, the high costs of both
operating these docks and dredging the Bristol Channel
made it difficult for the city to compete with lower-cost
ports. As a result, Bristol gradually lost out to other ports,
such as Glasgow, Liverpool, and Southampton.

Although the city center docks finally ceased to be
used for commercial purposes in the mid-twentieth cen-
tury, the processing of some old colonial products, such
as tobacco, continued in Bristol. New growth was provid-
ed by high-technology industries, including aerospace,
film media, computing, financial services, and tertiary

education. The development of these sectors has meant
that, at the start of the twenty-first century, Bristol has
again become one of Britain’s most prosperous cities.

S EE A LS O Canada; Cargoes, Freight; Cargoes,
Passenger; Chambers of Commerce;
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BRITISH-AMERICAN TOBACCO
The foundation of the British-American Tobacco Com-
pany in 1902 marked an important shift in the history of
the international tobacco industry. Trade in tobacco leaf,
either in raw or semiprocessed state, began with the colo-
nization of America by Europeans in the sixteenth centu-
ry, and tobacco became a staple product of international
trade in the early modern period. Relatively little long-
distance trade occurred in the final product as purchased
by consumers. The onset of industrial production in the
nineteenth century, however, created urban lifestyles and
working patterns that encouraged new, more convenient
forms of consumption. In the tobacco industry, this new
demand was ultimately satisfied by the development of
cigarettes. To begin with, these products were handmade,
luxury goods, but with the development of more ad-
vanced forms of mechanization, cigarettes emerged dur-
ing the last two decades of the nineteenth century as arti-
cles of mass production. From this base was built the
tobacco multinationals of the modern era.

The first firm to successfully exploit the potential of
the mass-produced cigarette was the American Tobacco
Company, formed through a process of amalgamation in
1890 by the self-made business tycoon James Buchanan
Duke (1856–1925). Recognizing the potentially global
market for this type of tobacco product, Duke hired
salesmen to promote his cigarette brands extensively
throughout North and Central America, Europe, Asia,
Australasia, and southern Africa. Between 1891 and 1901
the proportion of the company’s cigarette sales account-
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ed for by exports rose from 11.1 percent to 36.7 percent.
This success often bred resentment among local manu-
facturers of tobacco products, which characterized the
Americans as foreign invaders and lobbied their national
governments to introduce protective tariffs. Duke’s com-
pany responded to such moves by setting up production
facilities directly in the markets concerned, often through
the acquisition of one of the leading local tobacco firms.
Thus the tobacco industry provides one of the earliest ex-
amples in which manufacturing firms used foreign direct
investment as a strategic response to overcome govern-
ment controls on their export trade.

In Great Britain, American Tobacco’s success in pro-
moting its products through an import agency led the
leading cigarette manufacturer, W. D. & H. O. Wills, to
draw up plans to form a rival British-based business en-
terprise incorporating the combined forces of a group of
leading national firms. When Duke responded to a rise
in the tariff on cigarette imports by buying control of the
Liverpool-based firm of Ogden’s in 1901, the manage-
ment of Wills carried out its plan and drew together thir-
teen of Britain’s leading tobacco manufacturers under
the banner of the Imperial Tobacco Company (of Great
Britain and Ireland). After a year of commercial conflict,
Imperial and American Tobacco called a truce and drew
up an agreement to stabilize the market. In essence, the
two companies agreed to limit their own spheres of oper-
ation to their national markets, and jointly formed the
British-American Tobacco Company to handle their
business in the rest of the world. Because it surrendered
brand rights to British-American in worldwide markets,
this agreement created numerous complexities regarding
international brand ownership when the American To-
bacco Company was forced to divest its shareholding in
British-American by the U.S. antitrust authorities in
1911.

Although the British-American Tobacco Company
began its life as an enterprise wholly owned by American
Tobacco (67%) and Imperial (33%), it nevertheless was
granted a great deal of operational autonomy, controlling
its own export factories in Britain and the United States
and managing foreign subsidiaries in countries such as
Canada, Australia, South Africa, Germany, and Japan.
When the company was forcibly ejected from Japan in
1904, its export trade was focused on developing the huge
potential for cheap machine-made cigarettes that existed
in China. By 1913 over 10 billion cigarettes were being
exported to China annually from Britain and the United
States combined, and these sales were supplemented by
local production facilities within the Chinese Treaty
Ports and hinterland. Between 1921 and 1941 around 40
percent of all cigarettes produced by British-American
were sold in China.

The international growth of British-American’s pro-
duction system had implications for the trade in leaf, too.
Locating factories abroad meant that shipments of flue-
cured Virginia leaf from the United States were now re-
quired to support foreign production, and British-
American set up the Export Leaf Tobacco Company to
handle this business. Increasingly, however, in large mar-
kets such as China, Brazil, and India, the company helped
to facilitate local cultivators to produce the leaf that their
factories required. The Indian Leaf Tobacco Develop-
ment Company was a subsidiary concern that British-
American initially used to develop leaf production for its
own needs, but it eventually began to export leaf tobacco
on its own account, helping the Indian economy to be-
come a significant exporter of flue-cured leaf tobacco
from the mid-1920s.

Britain’s exports of cigarettes grew rapidly during
the 1920s as British-American sought to expand the
number of markets in which it operated, particularly in
Latin America. Exports were used to build up the busi-
ness in different countries until a market was sufficiently
established to support local manufacturing. Following
the Great Crash of 1929, however, this export trade fell
off markedly, although it recovered well after the World
War II. For British-American as a whole, the 1930s and
1940s were a difficult period during which growth in vol-
umes was sustained mainly by reducing profit margins.
During these years the company became more focused
on its individual operations in the less industrialized re-
gions of the world, although important developments
were put in place in Germany and the United States,
where it had purchased the Brown & Williamson Tobac-
co Corporation in 1927.

The importance of cigarettes and tobacco goods as
a source of tax revenue meant that British-American
tended to cultivate close links with governments in many
of the countries in which it operated. Although this
served their interests well in the short run, in the longer
term it often meant that the company was aligned with
regimes that fell out of favor in the postcolonial climate
of the 1950s and 1960s. The China market was lost fol-
lowing the Communist Revolution, and significant prob-
lems were experienced in countries such as Egypt, India,
and Indonesia. Moreover, a number of tobacco firms
who had previously refrained from extensive internation-
al activity began in the 1950s to expand into British-
American’s markets. In Latin America, for example,
R. J. Reynolds, American Tobacco, and Liggett & Myers
began to set up licensing agreements to produce their in-
ternational brands. The growth of a global marketing
media in the 1960s helped to promote this type of pan-
national product, exploited particularly adeptly by Philip
Morris with Marlboro and Rothmans International with

British-American Tobacco

H I S T O R Y  o f  WO R L D  T R A D E  s i n c e  1 4 5 082



Dunhill. Having built up its reputation with brands that
tended to be country-specific, British-American found it
difficult to compete effectively with this new type of
product strategy.

As with all the leading cigarette-manufacturing com-
panies, faced with adverse publicity following the disclo-
sure of evidence linking tobacco consumption with lung
cancer, in the 1960s British-American began to engage in
a strategy of diversification. The company became active
in other consumer products, paper manufacturing, re-
tailing, and, later, financial services. The strategy helped
to reduce the company’s orientation towards less-
developed economies, but it ultimately fell victim to the
late 1980s trend away from conglomerates as financially
credible forms of business. During the 1990s the compa-
ny refocused itself as a dedicated tobacco company, tak-
ing advantage of the collapse of Communism to expand
its activities in Eastern Europe and China. In 1998 the
company divested its financial-services arm and, shortly
after, merged with Rothmans International to place itself
within touching distance of Philip Morris as the world’s
leading cigarette manufacturer.
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Howard Cox

BROWN FAMILY
Based in Providence, Rhode Island, a succession of
Brown family members headed mercantile firms that
were active in international trade for over a century, be-
ginning with James in the 1720s and ending in the 1830s.
In the colonial era their ships conducted trade mainly
with Caribbean islands and along the northern coast of
South America. Exports consisted mainly of tobacco,
horses, spermaceti candles, flour, and salted meats. The
return cargoes were primarily sugar and molasses, sup-
plemented by coffee and cocoa. To process traded goods,
the Browns established in their home port a slaughter-
house, a candle-making shop, and a distillery. An iron
plantation outside Providence—where ore, timber, and
water were readily available—produced bars for the near-

by coastal trade and for shipment to Great Britain. Re-
turn cargoes from the mother country were mostly fancy
goods. A few vessels carried slaves from Africa to the
Western Hemisphere, but after Moses Brown became an
outspoken critic of the institution of slavery, the family’s
involvement in the African trade ceased.

After American independence, the firm expanded its
horizons by participating in the tea trade to China. Their
vessels sailed eastward to Canton and stopped along the
way at ports in the Atlantic Ocean, India, and the Dutch
East Indies. In the early nineteenth century, the firm be-
came more active in the transatlantic trade to Europe,
with port destinations from the Baltic to the Mediterra-
nean. Meanwhile, voyages to Surinam (Dutch) and other
countries in Latin America continued.

The Browns were early investors in the U.S. cotton
textile industry. In the 1790s, in a cooperative venture
with Samuel Slater, a recent immigrant from England
with knowledge of the new technology, the firm built a
water-powered spinning mill in Rhode Island. In the
1840s the family withdrew from their overseas mercantile
activities and concentrated its efforts on textile manufac-
turing. In the realm of philanthropy, the Browns spear-
headed the creation of a local, prominent university that
bears the family name.

S EE A LS O Newport; Ships and Shipping; United
States.
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ISAMBARD KINGDOM BRUNEL
1806–1859

Born at Portsmouth, England, a year before Robert Ful-
ton launched his steamboat on the Hudson River, Isam-
bard Kingdom Brunel was the inspired engineer who
founded transatlantic travel by iron steamship. His three
amazing steamships—each bigger, better, and more orig-
inal than the last—were the Great Western, launched in
1837 to be an extension of his Great Western Railway
from London to Bristol; the Great Britain, built in 1843
of riveted iron plates and fitted with the first propeller so
used, as well as paddle-wheels; and the Great Eastern,
launched at Bristol in 1858.

Bigger than the average liner a century later, the
Great Eastern was too far ahead of her time, and a com-
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mercial failure. Brunel died of nervous strain before her
maiden voyage to New York in June 1860.

The Great Eastern was built large to carry the coal
needed in a world without coaling stations and, unlike
most ships, could hold all the cable, fuel, food supplies,
and technical staff required for laying a transatlantic
cable. The Telegraph Construction and Maintenance
Company bought her after Cyrus Field, the American
promoter of the transatlantic cable venture, met Brunel
by chance on a train. After several failures, the Great East-
ern laid the first cable across the Atlantic in September
1866.

A great engineer of the Victorian age, Brunel applied
the British development of rolling mills, steam hammers,
coke furnaces, and the iron-puddling process in con-
structing iron steamships with screw propellers.

SEE ALSO Shipping Lanes; Shipping,
Technological Change.
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BULLION (SPECIE)
Gold and silver have played an important role in interna-
tional trade since ancient times as raw materials for
works of art and coins. Ultimately, the roles played by
gold and silver in international trade were derived from
their physical properties. Gold, the most malleable of all
metals, can be worked into exquisite jewelry using simple
tools. It may well have been the first metal worked by
man. Gold is also chemically inactive, so objects made of
it are likely to survive for long periods of time, justifying
intense working, and also making it a good choice for
cooking and eating utensils. Silver is similar to gold: it is
malleable, chemically inactive, and beautiful. These phys-
ical properties also made gold and silver natural choices

for coins. The high value of gold and silver in the decora-
tive arts, moreover, meant that coins made of these met-
als would have some credibility in international trade,
even when the private firms or governments that issued
them lacked authority. Coins could be melted down and
sold as the raw material for works of art, and gold and
silver plate could be melted down and minted into new
coins. Indeed, prior to the nineteenth century people
may have thought of their total monetary assets as the
value of the sum of their plate and coins, rather than as
the value of their coins alone. Gold and silver were, in
short, ideal choices for means of payment in internation-
al transactions. The earliest known coins are said to have
been made at Lydia in Greece in the seventh century
B.C.E. of electrum, a naturally occurring alloy of gold and
silver. Many other commodities have been used as
money—tea, cowrie shells, tobacco, and so on, but none
were as widely used as gold and silver.

By the end of the Middle Ages merchants had per-
fected the bill of exchange to conserve the use of precious
metals in international transactions. Nevertheless, until
the twentieth century gold and silver played a unique role
in settling accounts. Wars confirmed and enlarged the
special role of the precious metals. Traditional trading re-
lationships were strained, and military expenditures in-
cluding the hire or mercenaries often had to be paid for
with precious metals.

The development of gold or silver coins (together
known as specie) with outstanding reputations facilitated
international trade. Florence first issued its famous gold
florin in the thirteenth century, and it soon won an inter-
national reputation for reliability of weight and fineness.
Venice’s gold ducat of the same weight was first issued
at about the same time. The ducat circulated widely in
Europe and the Middle East, and was widely imitated.
Shakespeare made reference to the ducat in plays with
foreign settings, reflecting the coin’s international use
and renown. Hamlet, for example, says when he kills Po-
lonius: “How now? A Rat? Dead, for a ducat, dead!”
(Hamlet III, iv, 23). In fact, Denmark minted a fine gold
coin called the ducat.

Silver coins also circulated internationally. The term
dollar derives from a German silver coin, the joachims-
taler, first struck in the sixteenth century and known col-
loquially as the thaler. In the United States during the co-
lonial period silver pesos, usually Mexican, circulated
throughout the colonies and were known as dollars. The
U.S. dollar that was introduced after the American Revo-
lution was modeled on the peso. Silver pesos were popu-
lar in many other parts of the world, for example in
China. In the nineteenth century the United States mint-
ed a so-called “trade dollar.” This coin contained a bit
more silver than the standard U.S. dollar, and was in-
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Gold bars. Coins and bars made from precious metals were the base unit of trade in much of the Western world until the 20th
century; now, some investors consider bullion to be a hedge against fluctuations in national currencies. © CHARLES O’REAR/CORBIS.
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tended to challenge the peso, particularly in the China
trade.

BIMETALLIC SYSTEMS

Although the first coins were made of an alloy of gold and
silver, the two metals generally have been kept separate
and have had an uneasy relationship. Many monetary
systems have utilized both gold and silver coins in what
is called a bimetallic system. There are two advantages to
such a system. First, in a bimetallic system coins can
cover a wider range of values. Gold can be used for high-
valued coins; silver for low-valued coins. A second, and
more important advantage of a bimetallic system is that
it provides a better chance of avoiding deflation. If the
supply of one metal fails to provide sufficient growth in
the money supply to maintain a stable price level, the
other metal may be able to do the job.

The “bimetallic ratio,” the ratio of silver to gold in
the basic monetary unit, was a crucial variable in a bime-
tallic system. In the system established in the United
States after the American Revolution, for example, the
silver dollar was defined as 371.25 grains of silver and the

gold dollar was defined as 24.75 grains of gold, creating
a bimetallic ratio of 15:1. If the market ratio in another
part of the world differed, it may have paid to export one
metal and import the other, according to Gresham’s Law.
In our example, if the ratio of silver to gold in Europe
was 16:1, it might pay to export gold from the United
States and import silver. The 24.75 grains of gold in the
gold dollar, when exported to Europe, could be convert-
ed into 396 grains of silver (16 x 24.75), which would be
worth $1.07 in the United States when converted into sil-
ver coins. The process of exporting gold and importing
silver would be costly, but if the foreign ratio was high
enough, arbitrage would pay. It was often hard in prac-
tice, because of these flows, to maintain both gold and
silver in circulation simultaneously. Although this was
not a fundamental weakness, it did undermine confi-
dence in bimetallism and create shortages of certain de-
nominations of coins. There was a tendency, moreover,
once the bimetallic system had tipped toward gold (the
more valuable and therefore more prestigious metal) to
prevent it from tipping back toward silver by closing the
mint to silver.

Bullion (Specie)

H I S T O R Y  o f  WO R L D  T R A D E  s i n c e  1 4 5 0 85



ECONOMICS OF MONETARY SYSTEMS

The discovery of new mines sometimes had a profound
effect on monetary systems, price levels, and the coun-
tries in which the mines were found. The gold and silver
that poured into Spain after the discovery of the New
World provided revenues for the expansion of the Span-
ish Empire and set in motion a long period of rising
prices in Europe known to historians as the Price Revolu-
tion. The discovery of gold in California in 1848 and the
subsequent discoveries in Australia launched a long peri-
od of rising prices and a long economic boom. And at
the end of the nineteenth century the development of
gold fields in South Africa and other parts of the world
produced a long period of rising prices in those countries
that adhered to the gold standard. Even the largest dis-
coveries of gold and silver, however, did not produce in-
flations of the scope that have occurred from time to time
under paper-money regimes.

Until the end of the eighteenth century it was diffi-
cult for governments to maintain the value in circulation
of token coins—that is, coins with face values greater
than the market value of the metals they contained. One
of the main problems was that coins could be easily
counterfeited, and would be if their legal value exceeded
the value of silver, copper, or other metal they contained.
Toward the end of the eighteenth century, however, ma-
chinery was developed that produced coins that were
hard to counterfeit. It was then possible to have a curren-
cy that consisted of gold coins for large denominations
and international transactions and token coins for smal-
ler transactions. England adopted this system in 1816.
The availability of token coins for smaller transactions
and the prestige of Britain led to the spread of the gold
standard throughout much of the developed world dur-
ing the second half of the nineteenth century. The heyday
of the gold standard was the period from 1879, when the
United States adopted the gold standard after the Civil
War era of paper money, and 1914, when many countries
left the gold standard as a result of the outbreak of World
War I. An attempt to reinstitute the gold standard was
made in the 1920s, and a modest role for gold was created
under the Bretton Woods system. It was not until the
final abandonment of the link between the dollar and
gold in 1973 that there was finally a world monetary sys-
tem in which neither gold nor silver played a significant
role. The time since then is unique in human history.

SEE ALSO Gold and Silver; Gold Standard;
Mining; Money and Monetary Policy.
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BUNGE AND BORN
Bunge and Born is a multinational agribusiness, linked
by financial, commercial, and industrial operations to
more than eighty countries on all continents. The total
wealth and influence of the company is difficult to evalu-
ate because it operates under various names, including
Bunge and Born, Bunge and Company, and Bunge Limit-
ed, and includes dozens of affiliates, often privately
owned and secretly linked to the parent company. It mar-
kets 10 percent of the world’s grains, is one of the largest
food processing companies in South America, and sup-
plies one-third of the world’s edible oils. Bunge Limited,
the U.S. company, had revenues of U.S.$14 billion in
2003.

La Sociédad Bunge y Cía originated in 1818 in Am-
sterdam, and in 1851 moved to Antwerp. Bunge trans-
ported and stored Russian, U.S., Canadian, and Argen-
tine grain. In 1876 Ernesto Bunge settled in Buenos Aires,
leaving his younger brother, Eduardo (1851–1927), to di-
rect the Antwerp company. Profitable investments in the
trade of colonial profits underwrote the South American
venture. In Argentina, Ernesto Bunge purchased produc-
tive agricultural and pasture lands. In 1880 he founded
Banco de Tarapaca y Argentina, which in 1925, under the
name Anglo-South American Bank, was the largest for-
eign bank in Buenos Aires. In 1884 Ernesto Bunge associ-
ated with his brother-in-law, Jorge Born, to establish
Bunge and Born. In 1897 two German merchants, Alfre-
do Hirsch and Jorge Oster, brought additional capital
and expertise to the company’s expanding grain business.
By 1900 Bunge and Born, together with three other com-
panies, controlled the Argentine grain trade.

In the twentieth century Bunge and Born invested in
manufacturing, first in Argentina and then in Brazil.

Bunge and Born
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Bunge Limited became a public company listed
on the New York Stock Exchange in 2001; it is one of
the oldest companies listed on the exchange. It
employs more than 25,000 people in 32 countries. It is:

• The world’s largest oilseed processor

• The world’s largest seller of bottled vegetable oil

• The world’s largest corn dry miller

• The largest manufacturer and seller of fertilizer

• The largest exporter of soy products in Asia

• A leading biodiesel producer

S ource: www.bunge.com

BUNGE LIMITED

Bunge and Born survived the stigma of their German af-
filiations during World War I and expanded rapidly in
the 1920s in the international trade of cotton fibers and
seeds, the production of cotton and sunflower oils for an-
imal feed and human consumption, and the manufacture
of flour, vegetable oils, and textiles.

Bunge and Born (Argentina), Bunge and Company
(London), Bunge Corporation (United States), and
Bunge (Antwerp), continued to expand during the 1930s.
Despite depressed grain prices, the organization pur-
chased more U.S. storage facilities and ships and expand-
ed Argentine textile production. Argentina’s high import
tariffs favored Bunge and Born’s vertical diversification
in vegetable oils, paints, enamels, and dyes, with parallel
expansion into Brazil, Peru, and Uruguay. Grain exports
remained the core business, and in the 1930s Bunge and
Born exported more than 30 percent of Argentine grains.

World War II favored industrialism in South Ameri-
ca, but postwar political developments and market con-
ditions within Latin America determined the direction of
Bunge and Born investments. The adverse policies of
Juan Perón (1895–1974) in 1946 in Argentina led to a
shift of resources to Brazil, where, after 1945, Getúlio
Vargas encouraged foreign investment in food process-
ing, textiles, chemicals, pesticides, fertilizers, and soy-
beans. Liberal economic policies in Peru between 1948
and 1968 attracted Bunge and Born investments. With
the exile of Perón in 1955, Bunge and Born expanded in-
vestments in Argentine chemical and textile factories.
Military control in Brazil from 1964 to 1986 assured
Bunge and Born’s position as a major exporter of soy-

beans and related products. The 1976 Argentine military
coup provided Bunge and Born opportunities in the pet-
rochemical industry. By 1979 Bunge and Born companies
in Argentina controlled 42 percent of the domestic food
sector, 36 percent of the chemical industry, 11 percent of
textiles, 8 percent of packing, and 8.1 percent of cereal
exports.

In the 1970s Bunge Limited was a grain merchant
handling from 10 to 15 percent of the U.S. grain exports,
but by the 1980s it was one of the three largest U.S. pro-
ducers of soybean oil. It has continued its diversification
in the food industry. In August 2001 it sold 20 percent
of its shares on the New York Stock Exchange. The Euro-
pean operations of Antwerp and London remain impor-
tant financial centers for Bunge and Born, and they trade
with former British, Belgian, and French colonies.

From 1884 until the 1930s Bunge and Born, Buenos
Aires, and Bunge y Cía, Antwerp, were legally indepen-
dent. The death of Eduardo Bunge in 1927 in Antwerp
shifted power to Argentina. Financial decisions and glob-
al strategy resided in families: Ernesto Bunge in Antwerp
and Bunge, Born, Oster, and Hirsch in Argentina. By the
1940s there were four geographical centers of operations:
Bunge and Born S.A. (Argentina, Brazil, Paraguay, Pana-
ma, Peru, and Uruguay), Bunge Sociédad (Belgium,
France, Germany, Spain, and Switzerland), Bunge and
Company of London (Australia, South Africa, and
Japan), and Bunge Limited (United States, Canada, and
Venezuela). Family members of diverse nationalities sat
on the boards of directors of both private and public
companies to promote a global strategy while allowing
company autonomy.

On September 19, 1974, the Montoneros, an Argen-
tine leftist guerrilla movement, kidnapped Juan and Jorge
Born. To obtain release of the two brothers, Bunge and
Born paid a ransom of U.S.$60 million and distributed
$1.2 million in food and clothing to the Argentine poor.
This shocking event led the Bunge, Born, and Hirsch
families to transfer headquarters to São Paulo, Brazil.

In 1989 Bunge and Born provided the Argentine
government of Carlos Menem (b. 1930) with its first two
economic ministers. Involvement in politics and lacklus-
ter company performance led to dissatisfaction among
the family members. They hired a professional manager,
who sold money-losing businesses in Argentina and Bra-
zil, and refocused on agribusiness in grains and oilseeds.
In 1994 the members of the principal families—Bunge,
Born, Hirsch, Engels, and De la Tour—replaced the pre-
vious ownership system, which consisted of individual
shareholders holding investments in the various Bunge
companies, with the Bermuda-registered Bunge Interna-
tional, in which family members currently hold shares.

Bunge and Born
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Rice exports from Burma, 1855–1998
Thousand metric tons, five-year averages

Year Year

1855–1859 225

1950–1954 1,229

1860–1864 337

1955–1959 1,672

1865–1869 361

1960–1964 1,636

1870–1874 636

1965–1969 779

1875–1879 770

1970–1974 463

1880–1884 921

1975–1979 505

1885–1889 947

1980–1984 721

1890–1894 1,245

1985–1989 332

1895–1899 1,209

1990–1994 374

1900–1904 2,042

1995–1998 146

1905–1909 2,234
1910–1914 2,379
1915–1919 2,136
1920–1924 2,365

1925–1929 2,902
1930–1934 3,052
1935–1940 2,901

SOURCE: Compiled from Schendel (2003); Cheng (1968); Saito 
and Kiong (1999); Khin Win, A Century of Rice Improvement 
in Burma. Manila: International Rice Research Institute, 1991; 
B. R. Mitchell, International Historical Statistics: Africa, Asia &
Oceania, 1750–1988, 2nd ed. New York: Stockton, 1995; J. W. 
Grant, The Rice Crop in Burma: Its History, Cultivation, 
Marketing and Improvement. Rangoon: Superintendent 
Government Printing and Stationery, Burma, 1932; David I. 
Steinberg, Burma: The State of Myanmar. Washington, D. C.: 
Georgetown University Press, 2001.

In 1999 Bunge and Born transferred its company head-
quarters from São Paulo to White Plains, New York.

SEE ALSO Agriculture; Argentina; Banking;
Brazil; Chicago Board of Trade; Finance,
Insurance; Import Substitution; Population—
Emigration and Immigration; Russia; Textiles;
United Kingdom; Wheat and Other Cereal
Grains.
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BURMA
Situated on the sea lanes of the Bay of Bengal and wedged
between India and China, Burma offers rich opportuni-
ties for both overland and maritime trade. Over the last
six centuries the country has realized this potential with-
in varying degrees. The volume and direction of Burma’s
foreign trade have shifted several times, as has the rela-
tionship of foreign trade with the domestic economy.

In the fifteenth and sixteenth centuries’ relative
peace, population growth and the expansion and diversi-
fication of agriculture boosted trade. Burma shipped in-
creasing amounts of rice, ceramics, gems, and forest
items to the Malayan ports, and became an important site
for shipbuilding and repairs, using locally abundant teak.
With India, Burma exchanged local products and im-
ports from the east in return for cotton cloth and yarn.

The state played a strong role in early modern trade,
levying fees and customs duties, administering royal
trade, and farming monopolies of lucrative items. For-
eigners, including Indians, Armenians, Persians, other
Muslims, and Chinese, controlled external trade after
1600, if not before. A dip in maritime trade in the seven-

 THE GALE GROUP.

teenth century was later replaced by moderate, steady
growth. More rice from the south was diverted to central
Burma, and other bulk items such as teak and cutch came
to dominate exports.

Raw cotton became precolonial Burma’s main item
of overland export to Yunnan (in southwest China), sup-
plemented by rubies, amber, jade, and, at times, import-
ed textiles. Burma imported firearms, copper, iron, and
silver, and, from the eighteenth century onward, raw silk.
Around 1800 overland trade almost matched Burma’s
maritime trade. Total foreign trade made up only a small
share of Burma’s precolonial economy, but provided im-
portant incentives for commercialization and monetiza-
tion.

After the establishment of British rule (1826–1886)
Burma’s economy was geared toward maritime trade.
Burma became the world’s leading rice exporter (1934–
1935: 3.4 million metric tons), sending more than half of
its harvest abroad (1930–1935: 63%) and running large
trade surpluses. Exports made up between 30 (1901–
1902) and 50 percent (1936–1937) of NDP. Great Britain
was the largest rice customer (1870–1875: 72%) until
higher demand redirected the trade to India (1935–1940:
53%) and other parts of Asia (1935–1940: 31%). The
overriding importance of rice for the export trade (1890–
1895: 73% of export value) declined over time (1935–

Burma
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1940: 44%). Teak (1935–1940: 8%) and petroleum
(1930–1935: 33%) diversified exports. Largely, Burmese
cultivators, Indian Chettiar capital, Burmese, Indian, and
Chinese traders, and European exporters controlled
trade. These foreigners expatriated profits from trade and
investments. Manufactures dominated imports. Reliance
on trade was felt severely during the Great Depression,
when plummeting rice prices plunged Burmese cultiva-
tors into crisis.

World War II and the Japanese occupation inter-
rupted Burma’s trade links. Sustained fighting and
scorched-earth tactics inflicted considerable damage. The
new Burmese government (1948) nationalized the rice
trade and the timber industry and converted the Burma
Oil Company into a joint venture. Exports fell to 20 per-
cent of GDP by 1958/1959 and continued to be mostly
primary products. Imports were tightly regulated, but at-
tempts at import substitution failed to stimulate new in-
dustries.

From 1962 to 1988 a military government pursued
nationalist and socialist economic policies, making for-
eign trade into a state monopoly. Official trade was
halved between 1961/1962 and 1968/1969. It climbed in
the early 1980s but fell back below 1961/1962 levels by
1988/1989. The trade deficit widened to 40 percent of im-
ports that year, and exports made up less than 4 percent
of GDP. Rice exports declined to about 500,000 tons
(1990/1991), and other primary items (forestry, minerals,
marine products) gained a larger export share. Import
controls marginalized consumer goods and fostered
smuggling. Asian countries remained Burma’s main
trading partners.

A new (1988) military regime proclaimed an interest
in free-market economics and foreign trade and invest-
ment. However, many export items, such as rice, teak,
petroleum, gas, and precious stones, remained state mo-
nopolies. Exports more than quadrupled between 1987/
1988 and 1994/1995. Subsequently, export growth con-
tinued, but more slowly. Imports rose roughly eightfold
from 1987/1988 to 1999/2000. As the trade deficit
reached 59 percent of imports in 1997/1998, the state re-
stricted imports, which, in turn, slowed export growth.
Official exports account for less than 1 percent of GDP.
Agricultural exports gained in importance until 1995,
after which rice exports declined and textile exports in-
creased. In 1999/2000 primary goods, including marine
products, still made up almost 60 percent of exports.
Consumer goods accounted for 40 percent of official im-
ports. The structure of trade had changed little, reflecting
Burma’s failure to develop its economy. Much trade in
imported consumer items and Burmese timber and nar-
cotics is conducted illegally and not registered.

S EE A LS O Bangladesh; Bengal; Drugs, Illicit;
East India Company, British; Empire, British;
Entrepôt System; Import Substitution; India;
Indian Ocean; Rice; Socialism and Communism;
Women Traders of Southeast Asia.
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CABOT FAMILY
John Cabot (c. 1450–1499) was a Venetian pilot and mer-
chant active in the Black Sea and Spain. About 1495 he
moved to Bristol, England. Like Columbus, Cabot be-
lieved that only the Atlantic separated Europe and Asia,
which he hoped to reach by sailing to the north. Backed
by English merchants and Henry VII’s promise of a trad-
ing monopoly, he set out in May 1497 on the fifty-ton
Matthew. Probably following the old Norse route to
Greenland, he and his eighteen men reached North
America, likely Newfoundland, on June 24, exploring as
far as southern Labrador. On their return to Bristol, his
crew told of immense stocks of codfish. Cabot’s geo-
graphic vision and trade estimates convinced Henry to
invest in several ships for another voyage, which set sail
in 1498, only to disappear. John’s son Sebastian (c. 1480–
1557) probably made the 1497 voyage with his father and
certainly made later voyages to the Americas between
1504 and 1526. After a career as pilot major of Spain, he
returned to England in 1548 to act as an advisor to the
Muscovy Company. The southern skills in celestial navi-
gation that he brought with him were a key intellectual
asset for the new company, which was opening a trade
to Russia through the White Sea.

SEE ALSO Canada; Empire, British.
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CÁDIZ

Located on Spain’s southern Atlantic coast, Cádiz dates
from about 1100 B.C.E., when Phoenician merchants es-
tablished the port of Gadir on the island of León, forming
the southwest side of the Bay of Cádiz. Its residents are
still called gaditanos. Following Christopher Columbus’s
1492 discovery of America, Cádiz’s vulnerability to attack
led Isabella I (1451–1504) to grant the inland port of Se-
ville a favored position in trade with the New World. Yet
Columbus launched subsequent voyages to America
from Cádiz, and a piloting school opened there in 1500.
In 1509 the Crown authorized fleets for America to leave
from Cádiz as an alternative to Seville. The Board of
Trade (Casa de la Contratación) in Seville established a
permanent office (Juzgado de Indias) at Cádiz in 1535.
The annual fleets carried passengers, supplies, and mer-
chandise to Spain’s American kingdoms and returned
with gold, silver, cacao, sugar, tobacco, indigo, and other
plantation crops. In 1587 Francis Drake (1540?–1596)
destroyed many ships at Cádiz. After his defeat of the
Spanish Armada in the following year, Cádiz was even
more vulnerable, and in 1596 an English-Dutch expedi-
tion burned the city. The 100-foot high signal tower
(Torre de Vigía) is a reminder of the greater fortifications
built during the seventeenth century.

Most of the colonial trade used Cádiz by 1680, when
the government finally designated it as the principal port
for that commerce. Not until 1717, however, did the
Board of Trade and Chamber of Commerce (Consulado)
formally move from Seville to Cádiz. Exports of Spanish
wine, olive oil, flour, textiles, and other manufactures
were always important to this trade, but by the eighteenth
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A painting from 1847 depicts the seafront of the city of Cádiz in southern Spain. Cádiz, located on a peninsula along the
Atlantic Ocean, was a major trading port during the eighteenth century involved with commodities from the Indies and exporting
industrial goods across Europe. © HULTON-DEUTSCH COLLECTION/CORBIS. REPRODUCED BY PERMISSION.

century Cádiz had become the emporium for all of Eu-
rope, and its exports included large volumes of textiles
and other industrial goods from Italy, France, Britain,
Flanders, and Holland. Despite Spain’s official policy of
excluding foreigners from its colonial trade, foreign mer-
chants in Cádiz engaged (operating through Spanish
merchants) in large-scale legal and illegal trade with
Spanish America. With the wealth of the Indies flowing
through its port, Cádiz in the eighteenth century was a
wealthy and prosperous financial center.

Commercial reforms in the eighteenth century,
aimed at developing Spain’s lagging economy, eventually
ended Cádiz’s domination of the colonial trade. The
Crown chartered colonial trading companies in other
Spanish ports, ended the fleet system, encouraged other
ports to participate, and replaced Cádiz with La Coruña
as the terminus of a new overseas postal service estab-
lished in 1764. The 1778 Free Trade Act ended altogether
Cádiz’s monopoly on colonial trade. For a time, the
strength of its financial resources, shipyards, and experi-
ence in the colonial trade gave Cádiz a competitive ad-
vantage, but with the outbreak of war in 1793 its trade

plummeted. The British blockaded the port in 1797 to
1798 and bombarded it in 1800.

Cádiz became the seat of Spanish resistance to Napo-
leon Bonaparte’s invading armies in 1810, resulting in
the Constitution of 1812, but Spain’s colonies abandoned
old trade routes in favor of free trade and then won inde-
pendence. By 1820 Spanish-American privateers were
sinking Spanish ships within view of Cádiz and the Brit-
ish were rapidly taking over most of Latin America’s
commerce. Cádiz became a “free port” in the 1820s, but
without the colonial trade its merchant community with-
ered. Cádiz remained a naval center, but the loss of the
fleet in the 1898 war with the United States was a further
blow to the port. In 1947 an explosion at its naval arsenal
caused great damage. Since then, improvement in its port
facilities, regional agricultural production, some indus-
trial growth, and passenger cruise calls have contributed
to economic growth.

S EE A LS O Agriculture; Barcelona; Cargoes,
Freight; Cargoes, Passenger; Chambers of
Commerce; Containerization; Empire, Spanish;
Free Ports; Harbors; Mediterranean; Peru;
Port Cities; Potosí; Seville; Spain.
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CALCUTTA
The city of Calcutta, or Kolkata as it has been known
since the 1990s, is about 100 miles from the sea. Until a
High Court judgment in 2003, it was accepted that on
August 24, 1690, Job Charnock, an agent of the East India
Company, established a British trade settlement on the
river Ganga at the site of three villages, Gobindapur, Su-
tanuti, and Kalikata. The 2003 judgment rules that the
city had grown over a period of time and that no fixed
date can be established for its birth.

A major outlet in eastern India under the Mughals
was at Hooghly, on the opposite bank of the Ganga,
where a fleet comprising 400- to 600-ton ships of the
Mughal nobility was stationed. In the sixteenth century,
Hooghly formed a part of the Indian Ocean trading net-
work, with an effective linking of the land routes and sea
lanes as a result of the rise of continental monarchies,
such as the Mughal Empire in India, the Safavid Empire
in Persia, and the Ottoman Empire in Iraq, Syria, and
Egypt (Das Gupta 2001).

In the eighteenth century the picture changed again,
with the collapse of the Indian political order and with
the growth of European private trade. In 1717 the Mug-
hal emperor granted the East India Company duty-free
trade in return for a yearly payment of 3,000 rupees.
Though this privilege was meant for the Company’s trade
to Europe, it was used for the benefit of English trade in
general and as a result the Company could undercut its
competitors and sell Bengal goods cheaply in the Indian
Ocean.

The Calcutta fleet made rapid strides between 1715
and 1740, with both the English and the Dutch increas-

ingly employing military force to protect their trade in
Bengal and along the Ganga (Das Gupta 2001). In 1772
Calcutta became the capital of British India. It retained
this status until 1912, when the capital was moved to
Delhi.

The eighteenth century also saw the entry of Ameri-
can ships in the Indian Ocean. These brought mainly
Spanish dollars, but also wine, provisions, and naval
stores for the European settlements; they took away tex-
tiles, pepper, sugar, and jute. Calcutta was an important
destination for these vessels, but so was Canton in China.
The nature of trade changed, and the agency house in
Calcutta became crucial for trade, with profits from trade
increasingly depending on successful politics.

After Indian independence in 1947, Calcutta became
the capital of the state of West Bengal and changed its
role from being primarily a port to being a capital city
with a port attached. Dramatic changes in shipping had
taken place since World War II with the containerization
of trade and the development of intermodal ports, which
linked road, rail, and ship in one operation. The Haldia
dock complex was commissioned, and facilities at Cal-
cutta port were expanded; these now include oil jetties,
a coal-handling plant, and container parking yards. The
city is thus poised to participate in the changing trading
system.
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CANADA
The history of Canada, a large and sparsely populated
country, is inextricably linked to its import and export
trades. The first exports from what is now Canada were
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cargoes of fish caught by West European mariners during
the fifteenth century. The provisioning and the drying of
fish for transport to Europe spawned seasonal settle-
ments on shore, and then the first permanent communi-
ties on Canada’s Atlantic coast. Fishing for export contin-
ued to be important for the Atlantic Canadian economy,
society, and politics into twentieth century, although the
dwindling of fish populations in recent decades has di-
minished this once-great trade.

The collection and export of animal furs defined the
leading edge of European invasion inland during the sev-
enteenth and eighteenth centuries. The Hudson’s Bay
Company, founded by Royal Charter in 1670 and now
the world’s oldest chartered trading company, estab-
lished a network of fur-trading posts along Hudson’s Bay
and James Bay in the Canadian sub arctic. These posts
collected furs in competition with French and mixed-
blood traders who traveled by canoe from Montreal to
acquire furs from aboriginal communities in the interior
of the continent. The buying and export of furs contin-
ued to be a principal European interest in the west and
north of Canada through much of the nineteenth centu-
ry. At the heart of this trade were the aboriginal commu-
nities, who exchanged furs for goods manufactured in

An idealized illustration of Quebec, Canada’s largest province. Quebec has the third largest freshwater supply in the world,
which fuels a healthy and rich supply of natural resources and agricultural production. THE LIBRARY OF CONGRESS.

Europe. The Hudson’s Bay Company sale of much of its
western land in 1870 was a critically important step in the
development of Canada.

The export of timber followed close upon the fur
trade in forested areas of eastern Canada. Exports of
white pine and other forest products for shipbuilding
were particularly important to the Royal Navy during the
wars with France that followed the loss of Britain’s Amer-
ican colonies. Indeed, large numbers of ships built in At-
lantic ports were exported. Wood was the first commodi-
ty exported in large volumes to the United States, as well
as to Britain.

The last export boom to be driven almost exclusively
by European demand was that of agricultural products.
Ontario farmers shipped considerable quantities of wheat
to Europe during the middle decades of the nineteenth
century. When lower-cost western grains eroded Ontar-
io’s competitive edge in field grains during the final third
of the century, farmers took advantage of improvements
in transportation and refrigeration technology to launch
a successful trade in live beef, cheese, and other livestock
products. Eventually, during the early twentieth century,
the settling of the prairie provinces contributed to a sec-
ond surge in wheat export, this time from the west. Many
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scholars believe that the rapid expansion of western pop-
ulation and economy during the celebrated “wheat
boom” of the early twentieth century precipitated a dra-
matic transformation of Canadian economy and society.

Subsequent export booms increasingly focused on
the American rather than the transatlantic market. The
fast growth of the U.S. economy and its sizable balance-
of-payments surplus from the 1920s to the 1960s contrib-
uted to a reorientation of Canadian trade along north-
south lines. U.S. companies became the least-cost suppli-
er of a wide range of imports to Canada. At the same
time, U.S. investment in Canadian industry and raw-
material supply facilitated the growing exports of nickel,
pulpwood, petroleum, automobiles, and other new com-
modities.

The succession of exports may have shaped the char-
acter of economy and society more fundamentally in
Canada than in other many other countries, but the im-
portance of international trade should not be overstated.
In all periods most Canadians worked to provide goods
and services for consumption in local and national mar-
kets. Indeed, the early appearance of manufacturing to
meet local needs contributed to a powerful and relentless
pattern of Canadian industrialization.

During the early nineteenth century Canadians im-
ported all but the most rudimentary consumer goods,
home furnishings, machinery, metals, and even food
from Britain and the United States. Local manufacturers
gradually developed an ability to compete with these im-
ports. The earliest success was achieved in the processing
of raw materials such as basic foodstuffs, leather, and for-
est products. The wood-based manufacturing industries
employed especially large numbers of artisans and work-
ers.

Politicians and the educated elite monitored and en-
couraged the gradual evolution of a larger and more di-
versified manufacturing sector during the second half of
the nineteenth century. A steady decline in the trans-
portation cost of importing to Canada and the close
proximity to Canadian consumers of the U.S. industrial
heartland undoubtedly slowed the expansion and diversi-
fication of Canadian industry. In part to offset the effect
of transportation change and technological improve-
ments elsewhere, Canadian politicians created subsidies
and tariffs to encourage local manufacturing.

Tariffs, or taxes on imports, are of particular interest
because they provided the single largest source of revenue
for the nascent Canadian state. British North America
and the United States agreed to a free exchange of raw
materials during the years 1854 to 1866. Abandonment
of this “reciprocity treaty” on the eve of the Canadian po-
litical union of 1867 set the stage for successive rounds

of tariff increases. The raising of protective tariffs in Can-
ada followed, and to some extent was inspired by, the rise
of protectionism in the United States. The most impor-
tant rounds of tariff expansion came in 1879 and in 1887
(in which year protection was extended to primary iron
manufacture). A change of ruling party in the 1896 na-
tional election led the following year to a discriminatory
policy that favored trade within the British Empire.

This system of “imperial preference” for a time facil-
itated the export of agricultural implements and other
goods to Empire markets. Nevertheless, the failure to pay
large dividends and the undeniable advantages of trading
with a large, prosperous, and close-at-hand neighbor led
to abandonment of this policy during the trade depres-
sion of the 1930s. Joint planning of production by Cana-
da and the United States during World War II reinforced
the trend toward continental integration.

Canada participated in the international movement
to reduce trade barriers after World War II. The result
was an acceleration of trade and national economic
growth not unlike that of many other countries during
the 1950s and 1960s. Canada benefited particularly from
a movement to continental free trade that began in 1964
with the Canada–United States Auto Pact. The 1988 Free
Trade Agreement between Canada and the United States,
which committed the two countries to a further lowering
of trade barriers, was extended in 1994 to include Mexi-
co. Since that date the Canadian government has contin-
ued to establish trade agreements with more and more
countries. Increasingly, these agreements govern invest-
ment and the trade in services as well as commodity
trade.

Not surprisingly, Canada’s participation in interna-
tional trade has continued to increase. By 2000 the value
of Canadian imports was roughly 40 percent of gross do-
mestic product (GDP), while exports accounted for more
45 percent of Canadian GDP. In the same year the United
States accepted nearly 90 percent of Canadian
exports and provided slightly less than two-thirds of im-
ports. Today, more than ever before, the Canadian eco-
nomic and its continued prosperity relies on internation-
al trade and on trade with the United States.
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Kris Inwood

CANALS
Perhaps as early as 7000 B.C.E. Egyptians, Chaldeans, and
probably the Chinese used canals first for irrigation and

subsequently for transport of goods. Riparian canaliza-
tion, that is, canals that took advantage of existing rivers,
constituted the first type of canal construction. People
dug out rivers to allow for easier movement of “barges,”
which were initially little more than rafts. Connecting
natural waterways was the next natural step in promoting
commerce between villages or cities. The primary diffi-
culty these first canal builders encountered was variation
in elevation between natural waterways. Rivers naturally
flow from higher to lower elevations, but connecting two
rivers that were several meters apart in elevation without
redirecting one of the rivers was a daunting task. Accom-
plishing this feat required the invention of a system to lift
or lower vessels loaded with cargo as one progressed from
one elevation to another. At first this was accomplished
by what are referred to as “flash” locks, which amounted
to dams used to retain water for raising vessels to higher
elevations and to release water to float vessels to lower
elevations. Using flash locks was very time consuming,
often taking several weeks to move less than 100 kilome-
ters (60 miles).

China’s Grand Canal, completed during the thir-
teenth century, took nearly 600 years to complete the
connection between Beijing and Hangzhou. By the
twelfth century, 200 years ahead of the Europeans, China
had developed the pound lock that is in use today. The
Dutch, around 1400, and the Italians, around 1480, de-
veloped the pound lock in Europe. The pound lock is a
closed container built into the canal, in which a vessel
could be floated to a higher or lower elevation by adding
water or removing water, respectively. With the gate at
the other end shut, a vessel would enter the lock from one
end and a gate would shut behind it. Water would be
added if the vessel was going to a higher elevation or
water would be let out if the vessel was going to lower
elevation. One of Leonardo da Vinci’s many inventions
was the “mitre gate” in 1497. The pressure of the water
was employed to force together mitred edges of double
gates so that water would not leak out of the lock. Man-
aging an adequate water supply for the canal and lock
system was a major problem in the early stages of canal
building.

Early canals were built to connect one city to another
or to a particular larger body of water such as an ocean.
Milan’s rise to power as a trading center in the thirteenth
century depended on riparian canalization of the sur-
rounding watershed, and pound locks in the fifteenth
century gave Milan access to the Po River. The Canal de
Briare in 1642, the first modern summit level canal in Eu-
rope, was followed by the Canal d’Orleans and Canal du
Loing, which created an interlinked transport system
connecting the provinces with Paris. Louis XIV’s success
with the Briare, which employed forty locks to cross a
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summit of 281 meters, prompted him to support con-
struction of the Midi Canal from Sète on the Mediterra-
nean to Bordeaux on the Atlantic. This was to provide
an alternate route from the Mediterranean to the Atlantic
that the British could not control as easily as they did the
Strait of Gibraltar. Using 101 locks over 240 kilometers,
the Midi was a true ship canal that used lock staircases
of up to eight rises, and the first canal tunnel in Europe.
It first opened for traffic in 1681 and was completed in
1692.

Both the United States and Britain experienced canal
periods before their railroad eras. By 1790 Britain’s four
major estuaries were linked by canals, and the Forth and
Clyde Canal in Scotland provided an alternate route to

avoid the dangerous route around northern Scotland.
Manchester, England, became a seaport as a result of a
canal built in 1894, the Manchester Ship Canal. The Bec-
quey Program (1820–1850) of canal building provided
France with the first waterway network in the Western
world. Completion of this program made France the
third major country to experience a “canal age” prior to
the “railroad age.”

In the United States merchants looked inward due
to the loss of British markets in the early nineteenth cen-
tury. The British controlled the Saint Lawrence River,
and New Orleans, at the mouth of the Mississippi, was
controlled first by the Spanish and then by the French
until 1803, when the United States purchased the Louisi-
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ana Territory. Finished in 1825 and financed by New
York State, the Erie Canal was the most logical route for
inland trade: it would connect the Hudson and Mohawk
Rivers to Lake Erie. Entering the Great Lakes system
south of Niagara Falls gave merchants access to the Mid-
west and opened up a vast feasible market area for grain
production. Eventually, the Detroit River Canal connect-
ed Lake Huron with Lake Michigan and the Sault Sainte
Marie Canal connected Lake Huron with Lake Superior,
providing a shipping route from northern Minnesota to
New York City, with off loading from ships to barges re-
quired only at the Lake Erie end of the Erie Canal. The
Cincinnati and Erie Canal connected the Great Lakes
with the Ohio River and, thus, the Mississippi River and
New Orleans. These canals opened the heartland of the
United States to world trade and enhanced the internal
flow of goods.

The Dutch built canals in 1826 and 1876 to expand
the port of Amsterdam, and in the latter part of the nine-
teenth century connected Amsterdam and Rotterdam
with the lower Rhine River. In what was to become Ger-
many a set of canals were built by 1750 that formed a
cross with Berlin as the center. The Kiel Canal, finished
in 1895, connected the Baltic to the North Sea while
avoiding the dangerous route around Denmark. During
World War I it provided protection for the German fleet
as well.

Following up their successes in canal building during
the middle of the nineteenth century, the French decided
to build the Suez Canal to connect the Mediterranean Sea
with the Indian Ocean. Although a predecessor to the
Suez Canal had been constructed around 500 B.C.E. con-
necting the Nile to the Red Sea, it had been destroyed in
767 C.E. Ferdinand de Lesseps (1805–1894), a French en-
gineer, directed the building of the 100-mile, sea-level
ship canal, which was finished in 1889. The Suez Canal
reduced the time it took to go from Europe to India or
any other South Asian port because ships no longer had
to travel all the way around the Cape of Good Hope at
the southern tip of Africa. De Lesseps soon considered
building a canal across the Isthmus of Panama to reduce
the shipping time between Atlantic and Pacific ports. Un-
prepared for the unique engineering challenges and the
worker casualties, de Lesseps’s company went bankrupt
in 1888. After facilitating the independence of Panama
from Colombia in 1903, the United States agreed to pay
Panama an annual fee for use of the canal and paid
France for the right to take over the construction of the
Panama Canal, which opened for business in 1914. Not
only was the Panama Canal of strategic political value to
the United States, but it also increased world trade.

Many canals remain in use today, but alternative
forms of transport have replaced canals as a major mode

of shipping, especially for higher-value and perishable
goods.
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CANTON
S E E  Guangzhou

CANTON SYSTEM
The Canton system was a complex of institutions and
practices by which the Qing dynasty (1644–1911) rulers
of China controlled, taxed, and facilitated the trade of
foreigners at the southern port of Guangzhou, capital of
Guangdong province, which the foreigners called Can-
ton. The Canton system sometimes is referred to as co-
hong (Mandarin gonghang), meaning public or unified
firm, but this properly refers only to the phase of the sys-
tem from 1760 to 1771, when the state forced an amalga-
mation of all the licensed Chinese merchants into a single
trading entity.

Canton and a few other ports were reopened to for-
eign trade, and to overseas trade in Chinese shipping, in
1684. Modest tariffs on imports and exports and “mea-
surement” charges per ship were adapted from late Ming
precedents. Direct official contact with foreigners was
minimal. Maritime trade seemed too politically sensitive
and potentially lucrative to turn over to already powerful
high provincial officials, so special supervisors of mari-
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A painting of foreign factories and trading stations located along Canton Harbor in China during the early 1800s. The city
of Canton, capital of Guangdong province, is located on a river delta near the South China Sea. After the Opium War (1840–1842),
the Treaty of Nanjing opened the port to foreign trade and ended the Canton system. © BETTMANN/CORBIS. REPRODUCED BY

PERMISSION.

time customs were dispatched from Beijing. Several of
the early inspectors were from the Board of Revenue
(Hubu), and Europeans came to call this official the
hoppo. From the 1730s on, all were officials of the Imperi-
al Household Department (Neiwufu). Statutory revenue
quotas were kept low; by 1800 the surplus, which went
straight to the Neiwufu, often was twenty times the
quota, equaling the regular tax revenue of an entire prov-
ince.

Having the government license a limited number of
substantial merchants to manage an important and sensi-
tive line of trade was common in China, and could facili-
tate trade and minimize disputes. For the government,
this practice had the additional benefit of making formal-
ly powerless merchants responsible for keeping order in
the marketplace and for collecting taxes. In 1720 the
Canton officials sought to organize a hong, or combine
of the principal firms to manage the rapidly growing

trade, but backed down when the foreigners protested.
European records for the 1730s and 1740s show as many
as thirty firms trading with the foreigners in these years,
with no clear hierarchy or organization among them.
Each foreign ship had assigned to it a “security mer-
chant” responsible for the foreigners’ good behavior and
the payment of tolls on their trade. This practice received
formal imperial approval in 1745.

The steady expansion of foreign trade at Canton
from the early 1700s to 1820 or later did much to help
integrate the early modern maritime world. It was driven
above all by the newly found thirst for tea of peoples
around the North Atlantic. All the tea consumed in the
eighteenth-century West was Chinese. European buyers
at Canton relied on their Chinese counterparts to deliver
the quantities, qualities, and varieties ordered; if a batch
was found deficient it could be returned for prompt re-
payment. The Chinese managed these deliveries through
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a series of market transactions, from cultivator to up-
country processor to wholesale merchant to licensed ex-
porter in Canton. Until 1760 or later, 90 percent of the
payment for tea and other exports was in silver. Silver
imports plateaued thereafter, and continued growth of
exports was covered by growing imports of Indian cot-
ton, English woolens (transshipped to the northern and
western reaches of the Qing Empire), and opium. Silk,
so important in earlier Chinese exports, was less attrac-
tive to Europeans as new sources of supply emerged in
Bengal, Persia, and eventually in Europe. China exported
approximately 30,000 piculs (the Asian trade “hundred-
weight” of about 60 kilograms) of tea in 1720, 60,000 in
1740, 120,000 in 1765, and 240,000 in 1795.

Some imports and exports were less important eco-
nomically but very significant in cultural history; for ex-
ample, elaborate European clocks were much sought
after by officials. Europeans at Canton bought large
quantities of lacquer, furniture, and other decorative
goods, and above all porcelain. Porcelain could be or-
dered in custom sets, including shapes never seen or used
in China, from the great manufacturing center at Jing-
dezhen. In lively commercial streets near the foreign
companies’ “factories” (warehouses and living quarters)
in Canton, items could be custom-ordered, including
family arms or Christian scenes on porcelain. The sup-
plying and victualling of foreign ships and their move-
ments up and down the river channels were very effi-
ciently organized.

From the 1750s on, these remarkable arrangements
ran into greater conflict, though trade continued grow-
ing. The English had increasing difficulty obtaining se-
curity merchants, who were the leading importers of
clocks and other treasures for the court, which led court
agents to take an unwelcome direct interest in their af-
fairs. From 1755 to 1760 the English attempted to cir-
cumvent restrictions and private interest at Canton by
trading at Ningbo in Zhejiang, slightly south of the
mouth of the Yangtze River. The court and bureaucracy
reacted decisively, stifling the Ningbo attempt and issu-
ing regulations making Canton the only port for foreign
trade, making licensed merchants there the landlords of
the foreigners’ “factories” and responsible for every as-
pect of their conduct, forbidding foreigners to stay in
China beyond the trading season, and forbidding Chi-
nese to borrow from foreigners. Finally, all the licensed
firms were to negotiate and trade as one unit, a gonghang
(public firm,” Cantonese cohong). These changes gave the
Chinese vastly increased negotiating leverage, and were
hated by the foreigners. In 1771 some massive payments
by the English and the efforts of one major Chinese mer-
chant broke the cohong; Chinese merchants dealt with the
foreigners as individuals thereafter. One collective prac-

tice that remained was the regular contributions by the
merchants to a fund that aided merchants who got into
debt.

Chinese merchants borrowed from the foreigners
nonetheless. Their capital was largely locked up in the tea
trade, with its long chains of credit to up-country suppli-
ers. Some firms prospered, but several went bankrupt.
Officials made conscientious efforts to arrange bankrupts
to repay gradually, with the help of contributions by
other merchants. For the foreigners, and especially for
impatient Englishmen of the age of Adam Smith and a
growing empire, the frustrations of the Canton system
were emblematic of a corrupt, despotic China whose
doors would have to be kicked down. The Canton system
was abolished in 1842 by the Treaty of Nanjing ending
the Opium War.
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CAPITAL FLOWS
The term capital flows normally refers to foreign invest-
ment—the movement of funds between countries. Capi-
tal flows take various forms such as short- and long-term,
which refer as much to the nature of the investment as
they do to how long the investment is held. There is no
precise time period by which short-term capital move-
ments can be measured, but the term usually refers to so-
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called “liquid funds” that can be easily withdrawn or re-
patriated to their provider within, for example, twelve
months. They may take the form of overseas bank depos-
its or the purchase of short-dated government or treasury
stock offered by a foreign state. Short-term capital flows
are sometimes described as “hot” money, which moves
around the global economy seeking to maximize income
opportunities offered by changing interest rates. Or
short-term funds might effectively be trade-related work-
ing capital used to finance a commercial transaction or
economic activity abroad. By contrast, long-term capital
flows—typically to an economic activity with a lifespan
of five years or more—is usually represented by invest-
ment in securities or physical assets which are likely to
have a long gestation period before they become remu-
nerative. In the late nineteenth century, a classic period
for investment overseas, infrastructure projects such as
railway construction and public utilities were the result
of long-term capital flows. Of course, short-term capital
flows can effectively become long-term simply by a suc-
cession of roll-over loans.

Debtor or borrowing countries welcome flows of fi-
nance to close the gap between their domestic investment
needs and their own supplies of locally owned funds, es-
pecially for capital intensive projects such as railways.
Such funds can then be used to finance imports, or for
development purposes, or both. Borrowing countries
need to import capital because their needs are large but
their savings are small, given the poverty of many of their
citizens, or because their capital holders are unwilling to
invest at home in such projects. Lending countries are
able to supply short- and long-term capital from their
balance-of-payments surpluses. Individual or corporate
savings from economic transactions abroad can be recy-
cled around the international economy and across na-
tional borders through financial intermediaries such as
banks. Merchant houses operating abroad do not always
repatriate their overseas profits, investing instead in the
local economy. Equally, official agencies and govern-
ments, especially in the twentieth century, provided
funding.

An important feature of long-term capital flows is
the distinction between portfolio and direct investment.
The term portfolio normally refers to investment, which
the supplier of funds does not control, and the most ob-
vious example is the purchase of government bonds
overseas. Borrowing governments are sovereign, and may
use the capital raised by selling bonds in any way they
like. The bond holder is simply there to take the interest
from the bond. Direct investment refers to flows of capi-
tal overseas, which the supplier does control and manage.
The clearest instance of this is direct foreign investment
(DFI) by companies abroad, especially multinational en-

terprises. In the nineteenth century many of the early
flows of long-term capital were deemed portfolio in the
form of debt or bonds as the borrowers were sovereign
governments, which were regarded (not always accurate-
ly) as inherently less risky. Subsequently, direct invest-
ment became more important, and now modern analysis
accepts that direct investment outweighed portfolio in-
vestment before 1913. Mira Wilkins has drawn attention
to a particular form of direct investor, the free-standing
company. This typically British corporate structure
raised equity through the London Stock Exchange for in-
vestment in a single project in one overseas country—
perhaps a railway in Argentina, for example. A gray area
across the divide of direct and portfolio capital is ordi-
nary capital, which carries voting rights, but small, indi-
vidual shareholders are generally unable to exercise much
corporate influence.

SHIFT FROM SHORT- TO LONG-TERM LENDING

Over time the balance between short- and long-term
lending has changed. Before the nineteenth century capi-
tal flows were likely to be short-term. Merchants and oth-
ers were unwilling to lock up capital for long periods of
time, although they needed working capital abroad to fi-
nance trade and to pay for business services such as ship-
ping and insurance. But, given the poor quality of com-
munications with business partners abroad, the slowness
of shipping, and the lack of information, few would risk
lending large sums over a long term. Indeed, there were
few obvious projects which would require such funding.

The nineteenth century, especially after 1850,
marked an enormous growth in long-term capital flows.
The onset of the steamship, the development of the sub-
marine cable and the telegraph system, and the informa-
tion revolution of the period, vastly improved communi-
cation. Furthermore, the generally favorable growth
factors in the world economy opened up many more op-
portunities for long-term investment in different parts of
the world, especially the newly settled areas in the Ameri-
cas and Australasia. Many of these projects were capital
intensive and dependent upon technology transfer,
which made overseas financing more necessary. Unlike
in the twentieth century, there were few, if any, restric-
tions on the export of capital in the form of exchange
controls or fluctuating currency rates, an aspect of each
country’s adherence to the gold standard before 1913. By
the outbreak of World War I some £10 billion had been
invested overseas in the form of long-term capital proj-
ects, most notably by the United Kingdom (40%),
France, Germany, and, to a lesser extent, the United
States. This capital, almost all of it supplied from private-
sector sources, reached every continent, although its dis-
tribution throughout the world was uneven. The United
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A classic British steam locomotive hauls freight wagons across Argentina. The Argentinian people successfully fended off
invasions by British forces in 1806 and 1807. Ironically, British investment later helped Argentina develop modern industries through
the construction of production facilities, water and electricity systems, and railroads. © COLIN GARRATT; MILEPOST 92 1/2/CORBIS.

REPRODUCED BY PERMISSION.

States received by far the largest amount, and in South
America it was Argentina that was the major recipient.
But the nineteenth century was not without its problems
with regard to capital flows. There were the familiar
problems of debt crisis and repayment, for example in
Latin America in 1825. There were notorious defaulters,
especially in South America, and financial intermediaries
in the lending countries also were drawn into difficulty.
One of the best known is the Baring Crisis of 1890, when
that lending house found itself saddled with Argentine
loans it could not sell.

After 1913 the flow of long-term capital slowed.
World War I, especially her overseas position, had weak-
ened the United Kingdom’s economy and this reduced
her capacity to supply loans. German and French funds
for investment abroad dried up for similar reasons. The
French had been burned by the failure of the newly in-
stalled Bolshevik government in Russia to honor the tsar-
ist debts raised in Paris. Only the United States was able
to lend long on a sizable scale, and even this collapsed
after the Wall Street crash in 1929. During the decade of

the 1930s, worldwide economic depression led to ex-
change controls, balance-of-payments difficulties, and
competitive devaluations. These combined to reduce
long-term capital flows to a trickle. In turn, borrowing
countries found great difficulty in repaying or even ser-
vicing loans that they had previously taken on during the
1920s or earlier.

POSTWAR LENDING

After World War II long-term capital flows resumed on
a much greater scale. Most of the private funding took
the form of direct rather than portfolio investment as
multinational enterprises supplied capital overseas. But
the second half of the twentieth century marked the great
growth of long-term capital from the public sector and
from international agencies. Governments of the usual
lending countries in Western Europe and North America
added to capital investment through aid and other flows
to less-developed countries abroad, often former colonies
in Africa and Asia, but also to capital-shortage countries
in South and Central America. Government capital flows
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of this sort are often “tied,” which means that the bor-
rower has to spend the receipts of the loan or aid in the
donor country. International agencies such as the Inter-
national Monetary Fund (IMF) and the International
Bank for Reconstruction and Development (IBRD—the
World Bank), both set up at the Bretton Woods Confer-
ence in 1944, also supplied capital to the world economy.
The IMF provided what might be termed short-term
funds to countries with balance-of-payments problems.
The World Bank was established with the remit of pro-
viding longer-term, project finance. Designed originally
to help reconstruct Europe after World War II, it turned
more to capital-shortage countries outside Europe when
the continent’s economic recovery was quicker than ex-
pected. In part, this recovery was due to further institu-
tional agency funding of capital flows through the Euro-
pean Recovery Programme, or Marshall Plan, which
supplied much-needed dollars for international recon-
struction. Again, the postwar period was not entirely
clear sailing for overseas investors. Many countries, in-
cluding the United Kingdom, retained strict exchange
controls and a strategy of nonconvertibility, which made
the export of capital and the repatriation of profits to for-
eign investors difficult.

In the last quarter of the twentieth century the rela-
tive freedom of international capital flows created some-
thing of a paradox. On the one hand, large-scale foreign
investment has not always had its anticipated beneficial
effects on borrowers because funds have been wasted,
leading to sovereign debt crisis among many countries in
the less-developed world during the 1970s and 1980s—
which, in turn, exposed banks in the Western world to
the economic blizzard of debt repudiation. However,
such debt burdens were in effect modest compared to
those during the nineteenth century. On the other hand,
today’s capital flows, unencumbered by exchange con-
trols and convertibility problems, contribute to the re-
turn to an open and integrated world economy and to
twenty-first-century globalization. Firms invest abroad in
manufacturing plants to outflank tariff barriers such as
those of the European Union. Thus, multinational enter-
prises, many of them U.S. and Japanese, undertake cross-
border movements of capital as a matter of course; more-
over, traditional capital suppliers such as the United
Kingdom now find themselves the recipients of DFI in
the form of foreign-owned plants in, for example, auto-
mobile and electronic goods manufacture.

SEE ALSO Balance of Payments; Depressions and
Recoveries; Flows of Factors of Production.

BIBLIOGRAPHY

Aldcroft, Derek. “The Twentieth-Century International Debt
Problem in Historical Perspective.” Journal of European
Economic History 31 (Spring 2001): 173–202.

Cottrell, P. L. British Overseas Investment in the Nineteenth
Century. London: Macmillan, 1975.

Gould, J. D. Economic Growth in History: Survey and
Analysis. London: Methuen, 1972.

Kenwood, A. G., and Lougheed, A. L. The Growth of the
International Economy, 1820–2000: An Introductory Text,
4th edition. London: Routledge, 1999.

Pollard, Sidney. “Capital Exports, 1870–1914: Harmful or
Beneficial?” Economic History Review 38 no. 4 (November
1985): 489–514.

Stone, I. “British Long-Term Investment in Latin America,
1865–1913.” Business History Review 42, no. 3 (Fall,
1968): 311–339.

Wilkins, Mira. “Conduits for Long-Term Foreign Investment
in the Gold Standard Era.” In International Financial
History in the Twentieth Century: System and Anarchy, ed.
Marc Flandreau, Carl-Ludwig Holtfrerich, and Harold
James. Cambridge, U.K.: Cambridge University Press,
2003.

Robert G. Greenhill

CAPITALISM
Capitalism is an economic system characterized histori-
cally by the private ownership of wealth, market-oriented
commercial activity, and a basic socioeconomic class
structure. There is no precise definition for capitalism be-
cause economists, historians, political scientists, and an-
thropologists, among others, examine it from varying
perspectives. There is general agreement that capitalism
refers specifically to the production, distribution, and ac-
quisition of wealth in a market-oriented economy. Capi-
talism is often defined as a system diametrically opposed
to socialism. In the former, wealth is privately owned and
markets are relatively free of governmental interference,
whereas in socialism the state owns the means of produc-
tion and directs the national economy.

The emergence of capitalism in Western society can
be divided into four eras: feudalism, mercantilism, indus-
trialization, and globalization. In historical perspective,
there is an evolutionary progression of capitalism from
feudalism through globalization. Full-fledged capitalism
is most evident in industrialization and least operative in
feudalism. Globalization, unlike mercantilism, is charac-
terized by the increasing transparency of political borders
in economic transactions.

PRECAPITALISM

Feudalism and mercantilism are systems historically
linked to capitalism but better described by the term pre-
capitalism. The feudal system dominated Western society
from the fall of the Roman Empire (c. 500 C.E.) until the
fifteenth century. In feudalism, a figurehead king oversaw
lords or barons who in turn ruled vassals, including
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A portrait of Adam Smith (1723–1790), the economist who
examined the development of modern financial and
economic systems in Europe.  Smith is the author of The
Wealth of Nations, a major influence on the growth of
capitalism and establishment of economics as an academic
discipline. His ideas opposed a system of mercantilism in favor
of the capitalistic notions of free markets and private
ownership. © BETTMANN/CORBIS. REPRODUCED BY PERMISSION.

knights, peasants, and serfs. Agriculture was the principal
productive activity, but some commerce occurred, such
as bartering and trade. Traveling merchants sold their
wares in towns or at trade fairs. Merchants offered a vari-
ety of goods such as furs from Scandinavia, German beer,
and northern European wool for Oriental spices.

The feudal system began to break down as trade in-
creased. Italian merchants, in particular, were geographi-
cally well positioned to benefit from commerce between
the Near East and Europe. With more business to trans-
act, they developed new financial practices. These includ-
ed bills of exchange and double-entry accounting. Bills
of exchange were signed agreements between the buyer
and seller that typically stipulated the price and amount
of product per transaction. Double-entry accounting

provided a means for merchants to record their assets
and liabilities, or income and expenses.

In Italy these new financial tools coincided with the
rise of city-states and the Renaissance. Merchants found
it increasingly profitable to become sedentary, and some
established counting houses where they conducted busi-
ness, including banking. Early prominent bankers such
as Cosimo de’ Medici (1389–1464) also served the Catho-
lic Church and supported it through charity, and they pa-
tronized artists such as Michelangelo (1475–1564) and
Raphael (1483–1520).

As political power became centralized in emerging
national governments, in Italy and throughout Western
Europe, merchants and political leaders understood that
they shared particular economic interests: power and
profit through overseas trade. Between the late fifteenth
and early nineteenth centuries, mercantilist philosophy
reflected commercial practice and posited that govern-
ments should seek a positive balance of trade, protect do-
mestic manufacturing, import raw materials from colo-
nies, and encourage exports of finished products. The
beginning of the breakdown of the colonial system, rep-
resented by the American Revolution, led to the gradual
dismantling of the mercantile system.

INDUSTRIALIZATION AND THE CAPITALIST
SYSTEM

Industrialization, capitalism, and liberalism emerged
from a similar historical context. This is most evident in
the fact that Adam Smith’s famous treatise The Wealth
of Nations was published in the same year that Thomas
Jefferson penned the Declaration of Independence.
Smith’s book postulated that business activity made effi-
cient through the specialization of labor brought wealth
to entrepreneurs, and this wealth-generating process
benefited society. Consistent with European Enlighten-
ment ideals, Smith noted that political freedom for indi-
viduals should be mirrored in freedom for business from
government regulation. According to Smith, business-
men benefited from laissez-faire (passive) government
involvement in economic activity, while allowing the
market forces of supply and demand to operate freely.
Market forces provided a method of self-regulation,
thereby rewarding efficient firms with profit and longevi-
ty. Smith’s ideas presaged an emerging Industrial Revolu-
tion in Great Britain that continued in parts of Europe
and blossomed in North America.

Development of the steam engine in eighteenth-
century Great Britain stimulated the Industrial Revolu-
tion. This technology led directly to the railroad, and
nineteenth-century railroad firms required sophisticated
engineering, accounting, and managerial practices, mak-
ing them larger enterprises in scale and scope than any
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other industrial activity. Although textile mills were the
first large businesses in both Great Britain and the United
States, the railroad represented the first major capitalist
enterprise in the industrial era. As this industry devel-
oped in Great Britain, Germany, and the United States,
capital markets emerged in order to finance these ven-
tures. The nineteenth-century U.S. railroad industry re-
ceived substantial investment from British and European
investors.

Capital for industrial ventures came from stock and
bond sales as well as from bank loans. Banks, in particu-
lar, invested heavily in railroad stock, and consequently
became the principal investors during much of the nine-
teenth century. As such, they also received representation
on company boards and later developed a network of in-
terlocking corporate directorships. German banks, espe-
cially, acquired immense financial and even political
power through their financing of German industrializa-
tion.

In the early industrial era the pursuit of personal
wealth became an increasingly attractive occupation for
entrepreneurs and partnerships. Following the establish-
ment of the initial railway and telegraph network, John
D. Rockefeller (1839–1937) and Andrew Carnegie (1835–
1919) almost single-handedly organized the petroleum
and steel industries, respectively. Rockefeller’s Standard
Oil became the symbol of industrial monopoly as it grew
from a small Cleveland refinery operation to an immense
corporate structure that dominated the oil refining and
transportation business in the United States. Carnegie’s
steel-production empire was a model of nineteenth-
century industrial efficiency. In 1901 the banker J. P.
Morgan (1837–1913) arranged for the purchase of Car-
negie’s steel operations and created U.S. Steel, the first
corporation capitalized at more than $1 billion.

Entrepreneurs including Jay Gould (1836–1892),
Daniel Drew (1797–1879), and Jay Cooke (1821–1905)
focused on financial gain through speculation. The hey-
day of nineteenth-century capitalism was centered in
stock-market ventures pursued by men who used indus-
trialization and capital markets as tools to attain addi-
tional wealth. Carnegie himself succinctly articulated the
magic of capitalism when he said, “Eureka, here’s the
goose that lays the golden eggs” upon realizing that a
well-placed monetary investment might double or more
in value without additional labor on the investor’s part.

The coordination of industrial activity during the
late nineteenth and early twentieth centuries by bankers
and large stockholders marked the emergence of financial
capitalism. The New York Stock Exchange in the United
States, the Bourse de Paris in France, and the London
Stock Exchange became the centers of capitalist activity
as aggressive firms marketed and promoted their stocks

to individuals and other corporations. By the early twen-
tieth century stockholders became corporations’ primary
beneficiaries, as exemplified by the United States Cham-
ber of Commerce’s Principle 13 (1924): “The primary
obligation of those who direct and manage a corporation
is to its stockholders . . . .” Corporate ownership became
increasingly divided among numerous shareholders
while salaried managers made daily business decisions
that determined a firm’s profitability.

Free enterprise and industrialization reigned su-
preme in North America and parts of Europe during the
nineteenth and earlier twentieth centuries, but emerging
labor organizations and critics of unrestrained economic
activity did not remain silent. Karl Marx (1818–1883)
was foremost among them. In The Communist Manifesto
(1848) and Capital (1867) he identified social stratifica-
tion and class conflict as principal evils in the capitalist
system, particularly as practiced in Great Britain and
Germany. For example, Andrew Carnegie’s glorification
of investment profit was countered by Marx’s concept of
surplus value and the exploitation of labor. Thus, Marx
described capitalism as a socioeconomic system diametri-
cally opposed to socialism. Although Marx’s prediction of
class warfare and revolution did not materialize in West-
ern capitalist society, his trenchant insight attracted
many followers and influenced governmental policy, es-
pecially in the former Union of Soviet Socialist Republics
(U.S.S.R.), throughout Eastern Europe during much of
the twentieth century, and in parts of Asia, including
China.

The tendency for capitalists to manage their business
activity efficiently led to standardization in manufactur-
ing, mass production, and business consolidation. The
limited-liability corporation became the most admin-
istratively efficient organizational structure for large
businesses, and it emerged as the dominant capitalist
form by the end of the nineteenth and the beginning of
the twentieth century. Corporations were able to accu-
mulate capital through stock issues and loans more effi-
ciently and rapidly than could individual capitalists. In
the United States, the New Jersey corporation law of 1889
allowed corporations chartered there to purchase and
own stock in companies established in other states. This
law encouraged corporations to develop holding-
company structures, through which they could control
a large number of subsidiaries. An era of corporate merg-
ers ensued.

Eliminating competition through acquisition or
forcing a competitor into bankruptcy also provided firms
with opportunities for growth. In industries without
strong competition, large firms tended to become mo-
nopolistic. In the United States, state governments re-
sponded to the increasing economic power of large busi-

Capitalism

H I S T O R Y  o f  WO R L D  T R A D E  s i n c e  1 4 5 0 105



Microsoft founder Bill Gates (right) talks with Warren Buffet, chairman of Berkshire Hathaway. Microsoft, the world’s largest
software company, was at the forefront of technology innovations during the late twentieth century that fueled the growth of
capitalism and economic development on a global level. Buffet is another key figure in modern capitalism, a major investor worth
billions who focused on the business strategy of long-term growth in companies. © JEFF CHRISTENSEN/REUTERS/CORBIS. REPRODUCED

BY PERMISSION.

nesses by attempting to regulate them. Granger laws of
the 1870s to 1880s in various Midwestern states first
sought to regulate railroads in the “public interest.”
Later, Congress passed the Sherman Antitrust Act (1890)
authorizing the federal government to enforce restric-
tions on concentrations of economic power. The federal
government initially employed antitrust law against strik-
ing labor unions, but later directed it against monopolies
such as Standard Oil and American Telephone and Tele-
graph (AT&T).

Capitalism also prompted workplace efficiency, or
the rationalization of labor. “Taylorism,” the system of
scientific management introduced by Frederick Winslow
Taylor (1856–1915) imposed rigid discipline on labor in
promoting industrial efficiency, and transformed the
human worker at times into a series of carefully mea-
sured movements. Henry Ford’s utilization of assembly-
line production with interchangeable standardized parts
(“Fordism”) was a prime example of scientific manage-
ment.

Capitalist activity throughout the 1920s, particularly
in Western nations, increased dramatically as the intro-
duction of a wide variety of consumer goods, increasing
wages, and credit availability stimulated both production
and consumption. However, the international economic
crises of the late 1920s, most dramatically evidenced by
the Wall Street stock-market crash in October 1929, tem-
pered popular enthusiasm for capitalism. In response to
the apparent instability of free markets, the Franklin D.
Roosevelt administration greatly expanded the U.S. pub-
lic sector. The resulting New Deal programs of the 1930s
imposed a wide array of federal controls on the economy.
With an intellectual foundation established partly by
British economist John Maynard Keynes (1883–1946),
the United States developed a form of capitalism best de-
scribed as “managed capitalism,” or a “mixed economy,”
referring to the government’s active oversight of a pri-
vately owned industrial and commercial sector. The im-
position of a national social-security system further con-
tributed to the softening of capitalism’s social impact on
the elderly unemployed. Government controls became
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even more pronounced during World War II when the
War Production Board in the United States strictly reg-
ulated industrial activity in support of the Allied war
effort.

During the post–World War II era the U.S. economy
continued to expand. Economic strength and stability in
these years was due in part to successful managed capital-
ism. Continuing technological innovation and new and
improved consumer products also stimulated both pro-
duction and consumption. But the 1973 Arab oil embar-
go provided clear evidence that governments controlling
vital resources—Saudi Arabia and oil in this case, and the
Organization of Petroleum Exporting Countries (OPEC)
cartel generally—could buffet international economies in
order to achieve political goals.

In the 1960s through the 1980s free-market econo-
mists including George J. Stigler (1911–1991), Alfred
Kahn (b. 1917), and Milton Friedman (b. 1912) argued
that federal regulations hindered economic vitality, fos-
tered market dysfunction, and did not ultimately protect
consumers. A stagnant economy, energy shortages, and
inflexible government price regulation provided evidence
for their claims. In the United States, Congress agreed,
and an era of “deregulation” ensued. In the utility and
communications industries, government prompted re-
structuring to foster competition, and gas pipelines and
long-distance telephone lines adopted open-access rules
in order to allow a variety of service providers to compete
for customers. Deregulation in banking and financial ser-
vices and the resulting broad assortment of income-
producing investments also served as a catalyst for re-
newed customer competition. Internationally, Britain,
France, and other countries began to privatize some
state-owned enterprises so that they could compete more
effectively.

CAPITALISM IN THE NEW GLOBAL ECONOMY

Globalization is defined generally by the emergence of
multinational corporations, government-supported free-
trade practices, and increasing opportunities for interna-
tional socioeconomic contact and exchange. Some of the
original multinationals were automobile firms such as
Ford Motor Company. Oil companies including Royal
Dutch Shell, Standard Oil of New Jersey (Exxon), Stan-
dard Oil of California (Chevron), and British Petroleum
(BP), among others, developed oil production in Mexico,
South America, and the Middle East and became influen-
tial in international politics. Large banks and insurance
companies became increasingly international in scope.
U.S. food and drink companies in many respects most
fully represented the globalization movement, as Mc-
Donald’s restaurants and Coca-Cola became icons of
U.S. cultural imperialism and economic dominance.

By the late twentieth century, corporations had be-
come subject to the oversight of powerful nongovern-
mental institutions. Institutional investors such as pen-
sion funds, arbitragers, mutual funds, and insurance
companies invested tremendous amounts of capital in
publicly owned corporations located worldwide and
some institutional investors sought to influence the poli-
cies and practices of corporations. Principal among them
was the California Public Employees’ Retirement System
(CalPERS), which held approximately $170 billion by the
end of the twentieth century. As significant shareholders
and stakeholders, institutional investors employed prin-
ciples of corporate governance in order to protect their
investments and sometimes to pursue particular social or
economic agendas.

The invention of the World Wide Web and the re-
sulting boom and bust in internet-company investment
was an example of continuing capitalist speculation. It
led to both technological innovation and financial col-
lapse. New entrepreneurs and established firms sought to
profit from the expected windfall in internet commerce,
but the dramatic rise in internet investment far outpaced
this new industry’s ability to produce a stable return on
investment or societal benefits.

Competing visions of economic organization existed
at the turn of the millennium. China emerged from cen-
turies of isolation and rapidly embraced certain market-
oriented practices while remaining a “Marxist” nation,
and privatization of nationalized industries continued in
Europe and South America. In Europe, economic coop-
eration and consolidation in the form of the European
Union included a pan-European stock exchange, Eu-
ronext, established in 2000 in response to globalization
of capital markets. Debates over free trade and protec-
tionism continued, but globalization represented the
continuing trend toward international economic effi-
ciency. Mercantilist practices were not entirely erased in
the emerging global economy, and interdependence be-
tween producing and consuming nations was increasing-
ly characterized by the economic power of multinational
corporations.

In the era of globalization, capitalism’s tendency to-
ward efficiency and standardization remained divisive
and controversial. Blamed for creating social stratifica-
tion and a permanent underclass, capitalism continues to
be accused of brashly spreading Western culture and
ideas worldwide. It is also associated with an improving
standard of living, technological innovation, and political
freedoms. Although the long-term viability of pure capi-
talism remains unclear, capitalism in some form is likely
to persist.

S EE A LS O Political Systems.
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Through to the Middle Ages, the Silk Road was
the most important East-West trade link, forming a
7,000-mile-long conduit between China, the Near East,
and Western Europe. As early as 100 B.C.E. caravans
were departing from China westward through the inte-
rior of Asia, loaded with goods such as silk, gold, and
spices. Western European imports included foodstuffs,
woolens, and linens. Their long journey took traders
through the Himalayas and the Asian deserts, where
bandits were a constant threat. Through these links
China and Rome maintained indirect contacts, with
the Parthians long acting as middlemen. In the thir-
teenth century C.E. Mongol hegemony encouraged Silk
Road commerce, providing the late Byzantines with
most of their trade. Along with goods, ideas passed
along the road; Marco Polo’s account of China grew out
of a family trading venture. There were more sinister
exchanges as well. The Black Plague originated in
Mongolia’s Gobi Desert in the late 1320s; by 1345 it
had reached the Black Sea along the Silk Road, where
trading ships spread the pestilence to most of Europe.
With the fall of Constantinople in 1453 the Silk Road
became less important as European merchants turned
to seaward trade routes to the East.

D av id J. Clarke

SILK ROAD
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CARAVAN TRADE
The caravan trade is usually thought of as the shipment
of goods across long distances on the backs of pack ani-
mals accompanied by supervising human beings. The
goods could all be under the control of a single merchant,
but more often the trade involved several merchants trav-
eling together. Because the need to feed beasts of burden
made overland transport relatively expensive (with a few
exceptions, discussed below), the goods traded in this
fashion were usually quite valuable in relation to their
weight: silks, spices, gold, and so on. Caravans once ac-
counted for a large percentage of the world’s long-
distance trade, but they have gradually succumbed to
competition, first from relatively safe and efficient sea
transport, and, after 1800, from the gradual expansion of
long-distance railroads.

CARAVAN ROUTES

Most caravan trade crossed some portion of the great
arid and semiarid zone that crisscrosses the Old World
in a great Z shape, from Western China across the steppe
to the Caspian and Black Seas, from northern India
through mountain passes to Persia and the Middle East
(reaching the Black Sea from the southeast, to form the
diagonal of the Z) and across Arabia and North Africa to
the Atlas Mountains. Because these spaces were typically
sparsely populated, with large settlements located at well-
watered spots often at great distances from the next one,
the caravan trade resembled seaborne commerce, with its
long periods of isolation punctuated by stops where new
supplies could be acquired, information obtained, and
some trading conducted.

To some degree, crossing such sparsely populated
stretches was an advantage, as it avoided the numerous
customs barriers and interference from local govern-
ments or bandits common in more densely populated
areas. At least equally important was the fact that much
of the land traversed by caravans was grazing land: there
was grass for the pack animals to eat, and because the
land was not permanently settled and claimed as private
property (the way farmland in more populated regions
usually was) the animals could eat for free, greatly reduc-
ing the costs of the caravan. Camels, for instance, are re-
markably energy-efficient animals. In some cases, such as
the bullock trains of North India, it was pastoralists
themselves who undertook the caravan trade. Given that
they and their herds would be migrating anyway, the ad-
ditional costs of carrying goods was very small, making
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them highly competitive with other possible means of
transport. Traveling in large groups was in some cases
simply a matter of a migratory band staying together. In
other cases, when people not normally associated with
each other banded together to form a caravan, there were
obvious advantages. A large caravan was safer, against
both robbery and natural obstacles. (Somebody crossing
the desert alone whose camel gets sick is as good as dead;
somebody who is part of a group can switch to another
camel.) It also offered economies of scale in the supervi-
sion of the animals.

This kind of caravan trade dates back to very ancient
times. The Silk Road (really, Silk Roads, since there were
many branches) linking China with Europe and the Mid-
dle East was the most famous example, but there were
others as well: for instance, gold had come north across
the Sahara on caravans in exchange for salt for many cen-
turies. The late thirteenth century, when the Mongols
briefly brought northern Eurasia under one rule and pro-
vided transit passes known for hundreds of miles, was
one of its golden eras. In the fourteenth century plague
(which probably spread from southwest China to the
Middle East and Europe along these trade routes) and the
collapse of the Mongols caused a major contraction of
trade. A new story began after about 1420. At that point
demographic recovery and political restabilization (at
least in some key areas) was well established, leading to
a recovery of long-distance trade. On the other hand, the
growth of maritime trade, beginning about the same
time, gave the caravan trade increased competition.

OVERLAND VERSUS SEA TRADE

In many cases the caravan trade and maritime trade were
complementary, with a cargo proceeding part way by sea
and then finishing its journey overland. It is often
claimed that the Portuguese discovery of an all-water
route from Europe to India meant the beginning of the
end for the caravan trade, but this is true only in the loos-
est sense. Portuguese mark-ups on goods transported
around the Cape of Good Hope were very high, and their
frequent injection of violence into the competition over
intra-Asian sea routes made some maritime traders less
competitive. And the Portuguese suffered considerable
losses on their ocean shipments. Over the course of the
1500s, almost 20 percent of their Europe-bound ships
never arrived; in the last few years of the century, as war-
fare with Northern European powers intensified, this
number approached 50 percent. Such losses, of course,
kept the mark-ups on maritime trade high, preserving a
very profitable niche for caravans.

In general, the sixteenth century was one of continu-
ing expansion for the Eurasian caravan trade. Volumes
grew and profit margins were often very high, especially
on luxury items. Sending a shipment of silk from Persia
to Aleppo circa 1600, for instance, cost only about 3 per-
cent of the value of the silk for transportation per se, and
perhaps 10 percent more for customs and presents to of-
ficials and other security costs in stable times; the price
of the silk, however, roughly doubled. A camel load from
Goa to Aleppo seems to have been an even better bargain
for the merchant, at least so long as the route remained
secure. Although these very high rates of return must be
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A heavily laden camel caravan passes en route to Timbuktu from the salt mines of Taoudenni, northern Mali, 2000. The
450-mile-long unmarked road through the Sahara Desert is a vestige of a once lucrative and vital caravan trade route. PHOTOGRAPH

BY BRENNAN LINSLEY. AP/WIDE WORLD PHOTOS. REPRODUCED BY PERMISSION.

weighed against the caravans that never made it, and not
all goods were as profitable as silk, in general returns were
more than enough to justify the risks involved. Many dif-
ferent kinds of merchants were involved, but Armenians
often played a prominent role, especially along the Black
Sea–Caspian Sea–Mediterranean part of the route, which
was linked to Europe and Russia at one end, and to India
and the Silk Road to China at the other.

Serious trouble began in the seventeenth century
with the arrival of the Dutch and then English East India
Companies. What distinguished them from the Portu-
guese was not necessarily superior mercantile skill but
their skill at naval warfare, which ultimately allowed
them to control the protection costs of their merchants.
(Because the companies themselves carried out naval
warfare, they were also able to spread these costs evenly
across their shipments, raise long-term capital to cover
forts and other sunk costs for security, and generate suffi-
cient trade volume to make these investments worth-
while.) Significantly, the resulting decline in protection
costs for maritime shipping coincided with an increase
in the cost of protection for overland travelers. The Sa-
favid Empire (1501–1722) in Persia remained relatively

stable, and the empire’s officials tended to hold office for
a long time, giving them incentive to keep their charges
moderate and predictable and keep the roads secure. But
along the Ottoman part of the route (particularly
through the Syrian desert, long one of the most danger-
ous sections) instability increased in the seventeenth cen-
tury and protection costs rose considerably. A decline in
caravan shipments meant a decline in revenue for the
polities they passed through. This was one of many rea-
sons that the eighteenth century saw very significant
weakening of the Mogul, Safavid, and Ottoman Empires,
making the caravan trade less and less competitive. By the
end of the century the trade had shriveled and maritime
shipping had become dominant.

Caravan trades existed elsewhere as well, and proved
longer-lived in some of these locations. The trans-
Saharan trade—particularly the exchange of gold for
salt—continued into the early twentieth century in many
cases, and had great cultural as well as economic signifi-
cance. In many cases the trade was organized by religious
figures, and was important in the spread of Islam; in oth-
ers, ties and identities formed in organizing caravans be-
came important parts of ethnic identities (as for the
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As historian Ralph Davis made clear, in the era of
sail it was something of an art to calculate the cubic
volume of a ton for shipboard stowage of commercial
goods. Mixed cargoes required balancing light and
heavy products to maximize the weight and the vol-
ume of goods transported. Some commodities were
carried in sacks, some in wooden barrels. Other goods,
including coal, were transported in bulk. Lighter goods
were tricky to carry, as their low weight-to-volume
ratio could make a ship unstable. Heavy items such as
iron could be inserted among lighter cargoes to serve
as ballast. Softwood timber was especially problematic
because it was very light and difficult to stow without
wasting space. Many timber vessels carried deck
loads, a practice frequently blamed for capsizing these
so-called “coffin ships.” Bulk items had to be stored
securely to prevent shifting in transit, another poten-
tial source of instability that might also cause struc-
tural damage to the vessel. Innovations such as
mechanical presses increased efficiency, but the art of
cargo stowage remained little changed into the steam
era, revolutionized only with the advent of container-
ization and Ro-Ro vessels, which are ships that vehi-
cles can drive on or off.

D av id J. Clarke

ART OF CARGO
STOWAGE

Dinka). Some of these trading communities still exist
today. Almost everywhere, however, the arrival of mech-
anized transport and of relatively secure transport routes
policed by growing national states eventually supplanted
anything recognizable as “caravan trade.”
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CARGOES, FREIGHT
By 1450 C.E. the broad lines of deep-sea transport across
the known world had been shaped by the imperatives of
relative costs. In the long-distance transcontinental
trades, the only alternatives to the central Asian silk cara-
vans linking Constantinople and China, and to the trans-
Saharan trade in gold and slaves, were the spice routes
that linked the Mediterranean with the Red Sea and with
the Indian Ocean through the land crossing over Egyp-
tian territory. On all these routes, only the goods more
valuable relative to weight or bulk could easily bear the
high cost of transport.

On shorter routes along the European and Asian
coasts, however, lower production and shipping costs in-
creasingly allowed for deep-sea transport of bulky car-
goes of low-value commodities. The Scandinavian trades
were dominated by timber, iron, and pitch and tar for the
shipbuilding needs of Holland, Zeeland, England, and
the Christian Mediterranean powers confronting the ris-
ing Ottoman threat. Herring caught in the Baltic Sea, and
eventually along the Dutch coast, was preserved with salt
from Bourgneuf (France), Setubal (Portugal), and Cádiz

(Spain). The once prosperous wine trade from Bordeaux
was set to recover from prolonged stagnation during the
Hundred Years’ War between France and England
(1337–1453). The most important bulk trade in the Med-
iterranean—grain from Sicily, the Dalmatian coast, and
Morocco—was soon to be supplemented with supplies
to Portugal from Madeira and from the Azores Islands.
Heavy loads of alum—a mordant that fixed natural dyes
to wool fabrics—found their way from Phocaea and
Smyrna to the cloth industries of Flanders and England.
Trade along the coasts of Asia was still dominated by Chi-
nese silks, Japanese silver, and Indian textiles, but it also
included relatively heavy cargoes of rice and Chinese ce-
ramics.

The Iberian voyages of discovery and the trade boom
of the sixteenth century did not substantially erode the
worldwide predominance of bulk cargoes. To be sure, the
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flows of precious metals, luxury goods, and slaves inten-
sified as they changed direction: gold from the Caribbe-
an, New Spain (Mexico), and eventually Japan supple-
mented West African supplies; massive shipments of
American silver to Spain and beyond replaced the over-
land flows from Central Europe since the 1540s; and Por-
tuguese spice imports from Asia through the Cape of
Good Hope supplied more than half of the European
market by the 1500s and 1510s. But the new transconti-
nental flows of high-priced commodities remained insig-
nificant by comparison to the established and emerging
bulk trades. To procure gold, ivory, slaves, and malageta
pepper in West Africa, Portuguese merchants had to
bring grain, livestock, raisins, shellfish, sealskins, wood,
and sugar. In India the Portuguese traded German cop-
per for pepper on very favorable terms. Imports from the
Portuguese possessions in Brazil were dominated from
the start by high-volume, low-priced goods such as exotic
building woods and Braziletto dye. From the Spanish
American “Indies” also came hides, tallow, and sugar, as
well as lighter and expensive dyes; to the Indies went do-
mestic animals, wine, and olive oil, as well as costly Euro-
pean textiles. By the early seventeenth century the com-
bined plant and animal products from the Indies were
said to exceed the more famous gold and silver in both
value and volume.

Despite new growth in the ocean trade in Asian
spices under Dutch control in the seventeenth century,
the massive slave shipments from West Africa to America
in the eighteenth century, and the growing presence of
Indian textiles in English and Dutch holds since the
1660s, the trend toward low-value cargoes relative to
weight or bulk received new impetus from the expansion
of incipient seaborne trades. In Europe, wheat and rye
from east of the Baltic had reached the Mediterranean by
1570 and later found increasingly dependent markets as
far as Turkey and Egypt; by the eighteenth century the
Baltic area was supplying hemp and flax for the cordage
and linen industries, and coal shipments along the En-
glish coasts and beyond exceeded in volume those of
costly manufactures. In the Far East the period 1570 to
1630 witnessed a flourishing middleman trade in Japa-
nese copper, iron, and rice in exchange for lead ingots for
ammunition, deer and shark skins, Braziletto dye, and
sugar; by the mid-eighteenth century moderately priced
tea was outweighing silks and porcelain in the rapidly ex-
panding trade from Canton to Europe. The European ex-
port trade to America was enriched in the late seven-
teenth century with iron products, nonferrous metals,
paper, wax, the cheap Spanish spirit known as aguardi-
ente, and Irish provisions such as salted beef and pork.
Return cargoes on the rise included tropical hardwoods,
masts and timber from New Hampshire for the English
navy, and pitch and tar from all the British mainland col-

onies. But in the eighteenth century by far the largest
bulk cargoes across the Atlantic were the products of Af-
rican slaves and indentured European laborers in the
American plantations. Cane sugar, the most valuable im-
port from Brazil since the seventeenth century, rose to
pre-eminence in the eighteenth century with massive
shipments from Saint Domingue and other West Indian
islands. Other early imports from Iberian plantations—
notably tobacco and cotton, but not cocoa—were
eclipsed by alternative supplies from the southern United
States by the end of the eighteenth century. Despite rap-
idly expanding shipments of Carolina rice after 1720,
by mid-century more than half the volume of British
imports from America was still made up of sugar and to-
bacco.

TRADE AND SHIPPING, 1500 TO 1800

From 1500 to 1800, for the first time in recorded history
intercontinental trade appears to have grown at a faster
speed than world population. On the Spanish routes to
America both the number of ships and their average size
doubled from the 1520s to the late sixteenth century. In
the eighteenth century alone, the total carrying capacity
of European fleets may have grown from 2 million to 3.5
million tons. Along with this growth in scale came a mea-
sure of technological progress—in the sense that a given
load could be carried over a given distance at smaller cost
of inputs. During the sixteenth century full-rigged and
better-steered “long” ships gradually replaced slower and
clumsier “round cogs” in the North Atlantic. In the fol-
lowing century, the cheaply built and fast-sailing carrier
known as the flyboat (or fluit) brought much of the Eu-
ropean trade in bulky and heavy commodities into Dutch
hands. Further improvements in rigging and steering
eventually allowed for rerouting of British vessels into the
westerly winds of the North Atlantic, thus helping to re-
duce the average length of voyages in the tobacco trade
from about nine months in the 1630s to seven months
in the 1720s. But productivity gains were not limited to
those arising from ship design and navigation. Recent
scholarship has assigned greater importance to such
broader factors as security at sea in general; piracy con-
trol, particularly beginning in the late seventeenth centu-
ry; commercial organization in the Atlantic trades; and
tighter packing of tobacco. In regular and large-scale
trades, where prices and supplies were more readily an-
ticipated, ships designed for particular cargoes and routes
could be more fully laden, and dead times in port could
be reduced. On the whole, however, the trade booms of
the sixteenth and eighteenth centuries did not clearly in-
volve a “transport revolution” in the technological sense.
Skeptical historians have argued that freight rates did not
generally decline over extended peacetime periods; that
crew sizes per cargo ton seldom fell, and at times in-
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creased; that commodity price spreads across interconti-
nental ports failed to narrow; that flyboats were seldom
used for commercial transport in the transatlantic routes;
and that the Asian trades do not appear to have shown
significant gains in shipping productivity.

Far more clear are the extent and determinants of
subsequent shipping improvements. The period 1820 to
1913 witnessed an eightfold increase in the worldwide
ratio of merchandise exports to gross domestic product.
In the early decades of the century the largest reductions
in deep-sea transport costs stemmed from the cramming
of cotton bales into ship holds with screw and steam
presses. From 1870 to 1913, freight rate declines were
deeper and far more general despite rising seamen’s
wages and coal prices after the mid-1880s. One-third to
one-half of the major cost reductions of this period has
been attributed to a transport revolution in the techno-
logical sense. Cheaper iron and steel fostered the intro-
duction of lighter metallic hulls and larger steam engines;
improvements in steam technology brought vast gains in
speed and in fuel efficiency. The result was lower prices
for larger, faster, and more efficiently manned ships.
Until 1860, steamers resembled today’s airplanes in that
they carried high-value goods such as passengers and
mail. The subsequent trend toward commodities with
high bulk-to-value ratios—such as American grain, Ran-
goon rice, and Chilean nitrates—was reinforced by the
spread of railways, by the opening of the Suez Canal in
1869, and by Europe-bound shipments of Argentine fro-
zen beef, Australian meat, and New Zealand butter in re-
frigerated ships beginning in the 1880s. By 1913 the
transport revolution had had a dramatic impact on the
worldwide division of labor, with a stark distinction be-
tween industrial and primary-producing economies.

The twentieth century saw further structural change,
rising input costs, and a possibly permanent slowdown
of productivity growth in deep-sea transport. Between
1913 and 1999 the share of manufactures in worldwide
exports, as compared with agricultural and mineral prod-
ucts, rose from less than one-third to more than one-half
on most routes excluding the Middle East and North and
sub-Saharan Africa. Transport cost declines were far less
impressive than they had been from 1870 to 1913: when
compared with various aggregates of commodity prices
over long peacetime periods, tramp freight rates show
moderate decline during the interwar years (1919–1939)
and no downward trend since 1945. An unknown pro-
portion of this relative setback can be explained by recur-
rent increases in input costs—most notably in diesel oil,
seamen’s wages, and port charges in the 1970s. Mounting
demand for shipping during World War I induced sub-
stantial improvements in shipping productivity, but re-
cent calculations for the interwar years point to a marked

slowdown in technological growth between the periods
1923 to 1925 and 1932 to 1934. Part of the explanation
for this setback may lie in lagging progress in steam-
engine technology since the 1900s, in the uneven adop-
tion of diesel engines and tankers, and in persistent over-
capacity in the face of rising tariffs and trade quotas dur-
ing the 1920s and 1930s. Trends in productivity growth
since the 1930s are yet to be ascertained; but the relative
stability of tramp freight rates during this period, often
in the face of soaring input costs, may have owed much
to innovations such as the introduction of ship contain-
ers in the 1960s. In any event, dramatic falls in air freight
rates in the 1950s, 1960s, and 1980s have led to a tenfold
increase in the ratio of air-to-ocean cargoes since 1962.
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CARGOES, PASSENGER
Historically, oceangoing passenger vessels conveyed
human cargoes derived from voluntary or enforced mi-
grations. These were vessels of various types and sizes,
which covered varying distances. With a focus on deep-
sea passenger shipping, this article examines the nature
and overall impact of the traffic.

PASSENGER SHIPPING BEFORE THE
NINETEENTH CENTURY

Before the invention of steam navigation in the nine-
teenth century, fast sailing ships, called clippers, and
other craft of various descriptions had traversed the
world’s sea lanes. Rowing and wind-driven sails pro-
pelled them. Human cargoes conveyed by these vessels
included enslaved Africans on their way to the New
World and the European colonists to the Americas and
Asia. Passengers were also conveyed over shorter dis-
tances in regional waters such as the Mediterranean, the
Baltic, the Indian Ocean, the Pacific, and around the Jap-
anese archipelago. The single most significant movement
was that generated by the transatlantic slave trade, by
which millions of Africans were exported to plantations
in the Americas. From the sixteenth to the mid-
nineteenth century, slave ships conveyed human cargo
mainly from the coast of Western Africa to the New
World in long, flat sailing ships called galleys, in condi-
tions that produced a high rate of deaths, mainly from
epidemics. Voluntary seaborne migrations took English,
Spanish, and Portuguese settlers to the Americas, Africa,
and Asia. Sailing ships were susceptible to the vagaries of
the weather, particularly storms and the direction of the
monsoon winds, and passengers were vulnerable to scur-
vy, a disease caused by prolonged lack of fresh food at sea.
To remedy this, the Dutch established a colony at the
Cape of Good Hope in 1652 to victual ships of the East
India Company on their way to the Orient.

PASSENGER SHIPPING LINES AND MIGRANT
GROUPS IN THE AGE OF STEAM

The advent of steam navigation in the nineteenth century
facilitated the ocean transportation of more humans in
faster, safer vessels. By the 1830s, steamships had become
dominant in the transatlantic passenger and mail trans-
port business, as did English companies, led by the Brit-
ish and North American Royal Mail Steam Packet (later
renamed the Cunard Line). On July 4, 1840, the Cunard
ship Britannia began a fourteen-day transatlantic cross-
ing from Liverpool with a cow on board to supply fresh
milk to the passengers. Only four years later, pleasure
cruises began as a new phase in the industry.

Cunard dominated the transatlantic passenger trade
for one and a half centuries before declining in the 1950s
as aircraft began to supplant ships as the bulk carriers of
passengers and mail across the Atlantic. In 1998 Carnival
Corporation acquired Cunard. Until 2004 its vessel the
RMS Queen Elizabeth 2 continued to make transatlantic
sailings; in 2004 the RMS Queen Mary 2 replaced it.
Meanwhile, Cunard had established some sailing records:
first transatlantic passenger service (Britannia, 1840);
first passenger ship to be lit by electricity (Servia, 1881);
first twin-screw ocean liner (Campania, 1893); first gym-
nasium and health center aboard a ship (Franconia,
1911); largest passenger ship (until 1996—the Queen
Elizabeth, 1940); and largest passenger ship (Queen Mary
2, 2004).

Holland America, founded in 1873 as a shipping and
passenger line, provided passenger shipping services be-
tween Holland and the Dutch East Indies via the Suez
Canal. It was a leading carrier of immigrants (about
850,000) from Europe to the United States until the early
twentieth century. In 1895 the company offered its first
vacation cruise; by 1910, it had launched a leisure cruise
service from New York to the Middle East. In 1971 Hol-
land America ended its transatlantic passenger trade and
shifted its focus to cruise vacations. In 1989 it too became
a wholly owned subsidiary of Carnival Corporation, the
largest cruise company in the world. By 2004 the line op-
erated thirteen ships traveling to seven continents, and
carried more than 600,000 cruise passengers a year.

From the 1850s ships began to specialize in carrying
only passengers, no cargo or mail. Hence, luxuries such
as electric lights, more deck space, and entertainment
were provided aboard. Transatlantic travel, especially
pleasure cruises, got a boost in the 1880s when the British
Medical Journal certified that sea voyages served curative
purposes. The period also witnessed the massive emigra-
tion of Europeans to the United States, mainly on steer-
age tickets. Such passengers provided their own food and
slept on the floor in the cramped hold. The most signifi-
cant of the population movements were the Irish to the
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United States and English convicts to Australia. The ships
carrying millions of famine-struck Irish émigrés were so
crowded, and conditions aboard were so terrible, that
they were called “coffin ships.”

There are 20 million Chinese in Southeast Asia, ac-
counting for almost 80 percent of the overseas Chinese,
who had left China largely through the major ports at
Fuzhou (Foochow) and Xiamen (Amoy) in Fujian prov-
ince, and Shantou (Swatow) and Guangzhou (Canton)
in Guangdong province. During the mid-nineteenth cen-
tury large numbers of Chinese emigrated on Western
ships. Some 6.3 million Chinese were estimated to have
left Hong Kong alone between 1868 and 1939, and large
numbers also left Xiamen (Amoy) and Shantou (Swa-
tow). Most migrants were male indentured laborers
known as coolies, but others went to seek their fortunes
in alternative occupations in Australia and North Ameri-
ca and New Zealand. The majority moved to Southeast
Asian countries, which were being colonized, by the Brit-
ish and French. Most Chinese migrants left home intend-
ing to return home to settle down.

OCEAN LINERS AND CRUISE SHIPS

Superliners were constructed in the early twentieth cen-
tury to minimize the discomfort of ocean travel by pro-
viding luxury accommodation and recreational activities.
Space and passenger comfort now superseded speed in
the design of passenger liners. The Cunard Line started
the tradition of dressing for dinner on board, emphasiz-
ing the glamor of cruises. The White Star Line provided
a swimming pool and tennis court aboard the Olympic
and the ill-fated Titanic.

During World War I the building of new cruise ships
was halted as many older liners were converted into
troop carriers. After the war the victorious Allies took
German superliners as reparations. However, transatlan-
tic passenger shipping reached its apogee between 1920
and 1940, when luxury ships conveyed the rich and fa-
mous on cruises. The consequent patronage of ocean
cruises by Americans ensured near-parity between the
outflow of tourists and the declining volume of immi-
grants to the United States on passenger lines. The in-
creased demand for pleasure cruises was produced by
carefully placed media advertisements that glamorized
life aboard the floating hotels.

World War II halted passenger cruises as cruise lin-
ers were pressed into service as troop carriers. European
shipping lines, however, benefited in the postwar years
by conveying refugees to North America, and tourists
and businessmen to Europe. The postwar boom soon pe-
tered out, and transatlantic passenger shipping was su-
perseded by faster air travel.

A 1912 advertisement for the White Star Line of ocean
steamers. The prominent shipping company focused on vessel
comfort rather than speed. This new outlook produced
luxurious ships, including the company’s most famous, the
Titanic. © CHRISTIES IMAGES/CORBIS. REPRODUCED BY

PERMISSION.

But passenger shipping persisted, as in the Israeli
ZIM (Israel Navigation Company Limited) line’s trans-
port of Jews to Palestine. From 1947 it conveyed passen-
gers and immigrants, mostly from Genoa and Marseilles.
Some 1,300 passengers were carried on each voyage from
several Mediterranean ports during the peak of the immi-
gration, between December l948 and April l949. In 1949
alone, ZIM ships carried more than 100,000 immigrants
to Israel. ZIM commenced a passenger shipping service
between Haifa and New York in 1952. The Jerusalem
made six transatlantic round-trips a year in
addition to five round-trips on the Haifa–Naples–
Marseilles route. When she was sold in 1959, she had car-
ried more than 118,000 passengers and immigrants. Dur-
ing the winter season of 1958 to 1959, ZIM commenced
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its international cruise operations from the United States
to the Caribbean Islands with three cruises per season.
However, with the sale of ZIM’s last vessel in 1969, its
passenger service succumbed to the superiority of
cheaper air transport.

Meanwhile, transoceanic passenger shipping had re-
ceived a new lease on life in the 1960s with the emergence
of the modern cruise industry. Cruise-ship companies
concentrated on vacation trips in the Caribbean, adver-
tising an exciting image exemplified by the popular U.S.
television series The Love Boat, which aired from 1977
until 1986. From the 1980s aggressive marketing cam-
paigns and media images, increased disposable wealth,
and an aging population in the advanced economies fu-
elled a further resurgence. By 2000 the traffic had ex-
ceeded 10 million passengers, which could double to 22
million by 2010.

SEE ALSO Cargoes, Freight; Cunard, Samuel;
Ethnic Groups, Cantonese; Ethnic Groups,
Fujianese; Ethnic Groups, Irish; Ethnic Groups,
Jews; Harbors; Lloyd’s of London; Panama
Canal; Port Cities; Shipbuilding; Ship Types;
Slavery and the African Slave Trade; Suez
Canal; Travelers and Travel.
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CARTAGENA
The economic functions of the port of Cartagena have
varied considerably over time. From 1537, when the first
Spanish convoyed fleet arrived in Cartagena, until the
collapse of Spanish convoyed fleets after 1737, Cartagena
served as a point of support and supply for Spanish trade
via the Isthmus of Panama with the Pacific coast of South
America. During the sixteenth century the isthmian an-
chorage for the South American trade was Nombre de
Dios, which was troubled by a shallow bay, reefs, a miser-
able climate, and mortiferous disease. Spanish convoys
therefore relied on Cartagena as a haven for repairs as
well as for food and water. Cartagena was well suited for
this purpose because of its proximity to Panama, its well-
enclosed port, and the food available from the surround-
ing region. Convoy ships generally visited Cartagena be-
fore proceeding to the isthmus and also returned there
before sailing on to Havana on the return voyage to
Spain. Cartagena continued in this role after the sixteenth
century when the isthmian trade moved to the better port
of Portobelo. Visits of the Spanish fleet to Cartagena pro-
vided markets for cattle, pigs, and maize and other crops
raised in its coastal hinterland. Cartagena also conducted
active maritime commerce with Caribbean islands and
along the coast of Tierra Firme.

Whereas Peruvian silver was the primary concern of
Spanish convoys to the isthmus, Cartagena also was the
principal port where gold produced in New Granada was
exchanged for European goods. Gold moving through
Cartagena attracted attacks by European privateers and
naval forces from the 1540s through the 1740s. Contra-
band trade with the Dutch, French, and British at Rio-
hacha and Santa Marta (northeast of Cartagena) as well
as in the Cartagena region itself undermined legal trade
at the port during the seventeenth and eighteenth centu-
ries. During the seventeenth century the decline of legal
shipping of consumer goods through Cartagena was
compensated by the port’s role as a receiver and distribu-
tor of African slaves. Cartagena’s role as a distributor of
slaves declined during the British asiento (1714–1736), as
the British tended to favor Buenos Aires as a point of dis-
tribution. Nonetheless, Cartagena in the eighteenth cen-
tury supplied slaves to important gold-mining sites in the
Chocó and elsewhere in western Colombia.

Cartagena during the colonial period monopolized
supply of the interior of New Granada with legally im-
ported goods. It lost this role after 1830 because of the
silting up of the Canal del Dique, Cartagena’s link to the
Magdalena River, the chief artery to the interior. From
the 1830s to 1871, Santa Marta was the chief receiver of
imports to Colombia, with Barranquilla taking over this
role after 1871. Consequently, during half the nineteenth
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century Cartagena decayed and its population shrank
from 17,600 in 1809 to 8,600 in 1870.

Shipments of cattle to Caribbean markets, particu-
larly Cuba, which suffered food shortages during and
after its wars against Spanish rule in 1868 to 1878 and
1895 to 1898, provided some stimulus. The reopening of
the Canal del Dique in 1879 and, after the canal reclogged
in 1890, the completion of a railway to the Magdalena
River in 1894, aided Cartagena’s recovery. But the com-
pletion of the Panama Canal encouraged the construc-
tion of railway links from the coffee zone in western Co-
lombia to the Pacific port of Buenaventura, relegating
both Barranquilla and Cartagena to secondary positions.
Nonetheless, Cartagena’s port activity benefited from vis-
its of tourist cruise vessels after 1919, oil exports after
1926, and highway development after 1950, which effec-
tively ended its dependence on the Magdalena River for
connections to markets in the interior. Between 1966 and
1996 Cartagena far surpassed Buenaventura, Santa
Marta, and Barranquilla in volume of freight in foreign
commerce (34%, 15%, 12%, and 10% respectively). With
increased port activity, tourism, and some industrial di-
versification, Cartagena enjoyed a rapid growth in popu-
lation (from 85,000 in 1938 to more than 800,000 in
2000, and a projected 1.1 million in 2010).

SEE ALSO Agriculture; Cargoes, Freight;
Cargoes, Passenger; Chambers of Commerce;
Colombia; Containerization; Empire, Spanish;
Encomienda and Repartimiento; Free Ports;
Harbors; New Spain; Port Cities; Spain.
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CHAMBERS OF COMMERCE
Present-day chambers of commerce, sometimes encoun-
tered also as chambers of commerce and industry, are or-
ganizations of people in business dedicated to the pro-
motion of their common interests or perceptions
concerning a wide range of topics at the local, regional,
state, national, and international levels. This basic defini-
tion, nevertheless, hides considerable differences in the
nature of such chambers in different parts of the world,
particularly between what could be called the French or
Continental model and the Anglo-Saxon one.

The French or Continental chamber of commerce is
typically a public institution sponsored by the state and
has at times acted on the state’s behalf to run public com-
mercial institutions, commodity and stock exchanges,
ports, and so on, as well as to channel the views of those
in business to state authorities. Membership is often
obligatory. The Anglo-Saxon chamber of commerce is a
private organization independent of government, and
membership is voluntary.

ORIGINS

Associations of merchants and manufacturers probably
predate the earliest-known codification of laws, Hammu-
rabi’s code of 1800 B.C.E. In the Middle Ages in Europe,
guilds and corporations often brought together and con-
trolled the functioning of the few in society who lived in
towns and were not involved in agricultural pursuits.
Maritime tribunals eventually developed to govern the
commercial dealings of emergent Italian city-states such
as Venice, Genoa, Pisa, and Amalfi. Originating in the
Rhodian Sea Laws, a Byzantine code, they were staffed by
merchants expert in the ways of trade. These early tribu-
nals, especially the Curiae Maris of Pisa, subsequently in-
fluenced the setting up of similar institutions in places
such as Montpellier, Oleron, and Barcelona. Eventually
called “Consulates of the Sea,” they left their mark on the
maritime legislation of England, France, Germany, Hol-
land, Italy, and Spain, as well as on Spain’s overseas
empire.

Functioning as both tribunals and associations of
merchants, the Consulates of the Sea are ordinarily con-
sidered by historians to be, at least in part, the predeces-
sors of the later chambers of commerce, though the latter
were eventually to lose their judicial function as commer-
cial law developed.

In 1599 the King of France entrusted the city of Mar-
seilles with the task of both organizing the trade with the
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Levant and ransoming Christians enslaved by the Otto-
mans. In 1650 the municipal commission looking after
these matters was referred to as a chambre de commerce
for the first time and, despite some difficulties at the time
of the French Revolution, became the model of chambers
of commerce on the Continent and beyond, in the Mod-
ern Era.

In the Anglo-Saxon world, associations representing
mercantile interests are also of long standing. By the six-
teenth century, English merchants resident in communi-
ties abroad were organized to protect and promote their
interests. Sixteenth-century Lisbon, for example, had a
so-called British factory, here meaning an assembly of
merchants and factors and not a manufacturing concern.
Such British “factories” were established wherever British
merchants were to be found, and they survived until the
early nineteenth century in places as far afield as Buenos
Aires and Singapore.

The earliest-known chambers of commerce that
called themselves by that name and that were established
in Britain and its dominions were in Jersey, the largest
of the Channel Islands, and in the State of New York, in
British North America. Both were set up in 1768.

In the nineteenth century the number of chambers
of commerce, also known as boards of trade, commercial
societies, importers and exporters associations, and other
similar titles, grew rapidly, in line with the rapid expan-
sion of world trade. Broadly speaking, the French model
of government-controlled associations spread through-
out most of mainland Europe and other non-English-
speaking countries, while the English, voluntary model
took hold and prospered in North America and in the
British Empire. In the twentieth century many chambers
widened their scope and became chambers of commerce
and industry.

RECENT DEVELOPMENTS

During the latter part of the nineteenth century, officials
from different chambers increasingly felt the need to
meet to discuss and lobby on matters of common con-
cern at both the national and international levels. The As-
sociation of British Chambers of Commerce was formed
in 1860, but it was not until the mid-1880s that the First
Congress of the Chambers of Commerce of the Empire
was held. A few decades later, in 1911, the British Imperi-
al Council of Commerce was formed, to give the periodic
congresses a greater permanence. The U.S. Chamber of
Commerce came into existence a year later, in 1912,
when a group of seven hundred delegates from various
commercial and trade organizations came together to
create a unified national body of business interests. In
just under a century it grew to more than three million

businesses, state and local chambers, business associa-
tions, and American chambers of commerce abroad.

The International Chamber of Commerce (ICC) was
created in Paris in 1919. Its origins lay in the periodic
congresses of chambers of commerce and commercial
and industrial associations that had been held since 1905.
At the beginning of the twenty-first century it represent-
ed thousands of member companies and associations in
around 130 countries. It has the highest-level consulta-
tive status within the United Nations and its specialized
agencies and makes its weight felt in intergovernmental
bodies and meetings such as the G8, where decisions af-
fecting the conduct of business are made. Apart from
generally being the voice of international business and a
defender of the multilateral trading system, the ICC of-
fers a range of practical services, such as the ICC Court
of Arbitration, which is the world’s leading body for re-
solving international commercial disputes by arbitration.
As the free market system gained ground in such places
as Eastern Europe and the countries of the former Soviet
Union, the ICC extended its operations, becoming a
leading player in the fight against commercial crime.

In addition to country-based associations of cham-
bers of commerce and the ICC, the latter half of the
twentieth century also saw the emergence of regionally
based associations such as Eurochambres, the association
of European chambers of commerce and industry. Estab-
lished in 1958, just one year after the birth of the Europe-
an Community, the Brussels-based association has mem-
ber organizations in forty-one countries, representing a
network of over two thousand regional and local cham-
bers with over seventeen million member companies.
Other regional associations emerging subsequently in-
cluded the Association of Mediterranean Chambers of
Commerce (ASCAME), the Confederation of Asia-
Pacific Chambers of Commerce and Industry (CACCI),
and Asociación Iberoamericana de Cámaras de Comercio
(AICO).

S EE A LS O France; Italy; Marseilles; United
Kingdom; United States.
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CHARLESTON
Founded in 1680, Charles Town became the fourth larg-
est American city on the eve of independence because of
its extensive Atlantic commerce (the spelling changed to
Charleston after the American Revolution). Settled large-
ly by English colonists and African slaves who moved to
the mainland from Barbados, South Carolina expanded
slowly in the late 1600s because it lacked a staple crop de-
manded in Europe. The colonists experimented with var-
ious exports including beef and timber products, which
were sent to the English Caribbean, and deerskins, which
were exported to England.

In the early 1700s the economic picture changed
dramatically with the establishment of rice as South Car-
olina’s staple crop. Exports to Europe soared. Charles-
ton’s fortunes improved as well, because it became the
center for shipping rice. From 1700 to 1740 rice exports
expanded from about 1.5 millions pounds to more than
40 million pounds annually. Accordingly, the popula-
tions of Charleston grew from about 2,000 in 1700 to
6,800 in 1742. The expansion of rice cultivation also
prompted a dramatic increase in the colony’s slave popu-
lation, and blacks formed the majority of Charleston’s,
and South Carolina’s, residents.

Acting primarily as commission factors for English
businessmen, Charleston merchants managed rice ex-
ports. The grain was transported from low-country plan-
tations to Charleston, where it was loaded on ships,
which were primarily owned in England, for European
markets. As an enumerated good under the British Navi-
gation Acts, rice was shipped first to England and then
re-exported to northern and southern Europe. Charles-
ton merchants lobbied Parliament to allow direct expor-
tation to the Continent. These efforts were partially suc-
cessful in 1730, and vessels carried Carolina rice directly
to markets in Portugal and Spain.

Imperial warfare disrupted Charleston’s Atlantic
commerce during the 1740s and 1750s. Stagnation in rice
exports led to the development of indigo, a less bulky,
higher value per unit export. Experimentation proved
successful, and indigo became a second lucrative staple,
with strong markets in England.

Charleston profited greatly as South Carolina’s en-
trepôt. Merchants built substantial townhouses and im-
ported English luxury goods. Many also purchased plan-
tations in the low country and in Georgia and Florida and
became rice planters with large numbers of slaves.
Charleston merchants played active roles in the colony’s
political scene and were leading advocates of indepen-
dence for the American colonies. They intermarried ex-
tensively with the province’s planter élite and thus were
part of the richest group of Americans when the Ameri-
can Revolution erupted.

Charleston prospered during the antebellum period.
The city played an important role in southern politics
while it maintained its control of rice and cotton exports,
the state’s leading staples. The Civil War and the aboli-
tion of slavery exerted significant economic dislocation.
Rice ceased to be an important export, but as cotton re-
bounded, so did the port of Charleston.

Charleston depended heavily on international trade
throughout the twentieth and early twenty-first centu-
ries. In 2003 it was the busiest container port along the
southeast and gulf coasts, ranking fourth nationally.
Charleston ranked sixth in the value of its international
shipments. Historic tourism was also a major money
maker.

S EE A LS O Agriculture; Baltimore; Boston;
Cargoes, Freight; Cargoes, Passenger;
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Cotton; Empire, British; Free Ports; Harbors;
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Rice; Salem; San Francisco–Oakland; Slavery
and the African Slave Trade; United States.
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CHICAGO BOARD OF TRADE
In 1848 the Chicago Board of Trade (CBOT) member-
ship organization was founded to promote Chicago’s
commerce. It evolved into a world-leading futures ex-
change.

GRAIN’S ERA

In 1848 the CBOT occupied the center of an emerging
U.S. grain market. Deere’s plow and McCormick’s reaper
transformed the midwestern prairie into a global granary,
and new railroads carried the burgeoning harvests to
Chicago. The CBOT provided the meeting place for grain
transactions. With grain flooding Chicago, automated
warehouse-elevators replaced human toting with convey-
ors and chutes. These elevators expedited grain’s flow
east but required consistent grain quality. The CBOT es-
tablished grain grades and a grain inspection system.
Chartering the CBOT in 1859, Illinois made the CBOT’s
system mandatory and conferred substantial legal power
on the CBOT to regulate the city’s grain trade (Cronon
1991).

Chicago Board of Trade

H I S T O R Y  o f  WO R L D  T R A D E  s i n c e  1 4 5 0 119



CBOT: Annual volume 1980–2003
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 THE GALE GROUP.

The grain market’s expansion required new con-
tracts to manage risk. Whenever grain was to change
hands—farmer to elevator to exporter to food processor
to consumer—owners worried, “At what price can I sell
grain in the future?” Users worried about purchase price.
The capacity of the two types of contracts then in use, the
forward contract and the to arrive contract, was over-
whelmed, spurring the evolution of CBOT futures con-
tracts between 1860 and 1875. As with forward and to ar-
rive contracts, futures contracts established in the present

the price at which grain would be exchanged in the fu-
ture. Thus, by using futures, one could shift, or hedge,
price risk. But futures added requirements: standardized
terms (quality, quantity, delivery time and place) and
earnest money deposits. Significantly, standardization
enhanced capacity by attracting speculators to comple-
ment hedgers. Speculators bought (or sold) futures con-
tracts sold (or bought) by hedgers. Speculators were at-
tracted by the opportunity to make a profit without ever
handling grain. Standardization allowed speculators to
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Trading pits on the floor of the Chicago Board of Trade. The trading pits are populated by brokers involved in face-to-face
financial transactions throughout the day. Established in 1848, the board has become a key center for commodity futures and
options trading. © RICHARD HAMILTON SMITH/CORBIS. REPRODUCED BY PERMISSION.

offset buy (or sell) obligations by selling (or buying) a fu-
tures contract later to any willing buyer (or seller).

Increased speculation, however, raised the specter of
manipulation. Buy-side speculators could corner the
market and force contract value higher to squeeze earnest
money out of sell-side pockets into their own. By forcing
price from its appropriate commercial level, corners
would make futures a less reliable hedging tool and con-
strict world trade.

Much CBOT activity from 1875 to 1930 tested the
legitimate uses of these innovative futures contracts and
resulted in the development of essential infrastructure
still in use by exchanges around the world. Alleged cor-
ners conducted by Hutchinson (1888), Leiter (1898), and
Patten (1909), brought about the introduction of new
rules and disciplinary committees. CBOT legal disputes
with bucketshops (culminating with the U.S. Supreme
Court decision in 1905) established the proper use of
CBOT price information by distinguishing CBOT trad-
ing from bucketshop bet-taking activity. CBOT trading
produced contractual obligations to exchange grain. Bu-

cketshop activity did not. Instead, bucketshops held or-
ders (placed them in a bucket in their offices), circum-
venting the CBOT contract process. Bucketshops were
essentially places where anyone could bet on CBOT price
changes. Bucketshops profited by keeping the losers’
money and not paying winners. Winners were persuaded
to bet again and again until they lost or the bucketshop
went bankrupt.

The interplay between the need for default-free con-
tracts, CBOT procedures precluding defaults, and the
regulatory aims of the Department of Agriculture pro-
duced the Clearing Corporation (January 4, 1926), the
heart of the guarantee system, to reduce market volatility.
The Clearing Corporation protected futures contract
traders from default in two steps. First it verified that a
contract’s buyer and seller made no error in the fury of
pit trading and did, in fact, agree on price, quantity, and
item traded. After a match was verified, the Clearing Cor-
poration guaranteed performance of its members’ con-
tractual obligations by becoming a party to the contract,
doing so by becoming a buyer to all clearing member sell-
ers, and a seller to all clearing member buyers. If one of
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the parties were to default on a contract, the Clearing
Corporation would make good on the contract. 

CBOT activity evolved into pit trading. Standardized
contracts had one blank to fill: price. Negotiations in the
CBOT’s hall readily discovered price and evolved into
open-outcry trading. Surging membership created con-
gestion, leading to the use of hand signals, larger trading
halls, and trading pits.

In 1920 CBOT markets included wheat, corn, oats,
and rye. When soybeans became a commercial U.S.
product, the CBOT created futures for soybeans (1936),
soybean oil (1950) and soybean meal (1951).

The CBOT’s contribution to world grain trade was
vital but hidden. It did not grow, process, or export mid-
western grains, but it did provide two essential tools.
First, trading at the CBOT discovered price. Illinois farm-
ers could examine CBOT prices at spring planting time
to determine whether to plant corn or soybeans, and
again at harvest time to determine whether to store or sell
their harvested crop. Second, trading at the CBOT shifted
risk. A New York exporter’s Hamburg customer wants
soybeans delivered five months hence but a firm price
commitment now. Committing now exposes the export-
er to risk, because soybean prices could rise before the ex-
porter has soybeans. The exporter, while negotiating with
the Hamburg buyer, could shift risk by purchasing CBOT
soybean futures from selling speculators (Fornari 1973).

By supplying these two tools as U.S. grain produc-
tion exploded, the CBOT provided essential infrastruc-
ture and facilitated U.S. emergence as the world’s leading
grain exporter. Strategic location and timely innovations
made the CBOT the leading U.S. futures exchange. By
1969, though still largest (43.6% of volume), the CBOT
slipped from dominance (76.1% in 1962) as nongrain fu-
tures emerged and government agricultural policies
slowed CBOT growth (Hieronymous 1977).

ERA OF SECURITIES

The 1960s stock and bond industry faced risks similar to
those that the CBOT had managed for the grain industry
since the 1860s. Applying its experience and infrastruc-
ture, the CBOT created many firsts. The CBOT opened
the first stock-options exchange, Chicago Board Options
Exchange (CBOE) on April 26, 1973, as a separate legal
entity. CBOE quickly supplanted less efficient over-the-
counter dealers and dominated all subsequent U.S. equi-
ty-option exchanges. The CBOT launched the first inter-
est-rate futures (GNMA) on October 20, 1975. Treasury-
bond futures followed on August 22, 1977. When inter-
est-rate risk exploded in October 1979, T-bond futures
volume soared to nearly 6.5 million in 1980. Notably,
CBOT volume first reached 6 million in its one hundred

seventeenth year, 1965. The CBOT created five more in-
terest-rate futures by 1990. In 1982 the CBOT fused fu-
tures and options creating eight options-on-futures con-
tracts by 1990. These options provided 21.5 percent of
CBOT volume in the 1990s. In 1984 CBOT stock index
futures (Major Market Index, or MMI) began. Notably
MMI was the only equity market never to close during
the stock market crash of October 1987. Dow Jones In-
dustrial Average futures began October 1997. Extending
price discovery and risk shifting to world capital markets
increased CBOT volume one hundred thirty-fold (4.6
million in 1968 to nearly 600 million in 2004).

INTERNATIONAL EXPLOSION

New exchanges from Asia, Europe, and South America
looked to the success of the CBOT. The Commodity
Trading Manual (CTM) notes twenty-nine non-U.S. fu-
tures exchanges trading in 1984 and more than fifty by
1994. Such imitation extended indirectly the CBOT’s
contribution to international trade. The CBOT found its
relative size reduced by explosive growth in non-U.S. ex-
changes: in 1993 non-U.S. exchange volume surpassed
U.S. exchange volume, and it accounted for nearly two-
thirds of world volume in 2003. Non-U.S. exchanges
sought to draw volume from CBOT contracts (notably
T-bond contract in 1984 and 1985 and corn contract in
1994) by pressing time-zone advantages—that is, by
trading when the CBOT was closed. The CBOT thwarted
these attempts largely by opening an evening trading ses-
sion. Clearly, world markets required new trading for-
mats.

1989

In January the U.S. government revealed its undercover
investigation of the CBOT and the Chicago Mercantile
Exchange (CME) by subpoenaing hundreds of traders.
Despite the government’s claims of pervasive fraud, there
were only thirteen convictions. In spring an alleged cor-
ner appeared involving the Italian conglomerate Ferruz-
zi. The CBOT determined that Ferruzzi’s huge soybean
position distorted the market, and required that Ferruzzi
reduce it quickly. Without admitting guilt, Ferruzzi set-
tled subsequent CBOT disciplinary proceedings by pay-
ing the CBOT U.S.$3 million in fines and court costs.

ELECTRONIC ERA

Computer technology improvements in the 1980s threat-
ened the pit with obsolescence. But computerized trading
had much to offer exchanges: total surveillance, global
reach around the clock, and one-stop shopping. The
CTM notes that eight exchanges used electronic plat-
forms in 1990, but by 1992 twenty-one of twenty-seven
exchanges with electronic platforms used them exclusive-
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ly. After the venture with the CME (Globex system,
1992–1994) withered, the CBOT resurrected its Project
A system. By 1995 Project A operated nearly every hour
CBOT pits were closed. With Project A carrying loads ex-
ceeding its original purpose, the CBOT sought coopera-
tive ventures (Eurex—A/C/E 2000–2003 and Euronext—
LiffeConnect 2004). In 2004 61 percent of CBOT trading
volume was electronic. The electronic challenge contin-
ues as evolving systems vie for dominance.

SEE ALSO Agriculture; Finance, Credit and
Money Lending; United States; Wheat and
Other Cereal Grains.
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Peter Alonzi

CHILE
Chile evolved as an outpost, first of the Spanish Empire,
and then of the Atlantic World. Its economy evolved
through the export of minerals. Since the establishment
of European rule in 1540, Chile has produced gold, silver,
nitrates, and copper, as well as quantities of iron, manga-
nese, and iodine (a derivative of nitrate production).
Trade cycles based on the technologies of production and
external demand have shaped the country’s overall devel-
opment. Seeking to rapidly diversify its export base, in
1994 the government passed a new law (Decree Law 600)
giving foreign investors the same rights as nationals
under a most-favored-nation basis. The law triggered
massive investment in industrial minerals, and Chile be-

came a major producer of arsenic, lead, molybdenum, se-
lenium, borates, sulfur, potash, and potassium chloride;
and, after the United States, it is the second-largest pro-
ducer of lithium in the world. It has also rigorously pur-
sued free-trade policies, concluding a major agreement
with the United States in 2003.

EUROPEAN CONQUEST

The European invasion of Chile began when Diego de Al-
magro (1475?–1538), rich from the Peruvian conquest,
went south by land in 1535 looking for gold; in three
years he found only grief and ruin. Pedro de Valdivia (c.
1498–1553), in a more successful foray in 1540, estab-
lished municipalities from La Serena in the north,
through Santiago, Chile’s capital, to Concepción in the
south. The seminomadic native populations had nothing
like the wealth or population of the Peruvian Incan Em-
pire, a fact that shaped the colony’s fate. Searching for
commodities to send back to Peru, Valdivia and the other
Europeans soon forced thousands of Indians into pan-
ning for gold. In 1553 the native Araucanians, most nota-
bly the Mapuche, rose in retaliation, burned several of
the settlements to the ground, and in early 1554 killed
Valdivia.

The uprising signaled the bloody economic history
of the colony, which would be based on gold panning,
war, and the proliferation of European livestock. Indian
tribute labor produced gold under murderous condi-
tions; indeed, a population of about one and a half mil-
lion natives fell to less than half a million by 1620 as a
result of war, enslavement, and tribute labor. White set-
tlers bought cattle, sheep, and horses from Europe and
set them loose, and by the 1570s were producing their
own wool and rendering significant amounts of tallow.
The huge increase in the number of European animals
altered the Mapuche, who in a development comparable
to that of the Plains Indians of North America became
adept at riding horses and living off wild cattle. By 1580,
with the decline in gold production, the economy be-
came tied to war. Spain sent thousands of soldiers in the
sixteenth and seventeenth centuries to create a fortified
line against the natives and to fend off any rival European
powers. Chile cost the Crown much more than it ever
produced; its wealthiest settlers and merchants depended
on feeding the troops and supplying the imperial army
with leather, horses, and crude manufactures. By the
eighteenth century, ships plied the South American coast
between Concepción and Lima, taking wheat north and
bringing European and Peruvian goods south. Trade ex-
panded with Europe through links with Buenos Aires and
through contraband shipping that came from France and
England. Nonetheless, on the eve of its independence
Chile was still a provincial zone of the Spanish Empire
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Nitrates piled up for export from Antofagasta, a port city in northern Chile. Along with copper, iron, petroleum, and natural
gas, nitrates contribute to Chile’s nearly $30 million export economy. THREE LIONS/GETTY IMAGES. REPRODUCED BY PERMISSION.

with fewer than 750,000 inhabitants, though the under-
class of peons and tenant farmers then consisted largely
of mestizos (descendents of whites and Indians).

NINETEENTH CENTURY

Independence in the 1820s brought Chile close to Great
Britain. Chilean liberals expanded trade with Britain and
borrowed heavily from British merchant houses. In 1831

a conservative coalition led by Diego Portales (1793–
1837) overthrew the liberals and, in 1833, established a
new constitution that provided for a highly centralized
government run by the president. The conservatives re-
mained tied to Britain, and Valparaiso, the nation’s
major port, became little more than a British enclave.
The British largely captained even the Chilean merchant
marine. Chile’s economy had a geographic structure with
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political power concentrated in Santiago, but the reve-
nues to expand the government were tied to exports from
the north (mining) and the south (wheat). For a short
time in the 1850s Chile played a major role in supplying
grain to the Australian and California gold fields. But the
major engine of growth became copper, especially in the
north around Copiapó. A new generation of liberals re-
gained the political upper hand in the 1870s but they
continued the economic policies of the Portalian regime.

Just to the north of Chile lay the Atacama Desert,
then held by Bolivia (in the province of Antofagasta) and
Peru (the province of Tarapacá). The desert zones
boomed as European demand for commercial fertilizers
led to exploitation of salitre (sodium nitrate). In 1879 a
dispute over commercial rights in the desert led Chile to
declare war on Bolivia and Peru. The War of the Pacific
(1879–1883) ended with Chile seizing the nitrate zones
of both nations and launching its own nitrate-based
economy. British capital soon dominated the trade, and
by 1890 the Chilean government under President José
Manuel Balmaceda (1840–1891) was at loggerheads with
the British nitrate combination led by John T. North
(1842–1896). When, during a constitutional crisis, Con-
gress rebelled against the president in 1891, the British
remained formally neutral but did all they could to assist
the rebellion. Congressional forces won, and in his sui-
cide letter, Balmaceda claimed the Congress had acted on
behalf of British interests.

TWENTIETH CENTURY TO THE PRESENT

The congressional victors reduced the powers of the pres-
idency and enhanced their own, developing a complex
multiparty system based on nitrate spoils. At times, a tax
on nitrate exports provided the national government
with 50 percent of its revenues. Import duties, which
fluctuated with nitrate sales, provided the second major
source of income. The British continued to manage the
nitrate sector even as the Chilean work force chafed at
British racism, low wages, and dangerous working condi-
tions. Worse, Chilean politicians covered perennial defi-
cits by printing money, causing inflation and even labor
riots. During World War I the British cut off trade with
Germany, then a major consumer of salitre, and the Ger-
mans began developing alternative, industrial sources of
fertilizer. By the mid-1920s what the Chileans called
“synthetic” nitrates cut deeply into the Chilean market.

U.S. capital flowed into Chile during World War I
and thereafter, displacing the long century of British pre-
dominance. Led by the Guggenheims, U.S. investors
sought to revive nitrate and copper exports, and U.S.
banks took over lending to the government. The Guggen-
heims’ gamble in nitrates failed during the Great Depres-
sion, leaving the Atacama Desert dotted with ghost

towns. The Anaconda and Kennecott mining corpora-
tions took over investment in copper and succeeded
handsomely, developing some of the world’s richest ores.
Chile remains the world’s greatest producer of copper to
this day. Just as Chileans had resented British control of
the nitrate zones, they also came to resent U.S. control
of the major copper mines. In 1971 the Socialist adminis-
tration of President Salvador Allende (1908–1973) na-
tionalized the mines, creating a direct confrontation with
the U.S. government led by Richard Nixon (1913–1994),
which ended with the United States helping the Chilean
military to overthrow Allende in 1973. General Augusto
Pinochet (b. 1915), with U.S. loans, consolidated a dicta-
torship that lasted until 1989. His advisors wrote a new
constitution, approved by plebiscite, in 1981. Under
Pinochet’s rule the labor-union movement was perma-
nently weakened, all political parties were banned, and
the nation was thrown open to foreign investment. The
economy collapsed and then began a slow recovery, led
by a more diversified pattern of exports.

In 1989 another plebiscite ended Pinochet’s rule and
began a cycle of elected governments based on a multi-
party coalition called the Concertación. Eventually, an-
other socialist would be elected president, in 2000, but
the economic rules after 1989 remained basically those
that Pinochet had imposed. Unions remained weak and
unable to mobilize as they had before 1973; the party sys-
tem became representative only of capital. Chile was still
trade dependent but its exports now included a mix of
light manufactures, fruit, paper pulp, fish, and a large
array of minerals—even though copper still made up 25
percent of the GDP. The foreign debt remained manage-
able but consumed up to 30 percent of foreign earnings.
At the beginning of the twenty-first century Chile had a
sputtering economy but compared favorably with the sad
story in much of the rest of Latin America. Its economy
had grown from U.S.$24 billion to over U.S.$64 billion
between 1982 and 2002. About 40 percent of the popula-
tion was gripped by poverty in 1990, but that figure fell
to 20 percent by 2004. Adult literacy rose to over 95 per-
cent, and per capita income was close to U.S.$4,500 a
year in a population that had grown to over 15.5 million.
Unemployment, nonetheless, hovered at 8 to 10 percent,
and the distribution of income remained grotesque, with
some 20 percent of the population taking in over 60 per-
cent of all earnings. There was a high level of economic
insecurity since no safety network existed to prevent indi-
viduals from plunging to the bottom.

S EE A LS O Conquistadors; Copper; Empire,
Spanish; Encomienda and Repartimiento; Import
Substitution; Laborers, Aztec and Inca;
International Monetary Fund (IMF);
Nationalization; Nitrates; United States.

Chile

H I S T O R Y  o f  WO R L D  T R A D E  s i n c e  1 4 5 0 125



BIBLIOGRAPHY

Bethell, Leslie, ed. Chile since Independence. Cambridge:
Cambridge University Press, 1993.

Collins, Joseph and John Lear. Chile’s Free Market Miracle: A
Second Look. Oakland: Food First, 1995.

Collier, Simon and William F. Sater. A History of Chile,
1808–2002, 2nd edition. Cambridge: Cambridge University
Press, 2004.

Loveman, Brian. Chile: The Legacy of Hispanic Capitalism, 3rd

edition. New York and London: Oxford University Press,
2001.

Monteón, Michael. Chile in the Nitrate Era: The Evolution of
Economic Dependence, 1880–1930. Madison: University of
Wisconsin Press, 1982.

Winn, Peter, ed. Victims of the Chilean Miracle: Workers and
Neoliberalism in the Pinochet Era, 1973–2002. Durham,
NC: Duke University Press, 2004.

Michael Monteón

CHINA
Today the People’s Republic of China (PRC, 1949 to
present) is the third-largest trading nation in the world,
behind only the United States and Japan. In 2004 imports
and exports combined totaled more than U.S.$1.1 tril-
lion, or nearly 7 percent of world trade, in an economy
with a gross national product (GNP) of just over U.S.$1.5
trillion. Adjusting for differences in purchasing power
parity (PPP) between China and the rest of the world,
China’s gross national product is U.S.$6 trillion. More
than 80 percent of China’s exports consists of manufac-
tured goods, which now extend to an increasingly sophis-
ticated array of products from apparel to machine tools
to televisions. China has become the world’s new manu-
facturing shop floor.

What is remarkable about China’s current promi-
nence in world trade is that it is almost all the product
of changes occurring since the late 1970s. For the first
three decades of the PRC, foreign trade was heavily
planned and regulated, and largely confined to the for-
mer Soviet Union and Eastern Bloc countries. Although
it served as an important source of capital goods and
technology in China’s immediate post-1949 industrial-
ization efforts, and occasionally helped meet final con-
sumer demand, in the mid-1970s China’s total foreign
trade was only U.S.$15 billion in current prices (Eckstein
1976).

CHINA’S ECONOMIC AND FOREIGN TRADE
REFORMS

In the late 1970s China embarked on a radical economic
reform path that opened its economy to the rest of the
world, and gradually scrapped its Soviet-style planned
economy in favor of a market-based economy with

mixed ownership (Lardy 2002). Beginning in 1980 with
the establishment of the four Special Economic Zones
(Shenzhen, Xiamen, Zhuhai, and Shantou) and in 1984
with the setting up of Economic and Technical Develop-
ment Zones in fourteen coastal cities, China encouraged
foreign direct investment (FDI) as a means of developing
a manufacturing export sector through the importation
of much-needed capital, managerial know-how, and
technology. Outside of these zones it allowed for the im-
portation and licensing of new technologies and capital
goods as part of a policy of modernizing existing domes-
tic enterprises. China concurrently began to reduce tariff
and nontariff barriers to trade, and to extend direct trad-
ing (import and export) rights to firms, culminating in
its entry into the World Trade Organization (WTO) in
2001.

Domestically, China’s trade reforms complemented
a wide-ranging series of decentralizing economic reforms
that reintroduced household farming in agriculture, ex-
panded autonomy and increased incentives in China’s
state-enterprise sector, liberalized domestic markets, and
allowed entry of new firms into most sectors. Aided by
expanded access to overseas markets during a period of
rapid globalization, China’s renewed openness combined
with domestic economic and institutional reform initia-
tives to serve as important catalysts to economic growth,
which has averaged nearly 8 percent per annum in terms
of GNP per capita.

Since the late 1970s FDI into China has exceeded a
half a trillion U.S. dollars, much of it since the early
1990s. In 2004 alone, FDI exceeded U.S.$60 billion.
Much of this investment has come from Asia—notably
from firms in Hong Kong, followed by Taiwan, Japan,
and Korea—who have looked to outsourcing to China as
a way to reduce manufacturing costs in an increasingly
competitive international environment. This has made
China an integral part of global supply chains.

In the early 2000s, more than half of China’s imports
and exports are tied to foreign-invested enterprises
(FIEs), the rest coming from domestically owned firms.
Much of this FDI is from Asia, which helps explain an
important regional dimension of China’s trade. Nearly
two-thirds of China’s imports are from Asia, largely in
the form of intermediate and capital goods, and, to a less-
er extent, raw materials. Half of Chinese exports go to
Asia. Overall, China runs a trade deficit with Asia, but a
larger and rapidly expanding trade surplus with the Unit-
ed States. The latter has grown with the rapid increase in
the outsourcing of manufacturing in Asia to China, and
the decline in the trade surplus of other major Asian
economies with the United States.
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The historical Old Customs House and the Bank of China are shown along Shanghai’s Bund roadway. Shanghai is located at
the mouth of the Yangtze river and is China’s largest city, serving as an important trade and financial center. The country’s rise to
global trading power started in the 1970s, when it expanded trading efforts beyond Communist nations and shifted to a market-
based economy with mixed ownership. © MICHAEL FREEMAN/CORBIS. REPRODUCED BY PERMISSION.

TRADE WITH ASIA SINCE THE FOURTEENTH
CENTURY

Intra-Asian trade has been an important feature of
China’s links with the international economy since at
least the Ming dynasty (1368–1644), if not long before.
Prior to the arrival of the Europeans in the early sixteenth
century, China’s trade was mostly with the Arabs, and in-
creasingly with neighbors in Southeast Asia (Siam, Indo-
china, Burma, Malaya, Java. and the Philippines), as well
as with Japan and Korea. Recognition of a significant
China-centered trade in Asia has become central to new
reinterpretations of “global” history (Franks 1999).

Some of China’s trade occurred through the imperial
tributary system, but probably even larger was a private
trade involving its southern coastal provinces with the
rest of Asia (Deng 1997). Despite frequent government
bans on seaborne private trade—a ban was officially
imposed between 1368 and 1567, and again under the
Qing (1644–1911) between 1664 and 1684 and 1717 and
1727—private overseas trade continued, often in collabo-
ration with local officials. Reflecting China’s high com-

parative level of commercial and economic development
and competitiveness in the sixteenth and seventeenth
centuries, exports were made up largely of manufactured
goods such as silk and cotton textiles, ceramics (porce-
lain), and metals (including copper coins), and imports
consisted heavily of raw materials such as spices, timber,
cotton, and monetary metals.

TRADE WITH EUROPEANS, SIXTEENTH CENTURY
TO THE MID-1800s

The Portuguese were the first of the Europeans to devel-
op trade with China in the early sixteenth century,
through the settlement of Macao. Efforts to trade directly
were resisted by Beijing. Later in the century an indirect
trade with Spain also developed through Chinese mer-
chants who traded regularly between Manila and Fujian
province. In the early seventeenth century the first trade
with the Dutch emerged, originally through the island of
Formosa (Taiwan), but subsequently through Canton
with permission from the Manchu government. The
British obtained similar rights in 1637.
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The British came to dominate China’s direct trade
with Westerners, which in 1757 was restricted to move-
ment through the southern port of Canton. Trade with
the West through Canton coexisted with the Chinese na-
tive foreign trade involving Asia, which continued to be
carried on by junks at ports along the South China Coast.
Institutionally, the Western trade took the form of a bi-
lateral monopoly involving the British East India Com-
pany and the Chinese cohong, or trade guild system. The
cohong was formerly established as a corporate body in
1720, with its members given exclusive rights to trade
with foreigners; in 1760 they were further authorized to
collect revenue on behalf of the Qing government. Dur-
ing the seventeenth and eighteenth centuries tea sur-
passed textiles and ceramics as China’s largest exports,
and opium became the largest import.

Several forces contributed to the demise of the co-
hong system in the early nineteenth century, the most im-
portant of which may have been Britain’s persistent trade
deficit with China. The British attributed this largely to
the cohong system and limitations of trade only through
Canton, and pushed for a more liberal trade regime with
expanded access for Britain’s manufacturers. During the
early nineteenth century rapidly growing imports of
opium (both legal and illegal) from India solved Britain’s
trade deficit, but provoked Chinese outrage. When Chi-
nese authorities seized and burned more than 6 million
silver dollars in opium, this led to the Opium Wars
(1839–1842) and the Treaty of Nanjing (1842), which for
the next century defined China’s foreign trade regime.

Under the Treaty of Nanjing and the Treaty of
Tianjin (1858), forty-eight Chinese ports were forcibly
opened to foreign trade. Each of the major treaty ports
had at least one foreign concession or settlement under
non-Chinese rule. Rights of inland navigation were also
extended to foreign vessels, with ports of call set up on
both the Yangtze and Xi (West) Rivers. In 1895, follow-
ing the Sino-Japanese War, foreigners were also extended
full freedom to build factories in the treaty ports.

China lost all tariff autonomy with the establishment
of the treaty ports. Only in 1929 under the nationalist
government was it finally restored (Cheng 1956). By trea-
ty, a low ad valorem tax of 5 percent was imposed on all
imported goods. Moreover, all imports, after an addi-
tional 2.5 percent duty was paid, were exempt from any
other additional domestic transit taxes or levies (com-
monly referred to as likin). An Inspectorate General of
Customs was set up in 1854 to collect tariff duties and
manage other customs matters. Robert Hart became in-
spector-general in 1863 and held the position until he
died in 1911. A majority of the revenue collected was
used to make reparation payments required by the afore-
mentioned treaties.

Severe data limitations make it very difficult to
quantify China’s foreign trade up until the mid-1800s, its
trends, and its effect on growth and productivity in China
and elsewhere. But it is clear that prior to 1800, and in
stark contrast to the late nineteenth and early twentieth
centuries, China consistently exported more in merchan-
dise than it imported. This gap was largely filled with the
importation of silver, first from Japan in the fifteenth to
seventeenth centuries, and later from the New World
from the sixteenth through the eighteenth centuries. Im-
ports of silver in the eighteenth century alone may have
been as much as 1 billion taels (annually an amount
equal to 0.5 percent of Chinese GDP) (von Glahn 2003,
citing Dermigny 1964). The flow of silver into China
(and occasional export of gold from China) can be linked
to two key factors: (1) huge differences in the gold price
of silver between China and the rest of the world, which
were largely arbitraged away by the mid-eighteenth cen-
tury (von Glahn 2003); and (2) an increase in demand
for silver in China after the collapse of an earlier paper-
money system. China’s monetary system during the
Ming and Qing was bimetallic, and silver and copper the
two mediums of exchange. The increasing commercial-
ization and monetization of the economy, as well as
growth in its overall size—much of it related to a tripling
China’s population to between 350 and 400 million by
the end of the eighteenth century—contributed to the
growing demand for silver. But although they likely grew
in absolute terms in the eighteenth century with the
growth in population, at its pre-1800 peak China’s annu-
al exports probably did not exceed one or two percent of
GNP. And since China consistently exported more than
it imported, imports were even smaller.

TRADE SINCE 1870

The period 1870 to 1914 witnessed a rapid expansion in
international trade, capital flows, and migration, which
then slowed significantly during the interwar period
(O’Rourke and Williamson 2002). China’s foreign trade
largely followed these trends. Its foreign trade quadru-
pled in real terms between 1868 and 1914, or at a real rate
of growth between 3 and 4 percent per annum, but it
then slowed to half of this rate through the late 1920s. It
then declined significantly over the next two decades.
Major causal factors included falling export demand for
Chinese products linked to the world depression in the
1930s, the introduction of import-substitution policies
with the restoration of tariff autonomy in 1929, and thir-
teen years of war on Chinese soil between 1936 and 1949.

As they had been prior to the Opium Wars, tea and
silk—primarily raw silk as opposed to silk piece goods—
were China’s two largest exports through the last half of
the nineteenth century. However, their share of total ex-
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Pudong, Shanghai’s financial, high-tech, and trading center, 2002. Opened by Deng Xiaoping in 1992, Pudong ignited new
economic development in the area. AP/WIDE WORLD PHOTOS. REPRODUCED BY PERMISSION.

ports fell from over 90 percent to slightly less than 50 per-
cent, as exports of tea declined with increasing competi-
tion for India and Ceylon, and exports of other
agricultural goods and animal products increased. These
trends continued through the early twentieth century,
with the export of soya beans and bean cake from Man-
churia becoming especially important. China’s single-
largest import up through the 1890s remained opium,
followed by cotton piece goods and yarn. The share of all
three declined over time, however. By agreement with the
British government, opium imports largely disappeared
by the end of World War I. On the other hand, imports
of grain, cotton, sugar, tobacco, kerosene, metals and
minerals, and machinery all increased significantly be-
tween 1900 and 1930, reflecting the growing demands of
China’s emerging modern manufacturing sector centered
in the treaty-port cities, and its expanding urban popula-
tion. Significantly, by the early 1930s Japan had become
China’s largest trading partner, with the United States
second and Great Britain a distant third. Overall, Asia
was once again China’s major source of imports, and
market for exports.

Changes in China’s trade in cotton goods illustrate
the complex impact of the treaty-port system and China’s
opening up of the economy during the last half of the
nineteenth century and the first three decades of the
twentieth century. The importation of cotton yarn led to
a significant reorganization in the handicraft textile in-
dustry, as imported manufactured yarn began to replace
handicraft yarn in the production of handicraft (native)
cloth. The displacement occurred largely because of the
sharp decline in the price of yarn relative to cotton (and
therefore, the returns to labor in handicraft spinning)
that occurred as China opened up. Subsequently, cotton-
yarn imports were replaced with domestically manufac-
tured yarn through a process of domestic import substi-
tution. This can be tied to investment in the modern tex-
tile industry in China after 1895. At the outset this was
a largely foreign-owned industry, dominated by British
and subsequently Japanese firms. Chinese entrepreneurs
followed, and by the early 1930s more than two-thirds of
domestic textile output was produced by Chinese firms.
In the process, China turned from being a net importer
to a net exporter of yarn, with cotton yarn shipped
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throughout Southeast Asia. Chinese cloth manufactur-
ing—mostly for the domestic market—also increased
significantly, and helped to reduce by half net imports of
cloth.

Throughout much of the period between the 1870s
and 1930s, China ran a merchandise trade deficit, typical-
ly importing 20 to 25 percent more than it exported. This
was largely offset by overseas Chinese remittances, much
of which came from a huge Chinese population settled
throughout Southeast Asia, and significant foreign direct
investment from Great Britain, the United States, Ger-
many, and Japan in the nascent modern sector in the
treaty ports. China was on a silver standard up through
1935, and in most years it was a net importer of silver,
but net exporter of gold. As the price of silver rose in the
1930s due to U.S. government purchases, China became
a huge net exporter of silver.

Despite this half-century of growth, China’s imports
and exports combined never represented more than 8 to
10 percent of Chinese GDP, and was between 2 and 3
percent of world trade, or roughly its share in 1990. Yet
the impact of China’s opening up may have been more
significant than these numbers alone indicate. On the
one hand, the integration of Chinese markets for grain,
cotton, and cloth with the rest of world meant that per-
haps for the first time in Chinese history prices for mil-
lions of Chinese farmers and households, and thus re-
source allocation, were being determined internationally
rather than domestically (Brandt 1989). Previously, it
was likely the only differences in the price of monetary
metals (gold, silver, and copper) were arbitraged through
international trade. On the other hand, the introduction
and early development of a modern sector in the Chinese
economy, which by the 1930s was largely in Chinese
hands, can be linked to the treaty ports and the early cata-
lytic effect of foreign enterprise and investments (Rawski
1990).

SEE ALSO Boycott; British–American Tobacco;
Bullion (Specie); Guangzhou; Canton System;
Cotton; Counterfeit Goods; Deng Xiaoping;
Drugs, Illicit; East India Company, British;
East India Company, Dutch; Empire, British;
Empire, Japanese; Empire, Ming; Empire,
Portuguese; Empire, Qing; Ethnic Groups,
Cantonese; Ethnic Groups, Fujianese; Furs;
Hart, Robert; Hong Kong; Hong Kong and
Shanghai Bank; Imperial Maritime Customs,
China; Iron and Steel; Laborers, Contract; Lin
Zexu; Manchuria; Most–Favored–Nation
Provisions; Nanyang Brothers Tobacco; Rice;
Shanghai; Silk; South China Sea; Special
Economic Zones (SEZs); Taiwan; Tea; Textiles;

Timber; Tobacco; Toys; Tribute System; Tung
Chee–hwa; Zhang Han; Zheng Family.
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WINSTON CHURCHILL
1874–1965

Winston Churchill—war correspondent, World War I
army officer, historian, author (winner of the Nobel Prize
for Literature in 1953), painter, First Lord of the Admi-
ralty from 1911 to 1915 and 1939 to 1940, Chancellor of
the Exchequer from 1924 to 1929, leading opponent of
both Nazi Germany and postwar Stalinist Soviet Union,
and Prime Minister of the United Kingdom from 1940
to 1945 and 1951 to 1955—is one of the great historical
figures of the twentieth century.

Churchill’s policies had two major effects on the in-
ternational economy. The first was negative. Churchill

Winston Churchill
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was responsible for returning the United Kingdom to the
gold standard in 1925 at the prewar value of the British
pound. This resulted in an overvaluation of the pound
of about 10 percent, meaning that British prices were 10
percent higher than those of its trading partners and
competitors. The result was a depressed export sector,
balance-of-payments difficulties, unemployment, and
labor strife. Churchill pushed for low interest rates not
to ameliorate the domestic effects of his decision, but to
facilitate debt management.

The second influence was positive. In August 1941
Churchill and President Franklin D. Roosevelt of the
United States issued the Atlantic Charter, which was au-
thored in its first draft by Churchill. This document was
the first statement of principles for the postwar economic
order. One principle was multilateralism, via the state-
ment that all states should have equal access to trade and
raw materials. Another principle was international col-
laboration for improved labor standards, economic de-
velopment, and social security. These principles were the
genesis of the International Monetary Fund, World Bank,
and General Agreement on Tariffs and Trade (which
flowed from the stillborn International Trade Organiza-
tion).

SEE ALSO Bretton Woods; Great Depression of
the 1930s; United Kingdom.
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CLIMATE
The use of the term trade winds illustrates the close rela-
tionship between climate and world trade, although the
nature and scale of the influence of climatic factors on
trade is a matter for debate. We know that improving cli-
matic conditions favor the development of human socie-
ties and, accordingly, terrestrial and maritime trade, as
in Europe from the tenth to the fourteenth centuries. At
that time, when the earth warmed, dangerous sea routes
were curved around toward higher latitudes, and the
crossing of mountainous barriers was easier as passes
were not as snowy.

However, this trend toward climatic determinism
should be tempered. On the one hand, as regards the re-

gional effects of general climatic changes in Northern Eu-
rope, historically, most maritime trade has been limited
in winter to the non-icebound harbors. It has been the
case, for example, of Bergen (in today’s Norway), the
harbor of which was never icebound and could belong
to the Hanseatic League during the late medieval period
for this very reason. Obviously, this kind of factor is inef-
fective in the Mediterranean, where no harbor is ever ice-
bound. Moreover, it is clear that the technological levels
of human societies that are subjected to climatic changes
sometimes have been determined by climatic factors; for
example, it is because of gradual climatic deterioration
from the fourteenth century on that the precarious Vi-
king settlements of southwest Greenland disappeared.
The progressive cooling reduced the surface area of culti-
vated land, and drifting ice made sailing increasingly
dangerous. Foreign incursions to North America in
search of wood, and to Iceland for supplies of metal,
dwindled, then ceased in about 1450. Nevertheless, the
cooling that took place in the Northern Hemisphere be-
ginning in 1550 did not prevent the regular growth of
commercial relationships between Europe and America.
Technological advances in horology (marine chronome-
ters), in the making of optical instruments (sextants, oc-
tants), in shipbuilding (clippers, then steamers with me-
tallic hulls), and in propulsion methods (twin-propelled
steamers), even made possible a spectacular boom in
transoceanic trade during the last cold pulsation (1800–
1850) of the so-called “little ice age.”

THE LITTLE ICE AGE (1550–1850)

The term little ice age was coined by François-Emile Mat-
thes (1874–1948). It denotes the period between about
1550 and 1850, which was characterized in Europe by
long harsh winters, rather cool and humid summers, and
a general spate of glaciers. The mean temperature may
have been 1–2° C (1.8–3.6° F) colder than today’s. Be-
cause the cool temperatures of this period were far from
the intense freeze of the great quarternary glaciations,
most climatologists prefer the terms Fernau stage and
Fernau oscillation, from the name of a tyrolean glacier of
the time. Moreover, the consequences of the cooling pe-
riod are unclear: one can observe during this period both
stages of economic slump (in the course of the seven-
teenth century) and periods of growth (during the eigh-
teenth century).

Climatic conditions could have played an important
part in certain major historical events, including the great
medieval famines in Europe up to the 1694 starvation
that killed more than 2 million people in France. In an-
other example, leading up to the French Revolution, cold
years, late frosts, and rainy summers succeeded one an-
other from 1782 to 1787. The summer of 1788 was torrid
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and dry, and cereals and vineyards dried out before the
crops; during the following winter, temperatures col-
lapsed, provisions ran short, and prices rose dramatically.
Wheat convoys were looted, castles were burned, and
feudal taxes went unpaid. Spurred by the July 14, 1789,
uprising in Paris, nearly two-thirds of the French popula-
tion revolted. In this case, even the most anti-determinist
historians consider that climatic conditions, in addition
to political, sociological, and philosophical circum-
stances, played a part in launching a historical event.

Other climatic factors are sometimes put forward to
explain historical events. One that occurs most frequent-
ly, and which should be very carefully assessed, is the un-
decennal (eleven-year) recurrence of sunspots, which de-
note a high solar activity caused by a perturbation of the
solar magnetic field. Peaks of political agitation, cardio-
vascular troubles, suicides, and so on, are said to occur
more frequently during periods of high solar activity.
This assertion is taken seriously neither by historians nor
by climatologists. However, we know that telecom net-
works can be disrupted during periods of high solar-flare
activity, and as the mean solar luminosity paradoxically
increases, solar activity has an effect on climate. But the
true nature and the scale of the phenomenon are still to
be determined.

THE MODERN PERIOD (1850s TO THE PRESENT)

In 1686 Edmund Halley (1656–1742) established the first
world map of the trade winds known at that time, includ-
ing the monsoon winds, and in 1735 the physicist and
meteorologist George Hadley (1685–1768) gave an expla-
nation of their general orientation. Climatology was thus
born, but two fact conditions were still to be fulfilled at
the beginning of nineteenth century before it could de-
velop further. The first was to establish the certainty of
great climatic changes in history. This evidence was ob-
tained with the 1805 to 1812 discovery by Georges Cuvier
(1769–1832) of ancient tropical fauna in the Paris area,
and with the proof produced by Louis Agassiz (1807–
1873) in 1840 that a huge inlandsis (a continental glacier)
had covered present-day Switzerland during the last gla-
ciation (Würm-Wisconsin). The second condition re-
quired the systematic gathering of climatologic data on
a world scale. In this matter we owe Alexander von Hum-
boldt (1769–1859) for the first world map of isotherm
lines (1817).

Nevertheless, modern climatology (the science that
deals with climates, i.e., weather patterns averaged over
long periods, and that investigates weather phenomena
and causes) began really with the discovery of the world’s
climate solar forcing. Between 1911 and 1957 Milutin
Milankovitch (1879–1859) undertook to prove that the
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complex combination of different cyclical variations of
the terrestrial orbit explains the alternation of warming
and glaciation phases over the last 600,000 years. This
theory forecasts the beginning of a new glaciation period
in 70,000 years.

The discovery of the general circulation of the atmo-
sphere was a major step for the development of modern
climatology. In the 1920s Gilbert Walker (1868–1958)
explained the trade-winds system in the Pacific and
coined the expression Southern oscillation (SO) to desig-
nate the seesaw shift in surface air pressure at Darwin,
Australia, and the South Pacific Island of Tahiti. Several
decades later, in 1969, Jacob Bjerknes (1897–1975) linked
up the Southern oscillation to El Niño events (EN),
which are sporadic declines in the strength of Pacific
trade winds that induce very remote and often intense at-
mospheric disturbances. Hence, Bjerknes coined the ac-
ronym ENSO.

Advances in the development of telecommunication
networks, supercomputers, and satellite observing sys-
tems have been spectacular from the 1960s on. Meteorol-
ogy (which is weather forecast, in contradistinction to cli-
matology, whose aim is the understanding of long-range
climatic changes) is henceforth reliable within six days
and very accurate locally. These advances have promoted
agriculture in developed countries and increased the se-
curity of commercial transportation.

GLOBAL WARMING

A warming trend of about 0.6° C (1° F) has been recorded
on the planet Earth since 1861; melting glaciers and de-
creasing snow covers have been regularly observed since
then. Most climatologists consider the industrial and ag-
ricultural activities of human societies to be responsible
for the emissions of greenhouse gases, the main factor in
global warming. However, some support the theory that
water vapor is by far the main contributor to the green-
house effect, because we can only find traces of green-
house gases (CO2, CO, CH4, NO2, CFCs, O3) in the
chemical composition of the atmosphere.

In any case, we can expect a mean warming of as
much as 6° C (10.8° F) by the end of twenty-first centu-
ry—a climatic change that would be comparable to the
alterations that took place during the last 20,000 years.
Rainfalls and winds regime would be disrupted, and agri-
culture would change. The melting of glaciers as well as
the thermal dilation of the oceans could lead to a gradual
modification of the coastlines and even to the submer-
sion of the lower lands. Floods, heat waves, and hurri-
canes would probably occur more frequently and vio-
lently. Due to the thermal inertia of oceans, the Southern
Hemisphere would be less affected than the northern part
of the planet. This warming would not necessarily indi-

cate dryness, because the increasing evaporation could
also increase cloud covering. Besides resultant problems
in communications and transportation, climatic distur-
bances could also disrupt the most undermined social
systems of the planet, which would not be an evolution
favorable to world trade.

S EE A LS O Information and Communications;
Ships and Shipping.
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COAL
The term coal describes an heterogeneous variety of fos-
silized plant materials, distinguished by different physical
and chemical properties including their heating value,
content of carbon and impurities, degree of moisture, so-
lidity of structure, and melting temperature. Coal types
are generally ranked according to their content of carbon,
which provides most of its energy generation as mea-
sured in British thermal units per pound (BTU). In de-
scending order, anthracite has a very high carbon content
and BTU, followed by bituminous, sub-bituminous, and
lignite (or brown) coal. Differences in the property of
coal are reflected in their use. High- to medium-grade
coals tend to be used for heating and coking, lower grades
more commonly for electric power generation. Although
all grades can be found in many parts of the world, Brit-
ain has mined a large supply of anthracite coal; North
America, Australia, and South Africa, bituminous; and
continental Europe, China, and India, brown coal. Geo-
graphical mismatches between the supply and demand
for different types of coal and varying rates of mineral ex-
ploitation over time have generated an extensive national
and international coal trade.

Coal mining has a long history dating back to at least
the second century B.C.E. in China and evidenced in Brit-
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Newcastle upon Tyne was an important coastal
supplier of coal to London beginning in the thirteenth
century. By the 1600s true colliers (based on Dutch
bulk carriers) appeared, replacing the general cargo
vessels used previously. Over the course of the seven-
teenth century vessel size increased, with average car-
goes ranging from 50 to 250 tons of coal. The small
River Tyne made a flat-bottom design standard for
Newcastle colliers, which could load at staiths on the
river regardless of low water levels. To keep costs low it
was important for colliers to handle well without bal-
last, so they were normally two-masted, reducing
weight aloft. This allowed for small crews and easier
access to cargo hatches. The colliers were often put to
other uses, and three of Captain Cook’s vessels—
small, flat-bottomed, and able to carry large cargoes
relative to crew size—were former east coast colliers.
(Cook had served on colliers himself.) Little changed
until the mid-1800s. In 1865 William Jevons reported
that Newcastle steam colliers with a crew of twenty-
one could transport more than 62,000 tons of coal to
London per year, doing the work of sixteen traditional
sailing colliers and 144 men.

D av id J. Clarke

NEWCASTLE COLLIERS

ain by the Roman period. Before the eighteenth century
coal, along with wood, was used for heating in the house-
hold and in industries such as shipbuilding, brewing,
baking, glassmaking, pottery, and dye making. Wood was
used for other purposes, particularly construction, such
that by the eighteenth century, with population expan-
sion and economic growth boosting demand, Britain and
then many continental European nations faced a short-
age of easily accessible timber located close to navigable
waterways. Britain had been the dominant coal producer
in the seventeenth century, accounting for more than 80
percent of world output. It was the source of most of the
technological breakthroughs that increased the supply of
easily mined coal and revealed important new uses for it.
In 1709 Abraham Darby of Coalbrookdale (1678–1717)
produced pig iron through smelting the ore with coking
coal in a blast furnace. This provided labor savings com-
pared with the use of charcoal. Concerns about the iron’s
quality using this method were allayed by a series of

modifications introduced by John Smeaton (1724–1792)
in the 1760s. The value of blast-furnace pig iron aug-
mented after 1784 when Henry Cort (1740–1800) found
a way of converting this brittle product into wrought iron
through stirring out (“puddling”) the impurities and
then pressing it with cylinders into a rolling mill.

A second major breakthrough was the use of coal for
propulsion through the invention of the steam engine,
which converted reciprocating motion into rotary mo-
tion. Thomas Newcomen (1663–1729) built the first op-
erational steam engine in 1712 to pump water from coal
mines, thereby increasing the efficiency and the depths
to which mining could be undertaken. Its heavy fuel
(coal) consumption limited use of the Newcomen engine
mostly to coal mines. The development of a separate con-
denser by James Watt (1736–1819) in 1765, together with
other improvements including double-acting expansion
and automatic regulators, greatly reduced the steam en-
gine’s fuel consumption. Watt’s engine was used in coal
mining for winding and haulage. However, its greater ef-
ficiency vastly broadened the steam engine’s potential ap-
plication, allowing subsequent generations of engineers
to adapt it for powering industrial machinery, the rail-
ways, and shipping. The greater regularity and mobility
of supply of coal over water, and coal’s superior thermal
efficiency to wood, ensured a preference for using coal
in industry and transport.

Coal was king in the nineteenth century, when its
uses and efficiency continued to expand. Triple- and
quadruple-expansion and turbine engines ensured the
increasing efficiency of steamships and their diffusion
through most international trade routes by the end of the
century. Additional coal uses included the production of
gas and electricity, while coal tar distillates from the cok-
ing process led to the development of a range of organic
chemical compounds including dyes, fertilizers, solvents,
and explosives. A widening range of construction uses for
wrought iron and, by the late nineteenth century, of steel,
exerted a huge increase in the derived demand for coking
coal.

The expanded demand for coal in the nineteenth
century was largely met by increased output without im-
proved productivity. In Britain the exhaustion of most
open-cast easily accessible underground coal seams, to-
gether with labor unrest and the slow adoption of mecha-
nized coal cutting, meant productivity (output per man
shift) was mostly constant or declining in the traditional
mining areas of the northeast of England. However, a
major expansion of output in South Wales occurred with
the rapid growth of demand for its high quality steaming
coal. Other European nations began to exploit their coal
resources as major fields emerged in Westphalia (Germa-
ny), northern France, southern Netherlands, and central
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Belgium. Here mechanization was also limited, although
the effective compression of coal into briquettes begin-
ning in 1877 removed much of the water from brown
coal and therefore improved its quality. The United
States also became a major coal producer through the de-
velopment of the Pennsylvania coalfields, subsequently
spreading production to many other states in both the
East and the West. These fields drew more heavily upon

mechanized coal cutting, and in 1899 U.S. output sur-
passed that of Britain.

The bulkiness of coal relative to its value made long-
distance trade in the commodity uneconomic before the
emergence of modern transport systems, except when
producer and consumer were closely located to navigable
waterways. Coal shipped coastally from the main pro-
ducing area of northeast England reached the expanding
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A photo from the early 1900s of a miner on a coal car in a tunnel. During the nineteenth century, higher demand for coal was
met by increasing output levels instead of focusing on productivity improvement. Mining companies expanded their underground
operations, creating dangerous working conditions for laborers. THE LIBRARY OF CONGRESS.

population and industries of London by way of the River
Tyne and the River Thames. The expansion of Britain’s
system of inland waterways in the eighteenth century was
motivated by the need to reduce the overland cost of coal
transport. “A navigation should always have coals at the
heels of it,” noted the Duke of Bridgewater, whose
Bridgewater Canal (1761) connected his Worsley coal
mines with the expanding industrial city of Manchester.
The railways, in addition to their heavy reliance on coal
fuel and iron construction, counted coal companies
among their major customers. Overland rail haulage of
coal in the United States has been identified as a key ex-
planation of the emergence of large-scale national manu-
facturing firms by the late nineteenth century.

With the new opportunities for coal use and the in-
ternational expansion of industrialization, based on coal-
using industries, the seaborne coal trade expanded rapid-
ly in the second half of the nineteenth century. This was
a trade principally in British coal carried in British ves-

sels. By 1913, 33 percent of British coal output was ex-
ported, which constituted 50 percent of the world coal
trade and 70 percent of seaborne coal movements. Eighty
percent of British coal exports went to Europe, delivering
at North German ports more cheaply than overland coal
could be conveyed by rail from the Ruhr fields. Welsh
steam coal replenished oceanic bunkering stations
throughout the world: its high calorific content, resis-
tance to en route deterioration, and smokeless nature
made it particularly appropriate. The international coal
trade reduced Britain’s imbalance in freight volumes, and
in the process may have constrained increases in the level
of freight rates. U.S. coal, though more oriented to the
domestic market, included trade to other parts of the
American continent.

In the twentieth century coal encountered a widen-
ing range of energy substitutes, particularly oil and its by-
products, natural gas, electricity, nuclear power, and
solar power. After 1918 oil began to replace coal in ship-
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ping, while the rising demand for petrol and aviation fuel
stimulated the search for new oil reserves and enabled the
refining industry to expand production size and thus re-
duce its costs. Coal’s share of the United Kingdom’s ener-
gy needs collapsed from 91 to 38 percent in the quarter
century after 1948, a trend broadly reflected in many
other nations’ economies as coal’s share of world energy
consumption dropped below 50 percent in 1961. The
main causes of the decline were the replacement of steam
by diesel and electricity on the railways; the discovery of
natural gas under the North Sea, and its widespread dis-
placement of coal gas; the substitution of cleaner and
more convenient electricity and oil in factories and
homes; and the tentative development of nuclear power.
Indeed, the only area of increased coal demand came
from power stations for the manufacture of electricity,
which accounted for 62 percent of world coal consump-
tion by 1999. This market has brought little benefit to the
coal industry because it involves the purchase of low-
grade coals by large electricity companies with strong
price-negotiating power. The profitability of coking coal
has been adversely affected by new technologies includ-
ing coal moisture control, dry-air compaction system,
and pulverized coal injection, which made possible the
introduction of lower priced “semisoft” coking coal in
1981. In addition, there has been increasing use of elec-
tric arc furnaces, which do not require coke, in steel pro-
duction.

Coal, nonetheless, remains a major industry and sea-
borne commodity trade at the beginning of the twenty-
first century, with a widening range of major producers
and exporters. These include Australia (the leading ex-
porter by 2000), South Africa, China, and Indonesia,
which are the main suppliers of the expanding Asian
market, particularly Japan, Korea, Taiwan, and, more
generally, the Association of South-East Asian Nations
(ASEAN), a body that promotes economic and political
cooperation among its ten member nations. Increased
consumption in these markets has helped to offset the re-
duced production and consumption of European coun-
tries, where natural gas is increasingly used in electricity
generation. Environmental concerns together with the
reduction of coal subsidies and the coal-purchase obliga-
tions of electricity producers have also affected European
demand. Technological and organizational advances
have been significant in increasing productivity and cut-
ting production costs. These have included mechanical
coal cutting and conveyance, computerized and remote
control operations, and privatization of the industry onto
a commercial basis. In the first decade of the twenty-first
century, coal consumption is projected to grow at 1.9
percent per annum, 0.2 percent above world energy con-
sumption, reflecting the continued importance of the
commodity.

S EE A LS O Industrialization; Mining.
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JAN PIETERSZOON COEN
1587–1629

Jan Coen was born on January 8, 1587, in the Dutch town
of Hoorn. He died on September 21, 1629, during a siege
of Batavia. As governor-general (1618–1623 and 1627–
1629) of the Dutch East India Company (Verenigde
Oost-Indische Compagnie, or VOC) he forcefully estab-
lished the company in Asia.

Already in 1614 Coen had outlined a strategy for the
VOC: oppose European competitors; monopolize the
spice trade by subduing local rulers; establish European
settlements; and participate in the intra-Asiatic trade, the
proceeds from which could finance the commodities for
the European market.

As governor-general Coen conquered Djakarta in
1619. Renamed Batavia, the town became the adminis-
trative, commercial, and maritime center for the VOC in
the Far East. Consequently Coen expelled English com-
petitors from the Spice Islands and established for the
company a monopoly in the production and trade in
nutmeg and mace by “cleansing” the Banda Islands, kill-
ing three-quarters of the population. European planters
and their slaves repopulated the islands. Under his direc-
tion the VOC entered the intra-Asiatic trade. By attack-
ing Portuguese Macao and Spanish Manilla he also tried
to direct the Chinese junk trade to Batavia. Although the
company established itself on Taiwan, Coen’s China poli-
cy failed.

Jan Pieterszoon Coen
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The global impact of commodities such as coffee,
tea, sugar, cocoa, and tobacco that produce a “high”
through ingredients such as caffeine, glucose, and
nicotine has been enormous. In the eighteenth century
these products became widely available and afford-
able, contributing to the consumer revolution. Coffee
emerged as an important commodity throughout
northwestern Europe, and tea became the drink of
choice in England. Both were often flavored with
sugar, Britain’s largest single import from about 1750
to 1820. Empires such as Britain’s were partly founded
on a growing demand for such products. In addition,
trade in coffee, sugar, and the like went hand in hand
with trade in products such as Indian fabrics, trans-
forming the way people dressed, and creating the first
wave of mass consumerism, as well as major upheaval
in England (from unemployment), where production
costs were higher than in the colonies. Production of
most of these commodities, from coffee to tobacco,
was labor intensive. Europeans “solved” this problem
with the massive importation into their colonies of
African slaves.

D av id J. Clarke

FIRST WAVE OF MASS
CONSUMERISM

SEE ALSO Albuquerque, Afonso de; Amsterdam;
East India Company, Dutch; Empire, Dutch;
Empire, Portuguese; Imperialism; Indian Ocean;
Indonesia; Joint-Stock Company; Laborers,
Coerced; Monopoly and Oligopoly; Nagasaki;
Privateering; Protection Costs; South Africa;
Spices and the Spice Trade; Sugar, Molasses,
and Rum.
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COFFEE
Coffee has been one of the world’s most valuable interna-
tionally traded commodities for several centuries. One of
the few commodities that was already important under
early modern luxury long-distance trade, it continues
today as a key trade good, with more than 10 billion
pounds exported annually in the late 1990s. Coffee con-
tinues to enjoy great international importance because
the nature of its appeal to consumers has shifted to con-
form to remarkable changes in the societies of the domi-
nant buyers over the last four centuries. Production has
also markedly shifted geographically from the Middle
East to Asia, to Latin America, and now increasingly to
Africa and Asia again. Control of the market moved in
the sixteenth century from the producer to the exporter,
in the nineteenth century to the importer, and in the
twentieth century to the roaster and national and inter-
national government institutions, and finally to a few
vertically integrated multinational firms.

THE BEGINNING

Although native to what is today Ethiopia and Central
Africa, coffee only entered into human history once Ye-
menis of a Sufi Muslim order made a drink from its
beans. From then on coffee was an especially export-
market-oriented commodity. Initially it was almost all
commercially grown from Yemen and Ethiopia. The
value was important, but the amounts were tiny: only
24,000 to 30,000 pounds a year were produced in Yemen
in the eighteenth century.

Prices in consuming countries varied greatly. Mer-
chant capital was subject to the whims of peasants who
brought to market small amounts they produced in their
garden plots as the price or their need for money de-
manded. Transaction costs were very high because trans-

portation within Yemen was rudimentary. Nonetheless,
it reached a wide market: Morocco to Turkey in the Le-
vant, west along northern Africa and the Balkans, east to
India, and, beginning in the middle of the seventeenth
century, north to Eastern and Western Europe. But it was
a shallow market because consumption was concentrated
in urban coffeehouses where it served as both a secular
drug and a religious drink closely tied to Islam.

The Dutch were the first European colonial power
to enjoy much success in planting coffee in their colonies
when they brought it to Java in the 1690s. The Dutch in-
directly controlled production but they did not change
the essentially peasant nature of production: peasants
were forced to grow coffee and sell the exotic crop at a
set price to Dutch East Indian stores. Whereas 90 percent
of Amsterdam’s coffee imports in 1721 were from Mocha
in Yemen, by 1726, 90 percent were from Java. A quarter
century later, Amsterdam’s imports of Javanese coffee
were nearly matched by imports of coffee from the
American colony Dutch Guyana and then the French col-

Coffee

H I S T O R Y  o f  WO R L D  T R A D E  s i n c e  1 4 5 0138



ony of Saint-Domingue (today Haiti). By the 1780s, over
80 percent of the world’s production originated in the
Americas. Javanese coffee fell to only 6 percent of Eu-
rope’s consumption by 1820, although later in the centu-
ry Java and Ceylon would enjoy a three-decades-long re-
naissance. Yemen’s production almost disappeared from
the world market.

Coffee was different from sugar and rubber during
the nineteenth century in that most of it was produced
in independent countries, not in European colonies.
Cheap fertile land, slave labor, and maritime transport
led coffee prices to plummet after 1820 and remain low
until the last quarter of the century, stimulating demand.
Brazil’s exports jumped seventy-five-fold between the
country’s independence in 1822 and 1899. World con-
sumption grew more than fifteenfold in the nineteenth
century. No colonies could either compete with Brazil in
price or meet the large new demand in the colonial pow-
ers and in the United States. By 1850 Brazil was produc-
ing over half the world’s coffee; in 1906 it produced al-
most five times as much as the rest of the world
combined. Indeed, about 80 percent of the expansion of
world coffee production in the nineteenth century oc-
curred in Brazil alone. Most of the rest of the growth was
in Spanish America, as African and Asian production fell
from one-third of world total in the middle decades of
the nineteenth century to only 5 percent on the eve of
World War I. And this was no marginal market. At the
dawn of the twentieth century the value of internationally
traded coffee trailed only grains and sugar. Latin Ameri-
can production had helped to redefine the nature of con-
sumption by dropping prices and boosting volume suffi-
ciently to reach a mass market.

The four- to six-year gestation period necessary for
coffee seedlings to become commercially viable meant
that production could not be modified quickly to re-
spond to price differences, but great price rises led to
rapid expansion and geographic diversification. The Hai-
tian Revolution in the 1790s, for example, encouraged
planting in other parts of the Caribbean and Brazil’s Rio
state. The next rapid jump in prices, which occurred in
the late 1880s and early 1890s and was caused in good
part by the leaf rust in Asia, produced a fourfold jump
in São Paulo’s trees in fourteen years, giving it alone over
half the world’s production; Colombia, Mexico, and
Central America also stepped up production. The protec-
tive blanket provided by the creation of the International
Coffee Organization (ICO) and its quota system in the
1960s encouraged new producers, particularly in African
countries such as the Ivory Coast and Ethiopia. The col-
lapse of the ICO in 1989 and a precipitous fall in prices
stimulated a stunning expansion of production in Viet-
nam in the 1990s and, to a lesser extent, in Indonesia
(more Sumatra than Java).

MASS CONSUMPTION

During its first centuries as a Muslim drink, coffee creat-
ed a narrow luxury market. It was often traded by pil-
grimage caravans and went through many intermedi-
aries. When Europeans spread production to their
colonies costs fell somewhat. But mercantilist-minded
colonial governments insisted on high taxes. Peasants
and proletarians, if they drank a hot beverage at all, tend-
ed to drink chicory and other substitutes.

Then after the Napoleonic Wars, African slaves,
semi-coerced indigenous workers and European immi-
grants in the Americas, and coerced migrants in the Indi-
an Ocean made the beverage available to urban workers
and even occasionally to rural residents. Coffee’s heroic
nineteenth century occurred not only because of Brazil-
ian production, but also because of skyrocketing con-
sumption in the United States and Northern Europe.
Coffee became truly a mass product for the first time in
the United States.

U.S. government policy also helped. The United
States was the only major market to import coffee tax-
free after 1832. Consequently, per capita consumption
grew from one-eighteenth of a pound in 1783 to nine
pounds a hundred years later. The fifteenfold explosion
in the U.S. population during that century meant that
total coffee imports grew 2,400 times. By the end of the
nineteenth century the United States was consuming
thirteen pounds per capita and importing over 40 per-
cent of the world’s coffee. (It would grow to over 60 per-
cent after World War II.) Half of the growth in world
consumption in the nineteenth century was due to in-
creased United States purchases. The other large market
was in Western Europe. It was not coincidence that the
fastest-growing economies were also the biggest coffee
markets. Caffeine became instrumental to the regiment-
ed time of the urban industrialized societies. U.S. and
Northern European consumption continued to grow,
with some fits and starts, until the 1960s.

The growing appetite for coffee fed a transformation
of the global coffee market. After 1870, telegraphs carried
information about prices and demand and supply be-
tween South America, New York, and London. Exporters
ceased being consignment agents, becoming instead
agents of importers who controlled the trade and set the
prices. The creation of the New York Coffee Exchange in
1882 institutionalized access to information. (Hamburg,
Le Havre, and London followed with major coffee ex-
changes.) After the establishment of exchanges in New
York and Europe there remained difficulties in determin-
ing the quality and origins of shipments and in obtaining
information about the size of annual crops. The quality
problem was rectified not by planters and traders, but by
a government. In 1907 the United States Pure Food and
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Drug Act decreed that imported coffee be marked ac-
cording to its port of exit. Thus “Santos” became a specif-
ic type of coffee, as did “Java” and “Mocha.” Other gov-
ernments soon followed with similar acts.

By gaining the confidence of consumers and provid-
ing mass-produced roasted coffee by using advances in
roasting technology, transport, and marketing, large in-
dustrial roasting firms began to control the market by in-
tegrating vertically, sometimes even buying plantations
in producing countries, and certainly sending their
agents into the regions’ interiors to purchase directly
from producers. This initially led to segmentation of the
market, and specific producing countries became linked
to particular markets. Government intervention worked
to dampen the market’s price mechanisms and brought
some control back to the producing countries. Beginning
in 1906 some of Brazil’s states held stocks off the world
market to “valorize” them. This led to a federal price-
support program, the Inter-American Coffee Agreement,
and finally, in 1962, the International Coffee Agreement.
Since the main objective of these cartels was to stabilize
prices rather than corner the market, roasters in the con-

A worker hauls a basket full of organic coffee beans harvested from the fields of a coffee plantation in Guatemala.  Since the
early 2000s, certain smaller coffee producers have shifted to growing high-quality beans without using pesticides in order to compete
in the international market. This type of specialty cultivation allows producers to set higher prices and sell their coffee to more
affluent countries. PHOTOGRAPH BY MOISES CASTILLO. AP/WIDE WORLD PHOTOS. REPRODUCED BY PERMISSION.

suming countries gladly joined. Importing countries
joined less for economic reasons than for political ones.
Coffee became a pawn in the Cold War. It was no coinci-
dence that the United States came on board two years
after the Cuban Revolution, or that the United States
abandoned the agreement in 1989, the year the Berlin
Wall came down. This form of state capitalism provided
conditions for rapid consolidation and vertical integra-
tion in the consuming countries. As coffee processing be-
came increasingly industrialized, economies to scale grew
and an ever-larger share of the value was added in con-
suming countries. The sophistication of roasting, grind-
ing, and packaging technology grew in the twentieth cen-
tury’s first decades. Meanwhile, new products were
created: decaffeinated coffee and, after World War II, in-
stant coffee in which processing added increased value.
Instant coffee consumption grew to the point that it pro-
vided a third of all coffee drunk in the United States in
its peak year of 1978. Drinkers of instant coffee were con-
cerned with speed and convenience, not the quality of the
brew. Consequently, the small number of roasters who
captured this capital-intensive market used low-priced
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beans, especially the robusta beans that Africa and Asia
began growing. Marketing was as important as automa-
tion. The rise of chain stores in the early twentieth centu-
ry such as the A & P chain, which made coffee their most
profitable good, allowed wholesaling concentration. This
changed in the 1950s when the supermarket was created.
Selling a vastly larger number of goods, the supermarket
depended upon small margins but large volume. For the
first time, coffee companies competed on price rather
than the quality of their blend. Giant food conglomerates
such as Kraft Foods, Nestlé, Proctor and Gamble, and
Sara Lee bought up smaller, successful coffee companies
and had less interest in coffee as a family artisanal tradi-
tion than had earlier coffee roasters such as Chase and
Sanborn, or Maxwell House. Consolidation proceeded to
the extent that today, a handful of companies control 80
percent of the U.S. coffee market. Worldwide, four or five
companies buy half the world’s coffee beans.

CURRENT TRENDS

Despite the demise of the ICO and rise of enormous con-
glomerates and cheap coffee, there are countertrends.
Specialty coffee such as that sold by Starbucks has grown
enormously not only in the United States, but also in
Western Europe and Japan. Nongovernmental organiza-
tions such as Fair Trade and Oxfam organize coopera-
tives to produce organic, bird-friendly coffee and capture
a large share of the final price. They appeal to consumers’
sense of fairness for growers and environmental concern.
Although they still control only a small share of the world
price-driven market, they have grown impressively since
the 1980s.

The world coffee market continues to undergo great
changes. U.S. per capita consumption has steadily fallen
since the 1960s and accounts for less than 20 percent of
world purchases, whereas European and Asian consump-
tion imitates the United States’s nineteenth-century ex-
perience, and coffee-growing countries such as Brazil
dramatically escalate consumption of their own crops.
For over four centuries the coffee market has ushered in
the modern world and has been shaped by those transfor-
mations.

SEE ALSO Brazil; Colombia; Cuba; East India
Company, Dutch; Empire, British; Empire,
Dutch; Empire, French; Empire, Ottoman;
Empire, Spanish; Franchising, International;
Ghana; Haiti; Indonesia; Jamaica; Kenya;
Laborers, Contract; Mercantilism; Mexico;
New Orleans; New York; Slavery and the
African Slave Trade; United States; Venezuela;
Vietnam; Zimbabwe.
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JEAN-BAPTISTE COLBERT
1619–1683

Jean-Baptiste Colbert was born in the French town of
Reims to a family of minor French officials. Early in his
career he was appointed commissioner in the French
army, where he served as an agent to the secretary of
state, Michel Le Tellier, and later as an agent and secre-
tary to the prime minister, Cardinal Mazarin. With Ma-
zarin’s death in 1661, Colbert became one of Louis XIV’s
chief financial advisors in the midst of the Dutch wars
(1672–1678). Colbert was instrumental in reforming the
law codes and the Treasury. He began work on the famed
palace of Versailles and was also the chief reformer of the
French navy.

Patterning himself on things that the English were
doing at the same time, Colbert sought to build econom-
ic strength by establishing a balanced economy. He began
by creating and protecting French industries. He encour-
aged exports while reducing the amount France imported
because he believed the country lost wealth when buying
foreign luxury goods such as tapestries, lace, and porce-
lain. Colbert used government inspectors to standardize
commercial goods. He thus encouraged internal com-
merce and industry and laid the groundwork for the
country’s expansion overseas to Canada, the West Indies,
and the Far East.

Although his programs were not as successful as he
wished, he did much that brought France into the mod-
ern era.

Jean-Baptiste Colbert
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Coffee exports from Colombia, 1870–1969

Thousands of 60 lb. bags per year, by decade.

1870–1879 23
1880–1889 230
1890–1899 368
1900–1909 573
1910–1919 1,041
1920–1929 2,178
1930–1939 3,561
1940–1949 4,900
1950–1959 5,430
1960–1969 6,107

SOURCE: Compiled from Ocampo (1984) and Jaramillo Uribe
(1989–2001).

SEE ALSO Empire, French; France; Joint-Stock
Company; Levant Company.

BIBLIOGRAPHY

Ames, Glenn J. Colbert, Mercantilism, and the French Quest
for Asian Trade. De Kalb: Northern Illinois University
Press, 1996.

Cole, Charles Woolsey. Colbert and a Century of French
Mercantilism. 2 vols. New York: Columbia University
Press, 1939.

Schaeper, Thomas J. The French Council of Commerce, 1700–
1715: A Study of Mercantilism after Colbert. Columbus:
Ohio State University Press, 1983.

John C. Rule

COLOMBIA
Colombia throughout most of its history has been a rela-
tively weak participant in foreign trade. After Spanish
conquerors seized control of the interior of the country
(c. 1537–1550), Iberian immigrants gravitated to the in-
terior highlands formed by three branches of the Andes,
which offered a variety of climates and an indigenous
labor force less decimated by disease than on the Carib-
bean coast. Given the difficult transportation conditions,
having most of the population in the mountainous inte-
rior for most of the country’s history made it difficult for
Colombia to compete in exporting agricultural products.

During the colonial period Colombia exported dye-
woods, hides, and various tropical products on a small
scale, but well into the republican era its only significant
export was gold, which could bear easily the high cost of
transportation over mountains by mule. The area now
known as Colombia was the chief producer of gold in the
Spanish Empire, but its value fell far short of the great
wealth of silver mined in Mexico and Peru. Colonial gold
mining went through two cycles. The first began about
1550, reached its zenith in 1595 to 1599, then declined
rapidly to a nadir from 1640 to about 1715. Gold produc-
tion, which was almost entirely in western Colombia, re-
vived gradually between 1720 and 1760 and then acceler-
ated, with notable growth from 1780 to the end of the
colonial period in 1810.

The early peak of gold mining in the 1590s stimu-
lated the importation of African slaves because the rapid-
ly declining indigenous population could not supply the
labor needed in the mining regions of western Colombia.
In the eighteenth century the port of Cartagena was one
of the chief slave emporia in Spanish America. However,
the rapid increase in gold production after 1780 did not
lead to large-scale slave importations because slaves and
free blacks already resident apparently were reproducing
an adequate labor force.

Official figures badly underestimate Colombia’s total
gold production figures because considerable quantities

were smuggled, particularly after the establishment of
British, Dutch, and French trading entrepôts in the Ca-
ribbean during the seventeenth century. The growth of
contraband trade with Jamaica and other Caribbean is-
lands undermined legal trade with Spanish convoyed
fleets and eventually brought them to an end in 1740.

From 1738 to the end of the colonial period Colom-
bia was the site of a viceroyalty, the Nuevo Reino de Gra-
nada. After 1760 the viceroys, subordinate administra-
tors, and Creole savants tried to develop various tropical
exports, with only slight success. The Spanish Crown
showed little interest: royal measures to encourage tropi-
cal exports in Venezuela and Cuba were not extended to
New Granada. New Granada’s exports to Spain repre-
sented only 3.2 percent of the total value from Spanish
America (1782–1796), and its imports from Cádiz only
8.1 percent (1785–1796). Venezuela, with a population
half as large, contributed 9.6 percent of Spanish Ameri-
can exports to Spain, and took 10.1 percent of Spanish
American imports from Cádiz.

Independence opened ports to foreign trade, and
manufactured consumer goods, chiefly British textiles,
flooded in. Colombian merchants, who had carried on
contraband trade with Jamaica before independence,
continued to purchase goods there. But British mer-
chants, who had commercial and credit relations in En-
gland, could bring shipments directly from British ports,
and they dominated trade in the 1820s. Colombia’s ca-
pacity to import was limited. Gold production had fallen
as slaves deserted the mines or were recruited into ar-
mies. Exports of tropical products were inhibited by Brit-
ish protection of tropical commodities produced in their
colonies. By the late 1820s the outflow of Colombian spe-
cie in payment for imports had contributed to an acute
shortage of circulating money and economic crisis. Co-
lombia threw up protective barriers, particularly against

 THE GALE GROUP.
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Harvesting coffee beans in Bolombolo, Antioquia,
Colombia. Coffee, which once represented nearly 80 percent of
Colombia’s exports, now represents less than 20 percent.
© JEREMY HORNER/CORBIS. REPRODUCED BY PERMISSION.

North American wheat flour and finished goods from
Europe. Textile imports, however, continued.

A decisive turn to external trade occurred in the
1840s. When the United Kingdom ended protection of
tropical fruits produced in its colonies, Florentino Gon-
zález, minister of finance in 1847, urged Colombians to
develop tropical products along the Magdalena River to
take advantage of cheap freight costs down the river. He
supported government investment in river steamboat
companies and lowered import tariffs to bring more
shipping to Colombian ports, thus expanding exports.
Under these policies tobacco from the upper Magdalena
became republican Colombia’s first significant export
other than gold. The tobacco “boom” of the 1850s and
1860s was relatively small, but it convinced Colombian
elites that the country’s economic future lay in exporting

tropical commodities. Exports of tobacco and cinchona
bark in the 1850s generated increased imports. Between
1841 to 1845 and 1865 to 1870 both exports and imports
doubled. Increased volumes of trade permitted more Co-
lombian merchants to establish direct contacts with Brit-
ish commission houses, and thus compete as importers.

Spurred by the tobacco model, Colombian elites
tried exporting other commodities (cotton, indigo, palm
hats, forest medicinals), with limited success. They found
a real winner only in coffee. Coffee, first exported from
Northern Santander through Venezuela, spread south-
ward in about 1870 to mountain flanks near Bogotá, then
to Antioquia, Caldas, and elsewhere in western Colom-
bia. By 1890 coffee was the most valuable export, encour-
aging railway construction. An enlarged internal market
(partly of small coffee growers) and partial market inte-
gration by railway supported textile and other light man-
ufacturing.

With railway construction and incipient manufac-
turing, the composition of imports began to change. In
the 1850s consumer goods overwhelmingly dominated
imports, with textiles making up two-thirds. By 1880 to
1900 intermediate and capital goods constituted 10 to 15
percent of imports. In the 1920s raw materials and inter-
mediate and capital goods together represented half of
imports.

Nineteenth-century Colombian coffee exports went
primarily to Europe. But by 1903 to 1907 the United
States was taking 72 percent of Colombia’s exported cof-
fee, and had displaced Great Britain as Colombia’s chief
market overall. After 1914 the United States also dis-
placed Great Britain as Colombia’s principal supplier of
imported goods.

Colombia’s coffee exports boomed after 1905, aided
by Brazil’s attempts to sustain the market by withholding
part of its own crop. Despite the Great Depression, Co-
lombia’s coffee exports continued to grow, though at a
slowing rate after 1940 as more competitors entered the
world market. In 1950 coffee still represented 72 percent
of the country’s exports by value. But coffee then quickly
declined in relative importance; by 1990 to 1995 it repre-
sented less than 18 percent of the value of legal exports.
Declining coffee income after 1980 was offset by exports
of petroleum, coal, textiles, ready-made clothing, shoes,
processed food, bananas, and flowers, but since 1980 the
value of exported illegal drugs is believed to have been
greater than that of any single legal export, including cof-
fee. By 2005 the coffee market seemed to be reviving, de-
spite large-scale new production in Vietnam, as coffee
prices have reached unprecedented heights.

World War II, by shrinking customary supplies of
imported goods, stimulated industrial development,
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A native Colombian uses a machete to destroy opium poppy plants growing in a rural section of the country.  Before the
1980s, coffee was the main export of Colombia until the rise of the international drug trade. Indian tribes in the southwestern
highlands struggle to survive with money made from producing cocaine and heroin, while facing U.S.-backed efforts to eradicate
illegal drug operations. © REUTERS/CORBIS. REPRODUCED BY PERMISSION.

which was sustained, in a protected market, until the
mid-1970s, with subsequent slower growth. In the early
1990s President César Gaviria (b. 1947) pursued trade
liberalization, hoping to make Colombian manufactur-
ing more competitive. Current discussions of further
trade liberalization are haunted by the specter of compe-
tition from China.

SEE ALSO Cartagena; Coffee; Conquistadors;
Drugs, Illicit; Empire, Spanish; Encomienda and
Repartimiento; Import Substitution;
International Monetary Fund (IMF); Laborers,
Aztec and Inca; Nationalization; Panama
Canal; Peru; Smuggling; United Fruit Company;
United States; Venezuela.
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CHRISTOPHER COLUMBUS
1451–1506

Christopher Columbus made four transatlantic voyages
in the service of Castile that established the sea routes to
the Americas. His settlements in the Caribbean were the
first in the Spanish American empire. He had planned to
sail to Asia and enter the commercial networks there. His
incorrect view of the earth’s size made him believe that
he had gone far enough to reach Japan when he landed
in the Bahamas in 1492.

Columbus’s initial plans for commercial exploita-
tion called for him to direct salaried royal employees to
trade and pan for gold. He later took animals and plants,
including sugar cane, to Hispaniola to establish trading
commodities. He thought he could trade in slaves, but
the Spanish Crown prohibited that. His mismanagement
and his enslaving of Indians caused his royal sponsors to
dismiss him from many of his offices and to establish a
new regime of royal officials and nonsalaried settlers that
become the prototype of Spanish colonization elsewhere
in the Americas. In his later voyages, Columbus explored
the Central American mainland but failed to establish
new colonies. He died resentful of his dismissal, even
though his accomplishments had made him rich. His de-
scendants carried on a long series of lawsuits that recov-
ered for his son and grandson some of the offices Colum-
bus originally held.

SEE ALSO Empire, Spain; Ships and Shipping;
Spain.
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COMECON
Comecon is the abbreviation for the Council of Mutual
Economic Assistance (CMEA), the international eco-
nomic organization of Communist countries that existed
from 1949 to 1991. Comecon was established as the Cold
War intensified in the late 1940s, and was conceived as
the Soviet response to U.S. Marshall Plan aid to Western
Europe. It gradually grew from a small secretariat to an

ambitious organization that sought to coordinate the
economic development strategies of the Communist
countries. It was never successful in doing so, however;
the Soviet satellites defended their autonomy in the eco-
nomic sphere and consistently frustrated Soviet efforts to
rationalize their trade and economic cooperation.

HISTORY

When Comecon was established, the Soviet Union was
busily extracting resources from its new East European
dependencies in the form of war reparations. The mini-
mal cooperation that occurred took place on a bilateral
basis between the Soviet central planning agency, Gos-
plan, and similar agencies in the Communist countries,
and Comecon was simply a small office in Moscow that
prepared technical reports. All of this changed as a result
of the uprisings in East Germany in 1953 and in Poland
and Hungary in 1956. The Soviet Union recognized the
need to subsidize the new Communist states if they were
to survive, and Nikita Khrushchev (1894–1971) breathed
new life into Comecon. He instituted regular summit
meetings of Communist premiers (the Comecon Coun-
cil), an executive council (Ispolkom) of permanent repre-
sentatives to Comecon who held the rank of deputy pre-
miers in their respective countries, and a number of
specialized agencies that brought together the chairmen
of the central planning agencies and ministers of the
member countries. The historian Michael Kaser argued
that a speech Khrushchev gave and subsequently pub-
lished in Kommunist, the ideology journal of the Com-
munist Party, indicated that he was attempting to subor-
dinate the central planning organs of the satellites to
Gosplan (Kaser 1965). He never made an effort to carry
this out, however, and there is some evidence that this
was an ill-advised trial balloon instigated by a speech-
writer. However, he articulated socialist integration as a
fundamental Soviet policy goal, and it remained one until
the collapse of the Communist alliance.

Comecon began to take on tangible significance with
the Comprehensive Program for Socialist Economic In-
tegration, developed in the late 1960s and launched in
1971. The Polish general secretary, Wladislaw Gomulka
(1905–1982), proposed the idea for a new integration
program as a means of promoting the idea of market so-
cialism, which was currently percolating in Poland and
two other relatively prosperous satellites, Czechoslovakia
and Hungary. Initial discussions were wide ranging, and
until the Soviet intervention to suppress the Czechoslo-
vak reformers in 1968, it appeared to many Soviet and
East European participants that the Comprehensive Pro-
gram might indeed promote reform. Instead, it became
a vehicle for Soviet Gosplan to engage the East Europeans
in investing in Soviet mining and extraction industries
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under the rubric of joint planning. Two further rounds
of integration programs similarly attempted to coordi-
nate countries’ development strategies through collabo-
rative investment plans. The Long-term Target Programs
of 1978 to 1979 (Dolgosrochnye tselevye programmy sotsi-
alisticheskogo sotrudnichestvo, or DTsPS) focused on five
key sectors of the economy: energy, machine building,
consumer goods, agriculture, and transportation. One
major project was to promote collaboration in civilian
nuclear power, with the goal of building reactors in
seven Comecon countries and increasing electrical gener-
ating capacity by 37 percent. The Comprehensive Pro-
gram for Scientific and Technical Progress of 1985 (Kom-
pleksnaia programma nauchno-tekhnicheskogo progressa,
or KPNTP) focused on collaborative technology develop-
ment in five areas of innovation: computers, robotics,
new materials, nuclear energy, and biotechnology. It was
not until late in the Gorbachev era that serious discussion
in Comecon returned to the subject of economic reform.

As these successive programs unfolded, a plethora of
Comecon committees negotiated the details of agree-
ments that expanded economic collaboration into larger
circles of activities. The agenda was always set by the So-
viet Union, and it prevailed on almost every major issue.
However, the debates were lively, and Soviet proposals
were often significantly watered down as they were trans-
lated from general principle into concrete treaty obliga-
tions. The subsequent implementation of the agreements
was very selective, and the achievements were much
more modest that the formal treaties.

COMECON AND SOVIET-BLOC TRADE

The fundamental obstacle to trade among centrally
planned economies was central planning. Every transac-
tion had to be written into the plan, so trade had to be
negotiated bilaterally between the countries’ central plan-
ning agencies, and in effect it took the form of nonmone-
tary barter because none of the countries had a convert-
ible currency. The Communist countries maintained the
fiction of a common currency, the “transferable ruble,”
and there was a Byzantine process of determining foreign
trade prices in this unit, which allowed countries to ac-
count for the balance of payments and to run trade defi-
cits with each other. However, these prices provided no
information about comparative advantage, because they
were set by fiat and were not determined by scarcity.
Consequently, there was no obvious way of optimizing
trade flows. Finally, under central planning economic
units were rewarded for meeting quantitative quotas, not
for making profits, so no organization in the economy
had an incentive to capture the potential gains from
trade, even if they could identify them.

In principle, central planning agencies could estab-
lish a common goal, agree upon all the necessary transac-

tions, and carry them out. The problem was that the dif-
ferences between the relative prices of goods within
Comecon and the relative prices on world markets creat-
ed incentives for the smaller countries to engage in arbi-
trage and optimize their import and export profiles with-
in Comecon in terms of world prices. The prices of raw
materials were set arbitrarily low in transferable rubles
relative to machinery because central planning provides
weak incentives to produce quality finished goods and
weak mechanisms for detecting low-quality products.
Consequently, East European countries faced incentives
to overconsume energy and raw materials and to export
shoddy manufactured goods to the Soviet Union. This
formed the basis for a long-term, implicit Soviet trade
subsidy that was uniformly recognized by foreign trade
officials, and that expanded over time as the quality gap
between East European products and world standards
gradually widened. Many of the integration projects de-
veloped in Comecon were designed by the Soviet Union
to reduce this one-sided flow of resources, and the satel-
lites faced strong incentives to evade them.

PERESTROIKA  AND THE COLLAPSE OF COMECON

By the late 1980s work was under way in Comecon head-
quarters on a Soviet plan to restructure the organization,
liberalize international trade within the bloc, and pro-
mote gradual economic reforms in the Soviet satellites
along the lines of Mikhail Gorbachev’s perestroika pro-
gram for reform in the Soviet Union. Many of the Soviet
proposals were borrowed from proposals the East Euro-
peans had made as early as 1968. These proposals faced
a lot of criticism from the left and the right: The Poles
and Hungarians were skeptical by this time about gradual
reform proposals that did not go as far as their own do-
mestic reforms had gone, and East Germany and Roma-
nia vigorously opposed any kind of reform. These objec-
tions blunted the force of each document Comecon
adopted, and prevented the Soviet reform program from
being adopted in its entirety. More fundamentally, how-
ever, the negotiations for the next five-year trade plan
(planned to extend through 1995) demonstrated that the
East Europeans did not believe in the Soviet commitment
to reform. They expected the game to continue to be
played by the old rules, and they frustrated efforts to im-
plement the agreed-upon reform principles by continu-
ing to insist on retaining features of the old regime that
gave them unilateral advantages. By the end of 1989 the
question of reforming Comecon was moot, as popular
uprisings swept all the East European Communist re-
gimes away. The Soviet Union was not willing to contin-
ue to subsidize the new democratic regimes, and the new
leaders of most East European countries were deter-
mined to carry out rapid market transformations. Come-
con was formally dissolved at the end of 1991, and the
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Comecon archive was turned over to the Russian State
Archive of the National Economy (TsGANKh).

SEE ALSO Agriculture; Common Market and the
European Union; Free Trade, Theory and
Practice; GATT, WTO; Germany; International
Trade Agreements; Regional Trade Agreements;
Socialism and Communism; Russia; Stalin,
Joseph; Trade Forms, Organizational, and
Legal Institutions.
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COMMODITY MONEY
For at least a millennium or two before 1450, merchants
who engaged in international trade around the inland
seas and oceanic rims of Eurasia, or along overland long-
distance routes within Eurasia, tropical Africa, or the
Americas, typically conducted some of their business
using commodities as money. A wide array of commodi-
ties such as cattle, corn, tobacco, leather, hides and fur,
cloth, olive oil, dried fish, salt, beer and liquor, slaves,
copper and iron bars, gold, silver, rings, diamonds,
beads, feathers, and shells served as money at various
times and places.

Before the fifteenth century, in tropical Africa and
the Americas the use of minted metal coin, or specie, was
unknown, and monetized exchange, intermixed with
barter, was facilitated by the use of commodity money.
In Eurasia and North Africa, by contrast, many states
minted coins, and in long-distance trade the use of com-
modity money often was intermixed with the use of vari-
ous specie. The history of the use of these early commod-
ity moneys is not well documented, but it is clear that
some commodity currencies had lengthy historical ca-
reers.

The record of world trade since 1450 suggests two
new patterns in the use of commodity money. After the

A sash made of polished shell beads, called wampum beads.
Native Americans used the beads like coins, to trade for goods,
while the exchange of woven articles such as this often had
added ceremonial value.

discovery of the Americas (1492) and a sea route to the
Indian Ocean around the southern tip of Africa (1498),
the role of commodity moneys in African international
trade expanded. Owing largely to the demand for labor
in the New World colonies, the states of western tropical
Africa came to participate in the transatlantic slave trade.
During the era of the slave trade, European merchants
expanded the zone of the three-quarter-inch long,
creamy-white cowrie shell currency from the Indian
Ocean basin, where Arab and South Asian merchants had
pioneered its use, to the Atlantic coast of tropical Africa.
There, cowries became one of the principal currencies of
the slave trade over a period of several centuries. Europe-
an traders, in response to African demand, also produced
large quantities of other commodity moneys such as the
open bracelets in the form of a horseshoe known as brass
manillas and special-order cloth for the African markets.

Commodity Money
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A second new pattern linked the New World to the
emerging nexus of truly global trade. The sixteenth-
century conquest of the Incan and Aztec empires gave the
Spaniards access to new sources of gold and silver. The
silver ore deposits were vast. Some silver was minted in
coins known as the réale and the peso, and both specie
and bullion were shipped to Spain, where these imports
initiated a great inflation known as the European price
revolution of the sixteenth century.

From the late sixteenth century onward, much silver
from South and Central America was shipped to China
in the form of bars of bullion, where it was bartered for
Chinese exports, particularly porcelain and silks. These
imports of silver bullion allowed the Ming dynasty to
mint more of its own silver coins and to demand that the
peasantry pay taxes to the state using the new silver coins,
thereby producing a more fully silverized bimetallic sys-
tem with the copper currency that had replaced an earlier
experiment with fiat money.

Outside of the Spanish Empire, experimentation
with nonmetallic commodity currencies was ephemeral.
The sugar- and coffee-exporting plantation colonies of
Brazil and the Caribbean had direct economic ties to the
European metropolises. They were, in effect, branches of
the European economy and as such did not need to de-
velop their own local commodity moneys, or, if so, then
only very temporarily. In early British North America, by
contrast, the fledgling colonies were relatively starved for
specie and consequently attempted to adopt the local Na-
tive American currency or to develop new ones based on
their principal agricultural products.

CHALLENGES POSED BY COMMODITY MONEY

How efficiently any of these commodities served their
money role depended on a number of characteristics:
ready acceptance, portability (in terms of having a high
value for its weight), divisibility (so that small as well as
large transactions were feasible), resistance to counter-
feiting, and maintenance of value over time. Most com-
modities that functioned as money were deficient in one
or several of these characteristics. Two notable deficien-
cies were a tendency toward inflation as the commodity
serving as money fell in value and a susceptibility to
Gresham’s Law. Gresham’s Law states, in its simplest
form, that low-valued or “bad” money drives “good” or
high-valued money out of circulation. If a choice of
money forms or of money quality existed, economic
agents will always place the inferior money in circulation
while retaining the “good,” the superior form, for con-
sumption or saving.

The experience of the American colonists in New
England and the South with wampum and tobacco, re-
spectively, illustrates the first problem: the tendency to-

ward inflation. Wampum, the Native American shell
money in the form of beads, was adopted by the colonists
and given legal tender status by the Massachusetts au-
thorities in 1643. Tobacco, the leading staple crop of the
Upper South, was an accepted medium of exchange there
in the early 1600s. However, the supply of both could be
readily expanded, the first by increasing the gathering of
shells, and the second by increased planting. With the re-
sulting increase in supply, the value of each as a currency
unit dropped. In other words, inflation occurred. Massa-
chusetts responded by prohibiting the use of wampum
in the payment of taxes in 1648, thus ending its medium-
of-exchange role.

Virginia first attempted to prevent the increase in
supply by restricting the right to grow tobacco. That ef-
fort was fruitless, and the rapid expansion of tobacco cul-
tivation doomed tobacco’s career as a currency by the late
1640s. In the case of tobacco as a currency, it is certain
that lower grade tobacco (bad money) would be used to
settle accounts while prime tobacco leaf (good money)
would be exported for consumption. In 1619, Virginia
authorities attempted to forestall the operation of exactly
that result of Gresham’s Law by fixing the value of tobac-
co used in exchange at three shillings per pound for the
“beste” grade but at only eighteen pence for the “seconde
sort.” As with most price-fixing schemes, the attempt
failed, and by the 1640s, tobacco’s role as a currency had
failed as well.

Thus, in North America, the monetary use of any
commodity other than metals in coin form declined dra-
matically in the seventeenth century. In tropical Africa,
by contrast, commodity money remained the most im-
portant form of money until the rampant cowrie infla-
tion of the late nineteenth century. The political efforts
of European colonial administrators in the early twenti-
eth century finally demonetized the cowrie and the
manilla, the last of the African commodity moneys in
wide use.

All commodity moneys had their failings. Fluctua-
tions in the supply of precious-metal currencies could
produce dramatic fluctuations in their values, and indeed
the large quantity of silver bullion produced in South and
Central America in the early colonial period set off a
round of inflation in several regions of Eurasia. But the
long Eurasian experience with a transcultural valuation
of metallic moneys (gold, silver, and copper), linked with
the discovery of precious metals in the New World,
meant that these metals—silver in particular—would be-
come, outside of tropical Africa, the monetary media of
international trade.

An evolutionary model of money use would hold
that there has been a progression from barter to com-
modity money, monetized metal currencies, and finally
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fiat money. The empirical evidence shows that this pro-
gression was not linear, and that commodity moneys
continued to play a major role in international trade into
the nineteenth century.

SEE ALSO Cowries; Money and Monetary Policy.
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COMMON MARKET AND THE
EUROPEAN UNION

According to the European view, the origin of the Euro-
pean Union was the Schuman Plan of 1950, which creat-
ed the European Coal and Steel Community (ECSC). The
ECSC was a supranational organization that coordinated
the recovery of the coal and steel industries in France,
West Germany, Italy, Belgium, the Netherlands, and
Luxembourg. While acting as an internationally sanc-
tioned cartel, the ECSC had its “own resources” and a po-
litical structure designed to be a model for further coop-
erative efforts in the reconstruction of Europe after
World War II.

According to the U.S. view, however, the origin of
the EU was the European Payments Union (EPU), also
established in 1950. The EPU encouraged trade among
the European participants in the Marshall Plan by allow-
ing multilateral clearing of their trade balances with each
other. To participate, however, countries had to allow
trade in a given product to occur without quantitative re-

strictions, which encouraged them to substitute tariffs in-
stead. The result was a rapid increase in total trade
among the continental European participants, which was
a marked change from the decrease in total trade and
even greater decrease in intra-European trade that had
occurred in the 1930s.

Belgium, West Germany, and even Italy found that
their participation in both the ECSC and the EPU, com-
bined with low tariffs and relatively stable price levels,
generated export-led growth for their economies. The
Netherlands, by joining in 1948 a customs union with
Belgium and Luxembourg that eliminated all tariffs on
manufactured goods while maintaining separate agricul-
tural policies geared to national price-support regimes,
also experienced export-led growth in the 1950s. Over
the course of the 1950s, as the European Payments Union
operated with increasing effectiveness, the constraints of
a dollar shortage on continental European trade policy
were eased considerably. This meant that members could
move from a cumbersome array of bilateral trade agree-
ments to a more efficient multilateral trade network with
all the other European members of the EPU. More im-
portantly, the governments could realize tariff proceeds
cheaply by simply imposing a fixed tariff to the price of
the desired good when it was imported from whatever
country. The incentives then for, say, French importers,
would be to import from the most efficient supplier in
Europe, while the French government would garner the
excess revenue in the form of customs duties.

The European Payments Union ended formally in
1958 when the countries agreed to remove all exchange
controls on current-account transactions. This opened
all countries to the possibility of importing goods from
any other country belonging to the International Mone-
tary Fund, especially the United States and Canada,
which were long regarded as the source of the most desir-
able, and cheapest, manufactured goods. It is precisely
this situation that a customs union is designed to pre-
vent. For example, instead of driving German industry
further away from cooperation with French industry and
looking to increased trade opportunities in Scandinavia
and overseas, a customs union brings German and
French industry closer together, albeit at the expense of
tariff revenues for each government. Inside a customs
union, which erects a common external tariff around the
member countries while removing all tariffs on trade
among themselves, both French and German firms enjoy
the same level of tariff protection from U.S. and British
competition. In the French market, the German produc-
ers are given an artificial advantage over the U.S. produc-
ers by having no tariff levied against their imports, while
the full tariff remains in force against the United States,
Britain, Japan, or any potential competitor outside the
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customs union. French firms receive the same advantage
on the German market.

ESTABLISHMENT OF THE COMMON MARKET

In 1958 the six members of the ECSC created an enlarged
customs union, the European Economic Community
(EEC), known as the Common Market. Based on the suc-
cess of the Benelux customs union, and intent on extend-
ing the economic relations that had developed within the
ECSC, the six countries agreed to eliminate their tariffs
on all manufactured goods with respect to each other,
while erecting a common external tariff (CET) against all
nonmember countries. Under pressure from the rest of
European members of the European Payments Union
and the United States, however, the six agreed to make
the CET no higher than the average of the six countries’
individual tariffs. This meant reducing the much higher
tariffs of France and Italy and raising the already low tar-
iffs of the Benelux customs union and West Germany.
The original intent was to eliminate the internal tariffs in
stages over the next fifteen years while raising the CET
to an average of 15 percent, but trade expanded very rap-
idly among the six, and all interior tariffs on manufac-
tured goods were eliminated by 1968, when the average
tariff had dropped to 7.4 percent. Meanwhile, successive
negotiations with nonmember countries under the Dil-
lon, Kennedy, and Tokyo Rounds of the General Agree-
ment on Tariffs and Trade continued to reduce the level
of the CET from the originally intended 15 percent to
closer to 5 percent by the early 1980s.

The economic analysis of this experiment with a cus-
toms union implied that although there would be obvi-
ous gains to the countries within a customs union from
the “trade creation” caused by reducing their tariffs
against each other, there would also be losses through
“trade diversion” away from lower-cost producers out-
side the customs union. These would show up mainly in
lower tariff revenues. As both internal and external tariffs
were reduced at the same time, the trade creation effects
were much greater than foreseen. Meanwhile, the trade
diversion effects were minimized as European suppliers
rapidly became more efficient in response to the enlarged
markets now available to them. While some economies
of scale helped reduce costs for European manufacturers,
modern technology was also incorporated into new capi-
tal investment, often provided by British and U.S. firms
relocating their production facilities inside the customs
union.

EFFECTS OF THE CUSTOMS UNION

The creation of a customs union can have a number of
indirect, or dynamic, effects. The elimination of some
protection can increase competition and lower transac-

tion costs while allowing firms to benefit either from de-
creasing cost industries, for example, sectors with high
fixed costs, or from scale economies, such as network sys-
tems. In addition, any domestic market power is eroded
by the increase of competition, which increases domestic
welfare by lowering deadweight losses. Thus, the reduc-
tion in market barriers can accelerate the process of tech-
nological advance. In fact, the reduction in production
costs could move member states’ costs closer to world
prices, thus lowering any trade-diversion effect and in-
creasing the trade-creation effect. One of the areas Euro-
peans point to most frequently is the gains from increas-
ing size, that is, the gains from economies of scale.

Almost all of the estimates of trade creation and
trade diversion caused by the EEC show that trade cre-
ation far exceeded diversion. This is true for sectoral
studies as well as for economy-wide estimates. Bela Belas-
sa, a Hungarian-born American economist, did pioneer-
ing work on the economic effects of the European cus-
toms union. His 1975 estimates of trade creation for all
goods was U.S.$11.3 billion, whereas his estimate of di-
version was $0.3 billion. These figures are from a static
analysis that ignores the changes through time brought
on by the EEC, so they understate the actual gains from
trade induced by formation of the customs union.

The essential feature of a customs union, however,
is to change the pattern of trade of the member countries.
The EEC has succeeded in doing this to an extent far be-
yond the wildest expectations of its founding fathers.
From having two-thirds of their imports coming from
outside the customs union when it was set up in 1958,
by 1990 the original six members had over two-thirds of
their imports coming from within the customs union,
which had doubled its membership to twelve countries.
This level of intra-EU trade compared to extra-EU trade
has been maintained through 2001. Strikingly, the trade
patterns of the new members after 1973 also changed to
favor trade within the EEC, even in the face of the incen-
tives to increase trade with the oil-exporting countries.
The rapid economic growth of West Germany and Bel-
gium in the 1950s was shared by the Netherlands and
France in the 1960s. Meanwhile, growth rates of trade
and national product in Great Britain and the United
States continued at lower rates. The evident success of the
customs union on the Continent led Britain and its clos-
est European trading partners—Denmark and Ireland—
to apply for membership in the 1960s, and their applica-
tions were finally accepted in 1973. The oil shocks of the
1970s disrupted trade for all nine members of the ex-
panded Common Market, causing much slower growth
and sharply rising rates of both inflation and unemploy-
ment. Nevertheless, there was no effort to retract the gen-
eral tariff concessions that had been made; only specific
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trade goods were subjected to temporary tariffs or Vol-
untary Export Restrictions agreed to by lower-cost na-
tions. The Common Market was further enlarged in 1981
with the addition of Greece; in 1986 with Spain and Por-
tugal; and in 1995 with Austria, Finland, and Sweden. For
each new member, the importance of foreign trade in-
creased, and the direction of trade moved sharply in
favor of other members of the European Union.

The trading partners that lost out in shares of trade
with the EEC were not the nonmember-industrialized
countries in the West, however. Rather, they were the de-
veloping countries, largely the former colonies of the Eu-
ropean powers, which were gaining their independence
but losing their access to the European markets, largely
due to their own efforts to establish economic self-
sufficiency along with their political independence. The
significance of this change in the pattern of imports
(which necessarily has been largely duplicated in the pat-
tern of exports) is often overlooked in view of the even
more dramatic increase in the total volume of foreign
trade. The rapid growth of Western European foreign
trade has meant that all trading partners have seen sub-
stantial increases in the volume of their exports to the Eu-
ropean Community. Whether the growth of trade has
been primarily because of technological progress or insti-
tutional changes, or because a felicitous combination of
the two processes, is an open question. But there can be
no doubt that the change in the geographical pattern of
Western European trade has been due to the institutional
changes created by the European Union.

SEE ALSO Monnet, Jean.
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COMPRADORS
The term comprador derives from the Portuguese lan-
guage and was originally used in a South Asian context
by European traders to describe native commercial mid-
dlemen. It was first applied in China with reference to
those Chinese merchants involved in commercial rela-
tions with foreigners on behalf of the cohong (a monopo-
listic guild of imperially licensed Chinese merchants),

during the pre-Opium War period of regulated trade
under the Canton system. As a consequence of this long-
term prior experience with foreign trade and foreigners
themselves, Cantonese and Fujianese merchants from
southeastern China were well-positioned for the even
more rapid development of Sino-Western trade follow-
ing the Opium War (1839–1842).

After the abolition of the cohong system and the
opening of treaty ports in 1842, compradors quickly came
into their own as Chinese managers for Western com-
mercial firms in ports such as Canton, Fuzhou, Shanghai,
and Hankou. Because Western merchants generally
lacked language skills, local business contacts, and famil-
iarity with China’s regionally diversified commercial and
social settings, compradors assumed central roles in West-
ern business operations. They characteristically engaged
in several business functions at once as salaried employ-
ees of foreign firms, as brokers receiving commissions
from facilitating transactions, and as sales and purchas-
ing agents for domestic and foreign goods. Among their
ordinary daily duties were the recruiting and managing
of Chinese staff, providing marketing intelligence, and
handling native banking operations.

Compradors frequently engaged in commercial activ-
ities on their own behalf before becoming employees of
foreign firms, and often expanded their personal business
interests thereafter. Financial conflicts of interest became
a troubling aspect of the comprador system. In analytical
terms, principal/agent issues arose, with neither compra-
dors nor their foreign employers necessarily acting in
each other’s best business interests. Risks thus increased
for both parties. Although large firm’s compradors rarely
went bankrupt, business failures happened much more
frequently at smaller, less stable firms, with compradors
assuming heavy liabilities in both of their dual capacities
as employees and private businessmen. With the rise of
modern Chinese nationalism, and especially of the Chi-
nese Communist movement in the early twentieth centu-
ry, compradors were crudely stereotyped as traitors ex-
ploiting China’s underdeveloped economy for their own
gain and foreigners’ illegitimate profits. Ironically, this
was at a time when compradors’ services as middlemen
were quietly becoming less and less essential to foreign
firms. Denounced as “running dogs” of foreign interests
during the political upheavals and civil warfare of the
1920s, their positive activities were submerged by the
rhetoric of Chinese anti-imperialism. Forgotten were the
pioneering investments of compradors such as Tang
Jingxing, Yu Xiaqing, Xu Run, and Zhu Dachun in
China’s first modern industrial enterprises in the late
Qing Dynasty and early Republic, including steamship
lines, mines, milling and textile manufacturing. Compra-
dors’ willingness to assume novel investment risks was
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vital in this early phase of industrialization, which in-
volved the use of advanced foreign technology as well as
the importation of standard modern business procedures
including joint-stock capitalization, insurance, and limit-
ed-liability incorporation.

SEE ALSO Accounting and Accounting
Practices; Banking; British-American Tobacco;
Canton System; China; Drugs, Illicit; Empire,
British; Empire, French; Empire, Japanese;
Empire, Qing; Ethnic Groups, Cantonese; Ethnic
Groups, Fujianese; Guangzhou; Guilds; Hong
Kong; Imperial Maritime Customs, China;
Imperialism; Industrialization; Jardine
Matheson; Manchuria; Nagasaki; Nationalism;
Partnership; Population–Immigration and
Emigration; Shanghai; Shipping, Merchant;
Silk; Yokohama.
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Robert Gardella

MARIE-JEAN-ANTOINE-NICOLAS DE
CARITAT, MARQUIS DE CONDORCET

1743–1794

Born at Ribemont, Picardie, France, Condorcet was a
brilliant mathematician, economic philosopher, and po-
litical activist of the French Enlightenment. Promoting
the economic theories of Jacques Turgot (1727–1781), he
was also associated with Voltaire (1694–1778), Jean
LeRond d’Alembert (1717–1783), and Denis Diderot
(1713–1784), and helped prepare the Encyclopédie (1751–
1772), which encouraged free trade. In his Letters on the
Grain Trade (1774) and Reflections on the Commerce of
Villages (1776) he argued that free trade in grains would
avoid famine and increase productivity. He strongly ad-
vocated natural rights, mass education, equality of na-
tions and individuals, and economic freedom. Condorcet
was an enthusiastic supporter of the French Revolution
and the establishment of a republic. He was secretary of
the legislative assembly in 1791 representing the more
moderate Girondists, but the Jacobins forced him into
hiding from 1793 to 1794, when he wrote his most cele-

brated work, Sketch for a Historical Picture of the Progress
of the Human Mind (1795). In it he traced the history of
man through nine stages toward perfection. In the tenth
stage (“the future progress of the human mind”) he of-
fered classical liberal views in an optimistic vision of a
world in which freedom prevailed. In applying principles
of natural science to the social sciences he was a precur-
sor of the positivism of Auguste Comte (1798–1857).
After his capture on March 27, 1794, Condorcet was
found two days later, dead of unknown cause in his cell
at Bourg-la-Reine.

S EE A LS O Education, Overview; France; Free
Trade, Theory and Practice; Information and
Communications; Theories of International
Trade.
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Ralph Lee Woodward Jr.

CONQUISTADORS
Conquistadors were the men who during the sixteenth
century engaged in the acts of exploration and conquest
in the Americas that expanded Spain’s colonial empire.
Although their intention was simply to better their own
lives while expanding their religion to new territories, in
the course of pursuing those goals conquistadors indi-
rectly influenced the nature and scope of world trade.
Not only did they serve to establish the beginnings of
long-term commercial contacts between Europe, Africa,
and the Americas, but their particular solutions to the
problems of profiting from the conquest also laid the
groundwork for later Spanish colonialism. This was espe-
cially true for conquistadors who encountered the exist-
ing complex societies of Mesoamerica and the High
Andes. Undeniably, these expeditions produced great
wealth and glory for individuals such as Hernán Cortés
(1485–1547) and Francisco Pizarro (1471?–1541), but
they also promoted important long-term changes in pat-
terns of global production and commerce.

MOTIVATIONS OF CONQUISTADORS

Conquistadors from parts of what would later be called
Spain inherited a tradition of ongoing religious warfare
to claim territory for Christendom, collectively called the
reconquista, which had persisted for seven centuries pre-
ceding Christopher Columbus’s discovery of a route

Marie-Jean-Antoine-Nicolas de Caritat, Marquis de Condorcet
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The conquistador Hernán Cortés (1485–1547) among the Aztecs. With a small force of men, Cortés marched into the Aztec
capital Tenochtitlán, on the site of modern-day Mexico City. Cortés took the ruler of the Aztec Empire hostage and demanded a
lavish ransom, an act that ultimately led to the empire’s collapse.

from Europe to the Americas. As a result of this back-
ground, conquistadors in the Americas adopted a num-
ber of familiar reconquista practices.

One of the more important of these was the combi-
nation of spiritual and material motivations for warfare
itself. Conquistadors routinely engaged in practices that
made little strategic or military sense, simply because
they were simultaneously pursuing religious and material
goals. As one member of Cortés’s expedition put it, “we
came to serve God, and also to get rich” (Bernal Díaz del
Castillo, Historia verdadera de la conquista de la Nueva Es-
paña, II, 394). Thus, Cortés would risk rebellion in de-
feated indigenous villages by insisting upon knocking
down “idols” and replacing them with Catholic icons
such as crosses and images of the Virgin Mary.

The conquistadors confronted difficulties resulting
both from the composition of their forces and from the
nature of royal support for the conquest. Very few of the
armies of conquistadors were professional soldiers. In-
stead, they tended to be men of humble social status

whose current situations were desperate enough to war-
rant sailing across the Atlantic Ocean to the exotic world
of the “Indies,” and who therefore expected not only to
serve Christendom but also to profit from their efforts.
Meanwhile, the Crown was generally reluctant to invest
much money in territorial conquest in the Americas, pre-
ferring to name adelantados (individuals licensed by the
king to lead expeditions of exploration and conquest in
exchange for privileges and rewards should they succeed
in expanding the king’s realms). Thus, the conquistadors
themselves tended to be essentially private entrepreneurs.
Like the spiritual aspect of the conquest, this too drew on
reconquista precedents. Expedition members often took
out loans in order to purchase equipment, expecting to
risk their lives, be rewarded handsomely, and have
enough profit from the journey to more than repay their
creditors.

Consequently, rewards for successful conquistadors
had to come from the proceeds of conquest, and they had
to take material form—converting heathens would not
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be sufficient to cover their debts, nor to justify the risks
they took. Certainly, some conquering Europeans earned
considerable quantities of bullion and other wealth in the
form of booty. Still, most individual soldiers led by con-
quistadors found themselves with too little captured gold
even to repay their debts. Here, too, reconquista practice
offered a solution. Members of conquistadors’ expedi-
tions routinely received as rewards for their efforts enco-
miendas, which were grants that conferred rights and re-
sponsibilities to the recipient. To wit, the holder of the
grant of encomienda enjoyed the labor of a particular
group of non-Christian persons, and in exchange had to
arrange for their evangelization while also providing mil-
itary service at the Crown’s pleasure. Although this was
neither gold nor land ownership, the encomienda shaped
early Spanish colonialism in the Americas in ways that
would eventually affect world trade.

CONQUISTADORS AND WORLD TRADE

The wealth, fame, and success accruing to an individual
conquistador depended to great extent on the kind of in-
digenous society that the conqueror happened to en-
counter while exploring. It is no coincidence that the two
best-known conquistadors, Cortés and Pizarro, were the
conquerors of the two wealthiest and most powerful
states in the Americas in the early sixteenth century. Her-
nán Cortés—unusual among conquistadors due to his
minor noble family and his education—led a small expe-
dition from Cuba in 1519 that by August 1521 had sub-
dued the capital of the Aztec Empire. He personally
earned an astonishing amount of wealth in bullion, the
royal grant of a noble title, land, and encomiendas, but
his contribution to world trade lay in subordinating to
the Spanish Crown millions of Mesoamerican peoples
who already lived in a complex empire and were already
accustomed to paying taxes and rendering labor service.
Both the encomienda and tribute payments became im-
portant means by which Europeans could extract surplus
production from indigenous persons in the Americas.

Subsequently, several expeditions in the late 1520s
and early 1530s led by Francisco Pizarro and Diego de Al-
magro (1475?–1538) explored the Pacific Coast of South
America in search of another wealthy empire to conquer.
Pizarro’s men (but not Almagro’s) collected thousands
of pounds of gold and silver bullion in 1532 by capturing
the ruler of the Incan Empire. Almagro’s troops earned
loot on a smaller scale when the Spanish later sacked
Cuzco, the Incan capital in the Andes, to complete the
conquest. Consequently, many of the conquerors of the
Incas returned to Spain as rich men, rather than staying
to receive encomiendas. However, as in Mesoamerica, the
conquistadors who settled in the Incan Empire after they
conquered it subordinated a complex society to Spain. As

had happened in the Aztec realms, millions of Andean
peoples who had been ruled by the Incas paid taxes and
rendered labor service, giving rise to substantial new
trade connections.

Even those conquistadors less successful than Cortés
or Pizarro contributed to the creation of a vast empire
for Spain in the Americas, and this spurred world trade
in several important ways. Wealth was transferred from
Americans to Europeans via encomiendas; a second trans-
fer of wealth took the form of tribute collected from the
millions of new indigenous subjects. Another important
stimulus to increased global trade was in the settlement
and administration of the conquered lands and peoples,
which over time in New Spain, Peru, and other American
colonies promoted very complex economies that engaged
in production, consumption, and exchange of commodi-
ties in an ever-larger global trading network. Although
they envisioned none of this when they set out, individual
conquistadors prepared the way for major shifts in world
trade.

S EE A LS O Empire, Spanish; Gold and Silver;
Mexico; New Spain; Peru; Religion.

BIBLIOGRAPHY

Cortés, Hernán. Letters from Mexico. Trans. and ed. Anthony
Pagden. New Haven, CT: Yale University Press, 1986.

Díaz del Castillo, Bernal. The Conquest of New Spain.
Baltimore, MD: Penguin Books, 1963.

Lockhart, James. The Men of Cajamarca: A Social and
Biographical Study of the First Conquerors of Peru. Austin:
University of Texas Press, 1972.

Lovell, W. George. Conquest and Survival in Colonial
Guatemala: A Historical Geography of the Cuchumatán
Highlands, 1500–1821. Rev. edition. Montreal: McGill-
Queen’s University Press, 1992 (1985).

Restall, Matthew. Seven Myths of the Spanish Conquest.
Oxford, U.K.: Oxford University Press, 2003.

Seed, Patricia. Ceremonies of Possession: Europe’s Conquest of
the New World, 1492–1640. Cambridge, U.K.: Cambridge
University Press, 1995.

Jason L. Ward

CONTAINERIZATION
In the conventional maritime technologies that served
the modern world economy until the 1960s, seaborne
cargoes (with the exception of oil and bulk cargoes) were
packed in bags, crates, boxes, and packages that at succes-
sive stages of their voyage had to be handled, sorted, and
stored individually before delivery by road, rail, river, or
canal to their destination. At a time when the volume of
trade was growing rapidly, this was inefficient in terms
of time and cost, and such a system slowed economic glo-
balization.

Containerization
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Beginning in the 1950s and 1960s, the container was
developed to increase the efficiency of cargo movement
and handling and to create a seamless link between cargo
producers and consumers—the producers being the sup-
pliers of manufactured goods and the consumers the
final customers for these goods. Until then cargoes had
moved port-to-port and at either end of this process had
been carried by other, separate transport systems. The
standard metal container not only reduced the number
of individual items of cargo in terms of packaging, but
because it could be carried over sea and land by ship,
truck, and train, “it broke through the fetters of ship-
ping’s isolation in the transport chain and created physi-
cal and organizational multi-modal cooperation and,
later, integration where none had existed before” (Broeze
2002, pp. 10–11). In short, the container successfully es-
tablished door-to-door transport between producer and
consumer in place of the old port-to-port system.

But the impact of the container was even more far-
reaching. It reduced the number of cargo units, simpli-
fied and accelerated stowage, slashed port time for ship-
ping, cut the number of wharf laborers and seamen, led
to a decrease in pilfering and spoilage rates, changed the

Container ships at port. Since its introduction in the 1950s, the container ship has come to define global commercial transport. The
containers it carries provide a means to transport goods across land and sea without repackaging them at the dock. AP/WIDE WORLD

PHOTOS. REPRODUCED BY PERMISSION.

face of ports around the world, reduced freight costs, and
at the beginning of the twenty-first century accounted for
over 90 percent by value of global nonbulk trade.

Container terminals were created at virgin sites with-
in existing ports or at entirely new locations. Virgin sites
were frequently necessary given the obsolescence of old
port infrastructure and the new technology and space
needed for the handling and storage of containers. Pre-
existing cargo-handling facilities and warehouses were
redundant with respect to container handling. Space per-
mitting, old ports created new terminals to handle con-
tainer traffic, or, if space was severely limited, new sites
outside the old ports were developed as dedicated con-
tainer terminals.

Not all ports were quick to make this transition, but
those that did, and that possessed good “connectivity”
with land and air transport systems (or were geographi-
cally situated at a meeting point of major maritime
routes), rapidly emerged as major hubs whose stokes
linked them to a range of destinations. This created a new
hierarchy of ports dominated by great “hubs” at tradi-
tional ports such as Singapore, Hong Kong, and Rotter-
dam, and at entirely new ports dedicated to container
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traffic in various parts of the world. Many old port struc-
tures around the world decayed, although some gained
new lives as tourist- and culture-oriented “maritime pre-
cincts.”

The container also changed the nature of shipping
itself. The container required special ships, and so its in-
troduction sounded the death knell for the cargo-
carrying ships that had dominated maritime trade since
the invention of the steam engine. Also, as the container
ship grew larger, and cargo movement more mechanized
and seamless, crew and port labor requirements plum-
meted, changing the social fabric of many port commu-
nities. The fall in demand for dock labor and sailors had
a sharp impact on many port communities, reducing
their links with the sea. The ancient social link between
ship, harbor, and city was weakened, and it continues to
weaken given the ability of the container terminal to op-
erate in relative isolation from any port-based popula-
tion.

THE FIRST CONTAINER REVOLUTION, 1950 TO
THE 1970S

Railway companies in Europe and North America first
used containers in the 1840s. But it was not until the
1950s that Malcolm McLean, a trucking magnate in the
United States, pioneered the use of containers in the U.S.
coastal trade, based on the United States–Cuba Seatrain
system, which had been developed by Graham Bush in
the 1930s to link the U.S. and Cuban rail systems. In 1954
McLean’s company, SeaLand Services, offered the first
door-to-door service coordinating land and sea trans-
port, and in the following years it pioneered the develop-
ment of dedicated container terminals, beginning with
Port Elizabeth in Newark, New Jersey. The Matson Line
followed McLean’s initiative on the West Coast–Hawaii
run and also introduced the idea of land-based gantry
cranes to handle containers, eliminating the old reliance
upon ship-based gear. In 1960 the Grace Line opened the
first foreign-going container service between the United
States and Venezuela. In the same year an Australian con-
sortium, Associated Steamships, built the first specifically
designed cellular container ship, the Kooringa.

In the late 1960s Sea-Land began services to North-
ern Europe, Southeast Asia, Hong Kong, Taiwan, and
Singapore. The success of Sea-Land encouraged other
U.S. companies to enter the trade, and it stimulated the
formation in Rotterdam of an alliance of local interests
(including the Netherlands’ national railway company)
to construct a dedicated container terminal linked to the
European rail network. At the same time, a group of Eu-
ropean shipping companies responded to the U.S. chal-
lenge by forming a consortium, the Atlantic Container
Line, to enter the North Atlantic container trade.

The consortia idea was firmly established, and
through the 1960s and 1970s various combinations of
shipping companies in Europe and North America (later
joined by shipping interests in Australia, Japan, Korea,
Taiwan, and Singapore) emerged to introduce the con-
tainer to the rest of the world.

GLOBALIZATION

Between 1972 and 1980 containerization “went global”
and became a worldwide cargo-movement system. In
1972 containers were introduced on the Europe–East
Asia routes; in 1973, on North America–Latin America
routes; and finally, in 1974, on routes linking North
America with the Middle East and India. Europe was
linked to the Caribbean in 1976; to South Africa and the
Middle East in 1977; to India, Pakistan, and West Africa
in 1978; to China in 1979; and to Latin America in 1980.

During the 1970s and 1980s consortia frequently
changed in membership as individual shipping compa-
nies moved to accommodate the challenges posed by the
container. Containerization required almost instanta-
neous change on a global scale, with entire fleets of con-
ventional vessels condemned to obsolescence and mas-
sive investment required in alternative shipping and port
facilities.

A new generation of consortia and dedicated single
companies emerged, dominated by conglomerates and
companies such as Maersk and Evergreen, and with in-
creasing participation by East and Southeast Asian ship-
ping interests as the economies of these regions began to
grow rapidly. The rise of the East Asian automobile and
electronics industries swung the pendulum of cargo
movements away from the North Atlantic to the Asia-
Pacific region, and led to greater involvement in the con-
tainer trade by East Asian interests.

By the 1980s the container industry had become
fully globalized and increasingly competitive and, as a re-
sult, more specialized. Attempts to cut costs and improve
the quality of services led to greater sophistication in the
construction, use, and tracking of containers to accom-
modate both dry and perishable cargoes; the construc-
tion of more efficient (in terms of both fuel and crew
costs) container ships; and the development of more
seamless linkages between shipping and rails services.
Major operators in the industry began to take a keener
interest in the development of their hub ports. Not only
did they attempt to take greater control of the operation
of terminals, but they also established their own dedicat-
ed feeder networks linking their hub terminals to second-
ary ports, thereby establishing a web of container routes
enveloping the world.

In the 1990s there was a move from consortia to
more integrated alliances between shipping companies to
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form global companies better able to deal with the de-
mands of huge corporate customers, particularly in the
fields of automobiles, electronics, chemicals, beer, and
food products. This move was further encouraged by the
intense competition between shipping interests and the
huge capital investments needed to construct and operate
dedicated shipping and shore facilities.

By the twenty-first century the importance of the
container and its role in promoting both national eco-
nomic interests and international trade was such that
governments around the world moved to intervene in the
industry to tap its perceived benefits. For example, the
Singapore and Malaysian governments are active in pro-
moting rival container depots, and globally, governments
eager to attract them to their dedicated hub ports actively
court the preeminent container companies and conglom-
erates.

The container has forever altered the hierarchy of
ports. Since the 1970s there has been a shift in volume
and value of activity from the North Atlantic to the Asia-
Pacific, and in ranking, East and Southeast Asian hub
ports are collectively far more important than the domi-
nant hubs in Europe (Rotterdam and Hamburg), North
America (Long Beach and Los Angeles), and the Middle
East (Dubai).

As a means of cargo transportation the container is
now preeminent. It has conquered the world and is a cen-
tral part of the process of economic globalization.

SEE ALSO Agriculture; Cargoes, Freight;
Harbors; Hong Kong; Japan; Panama Canal;
Port Cities; Shipbuilding; Shipping, Merchant;
Ship Types; Suez Canal.
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JAMES COOK
1728–1779

James Cook led three great voyages of scientific explora-
tion to the Pacific Ocean in the Endeavour (1768–1771),
Resolution and Adventure (1772–1775), and Resolution
and Discovery (1776–1780). He produced the first accu-
rate charts of the Pacific that, together with his descrip-
tions of its lands, peoples, and natural resources, quickly
attracted European sealers, fur traders, whalers, and set-
tlers. Cook had few illusions but many misgivings about
what would follow him to the Pacific. He was born the
son of a farm worker in Yorkshire, England, and joined
the Royal Navy as an able seaman in 1755. During the
Seven Years’ War (1756–1763), he helped to chart the
Saint Lawrence River, making possible the British attack
on Quebec in 1759, and he surveyed parts of Nova Scotia
and Newfoundland. Between 1763 and 1767 his reputa-
tion grew with his detailed surveys of the southern and
western coasts of Newfoundland. Cook’s charts of the Pa-
cific replaced conjecture and myth with carefully ob-
served fact, and because he rose from humble origins,
was driven by the spirit of scientific inquiry, and treated
native peoples with respect and consideration, he came
to embody many of the values of the Enlightenment. Al-
though he is regarded with more ambivalence today, he
remains central to the history of European maritime ex-
pansion.

S EE A LS O Australia; Empire, British; Shipping,
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Nigel Rigby

COPPER
Copper mining is thought to date to prehistoric times,
and during most of its known history the supply of this
versatile metal has been used near mining areas. Some of
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the oldest mines, such as the Rio Tinto mines in southern
Spain, have been worked intermittently until the present
day. Both the Aztecs and the Incas in what is now known
as Latin America likewise used copper and bronze tools;
the inhabitants of pre-Columbian North America discov-
ered and worked rich deposits of ore in what is now
known as the Upper Peninsula of Michigan. During the
Middle Ages and the early modern period, Germans led
in devising new technology for mining and working cop-
per, especially for use as an alloy in brass for cannons.

On the eve of the Industrial Revolution (c. 1800) the
United Kingdom was the main consumer of copper and
also producer of three-fourths of the world’s output. Al-
though it was nearly self-sufficient, it soon began to im-
port copper ore for smelting, a process it monopolized
until the mid-nineteenth century. Demand was stimu-
lated by the booming railroad industry in those countries
experiencing economic development and by growth in
the shipping industry, in which copper sheaths were used
to preserve the hulls of wooden ships. Britain’s output re-
mained roughly constant at 145,000 tons per year from
the 1830s to the 1850s. As gradual exhaustion of the most
economically extracted ore set in, lower-cost competitors
entered the market. Chile profited most from British
bottlenecks, increasing production from about 15,000
tons annually in the 1830s to 88,000 tons in the 1850s.
Cuba was a temporary force, with production in the same
years rising from about 9,500 tons to over 47,000 tons
annually.

Despite an abatement of demand for copper in tradi-
tional uses and smelting, the second half of the nine-
teenth century and the first half of the twentieth nonethe-
less witnessed a further acceleration in the overall growth
of demand. Copper was required for electrical transmis-
sion in the burgeoning power, lighting, and communica-
tions industries, and for copper pipe as indoor plumbing
spread in developed countries. These demands could
have overwhelmed traditional sources of supply and
methods of production, which were based on the exploi-
tation of concentrated lodes of ore, akin to the methods
used to obtain other minerals. In 1905, however, Daniel
C. Jackling (1859–1956), a now-legendary American
mining engineer, discovered how to exploit low-density
copper deposits (known as porphry copper) by means of
open-pit methods. Although his ingenious but environ-
mentally destructive method did not entirely replace tra-
ditional technology, the abundance of porphry copper
throughout the world made the Jackling process a water-
shed in the history of copper.

Thus, by 1910 the United States, already the leading
producer since the commercial opening of the Michigan
copper lodes in the mid-nineteenth century, supplied 60
percent of the world’s unrefined copper. Mass produc-

tion soon was launched in South America, especially
Chile, largely under the management of U.S. capital, and
in Africa, especially in what is now called Zambia, under
British and Belgian management. Canada also asserted it-
self, eventually becoming the third-ranking producer
after the United States and Chile. By 1925 the United
States share of world mine production was slightly more
than 50 percent. This was the start of long-term erosion
of the United States position; the share of non-Western
countries (henceforth called “developing nations”) had
risen to more than 30 percent, mostly from South
America.

The circle of producers continued to grow after
World War II with the arrival of Peru, Yugoslavia, South
Africa, and other market economies, as well as enhanced
production in Communist Poland, China, and the Soviet
Union. The share in world mine output of the main pre–
World War II producing nations fell from over 90 per-
cent to 55 percent by the late 1970s. Outside the Commu-
nist world much of the diversification was financed by
British and U.S. investment, with the result that non-
Communist copper production nonetheless remained
under the control of a few large companies. In the early
postwar era 60 percent of world copper output was ac-
counted for by just four firms and 77 percent by just eight
firms, of which the majority were based in the United
States. Reacting against perceived imperialism and ex-
ploitation by developed countries, however, govern-
ments in some developing nations expropriated foreign
mines. By 1970, 43 percent of copper-producing capacity
in the non-Communist developing world had been na-
tionalized.

Shifts in the international pattern of production
were reflected in a new and more complex pattern of
world exports. During the 1960s and 1970s, for example,
the share of developing countries in world exports of
copper ores and concentrates rose from 42 to 62 percent.
The story was the same in exports of refined and unre-
fined copper, with developing countries gradually gain-
ing a 65 percent share of all types of copper exported
from market economies. Industrial countries—resource-
poor Japan above all—remained the largest importers,
especially of ores and concentrates. Overall, the demand
for copper grew at over 4.5 percent per year during the
first twenty-five years of the postwar era, an impres-
sive rate.

The late twentieth century, by and large, witnessed
a continuation of prior trends—production growth at
about 3 percent annually, increasing shares of nontradi-
tional producers in production and exports, and a secular
downtrend in copper prices—with one dramatic excep-
tion: the implosion of the United States as a producer
and exporter in the early 1980s. By 1984 U.S. mine out-
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Copper miners in the Democratic Republic of Congo. The people of this region, called Katanga, mined copper for centuries.
During the colonial years, Belgium extracted copper from Katanga for shipment back to Europe, and now copper is one of the
nation’s most important exports. PAUL ALMASY/CORBIS. REPRODUCED BY PERMISSION.

put represented only 13 percent of world output, and the
United States and Western Europe together, only 17 per-
cent, whereas the share of Communist countries had
risen to 24 percent. Chile gained additional share, be-
coming the largest producer of mine copper in the world.
Trends in the production of refined copper were the
same. The pattern is reminiscent of the United King-
dom’s demise as the top producer in the nineteenth
century.

The United States collapse, which continues in the
early twenty-first century, had several causes. One was
the abundance of rich deposits in the newer producing
areas, enabling them to undercut costs in the United
States, where reduced profits or actual losses followed for
inefficient U.S. firms. Another was the legal mandate to
bring old or outmoded smelters into compliance with
federal environmental guidelines, which led many smelt-
ers to close. The leadership of U.S. copper companies
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The Morenci copper mine in Arizona, an open-pit mine. Morenci mine is the largest copper producer in the United States.
Workers there move more than 700,000 tons of rock and earth daily to get to the copper ore underneath. AP/WIDE WORLD PHOTOS.

REPRODUCED BY PERMISSION.

sometimes had been accused of managerial mediocrity as
well. Thus, U.S. mines representing a joint capacity of
600,000 metric tons per year ceased production. Chile’s
share of world mine output, at about 30 percent, is nearly
twice that of the United States, which is still the second-
leading producer. Remaining production is scattered
throughout the world.

The rate of growth of demand for copper returned
to prewar levels in the late twentieth and early twenty-
first centuries due to discoveries of new uses for the
metal, especially in the computer industry, and a revival
of demand in traditional uses. Yet even a continuation
of this vigorous trend would not exhaust world copper
supplies in the foreseeable future. Credible estimates sug-
gest that, given extraction technologies known in 2004,
about 100 years’ worth of reserves exist in the world. The
copper industry also has a long history of technological
innovation, even during periods of declining prices.
Large deposits may exist under the oceans as well. Not
even pessimists expect falling production and sharp price
increases, at least until late in the twenty-first century.

S EE A LS O Guggenheim Family; Mining.
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CORN LAWS
The English Corn Laws were government regulations on
the importation and exportation of grain that existed
from the mid-seventeenth century to 1846 (although
laws regulating the trade in grain existed as far back as
the fourteenth century). The Acts of 1660 and 1663, the
first true Corn Laws, permitted the export of grain when
its domestic price did not exceed a certain level, and im-
posed a tariff on imported grain when the price was
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below another, higher, level. The Act of 1670 established
a sliding scale of import duties—the duty was high when
the domestic price of wheat was relatively low, and it de-
clined as the price of wheat increased. In 1689 Parliament
established a bounty on grain exports so long as domestic
prices were below a set level; the export bounty remained
in effect until 1814. The sliding scale of import duties was
revised several times between 1670 and 1773, and duties
were suspended in years of especially high prices.

EARLY CORN LAWS

The Corn Laws of 1660 to 1747 were not nearly so con-
tentious as those passed after 1815. The rationale for the
early laws was “the further Encouragement of Tillage for
the common good and welfare of this Kingdom,” as the
preamble to the 1670 Act stated. Import duties and ex-
port bounties were supposed to increase domestic food

An anti–Corn Law cartoon with the title “Give Us This Day Our Daily Bread.”  These laws were established by the English
government in the mid-17th century to oversee imports and exports of grain. They were designed to ensure a stable economic supply
while limiting reliance on other countries. A debate ensued between landowners who benefited and business owners who pushed for
free trade to lower prices. © HULTON-DEUTSCH COLLECTION/CORBIS. REPRODUCED BY PERMISSION.

production by reducing the risk associated with the
grain-price fluctuations faced by farmers. When harvests
were abundant, the bounties encouraged farmers to in-
crease grain exports, which would keep domestic prices
from falling too low; when harvests were meager, import
duties would fall and imports would increase, which
would keep prices from rising too high. The increase in
stability was expected to benefit both producers and con-
sumers of grain. Agricultural prices were relatively low
during the first half of the eighteenth century, and Britain
exported far more grain than it imported in all but a
handful of years from 1700 to 1764.

England was not unique in its regulation of the grain
trade. Denmark, Saxony, and Sweden adopted import
duties on grain in the seventeenth century, and Branden-
burg-Prussia did so in 1721. Several European countries
prohibited the exportation of grain, in order to ensure
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the greatest possible food supply for their domestic pop-
ulations. France, in particular, allowed the free exporta-
tion of grain during the seventeenth and eighteenth cen-
turies.

The debate over the economic impact of the Corn
Laws heated up in the last third of the eighteenth century,
when rapid population growth, industrialization, and ur-
banization forced Britain to shift from being an exporter
to an importer of grain. The Corn Law of 1773 signifi-
cantly eased the tariff burden by reducing the price of
grain at which only nominal import duties were charged
from 80 shillings (s.) per imperial quarter of wheat (equal
to eight bushels, about a quarter-ton of grain, in English
measure) to 48s. per quarter. The price at which import-
ed wheat paid only a nominal duty was increased to 54s.
in 1791 and then to 66s. in 1804. The Corn Law of 1804
elicited some opposition from industrial areas in the
north of Britain, but it effectively never became opera-
tional because the price of wheat remained above 66s. per
quarter from 1805 through 1813. Despite the ineffective-
ness of the Corn Laws during this period, Napoleon’s at-
tempted blockade of British ports during the Napoleonic
Wars significantly reduced imports of grain and kept
grain prices high. British farmers took advantage of the
sustained high prices by increasing the acreage of arable
land, as previously marginal land became profitable to
cultivate.

CORN LAWS AFTER 1815

The most contentious period in the history of the Corn
Laws began with the debate over the adoption of the Act
of 1815 and culminated with the repeal of the Corn Laws
in 1846. The price of wheat, which had averaged 107s. per
quarter in 1809 to 1813, fell to 74.3s. in 1814, and again
to 65.6s. in 1815. English landowners, fearing that conti-
nental grain would flood the British market upon the
onset of peace, demanded increased protection. Despite
antiprotection riots in London and opposition from
northern manufacturers, Parliament in 1815 adopted a
new law, which prohibited the importation of wheat
when its domestic price was below 80s. per quarter, and
allowed the free importation of wheat when the price was
80s. or above. Similarly, the importation of oats and bar-
ley was prohibited until the domestic price was 40s. and
27s. per quarter, respectively. The 1815 Corn Law clearly
was intended to protect grain producers and landlords.
Historian Robert Blake called it “one of the most naked
pieces of class legislation in English history” (Blake 1971,
p. 15), and many contemporaries and historians agree.
Other countries followed England in adopting tariffs to
protect domestic grain production: France in 1819, the
Netherlands in 1824, and Spain in 1825. There is little
doubt that the Corn Laws significantly raised the price of

grain, and the rent of agricultural land, over what it
would have been if free importation had been allowed.
English wheat prices were 44 percent higher than Am-
sterdam prices in the 1820s, and 38 percent higher than
French prices. Peter Lindert (1991) estimates that during
the 1820s the Corn Laws effectively raised the price of
bread by 36 percent and increased the cost of living of
the working class by 14 percent, while at the same time
increasing the rental income of a small group of wealthy
landowners.

The 1815 Act did not keep domestic wheat prices
near 80s. per quarter, as landlords had hoped—and man-
ufacturers had feared—they would. Prices fell sharply in
the early 1820s, to 56.1s. per quarter in 1821 and 44.6s.
in 1822. The Corn Laws were revised in 1822, when a
sliding scale was reinstituted, and again in 1828. Under
the 1828 Act, introduced by William Huskisson, the pres-
ident of the Board of Trade, the importation of wheat was
prohibited when its domestic price was below 52s. per
quarter; at that price, wheat could be imported upon pay-
ing a high duty, the level of which declined as the price
of wheat increased, until, when the domestic price was
73s. or above, the duty was only 1s. per quarter. The level
of the duty was determined by the average price over the
previous six weeks. The 1828 Corn Law was less protec-
tive than that of 1815; still, during the 1830s the price of
wheat was on average 28 to 29 percent higher in England
than it was in France or Amsterdam.

Criticism of the Corn Laws was relatively mild from
1828 to 1838, in part because of the low price of wheat
from 1833 to 1836, but it flared up again when prices rose
sharply after the bad harvest of 1838. An Anti-Corn Law
Association was formed in Manchester in the fall of 1838;
in the spring of 1839 this became the national Anti-Corn
Law League. The League, whose leadership consisted
mainly of northern manufacturers and merchants, at-
tacked the Corn Laws on moral and humanitarian as well
as on economic grounds, and called for their immediate
repeal. The political power of the forces favoring repeal
was strengthened by the Reform Act of 1832, which sig-
nificantly increased the representation of northern in-
dustrial cities in the House of Commons.

The period from 1837 to 1842 was a time of econom-
ic crisis, especially in northern industrial cities. The econ-
omy slumped in 1837, recovered weakly in 1838 to 1839,
and then slumped again, culminating in the severe de-
pression of 1841 to 1842. The business cycle downturn
coincided with a period of high grain prices from 1838
to 1841. In 1842 Prime Minister Robert Peel (1788–1850)
responded to the poor economic conditions and to polit-
ical pressure by modifying the Corn Laws to reduce the
duties on imported corn. The revised Corn Law did not,
however, satisfy the Anti-Corn Law League or other free
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traders, who kept up their pressure for repeal. The failure
of the Irish potato crop in the fall of 1845 put pressure
on Peel to at least suspend the Corn Laws. Instead, Peel
called for the repeal of the Corn Laws, and, after heated
debates, this was achieved on June 26, 1846. Repeal came
at a serious political price; Peel’s Conservative Party was
split apart, and he resigned as prime minister three days
later.

The short-term distributional effects of repeal were
less than either its defenders or its opponents expected.
From 1829 to 1846 imported wheat accounted for 7 to
8 percent of wheat consumption in England and Wales;
this increased to 20 percent in 1847 to 1848 and to 27
percent in 1849 to 1859. However, the increase in im-
ports did not lead to a sharp decline in grain prices. The
average price of wheat fell from 51.7s. per quarter in 1843
to 1846 to 40.9s. in 1849 to 1852, but then increased to
57.8s. from 1853 to 1862. Domestic wheat production
declined slightly as marginal land was withdrawn from
production, and agricultural rent per acre remained
roughly constant.

Despite the relatively small short-term effects, the re-
peal of the Corn Laws had major long-term, and symbol-
ic, consequences for the British economy. Beginning in
the 1880s a massive influx of North American grain
caused prices to decline sharply. Domestic wheat produc-
tion fell as a result, and by the first decade of the twenti-
eth century only one-quarter of U.K. wheat consumption
was domestically produced. The repeal of the Corn Laws
was a major turning point in the economic history of
nineteenth-century Britain because it ushered in Britain’s
movement to free trade, which culminated in the adop-
tion of the Anglo-French (Cobden-Chevalier) Commer-
cial Treaty in 1860. It also led France, Germany, Italy, and
other countries to significantly lower, or abolish, their
duties on grain, so that in the late 1850s and 1860s Euro-
pean grain prices were quite similar. The era of free trade
did not last long, however. The sharp decline in prices re-
sulting from the influx of cheap North American grain
after 1870 led many European countries, but not Britain,
to reinstitute tariffs on grain.

SEE ALSO Huskisson, William; Peel, Sir Robert.
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George R. Boyer

CORPORATION, OR LIMITED
LIABILITY COMPANY

As with a partnership, owners of a corporation pool their
capital. In contrast to a partnership, a corporation has
four distinctive legal characteristics: legal personality,
transferability of ownership interests, a functional mana-
gerial hierarchy, and limited shareholder liability. Each
one of these characteristics has added to the emerging
economic dominance of the corporation.

The early corporation was a child of the state, and
can be considered as an extension of its narrow mercan-
tile interests, and, as such, it enjoyed monopoly privi-
leges. Eventually this gave rise to state abuse of the corpo-
ration to extract wealth from its citizens. Consequently,
the corporation evoked political and legal hostility that
hindered its development. Once the corporation became
associated with competition, companies gained freedom
to incorporate.

FORMATIVE HISTORY

Forms of partnership that had unlimited and limited lia-
bility, called societas and commenda respectively, were
rooted in Roman law. (Limited liability has an advantage
over unlimited liability in that capital suppliers can only
lose the amount of capital advanced.) However, the ad-
vent of the corporation generally is associated with the
granting of a royal charter to the Russia Company in
1557, giving to it exclusive trading privileges with Russia.
This charter allowed it to constitute on a joint-stock basis
with a functional management. But the novel feature of
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the Russia Company was its joint-stock with legal per-
sonality, which through the company seal enabled it to
sue and to be sued. Exclusive trading charters had been
granted previously to “regulated companies” as early as
the thirteenth century. The first of these was called the
Merchants of the Staple, organized to govern the wool-
export industry, and the last, organized in 1505, was the
Merchant Adventurers. Significantly, the regulated com-
panies governed the actions of individual merchants and
had no real legal personality.

The Russia Company innovation was copied in Hol-
land with the establishment of the Dutch East India
Company. In addition, Genoa chartered a slave-trading
corporation (1580) and France chartered its Africa
(1561), Coral (1600), and Canadian (1602) companies.

The idea of the juristic person, or personality under
the law, is attributable to Roman jurists, coming into
common law, for example, by way of canon law. But
through the vehicle of royal charters, the idea of legal per-
sonality enabled both ecclesiastic and lay institutions to
hold and administer property in perpetuity. Royal char-
ters conferring legal personality continued to be granted
to English companies, the most significant being English
East India Company (1599). When receiving a new char-
ter in 1654, this company won the right to perpetual exis-
tence, following the precedent set by the Dutch East India
Company in 1623. Free transferability of East India Com-
pany shares soon followed, setting a precedent for future
corporations.

THE MERCANTILIST CORPORATION

Despite the success of the early corporation, public opin-
ion regarding exclusive trading privileges soured under
James I (1566–1625). The king was a spendthrift and had
accumulated unprecedented debts. To raise additional
income he regularly sold exclusive charters and renegoti-
ated existing ones, creating a climate of investment un-
certainty that undermined the long-term interests of the
state. That investment uncertainty was the root cause of
an economic crisis in the 1620s, intensifying political re-
sentment against exclusive privileges. Although the attor-
ney general, Sir Edward Coke (1552–1634), had earlier
failed to restrict exclusive charters to those deemed in the
public interest, Parliament was prompted to restrict royal
prerogative. In 1624 it passed the Statute of Monopolies,
which forbade the issuing of any further charters without
its consent.

Opposition to the business corporation persisted
through both the Commonwealth and Restoration eras,
resulting in a decline in trading companies involved in
European and the Levant trade. However, because of im-
perial rivalries, promotion of long-distance-trading cor-
porations such as the East India and Hudson Bay Com-

panies continued. Such companies were deemed essential
to thwart foreign political and commercial ambitions.
For example, France in 1664 chartered its own East India
Company. In addition, monopoly corporations such as
the East India Company were an important source of
government income. For example, the need to raise addi-
tional income was an important reason behind the incor-
poration of the Bank of England in 1694. A notable fea-
ture of this period was the inclusion of the privilege of
limited liability in company charters.

The reputation of the corporation received a further
blow during the first quarter of the eighteenth century.
War expenditure had led to unsustainable national debt
levels, and schemes were developed to convert public
debt into shares of companies, having as their primary
asset the same government liabilities. The most infamous
instances of these were the Mississippi Company in
France (1718), and the South Sea Company in England
(1720). The success of the debt conversions depended si-
multaneously on creditors receiving favorable terms and
on government debt levels being greatly reduced. In both
instances, company stock was overpromoted and stock
prices soared, drawing in many thousands of investors.
Eventually, rationality prevailed and investors began to
doubt the promises of outlandish dividends. Conse-
quently, stock prices fell precipitously. The Mississippi
and South Sea episodes, both classic financial bubbles,
further deepened suspicions regarding corporations, par-
ticularly in regard to the propensity to overpromote
stocks. Given this historical context, one can understand
why the physiocrats in France and Adam Smith (1723–
1790) in Britain expressed disapproval toward corpora-
tions.

FREEDOM OF INCORPORATION

Negative opinion regarding corporations persisted
through to the turn of the eighteenth century, although
in England chartered companies made significant in-
roads in the insurance and transportation industries due
to the need to raise large amounts of capital and to diver-
sify risk. Moreover, quasi-corporations existed in ship-
ping and tin mining. These sectors were under the special
jurisdiction of admiralty and stannary courts. Both court
systems operated under the principle of customary law,
in which legal principles adapted to suit business practice
instead of conforming to a set of abstract legal principles,
as was characteristic of both civil and natural law.

In contrast, under the common law, many corpora-
tions had to constitute more circuitously, given the diffi-
culty of obtaining a charter. Through the trust device,
promoters hoped to establish joint-stock firms having
transferable shares and the ability to sue and be sued.
However, this device could not be used to attain limited
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An 1858 stock certificate for Seneca Oil Company. The company hired Edwin Drake to look for oil in the United States and he
set up the first oil-producing well in the country. To held help fund the company’s endeavors, Seneca sold stock to shareholders, who
had a stake in ownership, but limited liability related to the firm’s actions. © BETTMANN/CORBIS. REPRODUCED BY PERMISSION.

liability. Beginning in the last quarter of the eighteenth
century, such unincorporated companies appeared in the
silk, wool, food, and beer industries, but were notably ab-
sent in the cotton and metal industries. In this period the
number of companies increased fivefold, and many of
them were unincorporated.

The growth in unincorporated businesses occurred
despite their illegality under the Bubble Act (1720). This
act had been dormant but was resurrected in a number
of court rulings in the period 1808 to 1812. The legal
threat to the unincorporated companies dissipated only
when the act was repealed in 1825. Under a strict inter-
pretation of the common law they were still illegal, but
a business-friendly regime at both the chancery- and
common-law courts had ruled that such companies were
in the public interest. However, continued uncertainty
prompted Parliament to enact company legislation that
had as its main tenet freedom of incorporation. A chief
concern focused on whether freedom to incorporate
should be constrained to guard against overpromotion
and stock speculation. However, lessons from incorpora-
tion experiences in the United States and France ulti-

mately resulted in the English Companies Act of 1844
granting freedom of incorporation, and leaving investors
to protect themselves. However, corporations were re-
quired to accurately report half-yearly earnings to stock-
holders.

In the nascent United States, despite the legacy of the
common law and the Bubble Act, some state legislatures
had begun to freely issue charters to companies operating
in many commercial sectors including banking, insur-
ance, and manufacturing. Also, as early as 1817, Con-
necticut and Massachusetts had moved toward charter-
ing corporations with limited liability. Competition
among the states soon encouraged their neighbors to fol-
low suit. Significantly, the region experienced increased
economic growth.

In France hostility toward the corporation had
peaked during the Revolution, when it had been out-
lawed it for a time, but under Napoleon, corporations
were accepted as a necessary evil. Although opposition to
corporations eased in successive regimes, there remained
reluctance to grant charters. Paradoxically, a form of lim-
ited partnership known as a commandite par actions was
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allowed to mutate into an unofficial corporation. Firms
could easily register as commandites, and in contrast to
the chartered corporation they were free from stringent
capitalization requirements. Formally, only owners not
engaged in management could enjoy limited liability and
the right to transfer shares. In practice, however, manag-
ers were able to circumvent such constraints. Significant-
ly, commandite firms were associated with the most dy-
namic part of the French economy.

Freedom to incorporate with limited liability in Brit-
ain did not come until 1856. Free incorporation with
limited liability soon followed in France, and by 1860
most U.S. states had adopted it. Finally, by the last quar-
ter of the nineteenth century many continental European
nations had followed suit, ushering in the modern corpo-
rate era.

SEE ALSO Anglo American Corporation; Joint-
Stock Company; Law, Common and Civil;
Partnership.
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CORRESPONDENTS, FACTORS, AND
BROKERS

If a merchant in the seventeenth or eighteenth century
had business transactions to be carried out at a distant
location, he had basically two choices of instruments. He
could have a merchant correspondent in the distant place
who would carry out such transactions for him (buying,
selling, handling bills, etc.) and charge a commission. Or,
he could send an employee, or “factor,” to carry out those
same operations.

The correspondent option was definitely the most
convenient. Two merchants corresponded; each was pre-
pared to carry out a wide range of services for the other
and charge a reasonable commission—2.0 percent in
Holland, 2.5 percent in England. This was very much a
mutual service. Ledgers of English merchants in these
centuries show pages for commissions had both a credit
and a debit side. That is, the merchant owner of the led-
ger credited himself with commission earned serving
others, and debited himself with commissions paid to
others for services performed for him.

THE NORTH EUROPEAN SCENE

Although the correspondence system was very conve-
nient, it had its limitations. It might be relatively easy for
a London merchant to find a correspondent in a major
overseas center such as Amsterdam, Hamburg, or Bor-
deaux, but there were many lesser ports where the right
sort of correspondent was not available. To get his busi-
ness done in such difficult places a merchant might be
forced to send an employee. Although supplied with a
letter of credit from his employer, a mere clerk could not
handle all the business that might be sent his way. For
more complicated transactions, a more senior employee
or factor was needed. Factors acted on the spot as inde-
pendent commission merchants, but the firms they dealt
with knew that they were representatives of English firms
whose letter of credit made their activities possible. Fac-
tors, however, were not always able to operate entirely on
their own, but might need support from the senior firm’s
correspondents. For example, a factor in the Baltic need-
ed a lot of money to purchase the masts, deals, pitch, tar,
hemp, flax, and linen cloth in demand in England, partic-
ularly for the royal and mercantile fleets. Money could
not be sent to such factors directly because there was nei-
ther a market in London for bills on Baltic ports nor a
market in the Baltic for bills on London. Instead, the fac-
tors in the Baltic were instructed to obtain cash by selling
bills on the firm’s correspondents in Hamburg or Am-
sterdam; the Hamburg or Amsterdam correspondents, in
turn, obtained the cash to pay such bills when due by sell-
ing other bills on London. Thus the London firm’s fac-
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tors and correspondents supported each other in bill op-
erations.

Because factors were usually relatively young men,
they had opportunities to make local marriages, which
sometimes improved their employing firm’s useful con-
nections. For example, the London merchant Samuel
Holden (c. 1675–1740) brought back from Riga an intel-
ligent Russian-born clerk whom he had naturalized in
England, made a member of the Russia Company, and
sent back to Riga as his factor. This factor, Mathias Shiff-
ner (c. 1690–1756), married into the family of a Baltic
German pastor whose own family was very close to
Grand Duchess Anna of Courland. When Anna inherited
the imperial Russian throne (1730–1740) Shiffner’s in-
laws had preferred access to the court at St. Petersburg
and were able to obtain for him contracts and privileges
from the Russian government, all to the benefit of Hold-
en in London.

To keep their best factors, employers had to allow
them some private trade. This facilitated the accumula-
tion of capital that enabled a successful factor to return
to England and set up as an independent merchant. Sam-
uel Holden was hardly the only one who made this tran-
sition. A much more striking example is Sir Gilbert
Heathcote (1652–1733), who, while still an apprentice to
a major London merchant, was sent out as a clerk and
then a factor in Sweden. When he accumulated enough
capital he returned to London as an independent mer-
chant, sending two of his younger brothers back as fac-
tors in Danzig and Koenigsberg. Gilbert became a mem-
ber of Parliament and one of the founders of both the
Bank of England and the New East India Company. At
his death he was reputed to be the richest commoner in
England.

THE MEDITERRANEAN SCENE

In the seventeenth and early eighteenth centuries English
trade with the eastern Mediterranean (the Ottoman Em-
pire) was limited to members of the Levant Company of
London. Individual members of the company main-
tained factors in many ports and trading centers in that
area. The most important of these were Aleppo, Istanbul,
and Smyrna. In Aleppo during the first third of the eigh-
teenth century there were thirty to forty English factor
firms, including about fifty factors. To all three centers,
the principal outward cargo was English woolen cloth. At
Aleppo, the most important center for the English in the
early part of the eighteenth century, the major return
cargo was silk, obtained in bartering exchange with the
local merchants, who were mostly Syrian, but also in-
cluded Armenians and Jews. The typical factor firm con-
sisted of only one or two principals. Some teenagers from
families that could afford to pay a substantial premium

went out as apprentices to one of these factor houses.
More often, a young man in his twenties who had served
an apprenticeship in England went out initially as an em-
ployee of a factor to whom his family had paid a premi-
um roughly equivalent to that paid for an apprenticeship.
If the young man demonstrated an ability to handle the
business, after a year or so he was admitted as a partner.
The partnership contract obliged the new partner to pay
a substantial fraction of net earnings (often as much as
one-half) to the senior partner for about seven years,
even though the senior partner left shortly afterward to
return home. The new partner expected compensation
for this burden when the partnership contract terminated
and he became entitled to all the profits of the factor-
age—and entitled also to take on a junior partner on sim-
ilar terms, and ultimately return to England to enjoy his
share of his successor’s earnings.

The income of such a factor firm depended on the
commissions and other payments it received from the
London firm (or firms) for whom it worked. The stan-
dard European commission was 2 percent, although in
some English trades it was commonly 2.5 percent, the
extra half percent designed to cover brokerage without
detailed accounting. This 2 percent charged on goods
both sold and bought was, however, only the beginning
of the Levant factor’s earnings. Modern scholarship sug-
gests that the factor very likely earned 3 percent on selling
goods and 5 percent on purchases of return cargo—thus
8 percent on the total operation. The 2 percent on selling
imports was raised to 3 percent by a “tariff” issued by the
Levant Company listing the maximum rates factors could
charge for a variety of expenses (customs, carriage, bro-
kerage, weighing, etc.). In normal practice the factors
paid less but charged the full amount authorized by the
tariff, creating an extra 1 percent for commission. In silk
exports the factors were entitled to receive compensation
for the loss of weight in cleaning the silk purchased. In
actuality the loss of weight was less than the margin al-
lowed, raising the factor’s earnings on silk purchases
from 2 to 5 percent. Because the relevant merchants in
London were commonly former factors in the Levant,
both sides knew what was going on and accepted these
practices as trade conventions.

The number of factors and factor firms in the Levant
declined between the 1670s and 1740s, with fewer but
larger firms handling the work. This was comparable to
the evolution in the American sugar and tobacco trades
in the same period, where progressively fewer and larger
firms handled imports. In the Levant, however, this de-
cline was influenced in part by the adverse effects of the
wars starting in 1739. Despite these difficulties, the Le-
vant Company survived until 1825.
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THE EAST INDIAN SCENE

The trade of England, France, and Holland with the East
Indies was to a noticeable degree controlled by money-
supply problems. Although the East produced many
products desired by Europeans, there was only a limited
demand there for European products. Therefore, the En-
glish, French, and Dutch East India Companies had to
ship coin to the East to enable their agents to make the
desired purchases. Because silver was more valuable (vis-
à-vis gold) in the East than in Europe, these coin ship-
ments consisted primarily of Spanish silver dollars. How-
ever, after the British company obtained political control
over Bengal and other parts of India in the mid-
eighteenth century, the company had more than enough
silver for its purchases and became interested in remit-
ting money home. Like the Eastland and Levant compa-
nies, the English East India Company permitted its em-
ployees in India to venture into private trade. Because the
company obtained from local rulers exemption from
princely tolls for its local vessels and cargoes, by placing
their cargoes on company vessels the British private trad-
ers obtained this exemption for themselves and their In-
dian partners. Such exemptions made the private trade
quite profitable, and created a population of employee/
private traders seeking ways of sending their ill-gotten
gains home. The company could remit its funds by sell-
ing in Europe bills of exchange on India to the Dutch,
who still had to send money outward. The company’s
employees sent money home by buying bills of exchange
on Europe from agents of the Dutch and French compa-
nies in India.

As people in Britain became more aware of the gains
being made and remitted by the company’s “servants,”
parents in Britain became more energetic in their efforts
to obtain for their sons places either as “writers” or mili-
tary officers in the company’s service. Throughout the
seventeenth and most of the eighteenth century the nor-
mal way to get such a post was through a letter of recom-
mendation from a director of the company duly accepted
by the full board. Although this system appears to have
remained in effect through the eighteenth century, in fact
in the later decades some influential ministers—
particularly Henry Dundas (1742–1811)—were able to
influence appointments, even though the power to ap-
point nominally remained with the directors. Though in-
tensely criticized, the main lines of this relaxed system re-
mained in effect until the last days of the East India
Company.

THE DIVERSITY OF AMERICAN EXPERIMENTS

The division of overseas work between correspondents
and factors also appeared in the trade with the American
colonies. The use of correspondents was widespread

though little noted in modern accounts. A merchant in
northern Ireland desiring to obtain flaxseed from the
northern colonies would instruct his correspondent in
New York City to buy and ship such seed for him, obtain-
ing the necessary funds by selling bills of exchange drawn
on the Irish merchant’s correspondent in London. It was
of course up to the Irish merchant to make sure that his
London “friend” would have funds in hand when the
bills came due. Similarly, a London merchant wishing to
buy rice or indigo in South Carolina would instruct his
correspondent in Charleston to purchase the desired
quantities, using funds obtained by selling bills on Lon-
don which were always in demand in the Carolinas.

In North America as in the Baltic, when suitable cor-
rrespondents could not be found, factors had to be used,
particularly in the Chesapeake. A very rare 1684 docu-
ment survives constituting a draft service agreement be-
tween a London merchant (W. Paggen) and his Virginia
factor (J. Hardman). The factor was to reside in Virginia
with duties including “takeing care of buyeing, selling
and disposeing of such men and women servants, goods,
wares and other merchandizes . . . consigned to him and
in the buying, receiving in, and shipping, transporting,
disposing and taking care of, preserveing and sending to
England all such Tobaccoe, skinns and Furs as shall be
by him bought in Virginia . . . while goods consigned to
the said John Hardman . . . shall by him be laid out, bar-
tered, sold, exchanged and disposed of for bright Tobac-
co, skinns or Furs and good Bills of exchange . . .” (Perry
of London, 105–106). Although the draft leaves the com-
pensation blank, it does specify that Hardman was not
to act as factor for any other merchant and was not to
trade on his own. This last provision would have been
very difficult to enforce unless his employer had a super-
visor on the same river in Virginia, which was unlikely
in the seventeenth century. However, in the larger Scot-
tish firms characteristic of the years after 1740, there was
in fact a supervisor or chief factor in each trading area.
In these Scottish firms there were two levels of factors.
The lower level consisted primarily of shopkeepers who
operated the stores of the firm. The upper level had su-
pervisory duties and had the power to draw bills of ex-
change crucial to the operation of the firm. Such bills
were sold for cash, and they enabled the Scottish stores
to pay tobacco sellers partly in cash, an important ele-
ment in their competitiveness.

Even the most senior factor, furnished with the most
carefully drafted letters of credit, could not convey prop-
erty for his principal. For anything involving buying or
selling real property or foreclosing on a mortgage, the
factor or other agent would need a power of attorney
from the distant principal. Such powers of attorney were
drafted by a recognized notary public in Britain, recorded
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in that notary’s register, and rerecorded in the county re-
cords of the jurisdiction in America where the transac-
tion occured.

Trading operations with America were not, however,
confined to the now-familiar categories of correspondent
and factor. At an early stage, the institution of factor was
inverted. Instead of referring just to employees sent out
from Britain, it was also made applicable to English mer-
chants who acted on commission for planters in the West
Indies and North America. That is, in the seventeenth-
century West Indies, some larger planters, not satisfied
with the prices and services offered them by local mer-
chants and ship captains, opened correspondence with
London and Bristol commission merchants. The latter
acted as their factors, selling the sugars and other prod-
ucts sent to them for the usual 2.5 percent commission
and returning such European and Asian goods as were
ordered. Any balance on such accounts were realized by
bills of exchange. The commission merchant system pio-
neered in the West Indies was brought into use in the
Chesapeake too by the end of the seventeenth century.
The bills of exchange it facilitated were in great demand
in all the colonies and were particularly useful for pur-
chasing slaves.

BROKERS

The work of a commission merchant was not as easy as
it might seem. A London merchant might get an order
from Germany to purchase certain grades of tobacco but
might not be sufficiently conversant with the varieties
and qualities involved. Another merchant might receive
a consignment of tobacco for sale but might not be per-
fectly sure about which varieties were most suitable for
which markets. Both might find it useful to consult a to-
bacco broker skilled in classifying and evaluating tobacco
and familiar with the varieties suitable for different mar-
kets. Some of these brokers were Dutch Jews who had
gained their skills in Amsterdam, where all varieties of to-
bacco were traded and connections maintained with all
possible markets. A consignment merchant might also
receive in many separate hogsheads a large variety of
qualitatively variable leaf which each consigner expected
him to sell separately, one hogshead at a time. However,
the best sale he could arrange involved selling a large
number of hogsheads at a flat price. He knew that he
could not report this flat price to all consigners because
they would soon learn that good leaf had not received a
better price than mediocre. Therefore, the consignment
merchant would ask his broker to evaluate each hogshead
and recommend an adjusted price that reflected quali-
ty—an extra farthing per pound to one consigner, a far-
thing per pound less to another consigner. Because the
costs of brokerage were included in the 2.5 percent com-

mission, the consigning planter would not find a broker-
age item on his account of sales, and had difficulty learn-
ing anything about the useful brokers. But the merchants
who had to sell tobacco were careful to treat brokers with
the greatest respect.

Brokers of course existed in other trades and other
cities. In London and presumably in other major centers,
in addition to commodity brokers there were also ship
brokers, exchange brokers, and bill brokers. Some
eighteenth-century brokers were active in more than one
sphere. The nineteenth century saw the number, size, and
specialization of broker firms increase, with some of the
bill-broker firms developing into major discount houses.

NON-ENGLISH EXPERIENCE

The institutions characteristic of British American trade
can also be found in varying degrees in the records of
French overseas trade. The French had correspondents,
commission merchants (commissionaires), and brokers
(courtiers). They also had one distinct institution, the so-
ciété en commandite, that performed some of the func-
tions of the bond between an English merchant and his
overseas factor. A limited partnership could be formed
in France between two or more rather junior merchants
in a colony and a metropolitan sleeping partner (com-
manditaire) who provided most of the firm’s capital. This
gave the partners in the field the appearance of indepen-
dence, yet with access to the outside capital they needed.

A specialized institution existed in the slave trade on
the West African coast. There, the middlemen who
linked up the captains of slave vessels (whether British,
French, or Dutch) with the big slave traders of the interi-
or were also termed brokers (courtiers). They settled
prices with the captains, collected the trading goods, for-
warded them to the interior slave traders, and brought
back the slaves being traded. These were much more ex-
tensive operations than those usually undertaken by bro-
kers in Europe.

SUBSEQUENT HISTORY

All these institutions characteristic of the seventeenth
and eighteenth centuries persisted into the early nine-
teenth century, until overwhelmed by the arrival in the
1840s and 1850s of the steamship and oceanic telegraphic
cable. These reduced the need for factors while facilitat-
ing correspondence and enabling firms to make fuller use
of overseas employees.

S EE A LS O Capitalism; Law, Common and Civil.
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By the 1920s all U.S. cotton-growing regions were
infested with the plant’s most serious pest, the boll
weevil beetle. Crop destruction inflicted by boll wee-
vils increased economic hardships suffered by U.S. cot-
ton farmers through to the Depression. Pesticides
introduced after World War II allowed cotton produc-
tion to resume, but these were expensive and damag-
ing to the environment. The global cotton industry
still relies on fertilizers and insecticides, but new
organic solutions are being sought to allow cotton
farming while protecting the environment.
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COTTON
Throughout most of human history, cotton was pro-
cessed close to where it was grown. It was only in the
wake of the Industrial Revolution in the nineteenth cen-
tury that vast quantities of cotton began to be shipped
across continents and oceans. As cotton became one of
the most valuable global commodities, networks for trad-
ing it spanned the globe with extraordinary density—
from New Orleans to Bombay, from Alexandria to Liver-
pool.

EARLY COTTON TRADE

Before the Industrial Revolution, long-distance trade in
raw cotton had loosely connected various places within
Asia, the Americas, and Africa, as well as Asia with Eu-
rope. Syrian cotton was spun and woven in Egypt, Maha-
rashtra cotton in Bengal, Henan cotton in Jiangnan, Ana-
tolian cotton in Luzerne, Yucatecan cotton in
Teotihuacan, Nubian cotton in Persia, and Macedonian
cotton in Venice. This was a multipolar world of modest
exchanges without significant linkages between them, not
a world market.

Most of this early trade took place in Asia. Europe
remained quite marginal—both because it processed rel-
atively little cotton and because for ecological reasons it
was not a significant grower of cotton. Beginning in the
1600s cotton textiles from Asia increasingly arrived in
Europe, and European traders, especially those of the
British East India Company, intensified sales of Indian
cotton to China to pay for Chinese tea, but little cotton
was worked up in Europe.

In the early seventeenth century, however, a slow but
persistent increase in cotton textile production in En-
gland, France, the German lands, and the Netherlands led

to an intensification of trade in the “white gold.” Raw
cotton began to arrive in greater quantities in European
ports, principally from the Ottoman Empire (from Salo-
nica and Smyrna), but small quantities also came from
India, Africa, South America, and the Caribbean. Europe
remained a relatively minor producer of cotton textiles,
but because of its increasingly dominant position in
world trade, including the trade in Indian textiles, it ef-
fectively disrupted older cotton trade networks. From a
European perspective, this phase of the global cotton
trade, which lasted until the late eighteenth century, was
characterized by a multitude of suppliers growing cotton
under various labor regimes, and by the importance of
local producers and local merchants in the system of
trade. There were yet no ports and merchants who spe-
cialized in the shipment of cotton to Europe, nor any
parts of the world that specialized in the growing of cot-
ton for European markets. More cotton was traded with-
in Asia, especially within and between India and China,
than into Europe.

SHIFT IN THE 1780s

This changed in the last third of the eighteenth century
with the rapid expansion of cotton textile production in
England and, later, on the European continent. British
cotton consumption doubled from 1765 to 1774; it dou-
bled again in the following decade. As the Ottoman Em-
pire proved unable to meet this rapidly expanding de-
mand, merchants and manufacturers looked elsewhere.
They found responsive producers in two areas of the
world that had developed a radical new way of producing
agricultural commodities: the Caribbean and Brazil. Cot-
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Cotton plants in bloom. For the past 400 years, cotton’s importance as a world trade good has steadily increased. The United
States Department of Agriculture estimated in 2005 that world cotton consumption had surpassed 100 million bales yearly. JLM

VISUALS. REPRODUCED BY PERMISSION.

ton production there expanded rapidly, especially during
the 1770s and 1780s, as they became Europe’s principal
providers of cotton. Britain alone imported on average
about 3.7 million pounds of cotton in the late 1770s from
the West Indies, and about 9.4 million pounds in the
mid-1780s, about half of its total imports. Yet the West
Indies’s production stopped growing by the 1790s. Plant-
ers were reluctant to divert the labor and land that they
had devoted to growing sugarcane, and the most impor-
tant cotton island—St. Domingue—was disrupted by
turmoil. Nonetheless, the expansion of Caribbean cotton
production left an important legacy: from then until
1865, most cotton entering world markets was produced
by slaves.

Beginning in the 1790s, the United States became the
world’s most important cotton exporter. Contemporary
observers were surprised: indeed, a 1780s British customs
official refused entry to U.S. cotton because he believed
it could not possibly be from the United States. However,
the United States had a climate and soil superbly suited
to the growth of cotton, plus two other competitive ad-
vantages: nearly unlimited quantities of recently emptied

land, as well as an ample supply of slave labor, which
planters in the Upper South sold first to the Carolinas
and Georgia, and later to Alabama, Mississippi, and other
Southern states. Once Eli Whitney’s cotton gin (1793)
made separating seed and fibers of American green-seed
cotton relatively easy, cotton exports from the United
States exploded: in 1794 the United States exported 2
million pounds of cotton, in 1800 18 million pounds, in
1820 128 million pounds, and in 1860 1,768 million
pounds. Between 1800 and 1860 an average of 68 percent
of the United States’s annual harvest went abroad, mostly
to the United Kingdom, but increasingly also to other
parts of Europe. Ever-cheaper U.S. cotton fed the explo-
sive growth of the European textile industry, and cotton
exports essentially defined the U.S. position in the world
economy. Cotton remained the United States’s most
valuable export product from 1803 to 1936.

With U. S. cotton exports soaring, cotton growing
in the West Indies and Brazil stagnated. However, by the
1920s, other regions, especially Egypt and India, became
significant exporters. During the 1820s Viceroy Muham-
mad Ali (r. 1805–1848) tried to modernize Egypt by en-
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couraging cotton production for export. Egypt was eco-
logically superbly suited for the growing of long-staple
cotton—a high-quality fiber with a relatively small but
lucrative market. Indian cotton was of much poorer
quality and short-stapled, but pressured by Manchester
manufacturers who began to fear too great a dependence
on the United States, the East India Company brought
small amounts of Indian cotton to Liverpool. However,
until the U.S. Civil War, the major international market
for Indian cotton remained China, and U.S. cotton still
dominated European markets.

Between 1800 and 1860, thus, a relatively stable cot-
ton system had emerged, with slave-grown cotton from
the United States at the center, providing the raw materi-
al that fueled the British Industrial Revolution. The glob-
al center of the trade was Liverpool, entrepôt for Lanca-
shire’s booming mills. There, increasingly specialized
merchants organized the global flow of cotton, prices
were set, and, by the 1860s, cotton futures were first trad-
ed. Liverpool became one of the wealthiest cities in the
world.

But this relatively stable trade rested on the unstable
institution of slavery, which ultimately was destroyed in
America by the U.S. Civil War (1861–1865). During the
cotton famine, when cotton exports from the U.S. South
nearly ceased, European manufacturers searched franti-
cally for new sources of raw cotton aided by high prices
and the concerted efforts of governments. Egypt, Brazil,
and especially India became major suppliers to Europe,
with India effectively ending its trade with China. Huge
areas that had not previously produced cotton for world
markets now did so, while Western merchants and capi-
tal increasingly dominated cotton trade and production
not only in port cities, but also in the hinterland.

Despite widespread pessimism about the future of
U.S. cotton production, the United States was again the
world’s most important cotton exporter by the mid-
1870s, with sharecroppers and tenants, both white and
black, increasing production and pushing the cotton
frontier further and further west. In the United States
and throughout the world, cotton was now mostly grown
on small farms owned or rented by the cultivators them-
selves, cultivators often burdened by crushing debt and
extra-economic concern. By 1900 the United States pro-
duced three times as much cotton as it had in 1860.
Nonetheless, during the late nineteenth and early twenti-
eth centuries all cotton-consuming countries in Europe
made concerted efforts to secure cotton from their colo-
nies—the United Kingdom from India; Egypt, Germany,
France, Portugal, and Belgium from various places in Af-
rica; and Russia from its new territories in Central Asia.
Except for Russia, however, no European country man-
aged to emancipate itself from its dependence on U.S.

cotton. The United States, in fact, had expanded cotton
growing so rapidly that it kept up with an industry whose
spinning capacity grew 3,100 percent in the century after
1800.

TWENTIETH-CENTURY RETURN TO ASIA

But by the 1920s the world of cotton that had existed
since the 1780s was transformed, becoming once again
multipolar and increasingly Asian. While the United
Kingdom’s cotton industry entered a long decline, Asian
cotton-yarn and cloth production surged, above all in
Japan, which became the most important consumer of
cotton, most of it from India, China, and the United
States. Cotton mills also grew rapidly in India and China.
Thus, there was a global trend in which cotton was again
worked up closer to where it was grown, including in the
United States itself, which saw the rise of a large cotton
industry in the South. Not geographical proximity but
labor costs were the primary reason for the relocation,
which slowly undermined cotton manufacturing in high-
wage locations.

As industry relocated, cotton growing expanded
throughout the world, finally dethroning King Cotton in
the United States. China, Central Asia, and India in par-
ticular vastly expanded cotton production, not least
thanks to massive investments by governments and en-
trepreneurs into infrastructure, water supply, and pesti-
cides. The Soviet Union went furthest; water supplies
were reallocated to cotton, resulting in grave ecological
degradation throughout Central Asia. In the West, cotton
became less and less important as an industry with the
advent of synthetic fibers. The number of cotton farmers
in the United States shrank to less than 30,000 in 2000,
and their markets were now in Asia and Latin America,
not Europe.

By the turn of the twenty-first century, cotton manu-
facturing had largely left the West. Although the United
States still remained an important cotton grower (in 2000
its global market share was 19.5%), this was heavily de-
pendent on huge government subsidies (U.S.$3.9 billion
in 2001 to 2002). Countries in the global South (especial-
ly in Africa) which had expanded cotton output during
the 1980s and 1990s suffered from falling prices, which
dipped below the cost of production of even the lowest-
cost producers, such as Mali and Benin. Today, the
world’s cotton industry has largely returned to where it
originally sprang from, with China, India, Pakistan, and
Central Asia being by far the most important growers and
processors of raw cotton.

S EE A LS O Agriculture; Ali, Muhammad;
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Company, British; Egypt; Empire, British;
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COUNTERFEIT GOODS
Counterfeiting is the making of a fraudulent imitation
with intent to deceive and to pass it off as genuine. Coun-
terfeiting is divided into two basic types: the counterfeit-
ing of money, and the counterfeiting of products. Art for-
gery defrauds collectors of art objects.

THE COUNTERFEITING OF MONEY

The counterfeiting of money was rampant in the early
modern period, peaking in the late eighteenth and early
nineteenth centuries. The proliferation of new coin types
(ducats, thalers, eight reales) made the hard currency so

Real dollars do not bleed.  In the digital age, precise, detailed
copies of currency are easy to produce using inexpensive color
printers. But genuine U.S. currency incorporates numerous
security features, including special optically variable inks,
thread embedded in the paper, and a watermark, all designed
to foil counterfeiters. GAIL OSKIN/AP WIDE WORLD PHOTOS.

REPRODUCED BY PERMISSION.

complex that counterfeiters found it easy to pass bogus
money. Half of the copper halfpence in London in 1753
were counterfeit. In the 1780s ships filled with British
counterfeit halfpence arrived every week in North Ameri-
ca, where a persistent trade deficit with Britain and a lack
of local mints caused a shortage of coin. Counterfeiting
was led by demand. In the Middle Ages people had
brewed their own beer and made their own cheese, but-
ter, jam, and cloth, but urbanization and industrializa-
tion in the second half of the eighteenth century changed
society so that people bought these products rather than
making them. They needed coinage. Government mints
would not produce this coin, partly because they did not
understand the importance of low denomination coins;
partly because they lacked a system of distributing the
coin from the metropolitan mints to the rapidly industri-
alizing provinces; and partly because they were attempt-
ing to operate a trimetallic system, with each coin worth
its full weight in gold, silver, or copper, at a time of rapid-
ly fluctuating prices for all three metals. Counterfeiters
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Chinese customs agents guarding counterfeit CDs, DVDs and CD-ROMS slated for destruction in Zhuhai, 2001. U.S.
accusations of product counterfeiting provoked a major trade dispute with China in the 1990s. PHOTOGRAPH BY TED ANTHONY. AP/

WIDE WORLD PHOTOS. REPRODUCED BY PERMISSION.

fulfilled the demand for circulating coin that government
mints would not.

Although paper money in the American colonies
bore the inscription “To counterfeit is death,” this sen-
tence was almost never carried out. In fact, counterfeiters
were rarely arrested, and when arrested, they often
jumped bail or escaped from jail. Juries nullified. Even
if convicted, counterfeiters could plead the benefit of
clergy: civil courts were not allowed to convict clergy-
men, so if someone could mumble a bit of Latin they
were assumed to be a member of the clergy (even if a
woman) and allowed to go free. Female convicts could
also escape the gallows by claiming to be pregnant.

Rampant coin counterfeiting in Britain was ended by
the development of better distribution methods for low-
denomination coin during the Napoleonic Wars (1803–

1815) and improved production techniques, including
steam machinery, at the Royal Mint.

Early U.S. coins were diverse in design, making it
easy for counterfeiters to pass crude die-struck forgeries.
In 1836 the United States Mint’s adoption of steam ma-
chinery plus improved hubbing techniques resulted in
more uniform coinage, making counterfeiting difficult.

Counterfeiters turned to attacking the paper curren-
cy. In the years 1690–1780, counterfeiters had copied the
paper money issued by the American colonies and the
states. This had ended when that paper money lost all
value during the Revolution. Now paper money counter-
feiting revived. Between 1782 and 1866, 8,000 banks and
other financial institutions in the United States issued
their own currency. Many were financially unsound. As
merchants lost their trust in wildcat notes, their demand
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for notes on solid banks rose and consequently increased
the market for counterfeiters’ false notes of solid banks.
In 1862 in New York City, 80 percent of the banknotes
in circulation were counterfeit.

Counterfeiters raised notes, making $1 bills into $10s
and $5s into $20s. When a bank failed, the counterfeiters
bought up the junk notes and printed over them the
name of a solid bank. Counterfeiters could also create
notes of spurious, nonexistent banks and copy the exist-
ing notes of a legitimate bank. Crucial to the success of
the counterfeiters was their nationwide distribution sys-
tem that allowed them to unload their forgeries before
they were exposed as bogus.

The National Bank Act of 1863 and the introduction
of a “death tax” for private banknotes in 1865 eliminated
the wildcat bank problem. (A “death tax” is the taxation
of a product not to raise revenue, but to end its produc-
tion; here, a tax upon banknotes made it unprofitable to
issue them, which was the intention of the tax.) The
United States Secret Service, which was established in
April 1865, increased the rate at which counterfeiters
were arrested and convicted. In the 1870s the Secret Ser-
vice broke up the nationwide counterfeiting rings. With-
out the advantage of nationwide distribution, counter-
feiters had difficulty unloading their bogus notes.

Counterfeiting was again widespread in Europe fol-
lowing World War I. The League of Nations promulgated
an international convention on counterfeiting in 1929.
Practical coordination was assigned to the International
Criminal Police Commission (Interpol), which since
1989 has been headquartered in Lyons, France.

The most successful counterfeit of the early 1990s
was a bogus New York City subway token manufactured
by Alan Campbell and distributed by Kim Gibbs. Gibbs
solved the distribution hurdle by circulating the tokens
through his bicycle messenger service. At the peak, tens
of thousands of bogus tokens were being recovered from
turnstiles every day.

Color computer printers are regarded as the greatest
counterfeiting threat in the early twenty-first century.
Eighty-eight percent of all counterfeits passed in the
United States are made on ink-jet printers. This threat led
to the introduction of “NexGen” currency in the United
States on October 9, 2003. NexGen currency has multiple
pastel shades, security strips, and gilt ink, which the Trea-
sury believes will be particularly difficult to counterfeit.

Both the Secret Service and Interpol claim that their
rigorous enforcement of anticounterfeiting laws explains
why there is so little currency counterfeiting today. Al-
though these claims have some truth, a more likely expla-
nation is the reduction of the number of money types
that existed in the eighteenth and early nineteenth centu-

ries. With so few varieties, counterfeits stick out like sore
thumbs. In addition, the numerous local branches of
central banks ensure that currency is regularly submitted
to and re-examined by the issuers, so counterfeits do not
have a long circulating life. Counterfeits of the U.S. dollar
only exist at the rate of one or two in ten thousand. Of
these, the most commonly counterfeited (60–70%) is the
$100 note, followed by the $20 and the $50. Most people
will spend their entire lives without ever receiving a
counterfeit in change.

THE COUNTERFEITING OF PRODUCTS

The U.S. economy lost $200 billion to product counter-
feiting in 1995, and the European Union lost $135 bil-
lion. Product counterfeiting can be traced to the Middle
Ages, when many products were counterfeited, notably
bread, which was widely adulterated. Two factors aggra-
vated the problem in the late twentieth century: the high
value placed on branded items, and the development of
digital technology.

In 1979 Gloria Vanderbilt lent her name to the mar-
keting of blue jeans, allowing them to be sold for double
the price of normal jeans. Counterfeiters bought their
own jeans, sewed on counterfeit labels, and undercut the
price of the designer jeans. Typically, counterfeit prod-
ucts are distributed through street peddlers and flea
markets. Street peddlers in New York City in the 1980s
could make $120 on a good day from selling counterfeit
watches.

Digital technology created a serious counterfeiting
problem at the turn of the twenty-first century by allow-
ing the reproduction of sound and image without loss of
quality: “pirated” CDs are as good as the originals. File-
sharing programs on the internet, notably Napster, fos-
tered widespread copying of music, plunging the record-
ing industry into financial crisis. U.S. accusations of ram-
pant product counterfeiting erupted into a major trade
dispute with the People’s Republic of China in 1996.

The human costs of counterfeiting have sometimes
been dire. Counterfeit airplane parts and pharmaceuti-
cals have killed people. The use of a counterfeit anti-
meningitis vaccine in Niger in 1995 caused 3,000 deaths.
But not all counterfeit products have bad consequences
despite the intentions of those that produced them. For
example, films and recordings have preserved valuable
artworks that the film and recording industries had dis-
carded.

ART FORGERY

Art forgery is the copying of an artifact meant not to de-
ceive the original consumer, but to deceive a collector.
An eighteenth-century counterfeit halfpenny was de-
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signed to deceive whoever received it in change; in con-
trast, a $3 gold piece, struck in gold in Lebanon in the
1960s, was designed to be sold to unsuspecting coin col-
lectors. The former example is a contemporary (or circu-
lating) counterfeit; the latter, a modern fake. Art forgery
concerns modern fakes.

Some artists’ works have been so widely forged that
the forgeries outnumber the genuine pieces: 60 percent
of the works attributed to Alberto Giacometti are for-
geries, and there are also many more forgeries of paint-
ings by Jean-Baptiste Camille Corot than genuine ones.

SEE ALSO Gold and Silver; Money and
Monetary Policy; Smuggling; Wine.
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COWRIES
Cowrie shells, shipped originally from the Maldive Is-
lands of the Indian Ocean and later in the form of a
slightly different species from the East African coast near
Zanzibar, played an unusual role in international trade.
Cowries were historically an important part of the money
supplies of two distant areas, West Africa and Bengal.
They also found more limited use in China and parts of
Southeast Asia. In the best-known case, cowries were the
shell money of the slave trade, the major circulating me-
dium in much of the West African region from which
slaves were shipped to the New World. The shells were
traded over vast distances for several hundred years until
they largely disappeared from monetary use, for the most
part early in the twentieth century.

The first type of cowrie shell to enter extensively into
international trade was the money cowrie, Cypraea mo-
neta. This milky-white shell is about three-quarters of an
inch long. Its small size, physical attractiveness, low unit
value, great durability, and easy identifiability made it
highly suitable for money where prices levels were low.
It can stand considerable wear and tear; examples found
in African markets today are at least a century old and
there is no simple way to determine the age of a given
shell.

Undoubtedly their initial attraction was religious
and magical, as impressionable minds saw in their folded
underside a resemblance to female genitalia. Their transi-
tion to money use in West Africa came very early. Cheap
at their source in the Maldive Islands (even though pro-
duction was a royal monopoly under the control of the
sultan of those isles), they could be employed as ballast
in large sailing vessels, so the opportunity cost of trans-
porting them was also low. The African case, which has
been most closely studied, involved a complicated mech-
anism of international trade; their shipment to Bengal
was much simpler and the carriage was in much smaller
vessels.

The Middle Ages saw the first shipments of money
cowries to West Africa by Arab traders, who moved them
along the North African coast and then south by caravan
across the Sahara Desert. In the sixteenth century the pri-
mary route changed as the Portuguese carried them
around the Cape of Good Hope to Lisbon, where they
were transshipped back to West Africa. In the seven-
teenth century the Portuguese predominance was ended
by the English and Dutch, whose East India Companies
continued as the major players until the Dutch participa-
tion was halted following the French conquest of the
Netherlands in 1795. The French also carried the shells
to West Africa.

The usual journey for the money cowrie involved
collection in a Maldive lagoon where the mollusk clings
to flotsam and jetsam, movement to burial pits where
they were interred for several weeks or months to rot
away the soft parts of the little creatures, collection by
middlemen working with the sultan’s permission, and
shipment on boats to Bengal, often to the port of Bala-
sore. The cowries that did not immediately enter the
money supply of Bengal were acquired by the European
trading companies. They were shipped, often as ballast
in large Indiamen, to Europe, with London and Amster-
dam the major destinations and sites of the most impor-
tant auctions. Traders of all nationalities bound for West
Africa typically found it advantageous to include cowries
in the assortment of goods that they carried. The shells
were used to bargain for slaves and (after the end of the
slave trade) the tropical products such as palm oil that
the traders carried away with them.

In an innovative development during the 1840s,
German merchants sent trial shipments to West Africa
of a somewhat similar shell from Tanzanian coastal is-
lands near Zanzibar. This was the ring cowrie, Cypraea
annulus, distinguishable by the reddish-orange ring atop
the crown of every example. The experiment was a great
success, as Africans proved willing to accept annulus in
large quantities. The episode was less a reflection of
Gresham’s Law (because annulus supplemented rather
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Cowrie shells. Once used as the money of the West African slave trade, cowries largely disappeared from monetary use in the early
twentieth century. © CHRIS HELLIER/CORBIS. REPRODUCED BY PERMISSION.

than supplanted moneta, with the two forms treated as
one) and more a verification of the quantity theory of
money. So much supplementation took place as mer-
chants flooded the market with the East African variant
of the cowrie that major cowrie inflation ensued, affect-
ing both varieties equally. (Annulus already had had some
circulation in parts of Central Africa.)

The use of cowries in West Africa expanded well into
the nineteenth century. At its greatest extent its zone of
circulation included (from west to east) some parts or all
of modern Mali, Burkina Faso, the Ivory Coast, Togo,
Bénin, Niger, Nigeria, Cameroon, and Chad. For the
most part, the shells entered Africa along the coast from
Ardra and Ouidah to Lagos. They were purchased like
any other import with payment in export items, mostly
slaves until the nineteenth century. At the start of the
twentieth century the cumulative total of cowries import-
ed to West Africa must have been at least a hundred bil-
lion. For numbers so vast, innovative counting systems
were developed to facilitate their handling.

In several ways the imported cowrie currency had
unusual properties. First, the currency was inconvertible
in that the Europeans who brought the shells to Africa

would rarely accept them back for other goods. Once im-
ported, they remained. Second, the cowrie was an infor-
mal rather than formal money in the sense that there was
little or no government involvement with it except in the
Maldives, with its sultanic monopoly over production.
Local merchants and traders, often organized by lineage
and as commercial diaspora, bought the shells from the
Europeans and transported them inland. The payment
for cowries represented the real resources that went into
its production plus rents. Of course, private enterprise
moneys are risky in that they can be oversupplied, lead-
ing to inflation. For hundreds of years this was prevented
by the controls on production maintained at the source
by the sultan of the Maldives. At the end of the cowrie’s
circulation, however, colonial governments did indeed
intervene, usually by banning importation and prohibit-
ing its use for tax payments. Sometimes the colonial gov-
ernments employed schemes to retire the shell money al-
together; French colonial authorities actually destroyed
large quantities. During this period of colonial interven-
tion prices expressed in cowries fell; that is, the value of
cowries rose, with the appreciated value lasting until
eventually the demand for cowries was eroded by the
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convenience and appeal of colonial monies, their easier
acceptance in payment for imported goods, and laws re-
quiring them to be used for tax payments. Third, in pro-
portion to its low unit value, the cowrie was expensive
to transport. There was thus a value gradient, with a
given quantity of cowrie commanding more goods at lo-
cations farther away from these monies’ point of impor-
tation. Fourth, the substantial investment made by Afri-
cans to acquire the shells was lost in 1900 to 1920 when
the colonial authorities demonetized cowries and substi-
tuted colonial currencies. Unlike many commodity
monies such as gold and silver, cloth, salt, and so forth,
cowries had very little alternative market value as decora-
tion, magical or religious significance, or when crushed
for their lime content. The investment in them was al-
most totally lost, except in scattered locations near bor-
ders where some cowries still find local use as a means
to avoid foreign-exchange transactions. In the Maldives,
some cowries continue to be fished. They are exported
to India not as money but for decoration and, after
crushing, as a medicine.

SEE ALSO Balance of Payments; Bullion (Specie);
Caravan Trade; Commodity Money; Dahomey;
East India Company, British; East India
Company, Dutch; East India Company, Other;
Ghana; Gold and Silver; India; Indian Ocean;
Indonesia; Kenya; Rates of Exchange;
Senegambia; Spices and the Spice Trade.
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CUBA
Following its discovery by Christopher Columbus in
1492, Cuba remained under Spanish rule until 1898.
Subsistence agriculture and ranching characterized its
early economic history. Havana grew in importance to
service the fleets of Seville and Cádiz that monopolized
Spain’s trade with America. Spain prohibited trade with
foreigners or even other Spanish colonies, but smuggling
thrived as Cubans exchanged hides and tobacco for man-
ufactured goods. After 1700 Spain’s Bourbon monarchs
began to liberalize the trading monopoly and particularly
sought to promote Castilian industry by promoting trade
of its manufactures for Cuban tropical commodities. Es-
tablishment of a Havana Company in 1740 moved in that
direction, but was less important than reforms launched

following the British occupation of Havana in 1762, dur-
ing which there was a dramatic surge in Cuba’s trade, in-
cluding importation of African slaves. Exports of sugar
cane, coffee, tobacco, and hides grew rapidly after the
Spanish Free Trade Act of 1765 and other reforms
opened Cuban trade to most Spanish ports. Both legal
and illegal trade with the United States grew, especially
after 1776, and it soared in the 1790s, aided by the U.S.
Tariff of 1789, which favored goods carried in U.S. ships,
and by the neutral status of the United States during the
European wars of that decade.

In 1818 Spain opened Cuba to international trade,
and U.S. imports of Cuban sugar rose steadily in ex-
change for U.S. flour. Spanish wheat farmers pressured
their government to raise tariffs against U.S. flour, and
the United States responded with higher rates against
Cuban coffee and other Cuban exports except sugar. This
led Cuba to a dramatic shift toward slave-produced
sugar. By 1850 sugar accounted for 80 percent of Cuban
exports, and Cuba was the world’s leading sugar produc-
er. Despite British pressure, Cuba continued to trade in
African slaves at least until 1865.

The repressiveness of Spanish governors who con-
fronted calls for independence from Creole planters, op-
position to slavery, and the discontent of workers dis-
placed by African slaves led to the Ten Years’ War (1868–
1878), which devastated Cuba’s sugar industry. Spain
granted limited autonomy, but not independence, to
Cuba, and began the gradual emancipation of the slaves,
completed in 1886. The substantial modernization of
cane sugar production and refining methods necessary to
make Cuba again the leading sugar producer required
heavy foreign investment. A commercial treaty between
the United States and Spain in 1883 favored Cuba and
Puerto Rico. The McKinley Tariff of 1890 provided tax-
free sugar imports to the United States in exchange for
a reciprocal trade agreement in 1891. The Wilson-
Gorman Tariff of 1894, however, abrogated this agree-
ment, and caused a serious economic crisis in Cuba that
led to a new war for independence in 1895. Cuban trade
with the United States had reached about U.S.$100 mil-
lion annually, but it plummeted once the rebels began to
damage sugar mills and plantations. U.S. intervention in
this conflict in 1898 assured Cuban independence, but
imposed a U.S. military occupation until 1902, followed
by a protectorate until 1934. This period brought heavy
U.S. investment and improvement to Cuba’s infrastruc-
ture, but tied Cuban trade ever closer to the United
States, with low tariffs for U.S. goods and a preferential
position in the U.S. market for Cuban sugar. Several U.S.
military interventions were followed by the establishment
of a dictatorship under General Gerardo Machado
(1871–1939) in 1925.
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The Great Depression hit Cuba hard and resulted in
a labor uprising that ousted Machado in 1933. As the
head of a revolt of noncommissioned army officers in the
same year, Fulgencio Batista (1901–1973) controlled the
island for much of the next twenty-five years, enjoying
substantial U.S. support until his overthrow by Fidel Cas-
tro (b. 1926) in 1959. Sugar continued to dominate
Cuban exports, but after 1919 the tourist trade added no-
tably to Cuban economic growth. A new reciprocal trade
agreement with the U.S. in 1934 reduced Cuban tariffs
on U.S. goods and established quotas for Cuban sugar
and tobacco in the U.S. market. Cuban dependency on
U.S. trade intensified in the decades following. Although
it had one of the highest per capita incomes in Latin
America by the 1950s, there was wide disparity between
the wealthy and the poor and between urban and rural
workers, and this contributed to the unrest that accom-
panied Castro’s rise to power. By 1960, the Communist
Party dominated Cuba under Castro’s rule.

With the Cold War dominating U.S. policy consid-
erations, the United States imposed a trade embargo on
Cuba in 1960 in response to Cuban expropriation of
U.S.–owned properties, then broke off diplomatic rela-
tions in January 1961. The ill-fated Bay of Pigs invasion
in April 1961 and the Cuban Missile Crisis in October
1962 obviated any resumption of U.S. trade. The U.S. ef-
fort to isolate Cuba, although not entirely successful,
forced Cuba into alliances with China and the Soviet
Union. Cuban trade with the United States fell from
more than 65 percent of its total trade to virtually noth-
ing after 1961. Efforts to reduce Cuba’s dependence on
sugar exports by crop diversification were not very suc-
cessful, as trade shifted to the communist-bloc countries
led by the USSR and China. Cuba joined the Soviet-
dominated Council for Mutual Economic Cooperation
(Comecon) in 1972. Soviet aid became crucial to Cuba,
with loans, oil, and military and technical assistance. Still
dominated by sugar, by 1989 nearly three-quarters of
Cuba’s trade was with the USSR. Although the Latin
American Integration Association admitted Cuba as an
observer in 1986 and to full membership in 1999, Cuba
was excluded from most inter-American programs, in-
cluding the Free Trade of the Americas plan at the begin-
ning of the twenty-first century. Cuban trade with Russia
dropped off notably following the dissolution of the Sovi-
et Union in 1991, when it withdrew its troops from Cuba.
This forced some liberalization of Cuban economic poli-
cy, including allowing limited foreign investment, espe-
cially in the tourist industry. Some private small business
development also aided the notable growth in tourism.
A petroleum agreement with Venezuela also helped Cuba
after 2000, but the United States remained adamantly op-
posed to normalizing relations. Sugar remains the princi-
pal export, followed by nickel, seafood, tobacco, and cit-

rus fruits. Petroleum products, foods, machinery, and
chemicals are the principal imports, and its main trading
partners are Spain, Russia, Mexico, Holland, France, and
China.

S EE A LS O Boycott; Conquistadors; Empire,
Spanish; Encomienda and Repartimiento; Ethnic
Groups, Africans; Population—Emigration and
Immigration; Import Substitution; Laborers,
Contract; Labor, Types of; Nationalization;
Slavery and the African Slave Trade; Socialism
and Communism; Russia; Spain; Sports; Sugar,
Molasses, and Rum; Tobacco; United States.
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SAMUEL CUNARD
1787–1865

Samuel Cunard, a major Canadian entrepreneur with
large interests in coastal vessels, can be credited with
originating the transatlantic steam shipping route—a pi-
oneering feat that is still commemorated by the shipping
line that bears his name.

Samuel, the son of a German Quaker immigrant,
was born in Halifax, Nova Scotia, in 1787. After limited
schooling and time with a Boston shipbroker, he joined
his father’s firm. Abraham Cunard and Company were
mainly engaged in developing property but also handled
many imported goods. After Samuel joined, it extended
its activities to include the West Indian and timber trades
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and to shipping, and by 1840 the enterprise controlled
forty sailing vessels. By then Samuel was convinced that
steam was essential in shipping—he had invested in the
Royal William, which in 1833 had been the first vessel to
cross the Atlantic to Europe entirely under power—and
this experience encouraged him to tender for an admiral-
ty transatlantic contract. When this was successful he or-
dered three steamships from Robert Napier (1791–1876)
on the River Clyde.

Napier subsequently advised that larger ships would
be vital to maintain all-weather services and when Samu-
el was unable to raise enough capital he introduced him
to George Burns and David MacIver. After making suit-
able financial arrangements these two Scots joined Samu-
el as equal partners in the British and North American
Royal Mail Steam Packet Company.

Its first ship, Britannia, arrived in Halifax in June
1840 and the so-called “Cunard Line” then opened a reg-
ular schedule from Liverpool to Boston and New York.
In spite of much competition, especially from the subsi-

dized United States’ Collins Line, Cunard continued to
dominate the route with Burns and MacIver organizing
the business and Samuel concentrating on his Canadian
interests. These were principally his landholdings in
Prince Edward Island, where he owned over 200,000
acres, and involved much work as the landlords’ spokes-
man in settling disputes under the Land Purchase Act
originally passed in 1853. Samuel died in London in April
1865, leaving at least £350,000 to his two sons and six
daughters.
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DAHOMEY
The kingdom of Dahomey was a small nation-state estab-
lished toward the end of the seventeenth century, follow-
ing a clearly defined economic plan. The emergence of
this political entity, which reached the height of its power
between 1760 and 1840, and its decline in the second half
of the nineteenth century, coincided with the rise and fall
of the Atlantic slave trade, which itself followed the grad-
ual expansion of sugarcane plantations from Brazil to the
Caribbean.

The capital, Abomey, located in the center of the in-
land plateau, was established by the Agassouvi family,
who came from Tado, the cultural home of the Adja and
Ewe peoples. The location of the place was chosen during
the reign of Houegbadja (1650–1679). His successor,
Agadja (beginning of the eighteenth century), established
the ruling dynasty and conquered the port of Whydah on
the coast in 1727. Immediately linking himself with Eu-
ropean (slave) traders, he recognized the three European
forts that had been established during the previous cen-
tury: by the French in 1671, by the Portuguese in 1680,
and later by the British. The three kept each other under
close watch. Thousands of captives from slave wars were
transported to Abomey. The population of the town, esti-
mated at 50,000 in the mid-nineteenth century, was dou-
ble what it had been at the end of the eighteenth century.

During every dry season Dahomey’s army, under the
command of the king, would head out to the Ewe in the
west and especially to the Mahi in the north, or towards
the Yoruba in the east and northeast, to acquire slaves for
supply to the trade. Their victories relied upon the slave-
trade guns that had been given to the king by Europeans

in exchange for slaves. During the rainy season, the sol-
diers would once again become peasants who devoted
themselves to subsistence farming. With every genera-
tion, the slave children born in the land of Dahomey be-
came Dahoman.

From the 1830s the English increased their efforts to
make the king discontinue the slave trade. Ghezo—who
launched a coup in 1818 and ruled until 1858—played
the situation cleverly, retaining this basic economic re-
source of his kingdom while simultaneously encouraging
the production of palm oil for export. Starting from
1841, and especially as a result of an 1851 agreement, he
dealt with two businessmen from Marseilles, the Régis
brothers, who previously had been known for their in-
volvement in the slave trade, giving them near-monopoly
rights for the export of palm oil at the expense of the Brit-
ish traders situated in the port of Lagos at the other end
of the lagoon. Whydah, which was exporting 800 tons of
oil in 1850, exported more than double that amount in
1876. The rural economy was fundamentally altered. The
economic role of women, who bought palm nuts for their
husbands (who gathered the nuts to ship), extracting and
selling the oil, was enhanced. Large palm plantations also
used slave labor.

During the reign of Ghezo the political system took
on its characteristic form—a pyramid structure with the
monarch and court at the top, supported by an elite
body, the famous Amazon “warriors,” who were specially
drawn from the villages to become the king’s wives. The
king, who was the hereditary ruler of an inland kingdom,
was not allowed to see the sea, and visited Whydah, the
country’s slave trading port, only in absentia, in the per-
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Diagram showing slaves packed tightly into a slave ship. The African kingdom of Dahomey, in present-day Benin, owed its
existence in part to the slave trade. A succession of Dahomey armies—equipped with guns from European traders—raided
neighboring kingdoms for people to fill the slave ships heading west. THE LIBRARY OF CONGRESS.

son of his important officials, the head of which was
called Yovogan (chief of the whites). One of these offi-
cials was the half-Portuguese Cha Cha, also an important
slave trader, who died in 1849. He left a large number of
descendants and lived in enormous Western-style luxury,
surrounded by hordes of dependents and slaves. Upon
his death he was replaced by a new favorite, the old slave
Quenum, who gave birth to a line of notables, merchants,
and intellectuals in the following century. The aristocracy
in the kingdom was complex, consisting of both local
dignitaries and Afro-Brazilian merchants, that is, former
African slaves who had returned from Brazil. They were
Christians yet polygamous, businessmen and politicians.

The king ensured the country’s stability, living on
the taxes and tribute collected by important officials, and
presided over the annual “customs” festival held in the
capital. Europeans described the royal power that was
demonstrated at the festival: the military power in assem-
bling up to 10,000 soldiers, the king’s economic power
shown by procession of his wealth, and the religious
power demonstrated by human sacrifices, which includ-

ed several dozen slaves every year, and several hundred
or even more than a thousand for royal funerals.

Ghezo’s son, Glele, who reigned until 1889, sup-
ported the “conservative” faction, which opposed the ab-
olition of the slave trade. The Dahomans were defeated
several times (in 1851 and again in 1864 by the Egba, who
were supported by the British). Inflation was caused by
large-scale cowrie shell imports by German merchants.
The British, who had gained control of Lagos, imposed
a series of trade embargos in 1851, 1865, and 1876. The
sea outlet of Cotonou was handed over to the French by
the governor of Porto-Novo (protectorates from 1863
and 1876, recognized by Glele in 1879). Glele’s successor,
Behanzin, resisted French conquest. National unity ex-
plains why this was the longest and hardest colonial war
in the region (1890–1894).

The colony of Dahomey remained a place where
forceful protest took place: alongside the small-scale
French colonial administration, there existed a merchant
middle class who had links with the old Brazilian or
noble families. Clearly distinguishable by three character-
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istics—education, social status, and lifestyle—this elite
continued to exercise influence over the fate of the soci-
ety as a whole. The group took power upon indepen-
dence, following the Gaullist referendum of September
28, 1958, and a governing body of twelve became a provi-
sional government on December 4, 1958. The Republic
of Dahomey gained full independence under the presi-
dency of Hubert Koutoucou Maga (1916–2000) on Au-
gust 1, 1960. Several coups took place before the three
constituent historical regions (the North, the former
kingdoms of Abomey, and Porto-Novo) shared power in
a short-lived triumvirate. From 1971 Mathieu Kérékou
(1933– ) established a Marxist-Leninist dictatorship in
1975 that called itself the People’s Republic of Benin.
This lasted until 1989. After a short interlude, Kérékou
was reelected, this time on the basis of liberal policies, in
1996.

SEE ALSO Africa, Labor Taxes (Head Taxes);
Agriculture; Arms, Armaments; Cowries;
Empire, British; Empire, Dutch; Empire, French;
Empire, Portuguese; Ethnic Groups, Africans;
Factories; Imperialism; Laborers, Coerced;
Laborers, Contract; Nigeria; Slavery and the
African Slave Trade; Sugar, Molasses, and
Rum; Textiles, Before 1800.
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DEBEERS
DeBeers is a South African and international diamond
mining corporation founded in 1888 by Cecil Rhodes
(1853–1902) and associates from the consolidation of
smaller operators at Kimberley, South Africa. After
Rhodes’s death the company’s primary shareholders were
the Oppenheimer family, notably Sir Ernest Oppenhei-
mer (1880–1957). For many years the company held a
near monopoly on the diamond trade, operating under
the principle that the quantity of diamonds on the mar-
ket had to be restricted according to demand, ensuring
price stability. In the recession of 1981, for example, De-
Beers built up large stocks of rough gems, limiting the
price drop.

Although the United States is DeBeers’s largest mar-
ket, from the 1940s on the company could not operate
directly in the United States. The dispute originated with
DeBeers’s refusal to supply industrial diamonds during
World War II, which might have depressed prices. In ad-
dition, officially, DeBeers was in violation of U.S. anti-
trust law. Sales to the United States were routed through
London-based intermediaries. In the late 1990s the com-
pany rethought its traditional role in the diamond mar-
ket, concentrating on selling diamonds from its own
(mainly African) mines through flagship retailers. De-
Beers’s advertising campaigns since 1939 have expanded
the world market for diamonds, and have influenced the
tradition of giving diamonds for engagements.

S EE A LS O Africa, Labor Taxes (Head Taxes);
Anglo American Corporation; Empire, British;
Gold and Silver; Laborers, Coerced; Laborers,
Contract; Mining; Rhodes, Cecil; South Africa;
Zimbabwe.
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DENG XIAOPING
1904–1997

Born in 1904, Deng Xiaoping spent 1920 to 1925 in
France, studying and doing factory work. The experience
led him to join the Chinese Communist Party, within
which he advanced rapidly, holding top offices during the
1950s. He broke with Mao Zedong (1893–1976) when
the Great Leap Forward (1958–1960) led to massive fam-
ines; his policies for recovery, implemented in the early
1960s, retained collective ownership but gave farmers
more market incentives. Deng was purged during the
Cultural Revolution (1966–1976) and fought his way
back to power gradually, becoming China’s de facto lead-
er by 1978.

As leader, Deng made his first priority economic
growth. His efforts to promote growth included opening
the country to foreign trade, increasing the role of mar-
kets, and gradually eliminating both administratively set
prices and various welfare guarantees, especially for
urban workers, and reaching a compromise that allowed
China to regain control of Hong Kong (1997). These
changes produced a prolonged economic boom, both in
foreign trade and in the domestic economy. The con-
comitant social changes were not universally welcomed,
and Deng intervened on several occasions (most notably
in 1992) to maintain the direction of reform. He general-
ly resisted political liberalization, however, and backed
off from rapid marketization when it appeared to threat-
en social stability. Deng died in 1997.

SEE ALSO China; Guangzhou; Hong Kong;
Industrialization; Japan; Markets, Stock;
Nationalism; Shanghai; Socialism and
Communism; Special Economic Zones (SEZs);
Tung Chee-hwa; United States.
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DENMARK
The composition of Danish exports and imports has,
until the 1950s, been determined by the fact that the
country has neither natural mineral resources nor large
forests. Furthermore, industrialization came late to Den-
mark and, during their early existence, most factories

specialized in producing for the home market. Conse-
quently, between 1450 and the 1950s exports were largely
limited to agricultural products and, until the mid-
sixteenth century, herring from rich catches in the
Sound, whereas imports were made up of essential raw
materials, such as timber, salt, and iron, and of luxury
goods for the upper class, such as wine and colonial
products.

The basic agricultural product exported until late in
the nineteenth century was grain. Around 1450, rye and
barley were exported to northern Germany. In the first
half of the sixteenth century, exports started to southern
Norway of the same cereals, and in the seventeenth cen-
tury the Netherlands became an important market. An-
nually, about 25,000 tons of grain were exported before
1700.

In the sixteenth century, oxen were another impor-
tant agricultural export. The animals were fed in Danish
stables and exported as live animals to towns in northern
Germany and the Netherlands. In the middle of the cen-
tury, about forty thousand oxen were exported every
year, but the many wars in the seventeenth century were
a serious impediment to this trade. Imports during the
Middle Ages came from the northern German Hanseatic
towns, but after 1500, Dutch merchants gradually took
over most of this trade.

THE LONG EIGHTEENTH CENTURY

From the late seventeenth to the early nineteenth centu-
ry, trade with Norway was of paramount importance.
Both countries were united under the same king and
complemented each other in a profitable way. A fleet of
small coastal ships made several thousand journeys a
year, bringing rye, barley, and meat to Norway and re-
turning with timber and iron to Denmark.

These commodity flows were encouraged by privi-
leges given as part of the monarchy’s mercantilist policy.
There was a Danish surplus in the trade paid by the Nor-
wegians from their surplus in the trade with western Eu-
rope. Denmark on the other hand used its surplus and
foreign currency earned from the Sound Toll—paid by
ships going into and out of the Baltic—to finance im-
ports of wine and colonial goods from France and im-
ports of flax, hemp, potash, and oak wood from the Baltic
countries. A special issue in the foreign trade resulted
from acquiring overseas colonies, especially the Virgin Is-
lands in the West Indies, and from the establishment of
a chartered Asiatic Company trading in Canton and
India. Especially in years with Danish neutrality in the
great European wars, this trade reached impressive di-
mensions. The overseas commodities were taken to Den-
mark on board Danish ships and reexported to other Eu-
ropean countries.

Deng Xiaoping
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A worker in Denmark checks a butter centrifuge on a cooperative farm in 1960. During its industrialization growth in the
twentieth century, Denmark became a leader in the food processing industry, with high quality production of bacon, butter, cheeses,
beers, and other items. © PAUL ALMASY/CORBIS. REPRODUCED BY PERMISSION

THE GRAIN SALES PERIOD AND THE
TRANSITION TO DAIRY FARMING

Denmark became involved in the Napoleonic wars from
1807 to 1814. The merchant navy was lost, and Norway
was ceded to Sweden in 1814, resulting in the loss of priv-
ileges on that market. The following period from 1814 to
about 1830 were years of crisis for Danish foreign trade,
which was trying to find a new position in the world
economy.

It was not until access to the British market for grain
exports had become easier, after 1829, that a new outlet
for the Danish grain surplus was created. Barley and
wheat became the most important exported cereals; their
quality had improved since the eighteenth century due
to profound changes in the structure of agriculture,
caused by extensive land reforms. Grain exports contin-
ued to grow until the early 1870s, reaching a peak of
about 300,000 tons yearly. In these years Britain also be-

Denmark
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came a more important supplier of raw materials, fuel,
and manufactured goods to the Danish market.

After 1870, Danish grain exports to Britain faced in-
creasing competition from supplies from Russia and
North America, and as relative prices between vegetable
and animal products developed to the advantage of the
latter, Danish farmers increased their livestock, and the
country became a net importer of grain from the 1880s.
The animal products were processed in cooperative dair-
ies and slaughter-houses owned by the farmers them-
selves, and increasing amounts of butter, bacon, and eggs
were exported, mainly to Britain and to a lesser extent to
Germany.

The dominance of especially butter and bacon in
Danish exports continued until the late 1950s, in spite of
increasing problems on the British market from the
1930s that resulted from protective measures favoring
domestic and Dominion production. Export of manufac-
tured products in large quantities was limited to a few
areas in which a handful of companies had a strong posi-
tion on the world market, among them shipbuilding/
diesel engines (B & W) and machinery for cement pro-
duction (F. L. Smidth & Co.). Among imports, grain and
raw materials were still important, but with a higher stan-
dard of living the share of finished products both for in-
vestment and consumption was increasing. Germany was
the main supplier, except during World War I, during the
1930s when bilateral trade agreements made it necessary
to switch some imports from Germany to Britain, and
during the years of reconstruction after World War II.

JOINING THE EFTA, EEC, AND EU

The gradual liberalization of intra-European trade in the
1950s was problematic for Denmark because agricultural
products were exempt from the abolition of the barriers.
The Danish manufacturing industry consequently had to
face increased competition, whereas agriculture met with
more and more state-subsidized products on export mar-
kets. The aim of the Danish government in this situation
was to become a member of the EEC to benefit from the
Common Agricultural Policy, but only if Britain joined
at the same time so that the British market for agricultur-
al goods could be maintained. As this policy failed, Den-
mark instead became a member of the European Free
Trade Area (EFTA) and obtained some privileges for
bacon on the British market, but these were not sufficient
to secure a future for Danish agriculture as an export
trade. An industrialization process was initiated by the
government and, helped by the rapid economic growth
in the world economy in the 1960s, a profound change
in the export structure took place. In 1958, agriculture
was responsible for 58 percent of total exports; this share
had declined to 27 percent in 1972, when machinery and

finished industrial goods were the main exported items.
During the same period, intra-EFTA trade grew much
more rapidly than trade with the rest of the world, and
especially the trade with Sweden and Norway became
much more important.

Denmark became a member of the European Eco-
nomic Community (EEC) in 1973, at the same time as
Britain. Danish agriculture came under the rules of the
Common Agricultural Policy, but manufacturing contin-
ued to be the most important exporting trade. As a con-
sequence of the removal of trade barriers within the Eu-
ropean Union (EU), the share exported to and imported
from the six original members of the EEC increased. By
the early years of the twenty-first century, about three-
fourths of foreign trade was with Western Europe—
Germany and Sweden being the largest partners—and
agricultural products, half of which was pork, represent-
ed only 11 percent of total exports.

S EE A LS O Agriculture; Balance of Payments;
Cargoes, Freight; Cargoes, Passenger; Common
Market and the European Union; Finland; Free
Trade, Theory and Practice; GATT, WTO;
Great Depression of the 1930s; Hanseatic
League (Hansa or Hanse); Industrialization;
International Trade Agreements; Norway;
Regional Trade Agreements; Sweden.
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DEPRESSIONS AND RECOVERIES
The existence of periodic fluctuations within the econo-
my first became the subject of intense investigation in the
second half of the nineteenth century. Clement Juglar, in
1862, was the first to articulate the idea of a cycle lasting
six to eight years after studying commercial crises
through troughs and peaks which consisted of a period
of recovery that reached a climax, interrupted by crisis

Depressions and Recoveries
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that lasted over a lapse of time to finally settle into a de-
pression. Other scholars confounded the study of crises
and the phenomenon of “business” or “trade” cycles (two
terms commonly used since the end of the nineteenth
century) with the aim of distinguishing them from fluc-
tuations that had a different periodicity. These narratives
are not completely analogous and overlapping. Nonethe-
less, crises and cycles articulate in two ways. Some think
the crises are initiated by exogenous factors, which then
are amplified and translated into cyclical fluctuations.
Others essentially see endogenous elements resulting
from disequilibrium stimulated during the growth peri-
od. Whatever the origin, business cycles are caused, am-
plified, and nourished by differentiated lags in the paces
of economic growth. In other words, they are linked to
the different inertias that exist between the decision pro-
cess and investment results.

A PRECOCIOUS MULTIPLICITY OF APPROACHES

The first studies identified cycles through the statistical
data then available. Juglar, for instance, pointed to the
relative evolution of different elements in the balance
sheet of the central bank. His aim clearly was to predict
oncoming crises. This type of study was continued in the
United States, where the traditions of empirical ap-
proaches through advanced statistical methods were bet-
ter developed than in Europe. Responding to the crisis
of 1920 and following an injunction by the commerce
secretary, Herbert Hoover (1874–1964), the National Bu-
reau of Economic Research commissioned Wesley C.
Mitchell (1874–1948) to conduct a thorough investiga-
tion of the development of cycles in the leading econo-
mies. The results were published in 1927, and opened the
way toward the conception of statistical material con-
cerning business trends—that is, production, prices, em-
ployment, and various financial and monetary variables.
The greater contribution of contemporary studies on
business cycles remains the product of econometric ap-
proaches derived from these empirical findings.

Since the end of the nineteenth century economists
have suggested numerous theoretical analyses on this
subject. The repeated disequilibrium present during the
1920s, followed by the Great Depression, spurred new in-
terest. Gottfried von Haberler provided in 1937 a new ex-
planation when he produced a synthesis on this issue.
The “purely” monetary theorists such as R. G. Hawtrey
proposed a coherent analysis of the overall economic sit-
uation based on the cycle of banking loans, as seen in
Great Britain, driven by the procyclical policy of the Bank
of England. The nonmonetary theories of overcapitaliza-
tion pointed to the primary impulses linked to the varia-
tions in the demand for consumer goods, which translate
with greater intensity to the demand for capital goods as

People wait in a bread line in New York City during the
Great Depression. With very little government support
programs, people relied on over eighty food stations throughout
the city for free meals, where they would often wait for days.
The governor of New York, Franklin Delano Roosevelt, won the
1932 presidential election and enacted the New Deal—
government efforts to promote economic recovery and social
reform. AP/WIDE WORLD PHOTOS. REPRODUCED BY PERMISSION.

evidenced in the accelerator model. The monetary theo-
ries of overcapitalization sought to combine the previous
two approaches. Haberler finally distinguished the theo-
ries of underconsumption and the “psychological” theo-
ries based on the anticipations and their shortcomings,
like those of John M. Keynes and Arthur C. Pigou.

Hence, five leading analytical approaches in the nu-
merous studies on business cycles prevailed from the
1930s: (1) opposition between monetary and real per-
spectives, (2) lags in the duration and in the time lapse
of responses to the different economic processes, (3)
maladjustments of the supply and demand, (4) opposi-
tion in the exogenous approaches of cycles as an ampli-
fied oscillation stemming from a primitive shock, and (5)
endogenous approaches.

Depressions and Recoveries
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A billboard addressing the high unemployment rate during the Great Depression. At the height of the Great Depression (1932–
1933), around 16 million people were without jobs. To understand the causes of depressions and recoveries in the economy, scholars
investigate how monetary, industrial, commercial, and banking factors affect business cycles. FRANKLIN DELANO ROOSEVELT LIBRARY.

Many economists, such as Haberler, thought that
there was no single explanation for the theory of cycles,
but a combination of factors. These narratives gave more
or less weight to the various combinations of factors and
to their hierarchy between impulses and propagation
mechanism. They privileged the shocks on demand side
(demand on inventories, investment, and consumption)
rather than on the supply side as the initial impulse. Nev-
ertheless, Mitchell sought an explanation by analyzing
the supply-side elements, notably the variation of the
costs of production during a cycle. His findings, which
have since been confirmed, underlined that labor costs
by unit of production evolve in a procyclical trend.

In the 1950s and 1960s the study of cycles was of sec-
ondary importance to economists who were preoccupied
with conceptualizing the theory of growth. They sepa-
rately studied and considered growth as dominated by
supply-side elements, mostly technological, and viewed
business cycles as tributary to demand factors. Thereby
the cycle could initially be detected through numerous
statistical indicators that became widespread, but the
strength of the growth rate and anticyclical policies intro-
duced by government measures, aimed at absorbing
shocks spurred by demand, made it difficult to discern

the cycle. The instruments that have established a neo-
classical consensus gave a good explanation of the dy-
namics in the fluctuations of demand. This has been ex-
plained by John R. Hicks in his IS/LM model (1937). In
it, Hicks shows the relation, on the one hand, between
the market of goods and services, which highlights the
different levels of national income and its corresponding
level of interest rate when investment (I) equals savings
(S), and, on the other hand, the market for loanable
funds, which highlights the different levels of national in-
come and its corresponding rate of interest when the li-
quidity preference (L)—the demand for money—equals
the supply of money (M).

THEORIES OF REAL CYCLES

The return of brutal recurrent transitions between reces-
sions and recoveries from the 1970s, together with their
concomitant shocks (oil crisis, troubles on the currency
market, or financial and banking difficulties), stimulated
new research on crisis and business cycles. Robert E.
Lucas criticized the neoclassical synthesis and proposed
a theory founded on the rational anticipations, while
Milton Friedman developed a monetarist approach.

Depressions and Recoveries
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More recent analyses focus on the real cycle theory
initiated by Finn E. Kydland and Edward C. Prescott. Ac-
cording to them, real cycles do not spring from a shock
given through aggregate demand but through aggregate
supply, particularly through technological shocks that in-
duce fluctuations in average productivity of investment
and consumption. These authors take up the idea of the
lag of investment expenditures behind investment deci-
sion, which was first conceived by Mitchell, but they
nonetheless integrate the theory of business cycle into the
neoclassical theory of growth. Ironically, these authors
converge towards the analyses of Karl Marx and his suc-
cessors such as Tougan-Baranowski. For these two earlier
writers the regular destruction of productive capital
through the advent of crisis was necessary to restore the
level of profit, paving the way for a new phase of accumu-
lation.

HISTORICAL RELATIVITY OF THEORIES

From a historical vantage point, it is difficult to identify
the elements of discord within the economy that stimu-
late cyclical fluctuations. One of the strengths of the Kyd-
land and Prescott model was empirically validated for the
U.S. economy between 1950 and 1979. For the preceding
periods the lack of necessary economic data makes the
econometrical models more difficult to validate.

Contrary to economists, historians think that the
processes of initiation, transmission, and amplification of
the fluctuations were modified and relayed over two cen-
turies, and that the theories put forth at different periods
tried to better render the realities of their times. Hawtrey,
for example, insists on the role played by merchants in
the transmission of the credit cycle to the real economy,
because they build inventories when interest rates were
low (though not indefinitely) and reduced their stock
when the rates began to rise.

This analysis sheds light on the manner in which the
economy functioned during the nineteenth century. One
can add to this explanation that the deficiency in the
spread of market knowledge as well the instability of de-
mand for consumer goods occasioned important varia-
tions on the level of inventories. The inability to sell the
goods on the market did not lead to an “economic crisis,”
but was rather to a “commercial crisis.”

However, the acceleration of technical progress ex-
plains why technological shocks, considered by Joseph
Schumpeter or Nicholas Kondratieff to be the stimulant
of the long waves, come to the fore in recent theories of
real cycles. Hence, a number of authors have considered,
for instance, that the U.S. cycle during the 1990s depend-
ed on the net economy.

Historians have focused their research on crises as an
integrated element of the business cycle. Crises appear to

be multiform, though there is not always a consensus as
to their explanations. With the growing importance of
the financial sector from the 1970s, studies have turned
to banking crises, currency crises, and debt crises, with-
out, however, integrating them into the overall analysis
of cycles. These new perspectives have allowed the revisit-
ing and reevaluation of previous turbulences such as the
German cycle during the 1920s. They also allow consid-
ering the 1930s more as a period stifled by a debt crisis.
Likewise, the monetarist interpretation by Milton Fried-
man shed new light on the American crisis of 1929. If
economists seek in most cases a common mechanism
through space and time, historians repudiate any expla-
nations based on a single cause, insisting instead on the
differences and on various combinations between real,
monetary, industrial, commercial, and banking factors.
Major crises such as the one that spread in the 1930s,
which had so many different aspects and spread between
sectors and countries, allowed the identification of buried
crises, such as the banking difficulties of 1931, when pre-
cisely an upswing in the cycle was underway in the Unit-
ed States. Historians believe, like the economist Mitchell,
that the leading question should not be “what causes
business cycles?” but rather, “how do business cycles run
their course?”

MECHANISMS OF TRANSMISSION ON AN
INTERNATIONAL LEVEL

Since the nineteenth century certain crises have had in-
ternational repercussions. The crisis of 1857 affected at
the same time the United States, Great Britain, and
France, then the center of the international economic
system, but scarcely spread to other countries. This coin-
cidence does not mean that the various business cycles
were coordinated. Between 1854 and 1938 their periodic-
ity was on average shorter in the United States than in
Europe, with twenty-one known cases in the United
States and sixteen in Great Britain.

The mechanism of transmission was revealed to be
more efficient during major crisis than during less severe
recessions, or crisis in sectors (for example, the 1904 cri-
sis in the German electrical industry and the 1907 crisis
in the United States).

The mechanisms of relay were less efficient and
slower during the other phases of the cycle, such as dur-
ing the recoveries. This is the reason that the study of cri-
ses reveals a greater integration than does the study of
business cycles. The growing integration of national
economies into the international sphere took place over
a century and a half through two different processes:
First, a geographical extension of countries, and, second,
a better coordination between economies.

Some mechanisms are a result of real flows that link
national economies and their major economic pillars,
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while others pass through anticipation on the economic
trend of dominant countries and are psychologically con-
tagious.

These mechanisms are relevant at different levels of
the balance of payments. The variations in volume and
in prices of imported and exported goods are major fac-
tors of the transmission. Their influence is subject to the
degree of openness of the economy and the importance
of their trade. By the end the nineteenth century the mea-
surable rate to which the world economy was inclined to-
ward international trade was already high (8.7% in 1913).
This level was not surpassed before the 1960s, and
reached 14 percent only in the 1990s. These effects were
already important before 1913, given that the commer-
cial flows were concentrated within the dominant eco-
nomic powers of the time (Great Britain, Germany, the
United States, and France contributed more than half of
world exports). The mechanisms of transmissions
through trade are asymmetrical. First, the economic
trend of the dominant power (Great Britain in the nine-
teenth century, the United States since 1945) influenced
the economic tides of the other countries. Second, big
countries such as the United States, which are less open
and not dependent on foreign trade, were only slightly
influenced by foreign economic fluctuations through the
changes in their exports. But they transmit their com-
mercial convulsions to their furnishers through the ebb-
ing of their imports, which represent an important share
of world trade. Prior to 1914, British merchants who
bought primary products diffused their cycle into the
economies of primary producers. The slowing down of
U.S. imports, accentuated in 1930 by the rise in tariffs,
was a vector in the propagation of the crisis for countries
exporting to the United States. The smaller countries that
had a high level of market openness were, for their part,
influenced by the cycle of large and powerful countries
through the variation of their exports to the same degree
as the primary producers.

Capital flows are also a vector of transmission of cy-
cles. Their effects are more rapid and brutal than that of
merchandises, whose fall is accelerated, at the peak of a
cycle, through the financing of international trade. It is
also emphasized by the sudden change of anticipations.
For example, in the case of the Anglo-Argentinean crisis
of 1890, the difficulties faced by the London capital mar-
ket, which weighed on the currency, incited the Bank of
England to raise its interest rate. Of course, the conse-
quence brought to the English market short-term capital
from abroad, but it also raised the cost of credit for im-
porters of primary products who depended on their in-
ventories, and thereby hindered their purchasing power.
The overall consequence on production was slower, but
cushioned in Great Britain with the rapid revival of in-

dustrial activity. In Argentina the recovery was much
slower. The London market did not undertake the refi-
nancing of public debt; the recovery of railway construc-
tions, which depended on the fresh capital, was slow
coming; and the fall in the price of wheat depressed the
value of exports over several years.

If the volume of long-term capital flows was consid-
erable before 1914, the importance of short-term capital
flows was more limited because the London money mar-
ket could singularly take charge of large orders, and also
because the contemporaries were convinced of the stabil-
ity of the gold standard. However, during the interwar
years, as well as during the last quarter of the twentieth
century, these sudden and destabilizing movements be-
came the vehicles of rapid transmission of the cycle. The
psychological effect was also contagious, like the effects
of regional contagion that assimilated every country of
a given geographical zone (Latin America or Southeast
Asia), even when they had with different economic secu-
lar trends.

The development of merchandise trade and capital
flows tended to homogenize economic fluctuations be-
tween countries from the mid-nineteenth century
through the twentieth century. This homogenization of
economic fluctuations was nevertheless slowed down by
the adoption of floating rates (in the beginning of the
1920s, during the 1930s and 1940s, and since 1971) and
by the application of contracyclical policies tended to iso-
late national cycles. Although the degree of autonomy
and the lags between the cycle set by the dominant power
and the other national cycles, which were reduced little
by little, they still have maintained themselves, allowing
for capital flows to continue. At the end of the nineteenth
century British capital arbitrated between the British and
U.S. markets. Savings were exported when economic ac-
tivity became stagnant in the United Kingdom and vi-
brant on the other side of the Atlantic and vice versa.
Likewise, in the 1970s, the slowdown of growth of West-
ern economies encouraged banks to massively lend to
Latin American countries, boosting growth in some of
them up to the point when disinflation precipitated them
into debt crisis. These countries then went through a de-
cade of stagnation, while in the United States the econo-
my began a new revival.
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Patrick Verley

ALEXANDRE DE RHODES
1591–1660

Born in Avignon, France on March 15, 1591, Alexandre
de Rhodes entered the Jesuit novitiate in 1612 and in
1619 sailed to Asia to join the mission in Macau. In 1624
he embarked for Cochinchina, a realm in modern-day
southern Vietnam, and landed in Hoi An (Faifo), a re-
gional seaport where the missionary Francesco Buzomi
had founded a church in 1615. Soon he moved north, to
the realm of Cochinchina’s Vietnamese rival, Tonkin.
For the next two decades de Rhodes labored in both do-
mains, to proselytize, to create indigenous societies of
catechists, and to develop a strategy of vernacular transla-
tion. In contrast with the repeated failure of other Euro-
pean enterprises in Vietnam, the missionaries succeeded
in laying the foundations for Catholicism, modern Viet-
nam’s second-largest religion, thanks in large part to de
Rhodes’s accomplishments. As his greatest legacy, de
Rhodes perfected a romanized alphabet for Vietnamese
that French colonial rulers adopted as the standard al-
phabet of Vietnamese, and it remains so today. De
Rhodes encountered much suspicion from both Viet-
namese courts and was ultimately banished from both
domains, for the last time from Cochinchina in 1646. He
returned to Europe and there published numerous works
about his efforts in Vietnam. He died while on a mission
to Persia, in Isfahan, on November 5, 1660. During the

nineteenth century French imperialists used de Rhodes’s
writings and legacy among Vietnamese Catholics as part
of a campaign to justify French political ambitions in
Vietnam.
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Charles Wheeler

DEVELOPMENTAL STATE, CONCEPT
OF THE

The idea of a developmental state is normally referred to
as a post–World War II phenomenon, characterizing a
transitional form of political system and type of econom-
ic policy on the path to industrialization. In spite of the
novelty of the term itself—it came into general use in the
1980s—there is a high degree of continuity both in theo-
ry and in the policy tools used by nations during this
transition, starting during the late 1400s lasting until the
post–World War II period.

DEFINITION AND THEORY

The core idea behind the developmental state is that the
productive structure of a nation may be suboptimal at
the time, and may be improved with the help of active
economic policy. Whether explicit or not, the concept is
based on a notion that some economic activities are more
conducive to growth and generalized welfare than others.
In general terms the goal of the developmental state—
from the policies starting in England with Henry VII in
1485 through to the policies of East Asia in the 1980s—
has been to industrialize; to diversify the economy out of
a dependency on agricultural and other raw materials
alone. The developmental states aim at increasing nation-
al wealth by building a diversified industrial structure
where economic activities with large potentials for tech-
nological upgrading, subject to increasing returns (falling
unit costs), play an important role.

The developmental state bases its ideology and legiti-
macy on an ability to promote sustained economic devel-
opment. The ability to improve the economic conditions
of the inhabitants is both the goal of the ruling elite and
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a means to keep power. This applies as much to the so-
called “enlightened despotism” of Europe in the 1700s as
to the East Asian developmental states after World War
II. In order to achieve its goal, the developmental state
needs a strong, but not necessarily big, state and a loyal
and competent bureaucracy that identifies with the na-
tional goals. The bureaucracy under Frederick the Great
(King of Prussia from 1740 to 1786) and in the Japanese
Ministry of Trade and Industry (MITI) in the period after
World War II are suggested as ideal types of developmen-
tal bureaucrats. Elements of nation building and nation-
alism tend to be integral parts of the policies of develop-
mental states.

The developmental state largely depends on private
capital and ownership. Its bureaucracy is capable of sti-
mulating, shaping, and cooperating with the private sec-
tor, identifying industrial projects where the profit-
making interests of the private sector coincide with the
economic goals of the nation. These interests will nor-
mally be common when the private sector invests in proj-
ects that increase the technological competence of the na-
tion, often in industries previously dominated by
companies based in wealthier countries. The prototype
developmental state created by the Tudor kings—ruling
England from 1485 to 1603—was based on an attempt
to imitate the economic structures of the wealthy Italian
city-states Venice and Florence. Under the “Tudor Plan,”
England—then a very poor periphery of Europe—slowly
built up a textile industry, processing at home the wool
which was previously all exported in bulk for manufac-
turing in Italy, particularly Florence, and elsewhere on
the Continent. In this way England first became an in-
dustrialized nation.

POLICY TOOLS OF THE DEVELOPMENTAL STATE

The policy toolbox used by developmental states has
been remarkably stable over time, although increasing in
sophistication. Based on observations of the industrial
structure of wealthier nations, the desired types of activi-
ties are consciously targeted and supported by different
policy measures. The targeted activities are invariably
more technologically advanced than those presently
dominating in the nation to be developed.

Patents and tariff protection as institutions for creat-
ing and spreading new knowledge and new practices were
created in the late 1400s, and used then in order to up-
grade the technological skills of a nation. Entrepreneurs
wishing to set up production in a backward area or coun-
try were given temporary monopolies (patents) in the
area and/or temporary tariff protection. In this way new
industries were forcefully spread to new areas from where
they had first been set up. In Tudor England, in Prussia
under Frederick the Great, and in the industrialization of

Korea, bringing in foreign skills was much more impor-
tant than bringing in foreign capital. Whereas earlier, for-
eign skills were brought in by way of migration of skilled
workers and artisans who were attracted by generous
economic incentives, during Korean industrialization
Japanese engineers moonlighting in Korea on weekends
and on temporary assignments played a similar role.

Traditional policy tools also include tax breaks and
subsidized credits for targeted activities, export bounties,
and emphasis on training and education to match the
needs of the targeted activities. Examples of the latter are
the sophisticated apprentice system put in place in En-
gland under Elizabeth I in the late 1500s, the founding
and sponsoring of scientific academies in continental Eu-
rope in the 1700s, and the emphasis on the education of
a large number of engineers in the industrialization of
Korea.

Praising the protectionist industry-building Naviga-
tion Acts as “the wisest of all the commercial regulations
of England” in his Wealth of Nations (1776), Adam Smith
(1723–1790) is a clear spokesman for a standard policy
of the developmental state. Smith’s only mention in this
book of the concept of the “invisible hand” is when it
works toward the goal of the developmental state, indus-
trialization: “preferring the support of domestic to that
of foreign industry” (Smith 477). Smith, however, was
writing at a time when England had attained world lead-
ership and the developmental state had outplayed its role.
He therefore agrees with England’s past, but not present
and future, prodevelopment interventions.

In his “Report on the Subject of Manufactures”
(1791) Alexander Hamilton (1755–1804)—the first U.S.
secretary of the treasury—outlines a plan to industrialize
the United States that is prototypical of a developmental
state, employing the same theoretical arguments that
were used in continental Europe at the time and that had
been used in England until recently. Hamilton advocated
that bounties and incentives to manufacturers be fi-
nanced from the tariffs imposed on the import of manu-
factured goods. In the nineteenth century German
economist Friedrich List (1789–1846) was the main theo-
retician of the developmental state. Living in the United
States for several years, even becoming a U.S. citizen, List
was inspired by the successful industrialization of the
United States.

THE DEVELOPMENTAL STATE: TIMING,
SUCCESSES, AND FAILURES

The developmental state bridges the transition from pov-
erty to industrialization and national economic strength.
Once the technological state-of-the-art—the frontier of
knowledge—has been reached, the planning-based poli-
cies of the developmental state become increasingly irrel-
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evant and inefficient. Once a nation has achieved techno-
logical leadership, there is no longer any leading nation
or leading technology to aim for and to catch up with,
and other, less bureaucratically oriented policy tools be-
come more appropriate. As the manufacturing sector
grows stronger, this sector also needs larger markets and
will be interested in freer trade with the rest of the world.
So, for more than one reason, a successful developmental
state carries the seeds of its own destruction.

Both Smith and List, in different ways, emphasized
the temporary nature of the policies for a developmental
state. Once the desired economic structure had been
achieved, free trade and openness to the world markets
would be the final goal both for them both.

Whereas the East Asian developmental states have
been resounding successes, similar experiments in other
areas, for example Latin America and India, have been
less successful. This can be accounted for partly by the
different policies pursued in these areas in the post–
World War II era. Whereas East Asian nations temporar-
ily protected and targeted largely indigenously developed
or indigenously improved technologies for the world
markets, Latin American nations permanently protected
technologies that were largely imported, for small local
markets. Latin American industrialization was, conse-
quently, much less advanced and more shallow—based
on the imports of semi-manufactured goods—and much
less able to compete internationally. East Asian bureau-
crats also tended to place rigorous demands for techno-
logical and economic performance on the local compa-
nies they were supporting, an aspect largely absent in
most of Latin America. Brazil and India represent inter-
mediary cases, with characteristics of both these groups
of nations.

In spite of the continuity both of the developmental
state as a passage point to national economic welfare and
of its policy toolbox, the concept itself and the related
policies have been subject to recurrent debates, and there
are periods when the idea has fallen completely out of
favor. Examples of such periods are the 1780s (briefly),
the 1840s, and the 1990s. Economic success during the
early 2000s in China contains all the elements of a suc-
cessful developmental state, including continuous tech-
nological upgrading and the gradual opening-up towards
free trade.

SEE ALSO Banking; Capitalism; Finance, Credit
and Money Lending; Industrialization.
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Erik Reinart

PORFIRIO DÍAZ
1830–1915

Porfirio Díaz was president (most would say dictator) of
Mexico from 1876 to 1880 and 1884 to 1911, an era
known as the Porfiriato because of Díaz’s central influ-
ence. Whether Díaz’s ultimate legacy was modernization
of the country or the bloody Mexican Revolution (1910–
1917) is disputed.

Díaz was a liberal revolutionary whose brutal hand
and skillful negotiating finally led Mexico out of a half-
century of foreign wars, civil wars, and revolts. The spil-
lover effect of the rush of railroads into the U.S. West and
Southwest benefited Mexico in the 1880s, expanding
Mexico’s rail network eighteenfold. This helped increase
Mexico’s exports ninefold and imports fourfold between
1880 and 1910, creating trade surpluses and securing the
value of the faltering peso. The railroads carried the bulk
of international trade, made possible the export of indus-
trial metals in place of devaluing silver, Mexico’s tradi-
tional export, and led Mexico to turn the bulk of its trade
from Europe to the United States. Mexico was able to ser-
vice its foreign debt, pay its soldiers and officials, and buy
off regional warlords. By 1910 U.S., British, and French
capital made Mexico one of the world’s largest recipients
of foreign investment.

But this export-led growth was explosive, as many
indigenous villages had their lands expropriated and debt
peonage was expanded. Díaz’s desperation to restore
Mexico’s foreign credit and placate the domestic elites as
well as befriend foreign investors did not prevent him
from undertaking measures such as the nationalization
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of the country’s railroads. Export-led growth led to revo-
lution in good part because of Díaz’s inability to institu-
tionalize his charisma, creating a crisis of succession, per-
haps a million casualties, and more than a decade of
struggle.

SEE ALSO Copper; Cotton; Developmental State,
Concept of the; Germany; Mexico; Petroleum;
Sugar, Rum, and Molasses; United Kingdom;
United States.
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DISEASE AND PESTILENCE
Trading partners try to avoid disruptions that would
threaten the profitability of their business. Diseases dis-
turb trade only when a strong partner calculates that the
loss incurred by disruption would be greater than the
profits to be made on the transaction. Weak participants
are often powerless to refuse exchanges, even when they
bring sickness and death.

Four organic conditions curtail commerce: pandem-
ics, which threaten whole populations; epidemics, which
can kill or disable substantial numbers of people; epizo-
otics, which threaten domestic animals; and plant diseas-
es, which curtail agricultural output.

Generally signaled by the appearance of a previously
unknown illness, pandemics, a rare phenomenon, have
elicited the strongest reactions. The bubonic plague,
which killed roughly one-third of the population of Eu-
rope between 1347 and 1351, immediately disrupted ev-
eryday life, trade included. Historians report the disrup-
tion of urban food supplies from the surrounding
countryside, refusal to pay civil and ecclesiastical taxes,
and the establishment of surveillance and management
systems, which collected information about the plague
and designated locations to which people thought to have
the disease could be taken. Subsequently, outbreaks led
to measures such as the imposition of quarantines and
cordons sanitaires, which delayed trade by forcing mer-
chants and their cargoes to wait outside city walls or be-
yond national borders for periods of up to forty days,
until the danger of infection passed.

Outbreaks of diseases from which some part of the
population enjoyed immunity occasioned less extreme
measures. In the uncertainty of what actually caused
deadly diseases, cargoes were fumigated and crews and
merchants isolated. Beginning in the eighteenth century

consulates inspected ships even before they left their
home ports, attesting to their safety with “clean bills of
health” that certified the absence of detectable disease.
These restrictions applied to reportable diseases such as
smallpox, measles, cholera, and tropical diseases such as
yellow fever and malaria.

Animal and plant diseases that threatened livestock
or starchy staples were generally controlled by inspection.
When diseased animals or plants were discovered, whole
herds or food shipments were destroyed to protect do-
mestic supplies. These restrictions applied to cattle in-
fected with rinderpest and rye tainted with ergot, whose
consumption could produce symptoms of madness.

Nineteenth-century innovations that speeded trans-
portation and increased the size of cargoes, such as
steamships and railroads, required faster response times
to control disease. Sometimes news of infections arrived
as quickly as the diseases themselves. One favored tactic
was for national governments to pass legislation affecting
vessels containing cargoes or passengers with specific re-
portable diseases. In the 1830s, for example, the govern-
ment of the Cape Colony forbade ships known to carry
measles and smallpox from landing at Cape Town. Brit-
ish legislation passed in 1848 barred the importation of
animals with sheep pox, a prohibition extended in 1866
to animals infected with hoof-and-mouth disease.

Laissez-faire attitudes led to objections against any
delay of trade at all. Opponents pointed in particular to
the impotence of trade restrictions during the outbreak
of cholera that devastated Western Europe and North
America in the 1830s. In 1851, when the powers of indi-
vidual states seemed insufficient to curb the spread of ep-
idemics, diplomats organized the first of a series of Sani-
tary Conferences to discuss, among other things, how
trade might be facilitated despite disease outbreaks. Once
international agreements came to regulate international
commerce, the list was restricted to cholera, yellow fever,
and bubonic plague.

These international efforts were facilitated by
changes in biomedicine. The identification in the 1870s
and 1880s of the bacteria that caused rabies, tuberculosis,
and the plague enabled authorities to establish more pre-
cise controls over imports. The invention of the x-ray in
1895, moreover, made it yet easier to screen passengers
and crews for tuberculosis. Other microbiological tests
were developed for typhoid, syphilis, and gonorrhea.

The laws protecting European and U.S. citizens from
the diseases of humans and animals often did not apply
to the inhabitants of tropical colonies. In 1868 the gov-
ernment of British India reversed a previous policy allow-
ing colonial officials to apply cordons sanitaires and quar-
antines to prevent the spread of cholera to the Raj.
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A print from the Toggenberg Bible depicts the suffering of those affected by the bubonic plague in the 15th century.  The
plague, otherwise referred to as “The Black Death,” had substantial economic effects, with its enormous death toll across Europe and
fears that caused workers to flee affected areas. © BETTMANN/CORBIS. REPRODUCED BY PERMISSION.

Similar policies were applied to Egypt after the invasion
of 1882. In all, millions of colonial subjects unnecessarily
lost their lives to diseases whose spread was successfully
controlled in Europe. During this same period, previous-
ly isolated populations of the Pacific Basin suffered a dev-
astating loss of life from diseases from which they had no
immunity. In the early twentieth century many tropical
environments were devastated by plant diseases associat-
ed with the monoculture of commodities such as rubber
and bananas.

For most of the century, however, crops and animals
were traded freely. War inhibited far more traffic than
did restrictions designed to control rabies or hoof-and-
mouth disease. The quantity and speed of commerce
grew with the development of containerized ships and air
freight. The terrorist attacks on New York City and
Washington, D.C., in 2001 stimulated calls for freight in-
spections to prevent bioterrorism through smuggled
pathogens such as Newcastle’s Disease, which kills chick-
ens, and the virulent fungus wheat rust. Nonetheless, any

curtailment of trade to prevent the introduction of
pathogens has been largely internal rather than interna-
tional. Despite the fearful consequences of emerging dis-
eases such as AIDS in the 1980s and SARS in 2003—the
first epidemic to occasion a travel advisory by the World
Health Association—few restrictions were imposed even
on travelers. Health Canada reported that the main eco-
nomic consequences of the SARS outbreak in Toronto
were reduced tourist and business travel which, in turn,
adversely affected the Canadian airline industry.
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DOLE FAMILY
James Drummond Dole was born in Jamaica Plain, Mas-
sachusetts, in 1877, married Belle Dickey in 1908, and
died in Hawaii in 1958. Dole was instrumental in the de-
velopment of Hawaii’s pineapple industry and the global
trade in canned and fresh pineapple. After Dole received
an undergraduate degree from Harvard University in
1899, he moved to Hawaii, where his father’s cousin,
Sanford Dole (1844–1926), was governor of the newly
annexed U.S. territory. Dole purchased 61 acres of land
in central Oahu in July 1900, planted his first pineapple
crop and founded the Hawaiian Pineapple Company
(HAPCO) in 1901, and built a pineapple cannery near
Honolulu’s port in 1906. HAPCO’s pineapple produc-
tion expanded to 4.5 million cases in 1931, an expansion
facilitated by HAPCO’s development in 1913 of a ma-
chine (the Ginaca Machine) to peel, core, and slice pine-
apple; duty-free access to the U.S. pineapple market; and
Dole’s purchase of the island of Lanai in 1922. After
HAPCO experienced financial problems in 1932, Castle
and Cooke—one of Hawaii’s “Big Five” companies—
took control. It assigned Dole to the honorary position
of board chairman, from which he retired in 1948.

SEE ALSO Agriculture; Cargoes, Freight;
Corporation, or Limited Liability Company;
Tobacco; United States.
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DRUGS, ILLICIT
The trade in drugs and drug foods was crucial to the ex-
pansion of global trade. Coffee, tea, sugar, and drugs such

as tobacco, rum, and opium all were high-value consum-
er goods that were profitable enough to attract private
merchants and state interest, and most of them were at
least initially regarded as morally suspect. In the cases of
coffee and tobacco, this suspicion eventually died out.
Other drugs such as khat and betel nut never found glob-
al markets. The opiates marijuana and cocaine, however,
became as economically and politically important as cof-
fee and sugar while gradually becoming illegal. In 1997
the illicit drug trade was estimated at U.S.$400 billion, or
8 percent of the total value of world trade. In some re-
spects it is a fairly ordinary luxury trade: goods are pro-
duced, shipped, sold, and consumed. The trade in illicit
drugs has unique economic, social, and political aspects,
however. By definition, illicit drugs are substances that
states want to restrict. Like drug foods, illicit drugs can
be profitable and comparatively easy for states to domi-
nate because they can be produced in limited and easily
controlled areas, and their high cost-to-price ratio can fi-
nance rigorous antismuggling efforts. Sugar, opium, to-
bacco, and coffee have all been important to the creation
of early-modern commercial empires. Low production
costs, high potential prices, and high demand also make
it very difficult for states to suppress the trade in these
goods, as demonstrated by failures including Prohibition
in the United States in the 1920s and contemporary anti-
drug efforts.

The modern illicit drug trade began in 1729 when
the Qing dynasty outlawed sales of smoking opium in
China. Despite this ban, imports of Indian opium contin-
ued to grow, as did domestic production. Some estimate
that by the late nineteenth century up to 60 percent of
Chinese men smoked opium at least occasionally. Indian
exports of opium grew to 40,000 chests by 1854, and
opium revenue was the second-largest item in the budget
of British India. The Chinese government’s inability to
eliminate this trade sprang from the same causes that
troubled later governments. Opium had legal medicinal
uses, and it was difficult to distinguish illicit drugs from
legal ones. Like the other illicit drugs, opium was pro-
duced in remote rural districts and uncontrollable for-
eign states, consumed all over, and easy to smuggle. The
Chinese government also found it difficult to convince
its subjects to quit smoking, growing, and selling opium.
Use of the drug was popular, and its production and sale
were profitable enough to attract not only common
criminals but also syndicates such as the Gowned Broth-
ers and the Green Gang. Chinese officials who had either
been bribed or who saw opium taxes as a valuable source
of revenue often aided the criminal drug trade. The Brit-
ish East India Company and the British Empire were di-
rectly involved in the trade.

In the late nineteenth century Europeans became in-
creasingly concerned with the medical and social dangers
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of drugs. It was during this time that the modern concept
of addiction was developed, and many formerly legal
drugs began to be regulated. The model for later attempts
to regulate the trade in drugs was the British Pharmacy
Act of 1868, which established categories of medical and
“luxurious” use of opiates, banning the latter and creat-
ing a licensed distribution system to supply the former.
Beginning with the Hague agreements of 1912 to 1914,
governments also set up a system of international treaties
to govern the shipping and eventually the production of
these drugs. At first this was an explicitly Eurocentric sys-
tem, intended to protect only members of races assumed
to be civilized. Opium continued to be sold to the subject
races in colonial Asia, and the use of coca leaves by Ande-
an laborers was encouraged as a part of the exploitation
of native labor. The international treaty system initiated
at The Hague was refined by later agreements, but all of
the agreements focused on international cooperation to
limit the production of dangerous drugs and limit their

distribution to medical and scientific channels. This has
always been a very complex problem, and the history of
the illicit drug trade has been one of constant change: as
powerful states eliminate production and distribution
channels, new ones inevitably take their place.

The illicit drug trade was made more complex by the
introduction of new drugs such as morphine, heroin, and
later, LSD, which began as medical drugs but could also
become drugs of abuse when used outside of the medical
system. Morphine and heroin were both used medically
and abused from the early twentieth century. Major
pharmaceutical companies produced both, and their
governments (most notably Germany) fought to limit re-
strictions on these drugs. They also blurred the newly es-
tablished distinction between medical and recreational
drugs. Some doctors claimed that the best treatment for
morphine addicts was a maintenance dose of morphine,
a position that was opposed by the United States govern-
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ment not on medical grounds but because it would blur
the distinction between “good” and “bad” drug use. This
conflict continues today with debates about “medical
marijuana.”

Control of the drug trade was also made more diffi-
cult by changing patterns of consumption. In China
opium was first an imported luxury used mainly by the
elite, then a “backwards” habit, and finally a counterrev-
olutionary one. Tobacco seems to be following a related
pattern today. In all cases, use of a drug is popular or un-
popular as much for its social associations as for the
chemical attributes of the drug. In the West use of opiates
and later marijuana was first associated with outsider
groups such as Chinese and Mexican laborers. Drug use
was partially domesticated by its association with artistic
creativity through figures ranging from the English poet
Samuel Taylor Coleridge (1772–1835) to the American
musician Charlie Parker (1920–1955). Marijuana use in
particular became acceptable in connection with the
counterculture movement in the 1960s, and it remains
the most common of these illicit drugs in the developed
world. Growing consumption of these drugs in some
cases led to de facto or de jure relaxation of controls. Gov-
ernment attempts to limit demand by convincing their
subjects that drugs are bad have had only limited success.

States have also had only limited success in interdict-
ing the flow of drugs. After 1945 the colonial opium mo-
nopolies in Asia were disbanded, and officially, major
states were no longer involved in the drug trade and they
all cooperated in maintaining an international system of
drug controls. There were many exceptions to this princi-
ple, however. Some states were openly tolerant of the
drug trade. Even a handful of states remaining outside
the system of international controls can have an enor-
mous impact on the world drug trade. The United Na-
tions estimated that between 1990 and 2002 almost all of
the world’s illicit opium was produced in only two coun-
tries, Afghanistan and Myanmar, with five Afghan prov-
inces accounting for the majority. In other cases, as with
the U.S. Mafia’s involvement in the heroin trade or the
Medellín cartel in Colombia, drug profits made it possi-
ble for nonstate groups to defy state power. In the case
of the U.S. Central Intelligence Agency’s complicity in
the drug trade in Southeast Asia in the 1960s and 1970s,
organs of the state acted in defiance of overall state poli-
cy. The official rhetoric of drug suppression is that drugs
are something sold and consumed by criminals and op-
posed by governments and citizens. In practice, the di-
viding line between these categories is much less clear.

Since 1945 the illicit drug trade has been conducted
in conflict with a series of national and international wars
on drugs. In all cases these wars are attempts to use state
power to change a whole array of political, economic,

and social relations. The only one of these wars that can
be said to have ended in victory for the state was the Chi-
nese Communists’ campaign against opium after 1949.
At that time almost all of China’s drugs were domestically
produced, so the international issues that plagued other
drug efforts were not relevant. The Communists were in
the process of sweeping away the old political and eco-
nomic order, which had supported or tolerated the drug
trade. Ultimately they were completely changing the defi-
nition of proper behavior for a citizen of China. The drug
trade probably cannot be eliminated except through such
a revolution, given the economic and political interests
that its profits create and the popular demand for drugs
that their social uses create.

S EE A LS O Agriculture; Banking; Bengal; Burma;
Calcutta; Canton System; China; Colombia;
East India Company, British; East India
Company, Dutch; East India Company, Other;
Empire, British; Empire, Dutch; Empire, French;
Empire, Japanese; Empire, Mughal; Empire,
Ottoman; Empire, Portuguese; Empire, Qing;
Gold and Silver; Guangzhou; Haiti; Hong
Kong; Imperialism; Import Substitution; India;
Indonesia; Jamaica; Jardine Matheson;
Laborers, Coerced; Laborers, Contract; Levant
Company; Los Angeles–Long Beach; Manchuria;
Marseilles; Mercantilism; Mitsui; New York;
Pakistan; Pharmaceuticals; Protection Costs;
Raffles, Sir Thomas Stamford; Thailand;
Singapore; Smuggling; Tea; Tobacco; United
States; Vietnam.
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DRY GOODS
S E E  Cotton; Industrialization; Silk;
Textiles; Wool.

DUKE FAMILY
Soon after Washington Duke (1820–1905) returned as a
penniless Confederate veteran in 1865 to his small farm
near Durham, North Carolina, he launched his family
into the home manufacture of smoking tobacco.

It was his youngest child, James Buchanan Duke
(1856–1925), however, who quickly proved to be the
business genius of the family. After moving into Durham
and establishing W. Duke, Sons and Company in the late
1870s, the Dukes followed young “Buck” Duke’s lead and
gambled on the new Bonsack cigarette machine. The
gamble paid off in a large way, for by the late 1880s, W.
Duke, Sons and Company was the largest cigarette pro-
ducer in the nation.

Realizing the immense productivity of the Bonsack
machine, J. B. Duke declared in 1889, “The world is now
our market.” Not only did Duke play a leading role in the
creation of the American Tobacco Company in 1890, he
also became its first president and led the company in an
aggressive program of expansion both in the United
States and abroad.

Building tobacco factories in Japan, China, Germa-
ny, Australia, and other countries, J. B. Duke “invaded”
Britain in 1901, bought a major tobacco firm, and en-
gaged in a fierce competition with the Imperial Tobacco
Company, a new combination of British companies. That
struggle ended in 1902, when J. B. Duke and his British
rivals made a deal: The American Tobacco Company
would stay out of Britain, and the Imperial Tobacco
Company would stay out of the United States. A new
company, the British-American Tobacco Company,
would engage in the tobacco trade with the rest of the
world. Two-thirds of the new company was owned by the
American Tobacco Company, and James B. Duke was its
president, but its headquarters were in London. Tobacco
globalized early.

SEE ALSO Agriculture; British-American
Tobacco; Cargoes, Freight; Corporation, or
Limited Liability Company; Education,
Overview; Tobacco.
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DU PONT DE NEMOURS FAMILY
Members of the du Pont family played a major role in
the evolution of E. I. du Pont de Nemours Company. Es-
tablished in 1802, it did not become involved in world
trade in a major way until World War I, when it was the
major provider of munitions to the Allied nations. In
1917 its senior managers, headed by Pierre S. du Pont,
began to use nitrocellulose technology to produce chemi-
cals. During the 1920s the company became and has re-
mained the world’s largest chemical enterprise.

The company’s founder, Éleuthère Irénée du Pont
(1771–1834), son of an eminent French physiocrat and
student of Europe’s leading chemist, Antoine-Laurent
Lavoisier (1743–1794), was asked by U.S. president
Thomas Jefferson to establish a munitions enterprise in
Delaware. He and his son Henry du Pont (1812–1889)
provided the gunpowder used in the nation’s expansion
west. During the Civil War the company became the pri-
mary supplier of the Union armies. During the nine-
teenth century the company’s impact on world trade was
only the procurement of basic raw materials—nitrates
from India and Chile.

In 1902, during the era of corporate consolidation,
Pierre S. du Pont (1880–1954) created the modern E. I.
du Pont de Nemours Company. After meeting the de-
mands of World War I, Pierre turned the enterprise to
commercializing a broad range of chemicals, initially
those based on nitroglycerin technology. After retiring as
president of the family company in 1919, he became
president of General Motors. There, working with Alfred
P. Sloan Jr. (1875–1966), he helped to create the modern
automobile industry.

At the du Pont company, Pierre’s younger brothers
succeeded him as president, first Irénée (1876–1963),
then Lammont (1880–1954). During the 1920s E. I. du
Pont de Nemours diversified broadly into chemicals
based largely on German technologies commercialized
before World War I. In the 1930s the company pioneered
the bringing to market new products based on a new dis-
cipline, polymer chemicals. After Lammont’s retirement,
two of his sons-in-law became company president in suc-
cession. Since the 1960s the du Pont family’s connection
with the company management has decreased steadily.

S EE A LS O Cargoes, Freight; Corporation, or
Limited Liability Company; Petroleum; Rubber.
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EAST INDIA COMPANY, BRITISH

On the last day of the year 1600 Queen Elizabeth I (1533–
1603) granted a charter incorporating some 219 mem-
bers under the title of “The Governor and Company of
Merchants of London Trading into the East Indies”: this
was the body that came to be known as the British or the
English East India Company. Along with its rival organi-
zation in the Netherlands, the Dutch East India Compa-
ny, which was chartered just over a year later, the British
East India Company stood out as the most remarkable
contemporary edifice of commercial capitalism. A pro-
cess that we now recognize as globalization was under-
way, and the British East India Company played an im-
portant role in this.

As with other Europeans, the principal interest of the
English in the East, initially at least, was procuring pepper
and other spices for the European market. The first two
voyages, of the total of twelve between 1601 and 1612 on
separate and terminable account, were to Bantam in Java,
where a factory was established in 1602. From 1613, Su-
matra became the chief supplier of pepper to the British
East India Company. The period between 1613 and 1642
witnessed the operation of three successive joint stocks.
The outbreak of the English Civil War in the 1640s
caused some dislocation for the company’s trade, but
matters improved considerably after the grant of the
charter of 1657 which provided for a permanent joint
stock. The company’s monopoly of trade with Asia was
compromised in 1813, when the new charter legalized the
entry of private traders into the East Indian trade. Twenty
years later, the company ceased to be a trading body and
was entrusted solely with the running of the colonial ad-

ministration of India, a process that had started in 1765
with the company wresting from the Mughal Emperor
Shah Alam the revenue collection rights in the province
of Bengal. The company was liquidated in 1858 following
the assumption by the British Crown of direct responsi-
bility for Indian affairs.

ESTABLISHMENT OF FACTORIES (TRADING
STATIONS)

The crucial importance of Indian (particularly Coroman-
del) textiles in facilitating the spice trade had been
brought home to the company quite early. A factory was
established in Masulipatnam in 1611, though the first
company voyage to the Coromandel coast was not orga-
nized until 1614. In the meantime, given Dutch plans to
gain a monopoly on spices such as cloves, nutmeg, and
mace from the Indoneisan archipelago, armed conflict
with the Dutch East India Company (Vereenigde Oost-
Indische Compagnie, or VOC) was becoming inevitable.
The hostilities erupted in 1618, and the English emerged
distinctly the worse of the two. The London agreement
of 1619 provided for an English share of one-third in the
trade of the Spice Islands, and of one-half in the pepper
trade of Java, subject to the English contributing one-
third of the cost of maintaining the Dutch garrisons in
the area. But Dutch hostility and English resource short-
ages undermined this arrangement. The 1623 massacre
at Amboyna led to a recall of the English factors from the
shared centers in the archipelago to Batavia and hastened
the process of English withdrawal from the Spice Islands.

Although the English had come to Coromandel in
search of textiles for the Southeast Asian markets, their
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During the eighteenth century the British East
India Company, mainly concerned with profit, had few
thoughts of remaking the subcontinent in the British
mold. Men such as Robert Clive—the so-called
“nabobs”—became rich, living ostentatious lifestyles
in India and at home. Many company employees were
also eager to learn native ways. India’s first British gov-
ernor-general, Warren Hastings, was learned in several
local languages, law codes, and literature. Liaisons
between company men and native women were com-
mon. In one case a British official maintained a harem
of thirteen women! Things changed after 1815 as an
evangelical revival swept Britain. British missionaries
began spreading Christian doctrines among Indians,
and working to outlaw customs that clashed with their
Christian sensibilities. Indians naturally resented such
cultural interference. Relationships between Indian
women and British men became less frequent as offi-
cials increasingly brought their wives and families
with them to India. Official barriers between British
families and the locals were now considered a neces-
sity, resulting in real segregation.

D av id J. Clarke

BRITISH MEN AND
INDIAN WOMEN

attempts to penetrate the Gujarat trade were linked di-
rectly to their Euro-Asian trade. A factory was established
at Surat in 1613, and regular trade started there and at
Ahmedabad, Burhanpur and Agra, with a ship being sent
back home directly from Surat in 1615. The president at
Surat was also placed in charge of the company’s trade
in Persia. The Crown leased Bombay to the company in
1668, and in 1687 Bombay superseded Surat as the head-
quarters of the company in Western India. In the mean-
time, the company’s trade had extended into Bengal in
the early 1650s with the establishment of a factory at
Hugli.

Although the company exported indigo, saltpeter,
and other items from India, the most important com-
modity the company procured there was textiles. Initial-
ly, a part of these textiles was carried to the Indonesian
archipelago to pay for the pepper and other spices bought
there. The only other Asian market to which the compa-
ny carried Coromandel textiles was Persia, but the quan-
tities involved were never large. In view of the continuing

poor performance in this area, the company decided in
1661 to withdraw from participation in intra-Asian trade
and concentrate its energies and resources on Euro-Asian
trade.

THE ROLE OF PRECIOUS METALS

A key element in the Euro-Asian trade in the early mod-
ern period was the necessity for the Europeans to pay
with precious metals for the Asian goods they procured.
This was essentially due to the inability of Europe to sup-
ply goods that could be sold in Asia in reasonably large
quantities at competitive terms. The growth of this trade
could have been constrained by the declining, or at best
stagnant, European output of silver, but fortunately, the
discovery of the Cape route had coincided with the dis-
covery of the Americas. The working of the Spanish-
American silver mines had tremendously expanded the
European silver stock, a part of which was available for
diversion to Asia for investment in Asian goods. But the
availability of silver for export to Asia was only a neces-
sary condition: the sufficient condition was for the Euro-
pean corporate enterprises to be allowed to export silver
to Asia. These enterprises had to contend with the pre-
vailing mercantilist prejudice against the export of pre-
cious metals. The bullionist—particularly the vulgar bul-
lionist—version of mercantilism equated wealth with
precious metals. Considering that the stock of precious
metals in the world economy at any given point in time
was fixed, the export of these metals from one segment
to another automatically involved impoverishment for
the former and enrichment for the latter. In the context
of such a worldview, the British East India Company was
constantly upbraided for exporting silver. Thomas Mun,
one of the directors of the company, actively participated
in the pamphlet war on the issue and justified the compa-
ny’s policy as the most suited to promote the national in-
terest. In any event, an overwhelming proportion of the
total exports of the company continued to be in the form
of precious metals.

As for the imports from Asia into Europe, the En-
glish company was way behind the Dutch until about
1670. This gap had nearly been bridged, however, by the
end of the century, when the average annual English im-
ports had reached approximately £380,000 against the
Dutch figure of £420,000. By 1738 to 1740 the English
had actually forged ahead of the Dutch, and by the 1770s
this gap had widened enormously. Textiles and raw silk
accounted for almost 70 percent of the total imports. The
remainder was almost entirely accounted for by Chinese
tea.

EUROPEAN TRADE AND THE INDIAN ECONOMY

The increase in the output of textiles and other export
goods in the subcontinent in response to the secularly ris-
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A coat of arms for the British East India Company. The
company was chartered by Queen Elizabeth I in 1600 to
directly compete with the Dutch spice trade in the East Indies.
Throughout the next two centuries, a battle was fought in the
British Parliament that pitted lobbyists from the company who
tried to maintain a monopoly over trade in India and private
merchants who wanted to deregulate restrictions and open
trading up. SURVEY OF INDIA/AKHIL BAKSHI.

ing demand for these goods by the English and the Dutch
East India Companies was achieved through a realloca-
tion of resources, a fuller utilization of existing produc-
tive capacity, and an increase over time in the capacity
itself. In this scenario, the English and other European
companies became a vehicle for an expansion in income,
output, and employment in the subcontinent. This sce-
nario, however, underwent a substantive modification
during the second half of the eighteenth century. The
starting point was the assumption of political leverage by
the British East India Company in different parts of the
subcontinent. The process began in southeastern India,
where British victory against the French in 1761 meant
that the territories of the English-backed Nawab of Arcot
became a client state of the British East India Company.
Much more fundamental in importance was the incorpo-
ration of Bengal as a province under actual British rule.
The 1765 Treaty of Allahabad with the Mughal emperor
conferred on the East India Company the diwani and the
responsibility for the civil administration of Bengal; at

the same time the wazir (Mughal official in charge of the
region) of Awadh accepted a British alliance and a British
garrison. This settlement gave the British rule over some
20 million people in Bengal and access to revenue of
about £3 million, and it took British influence nearly up
to Delhi. Through an extensive misuse of its newly ac-
quired political power, the company subjected suppliers
and artisans in Bengal to complete domination, imposing
upon them unilaterally determined terms and conditions
which significantly cut into their margin of profit.

FINANCING OF THE IMPORTS FROM INDIA

Seemingly paradoxically, while the British East India
Company exports from India were undergoing a sub-
stantial increase during the second half of the eighteenth
century, the import of bullion by the company into the
subcontinent was practically coming to an end. The solu-
tion to this puzzle lay in (a) the substantial quantities of
rupee receipts obtained by the company locally against
bills of exchange issued to English and other European
private traders payable in London and other European
capitals, and (b) the surplus from the Bengal provincial
revenues that the company now collected. The latter rep-
resented the principal constituent element in the drain
of resources from India to Britain.

MILITARY, FISCAL, AND POLITICAL DIMENSIONS

The commercial and the maritime trade dimensions of
the company were thus intimately tied to the military, fis-
cal, and the political. From the mid-eighteenth century
the company became a huge military power; thereafter,
by far the largest number of British people in its service
in Asia were soldiers. As Indian states passed under their
control, the British began to govern provinces through
the institutions of the regimes that they so derided. To
support its armies and sustain an enlarged commerce, the
company needed to maximize its revenues. In Bengal and
in parts of South India it inherited systems of revenue ex-
traction, which produced high yields with only limited
British intervention. The company also went into part-
nership with Indian bankers, from whom it raised loans
in anticipation of its revenue, and who enabled it to
transfer money to support its armies in the field, or from
one presidency to another, by their bills of exchange.

By the early nineteenth century more or less equal
exchange was giving way to outright British domination.
A greater degree of control was being exercised over more
of the Indian economy. The so-called colonial pattern of
trade involving the export to Asia of manufactured goods
such as cotton textiles and the import from there of pri-
mary goods, both raw materials and food, was fast replac-
ing the earlier pattern of trade. Colonial exploitation had
become the central characteristic feature of the Indo-
British encounter.
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Matheson; Joint-Stock Company; Laborers,
Coerced; Madras; Mercantilism; Monopoly and
Oligopoly; Mumbai; Protection Costs; Raffles,
Sir Thomas Stamford; Rice; Singapore; Smith,
Adam; Smuggling; Spices and the Spice Trade;
Sri Lanka; Tagore Family; Tea; Textiles.
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EAST INDIA COMPANY, DUTCH
At the beginning of the seventeenth century the establish-
ment of two joint-stock overseas trading companies
transformed European long-distance maritime com-
merce. Both the English East India Company (EIC), es-
tablished on December 31, 1600, by a charter from the
English Crown, and the Dutch United East India Compa-
ny (Vereenigde Oost-Indische Compagnie, or VOC),
chartered on March 20, 1602, by the States-General of the
Netherlands, were granted exclusive rights to trade to all
destinations east of the Cape of Good Hope. The VOC,
established with a joint stock of 6 million guilders (the
equivalent of about 300 million euros today), was much
larger in size and quite different in organization from its
English sister organization.

Comparatively speaking, the Dutch were latecomers
in Asia, arriving there almost a century after the Portu-

guese, although many Dutch and Flemish sailors and sol-
diers had already sailed to Asia on Portuguese galleons.
Consequently, much information about the shipping
routes was already known to the Dutch, who had secretly
acquired additional rutters (guidebooks that gave sailing
directions) and maps in Lisbon. The Itinerario, an exten-
sive account of the Portuguese Empire in Asia written by
Jan Huygen van Linschoten (1562–1611), a former secre-
tary of the bishop of Goa, described in detail the naviga-
tional routes to and within Asia, and also made a scathing
comment on the corruption that reigned in the Estado
da India at the end of the sixteenth century. The manu-
script accompanied the first Dutch fleet that reached
West Java in 1595 and was published one year later in
various languages.

ESTABLISHMENT AND PEAK YEARS

After the first fleet returned in 1596 a scramble for the
Asian market broke loose. Eight different Dutch compa-
nies from different ports sent fourteen fleets with a total
of sixty-five ships to the Indies, losing eleven ships en
route. At the instigation of the influential landsadvocaat
(government prosecutor) of the Province of Holland,
Johan van Oldenbarnevelt (1547–1619), all these compa-
nies were combined into one. This explains the VOC’s
peculiar federalist organization, with six chambers spread
over six ports in the provinces of Holland and Zeeland
which, depending on their relative size, were represented
by one or more directors in the general board of direc-
tors, the so-called Gentlemen Seventeen. (Amsterdam
had eight seats.) The VOC had to have its charter re-
newed by the States-General every twenty-one years.
Combining all the companies allowed the enormous
fluctuation in the prices of Asian import goods such as
pepper and spices to be controlled and a common strate-
gy to be followed.

Whereas the EIC was first of all established as a trad-
ing organization, the VOC also had another goal: to carry
the struggle for independence against the Iberian foe
overseas. Thus the historian C. R. Boxer has styled the
VOC as “a company of the ledger and the sword” (Boxer
1965). Because of warfare against the Portuguese in the
Moluccas, no less than one-third of the original invest-
ments was spent on fortresses in those islands, which of
course resulted in a much larger overhead.

One of the greatest challenges that European nations
trading in Asia faced before the Industrial Revolution was
how to pay for the tropical goods and luxury articles they
imported. Initially, Europe had very little to offer apart
from woolen cloth and bullion. Jan Pieterszoon Coen
(1587–1629), who served the VOC first as director gener-
al and later as governor-general, developed a master plan
to deal with this conundrum. Witnessing the success of
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Engraving of a canal at Batavia, Indonesia. Jan Pieterszoon Coen established an extensive intra-Asian trading network and set up
headquarters in Batavia, present day Jakarta, Indonesia. The profits generated from trading within Asia paid for the return goods
sent to Europe. © BETTMANN/CORBIS. REPRODUCED BY PERMISSION.

his Portuguese rivals in Asia, he stressed the importance
of creating an extensive intra-Asian trading network
spreading from Mocha on the Arabian Peninsula to Hira-
do in Japan, which would enable the company to gain
such high returns that the profits from intra-Asian trade
could pay for the return goods sent to Europe. Textiles
from Gujarat were to be traded for pepper and gold in
Sumatra; pepper from Banten on West Java for silver rials
and textiles from Coromandel in India; Chinese mer-
chandise such as iron ware, silk, porcelain, and gold for
sandalwood, pepper, and rials in Banten, and so on.

To improve the supervision of this trading network
Coen established a new headquarters at the site of the
former Javanese port principality of Jacatra (today, Jakar-
ta) and renamed it Batavia. Batavia remained the capital
of the Dutch East Indies until decolonization in 1949. Ac-
cording to Coen the VOC’s Asian trade should rest on

at least three pillars: the highly profitable textile trade be-
tween the Coromandel Coast in India and the Indonesian
archipelago, a monopoly on the spice trade in the Banda
archipelago and the Moluccas in the eastern Indonesian
archipelago, and trade with China and Japan. Apart from
the direct trade with China, which failed to materialize,
the other objectives were met, yet the goal to be relieved
of the supply of precious metals from Europe was never
attained. By the 1660s the VOC had dislodged and re-
placed the Portuguese (and Spaniards at Tidore) in the
Moluccas (1603–1662), Malacca (1641) and Makassar
(1667) in the Indonesian archipelago, Ceylon (1640–
1657), Cochin (1663) on the Malabar coast, and Nega-
patnam (1659) on the Coromandel coast in India. The
Dutch replaced the Portuguese on the tiny island of De-
shima in Japan, but in 1662 they were driven from the
island of Formosa by the Ming loyalist and warlord
Zheng Chenggong (alias Coxinga).
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The VOC reached its apogee in the 1690s. On aver-
age, eighty to ninety company ships were plying the Asian
waters, serving twenty-two factories from Persia to Japan.
In the Dutch Republic every chamber had its own ware-
houses and shipyards, where the workmen who built the
ships who were all in the service of the local branch of
the company, thus boosting the local urban economy. In
addition to approximately 2,500 employees in the Neth-
erlands, around 16,000 employees, merchants, soldiers,
and sailors served the company in Asia; this number
peaked at about 23,000 in 1750. The tropical climate
claimed the lives of many company servants. Only one-
third of the 973,000 men who traveled to Asia on 4,700
ships during the 200-year existence of the VOC eventual-
ly returned to the home country, on 3,300 ships.

Generally speaking, three fleets annually left the
Dutch shores. Often warships through the English Chan-
nel as far as the Atlantic Ocean escorted the outward-
bound fleets of five to ten East Indiamen. During the sev-
enteenth century a large Dutch East Indiaman of 700 tons
carried, apart from its cargo, between 250 and 300 peo-
ple—that is, about 140 sailors, 120 soldiers, and a dozen
passengers. The majority of sailors came from the Dutch
provinces and Scandinavia, but most of the soldiers origi-
nated from the German principalities. The passengers
were generally high officials with their wives and chil-
dren.

Over the years the relative importance of the various
trade goods changed substantially. Certain goods such as
pepper and spices from the archipelago and cinnamon
from Ceylon continued to form the mainstay of the
trade, but from the 1680s onward the trade in sugar and
textiles became increasingly important, closely followed
by fashionable products such as coffee (from Java) and
tea (from China), which were to revolutionize European
drinking habits.

DECLINE IN THE EIGHTEENTH CENTURY

Around the middle of the eighteenth century the charac-
ter of the VOC underwent a subtle change. Intra-Asian
trading activities diminished while the trade between
Asia and Europe intensified. At the same time, the com-
pany strengthened its grip on large territories in Ceylon
and Java by intervening in local succession strife. Thus
an organization, which at first had been primarily an
overseas trading enterprise, increasingly developed into
a large colonial empire. At the end of the eighteenth cen-
tury the VOC went into a decline. In the past, corruption
and lax management have been held responsible for its
downfall; indeed, its acronym was even jokingly referred
to as Vergaan Onder Corruptie (“decayed under corrup-
tion”). Increasing competition from the English East
India Company, which frustrated all further Dutch activ-

ity in India after it conquered Bengal, also played a role.
So did the private “country traders,” who not only un-
dercut the prices of the VOC on its trading routes but
also surreptitiously evaded its monopolies. The death
blow, however, was dealt by the Fourth Anglo-Dutch
War (1780–1784). When the British navy seized almost
all homeward-bound ships from the Indies and for a long
period all ties with the colonies were cut off, the company
headquarters in the Netherlands could no longer pay its
large debts. Virtually bankrupt, the VOC was national-
ized by the Dutch government in 1795; when the compa-
ny’s charter expired five years later, its debts amounted
to more than 200 million guilders.

The VOC left behind extensive archives in The
Hague, Jakarta, Colombo in Sri Lanka, and Chennai in
India—in all, approximately 4 kilometers of manuscripts.
It was a well-organized bureaucratic institution with a
vast information network dedicated to maintaining the
company’s trading rights and its political position in
Asia. With the exception of most of the bookkeeping re-
cords, the bulk of the original archives have been pre-
served, and part of it has even been published. These ar-
chives represent the most important source in any
Western language on Monsoon Asia in the seventeenth
and eighteenth centuries.
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EAST INDIA COMPANY, OTHER
The Danish Company (founded in 1616), the French
Company (1664), and the Swedish Company (1731) had
organizations similar to those of the British Company
and the Dutch Company in that they were joint-stock
companies holding monopolies on the maritime business
between Europe and East beyond the Cape of Good
Hope. However, the state retained approximately one-
third of the capital in each of the former three compa-
nies, which was not the case for the British and Dutch
companies. In this way the Danish, French, and Swedish
Companies were closer to the Casa da India of the Portu-
guese, in which the Crown took care of the expenses of
administration and defense of settlements as well as of
the expenses of armament of vessels, in exchange for the
monopoly on the transport and sale of certain spices
(such as pepper) and the perception of tax of freight on
the traders who wanted to load goods.

Four nations were active in the local business. The
Portuguese had a good network organized in the six-
teenth century, when they were the only European navi-
gators to go in Asia. The head of this network was situat-
ed in Goa, on the western coast of India, and it extended
to Timor, in the east end of the Sunda Isles, and to
Macao, in southern China, with several intermediate fac-
tories. The French were established in Pondicherry on
the east coast of India, in Mahé on the western coast, and
in Chandernagor in Bengal. The Danes were settled in
Tranquebar near Pondicherry as well as in Bengal. The
Swedes traded in the ports of India, but they had no per-
manent settlements there because the other Europeans
managed to dissuade the Moguls from accepting their in-
stallation. All could travel to Canton, a port in the south
of China open to business with the Europeans, but they
were forbidden to settle there. The only permanent estab-
lishment in the region was the Portuguese factory at
Macao.

The French and the British competed for the market
for cotton fabrics from southern India, which were very

popular in Europe. The rivalry was very lively in 1749,
when the sales of the French company in Europe was
close to that of the sales of the English company, but it
ended in 1760 with the military defeat of the French in
the Seven Years’ War.

An important source of profits for the French,
Danes, and Swedes was tea. They obtained it in Canton
from the cohong, the association of Chinese traders that
held the monopoly on trade with the Europeans, who
were not authorized to go inland. In the middle of eigh-
teenth century the French sent three vessels to Canton
each year; the Swedes, two; the Danes, one or two. The
tea, which was generally of the most common variety,
bohea, was for the most part intended for smuggling into
Great Britain; the tax on tea was 106 percent in Britain.
The Commutation Act of 1784, which reduced the
amount of the tariff to 12.5 percent, precipitated the dis-
appearance of the illegal trade and, consequently, a de-
crease in the three nations’ traffic in China.

With the development of the British dominion in
India in the second half of eighteenth century, these same
companies found a new source of profit by offering to the
employees of the East India Company services in return-
ing their wealth to Europe. Against the delivery of capital
in Asia they gave exchange letters for Paris, Stockholm,
or Copenhagen. About 5 million pounds of sterling were
so transferred. This arrangement suited the companies,
which no longer had to bring the loads of precious metals
which were previously necessary to buy return goods; it
was a problem for India, which lost resources important
for their currency circulation. Amidst growing British
control of India, the Danes and the Swedes took advan-
tage of their neutrality during the American and French
Revolutions and the Napoleonic Wars (at least until
1807) to develop their businesses.

But the increasingly powerful presence of the British
also caused problems for the companies. In Bengal the
French and the Danes had to pay 25 percent more for
their goods than the English, and they had to give up
dealing in opium because the East India Company assert-
ed a monopoly over production. The consequence was
a drop in profits. This was amplified by the wars, during
which company vessels were either detained for military
operations or were condemned upon their return to Eu-
rope, following long journeys without the possibility of
repair. State shareholders of the companies, who had to
pay off war debts, refused to contribute to company fi-
nances, so the companies faced bankruptcy. The French
Company was in this situation in 1769 after the Seven
Years’ War, and it was liquidated because it could not
continue trafficking arms. The French then set up trade
at Port Louis on the Island of France (now Mauritius),
a free port where Asian goods were exchanged for Euro-
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pean goods. The Swedish Company went bankrupt and
disappeared in 1813. The same fate overtook the Danish
Company in 1815, when its establishments in India were
sold to the British.
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Company, Dutch; Empire, British; Empire,
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GEORGE EASTMAN
1854–1932

George Eastman, born in Waterville, New York, took up
photography as a hobby in 1877 and soon patented and
marketed photographic devices in London. In 1885 he
opened an English branch and in 1891 an English manu-
facturing company. By the time the Brownie camera was
marketed worldwide in 1900, the Eastman Kodak Com-
pany was the largest photographic materials company in
the world.

Eastman’s success relied partly on inventions and in-
novations, but more on his ability to recruit skilled em-

ployees, sell his products, outmaneuver his competitors,
and raise capital. His two key innovations were roll film
and small, handheld Kodak cameras to replace bulky
ones requiring tripods. Film found unexpected markets
in the new areas of x-rays and motion pictures.

His business fundamentals included catchy trade-
marks and slogans (“You press the button, we do the
rest”), mass production, interchangeable parts, low
prices, foreign distribution, extensive advertising, selling
by demonstration, the introduction of new products
annually, continued improvements, and chain-store
retailing.

The photographic business was highly competitive,
but Eastman was able to win world dominance because
he transformed photography from a cumbersome profes-
sional skill into a hobby for everyone. Beginning as a vi-
sionary entrepreneur, he became one of the great busi-
ness leaders of his time.

S EE A LS O Information and Communications.
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EBAY
Exchanges of goods between individuals and between in-
dividuals and small businesses have traditionally been
carried out by means of direct sales, classified ads, sec-
ondhand markets, or intermediaries such as auctioneers.
These markets are inefficient due to their regional frag-
mentation, which makes it both difficult and costly to ex-
change information and complete transactions. Addi-
tional disadvantages are the limited number of goods on
offer, the high cost of transactions involving intermedi-
aries, and the unreliability of the prices established.

To overcome some of these disadvantages, Pierre
Omidyar (b. 1967), a French-born 1988 graduate of Tufts
University in the United States and the son of Iranian im-
migrants to France, set up AuctionWeb in September
1995 using a personal web page. Soon the name was
changed to eBay (“electronic Bay”), after San Francisco
Bay.

The company was founded on the conviction that
there was a niche to be filled in person-to-person trading
over the internet. It created a virtual auction marketplace
enabling at any time of night or day direct contact be-
tween buyers and vendors, who exchange information,
list goods for sale, and complete transactions.

George Eastman
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SOURCE: Compiled from eBay Annual Reports (1998–2003).

Sales, revenue, and profit, 1996–2003 (in millions of $)

2003

Sales 
Net revenues 
Net profit

1996 

7
32.1
3.3

1997

95
41.4
7.1

1998

745
86.1
7.3

1999

2,805
224.7

9.6

2000

5,422
431.4
48.3

2001

9,319
748.8
90.5

2002

14,868
1,214.1

249.9

23,779
2,165
441.8

 THE GALE GROUP.

In order to participate, the buyer must register in
eBay through the web page before bidding in an auction.
At the predetermined close time of the auction, the buyer
pays the seller by bank transfer, and the seller delivers the
auctioned object by post. eBay has several ways to ensure
the integrity of its auctions, including a feedback forum
that allows the buyer and seller in any transaction to rate
the experience, and an insurance program designed to
protect buyers who send their money but do not receive
the goods.

Oriented at first toward collectors—for example,
philatelists or numismatists—until February 1996 the
service was free, and therefore attracted a large number
of clients. Thereafter, a 5 percent commission was
charged for goods sold for less than $25 and a 2.5 percent
commission for goods over $25. The workforce of one in
mid-1996 (the founder himself) had increased to 1,927
by March 2001 and to 6,000 by early 2004. The evolving
company also underwent major changes in its manage-
ment. In 1998 the arrival of Margaret Whitman, a former
executive of Hasbro Inc., Florists Transworld Delivery,
and the Walt Disney Company, injected a new dynamism
into the eBay administration. That same year the compa-
ny was floated on the New York Stock Exchange, and
shares rose from $18 to $47 on the first day. Between Sep-
tember 1998 and the end of 2001 shares rose from $18
to $760 (splits), and the company’s value went from $20
million in 1997 to over $16 billion in 2001, and to $40.9
billion in December 2003.

The increase in the number of products offered for
sale has also been spectacular. From 300,000 listed prod-
ucts in 1996, the number rose to almost 26 million in
2004. There are 27,000 different listing categories, rang-
ing from collectors’ items such as stamps, coins, books,
and antiques, to everyday commodities such as comput-
ers, cameras, and even cars (which accounted for sales of
$4.2 billion in the third quarter of 2003 in the United
States alone) and real estate.

As a company, eBay has grown by means of internal
development and the acquisition of related businesses.
Many of these acquisitions have been intended to com-

plement eBay’s own sector with companies that can solve
the problems arising from the ever-increasing scope of
the business. For example, Billpoint Inc. centralized pay-
ment by credit card over the internet in 1999, and PayPal
handled payments by email in thirty-eight countries in
2001. In July 2000 Half.com, a fixed-price, person-to-
person trading website, was also acquired. In addition,
international acquisitions have been made with a view to
extending the customer base in other countries.

Table 1 shows the evolution in sales, net revenue,
and net profit in the period 1996 to 2003, with a growth
rate of over 75 percent in the last year. Despite the dot-
com crisis that began in 2000 and competition from
other e-commerce entities (including those which have
utilized a similar system to eBay’s), eBay has managed to
maintain consistently high growth rates and increasing
share prices. It is considered to be the company that has
best weathered the dot-com crisis.

EBAY’S CONTRIBUTION TO INTERNATIONAL
COMMERCE

The U.S. market is the driving force behind the growth
of eBay’s electronic commerce. This growth is based on
the evolution of the company itself (sixty centers in 2002)
and on the acquisition of U.S.-based companies (e.g.,
Jump Incorporated online auctions in 1998, and Butter-
field and Butterfield jewelry and antiques in 1999), some
of which are more inclined toward international trade
(Kruse Inc. car auctions in 1999). eBay transactions ac-
counted for 16 percent ($4.9 billion) of all e-commerce
(not including travel, food, and drink) in the United
States in 2000, and 22 percent ($13.3 billion) in the third
quarter of 2003.

Since 1998 eBay has put into practice an expansion
strategy in order to compete with companies such as Am-
azon.com, America Online, Lycos, Yahoo!, and Micro-
soft. Growth has been encouraged by means of establish-
ing eBay websites in the United Kingdom, Canada,
Australia, New Zealand, Austria, and Switzerland. Addi-
tionally, eBay has acquired existing e-auction companies
in several countries: iBazar in France, giving access to
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Meg Whitman, president and CEO of eBay, delivers a keynote address at the Comdex 2001 convention in Las Vegas. eBay
revolutionized internet usage by creating the first major online marketplace that brought buyers and sellers together.
© REUTERS/CORBIS. REPRODUCED BY PERMISSION.

Italy, Spain, Belgium, Holland, and Brazil; alando.de.ag
in Germany; NeoCom Technology Company Ltd. in Tai-
wan; and EachNet Inc. in China. In 2001 eBay invested
in the Korean company Internet Auction Co. and estab-
lished a strategic alliance with MercadoLibre, which has
webs installed all over Latin America. All in all, eBay
transactions were possible in 132 countries in 2003.

This international activity produced a rise in the
number of users from 3 million in the third quarter of
2000 to 33 million in the same quarter of 2003, for an an-
nual net revenue of $658 million. In Europe, Germany
and the United Kingdom are the centers of highest activi-
ty. The data for Germany indicate a rapid rise in the
number of users from 1.1 million in the third quarter of
2000 to 11.4 million in the same quarter of 2003, and a
net revenue of $368 million, with 8.5 million items on
sale in March 2004 (accounting for 33.3% of eBay auc-
tions). In the United Kingdom the number of users in-
creased from 200,000 in the third quarter of 2000 to 4.3
million in the same quarter of 2003, and a net revenue
of $100 million, with 2.1 million items on sale in March

2004 (8.3% of eBay auctions). In Europe the number of
users grew to 19.4 million in the third quarter of 2003,
and a net revenue of $526 million, with 11.6 million
items on sale in March 2004 (45% of eBay auctions).

Although the initial growth of eBay was based on
trade by auction, beginning in 2000 there was a change
in strategy to make the distribution system available to
companies offering goods at fixed prices. Thus, certain
large companies such as IBM, Palm, Sun, Disney, Kodak,
and Microsoft started to sell off their goods via eBay, ac-
counting for 5 percent of eBay trade in 2001. However,
individuals and small businesses make up the bulk of
eBay clients (95% in 2003). Many of them discovered
that the eBay marketplace is a place to do business—to
put it simply, a place to “sell things”—providing a plat-
form that reduces the cost of managing their own web-
sites, cutting out the middleman, and dealing directly
with the customer. In January 2002 eBay Business was set
up with the aim of grouping together the products that
could be acquired by companies and thus make transac-
tions easier.

eBay
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Data drawn directly from the search engines show
the increasing potential of the eBay Stores, whose prod-
ucts are separated from the usual eBay categories. In
March 2004 the stores sold 10.2 million items, made up
of 8 million items from the United States, 700,000 from
Germany, 500,000 from the United Kingdom, and
400,000 from Canada. This clearly illustrates the growing
importance of stores sales, especially in the most devel-
oped countries: 40 percent of total eBay sales in the Unit-
ed States, 43 percent in Canada, 19 percent in the United
Kingdom, and 7.6 percent in Germany.

The 2003 United Nations report on e-commerce
highlighted how society had been changed by the internet
and information and communication technologies over
the previous ten years. This transformation has allowed
companies, governments, and the population at large to
effect productive changes that enhance development.
Nevertheless, an analysis of eBay’s data on electronic
trade shows that North America, the European Union,
and Australia account for 95.9 percent of the products on
sale. In contrast, Africa, Asia, and Central and South
America, which are less-developed areas, account for less
than 1.7 percent of the 25.5 million products on offer in
the traditional eBay format in 2004 (another 10 million
products were available in developed countries by means
of the stores system).

SEE ALSO Information and Communications.

BIBLIOGRAPHY

Cohen, Adam. The Perfect Store: Inside eBay. Boston: Little,
Brown, 2002.

eBay Annual Reports (1998–2003). San José, CA: Author,
2003.

United Nations. E-commerce and Development Report 2003.
New York and Geneva: Author, 2003.

Donato Gómez-Díaz
José Céspedes-Lorente

ECONOMICS, NEOCLASSICAL
Since the publication of Adam Smith’s Wealth of Nations
in 1776, most economists have been committed to the
principle that voluntary trade between equally competent
agents is mutually beneficial. Those in the orthodox tra-
dition, spanning both the classical and neoclassical peri-
ods, maintained that humans are equally competent.
Smith and John Stuart Mill present the orthodox case in
the earlier period, and Eli Heckscher, Jacob Viner, and
Paul Samuelson make the case in the later period. From
the presumption of human homogeneity, it followed that
voluntary trade was mutually beneficial and restraints of
trade were bad policy. For those neoclassical economists

who held that competence varies—F. Y. Edgeworth, Al-
fred Marshall, and F. W. Taussig are discussed below—it
was less clear that trade between inferior and superior
agents is mutually beneficial. The key policy questions
that followed were how to direct inferior decision mak-
ers, and how best to use power (national or otherwise)
to restrict trade.

TRADE THEORY

Neoclassical economics is generally said to have begun in
about 1870 with the near-simultaneous publication of
major works by Léon Walras, William Stanley Jevons,
and Carl Menger. Each of these explicated the benefits as-
sociated with voluntary exchange. Jevons attempted to
distinguish his approach from “the mazy and preposter-
ous assumptions” of the classical economists, including
David Ricardo and “his equally able and wrong-headed
admirer, John Stuart Mill” (Jevons 1870, pp. xliv, li). To
do so, he placed utility, as opposed to cost of production,
at the center of economic analysis. The key economic
phenomenon requiring explanation was the act of ex-
change. Given prices, Jevons held that exchange between
any two or more individuals, or “trading bodies,” oc-
curred as long as a preponderance of utility gain resulted
(Jevons 1871, pp. 88f). As Jevons put it, “the keystone of
the whole Theory of Exchange” was that exchange ceased
when the ratio of exchange equaled the inverted ratio of
the final degrees of utility (Jevons 1871, p. 95; Peart
2003).

In 1887 an engineer who is remembered today as the
first English economist to publish supply and demand di-
agrams drew a picture to represent such exchanges in
1887 (Jenkin 1887, p. 150). Fleeming Jenkin’s drawing
shows the participants in exchange as faceless equals. In
this dance-like drawing, Jenkin shows five individuals ex-
changing, with arrows indicating flows from one individ-
ual to another. The order is circular and nonhierarchical,
each actor in the drama of markets has private goals, and
these goals are revealed in the spontaneous market order.
The drawing constituted Jenkin’s answer to attacks on
trade theory by the English art critic John Ruskin. Ruskin
had argued that trade is zero-sum, and competent people
gain only what incompetent people lose. By contrast, in
Jenkin’s society of equals no one has the power to direct
others, and trade benefits all.

The key presupposition for the analysis of trade is
therefore whether people are equally competent. Until
about 1850, economists held that people are essentially
the same. Adam Smith saw no difference between the
street porter and the philosopher; the appropriate criteri-
on for a policy advisor was the well-being of the majority.
J. S. Mill argued that a sympathetic majority could be de-
pended upon to restrain its power for predation (Peart-
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Levy 2005). But post-Darwin, some economists ques-
tioned the presumption of equal capacity. Neoclassical
economists, such as Edgeworth in 1881, emphasized that
because humans were evolved creatures, it was unscien-
tific to suppose that all humans possess the same capacity
for work and happiness.

As a result of these supposed variations in human ca-
pacity, early neoclassical economists held that some
agents are ill-equipped to make trades over time. Observ-
ing a widespread preference for present over future con-
sumption, economists such as Jevons, Marshall, Irving
Fisher, and A. C. Pigou took this as evidence that the
“foresight” or “will power” of the laboring classes was de-
fective, characterized by what Pigou called a “defective”
“telescopic faculty” (Pigou 1920, p. 25). Marshall sug-
gested that the “prudent” consumer “endeavour[s] to
distribute his means between all their several uses, pres-
ent and future, in such a way that they will have in each
the same marginal utility” (Marshall 1890, p. 119). But,
Marshall argued, the laboring classes lacked “prudence,”
and they consequently “discount” the future (p. 120). He
pointed to the resulting “great evil” of his time: parents
in the “lower ranks of society” failed to invest optimally
in the education of their children, because of the “com-
parative weakness of their power of distinctly realizing
the future” (p. 562). Fisher distinguished between “fore-
sight” and “willpower,” and argued that the lower classes
were particularly susceptible to lack both attributes
(Fisher 1910, p. 376).

The resulting conclusion for such early neoclassical
economists was that, without direction to assist them, the
laboring classes are unable to decide correctly how much
to save, what investment to make in human capital, or
how many children to have (Peart 2000). Neoclassical
economists, who regarded the laboring classes as myopic,
consequently urged policy makers to intervene and direct
such choices. The issue of free versus directed choices in
the context of sameness or difference also characterized
the analysis of international trade.

INTERNATIONAL TRADE

In 1776 Adam Smith argued that specialization is pro-
ductivity enhancing, and trade is mutually beneficial be-
cause more things can be produced. Specialization fol-
lows least-cost routes, which cross national borders. In
the neoclassical period Edgeworth demonstrated that
trade can be utility enhancing, even when physical output
remains unchanged.

The question of equal competence becomes most
important at national borders. When defined by “the im-
mobility of industrial agents” (Edgeworth 1894, p. 35),
international trade requires that we explain why costs of
mobility jump discontinuously at the border. One an-

swer is immigration restrictions (Viner 1937, p. 598).
Edgeworth urged that a nation is an analytical unit be-
cause our concern for others is discontinuous across na-
tional borders, and so a policy that takes from foreigners
is feasible (1894, p. 49).

The key question for neoclassical trade theorists was
therefore whether people in one nation differed from
those in another. In 1911 Taussig argued for difference.
In a restatement of Thomas Carlyle’s 1849 argument
(Peart-Levy 2005), Taussig claimed that the worker in
warm climates “lacks endurance and spirit”:

In tropical and semitropical countries the condi-
tions of living are on the whole easier than in tem-
perate countries. Some sorts of food are on the
whole free or nearly free, and protection does not
need to be provided against the cost of winter. But
the climate saps energy, and checks the develop-
ment of physical vigor and intellectual capacity.
Hence the peoples of temperate regions, from the
very obstacles they have to overcome, gain re-
sources within themselves, which lead eventually
to greater prosperity. So it is with individuals. He
who has always had abundant means at his com-
mand often lacks endurance and spirit, and in the
end is surpassed in happiness as well as in riches
by him who had to face harder conditions at the
start. (Taussig 1911, pp. 6–7)

In 1919 Heckscher made the contrary claim “that
labor in different countries is of the same quality” (Heck-
scher 1991, p. 57). Samuelson reiterated the point in 1948
(Samuelson 1948, p. 182).

Early-twentieth-century economists who followed
Taussig’s reasoning urged policy makers to place restric-
tions on immigration from countries populated by so-
called inferior workers (Peart-Levy 2005, chapter 5). The
next question was whether trade restrictions on goods
were also justified. Taussig addressed this in the context
of the “yellow peril”:

Another impression or belief, closely related to
this, is that not only price and money wages, but
real incomes and standards of living would be
brought to one uniform level everywhere by unfet-
tered international trade and international compe-
tition. Hence the uneasiness, even terror, about
the “yellow peril”; a supposed danger that the
teeming millions of the East will compete with the
peoples of the West and reduce the economic con-
ditions of all to a common low level. (Taussig
1927, p. 154)

According to Taussig, trade of this sort will not equalize
incomes (Taussig 1927, p. 154).

But the line of inquiry pioneered by Hecksher (1919)
and Bertil Ohlin (1924), which culminates in Samuelson
(1948), showed that under traditional assumptions the
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costless mobility of goods obviates the movement of fac-
tors. Thus, a restriction of immigration may be insuffi-
cient to prevent the equalizing tendency of international
trade.

POWER AS GOAL

Once some neoclassical economists came to embrace a
hierarchy of human desert, the question emerged, how
far are the people of one nation justified in exploiting the
people of another? As a matter of pure theory dating
from J. S. Mill, there are circumstances under which this
can be done (Edgeworth 1894, Samuelson 1962). Hecks-
cher, however, saw this as a dangerous policy road. Along
with restrictive economic policy, he foresaw the use of a
conjunction of policies designed to exploit helpless peo-
ple in one nation in the name of national power. Mercan-
tilism is his exemplar:

Population policy bore the same stamp, the slave
trade being in many respects only side of this poli-
cy. The innumerable letters with regard to the
populating of the French colonies with young
girls, who were sent thither by shiploads, usually
from Houses of Correction, but sometimes also
young country girls, were almost of the nature of
instructions for human breeding-studs. In the
same breath mention is made of shiploads of
women, mares and sheep; the methods of propa-
gating human beings and cattle being regarded as
roughly on the same plane. (Heckscher 1955, 2:
300)

When a country comes to exploit those outside its
boundaries, its people come to regard those others as dif-
ferent, perhaps even as animals. With, perhaps, eugenics
policies in mind, Heckscher expressed concern at mid-
twentieth century that such attitudes were returning
(Heckscher 1955, p. 301). Neoclassical economists who
advocated free trade, with full knowledge of the possibili-
ty of nation-specific gains from restrictions, reveal their
cosmopolitan egalitarianism.

SEE ALSO Keynes, John Maynard; Mill, John
Stuart; Theories of International Trade.
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EDUCATION, OVERVIEW
From time immemorial, human societies have found
ways to transmit cultural practices across generations,
but only in the last 500 years has schooling become wide-
spread. In 1500 there were few societies in which more
than 10 percent of their populations would have attended
formal schooling during childhood, or in which their
adult populations had mastered the rudiments of literacy.
By 1960 the majority of adults in the world did possess
basic literacy skills (see Table 1). However, by then major
regions of the world still varied widely in their literacy
rates, and literacy rates of women were substantially
below those of men (see Table 2).

By 1800 a clear majority of adults in North America,
Scandinavia, and Germany possessed basic literacy skills.
By 1900 the populations of not only these regions but
also much of the rest of Western Europe was approaching
close to universal adult literacy. Throughout the rest of
the world, widespread adult literacy was still uncommon
as of 1900, but there were exceptions such as Japan and
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SOURCE: Adapted from Graff 1987.

Adult literacy rates in major regions of the world c. 1960

Major region
Percent of adult population

(15�) literate c. 1960

World
Africa
Northern America
Latin America
Asia
Europe
Oceania
Arab States

60
19

97.6
67.5
44.8
94.7
88.5

19 SOURCE: Adapted from the Unesco Statistical Yearbook 1999, 
II-7, II-8.

Male versus female literacy rates in various groups of 
countries c. 1970

Group of 
countries

World
Developing countries
Least developed countries
Developed countries

Ratio of
female to

male literacy

.77

.59

.41

.95

Female
literacy rate
(age 15�)

54.8
35.8
15.5
92.0

Male
literacy rate
(age 15�)

 71.5
 60.2
37.9
96.9

 THE GALE GROUP.

possibly China. It was thus only in the twentieth century
that the majority of the world’s population came to pos-
sess basic literacy skills. Trends in primary school enroll-
ment and completion rates are similar to those of litera-
cy.

While the developing world was catching up in liter-
acy and primary education over the course of the twenti-
eth century, developed countries were widening the gap
at the secondary and higher education level. Prior to 1900
only a small minority of adults in developed countries
would have attended secondary school or universities.
Between 1970 and 1997 secondary enrollment rates rela-
tive to the secondary school age population rose from 76
percent to 100 percent in developed countries, compared
with from 23 percent to 52 percent for developing coun-
tries, and from 10 percent to 19.3 percent for least-
developed countries. Enrollment rates in higher educa-
tion relative to the university age group over the same pe-
riod rose from 26 percent to 52 percent for developed
countries, 3 percent to 10 percent for developing coun-
tries, and 1 percent to 3.2 percent for least-developed
countries (Unesco Statistical Yearbook 1999). In 1990 the
mean years of schooling completed by adults in devel-
oped countries was 10.0 years, whereas for developing
countries it was only to 3.7 years (UNDP Human Devel-
opment Report 1992). In accounting for both trends and
disparities in education levels, factors commonly thought
to be important include income per capita income, reli-
gion, and distribution of political power.

The public expenditures spent on education in the
late twentieth century were substantial relative to gross
national product (GNP) for both developed and develop-
ing countries. In 1970 this proportion was 5 percent for
the world as a whole (Lichtenberg 1994). In the nine-
teenth century the share was no more than 1 percent for
any group of countries (Lindert 2004).

 THE GALE GROUP.

RISING EDUCATIONAL ATTAINMENT AND THE
PATTERN OF WORLD TRADE

The rise of schooling over the last half millennium can
be viewed as having increased relative supplies of a dis-
tinctive factor of production—skilled labor. Because
skills typically have been acquired by apprenticeship and
learning on the job, it is simplistic to equate schooling
with skills. Nevertheless, schooling levels do provide a
convenient proxy for skill levels. The argument that skill
differences in labor forces have impacted the pattern of
world trade has been put forward by Adrian Wood
(1994) as a characterization of trade in manufactures be-
tween industrial and developing countries. Wood’s esti-
mates show that between 1955 and 1989 the percentage
of developing-country exports to developed countries
that consist of manufactures rose from 5 percent to 53
percent, with a corresponding drop in the percentages of
primary products, changes he attributes to falling trade
barriers. Over this same period, the portion of devel-
oped-country exports to developing countries that con-
sisted of manufactures remained roughly constant at
three-quarters. Wood argues that developing countries’
export manufactures during this period were intensive in
unskilled labor, whereas those of developed countries be-
came increasingly skill-intensive. In addition to other
criticisms of Wood’s argument, it has been noted that
when more than two types of products are considered,
as well as additional factors such as natural resources,
capital, and skilled and unskilled labor, theoretical pre-
dictions become much less clear-cut; they depend on as-
sumptions about interactions between the various factors
of production (O’ Rourke 2002; Bowen, Leamer, and
Sveikauskas 1987).

Wood explicitly views his model of skill-driven trade
as pertaining to the period since 1950. O’Rourke (2002)
suggests that prior to 1950, a set of factors of production
other than degree of labor-force skill determined interna-
tional specialization patterns. Indeed, O’Rourke and Wil-

Education, Overview

H I S T O R Y  o f  WO R L D  T R A D E  s i n c e  1 4 5 0214



Trends in adult literacy and female to male literacy ratios 1970 to 2000

World adult literacy rate
World female to male literacy ratio
Developing countries adult literacy rate
Developing countries female to male literacy ratio
Least developed countries adult literacy rate
Least developed countries female to male literacy ratio

1970

 63
 .77
 48.1
 .59
 26.8
 .41

1980

 69.4
 .80
 58.2
 .68
 34
 .49

1990

 75.2
 .84
 67.4
 .76
 42.3
 .58

2000

 79.4
 .86
 73.7
 .81
 50.7
 .67

SOURCE: Adapted from the Unesco Statistical Yearbook 1999, II-7, II-8.

 THE GALE GROUP.

liamson (2002) question whether international markets
were sufficiently well integrated prior to the mid-
nineteenth century for models such the influential Heck-
sher-Ohlin model of comparative advantage to even be
applicable.

Another influential line of argument emphasizes the
impact of education on international technological lead-
ership. Alfred Marshall (1919) argued that the German
advantage over England in the newly emerging science-
based industries could be attributed to German superior-
ity in scientific and technical education. Nelson and
Wright (1992) have attributed the rise of U.S. technologi-
cal leadership over the course of the twentieth century in
part to the development of its system of higher education
and the research and development expertise this
spawned. And Goldin (2001) has credited the rise of U.S.
secondary education and the skills this cultivated in oper-
ative manufacturing workers with U.S. economic success
in the twentieth century. Although these channels of in-
fluence appear plausible, their magnitude is difficult to
establish.

By either line of argument, one reason for minimiz-
ing the importance of educational and skill differences to
trade patterns prior to 1950, and especially prior to 1900,
is simply that before then, these international differences
were largely confined to the primary schooling level and
basic literacy. A second consideration is the possibility
that developments in technology over the past century
such as the shift from steam power to electricity have in-
creased the importance of skill and education in manu-
facturing (Goldin and Katz 1998).

Other possible channels of influence from rising ed-
ucational attainment include increasing the divergence in
growth rates across countries, resulting in income-
induced variations in relative import demands in various
parts of the world, and enhancing responsiveness to
change as well as cultivating more cosmopolitan con-
sumption patterns.

EDUCATION, SKILLS, AND THE DISTRIBUTION
OF THE GAINS AND LOSSES FROM TRADE

By cultivating responsiveness to change, one would ex-
pect that rising educational levels would facilitate the
magnitude of the general gains achieved from trade by
facilitating movement of various categories of labor from
declining to expanding sectors in the various countries
involved.

A distinct but related issue of trade policy that has
received considerable attention is what impact increasing
commodity market integration has had on wages of
skilled and unskilled workers, implicitly holding constant
levels of educational attainment of each group. The basic
expectation in Wood’s influential model (1994) is that in
developed countries with a comparative advantage in
skill-intensive products, wages of unskilled workers will
fall relative to those of skilled workers in response to the
increased supply of unskilled labor-intensive imports
from low-wage developing countries. Reversing the argu-
ment for developing countries, Wood’s model predicts
that in these countries wages of skilled workers will fall
and those of unskilled workers will rise. Wood finds sup-
port for these propositions with a fall in unskilled relative
to skilled wages in the United States and Europe on the
one hand, and a rise in unskilled relative to skilled wages
in South Korea on the other hand. However, other econ-
omists have argued that the magnitude of these trade ef-
fects in developed countries have been small; changes in
technology have been more important in lowering the
demand for unskilled workers relative to skilled workers,
and experiences in some Central American economies
have run counter to the experience of South Korea (Free-
man 1995; O’Rourke 2002).

Prior to 1950 international differences in education-
al attainment and skill were smaller, and by some ac-
counts the distributional impact of trade primarily has
affected relative prices of other factors of production
than those between various skill classes of labor
(O’Rourke 2002). These considerations would lead one
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to expect a smaller impact of increased openness to trade
on wage differences between skilled and unskilled labor
before 1950.

The rise of worldwide educational attainment is one
of the distinctive social developments since 1500. It is in
the last half of the twentieth century that its possible links
with world trade and specialization patterns became
most evident.

SEE ALSO Information and Communications.
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EGYPT
Throughout its long history Egypt has always been a
major economic center. Whether as part of a larger em-
pire or an independent polity, the inhabitants of the Nile
River basin have had a flourishing agricultural economy
and a robust commercial life. Agricultural success
stemmed from annual Nile floods. These were unusually
predictable and provided both crucial water supplies and
rich silt from the Ethiopian highlands, which was depos-
ited on Egyptian lands. This made the regions bordering
the Nile River basin in Egypt and those in the delta north
of Cairo some of the most fertile areas in the world, en-
abling Egypt to produce agricultural surpluses for export
and to be active in long-distance trade throughout and
beyond the Middle East. Throughout history, Egypt’s
merchant elite has been one of the world’s most dynamic.

EGYPT UNDER OTTOMAN, FRENCH, AND
BRITISH RULE

Egypt’s more recent history begins with the Ottoman
conquest in 1517. Conscious of the country’s great
wealth, the new rulers chose not to parcel its lands out
to military men in the form of tax farms, as was the Otto-
man custom elsewhere. Instead, they established a formal
administration over the territory, thus securing for the
central administration in Istanbul a large portion of the
country’s wealth in the form of tributary payments.

The Egyptian economy flourished during the first
two centuries of Ottoman rule. The world economy itself
was expanding, fueled in large part by silver from the
Americas and reflected in increased trade across the Indi-
an and Atlantic Oceans. Although this trade eventually
would fall mostly into the hands of European merchants,
for many centuries Asian and African merchants partici-
pated and grew wealthy; this included Egyptian mer-
chants based in Cairo and Alexandria. They were instru-
mental in expanding the coffee and sugar trades during
the sixteenth and seventeenth centuries, and for a time
held a virtual monopoly over the world trade in coffee.

Egypt
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One of President Abdel Gamal Nasser’s most
important goals was to modernize Egypt’s economy.
He proposed the huge High Dam at Aswan, just north
of the Sudanese border, to provide the nation with
electricity and irrigation on the Upper Nile. Initially
the World Bank was to finance the dam, with support
from the United States and Britain, but Nasser’s pro-
Soviet foreign stance, and his apparent undermining
of British Middle Eastern interests, led the Western
powers to withdraw support. In retaliation Nasser
nationalized the Suez Canal, leading to the 1956 “Suez
Crisis.” The dam was finally completed in 1970 with
Soviet aid, creating a huge reservoir named after
Nasser, who died that year. The dam provides about
half of Egypt’s power needs, and regulates the Nile
floods, which frequently had caused damage along the
flood plain. Navigation on the river has been aided by
a more consistent water flow. But there are also prob-
lems associated with Aswan, including the dislocation
of thousands during its construction In addition, it
has caused poor drainage affecting farmland, erosion
of the Nile Delta, a rise in fertilizer use to replace natu-
ral sediments, and an alleged increase in disease
linked to stagnant water.
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HIGH DAM AT ASWAN

Egyptian entrepreneurs also built sugar factories to pro-
cess locally grown cane, selling it throughout the Middle
East.

Egypt’s economic independence and its vital place in
the world economy began to be threatened in the late
1700s. Although the French invasion of the country last-
ed only from 1798 to 1801, it foreshadowed a growing
European interest in this part of the world. Egypt’s mod-
ernizing ruler, Muhammad Ali (r. 1805–1848), brought
great economic and political advances to the country, but
his irrigation reforms and efforts to stimulate exports of
long-staple cotton to European textile manufacturers in-
tensified European involvement in Egypt. When his suc-
cessor IsmaEil Pasha, khedive of Egypt from 1863 to 1879,
allowed the state to fall heavily into debt to European
bankers, this led inexorably to the loss of Egypt’s political

autonomy. The opening of the Suez Canal in 1869 drew
the European powers further into Egyptian affairs, espe-
cially the British, whose shippers came to dominate canal
traffic. Fearing French intervention, the British sent an
army of occupation into Egypt in 1882. Although a
speedy evacuation was promised, the British army was
not withdrawn until 1956.

British control benefited large Egyptian landowners,
who expanded cotton cultivation and increased exports
to Europe. By 1900, cotton exports accounted for more
than 80 percent of the value of Egypt’s exports. Mean-
while, European merchant and investment groups took
over most of the large-scale businesses in Egypt. By the
beginning of the twentieth century almost 90 percent of
the funds invested in Egypt’s large-scale business firms
came from overseas, and foreign economic interests
dominated the banking, insurance, and trading firms that
were vital for Egypt’s export-oriented economy.

This lopsided development troubled Egyptian na-
tionalists, the most outspoken of whom, Tal’at Harb
(1876–1941), led a drive to promote Egyptian businesses
and to diversify the economy through industrialization.
In 1920 he founded Bank Misr, which was an entirely
Egyptian-financed and -run banking establishment,
which sponsored the foundation of numerous Misr in-
dustrial and commercial companies. These companies
established a local textile industry, which began to con-
sume raw Egyptian cotton. Although Egypt continued to
be the world’s most important exporter of long-staple
cotton, the share of cotton in Egypt’s total exports de-
clined. During the 1930s and 1940s Egypt followed im-
port-substituting industrialization, founding local textile,
food processing, glassware, and other industries for
which there was already a substantial consumer market.

TRADE SINCE INDEPENDENCE

The 1952 military coup d’état brought to power young,
energetic army officers who wanted to rapidly advance
the political independence and the economic develop-
ment of the country. In 1954 they signed an agreement
for the withdrawal of British forces based in the Suez
Canal area, thus achieving one of Egypt’s most vital na-
tionalist goals. The Free Officers government also prom-
ised rapid economic growth, which they initially hoped
could be accomplished through the private sector and
with the aid of foreign and local capital. When, however,
economic progress languished and Western powers re-
fused to finance the Aswan High Dam, the government
of Gamal Abdel Nasser (1918–1970) nationalized the
mainly French-run Suez Canal Company. The ensuing
British, French, and Israeli invasion of the country in No-
vember 1956 prompted the government to turn against
the private sector. A series of nationalization decrees en-
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A photo from 1885 showing equipment used to enlarge the Suez Canal in Egypt. The canal is a 118-mile waterway that
connects the Mediterranean Sea and Red Sea; it opened an important trade route between Europe and Asia that eliminated the need
to sail around Africa. © BETTMANN/CORBIS. REPRODUCED BY PERMISSION.

acted between 1957 and 1962 placed almost all large-scale
private firms in state hands. Egypt also turned to the So-
viet Union for aid and redirected its trade toward the So-
viet bloc. The Soviets financed the Aswan High Dam and
helped Egypt establish many state-run industries. An
economy that once had been open to foreign trade and
exchanged a single cash crop—cotton—for a wide range
of European manufactures now closed itself off, striving
instead for economic self-sufficiency.

The experiment failed. Local industries lost money.
Products that the middle class had once taken for granted
became scarce. Above all, the alignment with the Soviet
Union did not enable the Egyptians to deal militarily with
their chief antagonist in the Middle East—Israel. In fact,
the 1967 war with Israel, which the Egyptian military
high command was sure it could win, proved to be a ca-
tastrophe. Egyptians forces were destroyed, the army was
humiliated, and the entire Sinai Peninsula came under Is-
raeli rule.

The death in 1970 of Egypt’s charismatic leader,
Nasser, and the rise of Nasser’s vice president, Anwar al-
Sadat (1918–1981), prepared the way for a sea change in
Egypt’s political, military, and economic arrangements.
In 1973 President Sadat attacked the Israelis, getting
Egyptian troops across the Suez Canal, where they inflict-
ed heavy losses on the Israelis. Although the Israelis re-
pulsed the invasion, the Egyptian effort was sufficiently
successful that Sadat could announce the ending of ties
with the Soviet Union and a new alliance with the United
States. Sadat expelled Soviet technicians and economic
advisers and invited American advisers to help in dis-
mantling the public sector, privatizing public-sector
companies, and opening the country to foreign invest-
ment and trade. Under Sadat, who was assassinated by
a disaffected Muslim group in 1981, and his successor,
Husni Mubarak (b. 1929), Egypt looked to the West, par-
ticularly to the United States, the World Bank, and the
International Monetary Fund, to provide technical ad-
vice and much-needed investment to spur the economy.

Egypt
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Like most economic programs in Egypt’s recent past,
the turn to the West did not realize all of the goals that
its advocates had hoped for. In 2004 Egypt had over 70
million people crammed into a relatively small usable
area with limited natural resources. Nonetheless, the
economy has grown significantly during the last twenty-
five years, with tourism, foreign remittances, and Suez
Canal receipts providing most of the country’s hard cur-
rency. Egypt has also become a significant exporter of
textiles, vegetables, fruits, and flowers throughout the
Middle East and into Europe.
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ELIZABETH I
1533–1603

Elizabeth Tudor, daughter of Henry VIII (1491–1547)
and Anne Boleyn (1507–1536), was born on September
7, 1533, became queen on November 17, 1558, and died
on March 24, 1603. Her diplomatic skills brought stabili-
ty to a nation riven by political and religious discord, and
contributed to the strong growth of England’s interna-
tional trading interests. Whereas in the 1530s the export
of raw wool from London to Antwerp accounted for over
90 percent of English trade, a range of overseas commer-
cial links had been established by 1603. The Baltic and
Iberian trades expanded, and joint stock companies pro-
moted commerce with Muscovy and the Levant. Fisher-
men annually returned an abundance of cod from New-

foundland to southern Europe, while the Roanoke
settlers imposed an English footprint on North America,
and venturers such as John Hawkins (1532–1595) and
Francis Drake (1540–1596)—sometimes with Elizabeth’s
covert approval—traded with, or raided, Spanish Ameri-
ca. War with Spain (1585–1603) further stimulated mari-
time activity. As well as fighting in the Armada campaign,
privateers added a potentially profitable dimension to
overseas trade and therefore proliferated. Shipbuilding
flourished, and the number of seafarers increased from
15,000 to 50,000 during the war. Crowning the substan-
tial commercial development of Elizabethan England, the
East India Company was founded on December 31, 1600.
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EMPIRE, BELGIAN
In 1884 to 1885 Leopold II, king of the Belgians, finally
realized one of his many expansionist dreams: the great
powers had recognized the existence of the Congo Free
State, an enormous domain in Central Africa created by
his obsessive quest for a lucrative colony. Belgium itself
had no official links with this atypical colony, over which
Leopold II ruled as an absolute monarch for the next
twenty-three years. But in 1908, after severe international
criticism of the inhumane treatment of the native popu-
lation, the Belgian State took over Leopold’s free state,
and the Congo remained a Belgian colony until 1960.

FREE-STATE STATUS

The recognition of the Congo Free State by the foreign
powers coincided with the Berlin Conference (1884–
1885), which determined the international attitude to-
wards the breaking up of Africa. The Berlin Act intro-
duced, among other dispositions, an international regu-
lation for the so-called “Conventional Congo Basin.”
This vast region, which included not only the recently
founded Congo Free State but also large parts of the
neighboring colonies, was declared a free-trade zone. In-
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Leopold II, King of Belgium, c. 1900. Leopold’s drive to
create overseas markets for Belgium led to the founding of the
Congo Free State in 1885. © BETTMANN/CORBIS. REPRODUCED BY

PERMISSION.

ternal navigation was entirely free, any form of differen-
tial treatment of trading nations was prohibited, and no
import or transit duties could be levied. At the request
of the Congo Free State, which struggled with huge bud-
getary deficits, the last provision was altered some years
later. Indeed, during the 1890 international conference
held in Brussels, it was agreed that an import tax of no
more than 10 percent could be levied, provided no coun-
try was discriminated against. After World War I the
Convention of Saint-Germain-en-Laye (1919) replaced
the Berlin Act. This new regulation maintained the essen-
tial provisions regarding free trade in the Congo Basin,
but abolished the 10 percent limit on import taxes. Dis-
criminatory treatment of any country was still explicitly
prohibited. As with the Berlin and Brussels Acts, the 1919
Convention did not regulate export duties. Thus, during
the seventy-five years of colonial rule (1885–1960) Con-
golese trade was characterized, at least in theory, by a
genuine open-door policy. Belgium was not allowed to
favor its own commercial or industrial interests.

TRADE POLICY

Nevertheless, during the free-state period the provisions
of the Berlin Act were not scrupulously applied. In prac-
tice, free trade was curtailed by the king’s economic poli-
cy, which was designed to secure maximum revenue for
the state’s treasury and for the king’s own private Congo-
lese possessions. The monopolization of vast stretches of
land—indeed, of the richest areas—by the Congo Free
State, by some private concessionary companies, or by
Leopold himself, de facto impeded the development of
free enterprise and free trade. As an astute observer hu-
morously remarked, Congolese trade policy under Leo-
pold was governed by the following rules: “Article 1.
Trade is entirely free. Article 2. There is nothing to buy
or to sell” (cited in Stengers 1989, p. 96). After the
takeover by Belgium in 1908 these practices were abol-
ished; henceforth, Belgian and foreign businessmen
could invest and trade freely in the Congo. During the
crisis of the 1930s, when trade volumes and values plum-
meted, some voices in Belgium advocated the abolish-
ment (or at least the bypassing) of the Berlin/Saint-
Germain-en-Laye rules in order to defend Belgian indus-
trial and commercial interests in the Congo. The colonial
authorities rejected these demands. On the contrary, dur-
ing the interwar years, they even pleaded for the exten-
sion of the Congo Basin regime to the whole of Africa.

Over time, trade regulations rates varied quite often.
Most tariff changes were inspired by purely fiscal consid-
erations. Indeed, import and export duties represented
an important part of Congolese public revenues. During
free-state status, their share fluctuated around 20 percent
between 1900 and 1907, but had reached far higher levels
in earlier years (e.g., almost 40% in 1895). After the Bel-
gian takeover customs levies generally represented be-
tween 30 and 42 percent of public revenue (with a mini-
mum of about 16% during the crisis of the early 1930s).
In 1950 export duties alone represented as much as 25
percent of all Congolese budgetary incomes. Neverthe-
less, in some instances tariff-policy measures resulted
from other than purely fiscal motives. During the 1920s
capital goods could be imported duty free or at very low
rates—a policy designed to stimulate the colony’s equip-
ment. During the 1950s import duties of some consumer
goods were introduced or raised in order to protect the
burgeoning local industrial production against import
from abroad, be it from Belgium or from other countries.

GLOBAL TRENDS OF CONGOLESE TRADE

Congolese trade statistics were almost nonexistent during
the free-state period; they remained extremely rudimen-
tary, incomplete, and unreliable before the beginning of
the 1920s. Only the last four decades of colonial Congo’s
trade evolution can therefore be analyzed in some detail,
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but even then, important methodological shortcomings
hamper correct observation.

After a steep takeoff, due especially to the rubber
boom (1.9 million Belgian francs, or BEF, in 1887; 50.4
million BEF in 1901), Congolese export stagnated during
the first years of the twentieth century (55.1 million BEF
in 1913). The integration of the Congo into world trade
really began in the 1920s. The export volume index (100
in 1948–1950) represented 10 in 1920 and 44 in 1930.
The world economic crisis interrupted this growth for
some years (28 in 1932, 41 in 1934), but the recovery dur-
ing the second half of the 1930s and, more importantly,
the enormous demands for strategic primary products
during World War II, generated an important growth (60
in 1939 and 80 in 1945). Nevertheless, the most spectacu-
lar export breakthrough took place in the postwar period,
and especially the first half of the 1950s (105 in 1950, 145
in 1956, and 162 in 1959). The Congo’s share in world
trade more than doubled between 1938 (2.4%) and 1953
(5.33%). Except for the initial period of the Congo Free
State (1885–1898) and for several years during the 1920s
(when Congolese infrastructure dramatically expanded),
export values always exceeded import values. Particularly
during and after World War II, Congo produced impor-
tant surpluses on its trade balance. The terms of trade de-
teriorated from the beginning of the 1920s to 1946, but
afterward, they rapidly and significantly improved,
thanks to the price increase of Congo’s most important
export products (86 in 1921, 66 in 1931, 50 in 1945, 132
in 1955).

GEOGRAPHICAL FLOWS AND COMMODITY
COMPOSITION

The Congo’s particular international status had an im-
portant impact on geographical trade flows. Compared
to other colonies, where the “mother country” played a
far more important role in the trade of its dependencies
(e.g. France, and its colonial empire), the Belgian Congo
did not develop an exclusive trade link with Belgium. Ac-
cording to trade statistics, in 1921 Belgium absorbed 48
percent of Congo’s export value (Great Britain came sec-
ond with 44%). During the 1930s this proportion peaked
at 76 percent, but after the war the Belgian share receded
and fluctuated at around half of Congo’s total exports
(e.g., 51% in 1955). Nevertheless, these official figures
blurred the real picture because they did not take into
consideration that many goods only passed through Bel-
gium on the way to other countries. Corrected statistics
showed that actually Belgium absorbed a far more mod-
est proportion of Congolese exports (25% in 1955). Dur-
ing and after World War II the United States became
Congo’s second export partner, with a “real” share com-
parable to that of Belgium (e.g., 22% in 1955). During

the interwar period Belgium’s part in total Congolese im-
port value fluctuated between 38 and 55 percent, but here
again trade statistics overestimated Belgium’s real share,
because many goods counted as “Belgian” (because they
were embarked at the port of Antwerp) were in fact com-
ing from other countries. Especially during the decade of
crisis, Belgian politicians and business leaders tried to
stimulate the so-called “interpenetration” of the Belgian
and Congolese economies, but these efforts did not meet
with real and lasting success. During World War II the
links between occupied Belgium and its colony were sev-
ered, and the Congo was obliged to buy most of its goods
in the United States. After the war Belgium could recap-
ture an important part of trade flows to the Congo, but
its share oscillated around 36 to 40 percent, less than be-
fore the war.

Some important changes occurred in the commodity
composition of Congolese export trade. During the free-
state period Leopold’s colony was saved from bankruptcy
thanks to the export boom of wild rubber (and, to a lesser
extent, of ivory) because heavy export duties were levied
on these goods. Ivory made up 55 percent of Congo’s
total export volume in 1895, 10 percent in 1919, and 0.4
percent in 1935. Rubber represented 19 percent in 1895,
76 percent in 1901, 14 percent in 1916, and 0 percent in
1930. After these ephemeral export booms the Congolese
trade pattern definitively took shape from the 1920s on-
ward, with the expansion of the mining sector. During
the four last decades of Belgian colonization copper con-
stituted Congo’s main export (about one-third of total
export volume). Tin (between 5 and 8%) and cobalt (be-
tween 8 and 15%) were two other important mineral ex-
port products. Though far from nonexistent, export of
agricultural products was less important. The main com-
modities were palm oil and nuts (14% of total trade vol-
ume in 1948), cotton (14%), and coffee (8.5%). Congo’s
role in world primary commodity markets was far more
important for mineral than for agricultural products. In
1929 Congo was the world’s third-largest copper produc-
er, and first in cobalt and industrial diamonds. The Bel-
gian Congo was a major player in the international cop-
per and tin cartels. The uranium used for the first U.S.
atomic bombs was of Congolese origin. Thanks to its
prominent position in the world trade of some essential
primary products, independent Congo played an impor-
tant international role from the 1960s to the 1980s. The
subsequent collapse of state power and civil wars caused
the dramatic breakdown of export—and the virtual dis-
appearance of the Congo from world trade networks.
Today, only the illegal trade of some products such as di-
amonds and columbo-tantalite reminds us of the
Congo’s past commercial glory.
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After Christopher Columbus’s journey in 1492,
Europeans made many attempts to found colonies in
North America. A good many of these enterprises were
private ventures, and not all of them succeeded.
England’s first American colonial venture was made by
Sir Walter Raleigh at Roanoke Island in 1585. Raleigh’s
expedition left about 100 men on the island. Relations
with the local population were friendly at first, but
soon deteriorated. In 1586, low on food and discour-
aged that a promised relief expedition had not
appeared, the colonists took passage home with Sir
Francis Drake. In 1587 another attempt was made to
settle Roanoke, but when their relief expedition
arrived in 1590 all the colonists had vanished mysteri-
ously, perhaps having integrated with the local
Indians. These underfunded ventures were not the last
colonial schemes to fail. In 1775 the Transylvania
Company sent Daniel Boone to colonize the area that
is now Kentucky and Tennessee, although the enter-
prise did not have British sanction. The Continental
Congress later refused to recognize Transylvania as the
fourteenth state. The company’s land grants were
voided by Virginia and North Carolina, but promoter
Richard Henderson and his associates received new
grants for their troubles.

D av id J. Clarke

VENTURES TO NORTH
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EMPIRE, BRITISH
This entry consists of the  following articles:
Empire, British: 1450–1783
Empire, British: 1783–present

EMPIRE, BRITISH: 1450–1783
Britain was a latecomer in the European race for empires,
left behind by its rivals Spain and Portugal. Even in the
1650s English overseas possessions amounted to no more
than a few Caribbean islands, a number of North Ameri-
can “plantations,” and some Indian ports. The English
envied Portugal, whose eastern possessions brought in
valuable spices, sugar, and slaves. Even more enticing was
Spain’s Central and South American empire, which
yielded vast amounts of gold and silver.

In 1497 King Henry VII (1457–1509) sponsored an
expedition under the Venetian John Cabot (c. 1450–
1499) to find a route to Asian commodities. Instead,
Cabot “discovered” the island of Newfoundland, with its
rich cod fishing grounds. From the sixteenth century, En-
glishmen such as Martin Frobisher (1535?–1594)

searched for precious metals and routes to China in the
north. Such projects came to nothing. A pair of under-
funded colonies established at Roanoke Island and New-
foundland in the 1580s also failed. For a time the English
simply allowed mariners such as Sir Francis Drake
(1540?–1596) to harass and capture Spanish traders.

A more ambitious colonization plan centered on
Virginia’s Chesapeake Bay was licensed by King James I
(1566–1625) in 1607. The London (or Virginia) Compa-
ny hoped to supply England with products as diverse as
wine and ship timber. Eventually trade in a new com-
modity, tobacco, made Virginia, though not the Virginia
Company, a success. King James, who detested smoking,
established a royal monopoly over the profitable trade in
1624. By the 1690s tobacco use was widespread in En-
gland. Virginia and another tobacco colony, Maryland,

Empire, British

H I S T O R Y  o f  WO R L D  T R A D E  s i n c e  1 4 5 0222



were soon home to tens of thousands of settlers. In other
southern colonies such as South Carolina products such
as rice and indigo became important export goods. To
the north the Massachusetts Bay Colony enjoyed com-
mercial success through a cod fishery broadly similar to
Newfoundland’s.

Newfoundland itself was sparsely settled, but an En-
glish fishing fleet operating off its coasts supplied Iberian
markets from the 1520s on. The trade in cod was later
important to another English colony, Nova Scotia. Other
portions of modern Canada were also claimed by En-
gland. In 1670 a private enterprise, the Hudson’s Bay
Company, was founded with rights to all territory drain-
ing into Hudson’s Bay. It pursued a fur trade with native
peoples that supposedly was a monopoly, but until the
Seven Years’ War (1756–1763) it was often in conflict
with French rivals. Victory over France gave Britain con-
trol of eastern North America from Canada to the Caroli-
nas.

Before 1783 the British Empire was Atlantic-
oriented, and the American colonies were not its only
valuable possessions. In the 1600s English settlers occu-
pied a number of Caribbean islands including Barbados,
the Leeward Islands, and Jamaica. From the 1750s to
1825 their chief export, sugar, was Britain’s most valuable
import. Sugar cultivation occurred on large plantations
whose owners could make sizeable fortunes. The crop,
though lucrative, was labor-intensive. By the mid-
seventeenth century the need for low-cost workers led to
an extensive slave trade from Africa’s Atlantic coast.
Originating in the Caribbean sugar islands, a slave econo-
my also developed in Britain’s southern American colo-
nies after 1680. More than 3 million Africans were forci-
bly transported in British empire vessels from the 1660s
until 1807, and many died en route. Britain’s Atlantic
empire became based on a “triangular” trade in which
the northern fisheries also played a role. West Africa sup-
plied the labor, low-grade cod kept the slaves fed, and
sugar and tobacco returned to Britain for home use and
re-export. As more and more Britons immigrated to the
colonies, the colonies in turn became important destina-
tions for British manufactured goods.

The American colonies were an important link in
this chain, but by the later 1700s a number of grievances
arose against the British Crown. Many were based on
trade concerns. The Acts of Trade and Navigation, origi-
nating in the mid-1600s, recognized English possessions
as a single trading sphere, basically creating a jurisdiction
of the Empire. The acts also gave British vessels a monop-
oly over colonial trade. Thus they were a source of fric-
tion with the colonists, who wanted more freedom to
trade outside the Empire on their own account. A series
of taxes on trade goods such as sugar and Madeira were

also enacted, but by 1773 most were repealed. Still, the
principle that the English Parliament could tax its colo-
nies without their consent remained. Though the issues
were more complex, this was certainly a factor in starting
the American Revolution (1775–1783). Though America
gained its independence, the nation remained bound to
Britain by commercial, if not political, ties.

With the loss of its American colonies British atten-
tion turned eastward. From the 1600s the English,
through the monopolistic East India Company, tried to
copy Dutch success in the Indian spice trade, but found
their niche instead in coffee and textile trading. The En-
glish acquired bases at Madras and, through the dowry
of King Charles II’s Queen, Catherine of Braganza (1638–
1705), the port of Bombay. A trade in China tea also
began, adding another must-have product to the list of
English overseas imports. At first company traders were
no more than small players on the fringes of an advanced
civilization, but by the early 1700s things were changing.
India’s rulers, the Muslim Mughal emperors, were in de-
cline, and France was Britain’s main Indian commercial
rival. It was largely fear of French competition that sent
company armies on the march; the East India Company’s
aim, after all, was to further its trade, not fight battles.
The Seven Years’ War changed everything, though this
was not the company directors’ intention. Under em-
ployee Robert Clive (1725–1774), their army won a series
of victories cementing their supremacy in India. In 1764
the company took formal charge of Bengal. Rival French
traders folded in 1769, and the British soon won Ceylon
from the Dutch. By the 1780s British governments took
a direct interest in India, setting up a system of “dual
control” with the company that ended only in 1858.
Whether planned or not, British territorial acquisitions
in India continued. The East India Company’s wish to
trade eventually led to British rule over millions of Indian
subjects, laying the foundations for the Indian Empire,
or raj, that lasted until 1947.
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EMPIRE, BRITISH: 1783–PRESENT
By 1783 France had been an aggressive enemy of Britain
for nearly a century, planning invasions, supporting Jac-
obite rebels, challenging Britain in India and the Caribbe-
an, smarting from defeats in 1757 to 1763, seizing every
chance to strike at the great organizers of anti-French co-
alitions. For the British Empire the American Revolution
was a stab in the back by rebels who made an alliance
with the French enemy, as Irish rebels did occasionally,
and attacked Canada. In 1775, while 40,000 Americans
were moving to Canada as empire loyalists, armies led by
Benedict Arnold and the Irish-born brigadier general
Richard Montgomery seized Montreal and besieged Que-
bec City. Republican France attacked Britain in 1793 and
in 1812 American rebels stabbed again while the empire
was grappling with Napoleon’s “Continental System.”
But losing the thirteen colonies did not stop Anglo-
American trade from growing: English hardware, house-
wares, and textiles flowed westward in exchange for cot-
ton, foodstuffs, tobacco, and timber.

The empire’s enormous wealth and dominion dur-
ing the next century stemmed from the first modern in-
dustrial revolution, a liberal constitution encouraging
personal freedom, and a strong maritime tradition. Lord
North’s reforming efforts, which provoked the American
colonies to rebel, were part of a movement to make gov-
ernment more efficient and accountable, less corrupt and
oppressive. British merchants, bankers, investors, and
shipping interests grew stronger and warded off the de-
moralizing effects of French revolutions, with their bu-
reaucratic dirigisme. Abundant cheap capital encouraged
British businessmen to venture overseas while monopo-
lies of chartered companies were removed one by one.
Provoked by a bloody mutiny in 1857 to 1858, the British

government even took India away from the East India
Company. Between 1835 and 1845 an unrivaled network
of “mail lines” spread across the seven seas, such as the
Peninsular and Oriental Line linking England with Egypt,
India, and the Far East. In the 1870s and 1880s British
shipping left competitors far behind as strong firms ab-
sorbed weaker ones and wooden sailing ships gave way
to iron steamers. In 1914 Britain owned around 40 per-
cent of the world’s steam tonnage. Britain dominated
world cable communications even in 1914, and the trans-
Pacific cable as late as the 1930s.

The Indian mutiny of 1857 to 1858 again showed the
colonies to be troublesome. Britain put up with the refus-
al of Australia, Canada, New Zealand, and South Africa
to contribute to imperial defense except when wartime
dangers revived popular imperial patriotism. The Royal
Navy turned to protecting commercial shipping more
and more as free-trade principles formed foreign policy
from the 1830s. By mid-century colonial “annexations
were to be avoided if possible” (Robinson and Gallagher,
p. 5). An informal British Empire of commercial ventures
and investments in China, Egypt, the Middle East, and
South America was added to colonial possessions marked
red on the map. British forces were continually fighting
small wars, usually of pacification, in the wilder parts of
the empire.

The empire’s history is clogged with outdated preju-
dices of liberal, socialist, and foreign enemies, and friend-
ly voices among historians are rare indeed. J. A. Hobson’s
Imperialism, A Study (1902) and V. I. Lenin’s Imperial-
ism, the Highest Stage of Capitalism (1916) taught imperi-
al history as a capitalist conspiracy. Among their disciples
was Eric Williams (1911–1981), whose Capitalism and
Slavery (1944) persuaded many that Parliament sup-
pressed the slave trade from 1807 and plantation slavery
from 1833 only because they ceased to be profitable, a
claim discredited by later research.

The public conscience behind antislavery gradually
affected other parts of imperial life, transforming colo-
nies into tutorial regimes for overseas development. Rail-
ways, canals, irrigation systems, famine relief, vast sur-
veys, experimental farms, public health, and forest
management schemes, improved very little by post inde-
pendence governments, gradually turned the empire into
an agency for Third World assistance. “Gentlemanly cap-
italists,” identified in studies by Cain and Hopkins, en-
couraged these developments. British conscientious scru-
ples ultimately killed the empire.

Meanwhile, personal freedom in a monarchy nour-
ished aristocratic hierarchy. Popular pageants celebrating
imperial trade and industry were organized around the
empire for twenty-five years by Frank Lascelles (1875–
1934), but success in business led to knighthoods, the
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By the end of the nineteenth century the proud
boast of Great Britain was that the sun never set on the
British Empire! A century later, it had disappeared. Sir
Winston Churchill (1874–1965) was a lifelong believer
in Britain’s “imperial mission.” As a youth he served in
Queen Victoria’s armies, later defending the empire in
World War I as both parliamentarian and soldier. From
1929 to 1935, a low point for Churchill and the nation,
he railed against the perceived erosion of British impe-
rial authority. As a wartime leader he made one of his
most definitive statements on the empire: when in
1942 Franklin Roosevelt asserted that the United
States had entered World War II to defeat fascism, not
to maintain British dominion over colonial peoples,
Churchill retorted that he had not become the king’s
prime minister “for the purpose of presiding over the
dissolution of the British Empire.” Even so, during his
second term (1951–1955) Churchill could not escape
the reality of Britain’s gradual retreat from empire. He
agreed to drop the name “British” from the
Commonwealth of Nations, and in 1954 his govern-
ment negotiated the withdrawal of British troops from
the Suez Canal zone. The subsequent Suez Crisis
(1956) proved that Britain could no longer act deci-
sively on the world stage, and by the time Churchill
died in 1965, almost all the former colonies were inde-
pendent nations.

D av id J. Clarke

SIR WINSTON
CHURCHILL

peerage, and life in privileged families, independent
“public” schools, regiments, and clubs. The ruling class
enjoyed education and travel, languages, and literacy,
which qualified them beyond what is normally achieved
in a democracy. Many adventurous Arabists from Oxford
and Cambridge Universities familiar with Middle Eastern
countries and friendly with sheiks and other powerful
families helped to win control of Persian oil, Iraq, Ku-
wait, and Transjordan, and to forestall aggressive Ger-
man and Turkish plans. Most knew—or knew of—one
another, and could cut through bureaucratic obstacles
and delays, as did Gertrude Bell (1868–1926), a leading
Arabist whose advice and influence were decisive in cre-
ating Iraq out of what had been called Mesopotamia
while keeping in touch with sheiks, soldiers, and archae-

ologists in the desert, as well as high-ranking relatives and
friends in London.

The English ruling aristocracy recognized the virtues
of “natural gentlemen” such as Donald Alexander Smith
(1830–1914), a Scot who began life as a Hudson’s Bay
Company clerk in Canada but died in London as Lord
Strathcona, rich railway baron, founder of a famous cav-
alry regiment, chairman of the Anglo-Persian Oil Com-
pany (later British Petroleum), and a neighbor in Lon-
don’s Grosvenor Square of that company’s principal
founder, William Knox D’Arcy (1849–1917). With prof-
its from the Mount Morgan gold mine in Australia,
D’Arcy funded Burmah Oil’s 1909 discoveries in Persia
near Basra, Mesopotamia, and so launched the Middle
East oil business, which supplied the navy as it converted
to oil after 1904. England’s ruling elite likewise befriend-
ed the Wild West Indian fighter Frederick Russell Burn-
ham (1861–1947), a major in the British army during the
South African War (1899–1902). “The kind-hearted
Queen [Victoria] invited me to visit her at Osborne,” he
recalled, “and . . . we were treated as real friends” (Burn-
ham 1926, 350–352). Imperial decorations, such as the
Distinguished Service Order awarded to Burnham in
1901, created a hierarchy of merit, as well as privilege,
and made room for money without glorifying it.

From the 1870s Britain fell behind Germany and the
United States in the production of industrial steel, chem-
icals, and electrical goods. What sustained the empire
during its last half-century was its worldwide shipping,
banking and other financial services, international insur-
ance companies, and an immense accumulation of over-
seas investments, particularly in North and South Ameri-
ca. As the world’s banker and the first industrial country,
Britain was challenging other Western powers to indus-
trialize and helping them to do so with huge investments
abroad, spent at last in the world wars of 1914 to 1918
and 1939 to 1945 defending the empire with its allies in
a centuries-old British practice. Postwar governments
launched a decolonization process leading to Indian in-
dependence in 1947, the simultaneous formation of Paki-
stan by Indian’s Muslims after a murderous civil war
against the Hindu majority, Egypt’s liberation by stages
in the 1950s, and the independence of most African colo-
nies during the 1960s. But fixing chronologies of colonial
independence distorts British imperial history. London
has always granted some self-governance to overseas ter-
ritories. It did not hold New England or New York in as
firm a grip as Paris held New France or, later, Algeria.
Canada, New Zealand, Australia, New Zealand, and
South Africa were self-governing for generations before
the Statute of Westminster (1931) recognized their for-
mal independence in a commonwealth. The monarchical
polity allowed for an exceptionally loose imperial struc-
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ture. Prime Minister W. E. Gladstone was planning for
Irish home rule as early as 1886. By then the anti-imperial
“Little Englanders” in Britain were already formidable
and arguing that colonies were held in trust. Defending
the poor against oppressive and corrupt indigenous rul-
ers was already one of London’s guiding principles. As a
result, the British Empire had many collaborators among
its colonial subjects.
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EMPIRE, DUTCH
In the 1590s merchants from the young Dutch Republic
started the first significant commercial ventures outside
Europe. After one fleet had successfully rounded the
Cape of Good Hope and returned from the East Indies
with spices in 1597, companies trading with Asia shot up
like mushrooms. Competition was so intense that the
profit margin fell to a minimum, as the cost price of
spices in Asia rose while the sales price in Europe
dropped. At this point, the Estates General (Dutch Parlia-
ment) intervened, founding the Vereenigde Oost-
Indische Compagnie (United East India Company, or
VOC). It was allowed to enter into treaties, declare wars,
and build fortresses in Asia.

From the outset, military actions paved the way for
commercial success. The VOC used force against natives
of the Moluccas, Indian merchants, and Portuguese and
English rivals to secure footholds and obtain spice mo-
nopolies. Dutch conquests in Asia included the Spice Is-
lands of Amboina, Tidore, and Ternate (1605), Taiwan
(1623), part of coastal Ceylon (1641), strategically locat-
ed Malacca (1641), and parts of southwest India (1663).
In addition, a way station was founded at the Cape of
Good Hope (1652).

Such expansion enabled the formation of a network
of factories from Japan and Siam to Ceylon, linked by a
regular exchange of information and commodities. Bata-
via, on the island of Java, was set up in 1619 as the nerve
center of the Dutch empire in Asia, to which all Dutch
factories were subordinated, and as the general ware-
house for goods to be exported to Europe. From the late
1650s, the Dutch monopolized the global cinnamon
trade, and by the late 1660s, they had near-total control
of the production and marketing of nutmeg, mace, and
cloves. By contrast, pepper remained elusive, since it was
cultivated over a vast area. All pepper was destined for
the European market, while cloves, nuts, and mace were
only shipped back after Asian demand had been satisfied.
The spice monopsony that enabled the VOC to fix prices
left the Company with huge profits, needed to offset the
large overhead costs. The Company’s policy in Europe
was to slightly oversupply the market, driving down
prices and thus usually discouraging competitors.
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After 1680 the share of pepper and spices in the
VOC’s revenues began to decline, while trade in cotton
and silk fabric from India, coffee (cultivated on Java after
1711), and Chinese tea rose. After 1690 Asian profits
turned into losses, as expenses kept rising and income did
not increase commensurately. The VOC remained the
world’s largest company throughout the eighteenth cen-
tury, offering a wide array of Asian goods for sale in Eu-
rope, but it was gradually cut down to size. Nevertheless,
its role as supplier of colonial goods helped Dutch mer-
chants maintain themselves in the European markets.

After huge losses had led to the demise of the VOC
in 1795, the Napoleonic Wars saw the British occupation
of all Dutch colonies East and West, around 1800. By the
time the Dutch retook control of their possessions in
1816, their empire had shrunk, since Britain did not re-
store Ceylon and the Cape Colony. More importantly,
Dutch commercial hegemony in eastern Asia was now a
thing of the past. After the Acultivation system, which
obliged the local population to grow several cash crops,
was introduced on Java in the first half of the 1830s, the
Dutch recovered some lost ground. Until 1870 large
amounts of coffee, sugar, indigo, tobacco, and tea were
sent from Java to the Netherlands. Total proceeds from
the sale of the East Indian products amounted to 451 mil-
lion guilders from 1830 to 1850, almost half of which di-
rectly enriched the national treasury. East Indian reve-
nues were partly used to finance the abolition of slavery
in Dutch America.

After 1873 the Dutch expanded the territory under
control in the East Indies in an often ruthless way, espe-
cially in Aceh, where a bloody war was fought with na-
tives. By the early years of the twentieth century, a pax
neerlandica prevailed from the northern tip of Sumatra
to Australian New Guinea. Although benefiting from the
extraction of petroleum in Sumatra and on Borneo’s east
coast, overall Dutch trade with the East Indies declined.
After the Dutch authorities failed to extend any form of
autonomy in the 1930s to an increasingly assertive colo-
nial population, the Japanese invasion of 1942 changed
conditions drastically. Nationalists declared indepen-
dence in 1945, and in 1949, after four years of warfare,
the Dutch abandoned what was henceforth called Indo-
nesia. New Guinea, the last Asian territory under Dutch
rule, was given up in 1962.

THE ATLANTIC COLONIES

Dutch expansion in the Atlantic world was also as much
a military as a commercial affair. The Dutch conquered
the Spanish colonies of St. Martin (1631) and Curaçao
(1634) and the major Portuguese strongholds in Africa:
São Jorge da Mina or Elmina (1637–1872) and Luanda
(1641–1648). In addition the Dutch conquered the Bra-
zilian capital of Bahia (1624–1625) and an expanding and
then contracting area in northern Brazil (1630–1654).
Another large territory under Dutch control was New
Netherland (1624–1664), a fur-trading colony made up
of settlements on the Hudson, Delaware, and Connecti-
cut Rivers and on Long Island.
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More enduring colonies were established on the Ca-
ribbean islands and in northern South America. Apart
from Curaçao and St. Martin, the Caribbean colonies in-
cluded the Windward Islands Aruba and Bonaire (1636)
and the Leeward Islands St. Eustatius (1636) and Saba
(1640). In Guiana, the unsettled region between the Am-
azon and Orinoco rivers, permanent Dutch settlements
arose along the Berbice, Essequibo, Demerara, and Suri-
name (1667) rivers, partly in an attempt to recreate the
Golden Age of Brazil. Brazil had produced prodigious
amounts of sugar, tobacco, and brazilwood, filling the
holds of ships bound for the United Provinces year after
year. Investments in Brazil did not pay off, however, as
a nine-year war ousted the Dutch from Brazil. The com-
mercial losses sustained in Brazil eventually led to the
bankruptcy in 1674 of the West India Company, the
VOC’s counterpart in the Atlantic world since 1621.

Suriname boasted hundreds of sugar, coffee, cacao,
and cotton plantations in the mid-eighteenth century.
However, unlike other empires, the produce of the Dutch
plantation colonies did not receive preferential treatment
in the home market. After 1780 the smaller Dutch Guia-
na colonies of Berbice, Essequibo, and Demerara pros-
pered, perhaps eclipsing the cash crop output of Surina-
me. Although no crops were grown commercially on
Curaçao and only minor amounts on St. Eustatius, a
steady traffic in colonial goods took place from these is-
lands to the mother country. In exchange for African
slaves and European commodities, Curaçao obtained
cocoa, tobacco, indigo, sugar, coffee, and hides from the
Spanish Main and the Spanish and French islands in the
Caribbean. The second quarter of the eighteenth century
saw the rise of St. Eustatius, from where French Caribbe-
an sugar and coffee and British North American tobacco
were sent to the United Provinces. In 1791 the second
West India Company, which had been founded after the
demise of the first, went bankrupt. The subsequent onset
of the Napoleonic Wars was the kiss of death for the two
islands, which lost their niche in the region’s contraband
trade. Great Britain did not restore Berbice, Essequibo,
and Demerara, which came to make up British Guiana.
And although Suriname was returned to Dutch rule, its
economic weight for the metropolis had declined by the
nineteenth century. While all Dutch colonies in America
received autonomy in 1954, only Suriname was given its
independence, in 1975.
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EMPIRE, FRENCH
This entry consists of the  following articles:
Empire, French: 1450–1815
Empire, French: 1815–present

EMPIRE, FRENCH: 1450–1815
France acquired its first colonial empire during the sev-
enteenth century and lost it piecemeal between 1713 and
1815. This empire consisted of several different imper-
fectly connected parts. The colonies consisted of popula-
tion centers in North America, plantations in the West
Indies, slave trading posts on the coast of Africa (Senegal,
Gorée), and trading posts in India.

To counteract Spanish and Portuguese power, in the
sixteenth century French kings supported voyages of ex-
ploration and colonization by Jacques Cartier (1491–
1557) in Canada, Nicolas Durand de Villegagnon (1510–
1571) in Brazil, and Jean Ribault (1520–1565) and René
Goulaine de Laudonnière (d. 1582?) in Florida. These en-
deavors, like those by the English at the same time, failed.
However, cod fishing, whaling, and the fur trade in New-
foundland had retained French interest in North Ameri-
ca: acquisition of fur trade monopoly became the object
of lobbying. With the end of France’s Wars of Religion
(1598) and against Spain (1603), colonial undertakings
could be resumed. In 1608 Samuel de Champlain (c.
1567–1635) founded Quebec, which became a hub for
trade relations between Canada and France and a base for
expeditions further into the continent in the seventeenth
century, culminating in the colonization of Louisiana in
1682 and 1698–1702.

The French empire on the American continent was
gradually lost as a result of clashes between Britain and
France during the eighteenth century: Newfoundland
and the Maritime Provinces in 1713, Canada and Louisi-
ana in 1763. France retained only Guyana, which was
poorly developed. Despite these losses, France preserved
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fishing rights in Newfoundland, mounting around 350
fishing expeditions per year in the eighteenth century,
compared to 500 per year a century earlier. The loss of
New France did not do drastic damage to French colonial
trade, even if it did affect La Rochelle, the main port for
trade with Canada.

The mainstay of the French colonial empire, from a
trading perspective, was the West Indies, occupied by the
French between 1620 and 1650 (Saint-Christophe begin-
ning in 1624, Guadeloupe in 1635, Martinique in 1638).
These acquisitions served to enhance the power of the
French Crown as well as national trade. France acquired
the western part of Hispaniola with the Treaty of Ryswick
(1697). Tobacco and later sugar cultivation were intro-
duced.

France had established trading posts on the African
coast to develop the slave trade (Gorée, Senegal), but this
trade was not restricted to these places. From the final
quarter of the eighteenth century, French slavers round-
ed the Cape of Good Hope and set up posts on the Ile
Bourbon (occupied in 1649) and the Ile de France (Mau-
ritius, Dutch until 1715). Out of a total of around 4,200
French slaving expeditions in the seventeenth and eigh-
teenth centuries, Nantes was responsible for around 40
percent, and Bordeaux, Le Havre, and La Rochelle for
around 10 to 12 percent each.

The French presence in Asia was rather disjointed
and mainly restricted to the Indian subcontinent. After
extending its influence over a large part of it, in 1763 the
French imperial presence in Asia was restricted to just
five trading posts, including Pondicherry. French trade
in Asia was organized under the auspices of the Compa-
gnie des Indes Orientales (CIO; 1664–1769, 1785–1790).
The trade was all centered on Lorient, a purpose-built
port established in 1666. Trade in Asia was never as im-
portant to France as it was to Britain, hence while the
trade of the East India Company increased enormously
during the second half of the eighteenth century, the
French CIO declined.

Despite these fundamental weaknesses, the eigh-
teenth century was the high point of colonial trade, the
driving force behind the growth of French trade. While
this quadrupled between the 1720s and the outbreak of
the French Revolution in 1789 colonial trading increased
tenfold over the same period. During the 1780s colonial
produce amounted to 40 percent of total French imports.

This trade benefited the main French ports: Bor-
deaux, Nantes, Le Havre, and Marseille. In 1788 France
imported 98,000 tons of sugar and 40,000 tons of coffee.
Indigo, dyewood, and cocoa completed the cargoes. 

Trade with the colonies was restricted solely to
French merchants and ships as a result of legislation

known as the Exclusif. Under it, French colonists were
obliged to buy their foodstuffs, manufactured goods, and
slaves from French merchants. This monopoly, which
was established since the beginning of colonization
(1626), constantly reaffirmed thereafter (1664, 1698) and
fully developed in 1717 and 1727, did not prevent smug-
gling with the West Indies and North America. The Ex-
clusif was relaxed in 1767, and even more in 1784, partly
because the loss of New France ended the supply of Ca-
nadian fish, cereals, animals, and wood to the West In-
dies, and also because colonies were opened up to for-
eigners during the wars (1756–1763, 1778–1783) and it
became more difficult to reintroduce a set of rules that
ran contrary to colonial interests. Despite this partial
opening of the French West Indies, trade in sugar, coffee,
and indigo, and the import of flour, wine, and manufac-
tured good to the West Indies was still, at least in theory,
the sole preserve of French commerce.

From the 1740s most of the goods imported to
France from the West Indies were re-exported to North-
ern Europe (Holland, Hamburg, and the Baltic). This
trade was managed by foreign merchants, who had large
numbers of agents in French ports. They brought with
them some goods, which were re-exported to the colo-
nies (Irish butter, Swedish iron, German cloth), and they
took away sugar and coffee.

The rapid expansion of colonial trade in the eigh-
teenth century was based upon a structure of slave labor
in the West Indies. The number of slaves in Saint-
Domingue on the eve of the French Revolution was
around half a million; Guadeloupe and Martinique had
80,000 each. The ratio of colonists to slaves, which had
been one to two at the beginning of the eighteenth centu-
ry, was one colonist for twenty slaves on the outbreak of
the French Revolution. The revolts by the colored people
in 1791 and 1793, followed by the independence of Haiti
in 1804, dealt a fatal blow to French colonial trade. In
1815 France regained Martinique, Guadeloupe, and Re-
union, but these islands produced much less than Saint-
Domingue/Haiti. In 1815, at the end of the so-called
“Second Hundred Years’ War” between France and En-
gland, the first French colonial empire had virtually van-
ished. The Île de France, which became Mauritius, passed
to Great Britain. With the Paris treaty France reverted to
the borders of 1792, losing all the lands in Europe that
Napoleon had annexed during his European expan-
sion—the “French Empire” was created in 1804—as well
as the left bank of the Rhine.

S EE A LS O Bordeaux; Colbert, Jean-Baptiste; East
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African Slave Trade; Sugar, Molasses, and
Rum; Treaties; United States; Wars.
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EMPIRE, FRENCH: 1815–PRESENT
The establishment of a second colonial empire was un-
dertaken without an overall plan, but France sought to
acquire the territorial possessions as a world power in
order to compensate for its loss of significant parts of its
first empire during the period 1713 to 1815 and later
(1870–1871). Military forces accompanied the bridge-
heads established by overseas traders in Algeria (starting
from the 1820s), in Senegal and Sudan (in the 1850s and
1860s), or in Indochina (from the 1850s to 1880s), nomi-
nally to keep the peace along trade routes and ports. Fi-
nally, the rivalry between European powers compelled
the French Third Republic to take part in the “scramble
for Africa” at the end of the nineteenth century. Beyond
notions of “civilizing” these places, the establishment of
overseas economic power became a means of reinforcing
colonial rule. The theory (mise en valeur, or development
in profit of both local populations and French economy)
behind setting up colonies developed during the years
1890 to 1920: The empire would make it easier to provide
France with agricultural, forestry, and mineral staples,
and it would provide outlets for industry, which was suf-
fering as a result of the slight growth of the French popu-
lation. Pressure groups formed among Parisian and re-
gional businesses (chambers of commerce and industry,
professional federations) or in parliament (the “colonial
party”), who found vehicles for their opinion in the
media, in the propaganda of the Union coloniale (where
businessmen were influential), and in the exhibitions and
fairs which stressed the resources and wealth of empire.

An overseas trading economy was established. In
Black Africa, trading companies were established during
periods of expansion by a number of small businessmen,
and then, in the interwar (1919–1939), by Syrian and
Lebanese from the French Levant. These companies be-
came the foundation for the collection and purchase of

“goods” (under the name of Traite, that is the seasonal
trade of commodities), as gradually commercial agricul-
ture developed, practiced by traditional villagers, by
smallholders, or by plantation companies established by
the mother country. Merchants established networks of
trading posts which were gradually assisted by the au-
thorities (such as Abidjan in the Ivory Coast), and inland
trading stations for wholesale and retail distribution of
imported manufactured goods including, for example,
articles of clothing, ironware, agricultural equipment,
and vehicles. The three main firms behind this were the
CFAO (Compagnie française de l’Afrique occidentale),
the SCOA (Société commerciale de l’Ouest africain), and
Optorg. These controlled Black Africa, where there were
also some twenty family businesses from Bordeaux (e.g.,
Maurel et Prom, Devès et Chaumet, and Buhan et
Teisseire). They held commercial sway over French Black
Africa, but in the Niger River basin an agreement with
the United Kingdom maintained an “open port” ar-
rangement between 1898 and 1936, which explains that
British firms were also active there, joined by Anglo-
Dutch Unilever, equipped with subsidiaries in French
Black Africa.

In other countries, there were two kinds of trade: ro-
bust, home-grown organizations were mostly responsible
for wholesale and retail trade; commercial companies re-
stricted themselves to wholesale transactions via a frame-
work of warehouses. They frequently supported various
light industry, particularly for consumables (brewing, ce-
ment works, etc.). Family businesses (e.g., Denis frères,
from Bordeaux, in Indochina; Brossette, Descours, et Ca-
baud, from Lyon, in North Africa) or large companies
(e.g., Compagnie du Maroc) operated side by side with
hundreds of small businessmen. Throughout the territo-
ries expansion of trade was assisted by an infrastructure
of transport (railways, roads, ports) and finance with spe-
cialized overseas banks including Banque de l’Afrique oc-
cidentale, Banque de l’Indochine, Crédit foncier
d’Algérie et de Tunisie, and Compagnie algérienne. This
was complemented in France by banks, agents, staging
posts, and transport networks, which promoted the de-
velopment of overseas trade.

The occurrence of “economic war,” which grew dur-
ing the depression of the 1880s and 1890s, and then again
in the period of the interwar, explains why the overseas
territories came to be part of a protectionist or even pro-
hibitionist rationale, a revival of the so-called pacte colo-
nial. Legislation in 1892 had created a zone of semi-free
trade between colonies that were “assimilées” (Antilles, La
Réunion, New Caledonia, Indochina, then Madagascar)
and the home country, and this principle was extended
throughout the empire by the customs law of 1928. This
attitude of chasse gardée (protected competition) general-
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ly supported a large number of industries producing con-
sumables, particularly clothing and everyday goods.
However, French civil and electrical engineering compa-
nies obtained many overseas contracts, which led to the
export of equipment, expanding as a result of state-
supported finance of basic equipment (during the 1930s,
then between 1945 and 1960). At the same time, the ex-
pansion of commercial agriculture and the extraction of
mineral deposits led to the extensive import of natural
produce (rubber, wood, cocoa, coffee, bananas, rum,
nuts, cotton, etc.) and minerals (iron, manganese, cop-
per, coal).

The protectionist theory of “security through em-
pire” can be seen in the increasing role of French trade
with overseas territories. From 1908 to 1912 the empire
accounted for 13 percent of exports and provided 11.3
percent of total French imports. The high point was dur-
ing the years 1948 to 1952, when French exports to the
countries in the Zone Franc—that is countries using the
franc as currency and the support from French central
banking institutions—amounted to 44.3 percent of
French exports in 1948; they still constituted 37.4 percent
in 1958. A debate arose during the 1930s, then again
more strenuously between 1952 and 1962 on the negative
effect of colonial trade on the competitiveness of French
businesses, which benefited from chasses gardées, except
in areas, which were open to more competition (the
Niger River basin, Morocco under the Algesiras Agree-
ment of 1906, Cameroon and Togo under French man-
date after 1918). Buying within the empire took place at
prices that were often higher than the average world
price. Sales within the empire generally relied upon sub-
sidies provided by the Exchequer to make up the deficit
of the particular territory; hence this was a somewhat ar-
tificial economy. In the end, the empire produced little
revenue, because it sold very little externally (besides, for
example, Indochinese rice in China, North African min-
erals and phosphates to the United States) and imported
more and more material bought outside France. The in-
dependence movement plunged French capitalism back
into a trade war which lay outside the protection afforded
by colonial trade, producing the rapid shift of the geogra-
phy of French trade during the years 1960 to 1980.

SEE ALSO Colbert, Jean-Baptiste; East India
Company, Other; France; La Rochelle;
Marseilles; Morocco; Nantes; Paris;
Population—Emigration and Immigration;
Shipping, Inland Waterways, European; Slavery
and the African Slave Trade; Sugar, Molasses,
and Rum; Treaties; United States; Vietnam;
Wars.
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EMPIRE, JAPANESE
The Japanese “Empire” from 1895 to 1937 comprised
two types of territory. The first were the territories where
Japan had direct colonial jurisdiction recognized in inter-
national law, including Taiwan, Korea, the Kwantung
Leased Territory (KLT), Karafuto, and the Nanyō territo-
ries. Second were the territories controlled by indirect,
“informal” means, including Manchukuo (Manchuria),
which was controlled by a puppet government and the
Japanese military; the Chinese Treaty Ports, where Japan
held various rights; parts of the Yangtze Valley, where the
Japanese had substantial de facto control through a com-
bination of economic and gunboat influence. Of all these
territories, Manchuria/KLT, Korea, and Taiwan were by
far the most important from the viewpoint of trade.

Japan invaded China in 1937 and then extended its
control into Southeast Asia during the Pacific War
(World War II), which ended in 1945. During the Pacific
War the empire briefly expanded to include major terri-
tories, including Malaya, Singapore, Indonesia, and the
greater part of China.

Within the pre-1937 empire the KLT was a rather
special case, being a finger-like extremity of what was for-
merly part of Liaoning province (Manchuria). Although
only 3,462 square kilometers, it was important for two
reasons: it included the ports of Port Arthur and Darien,
and it was the southern terminal of the South Manchuri-
an Railroad. The railroad opened up the whole of the
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Shares of total foreign trade of the Japanese Empire, 
1935 (percentages)

SOURCE: Adapted from Nakamura et. al, 1989.

Japan Homeland 41
Karafut 2
Taiwan 9
Korea 23
Nanyo 1
KLT 14
Manchukuo 10

Total 100

Shares of net domestic product in the Japanese Empire, 
1937 (percentages)

SOURCE: Adapted from Nakamura et. al, 1989.

Japan Homeland 72
Karafut 1
Taiwan 3
Korea 9
Nanyo –
KLT 1
Manchukuo 14

Total 100

 THE GALE GROUP.

northeast and formed part of a rail network extending
from Europe to Japan. It was built on a 62-meter-wide
zone controlled by Japan and economically developed
after the Russo-Japanese War (1905–1906).

INTERNATIONAL CONTEXT FOR COLONIAL
TRADE POLICIES

To understand Japan’s trade policies within its empire,
we need to recall the world and East Asian context within
which they evolved. Traditional intra-Asian trade was
conducted clandestinely between mutually hostile major
partners—especially China and Japan—through net-
works of Chinese and Japanese traders located in entre-
pôts such as Taiwan, the Ryukyu Islands, and other
points in Southeast Asia. Much trade also flowed in the
guise of “tributary” trade to the Japanese and Chinese
courts.

In the nineteenth century Westerners forcibly ar-
rived, first in China (from the 1830s) and then in Japan
(from the 1850s). Based in the treaty ports with extrater-
ritorial powers, the Westerners developed new trade in
Asia without needing full territorial control. This West-
ern trade gave added stimulus to Asian production and
trade as new sources of demand grew for consumer, in-
termediate, and primary products.

After the golden age of the pre–World War I dec-
ades, when international trade expanded under relatively
stable and liberal conditions, the world system entered a
crisis in the 1920s and 1930s. Out of their semiformed
colonial systems the Western powers moved to form pro-
tectionist blocs that would give them more predictable
environments and market assurance.

Underlying these nineteenth- and twentieth-century
trends was the relative technological superiority held by
the West. This not only provided the basis for industrial
and military advantage, but also encouraged organiza-
tional innovation in the form of modern corporate orga-

 THE GALE GROUP.

nization and worldwide banking networks based on tele-
graphic communications.

Japanese colonial policies, therefore, have to be seen
as part of a wider strategy of economic and political sur-
vival. From the 1860s to the 1890s Japan’s priorities were
to resist further Western control of the Japanese econo-
my; to recover lost legal status and effective control over
commerce and tariff policy; and to achieve rapid import
substitution in consumer and producer goods industries.

From the 1900s the Japanese economy was increas-
ingly participating in the division of international
labor—with Japan’s comparative advantage moving rap-
idly from agricultural and primary commodities towards
manufactures. This change required new markets for ex-
ports and assured supplies of food and raw materials.
These requirements were even more pressing by the
1920s, by which time Japan required substantial imports
of sugar, rice, and raw cotton, and of coal, coke, and iron
ore for the metallurgical industries. In terms of export
markets, even as late as 1936, 56 percent of all Japanese
export markets were controlled either by the United
States or by Great Britain.

Japan acquired its empire in the course of a series of
conflicts: Taiwan and commercial rights in China after
the Sino-Japanese War (1895); the KLT, railway, and
other rights in Manchuria after the Russo-Japanese War
(1905); Korea after 1895 and a final annexation in 1910;
and further territories after World War I, including Man-
churia after 1931. All of the postwar settlements included
commercial and economic treaties that were constantly
renegotiated according to Japanese priorities to expand
export markets, invest in industry and in rail, harbor, and
transportation infrastructures, and to secure controlled
supplies of necessary imports.

The development of the colonial trade and economic
systems were supported not only by war and diplomacy
but also by distinctive institutions that blended public
and private sectors in ways unprecedented for economies
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based on private ownership and market transactions.
These included state-sponsored shipping (the Nippon
Yusen Kaisha and other lines); the South Manchurian
Railroad Company; state-nurtured trading companies
(especially Okura and Mitsui); tightly knit industrial as-
sociations; and banking institutions, notably the Bank of
Chosen (Korea), the Bank of Taiwan, the Central Bank
of Manchukuo, and the Yokohama Specie Bank.

In spite of the clear economic dimensions of the Jap-
anese Empire, the consensus view is that economic moti-
vation was fundamentally subordinate to wider strategic
concerns. However, after 1937, the building of a strategi-
cally self-sufficient trade and economic base became an
integral part of the wider drive for a new Japanese politi-
cal order in Asia. The distinction between politics and
economics then disappeared.

MAIN TRENDS IN COLONIAL TRADE

Taiwan was the first case in which a colonial economy
was systematically developed to support a pattern of for-
eign trade favorable to the home economy of Japan. The
two commodities central to these efforts were sugar and
rice. Japan had experienced a long-term sugar “deficit,”
and Taiwan, as a semitropical economy, had the potential
to solve this problem with cane-sugar output. Large in-
vestments were made in land consolidation and improve-
ment, in mechanization, and in processing and transpor-
tation. These developments were supported by the Mitsui
Bank and the Bank of Taiwan, and undertaken initially
by the state-sponsored Taiwan Sugar Company. Taiwan
eventually was responsible for 87 percent of all the sugar
produced in Japan and its colonies.

Investment in rice got under way somewhat more
slowly, but by the 1920s it was considerable. Not only did
the government invest in huge irrigation works, but it
also transferred to Taiwan seed development and other
agronomic technology in which, by this time, Japan had
become a world leader. As a result of these colonial poli-
cies foodstuffs rose from 75 percent of Taiwan’s total ex-
ports in 1911 to 1913 to 90 percent by 1936 to 1938. Of
total exports, by 1935, 87 percent were being sent to
Japan. On the import side, Taiwan’s major items were
fertilizer, textiles, steel, machinery, and transport equip-
ment, again virtually all from Japan.

Only in the late 1930s did this pattern begin to
change. This partly reflected Taiwan’s industrial develop-
ment and its potential as a central “pole” in the emerging
plans for a new Asia-based war economy. But also impor-
tant was the rise in protection for Japanese rice farmers
and the growing competitiveness of sugar producers in
Java and other zones more favorable to sugar production
than Taiwan.

The high degree of specialization and Japan-oriented
export concentration was even more striking in Korea.
There, by 1936, 96 percent of exports were to Japan and
92 percent of imports were from Japan. Rice was by far
the biggest export commodity, accounting for 80 percent
of the total by 1936. Korea’s strategic role as a buffer
against Russia was reflected in the scale of heavy-
industry– and transportation-related imports. Steel, ma-
chinery, and fertilizer, followed by textiles, were the top
three imports in 1936.

Although Manchuria was part of the “informal” em-
pire, its controls and policies were substantially exercised
by Tokyo, except that the expatriate Japanese administra-
tors were more inclined to Soviet-type planning and were
anxious to replace the “old” Japanese zaibatsu with state
corporations and “new” zaibatsu such as Nissan.

The early key to Manchurian development was the
soybean; its trade had developed strongly beginning in
the mid-nineteenth century, pioneered mainly by the
Mitsui Trading Company. Subsequently, as Japan’s needs
became clearer, coal, ores, and coke became important
products. Finally, in the late 1930s, Manchuria graduated
to the production of advanced engineering and high-
technology products. But by 1935 exports of soya beans
and soy-derived products reached a peak of 45 percent
of total exports, at which stage Manchuria was the world
leader in this product. Other exports were also mainly ag-
ricultural. The import side of Manchuria’s trade was also
quite striking. Between 1925 and 1939 Japan’s total ex-
ports were growing in the range of 5 to 6 percent per
annum, but heavy-industry exports in the same period
were growing at 14 percent per annum. At this stage Jap-
anese heavy-industry exports were not in fact strongly
competitive in world markets, but the “protected” mar-
kets of Korea, Taiwan, and Manchuria were the outlets
that made this expansion possible. By the late 1930s these
economies were accounting for two-thirds of all Japanese
heavy-industry exports.

Japan’s colonial trade had mixed results. It did im-
prove Japanese food security, but it did not provide the
comprehensive economic security required for a self-
sufficient, aggressive political empire. This was partly be-
cause the variety of raw materials needed by modern in-
dustrial economies is so large that global market access
is needed to satisfy them, and partly because Japan’s tech-
nological level, remarkable though it was, still needed ac-
cess to the higher levels of capability only available in the
United States and Europe.

The impact of colonial trade on the colonies varied.
In Taiwan incomes rose, and health, education, and
other welfare indicators improved. (Life expectancy was
actually higher in Taiwan towards the end of the colonial
period than in Japan proper). It is true that professional
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opportunities for Taiwanese were tightly restricted, but
there was learning and skill accumulation, and a strong
small-scale commercial culture developed. In Korea, by
contrast, income and welfare indicators for the Korean
population told a much more negative story, and the dis-
placement of Korean cultivators by Japanese immigrants
was a desperate social problem. Manchukuo’s high
growth rate, on the other hand, achieved a level of per
capita income some 40 percent above the average for the
rest of China proper, and, in spite of Russian thefts at the
end of the war, the industrial foundations laid by Japan
left the three Manchurian provinces as leaders of China’s
heavy industry until the 1980s, when reform and market
forces led to the rise of the eastern and southern seaboard
regions.

THE PACIFIC WAR TRADE

Japan’s entry into China and Southeast Asia was only
partly motivated by economic factors. Of these, the most
pressing was the wartime need for oil, for Malaysian tin,
and for other raw materials needed to supply the war ef-
fort. Oil was particularly crucial because of the embar-
goes on regular trade at the outset of the war. The war
also accelerated the process of specialization within the
Greater East Asia Co-Prosperity Sphere as a whole. The
principle indicator of this was the transformation of Tai-
wan’s economy from mainly producing food and raw
materials to focusing increasingly on industrial activity
and serving as a logistics hub.

Although in a crude sense the war “completed”
Japan’s policy of seeking a self-sufficient East Asian trad-
ing block under its control, the result was not a success
by any measure. After the war the Japanese discovered
that diplomacy, direct investment, and trade in condi-
tions of peace were more effective as agents of Japanese
economic development.

SEE ALSO Blockades in War; Boycott; Burma;
China; Cotton; Developmental State, Concept
of the; Drugs, Illicit; Empire, British; Empire,
Dutch; Empire, French; Empire, Qing; Great
Depression of the 1930s; Hong Kong;
Imperialism; Imperial Preference; Indonesia;
Japan; Korea; Laborers, Coerced; Manchuria;
Mitsui; Petroleum; Philippines; Rice; Rubber;
Shanghai; Singapore; South China Sea; Sugar,
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Tobacco; United States; Vietnam; War,
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EMPIRE, MING
The Ming dynasty (1368–1644) emerged out of fifteen
years of destructive civil war as Chinese rebels fought
among themselves and the victor expelled the Mongols
from China, ending their Yuan dynasty (1279–1368).
The destruction and disruption were especially severe in
Jiangnan, the lower Yangzi region that was the most
commercialized and urbanized region in China and
probably in the world in the 1200s and 1300s. The effects
of war on commerce were compounded by the disrup-
tion of inner Asian trade routes by the collapse of the
Mongol Empire and by mismanagement of the paper
currency system inherited from the Yuan, which ren-
dered that currency worthless and left China with no ade-
quate medium for large-scale interregional trade.

The rulers and bureaucratic elite of the new dynasty
had some degree of anticommercial prejudice, but prob-
ably were justified in making their first priority the re-
building of the ravaged agrarian economy and rebuilding
and systematization of an educational system designed to
produce scholar-officials with a large fund of shared ideas
and texts. Early hopes for an enduring systematic harmo-
ny of rulers and scholar-officials soon gave way to alter-
nating periods when imperial politics were dominated ei-
ther by military men and court eunuchs, or by scholar-
officials. But these quarrels did not affect local economic
recovery, and taxes remained low. The very substantial
economic revival in the 1400s affected most areas of the
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Chinese enameled porcelains from the Ming and Qing Dynasties. The skilled craftsmanship behind these objects made them
valuable items and also created a trade based on imitation goods that were made to replicate the originals. © ROYAL ONTARIO

MUSEUM/CORBIS. REPRODUCED BY PERMISSION.

empire, in contrast to the growth of the 1100s and 1200s,
which had been heavily concentrated in Jiangnan and
some south coast areas. Specialization of agricultural
production fed into growing interregional trade.

Although most trade was lightly taxed and regulated,
certain branches were profoundly shaped by government
policies. Salt could be legally sold only with a government
license, simply purchased, or granted in compensation
for service to the state such as transportation of grain to
a frontier garrison. After the capital was moved from
Nanjing to Beijing in the1420s, transportation of grain
from Jiangnan was managed by nonmarket means, col-
lected as heavy surcharges on the richest prefectures and

transported up the Grand Canal, with maintenance and
haulage by corvée labor. The legal segment of foreign
trade was managed in conjunction with tribute embas-
sies, which the Ming understood as acknowledging the
ceremonial supremacy of their emperor and which in-
volved a great deal of exchange of gifts and regulated
trade from foreign rulers; court agents took a fixed share
of imported luxuries, and closely supervised trade by the
embassy party in its port of entry and at the capital. A
government agency monopolized the trade in tea in sev-
eral northwestern provinces in order to have an adequate
supply to trade with frontier peoples for strategically vital
supplies of horses.
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Government interventions might unintentionally
support private trade. Great merchant fortunes were
made in the salt monopoly. The Grand Canal was open
to private shipping, and government grain barges head-
ing south routinely carried private goods. Taxation of
this trade recovered only a small part of the maintenance
costs. Manufactures of luxury silk goods, especially at
Suzhou, and the famous porcelain manufactories at Jing-
dezhen were managed by imperial agencies to provide a
steady flow of these goods to the imperial court, but they
also produced large quantities for export and for private
purchase within the empire. Even trade in conjunction
with tribute embassies facilitated duty-free imports and
provided a safe and scrupulously fair environment for
trade in luxury goods.

Until about 1350, the south coast of China, with its
great port at Quanzhou, Fujian, had been one of the most
vigorous centers of maritime commerce in the world.
Chinese shipping had reached all over Southeast Asia and
to India, the Arabian Peninsula, and East Africa. The fa-
mous early Ming voyages (1402–1435) under the eunuch
admiral Zheng He are best seen as a continuation and
culmination of this earlier phase, combined with a hostil-
ity to private maritime trade and an effort to force it into
an officially controlled channel. By 1400 private maritime
trade had been forbidden on the grounds that it gave aid
and comfort to Japanese pirates and their Chinese allies.
Thereafter the only legal trade conducted in Chinese
ports was in connection with tribute embassies sent by
some Southeast Asian sovereign. Chinese who had settled
in Southeast Asia, especially at Melaka and at Ayutthaya,
the capital of Siam, often managed the embassies and
their trade. Clandestine trade in Chinese shipping from
south Chinese harbors never entirely ceased, and it was
flourishing by 1500. Official sources suggest a good deal
of trade on inner Asian routes in connection with more
or less genuine embassies; the lack of such records in the
late Ming period may reflect the escape of this trade from
the tribute matrix, not its decline.

By 1500 the broad revival of the agrarian economy
was producing large quantities of consumer goods—
silks, porcelain, lacquerware, fine furniture, and much
more—and a prosperous local elite all across the empire
eager to purchase them. Culture and trade were especially
closely entwined in the rise of a very substantial publish-
ing industry that produced everything from fine editions
of the Chinese classics to cheap handbooks for travel and
daily life and novels full of sex and fighting. Much of this
general prosperity and increase in the production of con-
sumer goods can be seen as revivals and extensions of
trends and types already visible before the civil wars
around the founding of the Ming, mentioned at the be-
ginning of this entry, the Yuan-Ming disorders. A newer

contribution to trade within the empire was the spread
of the cultivation of cotton on the north China plain. In
the 1500s large amounts of raw cotton were being
shipped south to weaving centers in Jiangnan, and some
Jiangnan areas ill-suited for rice were shifting to growing
cotton.

The collapse of the paper money system around
1400 had left Ming China without an adequate means of
exchange for large-scale and long-distance trade. The
need became more acute as trade expanded. Some silver
was available from Chinese mines, and the rulers became
interested in commuting their cumbersome system of
taxation in goods and labor services into consolidated
taxes payable in silver. The result was a demand for silver
that produced a premium in exchange with other metals
and goods for anyone who could import silver to China.
As world production of silver increased after 1550 with
the opening of mines in the Americas and in Japan, much
of the increased stock eventually made its way to China.
In the Chinese commercial economy and in the payment
of commuted taxes, silver was not coined but circulated
in ingot, subject to repeated weighings and assays but not
to official manipulations and debasements. The transi-
tion to a silver economy was much more rapid and far-
reaching along the south coast and in the great cities of
the lower Yangzi valley. Consequences included price in-
flation that put increasing pressure on the living stan-
dards of officials on fixed salaries, the resulting corrup-
tion, and the ability of wealthy land-holding families to
suborn the land registration process and keep much of
their land off the tax rolls. Military emergencies in the
1590s were a further stimulus to court efforts, frequently
managed by eunuchs and vehemently resisted by scholar-
officials, to find new sources of revenue.

In the late Ming period the cities of Jiangnan were
centers of an intense and sophisticated elite consumer-
ism. Manuals were printed to help the newly rich buy the
right things; the contemporary famous novel Jin Ping Mei
(Plum in the Golden Vase) may contain as many descrip-
tions of fine clothes as it does of sexual acts. In the great
mansions and gardens of Suzhou rich men invited their
friends to see their new treasures and wrote poems about
the joys of modest retirement from the striving world, al-
most within earshot of big silk warehouses and work-
shops, labor unrest, and demonstrations against govern-
ment efforts to impose new taxes. Amid private affluence,
tax revenues were not keeping pace with government ex-
penditures. Confucian moralists railed both at corrup-
tion and at lavish consumerism. After about 1620 trade
sometimes was disrupted by coastal warfare, by mounted
rebels coming out of the northwest, and by the incursions
of the rising Manchu people on the northeast. Imports
of silver did not fall radically, but became less consistent.
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At least as important in its effects on the stock of silver
in circulation, and even less measurable, was the increase
in hoarding of private stocks as law and order declined.
The fall of Beijing, first to rebels and then to the Manchu
Qing dynasty in 1644, was followed by years of civil war,
disruption of trade, and state policies that were anticom-
mercial in effect but not in intention, and then by a re-
markably solid and long-lasting recovery after about
1700 that built on Ming foundations.

SEE ALSO Bullion (Specie); China; Coen, Jan
Pieterszoon; Commodity Money; East India
Company, Dutch; Empire, Spanish; Empire,
Portuguese; Entrepôt System; Ethnic Groups,
Cantonese; Ethnic Groups, Fujianese; Gold and
Silver; Guangzhou; Japan; Korea; Melaka;
Philippines; Piracy; Potosí; Silk; Smuggling;
South China Sea; Spices and the Spice Trade;
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EMPIRE, MUGHAL
The Mughal Empire was one of the three major Asian
states of the early modern period—the other two being
Safavid Persia and Ming/Qing China. It was one of the
largest centralized states known in the early modern
world, with political authority over a population num-
bering between 100 and 150 million in the late 1600s and
lands covering most of the Indian subcontinent. The
wealth of Hind was proverbial in the relatively less fertile
and sparsely settled lands of the medieval Islamic world

to the west. Overland, coastal and high-seas trade routes
linked regional Mughal Indian economies with the wider
world. The Indian population was long accustomed to a
money economy using gold, silver, and copper coinage.
Insufficient domestic production of gold and silver was
augmented by large imports of these metals, paid for by
India’s substantial commodity trade surplus. Indeed, the
port of Mocha in the Red Sea was often described as the
“treasure chest” of the Mughal empire.

There was also a considerable amount of trade
among the constituent parts of the empire, both overland
and along the coast. The major regions with important
trading links among themselves were Bengal and the
Coromandel coast on the east coast and Gujarat on the
west coast. Bengal rice was sent up the Ganges to Agra
via Patna, to Coromandel, and round the Cape to Kerala
and various port towns on the west coast. The Gujarat
silk industry was almost entirely dependent on the im-
port of raw silk from Bengal. Gujarat, in turn, provided
large quantities of cotton for the Bengal textile industry.
Surat was the premier commercial and financial center
of the Mughal Empire. A document dating from 1661 re-
cords that the cotton piece goods annually exported by
the Armenian and Mughal merchants to Persia through
Surat came from as far as Benares and Patna, and their
value was no less than 1 million rupees. The Gujarati
trader was just as active in the coastal trade of India and
in trade to Southeast Asia and East Africa as he was in
the commerce with the Middle East. Both Tomé Pires
and Duarte Barbosa (Portuguese authors of major ac-
counts of early sixteenth-century Indian Ocean trade)
mention the presence of Gujarati merchants in Bengal,
Pegu, Malacca, Sumatra, and even China.

MUGHAL INDIA IN ASIAN TRADE

Mughal India had traditionally played a central role in
the structure of Asian trade. In part, this was a function
of the midway location of the subcontinent between
western Asia on the one hand and Southeast and East
Asia on the other. But perhaps even more important was
the subcontinent’s capacity to put on the market a wide
range of tradable goods at highly competitive prices.
These included food items such as rice, sugar, and oil as
well as raw materials such as cotton and indigo. Although
most of this trade was coastal, the high-seas trade compo-
nent was by no means insignificant. The real strength of
the subcontinent, however, lay in the provision of large
quantities of manufactured goods, the most important of
which were textiles of various kinds. These included
high-value varieties such as the legendary Dhaka muslins
and the Gujarat silk embroideries, but the most impor-
tant component for the Asian market was the coarse cot-
ton varieties manufactured primarily on the Coromandel
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coast and in Gujarat. There was great demand for these
varieties both in the eastern markets of Indonesia, Ma-
laya, Thailand, and Burma and in the markets of the Red
Sea, the Persian Gulf, and East Africa. Although it is im-
possible to determine precisely what proportion of total
demand for mass-consumption textiles in these societies
was met by imports from India, the available evidence
suggests that it was not insignificant. India’s capacity to
manufacture these textiles in large quantities and to put
them on the market at highly competitive terms made it
in some sense the “industrial” hub of the region sur-
rounded by western Asia on one side and Southeast Asia
on the other.

This circumstance also largely determined the nature
of India’s demand for imports from the rest of Asia. This
demand consisted essentially either of consumption
goods which were not produced domestically for soil, cli-
matic, or other reasons, or of minerals and metals of vari-
ous kinds whose domestic supply was either nil or sub-
stantially below the total demand. In the first category
were items including fine spices such as cloves, nutmeg,
and mace from Indonesia, and horses and rosewater
from western Asia. The second category included rubies
and other precious stones from Burma, as well as metals,
both precious and nonprecious. By far the most impor-
tant nonprecious metal imported was tin from Malaya.
Precious metals, mainly silver, were imported over-
whelmingly from western Asia. Trade satisfied different
kinds of consumption needs for India as compared with
her numerous trading partners in the Indian Ocean re-
gion. This by itself provided an excellent basis for a sig-
nificant and growing level of trade.

From the vantage point of Mughal India, the two
principal segments of maritime Asian trade were the Bay
of Bengal and the western Indian Ocean. The Bay of Ben-
gal littoral extended through the Straits of Malacca to the
South China Sea all the way to Japan. Westward, howev-
er, the link with the Mediterranean through the Persian
Gulf and the Red Sea channels involved the use of a cer-
tain amount of river-cum-land transportation, more so
in the Persian Gulf route than in the Red Sea route. Asian
goods brought to the Persian Gulf and the Red Sea ports,
mainly by Indian merchants, were taken over at these
ports by the merchants of the Middle East, who trans-
ported some of them to the southern coast of the Medi-
terranean, to which Italian and other European mer-
chants had traveled to buy them and carry them back to
Europe.

EURO-ASIAN TRADE

This pattern of trade between Mughal India and Europe,
which had been in operation for centuries, underwent a
structural modification following the discovery by the

Portuguese at the end of the fifteenth century of the route
to the East Indies via the Cape of Good Hope. The pro-
curement of the Asian goods came to be organized by the
Europeans themselves, who had arrived in the East in any
number for the first time. Most of the goods had to be
paid for in precious metals because Europe was unable
to supply goods, which could be sold in Asia in reason-
ably large quantities at competitive terms. Spanish-
American silver mines had tremendously expanded the
European silver stock, a part of which was available for
diversion to Asia for investment in Asian goods, so ex-
pansion in the volume and the value of the Euro-Asian
trade continued.

Throughout the sixteenth and the first half of the
seventeenth century the Euro-Asian trade carried on by
the Portuguese was centered on southwestern India. The
Portuguese were followed by the British and the Dutch
East India Companies, which were established in 1600
and 1602, respectively. But because both the Dutch and
the English procured their pepper and other spices main-
ly in Indonesia, the Asian loci of the Euro-Asian seaborne
trade shifted at the beginning of the seventeenth century
from southwestern India to the Indonesian archipelago.
It was nearly three-quarters of a century before the Asian
loci shifted decisively to Mughal India. This was a conse-
quence of the change in European fashions that assigned
an increasingly important role to Mughal Indian textiles
and raw silk in the Asian imports into Europe. Mughal
India also played a key role in the extensive Dutch intra-
Asian trade. Indeed, it was the long-established pattern
of the Indonesian spice growers asking for Coromandel
textiles in exchange for their wares, which had set the
Dutch East India Company on the path of participation
in intra-Asian trade in the first place. Later in the seven-
teenth century Bengal raw silk and opium played an ex-
tremely important role in the successful functioning of
the Dutch network of intra-Asian trade. The largest
group of the private European traders engaged in this
trade, the English private traders, also operated over-
whelmingly from Mughal India.

PROCUREMENT AND TRADE The organizational struc-
ture of procurement and trade that the European trading
companies and private traders encountered in Mughal
India was both efficient and sophisticated. The produc-
tion for the market was organized mainly on the basis of
contracts between merchants and producers that speci-
fied the quantity to be supplied, the price, and the date
of delivery. A highly developed credit organization con-
tributed to the efficient working of the system. Merchants
could raise short-term loans at remarkably low rates of
interest. The institution of the respondentia loans (a loan
on a ship’s cargo payable only upon safe arrival) was also
quite widespread. Funds could be transferred from one
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place to another relatively cheaply by using the hundi
(bill of exchange). The sarrafs (dealers in money) who
ran the credit and the banking structure were also indis-
pensable to the working of the currency and the mone-
tary system. The Mughal coinage system, with its uni-
form imperial standards of weights and measures, was
imposed throughout the empire over dozens of local
monetary systems. Centrally appointed functionaries of
the imperial mints accepted bullion or coin from local
sarrafs or other private individuals. The system of free
minting ensured that the Mughal coins retained their
high degree of fineness without any known debasement
for nearly two centuries. Overall, a sophisticated infra-
structure of institutions and services, which rendered the
system of production and exchange highly efficient, dy-
namic, and fully market responsive, was available in
Mughal India. The principal constituent elements of this
infrastructure were a high degree of labor mobility and
the existence of a labor market, merchant groups capable
of collective defense and good organization, the develop-
ment of accountancy skills, and highly developed and
price-responsive marketing systems.

PROFILE OF THE EUROPEAN COMPANIES’ TRADE From a
modest figure of less than f.3 million (1 florin = 0.66 ru-
pees) over the three-year period 1619 to 1621, the total
Dutch imports from Asia had crossed the f.10 million
mark by 1668 to 1670 and stood at f.15 million from 1698
to 1700. The figure in 1738 to 1740 was in excess of f.19
million, and nearly f.21 million in 1778 to 1780. Pepper
and spices together came down from an imposing 74 per-
cent of the total imports in 1619 to 1621 to a mere 12 per-
cent during 1778 to 1780. On the other hand, textiles and
raw silk went up from 16 percent in 1619 to 1621 to an
incredible 55 percent at the end of the seventeenth centu-
ry. There was a decline thereafter, but in 1778 to 1780
textiles and raw silk again accounted for half of the total
imports. Because Bengal alone accounted for more than
50 percent of the total of textiles and around 80 percent
of the total of raw silk imported from Asia, the share of
this region in the total Asian imports at the end of the
seventeenth century was approximately 40 percent. This
proportion was much higher for Mughal India as a
whole.

The story of the British East India Company was
broadly similar. Starting out very much behind its Dutch
rival, the British Company had almost caught up with it
by the end of the seventeenth century and actually forged
ahead of it by 1738 to 1740. By the end of the 1770s the
three-year total British figure stood at f.69 million,
against the Dutch figure of f.21 million. Between the peri-
ods 1668 to 1670 and 1738 to 1740, the share of textiles
in total British imports had become as much as 70 per-
cent. India was central to the British Company trade

throughout, accounting for 95 percent and 84 percent of
total Asian imports during the periods 1698 to 1700 and
1738 to 1740, respectively, when the textile trade was at
its peak.

TRADE AS AN INSTRUMENT OF GROWTH The substantial
amount of trade carried on from Indian ports by the Eu-
ropeans, both with Europe as well as with other parts of
Asia, served to strengthen Mughal India’s status consid-
erably as a premier trading and manufacturing nation in
Asia. At the turn of the eighteenth century India was
probably the largest and the most cost-competitive tex-
tile-manufacturing country in the world. The “bullion
for goods” character of the European trade considerably
enhanced its positive implications and indeed turned it
into an important instrument of growth in the Mughal
Indian economy. The gold and silver the Europeans im-
ported from Europe and Asian countries such as Japan
led to a substantial increase in the supply of money in the
country. The growing level of monetization in the econo-
my in turn facilitated reform measures such as the grow-
ing conversion of the land-revenue demand from kind
into cash, which led to a further increase in market ex-
change and trade.

Because the “bullion for goods” European trade did
not produce a decline in the domestic output of import-
competing goods, the positive implications of the growth
in trade for the level of income, output, and employment
in the economy were considerably greater than they
would have been if the trade had been of the ordinary
“goods for goods” variety. The increase in output and
employment in the manufacturing sector was clearly sig-
nificant. In addition, the fact that, on average, the rate of
growth of the European demand for Mughal Indian
goods such as textiles and raw silk was greater than the
rate of growth of their supply increasingly turned the
market into a sellers’ market.

This scenario, however, underwent a drastic change
in the second half of the eighteenth century when the
British East India Company managed to acquire diwani
revenue collection rights in Bengal. Insofar as the rela-
tionship between the British East India Company and the
Indian intermediary merchants and producers was no
longer governed by the market but by the company, the
company appropriated a good part of the legitimate share
of the producers and the merchants in the total output.
Also, by siphoning off a part of the province’s revenues
for the procurement of the export goods, the British
Company was increasingly able to manage without im-
porting much bullion from home.

S EE A LS O Arms, Armaments; Bengal; Bullion
(Specie); Calcutta; Caravan Trade; China;
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EMPIRE, OTTOMAN
The Ottoman Empire (1300–1918) was an important
conduit of trade throughout its history because it strad-
dled Europe and Asia, but its largest volume of trade was
not international but domestic. The Ottoman Empire en-
dured as long as it did because of its stable agrarian econ-
omy. Its government was organized around a land-
tenure system that funded a military bureaucracy de-
signed to preserve order and prosperity.

Trade in the Ottoman Empire was often seen as less
important than agriculture. As described in the Ottoman
“circle of justice,” the ruler defended the peasants so they
could work the land. The land produced crops, which
supported the ruler, who in turn protected the peasants.
Even in this agrarian system, though, the steadily grow-
ing importance of international commerce to the Otto-
man economy can be traced through five distinct periods
in the early modern era.

CREATING THE OTTOMAN SYSTEM, 1453 TO 1606

The Ottoman Empire arose in Western Anatolia in the
mid-fourteenth century as one of several Turkish frontier
principalities. Its establishment of power in both Europe
and Asia gave it control of strategic entrepôts of trade,

particularly after it took Constantinople (later, Istanbul)
in 1453. Early Ottoman rulers built a land-tenure system
for collecting revenue, the proceeds from which they sup-
plemented with taxes on trade. Genoa and Venice were
among their first foreign trading partners, each with mer-
chant communities long resident in Ottoman lands.

By the middle of the sixteenth century the Ottomans
had secured the main territories of the Middle East (ex-
cluding Iran) and were trying to control the export and
import of precious metals, wheat, and cotton to secure
social stability. Their goals stood in sharp contrast to the
mercantilism of rising European trading nations, which
were striving through economic competition to gain
power and wealth.

In late medieval times a north-south trade in furs,
slaves, and sugar had dominated international commerce
between the Arab lands and Central Asia, and this con-
tinued strong through the early Ottoman era. This trade
eventually began to be eclipsed in the fourteenth and fif-
teen centuries by the continual flow of silk, precious met-
als, spices, and textiles on east-west caravans. Among the
most important centers for this new trade were the coast-
al cities of western Anatolia and Syria: Izmir, Bursa, Alep-
po, and Damascus.

In all the major Ottoman cities, strong artisan guilds
that played significant roles in trade were promoted.
Such groups retained their importance through the early
modern era, given that the state supported their systems
of self-regulation and governance. As in many other
areas, Ottoman official policy toward the guilds was es-
sentially conservative, attempting to preserve continuity
with past practice and to innovate only with great cau-
tion. Regional trade fairs that resembled fairs in other
premodern economies thrived for many centuries, par-
ticularly in the Balkans.

In the sixteenth century merchant networks, partic-
ularly of non-Muslim groups, such as Greeks, Arme-
nians, and Jews, also began to expand and flourish as the
Ottomans consolidated control over areas they had con-
quered. The relative political and social autonomy of
these minority groups was reinforced by their status
within the Ottoman millet system, which recognized the
legal status of Jews and Christians within the empire and
allowed these groups to practice their religions privately
while requiring a special annual tax from them. In addi-
tion, all of these minority groups had family connections
beyond the Middle East, further increasing their impor-
tance as networks for international trade.

With the rise of maritime empires such as those of
the Portuguese and Spanish, the Ottomans began to con-
front new rivals in international trade who threatened to
rearrange long-standing patterns of commerce. In the
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sixteenth century, for example, the Portuguese tried but
failed to divert the long-standing trade in spices between
India and the Ottoman Empire that had flowed through
the Persian Gulf and the Red Sea. The Portuguese also
could not displace enduring trade relationships that the
Ottomans had built with their Mediterranean trade part-
ners.

Various Mediterranean trade cities such as Ragusa
(modern Dubrovnik) flourished even in times of hostili-
ty. Ragusa was an Ottoman vassal city-state that was
given political autonomy in exchange for an annual trib-
ute payment in gold. It was permitted to function inde-
pendently for centuries, enabling Ragusan merchants to
establish a network of cloth distribution through the Ot-
toman Balkans, with branches in cities such as Sofia, Bel-
grade, Sarajevo, and Edirne.

During this era the Ottomans also began to use ca-
pitulations treaties to pursue their foreign-policy goals.
Although their trade agreements with Italian city-states
dated back several centuries, the Ottomans signed the
first full-capitulations treaty with a major Western Euro-
pean power, France, in 1569. The capitulations system al-
lowed certain European nations to receive varying rates
of tax exemption on their imports and exports to and
from the Ottoman Empire. The Ottoman goal in grant-
ing capitulations was to permit a cheap supply of Europe-

an finished goods to promote their subjects’ welfare,
whereas the European goal was to maximize exports and
reduce imports to decrease the flow of precious metals
away from Europe. Both sides saw benefits from this sys-
tem.

OTTOMAN CONSOLIDATION, 1606 TO 1699

By the beginning of the seventeenth century, Ottoman
territorial expansion had ended as the empire entered a
period of consolidation. Soon after the French had estab-
lished a competitive advantage through their capitula-
tions agreement with Istanbul, the English and Dutch ne-
gotiated similar treaties. European competition took the
form of merchant companies such as the English Levant
Company, whose members were drawn from the same
class of people who would later build similar enterprises
in the New World. One such merchant/adventurer was
Captain John Smith (c. 1580–1631), founder of the Vir-
ginia Company, who had spent considerable time as a
merchant in Ottoman ports before his move across the
Atlantic.

These merchant companies initially focused on im-
porting cloth, cotton, spices, and silk from Ottoman
ports, but their trading activities were overshadowed
during the seventeenth century by the rise of New World
sources of such raw materials. The burgeoning supply of
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silver from new mines in Latin America and Central Eu-
rope led to the virtual collapse of the Ottoman monetary
system in the 1580s. This period also saw the establish-
ment of colonial plantations producing goods tradition-
ally imported from the Ottomans, particularly sugar, to-
bacco, coffee, and cotton. More and more, the Ottoman
Empire came to be perceived as a market for European
finished goods, as well as a strategic transit point for
more attractive commodities coming from farther east.
Egypt in particular became important as a conduit for
goods from India and South Asia to Europe.

The late seventeenth century also saw rivalry be-
tween two major British overseas trading companies, the
East India Company and the Levant Company, in which
trade through Ottoman territory played an important
part. The East India Company was criticized for export-
ing too much silver to India, and the British government
demanded that it ship more English cloth there. With low
demand in India for English woolens, the East India
Company tried to comply by marketing its goods more
aggressively in Iran. This tactic brought it into conflict
with the Levant Company, which had already established
its own textile trade through Aleppo to Iran via networks
of Armenian merchants. In the eighteenth century, when
the Levant Company reduced its activities in Aleppo due
to political unrest, the East India Company still had not
displaced the Armenian trading networks that linked
Iran with Aleppo, because the Armenians simply began
working with French textile merchants from Marseilles
instead of with the English who had been there before.

FURTHER ADJUSTMENTS IN THE EIGHTEENTH
CENTURY, 1699 TO 1798

The Ottomans perceived a decline in their international
standing as early as the mid-seventeenth century, when
various commentators began to explore the causes of the
military and financial problems that had started to affect
them. The steady Austrian advance into the Balkans, cul-
minating in the Long War (1683–1699), further exacer-
bated Ottoman concerns. The Treaty of Karlowitz, signed
after that war, marked the first permanent and substan-
tial Ottoman loss of territory to a European power. This
encroachment was soon followed by further capitulations
agreements with Austria’s European rivals. Another fac-
tor that weakened the Ottoman central authority at that
time was the rise of independent local hereditary land-
lords, particularly in such places as Lebanon that were no
longer under the full control of the central government.

At the same time, there was a new drive to modern-
ize Ottoman society in various ways. The “Tulip Period”
of the 1720s was a time when the Ottoman elite became
enamored with Western tastes and fashions. The cultiva-
tion of rare tulip gardens became a way for the Ottoman

elite to display wealth and sophistication. Over the next
few decades more substantial changes were introduced,
such as the first attempts to modernize the Ottoman mil-
itary. This began in the 1730s and eventually culminated
in the remaking of the Ottoman army into a modern Eu-
ropean army by the middle of the nineteenth century.

The impact of Western global expansion was also felt
gradually in Ottoman domains during the eighteenth
century through an increasing European presence in the
Black Sea, the Mediterranean, and the Indian Ocean. One
traditional economic system that began to be challenged
by European powers was maritime piracy, which for cen-
turies had functioned in the Mediterranean, particularly
off the coast of North Africa, as an unorganized method
of collecting revenue from maritime commerce. Begin-
ning in the late eighteenth century European navies took
steps to suppress it as they tried to establish more regular
systems of international maritime law.

CONFRONTING THE MODERN GLOBALIZING
ECONOMY, 1798 TO 1858

Global geopolitical and economic rivalries had their most
direct impact on the Ottomans with Napoleon’s invasion
and occupation of Egypt in 1798. This unprecedented
event caused the Ottomans to review how their militaries
were organized, given the weaknesses that it had exposed.
The long-term impact of French involvement in politics
and trade in the region was felt most keenly in North Af-
rica, where the local governors of Tunisia and Algeria
were brought gradually under French colonial control
and disassociated from their original Ottoman rulers.

In the central Ottoman lands, the governor of Egypt,
Muhammad Ali Pasha (who ruled 1805–1849), took the
French invasion as the starting point to begin a thorough
fiscal and military modernization of his domains. Over
the next twenty years he asserted his independence, con-
solidated his own power, and nearly defeated the Otto-
mans in an attempt to make himself the main ruler of the
region. Taking lessons from the French Revolution, he
organized a mass army and inaugurated a program of
military construction and industrial production that
went against European plans for Egypt, which, in a mer-
cantilist system dominated by Europe, could only be a
source of raw materials and a consumer of finished
goods.

Ultimately, Muhammad Ali’s rising economic au-
tonomy so alarmed the European powers that they unit-
ed to curb his ambitions. They forced first the Ottomans
and later, Muhammad Ali and his successors, to sign far
more extensive capitulations agreements than before,
such as the 1838 Balta Limanı Treaty. During the early
nineteenth century two-thirds of British exports to the
Ottoman Empire were textiles. This period also witnessed
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the most serious debasement of the Ottoman currency in
the history of the empire, with the exchange rate on the
British pound reduced from 8 to 104 kuruş (the standard
Ottoman silver coin of this era) between 1808 and 1839.
European trade and monetary policies that promoted ex-
ports at all costs exacerbated the general weakening of the
Ottoman financial situation.

ON THE MARGINS OF THE WORLD SYSTEM, 1858
TO 1918

During the first half of the nineteenth century roughly 75
percent of Ottoman trade was still domestic, so the Otto-
man economy was shielded considerably from the mar-
ket forces of the outside world. The Ottomans began to
enter into the European financial system and borrow sig-
nificant amounts of money from European lenders start-
ing in the 1850s, a process initially facilitated by Europe-
an powers who wished to acquire more leverage over the
Ottomans to guard against the southward expansion of
Russia, as well as to promote sales of their exports. This
helped create the conditions for the outbreak of the Cri-
mean War, and involved European financial interests in
the Ottoman economy to secure loan repayment. By the
1870s European bankers had formed public debt com-
missions in Egypt and in Istanbul to control local eco-
nomic policy to ensure the repayment of debts owed
them.

Also at this time, foreign powers began to sell berats
to local non-Muslim millet community members. Berats
were diplomas granting the status of foreign citizenship,
which conferred various tax privileges on Ottoman non-
Muslims based on the capitulations system. This change
in status helped create resentment of millet community
members among Muslim merchants who suddenly had
to compete with them on less favorable terms.

The Egyptians thought at first that the Suez Canal,
completed in 1867 under Muhammad Ali’s successor,
IsmaEil Pasha, would help Egypt bolster its own trade sta-
tus, which had been lifted by the increased importance
of Egyptian cotton because of the blockade of U.S. cotton
during the Civil War. Ultimately, though, British and
French financial interests controlled the Suez Canal proj-
ect. The increasing European commercial presence in
Egypt precipitated an antiforeign revolt in 1882, after
which the British established a shadow government there
to maintain stable access to the canal. This was necessary
to defend Britain’s vital link to India, a global connection
that more and more defined Britain’s place in the world.

After the tumultuous military and governmental
modernizations of the first half of the nineteenth century,
the Ottomans introduced another set of sweeping eco-
nomic and social reforms during the period known as the
Tanzimat (1839–1876). In economic terms, some of the

most important changes occurred as a result of the Otto-
man Land Law of 1858, a statute that dramatically ex-
panded the potential for the private ownership of land.
Large tracts of land could now be bought, sold, and held
by absentee landlords, and, in some cases, transferred to
foreigners. This caused some upheaval because not all
segments of the population were brought into a mone-
tary economy at the same rate and with the same re-
sources. After the experiments in political and economic
modernization of the Tanzimat period, Sultan Abdül-
hamit II ruled for three decades (1876–1909) with an au-
thoritarian style that limited further changes and mod-
ernizations.

As a result of the constraints imposed by this late Ot-
toman political and economic contraction, the Ottoman
Empire became marginalized in the larger global struggle
being waged by European powers for colonial expansion,
particularly as they carved up Africa for its raw materials.
The Ottomans retained their roles as a secondary market
for finished goods and as a source for certain raw materi-
als. Their main role in the global economy by the late
nineteenth century was to reclaim their perennial status
as a transit point for east-west commerce. The Middle
East, in general, occupied this position until the discovery
of oil in Iran in 1908 and in Iraq after World War I. The
economic implications of this critical development, how-
ever, would not be felt until the 1940s and 1950s, decades
after the collapse of the Ottoman Empire in 1918.
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EMPIRE, PORTUGUESE
The Portuguese Empire, the first of the European colo-
nial empires, was also the last to come to an end. From
the 1415 conquest of Ceuta, a Moroccan port in the Strait
of Gibraltar, to the independence of the African colonies
in 1974 and 1975, it underwent many fundamental
changes in geographical boundaries and institutional
framework. It was never a purely merchant empire, for
Church and Crown always played important roles, but in
the long run trade was probably the most important sin-
gle factor for the empire’s breadth and subsistence.

Before Columbus reached America the Portuguese
already held a few fort-towns in Morocco; they had dis-
covered and peopled the Atlantic islands of Madeira and
Azores (and later Cape Verdes and São Tomé) and ex-
plored the west coast of Africa all the way down to the
Cape of Good Hope. This was a vast base for long-
distance trade. In Morocco they dealt in local textiles,
corn, and horses; they grew wheat in the Azores and
sugarcane in Madeira; and they traded in slaves and
malagueta pepper in West Africa. At the fort of Elmina,
on the coast of present day Ghana, the acquisition of gold
formed a Crown monopoly.

These early forays set a precedent for European over-
seas trade and ultimately prepared the way for Vasco da
Gama’s voyage to India (1498). Trade on the Cape route
to the East Indies immediately became the leading mer-
chant enterprise. Luxuries, which were mostly paid for
in silver, were brought to Lisbon—which grew to be one
of the largest cities in Europe—and then circulated
through a trading post in Antwerp. This business was
largely run for the benefit of the Crown, but it also inter-
ested the largest international merchant houses. The
Cape route was not, however, the only concern of the
Portuguese in the East. They established a network of
forts and trading posts centered in Goa and extending
from Mozambique to Macao and East Timor—the Esta-
do da Índia—and tried to tax and control all navigation
in the Indian Ocean. They also engaged in Asian carrying
trade by outfitting expeditions to China (Macao) and
Japan (Nagasaki). In time, this became even more impor-
tant than the sea route to Lisbon.

Portuguese endeavors facilitated the displacement of
long-distance trade from the Mediterranean to the Atlan-

tic. However, the Levant spice route was never complete-
ly shut down, and it even recovered after 1570. At the
same time, the Portuguese monopoly over the Cape
route was challenged by Dutch and English interlopers,
and later by the East India Companies they established.
Eventually, the Portuguese spice trade decreased to less
than one-third what it had been. Eastern trade never re-
gained its former prominence.

In the meantime, Portugal had set up a colony in
America. For the first thirty years after its discovery in
1500, Brazil provided little more than dyewood. After the
introduction of sugarcane, colonization progressed but
was still hindered by the shortage of labor, as disease, na-
tive resistance, and missionary interference hampered the
enslavement of the Indians. Merchants and planters re-
sorted to importing slaves from Africa. By 1570 there
were 2,000 to 3,000 Africans in Brazil. After that, the slave
trade and sugar mills (later supplemented by tobacco
growing and cattle raising) lay the foundation for the At-
lantic Empire, which joined Brazil and West Africa.

In 1580 Portugal entered a dynastic union with
Spain and soon the empire came under attack from the
United Provinces, known today as the Netherlands. In
the East most of the dominions were permanently lost,
and so was Elmina. Angola and São Tomé were also tem-
porarily captured. In Brazil, Bahia was taken and
promptly recovered, but Pernambuco remained under
Dutch control for more than twenty years. For a time, the
very subsistence of the empire seemed at stake, but after
successful secession from Spain in 1640, diplomatic and
military efforts restored the best part of the Atlantic do-
mains to Portuguese control. The Dutch were expelled
from Angola by an expedition from Rio de Janeiro
(1648), and from Pernambuco (1654) by the settlers
themselves, with the assistance of the short-lived General
Company for the Trade of Brazil, founded in 1649 to
protect the Atlantic fleets.

The empire was now anchored in Brazil and the At-
lantic. By 1680 even ships on the Cape route stopped at
Bahia, and the sale of tobacco in Asia helped sustain the
Estado da Índia. Brazilian exports of sugar and tobacco
were growing, but the instability of European demand
could cause long recessions, as in 1668 to 1690. The com-
mercial upturn was facilitated by the discovery of gold
and later of diamonds. Brazil continued to be a planta-
tion economy, but during the first half of the eighteenth
century gold was a fundamental resource for the empire
and a prime source for the European supply of bullion.
British merchants, who enjoyed a privileged status, ex-
ported most of the gold, and indirectly came to control
a large part of the Brazilian trade.

Reforms adopted under the government of the mar-
quis of Pombal (1750–1777) intended to reclaim that

Empire, Portuguese

H I S T O R Y  o f  WO R L D  T R A D E  s i n c e  1 4 5 0244



Europe’s oldest Far Eastern settlement was estab-
lished by Portuguese traders on the southeastern
Chinese coast, at a place they referred to as Macau. The
Portuguese arrived in China in the early sixteenth cen-
tury, establishing a permanent settlement at Macau in
1557. The settlement became an important base in
Portugal’s Asian trade network. Though officially
Chinese, Macau was administered by Portugal, which
paid an annual rent until 1849. In 1685 China officially
recognized the city a foreign-trade port. For many
years Macau was a vital entrepôt for Sino-Japanese
trade, and for regional trade to Europe. By the nine-
teenth century, however, the decline of Portugal as a
commercial power, and the establishment of Hong
Kong, eroded Macau’s economic importance. Macau
was declared a Portuguese colony in 1862, but China
never really accepted this status. Macau briefly
regained its commercial importance early in World
War II as a neutral port, but it came under Japanese
domination from 1943 to 1945. China’s postwar
Communist government let Macau’s status as a
Portuguese possession remain unchanged until the
future of Hong Kong was resolved. In 1999, following
the British handover of Hong Kong, Macau was
returned to China as a special administrative region.

D av id J. Clarke

MACAU

trade from foreign control (by setting up chartered com-
panies and new trade regulations) and to offset diminish-
ing gold receipts. After a period of uncertainty, trade with
Brazil again prospered, favored by the widening Europe-
an market for sugar and cotton. Portuguese neutrality in
the wars that followed the French Revolution proved par-
ticularly rewarding until 1807, when the Napoleonic ar-
mies invaded Portugal to enforce the Continental Sys-
tem. The royal family retired to Brazil and as a result, the
colonial system was suspended. Portugal could no longer
serve as the entrepôt for the produce of Brazil. Wide-
spread discontent triggered a revolution in 1820 that
forced the king to return to Portugal and eventually led
to the independence of Brazil (1822).

The sudden collapse of the colonial system caused a
severe crisis. No other empire had been as important to

the metropole as the Portuguese, in financial and eco-
nomic terms. But now Eastern trade, after a brief revival,
was almost irrelevant, and so was intercourse with the Af-
rican possessions, which continued to work as slave-trade
stations for Brazil. Only when that traffic was effectively
stopped (after 1851) did trade begin to flow. Neverthe-
less, until the 1880s it did not did not exceed 6 percent
of foreign trade. Portugal was then involved in the scram-
ble for Africa and obtained international approval for
territorial expansion, even though the grand project of
the rose-colored map joining Angola and Mozambique
was ultimately thwarted. The resulting national commo-
tion, combined with a serious financial crisis, generated
a protectionist atmosphere that favored colonial busi-
ness. Nevertheless, with the exception of São Tomé,
where coffee and cocoa plantations prospered, this was
a largely predatory growth based on the extraction and
re-export of wild rubber and coffee from Angola and on
labor exports from Mozambique to the South African
mines. African possessions nonetheless became an im-
portant source for international currency.

Subsequent development depended heavily on for-
eign investment in chartered companies, particularly in
Mozambique, and on public expenditure, which resulted
in large budgetary deficits, mostly in Angola. This was
unacceptable for the autocratic regime established in
1926, which valued strict financial discipline, even at the
cost of slowing down economic growth in the colonies.
After World War II, growth and emigration resumed
and, oddly enough, even accelerated after the outbreak
of nationalist guerilla wars (1961). During the 1960s the
colonies took up 24 percent of Portuguese exports and
supplied raw materials at privileged prices. Yet, this ex-
change grew less important as foreign trade expanded
and diversified in both Portugal and the colonies. By
then, however, the reigning political regime had tied its
destiny to the defense of the overseas possessions, and so
emphatically rejected any possibility of decolonization.
This would only come about in the aftermath of the Rev-
olution of 1974, which intended from the outset to put
an end to the colonial wars.
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EMPIRE, QING
The Qing (Ch’ing) dynasty ruled China from 1644 to
1911. The present boundaries of the People’s Republic of
China are the results of its military prowess and masterful
frontier administration. At the apex of an ethnically com-
plex power elite were the Manchu people, originally from
what is now northeast China, who provided the imperial
ruling house, a highly disciplined military elite, and many
high officials. Mongols also had an important share in the
military structure and the life of the imperial court. The
Han Chinese scholar-official elite provided most of the
bureaucracy, including some at the highest levels. The
vast majority of the subjects of the empire were “Han,”
ethnically Chinese. The most conspicuous symbol of the
foreignness of Qing rule was the requirement that all
male subjects adopt the Manchu queue, shaving the
fronts of their heads and wearing a long braid down the
back. Its imposition was bitterly resisted in a few places
during the wars of the conquest, but fairly soon most of
the elite saw that they could pursue their scholar-official
vocations under Manchu rule at least as effectively as they
had under the Ming (1368–1644), and commoners pur-
sued the opportunities for settlement and enterprise
opened up by the expanding Qing peace.

The Qing were thoroughly in control of the capitals
and great commercial cities of the coastal provinces by
1650, but until 1683 the threat of Zheng Chenggong
(1624–1662) and his successors in coastal strongholds
and on Taiwan stimulated severe restrictions on coastal
and maritime trade. The revolt of three great generals
against the Qing from 1673 to 1681 made the roads un-
safe and generally discouraged commerce. Some mer-
chants prospered through clientage connections to court
grandees or high provincial officials.

In the long peace of the 1700s the population of the
Qing Empire grew from about 200 million to 400 mil-
lion. Areas that had been peripheral to Ming China, such
as Yunnan, or devastated during the Ming-Qing wars,
such as Sichuan, filled up very rapidly. In the 1720s and
1730s the Qing authorities encouraged the immigration
of Han settlers into the highlands of Yunnan, which pre-
viously had been populated mostly by non-Han peoples
related to those of modern Burma, Laos, and Thailand.
Copper mining developed rapidly, providing an increas-
ingly adequate supply of small currency for the bimetallic
copper/silver system. In addition to this growth of trade
and settlement to the west and southwest, the rich rice
lands of the central Yangtze Valley, especially Hunan, de-
veloped rapidly. The effects of this growth were dramati-
cally apparent at Hankou, today a part of the great multi-
plex city of Wuhan, on the middle Yangtze. Vigorous
urban growth on the lower Yangtze, and the beginnings
of a shift from rice to cotton in the agriculture of that re-
gion, opened up great markets for rice from upriver. In
addition, Hankou was the great center for shipment of
tea, which was formed into bricks for easier transporta-
tion, and destined for consumption by the Mongols and,
increasingly, by Siberians and even European Russians.
A great Mongol trading house had a branch in Hankou.
Unlike most Chinese cities, Hankou was primarily a cre-
ation of trade not a center of bureaucratic power. It had
a minimal official presence and very powerful guilds. It
reached one of its peaks of prosperity and commercial
volume before 1750, and survived many ups and downs
into the late 1800s, when foreigners settling there under
provisions of the treaties found that the only way to do
business was to plug into the highly developed trade net-
works already developed by the Chinese merchants.

Another example of Qing commercial growth is Xia-
men, known in the 1800s as the treaty port of Amoy. On
an island in a Fujian estuary, it had been the base of the
power of the Zheng family in the 1600s. Some foreigners
came there to trade, but it was primarily a center from
which Chinese ships went out to Southeast Asian ports.
The silver of the Manila galleons found its way into
China primarily by way of Xiamen. Xiamen ships carried
large quantities of tea to Batavia. Among their important
imports were pepper, incense woods, and tin, made into
foil for the “spirit money” burned in Chinese ceremonies
and packaging for tea. It is estimated that the volume of
this trade equaled that of the foreigners trading at Canton
until at least 1750. Some recent scholarship suggests that
it was far more important in the early 1800s than previ-
ously assumed. And Xiamen, like Hankou, had a mini-
mal official presence and very powerful guilds.

The trade of the foreigners at Canton was the source
of the supplies of silver that facilitated continued com-
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Engraving after Amoy, from the Outer Anchorage, by Thomas Allom, c. 1843. The port Amoy (Xiamen) was the base of power
of the Zheng family in the 1600s. © BETTMANN/CORBIS. REPRODUCED BY PERMISSION.

mercial expansion. The Chinese managed deliveries of
tea to buyers at Canton through a series of market trans-
actions, from cultivator to upcountry processor to
wholesale merchant to licensed exporter in Canton. Until
1760 or later, 90 percent of the payment for tea and other
exports was in silver. After that silver exports seem to
have reached a plateau, and continued growth of exports
was covered by growing imports of Indian cotton, En-
glish woolens (which found some markets in the north-
ern and western reaches of the Qing Empire), and opium.
We can estimate that China exported 30,000 piculs (the
Asian trade “hundred-weight” of about 60 kilograms) of
tea in 1720, 60,000 in 1740, 120,000 in 1765, and 240,000
in 1795.

Tea, porcelain, silks, and many other fine consumer
goods exported to Europe had been produced and traded
inside China for centuries. Relatively new in China was
the spread of cotton growing and the gradual adoption
of cotton, including padded clothing for cold weather, as
the general wear of ordinary Chinese. Parts of the lower
Yangtze region with sandy soil unsuitable for rice cultiva-
tion and a damp climate that was said to facilitate spin-
ning and weaving with yarns of higher and more uniform

strength came to specialize in cotton growing and textile
production, but there were many other textile-producing
areas. As late as 1895, for example, hundreds of thou-
sands of bales of raw cotton and handwoven piece goods
were moved every year from Hupei into Sichuan. Around
1800 even England imported substantial quantities of
nankeens, Chinese hand-loomed cotton fabrics.

In the late 1700s China began to import increasing
quantities of opium, which was produced primarily in
Bengal and brought by British traders in channels sepa-
rate from the legal trade at Canton. The growing demand
for opium began as a result of the practice of mixing it
with tobacco, which later led to the inhaling of a vapor-
ized pure extract, which was much more addictive than
ingestion; this may have been spread to China by Chinese
settlers in Java. The silver paid for opium imports helped
to finance the tea trade, and at some point in the early
1800s it reversed China’s long-positive balance of trade
and led to a net outflow of silver. Qing officials noted
this, along with the effects of addiction and corruption,
as they decided to try to stop the trade. The resulting
Opium War (1839–1842) ended in an imposed treaty
that opened four more ports (in addition to Canton) to
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foreign trade and fixed a low tariff. The Western powers,
with the English in the lead, had taken the first big step
in “opening China” to foreign trade.

In fact, the Opium War did not lead to any major
change in China’s commerce. Opium imports, now im-
plicitly legalized, grew. The great Taiping Rebellion,
which started west of Canton in 1850 and swept into the
Yangtze Valley, did far more to alter patterns of trade:
Canton lost commercial dominance, and Shanghai, one
of the newly opened ports and the gateway to the Yangtze
Valley, began to grow. After the Second Opium War
(1856–1860) more ports were opened, and the Yangtze
was opened to foreign navigation. Foreign business firms,
modern banks, and Chinese working closely with them
were agents of change. An Imperial Maritime Customs
staffed by foreigners advised the Qing rulers on this order
and provided to the state a very important and reliable
stream of revenue, which made the rulers much more in-
terested in commercial matters than they had been.
Opium imports stagnated as the Chinese grew more of
their own. Tea exports lost out to the new plantation in-
dustries of India and Ceylon. By Albert Feuerwerker’s es-
timate the foreign trade of China increased by 300 per-
cent between 1870 and 1911, but it still was a very small
amount per capita, and traditional patterns of trade with-
in China continued with only a few major changes. Tra-
ditional handcraft methods of cotton-cloth production
were efficient and market sensitive; foreign goods made
little headway. But from the 1880s on machine spinning
of cotton thread, especially in Japan, produced a cheap
and superior product that began to displace Chinese
hand-spun yarn; this was the largest component of the
post-1870 increase.

The Treaty of Shimonoseki at the end of the Sino-
Japanese War in 1895 permitted the establishment of for-
eign-owned industries in China. The first major railroad
projects opened new lines of trade. Chambers of com-
merce in major cities were among the more important
forms of modern political organization. Commercial
growth, imperialist encroachment, and new forms of po-
litical and social organization marked the last years of the
Qing dynasty. Still, observers everywhere in China com-
mented on the continued scale and vigor of the nation’s
traditional commerce, and foreigners wanting to sell ker-
osene, tobacco, and many other products found that
their best strategy was to tie into existing commercial net-
works.
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EMPIRE, SPANISH
Spain was commercially active in the Mediterranean Sea
and down the Atlantic coast of Africa for many decades
before 1492. Most notably, it had begun its takeover of
the Canary Islands nearly a century before Christopher
Columbus’s voyage. The only valuable resource on the
Canaries was orchilla, a dyestuff, but soon after taking
over, the Spanish established sugar plantations, complete
with black slaves imported from Africa, that produced
for the European market.

In the Americas, Spain first colonized the major is-
lands of the Caribbean, but by 1550, after turning out
only modest amounts of gold, these islands became an
economic backwater in the still expanding empire. In
1494, by signing the Treaty of Tordesillas, Portugal and
Spain ended their emerging rivalry over the South Atlan-
tic. Portugal protected its exclusive sea route to India,
and Spain assured its dominance in the Americas. Span-
ish expeditions conquered Mexico in 1521 and Peru in
1532. These lands, rich with silver and large native popu-
lations, became Spain’s primary centers for trade until
the 1700s, when the emergence of the economies of other
Spanish American colonies, including Cuba, Venezuela,
and Buenos Aires, required a shift of Spain’s patterns of
trade with its American colonies. By the 1570s all of the
less prosperous colonies, such as Central America, Co-
lombia, Paraguay, and Chile, had been established, but
their primary products, including indigo, yerba mate (a
kind of tea), and wheat, were marketed primarily to other
American colonies, rather than overseas.
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Spain soon established a monopoly over trade with
its American colonies. In 1503 a Board of Trade (Casa
de la Contratación) was established in Seville to govern
commercial relations with the colonies. In 1543 the
Crown legally incorporated the powerful merchant hous-
es of Seville into a merchants’ guild (consulado) in which
a monopoly over trade was formally invested. It was also
granted juridical authority over civil disputes concerning
trade, a tremendous legal advantage. In the 1560s, to pro-
tect its trade with its colonies against marauding ships
from other European powers, Spain established the Fleet
System, wherein two substantial fleets escorted by war-
ships departed Spain each year, one bound to Mexico’s
primary port of Veracruz, and the other to the Isthmus
of Panama, where its goods were offloaded to be shipped
down the Pacific coast to Peru. The two fleets remained
at their American ports until loaded with silver from
Mexico and Peru, whereupon they departed for Spain.
Though very expensive and limiting in the amount of
merchandise that the colonies could legally receive, the
Fleet System worked quite well for Spain’s purposes. Eu-
ropean rivals seized the fleets only twice, in 1628 and in
1656.

In 1561 an expedition organized in Mexico sailed
across the Pacific Ocean and occupied the Philippine Is-
lands. This gave Mexico access to prized Chinese goods,
which had been shipped to Manila for centuries by Chi-
nese merchant houses. Each year Mexican trading firms
dispatched from Acapulco one galleon loaded with silver
to Manila, where the contents were exchanged for Chi-
nese fineries for the shipment back. The trade of the Ma-
nila galleon persisted until the end of the colonial period.
It was so lucrative that often more than one-third of
Mexico’s annual silver production was routed to Manila
rather than to Spain.

Contraband trade sprung up in Spanish America
against this very restrictive trading and spread rapidly.
Spain could control neither the vast American coastline
nor its profit-seeking colonial officials. Contraband clear-
ly worsened in the second half of the seventeenth century
and throughout the eighteenth. By the early seventeenth
century, Spain’s economy had declined compared to
those of the Netherlands, England, and France, and after
mid-century these latter countries seized lightly occupied
Spanish Caribbean islands to establish their own com-
plexes of sugar plantations.

Around three million black slaves were imported
into Spanish American over the course of the colonial pe-
riod, largely to work on plantations, but Spain itself
shipped very few of them from the African mainland. In-
stead, it entered into agreements (asientos) with other
European nations whose traders were more firmly based
in Africa. Portugal was the first country to gain such an

asiento. The fact that Spain and Portugal were ruled by
the same monarch between1580 and 1640 facilitated that
agreement. After Portugal successfully rebelled against
Spain to obtain a Portugal-based ruling family, Spain
turned eventually to France and then England as replace-
ment suppliers.

By the early eighteenth century Spain’s economy had
declined badly when compared to its European rivals be-
cause it did not participate in the incipient Industrial
Revolution and it suffered from a weak governmental fi-
nancial system and a declining navy. Spain could not pre-
vent a rapid expansion of contraband trade with its colo-
nies. The Fleet System was now badly outdated and was
gradually abandoned until its final dissolution in the
1760s.

After repeatedly losing both military conflicts and
trading concessions to its more innovative and produc-
tive rivals, Spain finally undertook various trading re-
forms with its colonies. Far and away the most important
was permitting free trade within the empire. In 1778 all
colonies except for Mexico and Venezuela were allowed
to trade with each other, plus any port in Spain could
now send any number of ships at any time of the year to
any colonial ports. The free-trade system was finally ex-
tended to Mexico and Venezuela as well in 1789. None-
theless, because of Spain’s enduring industrial weakness,
the amount of foreign-made goods shipped to the Ameri-
cas continued to increase. In addition, Spain never enter-
tained allowing its colonies to trade legally outside of the
empire.

In the eighteenth century, colonies that had been of
peripheral economic importance to Spain over the previ-
ous two centuries saw their economies expand quite rap-
idly because of Western Europe’s commercial revolution
and heightened demand for primary products, including
sugar from Cuba, cacao from Venezuela and Ecuador,
and cattle hides from the Buenos Aires region.

Following the Napoleonic invasion of Spain in 1808,
most of the American colonies moved quickly to inde-
pendence, with Mexico and Venezuela gaining their free-
dom in 1821, Ecuador in 1822, Peru in 1824, and Bolivia
in 1825. Cuba, Puerto Rico, and the Philippines re-
mained as colonies until 1898. As Spain lost its political
control over its former colonies, it also lost most of its
trade with them to its major commercial rivals England,
France, and the United States. These countries enjoy the
advantage of having entered the industrial revolution.
Spain lagged badly.

S EE A LS O Board of Trade, Spanish; Cádiz;
Cartagena; Columbus, Christopher;
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Portuguese; Encomienda and Repartimiento;
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ENCOMIENDA AND REPARTIMIENTO
Encomiendas were royal grants made to individual Span-
ish colonists in the Americas. Recipients of such grants
(called encomenderos) thereby personally owned the
labor and tribute (tax) payments—but not the land—of
Indians who lived in a particular village or region. The
encomienda influenced several kinds of colonial econom-
ic relations, although it varied geographically in Spanish
America, and chronologically between 1493 and the early
nineteenth century.

Geographical variation in encomienda practice de-
pended on what kind of indigenous society the Spanish
encountered in the course of establishing colonial rule.
In the most densely populated regions of the Americas,
the institution did not last much beyond 1700. In New
Spain and Peru, for instance, the Crown eliminated enco-
mienda rights to labor by the second half of the sixteenth
century. Moreover, by the end of the seventeenth centu-
ry, the Crown had ended the institution altogether. By
contrast, in regions with less complex Indian societies,
the institution survived for much longer, and in those
places it included labor obligations until well into the
eighteenth century. The difference stemmed from the na-

ture of the Indian economy. In the fringe regions, exist-
ing indigenous societies did not produce sufficient sur-
plus to support encomiendas, leaving encomenderos
unable to extract more than just forced labor from their
grants, while also attracting fewer Spanish colonists to
compete for the use of that labor.

In regions with more complex pre-Conquest econo-
mies, colonial labor relations changed as encomenderos
lost their exclusive claim to Indian labor. First, a new in-
stitution called repartimiento emerged, which required
that a certain number of Indians from each community
hire themselves out weekly to Spanish employers. As a re-
sult, more colonists enjoyed access to Indian labor, while
the Crown could regulate labor relations more directly.
Particularly because the Indian population continued to
decline due to disease, though, the labor version of repar-
timiento followed the encomienda into extinction. De-
spite the continued availability of repartimiento laborers,
by about 1630 Spanish employers instead competed for
Indian laborers by offering individual Indians wages
or land.

Subsequently, in the core regions of Spanish Ameri-
ca, little survived of these two institutions. One legacy
was Indian tribute payment to the Crown—since even
after the end of the encomienda, the Spanish Crown did
not release Indians from their obligation to pay tribute.
Instead, the Crown posted royal magistrates in former
encomiendas to collect tribute. Another surviving practice
was the mita (rotating draft labor obligations in the
Andes specifically to support silver and mercury mining).
Finally, the decline of the encomienda also contributed to
the rise of an unofficial colonial institution that was also
called repartimiento (the repartimiento de mercancías, or
in the Andes often just reparto). This involved Spanish
officials illegally distributing to Indians under their juris-
diction either money to acquire future production of
goods, or else commodities to acquire future payment in
cash. Thus, even in core regions, the encomienda’s impact
continued until the early nineteenth century, when the
colonial bureaucracy was dismantled by newly indepen-
dent Latin American nations.

Between them, these institutions altered commerce
in the Americas in several related ways, all focused on en-
couraging Indians to produce goods that the Spanish per-
ceived to be valuable. For instance, export-oriented pro-
duction of a variety of cash crops (such as sugar, cacao,
cotton, tobacco, and indigo) depended on Indian labor-
ers recruited via encomienda and repartimiento. This was
less true for silver mining, although many Indian laborers
on colonial Spanish-American landed estates produced
goods (such as maize and wheat) that served to support
silver mining indirectly.

Encomienda and Repartimiento
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In addition, Indians changed their productive habits
in response to tribute collection. At first, for example,
tribute was collected in commodities, but because Span-
iards had no use for many of the items paid to previous
rulers (for instance, quetzal feathers demanded by Aztec
emperors), the specific goods produced had to conform
to what the colonists desired instead. Later, the Crown
demanded tribute payments in cash, potentially drawing
Indians more thoroughly into labor and commodity
markets.

Like changing commodity production, the legacy of
encomienda and repartimiento also influenced Indians to
alter their market exchange habits, especially by facilitat-
ing the introduction of new goods to indigenous markets.
This occurred primarily via the repartimiento de mercan-
cías. Because this operated on credit (future payment in
commodities or money), Indians accepted new goods
more readily, even if they later resisted repaying their
debts. As it turns out, this form of repartimiento also af-
fected global trade, as it was virtually the only way for Eu-
ropeans to stimulate Indian production of cochineal dye
(primarily in southern New Spain, centered in Oaxaca)
to meet the demand for that high-quality red dyestuff in
Europe.

Finally, trade routes also changed in response to en-
comienda and repartimiento practice. These institutions
provided workers to produce American agricultural and
mineral exports. These exports, in turn, promoted the
development of new routes of long-distance trade within
the Americas to link supply (of cotton textiles or livestock
products, for instance) to new centers of demand (silver
mines). Meanwhile, those exports linked the Americas to
Europe (via Seville), as well as to Asia (via Manila). Thus,
these local colonial institutions reflected and helped to
constitute more complex global trade between 1493 and
the early nineteenth century.

SEE ALSO Africa, Labor Taxes (Head Taxes);
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FRIEDRICH ENGELS
1820–1895

When Friedrich Engels (1820–1895) and Karl Marx
(1818–1883) formed their revolutionary partnership in
1844, they agreed that the world was their unit of analysis
and theater of action. Five years later they concluded,
with remarkable foresight, that the 

most important thing to have occurred (in Ameri-
ca) . . . is the discovery of the California gold-
mines. . . . (As a result, the) center of gravity of
world commerce . . . is now the southern half of
the North American peninsula. . . . (T)he Pacific
Ocean will have the same role as the Atlantic has
now and the Mediterranean had in antiquity . . .
that of the great water highway of world com-
merce. (Marx and Engels, vol. 10, pp. 265–266,
originally published January 31, 1850). 

The cotton trade figured significantly in the analysis the
two made of the U.S. Civil War (1861–1865) and the po-
litical response in Britain. Engels, who worked as a book-
keeper in his family’s textile mill in Manchester, England,
had access to data that were invaluable for Marx’s in-
sightful writings on the war as well as for Marx’s mag-
num opus, Capital.

Following Marx’s death, Engels publicized and
defended their views on the free-trade-versus-
protectionism issue, as it continued to be debated in Eu-
rope and the United States. Though the debate was en-
tirely within the framework of capitalism, he argued that
the working class had an inherent interest in free trade.
The latter accelerated capitalist development and, hence,
all of its contradictions, which could only be resolved by
workers seizing political power and embarking on the
road to socialist transformation.
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ENTREPÔT SYSTEM
An entrepôt is a location, often a port, in which an un-
usually large range of goods and services are available and
an unusually large variety of traders from other places
gather, so that as a result the place gains in attractiveness,
efficiency, and staying power as a commercial center. A
clear example is Amsterdam in the seventeenth century,
where Asian spices and textiles, sugar from the Americas,
Baltic grain and timber, and North Sea herring were
among the goods traded by merchants from every part
of Europe, including a large group of Sephardic Jews.
Amsterdam’s eminence as an entrepôt owed something
to its location on the North Sea near the mouth of the
Rhine, but more to the stable and commerce-friendly
rule of the city’s elite, including its tolerance of Jews and,
less openly, of Roman Catholics.

Our understanding of entrepôts in Asian seas is
more likely to begin with geographical imperatives. There
were certain locations where the alternations of the mon-
soon winds and the constraints of sea passage between
land masses almost always led to the presence of an entre-
pôt, especially the straits that lie at the mouth of the Red
Sea and the Persian Gulf, and those between Sumatra and
Java and between Sumatra and the Malay Peninsula. Rich
zones of agricultural and craft production near sea lanes,
as in Gujarat, Bengal, Siam, and Guangdong, also were
very hospitable to the growth of entrepôts. An entrepôt
might flourish in a less “natural” location, such as the
coast of Taiwan, when alternatives are inhibited by war-
fare or anticommercial policy.

At the choke points for maritime trade on the two
southern corners of the Arabian Peninsula, at the Straits
of Hormuz and of Bab-el-Mandeb, this positional logic
was undercut by the rigors of an immediate environment
where heat and disease made the coast nearly uninhabit-
able for part of the year, and food and even water were
in very short supply. Thus, although there always was a
port at each—Aden and later Mocha at Bab-el-Mandeb;
Hormuz, then Bandar Abbas, then Muscat on the Straits
of Hormuz—they often resembled vast camps of tents
and compounds during a trading season and were almost
deserted in the hottest months.

On the west coast of India, Gujarat was the usual de-
parture point for voyages to the Arabian ports to the
west, and had in its hinterland abundant food stocks and
a flourishing textile industry. The best known and most

enduring early modern entrepôt in this region was Surat,
where great Hindu and Muslim merchant houses and the
Dutch and English companies all prospered under Mug-
hal governors. Bombay rose to prominence as a center
of English power and trade, and eclipsed Surat as the
breakdown of law and order inhibited land trade in
South Asia and in the Middle East after 1750. Far to the
south on the west coast of India, ports such as Cochin
and Calicut, which had a great heritage of local pepper
production and entrepôt activity and a striking variety of
ethnic stocks and religions, prospered only unevenly
amid wars between Portuguese and Dutch, Mughals and
local Hindus. On the east side of southern India, entrepôt
connections to the east and local cloth industries offered
great opportunities; the English Company at Madras was
especially successful in encouraging private trade by the
English and joint ventures among the English, local Por-
tuguese, Hindus, and Muslims of many origins. In the
lowlands of Bengal, exports of cotton and silk textiles
from the densely settled countryside were the key to the
prosperity of Hugli and Dacca and to the rise of Calcutta
as a great British center. In the late 1700s the export of
opium to Southeast Asia and China was a growing source
of the prosperity of this great port.

The most dramatic example of entrepôts that re-
sponded to geographical imperatives are those that com-
manded the passages between the Indian Ocean and the
South China Sea to the north and south of the island of
Sumatra. Until about 1400 both straits were dominated
by Srivijaya, in the neighborhood of Palembang on the
southeast coast of Sumatra. In the early 1400s Melaka
took over entrepôt functions as an independent sultanate
on the eponymous strait. This is the best-studied case of
classic Southeast Asian ways of nourishing entrepôt ac-
tivity. Each community of traders—Javanese, south Indi-
ans, Chinese, Malays—lived in a separate quarter under
its own hahbandars (“lord of the market”) and adminis-
tered its own laws, especially in matters of family and
property. The sultans sent tribute embassies to Ming
China, sometimes managed by locally based Chinese. Be-
cause maritime trade in Chinese shipping from Chinese
ports was illegal under the early Ming, this was a case of
enhancing entrepôt function in one place while stran-
gling it by policy in another. The powerful Chinese com-
munity seems to have been at odds with the sultan and
the Malays in the early 1500s, and reportedly assisted the
Portuguese in their conquest of Melaka in 1509. Much
of the old entrepôt structure was preserved under the
new regime, but Portuguese Melaka faced repeated at-
tacks from its Muslim neighbors, especially by the de-
scendants of the former sultans of Melaka who were
based in Johor near modern Singapore, and by Aceh on
the north end of Sumatra, which emerged as a potent
west-facing and Islam-oriented entrepôt. After the Dutch
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conquered Melaka in 1641 they showed little interest in
encouraging its entrepôt functions, preferring their own
great center at Batavia near the Sunda Straits between Su-
matra and Java. Melaka and its rivals shifted to more
local trades until the rise of British power and the opium
trade led to new entrepôts—Penang in 1786 and Singa-
pore in 1819.

Banten, very near the Sunda Strait on the northwest
coast of Java, was as classic a Southeast Asian entrepôt as
Melaka. Here too there were thriving Chinese, south In-
dian, and Malay trading communities under a local Mus-
lim ruler. Here the Portuguese, and later the English, the
Dutch, and the Danes, had to fit into this multiethnic
framework. The Dutch Company built its headquarters
at Batavia (modern Jakarta), about 50 miles east of Ban-
ten. Even here the Dutch allowed a great deal of Chinese
trade and a highly organized Chinese community, but it
sought a stronger form of control of the Sunda Strait
than that of the traditional Southeast Asian entrepôt. In
1682 it intervened in a quarrel in Banten’s ruling family,
took the town, and closed its port to its competitors.

As the Siamese kingdom developed its wealth and
power in the 1400s, its capital, Ayutthaya, adopted much
of the Southeast Asian entrepôt pattern. The Chinese
were the most vital participants, managing Siamese trib-
ute embassies to Beijing and the maritime trade of the
royal house. At its multicultural height in the seventeenth
century, Ayutthaya also had communities of Persians,
Malays, Portuguese, and Dutch and English trading
posts.

China was the world’s greatest center of commercial
activity and fine craft production between about 700 and
1700, and when its political situation permitted it had
some of the world’s great entrepôts. In the 700s and 800s
large numbers of Arabian and Persian merchants traded
at Guangzhou. From about 1000 to 1350, Quanzhou in
Fujian had communities of Hindu, Muslim, Nestorian
Christian, and even Roman Catholic traders. But after
about 1400 the Ming authorities imposed such drastic re-
strictions on foreign trade, whether by Chinese ships or
by foreigners coming to China, that much interchange
and commercial coordination had to take place offshore.
Siam, Melaka, the Ryukyu Islands, and Champa in the
south of modern Vietnam all played this role to some de-
gree. In the great surge of maritime trade around 1600,
new entrepôts emerged at Hoi An in the Hue-Danang re-
gion of modern Vietnam, where the Nguyen lords built
up their own power in opposition to rivals in the north
and depended greatly on the revenue from thriving colo-
nies of Chinese and Japanese traders; at Macao; at the
great Dutch trading center Casteel Zeelandia, in the vi-
cinity of modern Tainan, Taiwan; and most improbably
at Manila, with its new connection across the Pacific. In

all of these places highly organized communities of emi-
gré Chinese were crucial. Casteel Zeelandia fell to Zheng
Chenggong in 1662; Macao never recovered from the loss
of its Japan trade in 1640; Manila and Hoi An had phases
of unstable prosperity well into the eighteenth century.
But the great east Asian entrepôt of that century was
again in Chinese territory, at Guangzhou, where Europe-
an demand for tea stimulated an immense trade. The
large numbers of English, Dutch, French, Swedish, Dan-
ish, Armenian, and Indian merchants who participated
were much more closely controlled than in earlier entre-
pôts in China or elsewhere, and they were supposed to
leave at the end of the trading season; many of them went
no further than Macao. But in its good order, the sophis-
tication of its commercial organization, and the wide
range of commodities available, Guangzhou in the great
days of the “Canton trade” did fulfill many classic entre-
pôt functions.
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ETHNIC GROUPS, AFRICANS
Although the African environment is very diverse, it pri-
marily consists of the desert, sahel (a dry grass steppe re-
gion or desert edge), savanna, and forest zones. With dif-
fering climatic and other ecological conditions, each of
these areas necessarily specializes in the production of
different commodities as well as in different economic
activities. In the face of specialization, foreign merchants,
at least since the medieval era, have settled largely along
the coasts of the Sahara, East Africa, and western Africa,
thereby introducing several foreign products such as
cowries, alcohol, tobacco, and firearms. Over time, eco-
nomic specialization and the concentration of foreign
merchants in these particular regions provided the basis
for internal trade in Africa. Since 1450 this internal Afri-
can trade has been monopolized by a relatively few ethnic
groups who operated largely outside their homelands.

Up to recent times, the main African ethnic group
that facilitated the movement of goods from the Sahara,
through three major trade routes from the sahel to the
savanna and vice versa, has been the Tuareg. Jellaba and
Jabarti traders controlled other trade routes within the
northeastern horn of Africa, especially around the Nile
Valley and Ethiopia. Once the Tuareg merchants moved
goods from the Sahara to the savanna, native merchants
in the Central Sudan were primarily responsible for the
distribution of these and other commodities within the
region. From the mid-fifteenth century these local mer-
chants included the Juula of the Western Sudan and the
Wangarawa, Hausa, and Kanuri merchants of the central
savanna. In the central and eastern African region, native
merchants played significant roles in commerce, too. The
major ethnic groups involved in this region by the nine-
teenth century were the Kamba, Nyamwezi, Yao, Bisa,
Cokwe, and Thonga. African merchant groups traded in
commodities such as gold, ivory, wax, rubber, copper,
salt, goats, sheep, camels, and cattle, and different groups
tended to specialize in certain goods. For example, it was
the Hausa merchants who were most closely associated
with the kola trade.

Most, if not all, ethnic groups that dominate trade
in Africa have not been homogenous social units. For in-
stance, the Kel Air, Kel Tadmekka, and Kel Gress were

among the numerous subethnic groups that constitute
the Tuareg. In addition, at least up to the early twentieth
century, the Tuareg merchant also had several gradations
of status: below the aristocrats were various categories of
dependents including tenant farmers, herders who
worked on contract, vassals, and slaves, who did most of
the hard work including tending animals, drawing water
from wells, cooking, and transporting goods by head.

The heterogeneity of the groups and the unequal po-
sitions of members of the Tuareg and other ethnic groups
that dominated trade in Africa produced tension that
sometimes resulted in emancipation from servile obliga-
tions and or assumption of new identities. The irewelen
(people of servile ancestry) of the Tuareg, for instance,
emigrated to the region that is now northern Nigeria and
ultimately, in the nineteenth century, by assimilating
Hausa culture. At the same time, they adopted another
separate identity, through the adaptation of the Asali
(common, usually distant, place of origin) institution,
the use of facial markings and a corporate name,
Agalawa, so as to maintain a corporate exclusiveness nec-
essary for the establishment of effective marketing net-
works as well as the enhancement of their enterprise in
general. Ethnicity was a tool used, at least up to the twen-
tieth century, by the African merchant groups to protect
their economic rights, occupational privileges, and politi-
cal position. Groups emphasized their ethnicity as dis-
tinct from the surrounding populations while also at-
tempting to bring people across ethnic boundaries,
mostly to serve as laborers, especially in salt mines, plan-
tations, and in other activities closely tied to commerce
that in turn enhanced the interests of the ruling elements
in each merchant group.

Although merchant groups recruited labor through
several means, since 1450 many laborers have been, up
to the twentieth century, slaves obtained through war-
fare, breeding, purchase, and other means. In general,
loyal and hardworking slaves were assimilated into the
dominant merchant culture, and recalcitrant ones could
face several forms of punishment, including sale. As well
as selling slaves as punishment, African merchant groups
also exported slaves across the Atlantic and Indian
Oceans, the Red Sea, and the Mediterranean for profit.

Besides rewarding or disciplining laborers and ma-
nipulating ethnicity, African merchant groups relied on
other mechanisms for protection to maintain control and
solidarity and to foster their operations in general. One
of the key instruments was religion. Most African mer-
chants were Muslims, hence it is varying versions of
Islam that they have used to encourage necessary hones-
ty, frugality, commercial literacy, and credit arrange-
ments among themselves. Another instrument is the in-
stitution known widely as trade settlement. Some
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Baling hay for salt trading in Niger, 1999. The Tuaregs are the main African ethnic group to facilitate the movement of goods,
including salt, across the Sahara Desert. © MICHAEL S. LEWIS/CORBIS. REPRODUCED BY PERMISSION.

merchants settled permanently as aliens in significant
towns outside their homelands, where they learned the
languages and cultures of their host societies. Eventually
they became cross-cultural brokers, helping and encour-
aging trade between the host societies and traders from
their own countries of origin who traveled between the
regions. At the trade settlements, leading merchant fami-
lies assumed an ethnic minority status, which, among
other benefits, enabled them to maintain their interna-
tional connections, especially to related itinerant mer-
chants, and it was this that permitted them to fulfill the
two main needs of trade—brokerage and agency.

In their daily operations Muslim merchants normal-
ly competed with each other. Also, especially between
1450 and the early twentieth century, they had to con-
tend not only with centralized states such as Oyo, Daho-
mey, and Asante, which were relatively more closely
linked with trade, but also with merchants from federa-
tions of diverse ethnic groups such as the Aro and Nzabi,
in southeast Nigeria and coastal regions of Gabon and the
Congolese Republic respectively, who used fictitious kin-
ship and secret societies to overcome problems that im-
peded trade, especially that of ethnic diversity, and conse-
quently to dominate specific trade networks. Today,
competition between trading groups in Africa has

changed in response to changes in technology and to the
interplay of political and military events. Also, laws and
bilateral and multilateral treaties now more seriously
govern the status of traders in the Diaspora.

S EE A LS O Angola; Brazil; Caravan Trade;
Coffee; Cotton; Cuba; Dahomey; Empire,
British; Empire, Dutch; Empire, French; Empire,
Portuguese; Empire, Spanish; Ghana; Gold
Coast; Haiti; Jamaica; Kenya; Kongo; Laborers,
Coerced; Laborers, Contract; Nigeria;
Population—Immigration and Emigration;
Religion; Senegambia; Slavery and the African
Slave Trade; South Africa; Sugar, Molasses,
and Rum; Tobacco; Travelers and Travel;
United States.
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ETHNIC GROUPS, ARMENIANS
The Armenians are an ethnic group of ancient culture
whose historic homeland is situated at the trading cross-
roads of Transcaucasia, eastern Turkey, and northern
Iran; the region has been the object of competing powers
since the fifth century B.C.E. The Armenians share a com-
mon culture and faith and, except for brief periods as an
independent state, have generally lived as a Christian mi-
nority within primarily Muslim nations or empires.
Their commercial successes, religious devotion, church-
sponsored schools, and perceived patronage by political
leadership have, however, stirred resentment at times in
majority populations among which they have lived.
Today there are two Armenias: one, an internationally
recognized sovereign nation; the other, an informal com-
munity of Armenians who, over two millennia, have left
their homeland under various circumstances and consti-
tute a worldwide diaspora.

For most of its history, Armenia has been a geo-
graphical expression rather than a country with fixed and
formal borders. For this reason, Armenians often have
prospered more readily outside their homeland than
within it. As early as the sixth century there is evidence
of Armenian migration from the Byzantine Empire. After
the destruction of the only recorded Armenian kingdom,
the medieval Bagradid dynasty (885–1045), thousands of
Armenians fled to southwestern Europe, and from the
eleventh century Armenian traders and craftsmen were
welcomed in western European cities including Venice,
Marseilles, Paris, Bruges, and London. By the fifteenth
century Armenian communities existed in Poland, Ro-
mania, Ukraine, and the Crimea, and the expansion of
the maritime trade in the sixteenth century established
Armenians in Amsterdam and eventually the Far East.

By the seventeenth century an informal Armenian
trading network existed based on long-standing diaspora
settlements. It is unclear how much, if any, functional co-
operation existed between distant Armenian communi-
ties, or how kinship ties dictated trade flows. There is evi-
dence, however, of Armenian trade activity from
Transcaucasia eastward to China through India and Cey-

lon (Sri Lanka), Tibet and Central Asia as far as the Phil-
ippines; northward into Russia and the Baltic states, and
westward into Europe. Voluntary Armenian emigration
from the homeland was as much a response to uncertain-
ty and danger at home as it was a search for opportunity
abroad. In this sense, the Armenians followed a pattern
similar to the Chinese, Jewish, Irish, or Vietnamese dias-
poras, whose migrants have chosen to leave their places
of origin yet maintain ties to a homeland.

Armenia has had to balance its position with great
powers that have overrun the Armenian homeland for
two millennia—including the Assyrians, Persians, Parthi-
ans, Byzantines, Arabs, Mongols, Turks, and Russians.
The Armenians have sustained themselves through this
turbulence at great cost through the bulwark institutions
of the church and church-sponsored schools, as well as
through success in commercial endeavors. They became
associated with the affairs of business and trade within
the various ruling empires because, as Christians, they
could handle money at interest in ways religiously forbid-
den to the Muslim majority. Armenian commercial abili-
ties were honored by privileges bestowed by different
groups, including the Safavid shahs of sixteenth-century
Persia (now Iran), who granted Armenian merchants a
monopoly on the imperial silk trade. In neighboring Rus-
sia, where Armenians had long served as doctors and
merchants, the empire’s expansion in the 1560s opened
new opportunities for Armenian enterprise as well. With
the Persian silk monopoly secured, Armenian traders es-
tablished links with Moscow in the seventeenth century,
and the tsar granted them exclusive rights to sell Persian
goods throughout Russian lands. By the early eighteenth
century Armenians—by then part of the Ottoman Em-
pire—had cornered the Russian textile market.

Throughout the nineteenth century Armenian for-
tunes ebbed and flowed to a large degree with the charac-
ter of Ottoman leadership, and despite discrimination
and oppression against the Armenian population
through exploitative taxes, forced resettlements, and re-
strictions under Islamic law, the Armenian people made
notable contributions to the public life of the Ottoman
Empire. The rulers under whom they lived esteemed Ar-
menians as entrepreneurs, traders, and craftsmen. Ironi-
cally, this esteem led to occasional forced population
transfers of Armenians to unproductive areas of the em-
pire, where rulers expected them to stimulate the econo-
mies by their abilities and industry. Self-governing com-
munities called millets—ostensibly free from Turkish or
Muslim interference—dictated much Armenian life in
the empire outside Istanbul. In these relatively safe but
increasingly restricted millet communities, Armenians
crafted splendid examples of carpets, gold- and silver-
ware, ceramics, and jewelry sought internationally from
the sixteenth century onward.
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Quite apart from those in the so-called Turkish-
Armenian interior, many Armenians in the capital, Istan-
bul, held high posts of political, economic, and cultural
significance. Armenian capital undergirded many impe-
rial factories before the 1850s, and Armenians ran iron,
silk, paper, and gunpowder industries as well as several
shipyards. The designated “architects of the empire”
came from an Armenian family, Balian, who dominated
Ottoman architecture, adorning the imperial capital with
official commissions—none so grand as the still-extant
palace of Dolmabahche. Armenians established the first
printing press in Istanbul, and for over a century, the
Duzian (Duzoglu) family directed the Ottoman mint,
whose records were kept in Armenian from the 1750s to
the 1880s.

In Istanbul and the wider territories of the Ottoman
and Persian empires Armenians filled posts of distinction
in, for example, Azerbaijan, Afghanistan, and Egypt. By
the 1870s Armenians were the dominant commercial

class in Transcaucasian cities such as Tiflis (Tblisi), and
by the 1890s Armenians controlled half the oil wells in
the petroleum city of Baku (in present-day Azerbaijan).
For two centuries Armenian merchants and financiers
were the dominant commercial force in the Ottoman
Empire, until they were displaced by British companies
in trade, and British and French capital in Ottoman fi-
nance in the nineteenth century.

From the 1870s Ottoman Turkey sustained a series
of military defeats that contributed to a radicalization of
Ottoman leadership and increased hardships for Arme-
nians as Turkish regimes looked for legitimacy by sanc-
tioning oppression of minorities throughout the empire.
Attacks against Armenians in the 1880s and 1890s cul-
minated in the 1915 to 1916 genocide during World
War I that eliminated half the population of Turkish Ar-
menia. Those who survived and escaped enlarged the Ar-
menian diaspora populations of Paris, Fresno, Boston,
Beirut, Buenos Aires, and southeastern Australia.
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From 1921 to 1991 Armenia was part of the Soviet
Union and had the highest per capita income of any Sovi-
et republic. Today, Armenians have a nation of their own
for the first time in 900 years. In 2004 Armenia had a
population of just over 3 million and, as a landlocked
state, was struggling to prosper. There remains great in-
terest in Armenia from the approximately 2 million
members of the diaspora. Since independence, however,
Armenia has experienced a net outflow of population to
other parts of the world. Armenians remain spread out
across the globe, as they have been for 2,000 years.

SEE ALSO Amsterdam; Caravan Trade; East India
Company, British; East India Company, Dutch;
Empire, British; Empire, Dutch; Empire, Mughal;
Empire, Ottoman; Ethnic Groups, Gujarati;
Greece; Guilds; Gulbenkian, Calouste; India;
Indian Ocean; Iran; Levant Company;
Mediterranean; Millets and Capitulations;
Persian Gulf; Population—Emigration and
Immigration; Russia; Shipping, Merchant; Silk;
Spices and the Spice Trade; United States;
Venice.
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ETHNIC GROUPS, CANTONESE
Centuries of overseas Chinese emigration have created
one of the largest and most extensive diasporas in world
history. That emigration was generated by historical pro-
cesses that connected local economies in both the emi-
grant and host regions to global markets. As active partic-
ipants in such processes, emigrants and their descendants
helped to transform the economies of their adopted
homeland. Having played an extremely critical role in
China’s economy, their financial resources and expertise
represent a driving force in China’s phenomenal growth
in recent years since the 1980s.

Until recent decades, an overwhelming majority of
emigrants originated from Guangdong and Fujian. Of
these two provinces, Guangdong has played an arguably
greater role in creating the global Chinese diaspora. Of
today’s estimated 30 million ethnic Chinese in the dias-
pora, more than half are believed to be of Cantonese de-
scent. Moreover, although the destination of most early

Fujianese emigrants was Southeast Asia, Cantonese emi-
grants not only migrated to Southeast Asia but also estab-
lished settlements elsewhere the modern world, such as
North America and Australia.

Commerce is an important impetus for emigration,
and the major emigrant communities are all located in
regions that were affected by long-standing maritime
trade. Located at the southeast end of mainland China on
the west side of the South China Sea, Guangdong has oc-
cupied an important place in China’s interactions with
the outside world. Its capital, Guangzhou (also known as
Canton), in particular, has been one of the most signifi-
cant ports of international trade in Chinese history. By
1450, the first year of the reign of the seventh emperor
of Ming dynasty (1368–1644), Cantonese merchants,
along with their compatriots from Fujian, had developed
well-established trade relations with Southeast Asia—
relations that may date as early as the third century BCE.
Traveling back and forth with commodities such as
spices, silk, and chinaware, these merchants helped to
turn the South China Sea region into one of the world’s
busiest zones of international trade. By the mid-fifteenth
century, stranded merchants, along with exiles and ad-
venturers, had long established Chinese settlements in
different parts of Southeast Asia.

The expansion of Western colonialism and capital-
ism to the South China Sea created new markets for com-
modities and labor, generating new waves of Chinese em-
igration. In Southeast Asia, Europeans established
colonial rule and economies during the sixteenth and
seventeenth centuries. Many Chinese, including a grow-
ing number of people from Guangdong, went there as ag-
ricultural workers and miners. At the fall of the Ming
dynasty they were joined by Ming Loyalists who refused
to accept the new Qing dynasty (1644–1911).

During the Qing dynasty the significance of Guang-
dong in China’s international affairs increased. The Qing
Court designated Guangzhou as China’s sole port for in-
ternational trade between 1757 and the end of the Opium
War (1840–1842). Europeans and, later, Americans who
came to China during that period congregated in Guang-
zhou, making the city a hub for international commerce
and cultural encounters. Emigration from the Pearl River
Delta region, which centered around Guangzhou, for
destinations outside Southeast Asia accelerated after the
Opium War. By the early twentieth century, emigrants
from the delta had established communities in places
such as the United States, Canada, Mexico, Peru, Cuba,
Australia, and Hawaii.

Individual emigrants followed what scholars of im-
migration call “migrant networks,” sustained largely by
geographical, linguistic (dialectic), and kinship ties. Emi-
grants with such ties tended to have a concentrated pres-
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New Year’s lion dance parade on Mott Street in New York’s
Chinatown, 2002. The Cantonese have helped to develop the
economies in both their adopted homelands and in China;
today they provide 80 percent of overseas investment in their
province of origin, Guangdong. PHOTOGRAPH BY GRAHAM

MORRISON. AP/WIDE WORLD PHOTOS. REPRODUCED BY

PERMISSION.

ence in certain locations and even occupations. Although
emigrants from the Pearl River Delta founded numerous
predominantly Cantonese communities beyond the
South China Sea, for instance, the most populous Can-
tonese group in Southeast Asia originated from
Chaozhou and the surrounding areas, another important
emigrant region in Guangdong, located south of Fujian.
Early in the 1930s Chaozhou people represented a major-
ity of the ethnic Chinese population in Thailand. They
also had a significant presence elsewhere, such as in Indo-
nesia, where a large number of them were employed in
agriculture and mining. Moreover, geographical, linguis-
tic, and kinship ties influenced the organization and op-
eration of small and large Cantonese business enterprises.
Small businesses in the early twentieth century, ranging
from laundry shops in Chicago to retail stores in Batavia
(now Jakarta), often functioned as family operations and
relied on labor recruited among relatives or friends.
Meanwhile, many large firms and corporations that

began to emerge then, such as banking institutions in
British Malaya, were also built along ethnic lines.

Ethnic Cantonese have made important contribu-
tions to the economic development of their countries of
residence. It is common knowledge that in Southeast
Asia, Cantonese, along with Fujianese, have been promi-
nent in numerous sectors such as trade, retail, banking,
and transportation. It must also be noted that many Can-
tonese were laborers, a significant number of whom had
been kidnapped from China. Ethnic Cantonese in re-
gions outside Southeast Asia did not have the same eco-
nomic prominence in part because their Chinese settle-
ments were much smaller. In the United States, for
example, the Chinese population has never exceeded
1 percent of the national population.

For centuries, Cantonese emigrants have been send-
ing remittances to their families, first relying primarily on
individual couriers, then by private postal agencies and
financial institutions that multiplied during the nine-
teenth century, and finally by modern banking institu-
tions during the early twentieth century. Their transmis-
sions form an extensive web for transporting diasporic
capital, often by way of Hong Kong, to China. Around
the mid-nineteenth century, ethnic Cantonese began to
invest directly in Guangdong’s economy.

Such diasporic capital provided much-needed for-
eign currency for the national economy. From 1937
through 1939, for instance, remittances were more than
four times the size of the country’s international trade
deficit, and more than half of the remittances in the 1930s
came from Cantonese communities in the United States.
Since World War II, the Chinese diaspora has become
even more complex and expansive. Cantonese communi-
ties, now found in more than 100 countries, have an in-
creasingly visible presence in the global economy, and
continue to inject capital into Guangdong. Since China
began its economic reform late in the 1970s, ethnic Chi-
nese have provided 80 percent of all overseas investments
in Guangdong, and have contributed management skills
and access to global markets, making the province a loco-
motive of China’s fast-growing and fast-changing econo-
my.

S EE A LS O Agriculture; Burma; Canada; Canton
System; China; Cuba; Drugs, Illicit; East India
Company, Dutch; Empire, British; Empire,
Dutch; Empire, French; Empire, Japanese;
Empire, Ming; Empire, Portuguese; Empire, Qing;
Empire, Spanish; Ethnic Groups, Fujianese;
Famine; Gold Rushes; Guangzhou; Guilds; Hong
Kong; Hong Kong and Shanghai Bank;
Imperialism; Indonesia; Industrialization;
Japan; Jardine Matheson; Laborers, Contract;
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Melaka; Mining; Nagasaki; Nanyang Brothers
Tobacco; Nationalism; Nationalization;
Peddlers; Peru; Population—Emigration and
Immigration; Rubber; Sex and Gender; Ships and
Shipping; Singapore; South Africa; South China
Sea; Tea; Thailand; Travelers and Travel;
Tribute System; United States; Vietnam;
Yokohama.
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ETHNIC GROUPS, FUJIANESE
Fujianese as an ethnic designation does not denote all
people from Fujian province, but only those of the Quan-
zhou-Zhangzhou region in South Fujian. In Southeast
Asia they are also known as Hokkien (literally, “Fuj-
ianese”). In Taiwan they are also called Minnanren
(“South Fujianese”). They speak a common dialect, but
with varying accents.

South Fujian, long known for its seafaring activities,
was connected to the wider maritime world when its

major seaport, Quanzhou, became an important port of
call for Middle Eastern traders during the ninth century.
The city had many Arab merchants, and the early-
fourteenth-century Morrocan traveler Ibn Battuta de-
scribed it as the world’s largest seaport. Junks from
Quanzhou were visiting maritime Southeast Asia by the
thirteenth century, and India by the early fourteenth cen-
tury. Small South Fujianese communities soon appeared
overseas.

The fifteenth century brought a new era in Chinese
maritime history after early Ming attempts failed to im-
pose rigid state control over overseas trade. Seven spec-
tacular imperially sponsored expeditions left China
under the command of Admiral Zheng He (1371–1435)
from 1405 to 1433; he traveled as far as the east coast of
Africa. However, high costs ended this state initiative,
and private commerce soon dominated China’s overseas
trade. By the late fifteenth century, the city of Yuegang
in Zhangzhou became a bustling center of private trade
and of smuggling, and it remained the province’s preemi-
nent port for about two centuries before it was overtaken
by its neighbor Xiamen (Amoy).

During the sixteenth to eighteenth centuries the Fuj-
ianese were the undisputed maritime traders in China,
Japan, and maritime Southeast Asia, and they formed
complex, multilayered networks that extended across
Southeast and Northeast Asia. The arrival of European
traders in East Asian waters in the sixteenth and early sev-
enteenth centuries helped extend Fujianese links to mar-
kets outside the region. The Fujianese became indispens-
able facilitators for multinational trade enterprises in this
huge region. Their communities blossomed in Western
colonial towns such as Batavia and Manila, and in Japa-
nese port cities such as Hirota and Nagasaki. The Fuj-
ianese maritime trade had its golden age during China’s
prosperous eighteenth century, when hundreds of Quan-
Zhang junks plied the China and Taiwan coasts and the
South China Seas. The Quan-Zhang people had become
an overwhelming majority in Taiwan, and they migrated
overseas in growing numbers.

The Fujianese engaged in all kinds of trade, and their
low overheads gave them a competitive edge. They im-
ported spices and medicinal herbs from Southeast Asia
and silver from Japan and from Spanish America through
Manila. American silver was mainly for the purchase of
silk from South Fujian; Spanish galleons subsequently
carried it to Acapulco and on to European markets. The
overseas trade of the Fujianese helped accelerate late
Ming commercialization.

Besides silks, Fujianese junks also exported porce-
lain, low-grade earthenware, and various small handi-
craft items.
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Junks in Xiamen’s harbor, 1985. Overseas Fujianese played an important role in the economic development of Xiamen in the
1980s and 1990s. © DEAN CONGER/CORBIS. REPRODUCED BY PERMISSION.

In the eighteenth century bulky items entered the
flow of coastal trade, such as rice and sugar shipped from
Taiwan. Ships embarking from Xiamen for other Chinese
ports carried earthenware, preserved fruits, candies, tea,
tobacco, pine boards, paper, indigo, pepper, marine deli-
cacies, shark’s fins, medicinal herbs, myrrh, sapanwood,
frankincense, and tin. Fujianese junks trading with
Southeast Asia exported tea, silk, porcelain, and hun-
dreds of manufactured items for popular consumption,
and brought back “straits produce”—which included a
wide range of agricultural and mineral products from the
Malayan Archipelago—and rice from Siam.

After the Opium War (1839–1842) the Chinese junk
trade faced a strong challenge from Western shipping,
and the arrival of steamers in the following decades effec-
tively sidelined junk traders. However, the Fujianese in
Southeast Asia benefited from expanding trade. Late-
nineteenth- and early-twentieth-century examples in-
cluded the rice merchant Tan Kim Ching (1829–1892) in
Singapore; southern Siam’s Khaw Sim Bee (1857–1913),
whose business covered tin mining, shipping, insurance,
and opium farms; the “sugar king,” Oei Tiong Ham
(1866–1924), in the Dutch Indies; the “rubber king,” Tan

Kah Kee (1874–1961), in Singapore; and the “timber
king,” Dee C. Chuan (1889–1940), in the Philippines.
They were among the richest men in Asia.

So-called “Straits Chinese,” descendants of Hokkien
settlers in the British Straits Settlements of Penang,
Melacca, and Singapore, also operated in the treaty port
of Xiamen itself. Their status as British-protected sub-
jects helped them avoid interference from local Chinese
officials. And in the late nineteenth century many Fuj-
ianese also emerged in response to rising labor demand
in Southeast Asia.

In the early twentieth century overseas Fujianese be-
came investors in modern industries in Fujian such as
railroad construction and mining, but most of these ven-
tures failed. In light industry such as canned food there
were a few successes. Prior to 1949 virtually all outside
investment in Fujian originated from Southeast Asia, es-
pecially the Philippines, Indonesia, and Malaya. Funds
went to industry, agriculture, mining, communications,
commerce, finance, services, property, and other sectors.
Xiamen absorbed most of the capital invested.
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After three decades of low overseas investments in
China, Southeast Asian Fujianese again invested substan-
tial sums in Xiamen beginning in the 1980s, when it was
designated a Special Economic Zone to attract invest-
ment. By the late 1990s Xiamen was classified as “upper-
middle-income” by the World Bank standards, an
achievement made possible by the investment of overseas
Chinese capital.

The unassailable position of the Fujianese among
their collaborators/competitors, including European
traders, over the past few centuries is largely due to their
widespread and intricately interconnected networks.
Family lineages in rural Fujian offered manpower and re-
source pooling for seafaring endeavors in late imperial
times. Away from their native villages, the Fujianese
formed native-place associations known as huiguan, flex-
ibly extending organizational boundaries to achieve
group solidarity. These associations are still highly influ-
ential in the Chinese communities of the Philippines, In-
donesia, Malaysia, and Singapore. From the 1980s, Chi-
nese native-place or same-surname associations have
organized various world congresses, and Fujianese asso-
ciations have been active participants. These efforts have
strengthened ties with other associations worldwide, and
also with the qiaoxiang (ancestral hometowns). Although
the reasons for this involvement are partly sentimental,
the process also builds new connections and constitutes
yet another adjustment on the part of the Fujianese to a
rapidly changing business environment.

SEE ALSO Agriculture; Burma; Canada; Canton
System; China; Cuba; Drugs, Illicit; East India
Company, Dutch; Empire, British; Empire,
Dutch; Empire, French; Empire, Japanese;
Empire, Ming; Empire, Portuguese; Empire, Qing;
Empire, Spanish; Ethnic Groups, Cantonese;
Famine; Gold Rushes; Guilds; Hong Kong; Hong
Kong and Shanghai Bank; Imperialism;
Indonesia; Industrialization; Japan; Jardine
Matheson; Laborers, Contract; Melaka;
Mining; Nagasaki; Nanyang Brothers Tobacco;
Nationalism; Nationalization; Peddlers; Peru;
Rubber; Ships and Shipping; Singapore; South
Africa; South China Sea; Tea; Thailand;
Travelers and Travel; Tribute System; United
States; Vietnam; Yokohama.
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ETHNIC GROUPS, GUJARATI
Traders from Gujarat, on the west coast of India north
of Mumbai, have long played a major role in trade in the
Indian Ocean area and further afield. Some are Muslims,
and they themselves are internally divided: some are
known as khojas (or Nizari IsmaEilis, whose head is the
Aga Khan), and bohras, who are minorities within the
ShiEa sect of Muslims; others are Parsis, descendents of
people who migrated from Iran, who follow the pre-
Islamic religion of Persia, Zoroastrianism. However, the
most important merchants are followers of two other re-
ligions, who collectively are called vanias. Some vanias
are Jains, who follow a particularly ascetic religion dating
back over 2,500 years, but most are Hindus. In total,
these groups make up less than 10 percent of the popula-
tion of Gujarat state today. Over the last six centuries
these people have emigrated to conduct trade in foreign
nations, but they nearly always retain ties with their fami-
ly groups back in Gujarat. If possible, they visit “home”
from time to time, marry women from their own group
in Gujarat, and sometimes (though less frequently in the
last fifty years) send their children back home for school-
ing. This is not so much a matter of migration to escape
poverty at home, but rather to seek better opportunities
abroad and to establish a foreign base for their kin mem-
bers back home.

Gujarat has long been an important producing area
in India. From the fifteenth to the early nineteenth centu-
ries it produced indigo dye, saltpeter, and handicrafts,
but the main export was cotton cloths, ranging from
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coarse stuff for everyday wear for poor people to very fine
and intricately dyed cloths for the elite. These cloths were
important trade items from Southeast Asia to the east
coast of Africa; indeed, in some areas Gujarati cloths were
used as currency. Gujarati merchants—at this time most-
ly Muslims, but also some Hindu and Jain vanias—
exchanged their cotton cloths for spices from Indonesia
and ivory and gold from East Africa. When the Portu-
guese arrived at the end of the fifteenth century they
found that the only trade item with a market in East Afri-
ca was cloths from Gujarat.

The arrival of Europeans—first the Portuguese in
1498, and then the Dutch and English late in the six-
teenth century—affected Gujarat’s trading communities
in several ways. Traders in the area’s great ports—Surat,
Cambay, Broach, Diu, and Gogha—had to pay a levy to
the Portuguese. Monopolistic Portuguese policies in
Southeast Asia prompted Gujarati traders to move their
trade to the Red Sea area. Despite Portuguese opposition,
they were able to transport spices and cotton cloths to
Middle Eastern markets. When the Dutch and English ar-
rived they soon realized the necessity of acquiring cloths
from Gujarat to trade all around the Indian Ocean litto-
ral. Gujarati traders often used European ships to trans-
port their goods because they were stronger and safer
from pirates. Great Jain magnates in Gujarat disposed of
considerably greater capital than did the European trad-
ing companies.

As English control in India advanced late in the sev-
enteenth century, many Gujarati traders moved to the
new English port city of Bombay (now Mumbai). It is
from this time that Parsis, khojas, and bohras began to
flourish. The Parsis acted as middlemen between the En-
glish and Indians, but in the nineteenth century they be-
came independently wealthy from trade and shipbuild-
ing, and later from professions such as medicine.
However, for most other trading communities in the
nineteenth century it was very difficult to compete with
the economic power of industrialized Britain. Neverthe-
less, vanias and members of the Hindu bhatia group from
Kutch were able to trade successfully in East Africa, dom-
inating the supply of credit and many trade items. Guja-
rati traders produced tightly knit and exclusive family
firms that did very well within the imperial structure of
the British; their members operated far inland in East Af-
rica, buying trade goods and running small businesses.

From late in the nineteenth century Indian industry
slowly began to compete with machine-made goods from
England. The first modern textile mills were established
by trading groups in Gujarat, and they were the original
bases for many of the great industrial families in India
that continue to this day. One example is the Tata family,
who owns a vast conglomerate of businesses in India run

by Parsis, and has expanded some of their activities
worldwide.

India became independent in 1947, but Gujaratis
continued to trade successfully around the shores of the
Indian Ocean, and especially in Kenya, South Africa, and
Tanzania. However, as African countries became inde-
pendent they often resented the economic dominance of
the Indians and took measures against them. The most
extreme example of this was the expulsion by Idi Amin
(1925–2003), the dictator of Uganda, of the entire Asian
population of the country in the early 1970s. Most of the
expelled moved to England, where they play an impor-
tant role in retail trade.

In more recent times different Gujarati groups have
expanded successfully into Western markets while re-
maining important within India. The khojas are a closely-
knit and very successful business community who often
use their wealth for charitable and educational purposes.
They are very widely dispersed throughout the world, as
far away as New Zealand and Sweden. Jains, who number
only perhaps 5 million worldwide, play a role of impor-
tance out of all proportion to their numbers—they dom-
inate the world diamond trade. Hindu vanias have ex-
panded their activities similarly. About one-fifth of all
Indians resident in the United States today are Gujaratis,
including many patels—that is, people not from the tra-
ditional trading castes—who own a large number of mo-
tels and hotels in the United States, as well as many news
agencies and small retail stores. In England, Gujaratis
own many convenience stores and other shops. Many
Parsis, whose numbers and wealth are declining in India,
have migrated to the West, where they are professionals
rather than businessmen.

S EE A LS O Agriculture; Banking; Bombay; Bengal;
Burma; Calcutta; Caravan Trade; East India
Company, British; East India Company, Dutch;
Empire, British; Empire, Dutch; Empire, Mughal;
Empire, Ottoman; Empire, Portuguese; Famine;
Gold Rushes; Imperialism; India; Indian Ocean;
Indonesia; Iran; Kenya; Laborers, Coerced;
Laborers, Contract; London; Madras;
Nationalism; Nationalization; Pakistan;
Persian Gulf; Singapore; South Africa; Tata
Family Enterprises; Travelers and Travel;
United Kingdom; United States.
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In 1603 Henri IV appointed Huguenot Pierre Du
Gua, Sieur de Monts, as viceroy of the North American
colony “La Cadie” (Acadia). By 1605 de Monts, aided
by explorer Samuel de Champlain, founded Port Royal
on the Bay of Fundy. Their successors continued to
promote the colony. By the late seventeenth century
small communities had taken root throughout Acadia,
which possessed some of North America’s most fertile
soil. The French-speaking, Catholic Acadians became
prosperous farmers who also fished and traded furs.
The British acquired Acadia (renamed Nova Scotia) in
1713 under the Treaty of Utrecht. Most Acadians
remained on their productive farms, taking an oath of
allegiance that allowed them to remain neutral in the
conflict against the French and Indians. With another
Anglo-French war looming in 1755, British authorities
feared that the “French neutrals” would form a danger-
ous fifth column in their midst. After the Acadians
refused a new oath without reservations, Nova Scotia’s
Governor Charles Lawrence decided that they had to
be removed. Deportations began in October, with
10,000 Acadians eventually forced off their lands. Of
their number, about one-third died of disease. The rest
were eventually scattered among the American
colonies, Louisiana, France, and the Caribbean.

D av id J. Clarke

THE ACADIANS
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ETHNIC GROUPS, HUGUENOTS
The Huguenots were the French followers of a Protestant
reformer, John Calvin (1509–1564), who fled from Paris
to Geneva, where he took command in 1555 and
launched a second Reformation. Calvin’s influential In-
stitutes of the Christian Religion (1536), a coherent manu-
al of Bible teachings, alarmed Catholic governments, as
did the Calvinist republican organization of ministers
and elders in parish consistories, regional colloquies, and
the twenty-nine national synods held from 1559 to
1659—all independent of princes and bishops. Hugue-
nots set up the Église réformée in France, while fellow Cal-
vinists organized as the Dutch Reformed Church in the
Netherlands, the Presbyterian Church in Scotland, the
Puritans in England, and the Reformierten Kirche in parts
of Germany. For two centuries, all followed Calvin’s ex-
ample by escaping abroad when persecuted by Catholic
authorities; the term “refugees” (réfugiés) was invented
to describe them. In London the first of many Huguenot
and Walloon (French-speaking Dutch) churches ap-
peared in 1550. Soon after the infamous Catholic massa-
cres of Huguenots on St. Bartholomew’s Day in 1572,
there were ten thousand foreign Protestants in England;
other churches were forming in Dutch, German, and
Swiss towns.

Emigration rose and fell in response to variable per-
secution at home. Between 1562 and 1598 fighting noble-
men led the Huguenots in “Wars of Religion” against
Catholic oppressors, but many gave up the reformed
faith when their leader, Henry of Navarre, turned Catho-
lic in 1593 and was murdered in 1610. As King Henry IV,
he signed a famous Edict of Nantes (1598), granting Hu-
guenots temporary protection, mainly in certain fortified
towns, but beginning in 1620 his Catholic successor,
Louis XIII, conquered and catholicized them all in four
military campaigns. The last stronghold, La Rochelle, fell
in 1628, and thereafter Huguenots led a precarious, har-
ried existence until October 1685, when Louis XIV out-
lawed them by repealing the Edict. Many escaped abroad,
of whom 50,000–60,000 found shelter in the Dutch Re-
public; 40,000–50,000 in England; 25,000–30,000 in Ger-
many; 22,000 in Switzerland; 10,000 in Ireland; 10,000 in
America; 2,000 in Denmark and northeastern Europe;
and 400 in the Cape of Good Hope.

A DIASPORA

These refugee communities had not only merchants, but
also craftsmen, laborers, mariners, soldiers, professional

men, intellectuals, artists, and clergy, but there were no
peasants, vagrants, or urban proletariat. This was because
Calvinists were committed to an austere ethic of self-
help, which later inspired Samuel Smiles (1812–1904) to
write his famous Self-Help (1858) and a popular history
of the Huguenots. He had in mind the evident success
which Huguenot merchants owed partly to their overseas
networks of trading relatives, built up abroad as a result
of persecution in France; partly to their intermarriage
with Dutch and English Protestants who more and more
dominated maritime commerce in the seventeenth cen-
tury; and partly to being forbidden to buy their way into
the lower ranks of French nobility.

Only Catholics could buy the royal offices of se-
crétaire du Roi, trésorier du Roi, receveur général, and oth-
ers, with the anomalous result that successful Catholic
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merchants tended to rise beyond the ranks of shopkeep-
ers (marchands), and even of respectable wholesale ship-
ping merchants (négociants), to become minor noblemen
pretending to despise trade—bourgeois gentilhommes, in
Molière’s satirical play (1670). Their Huguenot competi-
tors perforce carried on trading between ports on the
North Sea, the Baltic, the Atlantic Ocean, and the Medi-
terranean, as well as Geneva, and certain inland towns in
Germany, the Dutch Republic, and the British Isles. Hop-
ing for better times later, their families posted members
at Bordeaux, La Rochelle, Bayonne, Rouen, and other
towns as trading partners and to hold on to family prop-
erty by conforming as “new converts,” sometimes dis-
creetly tolerated by French authorities anxious to pro-
mote French trade.

A cosmopolitan freemasonry or “Protestant interna-
tional” prospered during the seventeenth and eighteenth
centuries. Great colonies of Huguenot merchants flour-
ished in Amsterdam, Rotterdam, London, and Geneva,
and smaller ones flourished in Norwich, Southampton,
Dublin, New York, Boston (New England), Charleston
(South Carolina), Lisbon (under British protection), and
elsewhere. Wealthy Huguenot bankers lived in Geneva
freely but also in Paris disguised as “new converts.”

Three years after the Revocation of the Edict of
Nantes in 1685, Prince William of Orange, the Dutch
Statholder, embarked thousands of mixed Protestant ref-
ugees—Huguenot, Dutch, Walloon, Swiss, Swedish, and
English (victims of James II’s oppressive Catholic
reign)—in an armada to invade England, where Parlia-
ment offered the throne to him and his Anglican wife,
Mary, James II’s daughter.

England and the Dutch Republic, thus linked until
William died in 1702, witnessed a huge commercial, fi-
nancial, and military expansion, with Huguenots playing
big parts, along with Jews, Quakers, and other minorities.
Seven of the twenty-four founding investors in the Bank
of England established in 1694 were Huguenots, as were
many investors in the New East India Company, the
South Sea Company, the Royal Exchange, and other new
insurance companies. Beginning in April 1697, Jean
Castaing, a refugee from Bordeaux, published a twice-
weekly Course of the Exchange in London, while business
news was printed there and in Rotterdam by other Hu-
guenots.

In the 1670s, Dutch paper mills, pioneered in An-
goulême, prospered in the Zaan and Gelderland districts;
in the 1680s, Huguenots brought a flourishing silk indus-
try to towns in Holland, London’s Spitalfields district,
and Southampton; and after the Glorious Revolution
(1688–1689) in England and the war against France, the
linen trades bloomed in Overijssel, Haarlem, Waterford,
and Cork; Huguenots craftsmen in textiles, leather, cot-

ton, wool, millinery, and silver carried their trades to
many towns in Protestant countries. In France, the gov-
ernment tended to make use of successful Huguenots
while denouncing their heresies and putting less success-
ful ones in prison or the slave galleys, imprisoning their
wives and children in convents.

PROSPERITY AND SUCCESS

Leading Huguenot refugees were prominent enough in
international trade to become pillars of their communi-
ties. At Amsterdam between 1590 and 1620, the Poulle
brothers from Lille, Pieter, Germain, Isaac and Israel,
built up a leading international trading network around
the North Sea and the Baltic. Louis de Geer (c. 1586–
1652), a Walloon financier born in Liège, started his busi-
ness career at La Rochelle in 1608 and lived in Stockholm
from 1627 until his death, busy with Swedish copper and
iron exports and cannon manufacturing, which helped
King Gustaf Adolf to win battles in Germany against
Catholic forces in between 1630 and 1632. Two members
of the Desmynières family, originally from Poitou, be-
came Lord Mayors at Dublin, where the family settled as
traders in 1638. Sir Theodore Janssen, whose father and
grandfather manufactured paper in Angoulême, was ed-
ucated in Holland but went with two brothers and
£20,000 to London, where in 1683 he joined the Thread-
needle Street Church and was soon naturalized English.
He grew wealthy in trade with family and Huguenot con-
tacts in Angoulême, Hamburg, and Amsterdam. He sent
tin and lead to Genoa and the Straits; imported much
paper from his father in France; was a founder and direc-
tor of the Bank of England and the New East India Com-
pany of 1698; and grew rich by financing British armies
on the continent.

In the eighteenth century Sir John Houblon domi-
nated the Bank of England until he died in 1712, and in
his circle were such descendants of other Huguenot refu-
gees as Thomas Papillon, Edward Desbouverie and sons,
and John Lambert (in the South Seas Company). Gabriel
Bernon (1644–1736) of La Rochelle grew rich at Provi-
dence, Rhode Island, trading with relatives in Europe,
New England, and New York. André Faneuil (1657–
1737) and his nephew, Peter (Pierre) Faneuil (1700–
1743), made their mark famously in Boston, Massachu-
setts, while trading with Benjamin Faneuil (1658–1719),
Peter’s father, who had settled in New York; with Jean
Faneuil of Rotterdam and other cousins in La Rochelle;
and with Thomas Bureau, a substantial London mer-
chant, whose £500 investment in the Bank of England in
1694 made him one of its founders. To trace networks
of Huguenot merchant families is to throw new light on
the economic and financial life of the Western world in
early modern times. Their descendants, proudly con-
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From 1800 to 1847 Ireland’s population almost
doubled, to 8.5 million. Many Irish were desperately
poor, especially in the western counties. Eking out a
living on tiny plots, these poor farmers were further
hampered by rising rents and falling wages, often
imposed by absentee landlords. Increased demand
from industrial Britain had also turned Ireland into an
exporter of grains. By the 1840s many Irish were fed
almost entirely by potato crops, which grew well in the
damp soil, but from 1845 to 1848 the potato crop
failed, producing famine. Ireland had experienced
famines before, but not on such a scale. In counties
such as Galway and Mayo the death rate rose by 20
percent from 1846 to 1851. In keeping with contempo-
rary economic ideas, the British government was
reluctant to intervene, even in cases where oats were
being exported from the famine-stricken nation. Some
relief was provided, but it was not nearly enough.
Between 1845 and 1850 more than 1 million Irish died
from starvation or hunger-related diseases such as
typhus and dysentery. A half million were evicted from
their homes during the famine, and 1.5 million more
emigrated to places such as the United States.

D av id J. Clarke

POTATO FAMINE

scious of their stout collective resistance to Catholic
French bullying, survive in societies all over the civilized
world and publish much scholarly history, as well as
genealogy.

SEE ALSO Canada; Empire, British; France;
London; Religion; United Kingdom.
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ETHNIC GROUPS, IRISH
Foreign trade at large was slight in the Middle Ages, dis-
proportionately dominated at the higher levels by finan-

ciers (Italian and, much later, German mining magnates)
who covered government deficits, and at lower levels by
modest flows of timber, wool, hides, cloth, and wine. Dis-
covery of the Americas created pressures on slender lines
of supply. Peripheral areas, rich in surpluses of a few pri-
mary products or in ships and seamen (a consequence of
the fishing industry), benefited from this, and in a still-
backward world a highly diffuse participation, direct or
indirect, quickened across the entire Atlantic expanse. In
ship-rich regions such as the southwest of England, Brit-
tany, and Cantabria whole networks of lesser ports expe-
rienced a boom despite relatively small immediate hin-
terlands. A few ports such as Bayonne, La Rochelle, and
Saint-Malo, and in Britain, Bristol, enjoyed periods of
great prominence.

The most peripheral of all these regions (and so, later
to benefit) was Ireland. Its trade in the sixteenth century
remained very much a medieval-style conversion of agri-
cultural surplus, usually through supercargoes, into a
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Workers roll linen at a factory in Belfast, Ireland. Belfast, a
city in Northern Ireland, became a leading linen manufacturer
in the nineteenth century. © SEAN SEXTON COLLECTION/CORBIS.

REPRODUCED BY PERMISSION.

handful of desired imports. Hides, skins, fish (especially
for the lenten markets of Europe), and some wool were
shipped from minor ports all around the island. In return
the main imports were salt and wine (because locally
brewed beer and the nascent whiskey were poorly made
products). Although ports on the Irish Sea unavoidably
remained linked to trade with the nearby coasts of En-
gland, some ports profited in time from the new Atlantic
world. Galway was early into the tobacco trade, and in
time created the most far-flung network of Irish com-
mercial outposts abroad. By the 1680s trade everywhere
was already beginning to narrow to a smaller number of
ports. In Ireland, Cork showed signs of its future promi-
nence. Over time, Galway, like Saint-Malo, compensated
for declining commodity trade with the investment of
initiative and capital elsewhere. Merchants from Water-
ford, using Saint-Malo as springboard, settled further
afield in France and Spain. Vessels from Poole added a
new dimension to Waterford’s trade by stopping in the
port city for food and men on their outward voyage to
the Newfoundland fishery.

With the emphasis in Irish external trade shifting
from England to the Americas and continental Europe,
the traffics retained their importance until the 1770s, a
fact concealed by the dramatic development of the high-
value and regionally limited trade in linen linked to Dub-

lin (for its finance) and to London (for its markets). On
the Continent, repeating the domestic pattern in Ireland,
Irish merchants gradually narrowed their focus to a
handful of ports: Nantes, Bordeaux, and Cadiz. In Nantes
a precocious presence meant that Irish business families
acquired colonial property and titles of nobility, becom-
ing part of a propertied elite who progressively withdrew
from trade (as Nantes lost its impetus to other French ri-
vals). In Bordeaux the Irish colony was the largest foreign
group after the Germans, in Cádiz the largest after the
French and Italians, and in the small but strategic Canary
Islands, the largest foreign community of all.

The management and financing of trade likewise
changed. In the past merchants, eager to acquire sought-
after salt and wine, traveled with their goods; bills were
endorsed on the spot, often several times over, and notar-
ial protests were inevitably numerous. Thereafter, the
medley of bills drawn on little-known figures was re-
placed by bills drawn on or payable to London houses.
These changed hands locally in a singe transaction, im-
mediately entering into a flow of banking operations
linking Paris (or Madrid) and London. Irish houses in
London were reinforced not only by the new linen trade
but also by the financing of trade with Europe and Amer-
ica. A well-defined financial interest developed, of which
the outstanding houses were the Fitzgeralds (famously
important as buyers for the French tobacco monopoly),
and the Nesbitts. Overall, Irish high finance, whether in
London or on the Continent, was very much a case of a
few large figures and a numerous but small-scale sup-
porting cast.

Irish participation in the East India Company was
slight, although Sir George Colebrooke (1729–1809),
married to the heiress of an Irish fortune in the West In-
dies, was chairman in its fractious politics of 1769, 1770,
and 1772. Laurence Sullivan (c. 1713–1786), a director
from 1755, was Irish. In the 1720s, the short-lived Ostend
Company was dominated by Irishmen. The French East
India Company, in the 1760s, had an important Irish
presence when it was led by the Irishmen Francis Rothe
(whose wife was a Hay from Saint-Malo) and Thomas
Sutton (comte de Clonard). They were both close asso-
ciates of Choiseul, the dominant French politician of the
1760s, along with the Laborde (Bayonne) and Magon
(Saint-Malo) interest. Their fortunes followed those of
their political patron.

The Irish pattern in the Atlantic trades was one of
a belated precocity and a relatively short-lived flourish-
ing. It is easy to blame the Navigation Acts at large for
the fading of Irish involvement. Ireland was in many
ways akin to individual ports such as Bayonne and Saint-
Malo, or in a longer perspective, Cádiz and Bordeaux,
which in time, through economic and political change on
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A horse-drawn cart brings goods to a steamer boat in the Irish port town of Cork. In the early twentieth century, Cork was the
largest butter exporter among the British Isles and also became a key trading center for other commodities such as cattle, pork,
copper, linen, and wool. PHOTOGRAPH BY SEAN SEXTON. CORBIS. REPRODUCED BY PERMISSION.

the far side of the Atlantic, were reduced to backwaters.
In essence, the Irish place in Atlantic trades was deter-
mined by enhanced demand for agricultural surpluses
before transatlantic surplus became abundant, and by
England’s standoff with France and Spain, which gave
Ireland an economic and managerial role in the wine and

brandy trades. Except for the wine and brandy houses,
the general trading houses all disappeared with the col-
lapse of the Atlantic trades of Bordeaux and Cádiz. From
the 1780s Irish trade began its progressive contraction to
a cross-channel basis, supplying agricultural surpluses, at
first in grain more permanently in cattle, bacon, and but-
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ter, to an industrializing Britain. Irish houses could still
display real initiative. The cross-channel steamship trade,
the first intensive use anywhere of steam power in com-
mercial shipping, was pioneered, financed, and managed
by an Irish interest, which also drew some British dissent-
er capital into its ventures. Dublin (or Belfast) wholesal-
ers could still control the Irish market in exotic goods,
but they bought in London, not elsewhere.

SEE ALSO Disease and Pestilence; Empire,
British; Famine; Laborers, Coerced;
Population—Emigration and Immigration;
United Kingdom.
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ETHNIC GROUPS, JEWS
The Jews were one of the most numerous and important
ethnic groups involved in trade (local, long-distance, and
international) from 1450 onward. Although they shared
some of the characteristics of other ethnic groups en-
gaged in commerce—for example, the Parsi diaspora
from Iran, the Armenians, the Greeks of the Ottoman
Empire, the Chinese in many areas of Southeast Asia
from the fifteenth to the twentieth century, the Indian

middleman minorities of East Africa and Malaya, the Pa-
kistanis in Britain, and the Lebanese Christians in eigh-
teenth-century Egypt and contemporary West Africa—
Jewish merchants and traders also had some distinctive
features.

Jews were engaged in trade even in ancient times, but
their extensive involvement in commercial and trade
activities occurred with the establishment of the Mus-
lim Empire in the eighth and ninth centuries. Since
then, they have been associated with trade, commerce,
moneylending, and other urban skilled occupations.

HISTORY OF JEWISH TRADE

The largest share of the Jewish population in the fifteenth
century lived in western Europe. The two main cultural
groups were the Sephardim, who descended from the
Spanish-Portuguese Jews, and the Ashkenazim, who were
the descendents of the Eastern European and German
Jews. In the sixteenth and seventeenth centuries most Se-
phardi Jews lived and engaged in crafts and trade in the
cities and commercial centers in Europe, whereas the
Ashkenazi Jews engaged in a variety of occupations in
towns and villages in central and eastern Europe.

From the twelfth century to 1492, Spain was one of
the main centers of Jewish settlement and business activi-
ties. In the main cities such as Seville, Cordoba, Saragos-
sa, Valencia, Toledo, and Barcelona, as well as in smaller
towns, there were Jews involved in all sectors of the urban
economies, as swordsmiths, goldsmiths, tailors, shop-
keepers, cloth producers, owners of tanneries, money-
lenders, medical doctors, and tax farmers. Many Jews in
Spain also were engaged in commercial and trading activ-
ities connecting central and eastern Europe to North Af-
rica, the Levant, and the Near East. Spices, bullion, silk,
and carpets were only some of the many items the Jews
moved from one part of the world to the other. Involve-
ment with the slave trade was also substantial.

Most of the Jewish craftsmen and merchants who
left Spain after the edict of expulsion in 1492 went first
to Portugal, until their expulsion from there in 1496.
Those who remained in the Iberian Peninsula and con-
verted to Christianity but secretly kept their Jewish reli-
gious traditions became a distinct group called Marranos.
Many of them and their descendants became leading
traders and merchants all over the world from the six-
teenth century to the eighteenth century. Marrano trad-
ers from the East Indies and the Americas to western Eu-
rope traded spices, luxury goods, textiles, and precious
stones. Other Marrano merchants were heavily involved
in trading and commercial activities in Africa (slave
trade), and Brazil and the West Indies (sugar production
and trade).
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A woodcut from 1531 shows a farmer visiting a Jewish moneylender, who uses an abacus for his transactions. Many Jews
across Europe played a crucial role in developing commerce and lending systems that helped expand trading among nations during
the sixteenth century. © CHRISTEL GERSTENBERG/CORBIS. REPRODUCED BY PERMISSION.

In addition to Portugal and Spain, where the spice
trade represented a very important share of the Marrano
business, the main centers in which Marrano traders es-
tablished their business in the sixteenth and early seven-
teenth century were Leghorn and Venice in Italy, Ant-
werp in the Low Countries (especially for the jewel
trade), Amsterdam in the Netherlands, and Hamburg in
Germany. Textiles, sugar, and grain were the other main
items imported and exported by Marrano merchants.

In the second half of the seventeenth century and
during the eighteenth century Amsterdam, London, Po-
land, and Lithuania became the main centers from which
Jewish traders brought their business all over the world.
The community of Portuguese Jews in Amsterdam was
involved in the colonial trade, as well as in speculative
trade in commodities and company shares. At the same
time, the Sephardi Jews in London were actively involved
in long-distance trade with West Africa and the West In-
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dies. The Jews in Poland and Lithuania connected trade
in eastern Europe to western Europe and the rest of the
world.

Among the various goods dealt with by Jewish mer-
chants and traders, diamonds occupy a special place be-
cause the Jews became almost the dominant workers and
traders of diamonds from the early modern period up
until recent times. First Amsterdam, then Hamburg, and
later London became the headquarters for Sephardi Jew-
ish traders of Portuguese descent, and later for Ashkenazi
Jews, who imported diamonds from India. The records
and account books of the British East India Company in-
dicate that most merchants involved in the diamond
trade from India in the eighteenth century were Jews. The
dominance of Jewish traders in the diamond industry
and trade continued when Brazil in the mid-eighteenth
century and South Africa in the late nineteenth-century
became the main suppliers of uncut diamonds.

As for Ashkenazi Jews in Eastern Europe, they gained
prominence in forming and running mints, especially in
Hamburg and Prague. In the late seventeenth and in the
eighteenth century Jews in Germany, Poland, Russia, Bo-
hemia, Moravia, Hungary, and Galicia were actively in-
volved in crafts and local trade providing various goods
and services to the local population. Jewish entrepreneurs
and traders were particularly active in German and Rus-
sian towns in the mining and metal industries, especially
in the copper, zinc, tin, nickel, aluminum, silver and gold
trades. The Jews were also the first to develop coal mines
in Eastern and Central Europe and export coal to En-
gland in the eighteenth and nineteenth centuries.

In the Ottoman Empire Jews kept a very important
role in the silk, spice, and jewel trades connecting Europe
to East and South Asia. Moreover, many Jews who left
Portugal after their expulsion in 1496 were expert pro-
ducers of arms, guns, and cannons, and they brought
their skills to Constantinople. Jews continued as metal-
workers in many lands under Muslim rule for centuries.

In the United States, since their early arrival in the
mid-seventeenth century the Jews were involved in trade
as shopkeepers and merchants bringing European goods
(e.g., textiles, wine, tea, and hardware) to the cities on the
East Coast of the North American continent, and bring-
ing back to Europe grain, furs, fish, and lumber. The
movement westward and the expansion of the frontier
brought many more opportunities for the Jews to enter
other branches of industry and trade such as insurance,
banking, mining, shipping, railroad investment and con-
struction, and land development. In the middle of the
nineteenth century Jewish merchants and traders could
be found in all large cities and also in many villages,
forming a commercial network all over the United States.
In the late nineteenth century Jewish entrepreneurs were

the founders of the most successful and famous depart-
ment stores in the United States, such as Sears Roebuck.

The involvement of the Jews in trade and commer-
cial activities continued in the twentieth century. They
actively participated in the industrialization of countries
in Western and Eastern Europe, and in even greater
numbers they entered the banking, stock exchange, and
brokerage businesses. According to data provided by the
economist Simon Kuznets (1960), almost all the Jews in
all the countries of Eastern Europe and in the United
States and Canada in the early twentieth century were en-
gaged in nonagricultural occupations. Moreover, of these
nonagricultural occupations, trade and finance were the
ones chosen by most Jews in all countries before World
War II.

THEORIES OF JEWISH PARTICIPATION IN TRADE

There are two main explanations for the unusually exten-
sive involvement of the Jewish people in trading and
commercial activities. A common view among scholars
maintains that from the Middle Ages until modern times,
Jews specialized in crafts, trade, and banking because they
were prohibited from owning land, and therefore they
could hardly engage in agriculture. From a similar but
slightly different point of view, other scholars asserted
that as a persecuted minority in many areas where they
settled, the Jews did not opt for investing their wealth in
land, but preferred to invest in trade and crafts where the
capital invested (human capital and goods to sell) was
highly portable and less subject to confiscation or expro-
priation.

To the contrary, Max Weber (1917) argued that the
Jews voluntarily chose to segregate themselves in urban
occupations such as trade, moneylending, and crafts in
order to maintain their ritualistic correctness, dietary
prescriptions, and Sabbath rules, which would have been
impossible to follow in rural areas. Similarly, the expla-
nation presented by Kuznets for the Jewish occupational
selection into crafts and trade relies on what he called
“the economics of small minorities.” The noneconomic
goal of maintaining cohesion and group identity leads
members of a minority, such as the Jews, to prefer to be
concentrated in selected industries and selected occupa-
tions.

S EE A LS O Cargoes, Passenger; Correspondents,
Factors, and Brokers; Empire, Ottoman;
Mediterranean; Millets and Capitulations;
Wallenberg Family.
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ETHNIC GROUPS, NATIVE
AMERICANS

Following the arrival of Europeans in North America at
the end of the fifteenth century there was much disloca-
tion among native peoples. New infectious diseases un-
wittingly introduced by Europeans led to declines in the
native population of as much as 90 percent in some areas.
The estimated native population east of the Mississippi
in 1500 was 561,000; this had declined to about 177,000
by 1800 (Ubelaker 173). Some native groups stayed in
roughly the same areas for centuries, whereas others mi-
grated or were driven out of their territories by Europe-
ans or other native peoples with new technologies such
as guns or horses. Some tribes disappeared, and new
tribes were formed by refugees from displaced popula-
tions.

Many of the early European expeditions came to
North America expecting to explore, claim territory, seize
goods, and sometimes take captives as slaves. Indians in
turn would raid for goods or horses. Sometimes these
armed expeditions traded for goods when force was not
an option, and at other times gifts were exchanged be-
tween Europeans and native leaders to secure alliances.
Thus, even aggressive expeditions could lead to a two-
way exchange. There were also other peaceful exchanges
of goods and gifts. European fishermen in the North At-
lantic traded with Indians for fresh food, for example.

Trade between Indians and the English was centered
on the East Coast. Indians traded with the Spanish in the
South and Southwest; the French in the Great Lakes and
along the Mississippi River; and with Russian fur traders
in the Pacific Northwest. The English also traded for furs
in Canada around Hudson Bay.

TRADE TO 1763

Based on evidence from archaeological finds, long-
distance trade in small, high-valued items existed prior
to 1492. Trade seems to have occurred largely between
native people who lived close to each other, but by re-
peated exchanges goods could travel great distances.
Stone tools have been discovered 1,000 miles from the
point where the materials were quarried. Some of the
items exchanged, had spiritual value; for example, copper
was valued for its color and for the fact that it reflected
light, which suggested spiritual properties. Many of the
goods acquired from Europeans also were seen as having
spiritual value.

Over time, trade became more regularized. Indians
traded beaver and deerskins for European-manufactured
goods such iron tools, guns, cloth, blankets, beads, mir-
rors, and alcohol. In Europe, beaver pelts were highly val-
ued in making hats, and deerskin was used to make
gloves and other soft-leather items. By the mid-
seventeenth century, European steel tools and other use-
ful items had become essential to many Indian societies.
Alcohol was also highly sought after and was a source of
conflict along the frontier, where drunkenness often led
to bloodshed.

The trade in beaver pelts was the most valuable
trade, and was concentrated in the North and Canada,
but the trade in deerskins was also very important to na-
tive peoples and the colonists in the South. Indians hunt-
ed or, later, trapped the game, then prepared the pelts or
skins. In the Northeast, Indians sometimes came to trad-
ing posts to sell the beaver pelts, but often traders trav-
eled to the Indians with goods to trade. In the South,
traders usually traveled to Indian towns to acquire deer-
skins, which required extensive processing by Indian
women. Traders had more horses and could more easily
transport the goods than could Indians.

Major trading companies organized trade with the
Indians. Prices were set by negotiations between Indian
leaders and leading traders or government officials. The
fact that prices were fixed meant that Indian hunters
knew in advance the price they would receive and did not
have to haggle with traders. Traders also offered credit to
individual Indians, who sometimes accumulated large
debts to traders.

The fur trade was an important source of export
earnings for English settlers in Massachusetts during the
seventeenth century. This trade was later dominated by
the Dutch in New Amsterdam (New York) until that col-
ony was taken over by the British. Furs and skins, espe-
cially the beaver skins used to make hats, were so impor-
tant to the English that the Navigation Acts included
these on the list of enumerated goods that could only be
sent to England.
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Native traders at Eskimo Point along Hudson Bay hang fox pelts to dry. Natives hunted, then prepared the pelts for trade. Due
to the lack of horses among the natives, traders generally came to collect pelts at the natives’ camps. © HULTON-DEUTSCH

COLLECTION/CORBIS. REPRODUCED BY PERMISSION.

Over time beavers were hunted to extinction in New
England, and the source of pelts shifted to western tribes.
The Iroquois Confederacy became a power on the fron-
tier in the Northeast and dominated the fur trade by po-
sitioning themselves as middlemen between the English
and western tribes that gathered the furs. They also allied
themselves with the English in rivalry with the French.
Other tribes were allied with the French or Spanish.
French traders were active throughout the Mississippi
and Great Lakes region, and Spanish traders and mis-
sions were in Florida. Tribes received goods and support
from their European allies and sometimes strategically
shifted alliances.

In the South, deer were also overhunted, and deple-
tion of game was a continuing problem for tribes that in-
creasingly relied upon European manufactured goods.

Tribes in the East closest to the English were forced to
look further west for game.

1763 TO 1890

With the defeat of the French and their Spanish allies in
1763, England took control of Canada and Florida, and
Louisiana was transferred to Spain. This meant that Indi-
ans east of the Mississippi River could only trade with
English or colonial traders. Beginning with the Proclama-
tion of 1763, Britain tried to restrict settlement in the
West to limit conflict between settlers and Indians and
to protect the fur trade, but these efforts largely failed.
During the American Revolution many tribes sided with
the British, and this led to war on the frontier. Following
the Revolution, the new U.S. federal government tried to
regulate trade and preserve peace with Native Americans
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with a system of licensed traders and federally funded
trading posts. Private traders, however, continued to
dominate the fur trade.

The largest fur trading company was the American
Fur Company of John Jacob Astor, who became the rich-
est man in the United States in the early nineteenth cen-
tury. Astor also tried to develop a fur trade from Oregon
to China, but this failed as a result of the War of 1812.
In addition to the fur trade, some members of Southeast-
ern tribes adopted to commercial agriculture along
American lines and sold cotton and other agricultural
products on the world market. Trade (and raids by
Southern Plains tribes) also occurred in the Southwest
along the Santa Fe Trail, which was a major trade route
from Missouri to what was then northern Mexico.

Until fashions changed and the demand for beaver
pelts fell drastically, beaver pelts were the highest-valued
item traded with western Indians. As the frontier moved
west and game was depleted, the source of the pelts shift-
ed first to the upper Missouri River basin and then to Or-
egon. Fur traders and trappers often were the first Euro-
peans to explore the western United States. St. Louis on
the Mississippi River developed as a port for the export
of furs and import of trade goods. There was also a trade
in bison (buffalo) hides. Indians continued to receive
guns, tools, blankets, and alcohol in exchange. The bea-
ver trade declined after 1840 and the trade in bison hides
ended with the near-extinction of bison by the mid-
1870s.

U.S. policy was to encourage or coerce tribes to cede
their land in the East and move to lands west of the Mis-
sissippi River, although isolated bands of Indians contin-
ued to survive in the East. This evolved into a reservation
system by the mid-1850s, with tribes having defined ter-
ritories reserved for their use. Typically, the federal gov-
ernment agreed to provide food, tools, and educational
opportunities because the specified territories were too
small to allow the Indians to support themselves through
hunting.

1890 TO 2000

The last Indian “battle” occurred in 1890, which is also
the date that the U.S. Census stopped defining a frontier
as the area between the settled and unsettled regions of
the country. By 1900 the Indian population in the conti-
nental United States was about 270,000 out of a total
population of 76 million. The goal of U.S. Indian policy
from 1887 to 1934 was to divide land among members
of the tribe and invite non-Indians to settle among Indi-
ans as a way of assimilating Indians into the larger cul-
ture. This was carried out most completely in Oklahoma,
where many Indians lived. Indian reservations remained
most intact in Arizona and New Mexico, in the Northern

Plains, and in the Pacific Northwest. Federal policy took
a different course in the years from 1934 to 1945, when
the federal government drafted legal constitutions for
tribes and recognized that tribal governments had a de-
gree of autonomy. In 1946 federal policy shifted again to
move to eliminate separate tribal governments and have
state governments provide services for Indians.

The federal government renounced the policy of try-
ing to eliminate tribal governments in 1970, and since
then the federal government has officially recognized
more tribes. Artworks and handicrafts are a visible export
from some reservations, and Indian farmers and ranchers
sell in national markets. Some tribes also sell oil, coal, and
other minerals produced on reservation lands.

Indian tribes are exempt from state laws and taxes,
and this has proved profitable as, for example, tribal
stores on some reservations sell cigarettes to non-Indians
without having to pay state taxes. In the 1970s and earlier
some tribes opened bingo halls or offered other forms of
gambling on their reservations. State governments at
times tried to stop these activities, but their efforts were
challenged in court and the right of tribes to have gam-
bling facilities was affirmed. The federal Indian Gaming
Act of 1988, by which Congress hoped to promote “tribal
economic development, self-sufficiency, and strong tribal
governments,” recognized that some tribes were quite
poor, and made it easier for tribes to open casinos on
tribal land in many states. More than 200 of the 556 fed-
erally recognized tribes have gaming facilities, often run
by outside contractors. Indian gaming accounted for
about $10 billion, or one-sixth of legal gambling in the
United States in 2000 (Evans and Topoleski 2002, 3). The
proceeds from a gaming enterprise go to the individual
host tribe for the benefit of its members, which means
that tribes with prime locations gain the most, and that
other tribes, particularly those in isolated rural areas, re-
ceive nothing from gaming.

Individual tribes have developed other industries. In
Mississippi, the Choctaw tribe has become the largest sin-
gle employer in the state, with manufacturing jobs as well
as casinos. But most of the 2.45 million people who iden-
tified themselves as Indians or Alaska Natives in 2000 do
not live on reservations, and their economic activities are
blended with the general population.

S EE A LS O Astor Family; Laborers, Native
American, Eastern Woodland and Far Western.
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The 1707 Anglo-Scottish Union was effected
partly through the failure of a Scottish trade venture.
The Company of Scotland Trading to Africa and the
Indies, founded in 1695, proposed a South American
colony on the Isthmus of Panama’s Darien coast that
would become a nexus of East-West trade, eliminating
the journey around Cape Horn. The first settlers
departed in 1698, but both backers and colonists were
disillusioned. Storms and disease beset the venture
during the Atlantic crossing, and upon arrival settlers
found that their “New Edinburgh” was little more than
a malarial swamp, where dozens perished. Spanish
raiders, encouraged by resentful English traders, fin-
ished the job. The fiasco was a serious blow to both
Scottish pride and national finances.

Although English mercantile interests were
reviled by the Scots, the affair ultimately pushed the
two nations closer. Many Scottish leaders realized that
some accommodation with England was needed, so
they acquiesced to English pressure—and the offer of
almost £400,000 to make good the Darien losses—
and agreed to the Act of Union in 1707.
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ETHNIC GROUPS, SCOTS
This entry consists of the following articles:
Ethnic Groups, Scots before 1800
Ethnic Groups, Scots since 1800

ETHNIC GROUPS, SCOTS BEFORE 1800
Scots contributed to and profited from an expanding
world trade system over the course of the eighteenth cen-
tury. In 1707 Scotland’s and England’s parliaments
merged, creating a single British state. One of this Union
of Parliaments’ most significant impacts was to provide
the Scots access to England and, as importantly, to its
American colonies, including those in the Caribbean.
(Before 1707, such access had been forbidden to all for-
eigners, including the Scots.) By opening up the colonies,
the Union of Parliaments provided social and economic
opportunities for Scots. Because Scotland had one of Eu-
rope’s best educational systems but only limited ways for
educated people to improve the conditions of their lives,
access to the Atlantic economy ensured the Scots a prom-
inent role in its eighteenth-century operation and expan-
sion. They would continue to play a prominent role as
Britain’s Atlantic economy globalized by moving into
Asia—especially India—and, in the late nineteenth cen-
tury, Africa.

The Scots played several major roles in the Atlantic
American colonies. The first transformed the way in
which the tobacco economy in the Chesapeake operated.
Before the Scots began to dominate the tobacco trade,
English merchants purchased tobacco from colonial
farmers on consignment. This meant that the farmers
bore all of the costs of transportation and insurance until
the tobacco could be sold in European markets. The costs
of getting the tobacco to market were then deducted
from the purchase price, along with a sales commission;
only then did planters learn how much profit their crops
had yielded. The Scottish innovation was in buying the
tobacco outright from the planter, who could then pur-
chase British goods directly from the same agents. Many
purchased more British products than their tobacco was
worth and, as a result, Scottish merchants held a large
share of these colonists’ debts.

If Scottish merchants and factors came to dominate
the tobacco trade before 1776, many young and educated
Scots also went to Britain’s new, and expanding, Caribbe-
an colonies. In these islands, which had large slave popu-
lations, skilled white people were in great demand to
keep the local economies, dominated by sugar, in opera-
tion. Scots served as doctors, attorneys, managers, mer-
chants, and bureaucrats in islands with large frontiers,
such as Jamaica, or in formerly French islands, such as
Grenada and Tobago, which were ceded to the British in
1763. Bringing with them a high level of education as well
as trading connections, Scottish men worked hard on in-
tegrating their new island residences into Britain’s ex-
panding imperial economy. Many filled important man-
agerial and entrepreneurial roles, and others held
important governmental positions.

The Scots understood that the imperial economy in
which they operated guaranteed their upward economic
mobility. During the American War for Independence,
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in 1776, many mainland colonists began to vilify the
Scots as traitors to the cause of independence, and re-
fused to pay the debts they owed to their Scottish traders.
As a result, many Scottish companies recalled their em-
ployees on the American mainland to sit the war out at
home. Most of them expected an easy British victory.
When the war ended in British defeat, opportunities for
migration to the mainland colonies were far fewer. A few
Scots merchants sent employees back to collect the delin-
quent debts, but most of those met with very limited suc-
cess. Because the island colonies did not rebel, many
Scots continued to migrate to the Caribbean. Opportuni-
ties there were also more limited as the eighteenth centu-
ry drew to a close.

Because Scots tended to migrate in groups, employ-
ing networks of family and friends as they decided where
to go, new opportunities for economic improvement
elsewhere presented themselves as those in the Americas
dwindled. Scots built networks, and this led to further
opportunites, since migrants created jobs for each other.
So where one went, others inevitably followed. Educated
Scots, as well as younger sons from wealthier families,
began to purchase commissions in the British East India
Company, which began an extended push for control of
the Indian subcontinent in the 1760s and 1770s. This ef-
fort lasted through much of the nineteenth century. Scots
in India participated in the growing and highly lucrative
tea trade, both as officers of the East India Company and
as private traders engaging in commerce. Scotland’s resi-
dents, as a result, continued to reap the rewards of partic-
ipating in the British imperial economy. Though Scot-
land itself remained relatively poor, the profits amassed
by Scots professionals in the East and West Indies al-
lowed Scotland’s wealth, as a whole, to increase.

Perceived as clannish by many of their colonial
neighbors, the Scots successfully used personal networks
based in ethnicity and regionalism to help their country-
men thrive in an empire that was still dominated by the
English. Indeed, Scots professionals were at the vanguard
of imperial and commercial expansion in that they were
among the first British subjects to arrive in a newly con-
quered area. They thus innovated on the margins of em-
pire; as a result, they played a significant part in develop-
ing the way that the British imperial economy
increasingly linked the world before 1800.

SEE ALSO Correspondents, Factors, and
Brokers; Empire, British; Glasgow; Population–
Emigration and Immigration; Tobacco; United
Kingdom.
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ETHNIC GROUPS, SCOTS SINCE 1800
The Scots were able to build on their formidable reputa-
tion as traders as a result of the extensive links they had
been built up during the eighteenth century. By 1800 they
were firmly established in British North America, India,
and other parts of the British Empire. The Scots used
family and local connections to build up individual trad-
ing empires; this method was an effective way of ensuring
coherence and loyalty in trading organizations. People
from the island of Orkney, for example, largely staffed
the North British Trading Company. The Scots’ clan-
nishness drew frequent accusations of unfair, preferential
treatment, and it also gave rise to the popular caricature
of the Scot as mean and penny-pinching.

From 1800 to about 1870 Scotland’s principal ex-
ports were the low-grade industrial products that were
characteristic of the early Industrial Revolution: coal,
iron, and cotton.

After 1870 Scottish trade increasingly specialized in
high-quality and specifically designed heavy industrial
products such as shipbuilding, heavy engineering, and
marine technology. World trade was the key stimulus to
Scottish economic growth in the late nineteenth century
as the Scots built the ships and trains that would trans-
port goods, and often the heavy industrial machinery that
would manufacture those goods. A critical element in
Scottish success was the economy’s ability to utilize
skilled, cheap labor. As the world moved increasingly to-
ward a mass-production economy, the Scots sought pro-
tection in the production of goods that could not be mass
produced. Low labor costs were crucial to maintaining
profitability. This had a number of consequences for the
Scots. Firstly, it meant that the Scottish economy was
locked into the fortunes of the global economy to a great-
er extent than other advanced economies. Secondly, the
importance of low wages meant that the domestic econo-
my failed to develop, leaving society overreliant on the
export economy, which in turn impeded the develop-
ment of the domestic sector. It was a self-reinforcing
cycle.

One consequence of the low-wage economy was ex-
tensive emigration. It is estimated that about 2.5 million
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Scots migrated in the period 1800 to 1950, and along with
Norway and Ireland, Scotland had one of the highest per-
capita emigration rates of the modern era. A distinguish-
ing feature of Scotland was that it was an advanced indus-
trial society, in contrast to most other high-emigration
European nations, which were agrarian and rural. The
average Scottish emigrant was skilled, urban, and work-
ing class, although the Scots also exported a dispropor-
tionate number of professional and middle-class emi-
grants.

Such reliance on the international economy had a
devastating effect on Scottish society following the dislo-
cation of world trade after World War I. The staples of
Scottish trade—shipbuilding, heavy engineering, loco-
motives, textiles, and coal—all suffered from either a
downturn in world trade or from markets lost during the
war. An example of the latter is the jute industry, which
lost markets in the Far East because Scottish production
was converted to supply war needs. Shipbuilding suffered
due to advances in prefabrication techniques, the glut of
ships left at the end of the war, and a lack of confidence
in the global economy that hit capital investment goods.
The traditional Scottish industries languished for most
of the interwar period, and the Scots failed to diversify
their economy to any great extent, but those same
industries recovered with rearmament and the onset of
World War II.

Scotland still relied on the traditional industries in
the period after 1945, and state intervention and support
was the critical factor in shoring them up. Poor produc-
tivity, lack of modernization, and poor marketing tech-
niques were responsible for a gradual decline in ship-
building and heavy engineering. In an endeavor to offset
this decline, state intervention promoted the growth of
inward investment in the form of branch-plant manufac-

turing. By the 1970s almost three-quarters of all manu-
facturing in Scotland was foreign-owned. Global uncer-
tainty in the 1970s and early 1980s witnessed the
diminution of the Scottish manufacturing base as a result
of branch-plant closures and the decision of the Thatcher
government (1979–1992) to withdraw state aid for the
traditional industries.

The period after the mid-1980s witnessed a transfor-
mation in the Scottish economy as it moved more to-
wards the financial-services industry. Yet, trade was an
essential part of the Scottish economy. Electronic assem-
bly work in what is known as “Silicon Glen,” the Scottish
version of Silicon Valley in California, meant that the
Scots had a higher export per capita than Japan, and it
was responsible for much of Western Europe’s produc-
tion of personal computers, televisions, automatic
money-transfer machines, and so on.

S EE A LS O Correspondents, Factors, and
Brokers; Empire, British; Glasgow;
Population—Emigration and Immigration;
Tobacco; United Kingdom.
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FACTORIES
The feitoria, or trade factory, has roots dating back to the
thirteenth century Mediterranean trade diasporas of the
Genovese and Venetians, who opened up trading posts
on foreign soil after having gained permission from the
local rulers. In medieval times the Hanseatic traders also
established permanent trading posts along the coasts of
the Baltic—or as far away as Novgorod—in order to be-
come more familiar with local conditions so that they
could buy up the local harvest at the right time of the
year, cut the timber they needed for house- and ship-
building, and collect the furs from the trappers. At
“counters” (trading posts) a strict discipline was enforced
to preempt any disturbance with the local people. Out of
these early experiences in the periphery of Europe grew
the network of trading posts that the Portuguese and sub-
sequently the East India Companies established along the
coastal rims of Asia.

After their arrival in Asian waters in 1498 the Portu-
guese pioneers established their feitoria by means both
peaceful and forceful. A seventeenth-century book lists
more than 100 of these settlements strategically situated
around the rim of the Indian Ocean. Muslim competitors
in the pepper trade stormed the first trade factory, in Cal-
icut, which had been established with the ruler’s consent,
in 1501, and its complete staff was murdered. The Portu-
guese fleet bombarded the city in retaliation. A friendlier
welcome was received at the hands of the ruler of Cochin,
who saw the Portuguese as potential allies and protrac-
tors against his Calicut neighbor. As a result, one can
make a distinction between factories, which were basical-

ly fortresses, and enclaves that were under the protection
of local rulers.

The trading factories, which were founded by the
East India Companies, also came in all types and sizes.
These factories often were built at places designated by
the local rulers, such as the pangeran of Banten (western
Java), who ordered the Dutch and English to build their
warehouses outside the town walls. Because of the rela-
tive insecurity of these locations, the factories were often
walled compounds that could be defended easily against
robbers. In the well-regulated societies of China and
Japan the traders were suffered in small isolated enclaves
outside the city of Canton and on the tiny man-made is-
land of Deshima in the bay of Nagasaki, where they were
closely guarded and spied upon by local officials.

A very different factory system was introduced in the
1790s in the United States, where Congress voted to es-
tablish factories in the frontier areas to enable the Ameri-
can Indians to barter their furs and skins for Western
goods. In the United States the trade factory was intro-
duced basically to assimilate the Indians into the culture
of the white settlers. In Asia, where small minorities of
Western merchants were operating within a millennia-
old trading world, such considerations were out of the
question.

There was a great variety in the layout of the various
trading factories. A very detailed 1665 painting of the
Dutch East India Company’s factory in Houghly on the
River Ganges clearly shows day-to-day activities. Dutch
ships are at anchor in the background, and within the
walled compound Europeans and Indians enter and exit
offices and warehouses. A medicinal herbal garden shows
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Alaskan indigenous people outside the Hudson’s Bay Company trading post at Fort Yukon. The fort was an example of a
trading factory, a location established to integrate trading practices between Native Americans and European settlers. © CORBIS.

REPRODUCED BY PERMISSION.

the care given to the health of Europeans living in this
murderous tropical climate. Outside the walls horses are
bathed, and elephants and camels parade. Close to the
river there are piles of timber ready to be used by the local
shipyard. In the background a Hindu widow joins her de-
ceased husband by throwing herself on the funeral pyre.
No less intriguing is the encampment of a Mughal local
official, who is ceremoniously greeted by Dutch company
officials. By their presentation of gifts they ensure that
they can continue to trade.

How different was the situation on Deshima. Japa-
nese authorities originally constructed this artificial is-
land with a surface area of about two football fields to
house Portuguese merchants, but when the latter were
expelled in 1639, the Dutch were ordered to dismantle
their offices at the nearby port of Hirado and move to
Deshima, where they were put under close surveillance.
The houses, offices, and warehouses were leased to the
Dutch East India Company by Japanese landlords and
were wholly Japanese in appearance. During the summer

when the Dutch ships were in port, the island bristled
with activity as import goods from overseas were dis-
charged and export goods such as precious metals, cam-
phor, porcelain, and lacquerware were loaded onto the
ships that had to leave on a strict schedule. About a dozen
company employees, served by house slaves from South-
east Asia, stayed on the island during the winter, playing
billiards, reading books, talking to occasional Japanese
visitors, cultivating an herb garden, and looking after im-
ported exotic animals, which were kept to give as presents
to Japanese officials. Early in the year the chief merchant
of the factory went to the court in Edo (present-day
Tokyo) with a surgeon and a secretary to pay homage to
the shogun. There was probably no safer place on earth
than this heavily guarded trade factory, which the Dutch
likened to a chicken coop.

In the port principality of Banten on the western tip
of the island of Java, the English and Dutch faced a totally
different situation when they arrived there at the end of
the sixteenth century. After first being housed in the Chi-
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nese settlement outside the city walls, they were allowed
to build their own quarter. There they built fireproof
brick warehouses to protect themselves from occasional
raids from the predatory local nobility and their follow-
ers. In 1618 the Dutch were so annoyed by their insecure
living conditions and the monopolistic behavior of the
local ruler that they moved out to the nearby port princi-
pality of Jacatra. When this trade factory was attacked by
the Bantanese in 1619 and by the English and the local
people in 1620, the garrison held out until a Dutch fleet
from the Moluccas arrived. The kraton of Jacatra was
razed, and on its ruins Governor-General Jan Pieterszoon
Coen built a veritable castle and a walled colonial town,
Batavia. This became the headquarters of the emerging
Dutch trading empire in Asia.

In Canton and Deshima, where Western women
were explicitly forbidden entry by the local governments,
the company servants sought solutions to their solitude.
On Deshima courtesans regularly visited them from Na-
gasaki. The merchants who spent the winter in Canton
carrying out their trade moved out in summer to the tiny
Portuguese colony of Macao to spend the slack period
with their mostly Chinese wives. Following the Portu-
guese example, many company servants living elsewhere
in Asia cohabited with local women, and if there were no
religious impediments, married them. In Siam the Dutch
were explicitly denied the right to take their children out
of the country and raise them as Christians.

Because the prevailing monsoon winds dictated the
flow of correspondence between the overseas trading fac-
tories and headquarters, the chief merchants were re-
quired to keep diaries in which they noted down all daily
activities. These diaries, insofar as they have been pre-
served, together with the business correspondence writ-
ten by the factory heads, provide an intimate view of the
social and political scene of early modern Asia.

SEE ALSO Angola; Burma; Calcutta; Canton
System; Dahomey; East India Company, British;
East India Company, Dutch; East India
Company, Other; Empire, British; Empire,
Dutch; Empire, French; Empire, Ming; Empire,
Mughal; Empire, Ottoman; Empire, Portuguese;
Empire, Qing; Gold Coast; Guangzhou;
Indonesia; Japan; Kenya; Kongo; Madras;
Melaka; Millets and Capitulations; Mumbai;
Nagasaki; Senegambia; Thailand.
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FAIRS
Fairs are periodical markets held in a central location
often close to major trading routes, bringing together
producers or merchants and customers from a pool that
is larger than just local. Fairs are only one form of orga-
nizing commercial exchange; others include local mar-
kets, which range from forms of continuous internation-
al commercial exchange within a designated space, such
as a commodity exchange or a permanent store.

Fairs have some of the same attributes as other mar-
ketplaces. Seller and buyer, who may be complete strang-
ers, meet in a market both know to take place at a partic-
ular time in a particular location. In common with most
other forms of markets, fairs also tended to rely on some
form of political protection, whether from a town, reli-
gious authority, regional overlord, or the state. Histori-
cally, political authorities favored fairs with special privi-
leges concerning taxation of trade and other commercial
issues.

Other characteristics set fairs apart from more local
or more permanent places of exchange. Fairs are distinct
from regularly held village or town markets in that they
take place only once or twice a year (in some cases even
less often) and attract sellers and buyers from a larger
geographical area. Whereas female traders often domi-
nated local markets, international and interregional
trade—including that conducted at fairs—was more like-
ly to be conducted by men. Fairs also typically attract a
larger variety of both agricultural and nonagricultural
goods. Compared to more permanent places of commer-
cial exchange, fairs offer a central marketplace to meet
large numbers of potential buyers at a relatively low cost
for the seller, who does not have to establish a permanent
shop or other representation.

FUNCTIONS AND ORIGINS

The main function of fairs is to reduce transaction costs.
These costs of doing business increased over time as mar-
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La Feria de Marena (The fair at Mayrena), engraving by
Adolphe Jean-Baptiste Bayot, 1842. Starting in the medieval
period, regional fairs served as important points of commercial
exchange. © ARCHIVO ICONOGRAFICO, S.A./CORBIS. REPRODUCED

BY PERMISSION.

kets became integrated over larger distances. The costs of
acquiring information about prices, availability and qual-
ity of goods, the reliability of trading partners, and differ-
ent monetary, credit, and measurement systems, as well
as transport costs, enforcement of contracts costs, and in-
surance increased significantly as merchants moved be-
yond strictly confined local and regional markets. Experi-
enced merchants were on hand to witness transfers of
property rights and even where law and custom did not
require such witnesses, they added security to a transac-
tion.

Fairs offered distinct advantages in this context. By
concentrating business into a short period of time—
maybe two or three weeks—traders traveling to the fairs
from various directions could organize joint transport
and protection, thus reducing costs for the individual.
The presence of a multitude of merchants guaranteed a
large variety of products, improving information about
quality and prices. The political and religious authorities
endowed fairs with exemptions from general rules of
trading. Religious or ethnic minorities and foreign mer-
chants, who were usually barred from trading by the

privileges enjoyed by local merchants, were often allowed
to trade during fair periods.

In many cases rulers gave fairs special privileges re-
garding commercial jurisdiction. This allowed the mer-
cantile community to create its own commercial arbitra-
tion independent of the local courts. In England, for
instance, so-called courts of pie powder (a corruption of
a French term for “dusty feet” in referring to itinerant
merchants) were established at regional fairs to settle
commercial disputes swiftly. Mercantile arbitration gave
merchants incentives to deal honestly, because having
been found to be dishonest by a commercial court ruined
a merchant’s reputation within the fair-visiting commu-
nity of traders and hurt his trade. Rulers could provide
military protection and policing during short fairs at a
relatively low cost.

By attracting long-distance merchants, goods fairs
also became places of money exchange and credit trans-
actions. The increasing sophistication of trading and
credit instruments such as bills of exchange became inti-
mately linked to interregional and international fairs.
Regular fairs enabled merchants to settle payments with
bills to be paid at a future fair in the same town or at an-
other one within the networks of fairs. When such bills
became tradable themselves, they functioned as commer-
cial credit and enabled merchants to reduce risks consid-
erably by creating cash-free long-distance trading. Six-
teenth-century traders in Peru could have debts paid to
their agents at the Castilian fair of Medina de Campos,
where the money could then be used to buy merchandise
to be shipped to Peru, or to any other place.

REGIONAL FAIRS, INTERCONTINENTAL
EXCHANGE MARTS, AND WORLD FAIRS

Some historians have seen fairs essentially as a stage with-
in the development of more integrated interregional and
global markets. Fairs have been portrayed as a way to re-
duce transaction costs in relatively thin markets, for ex-
ample in areas of low population density, in weak states,
or where demand for more valuable products supplied
over long distances is limited (see e.g., Abu-Lughod
1989). The persistence of fairs in many parts of the world
is therefore seen as a sign of less developed markets and
states.

The decline of the most famous medieval precedents
of European fairs, the Champagne fairs, which were the
heart of Europe’s overland trade. including that with
northern Africa and the Middle East in the twelfth and
thirteenth centuries, has been interpreted as part of a
shift to more modern forms of markets. More sophisti-
cated, permanent urban trading networks are said to
have replaced the temporary fairs (Pirenne 1947, Weber
1923). More efficient maritime trade, which replaced
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overland routes all over the world, made joint travel un-
necessary and therefore favored the establishment of per-
manent markets. Emerging nation-states, which provid-
ed more centralized and more efficient protection of
commercial activity, also meant that fairs were eventually
superseded by year-round selling and buying in large
commercial centers (Milgrom, North, and Weingast
1990).

Other historians have suggested that it is too simplis-
tic to see fairs as little more than a second-best solution
to reduce transaction costs in the absence of dense
enough markets and strong enough states. After all, “in-
ternational” fairs such as those of Lyon, Besançon, Pia-
cenza, Medina de Campo, Geneva, Antwerp, Frankfurt,
and Leipzig continued to rise and decline in various parts
of Europe. And they were only part of an ever-changing
network of fairs reaching to the Russian fairs at Nizhni
Novgorod and into the Balkans and Ottoman Empire. At
the same time, large numbers of regional fairs emerged
as well.

Fairs were not necessarily competing with other
forms of markets, but instead were complementary (Ep-
stein 1994, Munro 2001). They were flexible and more
easily adapted to changing circumstances. Fairs contin-
ued to be particularly important in organizing the sea-
sonal exchange between different ecological zones. Fairs
linked the highlands of modern southern Bolivia and the
lowlands of modern northern Argentina in an exchange
of mining products, agricultural products, and livestock
throughout the colonial period and far into the nine-
teenth century (Langer and Conti 1991). Fairs also played
a crucial role in providing financial services such as credit
and insurance, and some, such as Lyon and Medina de
Campo, became very important in providing state fi-
nance.

In return, states continued to protect fairs; in some
cases, state-sponsored monopoly trade was the very rea-
son why fairs emerged. The Nombre de Dios/Portobelo
fairs of the sixteenth and seventeenth centuries existed
only because within the strongly regulated Spanish colo-
nial trade goods had to be transhipped from the Atlantic
to the Pacific via the Isthmus of Panama. Hence, for
twenty or thirty days a year the inhospitable and largely
uninhabited Portobelo buzzed with thousands of mer-
chants, sailors, and officials trading in the merchandise
brought in on the Spanish flotas and transhipping bullion
to Spain (Vila Vilar 1982). Regulated long-distance trade
created similar markets around the world. Unless rulers
kept long-distance merchants separated from locals, as
for example in Canton, fairs tended to combine the roles
of local, regional, and interregional markets.

During the nineteenth century fairs became less im-
portant as points of commercial exchange. Instead, since

the pathbreaking Crystal Palace (London) world exhibi-
tion of 1851, such events became tools of political and
ideological representations in which the industrializing
countries demonstrated their technological competitive-
ness and imperial ambitions, while some Asian countries
for the first time represented themselves outside their
own territories. Today, world expositions are a mass cul-
tural event, and trade fairs have become places of ex-
change of technological and cultural novelties, and exist
for almost every sector of modern economies.

S EE A LS O Agriculture; Canton System; Caravan
Trade; Empire, Mughal; Empire, Ottoman; India.
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FAMINE
A famine (from the Latin fames, hunger) may be defined
as an extreme scarcity of food causing a populace to suf-
fer from constant hunger, large-scale loss of weight, a
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general deterioration in health, and a significant increase
in mortality rates. Famine, a relatively rare catastrophe,
must not be confused with the numerous food shortages
that humanity had to face in history.

Discussion of famines has one main difficulty: it is
impossible, in most instances, to separate the human and
natural causes of nutrition disasters. Indeed, the effects
of “natural” phenomena such as drought are largely de-
pendent upon the socioeconomic level of the population,
its “famine culture,” and the development (or failure) of
support networks. In other words, “famine lands” do not
exist, even if between 1870 and 1914—one of the golden
ages of liberal capitalism—Southeast Asia suffered from
an international economic drive centered on London
which, by putting pressure on its food production pro-
cesses, created the conditions for Asia’s underdevelop-
ment.

For the sake of clarity, however, we should distin-
guish three kinds of famine: those principally caused by
humankind, those in which natural factors play a rela-
tively important part alongside human factors, and those

A Congolese mother with her malnourished child in Kabinda, 2001. Famine often follows on the heels of war, such as has been
the case in the Congo since the 1990s. PHOTOGRAPH BY CHRISTINE NESBITT. AP/WIDE WORLD PHOTOS. REPRODUCED BY PERMISSION.

where a natural disaster is the main cause, even if human
factors do always play their part.

THREE KINDS OF FAMINE

The great famine that struck Bangladesh in 1943 is typical
of the first sort, but world trade was not the cause. In
1942 successive hurricanes caused severe damage to the
rice harvest in Bangladesh, but the supply of food re-
mained 9 percent greater than in 1941. The Japanese were
occupying Burma, depriving India, and thus Bengal, of
additional emergency food supplies. Rice supplies were
transported out of Bengal so that they would not fall into
enemy hands in the event of occupation. But the floods
alarmed the population, unleashing the frenzy of specu-
lators. The price of rice rose sixfold locally, and tragedy
struck. Between 2 and 6 million people lost their lives.
Bengali economist Amartya Sen (b. 1933), the 1998
Nobel Prize winner for economics for his work on fam-
ine, wrote about the 1943 Bengal tragedy, “I had been
struck by its thoroughly class-dependent character . . . .
it was not a famine that afflicted even the lower middle
classes—only people much further down the economic

Famine

H I S T O R Y  o f  WO R L D  T R A D E  s i n c e  1 4 5 0284



ladder, such as landless rural labourers” (Sen 1976).
Some famines have had purely political causes. Thus, sev-
eral years after the famine in the U.S.S.R., which had been
caused by civil war and foreign intervention, a severe
famine occurred in Ukraine (December 1932 to August
1933) following a senseless agricultural reform: in 1930,
just a few months after the start of collectivization on a
grand scale, 65 percent of holdings were collectivized on
the orders of Joseph Stalin (1879–1953) and against the
wishes of the people. Output plummeted. Half the live-
stock was lost. In 1932 to 1933 this famine caused 5 mil-
lion deaths.

Apart from the disaster (20 million deaths) caused
by the calamitous policies of Mao Zedong between 1959
and 1961, which is similar to the Ukrainian famine in
terms of political cause, most of the famines that struck
China in the twentieth century fall into the second cate-
gory of famine—those caused by some combination of
human action and climatic intervention. The interna-
tional demand for cotton, tobacco, and opium encour-
aged Chinese farmers to abandon food crops that were
less profitable than rice. In addition, China has always
been debilitated by difficult climatic conditions: the vast
northern China plain is constantly threatened by
drought. The monsoon rains, which occur two years out
of three, do not completely cross the mountains to the
south of the region. Furthermore, the Yellow River,
which has its source in Tibet, floods when the snows thaw
at the height of summer. Famine is thus a part of Chinese
civilization, which as a defense mechanism developed al-
ternative foodstuffs such as barks, root vegetables, and
guanyintu, a clay that may be eaten to stave off hunger.
In the eighteenth century the struggle against famine was
relatively well organized: granaries were situated along
navigable routes to allow the swift distribution of relief
supplies of grain. By the twentieth century this system
could no longer resist warlords and bandits; in 1921 relief
grain supplies were transported by rail, which reduced
the number of victims, but the famine of 1928 broke out
at the height of a civil war.

The famine that arose in the Sahel (the vast savannah
region which borders the Sahara Desert to the south) in
1983 to 1984 fell into the third category: its causes were
essentially climatic. World trade does not seem to have
played an important part in the catastrophe. In the Sahel
droughts are frequent and long because of severe water
stresses that have existed in the region since the end of
the 1960s. Indeed, Sahel agriculture enjoys “sufficient hu-
midity” for only two to three months per year. In this
part of the world, the soil is not very fertile: it lacks min-
erals, it is not fertilized, and it is very dry and vulnerable
to the winds and surface flow, like the soil at the time of
the Dust Bowl storms in the United States (1934–1942).

Beginning in 1961 the Sahel’s increase in production was
less than the growth in population—around 50 million
people. This scenario makes clear why the secure food
supply for the Sahel was a difficult objective to achieve.
The previous two famines had a deadly effect. Thus, be-
tween 1978 and 1973 cereal production fell by 600,000
metric tons and 80 percent of livestock disappeared,
causing more than 100,000 deaths.

REGIONALISM OF FAMINES

The above examples illustrate the profile of a country
vulnerable to famine: a poor country, generally tropical,
which possesses inadequate reserves of food. It is a coun-
try that does not use advanced agricultural techniques,
is relatively isolated from the rest of the world in terms
of trade, and is unable to deal with the shockwaves of
trade on a global scale, although often it is affected by
water stress that is not strictly necessary if other factors
are present to a great extent. For example, the 1693 to
1694 famine in France was not caused by drought but by
long periods of winter frost and by summer rains that ru-
ined the poor cereal crops.

Famines strike regionally, not globally. The relative
commercial isolation of the countries involved explains
the lack of influence of world trade. It is true, however,
that a developing country with an intensive monoculture
such as rice, sugar, or cocoa may find itself in difficulty
when prices collapse, whether because of speculation or
otherwise. And in this case, world trade, in the guise of
the “free market” of cereals, plays a significant role in
weakening entire agricultural regions. As far as control-
ling the effects of famine, international trade plays a
much less important role than one might think. Food aid
is generally “humanitarian” and is most often provided
by nongovernmental organizations (NGOs). However,
agencies of the United Nations or states can take some
control of matters: for example, if the means of transport
are not specifically hired for this kind of operation, food
aid is delivered using the means and routes normally
used for international trade.

The staggering famines that struck the Indies during
the nineteenth century because of inadequate or delayed
monsoons (25 million dead in the eighteen major crises
which occurred between 1874 and 1900), as well as the
Chinese famines, have led us to believe that famines are
principally an Asian phenomenon. This is not correct, as
can be seen from the Great Famine in Ireland, which re-
sulted from potato blight and caused more than 1 million
deaths between 1846 and 1850, as well as the famines that
plagued Africa during the second half of the twentieth
century (2 million dead in Biafra between 1967 and 1970,
and 800,000 dead in Ethiopia in 1984 to 1985).

Famine
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FINANCE, CREDIT AND MONEY
LENDING

Trade growth was greatly supported by credit, because
the invention of credit facilities increased the turnover of
goods. The exchange of money and credit increased the
confidence between purchasers and sellers which was the
basis of business transactions in modern times.

UP TO THE EIGHTEENTH CENTURY

The growth of commercial exchanges in Europe at the
end of the Middle Ages went with the creation of ade-
quate monetary instruments that could speed up the
transmission of payment. The Italians, who were the
driving force behind the first major international trade
networks, introduced the bill of exchange in the thir-
teenth century. Like public-debt bonds, these documents
could be transferred by one merchant to another, thus
creating a paper currency; in the seventeenth and eigh-
teenth centuries the volume of paper currency exceeded
the amount of metal currency in circulation by ten to
twenty times. This resort to bills of exchange offered sev-
eral advantages and fulfilled several needs. It was a means
of compensation and payment that avoided transfer of

payment in cash, which was always risky stimulating
trade whenever the dispatch of return goods was not im-
mediately possible. In addition, it allowed the settlement
of business between places that did not have the same
currency—indeed, this was theoretically its sole purpose.
Very quickly, this means of payment and exchange also
allowed the granting of credit, short-circuiting the ban
on lending at interest imposed by the church. Discount
on bills of exchange—that is, their transfer for cash be-
fore their due date—gave rise to the levy of interest by
the person making the advance. Via the issue, discount,
and transfer of bills of exchange, every ancien régime
merchant took on the role of credit lender and banker,
in the absence of formal institutions offering credit. The
Banks of Amsterdam (1609), Hamburg (1619), and Lon-
don (1694) did not permit any kind of loans to private
individuals.

Bills of exchange were available to the majority of
merchants, but speculation on the exchanges and possi-
ble gains was only within the grasp of a few important
merchant banker families, having an extended network
of informants in the main world trading places, such as
the Arnolfinis (Antwerp and Lyon) and the Fuggers
(Augsburg) in the sixteenth century, and the Hopes, the
Parishs, and the Rothschilds in the eighteenth century.
The existence of paper currency of this kind underpinned
merchant credit. North American and Caribbean trade
relied upon long-term credit being available to the colo-
nists. The purchase of slaves at Saint-Domingue at the
end of the eighteenth century, for example, was settled
over three years. The indebtedness of the colonies was
widespread and led to the allowance of longer credit, al-
though this sometimes posed problems with liquidity,
even for important trading houses, which could offer
credit thanks to their commercial and financial profits
and the credits that they themselves could obtain from
their backers. Credit was also the basis of the tobacco
trade in Chesapeake Bay: British merchants exported
goods produced in the American colonies, leaving their
correspondents to make payment by bills of exchange
that could be cashed several months later. This delay al-
lowed the colonial producer to realize the income from
his sales before having to pay for his purchases. Alterna-
tively, to ensure the deal, the British merchant could also
pay for the goods with bills of exchange upon receipt,
even before having completed their resale. The interest
rate was normally around 5 percent, but it could rise sud-
denly in the event of war or a crisis. The collapse of cer-
tain important trading houses (Amsterdam in 1773,
Hamburg in 1799) had repercussions for all the main
markets, with merchants reluctant to rely upon bills of
exchange for fear that they would not be paid.

The circulation, transfer, and conversion of this
paper currency into cash and vice versa was facilitated by
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The interior of Lloyd’s of London in the Royal Exchange in the Cornhill section of the city. The exchange was a center for a
variety of business dealings that involved insurance premiums, investment instruments (stocks and bonds), and capital funding.
© BETTMANN/CORBIS. REPRODUCED BY PERMISSION.

the wide availability of stock exchanges, which allowed
merchants to meet informally in one place at a fixed time.
Such regular meetings became widespread throughout
European trading places from the fifteenth century
(Bruges in 1409, Antwerp in 1460, Toulouse in 1469,
Amsterdam in 1530, London in 1554, and Hamburg in
1558). Before buildings were erected for the purpose,
merchants often met in the open. In London, Thomas
Gresham (1519–1579) established the Royal Exchange,
which was officially opened in 1571. Besides the writing
of shipping insurance, the buying and selling of goods,
and the exchange of information, all kinds of other busi-
ness transactions took place at the stock exchange. The
stock exchange was thus both a market for stocks and
shares and a financial market. Amsterdam and London
were preeminent in this sphere in the seventeenth and
eighteenth centuries. By the end of the seventeenth cen-
tury, London speculators in stocks, shares in the India
companies and in several dozen other companies, and in

Bank of England bonds moved first to Exchange Alley
(1698–1700), then into the Stock Exchange (1773). The
spatial separation between commercial business (goods
and credit) and finance points to the opening of a new
era.

FROM THE NINETEENTH CENTURY

As soon as a peacetime economy was restored in Europe,
and between the United States and the United Kingdom,
at the start of the 1820s, the flow of credit underpinning
international trade benefited from an increasing number
of exchanges and a reduction in the price of silver. Lon-
don (backed up by Glasgow) and Paris were the main
places for the bills-of-exchange business because they
were the focal points of their respective countries, and
above all because they acted as conduits for international
clearing of bills. Paris became less important when, in
order to pay the indemnity of war to Germany, the
French state ordered the banks to settle almost 5 billion
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francs of accounts and transfer them to Berlin in 1873
and 1874. Thus London was confirmed until World War
I as the worldwide location for clearing bills of exchange.
An international round of remittances was put together
and ended up in London, after various endorsements, on
the heels of an enormous influx of shipping and trade—
from Latin America and North America, often relayed via
New York; from the Far East via India and Egypt; and
from the ports and markets of continental Europe. Two-
thirds of the bills issued in London were destined for
overseas during the years 1911 to 1913.

In addition to the strengths of British industry and
shipping, the leading role of London may be explained
by the fact that merchant banks added to discounting the
practice of acceptance, by which they pledged their signa-
tures as guarantees of the transfer of bills of exchange,
while becoming key players in the primary financial mar-
ket (underwriting and issuing) and the secondary trading
of shares. Kleinwort (covering northwest Europe), Baring
(covering Latin America), Morgan Grenfell (very active
in North America, on account of its links with J. P. Mor-
gan), Schroder, Hambro, Brown-Shipley, Rothschild,
and altogether about thirty large banking houses formed
the cornerstone of the system of credit connected with
world trade until the 1930s. The bill brokers and com-
mercial banks supplemented this system with their dis-
counting. The Great Depression in the 1930s, followed
by the war years, weakened these merchant banks be-
cause many of their accounts were frozen. All over Eu-
rope, the deposit and clearing banks were endowed with
strong departments for wholesale finance within their
own countries, where they centralized interbank redis-
counts related to trade. They became key players in credit
on warrant beginning from the middle of the nineteenth
century, thanks to customs-bonded warehouses. Places
of credit were established where industrial materials
could be traded, like Marseilles and Hamburg for colo-
nial commodities. In the meanwhile, in order to prop up
trade abroad, modern banks were equipped with a net-
work of overseas “correspondents,” or partner banks,
which may be used to build up a worldwide system of
“documented credit,” whereby loans to importers or ex-
porters were dependent upon the interbank production
of “documentation” on the transport of goods. Some
banks were supplied with advice from overseas subsidia-
ries, such as Deutsche Bank, BOLSA (Bank of Latin and
South America), and Barclays DCO (Dominion, Com-
monwealth, Overseas). Beginning in the 1920s Lloyds
sponsored BOLSA and the British Bank of West Africa,
and was stationed in India and Egypt. Specialized inter-
national banks (e.g., the Hong Kong and Shanghai Bank
Corporation or Standard Chartered) lent support to Brit-
ish influence. France found outlets via its Banque de
l’Indochine (for Southeast Asia) and banks dealing with

Africa. A scramble for Asia rallied European and Japanese
banks to finance trade between Russia and China and be-
tween China and its Asian neighbors, and to take part in
flows with other continents, hence the pivotal role of
credit in Hong Kong and Shanghai. The development of
Asian territories led to financing the flow of materials and
goods with India, Malaysia, and Indonesia. Networks of
banking relationships were set up between London,
Hong Kong, Yokohama and San Francisco.

Central banks promoted such trade by their redis-
counting, but the city benefited also from its genuine in-
terbank monetary market (“open market”). These inter-
bank markets also relied upon treasury bills to sustain a
state’s liquid assets, which broadened the size of the
monetary markets. Defending the position of the main
market thus was essential in the event of a crisis of confi-
dence or payments: the central bank was obliged to save
the banks involved in order to preserve the financial trad-
ing system. The Banque de France intervened on several
occasions during the years 1820 to 1860 to support the
Parisian market, which had been weakened by recessions,
then ensured the continued survival of the market during
the crashes in 1882 and 1889. The Bank of England was
involved in alleviating the 1878 crisis and organized the
rescue of merchant bank Baring in 1890. Finally, central
banks oversee the “settlement” of intercountry balances
and the transfer of gold (or gold and silver, before the
single currency succeeded bimetallism at the end of the
nineteenth century). The gold market in London is the
symbol of this ultimate guarantee of the balance of pay-
ments.

In the twentieth century the New York market estab-
lished itself as U.S. banks financed North American trade
and expanded their role in financing trade with Latin
America. Certain private groups supported intergovern-
mental loans between the allies during World War I to
finance purchases in the U.S. The onslaught of U.S. bank-
ers in Europe and China during the 1920s demonstrated
their new power. The European markets had also been
reconstructed. From the start of the century the markets
of Antwerp and Brussels flourished as they financed Bel-
gian commercial expansion in Africa (Kongo), Asia, and
Central Europe, and Antwerp took advantage of its role
as gateway to the Rhine economy and the Belgian hub
with Latin America (with the Belgo-Argentine trading
company Bunge and Born). Further east, although Vien-
na lost influence with the fall of the Austro-Hungarian
Empire, and its territory on the Danube was now shared
with Romanian and Czech bankers, markets such as Tri-
este, Genoa, and Thessaloníki continued to expand, and
Piraeus advanced and became the staging post of trade
in the northeast Mediterranean.
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The realignment of commercial forces after World
War II explains the vigor of U.S. banks in financing inter-
American and transatlantic trade, the breakthrough of
Japanese banks connected to trading companies (sogo-
soshas) which were members of the same business groups
(or keiretsus), and the relative decline of European banks
in the face of these inroads. Confronted by the U.S. bank
EximBank, the major European countries looked to a
public or semipublic institution (such as the BFCE, or
Banque française du commerce extérieur). Banking prac-
tices varied, with medium-term credit formulas, via
“credit sellers” (assigned by the banks to exporters), and,
from the 1960s, “credit buyers” (assigned to foreign im-
porters by the business clients of these banks). Public au-
thorities supported these efforts because central banks re-
financed these credits in the medium term. In order to
increase East-West trade, various interstate “protocols”
were concluded, and banks relied upon interest-rate re-
ductions from their national exchequers and on generous
refinancing by their central banks. This system culminat-
ed in the financing of energy equipment and key factories
in the U.S.S.R. between 1970 and 1980.

London remained the world center for credit to
business. With its organization, its telecommunications
network, its accumulated expertise, and its flexible legis-
lation, London had hosted U.S. and Japanese banks since
the 1960s. After its foreign exchange market (forex) re-
opened in 1951 it once more became the pivotal point
for exchange payment, with its modernized dealing floor.
London was involved in large-scale project financing (of
overseas equipment, export of materials, then aircraft)
via credit syndicates linking up to several hundred banks
behind lead-managing banks, hence stiff competition be-
tween banks to get the mandates for managing such fi-
nancing of international trade. Even when its merchant
banks were bought out by some German and U.S. com-
mercial banks, the key role of London was confirmed
when front offices were created during the years 1980 to
1990. The confusion of the silver and commodities mar-
kets by the slant of the markets in terms of goods, materi-
als and raw materials, energy, derivatives, and futures
gave rise to the commodization of finance, producing
enormous fluidity in the finance of commodities, with
currency swaps and a secondary credit market for trans-
national companies (by securitization), which encour-
aged the spread of globalization. London remains at the
heart of the changes, with one-third of the global curren-
cy trading business in 2003, before Tokyo and New York.
From the 1980s these markets supported trading in de-
rivatives/futures, and their vast extent provide growing
independence with regard to the financing of the trading
exchanges themselves. In addition to speculating in trade
commodity futures, they started speculating in nonmate-
rial goods, thus taking greater risks.

S EE A LS O Balance of Payments; Banking;
Developmental State, Concept of; Finance,
Insurance; Great Depression of the 1930s;
Gresham, Sir Thomas; Hamilton, Alexander;
Home Charges (India); Germany; Hong Kong
and Shanghai Bank; Hope Family; Japan; Money
and Monetary Policy; Morgan, J. P.; Quantity
Theory of Money; Treaties; United Kingdom;
United States.
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FINANCE, INSURANCE
The emergence of modern premium insurance is com-
monly dated to fourteenth-century Italy: the earliest re-
corded insurance policy covered a ship traveling from
Genoa to Majorca in 1347. In the late fourteenth century
the Prato merchant Francesco Datini regularly insured
textiles between Spain, Italy, and Tunis, and wine carried
to Flanders and England. Private merchants acted as un-
derwriters, but public notaries were employed to draw up
the contracts. By 1450 there were several hundred nota-
ries working in Genoa, Pisa, Florence, Marseilles, and
Milan. During the following two centuries specialized
communities of insurance brokers also emerged in Lon-
don, Antwerp, Amsterdam, Bruges, and Hamburg.

The growth of marine underwriting, and its concen-
tration in the hands of specialized notaries and brokers,
was accompanied by an international convergence of
practices. By the sixteenth century the marine insurance
policy had acquired a standard form. The policy com-
monly offered compensation for loss or damage to hull
and/or cargo due to the “perils of the seas” such as
wreck, stranding, burning, sinking, and deliberate dam-
age by masters or crew, as well as losses by
“men-of-war. . .enemies, pirates, rovers, thieves, jetti-
sons, letters of mart. . .takings at sea, arrests, restraints
and detainments of all kings, princes and people” (Cock-
erell and Green 1994, p. 4). Policies could cover either
single voyages or provide cover for a specified period
of time.

Marine underwriting was also regulated at an early
date. Ordinances issued at Barcelona between 1435 and
1484 placed maritime insurance under the Consolat de
Mar which formed the basis for international commer-
cial law in the Mediterranean. Further ordinances were
passed in Italy, Spain, Flanders, and England during the
sixteenth and early seventeenth centuries, and chambers
of insurance were set up in several ports. The chief pur-
poses of these institutions were to prevent fraud, to re-
duce the costs of disputes, and to secure an important
source of tax revenue.

The insurance of ships and cargoes at sea reached a
new level of efficiency with the rise of Lloyd’s of London

beginning in the 1690s. Lloyd’s advantage lay not only in
its concentration of underwriters and brokers in close
proximity, but also in the reliable flows of shipping intel-
ligence gathered in Lloyd’s List, first published in 1692.
Although it continued to be difficult to measure accu-
rately all the perils faced on long-distance voyages, cur-
rents, tides, and climate, the incidence and geography of
piracy and privateering, and the reputations of ships’
captains and merchants’ agents became generally well
known. This kind of risk information probably helped
premium insurance to keep pace with the rapid expan-
sion of trade. English foreign trade alone grew by a factor
of about five during the course of the eighteenth century.

Wars increased the losses to merchant shipping and
raised premium rates, but they also increased the demand
for insurance cover. Insurance profits and their volatility
rose. The prospect of profits, as well as the long distances
involved in placing overseas risks in London, encouraged
the establishment of marine insurance companies in
Hamburg and other northern European ports, as well in
India and North America. From the 1850s the domi-
nance of Lloyd’s in English marine underwriting was also
challenged by the rise of large marine or composite insur-
ance companies such as the Commercial Union and the
Union Marine. Overseas insurance markets became in-
creasingly crowded. On the U.S. Pacific coast, for in-
stance, by the 1880s British and U.S. marine insurers jos-
tled not only with their European rivals, but also with
insurance companies from China, Japan, and New Zea-
land. Not all ships and voyages, however, were insured
by the market. Some shipping and trading companies, for
example the British East India Company, the Peninsular
and Oriental Steam Navigation Company, and the Mit-
subishi Shipping Company in Japan, operated their own
insurance funds, and in some countries smaller shipown-
ers clubbed together to form mutual marine insurance
associations.

The age of steamships brought with it new risks, in-
cluding greater tonnage and more valuable cargoes at sea,
more crowded shipping lanes, and the risk of boiler ex-
plosions. Marine underwriting thus remained highly vol-
atile. Growing competition ensured long periods of fall-
ing premiums and profits in the third quarter of the
nineteenth century. Losses through naval and military
action increased, for example during the Russo-Japanese
War of 1905, and underwriters became increasingly re-
luctant to continue to include war-related risks in their
policies. At the outbreak of World War I in 1914 the in-
surance of all British ships was transferred to a new gov-
ernment war-risks scheme, though private insurers con-
tinued to cover foreign shipping. This heralded the
expansion of the state’s role in insurance markets.
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Between the world wars the stagnation of interna-
tional shipping left marine underwriters subject to wildly
gyrating markets. Economic nationalism, increasing re-
strictions on foreign companies, political instability, so-
cial conflict, currency fluctuations, and the Great Depres-
sion also made life difficult for insurers in new lines such
as trade-credit insurance. Their services were increasingly
supplemented by the state. The U.K. Board of Trade es-
tablished the first government export-credit insurance
program in 1919. This was designed to complement rath-
er than replace private trade-indemnity insurance. Other
countries also turned to export-credit and guarantee pro-
grams. In 1934 a group of public agencies came together
in Berne, Switzerland, to form the International Union
of Credit and Investment Insurers to regulate their busi-
ness, but this had little impact in the turbulent 1930s.
After World War II the process of decolonization opened
up new investment and trading possibilities, but also
brought with it new political uncertainties. A range
of new public-insurance and investment-guarantee plans
was established in both industrialized and developing
countries to stimulate capital and trade flows. Although
their collective regulatory impact remained weak, the
volume of trade and political-risk insurance they ac-
quired came to dwarf that of the private insurers—by
1984, U.S.$200 billion (Berne union members alone)
compared to U.S.$150 million.

Burgeoning defaults on debt in the Third World
pushed many of the public export-credit and insurance
agencies into financial difficulties in the mid-1980s, and
by the end of the decade the private insurers had recap-
tured a portion of the market. Export credits, however,
had by this stage become a tool of foreign policy by some
governments, notably the United States, and plans were
often reformed rather than abandoned. Public and pri-
vate provision of trade insurance continues to be com-
plementary. The latter is flexible but restricted—private
insurance of war, terrorism, and inconvertibility risks is
rare. The former offers such types of insurance but re-
stricts coverage on a political basis, and the contracts re-
quire more bureaucracy to complete. The debt crisis and
recent wars in the Middle East, however, demonstrate
that both public and private insurance can encourage the
continuance of trading in high-risk environments.

SEE ALSO Balance of Payments; Banking; Bunge
and Born; Finance, Credit and Money Lending;
Great Depression of the 1930s; Jardine
Matheson; Lloyd’s of London; Mitsubishi;
Mitsui; Treaties.
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FINLAND
A remote and sparsely populated corner of Europe, Fin-
land was for centuries a supplier of northern forest and
other primary products, such as furs, fish, tar, and tim-
ber. As the Baltic Sea and its gulfs joined it with Central
and Western Europe, it was, however, relatively easy to
carry even bulkier products to the international markets.

The first Finnish exports seem to have been furs.
Possibly such trade already existed in prehistoric times—
at least it was important during the Middle Ages, when
the provinces of present Finland were gradually incorpo-
rated into Sweden. Yet it seems that, in the beginning,
Low-German mercantile influence was more dominant
than the Swedish: Evidence of a German fur-trading sys-
tem has been found in the Finnish interior, and the major
burghers in the few medieval towns were of German ori-
gin. Gradually, the Swedish capital Stockholm gained
control over Western Finland—the Bothnian coast, in
particular—but the southern coast remained in the
sphere of the Hanse and, specifically, Tallinn, until the
late sixteenth century. In comparison, Finnish trade with
Russia was very modest.

Another important medieval export commodity was
fish, which mainly found markets in Estonia and around
Stockholm, typically in exchange for grain; this trade also
induced the import of salt, which was to remain the
number one import article until the nineteenth century.
Salt also was the first bulk commodity in the Finnish for-
eign trade, which meant that, until the late sixteenth cen-
tury, imports required much more cargo space than ex-
ports. In this respect, however, a major change was
brewing in the sixteenth century, with the growth of West
European demand for “naval stores.” While the Southern
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shores of the Baltic and Norway exported sawed wood
and timber, Finland gradually became the prime produc-
er of tar, which, being more valuable in relation to bulk,
was cheaper to transport from far afield. Finnish tar pro-
duction grew quickly during the first four decades of the
seventeenth century. Finland became the number one
producer of tar in Europe, albeit most Finnish tar was
sold abroad from Stockholm. Tar exports grew so large
that they changed the transport balance of Finnish for-
eign trade: Exports now required more cargo space than
imports. Tar production also connected the Finnish
economy with the West European “world system.”

By the late seventeenth century, the increasing West
European demand for timber had boosted the price of
sawed wood so much that it became possible to transport
it from the Gulf of Finland area. Dutch entrepreneurs
built the first big water-powered sawmills at the mouth
of the Narva River (in Estonia) in the 1680s, and after the
Great Northern War this new industry also became es-
tablished in the province of Wiborg, which had been in-
corporated with Russia in 1722. During the eighteenth
century, Russia, Finland, and Ingria developed into a
major center for the sawmill industry, with outlets in the
ports of Wiborg, St. Petersburg, and Narva. Even in
Swedish Finland the export of sawed wood increased, but
faster growth was experienced only in the nineteenth
century—after all of Finland had been incorporated with
Russia as an autonomous Grand Duchy. Around 1830,
the value of exported wood products already exceeded
that of tar, but even the export of tar grew slowly until
the 1860s.

As before, these exports went mainly to Western Eu-
rope, but with Britain favoring its North American colo-
nies, the Spanish and Mediterranean markets increased
their importance from the late eighteenth century on-
ward. This development was also connected with the fact
that salt (from southern Europe) remained the number
one import article until the early nineteenth century,
when grain—mainly from Russia—surpassed it in value.
Iron from Sweden also was an important import item in
the seventeenth and eighteenth centuries, but after the
political separation its role diminished, as did all trade
with Sweden.

FROM PRIMARY TO INDUSTRIAL EXPORTS

The real breakthrough of forestry industries took place
after the 1860s. Growing West European demand, the de-
crease of British timber dues, and the abandonment of
former restrictions of forestry exploitation made Finnish
sawed wood production and exports grow faster than
ever before: Between 1860 and 1913, the export volume
grew about twelvefold and the value twentyfold. The
birth of the modern pulp and paper industry further in-
creased the importance of the forest sector: From almost
nil, the export value of pulp and paper boosted to about
45 percent of that of sawed wood. Even the export of raw
timber, pit-props, paper-wood—in addition to the tradi-
tional export of firewood to Stockholm and St. Peters-
burg—expanded with the cheapening sea transport.
Overall, while the volume of exports grew almost nine-
fold, the proportion of all forest produce (by value) in-
creased from about 35 to 70 percent between 1860 and
1913. Sawed and raw wood mainly went to Central and
West Europe, while the paper industry found its markets
in Russia.

Finland
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Expanding exports also enabled expanding imports
and widened the scope of the latter. Thus, the propor-
tions of raw materials and machines increased, while
those of grain and other foods decreased slightly. On the
other hand, the import of salt, which already had been
surpassed by sugar before 1860, increased, but that was
because it was increasingly used as an industrial raw ma-
terial.

After Finland in 1917 became independent from
Russia, its trade with its former mother country (now So-
viet Russia) dwindled to a fraction of previous levels; in
exports, the proportion of trade with Britain increased,
and, in imports, that of Germany increased. The struc-
ture of exports remained similar, although the propor-
tion of forest produce further increased, approaching 80
percent. In imports, raw materials and investment goods
also increased their share to about 70 percent of the total.

After World War II, a number of important develop-
ments took place. First, the Soviet Union’s share of Fin-
land’s total foreign trade grew, reaching to over 20 per-
cent just before the collapse of the Soviet system.
Nevertheless, Central and Western Europe’s share re-
mained high, seldom sinking below 50 percent and
sometimes exceeding 60 percent. Trade with non-
European countries remained relatively small until the
1990s.

Overall, this was a period of improving value-added
of exports, resulting from a sustained move from timber
to paper products in forest industries. The exports by
metal industries also increased, partly because of the
growth of Soviet trade, and the electronic and informa-
tion technology industries experienced further develop-
ment. The move from bulky to high value-added prod-
ucts was also reflected by the fact that exports required
less cargo space in proportion to imports—a trend that
was strengthened by increasing oil (and later coal) im-
ports. Already in the 1960s, the volume of imports (in
tons) exceeded that of exports.

In the span of about five centuries, the role of foreign
trade in the Finnish economy has grown hugely. Around
1630, with tar trade already affecting large rural areas, the
annual value of exported tar corresponded to the annual
grain consumption of some 20,000 people, or 5 percent
of the population, suggesting a trade ratio (exports/GDP)
of only 2 percent. Around 1860, exports amounted to al-
most 10 percent of GDP, and they exceeded 20 percent
by 1880. After that, however, the ratio remained stable:
From around 25 percent in the 1920s and 1930s, it sunk
below 20 percent after World War II and increased only
slowly since then. After about 1975, however, the trade
ratio exceeded the earlier proportions; it reached over 30
percent at the turn of the millennium.

S EE A LS O Agriculture; Balance of Payments;
Baltic States; Cargoes, Freight; Cargoes,
Passenger; Common Market and the European
Union; Denmark; Free Trade, Theory and
Practice; GATT, WTO; Great Depression of the
1930s; Industrialization; International Trade
Agreements; Norway; Regional Trading
Agreements; Russia; Sweden.
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FLOWS OF FACTORS OF PRODUCTION
Factor flows refer to the movements of capital and labor,
two of the conventional factors of production, within the
world economy. These can take various forms. There are
short- and long-term capital flows; long-term capital may
be direct or portfolio; capital may come from private
sources, the public sector or institutional agencies. Simi-
larly, labor flows, measured by emigrant and immigrant
data, can be both short- or long-term. Although the com-
mon view is that emigrants remain in the reception
country, where they raise the next generation, the evi-
dence is that many return to their country of origin after
a number of years of work or upon reaching retirement
age. In the case of labor movements between southern
Europe and South America, so-called golondrinas (swal-
lows) left Italy and Spain at the end of their harvest cycle
in autumn for six months’ agricultural work in the
Southern Hemisphere, only to return home in time for
spring sowing in Europe. Similarly, many merchants in
Puerto Rico’s sugar and coffee trades were Mallorcan im-
migrants who returned to Europe with their financial
gains.

PUSH AND PULL

One traditional approach in explaining factor flows is via
“push and pull” analysis. “Push” refer to forces originat-

Flows of Factors of Production
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A 1915 photo shows immigrants arriving at Ellis Island after a voyage across the Atlantic Ocean. The island was the major
immigration checkpoint for the United States from 1892 to 1943. Documents of around 20 million immigrants were processed here
and provided a pool of labor that helped fuel the rapid growth of the country during that era. © BETTMANN/CORBIS. REPRODUCED BY

PERMISSION

ing in the country of origin, which effectively encourage
outward movement. “Pull” factors are those that attract
labor and capital into the reception countries. In the case
of capital, the push and pull influences are likely to in-
volve expectations about the relative level of financial re-
turns, taking into account issues of capital appreciation
and the perceived degree of risk. Low returns at home
and the expectation of higher profits abroad encourage
outward movement of capital. Labor movement is some-
what more complicated insofar as economic explana-
tions—the prospects of better jobs, higher incomes, or
cheap land—may not be the whole story. Social, cultural,
and political factors come into play as emigration is also
the result of persecution, religious intolerance, and cul-
tural deprivation at home. Pogroms, most notably in
tsarist Russia, forced Eastern European Jews to flee their
homes; Welsh settlers, fearing their culture was under
threat in the United Kingdom, preserved their way of life
in the Chubut in Argentina, free from English domina-
tion.

HISTORY OF FACTOR FLOWS

Before 1800 factor flows were marginal to the world’s
total capital and labor supplies, with a number of excep-
tions. One was the slave trade. Plantations in the West
Indies at first exploited indentured labor from the moth-
er country (particularly in the case of the United King-
dom), but white European settlers could not be attracted
to tropical and subtropical regions. Consequently, the
Caribbean Islands and European colonies in the Ameri-
cas imported African slave labor. Such were the riches of
the transatlantic slave trade, despite the appalling human
losses of the middle passage, that some scholars hold that
profits thus accumulated supplied the essential funding
for Britain’s early industrialization. What became the
United States was another exception, as the British colo-
nies there attracted both settlers and capital. Elsewhere,
large-scale demographic and capital movements re-
mained modest, the former usually associated with the
transportation of criminals, for example from the United
Kingdom to Australia.

Flows of Factors of Production
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The second half of the nineteenth century, when the
slave trade had been brought to an end, marked a new
departure in factor movement. Capital flows responded
rapidly to the changing economic conditions in the world
economy, and migration quickly followed. Cheap trans-
port by railway and steamship, improved information
flows about opportunities abroad, and the demonstra-
tion effect of the success of earlier settlers soon encour-
aged large numbers of European emigrants. Data on such
demographic movement comes from immigration re-
cords in the reception countries and from steamship
companies’ passenger manifests. Of the 45 to 50 million
who left Europe in the century before the outbreak of
World War I, the United Kingdom supplied about one-
third, mainly from the “Celtic fringe” of Ireland and
Scotland but also from the agricultural areas of England.
Italy was the next most important departure country.
The reception countries were overwhelmingly in the tem-
perate, sparsely populated areas of the globe where over-
seas European communities could be established. The
United States received about two-thirds of the migrants
from practically every departure country. Destination
countries such as Canada, Australia, Argentina, and Bra-
zil were more exclusive. Not surprisingly, Canada and
Australia overwhelmingly attracted British-based emi-
grants, whereas Argentina and Brazil received mainly
Southern Europeans from Italy, Spain, and Portugal.

Labor flows in the nineteenth century were not con-
fined to Europeans. Workers left Asia and the Far East
to work in tropical locations, where European survival
rates were poor. Although the numbers of Asian emi-
grants were probably lower than those of Europeans,
there is much uncertainty about the extent of Asian mi-
gration, as records are poor. Movement was not always
entirely voluntary, as overpopulated Indian and Chinese
villages forced communities to leave. Migrants were often
indentured laborers who agreed to work abroad for a
fixed period in return for pay and lodging and a guaran-
teed passage home. Labor and living conditions were
usually harsh. Chinese villagers worked in Peru, Indian
communities sprang up in Africa and the Far East, and
Japanese migrants went to South America.

Factor flows slowed after World War I as economic
nationalism spread to emigration controls and the world
depression deterred capital movement, especially in the
1930s. Both capital and labor continued to move across
borders, but at a reduced rate. After World War II, which
itself contributed to the migration eastward of millions
of Europeans, factor flows assumed a new intensity. Mul-
tinational investment and public funding pumped capital
around the world. Similarly, migration flows became
stronger, although both departure and destination coun-
tries changed. There was movement within Europe as

southern Italians sought work elsewhere, many Turks ob-
tained jobs in Germany, and Eastern Europeans moved
westward. Whereas in the nineteenth century Europeans
emigrated to their imperial possessions, now workers
from the Caribbean and the Indian subcontinent came
to the United Kingdom; North Africans from Morocco,
Tunisia, and Algeria entered France; and people from
former colonies in sub-Saharan Africa also moved to
their respective mother countries in Europe.

EFFECTS OF FLOWS

It is tempting to link the movements of the two factors,
but the correlations are imperfect. A country receiving
large numbers of emigrants will inevitably import capital
for the social infrastructure its new residents will demand
in the form of housing, schools, transport, and jobs.
Many emigrants bring capital with them to start their
new lives as farmers or entrepreneurs. At the same time,
a country importing capital is likely to create new eco-
nomic opportunities and enhanced job prospects that
will inevitably attract immigrants. In the nineteenth cen-
tury, for example, both capital and labor flowed to re-
source-rich temperate areas of the globe. But the reality
of factor flows is more complicated. France supplied
funds to the rest of the world second only to the United
Kingdom’s capital exports but provided few emigrants;
Italy supplied emigrants but little capital; India imported
huge quantities of mainly British capital but received few
immigrants. In the late twentieth century, too, the factors
flows are not well correlated. From the 1990s, for exam-
ple, Britain has continued her policy of exporting capital
but has now become a net importer of people.

Factor flows exercise considerable influence over the
direction and timing of international trade. Emigrants
naturally attract imports into their reception country
from the country of departure. Overseas lending tends to
return to the supplier country through return orders for
equipment and capital goods, sometimes by arrangement
in the shape of “tied” loans. Furthermore, countries of
recent settlement exploited inward factor flows to supply
the rest of the world with a wider range and greater quan-
tity of foodstuffs and raw materials. Canada, largely peo-
pled by British emigrants and supplied by British and
U.S. investment, revolutionized the world wheat trade
around 1900 and helped keep down the cost of imported
food in Britain.

The freedom of factor flows is one sign of an inte-
grated and open international economy. Both capital and
labor moved freely across borders in the nineteenth cen-
tury, and factor flows are an important feature of a global
economy. It is true, however, that at the start of the twen-
ty-first century capital probably moves more freely than
labor. While countries have largely removed exchange
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controls and permit currency convertibility, they are
busy devising the means to restrict labor flows and limit
the social consequences of large-scale immigration.

SEE ALSO Capital Flows; Labor, Types of;
Laborers, Contract; Population—Emigration
and Immigration.
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HENRY FORD
1863–1947

Henry Ford was a pioneer in the international produc-
tion and marketing of automobiles. The Ford Motor
Company began production in the United States in 1903.
Ford constructed his first foreign factory in Canada in
1904 and began production in Britain in 1911. By 1939
Ford was assembling vehicles in twenty-two other coun-
tries and had major manufacturing sites in Canada, Brit-
ain, France, and Germany. Ford was part of a broader
U.S.-led initiative to lower the price of cars by using in-
terchangeable components and producing vehicles in
large numbers. He revolutionized the industry in 1908
with the introduction of the Model T, the first interna-
tionally marketed low-cost automobile. Demand for the
Model T was so great that it required a revolution in pro-
duction methods. Between 1908 and 1913 Ford reduced
his reliance on skilled labor and divided the process of
producing cars into increasingly narrow tasks, culminat-
ing with the introduction of the moving assembly line in
1913. This led to a social crisis as Ford workers rebelled
at the new conditions of work. Suffering excessive rates
of labor turnover, Ford moved to reduce the hours of
work from nine to eight hours per day and doubled
wages to $5.00 per day in 1914. Despite Ford’s interest
in improving the standard of living of his workers he re-
sisted unions, becoming the last of the major automobile
makers to accept collective bargaining. Although ex-

tremely successful as a product and process innovator,
Ford was much less successful as an organizational inno-
vator. His failure to keep pace with the organizational
changes adopted by General Motors and Chrysler result-
ed in Ford being surpassed by General Motors in the
1930s.

S EE A LS O Automobile.
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FRANCE
Among European countries, except Russia, France is the
largest geographically and, until the nineteenth century,
had the largest population. Despite the temptation of au-
tarky, external trade played an important role in its histo-
ry, reflecting both the specificities of its economic devel-
opment and global trends.

1450s TO THE 1780s

France underwent a period of economic recovery and
territorial consolidation in the second half of the fifteenth
century. Its external trade grew till the 1560s. The estab-
lishment of the Lyon fairs revived the French isthmus
linking the Mediterranean Sea with Northern Europe
through the Rhône Valley. Most major French ports were
definitively added to the territory only at that time
(Rouen in 1449, Bordeaux in 1453, Marseille in 1481, and
Nantes and Britanny in 1491).

France was traditionally exporting salt and wine.
Other exports were mainly wheat, light cloths, and dye-
stuff. A large part of French trade, especially on the Medi-
terranean, was by and large under the control of Italian
merchants. Competition from the Netherlands and En-
gland, along with civil and foreign wars, impeded exter-
nal trade between the 1570s and the 1650s. The decline
in the role of Italian merchants contrasted with the rise
of the role of Dutch merchants in the Atlantic trade.

Headed by Jean-Baptiste Colbert (1619–1683) and
others, the French state conducted a mercantilist policy
from the 1660s to the 1780s. This consisted in encourag-
ing domestic industries, creating and promoting colo-
nies, and challenging Dutch supremacy. Many of Paris-
based initiatives, especially monopolist companies, failed.
Yet, in the second half of the seventeenth century the
available evidence shows a robust growth of French trade

Henry Ford
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Geography and composition of French external trade 
(1550s and 1787)
All numbers are approximations

1550s imports
Total 35 million livres

Total GDP: between 200 and 400 
million livres (openness rate: between 8 and 15%)

Italy and Near East 40% Silk products 40%

German and northern
states 19%

Gold and silver 26%

Spain 16%
Metals, weapons and
hardware 15%

Low Countries 10% Spices, alum and sugar 6%

England 8% Leather products 4%

Portugal 6% Other 8%

SOURCE: Compiled from Braudel and Labrousse (1970–1982), 
Daudin (2004), and Spooner (1972).

1787
Total imports: 645 million livres; 

Total GDP: between 5 and 6 billion
 livres (openness rate: between 10 and 12%)

Imports Exports Imports Exports

West Indies Industrial
29% 15% goods 20% 34%

Great-Britain and Agricultural
United States 23% 12% goods 20% 30%

Italy, Spain and 
  Portugal (incl. 
 their empires) 20% 24% materials 28% 6%

Other European Colonial
countries 20% 42% goods 32% 30%

Asia and Africa 18% 9%

Raw

total exports: 530 million livres.

 THE GALE GROUP.

despite the wars of Louis XIV (1638–1715); for example,
the number of French merchant ships of more than 100
tons doubled from 350 to 700 between 1664 and 1704.

The relatively peaceful first half of the eighteenth
century was even more favorable to the growth of French
external trade, which was not stopped by the wars of the
second half of the century. French traders, protected by
the system of the Exclusif, which banned foreigners from
trade with the French colonies, were able to exploit the
slavery-based prosperity of the West Indies (especially in
what later became Haiti) to supply Europe with sugar
and other colonial goods. France’s traditional industries
were widely exported to continental Europe. At the eve
of the French Revolution, France had just overtaken
Great Britain as the leading Western trading country.
However, the consequences of the trade treaty (Eden-
Rayneval) signed with Great Britain in 1786 revealed the
weakness of France in the new sectors of the Industrial
Revolution.

1790s TO THE 1910s

Civil disorder and external war had a catastrophic effect
on French trade during the Revolution and the Empire,
when the basis of the prosperity of the eighteenth-
century colonial empire was destroyed. Trade policy be-
came protectionist. France’s 1787 openness was not re-
covered before the 1840s, when from that date, a number
of custom duties were repealed. In 1860 France and Great
Britain signed the Cobden-Chevalier treaty, which set off
a movement toward free trade in Europe. In 1880 total
custom duties were equal to only 8 percent of French im-
ports. However, France came back to moderate protec-
tionism during the Great Depression.

Imports were mainly raw materials or the new prod-
ucts of the Industrial Revolution. Export specialization
was either in traditional agricultural exports (especially
wine), luxury and semi-luxury goods, or, in the early
twentieth century, new products such as cars. The new
colonial empire created in Africa and Indochina provid-
ed raw materials and served as a shelter for the less-
competitive French sectors. The rise of new industrial
countries and France’s lack of demographic and econom-
ic dynamism resulted in a relative regression of French
trade, which was overtaken by the United States and Ger-
many.

1920s TO THE PRESENT

The strength of the modern French sectors was con-
firmed in the trade upturn of the 1920s, but the world-
wide reduction in trade in the 1930s did not spare France.
After World War II the modernization of the French
economy lessened the need for the protected markets
supplied by the colonial empire and protectionist policy.
France was able to liberalize successfully, especially with
its partners in the European Economic Community (cre-
ated by the Treaty of Rome in 1957). Only its agricultural
sector is still protected (by the Common Agricultural
Policy) against non-European producers.

The increase of the share of industrial products in
imports—and the concomitant decline of the share of
raw materials—is a sign of French integration in intra-
industry trade patterns, in contrast with the cross-
industry trade pattern of the nineteenth century. This is
linked to the rising importance of Europe as a trade part-
ner. France is in 2003 the world’s fifth-largest merchan-
dise exporter and importer.
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FRANCHISING, INTERNATIONAL
The word franchising comes from Old French, meaning
“privilege” or “freedom.” In the Middle Ages a franchise
was a privilege or a right. Over the centuries the franchis-
ing concept has evolved, and this business innovation has
become a remarkable success.

There are two main types of franchises: product dis-
tribution, and business format. Franchising is character-
ized by a network of firms in which a manufacturer or
marketer of a product or service (a franchiser) grants ex-
clusive rights to local entrepreneurs (franchisees) to con-
duct business in a defined area using prescribed methods
over a specified time period. Franchising agreements
generally create a license to use a predefined business for-

The front of a McDonald’s restaurant in Beijing, China.
McDonald’s, the world’s largest food-service retailer, opened its
first international franchise in British Columbia, Canada, in
1967. The company’s business model charges a franchise fee to
individual locations, allowing them to profit from the existing
brand and systems, while adhering to specific guidelines. This
franchising model was used to expand overseas after the U.S.
market became saturated. McDonald’s first came to China in
1990. © EYE UBIQUITOUS/CORBIS. REPRODUCED BY PERMISSION.

mat for the distribution of goods and services. An impor-
tant part of this is a license to use intellectual-property
rights related to trademarks, signs, and know-how. The
franchiser who grants the license is paid a royalty by the
franchisee for the use of the intellectual-property rights,
the specific business format, and often a model business
plan. Such agreements provide the franchiser with a low-
cost, effective method of setting up a uniform network
of outlets for distributing its goods or services, and access
to a comparatively low-risk and well-tested method of
initiating a new business. Franchise agreements are often
combined with vertical restraints that may include non-
compete clauses and combinations of elements of selec-
tive distribution and exclusive distribution. Many people
think of fast-food restaurants such as McDonald’s when
they think of franchising, but there are many other types
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of franchising businesses: homes are bought and sold
through franchised real-estate companies, and we can
have our hair cut, clothes cleaned, pets cared for, or travel
across the world using franchised businesses.

Product-distribution franchises sell the franchiser’s
products; they are supplier-dealer relationships. In prod-
uct distribution the franchiser licenses its trademark and
logo to the franchisees, but usually does not supply them
with an integrated system to run their businesses. This
is the model for soft-drinks distributors, automobile
dealers, and gas stations.

The first wave of business franchises, known as tied-
house systems, sprang up in the eighteenth century
among German brewers, who contracted with taverns to
sell their brand of beer exclusively. The second wave ap-
peared in the nineteenth century when the U.S.-founded
Singer Sewing Machine Company sold their products to
its sales force, who in turn had to find markets for them.
This type of arrangement, known as product–trade name
franchising, involves using franchisees to distribute a
product under a franchiser’s trademark. Around the turn
of the nineteenth century oil-refinery firms and automo-
bile manufacturers began to grant the rights to sell their
products, and gas stations and automobile dealerships
grew rapidly as franchises after World War I.

It is no coincidence that this second wave of
franchising—product–trade name franchising—oc-
curred at the time when branded products were coming
into vogue. Improvements in transportation and com-
munications made it possible to cost-effectively stimulate
the broad demand for branded products for the first time
in history. Franchisers of this era discovered that
franchising could solve distribution problems with some-
one else’s capital while simultaneously expanding the
reach and value of their brands.

A&W Restaurants developed the third wave of
franchising, known as the business format, or “package,”
in the twentieth century. This type of franchising has
franchisees replicate in their local communities an entire
business concept, including product, trade name, and
methods of operation. For example, McDonald’s pro-
vides its franchisees with a tested menu, a global brand-
name, store location and design, operating procedures,
specialized equipment, advertising, and continuous
training through its Hamburger University. This entire
“package” is the format. This form has accounted for
most of the unit growth of franchising since 1950, and
became the most common type of franchise by the 1980s.

The postwar U.S. baby boom and consumer boom
contributed to the expansion of the hotel/motel and fast-
food industries. The fast-growing franchise industry in
the 1960s and the 1970s created opportunities as well as

Local citizens in Kuwait stand outside a Starbucks coffee
shop. Starbucks, founded in Seattle in 1971, expanded its
concept of retail coffee shops across the country without
franchising its locations. However, the company has franchised
with local partners in various countries, such as in Kuwait,
which was the first outlet to open in the Middle East. © ED

KASHI/CORBIS. REPRODUCED BY PERMISSION

abuses (e.g., fraudulent companies that took peoples’
money and did not deliver). The International Franchise
Association was founded in 1960 with the goal of
strengthening the entire industry.

The fourth wave of franchising offers “innovative”
solutions, including the use of strategic alliances based on
franchising principles to cut costs while generating new
sources of revenues. Introducing movie-based action fig-
ures through fast-food outlets is one example. Franchis-
ing has emerged in recent years as a highly significant
strategy for business growth, job creation, and economic
development. As a result, franchising is becoming one of
the most popular entry strategies for international retail
companies moving into international markets. It can
provide increased control over distribution and market-
ing without the obligations of ownership. It provides an
evolved way of managing intangible assets, such as quali-

Franchising, International

H I S T O R Y  o f  WO R L D  T R A D E  s i n c e  1 4 5 0 299



ty and brand, often more successfully than traditional in-
house processes and systems.

In addition, economic developments play a major
role in the formation and success of franchising. Over the
last several decades the West has witnessed a major shift
from what was primarily a manufacturing economy to
one dominated by service businesses. During this same
period, the franchising concept has matured with the de-
velopment and rapid success of business-format and stra-
tegic alliances. The parallel growth in the service sector
and in franchising has demonstrated how franchising’s
primary attributes (capital formation, motivated entre-
preneurs, standard systems and procedures of control
operations) can solve the inherent problems faced by
most service firms (small size, intangibility of services,
and quality control).

As franchising has matured in the United States, and
as markets for certain franchised products and services
have become saturated (such as fast-food franchisers),
international opportunities have developed at an unprec-
edented rate. Many other countries are experiencing
trends similar to those that made franchising so success-
ful in the United States. Improvements in transportation
and communication systems have made controlling for-
eign franchisees easier, and many Western innovations
have met with rapid consumer acceptance, facilitating
high levels of global standardization.

The format franchise has grown enormously in re-
cent years. The 1980s and 1990s were periods of rapid in-
ternational expansion for business-format franchises.
The success of U.S. franchisers abroad often spawned im-
itators who set up franchising systems of their own. The
development of international franchising by non-U.S.
franchisers has been swift (e.g., Benetton, the Italian-
based clothing franchiser with licensed outlets world-
wide).

The most common foreign-entry modes used by
franchisers have been by direct investment (subsidiary),
joint ventures, and granting rights to a master franchisee
that in turn subcontracts to local franchisees. Of these,
selling a master franchise is currently the most popular
and fastest way of entering foreign markets. Although
there may be a danger of loss of control and relaxed stan-
dards, this entry mode can be used when foreign regula-
tions are relatively restrictive, political and economic risk
is high, and the franchiser lacks resources in a particular
country.

Format franchisers have expand internationally by
“rolling out” the standardized “packages” that have been
successful in their home markets. Therefore, initial for-
eign markets have been selected because they are proxi-
mate and similar to the home market. However, as fran-

chisers have expanded across foreign borders to more
distant markets and diverse cultures, such as Southeast
Asia or Eastern Europe, some franchising systems have
been adapted from their original uses in the home mar-
kets in terms of product, place, price, and marketing
strategy.

S EE A LS O Globalization, Pro and Con; Jardine
Matheson.
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FREE PORTS
Free ports—in which merchants of all nationalities could
establish themselves without fear of discrimination and
where the entrance of goods, especially those intended
for reexportation, was free of taxes—constitute an ex-
tremely important phenomenon in the history of world
trade. They date from the early modern period. Although
previously there had been franchises and privileges in
several ports, their limited character, in the double sense
that they only affected merchants of a given nationality
and that they did not involve the suppression of customs
duties, means that there were no free ports before the six-
teenth century.

Livorno (sometimes called Leghorn in English),
Italy, constitutes one of the earliest and best examples of
an early modern free port. An outer port of Pisa, and of
Tuscany in general, Livorno owes its importance to the
decision by Cosimo I (1519–1574) and Fernando I de
Medici (1541–1587) to facilitate the establishment of for-
eign merchants in the city, regardless of their nationality
or religion. The first regulations to achieve this were en-
acted in 1566, 1592, and 1593, although the franchising
of goods coming into the city did not become general
practice until 1676.

Livorno’s fortune could not go unnoticed by its
neighbors, especially since at that time markets were con-
sidered to be static, so that the growth of any one port
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Gibraltar, a British territory located on the southern coast
of Spain. Gibraltar is a major port linking the Mediterranean
Sea and the North Atlantic Ocean. Because of its free-port
status, many of the world’s shipping lines use it as a key
destination along their trade routes. © STEPHANIE COLASANTI/

CORBIS. REPRODUCED BY PERMISSION.

had to come at the expense of its neighbors; thus Genoa
and Marseilles competed with Livorno for commercial
supremacy in the western Mediterranean. The method
used was the Declaration of Free Ports, a measure taken
in 1609 for Genoa and in 1669 for Marseilles. However,
neither of them was ever quite as open as Livorno, espe-
cially in relation to foreign merchants; this helped Livor-
no remain the region’s main port for merchants from
Northern Europe and the western Mediterranean. The
franchises awarded to Marseilles did nevertheless stimu-
late industrial as well as commercial activity there.

From the seventeenth century onward the number
of free ports continued to increase. The authorities in-
tended the franchises granted to certain ports—always in
limited numbers, so as not to reduce the income from
customs duties—to be used to modify the direction of in-
ternational traffic to the benefit of the country. During
the late eighteenth century the main free ports of the
Mediterranean region from west to east were: Gibraltar
(1706), Marseilles (1669), Nice-Villefranche (1613 and
1666), Genoa (1609), Livorno (1676), Civitavecchia
(1630 and 1696), Messina (1732), Ancona (1732), Trieste
(1719), Fiume (1719), and Malta (1800). On the Atlantic
coast, from south to north, they were Bayonne (1784),
Lorient (1785), Dunkirk (1662, 1681), Ostend (1719),
the Hanseatic cities Altona, Denmark (1664), and Marst-
rand, Sweden (1772).

The two greatest commercial powers of early mod-
ern Europe—the United Provinces and Great Britain—
did not consider the existence of free ports to be neces-
sary. The duties demanded in Dutch ports and, to a lesser
extent, in British ports, were so low that there was no
need for free ports to maintain competitiveness. The
proof that the Dutch and British were not hostile towards
the establishment of free ports per se can be found in
America. All the commercial powers in the Caribbean
and West Indies—with the exception of Spain—
established free ports in order to vie with their rivals for
the continent’s markets and to channel the outward silver
and colonial products. The main ports enjoying this sta-
tus were: Curaçao (1675) and St. Eustatius (1737), be-
longing to the United Provinces; St. Thomas and St. John
(1764), which belonged to Denmark; Martinique and
Guadeloupe, which belonged to France; Jamaica and
Dominica (1766), belonging to Great Britain; and St.
Bartholomew (1784), which belonged to Sweden.

FROM FREE PORTS TO FREE ZONES

The end of the ancien régime (old regime) and the reorga-
nization of the European and American political maps
ended free ports as they had been known before. In the
name of equality among all French citizens, but also as
a means to combat contraband and to reduce competi-
tion from foreign products, the Government of the Con-
vention abolished free ports in 1794. The unification of
Italy, likewise, brought with it the disappearance of free
ports from 1866 to 1872 onward, as the national govern-
ment claimed Italy’s political and economic unity was in-
compatible with the maintenance of special customs re-
gimes. Meanwhile, free ports in the Caribbean and West
Indies declined as the new Latin American states opened
direct trade with the United States and maritime powers
of Europe.

The place that was once occupied by free ports was
taken over, from the end of the nineteenth century, by
other forms of organization of international trade, in-
cluding free zones. Unlike free ports, whose franchises
extended to entire cities, free zones are clearly demar-
cated spaces within a port or city, where goods can be in-
troduced without paying customs duties and without
being subject to any type of fiscal inspection. These goods
can be stored, classified, manufactured, and finally ex-
ported without paying customs duties, unless they are
going inland, in which case the relevant taxes must be
paid.

Before World War I, European free zones were in the
old Hanseatic cities of Hamburg and Bremen, which only
entered the German customs union in 1888 in exchange
for free-zone status and large investments in their port
facilities. Copenhagen (1892), Genoa (1877), Trieste
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(1891), and Fiume (1891) had similar arrangements.
France and Spain had extensive debates about the estab-
lishment of free zones in some of their ports beginning
in the late nineteenth century. The opponents of free
zones claimed the franchises awarded to certain ports in
the country would have a negative effect on the others:
they would facilitate contraband and they would intensi-
fy the competition from foreign products. Besides, to
what extent could the success of ports such as Hamburg
be attributed to the existence of a free zone? Had the
ports of Antwerp and Rotterdam not experienced
growths similar to—if not greater than—that of the port
of Hamburg, without the existence of a free zone? Could
profits similar to those expected from the free zones not
be obtained through a different set of measures, such as
the establishment of a temporary admissions regime for
goods, that is, the free import of goods as long as they
are exported in the same conditions or remanufactured
within a short period of time?

The increase in the number of free zones in countries
where they already existed, and the spread of the system
to many others that previously lacked them, leaves little
doubt that those in favor of free zones managed to con-
vince public opinion and governments of the advantages.
In the United States the 1934 Foreign Trade Zones Act
authorized the establishment of “free ports” in the coun-
try, but with a prohibition on manufacturing. The first
to open was New York, in 1937. Since then the number
of foreign trade zones has continued to increase, and cur-
rently there are more than 600 worldwide. Many of them
are no longer found on coasts, but inland, near interna-
tional airports or near borders. The franchises that Singa-
pore and Hong Kong have offered since 1823 and 1841,
respectively, extend to the totality of their territories,
making them authentic free ports. Singapore and Hong
Kong head the ranking of the most active ports in the
world. Along with their excellent geographical locations
and their free-port status, their success can also be ex-
plained by the perfection of their infrastructures and the
efficiency of the banking and insurance services they pro-
vide to economic agents operating there, as well as by
their intense industrial activity.

SEE ALSO Calcutta; Cartagena; Charleston;
Gdansk; Harbors; Havana; Hong Kong; La
Rochelle; Lisbon; Liverpool; London; Los
Angeles–Long Beach; Madras; Melaka; Mumbai;
Nagasaki; Nantes; Navigation Acts; New
Orleans; Newport; New York; Rotterdam;
Shanghai; Shipping Lanes; Ships and Shipping;
Singapore; Smuggling; Sydney; Veracruz;
Yokohama.
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FREE TRADE, THEORY AND PRACTICE
The term free trade usually refers to the free exchange and
movement of goods without any restraints from the state.
In its purest form, free trade in international commerce
would imply a complete lack of tariffs, quotas, or other
barriers to the import and export of goods.

THEORY AND PRACTICE THROUGH THE
NINETEENTH CENTURY

Although it is almost never observed in practice, free
trade and the general problem of optimal commercial
policy have been of interest wherever cities, kingdoms,
regions, and nation-states have had jurisdiction over the
economy. Coherent arguments over the desirability of
free trade or trade restrictions were mostly coincident
with the birth of modern economic thought in seven-
teenth- and eighteenth-century Europe.

The modern nation-state, with its expanded admin-
istrative capacity and its overarching need for revenue to
maintain large armies and to conduct increasingly expen-
sive wars, found that commercial policy often overlapped
with questions of foreign policy. Considerations of trade
and tariff were often interspersed with concerns about
which countries the people should be allowed to trade
with. Early arguments about free trade were mostly ad-
vanced in a negative form. Many writers in the seven-
teenth century felt that trade should be an extension of
foreign policy, and that restricting trade to ensure a sur-
plus of exports over imports contributed to a nation’s
prosperity.

The clearest statement of this view comes from
Thomas Mun (1571–1641), who wrote that “the ordinary
means therefore to increase our wealth and treasure is by
foreign trade, wherein we must ever observe this rule; to
sell more to strangers yearly than we consume of theirs
in value” (1664, p. 11). This view—often labeled mercan-
tilism—associated wealth with the hoarding of precious
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metals and coin or specie. For the mercantilists, trade was
war, and they assumed that for every trade winner there
was a trade loser.

Other writers criticized this view, but the mature ex-
pression of this view came about with the work of Adam
Smith (1723–1790) in his book An Inquiry into the Na-
ture and Causes of the Wealth of Nations (1776). Smith
noted that wealth did not rely on specie or bills of ex-
change, but instead came about through the enrichment
of a nation’s inhabitants through trade. Voluntary trade
was mutually beneficial, and extensive trade served to
promote specialization, which led to greater gains from
trade. Furthermore, it made no sense to think about pro-
moting permanent surpluses because countervailing
forces existed that moved in the opposite direction. It was
the circulation of goods and services that was the true
lifeblood of the nation. Modern economists would say
that the mercantilists ignored the equilibrium consider-
ations of world trade, in which surpluses would be self-
correcting. Mercantilists were also mistaken in that trade
was really a positive-sum game that enhanced the welfare
of both parties to the exchange.

David Ricardo (1772–1823) further advanced these
ideas and developed the theoretical models that were to
establish the modern literature on international trade. All
nations would benefit if they produced goods in which
they had a comparative advantage while trading with
each other. This idea is especially deep and profound,
and it is often mistakenly confused with absolute advan-
tage, in which one nation can produce all goods more
cheaply than any other. But comparative advantage
merely requires that one produce goods which have the
lowest relative opportunity cost. Hence, all nations have
a comparative advantage in something.

Despite the theoretical interest in free trade, and the
immense importance accorded by intellectuals and poli-
ticians to the influences of Smith, David Hume (1711–
1776), and other thinkers of the Scottish Enlightenment,
few nations cared to adhere to such a policy. Often this
did not stem so much from any ideological consider-
ations as from practical ones. The state needed revenue,
and taxing trade—both international and domestic—was
often the most convenient means of acquiring income.
Furthermore, then as now, special interests often benefit-
ed from restricting or controlling commerce, and were
able to influence national policy to suit their demands.

Prior to the eighteenth century, only the Netherlands
worked to promote anything vaguely resembling a free-
trade policy with relatively modest mercantilist restric-
tions. Scholars have usually attributed its economic suc-
cess to Holland’s development of both domestic and in-
ternational trade, and especially to the gains derived from
the nation’s leadership in expanding European trade.

Nonetheless, Holland was no doctrinaire free trader, and
used tariffs and regulations to suit the needs of the state.

There are exceptions to the general arguments about
free trade, notably the cases in which a nation has a high
degree of monopoly power in the world market, or in
which tariffs are used to protect infant industries for a
limited time period. The former case requires that the
market leader establish an optimal tariff but go no
higher, and it presumes that other states do not retaliate
by imposing tariffs in return. Ironically, it is often the
states that have no market power to influence world
prices, and hence gain nothing from protection, that are
among the likeliest to impose tariff barriers. Similarly, the
rare case of infant-industry protection requires tempo-
rary tariff protections for some fledgling industries.
Again, the political economy of government regulation
usually leads to established industries in decline getting
the bulk of protection. Even when infant industries are
properly shielded, the temporary restrictions turn into
permanent barriers that are difficult to remove once they
have exceeded their usefulness.

Customs duties, and to a lesser degree, prohibitions
and quotas, were the central tools of the state. The in-
come derived therefrom accounted for a significant share
of the budgets of the leading Western nations. Britain be-
came especially dependent on customs and excise duties
of various sorts, particularly on goods such as wines, lin-
ens, and silks, which featured prominently in the trade
of her great, rival France. This policy of restricting wine
imports, especially French, was the outcome of the al-
most continual struggles between Britain and France
from the late 1600s to the end of the Napoleonic Wars
in 1815. These wars led to nearly prohibitive duties on
French products, notably wine and spirits that were
meant to discriminate against the French and in favor of
British beer and spirits, colonial products, and alcohol
from friendly nations, especially Portugal.

When changes in the political and ideological cli-
mate moved Britain toward the promotion of free trade
in the nineteenth century, the nation was hindered in
these efforts by the importance of special interests arising
from long-standing restrictions on trade. Efforts to lower
tariffs dramatically began to take effect after the 1840s
when a variety of agricultural restrictions known as the
Corn Laws were removed. The period from 1842 to 1860
saw the removal of virtually all the major tariffs except
those on coffee, tea, sugar, tobacco, wine, and spirits,
which remained important obstacles to full free trade.

Eventually, the rise of a promarket ruler in France—
Napoleon III (1808–1873)—coupled with a much weak-
ened agricultural and brewing lobby in Britain led to the
signing in 1860 of the Anglo-French Treaty of Com-
merce, a bilateral trade agreement of truly historic signif-
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icance. This treaty between the leading powers of Europe
caused almost all the other European nations to sign bi-
lateral, most-favored-nation agreements with Britain and
France throughout the 1860s, thus linking Europe into
an extremely free and open market—in some ways, more
open than the European Union today. The late nine-
teenth century was also a period of unprecedented eco-
nomic growth in Western Europe, with rising standards
of living at all levels of society, interrupted only by the
coming of World War I.

THEORY AND PRACTICE IN THE TWENTIETH
CENTURY

Today, arguments for and against trade have shifted away
from issues of economic growth towards social concerns.
The most notable of these objections comes in the form
of the anti-globalization movement. This is a difficult
group to pin down because globalization is a rather vague
concept, and the objections to it are varied and often in-
coherent. Oftentimes, the objections amount to criti-
cisms of markets per se, whether or not international
commerce is involved.

The most focused of the arguments against global-
ization and increased international trade either rehash
old protectionist arguments or point to the plight of
those working in inefficient industries that are displaced
by trade. The latter is a serious issue that should be ad-
dressed properly by aiding the workers retraining, mov-
ing, and transferring to different industries. Most of the
time, however, attempts to shield people in such indus-
tries merely postpone the inevitable, and create wide-
spread harm throughout the economy that is less concen-
trated and visible but that is more damaging in the long
run. Moreover, most of the changes in industry that lead
to moving factories or work abroad have less to do with
international trade than with technological change. Even
in a world of limited international trade, high rates of
technological innovation would mean that certain indus-
tries would decline. New innovations often work by de-
stroying old markets and old ways of doing business.
This, more than trade, is responsible for the unrest asso-
ciated with globalization.

A more serious set of potential problems arises with
the environment. If there are externalities rising from
missing markets, as is the case with airborne pollutants,
then trade will tend to exacerbate these problems. But
here again, the culprit is not trade per se, but rather exter-
nalities. Air pollution due to missing markets is a prob-
lem whether or not international trade is brought in.
Moreover, complaints about the environmental effects of
trade often mask the conflict between rich and poor na-
tions. Richer nations are liable to be more willing to trade
economic growth for lower pollution. Poor countries

might reasonably worry less about clean air when the
problem of simply feeding their populations is most
acute. Here too, the market solution would encourage
tradable pollution rights, which would benefit all partici-
pants, and it would encourage rich nations with a strong-
er interest in a cleaner environment to make side pay-
ments to the poorer ones.

Most of all, cutting off trade has dynamic effects.
Most of the time, the poorest nations are those with the
most dysfunctional governments, full of corruption, inef-
ficiency, and nonliberal institutions. Trade tends to put
some pressure on nations and firms to become more effi-
cient. The more open the trade, the harder it is to keep
weak industries going purely for the benefit of a small
group. Vested interests work to limit change. Historians
Stephen Parente and Edward Prescott (2001) noted that
laws were often used to stifle innovation, such as the lim-
its on increasing the number of looms per worker in
India in the early twentieth century. This, coupled with
high textile tariffs, contributed to the relative decline of
Indian textiles in competition with Japan. It is not a sur-
prise that all of the most closed economies today—such
as North Korea—are also among the poorest and most
backward.

Despite all the arguments for and against free trade,
it is not the science that seems to matter. Unsurprisingly,
the tariffs most often observed in the real world do not
conform to any theoretically efficient regime, and are
better explained in terms of interest-group politics rather
than putative efficiency. Furthermore, the professional
consensus notwithstanding, free trade has always had
very mixed public support, as the benefits are usually dif-
fuse and slow in spreading, whereas those adversely af-
fected are visible and concentrated.

S EE A LS O Globalization; Most-Favored-Nation
Provisions; Theories of International Trade.
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FUGGER FAMILY
The Fugger family dates back to fourteenth-century
Augsburg, Swabia, where they worked in the textile busi-
ness (fustions). In the following century they founded a
merchant house (Handlung) and entered into invest-
ments in silver and copper mining. They became famous
in 1488 when they received the use of the silver mine at
Schwaz in exchange for a loan of 150,000 florins to Arch-
duke Sigismund the Münzreiche of Tyrol, who became fa-
mous for his monetary reform, such as a the creation of
heavy silver coins. They acquired a silver and later a cop-
per monopoly in Tirol and Hungary (Slovakia) because
neither Sigismund nor his successor Maximilian paid
back the growing debt. This encouraged the Fuggers into
further lending, led by Jacob Fugger the rich (1459–1525)
in favor of Habsburg rulers. In 1519 Jacob Fugger raised
543,585 florins of the bribes necessary for the royal elec-
tion of the young King Charles (the later Emperor
Charles V). By this means the Fuggers hoped to gain
royal imperial support against the anti-monopoly and
anti-usury campaign directed by the German Reichstag
against the South German merchant houses.

The imperial military expeditions against the Turks,
France, and later of Spain during the Dutch revolt re-
quired continuous credits. The Fuggers lent the Emperor
money at Antwerp or supplied him with money via an
exchange market elsewhere. The money was to be re-
deemed on the Castilian Fairs (Medina del Campo) or in
Seville by assignments to Spanish fiscal income or the ex-
pected silver fleets. However, with the first Spanish state
bankruptcy decree (1557), all payments of assignments
to fiscal income were suspended, the precious metals of
the incoming fleets confiscated. Since the Fuggers re-
mained with the Spanish crown, trying to realize at least
some of the claims, they witnessed more losses in the fol-
lowing Spanish state bankruptcies of 1575 and 1607.
However, they avoided the fate of the Welsers, who went
bankrupt in 1614, due to the suspension of payments by
France and Spain. The Fuggers later retired to their land-
ed estates. They were replaced by other Augsburg mer-
chant bankers such as the Paler, who tried to combine
foreign trade with (deposit) banking and industrial de-
velopment, avoiding the risks of credits to a sole powerful
debtor. There was neither specialization nor innovation
in the business of the Fuggers, which represented, above
all, the most developed form of the late-medieval family
companies, differing from their predecessors only with
respect to their worldwide activities and the concentra-

tion on Habsburg rulers. With regard to their exchange
business they resembled the Italian merchant bankers of
the Middle Ages. They maintained a wide network of
branches and factors in the major markets and exchange
places of Europe, aiming primarily to advance funds by
bills of exchange, making big profits by exploiting the
fluctuations of the money markets.

S EE A LS O Banking; Finance, Credit and Money
Lending; Germany.
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FURS
Furs can be classified as either fancy or staple. Fancy furs
are those demanded for the luster and beauty of their
pelts—fox, mink, or ermine—and are fashioned by furri-
ers into garments. Staple furs are sought for the quality
of their wool, which is the short, softer hair that grows
next to the animal skin protected by long, stiff hair called
guard hairs. Although a commercial trade in both of
these types of furs has existed for centuries, from the
early sixteenth century the commercial trade shifted to
North America. Starting from a haphazard exchange be-
tween fishermen and Native Americans, by the end of the
seventeenth century there was an organized trade
through Montreal, Albany, and Hudson Bay. Trade from
Montreal went north and southwest. Only with Jay’s
Treaty was this separated into two distinct trades. Jay’s
Treaty in 1794 defined the boundary between the United
States and Canada. The trade from Montreal, which had
gone southwest, became the American Fur Company,
and the trade to the northwest became the Northwest
Company.

The shift from Europe to North America was due to
depletion and over-exploitation of the European stocks.

Furs
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What made North America an excellent source of supply
was both the relatively unexploited nature of the area and
the severity of the winters in the subarctic regions of the
continent. In addition, prior to the introduction of a
commercial trade, animal pelts were used for clothing
and internal trade; with a commercial trade, pelts could
be used to purchase European trade goods. Indians were
the primary agents in the North American commercial
fur trade; they hunted and traded the pelts to European
intermediaries in a voluntary exchange.

Native American traders were astute, purchasing
only those commodities that met their specifications. In
addition to necessities such as iron pots, awls, blankets,
and guns, Indians consumed a remarkable variety of lux-
ury goods—beads, combs, mirrors, rings, shirts, and
hats. The share of their expenditure on luxury goods in-
creased dramatically.

The ability of native traders to purchase such a wide
range of European commodities was the result of a strong
and growing demand in Europe for beaver and felt hats
and thus for the staple pelts used in their manufacture.
Although styles changed, the material used to make
men’s hats remained a constant—wool felt. By the six-
teenth century, beaver wool came to dominate. The bea-
ver hat remained the height of fashion until the introduc-
tion of the silk hat in the nineteenth century.

The transformation of beaver skins into felt and then
hats is a highly skilled process. First the short hairs must
be separated from the pelt. In Russia, where there was a
long tradition of working with beaver, felters had perfect-
ed a technology of combing the beaver pelts to remove
the wool hairs. Despite attempts to keep the technology
secret, combing became known in Western Europe by
1700 and brought an end to the export of English and
French pelts to Archangel, Russia, and reimportation of
combed wool.

Separating the beaver wool was only the first step.
Normally these hairs are covered in keratin, but to make
felt some of the barbs on the hairs must be open. Felters
experimented, often unsuccessfully, with ways to do this.
Furs imported from North America generated a subset
of furs whose guard hairs had been removed and the ker-
atin broken down. These were pelts worn by the Indians
and called coat beaver, or castor gras. Parchment beaver,
or castor sec, were those furs which were simply dried be-
fore being traded. The constraint of fixed proportions of
coat and parchment beaver was relaxed with the intro-
duction of a chemical process called carrotting, which
turned parchment into pseudo-coat beaver. The process
consisted of diluting salts of mercury in nitric acid, which
was brushed on the pelt. Unfortunately, felters and hat-

ters were forced to breathe the mercury vapor, with seri-
ous consequences for their nervous systems—thus the
phrase mad as a hatte.

A commercial trade continued in Canada through
the twentieth century. The influence of animal-rights or-
ganizations led the Hudson’s Bay Company to close its
fur division in the 1990s, with serious losses for Canada’s
First Nations, a generic Canadian term meaning the ab-
original peoples collectively.

S EE A LS O Astor Family; Canada; Laborers,
Native American, Eastern Woodland and Far
Western; Textiles; United States.
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VASCO DA GAMA
1469?–1524

Vasco da Gama was born in Portugal, probably in 1469,
and died in India, at Cochin on the southwest coast, on
Christmas Eve, 1524. From 1497 to 1499 he commanded
a fleet that made the first direct sea voyage from Europe
to Asia via the Cape of Good Hope. Gama’s voyage from
Lisbon to Calicut in India was the culmination of a cen-
tury of Portuguese expeditions, which slowly advanced
down the west coast of Africa until the Cape of Good
Hope was rounded in 1488. Ten years later Gama also
rounded the Cape, and then sailed up the East African
coast and over the Arabian Sea to India. He returned to
India twice as head of the Portuguese in Asia.

For many centuries before Gama there had been ex-
tensive trade between the Indian Ocean and the Mediter-
ranean. Goods were transported from the Indian Ocean
through either the Persian Gulf or the Red Sea, and then
overland to the Mediterranean. The route via the Cape
made it much easier to transport goods from the Indian
Ocean to Europe, for this was a nonstop route that did
not require goods to be transferred from ship to land
transport and back to ship.

SEE ALSO Empire, Portuguese; India; Lisbon;
Ships and Shipping.
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BILL GATES
1955–

Bill Gates is one of the wealthiest and most successful en-
trepreneurs in world history. His biography is insepara-
ble from Microsoft, a globally dominant corporation that
he cofounded and for which he serves as the “chairman
and chief software architect.” Gates’s interest in comput-
er programs first developed when he was a teenager at the
Lakeside School in Seattle, Washington. Gates entered
Harvard University but left in his junior year. He and
Paul Allen launched the Microsoft company in 1975.
Microsoft bought the rights to BASIC programming soft-
ware and adapted it to the Altair personal computer. This
first venture showed foresight, innovation, and impecca-
ble judgment, and Gates subsequently applied the same
business model to garner a commanding lead over com-
petitors in the software industry. In 1980 Microsoft en-
tered into a critical contract with IBM to license the DOS
operating system for use on IBM personal computers.
Microsoft went public in 1986 at an initial public offering
of $21 per share (valued around $8,000 in 2004). In the
1990s the company introduced its flagship Windows pro-
gram and successfully promoted the Internet Explorer
web browser. Federal, state, and international antitrust
agencies since 1990 have engaged in persistent scrutiny
into the legality of Microsoft’s business practices. The Bill
and Melinda Gates Foundation has made unparalleled
philanthropic contributions to global health, education,
and welfare, employing innovative policies that remedy
existing market failures in areas such as the development
and delivery of vaccines against tropical diseases.

S EE A LS O Capitalism.
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GATT, WTO
Between the collapse of the New York Stock Exchange in
1929, sparking the Great Depression, and the end of
World War II in 1945, international trade came to a vir-
tual standstill. A war immediately stops trading activities
between the nations at war with one another, and it re-
duces international trade by sea between allied nations
because there is a greater risk of vessels being attacked.
Also, during an economic downturn, many companies
fail, and those that remain functioning tend to focus on
less risky transactions with known customers who are
usually domestic rather than international.

A priority for trading nations at the end of World
War II was to promote the recovery of international trade
as soon as possible. Another priority was to put in place
measures that would prevent another catastrophe like the
Great Depression. In an effort led by the United States,
which had taken over from Britain as the leader in world
trade, three international organizations were planned to
regulate global economic and trade activities.

POST–WORLD WAR II ORGANIZATIONS

The International Trade Organization (ITO) was de-
signed to regulate international trade and to dissolve bar-
riers to trade. The International Monetary Fund (IMF)
was to address the balance-of-payments problems (of
countries that spent more than they earned). The World
Bank was to regulate international investment (regarding
companies that invest their money in commercial opera-
tions in another country). Although the IMF and the
World Bank came into existence, the ITO did not.

The charter proposed for the ITO, known as the Ha-
vana Charter, was completed in 1948. It provided for the
establishment of a permanent trade organization that
would create legal obligations for the United States, and
for this reason the U.S. Congress would not approve it.
Even though the United States was to be just one member
of the ITO, it was the dominant trading nation, and a
trade organization without it as a member would not
hold much influence. Therefore, the ITO was not estab-
lished.

THE GATT

While the Havana Charter was being drafted, govern-
ments negotiated with one another to reduce their trade
barriers. An example of a trade barrier is a quota restric-

tion, where a country places a limit on the quantity of a
particular type of good that can be imported. Another ex-
ample of a trade barrier is a customs tariff, which is a
charge a country taxes on goods that are imported. That
charge is paid by the importer of the goods, who then has
to charge more for the goods in order to recover the cost.
This has the effect of making the foreign imported goods
sell at a higher price, which means they are less competi-
tive compared to domestically made goods, which have
no such additional charge attached to them. Therefore,
the customs tariff was a barrier to trade because foreign
companies were more likely to consider it unprofitable
to export their goods, and as such, the domestic industry
was protected.

The negotiations between governments led to the
signing in 1947 of a provisional international agreement
for the lowering of trade barriers, known as the General
Agreement on Tariffs and Trade (GATT). The main aims
of the GATT were to reduce the ways nations favored
their domestic industries to just one type of trade barrier,
the tariff, and secondly, to progressively negotiate the re-
duction of tariffs.

When the ITO failed to come about, the GATT be-
came the main way international trade was regulated.
The nations that were part of it were called contracting
parties rather than member states because there was no
organization of which to be members; rather, each GATT
was a contract between them. Decisions on the GATT
were made collectively, and the GATT was updated over
a forty-eight-year period in a series of negotiations
known as rounds.

There were eight rounds of the GATT, in 1947, 1949,
1951, 1956, 1960 to 1962, 1962 to 1967, 1973 to 1979, and
1986 to 1994. The rounds took gradually more time, with
the eighth round taking eight years, because they became
more complex. Over time, the focus expanded from trade
in goods to trade in services, then to new issues such as
intellectual property (protection of things such as trading
names and symbols, known as trademarks, and inven-
tions that were patented to allow the inventor time to
trade without competition). Also, other groups were cre-
ated that fed into the negotiations, such as the United
Nations Conference on Trade and Development (UNC-
TAD), which focused on the special needs of the poorer,
developing countries.

THE WTO

The eighth round (1986–1994), known as the Uruguay
Round, resulted in agreement to create the World Trade
Organization (WTO), which in some ways was the real-
ization of the plans for the ITO nearly fifty years earlier.
The WTO was established in 1995 by the Final Act
Embodying the Results of the Uruguay Round of Multi-
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The main meeting room inside the World Trade Organization building in Geneva, Switzerland features nameplates of
member countries. The World Trade Organization was established in 1995 as an international body to create and enforce rules of
trade between nations. © JOUANNEAU THOMAS/CORBIS SYGMA. REPRODUCED BY PERMISSION.

lateral Trade Negotiations, otherwise known as the
Marrakech Agreement, or the WTO Agreement. This
agreement provided for an institutional arrangement
that would encompass the GATT.

In addition to the WTO Agreement establishing the
WTO, there were several other agreements, including:

The Agreement on Agriculture. This agreement aims
to restrict trade barriers such as export subsidies and
domestic support to just the tariff, and then to suc-
cessively reduce the tariff levels.

The Agreement on Sanitary and Phytosanitary Mea-
sures (SPS measures). These measures, which pro-
tect animal and plant health and are required for
food safety (for example, requirements for the pack-
aging and storage of food to be traded for sale) are
considered to be a legitimate barrier to free trade,
provided the requirements are indeed necessary.

The Agreement on Textiles and Clothing. Its aim is
to reduce the quota restrictions applied by countries
in the trade of fabrics and clothing.

The Agreement on Technical Barriers to Trade. Re-
quirements that goods be tested and certified before
they can be imported into a country can also serve
as a barrier to trade. These are considered legitimate
provided they are necessary.

The Agreement on Trade Related Aspects of Invest-
ment Measures (TRIMS). This aims to reduce in-
vestment measures that restrict international trade.
For example, some countries require companies to
buy local products to use in manufacture, or put
quota restrictions on imports, and these restrict free
trade.

The Agreement on Subsidies and Countervailing
Measures. Its aim is to reduce the amount of subsi-
dies governments give to their domestic producers.
It is considered acceptable to fund research, but not
to pay subsidies based on the amount of goods ex-
ported by the local company.

The General Agreement on Trade in Services
(GATS). GATS aims to free up trade restrictions in
services such as tourism, education, banking, air

GATT, WTO
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transport, and telecommunications. It also covers
the movement of service providers to offer their ser-
vices in other countries.

The Agreement on Trade Related Aspects of Intellec-
tual Property Rights, Including Trade in Counterfeit
Goods (TRIPS). This agreement covers intellectual
property and related rights, such as trademarks,
copyright, designs, and patents. The inventor has
sole rights to trade in their invention for a period of
time, to enable them to recoup the costs and reap the
benefits from the work they have done.

The Understanding on Rules and Procedures Gov-
erning the Settlement of Disputes (DSU). The DSU
provides a forum where disputes between states, or
actions brought by states on behalf of their mem-
bers, can be resolved. The states negotiate with one
another, often with the assistance of a third party. If
negotiations fail, a panel may be established to hear
the dispute and determine the outcome.

The WTO is different from the GATT in several
ways. Whereas the GATT is just an agreement, the WTO
is an organization. Whereas the GATT was international,
the WTO is global. Whereas the GATT was welcoming
of nations to join the negotiations, the WTO expects
them to bring their trade policy into line with WTO stan-
dards and state other commitments in a WTO Access
Agreement before they can join. And finally, the GATT
mainly focused on trade in goods, and to a lesser extent,
services and intellectual property. In contrast, the WTO
covers a plethora of things, including goods, services, and
intellectual property, but also investment measures, agri-
cultural trade, textiles and clothing, technical standards
and certification procedures, and it has a specific body to
handle the settlement of disputes between WTO member
nations.

The WTO has been the subject of much controversy.
While those in favor of it consider free trade to be the
best way to help poorer countries raise their standard of
living, others believe that the WTO is focused only on
profit from trade, and does not take into account impor-
tant social, cultural, and environmental factors. For ex-
ample, a refusal to accept fish imported from countries
that used nets that caught not only fish but also turtles
and dolphins was considered by the WTO Dispute Settle-
ment Body to be an unreasonable restriction to trade.

In 2002 a further round of trade negotiations, re-
ferred to as the Millennium Round, was launched to fur-
ther the aim of free trade. Its goal has yet to be realized.

SEE ALSO International Monetary Fund (IMF);
World Bank.
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GDANSK
Gdansk (German, Danzig), a major Polish city on the Bay
of Gdansk at the mouth the Vistula River on the Baltic
Sea, has been a trade center for northeastern Europe
since the fourteenth century. As early as the thirteenth
century Gdansk was an important link in the chain of
northern Germanic trading towns that comprised the
mercantile organization known as the Hanseatic League,
which virtually monopolized the trade of the Baltic and
North Seas until the seventeenth century. Throughout
this time, Gdansk was the main port of Poland and expe-
rienced rapid growth as an exchange hub, eventually sur-
passing in size other trading cities on the Baltic seaboard
such as Lubeck and Hamburg. In 1500 the number of
ships entering Gdansk reached nearly 800, importing and
exporting such staples as furs, wax, honey, salt herring,
silks, spices, and cloth. The city maintained a large trade
with the Netherlands and Russia, particularly in grain,
and handled most of Poland’s seaborne commerce trans-
ported northward from the Polish interior via the Vistula
River. The city’s fortunes were damaged severely, howev-
er, by the Thirty Years’ War (1618–1648), by the North-
ern Wars (1655–1660), and by bubonic plague in 1709.

The eighteenth century was turbulent for Gdansk
and the rest of Poland. Between 1772 and 1774 Prussia
and Russia acquired large portions of Poland in the so-
called First Partition of Poland, and they made Gdansk
temporarily a free city. In 1792 Russia and Prussia carved
out further territory from Poland, and the crushing of a
Polish revolt against foreign occupation caused the third,
and final, partition by Prussia, Austria, and Russia, which
obliterated the Polish state from the map of Europe.

At the end of the Napoleonic Wars (1799–1815), the
Congress of Vienna upheld the Polish partitions. Gdansk
became part of the German Empire as Danzig, the forti-
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fied provincial capital of West Prussia. Cut off from its
natural hinterland until 1919, Danzig ceased to be a cen-
ter of the Baltic trade and entered a period of economic
decline, though shipbuilding provided some compensa-
tion. After World War I, Danzig once again became a free
city with its own legislature under the protection of the
League of Nations, with a territory of 730 square miles
and a registered population of 407,000 (1929 census).
Though Danzig at that time was only 4 percent Polish,
the city was included in the Polish customs frontiers, and
Poland was granted free use of all waterways and of all
railways to Danzig and authority to conduct the city’s
foreign affairs.

Though overshadowed by large oceanic ports such
as Amsterdam and London, Danzig flourished during the
interwar years as a regional port serving the Baltic Sea
area. Shipping tonnage entering Danzig quadrupled be-
tween 1913 and 1938 to nearly 5 million metric tons, and
annual combined imports and exports rose more than
threefold to 7 million metric tons. In 1939, however, Ger-
many annexed Poland and Danzig, which saw heavy
fighting during World War II.

In 1945 Danzig was unconditionally returned to a
reconstituted Poland, and once again became Gdansk.
The city had suffered terribly during the war and, though
independent, was in the sphere of the communist Soviet
Union. In 1980 highly publicized workers’ strikes cen-
tered at Gdansk caused major political changes that even-
tually resulted in free elections in 1990 and 1991.

With political liberalization, Gdansk benefits from a
surge of investment into greater Poland, and is in the
process of privatizing and modernizing its shipyards, rail
facilities, and road system. The city remains a major re-
gional shipbuilding center as well as a container port and
petrochemical processing hub, and its economy is diver-
sifying into electronics and telecommunications. In May
2004 Poland joined the European Union. Gdansk is well-
situated to recapture an increasing part of the quickly
growing maritime trade through the Baltic Sea area.

SEE ALSO Agriculture; Cargoes, Freight;
Cargoes, Passenger; Chambers of Commerce;
Containerization; Free Ports; Hanseatic
League (Hansa or Hanse); Harbors; Port Cities;
Shipbuilding; Russia.
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GENOA
Genoa’s commercial development has always been linked
to its harbor and its proximity to the traffic routes toward
northern Italy and Central Europe. By the mid-1400s
Genoa was the heart of a vast and integrated trade net-
work extending from the Black to the North Seas. Geno-
ese merchants bought spices, sugar, dyeing products,
alum, silk, and cotton in the Black Sea’s emporiums;
grain, wine, and fabrics in Sicily and southern Italy; coral
and cork in Sardinia. Once collected in Genoa, the lighter
and most valuable of these goods were sent overland to
Lombardy, Germany, and Flanders. Heavier and less
valuable cargoes followed instead the longer but cheaper
coastwise route along the Iberian Peninsula, where olive
oil, soap, and wine were purchased, to England and the
North Sea. Fabrics were brought back on the return voy-
age. From the second half of the 1400s, the Ottoman con-
quest of the eastern Mediterranean forced Genoa to con-
centrate its commercial activities on the central-western
part of it, and on the Atlantic and the North Sea. Business
relations with the several Italian states, Provence, the Ibe-
rian Peninsula, and the archipelagos of the Atlantic were
therefore strengthened.

From the mid-1500s Genoa’s economic interests
shifted decidedly from trade to finance. Profits accumu-
lated thanks to international trade, allowing a powerful
aristocracy of merchant-banking families such as the
Dorias, the Spinolas, the Giustianianis, the Grimaldis, the
Lomellinis, and the Balbis to dominate the Spanish
Crown’s finance and to become, between 1550 and 1630,
the protagonists of the European capital markets. The
bankruptcy in 1627 of Philip IV of Spain (1605–1665)
caused very heavy losses and renewed interest in trade,
which also was fostered by the institution of duty-free fa-
cilities in 1609, and by the availability of export products
manufactured in the city, such as valuable fabrics and
paper. However, financial activities remained predomi-
nant: At the end of the 1700s the Genoese financiers ex-
tended their loans to nearly all European countries.

During the first decades of the 1800s Genoa’s import
trade consisted mainly in foodstuffs, groceries, and raw
material for urban consumption. Its exports were local
finished goods (paper, pasta, and fabrics) and agricultur-
al products (olive oil and citrus fruit).

Following Italian unification (1861), Genoa became
one of Italy’s most industrialized cities and the maritime
terminal for northern Italy, the country’s most economi-
cally advanced area. Since the early 1900s its trade has in-
volved above all the importation of industrial raw mate-
rials and fuels needed to supply both the city’s and Italy’s
production system, such as coal and oil, cast and scrap
iron, and textile fibers. Grain also was imported from
North and South America.

Genoa
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At the beginning of the twenty-first century Genoa
still is the premier port serving Italy’s major industrial
centers and one of the leading ports along the routes that,
through the Suez Canal and the Strait of Gibraltar, link
the Mediterranean to Asia, Africa, and the American con-
tinents. It is also the major European terminal for petro-
leum products. Its network of oil pipelines supplies the
refineries of northern Italy, Switzerland, and Germany.

SEE ALSO Agriculture; Black Sea; Cargoes,
Freight; Cargoes, Passenger; Chambers of
Commerce; Containerization; Free Ports;
Harbors; Italy; Mediterranean; Millets and
Capitulations; Port Cities; Spices and the Spice
Trade.
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GERMANY
During the late Middle Ages, urban landscapes emerged
in Germany that developed a regional specialization in
interregional and international trade. Most important in
this respect were the Rhineland, Upper Germany, the
Hanseatic coastal area, and Central Germany. In the
Rhineland, Cologne had become the major center of pro-
duction and distribution, while Frankfurt emerged as the
leading fair for the continental land trade between Flan-
ders and Brabant and the German South and Upper Italy.
With the rise of Antwerp in the fifteenth century, the ties
between Frankfurt and Antwerp strengthened, while Co-
logne profited from Amsterdam’s rise into the world’s
entrepôt. Although Cologne’s merchants were pushed
out of several direct trades (for example with England)
in the seventeenth century, Cologne became most impor-
tant for Dutch purchases and sales upstream on the
Rhine. From the hinterlands came wine, grain, and tim-
ber, while English cloth and herring were shipped in the
opposite direction. Frankfurt owed its rise to immigrants
from the Netherlands during the Dutch Revolt, who
turned Frankfurt into the leading fair and money market
of the Holy Roman Empire. Although Frankfurt faced se-

vere losses during the Thirty Years’ War and was super-
seded by the Leipzig fair during the second half of the
seventeenth century, it remained a leading banking place
and a luxury market for the German courts.

Upper Germany was characterized by the textile pro-
duction of linen and fustians. From larger towns, such as
Nördlingen, it spread to the countryside, were entrepre-
neurs, circumventing urban guild restrictions, found
cheaper sources of labor. Thus it is no wonder that the
Fuggers started their enterprise in the Augsburg fustian
business and then founded their merchant house and
made investments in silver and copper mining in the late
fifteenth century. The major technical innovation in the
latter field was the invention of liquation (Saigerver-
fahren), whereby silver was extracted from argentiferous
raw copper through the admixture of lead. This innova-
tion led, together with the discovery of argentiferous cop-
per deposits in Thuringia (Mansfeld, Hettstedt), Tyrol
(Schwaz), and Upper Hungary (Neusohl), to the Central
European silver mining boom.

The Fuggers owned smelteries and maintained facto-
ries in these areas, as they had acquired a silver and cop-
per monopoly in exchange for credits to Habsburg rulers.
The Fuggers channeled the metals on the European mar-
kets for precious metals: the Frankfurt and the Antwerp
fairs and the workshops of Nürnberg metalworkers.
Nürnberg was the most advanced industrial area, where
such processes as liquation, tinplating, and wiredrawing
had been invented. The city and its entrepreneurs orga-
nized the hinterland into a zone of mass production.
Craftsmen of the hinterland supplied in a putting-out
system semifinished ironware for finished Nürnberg
products (hooks, blades, knifes, needles, armors, wires,
etc.) destined for the European markets. So it was the
combination of different factors, such as trade, mining,
and industrial production, together with technical inno-
vations and the introduction of Italian bookkeeping and
banking practice, that gave Upper Germany superiority
in the German economy of the fifteenth and sixteenth
centuries. However, with the increasing importance of
Amsterdam and the maritime trade and the setbacks
caused by the Thirty Years’ War, Augsburg and Nürnberg
declined in economic power.

In the late Middle Ages, only the Hanseatic trading
system in the North was comparable to Upper Germany.
The Hanseatic League, a powerful association of towns
and cities, led by Lübeck, dominated trade, shipping, and
politics around the North Sea and the Baltic from the
thirteenth to the sixteenth century. Its trade ran on an
East-West line (Novgorod-Reval-Riga-Visby-Danzig-
Stralsund-Lübeck-Hamburg-Bruges-London) and had as
its basis the exchange of food and raw materials from
Northern and Eastern Europe with manufactured goods

Germany
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from Northwest Europe, thus creating a prospering trad-
ing area. However, in the fifteenth and sixteenth centu-
ries this system, based on trade privileges and not on
competition, was challenged by such competitors as the
Dutch, the Upper Germans, and the emerging power

states (England, Denmark, Sweden, and Russia), cancel-
ing the privileges of the Hanseatic merchants. Thus only
cities such as Hamburg or Gdansk that could fulfill indis-
pensable services (such as grain supply) for the rising At-
lantic economy and at the same time successfully adapt

Germany
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Western know-how were able to maintain and promote
their position in international trade in the early modern
period. Hamburg especially, which hosted Flemish and
Sephardic emigrants after the Dutch revolt, integrated it-
self into the exchange between West and East. Hamburg
was linked by a 500-mile waterway (and by the Oder)
with Central Germany and Central Europe and thus
maintained close connections with the Leipzig fairs,
whose importance was based on the exchange of Western
cloth for linen, copper, and silver. The links with the
linen-producing areas of Silesia, Bohemia, Saxony, and
Lusatia proved to be particularly useful. Thus hinterland
resources in Central Germany and Central Europe could
be brought into line with Hamburg’s export demands.
Moreover, the Elbe-Oder waterways provided Hamburg,
dealing in western European and colonial goods, a profit-
able channel into the emerging capitals of Prussia (Ber-
lin) and Saxony (Dresden). Due to the city’s consistent
neutrality and to its fortifications, Hamburg prospered
during the Thirty Years’ War. Besides the Netherlands,
England and the Iberian Peninsula were Hamburg’s most
important trading partners. Hamburg also was engaged
in the Russian trade and in France’s re-export trade
(sugar, coffee), which boomed in the second half of the
eighteenth century. In 1783, Hamburg merchants prof-
ited from American independence, and in the 1820s trade
connections were established with the independent Cen-
tral and South American states. Around 1850, Hamburg
had become the second most important European port
(in terms of volume), behind London, and by the end of
the nineteenth century it had expanded its trade to
Southeast Asia and Australia as well as Africa. Under the
German Empire, Hamburg built a large toll-free port and
supported the settlements of industries closely connected
with the import trade (food industries, coffee roasters,
refineries for copper and mineral oil, rubber processing).
Around 1900, 4.5 percent of the world’s trade volume
was loaded and unloaded in Hamburg. The world’s larg-
est shipping company, the HAPAG, had its seat there.

At the same time (around 1900), Germany as a
whole contributed to 11 percent of world trade. Howev-
er, during the nineteenth century the composition of
Germany’s export had changed significantly. By the end
of the eighteenth century (according to the Prussian sta-
tistics), the German export trade had consisted mainly of
foodstuffs and textiles (linens). By the end of the nine-
teenth century, manufactured goods, metal products,
and especially machinery products played the most im-
portant role. Germany dominated this trade along with
the United Kingdom. Chemicals, especially synthetic dye
stuffs, were also important. As a result of the world wars,
German trade fell into a deep crisis; it recovered its 1913
volumes only in the mid-1950s. Since then, trade levels
have continued to rise. In 1913, Germany had an export/

GDP ratio of 15.6, ranking behind the Netherlands (17.8)
and the United Kingdom (17.7). In 1992 it had a ratio
of 32.6, ranking third behind the much smaller Nether-
lands (55.3) and Taiwan (34.4).

S EE A LS O Agriculture; Balance of Payments;
Baltic States; Banking; Books; Boycott; Canals;
Cargoes, Freight; Cargoes, Passenger; Common
Market and the European Union; Depressions
and Recoveries; Ethnic Groups, Jews; Free
Trade, Theory and Practice; Fugger Family;
GATT, WTO; Gdansk; Great Depression of the
1930s; Hamburg; Hanseatic League (Hansa or
Hanse); Imperialism; Industrialization;
International Trade Agreements; Iron and
Steel; Krupp; Markets, Stock; Mexico; Mining;
Nationalization; Pharmaceuticals; Regional
Trading Agreements; Rothschild Family;
Rubber; Russia; Shipbuilding; Siemens; Toys;
Wars; Wine.
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JEAN PAUL GETTY
1892–1976

Jean Paul Getty inherited his father’s oil business, George
Getty Inc., and became its president and general manager
in 1930. His fortune came from profitable acquisitions on
the stock market, beginning during the Great Depression.
In 1937 he took control of the Tidewater Association Oil
Company; subsequently, he acquired Skelly Oil Compa-
ny and Missouri Oil Company. The three companies
were merged in 1956 to form Getty Oil, whose assets were
worth more than U.S.$3 billion in 1967. In 1949 Getty
paid U.S.$9.5 million for a sixty-year concession on half

Jean Paul Getty
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of a neutral barren tract between Saudi Arabia and Ku-
wait. After an initial investment of U.S.$30 million,
Getty’s speculation paid off. He found enormous quanti-
ties of oil in the tract, which came to produce over 16
million barrels of oil per year. By the early 1960s Getty’s
financial empire included holdings in oil and natural gas,
as well as gold and uranium mines, a copper deposit,
vineyards, orchards, grazing lands, timberlands, refin-
eries, and chemical plants. He was declared the richest
man on earth by Fortune magazine in 1957. Always an
avid art collector, Getty left a large portion of his wealth
to the J. Paul Getty Museum Trust. Designed as a replica
of a Roman villa, the Malibu museum houses paintings,
sculpture, and eighteenth-century French furniture.

SEE ALSO Petroleum.
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GHANA
The Gold Coast was one of the three key areas for inter-
national trade on the west coast of Africa at the end of
the Middle Ages. Trading posts and forts were established
there by the Portuguese (Cape Coast Castle, El Mina in
1482, Accra in 1515) and the Dutch (1598), and then also
by the Danes (beginning from 1650), who in 1661
founded Christiansborg in the heart of modern Accra,
while the British also gained a foothold there (Accra in
1644). Merchants traded extensively in slaves. The main-
stay of trade in what would become modern Ghana was
focused on the interior: gold and slaves were traded in
the north via the Saharan trails because the southern re-
gion was covered in thick tropical forests. It was here that
the Ashanti state became established at the end of the sev-
enteenth century, developing rapidly until the early nine-
teenth century. It controlled the Fanti coastal principali-
ties, and in the north it kept a check on the inroads of
Hawsa merchants in the trading towns on its borders. Ac-
curately termed a “slave state,” the kingdom controlled
the slave trade with the Sudan and the Islamic nations,
the caravans that headed toward the ports, and trade in
gold dust and the kola nut (for export) and in salt, skins,
and grass skirts (for import). The Ashanti handled vast
quantities of cowrie shells, symbols of their wealth.

THE COLONIAL PERIOD

The European slave trade ended between 1803 and 1807;
gold, wood, and palm oil became the main trading com-

modities. Beginning in the 1830s the Gold Coast came
under the influence of the British, starting with their base
at Accra and advancing northward until they met with
Ashanti resistance until 1901. The British established a
colony in the south in 1874, occupying the Fanti regions
while the Dutch and Danes surrendered their trading
posts. The territory underwent two huge commercial
changes: the Hawsa were able to trade freely there, and
supplied the south with livestock; and in dealings with
the Sahel, port traffic became increasingly significant.
The gold mines were developed from the 1870s, and Brit-
ish companies began exporting palm oil and, above all,
cocoa. From the 1880s, Ghana rapidly became an exten-
sive “pioneer frontier” for cocoa, thanks to the growing
number of plantations and the settlement of a large pop-
ulation of planters and middle-class traders. Cocoa sales
reached 40,000 tons (16% of world production) in 1911,
then 200,000 to 300,000 tons per year between 1920 and
1930 (40% of world production). This made up between
50 and 60 percent of the territory’s exports, and various
trade agreements governed its harvesting in the years
1903 to 1917. Finally, just as in Nigeria, following a suc-
cession of mergers between various companies, the Unit-
ed African Company, part of the Unilever group, occu-
pied the leading position after 1929. But competition
survived with John Holt (since 1935) or French compa-
nies CFAO (since 1909) and SCOA (since 1913) or with
the UTC. The Union Trading Company (UTC) in con-
junction with Swiss various groups also played a signifi-
cant part there. Although the United Kingdom increased
public-investment programs (e.g., ports, railways, hy-
draulics projects) to serve the needs of modern trade, pri-
vate capital provided 60 percent of the total investment
between 1870 and 1940, which shows how prosperous
the Gold Coast was despite a decrease in the price of
cocoa between 1928 and 1937. Its inclusion in the British
Commonwealth and the postwar revival encouraged
commercial growth: in 1951 exports (£91.3 million) and
imports (£63.4 million) amounted to three-quarters of
those in vastly more populous Nigeria (£128.4 and £84
million, respectively). As elsewhere, marketing boards
controlled first the trade in cocoa (1947) then in other
products (1949).

POSTINDEPENDENCE

An anti-imperialist, nationalist policy was pursued by
Kwame Nkrumah (1909–1972, ruled 1951/1957–1966),
who revived the name of the tenth- and eleventh-century
kingdom of Ghana. Trade was gradually nationalized,
and foreign companies pulled out. Ghana remained an
exporter of cocoa and became a producer of bauxite, alu-
minium (as a result of the large Akosombo Dam), and
manganese (becoming the world’s eighth-largest produc-
er in 1986). Government control of trade (particularly
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the monopoly of the National Office for the Cocoa
Trade) and the policies of comparative self-sufficiency
(with heavy import duties) followed between 1970 and
1980, resulting in a decline of the commercial infrastruc-
ture and a dearth of foreign investment, despite multilat-
eral and British aid to re-establish Ghana’s inclusion in
the Lomé Convention of 1975 between the European
Economic Community and African countries. Ghana’s
volume of British imports shrank from 2.89 percent in
1978 to 0.07 percent in 1989 to 1992, and it imported
only 0.15 percent of British exports in 1984 to 1992, in
contrast to 0.3 percent in 1970 to 1978. Ghanaian exports
were no longer able to pay for essential imports such as
consumer goods, cars, and equipment for a large popula-
tion (13 million in 1985) still enjoying a relatively high
standard of living for Black Africa, despite the need to
import two-thirds of its corn and despite suffering from
fluctuations in the price of cocoa. (Ghana remained the
world’s third-largest producer, with 200,000 tons in
1986, or 11%.) Ghana developed a trade deficit (U.S.$727
million imported and U.S.$610 million exported in 1985)
and a foreign-debt burden (U.S.$5 billion in 1994), while
factories and the transport and commercial network de-
clined because of a lack of spare parts. Redirection of eco-
nomic policy, against state control, depended upon the
assistance of the International Monetary Fund and the
World Bank, which negotiated several currency devalua-
tions (in 1983–1986), a liberalization of trade, and an In-
vestment Code (1985). However, rebuilding trade struc-
tures was a long-term process, because import licenses
were difficult to obtain and commercial taxation re-
mained very high.

SEE ALSO Africa, Labor Taxes (Head Taxes);
Arms, Armaments; Caravan Trade; Coffee;
Cowries; Dahomey; Developmental State,
Concept of the; Empire, British; Empire, Dutch;
Empire, French; Empire, Portuguese; Ethnic
Groups, Africans; Gold and Silver; Gold Coast;
Imperialism; Import Substitution;
International Monetary Fund (IMF); Laborers,
Coerced; Laborers, Contract; Mercantilism;
Slavery and the African Slave Trade; Textiles;
Timber; World Bank.
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HUMPHREY GILBERT
c. 1539–1583

Sir Humphrey Gilbert was a navigator, army officer,
member of Parliament, and soldier. He annexed the
Newfoundland territory for the British Crown and, in
spite of his failure to establish a permanent British colony
there, devised a brilliant, unprecedented colonization
scheme focusing on European development. Early in his
career, Gilbert helped to establish English settlements in
Ireland in order to quell Irish rebellion. The resoluteness
of his methods, often described as brutal, earned him a
knighthood in 1570.

In 1566 Gilbert presented A Discourse of a Discovery
for a New Passage to Cataia to Queen Elizabeth I of En-
gland, to gain royal patronage for voyages of exploration
to China (Cataia) that sailed in a northwest direction. He
believed that colonization would foster England’s over-
seas trade, which was then dominated by the Spanish and
Portuguese. In 1578, his efforts were finally rewarded by
a royal charter granting him the privileges of exploration
and colonization in North America. After a first unlucky
expedition dispersed by the Spanish, he successfully
sailed again to St. John in 1583. After two weeks in his
new colony, Gilbert left because of the mutiny of the col-
onists. He died during his return trip to England.

S EE A LS O Canada; Elizabeth I; Empire, British.
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GLASGOW
After being some way down the urban hierarchy in Scot-
land in the medieval period, Glasgow overtook Perth, the
fourth-largest burgh (town), in 1649, and then Aberdeen
and Dundee. By the early 1800s Glasgow was growing
more rapidly than any other European city of its size, and
it finally overtook Scotland’s ancient capital, Edinburgh,
between 1811 and 1821, when its population reached just
over 147,000. By the mid-nineteenth century vessels were
being loaded at Glasgow’s burgeoning docks with coal
mined from pits which, fortuitously, lay in and around
the city, along with Glasgow-made goods, in which pig
iron and iron manufactures predominated (with coal
they comprised between 52 percent and 65 percent of the
port’s tonnage between 1905 and 1914). Glasgow still
served markets in Europe; even more was shipped across
the Atlantic, and ships from the Clyde regularly traveled
to and from South America.

What was most striking in Glasgow’s rise, particular-
ly after the opening of the Suez Canal in 1869, was the
overwhelming importance of destinations in the Middle
and Far East, in India and other far-flung outposts of the
British Empire—of which Glasgow had become the sec-
ond city, smaller only than London. The way was led first
by textiles and, in the second half of the nineteenth cen-
tury, by the export of heavy metal goods: these included
gas and water pipes, which were incorporated into several
of the world’s largest civic utilities; and boilers, steam en-
gines, rails, and locomotives, which achieved massive
sales in India and South America. Around the globe,
Glasgow, the “Workshop of the Empire,” and engineer-
ing were synonymous. Given the absence of any ship-
building firms in Glasgow in 1800, the fact that Clyde
yards were responsible for 66 percent of Britain’s steam
tonnage in the second half of the 1860s seems astonish-
ing; the feat owed much to the proximity of coal and
iron, but more to the preeminence of the city’s and the
region’s skills and early enthusiasm for steam engines and
steam navigation and, ultimately, its marine engineers. In
1913 almost one-fifth of the world’s shipping tonnage
was launched on the Clyde, more than the entire ship-
building industry of either Germany or the United States.
Foodstuffs and raw materials too were drawn from
abroad. The first, among which grain and flour predomi-
nated, were required to feed the city’s people, whose
numbers continued to grow—by more than 1,000 per-
cent between 1801 and 1911, by which time Glasgow
boasted over 1 million inhabitants. It was not until the

1950s that the population level began to decline. The
human price of economic growth was high, however:
Scotland’s industrial economy depended not only on
skilled workers but also required the ruthless exploitation
of low-cost manual labor, as for example the 6,000 or so
casual dock laborers (42 percent of the Scottish total),
employed at the Clyde Navigation Trust–run port of
Glasgow in 1911. A raft of data on health, key demo-
graphic indicators such as death rates, life expectancy,
and housing statistics, place Glasgow toward the top of
the British league of urban distress in both the nineteenth
and twentieth centuries. Raw materials including wood,
cotton, and dyestuffs were devoured by industrialists and
builders. Glasgow and its region dominated the Scottish
cotton industry, with 168 mills at its mid-nineteenth-
century peak, when one in four employees in the U.K.
cotton industry worked in Scotland, mostly in and
around Glasgow. On the eve of World War I the port of
Glasgow handled one-third of the tonnage arriving in
Scotland from overseas (with a value of some £18.5 mil-
lion); in U.K. terms Glasgow ranked as the fifth-largest
importer. In exports, Glasgow was third in the United
Kingdom, as it was in ship-owning. From less than 2,000
tons in 1810, by 1910 Glasgow firms owned just over 2
million tons of shipping. As dramatic as the expansion
in shipping and of port facilities in Glasgow—the last
particularly strongly after 1875—was the remarkable
transformation in the shipping fleet from one dominated
by sail to one comprised increasingly of large steel hulls
powered by steam-driven compound-engines. By 1895
the sail trade had virtually disappeared. This was equally
true of coastal shipping, the importance of which is easily
overlooked; yet this more regular commerce, carried on
in smaller vessels, accounted for 85 percent of the arrivals
in Glasgow in 1913, and 36 percent of the port’s tonnage.

The strengthening of Glasgow’s economy in the six-
teenth century and its spectacular breakthrough in the
seventeenth century owed more to trade within Scotland
and with Ireland and England than to links overseas. Tex-
tile manufacturing featured early, as did the town’s role
as a market center for the western Highlands and islands
and Ulster. It is clear that Glasgow’s merchants had
forged connections with New England’s tobacco planters
by 1680, England’s prohibitive Navigation Acts notwith-
standing. What is equally clear, however, is that union
with England in 1707, which legalized Scottish trade with
the colonies, provided the framework in which Glasgow
merchants could exploit their favored location, the cost
advantages of the store system, the practice of purchasing
tobacco directly from the planters, their facility in out-
witting customs officers, and London links with the
French market for Virginian leaf. From the middle of the
eighteenth century Glasgow vied with London to become
Britain’s leading tobacco port. Investment from tobacco

Glasgow
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City chambers in Glasgow. During the 1800s, Glasgow, Scotland, emerged as the country’s largest city and established itself as the
shipbuilding capital of the world. George Square, pictured here, is located in the central part of the city. © HULTON-DEUTSCH

COLLECTION/CORBIS. REPRODUCED BY PERMISSION.

and sugar merchants in banks, land, and industry boost-
ed economic development in the city and its region, but
was less important for the cotton and iron industries than
is sometimes assumed. Ironically, although colonial prof-
its encouraged diversity in manufacturing in the eigh-
teenth century, it was the concentration of economic ac-
tivity and the interconnectedness of the regional
economy—in coal mining, steel production, and ship-
building—that explains more of Glasgow’s slow but far
from steady decline from the pinnacle it reached around
1913; in the immediate post–World War II years around
a quarter of the world’s new merchant vessel tonnage was
Clyde-built.

SEE ALSO Empire, British; Ethnic Groups, Scots;
Population—Emigration and Immigration;
Ports; Sugar, Molasses, and Rum; Tobacco.
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Christopher A. Whatley

GLASSWARE
The technological know-how of Renaissance glass pro-
duction stems from ancient techniques which, through
additional contributions made by medieval glassmakers,
survived with little alterations until the thirteenth centu-
ry. The major Renaissance center of glassmaking was
found in Venice, and it is likely that its prominence in
the field was due to the fact that the technical know-how
had been imported at a very early stage from the island
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One of the most famous names in the pottery
manufacturing business is Josiah Wedgwood
(1730–1795). Wedgwood came from a family of pot-
ters, and at age nine was apprenticed to his brother in
the trade after their father’s death. In 1759 Wedgwood
opened a pottery works in his hometown of Burslem,
Staffordshire. Even the loss of a leg in 1768 did not
deter Wedgwood, and the following year he and part-
ner Thomas Bentley started a new works near Stoke
on Trent that included a village to comfortably accom-
modate workers. His career was remarkably success-
ful, based in large part on his pursuit of more efficient
modes of production. He took a hands-on approach to
design and the preparation of clay mixtures, and also
employed other designers, including John Flaxman.
Wedgwood’s classically inspired pieces were superior
in design to the pottery then common, and they were
noted for their durability. Among Wedgwood’s impor-
tant clients were George III’s wife, Queen Charlotte,
and Russia’s Catherine II. The innovative Wedgwood
became a Fellow of the Royal Society in 1783. At his
death Wedgwood left a sizable fortune. Many of his
designs remain in production.

D av id J. Clarke

JOSIAH WEDGWOOD

of Torcello outside Venice, where recent archaeological
excavations have revealed the existence of a center of pro-
duction dating from the seventh century C.E.

By the thirteenth century glassmaking had become
an important economic manufacture, and in 1224 Vene-
tian glassmakers united in a well-organized guild con-
trolled by the government of the Serenissima. A statute
(Capitulare de Fiolaris) dated in 1271 regulated the guild
and took explicit measures to preserve the secrets of the
arts and to keep them under the control of the city. Ac-
cordingly, glassmakers were not allowed to leave the
town and the Veneto state without a permit. The statute
also regulated the production and the division of labor,
the ingredients of the glass, and the combustible to be
used. Since the fusion of glass requires a high and cons-
tant temperature, furnaces were active night and day for
eight months a year, and the remaining four months
were used to sell the products on the market. Due to the
rapid expansion of the production and the increasing

danger of fire, in 1291 the glassmakers were forced to
move to the island of Murano, and by the sixteenth cen-
tury some twenty furnaces were active on the island.
Their principal products were mirrors, glass disks for
windows, glass tesserae for mosaics, and gems and pearls
imitating precious stones. In the first half of the fifteenth
century Angelo Barovier (1405–1460) successfully exper-
imented with new techniques, which enabled him to
create his famous “crystalline glass” (very pure potassi-
um-calcium silicate) and other innovative products such
as chalcedony and millefiori glass.

The Venetian glassmakers successfully exported so-
phisticated products such as large mirrors and decorated
crystal items throughout continental Europe, to Germa-
ny in particular. Thanks to the migration of Venetian
glassmakers to France, Bohemia, and England, Northern
Europe was able to produce high-quality glass during the
seventeenth and eighteenth centuries. Due to the intro-
duction of coal as the main combustible, as well as to in-
genious technical innovations in the building of furnaces,
Bohemian glassmakers were soon able to produce high-
quality crystal and lead glass. The improvement of the
glass paste produced in these areas allowed them to de-
velop an unprecedented skill in grinding and cutting.

In France during the second half of the seventeenth
century, professional chemists were invited by Jean-
Baptiste Colbert (1619–1683), the minister of finance, to
superintend the glass and mirror manufacture of Saint
Gobain, the first large industry that could challenge the
supremacy of Venetian glass. In the same period similar
policies were pursued in the Netherlands and in England,
where small glass manufactures specialized in the pro-
duction of single classes of items.

In 1676 George Ravenscroft (1618–1681), a glass-
maker in London, introduced a new process that resulted
in so-called “flint glass.” This type of glass was obtained
by mixing lead oxide and potash into a silica batch. Flint
glass had many qualities that made it immediately suc-
cessful on the European market: it was more fusible than
others glass pastes, it could be easily handled and cut, and
it possessed a high density and a remarkable brightness.
In addition, flint glass enabled natural philosophers to
manufacture more accurate optical instruments, tele-
scopes, and, in particular, microscopes. Isaac Newton
(1642–1727) was the first to understand, at the end of the
seventeenth century, that flint glass successfully solved
the problem of chromatic aberrations of traditional opti-
cal lenses. Following this important discovery, glassmak-
ing become even more specialized, and instruments mak-
ers produced new and more accurate optical devices.
Under the guidance of natural philosophers, artisans
made systematic research in order to improve the quality
of glass, and as a consequence of this scientific interest
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in innovation, new specialized arts of glassmaking were
created. By the end of the nineteenth century these spe-
cialized crafts had developed into important industries of
optical and pharmaceutical glass.

The preoccupation of scientists of finding a new and
more objective way to represent reality—and to commu-
nicate this to the public—is exemplified by the invention
of photography (1839). The use of telescopic images by
Galileo (1564–1642) had always been regarded as the ef-
fect of a manufactured representation of reality. As early
as 1839 the French physicist François Arago (1783–1853)
heralded the victory of an objective representation of re-
ality which, through the fixation of images on glass
plates, unveiled the nature of objective reality.

During the nineteenth century the production of
glass, following in the footsteps of other crafts and manu-
factures, underwent a progressive mechanization and in-
dustrialization. Whereas the most important glassmaking
product during the eighteenth century had been large-
size mirrors, the dominating products in the era of the
Industrial Revolution were windowpanes and showcases.
A spectacular demonstration of this trend was the Great
Exhibition of 1851 in London. Promoted by Prince Al-
bert (1819–1861), the Great Exhibition was held in Hyde
Park in London in the specially constructed Crystal Pal-
ace, a huge iron structure covered with over a million
square feet of glass. The advancement of science, technol-
ogies, and industries were thus put on display in a gigan-
tic showcase. Since then, glass has become a central mate-
rial in architecture, competing with iron and, more
recently, cement.

The success of glass in industrial countries has made
this material an indispensable resource, not only in archi-
tecture but also in everyday life. Even as the industrial
production of glass expanded its uses enormously, the
major breakthrough of the twentieth century was the
1930 invention by William Chalmers of Plexiglas, a ther-
moplastic synthetic resin that perfectly imitates the quali-
ties of glass but has a chemical composition which makes
it less fragile.

SEE ALSO France; Colbert, Jean-Baptiste;
London; Venice.
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GLOBALIZATION, PRO AND CON
Advances in communications, information processing,
and transportation technologies have permitted poor
countries to become participants in world global markets
in ways that previously were not possible. They now can
be large-scale exporters of manufactured goods. Because
this is so, both foreign direct investment (FDI) and finan-
cial capital are attracted to these previously neglected
countries, particularly to those that are large and effec-
tively governed (Mandle 2003).

A PATH TO MODERN ECONOMIC GROWTH

After a long period of skepticism, the leaders of many de-
veloping countries have come to believe that global mar-
ket integration is an effective means to promote econom-
ic growth. Today representatives of such nations typically
do not stand in opposition to globalization, but rather
complain that the developed world often fails to adopt
sufficiently liberal trade policies. In particular the Euro-
pean Union, the United States, and Japan are taken to
task for using subsidies as no-tariff barriers impeding ag-
ricultural imports.

The empirical record generally suggests that the poor
nations have benefited from their embrace of globaliza-
tion. Although high levels of exports and substantial cap-
ital inflows do not ensure economic growth, the fact re-
mains that for numerous developing countries the ability
to attract FDI and to export intermediate and final man-
ufactured goods has been effective in accelerating eco-
nomic development. Typically, their growth has been as-
sociated with success in reducing poverty. Even the
textile and apparel industries, much maligned for the rel-
atively poor wages and working conditions they provide,
almost always offer higher levels of income than the alter-
native opportunities available to their workers.

Even so, there are those who deny that globalization
provides a path to development for poor nations. Such
critics point to numerous cases in which the policy rec-
ommendations advanced by the World Bank and the In-
ternational Monetary Fund concerning developing coun-
tries have been ill advised. These multinational
institutions have frequently insisted upon the privatiza-
tion of public assets before functioning markets are in
place; the liberalization of capital markets before needed
regulatory mechanisms are present; and in the name of
fiscal austerity, the curtailing of health and education
programs, though such expenditures are essential for
success in globalization.

Policies such as these—often referred to as “the
Washington Consensus”—are subject to legitimate criti-
cism, but they themselves are not integral to globaliza-
tion. Indeed, many of the most successful globalizers,
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Activists protest U.S. control over the World Trade Organization (WTO) at a rally near the U.S. embassy in Manila,
Philippines, 2003. The view that the WTO is steered by (mostly U.S.) corporations undermines the legitimacy of the organization.
PHOTOGRAPH BY BULLIT MARQUEZ. AP/WIDE WORLD PHOTOS. REPRODUCED BY PERMISSION.

particularly in Asia, have rejected the Washington Con-
sensus, yet have successfully penetrated export markets
and attracted foreign capital (Stiglitz 2002).

CRITICS IN DEVELOPED NATIONS

It is in the developed world that doubts about global
market integration are most strongly expressed. There
are three distinct sources of this opposition. First, global-
ization’s critics believe that trade and investment agree-
ments between poor and rich nations harm the interests
of the working class and the poor in the wealthier na-
tions. They argue that the people of the developed na-
tions suffer because open product markets and capital
mobility drive down wages, undermine labor rights, and
put environmental regulations at risk. They insist that
such agreements should be entered into only if they con-
tain provisions to offset this presumed “race to the bot-
tom” (Greider 1997).

There is no convincing evidence to suggest that glo-
balization has had a negative impact on environmental

standards (Bhagwati 2004). But trade relations between
a developed and an underdeveloped nation can result in
reduced wages for unskilled workers in the rich nations.
As manufacturing spreads to poor countries, increased
competition means that some industries in the rich na-
tions are forced to close or cut back on production. Job
losses occur, and this generates downward pressures on
wages. Though most empirical research into the causes
of the recent wage stagnation in the United States does
not identify globalization as the major cause involved,
this mechanism does have plausibility (Bhagwati 2004;
Rodrik 1997).

But what this argument neglects are the gains that
rich countries can secure from globalization. Most fun-
damentally, consumers benefit as more goods at lower
prices become available. In addition, at least some pro-
ducers and their labor forces also benefit. The increased
income that globalization generates when poor nations
expand their overseas sales means enhanced export op-
portunities for firms in developed countries. Markets are
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created where previously there were none. If seized, these
opportunities mean the creation of new jobs, even as oth-
ers are lost. What is crucial in this regard is that economic
theory predicts that the industries that migrate to poor
nations will tend to be those using labor-intensive meth-
ods of production. The jobs that are lost, therefore, will
be ones that pay relatively low wages. By comparison, the
wages paid in the remaining, expanding industries will
very likely be relatively high. Overall, the wage structure
will rise (Rodrick 1998).

A second issue animates the antiglobalization move-
ment. The critics believe that the results are unfair. They
have a strong case. The growth in compensatory and as-
sistance programs to benefit the job losers and those put
under wage pressure—the innocent victims of prog-
ress—has lagged far behind the need for such remedial
efforts. In the United States, for example, job retraining
is ineffective, wage insurance does not exist, and even
portable health insurance is all but unavailable. Govern-
ments have provided insufficient help to those who were
required to bear the costs of the dislocations associated
with globalization. Thus, even as it can be maintained
that, overall, globalization is wealth producing, many of
those whose interests have been damaged by restructur-
ing have not been provided with the resources necessary
to allow them to become successful participants in the
process (Burtless et al. 1998).

This issue of the fairness of the process is linked to
a third strand of opposition—the widespread anxiety
that globalization threatens national sovereignty and
therefore the scope of democratic rule. At issue here are
the mechanisms created to govern the increasingly inte-
grated international economy.

Prior to the 1995 creation of the World Trade Orga-
nization (WTO), no effective dispute-settlement body
existed to resolve the inevitable conflicts that occurred as
trade and investment flows increased. The procedure that
had existed under the General Agreement on Tariffs and
Trade (GATT) was of little use because it operated under
the principle of consensus. The guilty party had to agree
that it was in the wrong for a conflict to be resolved.
Under the WTO rules, the resolution of disagreements
no longer requires unanimity, and dispute-settlement
panels can have their conclusions implemented without
the threat of a veto. As the WTO’s proponents convinc-
ingly argue, such a mechanism is both functional and
necessary in an ever-more integrated world economy
(Jackson 1998).

But it is precisely the quasi-judicial pronouncements
of the WTO settlement panels that draw the ire of the
antiglobalization coalition in the developed world. What
unites disparate groups, which on many other issues dis-
agree with each other, is their unwillingness to cede deci-

sion-making authority to an international organization.
They believe those decisions will be unjust (Eckes 1999;
Wallach and Sforza 1999).

What is at issue here is the relationship between gov-
ernments and multinational corporations and how that
relationship is put on display in the WTO. Obviously,
transnational firms are major actors in globalization. It
is their technical competence, financial resources, and
entrepreneurial initiatives that drive economic expan-
sion. But what causes unease is their role in the shaping
of trade rules. Negotiations under the GATT and now the
WTO typically take the form of governments acting as in-
dustrial advocates. Government trade representatives
lobby on behalf of firms based in their countries. In ap-
pearance, therefore, trade talks seem to be undertaken
exclusively in response to and on behalf of corporate in-
terests (O’Dell and Eichengreen 1998).

The resulting spectacle is responsible for the widely
held view that multinational corporations have captured
the WTO, and it is that view that places the legitimacy
of the organization at risk. Its ability to be fair and re-
sponsive to more than its corporate constituency is
doubted. It is one thing to argue that the technology that
permits the world economy to be integrated is potentially
beneficial, but it is another to claim that it is being de-
ployed in a way that equitably distributes those benefits.
And it is in this regard that the “democratic deficit” in
the WTO is important (Ostrey 1999).

In sum, concerns over wages, fairness, and national
sovereignty are the issues that, in reinforcing each other,
have attracted the components of the antiglobalization
movement: unions worry that the WTO’s enforcing of
global trade rules means job losses; environmentalists be-
lieve that it accelerates the process of environmental de-
spoiling; nongovernmental organizations argue that it
encourages sweatshops; defenders of traditional culture
insist that it undermines indigenous ways of life; and all
agree that globalization, as implemented through the
WTO, represents a process whose benefits are skewed to
corporate interests as opposed to all other constituencies.
To be sure, latent within the coalition are conflicts. Trade
unionists and environmentalists are not traditional allies.
Furthermore, the movement is much stronger in oppos-
ing globalization than it is in proposing an alternative.
Nevertheless, distrust of globalization has been sufficient
to provide recruits to the coalition (Mandle 2003).

Despite its critics, it is very likely that globalization
has reached a point of no return. But it can be made more
just. Attention can be directed to the interests of its vic-
tims. The resources necessary to alleviate the price they
pay are generated by the efficiencies that globalization it-
self creates. Further, the WTO can become a more trans-
parent organization, and its decision-making mecha-
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nisms can become more sensitive to a broader range of
constituencies. If these and other reforms are un-
dertaken, much of what sustains the protesters will re-
cede. But if both in appearance and substance globaliza-
tion remains biased toward corporate interests, the
antiglobalization movement will continue to attract ad-
herents.

SEE ALSO Free Trade, Theory and Practice;
GATT, WTO; Theories of International Trade.
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Jay R. Mandle

GOLD AND SILVER
Gold was so valuable in the fifteenth century that Portu-
gal’s Henry the Navigator sent explorations along the
west coast of Africa in search for gold. Prior to the Portu-
guese incursions, West African gold had entered Europe-
an trading circuits via the Sahara Desert. Portuguese con-
quests resulted in the construction in 1481 of the Sao
Jorge da Mina outpost, an area since known as the Gold
Coast. Gold arrivals at Lisbon’s Casa da Moneda rose to
700 kilograms annually between 1500 and 1520, after
which there was a downward trend for the remainder of
the sixteenth century. Decline in gold arrivals to Lisbon
coincided with Spanish conquests in America. Soon after
their arrival in the Caribbean, conquistadors began col-
lecting existing indigenous gold as well as organizing
placer gold mining, gold collected from alluvial deposits
in rivers or river beds. Greater amounts of looted gold
entered Europe after the 1519 conquest of Mexico and
the conquest of Peru in the 1530s. Soon mining opera-
tions were developed in Mexico, Peru, Chile, and New
Granada. Gold imports into Spain peaked between 1551
and 1560.

Europe’s silver came from mines located in Germany
and elsewhere in the Holy Roman Empire (e.g., Bohemia,
Hungary, and the eastern Alps) during the Middle Ages.
Central European silver production surged, propelled by
new technology. In 1451 the Duke of Saxony granted the
right to implement the cupelation process, which sepa-
rated silver from copper by using lead. European silver
production may seem modest (100 tons of silver mined
during the decade 1526–1535) compared with the fantas-
tic subsequent output from American mines, but some
argue that the Price Revolution (over a century of un-
precedented price inflation) began in the second half of
the fifteenth century, prior to the arrivals of the metals
from America. This early price inflation is consistent with
surging silver production in Central Europe.

Prior to 1530, gold was the only American precious
metal to reach Spain, but by the 1540s European imports
of American silver surpassed imports of American gold
(in value terms). Initial Spanish silver mines were estab-
lished in central Mexico, followed by discoveries in upper
Peru (now Bolivia) at Porco in 1538 and at Potosí (the
world’s most prolific source of silver) in 1545. The main
mining districts were in the central Andes and in north-
west Mexico (containing mines at Pachuca, Santa Barba-
ra, Guanajuato, Zacatecas, and Sombrerete). Mining op-
erations in the Andes initially used indigenous
technology such as the smelting furnace (wayra). Central
European technology inspired the patio method, based
on the amalgamation of silver ores with mercury. The
mercury amalgam process was introduced in Mexico
during the 1550s and in Peru during the 1570s. An im-
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The town of Potosí. A 1581 illustration showing a small South American town located beneath mountains containing a wealth of
precious metal resources. Mining operations were established throughout the central Andes and in areas like Potosí, where a wealth
of silver was discovered. © BETTMANN/CORBIS. REPRODUCED BY PERMISSION.
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mense silver mining boom ensued, because amalgama-
tion permitted processing of lower-quality ores. Longer
and deeper mines were excavated, requiring innovations
in drainage and ventilation. Mills were powered by ani-
mals or water, which implied large capital investments.

The world’s second most important producer of pre-
cious metals was Japan, the source of perhaps half as
much silver as all of Spanish America during the six-
teenth and seventeenth centuries. The Japanese mines
soon came under the control of Tokugawa shogunate,
and their profits financed unification of Japan. The main
exports of Japan in the seventeenth century were silver
and, later, gold and copper. The principal mines were Ya-
magano, Besshi, Ikuno, Hodatsu, Hodatsu, Aikawa and
Tsurushi (Sado), Umegajima, Nobezawa, Innai, Ani, and
most notably Omori in Iwami. A new technology for
smelting silver using lead, haifuki, was introduced from
China via Korea. Gold was extracted using the same pro-
cedure. The technology for smelting copper ores, mabuki,
also arrived from Korea. A chlorination process was im-
ported from China before 1643 that allowed separation
of silver from gold. The Japanese knew about the mercu-
ry amalgamation process that was so important in Span-
ish America; indeed, they used the patio process in the
Sado mines by 1610. Due to availability of lead and the
alternative uses of mercury, however, the cupellation
process was preferred. Japanese miners used new excava-
tion techniques, including mine drainage, ventilation,
and surveying. New methods in refining precious metals
and mining engineering resulted from trade with Korea
and China as well as from the Portuguese and Spaniards.
Between 1550 and 1650 Japan’s production of silver and
gold reached levels unsurpassed until the Meiji Era of the
nineteenth century.

According to Ward Barrett, from 1493 to 1700
America produced 79.5 percent of the world’s silver and
52 percent of the world’s gold. American silver produc-
tion had tremendous repercussions in the world econo-
my, for it was the crucial commodity that connected
America, Europe, Asia, and Africa (indirectly). The rea-
son is simply that the price of silver was much higher in
China than in the rest of the world. A century of vigorous
transshipment of silver through trade circuits worldwide
finally depressed the price of silver in China down to the
world price by 1640. The first global trade cycle (1540s–
1640) ended when silver’s value could fall no further be-
cause extraordinary profits had been squeezed out. The
“price revolution” also ended by 1640 because silver’s
value could fall no further (and a fall in money’s value
is price inflation by definition).

A great deal more silver was produced in the eigh-
teenth century—most of which came from Mexico—
than in the previous two centuries combined. The domi-

nant end-market for silver during the eighteenth century
was once again giant China, which had doubled in popu-
lation and landmass, thanks in large part to introduction
of American foodstuffs. Silver again flowed overwhelm-
ingly to China because the price of silver in China rose
to a level 50 percent higher than in the rest of the world
by 1700. Massive Chinese imports of silver depressed its
price there to the world level again by 1750. Aside from
depressed silver prices, the Independence Wars in Ameri-
ca rendered more difficult the exploitation of silver mines
in Mexico and Peru and the gold mines of Brazil.

Gold production, perhaps 85 percent of which came
from the Americas, also peaked during the eighteenth
century. Gold mines were discovered in 1744 in the Urals
region of Siberia, where mining activity continued into
the nineteenth century, thanks in part to German tech-
nological expertise. From 1831 to 1840 Siberian mines
accounted for one-third of world output. In other words,
Russia became the world’s greatest producer of precious
metals, following the preeminence of Spanish America
earlier on and prior to California’s mid-nineteenth-
century gold rush.

From 1848 to 1856 California produced 752,400
kilograms of gold. Mining activities began soon thereaf-
ter in British Columbia, Colorado, Nevada, Idaho, and
Montana. There were also significant gold rushes in Aus-
tralia and New Zealand. During the second half of the
nineteenth century 11,000 tons of gold were produced,
perhaps double the amount of the yellow metal produced
since the discovery of America in the fifteenth century.
The gold standard was adopted in many important coun-
tries around the world during the second half of the nine-
teenth century, and gold finally replaced silver as the
world’s dominant monetary substance. By the 1870s gold
had become relatively scarce, but the South African Wit-
watersrand was discovered in 1886. Industrial technology
allowed deep excavation in South African mines, and dis-
covery of the Mac Arthur-Forrest cyanide process in 1890
permitted extraction of gold from ores with low gold
content. This South African source produced 120 tons of
gold in 1898, 25 percent of world production. South Afri-
ca mined one-third of world gold production in the
twentieth century.

As was true earlier, when silver was the world’s dom-
inant monetary substance, nineteenth- and twentieth-
century gold rushes occurred when gold’s price rose sig-
nificantly above its cost of production. Between 1810 and
1848 gold was expensive relative to merchandise, but the
1848 to 1851 “gold rushes” unleashed large quantities of
new gold that pushed down its market value; that is to
say, there was a general increase in prices because the
value of gold monies declined. The period 1896 to 1920,
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which saw gold discoveries in South Africa, Alaska, and
the Klondike, likewise witnessed an inflationary period.

Mexico was the largest silver producer during the
nineteenth century, but discoveries in the Comstock and
Eureka districts of Nevada, Utah, and Arizona subse-
quently elevated the United States to world preeminence.
This great U.S. silver output resulted from new technolo-
gies (developed between 1842 and 1869) for separating
silver from lead ore. Again, a predictable consequence of
the resultant flood of silver reaching the global market-
place was a depreciation in the value of silver. Asian
countries with traditional silver-based monetary systems,
such as India and China, finally abandoned the white
metal. India pegged the rupee to gold in 1898, and China
began printing paper money after the Sino-Japanese war
of 1894 to 1895. On August 15, 1971, the United States
abolished the international convertibility of the dollar for
gold. After many centuries of global dominance, silver
and gold no longer served as foundations for world mon-
etary systems.

SEE ALSO Bullion (Specie); Empire, Spanish;
Mining; Money and Monetary Policy; Potosí;
Prices and Inflation; South Africa; United
States.
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GOLD COAST
The Gold Coast of West Africa included the land between
the Tano River and the Volta River, approximately 250
miles of coastline between longitude 3.5 degrees west and
longitude 1.5 degrees east. The Gold Coast lay between
the modern countries of the Ivory Coast and Togo. Two

main trends may be perceived in the history of the Gold
Coast. First, people living on the Atlantic Ocean partici-
pated in an international trading system that included the
exchange of products from parts of Africa, Asia, the New
World, and Europe. Second, one consequence of partici-
pation in this international economic system was a pro-
longed, intense interaction between Africans and Euro-
peans residing in forts and trading posts, most notably
at Elmina, Cape Coast, and Accra.

Recent research confirms connections between the
Niger River in the West African interior (today’s Mali)
and the Gold Coast before the European arrival. These
trade connections brought Manding-speaking traders
from interior West Africa to the Gold Coast after about
1350, primarily to acquire gold. Also, circumstantial evi-
dence suggests a sea trade between the Gold Coast and
the Benin kingdom (Nigeria) exchanging gold for Benin
beads, cloth, and slaves.

The Portuguese were the first Europeans to trade
with Gold Coast residents (1471). In 1482 they construct-
ed a fort at Elmina and, later, smaller structures along the
coast. Other Europeans followed the Portuguese example
in the seventeenth century, most notably companies
from the Netherlands, England, and Denmark. The Eu-
ropeans constructed these forts to store their trade goods,
provide housing for their employees, and, most impor-
tant, protect themselves from other Europeans, not from
the Africans. Trade could prosper only if peace was main-
tained between the Europeans and their African hosts
and neighbors, and the Africans could easily blockade a
fort if a dispute arose. The Europeans lived on the Gold
Coast for business reasons only. Usually, a sizable town
grew up around a major fort, like Elmina, where a multi-
ethnic population in the eighteenth century ranged from
12,000 to 16,000.

Gold Coast Africans brought the major exports—
gold, ivory, and slaves (especially during the eighteenth
century)—from the interior to the coastal towns, where
the Africans and Europeans negotiated prices and the ex-
change of goods. The Europeans did not enter the interi-
or to buy directly from the producers. The Gold Coast
was not a major center for slave exports, accounting for
only about 9 to 10 percent of the total of all exports. Im-
ports included large quantities of Indian- and European-
manufactured cloth; metals and metalware such as iron
bars, pots, and pans; firearms, gunpowder, and flints; al-
cohol; and small amounts of trinkets, such as mirrors and
beads. Eventually, the Portuguese also brought tobacco
from the New World. The main currency was pure gold
dust or gold dust adulterated with copper filings. The
economies of the coastal towns benefited from their mid-
dleman positions because the Europeans and the interior
traders demanded goods and services. Coastal farmers
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Gold Coast village, c. 1920s. By the end of the nineteenth century the Gold Coast had turned from exporting mostly slaves to
exporting palm oil, rubber, and cocoa. © BETTMANN/CORBIS. REPRODUCED BY PERMISSION.

produced surplus food for the Europeans in the forts and
the people on the ships (including the slaves), and others
collected fresh water and firewood for the ships. Fisher-
men, who knew about the surf, supplemented their in-
come by providing ship to shore transportation and
communication along the coast between the forts. The
interior businessmen required housing, food, and pro-
tection. Both sides hired local interpreters and middle-
men to aid in the negotiations. In most places, the Euro-
peans paid rent for the land on which the forts or trading
posts were constructed. One important result of this eco-
nomic situation was the development of what Kwame
Daaku called a new class of Gold Coast entrepreneurs,
wealthy men who also had political influence in their
communities (Daaku 1970). Another result was miscege-
nation, leading to the growth of an Afro-European popu-
lation.

During the nineteenth century the slave trade de-
clined and new economic opportunities emerged for in-
dividual Africans. There was a transition from selling

human beings to selling primary products, such as palm
oil and natural rubber, and a renewed gold trade. The
Gold Coast was not a major exporter of palm oil, but it
became one of the major African producers of rubber at
the end of the nineteenth century, exporting two to three
million pounds (in volume) in the early 1890s. In addi-
tion, toward the end of the nineteenth century the culti-
vation of cocoa, a New World crop, was introduced into
the Gold Coast; it became the dominant agricultural ex-
port from the Gold Coast in the twentieth century.

Many of the African exporters, such as John Sarbah
(c. 1834–1892), also developed retail businesses and be-
came successful entrepreneurs. The shift to the export of
primary products and the continued import of cloth,
hardware, alcohol, tobacco, and other European goods
contributed to the growth of a prosperous business class
within Gold Coast society. Entrepreneurs were aided by
the development of the steamship, which allowed them
to import small quantities at cheaper rates, and the avail-
ability of credit from European suppliers. The shift to
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primary products grown mainly in the forest interior of
the Gold Coast spread the effects of the production of
these products beyond the coastal towns. Individuals and
societies entered the business of collecting, processing,
and transporting palm oil, palm kernels, or rubber, all of
which were labor-intensive efforts. The owner of the trees
had to be convinced to enter the market economy, and
potential laborers had to be encouraged to work for pay
in addition to their usual farming responsibilities.
Women in certain areas became involved in processing
palm oil. Toward the end of the nineteenth century en-
trepreneurs such as Africanus Horton, M.D. (1835–
1883), created companies to introduce deep mining into
the Gold Coast. Horton also hoped to construct a rail-
road into the interior. However, these companies failed
to attract the necessary capital to translate their ideas into
action.

By the late nineteenth century, before colonial rule,
the Gold Coast had a vibrant economy linked to interna-
tional trade. A small, successful business class had
emerged, and Gold Coast farmers had laid the founda-
tion for the export of an important cash crop, cocoa. The
children of many businessmen trained as professionals in
British universities, and educated Gold Coast citizens
began cooperating with traditional leaders in modern
constitutional experiments.

SEE ALSO Africa, Labor Taxes (Head Taxes);
Arms, Armaments; Caravan Trade; Coffee;
Cowries; Dahomey; Empire, British; Empire,
Dutch; Empire, French; Empire, Portuguese;
Ethnic Groups, Africans; Ghana; Gold and
Silver; Imperialism; Laborers, Coerced;
Laborers, Contract; Mercantilism; Sarbah,
John; Slavery and the African Slave Trade;
Textiles; Triangular Trade.
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GOLD RUSHES
Gold was prized for thousands of years. What caused the
phenomenon of the large-scale gold rush from the mid-
nineteenth century to the end of the nineteenth century?
Four factors played a role. The first was denser settlement
of previously lightly settled areas in North America, Aus-
tralia, Asia, and South Africa, leading to new mineral dis-
coveries. The second was the widespread availability of
newspapers and a literate population to read them. These
newspapers transmitted large amounts of information
about gold rushes to readers. Some, excited by the pros-
pect of riches and adventure, decided to go. Thirdly, the
period also featured greatly enhanced possibilities of
large-scale movement. Historically, many people had
been bound to the land, and not allowed to move, but
by the mid-nineteenth century most people of European
ancestry were free to move, as were Chinese. People also
had to be able to reach the site of the rush. International
and long-distance migrants had to travel mostly by water.
Fortunately, ongoing improvements in sailing and, later,
steam ships made the trips feasible. Finally, these gold
rushes occurred in settings where the government chose
not to unduly tax or regulate gold mining, thus allowing
miners to capture most of the proceeds from their efforts.
These four factors kicked off an era of large and small
gold rushes.

The first major gold rush began in California in Jan-
uary 1848 at the famed Sutter’s Mill. A second followed
rapidly at Ballarat and Bendingo in Victoria, Australia,
in 1851. A spate of smaller rushes followed: Otago in New
Zealand (1857), Queensland in Australia (1858), Fraser
River in British Columbia (1858), the Comstock in Neva-
da (1859–1860), Pikes Peak in Colorado (1858), Boise in
Idaho (1860), Montana (1862), the Black Hills of South
Dakota (1876–1878), the Amur River (1883) on the Rus-
sian-Chinese border, and Western Australia (1886). The
third major gold rush began in South Africa in 1886 in
the Witwatersrand (“Rand”) district of the Transvaal.
The last major gold rush, in the Klondike, began in 1896
and encompassed finds on both the U.S. and Canadian
sides of the border.

MIGRATIONS

The scales of the migrations associated with the four
major gold rushes are not particularly well documented.
Many more people set out than actually reached their
destinations or became miners. Some died along the way;
some turned around en route. Others reached a major
jumping-off site to the more remote regions and decided
to stay. Even among those who reached the mines, many
died, turned around, or took up other occupations.

The California gold rush began in earnest in May
1848 when Sam Brannan (1819–1889) appeared in San
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The title page of An Account of California and the
Wonderful Gold Regions, published by J. B. Hill in 1849.
The book served as a guide to would-be prospectors who
traveled to California after the discovery of gold at Sutter’s Mill
in 1848. Over 40,000 people immigrated to the West Coast
with hopes of striking it rich, but few profited from their
ventures. © BETTMANN/CORBIS. REPRODUCED BY PERMISSION.

Francisco waving a bottle of gold dust. Crewmen in San
Francisco deserted, and whole towns emptied. The rush
was given further momentum when President James K.
Polk (1795–1849) confirmed the discovery of gold in his
message to Congress. In 1849 81,000 gold rushers
reached California, and in 1850 another 91,000 arrived.
By 1852 the population of the state had gone from rough-
ly 40,000 (including Native Americans) to 260,000. This
increase equaled roughly 1 percent of the population of
the United States during this period. A much greater
share of young white males picked up and permanently
moved West within the period of a few years. Estimates
suggest that one-quarter of the participants in the gold
rush were foreign-born.

With the gold rush, the population in Australia and
in Victoria exploded; the total population of Australia
nearly tripled from 430,000 in 1851 to 11.2 million in
1861. In 1852, 370,000 immigrants arrived in Australia,
largely from the British Isles. Victoria’s population
jumped from 77,000 to 540,000 in two years. Chinese
men began to arrive at the mines in 1853, and by 1858
they represented 20 percent of the mining population.

South Africa also boomed with the discovery of gold.
Between 1870 and 1904 the white population quadrupled
from fewer than 250,000 to 1 million. Most of the immi-
grants were British and Dutch. Johannesburg increased
from essentially nothing in 1886 to 102,000 in 1896, and
the number of black laborers in the mines increased from
14,000 to 97,000 between 1890 and 1899.

Although an estimated 100,000 left for the Klondike,
only 35,000 to 40,000 people actually reached the gold
fields because of the difficulty of getting there. Compared
to the previous three rushes, a far smaller number of peo-
ple participated.

LIFE IN THE GOLD FIELDS

In the initial stages of the gold rushes in each of these re-
gions, huge numbers of people from the surrounding
areas dropped what they were doing and headed to mine.
Almost immediately, wages increased, often doubling or
even tripling, but frequently this was not enough to keep
people on the job. Over time, the hardship of mining in
remote locations and the high levels of wages and prices
led to a reallocation of labor toward activities such as ag-
riculture in California, Australia, and South Africa. In
Alaska and the Yukon the majority of miners chose not
to stay for the winter, heading south to places such as Se-
attle. Many did not to return the next year. Rushes
proved to be a significant spur in the development of cit-
ies such as San Francisco, Melbourne, Seattle (the gate-
way for the Klondike), and Johannesburg. In the moun-
tainous mining regions there was little lasting settlement
and often significant environmental damage.

Prices in the mines went up dramatically with the
initial rush of people to the area and then fell over time.
This pattern reflects the fact that all of the miners had to
be outfitted from the available stocks of food, clothing,
and equipment, and supply took a while to respond. An-
other factor in the high prices in the mines, and one that
did not disappear over time, was the cost of supplying re-
mote areas. All products had to be brought in over rug-
ged terrain, sometimes by water, but more often by
horses, dogs, or humans.

Property rights were generally similar across gold
rushes in that mineral claims consisted of a plot of land
of a specific size, claims could be bought and sold, and
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continued control of a claim depended on the claim
being actively mined. California, Australia, and the Klon-
dike all had significant amounts of gold near the surface,
which could be mined by small numbers of individuals
with relatively little capital investment. In California and
Alaska, claim sizes were decided by miners in the mining
district and were typically larger than the claims in Aus-
tralia and Canada, where the government specified claim
sizes. In the United States miners were not taxed or oth-
erwise required to pay to mine, whereas in Australia and
Canada the miners had to pay substantial taxes. In South
Africa relatively little of the gold was near the surface.
Thus, most of the mining was undertaken by corpora-
tions, which invested heavily in the mining equipment
necessary to bring the rock to the surface and crush the
rock to extract the gold. Many of these corporations were
also heavily involved in diamond mining.

Ethnic conflict was a common feature of most rush-
es, with sentiment against non-English-speakers and the
Chinese in particular running high. In California this an-
tiforeigner sentiment was manifest in the Foreign Miners
Tax. Originally $20 per month in 1850 for foreign min-
ers, the tax was repealed in 1851 and then reinstated in
1852 at a monthly rate of $3. Foreign miners also were
more likely to be pushed off by threat of violence by
Americans. Generally, the foreign miners in Canada and
Australia were more likely to be of British origin than
were those in California, although immigration restric-
tions were put in place in Australia to limit Chinese in-
flow. In South Africa political conflict between the Dutch
Boers and the British over the rights of the British in the
Boer-controlled gold-rush area in the Transvaal led to
the Boer War (1899–1902), and ultimately to British con-
trol. Because the vast majority of the workers in the
South African mines were black, ethnic conflict tended
to be between various tribal groups, and it was exacerbat-
ed by recruitment of laborers in neighboring countries
who were often willing to work for lower wages.

MACROECONOMIC EFFECTS

As a result of these major and minor gold rushes, the an-
nual world production of gold tripled over the fifty-year
period 1848 to 1898. Before then, the ratio of the world
silver stock to the world gold stock had been roughly
constant since 1600. In 1850 most countries were on a
gold standard, a silver standard, or a bimetallic standard,
in which silver and gold were accepted in a fixed ratio.
The discovery of large amounts of gold and the failure
to discover even larger deposits of silver caused the ratio
of the world stock of silver to gold to fall rapidly. By the
mid-1870s the increase in the gold supply had largely
driven out the bimetallic standard, and bimetallic-
standard countries and some silver-standard countries
moved to the gold standard.

S EE A LS O Africa, Labor Taxes (Head Taxes);
Anglo American Corporation; Australia;
Bullion (Specie); Canada; Empire, British;
Empire, Japanese; Gold and Silver; Gold
Standard; Guggenheim Family; Labor, Types of;
Laborers, Coerced; Laborers, Contract;
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Emigration and Immigration; Rates of
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GOLD STANDARD
A gold standard is a system in which money is meaning-
fully denominated in units of gold. Denominated means
that a piece of money may be a full-bodied gold coin, or
it may be a claim redeemable for gold coins or bullion.

Ancient economies adopted various commodities
(including oxen, salt, and shells) as media of exchange.
As trade networks grew, metals (silver, gold, and copper)
displaced other commodity monies because of their
greater convenience for hand-to-hand exchange: they
were more portable (precious), durable, and divisible. An
inconvenience of trading silver or gold in raw form was
the difficulty of assessing the quality of any particular
nugget. The development of coinage, which certified the
weight and fineness of the metal being offered, overcame
that problem. The use of silver and gold coins spread
across the trading world after about 600 B.C.E.

Where modern banking developed, the public came
to hold most of its money in the form of redeemable
claims (token coins, banknotes, and transferable depos-
its), with the precious metals residing mostly in bank
vaults. Bank-issued money avoided the major problems
associated with full-bodied coins: bulkiness (for large
payments), wear and tear, and lack of uniformity due to
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clipping (lightening by the public) and debasement
(lightening by royal mints). Because the mints faced
more competition in producing the large-value gold
coins that circulated internationally, they debased silver
coins more extensively.

Although some authors define the gold standard by
reference to central bank or treasury policies, no govern-
ment role in money is required for a gold standard in the
general sense. If a central bank or treasury does issue
money under a gold standard, it denominates and re-
deems (or mints) that money in gold. The business of
minting silver and gold coins was commonly national-
ized to reap the profit available from minting monopoly,
but in a few places (e.g., California during the 1850s gold
rush) it was left to private competition. The business of
issuing redeemable banknotes was normally left to pri-
vate commercial banks before central banks nationalized
it in the nineteenth and twentieth centuries. Deposit
banking remained largely private throughout the period.

Silver standards predominated from ancient times
until the nineteenth century, with gold coins limited to
large-value payments. As gold payments grew in impor-
tance through the Renaissance and the Industrial Revolu-
tion, some national governments tried to fix unit-of-
account values for both precious metals. Bimetallism gave
the dollar both a defined silver content and (alternative-
ly) a defined gold content. Bimetallism was unsustainable
when the world market exchange ratio moved too far
from the official silver/gold ratio implied by the dual def-
inition of the dollar. People would pay dollar debts in
whichever metal was cheaper to get in the market. They
would hoard or export the legally undervalued metal,
leaving only the legally overvalued metal in circulation
(the famous “Gresham’s Law”). In 1717 Isaac Newton
(1642–1727), as master of the Royal Mint, inadvertently
moved the United Kingdom from silver to gold by over-
valuing gold. The United States government overvalued
gold in 1834, with similar results. Several European na-
tions led by Germany—either seeking to emulate the
United Kingdom and the United States or fearful of a de-
cline in the relative value of silver—deliberately switched
from silver to gold standards in the 1870s.

The heyday of the international gold standard ended
with World War I. Central banks and treasuries aban-
doned their commitments to gold redemption so as to
finance war expenditures with issues of unbacked money.
They established and then broke more tenuous links to
gold in the interwar period. Under the Bretton Woods
system after World War II, the U.S. government allowed
foreign central banks (but not U.S. citizens) to redeem
dollars for gold, until President Richard Nixon (1913–
1994) finally “closed the gold window” in 1971. Gold
today serves as a parallel currency for few transactions.

THE QUANTITY AND PURCHASING POWER OF
MONEY

In most countries on gold, the unit of account had a dis-
tinct name. For example, the U.S. economy before 1933
used the dollar, defined as .04838 troy ounce (or equiva-
lently 23.22 grains) of gold 90 percent fine. With prices
quoted in dollars, and the dollar defined as an amount
of gold, the consumer price level (dollars per goods-
basket) was the product of two factors: (1) the defined
ratio between dollars and gold (dollars per ounce Au),
and (2) the relative price of the goods-basket in terms of
gold (ounce Au per goods-basket).

Law or convention fixed the first ratio. The second
was governed by supply and demand conditions in the
world market for gold. An increase in demand for mone-
tary gold (e.g., a large country switching to the gold stan-
dard and amassing gold reserves) would increase the pur-
chasing power of gold (lower the relative price of goods
in gold), and thereby lower the dollar price level propor-
tionally. In a decade or two the higher purchasing power
of gold would stimulate enough extra mining for the
stock of gold to catch up with demand, reversing the ini-
tial price level movement. A fall in monetary gold de-
mand would conversely cause a drop and then recovery
of the purchasing power of gold (ppg) by discouraging
mining. In the long run the ppg was governed by the out-
put of gold from the world’s mines and the consumption
of gold by industrial uses. A major boost to output at the
existing ppg (the California gold discovery) could lower
the equilibrium ppg and raise the path of the price level.

But events such as the California discovery were rare.
Actual growth of the world monetary gold stock was
gradual. Hugh Rockoff reports that the gold stock grew
at an average annual rate of 6.39 percent from 1849 to
1859, the decade of the California and Australian gold
rushes (1984, p. 621). In no other decade between 1839
and 1929 was the growth rate above 3.79 percent. The
smaller gold strikes in South Africa (1874–1886), Colora-
do (1890s), and Alaska (1890s), following years of intense
prospecting prompted by a high ppg, helped grow the
gold stock to meet growing world demand for gold. The
cyanide process for extracting pure gold from ore, a
breakthrough allowing profitable exploitation of the
South African gold deposits, did likewise. The U.S. fiat
monetary base, by contrast, has grown more than 7.4
percent in each decade since 1969. The standard devia-
tions of annual percentage rates of change (around de-
cade-average rates of change) have also been consistently
larger for the fiat monetary base since 1949 than for the
world’s stock of monetary gold from 1839 to 1929.
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THE BENEFITS AND COSTS OF A GOLD
STANDARD

Defenders of a gold standard emphasize that the natural
stability of gold supply limits inflation. The expected in-
flation rate has close to a zero mean over long-time hori-
zons where the gold standard prevails and is expected to
be left alone. Arthur J. Rolnick and Warren E. Weber
(1997), studying the histories of fifteen countries, report
that their average annual inflation rate under silver or
gold standards was 1.75 percent. In the same countries
inflation has averaged 9.17 percent under fiat standards.

Bond-market participants had greater confidence in
their ability to predict the price level at long horizons
under the historical gold standard, judging by the much
thicker market for long-maturity bonds. Nineteenth-
century railroads found ready buyers for fifty-year bonds.
Such bonds are unknown today. Overall, the maturity of
new corporate debt issued shrank substantially with the
move to fiat standards in the postwar United States.

Gold redemption at a fixed parity prevents govern-
ments from printing money without limit to finance its
spending. Classical liberals viewed strict commitment to
the gold standard as an important constitutional con-
straint against those activities of governments, particular-
ly war-making, that might be financed by the burst of
revenue available from issuing unbacked money.

The leading objection economists have made to a
gold standard is the resource cost involved: alternative
uses are foregone for the gold tied up in coins and bul-
lion, and resources are devoted to ongoing gold mining.
Unbacked (fiat) paper money is much cheaper to pro-
duce. Fiat monetary expansion can in principle be con-
strained to keep inflation to whatever level is desired.

The world’s actual switch to fiat regimes has not re-
alized the potential resource cost savings, for two reasons.
First, central banks have sold off only a small fraction of
their gold stocks. (They have at least stopped accumulat-
ing gold.) Second, the uncertain reliability of fiat money
has prompted the public to accumulate gold coins and
bullion as an inflation hedge. The purchasing power or
real price of gold is actually higher today than it was in
the gold standard era. ($400 per ounce in 2004 is equiva-
lent to about $73 at 1967 U.S. consumer prices, whereas
gold was $35 per ounce in 1967. It is equivalent to about
$37 at 1929 prices, whereas gold was $20.67 per ounce
in 1929.) At a higher real gold price, more resources are
devoted to gold mining. The switch to fiat standards may
ironically have increased the resource costs of the mone-
tary system.

An oft-cited estimate of the resource cost of a gold
standard is Milton Friedman’s (1953) back-of-the-
envelope calculation that acquiring new gold to satisfy

growing real money demand would annually consume
2.5 percent of national income. Friedman’s calculation,
however, assumed a “pure” gold standard in which banks
hold 100 percent gold reserves even against time deposits.
In sophisticated real-world gold-based banking systems,
such as Scotland’s in the nineteenth century, bank re-
serves equaled about 2 percent of demand liabilities. The
estimated resource cost of a gold standard for such a sys-
tem is about one-fiftieth of Friedman’s figure (0.05%) of
annual national income. Using standard estimates of the
deadweight cost of inflation, the welfare cost of inflation
begins to exceed the estimated resource cost of a gold
standard (0.05% of national income) at an inflation rate
of about 4 percent. If these are the only costs and benefits
considered, a gold standard’s cost is worth bearing if the
alternative is a fiat standard with 4 percent or greater in-
flation.

S EE A LS O Bullion (Specie); Money and Monetary
Policy.
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GREAT DEPRESSION OF THE 1930S
The Great Depression, which began in 1929, engulfed the
most powerful manufacturing countries and producers
of food and raw materials, in a vicious downward spiral
that lasted until a sustained recovery began in late 1932
or early 1933. During this period the volume of world
trade declined by one-fourth. The severity of the crisis
was such that both the structure and the means of con-
ducting international business were dramatically
changed. The 1930s was a time of trade restrictions, quo-
tas and tariffs, currency depreciation, and the pursuit of
self-sufficiency. Moreover, international lending, which
had played a crucial role in sustaining the prosperous in-
ternational economy in the half century before 1914, was
no longer significant. Foreign trade, which had been re-
garded as the engine of growth in the recent past, had lost
its vigor.

This account will outline the important trade and fi-
nancial links that determined international economic
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Franklin D. Roosevelt won the 1932 U.S. presiden-
tial election during the Great Depression. Roosevelt’s
first term was marked by radio addresses, known as
the “Fireside Chats,” in which he made a point of
explaining economic matters in terms all his listeners
could understand, reassuring them about the nation’s
future with a combination of confidence and humor.
Roosevelt’s 1933 inaugural address was more low-key,
yet still optimistic. The economic breakdown was not
due to a lack of plenty, he said, but to a larger failure in
world trade flows and the inability of leaders and
bankers to find rational solutions. Roosevelt intended
to approach the crisis as though his nation were at
war, waging a vigorous campaign to put ordinary
Americans back to work, making more productive use
of national resources, and coordinating relief efforts;
these strategies were implemented as part of his “New
Deal” program. In this inaugural address Roosevelt
famously reassured Americans that “this great Nation
will endure as it has endured, will revive and will pros-
per. So, first of all, let me assert my firm belief that the
only thing we have to fear is fear itself .…”

D av id J. Clarke

FRANKLIN D.
ROOSEVELT

forces. These relationships help explain why hard times
spread so rapidly throughout the world.

THE INTERNATIONAL SLUMP: 1929–1933

One of the most destabilizing features of the Depression
was the dramatic fall in prices, which both consumers
and businesses came to regard as a curse. Over these few
years, wholesale prices in the majority of the world’s most
advanced industrial countries declined by 30 to 40 per-
cent. The situation in economies that depended heavily
on the production and export of primary products—
unprocessed foodstuffs and raw materials—was worse, as
prices fell by 60 to 70 percent. Many primary producers
were seriously disadvantaged after 1929: by 1932 they had
to sell more of their exports to purchase the same quanti-
ty of manufactured imports as they had before the De-
pression.

Once the Depression gathered force, factories and
construction companies reacted to the falling demand for

their products by reducing purchases of raw materials, by
cutting production, and by firing workers. But rising un-
employment led to even lower sales, declining profits,
and a further reduction in the demand for raw materials.
For example, as U.S. auto manufacturers dramatically cut
the numbers of vehicles that they produced, the need for
rubber, imported from Southeast Asia to manufacture
tires, declined. Unfortunately the rubber-producing
countries relied heavily for the bulk of their export earn-
ings on the international sales of that single commodity.
Even very low prices failed to stimulate demand. Many
primary producing countries were in that situation, fac-
ing a growing balance-of-payments deficit.

While manufacturing, mining, and construction
companies reacted to falling demand by reducing output,
the majority of food and raw material producers found
it impossible to follow this path. Throughout the world,
the most common unit of production in agriculture was
the family, and farmers could not cut costs by dismissing
family members. Nor did individual farmers react to fall-
ing sales and lower prices by cutting back on production.
On the contrary, many strove to increase output, hoping
that additional sales would compensate for lower prices.
Unfortunately, the outcome was that by 1932, large
stocks of a wide range of commodities—cotton, wheat,
wool, sugar, and rubber, for example—served to further
depress primary-product prices. The growth of stocks is
one reason why the price falls for primary products were
more severe than the decline in manufacturing prices.

A further problem facing primary producers was
that most were in debt. Countries had borrowed heavily
during times of war-induced prosperity, especially from
investors in the United States. Then in the twenties they
borrowed from private citizens in the United States, the
world’s leading lender, or from the United Kingdom.
Borrowing made it possible to fund the purchase of im-
ports that the earnings from exports could not cover.
However, the disproportionate primary-product price
falls after 1929 had a devastating effect on debtors, many
of whom struggled to meet their financial obligations. It
is important to remember in this context that while infla-
tion lessens the burden of debt, deflation actually in-
creases it.

In 1929, the United States was the leading exporting
nation, accounting for almost 16 percent of the world’s
total exports and with just over 12 percent of the world’s
total imports, second only to the United Kingdom. Dur-
ing the 1920s, the United States had also become the
world’s leading provider of international capital. By pur-
chasing imports and by lending freely, it was able to pro-
vide the rest of the world with a regular flow of dollars,
on which many countries became dependent.
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Massive crowds march in Trafalgar Square, London, as part of a hunger protest in 1932 during the Great Depression.  In
addition to the economic downturn in the United States, a financial decline spread across Europe as countries were still in recovery
from World War I. In 1931, Britain reacted by devaluing its currency and departing from using the gold standard with its trading
partners. AP/WIDE WORLD PHOTOS. REPRODUCED BY PERMISSION.

These dollars could be used either to purchase im-
ports directly from the United States, to meet debt repay-
ments, or, since the dollar was widely accepted as an in-
ternational currency, to purchase goods and services
from anywhere in the world. However, once the U.S.
economy slid into deep depression, its importing and in-
ternational lending went into a steep decline, with serious
consequences for the international economy. The situa-
tion was exacerbated as other rich industrial nations also
cut their imports, especially of raw materials, as well as
their lending.

THE GOLD STANDARD: A SOURCE OF
INSTABILITY

In the decades before 1914, both international trade and
lending grew rapidly, but within a fairly stable frame-

work. Contemporaries came to the conclusion that this
stability had been made possible by the gold standard,
which many of the world’s major trading nations had
adopted. The central banks of countries on the gold stan-
dard were required to convert domestic currency into
gold at the specified fixed exchange rate. Furthermore,
gold could be imported or exported without restriction.
Under the rules of the gold standard, when a country ran
a balance-of-payments deficit, gold would be exported to
fund the deficit. The loss of gold would lead to a contrac-
tion of the money supply, which would bring about a
gradual deflation, which in turn would lower the costs of
production. As a result, exports would become more
competitive, and the balance of payments deficit would
be rectified. Countries running balance-of-payments sur-
pluses would attract gold, and the consequent increase in
the money supply would raise production costs. Exports
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would become more expensive, and soon the surplus
would be reduced.

The appeal of this very simplistic view of the opera-
tion of the international gold standard was that it worked
automatically. There were clear rules, there was no need
for government intervention, and if economies moved
toward either surplus or deficit on their balance of pay-
ments, the operation of the gold standard ensured that
neither movement was extreme.

Most countries abandoned the gold standard during
or shortly after World War I, but all major trading na-
tions showed a great determination to readopt it during
the 1920s. Unfortunately, by the late twenties most of the
world’s stock of gold was held by the United States and
France. Neither country allowed their gold stock to in-
flate their domestic economies, so part of the self-
correcting mechanism did not operate. Just as significant,
the strict adherence to fixed exchange rates played a cru-
cial role in worsening the Depression.

Consider the position of a primary producing coun-
try with an international debt that had to be serviced but
also with a growing balance-of-payments deficit. How
could exports be made more competitive? Could the im-
port bill be reduced? Would it be possible to borrow
more from overseas investors during this difficult period?
The room to maneuver was limited.

Many countries attempted to force down wages and
prices in a desperate attempt to increase export sales.
Such measures could result in political instability, and in
any case, reduced export prices could not guarantee addi-
tional earnings. Imports could be reduced easily by the
imposition of quotas or tariffs, but the advantage was
often quickly eroded as such action invited and received
retaliation. In 1930 the United States introduced the
Hawley-Smoot Tariff, which led to a wave of retaliation
across the world. Little wonder that one by-product of
the Depression was the increase in barriers to trade. As
one country’s imports are another’s exports, swift reac-
tion to any exclusion was inevitable.

As the Depression deepened, international investors
became concerned about the ability of debtor countries
to continue servicing their debts, and this growing uncer-
tainty led to a repatriation of capital. Debtor counties
sought to retain the confidence of foreign investors by
pursuing deflationary policies and raising interest rates
in the hope that this would make investment more at-
tractive. Unfortunately, the strategies employed to ap-
pease overseas investors had the effect of worsening the
Depression domestically, and this tended to accelerate
the outflow of foreign capital. Eventually, economies
with little gold or foreign currency reserves could not
sustain the defense of their exchange rates, and devalua-

tion became unavoidable. One result of devaluation was
retaliation, and therefore the advantage of this policy was
often short-lived. Devaluation also resulted in a loss to
foreign lenders, who reacted by withdrawing their capital
from all countries that seemed to be in grave difficulties,
a course of action that made devaluation even more
likely.

In 1931 a major financial crisis affected several pow-
erful economies. The crisis started in Austria, then spread
to Germany before moving to Great Britain. Germany
did not devalue the mark but instead imposed strict im-
port and foreign-exchange controls. In a move that
stunned contemporaries, Britain was forced to devalue
sterling in the fall of 1931 and to abandon the gold stan-
dard. Many countries that had strong trading links with
Britain also left the gold standard and allowed their cur-
rencies to depreciate. In the spring of 1933 the United
States devalued the dollar and abandoned the gold stan-
dard. A few countries stubbornly remained on gold, but
by 1936 they too were forced to quit.

The exchange rate rigidity that the gold standard had
imposed helped to exacerbate the effects of the Depres-
sion through deflation. Once Britain devalued sterling,
economic recovery was relatively vigorous. Those na-
tions, such as France, that clung to gold endured a long-
lasting economic decline.

Post-1945 policy makers realized that international
cooperation was essential if actions determined by short-
term national self-interest were to be avoided and the
barriers to trade reduced. The Bretton Woods Agreement
(1944) set up the International Monetary Fund (IMF),
which was designed to encourage international coopera-
tion and offer support to countries facing exchange-rate
difficulties.

S EE A LS O Depressions and Recoveries; Hoover,
Herbert; Keynes, John Maynard; Roosevelt,
Franklin Delano.
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GREECE
Greece has historically been an active trading nation. In
2002 trade accounted for 12.6 percent of the nation’s
gross national product (€514 million=U.S.$621 million).
Half of that was retail trade, but imports represented the
largest part, so there was a large trade deficit. The coun-
try’s trade deficit had increased drastically after it joined
the European Economic Community in 1981. Nonethe-
less, Greek traders have always been adaptable; a contem-
porary example of this was the quick Greek commercial
penetration, backed by governmental encouragement,
into the countries of the Balkans and the Black Sea to
capitalize on new markets in former Communists coun-
tries.

Greece is a traditionally maritime country with
thousands of islands. Merchant shipping is a dynamic
factor in the national economy, and the industry repre-
sents Greece to the world mainly through the exciting
images of Greek tycoons such as Aristotle Onassis (1900–
1975) and Stavros Niarhos (1909–1996). Greek-owned
ships sailing under foreign flags comprised 17.4 percent
of the world merchant marine in 2000. Most Greek ships
are tramp ships carrying mainly dry products such as
iron ore, coal, grains, bauxite, alumina and phosphate
fertilizers, as well as ocean liners. Merchant shipping
steadily supported the Greek economy in the twentieth
century, offering a net exchange at no cost to the national
economy. In 1995 shipping operations contributed a sig-
nificant U.S. $2.191 billion to the national balance of
payments of Greece.

GREEK TRADE IN THE OTTOMAN PERIOD (1453–
1828)

From the mid-eighteenth century up to the first decades
of the nineteenth century, Greek merchants controlled
the external trade of the Ottoman Empire with Western
Europe and conducted a large part of the intra-Ottoman
trade. Greek business enclaves developed along sea routes

in the Ottoman Smyrna in Asia Minor and in the ports
of southern Russia in the Black Sea. Communities were
made up of emigrants from Greek regions in the Otto-
man Empire who participated in the maritime trade with
Western European ports such as Leghorn, Trieste, Mar-
seilles, and Amsterdam. The trade products were food-
stuffs, textiles, natural dyestuffs, and minerals.

The growth in the nineteenth century of the Europe-
an economy—preponderantly in France and Britain—
and with it the Ottoman markets compelled the Ottoman
Porte to make civil and commercial reforms and treaties
that created a favorable socioeconomic milieu for Greeks
and other non-Muslim minorities. Trade in agricultural
products and raw materials had increased in the markets
of the Ottoman Empire, which were in frequent contact
with ports on the Italian peninsula, in France, in Great
Britain, in the Netherlands, and in Russia. The need for
access to centers of distribution for the treatment and
consumption of agricultural and semi-processed prod-
ucts led to the organization of family-based entrepre-
neurial networks whose members were dispersed in dif-
ferent cities. Thus merchant enterprises constituted the
heart of the economy in port cities handling together a
wide range of activities: buying and selling; commission-
ing; transaction financing; insurance of goods.

At the same time, Greek commercial migration of
the same organizational type spread overland in the Ot-
toman Empire, mainly departing from towns in Thessaly,
Epirus, and Macedonia and heading to transit stations
and economic centers in the Balkans and Central Europe.
The main carrying goods were foodstuffs, furs, leathers,
and textiles. Thus small mountain towns with domestic
wool industries, commercial connections, and experience
in organizing overland transport produced a number of
famous expatriate merchants, including the three genera-
tions of the Sinas family of Budapest and Vienna.

NATIONAL GREEK TRADE IN THE NINETEENTH
AND TWENTIETH CENTURIES

The formation of an independent Greek state in 1828
provided psychological and economic incentives for
many expatriate merchants to settle in Greece. From its
early days, the new state offered opportunities for free en-
trepreneurial expansion backed by a policy of protection-
ist measures based on national and economic consider-
ations. The capital invested by these businessmen in the
fledgling state was directed mostly to commercial ven-
tures and secondly to banking and industrial activities.

The establishment of the Greek state and its interest
in national trade did not change trade practices and orga-
nization patterns, but it did create new markets. By 1830
the port of Hermoupolis, on a small Cycladic island, was
the center for transit trade in the Eastern Mediterranean,
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dealing in foodstuffs, silk, leather, cotton, and hardware.
Consequently, a local banking and credit system and
shipping, manufacturing, and building industries devel-
oped in the new city-port. At the end of the nineteenth
century the port of Piraeus, next to the Greek capital,
Athens, became Greece’s main trade port. The port of Pa-
tras, in north Peloponnesus, developed spectacularly in
the nineteenth century due to its trade in currants.

In the first decades the Greek state was oriented to
a tariff-collecting policy, and between 1851 and 1871
state revenue from the country’s custom houses quadru-
pled. The most valuable export products were currants,
figs, olive oil and olives, silk, and valonia (used in tanning

leathers). The main import products were grains, stock-
fish, sugar, coffee, and textiles. Trade fairs of all sizes were
the main venues of import and distribution, meeting the
needs of the population. In 1862 twenty-two trade fairs
were registered in central Greece and Peloponnesus.

In the beginning of the twentieth century retail trade
began to flourish in Greece’s main urban centers. In
1914, soon after the Balkan Wars (1912–1913) and before
World War I, Greece’s external trade was valued in
196.777,046 francs, equivalent to the same amount in
golden drachmas, and her main trade partners were Aus-
tria-Hungary, Italy, and Britain. The external trade was
comprised of agricultural products, textiles, and oils.

Greece
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The interwar period in Greece saw the arrival of 1.5
million refugees of the Asia Minor catastrophe in 1922.
The massive settling of refugees in the Greek state en-
larged the national market, especially as far as the alimen-
tary goods and garment products were concerned. Be-
tween 1920 and 1929, the export growth of the country
was marked by the tobacco boom. The National Bank of
Greece begun to operate in 1928, marking a major turn-
ing point in Greek banking system, bringing the country
to the gold standard. The world economic crisis of 1929
was crucial for the country’s trade balance. Autarchy be-
came the main scope of all interwar Greek governments
and the already difficult relationship between free trade
and national industry was aggravated (by new state policy
partial to Greek industry.) Import tariffs were increased,
enabling national industry to cover 75 percent of the
Greek market. Thus, Greek nationalism promoted the
triptych of modernization, interventionism, and protec-
tionism.

World War II completely changed the political and
economic scene in Greece, but the existing economic
conflict not only didn’t cease, but also gained a new polit-
ical apparatus. In the postwar period, under the Marshall
Plan from the United States poured millions of dollars
into Greece’s economic reconstruction. Nonetheless, the
economic sector that showed the most spectacular
growth was the merchant marine. In becoming the larg-
est fleet in the world, the Greek-owned merchant marine
employed many Greeks and provided promising private
and state revenues.

SEE ALSO Agriculture; Balance of Payments;
Black Sea; Cargoes, Freight; Cargoes,
Passenger; Common Market and European
Union; Containerization; Empire, Ottoman;
Ethnic Groups, Armenian; Free Trade, Theory
and Practice; GATT, WTO; Great Depression of
the 1930s; Industrialization; International
Trade Agreements; Mediterranean; Onassis,
Aristotle; Regional Trading Agreements;
Shipping, Merchant.
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SIR THOMAS GRESHAM
c. 1518–1579

Sir Thomas Gresham, one of the leading merchants and
financiers of the sixteenth century, owes his reputation
to the manipulation of the foreign exchanges in manag-
ing the credit of the Tudor monarchy. The son of a for-
mer lord mayor of London, he made his fortune export-
ing cloth in the favorable market conditions of the 1540s,
but he came to prominence in 1551 when he became the
king’s agent, responsible for obtaining loans for the
Crown from continental bankers based at the Antwerp
entrepôt. His skill lay in forcing the association of English
cloth exporters, the Merchant Adventurers, to pay over
their receipts in Antwerp to himself for repayment in
London in sterling at an artificially high fixed rate. Al-
though he lost favor at the accession of the Catholic
Queen Mary in 1553, his indispensability ensured that he
was soon back in post. The zenith of his influence was
in the early years of Queen Elizabeth I, when he advised
her chief minister, Sir William Cecil, on economic mat-
ters such as the recoinage of 1560–1561, and also became
an important conduit of diplomatic information. In 1568
he opened the Bourse, a building dedicated to the ex-
change of foreign credit, which was built at his expense
on land provided by the City of London and rechristened
the Royal Exchange after a visit from the queen in 1571.
He is known mistakenly as the author of “Gresham’s
Law,” the notion that when coins are in circulation
whose relative face value differs from their relative bul-
lion content, the “bad money will drive out the good” be-
cause it is less expensive to pay for foreign purchases in
poor quality money. Although Gresham made the point,
he was not the only person to do so, and by no means
the first.

S EE A LS O Elizabeth I; Empire, British; Finance,
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Money and Monetary Policy.
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GUANGZHOU

By 1450 Guangzhou (Canton) had long established its
position as one of China’s most important ports of inter-
national trade. During the Qing dynasty (1644–1911)
China’s growing maritime trade activities further en-
hanced the importance of Guangzhou, which existed as
the country’s sole port for foreign commerce between
1757 and 1842 and which was the site of a customs office
established by the government. During much of the Qing
period a few firms known collectively as the Hong were
in charge of international trade with their Western coun-
terparts, who leased facility spaces in the city. During the
first half of the twentieth century foreign trade in Guang-
zhou was often controlled by Westerners and Japanese,
who occupied Guangzhou from 1938 to 1945. Shortly
after the founding of the People’s Republic of China in
1949 the government took over the running of all foreign
trade activities, which were managed by state-owned in-
dustry-based trade firms.

Of the different products exported from Guangzhou
during the Ming dynasty (1368–1644), silk and china
were the two most important, and the famous Ming chi-
naware developed a strong international reputation.
During the Qing dynasty, silk remained a top export
commodity, and tea became more important, becoming
the number one export commodity before the Opium
War (1840–1842). The growth of tea exports reflected
China’s increasing interaction with Britain, where tea
drinking had become a national pastime.

Over time, export activities increased, but most of
the goods were handicrafts and other nonmanufactured
products such as raw materials, medicine, and food. This
changed in the late twentieth century, when China’s post-
1978 reform policies revitalized the Chinese economy
and multiplied exports in both volume and variety, in-
cluding exports in manufactured goods such as machine-
ry and electronic products.

Many pre-twentieth-century imports were luxury
consumer goods such as pearls, precious stones, spices,
and sea otter skins. Without enough salable goods to bal-
ance its trade with China, the British turned to opium.
Its import dramatically increased after the Opium War,
which the British launched in order to legalize its opium
trade. Much of the British opium went to China through
Guangzhou. After the Opium War, Guangzhou also wit-
nessed a significant increase in the importation of con-
sumer goods, especially textiles. During the first half of
the twentieth century a variety of goods ranging from
textiles to food, machinery, and transportation vehicles
were imported, reflecting a weak national economy. Im-
ports, under tight control because of the lack of foreign
currency in the early decades of the People’s Republic of

China, proliferated after the country’s economic reform
began in the late 1970s, primarily meeting the needs of
a fast-growing, export-oriented economy.

Southeast Asia, a long-time trade partner with
Guangzhou, was outstripped by Western nations, espe-
cially Britain, during the Qing dynasty, and by Japan in
World War II. After the war the United States became the
primary source of imports. From the 1950s through the
1970s, Guangzhou conducted almost all its international
trade through Hong Kong. In 1990 it traded directly with
more than 100 countries.

Because of its position in international trade, Guang-
zhou has had a profound impact on the region as well as
the nation. By the nineteenth century the surrounding
Pearl River Delta had developed a dynamic market-
oriented economy, and had become a hub for interna-
tional commerce migration and for information about
the outside world.
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Ports; Harbors; Hart, Robert; Hong Kong;
Imperial Maritime Customs, China; Japan;
Jardine Matheson; Lin Zexu; Philippines; Port
Cities; Rice; Singapore; South China Sea; Russia;
Spices and the Spice Trade; Tea; Thailand;
Zheng Family.
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GUGGENHEIM FAMILY
Meyer Guggenheim (1828–1905) was the patriarch of the
Guggenheim family. A native of Switzerland, he migrated
to the United States in 1847. He began his entrepreneuri-
al carrier by selling shoelaces and manufacturing stove
polish in Philadelphia. In 1872 he established Guggen-
heim & Pulaski, a firm importing embroideries from
Switzerland. The business prospered, allowing him to
turn his interests to other fields. In 1888 he and his sec-
ond son, Daniel Guggenheim (1856–1930), acquired
copper mines in Colorado and established the Philadel-
phia Smelting and Refining Company, which became a
worldwide copper market leader.

In 1891 they consolidated some of their refining op-
erations in a trust named Colorado Smelting and Refin-
ing Company. A decade later they assumed industry lead-
ership by taking control of a competitor trust, the
American Smelting and Refining Company. Daniel di-
rected the trust until 1919. By placing mining operations
and metal processing under one entity, they gained better
control of supply. New exploration companies were cre-
ated and, as a result, family interests were expanded to
include Bolivian tin mines, African diamond mines,
Chilean nitrate fields, and Congolese rubber plantations.

Simon Guggenheim (1867–1941), Meyer’s youngest
son, was an eminent figure in U.S. politics. Elected a sen-
ator from Colorado in 1906, he assumed control of the
family firm in 1919. As an active philanthropist, he estab-
lished the John Simon Guggenheim Memorial Founda-
tion in 1925 in his son’s memory.

SEE ALSO Chile; Copper; Corporation, or
Limited Liability Company; Gold Rushes;
Mexico; Mining; Nitrates; United States.
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GUILDS
From the eleventh century, associations of tradesmen in
Europe acquired the privilege of governing themselves at

the local level. City administrations soon evolved to
where each trade was under the control of a recognized
association, which was called a guild. While guilds per-
formed many roles, such as acting as benevolent societies
and ensuring product quality, their defining characteris-
tic was that they restricted the entry of human and physi-
cal capital inputs.

ORIGIN AND RISE OF GUILDS

From late in the eleventh century, merchant guilds rapid-
ly spread from northern Italian cities across Western and
West-Central Europe. Significantly, their rapid rise cor-
responded with unusually high rates of immediate and
continuing economic growth. About a hundred years
later, this pattern was repeated when craft guilds experi-
enced a similar growth. Typically, each city adopting the
guild system received from the king or local prince a
charter, which was called a firmi burgi, that granted local
autonomy in return for regular lump-sum tax contribu-
tions, and periodic extraordinary tax contributions in
times of military threat.

The origin of guilds can be traced to the Roman
merchant and craft associations called collegia. The col-
legia, which were preceded by associations acting as be-
nevolent societies, were an instrument of the emperor to
exact taxes, and as such, were placed under a govern-
ment-appointed prefect. This practice continued in the
Eastern Roman Empire, including in the Italian protec-
torates, the most important of which were Amalfi, Na-
ples, and Venice. However, unlike in classical Rome, in
Constantinople collegia were primarily located in the for-
eign-trade sector, which may explain why they were en-
couraged to develop entry-restricting practices to better
exploit the city’s trading monopoly. Through its system
of regular lump-sum taxes combined with periodic ex-
traordinarily taxes, the regime would have ensured that
most of the gains accrued to it.

Up to the mid-eleventh century, Constantinople
prospered through trade. Consequently, the city’s poli-
cies regarding the collegia were also adopted in its Italian
protectorates, where Byzantium even encouraged mer-
chant-oligarchic governments, which subsequently also
flourished. The success of the Byzantine-protected cities
contrasted favorably with other Italian centers under
Frankish control, so merchant-oligarchic governments,
which enjoyed a large degree of autonomy, were also
adopted during the early ninth century in Frankish cites
such as Genoa, Florence, and Pisa. In all such centers, the
Frankish emperor encouraged the establishment of inde-
pendent merchant and craft associations in return for an-
nual fixed tax payments. Subsequently, the Frankish cit-
ies also prospered. Such a charter may have been
necessary to protect town merchants and craftsmen from

Guggenheim Family
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The Houses of Business, or Guildhalls, in old Brussels, Belgium, c. 1885. Tradesmen formed organizations called guilds that
flourished between the eleventh and sixteenth centuries. By the end of the nineteenth century, most guilds had lost their power as
nations introduced central banks and convertible currencies. © MICHAEL MASLIN HISTORIC PHOTOGRAPHS/CORBIS. REPRODUCED BY

PERMISSION.

any predatory actions on the part of local lords or church
bureaucrats.

The Frankish emperor’s policy of granting guild-
dominated cities local autonomy in return for regular
lump-sum taxes and occasional extraordinary taxes was
copied elsewhere. Charters in other European cities like-
wise extended legal protection to tradesmen by ceding ju-
risdiction relating to any trade dispute to the particular
guild court. City governments, moreover, were typically
dominated by the wealthiest guilds.

Where central power proved weak, some cities dur-
ing the Middle Ages gained de facto independence. Exam-
ples of such cases include the Italian cities of Florence,
Venice, and Genoa, and the Flemish city of Bruges. Some
cities even formed alliances to gain independence. The
most notable examples are the cities of the Swiss Federa-
tion such as Lucerne, Zurich, and Berne, and the cities
of the Hanseatic League such as Lubeck, Hamburg, and

Rostock, which combined to form strong trading and
military alliances in the same period. Both federations
gained independence from a weakened Holy Roman Em-
pire at the beginning of the late thirteenth century.

MATURE MEDIEVAL GUILDS

Controversially, guilds imposed a comprehensive set of
restrictions on their members. For example, rather than
allowing their members to compete on the basis of prod-
uct price, guilds invariably fixed a maximum price. In ad-
dition, guilds comprehensively regulated output quality,
examples of which included the clothiers’ rule against
patched-up work being passed off as new, rules that re-
quired members to purchase only in quality input mar-
kets rather than from street hawkers, and the rules of the
London poulters that required members to purchase in-
puts only at times of the week when quality was highest.

Guilds
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Failure to comply with any guild regulation often result-
ed in a heavy fine for the transgressor.

In light of these guild practices, scholars such as
Charles Gross, Henri Pirenne, and Michael Poston have
argued that guilds were inefficient monopolistic cartels.
Yet, effective cartels, in order to preventing cheating, en-
force only minimum prices and maximum quality levels.
But as guilds set only maximum price restrictions and
minimum quality restrictions, their rules seem to con-
form more to antimonopoly practices.

A more consistent monopoly view is to argue, as the
eighteenth-century French Physiocrats and the Scottish
economist Adam Smith did, that guilds worked mainly
through restricting inputs of both human and physical
capital. In regard to human-capital restrictions, guilds
generally required long apprenticeships beginning at a
minimum age of seven years, and a minimum age of
twenty-five in order to qualify as a regular guild journey-
man. Guilds also set high initiation fees for journeymen
to progress to master status. Such fees were continually
increased and eventually became prohibitively high for
all but a few journeymen. Also, guilds typically set dis-
criminatory entry fees for any master desiring to relocate
from another city.

In regard to physical-capital restrictions, there were
rules restricting the operation of shops to only guild mas-
ters, and each master could own only one shop. In addi-
tion, many craft guilds imposed restrictions on the num-
ber of machines any one master could employ. Finally,
there were also rules that worked to restrict more inten-
sive use of physical capital. For example, there were re-
strictions on the maximum number of apprentices and
journeymen any one master could employ, and there
were rules against night work and working on declared
holidays.

Although such restrictions are consistent with a mo-
nopoly view of guilds, there is an alternative explanation.
Generally, medieval societies had no regular income-tax
system (except for those existing in the export-oriented
independent cities mentioned above). Consequently, the
annual fixed lump-sum tax contributions of guild mem-
bers in the nonindependent cities were an important
source of cash revenue for the king. Guild members were
also required to provide substantial emergency tax con-
tributions in times of war, and those contributions take
on particular importance when we remember that most
wealth in the period was in the form of land. Thus, cash
contributions from the towns would have been an im-
portant source of available cash to the king, particularly
during military emergencies.

There is an additional, subtle explanation for the ex-
istence for guild entry restrictions. From a societal per-

spective, in a modern economy an individual is prevent-
ed from over-investing by being required to pay a
proportional wealth or income tax. Without such a tax,
an investor would ignore any extra cost to the society
generated by their increased wealth. As such a tax was ab-
sent in most medieval societies, guild rules restricting
shop size as well as the maximum number of machines
per master may have served as an effective substitute.

Weighing against the monopoly view is the fact that
a full set of guild entry restrictions were employed even
in cities that were particularly controlled by the king,
such as London and Paris. Moreover, entry-restricting
regulations were also a characteristic feature of guilds lo-
cated in cities whose customers were politically powerful
members of the aristocracy. In addition, the monopoly
view is not compatible with other antimonopoly provi-
sions typically employed by guild cities, such as laws
against forestalling, regrating, and engrossing. The first
two of these were safeguards against speculation by mid-
dlemen, particularly in victuals, whereas the last was a
safeguard against hoarding in order to corner the market,
which was a particular problem during the medieval era
given uncertain harvests and other supplies. Finally, the
monopoly view is inconsistent with the timing of the de-
mise of guilds.

THE DECLINE OF GUILDS

Guilds lost their local autonomy with the coming of the
nation-state. Holland dramatically weakened its guilds in
the sixteenth century. Later, during the Elizabethan era,
England passed the Statute of Artificers, which allowed
guilds to maintain their entry restrictions but placed
tradesmen under local magistrates. National guild regu-
lation occurred in France during the mid-seventeenth
century under the reforms of Jean-Baptiste Colbert
(1619–1683). These also placed guilds under the con-
trol of central-government representatives. Other coun-
tries forming strong central governments soon followed
their lead.

Significantly, there is a strong correlation between
the elimination of guild entry restrictions and the adop-
tion of a modern income-tax system. For example, the
Netherlands introduced an income-tax system late in the
seventeenth century, and soon after eliminated guild
entry restrictions. England followed suit when it elimi-
nated guild input regulations after adopting an income
tax in the eighteenth century. French guild entry restric-
tions persisted until guilds were eliminated at the end of
the eighteenth century during the Revolution, at which
time France also introduced an income-tax system. The
French pattern was repeated first in those counties adopt-
ing the Napoleonic Code as a consequence of French
domination, and eventually elsewhere.

Guilds
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Though effectively guilds lost most of their power
during the Napoleonic period, in some countries they
continued to exist for a few decades more, particularly
in parts of Germany, Austria-Hungary, Scandinavia, and
Southern Europe. But as part of their centralization dur-
ing the third quarter of the nineteenth century, these
areas, too, introduced central banks and convertible cur-
rencies, so any potential need to use guilds as a source
of emergency revenue became unnecessary, and they
eliminated guilds. Indeed, guilds lasted longest in Russia,
where they were not eliminated until the turn of the
twentieth century when, significantly, it too introduced
a central bank.

SEE ALSO Education, Overview; Labor, Types of;
Population—Emigration and Immigration.
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GUJARAT
Strategically situated between the western and eastern ex-
tremities of the Afro-Eurasian continents, Gujarat played
a central role in world-trade networks dating back at least
to the third millennium BCE. Located at the eastern end
of the Arabian Sea, sailors plying along its extensive
coastline found safe routes through the shifting sea bed
on the predictable winds of the southwest and northeast
monsoons to land at the dozens of ports established over
the centuries, most importantly in modern times at
Broach, Cambay, and Surat.

In the mid-fifteenth century Gujarat was a major en-
trepôt for the direct exchange of goods and people by sea
between the Near East, western Asia, and eastern coastal
Africa in one direction, and eastern and southeastern

Asia in the other. Some of the trade goods arriving in Gu-
jarat were locally consumed or used in manufacturing;
others traveled along the great land routes to Agra and
thence across all of northern India and into Afghanistan;
but the bulk was re-exported across the seas.

Trade between Gujarat and East Africa extended
from Mogodishu in the north to Sofala and Madagascar
in the south. This trade was often direct and bilateral,
with Gujarati-manufactured carnelian beads and cotton
cloth exchanged for African ivory, gold, and slaves. Trade
along the Red Sea and Persian Gulf involved the export
of Gujarati carnelians, a wide range of coarse and fine,
and dyed and embroidered cotton and silk cloths, carpets
and furnishings, tanned hides and shoes, indigo, ginger
and pepper, wheat and rice, and the re-export of spices,
aromatic woods, and pearls from Malabar, Ceylon, and
Southeast Asia, and silk and porcelain from China. In ex-
change, Gujarat took primarily gold and silver, and some
horses. To the east, Gujarat exported her manufactures
and raw materials in exchange for spices and silk.

Gujarati long-distance trade provided extensive em-
ployment opportunities for a wide range of castes. Tribals
collected and processed agates, tannins, aromatics, wild
animals, and materials for mats and construction. Agri-
culturalists grew and processed indigo, cotton, and foods.
Artisans turned agates into carnelians and beads, wood
into boats, cotton into sails and cloth, and leather into
shoes, and they built the substantial public and private
structures found in all the major port towns. Merchants
owned ships, contracted with producers, made loans,
exchanged monies, and provided insurance. Gujarat
was prosperous, thriving, and impressive to Western
travelers.

Over the next five and a half centuries Gujarat’s ex-
ternal trade changed dramatically in response to new po-
litical conditions and technological innovations. When
the Portuguese entered the Indian Ocean trading system
in 1498 the Chinese had recently withdrawn, the Arabs
were preeminent, and Gujarati merchants were in virtu-
ally every port. Portuguese control of Indian Ocean trade,
which peaked in the sixteenth century, was contested ev-
erywhere by Ottoman Turks, Safavid Persians, Indian
Mughals, and Omani Arabs. In Gujarat the Portuguese
bypassed the leading port at Cambay, fortified themselves
in Diu and Daman, and controlled a significant portion
of Gujarat’s long-distance trade. There was little change
in the kinds of goods produced for trade, although the
volume increased and trade flowed more east-west than
north-south, and Gujarati merchants, farmers, and arti-
sans continued to prosper.

During the seventeenth century the Portuguese faced
new competitors as the English, Dutch, and French East
India Companies aggressively forced their way past Por-
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tuguese blockades and were granted trade privileges by
the Mughals, most notably at Surat. These Europeans en-
tered the internal Indian markets, joining their indige-
nous merchant competitors in contracting for trade
goods, notably cotton, tobacco, opium, and cotton cloth.
By the mid-eighteenth century both the French and
Dutch had withdrawn from Gujarat, the Portuguese were
left in their port enclaves, the Mughal empire was disinte-
grating, and various Maratha leaders were contesting for
control of Gujarat’s revenues. By the first decades of the
nineteenth century all of Gujarat was under the direct or
de facto control of the English, and it remained so until
India gained its independence in 1947.

From the seventeenth century onward, technological
advances in shipping reduced the necessity for frequent
landfalls and the transshipment or re-export of goods
across the Indian Ocean. Gradually, once great ports fell
into disuse and new ones with significantly improved
port facilities monopolized intra-ocean trade. Most of
Gujarat’s ports continued to play a major role in regional
shipping and transshipment of goods to and from Bom-
bay well into the mid- and late nineteenth century, but
large-scale commercial activity shifted south, and Guja-
rat’s merchant communities mostly followed. The exten-
sion of the railroad from Bombay to Delhi from the
1860s also redirected Gujarat’s internal and foreign trade
away from the sea.

Technological changes in European production dra-
matically altered the terms of trade between Gujarat and
the rest of the world. By the nineteenth century indigo
was replaced by new, more permanent dyes, and Indian
cotton goods were no longer relatively cheap. Their ex-
port declined continuously even after modern mills
flourished in Ahmedabad from the early twentieth centu-
ry. Perhaps even more important were changes in con-
sumption patterns as the demand for luxury items by the
very wealthy was replaced by rapidly growing demand for
new products and services by large middle-classes and in-
dustrial firms around the world. Many tribals, artisans,
and farmers had to adjust to these changing circum-
stances. By 2000 Gujarat’s most active ports were in Sau-
rashtra, where freighters and tankers are salvaged, and in-
dustrial diamond cutting and polishing in Surat has
replaced carnelian beads, the staple of trade since antiq-
uity.

SEE ALSO Agriculture; Bengal; Caravan Trade;
Cotton; East India Company, British; East India
Company, Dutch; East India Company, Other;
Empire, British; Empire, Dutch; Empire, Mughal;
Empire, Portuguese; Ethnic Groups, Gujarati;
Factories; Gold, Silver and Other Precious
Metals; Imperialism; India; Indian Ocean;
Mumbai; Nationalism; Pakistan; Persian Gulf;

Shipbuilding; South Africa; Textiles; Tobacco;
Wheat and Other Cereal Grains.
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CALOUSTE GULBENKIAN
1869–1955

Calouste Gulbenkian, a Turkish-born British business-
man of Armenian descent, helped to found in 1911 the
Turkish Petroleum Company (later the Iraq Petroleum
Company), which was the first to produce oil in Iraq and
eventually produced oil and laid pipeline in Saudi Arabia
and many Persian Gulf emirates. In 1891 Gulbenkian
published Transcaucasia et la Peninsule d’Apcheron—
Souvenirs de voyage (Transcaucasia and the Peninsula of
Apcheron—Memories of Travel), an account of his voy-
ages to the oil fields of Baku; the book brought Gulbenki-
an to the attention of the Ottoman government, and a
subsequent report led the Ottoman Empire to begin drill-
ing for oil in Iraq. Gulbenkian was known in the press
as “Mr. Five Percent” because he frequently retained a 5
percent share in the oil companies he developed. Gul-
benkian set up a consortium between the Anglo-Persian
Oil Company, Royal Dutch Shell, and Deutsche Bank,
and Gulbenkian’s partners went on to become the
world’s largest energy companies: British Petroleum,
Shell, Total, and ExxonMobil. Gulbenkian was the eco-
nomic advisor to the Turkish embassies in Paris and Lon-
don and, in this capacity, found entrepreneurs willing to
set up oil pipelines in the Ottoman Empire. During
World War I, Gulbenkian advised a committee in the
French government and, by 1920, France had oil sources
in the Middle East for the first time.

S EE A LS O Empire, British; Empire, Ottoman;
Ethnic Groups, Armenian; Iran; Petroleum.
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HAITI
The first export product from Haiti was gold, but the
gold mines were exhausted during the early decades of
the sixteenth century. Sugar was introduced around the
same time, without much success. The Indians were
dying out, and enough African slaves could not be im-
ported. Toward the end of the century ginger became the
most important export product from Hispaniola (the is-
land today divided into Haiti in the west and the Domini-
can Republic in the east), but mainly from the east. The
western third of the island remained more or less uncolo-
nized for the first century after the European conquest.
Spain had a trade monopoly with its colonies, but during
the seventeenth century contraband exports of livestock
products took over, to Portuguese, Dutch, French, and
English traders, notably on the western and northern
coasts. The Portuguese supplied slaves.

As a result, in 1605 to 1606 the Spanish depopulated
western Hispaniola. Beginning in 1630, the French grad-
ually filled this vacuum. In 1664 La Compagnie des Indes
Occidentales (West Indian Company) was founded in
France and was given a monopoly of West Indian trade.
The French colony—called Saint-Domingue—was con-
solidated over the next twenty years, and contraband
trade with the Spanish colony in the east expanded. (The
Spanish called their colony Santo Domingo.) Saint-
Domingue received horses, meat, and hides, and supplied
the Spanish with French manufactures. After the Treaty
of Ryswick in 1697 Spain did not present any further
claims to the western part of the island.

The golden age of Saint-Domingue had begun. After
1680 sugar, a staple, became the main export product; in-

digo and cocoa were added toward the end of the seven-
teenth century. Cotton was exported for a while but suf-
fered heavy competition from sugar, and did not come
back until the 1750s. The overall value of exports expand-
ed rapidly. In 1743 Saint-Domingue produced more
sugar than all of the British Antilles together. Saint-
Domingue developed into France’s most valuable colony:
in 1789 it accounted for more than 40 percent of the for-
eign trade of France, and some 5 out of 27 million French
were estimated to depend directly on this trade, which
rested on the labor of some 450,000 slaves. In the same
year coffee exports, which had begun in the late 1730s,
had expanded to the point where their value equaled
two-thirds of the exports of raw sugar.

During the wars of liberation (1791–1803) Haiti’s
foreign trade was virtually wiped out. Plantations, sugar
factories, and irrigation works lay in ruins, and the popu-
lation was declining. In 1804 a recovery had set in, except
for the indigo trade, which remained close to extinction,
but none of the crops was even close to half of the 1789
volume. Both capital and manpower were lacking, and
the war cut off the export markets. The old export econo-
my could not be maintained. The system was crushed
from both the demand and the supply sides, and, after
the 1809 land reform, Haiti became a peasant economy
with low-quality coffee as the dominant export product.
The country was ostracized internationally. Export vol-
umes fell, and then climbed back almost to the colonial
level in the 1860s and 1870s, and remained more or less
there until the advent of World War I. Coffee failed to
become a staple. At the end of the nineteenth century
Haitian government revenues consisted almost exclusive-
ly of taxes on foreign trade.
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A worker at the U.S.-based Rawlings baseball plant in Port-
au-Prince, Haiti, 1986. Haiti’s export of baseballs and other
light-assemby products was crippled by international sanctions
in the 1990s, but has struggled back. PHOTOGRAPH BY MICHAEL

RODDY. AP/WIDE WORLD PHOTOS. REPRODUCED BY PERMISSION.

Cotton exports increased during the U.S. Civil War,
but fell back rapidly after the war, when prices came
down. Cocoa also continued to be an export product. Ex-
ports of precious woods, notably logwood, saw a boom
in the 1890s and the first two decades of the twentieth
century. Thereafter, reserves were depleted.

During the U.S. occupation of Haiti (1915–1934)
sugar and sisal plantations were established, but few re-
mained after the end of the occupation. Coffee continued
to be the dominant export crop. Exports would also be
influenced by political factors, by more or less predatory
regimes. In the 1930s and the first half of the 1940s ba-
nanas began to be exported, but the removal of the pri-
vate export monopoly thereafter killed the new product.
A politically driven attempt to export rubber from a do-
mestic plant in 1941 failed as well.

The latter half of the 1940s were successful export
years. Coffee and sisal prices were good. In 1949 Haiti

was the third-largest sisal producer in the world, but after
the Korea boom the sisal price fell 50 percent within a
few months in 1951 to 1952. In 1953 bauxite exports
were begun. In 1955 coffee accounted for 65 percent of
total exports, followed by sisal (16%), sugar, cocoa, and
essential oils. Subsequently, however, these exports
shrunk, one by one. Bauxite reserves were depleted. Sisal
was finished by the mid-1970s, outcompeted by synthetic
fibers. The sugar trade lasted for another decade before
low yields and political mismanagement strangled it.
Cocoa exports declined as a result of unfavorable prices
in relation to domestic food crops. Essential oils, which
had shown an upward trend from the late 1950s to 1974,
when they accounted for almost 10 percent of the total
export value, were priced out of the market by a govern-
ment export monopoly. Coffee production, finally, de-
clined as the population grew and food crops gradually
took over the land.

In the early 2000s, Haitian exports are dominated by
manufactures. The industry in light assembly of products
made from imported raw materials (electronics, textiles,
baseballs, toys) increased sales abroad from the mid-
1960s to the beginning of the 1990s, but the sector was
almost killed by international sanctions from 1991 to
1994 and struggled to come back; in 2004 it consisted vir-
tually exclusively of textiles. In 1999 the sector accounted
for almost 85 percent of total Haitian exports, compared
with 11 percent for agricultural goods (coffee, essential
oils, and mangoes). Due to the severe land erosion caused
by population growth, Haiti has lost its comparative ad-
vantage in agriculture, and exports (manufactures) are
now based on low labor costs.

S EE A LS O Bonaparte, Napoleon; Bordeaux;
Coffee; Conquistadors; Drugs, Illicit; Empire,
French; Empire, Spanish; Encomienda and
Repartimiento; Ethnic Groups, Africans;
Imperialism; International Monetary Fund
(IMF); Laborers, Coerced; Mercantilism; New
Orleans; Slavery and the African Slave Trade;
Sugar, Molasses, and Rum; United States.
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RICHARD HAKLUYT THE YOUNGER
c. 1553–1616

The English geographer Richard Hakluyt the Younger
compiled maps of British voyages to North America to
aid traders and colonists. Principal works include “Divers
Voyages Touching the Discoverie of America,” published
in 1582; “The Discourse on the Western Planting,” pub-
lished in 1584, which outlines Hakluyt’s ideas on “plant-
ing” English colonists in North America; and “Principal
Navigations,” which describes the early English voyages
to North America and is considered to be Hakluyt’s
greatest work. It was published in 1589 as a folio in one
volume and republished as three volumes in 1598 to
1600. Hakluyt was a clergyman and the first professor of
modern geography at Oxford University, where he taught
seamen the science of their profession. Devoted to pre-
serving old maps and accounts of historic voyages, Hak-
luyt spoke seven languages, including English, to aid him
in his research. In 1583 Hakluyt was sent to Paris and
there gathered information on historic voyages and the
Canadian fur trade. Hakluyt personally gave a copy of
“The Discourse” to Queen Elizabeth I, and after 1600 ad-
vised her on colonial affairs. Hakluyt was a member of
the Skinners’ Company, an organization of fur traders,
as well as a patentee of the Virginia Company and a char-
ter member of the Northwest Passage Company.

SEE ALSO Elizabeth I; Empire, British; Furs;
Information and Communications; Travelers
and Travel.
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HAMBURG
The port of Hamburg, currently Germany’s largest port,
lies about 100 kilometers from the ocean on the Elbe
River. It has the added advantage that the Elbe in winter

typically is free of ice. Via the Elbe River, Hamburg is
connected to various parts of Central Europe. For centu-
ries, Hamburg has served as a significant entrepôt.

Founded around 800 C.E. as a fortress, Hamburg’s
early prominence stems from its position as an important
trading nexus in the Hanseatic League, a trading network
and association of almost 200 cities and towns in North-
ern Europe. In 1189 Emperor Frederick I (c. 1123–1190)
extended to the city and its port special privileges that al-
lowed for duty-free shipping between Hamburg and the
North Sea.

Besides its geographical and political advantages,
Hamburg also benefited from close proximity to Lübeck,
the principal city of the Hanseatic League and one of the
largest cities in northern Germany during the Middle
Ages. During the centuries that followed, trade flowing
through Hamburg expanded. Its largest export was beer
brewed in Hamburg.

Prior to the demise of the Hanseatic League in 1669,
many of the Hansa towns had experienced economic de-
cline. In contrast, the ports of Hamburg and Bremen
continued to grow in terms of total trade handled. By
1650 Hamburg had the third-largest population in Ger-
man-speaking Europe; only Vienna and Danzig had
greater populations. Hamburg grew between 1618 and
1648, during the Thirty Years’ War, because it welcomed
many refugees and experienced few war-related losses.
Over time, Hamburg’s openness to foreigners ensured an
ample supply of merchants with different talents and
connections, as well as an ability to adjust. The rights of
citizenship and property ownership, though, were off
limits to noblemen.

Trade continued to expand over the 1600s and
1700s. Domestically, Hamburg benefited from its easy ac-
cess south to the growing city of Leipzig and its trade
fairs. Internationally, Britain was Hamburg’s most im-
portant trading partner. Other important partners in-
cluded France, Spain, Portugal, Holland, Russia, and
each of those nation’s respective colonies. Hamburg im-
ported sugar, coffee, and wine from France; textiles,
sugar, tobacco, and Indian calicoes from Britain; Brazil-
ian sugar from Portugal; and wine, oil, fruits, and wool
from the Mediterranean regions. Russian and Baltic ex-
ports to Hamburg consisted of grain, flax, and timber.
Linen remained one of Hamburg’s chief exports.

By 1800 Hamburg was one of the largest German cit-
ies and its richest by far. With the growth in international
trade over the nineteenth century, Hamburg established
business ties to ports in Asia, Australia, South America,
and Africa. Whereas trade with Britain had been of ut-
most importance before the American Revolution, Ham-
burg’s trade relations with the United States blossomed

Hamburg
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after 1815. At first, Hamburg imported mostly cotton
and tobacco, and exported immigrants. Later it imported
grain from the United States and other nations. By the
1850s German and Central European emigrants used ei-
ther Hamburg or Bremen as their port of embarkation
for overseas destinations. Between 1815 and 1930, it is es-
timated that at least 10 million people left Germany and
Austria-Hungary alone, most through one of these two
ports.

After 1860 Germany experienced tremendous indus-
trial growth in chemicals, electrical and optical equip-
ment, and precision instruments. In the early 1900s the
German economy grew into one of the largest in the
world, and Hamburg played a large role. Exports leaving
Hamburg included many types of manufactured goods.
Hamburg and its business people adapted quickly by ex-
panding the port facilities, establishing a shipbuilding
business, making the transition from sailing ships to
steam ships, and promoting tourist and cruise traveling.
With such flexibility and forward thinking, Hamburg
today remains Germany’s largest and most important
port.

SEE ALSO Agriculture; Cargoes, Freight;
Cargoes, Passenger; Chambers of Commerce;
Containerization; Free Ports; Germany;
Hanseatic League (Hansa or Hanse); Harbors;
Port Cities.
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ALEXANDER HAMILTON
1755–1804

Alexander Hamilton, first secretary of the United States
Treasury, recommended the state encouragement of

manufactures as part of a broader plan both to stabilize
a debt-ridden and stagnant American economy and to
lay the foundations for future growth. While generally fa-
voring free trade, Hamilton took issue with parts of
Adam Smith’s free-trade doctrine. Hamilton’s most im-
mediate practical contribution was to revive the new na-
tion’s public finances, but he also wrote the landmark
“Report on Manufactures” (December 5, 1791). The Re-
port made the case for manufacturing on both economic
and moral grounds. It argued that an American economy
solely dependent on agricultural exports would be both
more unstable and less dynamic than an economy in
which a manufacturing sector provided a domestic mar-
ket for agricultural surpluses. Hamilton also argued that
manufacturing would have a positive impact on the citi-
zenry by diversifying the outlets for entrepreneurs and
sparking technological progress. To encourage manufac-
tures, Hamilton recommended a series of measures,
chiefly temporary and modest tariffs and subsidies, to en-
courage infant industries. Hamilton’s proposals were not
implemented by Congress, but his Report exercised a
lasting influence on U.S. economic policy through the
likes of Henry Clay, Abraham Lincoln and, especially, the
post-Civil War Republican Party.

S EE A LS O Finance, Credit and Money Lending;
Industrialization; Money and Monetary Policy;
Smith, Adam; Protectionism and Tariff Wars;
United States.
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HANSEATIC LEAGUE (HANSA OR
HANSE)

The Hanseatic League, or German Hansa, began in the
twelfth century as a community of merchants trading on
the Baltic and North Seas. From the thirteenth through
the fifteenth centuries it developed a powerful commer-
cial axis stretching from Novgorod in Russia to London
and other English ports in the West. About 1157 Cologne
merchants gained commercial privileges in London giv-
ing them a preferred position there. Bremen merchants
also gained privileges in England. Other German mer-
chants competed effectively in Scandinavia and orga-
nized a community at Visby, on the island of Gotland,

Alexander Hamilton
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that traded actively throughout the Baltic. Following ear-
lier examples of the French Rolls of Olèron (1152) and
the thirteenth-century Book of the Consolat de Mar of
Barcelona, the Laws of Visby became widely accepted as
a maritime code throughout the northern commerce.
The Laws of Visby were included in the Hansa’s ordi-
nances published in 1591, and later were expanded and
revised in 1614 in Lübeck as the Jus Hanseaticum mariti-
mum. Access to Novgorod allowed these merchants to
become a major conduit for goods from the East into
Western Europe. By 1205 they had established a mer-
chant community, or kontor, known as the Peterhof, at
Novgorod. Lübeck eventually replaced Visby as the most
important commercial city on the Baltic, especially after
it became an imperial city in 1226 and formed its first al-
liance with Hamburg in 1230.

RISE OF THE HANSA

This loose league was highly decentralized, so although
seventy-two was often cited as the number of active
member ports and inland towns, that number was never

An interior view of a Hanseatic League Supreme Court and Town Hall in Lubeck, Germany. The Hanseatic League was
formed during the Middle Ages as an alliance of German cities in order to establish a trade monopoly in Northern Europe and the
Baltic region. During the sixteenth century, a number of elements, such as internal conflict and shipping developments by the Dutch
and English, started the decline of the league’s influence and existence. © DAVE BARTRUFF/CORBIS. REPRODUCED BY PERMISSION.

absolute. There were about 200 towns affiliated with the
Hansa at one time or another, stretching from the Zuider
Zee to the Gulf of Finland and south to Thuringia. The
league emphasized freedom and security of commerce
and the equality, rights, and privileges of all of its mer-
chants. Lübeck’s importance rose as, together with Ham-
burg, it maintained the route across the Danish peninsu-
la, avoiding the voyage around Denmark and the
frequent pirates in the straits between Sweden and Den-
mark. Salt, textiles, and fish from the West were traded
for Russian furs and forest products. In 1252 Lübeck,
Brunswick, Danzig, Cologne, and other free North Ger-
man cities formed the Teutonic Hansa confederation, or
what later became known as the Hanseatic League.

Hanseatic merchants gained privileges in the wool
trade in Flanders in 1252 to 1253 and the Hanseatic kon-
tor at Bruges became a powerful center of Hanseatic in-
fluence there. In 1281 Hanseatic merchants organized a
kontor at the Stalhof (corrupted to “Steelyard” in English)
in London. In 1293 control of the Novgorod kontor
passed from Visby to Lübeck. Hanseatic colonization of
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the eastern Baltic established new ports and inland
towns, widening the trade and increasing agricultural
production and exports. By the end of the thirteenth cen-
tury the Hansa traders dominated the trade from En-
gland and the Low Countries through Scandinavia to
Russia. The largely autonomous Hansa towns found pro-
tection in their mutual alliances. Their municipal gov-
ernments defended merchant interests, yet the league re-
mained loose and decentralized, always more economic
than political. It never claimed sovereignty, remaining
within the framework of the Holy Roman Empire, al-
though it was effectively independent of it.

In the fourteenth century the Hanseatic League
reached its greatest strength and influence, as trade grew
rapidly in both volume and variety of merchandise. The
Black Death (1349–1351) was a setback, causing popula-
tion decline and dislocation, but cooperation among the
Hansa towns helped the region rebound quickly. Tighter
regulations resisted foreign competition. The league
sometimes resorted to war to maintain privileges and ad-
vantages in foreign markets, but more often used embar-
goes or other economic weapons against its rivals. In
1356 delegations from the Hansa towns met together for
the first time in a diet (Hansetag) to deal with difficulties
in Flanders. This and subsequent diets also reflected the
transition of the Hansa from an association of merchants
to a league of towns. The Hanseatic diets subordinated
the kontore in foreign cities—the most important were at
Novgorod, Bruges, Bergen, and London—to their will.
Diplomacy and war brought trade agreements with Flan-
ders and Denmark and resulted in stronger alliances
among the Hanseatic towns, Dutch towns, and the Order
of Teutonic Knights in Prussia, leading to formation of
the Hanseatic Confederation at the 1367 diet at Cologne.
Defeat of Denmark and the Peace of Stralsund in 1370
allowed the Hanseatic League to extend its power further
through blockades and war.

DECLINE FROM THE FIFTEENTH CENTURY

Subsequent rivalry with English, Dutch, Russian, and
Flemish merchants began to challenge Hanseatic control
of the Baltic by the beginning of the fifteenth century. In
1410 Poland and Lithuania defeated the Teutonic
Knights at Tannenberg, weakening its support of the
Hansa. Repeated wars with Denmark took a toll on the
Hansa, as did a long war with Castile (1419–1441) and
with the Dutch (1438–1441). The Hansa were at war with
England in 1470 to 1474, during which the Hansa exclud-
ed Cologne from its membership because of its close ties
to England. These conflicts weakened the league, making
it harder to maintain the privileges and agreements that
had tied the community together earlier. The Dutch and
the Flemish first succeeded in reducing the Hansa’s privi-

leges, but eventually the English, Russians, and Scandina-
vians did also. Moscow conquered Novgorod in 1478 and
encouraged Russian merchants to replace the Germans.
In 1494 the tsar closed the Peterhof at Novgorod. Al-
though it reopened twenty years later, by that time the
Hansa merchants had lost their advantages there.

In the sixteenth century the turmoil of the Protestant
Reformation further undermined the Hansa in the face
of rising national states and principalities. Continuing
difficulties with Flanders caused the Hansa to move the
kontor of Bruges permanently to Antwerp in 1520 in col-
laboration with local merchants there. In the process,
Hansa influence declined. The Bergen kontor also faded,
as Norwegian merchants demanded a larger share of the
trade, along with Danish participation. The Steelyard in
London remained important, but it, too, eventually
weakened before English merchant competition. South-
ern German commercial houses, notably the Fuggers,
also eroded Hanseatic strength by opening East-West
routes through Central Europe. The Dutch and the En-
glish, improving on Hanseatic ship designs, expanded
their trade in the Baltic at the expense of the Hansa. Their
successful trade with the Americas also added to their
capital resources. The Hansa responded with more strin-
gent regulations on foreign traders, but could not stem
the tide of new traders moving into its region. Moreover,
many Hanseatic towns began to form political alliances
apart from the common commercial interests of the
Hansa. Even so, Hansa trade grew, reaching into the At-
lantic to trade with France, Portugal, Spain, and the Med-
iterranean. But the Hansa failed to modernize its tech-
nology and structure to compete effectively with the
larger nation-states emerging all around.

In an effort to restore its former grandeur, the 1557
diet at Lübeck established membership fees, more strin-
gent rules for membership, and detailed regulations on
trade. It named a syndic, a full-time legal officer who
worked to protect and extend the diplomatic and com-
mercial agreements among the members and in foreign
ports. There was some revitalization of Hanseatic trade
during the latter half of the sixteenth century, but this
growth was probably due more to the general growth of
European trade, stimulated by American gold and silver,
than to the league’s reorganization. The long Dutch war
against Spain (1568–1648) allowed the Hansa to regain
some of the trade that it had lost to the Dutch, but the
East-West trade increasingly bypassed the Hanseatic
towns. The English moved heavily into the Baltic, and
each Hansa town began to make its own arrangements
with the English or Dutch traders. Lübeck lost a major
naval battle against a Scandinavian force off Gotland
in1566, and in 1567 Hamburg granted privileges to En-
glish merchants, as did Elbing in 1579. Elizabeth I closed
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the London Steelyard in 1598. More defeats for the
Hansa came in the early seventeenth century, and the
Thirty Years’ War (1618–1648) finally destroyed it. An
alliance between Lübeck, Hamburg, and Bremen in 1630
was all that was left of the Hansa, although the last Han-
seatic diet convened at Lübeck in 1669 in an unsuccessful
effort at restoration.

In the eighteenth century the Hansa was all but for-
gotten, but in the nineteenth century Lübeck, Hamburg,
and Bremen reunited to promote their trade and diplo-
matic presence abroad. The Hanseatic League was essen-
tially a medieval institution that had failed to compete
with the larger political units and private corporations of
early modern Europe.

SEE ALSO Germany; Guilds.

BIBLIOGRAPHY

Braudel, Fernand. Civilization and Capitalism, 15th–18th
Century, 3 vols., tr. Siân Reynolds. New York: Harper and
Row, 1982–1984.

Dollinger, Philippe. The German Hansa, tr. D. S. Ault and S.
H. Steinberg. London: Macmillan, 1970.

DuBoulay, F. R. H. Germany in the Later Middle Ages. New
York: St. Martin’s Press, 1983.

Fudge, John D. Cargoes, Embargoes, and Emissaries: The
Commercial and Political Interaction of England and the
German Hanse, 1450–1510. Toronto: University of
Toronto Press, 1995.

Haenens, Albert d’. Europe of the North Sea and the Baltic:
The World of the Hanse, tr. E. J. L. Bacon. Antwerp,
Belgium: Fonds Mercator, 1984.

Lloyd, Terrence H. England and the German Hanse, 1157–
1611: A Study of their Trade and Commercial Diplomacy.
Cambridge, U.K.: Cambridge University Press, 1991.

Sartorius, Georg. Geschichte des Hanseatischen Bundes
(History of the Hanseatic League) (trans.), 3 vols.
Göttingen, Germany: H. Dieterich, 1802–1808.

Shildhauer, Johannes. The Hansa: History and Culture, tr.
Katherine Vanovitch. Leipzig, Germany: Edition Leipzig,
1985.

Thompson, James W. Economic and Social History of Europe
in the Later Middle Ages. New York: Ungar, 1960.

Ralph Lee Woodward Jr.

HARBORS
Ports were, literally, the gateways of trade. From early
times, regional or national development depended on ex-
changing favorable factor products: raw materials, manu-
factures, and foodstuffs. Against inadequate overland
transport, river and sea ports offered an easier system
linking hinterland, coastwise, and overseas trading. Al-
though from ancient times ports worldwide offered re-
gional trade, bases for imperial adventures, and centers

for human migration, most important for long-term oce-
anic and international trade were those in Europe. After
the Dark Ages intra-European trade grew, and by 1450
there was an established exchange of wine, fruit, and salt
from the warm south and woolens, raw materials, and
fish from the cooler north, organized principally by Am-
sterdam. The strength of such entrepôts lay partly in geo-
graphical advantages, but equally in knowledge, connec-
tions, finance, and general mercantile expertise. “Port
People,” merchants, shipowners, and explorers, created
trades, and their factors in foreign ports searched for
goods and markets to support home industries, which
were actively encouraged. By the 1490s their cosmopoli-
tan societies were spreading ideas about “round earth”
geography, encouraging exploration to secure goods
from different climatic zones. They were further encour-
aged by scientific and technical advances, including effi-
cient cargo vessels (following the Dutch fluijt), compass-
es, and sea cannons. Adventurers and mapmakers
following Christopher Columbus opened the rich poten-
tial of the tropical East and West Indies and the temper-
ate grasslands of the Americas. Mercantile capital (rather
than kings and aristocrats) created “plantations” (colo-
nies) on new land, employing African slaves and Europe-
an emigrants. By 1700 Dutch, British, French, Spanish,
and Portuguese ports were establishing oceanic trade
routes and stimulating a nascent international economy,
interacting in the eighteenth century with the technical
and economic dynamism of the British Industrial Revo-
lution, which was largely dependent on ports for raw ma-
terials and export (and re-export) markets.

Oceanic trade required partner/client ports estab-
lished by European agents with access to market knowl-
edge, shipping, and credit, stretching from Lima, Rio de
Janeiro, and New York in the West to Jakarta and Sydney
in the East. Although Japan refused entry until 1854,
China, which confined European “factories” (trading sta-
tions) to Canton, was gradually forced after 1842 to allow
Britain, Germany, France, Italy, and Russia to build their
own ports, of which the prize was Shanghai on the Yang-
tze which, like the Irrawaddy, was “opened” by British
shipping. Elsewhere mercantile, settler, or military pene-
tration from partner-ports developed Europe-oriented
economies, while demand for “settler goods” encouraged
Europe’s industrialization. Continents were now linked
to Spanish, Dutch, and British ports, especially Glasgow,
Liverpool, London, Amsterdam, and Rotterdam. Those
ports in turn accumulated huge wealth, increasing their
countries’ economic leadership and indirectly funding
imperial and naval adventures. Quite remarkably, the
Americas were shared between Portugal, Spain, and Brit-
ain, and the British and Dutch East India Companies
eventually controlled large areas of India and Indonesia.

Harbors
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The port city of Genoa, Italy. Located in the northwest part of the country, Genoa is Italy’s chief seaport and a prominent center
for shipbuilding. Facilities along the coast were badly damaged during World War II, but then rebuilt and modernized to
accommodate a strong merchant trading community. © THE MARINERS MUSEUM/CORBIS. REPRODUCED BY PERMISSION.

Many imperial staging posts became international entre-
pôts: Singapore and Hong Kong are still the leaders.

Whereas major ports dominated international trade,
smaller ports contributed to general trade by supplying
seamen, ships, and apprentices, and by handling coastal
and short-haul trade in groceries, wood, and minerals.
Many unimportant ports employed shipping primarily in
cross-trading. Holland relied on foreign seamen, and
twentieth-century Norwegian ports manned the bulk of
world whalers.

Ports changed over time with the interrelated devel-
opment of hinterlands, trade schedules, and transport
technology. Tidal havens and minimal facilities no longer
served. When, by about 1770, vessels reached around 350
tons, and East Indiamen engaged in Far Eastern trades
around 700 tons, concurrent advances in hydraulic engi-
neering facilitated substantial piers and wet docks, and
large sea-locks were perfected around 1800. Massive
quayside warehousing also became possible. However,
the most influential novelty on sea and land was steam
power. From the 1830s ports were equipped with larger

steamship piers or docks, and from the 1840s, with open
space and transit sheds for railway working. Hydraulic
power from around 1856 facilitated ever-larger lock gates
and cranes, and inaugurated trade in heavy unit goods
such as railway engines to open up “new” economies.
Railway expansion also ended ports’ private hinterlands,
forcing competition in facilities that led to over-
provision and massive port-authority debts. Some rail-
way companies created their own, better-organized
ports, though shipowners’ attachments to established
routes often thwarted success, except with minerals,
which generally went to the nearest dedicated port facili-
ties, to which ships had to go for both bunkers and cargo.
A final burst of port building occurred beginning in the
1880s as both international economy and ports expanded
enormously in business and area. Steel ships with triple-
expansion engines grew rapidly in size, forcing ports to
extend into deeper water and producing miles of expen-
sive waterfront. Vast amounts of money were spent
around the world creating harbors, docks, and piers for
huge passenger liners, especially on the Atlantic, and for
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booming coal traffic, though many—especially shal-
low—ports in Africa and Asia required cargo liners to
carry their own derricks for loading to or from barges.
Many ports were over-resourced and financially over-
stretched when wars and depression between 1914 and
1945 upset trade expectations.

Dramatic changes began again after 1945 when the
application of wartime cargo handling methods, princi-
pally roll-on/roll-off (Ro/Ro) vehicle transporters, de-
manded unprecedented changes in port facilities. Giant
vessels required very deep water, novel handling equip-
ment, vast areas of leveled ground, and new, integrated
hinterland transports systems. Many ports abandoned or
expanded beyond historic centers, especially for oil jetties
and related refineries. Unfortunately, for topographical
or financial reasons many great ports, including London,
could not respond adequately, and most ports aban-
doned outdated facilities or used them for short-haul
vessels. More seriously, globalization of shipping re-
moved control over trade from local port people to inter-
national shipowning combines with their own back-
carriage systems and little port loyalty. Computerized
container vessels required a minimal number of hub
ports connected by smaller vessels to feeder ports. Be-
cause many major ports lacked adequate water depth and
back-carriage, success or failure in interport rivalry was
often determined by the speed with which governments
recognized and reacted to the reality that their trade
might depend upon foreign hubs unless port or transport
subsidies were offered. Successful ports were also likely
to be those with the most productive or demanding hin-
terlands, so the busiest ports are now in the Far East—
Hong Kong, Singapore, Kaohsiung (Taiwan), Pusan,
Kobe, and Yokohama. Many ports, such as Dubai, have
expanded with the exploitation of oil fields. By compari-
son, Rotterdam is the only top-rank port in Europe, once
the prime mover in international trade. Many declining
ports are now feeders for foreign hubs, though currently
private and public enterprise is trying to provide ade-
quate facilities to re-enter the big league: Clydeport
(Glasgow), Hamburg, and Antwerp, for instance, hope to
rival Rotterdam. Ironically, many small ports have actu-
ally revived by acting as low-level importers because their
land and labor is relatively cheap, and small-scale Ro/Ro
facilities are more easily provided.

Port people were obviously in control of their own
destinies—and that of many people in developing
areas—until around 1850, when railway companies
began to control or shift hinterland trade flows, or build
their rival ports. But the failure of traditional port-city
authorities to build appropriate facilities in line with
changes in transport technology and trade schedules
started in the eighteenth century, and for generations

new facilities were quickly overtaken by trade volumes
and ship sizes. Lack of foresight and reluctance to spend
money raised from dues are often blamed, but providing
appropriate facilities in an ever-changing world was
never easy. Interestingly, port towns have exerted them-
selves more efficiently to reclaim the “land-sea interface”
for recreation or building than ever they did to maintain
working ports.

In considering ports as a collection of docks, it is easy
to overlook their special characteristics as cities. They
were among the largest in their countries, and many cre-
ated very large industrial capacities, building ships, pro-
cessing imports, and manufacturing exports. Glasgow
(“Second City of the Empire”) was perhaps the greatest
port/industrial city, but Genoa was very similar, as are
many of the great Asian ports today. They also engaged
in capitalized fishing on a larger scale than in isolated
fishing ports. In social terms their very large labor forces
were irregularly employed, poorly paid, overcrowded,
and suffering from higher levels of malnutrition, disease,
and mortality than inland cities. “Sailor towns” were
commonly isolated units within them, and ghettoes exist-
ed for inland and foreign immigrants escaping from even
worse conditions. In many countries dockers’ dissatisfac-
tion bred strong unions whose only weapon was total
strikes that affected port competition. Recurrent opposi-
tion to modernization alienated ports such as London
from shipowners or governments. The consequences of
mechanization on workforces were devastating every-
where. Port communities experienced massive unem-
ployment, and even ports with major (low-labor) facili-
ties experienced the break-up of traditional communities
and suffered economic and social privation for a decade
or more before adjusting to the new world of feeder port
operations.

S EE A LS O Amsterdam; Antwerp; Bahia;
Baltimore; Barcelona; Bordeaux; Boston;
Bristol; Cádiz; Calcutta; Cargoes, Freight;
Cargoes, Passenger; Cartagena; Charleston;
Containerization; Free Ports; Gdansk; Genoa;
Glasgow; Guangzhou; Hamburg; Havana; Hong
Kong; Indian Ocean; La Rochelle; Los Angeles–
Long Beach; Marseilles; Mediterranean;
Mumbai; Nagasaki; Nantes; New Orleans; New
York; Petroleum; Philadelphia; Port Cities;
Porto; Rio de Janeiro; Rotterdam; Salem; San
Francisco–Oakland; Shipping, Aids to; Shipping,
Coastal; Shipping, Inland Waterways, Europe;
Shipping, Inland Waterways, North America;
Shipping Lanes; Shipping, Merchant; Shipping,
Technological Change; Ships and Shipping; Ship
Types; Singapore; Veracruz; Yokohama.
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HARDWARE
The making of hardware—that is, ferrous tools, fasteners,
and mechanisms—was common across most regions of
Eurasia and Africa in the early modern era. The indige-
nous peoples of America and Australasia, on the other
hand, had no knowledge of ferrous metallurgy prior to
their contact with Europeans, and were restricted to im-
plements of stone, animal bone, or vegetable matter, or
to items fashioned from softer, nonferrous metals.

Expertise in smelting and smithing was widely
spread. Indeed, the ubiquity of these skills may have in-
hibited the exchange of basic ironwares. Ironworking was
to be found in many parts of sub-Saharan Africa, for ex-
ample, exploiting the ore-rich lateritic crust that covers
much of the continent. An exceptional concentration of
resources did lead to the emergence of specialized pro-
duction zones, such as that of the Upemba Depression

in the south of the Congo Basin, but the axes and hoes
crafted by African smiths were traded within Africa, not
beyond it. Central Europe, too, was home to specialized
industrial districts, such as those in Bohemia and West-
phalia, which produced a range of agricultural tools and
implements for markets across the north and east of the
continent. Other centers were dedicated to the making
of new or prestige products. The Liège district, for exam-
ple, became a major center for the manufacture of gun
locks, while Innsbruck and Brescia were renowned for
their armor workshops.

The opening up of the Atlantic economy in the six-
teenth and seventeenth centuries led to a reordering of
production within Europe, with a swing away from cen-
tral and alpine Europe and toward manufacturing dis-
tricts in the north and west. The Americas provided an
entirely new market for European manufacturers, and
one that expanded greatly in the seventeenth and eigh-
teenth centuries. An intercontinental maritime trade in
hardware got under way, given impetus by the growth of
plantation agriculture in the tropics and semitropics and
by the extension of European settlement in the more
temperate zones of the New World. The ecological trans-
formation of America, whether carried out by enslaved
Africans or European migrants, depended upon steel-
edged tools of English or Walloon provenance—axes,
saws, scythes, hoes, and woodworking tools. Only in the
later eighteenth century was there significant import sub-
stitution, as North Americans began to produce nails and
axes of their own.

A maritime trade in metalwares was already a feature
of the Indian Ocean in the fifteenth century, although in
Asia, as elsewhere, most smiths catered for local markets.
Metalworking traditions of great antiquity were to be
found in China, India, and the Islamic world. Casting
techniques, both in iron and bronze, were highly ad-
vanced in China. High-grade steel was a speciality of
southern India and Ceylon, supporting the manufacture
of swords that circulated throughout the Middle East.
During the early modern era, however, European mer-
chants insinuated their way into the trading networks of
the Indian Ocean. By the 1660s, for example, the Dutch
were organizing the export of nails and other wrought
iron articles from the Coromandel Coast to Indonesia.

It is not clear whether the trade in nails to Batavia
was a creation of the Dutch or whether they were build-
ing upon an established commerce. Where the Dutch
were unquestionably innovative was in the organization
of Indian labor. They put into operation European-style
factories with Dutch or Swedish overseers in charge of
dozens of local smiths at a time. Elsewhere, production
systems were relatively stable. Smiths in Africa tended to
be a caste apart—independent workers who were often
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credited with powers of divination. In Europe guild orga-
nizations remained powerful throughout the period, al-
though putting-out networks, which mobilized the labor
of women as well as men, grew in significance, especially
for employers oriented upon the more dynamic transat-
lantic markets.

SEE ALSO Copper; Industrialization; Iron and
Steel.
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ROBERT HART
1835–1911

Robert Hart was born in 1835 in Northern Ireland. He
graduated college with honors at age 19 and accepted an
internship with the British governor in Hong Kong. The
same year (1854), a rebellion paralyzed customs opera-
tions at Shanghai, and British diplomats convinced
China’s Qing dynasty to establish an Imperial Maritime
Customs Service (IMC) staffed by foreigners but subor-
dinate to the Qing. Hart became Canton deputy commis-
sioner in 1857, and inspector general for the entire sys-
tem in 1861.

Hart developed close ties with reformers in China’s
foreign ministry. Whereas his predecessor consistently
pushed British interests, Hart strove to make the service
impartial and professional, and insulate it from political
crises. But the importance of customs revenue (which
rose 700% in local currency during Hart’s tenure) made
Hart politically important; his policy that all revenues
went to Beijing, none to regional authorities, remained
until 1942, greatly influencing various power struggles.
Fourteen ports were open in 1861; forty-nine when he re-
tired in 1908. He helped to modernize port procedures
and facilities, and advised the Qing on foreign relations.
Nonetheless, the system which the IMC helped to oper-
ate—in which China lacked tariff autonomy, could not
ban opium imports, and so on—made it an imperialist
institution to many. Hart died in 1911; the Qing fell four
months later.

SEE ALSO China; Empire, British; Empire, Qing;
Free Trade, Theory and Practice; Guangzhou;

Hong Kong; Imperial Maritime Customs, China;
Jardine Matheson; Most-Favored-Nation
Provisions; Shanghai.
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HAVANA
In 1517 Spanish conquerors founded the town of Havana
on the northern coast of Cuba facing one of the best har-
bors in the world. The port commanded the Caribbean
sea lanes between Spain and its American colonies, mak-
ing Havana a key administrative and commercial hub of
the Spanish Empire. From the 1560s into the 1700s
Spain’s Atlantic trade circulated in annual convoys of
ships that gathered in Havana before carrying the fruits
of Spain’s global empire back to the peninsula—precious
metals, tobacco, sugar, cochineal, and cacao from the
Americas, and textiles, spices, and porcelains from Asia.
The return voyages from Spain brought wheat and other
foodstuffs, wines and brandies, and European manufac-
tured goods. Spanish merchants monopolized this impe-
rial trade into the 1800s, with the exception of the
Crown’s concessions to foreign traders to supply the em-
pire with African slaves. Cuba received some 130,000
slaves between 1511 and 1789. Until the late 1700s impe-
rial trade and defense drove economic activity in Havana
and its hinterland.

Two events in the second half of the eighteenth cen-
tury brought profound change to the Spanish Empire
and to the city of Havana—the British occupation of the
city in 1762 and 1763 and the Haitian Revolution, which
began in 1791. The occupation forced Spain to increase
spending for imperial defense and to find new sources of
revenue. In Cuba the Crown encouraged the expansion
of sugar production for export and allowed the increased
importation of enslaved Africans (over 250,000 between
1790 and 1820). Revolution in Haiti ended the plantation
economy there, opening a significant share of the world’s
market to Cuban sugar. The Crown also liberalized impe-
rial trade, eventually granting Cuba the right of free trade
in the world market by 1818. Cuba was transformed into
a sugar plantation colony, producing 25 percent of the
world’s sugar by 1856. Yet, as sugar production expanded
south and east of Havana, the city’s dominance in the is-
land’s trade decreased.

From the early 1800s until the 1990s sugar dominat-
ed Cuba’s economy, and Cuban trade continued to de-
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pend upon a principal trading partner—first Spain, then
the United States, and finally, the Soviet Union. By 1898,
when Cuba became independent from Spain, the island
was already dependent on U.S. markets and investment
capital. By the 1920s U.S. firms controlled 75 percent of
the sugar industry, along with mines, railroads, and pub-
lic utilities. By the 1950s, 69.1 percent of Cuban trade was
with the United States, and almost 55 percent of Cuban
sugar was exported to the United States. This economic
dependence on the United States ended with the U.S. em-
bargo against the 1963 Socialist revolution of Fidel Castro
(b. 1926), but it was replaced by a similar dependence on
trade, credit, and capital from the Soviet Union. The col-
lapse of the Soviet Union and its Eastern European satel-
lites by 1991 closed their protected markets for Cuban
sugar, forcing the Cuban government to reorient the
economy toward tourism. By 1994 tourism was earning
more hard currency than sugar and was a greater propor-
tion of gross domestic product. Tourism will likely ex-
pand further whenever the U.S. embargo is lifted. Ha-
vana is still an active port, but it also has become a tourist
attraction since UNESCO designated the old colonial
part of the city a World Historical Site in 1982.

SEE ALSO Agriculture; Cargoes, Freight;
Cargoes, Passenger; Chambers of Commerce;
Conquistadors; Containerization; Cuba; Empire,
Spanish; Ethnic Groups, Africans; Free Ports;
Harbors; Port Cities; Russia; Spain; United
States.
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JOHN HAWKINS
1532?–1595

John Hawkins was born in Plymouth, England, in 1532
or 1533, the son of William and Joan (neé Trelawney)

Hawkins. His father was a merchant and shipowner who
sailed to the Spanish Indies on several occasions. When
William died in 1554, John and his older brother William
inherited the family business. John made several trips of
his own to the West Indies, carrying African slaves and
English woolens to trade for gold, pearls, hides, and any-
thing else of value that might be available. Foreigners
were forbidden to trade in the Spanish Indies. Hawkins’s
attempt to trade ended in disaster in 1568 at San Juan de
Ulloa. There Spanish forces attacked and burned most of
his ships, killing or capturing more than a hundred of his
men. His son Richard was born in 1560, while Hawkins
was still unmarried. In 1564 John married Catherine
Gonson, who died in 1591, whereupon he married Mar-
garet Vaughn. In 1570 Hawkins attempted to strike a deal
with Philip II of Spain: Hawkins offered to give Philip
English royal navy ships and sailors, with himself as com-
mander in exchange for the release of his previously cap-
tured men. The attempt was aborted when English offi-
cials discovered what Hawkins planned to do. Whether
this was a clever ruse or base betrayal by Hawkins is still
in dispute. Even so Hawkins was such a talented seaman
that he was soon allowed to take charge of English naval
construction. Within a few years he managed to rebuild
the navy, making it possible for England to withstand the
Spanish invasion threat in 1588. Knighted for bravery
against the Spanish Armada, Hawkins kept his earlier
coat of arms, a slave bound with a rope. He died on No-
vember 11, 1595, during a raid on the Spanish Indies in
partnership with his cousin Sir Francis Drake (1540?–
1596), who also died on the voyage.

S EE A LS O Elizabeth I; Empire, British;
Privateering; Slavery and the African Slave
Trade.

BIBLIOGRAPHY

Kelsey, Harry. Sir John Hawkins, Queen Elizabeth’s Slave
Trader. New Haven, CT, and London: Yale University
Press, 2003.

Harry Kelsey

WILLIAM RANDOLPH HEARST
1863–1951

William Randolph Hearst was a news baron and media
entrepreneur who exerted a critical influence on the
world during the first half of the twentieth century
through his manipulation of media. Although he never
completed his degree at Harvard University, his first
journalism experience was in 1883 at the Harvard Review.
In 1887 his father gave him control of the San Francisco
Examiner, which he saved from the brink of collapse and
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made profitable. Hearst eventually became the owner of
an empire of forty publications with 20 million readers.
Hearst claimed to have started single-handedly the Span-
ish-American War with sensational—“yellow” journalis-
tic—headlines. Soon this influence spread to political cir-
cles, and Hearst served as a New York congressman from
1903 to 1907. Always seeking to vertically integrate while
increasing circulation, Hearst founded several news ser-
vices (alternative to the Associated Press; the foremost
was the International News Service, now United Press In-
ternational) to serve as sources of information for his pa-
pers. Hearst also popularized color comics. As he was
generally antagonistic toward immigrants and minori-
ties, Hearst sympathized with Adolf Hitler during the
early 1930s. This, in addition to Hearst’s unpopular criti-
cism of Franklin D. Roosevelt’s New Deal, and an unflat-
tering, thinly disguised portrayal of him in the film “Citi-
zen Kane,” put an end to the extraordinary influence he
had on Americans in the early 1900s.

SEE ALSO Information and Communications.
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HECKSCHER-OHLIN
In the first decades of the twentieth century, two Swedish
economists, Eli F. Heckscher (1879–1952) and Bertil
Ohlin (1899–1979), developed the factor proportions
model of international trade, which has dominated trade
theory ever since. Heckscher’s contribution was an article
published in 1919, while Ohlin’s came in his doctoral dis-
sertation, published in 1924. Both pieces were concerned
with the underlying causes underlying causes of interna-
tional trade, and their insight was that this trade could
be due to differences across countries in the endowments
of factors of production—that is to say, to cross-country
differences in the relative amounts of land, labor, skills,
capital, natural resources, and other inputs available for
production.

Formally, the Heckscher-Ohlin theorem states that
a country will export those commodities that use rela-
tively intensively the factors of production with which it
is relatively abundantly endowed, and that it will import
those commodities that use relatively intensively those
factors of production that are relatively scarce in the
country. It is easiest to give a flavor of the theorem by
means of an example, provided in Ohlin’s dissertation.

Suppose that there are two regions in the world, Australia
and Europe; and that Australia is abundantly endowed
with land, but has only a small population. In Europe,
on the other hand, suppose that the land endowment is
no bigger than in Australia, while its population is much
bigger than Australia’s. Under these assumptions, the
ratio of land to labor will be higher in Australia than in
Europe; in the language of the theorem, Australia is rela-
tively land-abundant, while Europe is relatively labor-
abundant.

Suppose also that there are two industries in each
country, agriculture and manufacturing; and that pro-
duction in agriculture involves high inputs of land rela-
tive to labor, whereas production in industry involves
high inputs of labor relative to land: Agriculture is then
said to be relatively land-intensive, whereas industry is
said to be relative labor-intensive. The theorem states
that relatively land-abundant Australia will export the
relatively land-intensive good, agricultural output, to Eu-
rope; while relatively labor-abundant Europe will in ex-
change export the relatively labor-intensive good, manu-
facturing output, to Australia.

Formally proving this theorem requires a significant
amount of work, and an array of technical assumptions
(for an introduction, see Krugman and Obstfeld 2003);
however, it makes intuitive sense. Land in Australia
should be much cheaper than in Europe, since it is rela-
tively more abundant there; and so it should be relatively
cheap to produce commodities such as wool and wheat,
which require large inputs of land. On the other hand,
labor will be cheaper in Europe than in Australia, and it
will be cheaper to produce labor-intensive commodities
in Europe.

This discussion may seem abstract, and indeed it is,
but common sense tell us that factor proportions do in
fact matter for trade patterns in the real world. For exam-
ple, low-wage economies such as China have an advan-
tage over rich countries such as the United States when
it comes to producing simple industrial commodities
such as clothing and textiles, since wage costs are a large
proportion of total costs in these industries; on the other
hand, aircraft production requires skilled labor as well as
large capital investments, and so it tends to be located in
rich countries, where skills and capital are relatively
abundant.

If this theory does indeed explain international trade
patterns, then an important corollary follows: interna-
tional trade will help to equalize factor prices (such as
unskilled or skilled wages, land rents, or the returns to
capital) across countries. Take again the stylized example
of land-abundant Australia trading with labor-abundant
Europe. As mentioned before, land rents will be higher
in Europe than in Australia, and wages will be higher in
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Australia than in Europe; but now consider what hap-
pens when trade between these two countries takes place.

As Australian agriculture finds new markets over-
seas, its output will expand, and this will raise the de-
mand for Australian land, and hence its price. On the
other hand, as Europe starts to import food its agricul-
ture will contract, and this will lead to the demand for
land, and hence land rents, falling there. The gap between
high European land rents and low Australian land rents
will thus decline. Similarly, expanding European industry
will hire workers and raise European wages, while im-
ports of manufactured goods will lead to Australian in-
dustry contracting and to the demand for Australian
labor, and Australian wages, falling. The gap between
high Australian wages and low European wages will also
decline: trade between the two regions thus leads to fac-
tor price convergence. It may even, under certain rather
strict theoretical assumptions, lead to factor prices being
equalized across countries; but this is clearly not some-
thing that can be observed in the highly unequal world
of the early twenty-first century.

Despite the intuitive appeal of Heckscher-Ohlin the-
ory, there are several facts about international trade in
the late twentieth century that have made some econo-
mists doubt its validity in practice. For example, accord-
ing to the theory, trade should be greatest among coun-
tries with very different factor endowments, whereas in
fact the bulk of international trade takes place among
rich countries. The theory also has trouble explaining
what is known as intra-industry trade, which occurs, for
example, when two countries exchange different makes
of automobiles with each other (since presumably factor
proportions in the two industries will be very similar).
Indeed, the 1980s saw the development of so-called new
trade theory, which allowed economies of scale to play an
independent role in determining trade patterns (see for
example Helpman and Krugman 1985). The 1980s also
saw the development of a highly technical econometric
literature trying to test Heckscher-Ohlin theory; while
early contributions (for example Bowen, Leamer, and
Sveikauskas 1987) questioned the usefulness of the theo-
ry in explaining the real world, more recent work (for ex-
ample, Davis and Weinstein 2001) suggests that Hecks-
cher-Ohlin theory does indeed help to explain trade
patterns, so long as the researcher bears in mind the facts
that countries are not distinguished by differences in fac-
tor endowments alone (for example, technology differs
across countries), that some goods are not traded be-
tween countries at all, and that international trade is not
costless.

Heckscher and Ohlin were in large part trying to un-
derstand the highly globalized world of the late nine-
teenth century (roughly 1870–1913) when developing

their theory, and economic historians have shown that
factor proportions theory is particularly useful in under-
standing this period (O’Rourke and Williamson 1999).
Labor-abundant Europe did indeed exchange manufac-
tures in exchange for food and raw materials with the
land-abundant New World, just as the theory predicts.
Moreover, this led to factor price convergence, in accor-
dance with Heckscher-Ohlin logic. Land prices rose in
real terms by more than 400 percent in Australia between
1870 and 1910 and by more than 250 percent in the Unit-
ed States during the same period, while they fell in Euro-
pean countries such as Britain, France, and Sweden. Eu-
ropean wages on average caught up with high New World
wages during the late nineteenth century. More generally,
in land-scarce economies such as Japan, Korea, and Tai-
wan, as well as in many European countries, wages rose
substantially, relative to land rents, between 1870 and
1913, while the ratio of wages to land rents fell sharply
in land-abundant food-exporting nations such as Argen-
tina, Australia, the United States, Uruguay, Burma, Siam,
Egypt, and the Punjab. In the former regions, rising
wage-rental ratios implied more equal societies (since
landowners were typically closer to the top of income dis-
tributions than landless workers); in the British case, the
rise in the wage-rental ratio from the 1850s onwards
marked a historic turning point, since wage-rental ratios
had been declining from 1500 to 1850 as a result of a ris-
ing population pressing against a fixed land endowment
(O’Rourke and Williamson 2002).

Elsewhere, these forces led to a backlash against glo-
balization, as losers obtained tariff protection in an at-
tempt to insulate themselves against world market forces.
The classic example can be found in European decisions
to impose tariffs on food imports from the 1870s or
1880s onward. The distributional effects of international
trade identified by Heckscher and Ohlin remained a
source of political tension in the early twenty-first centu-
ry, as unskilled workers in rich countries protested
against imports from labor-abundant low-wage econo-
mies, and rich countries continued to block agricultural
exports from land-abundant developing countries.

S EE A LS O Stolper-Samuelson Theorem; Theories
of International Trade.
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In the 1740s Britain’s East India Company began
recruiting a security force among the native warrior
castes of India to protect the company’s trading inter-
ests. The force soon grew into a private army. In the
1750s company troops and regulars under Robert
Clive won a number of victories that cemented the
British presence in India. In the Napoleonic Wars the
company’s native troops (sepoys) again fought gal-
lantly alongside British regulars. By the 1850s the
army consisted of well over 300,000 men, with a ratio
of almost eight sepoys to every one British soldier
(top-ranking officers were always British). In 1857 a
section of the army mutinied, partly due to British
contempt for native religious practices. With the
mutiny suppressed, the Indian army became part of
the regular establishment, and the ratio of British to
native troops was increased. From the late 1800s to
1914 this force fought in more than a dozen cam-
paigns worldwide, usually with great success. Its
importance to the empire continued almost to the end
of “British India.” Thereafter, the Indian army fought
bravely in Mesopotamia during World War I, and in
1944 soundly defeated the Japanese at Imphal during
World War II.
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HOME CHARGES (INDIA)
From November 1, 1858, to August 14, 1947, the British
Parliament in London directly ruled India. For much of
that period “British India” included today’s Republic of
India, Pakistan, and Bangladesh, and also Myanmar (pre-
viously known as Burma). The budget of the government
of India for most of that period included what were called
“Home Charges,” consisting of items for which money
had to be spent in London by the British Indian govern-
ment. They included (a) debt payment; (b) charges for
the military and naval establishment, including pensions
for retired officers, soldiers, and sailors; (c) charges for
the civil establishment maintained by the British Indian
government in London; (d) the cost of purchases of ma-
terials and equipment bought in the United Kingdom by
the same government; and (e) the cost of mail, telegraph
services, and so on charged to the Indian budget. Up to
the early 1870s they also included dividends on the shares
of the East India Company, from which Parliament had
taken over the right to rule India in 1858.

The external debts of the British Indian government
had some peculiarities, including the charge for the
shares of the East India Company, which had stopped
being a trading firm after 1833 but whose shareholders
had still to be paid out of the taxes imposed on their Indi-
an subjects by the British. They also included the loans
raised by the British government for suppressing a large-
scale peasant revolt in 1857 to 1858 led by recruits of the
British Indian army. When the expenditure for a war
could not be met out of the current revenues of the gov-
ernment, loans were raised for financing it. Most of these
wars had little to do with the defense of India, but were
waged to expand the British Empire in Asia or even in
Africa. For example, the cost of the British conquest of
Burma between the 1850s and 1880s was entirely borne
by the Indian government. Most of the cost of patrolling
the Indian Ocean, as a part of defense of the British Em-
pire, was put on the Indian budget. Lord Salisbury
(1830–1903), a prime minister of Britain and at one time
secretary of state for India, put his finger on the real situ-
ation when he said: “India is an English barrack in the

Oriental seas from which we may draw any number of
troops without paying for them” (Howard 1972, p. 18,
in Tomlinson 1975, p. 341) Only a small part of the Indi-
an debt was incurred for building the railways and irriga-
tion works that raised the productivity of the country.

In 1894 to 1895, a typical year, home charges ac-
counted for £15.7 million out of a total revenue expendi-
ture by the Indian government amounting to £67.5 mil-
lion. The total amount of home charges between 1858 to
1859 and 1897 to 1898 came to £573.1 million; of this,
only £27.5 million was spent for financing the building
of railways and irrigation works in India (Banerji 1982;
Reserve Bank of India 1954). The expenditures in India
also were mainly incurred for administration and de-
fense, and thus, from the perspective of Indian develop-
ment, largely wasted.

Home Charges (India)
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Some scholars have argued that the home charges
were too small relative to India’s overall economy to mat-
ter much, but that does not capture their full significance.
Home charges had to be paid every year, come hail,
flood, drought, or famine. That meant that India had to
have a substantial surplus in its balance of trade every
year, and a major part of that surplus yielded no benefits
in the future. The only exceptions to the surplus require-
ment occurred when imperial interests involving war or
preparations for war demanded the raising of a loan, gen-
erally in London. This lent a deflationary bias to its mon-
etary and fiscal policy and further held back India’s de-
velopment. Home charges were also a part of the surplus
that was systematically transferred from India and other
dependent colonies to the imperial countries. This sur-
plus in turn helped to sustain the massive flows of invest-
ment from Britain to the United States, Canada, Austra-
lia, and other countries to which Europeans migrated
and settled in large numbers, especially between 1870 and
1924 (Bagchi 2002).

SEE ALSO Bengal; Bullion (Specie); Drugs,
Illicit; East India Company, British; Empire,
British; Empire, Mughal; Finance, Credit and
Money Lending; Gujarat; Imperialism; India;
Industrialization; Mercantilism; Nationalism;
Rates of Exchange; Textiles.
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HONG KONG
Hong Kong is a global financial center that has evolved
from a small trading port in the past 160 years. There are
many factors that explain its economic success: a British-
style bureaucracy and regulatory system, stable political
and legal institutions with effective protection of private
property rights, a relatively uncorrupt government, a
reputation as the freest economy in the world, free flow
of information, no restrictions on capital flows, a level
playing field for foreign and local investors, excellent in-

frastructure, established international network and pro-
fessional expertise, a fast-growing China market nearby,
low tax rates, no quotas, no antidumping policy, low fre-
quency of labor disputes, and a prime location with a
time-zone advantage. Hence, Hong Kong has become a
hub for major financial, legal, accounting, and engineer-
ing transnational corporations that locate specialists and
send staff to projects in the region. Hong Kong’s citizens
(6.8 million) are proud of the city’s large economic per-
formance (GDP growth rate about 5.3%; per capita GDP
about U.S.$24,200 in 2004) on such a small piece of land
(1,103 square kilometers).

There is plenty of evidence that Hong Kong is a para-
dise for capitalists. In 2004 there were 279 foreign-owned
licensed banks, restricted-license banks, deposit-taking
companies, and bank representative offices from thirty-
seven countries conducting business in Hong Kong. Sev-
enty-five percent of the world’s top 100 banks have oper-
ations in the city. It is the world’s seventh-largest center
for foreign-exchange transactions. Its stock market is
ranked among the world’s top ten in terms of market
capitalization. In 2004 a total of 863 companies with a
market capitalization of U.S.$679 billion were listed on
the Main Board of the stock market in Hong Kong.
Among these companies, 274 enterprises are from main-
land China (accounting for about 29% of the total mar-
ket capitalization in the city). From 1993 to 2004 main-
land Chinese enterprises have raised over U.S.$102
billion in Hong Kong. In addition, many foreign compa-
nies have set up their regional headquarters in Hong
Kong; among the 966 regional headquarters in 2003 in
Hong Kong, some 830 were responsible for business in
mainland China.

RELATIONSHIP WITH MAINLAND CHINA

Although Hong Kong tries to keep its distance from
mainland China politically, it could not survive if it were
disconnected from China economically. Economic coop-
eration and linkage with the mainland has transformed
Hong Kong from an export-oriented manufacturing lo-
cation to a service-based economy. In the late 1970s, with
Deng Xiaoping’s Open Door Policy, the thriving manu-
facturing industries moved from Hong Kong, where
rents were high and labor expensive, to the land-rich
Pearl River Delta (PRD), where labor costs were low. In
2004 about 53,000 Hong Kong–linked companies em-
ployed nearly 10 million workers in and around the PRD.
Meanwhile, the services sector accounted for 88 percent
of the city’s GDP. For many investors, the ideal way to
enter the China market is to establish a manufacturing
base in the PRD while maintaining management and fi-
nance functions in Hong Kong. This combines the com-
petitiveness of the PRD’s workforce with Hong Kong’s
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Hong Kong’s skyline from Victoria Peak, 2002. Once a small trading port under British control, Hong Kong is today a global
financial center, returned to Chinese sovereignty in 1997. PHOTOGRAPH BY ANAT GIVON. AP/WIDE WORLD PHOTOS. REPRODUCED BY

PERMISSION.

highly trained managers and Western-style regulatory
framework. Hong Kong is the PRD’s largest trading part-
ner, handling about 80 percent of the PRD’s exports.
Total trade with Guangdong province was valued at
U.S.$48 billion in 2002.

TRADE IN GOODS

One of the cornerstones of Hong Kong’s commercial pol-
icy is the rule-based multilateral trading system of the
World Trade Organization (WTO), of which it is a
member (as “Hong Kong, China”). The total value of all
trade in goods in 2003 was U.S.$455 billion (imports
U.S.$231.5 billion, domestic exports U.S.$15.6 billion,
reexports U.S.$207.8 billion.), an increase of 11.6percent
over 2002. Hong Kong’s principle trading partners in
2003 were mainland China (43.1%), the United States
(11.9%), and Japan (8.7%).

Hong Kong’s main imports are electrical machinery,
apparatus, appliances, and electrical parts thereof (com-
prising 19.4% of total imports in 2003); telecommunica-
tions; and sound recording and reproducing apparatus

and equipment (11.6%). Most imports came from main-
land China (43.5), Japan (11.9%), and Chinese Taipei
(6.9%). Major domestic exports are articles of apparel
and clothing accessories (52.5% of total domestic exports
in 2003); and electrical machinery, apparatus, appliances,
and electrical parts thereof (8.4%). Domestic exports
went mostly to the United States (32.2%), mainland
China (30.2%), and the United Kingdom (6.4%). For re-
exports, major items included electrical machinery, ap-
paratus, appliances, and electrical parts thereof (18.7% of
total re-exports in 2003); telecommunications; and
sound recording and reproducing apparatus and equip-
ment (13.5%). Most reexports went to mainland China
(43.5%), the United States (17.6%), and Japan (5.6%).

The total value of trade in services in 2003 was
U.S.$70.3 billion, an increase of 2.4 percent over 2002.
Key services subsectors in Hong Kong include the whole-
sale, retail, and import/export trades; restaurants and ho-
tels (26.9% of GDP, 2002); community, social, and per-
sonal services (22.2%); and financing, insurance, real
estate, and business services (22.2%).

Hong Kong
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HONG KONG’S HISTORY

Hong Kong was colonized by Britain in 1842 to consoli-
date the power of British merchants (hongs) in the China
trade. For much of its history, the utility of the colony
lay not in its own economy but in the functions it per-
formed for the wider British interest in China. The fast-
growing British economic presence in China began in the
seventeenth century with the British East India Compa-
ny, which established its first foothold in Canton in 1684.
Tea and opium were the major trading items during that
period. Hong Kong was established as the headquarters
of the China trade, providing secure access to the Canton
import and export market. It also became an important
naval station and the first port of call for Europeans in
East Asia after Singapore. The diplomatic, military, and
commercial uses of the island were essential to British,
and the governor of Hong Kong supervised the British
consuls in the five treaty ports in China in the nineteenth
century.

Before the two world wars Hong Kong became an
East Asian entrepôt, a transshipment point for the British
merchant houses’ exports and imports to and from
China and other parts of the region. Gradually it also be-
came a regional center for finance, banking, and service
transactions between Europeans and Chinese. Despite
the massive disruption of entrepôt trade by the Japanese
occupation of the territory (1941–1945) and the violent
civil war on the Chinese mainland, two-thirds of Hong
Kong’s exports (mostly reexports) were sent to China in
the first half of the century.

Hong Kong’s trading activities recovered more
quickly than expected after World War II due to the pro-
motion by the large British hongs (such as Jardine, Ma-
theson, the Swire, and the Hong Kong and Shanghai
Bank). The British Empire’s share of trade passing
through Hong Kong also increased after the war. In 1938
only 16 percent of the colony’s imports and 17 percent
of its exports were with countries in the empire (includ-
ing Malaya, Australia, India, etc.), but in 1947 these fig-
ures increased to 28.6 percent for imports and 29.5 per-
cent for exports.

The postwar economic recovery of Hong Kong last-
ed for only five years (1946–1950). Due to the Korean
War and the United Nations embargo against China, 193
registered factories ceased operations in 1951, increasing
unemployment by about 30,000 workers. Much foreign
capital was withdrawn from Hong Kong due to the un-
stable political environment in China in that period.

When the Chinese Communist Party (CCP) took
power in 1949 it was faced with a dilemma—on the one
hand, it required economic resources for state-building,
with colonial Hong Kong as a convenient link with the

outside world; on the other hand, it needed to manage
its strong domestic anticolonial mood. Its solution from
the 1950s to the 1970s was to allow Britain to maintain
a de facto administration and the status quo. The CCP
recognized that Hong Kong could serve as a channel link-
ing Communist China with the capitalist world, so it left
the colony in British hands in 1949, when it could easily
have taken it back by force. During the Korean War
China imported most of its strategic and military sup-
plies via Hong Kong. Although the United Nations em-
bargo prevented China’s trading ties with capitalist na-
tions, China continued to trade with them via Hong
Kong.

China sought to earn hard currency (because its ren-
minbi was not recognized by most Western nations) by
exporting to Hong Kong (because the Hong Kong dollar
was linked with the sterling pound during the 1950s and
1960s). Hong Kong’s imports from China grew in the late
1950s, accounting for 11 percent of China’s total exports.
And in 1966, just before the Chinese Cultural Revolution,
it increased to 21 percent.

The CCP victory on mainland China resulted in a
huge flow of Chinese capital and entrepreneurs escaping
from Shanghai to Hong Kong; this revitalized the colony.
The Shanghainese brought industrial know-how on tex-
tiles and advanced machines, as well as a large pool of
skilled and unskilled labor as refugees flooded into Hong
Kong. This Shanghainese capital, entrepreneurship, and
technology, and the hard-working, fast-learning, and
cheap labor, proved to be the key factors in Hong Kong’s
“industrial taking-off” in the 1950s to 1970s.

The colonial government faced a crisis of political le-
gitimacy in the mid-1960s because of the discontent of
the frustrated working class. Riots and political instability
led to a new round of policy reforms in Hong Kong, in-
cluding a public-housing program, better chances of ed-
ucation at primary and secondary level, the establishment
of an anticorruption agency, and great improvement in
social welfare, public health, infrastructure. These re-
forms, termed “the developmental state strategy,”
brought rapid economic development for the sake of en-
hancement of political legitimacy of the colonial state.

Although Hong Kong was handed over to China in
1997, the new “Special Administrative Region” (SAR)
maintains the legacy of British-style administration, the
rule of law, and a pluralistic/democratic civil society. The
highly institutionalized respect of private-property
rights, the common-law system, the separation of pow-
ers, and consistent regulations distinguish the Hong
Kong SAR from its sister cities such as Shanghai and
Guangzhou in the eyes of foreign investors. The econom-
ic competitiveness of Hong Kong will be maintained as
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long as it can preserve its Western capitalist political
legacy.

SEE ALSO Alcock, Rutherford; Banking; Bullion
(Specie); Canton System; China;
Containerization; Deng Xiaoping; Drugs,
Illicit; East India Company, British; Empire,
British; Empire, Japanese; Empire, Qing; Empire,
Portuguese; Entrepôt System; Ethnic Groups,
Cantonese; Ethnic Groups, Fujianese; Free
Ports; Guangzhou; Hart, Robert; Hong Kong
and Shanghai Bank; Imperial Maritime
Customs, China; Imperialism; Japan; Jardine
Matheson; Lin Zexu; Markets, Stock; Rice;
Shanghai; Shipbuilding; Silk; Singapore; South
China Sea; Taiwan; Tea; Textiles; Tung Chee-
hwa; United States.
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HONG KONG AND SHANGHAI BANK
The Hong Kong and Shanghai Banking Corporation
Limited (HSBC) is the foremost financial institution in
the Asia-Pacific region and one of the world’s largest
banks. Before the establishment of the bank, native banks
and the European trading houses, or hongs handled most
financial transactions in East Asia. The bank was founded
in March 1865 in Hong Kong, and a second branch office
was opened in Shanghai in April by a Scotsman, Thomas
Sutherland (1834–1922), to service foreign firms on the
China coast and to deal with increased demand for
money and banking facilities in the region due to the
growing international trade. It was incorporated in Hong
Kong under a special decree. HSBC enjoyed a period of
sustained growth and expansion for many years. The his-
tory of the bank and its survival in an increasingly na-
tionalistic East, and in the context of intense internation-
al banking competition, illuminates the history of intra-
Asian trade, growth of the Chinese diaspora, and the
spread of modern banking practices.

HSBC’s early role was in providing local merchant-
banking facilities in Hong Kong and the China coast, of-

The headquarters of the Hong Kong and Shanghai Bank
tower over Hong Kong Harbor. Established in 1865 to assist
in the growing trade between Europe, India, and China, the
financial institution played a key role in working with Asian
governments to develop banking and currency systems. In 2002
it adopted the tagline, “the world’s local bank,” after expanding
internationally while maintaining a focus on local markets and
cultures. © MARTIN JONES; ECOSCENE/CORBIS. REPRODUCED BY

PERMISSION.

fering short-term merchant finance, and handling remit-
tances from overseas Chinese between China and South-
east Asia. It extended its network from coastal Chinese
cities to Yokohama (1866), Calcutta (1867), Kobe and
Bombay (1869), Saigon (1870), Manila (1875), Singapore
(1877), Penang and Batavia (1884), Bangkok (1888), Na-
gasaki and Rangoon (1891), Colombo (1892), and
Sourabaya (1896). Trade finance was originally the main
area of business for HSBC with bullion, exchange, and
note issuing. The bank also handled China’s first public
loans, the 8 percent Fuzhou loan of 1874. HSBC was very
successful and became a very reputable organization.

In the early twentieth century the bank increased its
involvement in the issuing of public loans in China and
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other countries for infrastructure and other nation-
building projects. After World War I the bank entered a
difficult period that continued until the end of World
War II. In the 1920s instability in China forced it to close
down its merchant-banking division there. There was a
movement within the bank to distance itself from politics
and international ties. There was also friction between
the bank’s new head office in Hong Kong and its London
office. The London manager was the very prominent
Charles S. Addis, and many in the bank resented his insis-
tence in trying to compete constantly with the head of-
fice. Addis was effectively sidelined in 1930. The London
office stopped trying to initiate policy, and the company
became essentially an Eastern bank.

The bank was a profit-making, dividend-paying cor-
poration whose long-term interests happened to coincide
with China’s development. It became the premier foreign
bank in China in the 1930s. In the period 1935 to 1941
the bank’s big concern was that China’s currency system
would collapse, taking with it much of the capital the
bank had permanently invested in China. These fears
were based on China’s high military expenditures, the
large budget deficit, the country’s large silver exports, and
Japan’s military aggression. It was during this period that
the bank’s Shanghai branch became instrumental in sta-
bilizing China’s currency and financial markets. But eco-
nomic depression, political instability, and growing Japa-
nese aggression forced the bank to begin curtailing its
business in the region. By World War II, with much of
the bank’s operations and staff in Japanese hands, the
head office was moved to London and the company was
forced to wait for the end of the war before it could re-
build. At the end of the war the bank reestablished its
head office in Hong Kong.

The bank played a key role in Hong Kong’s postwar
development, and today has more than 200 offices in
Hong Kong. Most of the offices in China were closed be-
tween 1949 and 1955, but the bank reopened an office
in Beijing in 1980. It has a strong presence in overseas
Chinese communities, especially in Toronto, Vancouver,
New York, and Sydney.

In 1959 HSBC began expanding beyond East Asia,
acquiring the British Bank of the Middle East and the
India-based Mercantile Bank. It established the Hong
Kong and Shanghai Banking Corporation of California
in 1955 and took over Hong Kong Hang Seng Bank Lim-
ited in 1965. In 1987 HSBC purchased Marine Midland
Bank in the United States, and acquired full ownership
of Midland Bank of Birmingham in the United Kingdom
in 1992. In the 1980s HSBC moved successfully into the
Swiss, Pakistani, Thai, Spanish, Italian, Swedish, Austra-
lian, and Canadian markets, and extended its business to
New Zealand in 1994. It also became the largest foreign

bank in Malaysia and established four new offices in
Macau. In 1984 the bank was the fourteenth-largest
banking group in terms of shareholders’ funds.

There were setbacks as well. Hong Kong boomed in
the 1980s, but the uncertainty of its future was a chal-
lenge. However, the bank coped with the transition from
British rule to Special Administrative Region of the Peo-
ple’s Republic of China (SAR) status under China. In
1991 HSBC Holdings was created, with shares trading on
the London and Hong Kong stock markets. Over the next
ten years HSBC acquired a large number of companies
throughout the world, including the Republic Bank of
New York (1999) and Crédit Commercial de France
(2000). These acquisitions enabled HSBC to be traded on
the New York and Paris stock exchanges. From 1991 to
2004 HSBC acquired companies in Turkey, Mexico, the
United States, Bermuda, Argentina, and the United King-
dom. Today HSBC provides financial services ranging
from personal financial services and private banking to
investment banking and corporate and commercial
banking. HSBC has 9,500 offices in more than 79 coun-
tries and territories around the world, with 70 percent of
its income coming from outside the United Kingdom
(where HSBC headquarters is located). In June 2003 the
HSBC Holdings had total assets amounting to U.S.$983
billion, 218,000 employees, and nearly 200,000 share-
holders around the world. Today HSBC is the world’s
second-largest bank group, behind Citigroup.

S EE A LS O Banking; Bullion (Specie); Capital
Flows; China; Drugs, Illicit; Empire, British;
Empire, Qing; Ethnic Groups, Cantonese; Ethnic
Groups, Fujianese; Ethnic Groups, Scots;
Finance, Credit and Money Lending; Gold and
Silver; Hart, Robert; Hong Kong; Imperial
Maritime Customs, China; Imperialism; India;
Indonesia; Japan; Jardine Matheson; Laborers,
Contract; Nationalization; Rates of Exchange;
Shanghai; Singapore; United Kingdom; United
States.
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HERBERT HOOVER
1874–1964

Herbert Clark Hoover, the thirty-first president of the
United States, was born August 10, 1874 and died on Oc-
tober 20, 1964. He was a very successful engineer before
entering public service. Although Hoover was a great hu-
manitarian, his name will forever be associated with the
Great Depression that occurred during his one term as
president, and with the notorious Smoot-Hawley Tariff
of 1930, which is frequently cited as a factor in making
the Depression longer and more severe than it might
have been. Surprisingly, there was no general call for tar-
iff increases before Hoover proposed increased protec-
tion for farmers in the 1928 presidential campaign. Hoo-
ver mistakenly thought that tariff changes could be
limited to agricultural commodities. Following the stock
market crash in 1929 Hoover initiated a number of mis-
guided measures in confronting the collapsing economy,
calling for wage freezes and reduced hours of work rather
than layoffs, arguing that the shock of the contraction
should be absorbed by reduced corporate profits. But he
also believed that voluntary cooperative efforts were the
best means of combating the Depression. In 1932 he en-
gineered a massive increase in federal income tax rates to
balance the budget. During the spring of 1932 a “Bonus
Army” of unemployed World War I veterans marched on
Washington, D.C., demanding early payment of bonuses
promised to them. His handling of the Bonus Army’s ex-
pulsion from Washington, D.C., doomed his reelection
chances.

SEE ALSO Great Depression of the 1930s;
Roosevelt, Franklin Delano.
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HOPE FAMILY
Members of the Hope family, including Archibald
(1664–1743), Thomas (1704–1779), Adrian (1709–

1781), Henry (1735–1811), and John (1737–1784),
played a pivotal role in the emerging Amsterdam capital
market of the eighteenth century. In this process a divi-
sion developed between traditional cross-border com-
merce and the financing thereof. This led to the establish-
ment of merchant-banking houses, which specialized in
various financial services. Their capital included family
wealth as well as investment loans from other private in-
dividuals.

The merchant house Hope started in the classic Bal-
tic grain and timber trade, but by the 1760s these activi-
ties had stopped. In 1762 the family business expanded
and was renamed Hope and Company. During the Seven
Years’ War (1756–1763) the firm acted as broker for the
British government in paying their overseas allies and
army commanders. They also financed the British war ef-
fort. From then on, most of the profit came from com-
missions, including financial services such as bills of ex-
change and loan issues; for instance, they issued loans on
behalf of the Swedish Crown and Russia. By 1800 Hope
and Company had capital of 15 million guilders with a
balance sheet of 25 million guilders. By then, they had be-
come the undisputed leader of the Amsterdam merchant
houses.

S EE A LS O Amsterdam; Banking; Empire, Dutch;
Finance, Credit and Money Lending.
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DAVID HUME
1711–1776

David Hume, the great philosopher and historian, was
born in Scotland in 1711, and died in 1776. He is widely
credited with providing the basis for international trade
theory for almost the next two centuries in a series of es-
says published in 1752. Hume challenged the mercantilist
concern with preserving the domestic stock of money by
restricting trade. Others in Scotland had advocated free
trade before Hume, but it was he who set out the mecha-
nism whereby an outflow of specie (gold or silver) due
to a trade deficit would bring about a correction in the
form of a fall in the general price level. This would con-
tinue until trade returned to balance and the value of the
stock of specie was restored: the price-specie-flow mech-
anism. This mechanism provided the basis for the theory
of global monetarism that emerged in the 1970s. But for
Hume the ultimate determining factors behind trade
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(and the money stock) were the conditions for economic
growth in the historical degree of “industry and innova-
tion.” The capacity to produce cheaper exports induced
inflows of specie, which added a further spur to industry,
and further exports. Finally, although a free-trader,
Hume allowed for the possibility of tariffs.

SEE ALSO Rates of Exchange; Theories of
International Trade.
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WILLIAM HUSKISSON
1770–1830

William Huskisson was an English financier and politi-
cian whose ideas inspired the trade and tariff reforms ini-
tiated by British prime minister Sir Robert Peel in the
1840s.

Elected to Parliament in 1796, Huskisson first en-
tered government based on his writings on finance, cur-
rency issues, and trade; he held office during the Napole-
onic Wars and during several postwar decades of great
economic, political, and social change in British life.
After serving as secretary of the treasury (1804–1809),
Huskisson spent an interval as a private citizen. He joined
Lord Liverpool’s administration in 1814, holding minor
office until appointed president of the Board of Trade
and treasurer of the navy in 1823. Though a Tory,
Huskisson was an advocate for free trade, and did much
to liberalize Great Britain’s trading regulations. He re-
formed the Navigation Acts (which had originated in
Tudor times), reduced customs duties, and attempted to
introduce a sliding scale to relax the set of regulations
known as the Corn Laws that had long protected British
agriculture from foreign trade competition.

Huskisson’s positions on “freer” trade were generally
ahead of their time. In the years after his death, however,
the momentum created by his ideas led to reforms such
as the abolition of the East India Company trade monop-
oly in 1833, and other measures that spurred an unprece-
dented expansion of world commerce in the nineteenth
century and later.

SEE ALSO Canada; Cargoes, Freight; Corn Laws;
Education, Overview; Free Trade, Theory and
Practice; Peel, Sir Robert; Protectionism and
Tariff Wars; United Kingdom.
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HYUNDAI
Hyundai Group, now formally divided into a number of
independent firms including Hyundai Motor Company,
Hyundai Heavy Industries, and Hyundai Engineering
and Construction Company, is one of the leading players
in global business world. In 2003 it was the second-
largest car exporter in the world after Japan’s Toyota; the
world’s largest shipbuilder; and its fourteenth-largest
construction firm, with worldwide activities. These
achievements are all the more impressive when they are
viewed against the group’s short history: it took just half
a century for Hyundai to grow from virtual nonexistence
to its present standing. Indeed, Hyundai’s development
came hand in hand with South Korea’s emergence as one
of the “Asian dragons.”

When the Korean War ended in 1953, South Korea
was one of the poorest nations in the world. Throughout
the 1950s South Korea exported only primary products
such as tungsten, raw silk, and fish. In 1962 General Park
Chung Hee (1917–1979), who had come into power
through a military coup in 1961, launched the export-
oriented economic development plan, and light-
industrial products such as textiles and shoes became the
major export items. From the early 1970s Park promoted
heavy industries by allocating great resources to a small
number of firms (known as chaebol) that he thought
could produce competitive exports. The oil shocks of the
1970s led to a painful setback, but also provided a good
opportunity. The Middle Eastern construction boom
earned South Korea invaluable dollars that were invested
in heavy industries and in new technology-intensive in-
dustries. In the 1980s products of heavy industries ac-
counted for over half of South Korea’s exports. Despite
an economic hiccup as a part of the East Asian economic
crisis of 1997, production and foreign trade of South
Korea continued to grow. The top five export items today
are semiconductors, automobiles, mobile phones, ships,
and computers.

In this so-called “miracle of the Han River,” Hyun-
dai played a pivotal role, together with other conglomer-
ates such as Samsung, LG, and Daewoo. Hyundai was es-
pecially crucial in automobiles and ships.

Hyundai’s founder, Chung Ju Yung (1915–2001),
was an ingenious entrepreneur and aggressive leader.

William Huskisson
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Hyundai cars are ready to be shipped to international destinations from Ulsan, Korea, a port 256 miles south of Seoul.
Hyundai was founded in 1947 as a construction company and entered the U.S. auto market in 1986. It set a record for selling the
most cars during its first year in the American market. © REUTERS/CORBIS. REPRODUCED BY PERMISSION.

Chung pushed ahead with business projects in which he
had little previous experience, and he succeeded in many
of them. In 1967 Chung entered into the Hyundai
Group’s principal business—car manufacturing—based
on technical assistance from Ford. But the relationship
did not last long, as Chung’s ambitious proposition to
have Hyundai-made Fords sold through Ford’s global
distribution network clashed with Ford’s intention to
confine Hyundai’s role to manufacturing parts and as-
sembling sets. As the South Korean government an-
nounced plans to promote heavy industries, Hyundai
searched all over the world for new sources of technology
transfer. Having learned valuable technological know-
how from England, Japan, and Italy, it finally found what
it needed in Mitsubishi in 1973. Facing tough competi-
tion from Toyota and Nissan, Mitsubishi desperately
wanted to expand its operation, and it offered an agree-
ment whereby Hyundai would retain all managerial con-
trol and Mitsubishi would give only technical assistance.
Soon, under another government initiative and with fa-
vorable financial support, Chung ventured to build a citi-
zens’ car made almost entirely with Korean parts. This

led to the production of the “Pony” in 1976 and its subse-
quent export, an important milestone in the rise of both
Hyundai and the South Korean economy. The following
success of the “Excel” in 1986 consolidated Hyundai’s
position in the global car market. But the company’s bold
attempt at incorporating as many Korean-made parts as
possible into its cars faltered in the late 1980s. Quality de-
teriorated and sales dropped, together with the corporate
reputation. Another setback came from Chung’s unsuc-
cessful bid to become president of South Korea in 1992.
Facing less favorable political conditions, the Hyundai
Group had to find its own way for survival and further
growth. In the new millennium Hyundai’s ordeal contin-
ued with Chung’s death, financial problems that led to
selling off some companies, and the death of Chung’s
son, who had been in charge of investment and develop-
ment projects in North Korea, one of the long-time am-
bitions of Hyundai. Despite these difficulties, Hyundai
has so far proved itself capable of competing with foreign
rivals, and is trying hard to maintain and enlarge its com-
petitive edge in the ever-tougher global business environ-
ment.

Hyundai
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SEE ALSO Automobile; Developmental State,
Concept of the; Industrialization; Korea.
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I

IMPERIALISM

Empire (Latin “imperium”) is an old and complex word;
imperialism a quite recent and more treacherous one. At
its simplest, an empire is a territory within which there
is one supreme military and legal authority. By the end
of the fifteenth century, empire in this strict sense was not
fully achieved in Europe until the unifications of Italy
(1860) and Germany (1870) swept away the petty states
and overlapping jurisdictions of Central Europe and
completed the division of most of the continent into
large competing territorial states, marking the onset of
modern “imperialism” as distinct from mere “empire.”
For the defining feature of imperialism is not the mere
presence of empires in a state system, but the domination
of that system by struggles between empires. But by the
end of the fifteenth century, this very limited sense of em-
pire was about to be vastly extended as petty European
kings began to develop extensive overseas realms to rival,
or even supplant, the longer established, extensive, and
wealthy empires of Asia and the Americas.

Throughout the next three centuries, these European
“empires” grew steadily. Struggles arising from an uneasy
balance of power between the leading European states
were worked out on battlefields in India and Canada;
commercial disputes far from Europe renewed conflict in
the heart of Europe. To thinkers of the late seventeenth
and early eighteenth centuries the close interaction of
state power and commercial interest became known as
mercantilism. Under this system European powers tried
to maintain their empires as exclusive trading zones. In
the later eighteenth century mercantilism came under at-
tack. Liberals argued that the public interest would be

better served by a much more restricted use of state
power, at home and abroad, allowing unrestricted access
to and operation of markets, including free trade between
nations. War and conquest were disparaged as exploit-
ative activities associated with hereditary aristocracies
and monarchies; the future lay with the more peaceable
middle classes.

IMPERIALISM AND NEW IMPERIALISM

It is important to draw a distinction between the history
of thought and the pattern of mundane events. Imperial-
ism is a term closely associated with the revival of enthu-
siasm for empire in the late nineteenth century; it de-
scribes a popular sentiment. Yet it is also a descriptive
term, implicated in interpretations of history that accept
and proceed to account for an accelerated pace of Euro-
pean expansion around this time. British historians of the
second half of the twentieth century therefore readily as-
sumed that the classic theorists of imperialism, who had
written between 1900 and 1920, must have been trying
to explain a spurt in the growth of colonial empires. This
assumption was made without first clarifying whether ac-
celerated growth had in fact been the leading feature of
what contemporaries named the New Imperialism of the
1880s, let alone whether this had been what the classic
theorists had been primarily concerned with explaining.

Regarding the first of these issues, there may well
have been aversion to the idea of empire in the salons of
Europe following the defeat of the French in India and
Canada and the successful American wars of indepen-
dence waged by colonists against Britain and Spain. Yet,
there is little sign of it on the ground. After the French
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Revolution the French compensated by attempting to
recreate a vast empire in and beyond Europe, which was
not entirely extinguished by the defeat of Napoleon. The
conquest of what was to be an immense African empire
began with the invasion of Algeria in 1830. Meanwhile,
massive conquests were being made by other European
powers and their successor states throughout the nine-
teenth century. So it can certainly be argued that there
was continuous imperial expansion by Europeans
throughout what has often been referred to as a liberal
interlude. It is also the case that for the established pow-
ers, the territories acquired before 1870 were of greater
economic salience than those acquired afterward, and
that, for Britain, trade and investment outside the British
Empire, chiefly in the United States and Latin America,
were far more important than post-1870 conquests in Af-
rica and Asia.

Far from disposing of the New Imperialism, this in-
terpretation helps to isolate its essential feature more
clearly. Expansion in the earlier period had led to rela-
tively little conflict between the major powers, which in-
deed enjoyed a period of relative peace between 1815 and
1870. All this changed after 1870. It was the conflicts be-
tween the imperial powers rather than expansionism it-
self that defined the New Imperialism and provided the
focus of the classic theories. So although colonial histori-
ans can be forgiven for pointing to the European parti-

tion of Africa—which was almost entirely gobbled up by
seven European states in a mere twenty years—as the
most spectacular symptom of imperialism, its most fun-
damental characteristic in this period was not expansion
per se, but the rivalries that developed between the major
powers.

New states had after 1870 entered the rivalry; Bel-
gium, Italy, and Germany jostled with newly assertive
powers, such as the United States of America and re-
formed and modernizing Japan, to test British hegemo-
ny. British manufacturing and commercial supremacy
was on the wane, challenged most effectively by Germany
and the United States. A second industrial revolution was
under way, based on steel, petroleum, electricity, and
synthetic chemicals, and this created fresh anxieties
about the security of supplies of raw materials. With in-
dustrialization in Europe came urbanization, bringing a
growing need for imported foodstuffs and concerns
about the effects of internal migration on social and po-
litical order. Even in Britain, which had pursued a policy
of free trade since 1846, pressure was building by the
1890s for tariff reform, by which was meant a system of
preferential trading within the British Empire. Other
powers were less squeamish, and ran their empires as un-
ashamedly economic units.

At the same time, the effect of new transport and
communications technologies—submarine telegraphy,

Imperialism
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railroads, and regular steamship lines—had been to bind
together the empires that adopted them and, almost un-
avoidably, to degrade links between their respective de-
pendencies. Moreover, all these developments first re-
quired, yet subsequently also generated, enormous
accumulations of capital as well as new financial interme-
diaries, institutions, and forms of asset. Investment of
this capital overseas in infrastructure and, later, in the ex-
tractive and manufacturing sectors—above all by the
British, but also by the French and other Europeans—
was the means by which the global trading system was
modernized, expanded, and, up to a point, integrated.
Without it, world trade could not have risen at the aston-
ishing rate and to the unprecedented level, relative to
output, that it attained shortly before World War I. So
it is no wonder that some theorists and historians have
pondered the connections between trade, investment,
and empire. Did trade follow the flag, or vice versa?

CLASSICAL THEORIES

It is important to recognize that the reflections upon this
state of affairs by J. A. Hobson (1858–1940), Joseph
Schumpeter (1883–1950), and V. I. Lenin (1870–1924)—
each of whom tried to provide a general theory of imperi-
alism in the early twentieth century—were not motivated
by concern for the downtrodden masses of the world’s
poorest countries. Their political constituencies were the

middle and working classes of Europe; their central task
was to explain deteriorating relations and, finally, war,
between the Great Powers (Britain, Germany, France,
Austria-Hungary, and Russia). For the liberal thinkers
Hobson and Schumpeter this posed a problem, because
liberals had long regarded capitalism as a pacific influ-
ence. They overcame this difficulty by arguing that it was
not capitalism as such but rather its incompleteness or
corruption that had brought about catastrophe. Reform
was possible. Lenin, by contrast, thought that conflict
among capitalist states was inevitable. Lenin, arguing
against fellow Marxist Karl Kautsky, was concerned with
explaining why the European working class in 1914 had
supported a war so plainly against their collective inter-
est. He found his answer in the resources available to
metropolitan states from their colonial empires with
which, in effect, they bribed the workers. But unlike his
liberal contemporaries, Lenin neither saw nor wanted to
see any possibility of reform, anticipating instead that
imperialism (which he described as the “Highest Stage of
Capitalism”) must lead to the destruction of the capitalist
state system and herald the revolution.

Hobson, writing in England in the shadow of the
South African (Boer) War (1899–1902), based his argu-
ment on what he regarded as a generic problem of indus-
trialized economies. Unrestricted capitalism, he believed,
had led to impoverishment of the working class and con-
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sequent underconsumption. Markets did not clear, as
predicted by the classical economists. Instead, goods and
capital accumulated in the hands of uncompetitive man-
ufacturers and investment bankers, who lobbied govern-
ment for exclusive access to overseas markets in which
these surpluses could be dumped or deployed. Hobson
argued that only macroeconomic management and re-
distributive fiscal policies—what might be called compen-
satory or welfare liberalism—could reduce this lobbying
pressure and allow foreign policy to be formulated in re-
sponse to national rather than sectional interest. The
chief problem with Hobson’s theory was the empirical
implausibility of the alleged lobbying system. Extensive
recent scholarship suggests that manipulation of the state
by sectional interests was not that simple, and that con-
centration of overseas investment and trade in dependent
territories, and the desire to achieve this, were least
marked in the longer established industrial economies,
such as Britain, France, and Belgium.

The Austrian Schumpeter had been thinking along
similar lines. Defining imperialism as an objectless dispo-
sition on the part of the state toward violence (no refer-
ence here to colonies!), he laid the blame squarely on the
aristocracy, whose militarism he regarded as a social ata-
vism. For several generations writers as disparate as
Thomas Paine (1737–1809) and Immanuel Kant (1724–
1804) had agreed that the dependence of a warmongering

aristocracy on industrial and commercial wealth and
technology would inevitably lead to a transfer of power
to the more representative and pacific middle classes, and
therefore to less violent relations between states. Schum-
peter accepted this theory and argued that where there
was no aristocracy, as in the United States, there could
be no imperialism. (It should be noted that Schumpeter
excluded from the category of imperialism any war, how-
ever aggressive, undertaken for rational ends.) But he be-
lieved that in the Hapsburg Empire and other European
states the capitalist revolution had been distorted as
monarchs allied with the new industrial classes to curb
the power of traditional aristocracies, with the undesir-
able consequence that certain sections of industry be-
came heavily reliant on state procurement and greedy for
tariff protection. On this foundation Schumpeter mount-
ed an argument in which conflict between states arose
from protectionism and the competitive dumping of sur-
plus goods in third-country export markets. This was not
dissimilar to Hobson’s argument, and rather more plau-
sible, given the typically more mercantilist style of late-
industrializing states such as the Hapsburg Empire.

Though Lenin drew on Hobson, his core argument
was very different. Lenin argued that capitalism, and the
system of states in which it was embedded, was a neces-
sarily dynamic system. It would never find equilibrium,
only a limit. Lenin believed that the final stage of Europe-
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an territorial expansion between 1870 and 1900 had co-
incided with a final division of world markets. Imperial-
ism for him did not mean colonization; it described the
whole integrated and multifaceted process of expansion
of the European capitalist system, of which colonialism
was merely one facet, and which he believed had effec-
tively reached its end by 1900. With no remaining unex-
ploited markets or unclaimed territories, he maintained,
the major firms and states of Europe now had no option
but to turn on one another, the former seeking the sup-
port of the latter. Hence, the progressive deterioration in
international relations that led to World War I (1914–
1918). It is not hard to see that this argument was, if not
entirely specious, then certainly premature, because it ne-
glected the many ways in which technological innovation
and the creation of new desires can spin out the process
of economic growth almost indefinitely.

All three of the classic theorists, as well as their con-
temporaries Rudolf Hilferding, Rosa Luxemburg (1870–
1919), and Nikolai Bukharin (1888–1938), had been con-
cerned with the consequences of territorial expansion for
relations with the European powers rather than with its
causes. Yet, although imperialism did not end with
World War I, nor even with the near completion of Euro-
pean decolonization by the mid-1960s, debate about it
divided into two strands: one concerned with relations
between imperial powers and their dependencies, and
the other with the mutual relations of the Great Powers.
Only in the first strand did the term imperialism retain
currency.

POSTWAR IMPERIALISM

Imperialism before 1914 had been in many ways simply
a variant of nationalism. The means used to bind a nation
together were not so very different from those used to
bind together a multinational empire. For liberals of the
mid-nineteenth century, nationalism had been quint-
essentially about bringing together politically fragmented
nations into larger united states, with Italy and Germany
as examples. Increasingly, throughout the twentieth cen-
tury, nationalism came to be pitted against imperialism,
as component elements of empires—whether Quebec,
Catalonia, or Scotland—sought self-determination or
autonomy. Increasingly, therefore, imperialist came to be
used, almost exclusively by the political Left, to designate
those who sought to gain or retain control over depen-
dent states by any form of interference, be it armed inter-
vention, economic manipulation, or mere inertia.

SEE ALSO Capitalism; Empire, Belgian; Empire,
British; Empire, Dutch; Empire, French; Empire,
Japanese; Empire, Ming; Empire, Mughal; Empire,
Ottoman; Empire, Portuguese; Empire, Qing;
Empire, Spanish.
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IMPERIAL MARITIME CUSTOMS,
CHINA

The Chinese Imperial Maritime Customs was unique. Al-
though a government organ, its inspector general was in-
variably British, except for the last one, who was Ameri-
can. Its senior management was also predominantly
British, although the Americans, French, Germans, Rus-
sians, Japanese and other foreigners were included. The
Chinese occupied only the most junior positions.

The Maritime Customs began in 1854, after insur-
gents destroyed the Shanghai customhouse. Foreign
ships came and went without paying taxes, in defiance of
treaty stipulations. Anxious that the treaties be kept, the
British, U.S., and French consuls persuaded the Chinese
authorities to reopen the customhouse in the British-
controlled part of Shanghai. Each consul offered to pro-
vide one man to assist in the collection of duties. An
agreement was duly signed, and the customhouse re-
opened on July 12, 1854, with a strong foreign contingent
that was “English-speaking, unafraid of British, Ameri-
can, or Chinese bullies or scallywags, impervious to
threats, and uninterested in bribes,” (Fairbank 1975, vol.
1, p. 6) enforcing treaty tariffs on all comers. Revenue in-
creased dramatically. The Chinese authorities were
pleased. Whatever reservations they might have for Brit-
ain’s desire to extend the system to all treaty ports na-
tionwide were made irrelevant by China’s defeat in the
Arrow War (1856–1860). The Maritime Customs as we
know it was formally established on June 21, 1861, with
the appointment of H. N. Lay (b. 1832) as its first inspec-
tor general. Robert Hart (1835–1911) succeeded him for
the crucial years of 1868 to 1907.

This foreign-controlled Chinese customs ensured
low tariffs and equal foreign access to Chinese markets,

Imperial Maritime Customs, China
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forestalling any Chinese protectionist strategy to give
local industries a fair chance to grow. But, for the time
being, its revenue gave the Qing dynasty a new lease on
life, paying off the war indemnities and contributing to
the Self-Strengthening Movement (1861–1894), which
included the creation of a Chinese postal service, the set-
ting up of an interpreters’ college in Peking, the establish-
ment of legations abroad, and the provision of such ser-
vices as coastwise lights, charts for navigation, buoys and
markers in harbors, pilotage and berthing of ships, ap-
praisal of goods, and the publication of trade statistics.

China was defeated again in 1894 to 1895, this time
by the Japanese. The revenue of the Maritime Customs
was used as security for large foreign loans to pay off the
hefty war indemnities. The Boxer catastrophe of 1900 in-
curred even more hefty indemnities, and the same reve-
nue was similarly used as security for foreign loans to pay
for them. This practice inspired the pledge of other reve-
nues, such as the salt monopoly as collateral for further
foreign loans, until the Qing was toppled by the 1911 rev-
olution.

The revolution prompted the powers to put the re-
mainder of the customs revenue, after all obligations had
been met, into trust accounts of foreign banks in Shang-
hai until they decided to which party the surplus should
be paid. The leader of the revolution, Sun Yat-sen (1866–
1925), who was elected provisional president at Nanking
on January 1, 1912, promptly offered to resign and have
Yuan Shih-k’ai (1859–1916) elected president by the pro-
visional parliament should the latter agree to preserve the
republic. Yuan agreed, so all the surplus went to his gov-
ernment. In 1915 Yuan dishonored his pledge, and the
southwestern provinces rebelled. His death in 1916 threw
China into the “warlord period.” The powers continued
to pay the remainder of the customs revenue to the gov-
ernment in Peking, which effectively meant whichever
warlord strong enough to control the capital and whose
government received their recognition.

Thrice—in 1917 to 1918, 1920 to 1922, and 1923 to
1925—Sun Yat-sen set up in Canton an independent
“constitutional” government—“constitutional” on the
grounds that his government was elected by members of
the parliament dissolved by the northern warlords in Pe-
king. On January 21, 1921, he asked the Corps Diploma-
tique in Peking for the share due to Guangdong of the
remainder of the customs revenue, but he was refused.
He threatened to take over the Canton customhouse. In-
stantly, the Hong Kong government sent two gunboats
to Canton for its protection. In September 1923 Sun Yat-
sen tried again, this time asking the inspector general, Sir
Francis Aglen (1869–1932). Aglen ignored him, eventual-
ly driving him to make the same threats. By January 1924
a total of sixteen foreign gunboats congregated at Can-

ton: six U.S., five British, two French, two Japanese, and
one Portuguese. An aggrieved Sun Yat-sen continued to
complain bitterly that the inspector general financed the
wars launched by wicked northern warlords against his
“constitutional” government.

On August 10, 1924, the Norwegian freighter S.S.
Hav entered Whampoa Harbor of Canton. On board was
a huge consignment of arms and ammunition disguised
as machinery. The acting commissioner of customs at
Canton, an Englishman named W. O. Law, insisted that
the goods be accurately manifested, although he had been
secretly approached to keep quiet. His insistence exposed
a plot by the Canton Merchant Volunteers Corps to over-
throw Sun Yat-sen. Apparently, those aware of this gun-
running included the senior management of the Hong
Kong and Shanghai Bank, the British consul-general at
Canton, the governor of Hong Kong, and Inspector Gen-
eral Aglen himself, who promptly dismissed his acting
commissioner at Canton. This incident and the British
consul’s August 28, 1924, ultimatum to Sun Yat-sen not
to use force against the Merchant Volunteers Corps
formed the basis of Sun’s protest to the British prime
minister and the League of Nations.

The Hav affair marked the height of the Maritime
Customs’ political influence. From that point onward it
could only decline, as Chinese indignation continued to
fuel Chinese nationalism. Once Sun Yat-sen’s successor,
Chiang Kai-shek (1887–1975), reestablished a republican
government at Nanking, negotiations were afoot to re-
gain for China its sovereignty over the Maritime Cus-
toms. The subsequent Japanese invasion eliminated Brit-
ish influence in China. The Pacific War and the increase
of U.S. influence saw the appointment of the first Ameri-
can, L. K. Little, as the inspector general, now based in
Chungking. After the war, the office of the inspector gen-
eral was moved to Shanghai and, together with the retreat
of the nationalists, next to Canton, and finally to Taipei,
where Little resigned in 1950. He was the last foreign in-
spector general of this Chinese service.
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IMPERIAL PREFERENCE
Imperial preference is a system of rules for managing
trade within the British Empire introduced in Ottawa in
1932, mainly in response to the sustained unemployment
and virulent economic nationalism that plagued the in-
dustrial world during the period between the world wars.
Member states of the empire, already having embraced
protectionist measures to bolster their domestic econo-
mies and thereby their employment, agreed to preferen-
tially reduce their tariffs, lowering the rates imposed on
imports from other countries of the empire while retain-
ing higher rates on imports from countries outside the
empire.

ESTABLISHMENT OF IMPERIAL PREFERENCE,
1932

The Ottawa Conference hammered out a compromise
between the vision of an empire-wide free-trade area de-
sired by England, which had hewed to free trade between
1846 and 1932, and a partial customs union desired by
protectionist dominions such as Australia, which wanted
a system of differential tariffs (lower tariffs for members
of the unions, higher tariffs for all other countries). The
result was the establishment of one of the most important
interwar trading/monetary blocs. Its heyday was during
the mid-1930s; by 1938 it was coming apart at the seams.

Political debate concerning the creation of imperial
preference raged in England and throughout the empire
from the 1890s. The Tariff Reform League was active in
pushing the idea within England, and the Unionist Party
adopted the concept in its platform during the early
twentieth century. Nonetheless, resistance to imperial
preference was well entrenched, only giving way to accep-
tance under the extraordinary conditions of the Great
Depression in the 1930s.

To understand the difficulties of forging, and hold-
ing together, the imperial preference system, the compar-
ative advantages of the various members of the customs
union must be appreciated. The United Kingdom was the
first major industrial nation, exporting manufactures
such as cotton textiles, steamships, and machinery, and
the employment of its labor force was closely tied to the
performance of its manufacturing sector. Complement-
ing its export profile was its voracious appetite for raw
materials and foodstuffs, an appetite partially satisfied by
importing from countries within its empire. The other
major members of the imperial preference union—
Australia, Canada, India, the Irish Free State, New Zea-
land, and South Africa—mainly produced foodstuffs and
raw materials, but sought to develop their nascent indus-
trial sectors through infant-industry protection.

As the first industrial nation and the workshop of the
world in the mid-nineteenth century, free trade was in
the interests of the United Kingdom. By bringing in raw
materials and foodstuffs without duty, domestic prices
for imported raw cotton, wheat, coffee, and tobacco were
kept relatively low. By eliminating duties on its modest
imports of foreign-manufactured items, the United
Kingdom encouraged its trading partners to do likewise,
promoting the spread of a global system of unfettered
commercial intercourse. To enter into an imperial pref-
erence system aimed at binding together the empire eco-
nomically meant slapping tariffs upon foodstuffs and raw
materials produced in countries outside the empire such
as Argentina and the United States. There was great polit-
ical resistance within England to doing this, especially
among the ranks of the Liberal Party.

In the self-governing dominions (Australia, Canada,
New Zealand, and South Africa) the political problem
was the mirror opposite. Protectionism achieved through
tariffs, quotas, or exchange-rate manipulations helped
the small, struggling manufacturing industries to stay vi-
able in their competition with British products. Advo-
cates of industrialization within the empire resisted giv-
ing special preference to British goods. But the wheat
farmer, the sheep or cattle raiser, and the dairy owner
selling butter were of a different mind: linking the fate
of their markets to integration within the empire had
great appeal.

In short, political resistance to creating an imperial
preference system was strong in both the United King-
dom and the empire. But a strong trend in international
trade between the 1870s and the 1930s undercut resis-
tance, at least in England. The share of the United King-
dom was steadily slipping as the United States, Germany,
and, later, Japan emerged as important industrial giants
challenging the dominance of British goods on global
markets. In 1870 the U.K. share of world export trade was
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A 1932 photo shows Neville Chamberlain signing a United Kingdom–Canada treaty at the closing session of the British
Imperial Conference. The agreement established a preferred trading arrangement reducing tariffs on exports between Britain and its
former colonies. Those involved hoped the treaty would stimulate economies throughout the British Empire and increase worldwide
demand for their goods. © BETTMANN/CORBIS. REPRODUCED BY PERMISSION

22 percent, the German share 12 percent, and the U.S.
share 4 percent; by 1913 the U.K. share had fallen to 17
percent, or about equal to the German share, and the U.S.
share had reached 8 percent. By 1929 all three shares were
about 10 percent. Moreover, unlike the United Kingdom,
which was committed to free trade, the United States and
Germany had fairly high tariffs, especially after 1900.

In addition to the general secular increase in interna-
tional competition, three other phenomena peculiar to
the early 1930s pushed the dominions and the United
Kingdom into cementing a deal in Ottawa in 1932: a
sharp fall in the relative price of foodstuffs and raw mate-
rials; an acceleration in the drift toward autarky (eco-
nomic nationalism) as the gold standard floundered and
country after country introduced “beggar-thy-neighbor”

protectionism; and rising unemployment in the industri-
al world during the late 1920s, especially during the early
1930s, and especially in the United States. The United
States implemented the highly protectionist Smoot-
Hawley Tariff in 1930 as it slid into the Great Depression.
Countries on the European continent variously experi-
mented with embargoes, barter, devaluation, quotas, and
clearing and payment agreements in an effort to protect
their domestic employment levels.

Stung by the declining terms of trade for their ex-
ports (raw materials and foodstuffs), concerned about an
apparently inexorable drift into autarky or trade blocs,
and wanting to promote employment expansion through
a mixed strategy of protectionism tempered by trade pro-
motion, the dominions began to see advantages in link-
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ing their individual national fates with the rest of the
British Empire.

In theory, the signatories to the Ottawa Conference
agreements—while acknowledging that the immediate
impact of preference was to divert the trade of members
of the empire toward one another—were committed to
expanding global production, thereby reducing global
unemployment. On the final day of the conference in Au-
gust 1932 a declaration was issued asserting that reducing
tariffs within the empire would stimulate the economies
of the empire (reducing their unemployment), thus ex-
panding the demand of the empire countries as a group
for the products of countries outside the empire.

DECLINE OF IMPERIAL PREFERENCE, 1938

Contrary to British expectations, the dependence of the
rest of the empire upon United Kingdom exports fell be-
tween 1927 and 1938, while United Kingdom depen-
dence on its empire for export markets increased. More-
over, as the United Kingdom diverted its trade from
nonempire to empire countries, the flow of British ster-
ling to countries outside the empire plummeted, while
sizeable amounts of the increased volume of sterling
flowing to the empire were used to repurchase British-
held investments in the empire, thereby reducing de-
mand for British exports.

Was this seemingly perverse turn of events responsi-
ble for the gradual unraveling of imperial preference in
1938? Probably not; three other factors seem to have
played more decisive roles. First, revulsion against the
breakdown in world trade was creating movement, how-
ever tentative, toward a more open international eco-
nomic order. In 1936 the tripartite agreement between
the United States, the United Kingdom, and France stabi-
lized exchange rates between the dollar, the pound, and
the franc. The tripartite agreement did not challenge im-
perial preference per se, but it did pave the way for the
1938 negotiations between the United States, the United
Kingdom, and Canada aimed at reducing the tariffs im-
posed on U.S. products by imperial preference through
the give-and-take of reciprocity. Second, the breaking
down of barriers to intraempire migration, which was
meant to parallel what was being achieved within the
arena of intraempire trade, never occurred. Citizens of
low-wage countries such as India who sought richer op-
portunities through emigration were barred from mov-
ing to the self-governing dominions. Third, the United
Kingdom was losing interest in using imperial preference
to promote its own internal growth in order to drive
down its unemployment. Indeed, the average annual
growth rate for the British economy between 1932 and
1937 was 3.9 percent; in the same period unemployment
fell from around 15 percent to a comparatively low 8 per-

cent. Imperial preference was outliving its utility even be-
fore its tenth anniversary.

Still, imperial preference did not die in 1938. With
the breakup of the empire after 1945 and the creation of
the Commonwealth, imperial preference became the
basis for a system of commonwealth preference, which
in turn came under fire with the creation of the General
Agreement on Tariffs and Trade (GATT), whose bedrock
was the most-favored-nation principle of nondiscrimina-
tion promoted by the United States, and by Britain’s ne-
gotiation for entry into the European Economic Com-
munity.
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IMPORT SUBSTITUTION
Import substitution refers to a strategy of restricting im-
port in order to encourage domestic production. It has
been used to protect high-cost domestic producers, to
improve the balance of payments, and as a paradigm of
development and industrialization. The classic instru-
ment of import substitution is the import tariff. Howev-
er, import-substituting industrialization strategies (ISI)
have also used export subsidy, exchange control, credit
subsidy, preferential access to scarce inputs, preferential
access to scientific and technical knowledge, and indus-
trial parks.

PROTECTION AND PROMOTION

Import substitution was endorsed in the seventeenth and
eighteenth centuries by “mercantilists” and “bullionists,”
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who treated net inflow of bullion or export surplus as a
sign of prosperity. Perhaps the most famous example of
contemporary import substitution was the English Corn
Law (1804), the repeal of which formally inaugurated a
free-trade regime in Britain along the lines advocated by
Adam Smith (1723–1790) and David Ricardo (1772–
1823). As Britain’s industrial exports grew, fears of de-
industrialization led to protection for domestic industry
in parts of Europe and the Americas. More recently, post-
war industrial societies have protected their agriculture
from cheap imports.

These variations arose in part because free trade
tended to hurt the relatively scarce factors pf production
in a country, which then lobbied for protection from for-
eign imports. Thus, land-scarce Europe might want pro-
tection against agricultural import from the land-rich
United States. The strength of such demands and the
level of sympathy for them have varied over time. The
world in general was moderately protectionist in the
nineteenth century, and aggressively protectionist in the
interwar period. In the postwar world, the term import
substitution has more often referred to the context of eco-
nomic development. In both usages—protectionist or
developmental—import substitution hurts consumers
and helps producers of import-competing goods, redis-
tributes incomes, and creates inefficiency. These costs
may still be worthwhile if it works as a development para-
digm.

ROOTS OF ISI

There were several intellectual roots of import substitu-
tion as a development paradigm. One was a critique of
liberal theories of trade. Trade theory suggests that coun-
tries should specialize in those products, which they can
produce relatively cheaply, and that comparative advan-
tage is related to a country’s relative factor endowment.
Poorer countries, with relatively little capital or skilled
labor, should specialize in exports intensive in natural re-
sources such as land. In the 1950s, “export pessimists” ar-
gued that land-intensive trade was not a sustainable road
to prosperity because terms of trade between agriculture
and manufacturing were likely to fall. Industrialization,
by protectionist means, was necessary. An older root of
ISI was the infant-industry argument, first proposed in
the nineteenth century by Friedrich List (1789–1846),
which claimed that protection would help small new
firms acquire efficiency and reduce cost. The historical
experience of the United States, Germany, and Japan, all
of which used tariffs during their industrialization,
seemed to illustrate the point. Lastly, the shared experi-
ence of colonialism had created in the 1950s a consensus
among Third-World economists and politicians on the
need to restrain trade and build a strong government.

Free trade and a noninterventionist state, tenets of liber-
alism which were associated with colonial governments,
were held to have impoverished and “drained” domestic
resources of the colonies.

MODELS

In practice, there seem to be two distinct models of ISI
in the postwar world. The milder variant was practiced
in the “miracle” economies of East Asia, such as South
Korea and Taiwan. The stronger variant was practiced in
South Asia and the larger Latin American countries, par-
ticularly Brazil and Mexico. Both variants used ISI as a
means to promote capital-intensive industry. Both intro-
duced state control and direction in the use of scarce re-
sources such as capital and imported equipment. Howev-
er, the East Asian variant was not export pessimist like
the South Asian one, and it enabled a macroeconomic
environment in which the export of labor-intensive man-
ufactures could grow. The two variants also differed in
the degree of protection and control erected. In the sec-
ond variant, ISI involved extremely high levels of tariff,
large-scale government investment, extensive regulation
of finance and trade, and “crowding out” of private in-
vestment.

ASSESSMENT

ISI generated quick returns for about fifteen years, fol-
lowed by economic slowdown. The point of transition
came when prospects of manufacturing growth by selling
at the limited home market was exhausted. The high cost
and poor quality of domestic goods discouraged demand
growth. Extreme forms of ISI led to macroeconomic cri-
ses and failed to reduce poverty. There were several rea-
sons for this. First, extreme import protection hurt ex-
port. Whereas freer trade gave domestic industry access
to new technologies and helped them learn, restricted
trade made learning difficult and reduced competitive-
ness. Second, limited exports and high budget deficits
worsened inflation and trade deficits. Third, inefficiency
“spilled over.” For example, the high cost of locally pro-
duced machines raised the cost of goods made by using
those machines. Fourth, comparative advantages were ig-
nored. As resources were channeled into noncompetitive
capital goods, potentially exportable labor-intensive
manufactures were denied capital. Resources, thus,
moved to sectors with lower return to capital and lower
employment potential. Fifth, controls were often seen by
the people as unjust, as a means of distributing favors by
politicians.

The infant-industry argument accepts that protec-
tion should gradually ease as domestic industry matures.
In practice, protection created political lobbies, tended to
become self-sustaining, and freed domestic industry
from pressure to learn faster.
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END OF IMPORT SUBSTITUTION

Pushed by episodes of macroeconomic collapse, country
after country gave up or reformed import-substitution
programs. Early reformers (1975–1980) included coun-
tries in Southeast Asia, some in Latin America, and Sri
Lanka. Among the last to reform were Brazil, Mexico,
and South Asia (1985–1990 onward). The reform pack-
age has had a fairly uniform composition: liberalization
of exchange rates, reduction in tariffs, easing industrial
regulation, and rollback of state investment. The design
of a new framework for world trade negotiated by World
Trade Organization through the 1990s and beyond en-
couraged the transition. The end of ISI saw rises in in-
come, employment, and export growth rates, provided
there were no serious macroeconomic and political cri-
ses. But the rollback of government spending sometimes
worsened inequality.

The golden age of import substitution is largely over,
though economists continue to debate its historical role
in promoting or delaying industrialization.
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INDIA
In the past, the Indian subcontinent was a major link in
the maritime trade between Asia and Europe. A coastline
4,600 miles long, easy access from both west and east
Asia, local availability of textiles and other goods in de-
mand worldwide, a well-developed shipbuilding indus-
try, and strong mercantile tradition contributed to
India’s strategic position in the Indian Ocean trade. For
four centuries after the Portuguese mariner Vasco da
Gama (1469?–1524) discovered the sea route between
Europe and India around the Cape of Good Hope (1497),

European traders played a pivotal role in Indian Ocean
trade. Some historians believed that the Indian Ocean be-
came a really important location in world trade only after
the Europeans entered the stage. The current consensus
is that Asia was already a prominent trading zone before
European entry, and the Europeans for a long time uti-
lized commodities, routes, and systems established in
that trade in partnership with local merchants. However,
by 1870, maritime trade of the region was strongly Eu-
rope-centered, in respect to participants, composition,
and direction of trade.

What were the characteristics of Indian Ocean trade
before European entry and after? What was the relation-
ship between Indian and European merchants in the
three centuries of coexistence? Did trade in the nine-
teenth century represent a decline of Indian enterprise,
or a transformation? What was the relationship between
trade and economic development in the region? The rest
of this essay, which is organized chronologically, will re-
turn to these themes from time to time.

INDIA AND THE INDIAN OCEAN, 1450–1800

Before the arrival of the Portuguese, India’s mercantile
marine was largely in the hands of Gujarati Muslim mer-
chants. Indian ships called on the ports of Red Sea and
the Persian Gulf. The market of the hajj (Islamic pilgrim-
age), wherein converged caravan trade from a large area,
was “the conveyor belt” through which Indian goods,
chiefly textiles, found their way to European markets. In
the East, Javanese shipping carried Indian textiles to the
Spice Islands in eastern Indonesia in exchange for spices.
The linking of sea routes and land routes, or the port cit-
ies with the interior, was as yet weak. In turn, the territo-
rial powers did little to create and sustain port towns.
These were rather the creation of the Indian Ocean.

Two new variables were added in the sixteenth cen-
tury: Portuguese control of the sea routes, and the rise
of continental monarchies in the western part of the
ocean—the Mughal, the Safavid, and the Ottoman Em-
pires. The second factor strengthened the hajj network
and built stronger links between the sea and the land-
based trades. Although the Ottoman and the Portuguese
tried to redirect and monopolize trade routes, these at-
tempts waned in the sixteenth century, bringing in a rela-
tively undisturbed era of expansion.

The formation of the English East India Company
in 1600 and the merger of several firms trading in the
East Indies into the Dutch East India Company (Ver-
eenigde Oost-Indische Compagnie) in 1602 announced
an era that saw India drawn more firmly into the Indian
Ocean trade. These enterprises had an interest in buying
spices from the Indonesian archipelago, and found Indi-
an cotton textiles a convenient means of payment. Initial-
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ly, therefore, north Europeans remained part of the tradi-
tional structure. That is, they carried Asian freight for
Asian markets and built ties of dependence and coopera-
tion with Asian merchants. However, by the third quarter
of the century, Europe was a more important market for

Indian cotton textiles, the so-called “calicos” and “mus-
lins,” than Asia. By then, the Dutch and the English,
unlike the Portuguese, had penetrated from the sea
into the inland, which was the source of supply of Indian
textiles.
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A customer support call center in Bangalore, India,
provides growing job opportunities in the technology sector
for local residents in 2004. Companies from the United States
and Britain discovered they could cut costs by using cheaper,
skilled labor from overseas countries like India for portions of
their business. India is the leader in an industry based on
outsourcing high-tech jobs to other countries. © SHERWIN

CRASTO/REUTERS/CORBIS. REPRODUCED BY PERMISSION.

The four great cloth-exporting regions in India in
the eighteenth century were Punjab, Gujarat, Coroman-
del, and Bengal. Some of these regions possessed re-
sources needed for high-quality textiles such as long-
staple cotton, or water believed to be good for dyeing.
That apart, these regions already had well-developed tex-
tile production systems catering to older trade networks.
Punjab traded overland with Central Asia and the Middle
East, Gujarat had ties with Red Sea ports, Coromandel
with Southeast Asia, and Bengal used its waterways to
trade with northern India. The Europeans built trading
stations in these regions. The English called theirs “facto-
ries.” Together with stations in ports such as Surat on the
western coast and Masulipatnam on the eastern, these
factories formed networks of circulation of money, mer-
chants, and material. Within these regions, weaver settle-
ments changed continually according to famines or polit-
ical instability. European factories sometimes had a

powerful attraction for artisans as sites that could offer
them greater security of life and livelihood.

By 1750 the English had outpaced the Dutch in
terms of presence in the hinterland. These moves into the
land carried promises as well as hazards. There were inci-
dents of dispute, even armed conflict, between the terri-
torial powers and the English East India Company. When
threatened inland, the company blockaded sea routes for
the Indian merchants, which usually produced the de-
sired effect. The extraordinary success of the European
companies, thus, partly derived from what Ashin Das
Gupta called a “balance of blackmail between land and
sea” (Das Gupta 2001, p. 230).

Through these two centuries there were a few signifi-
cant differences between the worlds of the European
traders and their Indian counterparts. The latter was not
a small-scale enterprise. At its peak, the Gujarati mer-
chant marine based in Surat consisted of about 100 ves-
sels of 200 to 400 tons each. Still, relative to European en-
terprise, Indian shipping declined. Although Indian ships
charged lower freight rates, European ships were sturdier
and better defended. Naval superiority, based on a part-
nership between the parent state and the merchant firms,
was an important factor in European success. At key
points of trade, the Europeans erected fortified settle-
ments backed by strong fleets. These fleets not only kept
the sea routes open and safe, but also restrained land
power. Furthermore, European trade was organized
around a large joint-stock company, whereas Indian
trading firms developed around families or individuals.
The stability of such a firm was too dependent on the re-
sources and talents in the family. The English East India
Company not only brought a large number of persons
and stakeholders to work together, but also it had an
identity independent of persons, which gave it more sta-
bility and power. Although the company had an official
monopoly of commerce, in practice private European
traders, including covenanted servants of the company,
captured a much bigger share of the trade. The company,
however, survived because of its organizational strengths.

As the eighteenth century drew to a close, the high
roads of the Indian Ocean had become Europe-directed,
in which European shipping and traders increased their
control. The weakening of Mughal power inland saw the
English East India Company drawn into territorial dis-
putes. Eventually, as the English East India Company as-
sumed power in Bengal (1757–1765), the land-sea politi-
cal cleavage began to weaken. Native shipping and trade,
prominent among them being the Gujaratis, went in a
decline, even as they reasserted themselves in the hinter-
land. The age of partnership ended.

Interestingly, the India trade at its peak involved an
exchange of goods, not for goods, but for bullion. The
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sustainability of the trade depended on circulation of
gold and silver that came from Spanish America. More
directly, the economies of regions such as Bengal and
Coromandel were influenced by maritime trade for over
three centuries. But there is considerable doubt about
how important the Indian Ocean was for the economy
of South Asia as a whole. The most generous estimates
suggest that the proportion of export in national income
was between 1 and 2 percent at the end of the eighteenth
century, which was small indeed relative to the massive
scholarship that this episode in South Asian history has
produced.

TOWARD COLONIAL INDIA, 1800–1947

At the close of the Napoleonic wars, the market for Indi-
an textiles had shrunk owing to tariffs on Indian goods
in England, which were steeply raised between 1797 and
1814. Almost simultaneously, technological changes in
weaving, principally Horrock’s power-loom, reduced the
difference in cost of production. The company’s com-
mercial monopoly ended in 1813. Already the company
had become a territorial power living on land revenue.
Many former employees and other individuals had estab-
lished partnerships with Indians to carry on export of
cotton, indigo, opium, and sugar. Profit from these
trades sustained new commercial-cum-port towns such
as Calcutta, Bombay, and Madras, helped some Indian
groups to accumulate capital that later found its way into
industrial ventures, and built close trading links between
India and China, which was a market for Indian opium
sold in exchange of tea. These trades had dwindled by
1900 to 1914. Natural indigo was steadily displaced by
synthetic indigo. Although Lancashire rediscovered Indi-
an cotton during the U.S. Civil War (1861–1865), subse-
quently more cotton was used by the newly established
Indian mills themselves. The Sino-Indian opium trade
declined from 1906 in the wake of a worldwide antiaddic-
tion movement. And India emerged for Britain a more
important source for tea than China.

Assumption of political power in India by the British
Crown (1858) and the opening of the Suez Canal (1869)
integrated India more closely with the now solidly Euro-
centric world economy. Ocean freight rates on bulk
goods from India fell by 60 percent or more between
1873 and 1893; by the latter date, more than two-thirds
of export from India passed Suez. Between 1880 and 1925
the real volume of trade to and from India doubled.
About 1890, more that half of Indian exports consisted
of agricultural goods such as grains, seeds, raw cotton,
and raw jute. The age of the artisan had ended, and the
age of the peasant arrived. Close to half of Indian imports
consisted of manufactured consumer goods, chiefly cot-
ton textiles. The ratio of trade to national income in-

creased from less than 10 percent in the 1860s to about
20 percent in 1914.

The pattern of trade did not remain static through
this impressive expansion. As industrial capability im-
proved in a number of directions, so did manufactured
exports. Cotton yarn, for example, was a successful ex-
port to China, until the cotton mills of Japan ousted Indi-
an goods from that market (1890s). Jute textiles, semi-
processed hides and skins, and tea increased their share
in export between 1870 and 1914. In the interwar period,
Indian fiscal policy and industrialization reshaped the
composition of imports. Protective tariffs encouraged an
import-substituting industrialization. The share of cot-
ton textiles declined, and the share of machinery, metals,
and chemicals increased as a result.

In direction of trade, a great deal of Indian exports
went to Britain or were re-exported from Britain. India
was almost exclusively dependent on Britain as a source
of imports until World War I. In the interwar period
there was a drop in Britain’s share and increase in those
of Japan, the United States, Germany, and Italy. The lat-
ter change reflected tendencies in Asian trade and indus-
trialization. In the early twentieth century intra-Asian
trade expanded, based on the emergence of a modern
cotton textile industry in Japan. A three-way cotton-
oriented trade and division of labor between India,
China, and Japan emerged as a result. Japanese textiles
began to penetrate Indian markets as part of this larger
process, aided by an overvalued rupee. Tariffs on cotton
and silk textiles were partly directed at imports from
Japan. Britain’s share of India trade increased somewhat
late in the interwar period due to attempts to set up a
preferential trade zone within the empire (Imperial Pref-
erence).

IMPORT SUBSTITUTION, 1947–1985

The present territory of the Indian Union attained inde-
pendence from British colonial rule in 1947. For about
forty years after that date, government policy of econom-
ic development played a large role on the pattern of for-
eign trade. From the nineteenth century, mainstream
Western political economy advocated “free trade,” and
equally, the advocacy of free trade provoked sharp reac-
tion in the Third World. India, indeed, was a stage where
such battles were fought. In the 1930s an Indian concept
of development emerged. There were many schools with-
in this broad current of economic nationalism, but these
traditions had a common core: a rejection of Western
economics’ faith in trade as an engine of growth. Conse-
quently, these schools tended to put stress on the ideal
of self-sufficiency.

Inspired by this ideology, the policy regime in force
for the next 35 years protected Indian goods against im-
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ports by means of (a) rates of tariff that were among the
highest in the world, (b) a licensing system wherein it was
practically impossible to import anything without a gov-
ernment license, which was hard to get, and (c) govern-
ment monopoly on the import of necessities such as oil
and food. While the private sector was effectively pre-
vented from importing, exchange rates were controlled
and overvalued, which subsidized government import
but reduced the competitiveness of exports. No signifi-
cant shifts took place in this period in the composition
of trade. In terms of direction, there was increasing pres-
ence of the Soviet bloc, which was not only politically
closer to the neo-Socialist regime of India, but also will-
ing to carry on bilateral trade.

For India’s leaders at independence, looking back at
the collapsing international trade of the 1930s, the cost
of isolation seemed of little consequence. However, the
world market revived soon after World War II, and
proved a more powerful engine than ever in leading parts
of Asia and Latin America into a rapid growth trajectory.
India’s isolation hurt her in two ways. It denied tradition-
ally successful exports such as textiles, leather, or food-
grain access to the world market. And it made the pro-
tected sectors, including machinery, inefficient due to
lack of access to technology and capital, absence of com-
petition, bureaucratic “rent-seeking,” and the existence
of a black market in exchange. Between the early 1950s
and the late 1970s India’s share in world export fell from
2.5 to 0.4 percent, and the scale of foreign trade in rela-
tion to national income fell from 15 to 10 percent.

ECONOMIC REFORMS, 1985–2000

Discontent over isolationist policy was growing, and in
the 1980s one key aspect of policy was relaxed: exchange
rates were steadily depreciated to levels close to the mar-
ket rates. The impact on private sector export was spec-
tacular. From the early 1990s, licenses began to be re-
moved and tariffs reduced. The new regime destroyed
several old, overprotected firms, but it encouraged new
entry and made it easier for incumbents to export, access
foreign investment, and access new technologies. Be-
tween the late 1970s and 2000 India’s share in world trade
increased from 0.4 to 1 percent, and the ratio of trade to
national income from 10 to 20 percent. The coincidence
of the reforms with the end of socialism saw India leaving
the Soviet bloc and returning to the market economies,
including East and Southeast Asia. Composition of trade
changed, too. The main exports were textiles and cloth-
ing, leather, polished gems, and processed foods—in
short, goods intensive in low-wage labor or natural re-
sources. Between 1985 and 1997, an estimated one mil-
lion jobs were created in textiles and clothing, largely
driven by export.

Regarding the composition of export, the postre-
form trade scenario was a late reversion to the colonial
pattern, with one notable difference: India’s principal ex-
ports in the later years of the reform were intensive not
only in manual labor but also in knowledge such as soft-
ware development skills. India’s share in world services
export was double its share in world merchandise export
in 2003. The importance of knowledge-based goods in
the export basket illustrated the success of one part of the
old isolationist development strategy—its accent on
building domestic capability in technical and scientific
manpower. But it also raised entirely new challenges re-
lated to trade in services, where property rights were
often vaguely defined. The position of India in world
trade in future depends largely on how these problems
are resolved.
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INDIAN OCEAN
The Indian Ocean is the world’s third-largest ocean,
stretching from the tip of southern Africa around the
East African coast, up the Red Sea and Persian Gulf, then
around the coast of South Asia and down to western In-
donesia and along the west coast of Australia.

Until the advent of steam-powered ships in the mid-
nineteenth century navigation in the Indian Ocean was
governed by regular monsoon winds. Unlike the Atlantic
trade winds, these winds blow from different directions
at different seasons. From June to November they blow
from the southwest, and from December to April from
the northeast, so, for example, one could only sail from
the East African coast to India between June and Novem-
ber. Once the monsoon system was understood naviga-
tion was comparatively easy; if the right season for sailing
were chosen, ships would have favorable winds both
ways. Another consequence of this pattern was that mer-
chants usually left agents in the ports where they traded,
for the locals knew that ships had to leave at a certain
time to “catch the monsoon.” To avoid being charged
higher prices, a local agent bought when the market was
low and held the goods until the merchant returned on
the next monsoon.

EARLY TRADE TO THE EIGHTEENTH CENTURY

Trade and navigation have a very long history in the Indi-
an Ocean. Five thousand years ago Mesopotamia traded
with the Indus Valley civilization in South Asia. Later,
Greeks and Romans traded with people along the ocean’s
littoral. From around the ninth century most traders in
the region were Muslim. There was always a very impor-
tant trade along the coastlines carrying basic commodi-
ties such as cotton cloth, foodstuffs, and lumber. Luxury
goods such as bullion and spices dominated around 1450
long-distance trade. Trade in spices was far-flung and
well organized. Fine spices came only from eastern Indo-
nesia and Sri Lanka, whereas pepper grew in several
areas. These spices were in demand everywhere from
China to Europe. Merchants made large profits but also
paid high taxes and took great risks as their spices trav-
eled huge distances. Merchants ranged from humble ped-
dlers chaffering their way from port to port with a bundle
of goods to very rich magnates who sent off agents to
trade in all directions.

Fifteenth-century ports such as Mombasa, Aden,
Hormuz, Cambay, Calicut, and Melaka were major com-
mercial nodes. A product, such as spices bound for the
Mediterranean, would change hands several times—in
Melaka, then in Calicut, and again in Alexandria. This
“relay” trade was generally free of political interference.
Piracy was a constant problem, but no Asian land power

tried to dominate the sea. Most ports treated visiting
merchants fairly and let them largely govern themselves.
There was keen competition to attract visiting merchants,
who paid coveted customs duties. No ruler of a port
could charge too much, lest merchants go elsewhere.

The first Europeans changed relatively little. The
Portuguese arrived in 1498, and soon after tried to con-
trol Indian Ocean trade. They claimed a monopoly on
spices for themselves, and tried to control and tax all
other trade by insisting that all traders pay them for li-
censes. This intervention was briefly successful: for about
fifty years the Portuguese controlled much of the spice
trade to Europe (though this represented only about 10
percent of the total spice trade). However, by about 1550
Asian traders had learned how to circumvent the Portu-
guese fleets, reviving indigenous trade in spices. Nor were
the Portuguese able to control and tax other trade: the
ocean was too vast, Asian traders too skillful, and Portu-
guese manpower inadequate.

From 1600 Northern Europeans entered the Indian
Ocean. The English and Dutch trading companies usual-
ly competed peacefully with local merchants but some-
times used force, particularly in the Spice Islands, where
the Dutch almost monopolized trade in the fine spices.
The Northern Europeans not only traded back to West-
ern Europe, but also carried on a “country trade” within
the Indian Ocean. For years Asian products, such as
spices and cloths, found markets in Europe, but Europe-
an products did poorly in Asia. Until the late eighteenth
century the Dutch and English exported large quantities
of bullion from Europe to pay for Asian goods. This bul-
lion came from Latin America; without it Europeans
might not have been able to trade at all in the Indian
Ocean, for at least in the seventeenth century their coun-
try trade profits were limited. By the end of the century
the Dutch and English both owned several Indian Ocean
ports, but these were little different from other Asian port
cities.

Asian traders continued to prosper up to the late
eighteenth century. The humble coastal trade remained
in their hands, and they also participated in long-distance
trade (though not in trade to Europe). Often they
shipped their goods in European vessels within the ocean.
European ships were better armed and so safer from
pirates, both European and local, and from other
Europeans.

Late in the eighteenth century European events
began to damage Indian Ocean trade. English industrial-
ization profoundly affected Asian trade. Thanks to better
weapons, the English trading company began to acquire
land in Bengal and then elsewhere in India. Profits from
this land financed more conquests and began to reverse
the flow of bullion, sending money back to England.
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They conquered Bihar, inland from Bengal, and estab-
lished an opium-production monopoly. This was export-
ed to China (and when the Chinese tried to stop import-
ing this harmful product the English forced them to
continue). Opium paid for tea, a new and valuable prod-
uct to send back to England.

NINETEENTH AND TWENTIETH CENTURIES

In the nineteenth century Britain controlled most long-
distance trade in the Indian Ocean. The British seized
several vital choke points (Aden, Melaka, Cape Town, all
the coast of India and Burma) from which their navy
could patrol. Three technological changes related to the
Industrial Revolution were even more important. First,
from mid-century ships began to be built of iron and
later, steel, and were powered by increasingly efficient
steam engines. Thus the straitjacket of the monsoons was
overcome at last. Sailing ships continued for many years
but ultimately could not compete with the speed, reliabil-
ity, and cost-effectiveness of steamers. Second, the Suez
Canal (opened in 1869) made the passage to Europe
much quicker. Third, the British (and the Dutch, to an
extent) undertook massive engineering works to make
harbors safer and bigger. Increasingly, Indian Ocean
countries provided raw materials and tropical prod-
ucts—raw cotton and silk, coffee, sugar, and tea—and re-
ceived manufactured goods from Europe.

But in the twentieth century, competition from
other Western powers and Japan reduced British ship-
ping dominance. Some countries, especially India, began
to industrialize in the 1920s and 1930s, and intra-Asian
trade grew. This accelerated after World War II, as Asian
colonies began to gain independence: first India in 1947
and later, all the others. Asian countries, especially Japan,
and later India and China, became increasingly competi-
tive with Western countries. These countries, and others,
also began to provide most of the merchant shipping in
the ocean.

Since World War II there also have been massive
changes in maritime technology. Huge container ships,
freight carriers, and oil tankers now dominate in long-
distance trade. The oil trade from the Persian Gulf to East
Asia and Europe is particularly important. Bigger ships
needed bigger ports and harbors, and container ships
needed specialized dockside facilities to ensure rapid
loading and unloading of the containers. All this required
massive investment in port facilities. Singapore was the
first in the ocean to do this, in the 1970s, and today is
the most active container port in the world, taking in
containers from all over the world and redistributing
them to be sent on to their destinations. Colombo (in Sri
Lanka) followed Singapore, and recently Mumbai and
other Indian ports have become competitive. Increasing-

ly, global integration has merged Indian Ocean trade into
worldwide trends.

S EE A LS O Albuquerque, Afonso de; Bangladesh;
Bengal; Burma; Calcutta; Coen, Jan
Pieterszoon; Climate; Cowries; East India
Company, British; East India Company, Dutch;
East India Company, Other; Empire, British;
Empire, Dutch; Empire, French; Empire, Mughal;
Empire, Ottoman; Empire, Portuguese; Entrepôt
System; Ethnic Groups, Africans; Ethnic
Groups, Armenians; Ethnic Groups, Cantonese;
Ethnic Groups, Fujianese; Ethnic Groups,
Gujarati; Ethnic Groups, Jews; Factories; Free
Ports; Gama, Vasco da; Gold and Silver;
Gujarat; Imperialism; India; Indonesia; Iran;
Kenya; Levant Company; Madras; Magellan,
Ferdinand; Melaka; Millets and Capitulations;
Mumbai; Persian Gulf; Piracy; Privateering;
Raffles, Sir Thomas Stamford; Rice;
Shipbuilding; Shipping, Coastal; Ship Types;
Singapore; South Africa; Spices and the Spice
Trade; Suez Canal; Textiles; Thailand;
Travelers and Travel.

BIBLIOGRAPHY

Barendse, R. J. The Arabian Seas: The Indian Ocean World of
the Seventeenth Century. Armonk, NY: M.E. Sharpe, 2002.

Broeze, Frank, ed. Gateways of Asia: Port Cities of Asia from
the 13th to the 20th Centuries. London: Kegan Paul
International, 1997.

Chandra, Satish, ed. The Indian Ocean: Explorations in
History, Commerce, and Politics. New Delhi: Sage, 1987.

Chaudhuri, K. N. Trade and Civilization in the Indian Ocean:
An Economic History from the Rise of Islam to 1750.
Cambridge, U.K.: Cambridge University Press, 1985.

Das Gupta, Ashin, and Pearson, Michael N., eds. India and
the Indian Ocean, 1500–1800. Calcutta: Oxford University
Press. 2nd edition, 1999.

Furber, Holden. Rival Empires of Trade in the Orient, 1600–
1800. Minneapolis: University of Minnesota Press, 1976.

Headrich, Daniel. The Tools of Empire: Technology and
European Imperialism in the Nineteenth Century. New
York: Oxford University Press, 1981.

Lombard, Denys, and Aubin, Jean, eds. Asian Merchants and
Businessmen in the Indian Ocean and the China Sea. New
Delhi: Oxford University Press, 2000.

McPherson, Kenneth. The Indian Ocean: A History of People
and the Sea. New Delhi: Oxford University Press, 1993.

Pearson, Michael. The Indian Ocean. London and New York:
Routledge, 2003.

Prakash, Om. European Commercial Enterprise in Pre-
Colonial India. Cambridge, U.K.: Cambridge University
Press, 1998.

Risso, Patricia. Merchants and Faith: Muslim Commerce and
Culture in the Indian Ocean. Boulder, CO: Westview,
1995.

Indian Ocean

H I S T O R Y  o f  WO R L D  T R A D E  s i n c e  1 4 5 0 385



Tracy, James D., ed. The Rise of Merchant Empires: Long-
Distance Trade in the Early Modern World, 1350–1750.
New York: Cambridge University Press, 1990.

Tracy, James D., ed. The Political Economy of Merchant
Empires: State Power and World Trade, 1350–1750. New
York: Cambridge University Press, 1991.

Michael N. Pearson

INDONESIA
The Indonesian islands have always been important foci
of international exchange because of their openness to
the sea. Different emporia—on Sumatra (Srivijaja), Java
(Kediri, Banten), and, most successfully, nearby Malac-
ca—have attempted to control parts of the international
trade networks that arose in the archipelago before the
arrival of European traders in the sixteenth century. Rule
of the famous Spice Islands (the Moluccas), the only pro-
ducers of cloves and nutmeg in the world, was the main
goal of the Portuguese, Spanish, English, and Dutch trad-
ers in the area. Pepper, exported on a large scale from
Java and Sumatra (but also from parts of India) was the
other major Indonesian export. These products found
markets all over the world, particularly in China, South
Asia, and Western Europe. In return, the region import-
ed textiles from India, and the Moluccas also needed rice
from the rest of the archipelago (particularly Java). Trade
was already booming before the arrival of the Europeans,
but increasingly, merchants came from outside the is-
lands—from India, the Middle East, and China. The
rapid Islamization of the archipelago has been attributed
to their influence.

UNDER EUROPEAN CONTROL

The Portuguese did not fundamentally change the system
of international exchange. The impact of the Dutch—
who first arrived in 1598—was much larger, as they en-
forced a monopoly on the main spices produced in the
Moluccas (from the 1620s onwards), established their
own emporium in Batavia (in 1619), and eliminated one
by one their competitors (such as Malacca in 1641, Ma-
kassar in 1669, and Banten in 1682). Batavia became the
hub of a much larger trading network, which was also
channeling the exports of, for example, copper from
Japan to India. During the seventeenth century the main
export commodities of Indonesia remained spices, but
the production of nutmeg and cloves dropped markedly
after the establishment of the monopoly by the Dutch
East India Company (Vereenigde Oost-Indische Com-
pagnie, or VOC). In Banda, for example, the VOC massa-
cred the indigenous population, which was then replaced
by slaves working on plantations. In general, the desire
to maximize profit margins of the monopolized spices

(nutmeg and cloves) drove up prices in Europe and Asia,
which severely reduced demand, eventually curtailing
production in the Moluccas. In this way, the VOC mo-
nopoly significantly reduced Indonesia’s share in world
trade.

Outside the Moluccas the VOC had a much weaker
grip on international trade. Its activities became progres-
sively more intertwined with those of Chinese merchants,
who had much better access to Chinese markets (for por-
celain, for example) and were—also as intermediaries in
trade within the archipelago—increasingly effective.
They played a key role in the development of a new ex-
port product, sugar, which developed vigorously in the
environs of Batavia from the 1640s onward; Chinese
merchants worked together closely with the VOC, which
was the main buyer of the product. The VOC also had
an active part in the rise of another major export crop,
coffee: it organized the introduction of the crop in 1699,
and developed a very successful system of coerced export
production by the local population (of the western part
of Java, Priangan). Sugar and coffee together dominated
the exports of Java—and of Indonesia—during much of
the eighteenth and nineteenth centuries. Toward the end
of the eighteenth century the position of the VOC be-
came weaker, whereas the trade of other (Buginese, Chi-
nese, and Indian) merchants and shippers, prospered.
In 1775 only half of Java’s trade was in VOC hands;
that figure was probably much lower elsewhere in the ar-
chipelago.

After the demise of the VOC in 1800, the English in-
terregnum of 1811 to 1816, and the return of the Dutch
in 1816, major efforts were made to increase the exports
of the islands. Coffee and sugar remained the staples
throughout the nineteenth century, but other products,
such as tea and tobacco, became increasingly important.
During the 1830s a new system of forced cultivation—the
Cultivation System—was introduced, leading to a huge
expansion of exports of coffee and sugar (and, more
briefly, of indigo). From the 1850s plantations using
“free” wage labor—often concentrating on tea or tobac-
co—became increasingly important. The second half of
the nineteenth century also witnessed the rise of the
“outer islands”; first and foremost was Sumatra, which
developed into one of the most dynamic parts of Indone-
sia thanks to exports of tobacco (from Deli), palm oil,
and, from the 1900s onwards, rubber and oil. Tin from
Banka and Billiton also grew in importance. Kalimantan
became another major source of both oil and rubber. The
first industry was dominated by a few extremely large and
capital-intensive firms, which merged together to form
Royal Dutch Shell in 1907. (Subsequently, U.S. competi-
tors entered the business in Indonesia.) In the rubber in-
dustry, large plantations coexisted with small-scale culti-
vation by peasants.
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In return for its liberal gifts to world markets, Indo-
nesia imported manufactured goods on a large scale. The
indigenous textile industry—which had been a net ex-
porter during the eighteenth century—sharply declined
during the nineteenth century due to intense internation-
al competition; only batik-making continued to prosper.
Textiles manufactured in the Netherlands and Great Brit-
ain were the most important imports from the 1820s on-
ward. Rice became another major import, whereas before
the 1860s Java had traditionally been a net exporter of
rice. Capital goods and consumption goods—many of
them purchased by the rapidly growing foreign commu-
nity—also loomed large on the import bill. Indonesia
had a strikingly large surplus on the trade balance, a huge
difference between exports and imports. This was, ac-
cording to some, a measure of the exploitation of the
economy, according to others an index of the degree to
which it used foreign resources. This export-dependent
economy was struck very hard by recession (after 1920)
and depression (during the 1930s), but these setbacks
also initiated a turn to a slightly more balanced economy
through import-substitution and the related growth of
industry (textiles, cigarette-production).

POSTINDEPENDENCE

After World War II and Indonesia’s struggle for indepen-
dence between 1945 and 1949, the economy was still
highly dependent on very few export commodities—on
oil, rubber, palm oil and tobacco in particular (sugar ex-
ports never recovered from the setback during the 1930s,

and coffee had been declining since the late nineteenth
century). Postindependence international trade was
tightly controlled during the first fifteen years under
President Sukarno (1901–1970) for short-run balance-
of-payments reasons, as a nationalistic reaction against
the colonial pattern of exports, and to promote domestic
manufacturing industries. Consequently, Indonesian ex-
port volume grew by less than 1 percent per annum be-
tween 1953 and 1966, whereas world trade grew by about
7 percent per annum.

The advent of the New Order government in 1965
coincided with a dramatic acceleration in export-volume
growth to over 14 percent per annum in the years 1967
to 1973. This expansion was mainly a response to the de-
valuation of the rupiah and other economic stabilization
policies. World prices for Indonesia’s major export prod-
ucts, which had fallen more or less continually through
the latter part of the 1960s, began to recover after 1971.
The dramatic growth in the world price of oil was chiefly
responsible, but actually all of Indonesia’s main export
commodities experienced price increases in the 1970s, in-
cluding rubber, timber, coffee, vegetable oils, and nonfer-
rous metals. The real volume of export growth fell after
1973, partly because the OPEC quotas effectively placed
a ceiling on petroleum production and partly because
nonoil export production growth was quite modest. Nev-
ertheless, in the 1970s Indonesian growth in export vol-
ume was faster than the growth of world trade.

Between 1981 and 1986 total commodity-export
earnings contracted by 50 percent. This was entirely due
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to the fall in oil prices, from almost U.S.$60 in 1981 to
U.S.$13 in 1986. Non-oil and non-gas exports, on the
other hand, registered some growth over these years. By
1990 total export earnings had recovered slightly to above
its value of 1981. This improvement was entirely due to
non-oil and non-gas exports—mainly manufactures, es-
pecially plywood, textiles, garments, and footwear, and
to some heavy-industry products such as fertilizer, ce-
ment, and fabricated steel. Those sectors profited from
trade reforms instituted in the late 1980s and early 1990s.
Indonesia thus became, like other Asian “tigers,” a signif-
icant exporter of manufactures, particularly low-skilled,
labor-intensive products.

The Asian financial crisis hit Indonesia in 1997, at
the same time as the worst drought of the century, caused
by the effect of El Niño. Sharply declining oil prices
caused an acute deterioration of trade. Indonesia’s export
performance since the crisis has widely fluctuated. Ex-
ports totaled U.S.$48.8 billion in 1998, U.S.$48.7 in 1999,
U.S.$62.1 billion in 2000, and U.S.$56.3 billion in 2001.
The robust exports in 2000 stemmed from increased oil
and gas as well as non-oil and non-gas exports. In 2002
total exports increased slightly, to U.S.$57 billion. Manu-
facturing products remained the dominant component
of the total non-oil and non-gas products. The conse-
quences of the disastrous tsunami of December 2004 are
not fully clear. The World Bank estimated the costs of
“replacements” (including lost income) to be in the range
of U.S. $4–5 billion. The direct impact of the disaster is
expected to reduce the country’s 2005 economic growth
rate by 0.1 to 0.4 percent. At the same time, the World
Bank stressed that it is impossible to enumerate the
human suffering caused by the tsunami.
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INDUSTRIALIZATION
Industrialization refers to the process by which an econo-
my’s resources are transferred from the agricultural and
other primary sectors into the manufacturing sector. This
process involves technological change (the expansion of
fixed-capital intensive mechanized production) and or-
ganizational change, meaning specialized establishments
in which workers and machinery are concentrated under
one roof, supervised and managed, and subject to strict
discipline and quality control. The industrialization pro-
cess is also typically associated with important macroeco-
nomic changes—more rapid growth of national income
and productivity, and higher rates of investment and cap-
ital formation relative to preindustrial economies. Some
historians also associate with industrialization important
institutional changes such as the emergence of capitalism
(ownership and control of production by owners of capi-
tal), or the replacement of medieval “moral economy”
wage and interest rate regulations by formal competitive
markets for goods, land and resources, labor, and capital
(Mokyr 1999).

INDUSTRY BEFORE THE INDUSTRIAL
REVOLUTION

There were essentially three types of manufacturing en-
terprises in preindustrial (primarily agricultural and/or
commercial) economies: the artisan workshop, the cen-
tralized mill, and the domestic or cottage industry. Each
of these types played a role in future industrialization, as
the more flexible of these older types of enterprise could
form the foundation for modern forms of industry.

Artisan production was important because many
European urban craft centers (for example, Birmingham,
a center of British artisan metalworking), drawing on
supplies of skilled labor and entrepreneurship, eventually
became locations of modern industry. Centralized mills
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Tariff rates, various nations, 1820–1950

Great Britain France Germany United States

1820 
1830 
1840 
1850 
1860 
1970
1875 
1880 
1890 
1900 
1913 
1925 
1931 
1950

50% 

0% 

0% 
5% 

23%

Avg

34% 
15% 

8% 
5% 

5% 
5% 
5%

Nom

14% 

20% 
21% 
30% 
18%

Avg

12% 
5% 
4% 

7% 
8% 
8%

Nom

10% 

5% 

13% 
20% 
21% 
26%

Avg

6% 

8% 
9% 
8%

Nom

40% 

45% 

44% 
37% 
48% 
14%

Avg

46% 
25% 
24% 
21% 
36% 
31% 

30% 
24% 
25%

Nom

SOURCE: Compiled from Capie (1996) and Chang (2002).

Note: Nom refers to the nominal tariff rate. 
Avg refers to the average tariff rate.
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carried out production processes too large or energy-
intensive to be performed in the home or small shop.
Fulling mills serving the European woolen industry,
charcoal iron smelters and hammer forges, glassworks,
breweries, early paper mills, and American grist and saw-
mills were either “furnace industries” or required water
power to operate, even before 1750. This kind of enter-
prise was especially important in Colonial America,
where mills processed the output of a highly productive
agricultural and natural resource economy, and mill
owners were tied closely to commercial networks for
marketing that output (McCusker and Menard 1991).

Perhaps most important for the course of future in-
dustrialization was rural domestic industry. Seventeenth-
and eighteenth-century Europe witnessed the expansion
of regionally concentrated industries connected to inter-
regional or international trade in sectors including York-
shire woolen cloth, Essex silk, Flanders linen, Lyon silk,
Sambre-Meuse nails and guns, metalworks in the Sieger-
land, Silesian linen, and cottons, linen, and wool in the
French Nord. In the United States after 1750 boot and
shoe making, nail making, and some textile production,
especially the high-quality specialty textile sector in the
Philadelphia area, were of this nature, as were much food
processing, cotton manufacturing, silk reeling, and some
silk weaving in Japan. Typically, merchants distributed
raw materials to domestic workers who performed man-
ufacturing processes in the home, using traditional hand
technologies. In this “putting-out” system, the merchant
controlled access to raw materials and to markets. This
type of industry enjoyed several cost advantages relative
to the urban artisan sector, including the low opportuni-
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ty cost for off-season agricultural labor, use of women
and children, exploitation of an advanced division of
labor, and low overhead costs.

Often associated with domestic industry were the
“protofactories,” which were agglomerations of workers
using more-or-less traditional hand technologies that
were very important in the development of the future
factory sector. Calico-printing shops, wool-scribbling
and -finishing mills, and handloom-weaving sheds in En-
gland, France, the Northeastern United States, and pre-
industrial Japan, early centralized metalworking estab-
lishments such as Matthew Boulton’s Soho works, Swiss
watchmakers’ workshops, early American water-powered
woodworking and clock-making shops, and many others
all fall into this category. In many cases these centralized
workshops prepared and/or finished the work of rural
outworkers. The primary rationale for these centralized
workplaces was organizational. Direct process supervi-
sion allowed improved quality control, protection of
valuable raw materials from embezzlement, enforcement
of a more intensive work pace, improved design of work
tasks to exploit the division of labor, and a greater level
of secrecy for any innovations. Many of these shops also
improved productivity through the introduction of
small-scale machinery and water power, and by relying
on cheap female and child labor. The scale of these shops
could be large—several hundred workers in some (rare)
cases.

There was no clear path from any one of these pre-
industrial forms of industry to industrialization proper.
Even “protoindustrial” rural areas might later deindustri-
alize for any number of reasons, especially if later indus-
trial development elsewhere reestablished a comparative
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Exports of manufactures in 1913

(percentage of country’s total manufacturing exports, values at current 
prices)

Chemicals
Metals and 
 metal goods
Machinery
Road vehicles 
 and transport
Other manufactures
Textiles and 
 clothing

Belgium

14.3% 

31.0% 
4.6% 

7.7% 
18.7% 

23.8%

France

10.0% 

10.7% 
3.6% 

6.7% 
27.1% 

41.9%

Germany

13.8% 

23.1% 
13.4% 

3.8%
27.1% 

18.8%

Switz-
erland

6.9% 

4.4% 
10.3% 

1.5% 
24.5% 

52.4%

Great
Britain

6.1% 

18.6% 
9.7% 

6.4% 
10.8% 

48.4%

SOURCE: Adapted from Heywood (1992).

Note: Data for Belgium include Luxembourg.

Per capita exports, 1830–1910

(current $, 3-yr. annual avg)

Belgium
France
Germany
Switzerland
Great Britain

Europe

1830

5 
3 
3 

12 
8 

3

1860

19 
11 
11 
31 
22

1880

43 
15 
16 
50 
30 

12

1910

85 
29 
27 
60 
48 

18

SOURCE: Adapted from Heywood (1992).
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advantage in agriculture for a given region. Where urban
artisan or rural industrial regions were favorably located,
with good transport links to markets and raw material
sources, the existing supply of industrially skilled, mar-
ket-oriented labor and skilled entrepreneurs with access
to substantial financial resources could most likely spur
full-fledged industrialization. Even then, industrializa-
tion was far from comprehensive, as many British, Euro-
pean, American, and Japanese industries (especially con-
sumer-goods industries) retained their artisan or
decentralized household characters well into the late
nineteenth century (and even later, in the case of Japan).
Industrialization and the factory system often worked in
tandem with these older modes of production rather
than, or prior to, fully displacing them (Pollard 1981;
Hudson 2005; Crawcour 1997a, b).

INDUSTRIALIZATION AND TRADE EXPANSION

The initial burst of industrialization in continental Eu-
rope coincided with the first big wave of economic glo-
balization that began after 1815 and ended with the onset
of World War I. International capital flows, migration,
and trade flows all grew rapidly during this period.

This wave of globalization was driven by three im-
portant factors—falling transport costs, declining com-
munication costs, and changes in economic policy (re-
ductions in trade barriers)—each of which was
influenced in some way by the industrialization process.
First, transport costs fell rather dramatically during this
period. Both organizational and technological innova-
tion played key roles in these cost reductions. Between
1600 and 1850 productivity growth in ocean shipping
was driven by organizational changes, including im-
proved organization and coordination of ports, which re-
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duced waiting time, increased specialization in routes
and cargoes, which allowed faster learning by doing, and
the removal of guns from merchant ships, which allowed
construction of lighter ships requiring smaller crews.
After 1850 technological change moved to the fore with
the development of the steamship. Between 1855 and
1910 improvements in metallurgy and mechanical-
engineering technology reduced steamship coal con-
sumption (and thus crew sizes), made masts and rigging
more reliable and easier to manage (also reducing crew
size), reduced breakdowns at sea, improved navigation,
and permitted increased size and carrying capacity with
reduced weight, all while substantially lowering the price
of steamships over the period. At the same time, a new
technology for overland transportation—the railroad—
was helping to integrate markets within individual coun-
tries, while bringing interior areas within reach of world
markets. Railroads had several advantages over inland
water transportation: speed, and the capacities to deliver
cargo from point of production to market without multi-
ple loading and unloading, to be built through rugged
terrain at a fraction of the cost of canals, and to operate
year-round, even in cold climates. Technological change
also improved inland water transportation because the
diffusion of the steamboat cut upstream river transport
costs during the same period (Weil 2005).

New technology also helped to expand the volume
of world trade through reductions in communication
costs. The advent of the steamship reduced the time re-
quired for information to flow from London to New
York from three weeks in 1815 to ten days by 1860. The
laying of transatlantic telegraph cables further decreased
the interval to one minute by 1914. The telegraph played
a fundamental role in coordinating economic activity
over long distance because there were no really close al-
ternative means for rapid long-distance communication
of large amounts of information (Weil 2005).

Industrialization

H I S T O R Y  o f  WO R L D  T R A D E  s i n c e  1 4 5 0390



0%

20%

40%

60%

80%

100%

1821 1850s 1880s 1900s 1920s
Decade

Pe
rc

en
ta

ge
 o

f t
ot

al
 e

xp
or

ts

0%

20%

40%

60%

80%

100%

1821 1850s 1880s 1900s 1920s
Decade

Pe
rc

en
ta

ge
 o

f t
ot

al
 im

po
rts

Finished manufactures
Semimanufactures
Manufactured foodstuffs

Crude foodstuffs
Crude materials

Structure of U.S. exports and imports

SOURCE: Adapted from Hughes and Cain (2002).

 THE GALE GROUP.

Finally, changes in trade policy that facilitated
world-trade expansion during the second half of the
nineteenth century may have been partly driven by the
effects of British industrialization. Reduced worldwide
trade barriers would ensure ample markets for the grow-
ing output of British industry, as well as provide manu-
facturers access to cheap raw materials and workers with
low-priced food (Gourevitch 1986).

The British tariff reductions of the 1830s and 1840s
have sometimes been described as an act of “free-trade
imperialism,” in those British manufacturing interests
were hoping to head off Continental industrialization by
enforcing a worldwide free-trade regime. To an extent

this was successful, as Britain and France in 1860 signed
the Cobden-Chevalier trade treaty that ushered in a peri-
od of Continental trade liberalization. Between 1850 and
1870, British, French, and German exports all surged
ahead of those of the United States, which until 1945 had
probably the most protected manufacturing sector in the
world (Chang 2002).

Other national policies that also served to reduce in-
ternal trade barriers and bring more domestic producers
within reach of international markets include internal
free-trade initiatives such as the establishment German
Zollverein in 1834 and the U. S. Constitution’s com-
merce clause that prohibited state-level regulation of in-
terstate commerce, as well as public subsidies for internal
transportation projects such as roads, canals, and rail-
roads.

After 1945 a second wave of globalization began, and
facets of continuing industrialization too have affected
this one. Transport costs continued to fall, in part due
to innovations such as containerization of ships, which
led to significant increases in the speed at which ships
could be loaded. The development of the airplane and
airfreight sector not only reduced costs and increased
speed, but also allowed new types of commodities to
enter world trade. Communication costs also continued
to drop with the development of new information-
processing technologies. Technological change in materi-
als and products has also resulted in large declines in the
value-to-weight ratio of GDP and thus goods that are
easier to transport. Finally, a series of reductions in trade
barriers negotiated under the postwar General Agree-
ment on Trade and Tariffs (GATT) and later the World
Trade Organization (WTO) have seen average tariff rates
fall from 40 percent in 1945 to 6 percent by 2000. As be-
fore, the cause of postwar free trade was championed by
the world’s industrial leader and leading economic
power, this time the United States (Weil 2005).

INDUSTRIALIZATION AND TRADE PATTERNS

Because industrialization involves a change in the output
mix, economies undergoing this process typically observe
substantial changes in their international trading rela-
tionships as well.

BRITAIN This effect of industrialization on the direc-
tion of trade flows can be seen quite clearly in nine-
teenth-century Britain. As British industrialization prog-
ressed, Britain moved to a trade-surplus position based
on global dominance in low-cost manufactured com-
modities of relatively high quality. Technological change
spurred these changes in British trade patterns, as the key
industries of the First Industrial Revolution—cotton tex-
tiles, pig and wrought iron, engineering, and coal—were
all important export commodities. More efficient pro-
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Japanese trade structure, 1890–1965

Exports Imports

1890 
1913 
1925 
1935 
1955 
1965

Manufactured goods

32.5% 
15.3% 
12.6% 
8.6% 

15.7% 
6.0%

Primary

36.2% 
55.0% 
66.1% 
49.2% 
32.3% 
16.9%

Textiles

11.5% 
16.1% 
11.2% 
17.3% 
14.3% 
13.8%

Light

19.8% 
13.6% 
10.1% 
24.9% 
37.7% 
63.3%

Heavy

24.6% 
15.2% 
19.8% 
17.2% 
28.8% 
18.7%

Food

12.7% 
36.9% 
42.2% 
44.5% 
59.7% 
59.3%

Raw materials
(coal, oil)

62.7%
47.9%
38.0%
38.3%
11.5%
22.0%

Mfg

SOURCE: Adapted from Ito (1992).

 THE GALE GROUP.

duction methods allowed British firms to capture export
markets with cheaper goods. At the same time, the cot-
ton-textile industry’s voracious appetite for raw cotton
produced a enormous demand for imports from the
southern United States (Harley 2004).

Other important British export commodities in 1850
included linen goods, manufactures, silk manufactures,
earthenware pottery, machinery and millwork, paper sta-
tionery, and glass manufactures, all industries that un-
derwent significant technological or organizational
changes during the first half of the nineteenth century.
The most important imported goods included raw wool
and cotton, sugar, corn meal and flour, tea, raw silk, cof-
fee, and flax; later, imports of American grain and beef
would grow (Temin 1997).

CONTINENTAL EUROPE Industrializing regions on the
Continent typically ended up with “intermediary” trade
patterns: some manufactured goods (especially “interme-
diate” goods such as pig iron or textile yarn) and capital
equipment would be imported from advanced countries
such as Britain, while their own manufactures would be
exported to less-advanced regions of Eastern and South-
ern Europe (Pollard 1981).

UNITED STATES The industrialization of the United
States in the nineteenth and early twentieth centuries—
based on steel and metallurgy (including the Bessemer
and open-hearth processes), rail transportation, electric
power and communications (the telegraph), and the
“American System” for high-volume production of com-
plex mechanical products such as firearms, agricultural
machinery, office equipment, sewing machines, bicycles,
and engines—also coincided with a shift in the structure
of U.S. trade away from agriculture and toward manufac-
tured goods. There was also a shift over time in the direc-
tion of U. S. trade; in 1860 three-fourths of U.S. exports
were destined for Europe, and three-fifths of U.S. im-
ports originated there. By 1925 only about half of U.S.

exports ended up in Europe, and less than a third of U.S.
imports originated there. During this period, trade with
Canada, Latin America, and especially Asia grew substan-
tially (Hughes and Cain 2002).

JAPAN The beginning of Japanese industrialization
(with modern economic growth and rising levels of sav-
ing and investment) dates to two events: the opening to
the West in the 1850s and, especially, the Meiji Restora-
tion of 1868. In the 1870s significant government efforts
to introduce Western production methods in textiles,
iron and steel, and engineering began. Between 1880 and
1900 vertically integrated, mechanized cotton-spinning
and -weaving plants were established, using modified
versions of British technology. In heavy industry, the Jap-
anese iron and steel industry was established under the
aegis of government subsidy and protection, as were rail-
way works and shipyards. Soon, indigenous Japanese ef-
forts in textiles and engineering were beginning to bear
fruit. The Toyoda firm by 1913 was operating possibly
the first mass-production facility in Japanese industry,
producing textile-weaving machinery with standardized,
interchangeable components (Crawcour 1997a, b; Bern-
stein 1997).

The Japanese industrial economy truly came into its
own in the aftermath of World War II, grabbing market
share in industries such as steel and automobiles that had
previously been dominated by the United States. In steel-
making, Japanese producers were the first to introduce
continuous casting and basic oxygen furnaces, providing
a large cost advantage over U.S. producers using tradi-
tional technologies. In the 1950s and 1960s Japanese au-
tomobile producers such as Toyota and Nissan pioneered
a technological-organizational system known as “lean
production” that allowed the production of a wider vari-
ety of very high-quality products at low prices. In the last
few decades Japanese firms have gained a foothold in
high-technology sectors such as advanced machine tools,
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consumer electronics, and semiconductors by making
large-scale investments in research and development
(R&D) and education of scientific and technical person-
nel, and by developing institutions to link universities,
industrial R&D labs, and regional R&D centers in order
to speed diffusion of best-practice technologies.

Japanese industrialization coincided, as usual, with
important changes in international trading patterns. At
first, primary products such as silk dominated Japanese
exports, whereas imports were heavily biased in favor of
industrial goods. By 1900, however, textiles and other
light industrial goods had become important export
commodities, and imports of these were falling. Between
the world wars a similar process occurred with respect to
heavy engineering—railroad equipment, shipbuilding,
and so on (Von Tunzelman 1995).

ASIAN NICS In the Asian newly industrialized coun-
tries (NICs), modern economic growth in both South
Korea and Taiwan preceded World War II. Both had
higher GDP growth rates than did Japan during the inter-
war period, and the Taiwanese manufacturing sector was
growing rapidly as well. Both nations were also so devas-
tated by World War II that per-capita incomes there were
no higher than in some African nations as late as 1960,
but the history of relatively rapid growth (as well as both
nations’ histories as economic colonies of Japan) meant
that Korea and Taiwan already ranked rather highly on
indicators of “social capability”—especially a literate and
well-educated population, a well-developed infrastruc-
ture, and openness to foreign trade relative to other de-
veloping countries at that time.

From the early 1960s to the late 1980s growth rates
of Korea, Taiwan, Hong Kong, and Singapore ranged
from 7 to 10 percent per year, with high growth rates of
industrial output (12% per year in Taiwan during the
1950s) and manufactured exports (30 to 40% growth in
Korea between 1962 and 1979). High rates of investment
and capital accumulation, as well as borrowing of tech-
nologies from the more advanced economies, drove this
development process. In terms of trade patterns, the East
Asian industrializers reproduced the Japanese pattern de-
scribed above—from exporting primary products to light
industry, to heavy industry, to more technologically ad-
vanced products—but in a far shorter period of time. In
the case of Korea the swift rise in manufacturing exports
also coincided with significant trade liberalization in the
mid-1960s (Song 1997; Vogel 1991; von Tunzelmann
1995; Wade 1990).

EXPLAINING CHANGING TRADE PATTERNS

Two concepts that may explain changing trade patterns
over time will be explored here: the traditional theory of
comparative advantage, and the newer “technology gap”
hypothesis.

COMPARATIVE ADVANTAGE In neoclassical economic
theory, international trade patterns are the result of com-
parative advantage, which itself is a consequence of a
country’s endowments of factors of production. Because
one of the characteristics of industrialization is a perma-
nent increase in the investment-to-GDP ratio, and thus
in the rate of capital accumulation, it might be predicted
that industrialized nations, due to a larger capital endow-
ment, will tend to export capital-intensive goods.

At first glance the historical experiences of Britain,
Europe, the United States, and Japan and Asia might
seem to confirm this prediction, but at least in the case
of the United States, the prediction was shown to be in-
correct. The so-called “Leontief Paradox” refers to the
finding that the United States was exporting relatively
labor-intensive goods rather than capital-intensive ones,
despite its high-wage structure. Furthermore, many ob-
served trade patterns do not seem to coincide easily with
the predictions of neoclassical trade theory. For example,
what explains the fact that nineteenth-century Britain
imported finished textiles from France and Switzerland,
or that France and Germany both were importing textiles
from each other, or that an advanced-technology coun-
try, Belgium, was exporting a primary product, coal?

TECHNOLOGY GAPS “Technology-gap” models seek to
explain such trade patterns by appealing to dynamic fea-
tures of technological change. In this view, learning and
related feedback effects may cause nations to become
“locked into” patterns of specialization. For example, re-
gions that industrialize before others may be able to take
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advantage of “agglomeration economies” that prevent
other locations from easily copying the new techniques.
This could be the case if technologies are firm- or loca-
tion-specific, in that they embody “tacit” knowledge that
exists in the heads of skilled workers. The nineteenth-
century British cotton-textile sector may provide one
such example. It has been argued that the keys to long-
term British domination of that industry include factors
such as localized knowledge about technology (e.g., ma-
chine and factory design and construction), the existence
of a pool of skilled labor experienced in keeping factories
running and product quality high, the highly developed
Liverpool cotton exchange that could ensure easy avail-
ability of a wide variety of raw cotton, and a global net-
work of marketing specialists that other countries found
difficult to copy. Thus the British started off with enor-
mous advantages in material, production, and distribu-
tion costs (von Tunzelmann 1995; Freeman and Soete
1997).

In the “second industrial revolution” of the later
nineteenth century, a similar story can be told about U.S.
(Northeastern and Upper Midwestern) dominance in
mass-production sectors. The success of the “American
System” depended on several distinctive characteristics of
the U. S. economy. One factor was access to cheap, abun-
dant natural resources. More importantly, the U.S. econ-
omy was large and well integrated by an efficient trans-
portation system, a single currency, a common language,
and common technological standards for transportation,
power systems, and so on. A third factor was the nature
of “mass-production” technology—its complexity, the
incremental nature of productivity-improving innova-
tion, the need for learning by doing to master it—which
militated against quick or easy imitation of these tech-
niques. Finally, the key competitive advantage for the
northern United States ultimately may have been the
community of skilled engineers and mechanics that made
the system work, made possible in part by public invest-
ments in compulsory education and private investments
in on-the-job training. This, too, was a factor of produc-
tion that was not cheap or easy to call into existence
quickly (Nelson and Wright 1992).

The result may have been a “technology gap” be-
tween advanced and backward economies that plays a key
role in determining trade patterns. For example, this kind
of dynamic was at work in establishing the complex,
ever-changing trade patterns that characterized industri-
alizing continental Europe, in which advanced nations
exported products with high modern-technology content
to “backward nations” who specialized in products with
low (or no) technological complexity (Pollard 1981).

OPENNESS AND RAPID ECONOMIC GROWTH

Development economists have found that countries en-
joying high levels of GDP tend to be economically open
to trade and foreign-capital inflows. Furthermore, poorer
countries that are open to trade seem to grow faster than
do rich countries, whereas poor countries that are not
open to trade grow more slowly. These findings suggest
that there may be linkages between economic openness,
industrialization, and rapid economic growth (Weil
2005).

TRADE AND EFFICIENCY Openness to international
trade permits a larger potential market that may allow
domestic firms to reduce costs through specialization,
comparative advantage, and scale economies. Increased
competition from foreign firms also reduces market
power of domestic firms and provides greater incentive
for cost reductions and innovation. In Japan, for exam-
ple, the effects of the 1850s opening of trade included a
doubling of the production of raw silk between 1858 and
1863, as new silk-reeling technology was introduced that
increased both labor productivity and quality levels (Weil
2005; Crawcour 1997a).

Despite these theoretical advantages of openness,
however, most industrial countries have not followed a
pure free-trade policy on the path to industrialization.
Most appear to have followed some variation of a two-
stage policy. At first, there is usually a temporary phase
of import substitution. In early stages of British, Europe-
an, American, and Asian industrialization, production
for the domestic market tended to be most important at
the outset, and export success came later. Britain, for ex-
ample, utilized protective tariffs until the 1840s; U. S. tar-
iffs were the highest in the world during its period of in-
dustrialization (a period which began in earnest during
the Jeffersonian “embargo” of 1807 to 1809, when the
United States was cut off from British manufactured
goods imports). The most successful developed econo-
mies typically follow the import-substitution strategy
with a more “outward-looking” growth strategy that has
a number of common features across nations. Successful
industrializers maintain a degree of openness with re-
spect to the rest of the world. Often, initial protection is
removed, as with Britain’s move to free trade in the 1840s
and Korea’s trade liberalization of the 1960s. There is also
a willingness to borrow production techniques from
those on the technological frontier. Successful firms in
these countries are allowed, or even encouraged, to com-
pete internationally. Policies such as export subsidies and
quality-control regulation for exported goods were used
by Britain in the late eighteenth and early nineteenth cen-
turies, and by Taiwan and Korea in the mid-twentieth
century. Other key features of the outward-looking strat-
egy include substantial public and private investment in
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physical infrastructure (transportation, communication,
energy and power systems) and human capital (educa-
tion, training); macroeconomic stability, with govern-
ment borrowing and monetary policies constrained by
international institutions such as the pre–World War I
Gold Standard, or the Bretton Woods (1944–1971) sys-
tem for the late industrializers; and relatively flexible
labor and capital markets (Chang 2002; Perkins et al
2001).

FOREIGN INVESTMENT AND CAPITAL ACCUMULATION In
theory, faster rates of investment and capital accumula-
tion, and thus economic growth, can also be achieved by
importing capital, thus breaking the constraint placed on
domestic investment by domestic savings. The United
States between 1850 and 1910, for example, consistently
augmented its stock of national savings by borrowing
one-half to one percentage point of GDP annually, and
foreign investment played a key role in transportation in-
vestment and the financing of industrialization. Modern
research shows, however, that there is still a high (though
falling) correlation between domestic savings and invest-
ment rates, suggesting that developing countries have not
taken full advantage of this potential growth accelerator
(Weil 2005; Edelstein 1982).

BORROWING TECHNOLOGY Perhaps the most impor-
tant linkage between openness and rapid economic
growth lies in the ability of nations to increase domestic
productivity by importing more efficient production and
management techniques from abroad. Every successful
developed economy from Britain in the eighteenth cen-
tury to the Asian “Tigers” in the twentieth century have
done this, although borrowed techniques almost always
have to be adapted to their new economic environments,
as the United States discovered when adapting British
versions of coke smelting, or the steam engine, to the U.S.
resource endowment (expensive labor and capital, but
cheap natural resources); and as the Japanese did when
they introduced British cotton-textile machinery into an
environment in which labor was relatively abundant dur-
ing the late nineteenth century (Weil 2005).

SEE ALSO Developmental State, Concept of the;
Industrial Revolution; Labor, Types of.
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Thomas M. Geraghty

INDUSTRIAL REVOLUTION
Britain’s mid-nineteenth-century economy is often re-
ferred to as the “workshop of the world.” The Industrial
Revolution’s modern industries dominated world mar-
kets; Paul Bairoch (1982) calculates that Britain pro-
duced two-thirds of the world’s output of “new technolo-
gy” products. Cotton-textile makers, who exported two-
thirds of their output, were the most committed to
serving word markets, but makers of other textiles and
iron and iron products also sold nearly half their output
abroad. These industries, greatly expanded by their suc-
cesses in export markets, had transformed Britain into
the world’s first urban industrial society. That transfor-
mation, in turn, depended on imports of raw materials
and food.

Trade has a clear association with the British Indus-
trial Revolution. A systematic examination of the con-
nection can usefully focus on three questions: First, to
what extent did the late-eighteenth-century technological
breakthroughs that established the “new technology” in-
dustries depend on Britain’s position as a trading nation?
Second, to what extend did trade change Britain’s eco-
nomic structure? Third, how greatly did Britain’s ex-
panding trade contribute to economic growth as mea-
sured by per capita income?

EIGHTEENTH-CENTURY TRADE AND THE
INDUSTRIAL REVOLUTION

Late-eighteenth-century Britain was already a great man-
ufacturing exporting nation, but cotton textile and pig
and wrought iron, the great export products of the early
nineteenth century, did not yet contribute. British cotton
manufacture depended on the prohibition of Indian cot-
tons, and much of the bar iron that British hardware
manufacturers used was imported. Exports consisted of
woolens, hardware, and other goods. These manufac-
tured goods exports, particularly to markets in the Amer-
icas, had grown rapidly during the eighteenth century.

By the third quarter of the eighteenth century, Brit-
ain occupied the central position in a multilateral world

trading system. Imports—consisting mainly of primary
staple products—were paid for by exports of manufac-
tured goods and the earnings from shipping and other
international services. A disproportionate share of British
manufactured exports sold in the mainland colonies in
North America as part of a multilateral trading pattern.
The pattern, although channeled by mercantilist regula-
tion, reflected comparative advantage and Yankee inge-
nuity. New England and Newfoundland fish, the grain of
the middle colonies, and the rice of the lower South fed
the West Indian sugar plantations and also found eager
buyers in Southern Europe. Equally important, a large
portion of the tobacco from the Chesapeake Bay was re-
exported through British ports to continental Europe. In
turn, earnings from these exports passed to the metropo-
lis to pay for manufactured imports, and contributed to
England’s access to Spanish- and Portuguese-American
specie that was exchanged for textiles and tea in the trade
to India and China.

Nicholas F. R. Crafts (1985) estimates that exports
(already some 80% manufactured goods) amounted to
nearly 15 percent of British national income in 1760—a
figure comparable to the early nineteenth century (al-
though by then the share of manufactured goods had
increased to over 90%). This great expansion of trade
certainly stimulated the rise of commercial and manufac-
turing expertise that supported the Industrial Revolution.
The presence of already established export markets sup-
ported the great expansion of new sectors. It is less obvi-
ous, however, that trade made any important direct con-
tribution to the technological breakthroughs in cotton,
steam production, and iron that constitute the “Industri-
al Revolution.” As we have already seen, these were not
great exports, and foreign demand can hardly have stim-
ulated initial breakthroughs. It would be more correct to
see the breakthrough as successful achievement of an im-
port competing strategy. Somewhat unusually, that strat-
egy resulted in the development of great export indus-
tries.

TRADE AND ECONOMIC STRUCTURE: THE
URBAN INDUSTRIAL SOCIETY

Trade has its most direct impact on an economy’s struc-
ture. Fundamentally, trade allows the concentration of
resources in the production of those goods in which an
economy excels, and exchanges these goods to obtain im-
ports. Britain became more industrial as a result of trade,
and became an urban industrial economy by the middle
of the nineteenth century as a result of the mushrooming
of cities, such as Manchester, with new export industries.
In 1840 the cotton-textile industry produced more than
100 times what it produced in 1760, and the metal indus-
tries (primary iron and hardware combined) produced
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Women operating power looms during the Industrial Revolution in 1844. As machines replaced skilled laborers, the new urban
economy thrived on the toils of inexpensive workers including women and children. HULTON ARCHIVE/GETTY IMAGES. REPRODUCED BY

PERMISSION.

15 times as much as before. Without qualification, how-
ever, those figures are misleading. These industries grew
because spectacular technological breakthroughs allowed
British firms to produce much more efficiently (i.e., with
fewer inputs) and competition drove prices down to re-
flect this technological improvement. Export volumes in-
creased rapidly—British custom’s unchanged official val-
ues show a nearly fivefold increase in the 1780s and the
1840s (Davis 1979); a recent calculation (Cuenca Estaben
1997) suggests a tenfold increase between 1760 and 1830.
We have already seen, however, that the share of British
income exported was not significantly higher in the early
nineteenth century than it had been before the American
Revolution. The reasons for discrepancy are twofold.
First, British income nearly tripled, population roughly
doubled, and per capita income increased about a quar-
ter. Second, and more importantly, exports grew primar-
ily as a result of technological breakthroughs that radical-
ly lowered their prices and thus their value. Urban
industry was a result more of the steam engine’s potential

for concentrating mechanical power than of an increase
in the share of national activity going to manufacturing
because of an expansion of exports.

TRADE AND GROWTH

Britain’s successful industrialization went hand in hand
with expansion of the volume of exports, and it is tempt-
ing, but misleading, to assert that trade caused growth.
Trade allows an economy to concentrate its resources on
export and obtain goods it would have otherwise pro-
duced by trade. Foreign trade should be viewed as an “in-
dustry” that produces imports in exchange for sacrifices
of exports. The “productivity” of this industry (that is to
say, the final goods obtained from productive resources
that made exports) crucially involve the “terms of
trade”—the rate at which a given amount of exports (say,
yards of cloth) exchanges for imports (say, quarters of
wheat). The gains from trade depends on the extent to
which trade improves the terms of trade, and on the im-
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An early electric motor. As Europe shifted from an agriculturally based economy to an industrial one during the mid-eighteenth
century to mid-nineteenth century, innovations in machinery supported the growth of manufacturing facilities. The electric engine
became a key invention that converted electrical energy into mechanical energy that powered these factories. © BETTMANN/CORBIS.

REPRODUCED BY PERMISSION.

portance of the foreign trade “industry” relative to other,
domestic, industries.

It is difficult to assess how much the terms of trade
might have moved had Britain lacked trading opportuni-
ties. Terms of trade over the nineteenth century gives
some guidance. They fell dramatically from an index of
170 in 1820 to 100 in 1860 because of Britain’s increasing
productivity. They then rose to 130 late in the nineteenth
century as the full application of steam and steel lowered
the cost of making and, especially, shipping food and raw
materials to Britain from hitherto remote parts of the
globe. This 70 percent fall and 30 percent rise in the terms
of trade can, perhaps, provide a guide to the terms of
trade changes implied by self-sufficiency in, for example,
1840. As an illustration, consider the effect on national
income of a reduction in the price of exportables relative

to importables by, say, 50 percent. The share of imports
in income in 1840 was 20 percent. If all of these goods
increased in real cost by 50 percent (and surely many
could have been produced domestically at a much lower
increase in cost), self-sufficiency in 1840, then, would
have cost Britain only about 10 percent of national in-
come.

It is also often asserted that British producers at-
tained a monopoly in “new technology” products that
conferred important gains. This too is misleading. There
was no monopoly; firms were too small. As a conse-
quence, technological improvements that lowered costs
caused prices to fall as well. Lower prices passed the bene-
fits of technology to consumers; the foreign two-thirds
of cotton-textile customers shared the benefits equally
with domestic customers.

Industrial Revolution

H I S T O R Y  o f  WO R L D  T R A D E  s i n c e  1 4 5 0398



CONCLUSION

Britain’s Industrial Revolution intertwined with an inter-
national economy undergoing epochal change. Expand-
ing foreign trade accompanied the increasing sophistica-
tion of the British economy in the century before the
Industrial Revolution. In the eighteenth century Britain
financed sugar and tobacco imports by selling a multi-
tude of manufactured goods to the North Americans who
supplied food and timber to the West Indies. When the
Industrial Revolution greatly cheapened British textiles
and hardware, firms in these industries found their prod-
ucts in demand worldwide. Although trade undoubtedly
stimulated Britain’s industrialization, it is difficult to de-
velop a causal connection from trade growth to the emer-
gence of sustained modern economic growth. Specializa-
tion and trade, of course, provided gains for the
economy, but quantifying these gains show them to have
been quite small compared to the growth that emerged
after the Industrial Revolution.
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C. Knick Harley

INFORMATION AND COMMUNICATIONS
Trade depends on information. Producers, buyers, sell-
ers, and consumers all devote time and money to finding
out what goods are available, where they are, who wants
them, and how much they cost. Increasing the speed and
efficiency of communication systems makes the gather-
ing of this information easier, quicker, and cheaper, thus
reducing the transaction costs that are incurred at every
step in a trading chain. In general, therefore, the develop-
ment of new communications methods and technologies
has been an important factor in increasing the volume of
trade in the modern era, and also in enabling that trade
to be conducted over longer distances. It is also true,

however, that there are concerns and costs associated
with each new method of sending and receiving informa-
tion, and that the effect of individual changes on trading
systems has often seemed ambiguous, at least in the short
term.

THE ERA BEFORE TELECOMMUNICATIONS

Long-distance trade expanded greatly in the early-
modern centuries, as European states developed mari-
time connections around the Atlantic rim and in the In-
dian Ocean. The private information networks of mer-
chants were fundamental to this growth, and were
established and reinforced by constant letter writing.
Merchants’ letters did not just contain information of di-
rect relevance to the transaction at hand, but also report-
ed more general news about the movements of shipping,
the likely implications of political developments, and the
honesty of fellow merchants. Such connections remained
vulnerable, however, to slow and unreliable transport
systems.

These problems began to be addressed seriously be-
ginning in the early sixteenth century, in Europe’s trade
with the Western Hemisphere and the Far East. Better
understanding of currents and winds led to more pre-
dictable sailing schedules, and the desirability of sugar
and tobacco in European markets increased traffic to the
point where even the smaller West Indian colonies could
expect a monthly post from Europe. In the late seven-
teenth century, changes in printing and publishing led to
a boom in the number of newspapers, and further im-
provements in maritime transport steadily reduced the
time needed for news to appear in those papers. Some
kinds of commercial information became public knowl-
edge. Merchants could get the latest information about
crops and prices from the newspapers, but they
continued to use their own letter-writing networks to
spread and gather news of more direct importance to
them.

One of the vital elements in the efficiency of trade
was the ability to track the movements of ships, and ship-
owners devised strategies for keeping as close a connec-
tion with their vessels as possible. The early newspapers,
and especially Lloyd’s List, devoted considerable efforts to
gathering news of shipping arrivals and departures from
distant ports. Before telecommunications, captains were
instructed to write at every opportunity, sending mes-
sages back to their home port by any available post. Be-
ginning in the seventeenth century, mail-carrying “pack-
et” ships were routinely circulating mail faster than
ordinary cargo vessels could sail, so that a well-organized
merchant could send letters ahead of his vessel for collec-
tion on arrival.
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A communication room in the SS Wilhelmina, a combination of passenger and cargo ship from the early twentieth century.
One of the key developments the allowed the trading industry to increase volume of goods transported and travel over longer
distances was the use of wireless telegraphy. This technology was based on remote wiring associated with the telegraph and later
evolved into early forms of radio. © THE MARINERS MUSEUM/CORBIS. REPRODUCED BY PERMISSION.

Cumulative improvements in the volume and speed
of information distribution continued into the first half
of the nineteenth century, and great gains were made as
a result of the better organization of existing methods
and through the use of new transport technology. Formal
national postal systems were created beginning in the
1840s; steamships began to operate routinely in northern
European seas beginning in the 1830s; and railway net-
works were built in the 1840s and 1850s. By 1860 the cu-
mulative impact of all these changes was that internation-
al news could be transmitted in about one-third of the
time it had taken in 1820, at least between major trading
centers. The importance of reliable communications for
both strategic and commercial purposes was recognized
in an increasing number of international treaties and
agreements regulating mail, culminating in the Universal
Postal Union of 1878.

THE TELECOMMUNICATIONS ERA

The second half of the nineteenth century saw the spread
of new telecommunications systems, with the patenting
of the electric telegraph in 1837 and of the telephone in
1876. Each device was being used in a growing network
within a decade of its invention. In contrast to the incre-
mental improvements in existing technology made in
earlier decades, these developments represented a funda-
mental shift: Telecommunications enabled messages to
travel faster than they could be physically carried. This
had long been recognized as a major goal in trade, and
many systems of signaling using lights, beacons, and flags
had been tried. The harnessing of electricity finally made
telegraphy practical over long distances, however, and
Samuel Morse’s experimental line between Washington
and Baltimore carried its first message in 1844.

Information and Communications

H I S T O R Y  o f  WO R L D  T R A D E  s i n c e  1 4 5 0400



The real breakthrough in international trade came
with the first undersea telegraph cables. Attempts to lay
a trans-Atlantic telegraph cable in 1856 and 1858 failed
to provide a sustainable service, and only in 1866 had
cable technology and business confidence reached a point
where a successful connection could be created. Thereaf-
ter, however, undersea cables proliferated, with over
300,000 miles of cable in use worldwide by 1914.

Telegraphs and telephones still needed a physical
connection between the sender and receiver, but another
series of new devices and systems overcame this limita-
tion in the twentieth century and offered another set of
opportunities (and challenges) for traders. Wireless te-
legraphy, radio, television, and computer networks, as
well as mobile telephony, enabled businesses to improve
their own internal communications and also to develop
new ways of interacting with customers. In the late twen-
tieth century, advertising in the broadcast media played
an important role in the creation of global brands, which
had major implications for the manufacture and distri-
bution of consumer goods. Information technology be-
came increasingly integrated, as different elements of
corporate computer networks were used to encourage
demand through advertising and sales and to manage
supply through improved logistics.

Many older forms of business communication took
advantage of the new technology, rather than be super-
seded. Newspapers were important customers of the first
telegraph lines, printing “flash” columns of commodity
prices and shipping rates. Keeping track of transport be-
came an even more important element in expanding in-
ternational trade. Shipping companies were early adopt-
ers of successive forms of telecommunications, always
with the aim of reducing the time spent in port, thereby
cutting the costs of trade. Global telegraph connections
enabled vessels to communicate almost instantly with
their owners every time they entered port, and the great
increase in shipping movements and long-distance mari-
time trade in the late nineteenth century was managed
by these methods. With the invention of the wireless tele-
graph, ships could finally be contacted while they were
at sea. In 1902 the Cunard liner Lucania made the first
Atlantic crossing in continuous wireless contact with the
shore.

With the development of global telephone and satel-
lite systems in the late twentieth century, shipping move-
ments could be planned, monitored, and altered with in-
creasing precision, further driving down the time spent
in port as well as the associated costs to the shipowner.
The same technology was also used to track items of
cargo and was an important element in the adoption of
containers: International logistics systems came to de-
pend on monitoring the whereabouts of individual con-

tainers in the course of their journeys. Such control in-
creased the efficiency of long-distance trade and
especially the ability of manufacturing industries to orga-
nize just-in-time component supply networks on an in-
ternational scale.

In addition to its vital role in managing the move-
ment of goods, telecommunications quickly became cru-
cial to the working of stock and commodity markets.
Stockbrokers were among the most enthusiastic sub-
scribers to the first telegraph systems in the 1840s. The
international cotton trade was one of the first to engage
in futures trading in the 1870s, and the rapid dissemina-
tion of all kinds of prices created increasingly integrated
world markets. The financial sector continued to adopt
the latest technology throughout the twentieth century,
most famously when the London Stock Exchange moved
to computerized trading in the “Big Bangs” of 1986 and
1997.

CONCLUSION

There has been a tendency for each new form of commu-
nications technology to be hailed as bringing about a rev-
olution in trade and business. In fact, the most important
point has been the development of a multifaceted infor-
mation environment, in which businesses and consumers
choose from a variety of technologies and methods, de-
pending on the task at hand.
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Graeme J. Milne

INSTITUTIONAL ASPECTS OF WORLD
TRADE

Institutions are the legal, social, political, and cultural
structures that condition economic activity. These insti-
tutions exist because they tend to reduce transaction
costs associated with trade, either among individuals
within a country or among individuals between coun-
tries. Research in what has become known as the “New
Institutional Economics” has generated a great amount
of literature explaining the role of institutions in eco-
nomic growth and development. International trade is
complementary to the growth process, and is affected by
the institutional structure of trading economies. Political
institutions determine the degree of democracy that a
country enjoys as well as the potential for modifying ex-
isting institutions. The legal framework that defines
property rights and establishes the process for enforcing
contracts usually reflects the extent of individual freedom
provided by the political process.

EARLY PROPERTY RIGHTS

Exchange of goods and services requires the establish-
ment of a property-rights system, because one cannot
trade something unless he or she can transfer the owner-
ship to another person. Definition of ownership (proper-
ty rights) must be established before trade can exist. A
legal system that enforces property rights and contracts
for the exchange of property is necessary as well. Other-
wise, a person would always run the risk of having prop-
erty confiscated by a more powerful market participant,
possibly the government. For the same reason, businesses
will be reluctant to invest in a country with a weak prop-
erty-rights system.

Early international trade was frequently undertaken
or controlled by the government, which determined who
had the right to engage in foreign commerce as well as
what goods could be traded. Most countries, for national
security reasons, continue to retain the right to restrict
trade, but institutional structures have evolved to in-
crease individual freedom regarding what is traded and

Police prepare pirated CDs and video tapes for destruction
in Miyun, China, 1996. The international enforcement of
intellectual property rights is a key issue for the World Trade
Organization. AP/WIDE WORLD PHOTOS. REPRODUCED BY

PERMISSION.

with whom. Historically, some governments have estab-
lished institutions to promote international trade where-
as others have established institutions to diminish trade.

Mercantilism in the seventeenth and eighteenth cen-
turies resulted in institutional structures that promoted
exports but discouraged imports of finished products to
generate an inflow of gold. Tax systems to confiscate ex-
cess gold inflows were necessary to prevent price adjust-
ments under the specie-flow mechanism that would di-
minish the trade surplus. Governments encouraged
industries that would produce export goods and protect-
ed import-competing industries from foreign competi-
tion. Colonies were founded to provide raw materials for
domestic manufacturing and, in some cases, to provide
markets for these domestic manufactured goods.

Establishment of colonies resulted in the spread of
a particular country’s institutions to new areas of the
world. Colonies established by countries that used the
civil-code legal system possessed different institutions
than those founded by England, which used the com-
mon-law legal system. Not only were the institutions dif-
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ferent, but the types of goods traded between the mother
countries and their colonies differed as well. England
tended to establish settlements that developed indepen-
dent legal systems and economic structures, whereas
France, Spain, Portugal, and others established outposts
that were to oversee the extraction of raw materials. In
the former, institutional structures evolved that promot-
ed individual rights and enforced property rights, where-
as in the latter, institutions to enforce mother-country
control of economic activity were created.

England’s early mercantilist objectives resulted in
the Navigation Acts, the first of which were enacted in
the middle of the seventeenth century. Although the
United States freed itself from these acts as a result of the
American Revolution, trade remained restricted between
the United States and the existing British colonies. By the
middle of the nineteenth century Britain had repealed the
Navigation Acts and was actively promoting free trade,
encouraging all countries to establish less restrictive tariff
systems. Most other countries failed to see the benefits
of free trade and argued that only England would gain
from freer trade. As a result, these other countries main-
tained institutional structures that protected domestic
producers.

Institutions that promoted individual risk taking
and entrepreneurial activity were present in most of the
countries that grew and developed in the nineteenth cen-
tury. Copyright law and patent law were important insti-
tutions for promoting creative activity. Why would any-
one spend time and resources to create a new invention,
write a book, or compose music, if they could not claim
ownership and control use of their creation, or sell it to
those who were willing to pay? Eighteenth-century Brit-
ain prohibited the export of textile machinery to protect
the domestic textile industry, but Samuel Slater (1768–
1835) memorized the blueprints for the machinery, im-
migrated to the United States, and collaborated with oth-
ers to produce the machinery. The lack of any interna-
tional institutions to enforce property rights allowed the
establishment of a textile industry in the United States,
and the inventors of the textile machinery were not com-
pensated for the use of their creations.

TRADE INSTITUTIONS AFTER WORLD WAR II

In the post–World War II period the General Agreement
on Tariffs and Trade (GATT) and the International
Monetary Fund (IMF) were created to promote a freer
and more stable trading environment. The IMF’s func-
tion was to facilitate balance-of-payments adjustment
and a more stable trading environment, whereas the
GATT was to be a forum in which countries could nego-
tiate multilateral reductions in trade barriers. World
Bank promotion of economic development enabled

countries to more easily participate in the world trading
system. Members of GATT agreed to conduct interna-
tional trade under a set of rules that prohibited predatory
behavior or the enactment of laws that gave domestic
firms an unfair advantage. Under the GATT, countries
were prohibited from forming preferential trading agree-
ments. However, Article 23 of the GATT provided an es-
cape clause that allowed the formation of such institu-
tions if certain conditions were satisfied. As a result, more
than 100 preferential trade agreements have been filed
with the GATT.

In 1995 the GATT was transformed into the World
Trade Organization (WTO), which is a more effective in-
stitution for facilitating world trade. Under the GATT,
disputes between countries over trading practices were
heard and a ruling was handed down, but it was left up
to the defendant country to decide whether to accept the
ruling. Under the WTO, the defendant still can choose
not to change its behavior after an unfavorable decision,
but the plaintiff country can impose penalty tariffs on
imports from the defendant in an amount set by the
WTO. Under the WTO rules a country is far more likely
to comply with decisions against trade practices that
favor domestic producers at the expense of producers in
other countries.

The international enforcement of intellectual prop-
erty rights, or Trade-Related Intellectual Property Rights
(TRIPs), is a major topic of discussion within the WTO.
Whether a country agrees to respect the intellectual prop-
erty rights of trading partners affects the inflow of foreign
direct investment (FDI) as well as the volume of trade.
Lack of protection of property rights by the importing
country has led in the past to “reverse engineering,”
whereby the importing country discovers how to manu-
facture a product by working backwards from the final
product to the manufacture of all of the parts. Reverse
engineering enables the production of products without
compensation to those who invested in the creation of
the product and hold its patents and/or copyrights. Insti-
tutions that limit such behavior encourage trade and
stimulate growth.

S EE A LS O Patent Laws and International
Property Rights.
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INTERNATIONAL LABOUR
ORGANIZATION

A product of the ideological and political struggles of
nineteenth-century Europe and North America, the In-
ternational Labour Organization (ILO) came into formal
existence on June 28, 1919, nurtured by the labor con-
ventions of the Treaty of Versailles, signed that same
date. Originally operating under the League of Nations
(albeit admitting countries that did not participate in the
league), the ILO had two features unique among league-
affiliated organizations: its tripartite structure that brings
together representatives of governments, employers’
groups, and workers’ groups in a common conference
setting; and its ability to survive the transition from the
League of Nations to the United Nations. Since 1945, the
ILO has continued its operations as part of the United
Nations system of international organizations, never sur-
rendering the tripartite structure that indelibly stamped
it from its inception.

ESTABLISHMENT OF THE ILO

In addition to the tripartite structure, the ILO adopted
a format that combines periodic conferences, which issue
both recommendations and conventions for ratification
by national governments, with the ongoing operation of
standing committees devoted to research and monitoring
and a governing body. The reasons for this particular
structure and format lie in the ILO’s origins in nine-
teenth-century international conferences, some sup-
ported and sanctioned by governments and some not.
The political pressure applied to the leaders negotiating
at Versailles came from the accumulation of internation-
al efforts to create standards for employment initiated by
socialists, trade unionists, and individual reformers over
the course of the century from the end of the Napoleonic
Wars to the end of World War I.

Individuals such as Robert Owen (1771–1858), Je-
rome Blanqui (1798–1854), and Daniel Le Grand (d.
1859) had appealed to governments in Europe to limit
hours of work, ban child labor, and address the unsani-
tary conditions prevalent in textile and mining industries
through international agreements. Meanwhile, Socialists
and Communists, operating internationally through the
First and Second Internationals. The First International
(International Workingmen’s Association) was founded
through the efforts of activists from the English Trades
Council in 1864 and gained membership until the defeat

of the Paris Commune in 1871, at which point it col-
lapsed due to infighting. Its successor, the Second (So-
cialist) International, was made up of representatives
from political parties active in working class politics in
various countries, especially Western European nations.
It was formed in 1889 and dissolved in 1915 following the
beginning of World War I, when nationalism trumped
internationalism. Both groups were advocating the pro-
hibition of child labor and of night work, an eight-hour
workday, and weekly rest. Trade unionists, organized ei-
ther within Socialist Internationals or through separate
organizations, forged international trade/craft secretari-
ats (e.g., for mining, for transport workers, for metal
workers) and pushed for international labor federations
capable of wielding clout across national boundaries.

Recognizing the potential for national unrest associ-
ated with these political movements, Kaiser Wilhelm II
(1859–1941) of Germany invited representatives from
fourteen European nations to Berlin in 1890 to discuss
child labor, hours of work, accident insurance, and safety
and health regulations. The idea of organizing an inter-
national response to workers’ demands stemmed from
fear of a “race to the bottom” that might follow if each
country developed its own legislation separately. There
was a genuine fear that pioneering social reform poten-
tially creates economic penalties, driving up a nation’s
labor costs. Thus a country introducing reforms on its
own has no guarantee that its domestic market will not
be undercut by imports from unreformed countries
whose labor costs remain lower. A country embracing re-
forms that threaten its domestic industry is inclined to
introduce protective tariffs or quotas, thereby insulating
its domestic market. The result could be a drift towards
economic nationalism.

Against this historical background, and meeting
while strikes and industrial unrest was spreading across
war-devastated Europe and radical Marxists were strug-
gling for power in Russia, the architects of the Treaty of
Versailles sought to mollify the aspirations of workers
with nine ringing propositions embodying many of their
most salient political demands. These included:

(1) rejection of the idea of labor as a mere commodity;

(2) endorsement of the right of association;

(3) support for the notion of a minimum wage, ensuring
subsistence;

(4) support for an eight-hour workday and a forty-
eight-hour work week;

(5) support for a day of rest during the week, ideally
Sunday;

(6) abolition of child labor;

(7) rejection of discrimination in remuneration, ensur-
ing that females are treated equally with men;
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A child making shoes in Marikina, Philippines, 1969. The founding platform of the International Labour Organization (ILO)
Convention in 1919 included a proposal for the abolition of child labor. The organization estimates that in the early 2000s, there
were 250 million child laborers worldwide. © BETTMANN/CORBIS. REPRODUCED BY PERMISSION.

(8) affirmation of the principle that all workers (includ-
ing immigrant workers) should be on an equal foot-
ing with respect to national laws regarding workers;
and

(9) commitment to setting up a system of inspection
that guarantees that labor legislation is scrupulously
adhered to, and that violators are punished.

This became the platform upon which the ILO began
its institutional existence in 1919. Meeting for the first
time in Washington, D.C., its founding conference issued
draft conventions for ratification by member states, and
six recommendations for considered action.

Between 1919 and 1938 the ILO developed a bureau-
cratic model for linking annual conferences with ongoing
research and the drafting of conventions and recommen-
dations for approval by conferences. (A majority of two-
thirds was required for approval.) Key were the creation
of a governing body, populated by representatives of the
major industrial nations, that appoints a director; the
proliferation of specialized committees with representa-
tion for workers, employers, and national governments
(the standard model for the conference being one worker

representative, one employer representative, and two
government representatives); and the creation of a com-
mittee of experts that reviews the actions of member gov-
ernments who ratify specific conventions, thereby com-
mitting themselves to attempting legislative action within
eighteen months.

Specialized industrial committees played a major
role in drafting conventions. For instance, of the sixty-
seven conventions passed by the ILO conferences be-
tween 1919 and 1939, more than one-fifth dealt with the
plight of seafarers and workers on the seaport docks. This
was no accident. In 1920 a Joint Maritime Commission
consisting of fifteen representatives of workers and fif-
teen representatives of ship owners was established. It
worked steadily to deal with the particular problems of
sailors—repatriation, mandatory holiday time, sick leave
compensation for accident and injury, and minimum-
age restrictions—and of the workers who loaded and un-
loaded freight in ports. It became the model for the in-
dustrial committees that worked up conventions and rec-
ommendations for food preparation, mining, glass and
glass-bottle making, textiles, nursing, and homework.
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ILO BEFORE WORLD WAR II

After 1919 economic nationalism was rife; countries
drifted toward autarky as the gold-standard system of
fixed-exchange rates collapsed, and governments adopt-
ed “beggar-thy-neighbor” protectionism. Ideologically
charged tensions persisted between communists com-
mitted in principle to the “dictatorship of the proletari-
at,” which in fact denied workers the right to organize in-
dependent unions; fascists, who advocated corporatist
solutions that banned trade unions and instead required
workers to join national-front organizations in which
governments, workers, and employers participated; and
liberal democrats committed to some form of ILO-style
reform. Countries that traditionally had accepted immi-
grants—including the United States, Australia, Canada,
and New Zealand—all became more restrictive after
World War I. The result was that international trade and
migration volumes sputtered along during the 1920s, and
nose-dived after the Great Depression of the 1930s
brought the U.S. economy to its knees.

To gauge ILO achievement during these two difficult
decades by the number of calls for national legislation
that the conferences passed—sixty-seven conventions for
ratification and sixty-six recommendations over a twen-
ty-one year period—is to miss the point. Many conven-
tions were ratified by a mere handful of countries. Ratifi-
cation was no guarantee that a country would take its
obligations seriously; moreover, under ILO rules, ratify-
ing countries could selectively denounce conventions,
turning their ratification into a dead letter.

Membership was another problematic issue. Two
major reasons for the collapse of the international eco-
nomic order after 1919 were the inability of the United
Kingdom to exercise international leadership for the in-
ternational monetary and trade system, and the unwill-
ingness of the rapidly growing United States to assume
a leadership role. Indeed, the United States Congress,
concerned about League of Nations opposition to the
draconian immigration restrictions it was planning and
to its traditional policy of keeping European influence
out of the Americas (the Monroe Doctrine), joined nei-
ther the league nor the ILO. Fascist Germany abandoned
the ILO in 1935; Italy, Paraguay, Austria, Guatemala,
Honduras, Nicaragua, El Salvador, and Japan eventually
followed suit. It was not until 1934 that the New Deal ad-
ministration under U.S. President Franklin Roosevelt,
who was staunchly committed to social reforms such as
social security and collective bargaining rights for unions,
brought the United States into the ILO. In the same year
the Soviet Union reluctantly joined, only to leave in 1940.
As it turned out, Roosevelt’s support for the ILO was cru-
cial to its survival during World War II. During those

dark days the United States cajoled its neighbor Canada
into housing an ILO forced to flee Europe.

The U.S. New Deal also sheds light on the ILO’s dif-
ficulties in getting its conventions ratified. U.S. unions
had been active in organizing Canadian laborers from the
late nineteenth century onward, because Canadian work-
ers had great difficulty organizing with their relatively
small employment base in manufacturing. After the
Wagner Act was passed in 1935 in the United States guar-
anteeing U.S. unions collective bargaining rights, the in-
ternational U.S. unions aggressively pushed labor legisla-
tion in Canada, forcing the dominion government to
introduce its own version of the New Deal Canada, which
had been a continuous member of the ILO from its initial
founding, had ratified almost no ILO conventions prior
to 1935, but ironically the dominion government, reborn
as a New Deal administration, embraced the very ILO
conventions it had hitherto ignored. By the early 1940s
Canada had ratified a substantial number of conventions,
and Montreal had become the headquarters of the belea-
guered organization. The domestic economic and politi-
cal circumstances of nation-states participating in the
ILO strongly condition their willingness, and ability, to
accede to ILO conventions and recommendations.

AFTER WORLD WAR II

Surviving World War II, the ILO was no longer a League
of Nations organization, for they had given way to the
United Nations. Moreover, it saw its virtual monopoly
over international rules governing trade and migration
slip away as new, specialized agencies that became part
of the United Nations system—the World Bank, the In-
ternational Monetary Fund, the General Agreement on
Tariffs and Trade, the Food and Agricultural Organiza-
tion, the World Health Organization, and so forth—took
over many of the responsibilities that had been part and
parcel of the mandate bestowed upon the ILO under the
Treaty of Versailles. Indeed, in some areas—for instance,
in formulating a convention on migrant workers—the
ILO has seen its prerogatives seized by the United Na-
tions itself, as newly oil-rich countries such as Mexico es-
chewed lobbying in the ILO (where countries with guest-
worker programs such as Germany resisted the drafting
of a strongly worded convention) for the United Nations,
where votes could be more readily purchased.

The international economic order, invigorated by
U.S. support for the United Nations system and U.S. will-
ingness to rebuild a quasi-gold-standard system with the
Bretton Woods agreement, helped usher in a golden age
of economic growth in which international trade and in-
ternational migration rebounded from their nadirs in the
mid-1930s. In addition, many of the colonies established
by the European powers or by Japan became indepen-
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dent nation-states in the aftermath of the war. The family
of independent nations jumped from less than 70 to
more than 150.

Consequently, the ILO—operating as part of the
United Nations system of international organizations—
saw its membership soar. Between World War II and
1970 membership in the ILO more than doubled, reach-
ing 121 in 1969. By 2004, ILO membership exceeded 170
nation-states.

It is important to keep in mind that most of these
changes occurred in the context of the Cold War, as the
United States and the Soviet Union contended for leader-
ship and allies in the developing world, in Latin America,
Africa, the Middle East. and Southeast Asia. Both U.S.
competition with the Communist bloc, and the influence
of Communist hostility toward trade-union organiza-
tions operating independently of the state, were factors
in the delicate political path the ILO followed in formu-
lating conventions and recommendations for a member-
ship that included both the United States and its allies
and the Soviet Union and its allies (although, since the
end of the Cold War in the late 1980s the international
political competition has taken on new forms).

Responding to the challenge of serving a growing
membership increasingly weighted toward developing
(and often heavily agricultural) economies, and mindful
of staying away from ideologically charged initiatives, the
governing body of the ILO set up the International Cen-
tre for Advanced Technical and Vocational Training in
Turin in 1965. This center has been especially active in
training persons from the developing world in specific
technical skills such as automobile mechanics and indus-
trial drawing.

SUCCESS OF THE ILO

One sign of the strength of the post–World War II ILO
is the successful issuing of conventions that are moni-
tored by groups of experts in the ILO. Between 1950 and
2004 the ILO has issued eight-seven conventions, includ-
ing an Equal Remuneration Convention (1951), an Abo-
lition of Forced Labor Convention (1957), and a Worst
Form of Child Labor Convention that in principle pro-
hibits slavery, forced recruitment of children as soldiers,
and exploitation of the young in prostitution and por-
nography. Another success has been the training of tech-
nically competent personnel from developing countries.

Against these strengths must be set weaknesses: ex-
cessive dependence on the United States for funding
(one-quarter of the ILO budget in 1970 came from the
United States), giving the United States excessive clout in
the formulation of conventions and recommendations;
political barriers to application of conventions (for ex-

ample, in federal states such as Canada, Germany, and
the United States much labor-market regulation is for-
mulated at the state or provincial level, not at the federal
level); the wide dispersion in income per capita through-
out the globe, with lower-income countries being far
more constrained than higher-income countries in pro-
tecting the well-being of workers, due to severe limits on
their taxation base; and the diversity of legal and indus-
trial-relations systems throughout the world, which
makes formulating conventions for universal usage prob-
lematic at best.

There are shortcomings to be sure. However, an in-
ternational organization that generates decisions out of
a tripartite political process in which labor, employers,
and politician-bureaucrats participate has much to rec-
ommend itself. Although “race to the bottom” fears have
not disappeared, the ILO has helped to mitigate them,
thereby giving a fillip to both trade openness and social
reform worldwide.

S EE A LS O Africa, Labor Taxes (Head Taxes);
Disease and Pestilence; Education, Overview;
GATT, WTO; Globalization, Pro and Con;
Imperialism; International Trade Agreements;
Labor, Types of; Laborers, Coerced; Laborers,
Contract; Slavery and the African Slave
Trade.
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INTERNATIONAL MONETARY FUND
(IMF)

The International Monetary Fund (IMF, or the Fund) is
an institution that oversees the international monetary
system, promotes monetary cooperation and financial
stability, and extends loans to its members. It is an inter-
governmental organization whose members include al-
most all countries. Although it is a specialized agency of
the United Nations (UN) and participates in the Eco-
nomic and Social Council of the UN, it operates indepen-
dently and has its own charter, governing structure, rules,
and finances.

ORGANIZATION AND PURPOSES

As of 2004 the IMF had 184 member countries, seven
fewer than the United Nations. The exceptions were
Cuba, North Korea, and five tiny countries: Andorra,
Liechtenstein, and Monaco in Europe, and the island
countries of Nauru and Tuvalu in the Pacific Ocean. To
become a member, a country must first apply and then
be accepted by a majority of the existing membership as
being able and willing to fulfill the obligations of mem-
bership. Cuba was an original member of the IMF but
withdrew in 1964, a few years after Fidel Castro took
power. None of the other six has applied.

In 2004 the IMF had around 2,800 staff from more
than 140 countries, most of whom worked at the IMF’s
headquarters in Washington, D.C. A small number of
staff work at regional or local offices around the globe.
The head of the institution is the managing director, who
is selected by the executive board to serve a five-year
term. By tradition, the managing director has always
been a European. The executive board, which sets poli-
cies and is responsible for most decisions, is chaired by
the managing director and consists of twenty-four execu-
tive directors who either are appointed by their home

governments or are elected for two-year terms by a con-
stituency of countries. The five countries with the largest
economies—since 1970, the United States, Japan, Ger-
many, France, and the United Kingdom—appoint direc-
tors from their own nations, and the other 179 member
countries elect directors to fill the remaining nineteen
slots. Constituencies are formed by countries with similar
interests and usually from the same region, such as
French-speaking countries in Africa, or Islamic countries
in the Middle East. They range in size from a single coun-
try to more than twenty.

Political oversight of the IMF is primarily the re-
sponsibility of the International Monetary and Financial
Committee (IMFC), whose twenty-four members are
mostly finance ministers or central-bank governors from
the same countries and constituencies that are represent-
ed on the executive board. The IMFC meets twice a year
and advises the Fund on the broad direction of policies.
Most IMFC members are also members of the board of
governors, on which every member country has a gover-
nor. The board of governors meets once a year, and it
votes on major institutional decisions such as whether to
increase the size of the Fund’s financial resources or to
admit new members.

One of the main functions of the IMF is to conduct
surveillance over members’ economic policies through
annual consultations with each member country and by
preparing and publishing global reports such as the semi-
annual World Economic Outlook. For a consultation, a
team of IMF staff spends up to two weeks in the country
meeting with government officials and others, and then
writes an assessment of the country’s economic policies
and prospects. The executive board then discusses the re-
port and formulates its own assessment. Since the late
1990s, most reports and assessments have been pub-
lished. The IMF also provides technical assistance and
training to its members on a wide range of economic and
financial issues.

The IMF lends money to countries that have difficul-
ty financing their balance of external payments, often in
response to a financial crisis. Most commonly, the Fund
makes money available through a standby arrangement
lasting from one to three years, during which time the
country can draw up to specified amounts, subject to cer-
tain conditions on the country’s economic policies and
performance. The country is then required to repay the
loan, usually within three to five years. The borrower
pays an interest charge based on prevailing short-term
interest rates in the largest industrial countries. However,
some seventy-eight of the world’s poorest countries are
eligible to borrow for longer terms and at a lower interest
rate through a subsidized lending window, the Poverty
Reduction and Growth Facility (PRGF).
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The Mount Washington Hotel at Bretton Woods, New Hampshire. The International Monetary Fund was founded there by an
international conference of delegates from forty-four nations in July 1944. © BETTMANN/CORBIS. REPRODUCED BY PERMISSION.

Every member country is required to deposit at the
IMF a sum of money that is determined primarily by the
size of the country’s economy and the amount of interna-
tional trade that it does. That sum is the country’s quota,
which also determines the member’s voting power and
how much it can borrow. Close to one-fourth of the
quota must be paid in liquid assets that are readily ac-
cepted in international trade and finance, such as U.S.
dollars or other major currencies. The rest is paid in the
country’s own currency. The IMF thus gains a stock of
assets that it can lend to any member. On a voluntary
basis, many countries also contribute to the PRGF so that
the Fund can make its loans affordable to the poorest
countries. If necessary, the Fund also can borrow addi-
tional amounts from countries or other parties. In 2004
the Fund had outstanding loans to nearly fifty countries
totaling around $100 billion, it held about $154 billion
in usable liquid assets, and it had arrangements in place
to borrow another $49 billion if needed.

HISTORY

The IMF was founded, along with the World Bank, at an
international conference in Bretton Woods, New Hamp-
shire, in July 1944. Forty-four countries sent delegations
who drafted and agreed to the Articles of Agreement (the
Fund’s charter). Most of those countries subsequently

ratified the articles and became the original members
when the IMF opened for business in 1946. The major
exception was the Soviet Union. Throughout the Cold
War the IMF was essentially an association of non-
Communist states, as its membership grew from 40
countries in 1946 to 152 in 1989. Only after the dissolu-
tion of the Soviet Union in 1991 did IMF membership
become practically universal.

The IMF began lending in 1947; its first borrower
was France. In its first decade, however, few countries
borrowed from the IMF because the Marshall Plan and
the World Bank filled most financing needs. The first big
burst of lending came in 1956 to 1957, in response to the
Suez crisis. From that point on, the Fund became the
world’s primary agency for short-term balance-of-
payments financing. The IMF’s main function in that pe-
riod, however, was to oversee the re-establishment of
multilateral trade and payments after the disruptions of
the Depression era and World War II. Countries that
maintained exchange restrictions on current-account
transactions (which included all but a few in the 1940s
and 1950s) were required to consult regularly with the
Fund on their plans to eliminate them. Exchange rates for
most countries were pegged to the U.S. dollar, which in
turn was pegged to gold. Countries that wanted to make
large changes in their rates were permitted to do so only
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to correct a fundamental disequilibrium in their balance
of payments, and only after consulting with the IMF.

This system of fixed exchange rates came under pres-
sure in the 1960s as the dominant position of the United
States in the world economy began to wane. As other
countries grew and conducted more international trade,
they needed to hold ever larger stocks of U.S. dollars to
ensure that they could settle their payments balances
readily. To supplement these scarce dollars, the board of
governors amended the articles in 1969 to enable the IMF
to create a new form of international reserve asset, the
Special Drawing Right, or SDR. In August 1971, however,
the U.S. government terminated the convertibility of the
dollar into gold, and in March 1973 the major industrial
countries abandoned the dollar-based system of fixed ex-
change rates altogether.

The economic turmoil and stagflation of the 1970s,
punctuated by two large and sudden increases in world
petroleum prices, ushered in an era in which stability in
international trade and payments became much more
difficult to maintain. In 1978 the board of governors
again amended the IMF articles to recognize that coun-
tries could choose whatever exchange regime seemed best
for them. That amendment gave the Fund the authority
to oversee the functioning of the international monetary
system by exercising surveillance over member countries’
macroeconomic and exchange-rate policies. The effec-
tiveness of this surveillance, however, would depend on
the support and cooperation of the countries involved.
Unless a country needs to borrow from the Fund, it can
choose to ignore any policy advice that it dislikes, though
the peer pressure from the discussion of policies by the
international community may foster cooperative atti-
tudes and policies.

Since the late 1970s the influence that the IMF has
over countries’ economic policies has come largely from
the conditions on its lending. In broad terms, those con-
ditions are of two types. First, countries must adopt
monetary and budgetary policies that are sound enough
to ensure that they make adequate progress toward sta-
bilizing the economy, financing their external payments,
and sustaining a reasonable rate of economic growth.
Second, in most cases they must also adopt structural re-
forms aimed at raising their potential growth rate by re-
ducing bottlenecks and rigidities in the economy. Those
reforms are especially important for low-income coun-
tries, which need to grow rapidly enough to reduce ex-
treme poverty and deprivation, but they also may be of
critical importance for middle-income developing coun-
tries that need to reduce their vulnerability to financial
crises. If well designed, conditionality can help a govern-
ment to commit itself to implementing good policies and
can help overcome domestic political opposition. In

some cases, though, resistance to the IMF’s conditions
has made it the object of protests both in the affected
countries and more widely.

Helping developing countries to avoid financial cri-
ses if possible and to manage the consequences when cri-
ses do occur became a major focus of the IMF’s work as
a result of the international debt crisis that hit many
countries in Latin America and elsewhere in the early
1980s. This focus became even more important in the
second half of the 1990s, when crises hit a number of
countries with emerging financial markets, including
Brazil, Indonesia, South Korea, Mexico, Russia, and
Thailand. In response, the IMF introduced institutional
reforms aimed at strengthening its precrisis surveillance,
finding innovative ways to help manage crises, and mak-
ing its own procedures more open and transparent. As
the IMF entered the new century and approached its six-
tieth anniversary, this reform agenda was well underway
but far from complete.
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INTERNATIONAL TRADE AGREEMENTS
Agreements among trading nations have existed since an-
cient times and have covered many different aspects of
commercial relations. As J. B. Condliffe comments in his
The Commerce of Nations, “Commercial treaties have a
long history. Early instances can be adduced from the old
testament and from classical history” (Condliffe 1950, p.
216). In some cases such treaties are bilateral (between
two countries) and others are multilateral (including sev-
eral or many nations). Some treaties deal narrowly and
explicitly with trade issues, whereas in others the impact
on trade is indirect and a byproduct of agreements made
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to accomplish other purposes. Agreements made regard-
ing monetary standards, international law, and labor and
environmental standards can affect trade as much as
those dealing solely with trade among nations.

Mutually agreed-upon regulations and reciprocal
tariff reductions can be used to accomplish certain ends,
serving as a sign of commitment in relation to other
countries and also as a symbol of peaceful intent. But
such agreements are not the only means with such ends
as tariffs achieve reductions and freer trade. Much can be
accomplished by an individual country’s policy alone. Al-
though trade agreements may be a political means of at-
tracting support for tariff reduction, legislation within
one country can also achieve that end. Thus the 1846 tar-
iff reduction in the British Corn Law was a unilateral ac-
tion, as was the decision to end the Navigation Acts in
1847. Much of the reduction of U.S. tariffs has reflected
legislative decision, not international agreement. Al-
though unilateral actions can be effective, agreements can
help nations to achieve some desired quid pro quo from
other countries, and thus increase the possibility of
achieving such a policy.

In the beginning of the twentieth century most trade
agreements were bilateral, although some, related to de-
fining international law, were multilateral. The earliest
trade agreements were intended to cover the legal rights
of alien traders, providing for their safety and respecting
their rights to property. Less important were agreements
regarding tariff reductions, covering either all trade or
only trade in specific commodities. Other treaties, either
bilateral or multilateral, regarded the definition and
treatment of neutrals by nations at war with each other.

As befits its role as a major trading and manufactur-
ing nation, Britain was involved in several major trade
agreements, as were its colonies that became the United
States. The Methuen Treaty between Britain and Portugal
in 1703 lowered the tariff on Spanish wine (port) relative
to French wines, in exchange for allowing British textiles
to enter Portugal. In the late eighteenth century the newly
independent United States signed treaties regarding trade
and shipping with several European nations. In the 1820s
Britain extended its reciprocal-trade treaties with various
European nations. The trade agreement that The Anglo-
French Treaty of Commerce of 1860 (or the Cobden-
Chevalier Treaty, after the two principal negotiators) was
the nineteenth century’s most famous and influential
treaty, in part because of its substantial tariff reduction,
in part because of its promise of peace between the na-
tions. After 1860 France and Britain each negotiated trea-
ties with many other European nations. Those bilateral
treaties often had larger impacts on trade because most
included the provision for most-favored-nation treat-

ment, meaning that the same tariff reductions were
granted to every country with which there was a treaty.

In 1883 the Paris Convention for the Protection of
Industrial Property established rules concerning the in-
ternational protection of intellectual property, such as
patents. The Berne Convention followed it for the Pro-
tection of Literary and Artistic works in 1886, and con-
tinues as the World Intellectual Property Organization.

After the nineteenth-century expansion in bilateral
treaties, the Great Depression in the 1930s led to a shift
away from bilateral agreements to various forms of mul-
tilateral treaties (although the United States did sign sev-
eral bilateral treaties regulating tariffs with other nations,
under the Reciprocal Trade Agreements Act of 1934, to
encourage U.S. exports). In the postwar period the ex-
panded use of treaties included the formation of world-
wide organizations such as the General Agreement on
Tariffs and Trade (GATT), and also the development of
several regional organizations to influence trade within
these blocs and between them and other nations. The two
major financial programs for the postwar years, estab-
lished at Bretton Woods, were the International Mone-
tary Fund (IMF) and the World Bank. These institutions
were intended to facilitate world trade and capital flows,
and to provide for convertibility and stability between
national economies.

GATT was intended to facilitate world trade by pro-
viding a forum in which to negotiate and coordinate tar-
iffs and to adjudicate disputes on tariff terms and rates.
Its object was the liberalization of world trade by lower-
ing tariffs, reducing nontariff barriers, and monitoring
national trade policies. When it was established in 1948
it included only twenty-three members, but these ac-
counted for about 70 percent of world trade. The organi-
zation was renamed the World Trade Organization
(WTO) in 1995, by which time it had at least 123 mem-
bers; by 2003 membership had risen to 145. The basic
goals of the WTO are still those set at its origin, but its
operations have become more difficult with frequent dis-
agreements between developed and developing nations.

As part of the ongoing tariff reforms under GATT
and WTO there have been several large international
meetings aimed at multilateral agreements regarding tar-
iff reduction. These included the Kennedy Round (1964–
1967) and the Tokyo Round (1973–1979), which was also
concerned with the reduction of nontariff barriers. The
eighth round, the Uruguay Round (1986–1993), dealt
not only with tariff and nontariff barriers but also with
intellectual-property rights. Two subsequent WTO meet-
ings have collapsed because of major disputes between
developed and less-developed nations. In Seattle (1999)
the disagreement arose because the developed nations
sought a universal application of labor standards, where-

International Trade Agreements

H I S T O R Y  o f  WO R L D  T R A D E  s i n c e  1 4 5 0 411



as in Cancun (2003) the dispute was over subsidized aid
to agriculture in the developed nations.

The United Nations Conference on Trade and De-
velopment (UNCTAD), established in 1964, is concerned
with trade and development policy to help integrate de-
veloping countries into the world economy. At present
it has 192 members.

The history of regional groups resulting from trade
agreements is rather complex, with changing names and
memberships over time. These groups vary in their pur-
poses, from being mainly forums for consultation among
member states to attempting integration with a common
currency, a single internal market, tariff uniformity, and
common social and economic policies. The most ambi-
tious of these is the European Union (EU). First orga-
nized by six nations and known as the European Coal
and Steel Community in 1951, it grew to nine nations
(including the United Kingdom) in 1973, fifteen in 2003,
and twenty-five in 2004, and there are more still to come.
Its objectives include some political concerns such as ex-
panding rights for citizens, freedom of movement, mon-
etary unity, and a common foreign and security policy.
A counterpart to this organization, once known as the
Common Market, was the European Free Trade Associa-
tion, which was founded in 1960 with seven members,
several of whom left to join the European Union. At pres-
ent it includes only four states, with formal relations with
nine members from other nations. Its aim of free trade
has been achieved, and it entered into arrangements for
free movement of goods, capital, and labor with the EU
in 1994. The socialist nations of Eastern Europe formed
COMECOM, or the Council of Mutual Economic Assis-
tance, in 1949 to provide free trade within this bloc. It
was disbanded in 1991, leaving some members free to
join the EU.

In the Americas there are the Central American
Common Market (1991); MERCOSUR (1991); and the
North American Free Trade Agreement (NAFTA), with
the original Canada–United States Treaty of 1987 ex-
panded to include Mexico in 1993. In Asia there are the
Association of South East Asian Nations (ASEAN, 1967)
and the Asia-Pacific Economic Co-operation (1989). The
League of Arab States was founded in 1945, and the
Common Market for Eastern and Southern Africa began
in 1981. All regional blocs were intended to increase trade
among its members and to reduce tariffs, but the success
of the groups varies with diverse economic and political
factors.

In addition to treaties based on geographic location,
there are also treaty-based organizations to deal with spe-
cific commodities and to influence their prices and out-
puts. The most important of these has been the Organi-
zation of Petroleum Exporting Countries (OPEC),

founded in 1960 to control production and the revenues
from oil. Less effective—because they control only a rela-
tively small part of the world market—have been the
Coffee Board Liaison Committee (established in the
1960s), the various organizations attempting to regulate
international trade in textiles and in iron and steel, and
the nations agreeing to deal with agricultural commodi-
ties.
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IRAN
Iran’s commercial dealings with the outside world in the
early modern period essentially operated as a transit
trade. This was a function of the country’s strategic loca-
tion between what was probably the world’s most pro-
ductive region, India, and what was rapidly becoming its
most voracious consumer, Western Europe. India offered
spices and textiles and, being largely self-sufficient, de-
manded bullion in return. Europe craved spices, textiles,
and raw silk, and had as yet little to offer other than silver
and gold, both of which were abundantly available from
the New World. Little of this bullion stayed in the coun-
try, reflecting the fact that as a productive force and a
consumer market, early modern Iran was of modest size.
Its total population in the Safavid period (1501–1722)
numbered no more than approximately 7 to 8 million
people—compared to some 60 million in India and per-
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haps 30 million in the Ottoman Empire—and this de-
creased to no more than 5 million in the eighteenth cen-
tury, to rise to its previous level in Qajar times (1796–
1925). About a quarter of Iran’s inhabitants, moreover,
were pastoralists, nomads who eked out lives of subsis-
tence or near-subsistence and made only a modest con-
tribution to economic life.

TRANSIT TRADE IN THE EARLY MODERN PERIOD

If we disregard bullion, silk was the country’s largest ex-
port commodity in the Safavid period, as it had been be-
fore 1500. Mostly cultivated in the Caspian provinces of
Gilan and Mazandaran, it was traditionally exported in
raw form via the overland route across Anatolia or Meso-

Seventeenth-century Persian Isfahan-style silk panel. Silk was Persia’s largest export in the early modern period, and the main
reason why the English and Dutch East India Companies entered the region’s market in the early 1600s. THE BRIDGEMAN ART

LIBRARY/GETTY IMAGES. REPRODUCED BY PERMISSION.

potamia to the ports of the Levant, and, as of the seven-
teenth century, also via the Persian Gulf around the Cape
of Good Hope, and along the Volga route to Russia and
on to Europe via the White Sea or the Baltic Sea. In a
good year, Iran may have exported 5,000 to 6,000 bales.
Most active in the country’s overland silk exports were
the Armenians. Their activities received a further boost
when in 1604 Shah EAbbas (r. 1587–1629) deported a
large number from their ancestral lands in the northwest
to a new suburb near Isfahan, his new capital, giving
them commercial privileges and a monopoly on silk ex-
ports. Silk was the main reason why the English and
Dutch East India Companies (the EIC and VOC, respec-
tively) entered the Iranian market in the early 1600s, but
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their initial euphoria quickly wore off and the volume
each exported rarely exceeded 500 bales annually.

India was Iran’s largest trading partner in the early
modern period. Despite the advent of the European mar-
itime companies and the highly visible trade connection
that developed between Iran and Europe, the volume and
frequency of Iran’s trade with the Indian subcontinent
continued to exceed commerce with the West by far. The
trade between India and Iran followed the maritime
route between Surat and the ports of the Persian Gulf—
principally Hormuz and in the seventeenth century, Ban-
dar EAbbas, or the overland route via Qandahar. Between
1507 and 1622 the Portuguese played an important role
in the former link, when Hormuz was under their control
and served as the main entrepôt for the Persian Gulf and
western Indian Ocean.

Spices that originated in India and Southeast Asia
were important Iranian imports. But pepper, cloves,
mace, and nutmeg were gradually overshadowed by Indi-
an cloth, which by the late seventeenth century became
by far the dominant Indian article exported to Iran. Most
eye-catching were the colorful and expensive chits
(chintzes) from Coromandel, but the bulk of Indian ex-
ports consisted of rather coarse and cheap cotton cloth.
Much of the cargo was transshipped, carried on to Basra
and Mesopotamia, where the dark cloth from which the
local abayas (women’s dresses) were woven always found
a good market. India also exported large amounts of in-
digo, sugar, and rice to Iran.

The volume and value of the goods Iran sent to India
paled in comparison to what the country received from
the subcontinent. Exports consisted of pearls, rosewater,
some wine, pistachio nuts, almonds, carpets, velvets, and
modest numbers of horses. Owing mostly to Iran’s lack
of viable export goods besides silk, its main export to
India was bullion and specie. Thus in the 1690s Iran had
become the single most important source of treasure for
the VOC in its Asian operations.

Little is known about the volume of Iran’s overland
trade with the Ottoman Empire, about half of which may
have consisted of raw silk. In a good year some 4,000
bales of silk may have been taken to the ports of the Le-
vant, and many of the Indian textiles that entered Iran
were in fact destined for the Ottoman market. A large
volume of cattle, too, went west. In addition, Iran export-
ed cotton, madder, gallnuts, goat hair, and drugs. Tex-
tiles, mostly coarse broadcloth originating in England,
were among the most important of the wares that went
the other way. None of this covered the value of Iran’s
exports, so bullion had to be brought into the country
to make up the balance.

Trade with and via Russia, conducted mostly as part
of diplomatic traffic, was insignificant throughout the

sixteenth century. But as of the late 1500s Armenian-
Iranian and Russian merchants began to conduct a pri-
vate transit trade of some significance, mostly in textiles,
capitalizing on the growth of export possibilities to West-
ern Europe. Russia, in turn, exported modest quantities
of furs, wax, and metal arms. In the later 1600s the silk
trade via Russia turned into a substantial export com-
modity, and after 1676, the year Moscow concluded a
commercial treaty with Iran’s Armenian merchants, silk
exports took off.

The opening up of the Cape route between Iran and
Europe at the turn of the sixteenth century at first had
little significance for Iran. The diversion of trade from
the overland to the maritime route envisioned by the Eu-
ropean maritime companies was partial at best, and the
volume of trade carried to Western Europe via the Cape,
consisting of a few hundred bales of silk and a similar vol-
ume of Kirman goat’s wool, remained modest.

TRADE WITH RUSSIA AND BRITAIN IN THE
NINETEENTH CENTURY

The period after the fall of Isfahan to Afghan tribesmen
in 1722 was marked by turmoil, with many warlords
vying for power. Trade periodically came to a standstill,
and most Western commercial contacts withered. Well
into the nineteenth century, when the Qajar dynasty (r.
1796–1925) finally brought some stability to the country,
Iran remained little affected by the growing world econo-
my and the attendant Western influence. By 1800 most
of Iran’s exiguous trade was with the Ottoman Empire,
Afghanistan, Central Asia, and India. But this would
soon change under pressure from Russia and Britain.
Russia, having twice defeated Iran in wars, forced the Qa-
jars to open up to foreign merchants. When in 1821 the
Russians imposed a treaty on Iran that gave their mer-
chants preferential tax status, commercial links between
the two countries expanded and a great volume of Euro-
pean goods began to be transported into Iran via the
Black Sea. The Caspian Sea, too, saw increased shipping
in this period, controlled by Russian companies. Follow-
ing these developments, many foreign-trade representa-
tives, mostly Greeks and Armenian and Georgian Rus-
sian subjects, took up residence in Iran’s northern cities.
Iran, in turn, witnessed an exodus of people going to
Russia in pursuit of trade and employment.

Russia’s hegemony was soon challenged, especially
after the signing of the Anglo-Persian Commercial Treaty
of 1841, which gave British merchants the same customs
privileges as the Russians. The growing British promi-
nence in Iran’s trade that followed was facilitated by the
establishment of a steamer service between India and the
Persian Gulf in the 1860 as well as the opening of the Suez
Canal in 1869. In the Persian Gulf Bushire became the
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most important port of entry, distributing its wares to
Muhammara (Khurramshahr) on the Shatt al-EArab, and
later via the Karun River, which in the 1880s was opened
up for navigation as far as Ahvaz.

Cheap textiles still formed the bulk of imports at this
time, but by the second half of the nineteenth century
consumables such as tea and sugar and accessories such
as samovars, tea glasses, and kettles began to be imported
in great volume. Iranian products could not compete
with a flood of cheaply manufactured Western import
goods on which a mere 5 percent ad valorem customs tar-
iff was levied, and many local manufacturers went out of
business. Until the 1860s silk made up much of exports,
but its production fell drastically when the muscardine
disease struck. Opium, which began to be cultivated in
many parts of Iran, took up some of the slack by being
exported to China as well as Europe. A large demand in
Europe and the United States gave a great boost to the
export of Iranian carpets in the 1870s. Cotton, too, be-
came an export product.

By century’s end, Russia managed to recapture its
former position as Iran’s main trading partner, so that by
1914 it provided about half of the country’s imports. The
process was facilitated by the completion of the Cauca-
sian railway—which reached Baku in 1900—low Russian
railway and shipping charges, and heavy subsidies for
Russian export products such as tea, kerosene, and wool-
ens.

OIL, ARMS, AND ISLAMIC REVOLUTION

World War I and the attendant turmoil in Iran halted the
growth in trade; only in the 1930s did it reach the levels
of the previous century. By that time oil had joined Iran’s
exports. Soon it would become the single most important
export commodity, followed, at great distance, by car-
pets, cotton, and dried fruits. Until about 1950, when in-
comes began to grow, sugar, tea, and textiles comprised
about 40 percent of Iran’s imports.

Once Mohammad Reza Shah (r. 1941–1978) em-
barked on his project to propel Iran into First-World sta-
tus, import patterns changed dramatically. Large ma-
chinery and consumer goods became an important
component of imports. Increasingly considered a
staunch ally of the West, Iran also became a major buyer
of expensive Western, especially U.S., weaponry. U.S.
arms sales to Iran between 1950 and 1979 totaled
U.S.$11.2 million. The quadrupling of oil prices in 1974
and the vast financial wealth it engendered gave a further
fillip to this trend, unleashing a flood of imports far ex-
ceeding the country’s absorption capacity. Overnight,
urban Iran took on the appearance of a consumer society,
importing much of the food it used to produce itself. Oil

paid for it all, and more and more it became Iran’s for-
eign currency earner.

The Islamic Revolution of 1978 to 1979 changed
Iran’s trade patterns again, though not its dependence on
oil. Between 1978 and 1982 total nonoil exports fell by
about half. They have since more than recovered. Iran
total trade with the world in 2001 amounted to almost
47 billion. Total exports were 27.2 million (0.5% of total

world trade) and imports were 19.5 million (0.4% of
total world trade). Trade with the newly independent
states of the former Soviet Union accounts for some of
this, and the geographical distribution of Iran’s nonoil
exports has become more diverse and balanced, with de-
veloping countries now among the major importers of
goods from Iran. Still, the European Union continues to
be the largest trade partner and accounts for 30 percent
of Iran’s foreign trade, followed by Japan with 13.4 per-
cent, the United Arab Emirates 7.1 percent, China 7 per-
cent, South Korea 6.9 percent, and India, Turkey, Russia,
and Philippines between 2 percent and 3 percent each.
China is a new and growing trading partner for Iran, with
their mutual trade topping U.S.$4 billion in 2003.

Trade relations with the United States fell precipi-
tously following the hostage crisis of 1979 to 1981, but
were never completely severed despite the disputes and
the boycott that endures today. Thus, with a value of
U.S.$760 million in 1992, the United States accounted for
2.67 percent of Iran’s total imports and ranked eighth
among the country’s major trade partners. During the
first half of 2004 trade exchanges between Iran and the
United States stood at U.S.$120 million.
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IRON AND STEEL
At the heart of any understanding of the international
diffusion of the iron and steel industry is the political
economy of the product cycle. In the product-cycle
model of international trade—for a particular industrial
sector such as iron and steel—a country moves sequen-
tially through four phases. Net importer (phase 1) gives
way to being both importer and exporter (phase 2). In
turn, entry into the second phase sets the stage for emer-
gence as net exporter (phase 3). The conclusion of the
cycle (phase 4) occurs when the country returns to being
a net importer of the sector’s products. At any given
point in time, one or a group of countries that have made
the transition to the third phase are at the technological
forefront of the industry. They enjoy leadership status.
However, as they slip into the fourth stage they surrender
their leadership role.

How and why countries move through the product
cycle in iron and steel is a story involving economics and
politics deeply intertwined. From a political-economy
point of view, securing and maintaining leadership in
iron and steel is important because the industry exercises
a strategic role in shaping economic and international
power. Waging modern warfare depends on a nation’s
capacity to secure iron and steel products. Leadership is
important because a fully developed iron and steel sector
has a voracious demand for both labor and capital; be-
cause technological progress in the industry is ongoing,
generating research and development investment and
providing challenging opportunities for engineers; be-

Copper engraving of an eighteenth century blast furnace
from Denis Diderot and Jean Le Rond d’Alembert,
Encyclopédie, on Dictionnaire Raisonné des Sciences, des
Arts et des Métiers. The production design of this furnace used
air combustion with high temperatures. In the resulting molten
mixture, iron ore sinks to the bottom while impurities float to
the top. © CHRISTEL GERSTENBERG/CORBIS. REPRODUCED BY

PERMISSION.

cause capital equipment in the sector tends to embody
new technology, newer vintages trumping older; and be-
cause the industry enjoys powerful linkages, both for-
ward (to shipbuilding, automobiles, airplanes, and con-
struction) and backward (mining, transportation, and
energy-supplying infrastructure).

U.K. LEADERSHIP

The first country in modern times to exercise leadership
in iron and steel was the United Kingdom (prior to 100
BC, China was the probably the world’s technological
leader in the industry.) A major importer of Swedish iron
during the 17th and early 18th century—the Swedish in-
dustry having made major advances in the 1600–1720
era—the United Kingdom assumed leadership during
the Industrial Revolution in the late 18th and early 19th
centuries. The United Kingdom was home to the Indus-
trial Revolution, which involved simultaneous transfor-
mations in the institutions of production (manufactur-
ing in factories supplanting the decentralized putting-out
system, in which merchants served as intermediaries at
virtually every stage of the production process); the har-
nessing of energy through mechanization, with steam
power supplanting water power through mechanization;
and industrial growth (especially in cotton textiles). In
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A worker oversees a huge ladle of molten iron from a blast furnace as it is poured into an open-hearth furnace to be
converted into steel in 1941. The facility is located in Youngstown, Ohio, a major center that fueled the development of the U.S.
iron and steel industry. THE LIBRARY OF CONGRESS.

the eighteenth century the United Kingdom witnessed
tremendous technical improvements in iron and steel
manufacture. Particularly notable were the innovations
made by Abraham Darby (1678–1717), who substituted
coke for charcoal, and the inspirations of Henry Cort
(1740–1800), who discovered that heating pig iron in a
reverberatory furnace and stirring, or “puddling,” the
molten economized on the removal of impurities from
the pig iron. Cort also developed a rolling mill that not
only pressed out some of the carbon embodied in the
iron but also generated sheets of iron that could be fash-
ioned into boilers and plating for shipbuilding.

Drawing upon the breakthroughs of the Industrial
Revolution, the United Kingdom became the workshop
of the world during the first seven decades of the nine-
teenth century. Its entrepreneurs pioneered the creation
of a nationwide railway network and converted most of

its merchant marine from wooden sailing ships to iron-
and steel-plated steamships propelled by screw propellers
harnessed to high-pressure steam boilers. The United
Kingdom also remained the locus for most of the new
technologies developed in iron and steel manufacturing.
For instance, Henry Bessemer (1813–1898), took out a
patent during the 1850s for a novel process of making
steel in which a blast of heated air was blown through the
molten mass of pig iron, burning off carbon and other
impurities. And in the 1860s William Siemens (1823–
1883) developed the basic concepts of the “open-hearth”
method for making steel, whereby the molten was
poured into shallow pans over which gases and air were
passed to remove impurities. Pierre-Emile Martin (1824–
1914) played a role in developing this technique. In short,
until the last quarter of the nineteenth century the United
Kingdom was a large exporter of iron and steel products,
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and enjoyed world technological leadership in the field.
It exported iron and steel products extensively to the
United States, Western Europe and its Empire. These ex-
ports were a considerable share of total British produc-
tion. For instance, in 1900 the United Kingdom exported
about a fifth of its total output of approximately 5 million
tons (it exported slightly less than 1 million tons.)

U.S. LEADERSHIP

However, during the final quarter of the nineteenth and
the initial decade of the twentieth century, the United
States and Germany emerged as powerful trade and tech-
nological rivals in iron and steel. Sheltered by relatively
high international transportation costs (in the case of the
United States) and “infant-industry” and “mature-
industry” protective tariffs (in the cases of both Germany
and the United States), enjoying low raw-material costs,
and reaping the benefits of considerable capital accumu-
lation that embodied or was compatible with the new
Bessemer and “open-hearth” technologies, the iron and
steel sectors of these two new industrial giants went head
to head with the British industry in both their domestic
and international markets. After World War I, with Ger-
man industry suffering in the aftermath of military defeat
in the protracted conflict, the United States emerged as
the technological and trade leader in the sector. Labor
productivity advanced at such a brisk rate between 1913
and 1937 that by the later date, U.S. labor productivity
was at least twice the British level. From the end of World
War I until 1959, the iron and steel industry of the Unit-
ed States continued to cling to technological leadership
and continued to export more than it imported, shipping
output to Western Europe, Asia, and the rest of the
Americas.

Why after 1960 did the industry of the United States
move into the fourth phase of the product cycle, with its
role as technological leader slipping away? Part of the rea-
son lies within U.S. industry itself—for instance, in 1959
the United Steel Workers went on strike, initiating the
longest and one of the most bitter work stoppages in U.S.
history, testimony to acrimonious labor-management re-
lations within the sector. But the major part of the story
involves the massive economic rebuilding of Japan and
Western Europe after World War II. Utilizing the latest
technologies in iron and steel making—the basic oxygen
furnace that refines molten pig iron by pumping oxygen
through the molten at intensely elevated heats, and con-
tinuous casting that speeds up the time required to pro-
duce bars or sheets of steel—the iron and steel industries
of Japan, Germany, Belgium, and France experienced un-
precedented growth between 1950 and 1970.

ASIAN LEADERSHIP

Helping countries such as Japan emerge as the interna-
tional low-cost leader were plummeting transportation
costs and the development of massive bulk carriers for
shipping iron ore, coal, and limestone across oceans,
holding down costs in the iron and steel sector, which
mainly depended on imports from Australia and Latin
America for inputs. Japan’s international leadership
within the industry was short-lived, however. Japan con-
fronted competition from newer producers, notably
South Korea; upward pressure on production costs due
to rising oil prices in the aftermath of the oil crises of the
1970s as well as escalating wages; and realignment of the
yen/U.S. dollar exchange rate after the early 1970s, which
pushed Japanese export prices up to heady levels. All of
these contributed to Japan’s drift towards the fourth
phase of the product cycle in iron and steel.

How crucial were government policies during the
period when leadership of the industry passed from the
United States to Japan? Much has been made of Japan’s
industrial policy—the targeting of sunrise industries, the
promotion of soft landings by sunset industries—
especially the role of the Ministry of International Trade
and Industry (METI) during the 1950s and 1960s. Most
economists remain skeptical about the effectiveness of
industrial policy, arguing that profit-driven competition
was far more important than targeting in the rapid ex-
pansion of Japanese industry. More important may have
been the slow growth of real wages in iron and steel man-
ufacturing, with wage growth in unionized companies
tied to general economy-wide productivity growth rather
than productivity growth in a particular sector, based on
the logic of Spring Offensive collective bargaining that
began to dominate Japanese industrial relations during
the mid-1950s. Most Japanese unions are organized
along enterprise lines, one union to an enterprise. Be-
cause enterprises within any industry compete against
each other, the unions in the industry are reluctant to
carry out strikes unless all of the other unions in the in-
dustry strike simultaneously. In order to overcome this
structural weakness, enterprise unions banded together
into federations. In turn, the federations organized gen-
eral coordinated offensives, all of the unions within the
federation negotiating at the same time. The most fa-
mous of these coordinated wage increase offensives is the
Spring Offensive, wage bargaining occurring in the first
quarter of each year. In the United States the governmen-
tal response to loss of leadership and, eventually, loss of
jobs as imports from Japan and Western Europe soared,
was protectionism. Under the threat of U.S. quotas, Japa-
nese iron and steel exporters agreed to impose voluntary
export restraints (VERs) on their own industry. From the
late 1960s onward, imports of iron and steel products to
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the United States from both Europe and Japan were
managed under a series of negotiated agreements.

Although the importance of the Japanese govern-
ment in promoting the rise to international prominence
of its iron and steel sector has been much debated, the
crucial role played by the South Korean government in
developing Pohong Iron and Steel Limited (popularly
known as POSCO) is not in doubt. Set up by the Korean
government in 1968, shored by government subsidiza-
tion (including the construction of harbors, roads, and
electrical-supply lines), POSCO emerged as a major com-
petitor to its Japanese rivals during the 1970s and 1980s.
A product of industrial policy more aggressive and far-
reaching than that pioneered by METI during the 1950s
and 1960s, POSCO operated more like a private-market
company concerned with maximizing profits than a gov-
ernment-run and -managed corporation. Perhaps it is
best thought of as semipublic/semiprivate. Not only did
POSCO emerge as a profit-oriented corporation that
quickly increased its exporting capacity, it also served as
the catalyst for the rapid expansion of shipbuilding and
automobile manufacturing in South Korea. As a result,
South Korean firms began to challenge Japanese corpora-
tions in a wide variety of manufacturing sectors ranging
from iron and steel to the building of supertankers.

CONCLUSION

The product-cycle model best characterizes the interna-
tional diffusion of iron and steel production and trade
since the eighteenth century. Understanding this cycle re-
quires appreciating the importance of government policy
interventions: managing trade by protecting sunrise “in-
fant industries” and managing trade to increase the life-
span of dying sunset industries. Ultimately, however, it
is the inexorable push of technological progress in the in-
dustry, embodied in the national capital stocks of the
iron and steel sector (with stocks of a more youthful vin-
tage enjoying a technical edge over aged stocks) that
drives the product cycle in country after country.

SEE ALSO Automobile; Bessemer, Henry;
Industrialization; Japanese Ministry of
International Trade and Industry (METI);
Mining.
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Carl Mosk

ITALY
At the end of the Middle Ages the Italian peninsula was
known as the most civilized region in Europe; it was the
focal point of the development and economic growth of
Europe between the twelfth and fifteenth centuries. Dur-
ing this period the Italian cities were centers for the pro-
duction and circulation of goods for the whole of Europe;
Italian merchants and entrepreneurs played a leading
role in economic and financial activity: They laid down
the rules and regulations for accountancy records; they
devised working methods for the placement of their
products (such as genuine joint ventures or consumer
credit transactions); and they created an extensive net-
work in the most important commercial markets.

DECLINE AND CRISIS

The preeminence of merchants from Florence, Sienna,
Genoa, and Milan in European markets began to decline
as the center of trading shifted from the Mediterranean
to the Atlantic coast. With the ending of the Hundred
Years War and in the wake of geographical discoveries,
the main lines for the trade of men and merchandise
shifted from the cities of the Italian peninsula to the cities
of Western and Northern Europe. Portugal, Spain, and
then France, England, and Holland superseded traders of
Italian origin; Hanseatic merchants took the place of the
Bardi, Peruzzi, Riccardi, and Medici, to name but a few.

The sixteenth century represented a period of enor-
mous change for the Italian economy: The merchant
houses that had achieved much in terms of trade in fab-
ric, leather goods, and various foodstuffs, along with pre-
cious gold and silk cloth, slowly saw a decline in business.
The magistracies concerned with commercial activity,
such as the Commercial Tribunals (forerunners of the
modern Chambers of Commerce) or the Savi for Vene-
tian mercantile trade, were gradually relieved of their au-
thority, as the volume of commerce decreased. Venice
and Genoa clashed over control of the Greek islands, but
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until the late seventeenth century they continued to con-
trol trade with Eastern markets and around the coasts of
Africa, even if the volume of goods traded on the Rialto
no longer reached the level of previous centuries.

The Italian trade crisis began in the sixteenth century
and continued in the seventeenth century, resulting in
the peninsula’s economy becoming gradually marginal-
ized. Merchants ceased to engage in trade and withdrew
to new, magnificent villas in the Italian countryside. Eco-
nomically the Italian peninsula eventually became limit-
ed to internal trade, although many companies and busi-
ness partnerships retained entrepôts and trading
premises in many European markets.

REVIVAL

The position changed decisively with political unification
in 1861. Unification was an essential prerequisite for the
revival of manufacturing and trade. Barriers between the
old states were abolished, currency and weights and mea-
sures were unified, and the first government after unifica-
tion invested a great deal in the construction of railways,
tunnels through the Alps, and an expansion of the mer-
chant fleet.

Italy, unified, was a country with a coastline of over
5,000 miles and thus had tremendous potential to devel-
op maritime trade. At the same time, it was a country
lacking in primary resources, with no coal or iron. The
switch from sail to steam and the change from ships with
wooden hulls to iron ones was a long and involved pro-
cess, which took the entire second half of the nineteenth
century, thus slowing down the recovery of trade in an
economy affected by industrialization at the turn of the
twentieth century. Customs measures (in 1878 and 1887)
and protectionist policies affected the movement of trade
in the decades after unification. Colonial wars at the end
of the century saw renewed use of Italian carriers and in-
augurated a period of moderate expansion. Extensive
emigration resulted in a growing requirement for passen-
ger ships but also produced a spate of trade between the
new overseas settlements and the home country.

Italy exported wine, oil, fruit, sulfur, rice, textiles,
and machinery, but its balance of trade with the most de-
veloped European nations and with the United States re-
mained negative, as a result of a lack of raw materials.
The opportunity for trade between the Mediterranean
and the Indian Ocean presented by the opening of the
Suez Canal resulted in the development of the port of
Brindisi as a transit port for Suez, but the increasing in-
dependence of shipping and the unappealing Italian in-
frastructure did not result in the desired takeoff.

THE TWENTIETH CENTURY

World War I saw a marked rise in the volume of trade
and a growth in shipbuilding. Demand caused by the war
increased the flow of trade. The postwar period was
marked by a grave crisis in reorganization: Many ship-
yards were forced to close, and most of the few that re-
mained were obliged to diversify their production. The
shipyard crisis was made worse by the fact that Italy had
acquired the territory of Trieste with the modern facili-
ties of Monfalcone and the significant increase in the
manufacturing capacity of these facilities, while the de-
mand for new ships dropped sharply.

The years between the wars saw a terrible recession
in Italy, caused by the Great Depression and made worse
by the Italian decision to pursue a drastic currency re-
evaluation in 1926, reducing foreign demand for Italian
goods. The commercial isolation resulting from the con-
demnation and sanctions of the League of Nations fol-
lowing the war undertaken in Ethiopia by Mussolini in
1935, resulted in a policy of economic self-sufficiency,
while the advent of World War II shook up the existing
order, revealing how weak it was.

A new chapter in the history of Italian trade was
opened during the second postwar period. Italy turned
its back on fascist dictatorship and adopted an Atlantic
outlook. It became part of the western economy and
made rapid progress in making the transition from a pri-
marily agricultural economy to an industrial one.

The fleet was reestablished and reached a tonnage
that would have been completely unthinkable in preced-
ing decades. Italian shipyards produced beautiful but
practical passenger ships. The balance of payments
improved steadily, thanks to the currency resulting
from tourism, and the volume of trade increased mark-
edly.

Italy exported machinery, precision mechanical in-
struments, and agricultural produce, overcoming com-
petition from countries that were much more highly in-
dustrialized. It made the most of the opportunities
offered by the Marshall Plan. Italy joined GATT in 1947,
opening a new avenue to the international markets, con-
sistent with the export-led economic model. It joined the
Organization for Economic Cooperation in Europe in
1948, and the European Steel and Coal Community in
1953 and signed the Treaty of Rome in 1957. The ports
of Genoa, Naples, Livorno, and Venice recorded a grow-
ing volume of trade, and today Italy has become one of
the strategically important countries for the exchange of
people and goods, a Western gateway to those countries
once under the aegis of the former Soviet Union.

To the south, Italy has continually engaged in trade
with the countries of North Africa, relationships that are
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often complex and difficult because of political crises.
This interchange is growing today, along with the shift
of Italian business towards the new markets in the Far
East, such as China and India. From 1993 to at least the
beginning of the twenty-first century, Italy’s balance of

payments was positive, and in terms of foreign trade Italy
became one of the seven leading countries in the world,
a matter of some satisfaction given its past.

In short the Italian peninsula was the driving force
of Europe from the twelfth to the fifteenth century in
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terms of trade, before undergoing a long period of de-
cline and crisis. The revival of recent decades, presented
significant opportunities for Italian goods in internation-
al markets, especially “Italian style” products, such as
fashion, clothing, and furniture, as well as primary-sector
produce (wine, oil, fruit, etc.) and machinery and preci-
sion instruments. In the twentieth century, scientific re-
search and technical invention produced scientists such
as Guglielmo Marconi, Enrico Fermi, and Giorgio Rub-
bia; there were creative masters in the field of fashion,
several Italian companies have bid for and won contracts
for major developments in many countries, worldwide.
Italian foreign trade has a tendency to be cyclical, and it
is to be hoped that it can remain in a position that is con-
sistent with its role as one of the top seven industrialized
nations.

SEE ALSO Agriculture; Balance of Payments;
Cargoes, Freight; Cargoes, Passenger; Climate;
Common Market and the European Union; Free
Trade, Theory and Practice; GATT, WTO;
Genoa; Great Depression of the 1930s;
Industrialization; International Trade
Agreements; Mediterranean; Regional Trade
Agreements; Shipbuilding; Venice; Volcanic
Eruptions.
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JAJA, KING OF OPOBO
c. 1821–1891

Enslaved as a boy, Jaja emerged as founder and ruler of
Opobo (r. 1870–1887), the most important city-state in
the Niger Delta in the late nineteenth century. While Jaja
was undoubtedly remarkable, his career exemplifies the
rise of an individual of humble origins to the top of a
house, the basic unit of economic and political organiza-
tion in the Delta. Jaja began his career in the Annie Pep-
ple House in Bonny, then the main commercial center
in the area. In 1869, when competition with a rival house
leader drove Jaja to withdraw from Bonny; most of the
major houses departed with him. The British consul rec-
ognized Jaja as king of Opobo and conceded that Europe-
an traders could not penetrate into the interior to pur-
chase palm oil and kernel. In 1884, when Britain signed
treaties with several Delta communities, Jaja guaranteed
his monopoly by insisting upon the removal of the free
trade clause. Just three years later, the British kidnapped
Jaja on the grounds that he was hampering British trade
interests. Jaja was tried in the Gold Coast and forced into
exile in the West Indies. Although British traders were
unable to penetrate the interior markets until many years
after Jaja’s abduction and exile, his departure marked a
critical point in British involvement in the area.

SEE ALSO Agriculture; Empire, British; Ethnic
Groups, Africans; Imperialism and Colonialism;
Nigeria; Royal Niger Company; Slavery and
African Slave Trade.
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Anene Ejikeme

JAMAICA
Jamaica is the third-largest of the Caribbean Islands, with
an area of 4,400 square miles. Mountains, plateaus, and
plains make a diverse landscape. No point is more than
25 miles from the coast, and the sea, the ship, and over-
seas markets have dominated the island’s trade. Colum-
bus came to Jamaica in 1494, and the Spanish ruled the
island until the British conquest of 1655. For most of Ja-
maica’s modern history it has been a colony, gaining in-
dependence in 1962. By 2001 its population was 2.6 mil-
lion.

Before the Spanish, the Taino people lived on the is-
land’s own resources, conducting limited trade with Ja-
maica’s neighbors. The small Spanish colonial popula-
tion looked further afield for its markets, selling hides
and livestock to the Spanish Main, but output was insig-
nificant. The arrival of the British and the establishment
of the sugar plantation as the basic unit of enterprise by
the 1670s resulted in a long-term orientation towards
distant markets. Under the system of mercantilism,
which was governed by the Navigation Acts, Jamaica’s
exports of sugar and rum went almost exclusively to Brit-
ain, whereas molasses was traded with the North Ameri-

423



C a r i b b e a n  S e a

C a r i b b e a n  S e a

Kingston

Savanna-
la-Mar

Montego
Bay

Half Way
Tree

Falmouth

Annotto Bay

Port Antonio

Port Maria

Morant
Bay

Saint Ann&s Bay

Ocho
Rios

Spanish
Town

Portmore

Mandeville

Bull
Savannah

Brown&s
Town

Lucea

May Pen

0 20 40 mi.

0 20 40 km

N

Jamaica
International border
National capital
Other city

 MAP BY XNR PRODUCTIONS. THE GALE GROUP.

can colonies for a range of plantation supplies including
lumber, salted fish, and flour. The Atlantic slave trade
brought people from Africa to work on the plantations;
this system of slavery continued until 1838.

Slaveowners paid for their purchases of enslaved Af-
ricans with the proceeds received from sales of sugar in
the metropolitan British market. The need to establish
credit in order to make these payments resulted in the
“commission system,” in which planters committed fu-
ture crops to particular metropolitan merchant-factors.
The planters then paid for slaves with bills of exchange
drawn on the metropolitan factors, who honored these
bills on the condition that they received commission on
the sale of the sugars shipped by the planter and on goods
sent out to the plantation. The result of this system was
a perpetual indebtedness that tied planters to metropoli-
tan merchants and reduced the ability of colonial mer-
chants to compete. Vertical integration sometimes oc-
curred, with the merchants owning ships and eventually
plantations. This metropolitan dominance of Jamaica’s
trade continued into the twentieth century.

In spite of Jamaica’s small size, the island proved a
major producer of cane sugar, exporting more than 80
percent of its total output, as well as large proportions of
the byproducts rum and molasses. Sugar and rum ac-
counted for 75 percent of the value of all Jamaican ex-
ports until 1838. Jamaica was the leading sugar exporter
in the British Empire by the 1730s, and in 1805 it was the
largest individual exporter in the world. Jamaica was also
a major exporter of coffee, becoming famous for its high-
priced Blue Mountain variety. Coffee was introduced
only in the late eighteenth century, when it was given tar-
iff protection by the British and benefited from the revo-

lution in Saint-Domingue (Haiti). The dynamics of the
plantation system based on slavery were changed by the
American Revolution, which disrupted the trade in plan-
tation supplies, and by the abolition in 1808 of the British
Atlantic slave trade. Coffee exports peaked in 1814, and
the export of sugar declined throughout most of the
nineteenth century. British import duties on sugar were
equalized between 1847 and 1854, and the introduction
of free trade in 1874 meant that Jamaica lost all of its for-
mer preferential advantages.

Minor export crops produced during the period of
slavery included pimento (allspice), ginger, cotton, indi-
go and logwood (used for dye). Following emancipation,
and the decline of sugar and coffee, a vigorous peasantry
grew up to replace the plantation system. Some of the
minor crops were developed for external trade, and new
items were added. By the end of the nineteenth century
logwood and bananas were among the leading exports,
with oranges, ginger, and coconuts also becoming impor-
tant. During the twentieth century bananas, coconuts,
and citrus shifted towards large-scale plantation produc-
tion, with trade encompassed by the vertical integration
of production, shipping, and marketing by metropolitan
corporations. Sugar revived up until the 1960s but then
entered a new period of decline. Coffee expanded rapidly
after 1970, tapping the Japanese market. In the last dec-
ades of the twentieth century the export of fresh fruit and
vegetables became increasingly important, particularly to
meet seasonal shortages in North America.

Although agriculture remained an important sector
in the twentieth century, the rise of mining dramatically
altered the structure of Jamaica’s export trade. Jamaica
has excellent reserves of bauxite, which is used to pro-
duce alumina and aluminum. Mining began in 1952 and
by the 1960s Jamaica had become the world’s largest ex-
porter, accounting for 20 percent of global output. Its
world ranking was quickly diminished by the entry of
much larger producers such as Australia, but bauxite
continued to have a major role in Jamaica’s external
trade. In 2000 alumina and bauxite accounted for 50 per-
cent of Jamaica’s exports, far outweighing sugar (5%)
and bananas (2%). The companies that invested in the
industry were North American, and it was to that region
that the product was shipped. The downside of this shift
to trade in bauxite was the increased dependence of Ja-
maica on imported fuels (a petroleum refinery was
opened in 1964), machinery, and equipment. The period
from 1950 also saw tourism grow as a major sector of the
economy, replacing the dependence on export commodi-
ties but still requiring the import of many supplies, in-
cluding some of the food consumed by visitors.

Independence was associated with efforts to increase
the scale of manufacturing within Jamaica, following the
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strategy of import-substitution for economic growth.
After the dissolution of the Federation of the West Indies
(1958–1962), a move that seeking to bring the British is-
lands into a political union, energy was put into expand-
ing trade between the former British colonies through the
establishment of the Caribbean Free Trade Area in 1968
and CARICOM (the Caribbean Community) in 1973.
The result was limited. In 2000 Jamaica took only 11 per-
cent of its imports from CARICOM countries and sent
them a mere 3 percent of its exports. The United States
was firmly established as Jamaica’s major trader, taking
39 percent of exports and supplying 44 percent of im-
ports. Europe, including the United Kingdom, still took
30 percent of Jamaica’s exports, honoring agreements on
sugar and bananas, but by 2000 supplied less than 10 per-
cent of imports. Jamaica became a significant player in
the international illegal drug trade, first as an exporter of
marijuana and then as a transshipper of cocaine.

The individual indebtedness of the planters in the
eighteenth and nineteenth centuries went together with
a “favorable” balance of trade and a positive balance of
payments. Deterioration in the balance of trade and pay-
ments became evident first in the 1870s but remained
minor until the 1920s, when the gap between exports and
imports began to widen. A new phase of growth in public
external indebtedness began in the 1950s and was associ-
ated with heavy government borrowing, particularly in
the 1970s and 1980s. This led to agreements with the In-
ternational Monetary Fund and the rapid devaluation of
the Jamaican dollar. By the 1990s more than 40 percent
of the fiscal budget was directed to the payment of inter-
est on external debt, and in 2000 the value of merchan-
dise imports was double the value of exports. Tourism
was central to the economy and the major legal source
of foreign exchange, but new borrowing was essential.

SEE ALSO Coffee; Empire, British; Empire,
Spanish; Ethnic Groups, Africans;
International Monetary Fund (IMF); Laborers,
Coerced; Laborers, Contract; Mercantilism;
Piracy; Privateering; Slavery and the African
Slave Trade; Sugar, Molasses, and Rum; United
Kingdom; United States; West India Company,
Dutch.
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JAPAN
The issue of how to handle foreign trade has been crucial
to the long-term economic development of Japan since
1450. Cut off by sea from mainland East Asia and often
viewed as the country furthest from Europe, Japan
sought to absorb technologies and institutions from
more advanced civilizations while maintaining its politi-
cal and economic autonomy. To achieve this, a variety of
trade policies were pursued, ranging from more than two
centuries of “seclusion” to aggressive export campaigns
in the twentieth century. On the whole, the Japanese ex-
perience presents a good case for commitment to foreign
trade. It is reflected in the nation’s successful absorption
of foreign technology, import substitution, and its devel-
opment of competitive export industries, as well as in
Japan’s failure during some periods as a result of its di-
vergence from foreign trade.

FROM TRADING NATION TO “SECLUSION”

From the fifteenth to the middle of the nineteenth centu-
ries Japanese trade was conducted under the internation-
al environment dominated by the China-centered tribu-
tary-trade system. The Ashikaga shogunate established
the practice of sending ships to China in the form of
kango (tally) trade in 1403. This consisted both of tribute
paid by the shogunate to the Ming emperor and of pri-
vate trade, which was also permitted under strict condi-
tions imposed by the Chinese. After 1465, against the
background of increased piracy, the Ming government
limited the tally trade to once a decade and no more than
three ships per voyage. The Japanese sent gold, swords,
and sulphur; the Chinese sent copper coins, silver, and
silk goods in return.

After the de facto collapse of the Ashikaga shogunate
in 1467, Japan went through a period of internal warfare.
During the sixteenth century powerful regional warlords
began to engage in mining operations, and with the in-
troduction of mining and smelting technology from
China by way of the Korean Peninsula, the production
of silver increased rapidly. From the second half of the
century, exports of silver increased so fast that Japan be-
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came one of the most active trading nations in the world.
Japan imported not only raw silk and silk cloth but also
advanced weaving machines from China for the develop-
ment of the silk industry. On the other hand, the domes-
tic production of cotton, which began in the late fifteenth
century, expanded rapidly as the economy grew. So did
rice cultivation, partly as a result of the diffusion of for-
eign varieties.

The Ming’s strict trade ban induced the growth of
alternative routes, as well as Japan’s trade with Southeast
and South Asia. Japanese merchants went to Southeast
Asia, whereas the Portuguese brought guns and gunpow-
der as well as raw silk and silk cloth to Japan, all of which
was paid for in silver. The introduction of guns attracted
the attention of warlords, including the architects of uni-
fication, and allowed those merchants who handled arms
in trade cities such as Sakai to prosper. But the primary
function of the Portuguese was to intermediate intra-
Asian trade.

In 1603 Tokugawa shogunate assumed power; it
would rule the country until 1867. Initially, the new rul-
ers actively promoted trade. Between 1604 and 1635
Japan sent at least 350 officially approved “read seal”
ships to East and Southeast Asia, exporting silver, copper,
camphor, and lacquer, and importing raw silk, silk cloth,
and some Southeast Asian produce, including sugar.
Meanwhile, the Dutch East India Company, a newcomer
in East Asian trade, encouraged the shogunate to expel
the Portuguese and to trade with the Dutch, who prom-
ised that they would not promote Christianity in Japan.

The shogunate issued a series of decrees in the 1630s
to ban trade, foreign travel, and the building of ships.
Only Chinese and Dutch were allowed to trade at Dejima,
an island at Nagasaki, under the direct control of the sho-
gunate. There were three other trading routes that were
open: Satsuma-Ryukyu route, Tsushima-Pusan route,
and Matsumae domain route in the north. The use of
guns was forbidden, and a strict control of contacts with
foreigners was exercised. The basic features of this “seclu-
sion” policy lasted till the 1850s.

The implementation of this policy was motivated
not only by the ban on Christianity but also by the desire
to conduct intra-Asian trade to Japan’s advantage within
the tributary-trade system. To that extent, the aim was
not so much “seclusion” as managed trade. Indeed, a
substantial amount of trade, particularly exports of silver,
continued throughout the seventeenth century. The
profits from silver mines and export trade helped to es-
tablish Tokugawa rule. Chinese and Dutch traders were
mainly engaged in intra-Asian trade, although Japanese
porcelain and lacquer were popular in Europe.

After the early eighteenth century the volume of
trade declined significantly as silver exports decreased.

Japan went through the process of import substitution of
silk, and later of sugar. By the middle of the eighteenth
century Japan probably reached a level of technology and
a standard of living comparable to that of the most devel-
oped part of China. By the first half of the nineteenth
century it achieved a standard of living roughly compara-
ble to pre–Industrial Revolution Western Europe in
terms of education, longevity, and basic calorific intake,
although science and technology did not develop in the
same way it did in the West. The sheer lack of navigation
and military technology, a result of the “seclusion” poli-
cy, contributed to this difference.

FROM THE OPENING OF PORTS TO ASIA’S FIRST
INDUSTRIAL NATION

The Chinese defeat in the two Opium Wars during the
1840s informed the shogunate of the imminent Western
threat, and prepared it for the arrival in 1853 of Commo-
dore Matthew Perry (1794–1858), who demanded the
opening of Japan. In 1858 the shogunate signed commer-
cial treaties with the United States, Britain, France, Hol-
land, and Russia, and in the following year opened the
ports of Kanagawa (Yokohama), near Edo (present-day
Tokyo), and Hakodate in the northern-most island, in
addition to Nagasaki. They became “treaty ports,” where
Western traders could conduct trade. The treaties were
unequal in that they acknowledged extraterritorial rights
of Westerners inside the ports, deprived Japan of tariff
autonomy, and included the most-favored-nation clause,
which tended to reinforce Japan’s disadvantage arising
from the lack of tariff autonomy.

On the other hand, unlike in the Chinese treaties
concluded earlier, the Japanese government was able to
insert an opium-prohibition clause, and it effectively
banned Western traders from traveling inside Japan,
which prevented them from collecting commercial infor-
mation and gave Japanese traders a bargaining edge at the
treaty ports. Although the lack of tariff autonomy was
humiliating to the Japanese, and treaty revision became
a major goal of the government, the administration of
trade itself remained in Japanese hands.

After the restoration of 1868 a new government at-
tempted a systematic introduction of Western technolo-
gy and organizations. In order to earn foreign exchange,
exports of raw silk and tea were promoted. Trade with
other Asian countries also grew as the tributary-trade sys-
tem was gradually replaced by one of forced free trade
under Western domination. During the period of indus-
trialization the bulk of exports of primary products went
to the United States and Europe, and machinery and a
relatively small amount of capital were imported from
there. At the same time, Japan imported primary prod-
ucts such as raw cotton, rice, sugar, and soya-bean-
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An 1861 sketch of men using a scale inside the customs house in Yokohama, Japan. Yokohama, one of the first ports opened to
foreign trade in Japan, is the country’s second largest city and a leading seaport in the Keihin Industrial Region. The country’s first
railroad linked the city to Tokyo in 1872. © CORBIS. REPRODUCED BY PERMISSION.

related products from India, Southeast Asia, and China,
and in turn exported cotton yarn, cotton cloth, and sun-
dries to these countries.

After an initial period of direct introduction of
Western technology and organizations, which was only
partially successful, the government encouraged the
modernization of traditional industries and promoted
exports. It collected commercial information, held exhi-
bitions, and advised on patents and packaging through
Japanese consuls overseas, trade associations, chambers
of commerce, and commercial museums, and transferred
the best technology and practice across the country.
Combined with the growth of modern industries, espe-
cially in cotton spinning and machinery, labor-intensive
industries met the growing demand for cheap manufac-
tured goods, both at home and abroad. Chinese commer-
cial networks helped their distribution in Asia.

Traditional merchant houses such as Mitsui amassed
wealth by serving the needs of the government. Mitsui
Bussan, the first general trading company (sogo shosha),

dealt with all major commodities and traded with all
major countries. Mitsubishi, which emerged after the res-
toration by engaging in coastal and international ship-
ping and shipbuilding as well as in the coal business, de-
veloped a powerful group of modern industrial
enterprises. These financial and industrial business
groups came to be called zaibatsu. The general trading
company, or its functional equivalent, acted as a core or-
ganizer of the group.

During World War I European trade and shipping
were disrupted, and Japan proceeded with import substi-
tution in shipbuilding and machinery. The profit gained
during the war also financed the growth of the cotton-
textile industry. Although exports of raw silk to the Unit-
ed States stagnated during the 1920s, cotton textiles pen-
etrated into the international markets of Asia and Africa
during the 1930s, in spite of the tariffs and quotas put up
to prevent it, and the effects of the Great Depression.

Japan imposed a strong assimilation policy in Tai-
wan and Korea and tied their economies to the mainland,
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A busy city street in the Ginza section of Tokyo in 1999.
The area is a major shopping and entertainment section of the
city characterized by its electronic signs on building fronts. It
was founded in 1612 and named after a silver coin foundry.
© ROBERT ESSEL NYC/CORBIS. REPRODUCED BY PERMISSION.

making Japan’s share in their trade overwhelming. On
the other hand, the colonies’ share in Japanese trade was
not large before the 1930s. Even so, imports of cheap Ko-
rean rice helped keep down both the real wage and the
agrarian rent for the benefit of industrialists and urban
consumers. The establishment in 1931 of Manchukuo, a
puppet state in the northern-most part of China, en-
larged the Japanese sphere of influence under which the
yen-denominated currencies circulated. The expansion
of the “yen bloc” was intended to ease the pressure on
the foreign exchange needed for securing raw materials
and energy.

The intra-yen-bloc trade did expand rapidly. Yet
Japanese aggression also invited Chinese resistance and
required Japan to develop heavy and chemical industries,
which meant a further increase of demand for raw mate-
rials and energy. Thus the greater the expansion, the
deeper the dependence on trade with nations outside the

yen bloc became. Japan’s need to secure North China’s
cotton fields was one cause of the Sino-Japanese War in
1937. The outbreak of World War II in Europe in 1939
prepared the Japanese advance into resource-rich South-
east Asia. This led to the U.S. oil embargo in 1941, and
Japan went to war with the United States in the same
year.

During World War II the Japanese-controlled areas,
which suddenly encompassed a large part of China,
Southeast Asia, and the Pacific islands, were mostly cut
off from trade relations with the West. The difficulties
caused by the loss of Western demand were eloquent re-
minders of how unrealistic it was to create an autarky in
the name of the Greater East Asia Co-prosperity Sphere.

FROM DEFEAT TO INDUSTRIAL SUPERPOWER

From 1945 to 1951 the Allied forces occupied Japan.
They initially sought demilitarization and economic de-
mocratization, but by the late 1940s, with the coming of
the Cold War, the recovery of Japanese industrial
strength was thought to be necessary. The Communist
Revolution in China in 1949 and the outbreak of the Ko-
rean War in 1950 reinforced this thinking, and the Unit-
ed States urged Japan to join the postwar system of free
trade. Thus, although Japan lost most of its main prewar
markets in China, Southeast Asia, and India, it was able
to import raw cotton from the United States, and revived
as the world’s largest exporter of cotton textiles during
the 1950s.

The high-speed growth from 1951 to 1973 was made
possible by the national will to modernize the economy,
active industrial policy, and favorable international cir-
cumstances. The absorption of U.S. technology through
licensing, the availability of relatively low-wage labor of
good quality, and imports of cheap oil enabled Japan to
raise labor productivity in manufacturing and generate
self-sustained growth. Internationally competitive indus-
tries emerged in the relatively labor-intensive sectors of
heavy industry such as shipbuilding, automobiles, and
consumer electronics.

The Japanese firm developed various institutional
features designed to encourage both managers and work-
ers to stay with the firm for a long time and identify
themselves with it. A tendency to value long-term rela-
tionships between firms also developed. Unlike prewar
zaibatsu, which were largely owned by a family, postwar
keiretsu groups were tied through mutual shareholding.
Keiretsu often centered around the “main bank” rather
than sogo shosha, reflecting the increased significance of
investment in fixed capital. There also developed subcon-
tracting relations within an industry, where recurrent
transactions were taken for granted.
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To increase the efficiency in resource allocation, the
Ministry of International Trade and Industry (MITI; now
METI) used exchange allocation, grants, and subsidies as
policy tools. Under the regime of free trade (Japan joined
GATT, the General Agreement on Tariffs and Trade, in
1964) and with the reduction of transportation costs, a
powerful international division of labor emerged in
which the United States specialized in capital- and re-
source-intensive (and often military-related) industries,
as well as in primary products together with other re-
source-rich countries, and Japan specialized in labor-
intensive, resource-saving, and technologically demand-
ing (and nonmilitary) industries.

The 1973 oil crises hit resource-poor Japan hard.
Around the same time, urbanization was completed and
the real wages rose. Coupled with the appreciation of the
yen, Japan was rapidly transformed into a high-wage
economy in dollar terms. It met this challenge by devel-
oping labor-saving and resource-saving technology. The
introduction of microelectronics and “new materials”
(hard plastics, versatile steel, etc.) enabled producers to
reduce both labor input and energy consumption.

Even so, imports of oil remained crucial. Between
1974 and 1985 Japan imported oil from the Middle East
at a very high price, and paid the bill with its huge trade
surplus with the rest of the world, especially with the
United States and Europe, through exports of manufac-
tured goods (which fueled trade conflicts). This created
an “oil triangle” in which the United States and Europe
settled their trade deficit with Japan by absorbing the “oil
dollar” into their financial markets or by selling arms to
the Middle East. Japan also heavily invested abroad,
mainly in U.S. bonds and securities, which acted as a
counterforce of bilateral trade imbalances.

The successive growth of Newly Industrialized Econ-
omies, South Korea, Taiwan, Hong Kong, and Singapore,
the Association of Southeast Asian Nations (ASEAN),
and China helped Japan’s economic growth, providing it
with the market for manufactured goods, the venue for
manufacturing investment, and, above all, the competi-
tive pressure with lower labor costs. They also acted as
partners for Asia-wide production networks by specializ-
ing in the more labor-intensive industries.

The formation of ASEAN in 1967 and the Asia-
Pacific Economic Cooperation (APEC) in 1989 were in-
tended to reinforce the commitment to free trade among
the growth economies of the region. Under the frame-
work set out by GATT (and later the World Trade Orga-
nization), the reduction of tariffs and other trade barriers
was attempted. Although the United States played a lead-
ership role in creating the postwar regime of free trade,
it was the Asian countries that reinforced this principle
and linked it to high-speed growth on a regional scale.

Measured in terms of emigration, immigration, and
imports of capital, Japan’s contacts with the outside
world have been relatively limited throughout the period
reviewed here. Exports of capital became important only
in the most recent period. Even the size of trade has been
small throughout the postwar period; the ratio of exports
and imports to GDP remained below 20 percent from
1985 to 2003. Yet, trade has been both a major facilitator
of the absorption of economic knowledge and the pro-
vider of vital resources unavailable. Economic develop-
ment would have been unimaginable without it.

S EE A LS O Automobiles; Balance of Payments;
Banking; Capital Flows; China;
Containerization; Cotton; Developmental
State, Concept of the; East India Company,
Dutch; Empire, Japanese; Empire, Portuguese;
GATT, WTO; Gold and Silver; International
Trade Agreements; Iron and Steel; Korea;
Japanese Ministry of International Trade and
Industry (MITI); Manchuria; Mitsui; Perry,
Matthew; Petroleum; Pharmaceuticals;
Protectionism and Tariff Wars; Rice;
Shipbuilding; Silk; Sony; Sumitomo; Taiwan;
Textiles; United States; Yokohama.
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JAPANESE MINISTRY OF
INTERNATIONAL TRADE AND
INDUSTRY (METI)

METI—Ministry of Economy, Trade, and Industry—is
the ministry of the Japanese government most closely as-
sociated with industrial policy. Before the January 2001
reorganization of the national government it was known
as MITI—Ministry of International Trade and Industry.
The association of MITI with industrial policy owes
much to the central role the ministry played in allocating
foreign exchange under the Bretton Woods fixed-
exchange-rate regime of 1946 to 1971. Antecedents of
MITI played essentially the same role from 1937 through
the end of the Pacific War. With the advent of floating
exchange rates in 1971, and the virtual ending of Japanese

government controls on foreign exchange since 1980,
MITI’s ability to divert resources toward favored indus-
tries and away from others was much reduced. Neverthe-
less, MITI—and now METI—has continued to articulate
industrial policy goals. It also still implements the poli-
cies themselves, by specifically allocating industry-
specific tax credits authorized by the Diet (Japan’s legisla-
ture), by promoting and administering government-
subsidized research and development projects, and by ef-
fecting special exemptions from antimonopoly laws so
that favored industries can form export cartels or enter
other such collusive arrangements.

When in the 1960s, 1970s, and 1980s Japan’s econo-
my was expanding and was an important force in the
world marketplace, MITI itself occupied a prominent po-
sition in Japanese politics. Nearly all of the prime minis-
ters since 1960 had once served as ministers of MITI. The
staff of MITI/METI comprises a bureaucratic elite, the
highly capable graduates of Japan’s top universities.

What did MITI/METI actually accomplish? And did
the industrial policies it implemented contribute any to
Japan’s economic success? As already mentioned, MITI’s
most far-reaching intervention was the allocation of for-
eign exchange in the 1950s and early 1960s. The foreign-
exchange allocations were enforced by requiring a license
issued by MITI for each foreign-currency transaction re-
lating to imports or exports, and also by requiring MITI
approval for direct investment. Given the scarcity of for-
eign exchange at the official exchange rate, these alloca-
tions amounted to de facto import restrictions in many
industries. Inward direct investment was nearly choked
off altogether. Export transactions, including outward di-
rect investments, were generally allowed.

The economic effects of foreign exchange rationing
in Japan are quite difficult to know precisely. Certainly
the policy protected industries such as coal mining, tex-
tiles, and agriculture, in which Japan had lost its compar-
ative advantage, and thereby diminished Japan’s gains
from foreign trade. Besides its direct allocative effects,
foreign exchange rationing enhanced MITI influence
over business policies generally. This was the origin of the
notion that administrative guidance (gyousei shidou), pri-
vate communications between bureaucrats and business-
es, has projected Japanese government influence beyond
the legally prescribed domains of regulation. For exam-
ple, MITI used the dependence of Japan’s petrochemical
firms upon foreign technology, requiring its approval, to
also control entry, exit, and investment in the petro-
chemical industry. MITI participated in the site selection,
planning, and organization of the numerous petrochemi-
cal industrial complexes established in the 1950s and
1960s along the coasts of Japan.

Japanese Ministry of International Trade and Industry (METI)
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BY BUSINESS:

Jardine Pacific: 20%

Jardine Motors Group: 8%

Jardine Lloyd Thompson: 8%

Honkkong Land: 14%

Dairy Farm: 21%

Mandarin Oriental: 2%

Jardine Cycle and Carriage: 27%

BY REGION:

Hong Kong and Mainland China: 45%

Asia Pacific: 45%

Europe: 9%

North America (including interest earned): 1%

S ource: Jardine Matheson Annual
Repor t , 2004

UNDERLYING PROFIT
CONTRIBUTION IN 2004

MITI’s broad authority to ration foreign exchange
ended when the government made the yen convertible on
current account in 1964 and relaxed restrictions on in-
ward foreign investment in 1968. Restrictions on inward
direct investment were not completely freed until 1980.
In the years since then MITI/METI influence waned but
was never extinguished. The Mining and Manufacturing
Technology Research Association Law, enacted in 1961,
authorized MITI to organize and contribute funds to
joint-research ventures involving firms in the industries
within its provenance. To better implement these pow-
ers, MITI’s “Agency” of Industrial Science and Technolo-
gy was formed in 1966 to manage the funding of large-
scale projects. The most famous project under this pro-
gram was the Very Large Scale Integrated-Circuits (VLSI)
Technology Research Association (1976–1979), which
successfully developed processes for manufacturing cer-
tain kinds of semiconductors. There have been well over
100 research consortia organized by MITI.

The ministry’s role in allocating tax credits to specif-
ic firms and in garnering special exemptions from anti-
monopoly laws also continues, but has probably amount-
ed to little. Japan’s antimonopoly laws are loosely
enforced and have only weak penalties. And the sum total
of tax credits has never been that great. In the end, the
principle contribution of MITI/METI has been to give
Japan’s industrial policy a coherent focus. The industries
targeted for promotion by the Japanese government have
always been precisely the ones identified as such in MITI
white papers and annual reports. In the 1950s and 1960s
these were coal mining, steel, and chemical fertilizer. In
the 1970s and 1980s it was semiconductors. At the begin-
ning of the twenty-first century it is nanotechnology and
aerospace.

SEE ALSO Automobile; Balance of Payments;
China; Developmental State, Concept of the;
Flows of Factors of Production; Free Trade,
Theory and Practice; Globalization, Pro and
Con; Import Substitution; Industrialization;
International Trade Agreements; Iron and
Steel; Japan; Korea; Mitsubishi; Mitsui;
Protectionism and Tariff Wars; Rates of
Exchange; Shipbuilding; Sony; Sumitomo;
Subsidies; Taiwan; Textiles; United States.
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JARDINE MATHESON
The firm of Jardine, Matheson and Company was
founded in 1832 in Canton (Guangzhou) by the Scots
William Jardine (1784–1843) and James Matheson
(1796–1874). At the time, Canton was the most impor-
tant trading port on the South China coast, and the com-
pany’s history reflects the development of foreign trade
and colonial presence in nineteenth-century China.
When the British East India Company lost its monopoly
on trade with China in 1834, Jardine Matheson was
among the first private companies that profited from the
opening of the trade, shipping tea to England and im-
porting opium from India to China. Until the 1860s the
company dominated the opium trade with its fleet of
clippers transporting the opium and its information net-
work providing important market data along the China
coast. Hong Kong officially became a British colony only
in 1842 after the defeat of China in the first Opium War.
As early as 1841, because of the island’s commercial and
strategic advantages, Jardine Matheson had bought land
there. In 1844 it moved its headquarters to Hong Kong
from Macao.

Mixing legal with nominally illegal business, Jardine
Matheson’s offices spread rapidly along the China coast
to Shanghai (1844), Canton, Amoy (Xiamen), and Foo-
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chow (Fuzhou), establishing the company’s reputation as
an international trading firm importing products such as
coal, machinery, and metals into China. As the company
expanded, shipping became more important. In the
1850s Jardine Matheson established its presence as the
first foreign trading house in Japan, with offices in Kobe
and Nagasaki. The company also began to operate a
steam-powered shipping line from Calcutta to various
Chinese ports. Due to declining importance and dimin-
ishing profits, the firm withdrew from the opium trade
in the early 1870s and focused on new opportunities in
the China trade. Next to steamship lines, investment in
infrastructure became the heart of the company’s busi-
ness portfolio in the late nineteenth century, with inno-
vations ranging from an interoffice telegraph system in
Hong Kong in 1869 to the first railroad line between
Shanghai and Wusong in 1876. In order to centralize its
shipping business, the company united its river, coastal,
and cargo businesses under the Indochina Steam Naviga-
tion Company in 1882. At the same time, Jardine Mathe-
son sought close business cooperation with the Chinese
government by issuing loans, and thus succeeded in se-
curing the Shanghai agency for the Kaiping coal mines
and other ventures.

China’s loss of the Sino-Japanese War in 1895 trig-
gered industrialization efforts and the establishment of
new economic and legal institutions to demonstrate that
China could compete militarily and economically with
Japan and other foreign nations. Jardine Matheson’s
business catered to the needs of the emerging mining op-
erations and cotton mills and included warehouses and
wharves all over the country. In Hong Kong the company
opened the first sugar mill and the first spinning and
weaving mill, and engaged in land reclamation and har-
bor services. After Britain received the ninety-nine-year
lease of the New Territories in 1898, the company be-
came involved in ferry transportation between Hong
Kong island and Kowloon, which still exists today as a
major landmark and tourist attraction.

The increasing involvement in transportation and
industrial projects required expansion into new financial
sectors for the company’s portfolio. Together with the
Hong Kong Shanghai Banking Corporation, Jardine Ma-
theson formed the British and Chinese Corporation to
build various lines for China’s railway system. Gaining
better access to capital markets, Jardine Matheson reor-
ganized itself as a limited liability company in 1906. De-
spite its dominance in Hong Kong, the company chose
Shanghai, the industrial, financial, and commercial hub
in early twentieth-century China, as its headquarters
from the 1910s. There, Jardine Matheson consolidated its
cotton mills under the new name Ewo Cotton Mills,
whereas the Jardine Engineering Company supplied

equipment and services for the booming industrial enter-
prises all over China and Hong Kong.

Like most other companies, Jardine Matheson suf-
fered from the Japanese invasion of China and the occu-
pation until the end of World War II. In 1941 the compa-
ny had to close its offices in Hong Kong and occupied
China, but it opened an office in Chongqing, in the unoc-
cupied interior where the nationalist government had re-
located. After 1945 Jardine Matheson quickly reopened
for business in Hong Kong and Shanghai, and even re-
sumed its operation in Japan only two years after the end
of World War II. The establishment of the People’s Re-
public of China at the end of the civil war in 1949 meant
a drastic change in the company’s business opportunities.
When the new socialist government abolished private
property and nationalized all business enterprises on the
mainland, Jardine Matheson’s headquarters moved back
to Hong Kong under the protection of the British gov-
ernment in 1954.

Fortunately, refugees from mainland China brought
new skills, capital, and labor to the colony in the 1950s,
which contributed to Hong Kong’s transformation from
trading port to a center of industrial manufacturing in
the following decades. Reorienting towards new consum-
er behavior and lifestyles, Jardine Matheson, which be-
came a public company in 1961, expanded into Hong
Kong’s hotel business and the supermarket sector. The
1960s also saw the opening of company offices in Austra-
lia and Indonesia. Real estate, insurance interests, and
merchant banking became the pillars of the company’s
business activities in Hong Kong and Southeast Asia. Fol-
lowing the opening of China after Mao Zedong’s death
in 1976, Jardine Matheson reaffirmed its relationship
with China by opening a representative office in Beijing
in 1980. After restructuring its interest, Jardine Matheson
withdrew from the shipping business in 1984 and, antici-
pating Hong Kong’s return to China in 1997, relocated
to Bermuda in order to be able to remain under the Brit-
ish legal and tax system. In 1987 the company acquired
the Pizza Hut franchise in Hong Kong and subsequently
in various other places in Asia. In the 1990s expanded its
supermarket operation into New Zealand and Singapore.
Motor vehicle interests have become increasingly impor-
tant to the group’s portfolio, and the supermarket and
fast-food franchising activities are still being expanded to
China and Southeast Asia.

S EE A LS O Banking; Bengal; Calcutta; Canton
System; China; Drugs, Illicit; East India
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Guangzhou; Hong Kong; Imperial Maritime
Customs, China; Industrialization; Iron and
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The British (joint-stock) South Sea Company was
founded in 1711, ostensibly to trade in slaves and
goods in the Southern Hemisphere, but the company
was really more a financial than a commercial venture.
In 1719 its directors proposed taking over much of the
national debt, then held by the Bank of England and
bloated by war. Everyone from members of the royal
court down to very humble speculators were per-
suaded to invest on the assumption that rapid stock
appreciation would make them rich. Amidst bribery
and nepotism, South Sea stock values climbed ten-fold
from January to June 1720. New investors rushed in,
but the venture, built on unsound commercial princi-
ples, soon imploded. By October, as prominent
investors unloaded their interests, the bubble burst
and stock prices plummeted. Many stockholders were
ruined, and others worried about being criminally
implicated. In the end Prime Minister Robert Walpole
(himself a former investor) was successful in shielding
most from charges. The crisis passed, and its most
tangible effects were the 1720 Bubble Act and the skill-
ful Walpole’s long parliamentary ascendancy.

D av id J. Clarke

SOUTH SEA STOCK

Steel; Japan; Nationalization; Port Cities;
Shipping, Coastal; Shipping, Merchant;
Singapore; Tea; Textiles; United Kingdom;
Vietnam; Yokohama.
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JOINT-STOCK COMPANY
A joint-stock company is a company (not usually incor-
porated) which has the capital of its members perma-
nently pooled in a common fund, which is divided into
shares. Transferable shares represent ownership interest,
and the liability of the shareholders is limited to the par
value of the shares held by them. During the early mod-
ern era there was widespread use of limited-liability
stocks, including in insurance companies, but the joint-
stock company matured in long-distance merchant ship-
ping.

The origin of the joint-stock company goes back to
the medieval commenda. This was a form of limited-
liability partnership in merchant shipping to reduce risks
by making specific arrangements regarding the sharing of
profits (or losses) for voyages. Partners were divided into
investors who stayed on land and travelers who went with
the ship. The voyager did not risk any capital, only his
life. Later, merchant ships were usually financed by unin-
corporated, risk-reducing, ship-owning partnerships. A
husband, representing the shareholders, managed the fi-
nances of the venture. After every voyage the enterprise
was liquidated. Shareholders shared equal responsibility
for the company’s profits and liabilities.

Exclusive trading rights to particular areas had long
been enjoyed by chartered companies, which were com-
panies organized as regulated companies (i.e., to share in
the overhead costs) in which the governing body merely
set broad operational parameters within which members
traded on their own. Entry was relatively unimpeded.
From the middle of the sixteenth century, incorporated
chartered companies such as the Muscovy Company
(1553) and the Levant Company (1580) emerged. Entry
was by purchase of shares in the company, which exploit-
ed monopoly powers by trading as a corporate enterprise.
Some shareholders were merchants actively engaged in
trade, but others were passive investors who delegated
management to paid officials directed by a governor
elected from among their ranks. Protected by exclusive
state privileges, the companies were successful as long
as they could operate under the conditions of a seller’s
market.

Joint-Stock Company
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DUTCH CHARTERED JOINT-STOCK COMPANIES

The wartime taxes Charles V (1500–1558), lord of the
Netherlands, levied in the Low Countries led to the cre-
ation of a large and growing market of long-term securi-
ties, such as annuities. They were heritable and transfer-
able, and therefore suitable for resale. Simultaneously,
in Antwerp, safe and rapid international movement
of funds was perfected in the bill of exchange. The key
features of these early financial innovations were even-
tually successfully blended in the shares of chartered
companies.

In 1568 the Dutch revolted against their lord, the
king of Spain. Eventually, the Dutch became free bur-
ghers no longer subject to Habsburg regulations, restric-
tions, and exclusions in long-distance trade. They were
free to venture outside European waters into the Atlantic
and the Indian Ocean. Despite expensive and lengthy ex-
peditions, the new trades to Asia attracted many inves-
tors. In these so-called pre-companies executive powers
were delegated to a board of directors, although share-
holders still influenced policy. Both directors and share-
holders were partially liable. Shares were transferable, but
only for the nominal value. After the ships had safely re-
turned, the enterprise was liquidated.

In 1602, at the expense of these earlier pre-
companies, the Dutch East India Company (Vereenigde
Oost-Indische Compagnie, or VOC) was founded. The
VOC was an incorporated joint-stock company, a char-
tered trading company, and a war machine. For the
Dutch government the privately funded VOC had to be
instrumental in their war against the king of Spain; in re-
turn, the government had to grant a charter stipulating
exclusive trading rights, reducing the risks of the share-
holders. In addition, in the charter all kinds of regula-
tions about responsibilities, rights, and the relation be-
tween directors and investors were specified. The
shareholders were liable only to the par value of their
shares. So, the charter had a dual character: it was a stat-
ute, and it stipulated the privileges of the company.

After 1610 the combination of the large scale of the
operation and the lengthy transit times to and from Asia
led to the transformation of working capital, initially
committed to the duration of a particular venture, into
fixed capital, committed perpetually to the enterprise.
This was an important institutional innovation. Investors
could not recover their capital from the company, and
were entitled only to whatever dividends might be de-
clared, as well as to the right to transfer their shares to
another investor. Dividends were high and stable, which
made the resale market of shares attractive and enabled
the company to borrow money rather easily.

Initially, the operating control of the directors was
not independent of shareholders. A fierce struggle broke

out over control of the company. By 1621, when the first
charter was due, the directors had won, but they had to
open their books before a government committee and
representatives of the shareholders every four years. On
these points, however, the charter was not amended. In
contrast, the 1621 charter granted to the Dutch West
India Company (WIC) stipulated that the executive
power of the directors was independent of shareholders.
The WIC shareholders, too, were granted more rights
than the VOC shareholders had, but in practice, they
were rather powerless.

By 1621 the combination of permanent capital and
the separation of executive powers from ordinary share-
holders made these shares ideal for active trading in the
secondary market that arose on the Amsterdam Beurs.
That they were registered in the company’s ledger books
made them secure, and transfers could be made very
quickly and cheaply in special transfer books.

Other Dutch chartered joint-stock companies were
the Muscovy Company (1608), the Guinea Company
(1614), the Northern Company (1614), and the New
Netherland Company (1614).

OTHER CHARTERED JOINT-STOCK COMPANIES

On October 16, 1599 Elizabeth I (1533–1603), queen of
England, granted a charter to the East India Company
(EIC), awarding it a monopoly on trade with the East.
Until 1613 the EIC’s trade was based upon the funding
of separate voyages to Asia. Thereafter, three successive
joint-stock ventures were established. The company part-
ly compensated for the reduced marketability of a short-
term and risky equity by making shares smaller in de-
nomination, by not fixing the total number of shares to
be sold, and by selling shares to the assembled merchants
during the semiannual auctions of East India goods in
London. Only in 1657 did the EIC’s finances and organi-
zation become consolidated by the Cromwell regime’s
endorsement of the creation of a permanent joint stock.

Also in the rest of Europe, in long-distance trade,
chartered joint-stock companies appeared. In 1628, for
instance, the Companhia da India Oriental (East India
Company) was founded in Lisbon. It enjoyed the exclu-
sive privilege of navigation and trading between Lisbon
and Asia. Its initial term was to run for twelve years, dur-
ing which investment could not be returned, but interest
would be paid. The board of directors would be responsi-
ble only to the Crown in Madrid. In the end, the Crown
had to bear most of the expenses. After it had equipped
fourteen ships, the company went bankrupt in 1635. The
Companhia Geral para o Estado do Brazil (Brazil Com-
pany) was founded in 1649, but managed only five major
convoys before it, too, went bankrupt. However, it al-
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most certainly saved Brazil for Portugal by breaking the
WIC blockade at a crucial time.

In the 1660s the French minister of finance Jean-
Baptiste Colbert (1619–1683) established the Compagnie
des Indes orientales, the Compagnie des Indes occiden-
tales, and the Compagnie du Nord for trade with Asia,
the West Indies, and the Baltic, respectively. The Crown
paid a substantial amount of the initial capital, and the
companies’ administration was in hands of Colbert or his
representatives. The state’s direct involvement could be
interpreted as an attempt by the king to protect his in-
vestment, but in fact it did not work. The king had to pay
most of the operating expenses, and the ventures were
not a success.

Also in Sweden, Denmark, and the Holy Roman Em-
pire chartered joint-stock companies were established.
Most of these ventures, however, were covered opera-
tions and financed with Dutch capital in order to circum-
vent the trade restrictions of the WIC.

THE BUBBLE OF 1720

From 1719 to 1721 frenzied speculation in stocks and
government debts swept over Europe. It ended in France
in the Mississippi Bubble, in England in the South Sea
Bubble, and in the Netherlands, Germany, and Portugal
in similar bubbles. For joint-stock companies the legacy
was devastating. The English Bubble Act of June 1720,
which prohibited any chartered joint-stock company
from engaging in activities outside those authorized in its
original charter, limited the use of joint-stock corpora-
tions until well into the nineteenth century. As a conse-
quence, in many European countries only chartered
joint-stock companies with clear responsibilities and
rules were allowed, although in the Dutch Republic rela-
tively small but viable unchartered joint-stock shipping
companies emerged, such as the Middelburgsche Com-
mercie Compangnie (1720) and the Sociëteit ter Naviga-
tie op Essequebo (1771).

THE END

Economist Adam Smith (1723–1790) outlined in his An
Inquiry into the Nature and Causes of the Wealth of Na-
tions (1776) the unfortunate economic consequences that
ensued when legal monopolies were granted to groups of

merchants to set up joint-stock companies to carry out
foreign trade. Smith contended that these companies
were bound to fail because hired directors managing the
money of others would lack sufficient motivation to suc-
ceed in such demanding businesses. Shortly afterwards,
the charters of the WIC and the VOC were not renewed,
and the companies were dissolved in 1791 and 1795, re-
spectively.

During the nineteenth century new forms of limited-
liability companies emerged, such as the French Société
Anonieme (SA), the Dutch Naamloze Vennootschap
(NV), the German Gesellschaft mit beschränkter Haf-
tung (GmbH), the English Limited, and the U.S. Incor-
porated.
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KENYA
In recent times Kenya, a former British colony on the east
coast of Africa, became well known for the wildlife in its
national parks and games reserves, and for its Indian
Ocean beaches. Tourism is its foremost foreign-exchange
earner.

In the fifteenth century the region was famous for
commercial-exchange networks that linked the interior
and the coast with the Arab, Persian and Indian Ocean
worlds. Traditionally, Kenya’s economy was based on
farming, herding, hunting, and trade. But a web of re-
gional trade routes provided the impetus for the trade
goods of the interior to reach the coastal ports. Among
the many groups in the region, the Kamba, who served
early Arab and European explorers and traders as guides,
traders, porters, and soldiers, and the seafaring Bajun of
Lamu on the northern coast were particularly well posi-
tioned to facilitate the expansion of both regional and
long-distance trade. Nomadic and cattle-rearing groups
such as the Masai, the Turkana, the Samburu, and the So-
mali of the arid north, with their herds of cattle, goat, and
camels, and their extended reach and mobility, carried
out long-distance trade. Other groups including the
Kikuyu, Luo, Kalenjin, and Luhya also participated in
both age-old and modern trading arrangements.

Trade contact with the Arabs from the south of Ara-
bia and the Persian Gulf had been established as early as

the second century. By the ninth century some of these
Arab and Persian traders had constructed forfeited urban
settlements on the coast. In the tenth century coastal cit-
ies including Mombasa, Lamu, Malindi, and Pate had be-
come part of the intricate Indian Ocean trading net-
works. They exported slaves, gum copal, mangrove poles,
leopard skins, turtle shell rhinoceros horn and ivory from
the interior, and gold from Kilwa (in present-day Tanza-
nia) produced in the fields around Great Zimbabwe. Im-
ports included silk, porcelain, salt, cloth, beads, metal
goods, and a host of luxury items from Arabia, Persia,
India, and China. The coastal traders did not venture far
inland, but depended upon the people of the interior to
bring ivory, slaves, and timber. Until the advent of this
trade Africans of the interior had valued ivory as an item
of ritual or ornament, rather than a commercial good.
The Kamba played a crucial role in this trade. They began
the sustained exploitation of elephants for ivory and
gradually established a two-way caravan trade to the
coast. From the late eighteenth century their trade ex-
panded south into present-day Tanzania and west to the
forests of Mount Kenya and Kikuyu territory. The deple-
tion of the elephants and intense competition led the
Kamba to turn to slave trading in the nineteenth century.

These vibrant trade networks made Mombasa the re-
gion’s most prominent city by the fifteenth century, sur-
passing Kilwa (Tanzania) and Mogadishu (Somalia).
Arab merchants who settled among the local population
lived in comparative luxury and gradually evolved into
the ruling class. Interaction between Arabs and the Bantu
people along the coast produced a hybrid “Swahili” cul-
ture, including the language KiSwahili, now the lingua
franca of many East African communities. Visible results
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of this contact include mosques and the black veil worn
by Muslim women.

The arrival of the Portuguese, beginning in 1498
with Vasco da Gama (c. 1460–1524), resulted in a
marked decline of trade, and many Swahili towns
switched to subsistence agriculture thereafter. The Portu-
guese attacked and destroyed Mombasa in 1505, 1528,
and 1589. With Portuguese support, the Malindi sheikh
was installed as sultan of the whole region. The Portu-
guese constructed a fortress, Fort Jesus, in 1593, from
which to police the Indian Ocean trade. Otherwise, they
showed no interest in colonization. They did, however,
introduce important crops from the New World: maize,
cassava, and potatoes.

At the end of the seventeenth century Omani Arabs
plus Dutch, English, and French traders largely supplant-
ed the Portuguese, who were starved into submission in
1698 after a three-year siege of Fort Jesus by invading
Omani Arabs, with support from Pate and Lamu. The
Portuguese staged a short-lived comeback in 1728, but
the Omani restored their control under the suzerainty of
the Mazrui family, who after the change of dynasty in
Oman in 1741 proceeded to proclaim Mombasa inde-
pendent of their Omani homeland, and ruled the coast
from Malindi to Pemba Island. But other Omanis and the
British together whittled down Mazrui family power. The
sultan of Oman, Seyyid Said, was invited to take over the
Omani commercial enclave in East Africa. In 1840 he
moved his capital from Oman to Zanzibar, and most of
the coast of East Africa became his domain. Zanzibar be-
came the center of flourishing trading networks and a
clove industry; Kenya was largely bypassed.

The British established hegemony by 1875 and pro-
hibited the slave trade. In 1888 the Imperial East Africa
Company was chartered to administer Kenya, and many
merchants abandoned Mombasa. The control of trade
thereafter passed to the British; in 1895 the British gov-
ernment finally took over the territory. European and
Asian entrepreneurs were the main beneficiaries. A rail-
way network was completed in 1902, after which Europe-
an settlers were encouraged to acquire land. Agricultural
exports such as tea, sisal, and coffee became the focus of
the economy. The Mombasa-Kisumu railroad under-
mined older trading networks, and Indian settlers built
new regional networks based on the railways. Indigenous
people were generally reduced to wage workers.

However, Kenyans soon created new long-distance
trading networks. One significant development in this re-
gard is the unofficial trade in cattle by livestock herders
and pastoralists along the Kenya and Somali borderlands.
This trade, although illegal, provides outlets for pastoral
groups to sell their products, and helps feed the demand
for meat in the region’s growing cities. Unfortunately,

this trade sometimes goes hand in hand with commerce
in illicit drugs and dangerous weapons. This vast trans-
border enterprise demonstrates the region’s continued
involvement in long-distance trade.
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JOHN MAYNARD KEYNES
1887–1950

John Maynard Keynes is considered to be the father of
modern macroeconomics. He was also the co-designer of
the Bretton Woods system of semi fixed exchange rates.
A student of Alfred Marshall (1842–1924) and the son of
economist John Neville Keynes (1852–1949), Keynes dis-
tinguished himself early for his criticism of the German
reparations as a part of the settlement of World War I.
Following the onset of the Great Depression, Keynes
published what many economists have come to regard as
the most influential economics book of the twentieth
century, The General Theory of Employment, Interest, and
Money (1936), in which he advocated that governments
fight depressions by lowering interest rates and increas-
ing government spending.

As part of a team of economists who met in Bretton
Woods, New Hampshire after World War II, Keynes
sought to preserve the discipline of the gold standard
while overcoming its lack of flexibility. The group created
a system in which exchange rates were allowed to fluctu-
ate to a small degree so as to minimize the danger an ex-
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treme financial shock (such as the wave of bank failures
that had occurred in the early 1930s) might pose to world
commerce.

Keynes also had a reputation as a private financial
mastermind, having assembled a personal fortune of
£500,000 through judicious investing in the stock mar-
ket.

SEE ALSO Bretton Woods; Economics,
Neoclassical; Great Depression of the 1930s;
International Monetary Fund (IMF); Theories
of International Trade; World Bank.
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KONGO
The Kongo Kingdom was located in what is today the
west of the Democratic Republic of Congo and the north
of Angola. The kingdom was founded around its capital,
Mbanza Kongo (later, São Salvador), in the late four-
teenth century. When Portuguese navigators under the
command of Diogo Cão (flourished 1480–1486) first es-
tablished ties with the Kongo in 1483, the kingdom
stretched southwards from the Congo River, along coast-
al plains, and eastwards to a plateau of savanna wood-
lands in the interior. It constituted the most centralized
and geographically extensive kingdom of west central Af-
rica at that time.

Contact with the Portuguese contributed to eco-
nomic, cultural, and political changes. In 1491 the king
of the Kongo (or manikongo), Nzinga Kuwu, converted
to Christianity and was baptized King João I (d. 1506).
His son Affonso succeeded the throne in 1506; he was a
convinced Catholic and initiated closer ties with Portu-
gal. In exchange for the religious services of priests and
a variety of luxury goods, the kingdom exported slaves,
copper, and ivory. By the third decade of the sixteenth
century, Portuguese and São Tomé merchants sought to
circumvent control over trade exerted by the Kongo
Kingdom and set up alternative trading bases. By the end
of that century, the Portuguese had established the colo-
ny of Angola to the south of the kingdom as a central
slave-trading entrepôt.
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In the Kongo Kingdom, organized trade with Portu-
guese merchants was facilitated by a high degree of eco-
nomic and political centralization. Kongo was divided
between wealthy Mbanza towns and Mabata peasant vil-
lages. Estates upon which slaves labored surrounded the
Mbanza towns; the surplus from these estates fed the
urban nobility and provided opportunity for local trade.
Provincial governors appointed by the king extracted a
portion of the surplus for themselves and for the king.
In Mabata villages, corporate kin groups controlled labor
and land. Some produce from villages was also traded
with the towns or sent to the nobles as taxes. A monetary
system based on nzimbu shells (found on the Kongo
coastline) and cowrie shells allowed for extensive taxa-
tion and trade within the interior.

European imports such as alcohol, cloth, iron, mu-
nitions, and religious icons were luxury goods that signi-
fied status for the nobility. Although these imports were
not economic necessities, their distribution helped to ce-
ment alliances and increase followings. Kongolese offi-
cials and nobles controlled trade, including the supply of
slaves. Most slaves were acquired beyond the borders of
the kingdom, through trade and expansionary wars in the
sixteenth century. When warfare declined in the first half
of the seventeenth century, the capture and export of
slaves became less important. Instead, the kingdom in-
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creased exports of cloth to the interior and ivory to the
Atlantic world. The small merchant class was mostly for-
eign and comprised of Portuguese or Africans from
neighboring polities.

By the middle of the seventeenth century the king-
dom was at the height of its economic and political
power. Over the next fifty years, however, rivalry between
the coastal town of Mbanza Nsoyo (or Sonyo) and the
inland capital São Salvador, combined with Dutch and
Portuguese competition over trade, led to civil war and
political disintegration. Portuguese claims over exclusive
trading rights on Kongo’s coast and mining rights in its
interior led to conflict with the kingdom and with Dutch
merchants who offered superior trading goods. In 1641
the Dutch seized and occupied the Angolan port of Luan-
da from the Portuguese. The king of the Kongo, Garcia
II (reigned 1641–1661), contacted the Dutch and sought
to negotiate treaties that would end Portuguese control
over trade. Garcia’s rivals, based in Mbanza Nsoyo, also
sent emissaries to negotiate separate treaties with the
Dutch and implored them not to support Garcia. In
1648, in the midst of negotiations, the Portuguese retook
Luanda and sought to punish those who had supported
the Dutch. They asserted rights over the Kongo’s south-
ern province, Ndembu, and encouraged breakaways
from the kingdom. Garcia’s son, Antonio, who had suc-
ceeded the throne in 1661, led an army of several thou-
sand to meet an army composed of Portuguese and their
African allies at Mbwila in 1665. The Battle of Mbwila
was the most significant armed conflict between Kongo
and Portugal. African irregulars who supported the Por-
tuguese, especially the fierce Imbangala warriors, proved
decisive. Antonio was killed and the Kongolese army put
to rout.

The collapse of Antonio’s army allowed Nsoyo to
gain advantage in their ongoing conflict with São Salva-
dor. The army of Nsoyo attacked São Salvador in 1666
and 1669 in order to place their choice of king on the
throne. The authority of São Salvador disintegrated and
its population decreased from around 60,000 in the mid-
dle of the century to 5,000 in 1670. Warfare continued
when the previous rulers of São Salvador sought Portu-
guese aid to attack Nsoyo. A combined Portuguese and
Kongo force nearly captured Nsoyo, which was rescued
by the arrival of a Dutch ship loaded with military sup-
plies. In 1670 Nsoyo’s army defeated the Portuguese and
Kongo army. This battle secured the independence of
Nsoyo and the remaining Kongo territories from the
Portuguese for the next century, but the wars had moved
the center of power in the kingdom from the interior
capital of São Salvador to the coastal town of Mbanza
Nsoyo.

The Kongo Kingdom would not return to the same
degree of political cohesion and centralization. The slave
estates surrounding the Mbanza towns, the centers of
economic power in the interior, were no more, and there
were few areas of dense settlement. The trade in slaves re-
placed the employment of slaves on vast estates. Local
corporate groups usurped the nobles and officials of São
Salvador as the dominant form of political authority. Al-
though Mbanza Nsoyo provided some opportunity for
the centralization of power, it could never convey its au-
thority over the interior as effectively as São Salvador had
prior to the civil wars of seventeenth century. Decentral-
ized political units, typical of the central African interior,
proliferated and prospered.

Without slave estates, the local nobility relied on in-
ternational trade, especially the slave trade, to secure Eu-
ropean goods and followings. Nobles were often sup-
ported by foreign forces that helped them to defend their
lands and control lucrative trading outlets. Mbanza
Nsoyo negotiated a treaty with the Portuguese in 1690,
but preferred to trade with the Dutch and English, who
were willing to supply munitions. There were several at-
tempts to reunify the kingdom at the beginning of the
eighteenth century. The peasant-based Antonian move-
ment led by the self-proclaimed “Saint Anthony,” Dona
Beatrice Kimpa Vita 1686–1706), attempted to restore
Kongo’s “true” religion (an amalgam of Christian and
Kongo beliefs) and enthrone a single king. It ended in
1706, when King Pedro IV (1671–1718) sentenced Dona
Beatrice to burn at the stake. After the repression of the
Antonian movement, Pedro IV claimed to rule a unified
Kongo. His rule rested on a tenuous set of alliances with
dispersed regional rulers who derived their power and
wealth through trading networks that stretched to slave
markets of the Atlantic world.

S EE A LS O Angola; Arms, Armaments; Brazil;
Empire, Portuguese; Ethnic Groups, Africans;
Factories; Imperialism; Laborers, Coerced;
Laborers, Contract; Slavery and the African
Slave Trade; Sugar, Molasses, and Rum;
Textiles.
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KOREA
By the ninth century Korean shipping dominated North-
east Asian waters. We know this by the Japanese monk
Ennin’s diary of his trip to China (mid-ninth century)
and the excavation of a wreck (1330s) off the Korean west
coast at Sin’an. The wreck contained pharmaceuticals
and sandalwood from Southeast Asia; coins, ceramics,
and bronzes from China; and celadons from Korea. Ce-
ramics from six major Chinese kilns formed the bulk of
the cargo. Sailing from Ningbo in China, the ship was
bound for Hakata in Japan.

From the mid-fourteenth century Japanese piracy
stifled trade. Civil wars and climatic crises pushed starv-
ing Japanese peasants to attack Korean tax grain shipping
and even inland towns. Pirates weakened the Koryŏ
(918–1392) dynasty, and a hero who gained fame against
the pirates established the succeeding Chosŏn dynasty
(1392–1910). As the Yuan (Mongol) dynasty (1279–
1368) gave way to the Ming dynasty (1368–1644), the
northern land route was also endangered.

During the early fifteenth century, Japanese piracy
was quelled by incorporating pirates into a trading struc-
ture that specified ship size, crew size, and cargoes. On
the northern frontier stability came after the Mongol de-
feat and regulation of the Jurchen trade. Trade with
China was conducted in the border region and when Ko-
rean embassies visited the Ming capital. Ming demanded
horses and ginseng (and even women for a brief time)
and gave Korea silk. Through the fifteenth and sixteenth
centuries Japanese traders brought swords, silver, gold,
and copper to exchange for cotton, rice, soybeans, gin-
seng, books, ceramics, and copies of the Tripitaka
Koreana, the world’s most complete collection of Chi-
nese-language Buddhist sutras. As Japan descended ever
deeper into civil war, the demand for Korean cotton in-
creased. The peace was shattered from 1592 to 1597 when
the Japanese civil wars threw up a hegemon who used Eu-
ropean arquebuses (matchlock guns) to invade Korea as
the first step to conquering China.

The post-invasion settlement restricted Japanese to
the single port of Pusan and greatly curtailed trade. Japa-
nese supplied silver, copper, tin, and Southeast Asian
spices and dyes to obtain Korean rice and ginseng, and
Korean and Chinese silk goods. Japanese silver went to
China for the Korean-Chinese trade. China was the
world’s leading importer of silver, from the New World

through Manila, and from Japan through Korea and Na-
gasaki (European and Chinese traders). In the seven-
teenth century Koreans passed on Japanese silver to
China and Chinese silk to Japan. Japanese wanted Chi-
nese silk because Japan lacked a silk industry until the late
seventeenth century. Japanese and Chinese also wanted
Korean ginseng, the finest in the world. Until the early
eighteenth century private Korean-Japanese trade was
dominated by Japanese silver for Korean ginseng and silk
goods, while official trade exchanged Japanese copper,
tin, and Southeast Asian goods for Korean rice and cot-
ton.

In the eighteenth century Japanese policies banned
silver exports, but copper and tin continued in exchange
for Korean ginseng, leather, and marine products. Japa-
nese trade drew off nearly half the rice tax income from
Kyŏngsang Province, the wealthiest of Korea’s eight
provinces, but Japanese copper and tin were needed for
Korean bronze coinage and brassware. Korean silver was
exchanged for Chinese headgear, but in the nineteenth
century, Korean ginseng and leather goods brought Chi-
nese silver. These foreign connections were economically
significant. Although we know trade took place, debates
still rage over trade’s significance to Korea’s overall econ-
omy and whether it produced a deficit or a surplus.

Official ideology eschewed trade as a parasitical ac-
tivity. Physiocratic preferences espoused agricultural
production as the only legitimate source of wealth. The
centralized and bureaucratized Chosŏn state effectively
imposed an orthodoxy: self-sufficient villages practicing
a moral economy produced a stable society. Urban cen-
ters never developed into huge commercial foci like
China or Japan. Foreign policy suppressed the growth of
trade.

A glorification of self-sufficient poverty carried into
the nineteenth century, but political and economic un-
certainties appeared. The 1790s to the 1880s was a “wet”
century, with heavy rainfall and frequent flooding.
Thereafter, the climate shifted rapidly to drought. From
1800, boy-kings controlled by in-law clans took the
throne, resulting in weak leadership. Finally, the “ever-
normal granaries” that stored grain for lean years and re-
leased it in fat years to stabilize prices began to empty
after 1830 and became ineffectual by the 1860s. The gra-
naries reveal the growing impotence and corruption of
government. Rice prices began to rise from the 1830s and
speculation increased.

The system became vulnerable and unable to re-
spond to Japanese imperialism. Japan adopted European
and U.S. mercantilist policies and in 1876 forced open
the Korean economy. The Japanese sought cheap, Korean
rice. Grain exports amplified the trend towards rice spec-
ulation and expanded tenancy. Exports became so great

Korea

H I S T O R Y  o f  WO R L D  T R A D E  s i n c e  1 4 5 0 441



One of three ancient entrance gates that surround Seoul, Korea, leads into the city.  Japan began occupation of Korea in 1910,
marking a period of industrialization and development that was also characterized by Japanese oppression. In 1945, after the end of
World War II, Japan ended its control and a new Korea emerged. It was divided into a northern state under the influence of the
Soviets and a southern state influenced by the United States. © CORBIS. REPRODUCED BY PERMISSION.

that they helped trigger an anti-foreign peasant revolt in
the 1890s that led to Chinese and Japanese troops facing
each other on the peninsula for the first time since the
1590s. Japanese victories in the First Sino-Japanese War
of 1894 to 1895 and then in the Russo-Japanese War of
1904 to 1905 gave Japanese capital a free hand in Korea.

Korea became an agricultural colony under Japanese
dictatorship. In the 1910s Japan became an industrial
power on the back of spun cloth. From 1920 surplus cap-
ital from Japan was allowed into the colony. Nascent Ko-
rean industry emerged, but the rice market continued to
dominate the colonial economy. After 1929 the global
crash curtailed foreign demand for Japanese manufac-
tures, and in October 1930 the Japanese rice market
plunged 33 percent. The shock to the colony was exten-
sive. Tenancy leapt over 50 percent and millions migrat-
ed to Manchuria. Until 1945 the colony continued to
supply rice to the Japanese metropole and became the
commissariat for the Japanese war machine in China.

Liberation in 1945 brought new problems. The first
was severance from the Japanese economy. South Korea
finally normalized relations with Japan in 1965, but

North Korea and Japan had not normalized relations by
2004. The worst problem was the polarization of politics,
exacerbated by U.S. and U.S.S.R. troops and the birth of
the Cold War. Ideological confrontation produced the
Korean War (1950–1953). Millions died and nearly all
cities and industry were reduced to rubble, destroying the
physical plant of the first industrialization. After 1953 a
military stalemate left two antagonistic states on the pen-
insula, and they drew aid from their sponsors.

The 1960s in North and South Korea saw changes
that resulted in industrialized, successful states. The com-
mand economy in the North produced prosperity, and
North Korea became a socialist success story. Politics
overtook economics in the late 1970s, and the economy
slid into decline from the 1980s. Russian aid was with-
drawn after 1989, and severe famine appeared by the late
1990s. Chinese aid continues and is given to forestall a
North Korean collapse and millions of refugees. Eco-
nomic reforms made in the summer of 2002 may indicate
a desire to introduce market mechanisms and make the
transition from communism like China.
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Traffic circles by the Namdaemun Gate in the heart of
Seoul, Korea.  In the late 1980s, solid economic growth in
Korea was achieved through government and business efforts
that promoted the import of technology and raw materials to
fuel investment in key industries. By 2005, Korea had become a
global economic power, ranking thirteenth in the world in
terms of nominal gross domestic product, trade, and exports.
© JOSE FUSTE RAGA/CORBIS. REPRODUCED BY PERMISSION.

In 1960 the per capita annual income in South Korea
was about $60 USD. A military coup in 1961 brought
strong leadership that re-created the state capitalism of
the colonial period. A strong state planned the economy
by apportioning soft loans to a variety of hand-picked
companies that grew into export-oriented, heavy-
industry combines called chaebŏl. Close ties between gov-
ernment and business directed credit to targeted sectors,
kept out competing imports, suppressed labor, and in-
stilled a competitive, export culture. Entire industries
were created from scratch and paid for by strict controls
over consumption and high savings rates. Successor re-
gimes from 1980 to 1992 were corrupt and permitted
high debt to equity ratios, massive foreign borrowing by
business, and financial indiscipline. The Asian financial
crisis from 1997 to 1999 exposed high levels of corporate
debt, but the Korean post-crisis recovery was rapid.

By 1990 about a third of South Korea’s gross domes-
tic product (GDP) was involved with foreign trade. In
2002 South Korea was the world’s twelfth-largest export-
er and the fifteenth-largest importer. It was fifth in global
research and development expenditures as a percentage
of GDP, and a world leader in electronics, automobiles,

chemicals, shipbuilding, steel production, and clothing.
By 2002 per capita income had reached nearly $20,000
USD, on a par with Spain and New Zealand.
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United States.
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Kyŏngsang Province.” Acta Koreana 7, no. 1 (2004): 47–
68.

Oh, Doo Hwan, translated by J. B. Lewis. “The Silver Trade
and Silver Currency in Chosŏn Korea.” Acta Koreana 7,
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KRUPP
For nearly a century, from the late 1860s to 1945, the
German company Friedrich Krupp A.G. epitomized both
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the production and the global trade of war material. In
1851, forty years after Friedrich Krupp had founded the
firm in Essen (Germany), it displayed one of its first pro-
totypes of a cast-steel gun at the inaugural world exhibi-
tion in London. It was, however, the Franco-Prussian
War of 1870 to 1871 that established Krupp’s name and
fame as a major producer of ordnance. In the late nine-
teenth century governments and armies around the
world clamored to acquire Krupp armaments. Although
war material usually accounted for less than half of its
revenues, Krupp became firmly associated with arms
production during World War I, when it was Germany’s
main source for heavy arms. After Germany’s defeat
Krupp was forced to cease both production and export
of war material. Under Hitler, the Nazi regime removed
these restrictions, and Krupp again turned to manufac-
turing massive quantities of armaments for the German
armed forces. During World War II, Krupp contributed
heavily to Germany’s war effort; after 1945 the Allies

punished the firm for the part it played during the Nazi
period. Krupp abandoned the production of arms, but
built on its prewar experience as a major exporter to rap-
idly grow its foreign clientele for its wide variety of indus-
trial products. In 1999 Krupp merged with its largest
German competitor, Thyssen, to form ThyssenKrupp
A.G.

S EE A LS O Arms, Armaments; Germany.
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LABORERS, AZTEC AND INCA
Spanish colonial rule introduced a number of changes to
the lives of Aztec and Inca laborers. These included
changes in goods produced, methods of production, lo-
cations of work, and mechanisms of employment and
control. At the same time, Spanish colonialism tended to
adapt to existing labor practices, so amidst great changes
there was also significant continuity over several centu-
ries. The greatest of these continuities was the agrarian
and generally autonomous character of Indian labor.

CHANGES IN LABOR PRACTICE

In 1450 the vast majority of the millions of indigenous
laborers in the Aztec and Inca Empires engaged in sur-
plus production of agricultural products, including both
subsistence goods and luxury items. Agricultural laborers
cooperated to produce their own subsistence on land
owned by their community, while also providing some
of their surplus production to the imperial state claiming
their allegiance. Artisans and merchants also worked in
the complex imperial economies, generally serving the
luxury demands of the rulers. This system continued into
the early nineteenth century despite the Spanish conquest
of the American empires.

After the conquest, Spanish conquistadors, settlers,
priests, and royal officials competed with one another
and with the Spanish Crown to control the existing sur-
plus production of indigenous laborers. This competi-
tion introduced important changes that affected labor di-
rectly. Gold and silver mining depended on Indian
laborers, who had mined smaller quantities of the metals
before the conquest, but who now did so on a larger scale

in arid northern New Spain or highland Andes silver
mines. Likewise, new agricultural enterprises emerged as
Spanish colonists gained control over potentially produc-
tive land. Crops from America (such as tobacco and
cacao) as well as crops introduced from outside the
Americas (such as sugar) were produced for market using
indigenous labor. Even where Indians retained the land,
markets for their products expanded as a result of colo-
nial commercial connections, so their labor connected
them to buyers much further away. For instance, in
southern New Spain, where Indian laborers retained con-
trol of cochineal production throughout the colonial pe-
riod, the red dyestuff became the second most valuable
export from that colony, after silver.

Perhaps the greatest factor that produced changes in
labor practices was demographic decline, which disrupt-
ed existing labor regimes and practices much more thor-
oughly than did the arrival of Europeans. Diseases deci-
mated indigenous populations, and that in turn affected
labor patterns. One reason was that Spanish settlers could
then gain ownership of potentially useful land without
infringing on the Crown’s protection of land belonging
to indigenous taxpayers. Once they had that land, colo-
nists needed more labor to make the land profitable,
which led to the replacement of Indian labor with African
slaves for certain kinds of enterprises. Finally, once the
land and labor patterns had adjusted to the declining in-
digenous population, a reversal occurred around the
middle of the seventeenth century. The Indian popula-
tion recovered for the next century and a half, but in-
creasing numbers of Indians faced a very different situa-
tion of land tenure and labor practices that required
many laborers who lacked access to subsistence to seek
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A Florentine Codex illustration of an Aztec man harvesting
crops in the sixteenth century. Agricultural laborers within
the Aztec civilization worked in communal fields, producing
crops for their own consumption, as well as providing a surplus
to the ruling class. After being conquered by Spanish explorers,
a huge amount of the indigenous labor force was wiped out
from deadly diseases introduced from Europe.
© BETTMANN/CORBIS. REPRODUCED BY PERMISSION.

employment in cities or on rural estates. This trend, in
turn, promoted the growth of new enterprises such as ob-
rajes, mills that produced textiles for a growing market
that lacked access to household production of such ne-
cessities.

INSTITUTIONS TO CONTROL LABORERS

Under Aztec and Inca rule, labor was organized in fictive
kinship groups in which workers contributed to the com-
munal economy. The Aztec and Inca Empires both
gained control of these existing local institutions by mili-
tary conquest, and they both connected labor to the state
by collecting tribute from the local kin-group leaders.

After the Spanish conquest a series of institutions
emerged to account for the changes in labor practices and
colonists’ demands. Among the first institutions to pro-
vide Indian labor to Spanish employers was the enco-
mienda, in which early settlers received control over the
labor of groups of Indians in exchange for providing mil-
itary service to the Crown and instructing their Indians
in Catholicism.

Although this new institution did not directly under-
mine preconquest practice, as it continued to rely on ex-

isting hierarchies of providing labor and tribute, demo-
graphic decline undermined the viability of the
encomienda. Meanwhile, newly arriving Spanish settlers
who lacked encomiendas wanted laborers. In response,
the Crown in the latter half of the sixteenth century in-
troduced the repartimiento, a rotating labor draft operat-
ed by royal officials by which a portion of potential labor-
ers from every Indian village offered their labor for hire
to Spanish employers.

As Spanish colonists accumulated more land and the
Indian population declined, the repartimiento system,
too, failed to meet the demand for Indian labor. Rotating
labor drafts only survived after about 1630 in the form
of the mita, which provided Indian workers to silver and
mercury miners in the Andes. In the place of state-
directed rotating draft labor arose wage labor, in which
employers offered to pay higher wages to attract workers
for their enterprises. In many instances, in fact, employ-
ers offered advance wages to compete for workers. Wage
labor in various forms also prevailed in many mining
centers. Indians in northern Mexico, for example, could
earn a partido (a share of the ore that they extracted)
while mining. Even at mining centers whose labor came
from the mita, wage labor emerged for skilled jobs in the
refining process.

Thus, like labor practice, institutions of controlling
labor changed over time for laborers within empires in
the Americas. Despite the many changes, a substantial
number of laborers in the late Spanish colonial period
continued to work on agricultural enterprises on land
owned by their own community, just as their ancestors
who lived under Aztec or Inca rule had done. The great-
est difference, in terms of world trade, was that the prod-
ucts of many of these laborers now reached markets
around the world, which had not been true in 1450.
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LABORERS, COERCED
European discovery of the Americas in the 1490s and its
later colonization of the region were associated with the
establishment of plantations, using imported African
slave labor, to produce sugarcane, tobacco, cotton, and
other commodities for export to Europe. In the same de-
cade, the 1490s, the Portuguese explorer Vasco da Gama
(c. 1460–1524) discovered the sea route around the Cape
of Good Hope (modern-day Cape Town) to the Indian
Ocean. This opened up the region to European exploita-
tion first manifested in attempts to control the area’s
long-distance trade in commodities, which included silk
and tea from China, cotton textiles from India, and spices
from diverse places. These silks, tea, cotton textiles, and
spices were not produced by slave labor. In China, silk
was produced by free farmers, and tea was produced by
small-scale free producers using seasonal, migrant labor
to pick, process, sort, and pack the tea. In India, cotton
textiles were produced by free Indian weavers who had
considerable bargaining power in their dealings with tex-
tile merchants (until the eighteenth century, when the
British East India Company restricted their bargaining
power). Similarly, at the time of European intrusion in
the Indian Ocean, spices were not produced by slaves.

In the following four centuries, a number of islands
in the Indian Ocean did import slave labor to produce
plantation commodities for long-distance trade: nutmeg
in the Banda Islands (in Indonesia); sugarcane in the
Mascarene Islands of Mauritius and Reunion (to the east
of Madagascar); and cloves, initially in Ambon (in Indo-
nesia) and later on the islands of Zanzibar and Pemba
(off the coast of East Africa).

BANDA ISLANDS

In 1621 the Dutch conquered the Banda Islands in order
to gain control of the world’s supply of nutmeg. Many
Bandese were slaughtered, and most of the survivors were
deported to Batavia (modern-day Jakarta) and sold as
slaves; the native population of the Banda Islands was re-
placed by slaves procured from other islands of the Indo-
nesian archipelago and elsewhere. When the Dutch abol-
ished slavery in their colonies in 1860 their planters on
the Banda Islands turned to indentured Javanese labor to
provide their labor force. By this time, the Banda Islands

Coolies at work. Despite the official abolishment of the slave
trade throughout the British Empire in 1807, a form of slavery
using workers from India continued well into the twentieth
century. Coolies, as these men were called, worked under
inhumane conditions and punitive contracts that made them
indentured servants. © UNDERWOOD AND UNDERWOOD/CORBIS.

REPRODUCED BY PERMISSION.

no longer had a monopoly in the supply of nutmeg. The
erosion of their monopoly began with the British occupa-
tion of the islands in 1796 during the Napoleonic Wars,
when the British took seedlings of nutmeg to plant in
their colonies in Southeast Asia. In addition, by 1860 the
Dutch were growing nutmeg on other islands of the In-
donesian archipelago.

THE MASCARENE ISLANDS

The first European power to colonize Mauritius was the
Dutch in 1638, but they abandoned the island in 1710.
The French occupied Mauritius in 1721, but in 1810,
during the Napoleonic Wars, the British conquered it.
From the seventeenth century, slaves were imported by
successive European powers from East Africa, Madagas-
car, India, and Indonesia, and by the nineteenth century,
Mauritius had become an important producer of sugar-
cane in the world market. The smaller French colony of
Reunion also had become a producer of sugarcane using
imported slave labor. When slavery was abolished by the
British in 1835 Mauritius turned to indentured labor
from India; when the French in 1848 Reunion initially
turned to indentured labor from East Africa and Mada-
gascar abolished slavery, but from 1861 it became reliant
on indentured labor from India. In 1917 the export of In-
dian indentured labor was terminated.

ZANZIBAR AND PEMBA

In their conquest of the Moluccas group of islands (in
eastern Indonesia) in the seventeenth century, the Dutch
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attempted to gain a monopoly on the production of
cloves, which were indigenous to some of these islands.
The Dutch restricted production to only one of these is-
lands, Ambon, and cloves were produced using slaves im-
ported from other islands in the archipelago. In the fol-
lowing centuries, the planting of cloves gradually spread,
initially to Penang (in Malaysia) and the Mascarene Is-
lands, and then in the mid-nineteenth century to Zanzi-
bar and Pemba, which then came to dominate the world
market for cloves. Cloves had culinary and medicinal
uses, and the main demand came from India and the
Arabian Peninsula.

In the mid-nineteenth century Zanzibar and Pemba
were part of the empire of the sultan of Oman, which in-
cluded coastal East Africa. The clove planters were mostly
Omani Arabs, and the plantations used imported African
slave labor. In 1890 Zanzibar and Pemba became a Brit-
ish protectorate, and in 1897 slavery was abolished in
these territories. The newly freed slaves refused to be-
come wage laborers on the clove plantations; instead,
under the “squatting system,” the ex-slaves grew subsis-
tence crops on their own plots and worked for planters
at certain tasks as day or seasonal workers. For the har-
vest, imported African pickers supplemented the resident
labor force.

OTHER EXAMPLES

In the late seventeenth and early eighteenth centuries
slaves from Africa and Madagascar were shipped by the
Dutch to work in their gold mines on the west coast of
Sumatra (Indonesia). African slaves were also shipped to
work in the pearl fisheries of the Arabian Peninsula; by
the late nineteenth century this region had become the
world’s largest source of supply for pearls. During the
eighteenth and nineteenth centuries the Sulu Sultinate
based at Jolo (in the southern Philippines) raided for
slaves throughout Southeast Asia. Some of the slaves
were used in manning slave-raiding vessels, some were
sold, and others were used on the coasts and in the forests
of Borneo to provide a variety of products for export to
China, including trepang (sea creatures), pearls, and
birds’ nests. The slave system was terminated due to
Spanish intrusion in the late nineteenth century.

CONCLUSION

In contrast to the Americas, where exports of sugarcane,
cotton, tobacco, and other plantation crops were based
on slave labor until well into the nineteenth century, ex-
ports from most of the Indian Ocean region—with the
exception of the areas discussed above—were not gener-
ally based on slave labor. After the abolition of slavery in
the nineteenth century, both areas made extensive use of
indentured labor. Indian indentured workers went to the

tea gardens of Assam (in northeastern India), to the sug-
arcane plantations of Malaysia, Reunion, Mauritius, and
Natal in the Indian Ocean, and to the Caribbean and Fiji
(in the Pacific Ocean). Javanese indentured workers went
to the sugarcane plantations of Suriname (in South
America), the rubber plantations of Malaysia, and the to-
bacco plantations of Sumatra; they also were employed
on many of the other outer islands of the Indonesian ar-
chipelago, and elsewhere. Chinese indentured labor went
to the sugarcane plantations of the Caribbean, the gold
mines of South Africa, and elsewhere. Indentured work-
ers from Japan and the Philippines also were sent to vari-
ous plantation economies, including Hawaii. In the Pa-
cific region, workers from Vanuatu and the Solomon
Islands were recruited on indenture contracts for em-
ployment on sugarcane and copra plantations in diverse
places, including Queensland (Australia), Fiji, Samoa,
and Hawaii. Indentured workers usually served contracts
of three to five years’ duration, and they could be impris-
oned if they breached their contracts by, for example,
running away. It was because of this penal sanction that
indentured labor is called a coercive labor system.

S EE A LS O Coffee; Cotton; Labor, Types of;
Laborers, Contract; Slavery and the African
Slave Trade; Sugar, Molasses, and Rum;
Tobacco.
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LABORERS, CONTRACT

An integral part of European overseas expansion was the
use of explicit, multiyear indentured-labor contracts to
facilitate transoceanic migration. Workers voluntarily
traded contracts on their future labor for transportation
to a new land, thus becoming bound servants for a limit-
ed time. Most were unmarried young adult males moving
from places such as Europe, India, China, Japan, and
Melanesia to newly expanded commercial agriculture in
the Americas, Australia, South Africa, and the South Pa-
cific. The term of the typical adult contract was between
three and five years.

This system became prominent during the seven-
teenth century among English, Scots, and Irish workers
moving to the British Caribbean and North American
colonies. By the eighteenth century French and German
servants joined this trade, going primarily to Canada and
Pennsylvania, respectively. The transatlantic servant
trade disappeared among British, Irish, and French mi-
grants by the Napoleonic Era, and among German mi-
grants by 1820. Approximately half of all European trans-
atlantic migrants were indentured before 1820,
representing around 500,000 souls. These servants domi-
nated the colonial labor force early on, but by 1700 Afri-
can slaves south of Pennsylvania and colonial-born free
workers north of Virginia eclipsed them in importance.

After 1830, the repression of the transoceanic trade
in African slaves and the abolition of African slavery in
many European colonies led to a revival of the transoce-
anic servant trade, especially for tropical sugar planta-
tions. This revival focused on recruiting Asian labor. Be-
tween 1834 and 1918 around 1.5 million indentured
servants from India, 250,000 from China, 80,000 from
Japan, 50,000 from Portuguese Atlantic islands, and
100,000 from Melanesia were sent to British, French,
Dutch, Spanish, German, and U.S. colonies in the Carib-
bean, Indian Ocean, South and West Africa, Malaya,
Australia, Peru, Hawaii, Fiji, and Samoa.

The typical servant contract in the transatlantic trade
was a preprinted, single-page form with blank spaces
where negotiated handwritten terms were added. It speci-
fied the destination, payment of passage, length of servi-
tude, rights of resale, and “freedom dues” to be paid to
the servant upon contract completion—a payment fixed
by law in most colonies. In the pre-1820 European trade,
freedom dues typically were two suits of clothing. In the
post-1830 Asian trade, freedom dues typically were re-
turn-passage tickets. The servant’s work effort and mas-
ter’s provisioning effort were not completely specified.
Contracts typically stated only that servants were to per-
form customary labor and masters were to provide food,
apparel, and lodging.

Because the servant’s passage fare was paid up front,
the servant had an incentive to run away or not work
hard. Running away was criminalized and harshly penal-
ized with whippings and forced contract extensions. The
disincentive to work could be remedied through the con-
tract’s incompleteness. With the servant’s daily provi-
sions not completely specified in the contract, masters
could adjust daily provisions to elicit the optimal daily
diligence from servants.

In the pre-1820 European trade, markets were rela-
tively unregulated and competitive. Prospective servants
bargained with shippers over the length of servitude, fix-
ing the terms of the contract before sailing. At debarka-
tion the shipper sold the contract to the highest bidder,
thereby recouping the shipping expense. Competition led
to servants signing the shortest contracts necessary to se-
cure passage, and to shippers earning zero economic
profits on servant cargo. With contracts fixed preem-
barkation, servants were insured against unexpected
changes in the amount of labor needed to cover the cost
of passage.

The transatlantic cost of passage for all servants was
constant, but labor productivity was not. Less-productive
servants had to sign longer contracts to sell for the same
passage cost. Contract lengths were negatively related to,
whereas auction prices in America were unrelated to, ser-
vant productivity known at embarkation. Servant pas-
sengers were charged about 15 percent more than free
passengers (who paid cash in advance) to compensate
shippers for the added cost of servant default (mortality,
morbidity, and escape) and forgone investment opportu-
nities.

By the mid-eighteenth century a new variant called
redemption came into use in the transatlantic trade, par-
ticularly among German immigrants. These immigrants
signed fixed-debt passage contracts which required them
to sell themselves into servitude at debarkation, if neces-
sary, to clear the debt. Redemption shifted the voyage risk
and resulting forecast error over the amount of labor
needed at debarkation to clear the passage debt from
shipper to migrant. With passage debts, but not contract
lengths, fixed before embarkation, the shippers’ compen-
sation was a guaranteed quantity. Shippers no longer had
to forecast at embarkation the amount of labor needed
in a servant contract for it to sell at debarkation for
enough to cover shipping costs. Instead, at debarkation,
migrants had to offer however much labor was needed
to clear the passage debt contracted at embarkation. Mi-
grants accepted this forecast risk because it gave them
more flexibility in selecting their masters and negotiating
contingency clauses into their servant contracts upon de-
barkation. It also allowed them to combine preembarka-
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tion debts with the passage debt to make one total migra-
tion debt to be paid through servitude.

In the post-1830 Asian trade, markets were more
regulated. For example, in the Melanesian trade to
Queensland, Australia, the British government fixed the
length of labor contracts at three years, fixed servant
wages at £6 per annum, did not allow unrestricted re-
cruiting, and did not allow servants to be auctioned at de-
barkation. Only when planters requested servants were
shippers licensed to recruit the number requested in ex-
change for a set fee per recruit. Officials then assigned ar-
riving servants to planters according to the number re-
quested.

The transatlantic servant trade ended because the
supply of European immigrant servants disappeared, not
because American demand waned. Prospective European
migrants found better employment alternatives, such as
military service during the Napoleonic Wars, or found
better ways to financing passage to America, such as se-
curing remittances from family and friends already in
America. The post-1830 Asian servant trades often were
ended by government action, in conjunction with the
shifting fortunes of the global sugar industry.

The legacy of these servant trades can be seen in siz-
able populations of descendants of these transplanted
peoples in diverse locations around the globe, such as
Western Europeans in North America; Asian Indians in
Fiji, South Africa, and the Caribbean; Japanese in Hawaii
and Peru; Chinese in South Africa and the Caribbean.

CONVICT CONTRACT LABOR

In 1718 Britain began to turn from whipping and brand-
ing convicts to banishing them to work in overseas colo-
nies. Between 1718 and 1775 approximately 50,000 Brit-
ish convicts were sentenced to labor contracts,
transported to America, and sold to private employers.
They represented half of all English arrivals to British
North America during this period. Most were convicted
of property theft. Although transported convicts were
predominantly English and male, approximately 13 to 23
percent were Irish, and 10 to 15 percent were female.

Convict transportees were sentenced either to seven
years (74%), fourteen years (24%), or a lifetime (2%) of
banishment; these terms became the lengths of their
labor contracts. Whereas British courts fixed convict sen-
tences/contract lengths, it was the private shipping mar-
ket that transported and sold the convicts for profit.
Shippers carried voluntary and convict servants, and
upon arrival in the colonies auctioned both groups to the
private employers who bid the highest to defray their
transportation expenses. Shippers were required to show
employers the conviction papers that stated each con-

vict’s sentence and crime. Convicts had longer contracts
than voluntary servants, typically seven versus four years,
and sold for higher prices than voluntary servants, £11
versus £8.5 sterling on average. The higher sale price was
matched by the higher cost of chaining convicts during
shipment and paying jailers’ fees, and most shippers did
not earn excess profits on convicts. The British govern-
ment subsidized one shipper in the London market, who
realized excess profits, gross of political bribes, on trans-
porting convicts.

Before 1776 most convicts were landed in Virginia
and Maryland and employed in agriculture. After auc-
tion, convicts were indistinguishable from voluntary ser-
vants, living and dining with their masters. Criminal con-
viction carried a stigma for which employers demanded
a price discount. Per year of labor, convicts sold for an
average discount of 21 percent over similar voluntary ser-
vants, and convicts guilty of worse crimes, such as arson,
sold for even greater discounts. Because a longer sentence
signaled incorrigibility, employers demanded higher
price discounts per year of labor for fourteen-year versus
seven-year convicts who had committed the same crime.
Employers also paid a premium or received a discount
for certain convict attributes: for example, the very tall
sold for a 20 percent premium, and females who had ve-
nereal disease sold at a 19 percent discount. The fate of
convicts in America postsale is largely unknown, though
roughly 16 percent were advertised as having run away.

Although individual colonies tried to legally prevent
convicts from being imported, the British government
disallowed such laws. With independence, the United
States legally stopped convict importation. In 1788 Brit-
ish convict transportation was shifted to Australia—
which eventually received more than three times as many
convicts as colonial America. Newly constructed peniten-
tiaries designed for long-term incarceration increasingly
replaced transoceanic convict transportation during the
nineteenth century.
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In the early 1600s the Pequot people occupied a
large part of what is today eastern Connecticut, living
in small villages spread out over an area of about
2,000 square miles. In the 1630s the Pequots began
trading with the Dutch and English. By 1637 the
English and Pequots were at war, nominally because of
the killing of two seamen, but actually because of
English attempts to control Pequot territory and force
out Dutch trading rivals. In the beginning the Pequots
were successful against the English and their
Narragansett allies, but in May their main village was
surrounded and attacked, and about 400 Pequots
killed. This was a calamity for a tribe that had already
lost many of its number to disease. Survivors were
rounded up by the English and sold as slaves, either to
other tribes or to the West Indies. Some women and
children were enslaved as servants in the
Massachusetts and Connecticut colonies. English
efforts to eradicate the Pequots failed. By the 1650s
two distinct bands emerged—the Mashantucket
(Western) and the Paucatuck (Eastern) Pequots. Both
groups survived, and the Mashantucket band achieved
federal recognition in 1983.
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LABORERS, NATIVE AMERICAN,
EASTERN WOODLAND, AND FAR
WESTERN

Although early European settlers imagined North Ameri-
can Indians as “naturally lazy,” in reality Native Ameri-
can labor dominated the continent’s economy from the
contact period well into the eighteenth century. Whether
laboring for their own people, trading with Europeans,
or working for others, American Indians contributed sig-
nificantly to the early American and Atlantic economies.
As their Native American independence diminished dur-
ing the eighteenth and nineteenth centuries, individual
Indians turned increasingly to marginal wage labor to
supplement their mixed agricultural and pastoral subsis-
tence practices. With a greater proportion of Indians
moving to urban areas in the second half of the twentieth
century, wage labor became the most common form of
work they performed. Through all of these changes, Indi-
an peoples worked within a larger social and cultural
framework that cannot be separated from the economic
functions of their labor.

For centuries prior to contact with Europeans, Na-
tive peoples divided their own work along gender lines,
reserving some tasks for men and others for women. In
more sedentary, agricultural villages, women nearly al-
ways worked the fields, harvesting and controlling the
distribution of corn, squash, and beans. Men generally
hunted, fished, and conducted warfare and diplomacy. In
societies less dependent on agriculture, Indian women
gathered locally available grains, roots, and berries, while
men performed labors similar to their agricultural coun-
terparts. In all Indian societies, both sexes participated in
trade, producing important goods and taking an active
role in the exchange process itself. The labor invested in
trade served both economic and diplomatic purposes, as
trade partners became military allies and vice versa.

These alliances often organized violence against
common enemies, producing another pool of laborers
for native villages: captives and slaves. Many North
American Indians practiced a form of slavery long before
Europeans brought their own version of slavery to the
continent in the sixteenth century. Ranging from rela-
tively benign systems of captivity and prisoner adoption
to full-fledged, permanent bondage, slavery supple-
mented Indians’ own production (and reproduction)
with the labor of outsiders. The most developed system
of Native American slavery north of Mexico emerged
along the northwest coast, where Indian slaves labored
as a distinct underclass, were bought and sold as com-
modities, and passed their status to future generations.
In addition to the productive work performed by these
slaves, captive-exchange networks also strengthened dip-
lomatic and military relations among neighbors as they
traded captives from shared enemies.
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When European explorers and settlers came to
North America in the sixteenth century, many sought to
capitalize on these indigenous networks, following the
Spanish model of co-opting and expanding Native Amer-
ican slave systems. In the English colonies, Indian slavery
took hold in the first half of the seventeenth century, es-
pecially in Virginia and Massachusetts, where colonists
purchased hundreds of war captives from their Indian al-
lies. Carolinians perfected the practice, trading as many
as 50,000 Indian slaves during the first half century of set-
tlement. In this system, allied nations labored as warriors
and hunters, providing skins and slaves for export to Eu-
rope and the Caribbean. A similar pattern emerged to the
north in New France, where allied nations traded furs
and captives to French settlers, who forced Indian slaves
to work as domestics, farmhands, and semiskilled urban
craftsmen. The Spanish missions of Florida, New Mexico,
and California combined the outright enslavement of In-
dians with a coercive labor regime in the mixed Spanish-
Indian settlements. All together, as many as half a million
Indians either died in captive raids or became slaves of
European colonists.

Despite the extent and severity of Indian enslave-
ment, however, the most important Native American
labor occurred in the arena of trade, where Indians
worked as independent producers of highly desired com-
modities. At first, native peoples along the coast changed
their work habits very little as they offered surplus corn,
worn beaver pelts, or geographic knowledge to the new-
comers. But as transatlantic trade grew in importance,
many nations began to concentrate their labors on trade
commodities, reducing their yields of food and other ne-
cessities. Their high demand for European goods drew
them increasingly into an expanding Atlantic economy,
narrowing their options for mixed economic output and
sparking competition among neighboring groups. Still,
the labors of Native American traders remained under
their own control, especially where rival empires offered
many outlets for the goods acquired by Indians’ initia-
tive.

Over the course of the eighteenth century, Indians’
ability to labor autonomously diminished in direct pro-
portion to their declining population and territory. In
those regions most densely settled by Europeans, Indian
women had to work smaller agricultural plots and Indian
men had to hunt and fish in shrinking or overtaxed for-
ests and streams. European colonists made the most of
the Indians’ misfortune, crafting legal codes designed to
ensnare Indians in coerced labor relationships ranging
from short-term indentured servitude to lifelong debt
peonage. Throughout the continent’s vast interior, how-
ever, Indian labor remained independent, encountering
European economic systems irregularly and with little
transformative impact.

Yet, the pattern of dispossession continued and in-
tensified during the nineteenth century as westward ex-
pansion rapidly displaced a growing number of Indian
peoples, disrupting their economic organization. De-
prived of the territory and demographic strength neces-
sary to maintain historical subsistence and trade prac-
tices, Native Americans increasingly turned to wage labor
to supplement a complex but insufficient economy of
farming, hunting, and trade. Although clearly not “tradi-
tional,” wage labor filled the need for external resources
that was once provided by seasonal migration, hunting,
and gathering. In many areas, local industries such as log-
ging, mining, and commercial farming relied heavily on
Indians’ seasonal labor. Indian villages and reservations
benefited from having access to the commercial econo-
my, but did their best to maintain a distinct social organi-
zation built on diverse, but coordinated, community la-
bors.

Individual wage labor would not predominate
among American Indians until well into the twentieth
century. In the early 1900s, federal policies designed to
lure Indians into paid jobs faltered because they ignored
the social and cultural rationale for their mixed-labor
economies. After mid-century, however, as more and
more Indian workers moved into urban areas, wage labor
became the primary means of subsistence. Still, unem-
ployment and low wages continued to place strains on
these workers, creating real poverty while reviving the
pernicious stereotype of Indian idleness. Yet these carica-
tures of the lazy Indian are largely ignorant. Through
trade, hunting, farming, and warring, Indians were an es-
sential part of the transatlantic regional economy.
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LABOR, TYPES OF
Following the voyages of discovery of Christopher Co-
lumbus in opening up the Americas in 1492 and of Vasco
da Gama in finding the sea route around the Cape of
Good Hope (South Africa) to India in 1497 to 1498, Eu-
ropean geographical expansion was closely linked to
flows of unfree and free labor to the New World, and to
the concomitant growth in commercial agriculture and
mining, and, hence, in the expansion of world trade. This
entry discusses three types of unfree labor flows—slaves,
indentured labor, and transported convicts—together
with free European migrants, and the links between these
labor flows and the expansion in world trade.

SLAVES

The origins of the transatlantic slave trade can be found
in the attempts by Europeans in the early sixteenth cen-
tury to establish sugar plantations using African slave
labor on offshore Atlantic islands: Madeira, Canary Is-
lands, and Sâo Tomé (in the Gulf of Guinea). From these
beginnings, Europeans developed plantations in the
Americas using African slave labor. Before the age of
“mass migration” from Europe, which commenced in
the 1840s, the cumulative importation of African slaves
to the Americas much exceeded the number of free mi-
grants. Whereas about 12 million slaves were imported
up to 1867, when the last slave ship arrived in Cuba, less
than 3 million Europeans emigrated to the Americas up
to the 1830s, although, in following decades, there was
a marked increase. About half of the slaves were shipped
in the eighteenth century. In the Americas, mineral de-
posits were exploited and commodities, notably sugar-
cane, coffee, cotton, and tobacco, were produced on slave
plantations to satisfy the growing demand of European
consumers.

European penetration in the Indian Ocean region
was also closely linked to the growth of world trade. Ini-
tially, Europeans focused on the spice trade: pepper, cin-
namon, cloves, and nutmeg (and its derivative mace),
which were much in demand in Europe as medicine and

to preserve and flavor food. With gradual European colo-
nization of the region, plantations were established to
produce tea, coffee, sugarcane, and other commodities
entering world trade. Although the institution of slavery
preceded European penetration, and Europeans actively
participated in slave markets in the seventeenth and eigh-
teenth centuries, few plantation commodities destined
for Europe were actually produced by slaves. The use of
slave labor was restricted to African slaves on the clove
plantations of Zanzibar and Pemba, islands off the coast
of East Africa; African and Indian slaves on the sugarcane
plantations of the Mascarene Islands (Mauritius and Re-
union); imported Indonesian slaves on the nutmeg plan-
tations on the Banda Islands (in eastern Indonesia); and
African slaves from Madagascar in the gold mines of Su-
matra (in northwestern Indonesia).

INDENTURED LABOR

From the early seventeenth century, about a half a mil-
lion Europeans went to the British Caribbean and British
and French North American colonies as indentured la-
borers. In exchange for a free passage across the Atlantic,
they bound themselves in contracts of indenture to work
for an employer for a number of years, usually four or
five. During the contract they usually were not given a
wage, but received food, shelter, and clothes for their
subsistence. British indentured laborers mainly worked
in the Chesapeake, many on tobacco estates.

Although by 1820 this stream of European inden-
tured workers had ended, the system was revived after the
abolition of slavery in British colonies. Between 1834 and
1917 about 1.25 million Indians were recruited on five-
year contracts for the sugarcane plantations of Fiji, the
Mascarene Islands, Malaysia, Natal (South Africa), and
the Caribbean. Chinese, Japanese, Javanese, and other
Asian labor were also employed as indentured workers
on sugarcane plantations in Queensland (Australia), Ha-
waii, and the Caribbean. Between 1862 and 1914 about
125,000 Pacific Islanders, mainly from the Solomon Is-
lands, Vanuatu, and Kiribati, were recruited on three-
year indentures for employment on the sugarcane and
copra plantations of Queensland, Fiji, New Caledonia,
Samoa, and other islands in the Pacific. A variant of the
system of indentured labor, the enganche system, was also
widely used in Latin America. Under this system, migrant
workers were given a cash advance on signing a labor
contract and they were legally required to work for the
creditor until the debt was repaid.

TRANSPORTED CONVICTS

Before the American Revolution, Britain transported
more than 50,000 convicts to their American colonies,
where they were sold to private employers and worked
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A nineteenth century print of slavery in Brazil.  Portuguese settlers traded Brazilian sugar, rum, and tobacco for African slaves.
By 1852 approximately 3.6 million slaves were brought to the country. © BETTMANN/CORBIS. REPRODUCED BY PERMISSION.

as indentured laborers. Thereafter, from 1787 to 1868,
Britain transported 163,000 convicts to their Australian
colonies. Smaller numbers were sent to Gibraltar and
Bermuda. The French, Spanish, and Portuguese also
transported convicts to their colonies. And within the
British Empire, Indian convicts were transported to the
Andaman Islands (in the Bay of Bengal), Aden, Mauriti-
us, and Southeast Asia.

Convicts were mainly used in constructing the colo-
nies’ physical infrastructure (roads, bridges, buildings,
dockyards, and fortresses) necessary for the establish-
ment of export staple production, but some convicts
were directly employed in the production of commodi-
ties entering world trade. French convicts, for example,
were used in the nickel mines of New Caledonia. And in
Australia, most convicts were assigned to private employ-
ers, and many worked as shepherds in the wool industry.

FREE MIGRANTS

In the century following 1815, some 55 million Europe-
ans migrated overseas, dwarfing the earlier flow of Euro-
pean migrants. Migration was greatest between the 1840s
and 1914, and so this period has been called the “Age of
Mass Migration.” Most went to the Americas, but smaller

flows went to Australia, New Zealand, and South Africa.
Their migration was associated with a vast increase in
commercial agriculture in commodities such as wheat,
corn, and wool, which entered world trade. This was also
the period of the gold rushes—in the late 1840s to Cali-
fornia; in the early 1850s to Victoria (Australia); and in
the 1880s to the Witwatersrand (South Africa). In the pe-
riod after 1914 through to the end of the twentieth centu-
ry, Europeans continued to emigrate, though not on the
scale of the Age of Mass Migration.

COMPARISONS

In comparing these four types of labor flows, important
differences in their gender composition are noteworthy.
Whereas Chinese and Pacific Islander indentured work-
ers were nearly exclusively male, British emigrants to
nineteenth-century Australia, whose passage was paid by
the colonial governments in Australia, had a roughly
even sex ratio. Between two-thirds and three-quarters of
the streams of African slaves, European migrants in the
Age of Mass Migration, and Indian indentured labor
were male.

There were also important differences among these
flows in the extent of return migration. Slaves, inden-
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tured laborers, transported convicts, and free emigrants
generally were settlers, though by the end of the nine-
teenth century, with the greater ease in being able to re-
turn home, about one-third of European free migrants
to the United States returned home. After the completion
of their contracts, about one-third of Indian indentured
laborers were repatriated. The Pacific Islander inden-
tured labor system was, in large measure, a circular mi-
gratory labor system. After a three-year contract in, say,
Queensland, most returned to their home islands and
many were recruited later for a further contract. Others
remained on in Queensland as “time-expired” workers.
But with the federation of Australia in 1901 and the
adoption of the White Australia Policy, which was de-
signed to exclude non-European immigrants, most were
repatriated. The descendants of the few thousand island-
ers who were allowed to settle in Australia have largely
remained a distinct “South Sea Islander” community in
Queensland.

WORKERS IN EUROPE

The geographical expansion of Europe benefited Europe-
an consumers in that they were able to purchase tropical
and semitropical commodities at lower prices. European
capitalists and workers in the manufacturing sector also
benefited in being able to export their manufactured
goods to expanding overseas markets. In the case of Brit-
ish workers, by the last few decades of the nineteenth cen-
tury they were not only receiving higher real wages (in
terms of their purchasing power), but with the Reform
Acts of 1832 and 1867, which widened the electorate and
the growth of organized labor, they were able to effect the
repeal of the Masters and Servants Acts in 1875, which
had made breaking of labor contracts a criminal offense.

SEE ALSO Agriculture; Capitalism;
Industrialization; Laborers, Coerced;
Population—Emigration and Immigration;
Slavery and the African Slave Trade.
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Ralph Shlomowitz

LA ROCHELLE
La Rochelle is now a yachting port about half way down
the west coast of France in the old province of Aunis and
the modern département of the Charente Maritime. Dur-
ing the sixteenth century it became the greatest of the
Huguenot fortified towns and defied a royal siege in
1572. Huguenots and foreign Protestant merchants were
attracted by its remoteness from Paris, whence came per-
secution, there being no big river leading inland like the
Garonne for Bordeaux, the Seine for Rouen, and the
Adour for Bayonne; and it was then surrounded by
swamps. With several satellite ports, notably fishing cen-
ters such as Marennes and La Tremblade on the Arvert
Peninsula, others on the Charente River some 30 miles
south, and on the Sèvre-Niortaise River a few miles
north, La Rochelle built up a great trade with ports in
Protestant Holland and England, the Caribbean colonies,
the Baltic Sea, and the Newfoundland fisheries. Dutch
and English merchants intermarried with local Huguenot
families to form cosmopolitan Protestant communities
that traded with others around the Atlantic and the
North Sea. These communities grew larger with every
wave of emigration to escape from persecution.

In 1552, when La Rochelle had about 20,000 inhabi-
tants, its Huguenot forces seized control of it in an insur-
rection, but remained loyal to the royal government.
During the civil war in 1568 the town defended itself
against Catholic forces and four years later survived a
siege by royal armies, which marked it as a rebellious Hu-
guenot stronghold. It was to remain the strongest of Hu-
guenot fortified towns until October 1628, when it sur-
rendered after another long siege by royal forces that, in
1620, had launched campaigns against the Huguenots in
southwestern France. Louis XIII (1601–1643) and Cardi-
nal Richelieu (1585–1642) made it the headquarters of
their new Company of New France (Compagnie des Cents
Associés), a missionary agency to which they awarded a
monopoly of trade with Canada in order to pay for mis-
sionary work. Until the conquest of Canada in 1759,
more ships sailed to Quebec and Acadia from La Rochelle
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than from any other port, except during wars at sea when
the bigger port of Bordeaux eclipsed La Rochelle in the
Canada trade.

Beginning with the “sugar revolution” of the 1640s,
La Rochelle developed a brisk trade with Martinique and
Saint-Domingue in sugar and slaves. It had always traded
in the brandy and cheap white wines of Saintonge, and
the paper produced by Dutch immigrants in Angoumois,
and from 1665 it was the mainstay of the new naval base
at Rochefort on the Charente River, supplying the navy
and helping to finance it. Rochefort was assigned to the
naval care of New France, and so these twin ports, with
their smaller satellite ports, became the French center of
shipping to and from North American colonies. As one
of the great ports of medieval and early modern France,
La Rochelle was granted its own Royal Academy of
Belles-Lettres in 1734.

Over the two centuries after France lost Acadia and
Newfoundland in 1715 and Canada in 1759, the Ro-
chelais turned to fishing, Great Britain having allowed
French ships to fish for cod on the Newfoundland banks
from the islands of Saint Pierre and Miquelon. La Ro-
chelle’s ancient harbor was too small any longer for
ocean-going freight, but trade went on out of La Pallice,
almost a suburb, the only big ocean port directly on the
Atlantic between Brest and Lisbon. In the 1980s Spanish
fishermen took over the fisheries and La Rochelle lan-
guished until it built a large yachting basin at Les Min-
imes nearby.

SEE ALSO Agriculture; Bordeaux; Canada;
Cargoes, Freight; Cargoes, Passenger;
Chambers of Commerce; Containerization;
Empire, French; France; Free Ports; Harbors;
Marseilles; Nantes; Paris; Port Cities.

BIBLIOGRAPHY

Bosher, J. F. Business and Religion in the Age of New France:
Twenty-Two Studies. Toronto: Canadian Scholars’ Press,
1994.

Faust, Katherine Louise. “A Beleagured Society: Protestant
Families in La Rochelle, 1628–1685.” Ph.D. diss.
Northwestern University, 1980.

Parker, David. La Rochelle and the French Monarchy: Conflict
and Order in Seventeenth-Century France. London: Royal
Historical Society, 1980.

Robbins, Kevin C. City on the Ocean Sea: La Rochelle, 1530–
1650, Urban Society, Religion, and Politics on the French
Atlantic Frontier. Leiden, Netherlands: E. J. Brill, 1997.

J. F. Bosher

LAW, COMMON AND CIVIL
Most developed countries today have law derived from
one of the traditions of Western Europe. Non-European

countries that were colonized by the English typically
make use of some variety of the English “common law,”
a body of law based historically on judicial precedents
handed down in the royal courts of England from the late
twelfth century onward. Major common-law countries
include the United States, India, and Australia.

Non-European countries that were not colonized by
the English generally have borrowed from one of the
“civil-law” traditions of continental Europe. “Civil law”
is not a simple category. Scholars distinguish between
several civil-law “families,” of which the most important
are the French (or Romance) family and the German
family. Civil-law systems also developed from roughly
the twelfth century onward. But instead of being based
on judge-made precedents, they grew out of a complex
mix of ancient Roman law, canon law (the law of the me-
dieval Christian church), and local custom.

The differences between the these two traditions are
largely the differences between a law historically made by
judges, on the one hand, and a law historically made by

A portrait of the famous British jurist Sir William
Blackstone (1723–1780). Blackstone wrote Commentaries on
the Laws of England, a publication that would come to be
known as the most comprehensive reference tool on English law.
The Supreme Court still refers to this publication when
discussing historical issues related to English common law.
© BETTMANN/CORBIS. REPRODUCED BY PERMISSION.
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professors, on the other. The medieval civil law was pri-
marily the creation of university professors, who began
writing orderly treatises on Roman and canon law as
early as the twelfth century. During the early modern pe-
riod, the traditions of the civil law were presented in sys-
tematic form in the texts of jurists such as Jean Domat
(1625–1696). By the late eighteenth century, those sys-
tematic treatises were used as the basis of codes, system-
atic and principled treatments of a particular area of the
law. Today virtually all civil law traditions are largely
based on such codes, the descendants of the premodern
treatise-writing tradition. The French civil-law tradition,
most famous for the Code Civil (1804), has been particu-
larly influential in Latin America and in parts of the Mid-
dle East, including Egypt. The German civil law tradition,
most famous for the German Bürgerliches Gesetzbuch
(1900) and the Swiss Bürgerliches Gesetzbuch (1912) has
been particularly influential in East Asia (Japan, Korea,
China) and Turkey.

The common law, by contrast, was created by judges
rather than by university scholars, and its treatise-writing
tradition has always been relatively weak. Although there
have been some important common-law treatises—
notably that of the English jurist Sir William Blackstone
(1765–1769)—common-law systematic legal scholarship
has never attained the depth or enjoyed the influence of
civil-law scholarship. The has resulted in the basic con-
trast between the common and the civil law: on the one
hand, we find a relatively unsystematized, precedent-
based, judge-centered tradition (the common law); on
the other, strongly systematized, treatise- and code-based
traditions (the civil law).

This contrast should not be overdrawn. Judicial pre-
cedents are often invoked in the civil-law world. More-
over, in both common-law and civil-law worlds, there is
plenty of law that is based neither on precedent nor on
the classic type of civil-law code. Instead, much of the law
in every part of the world is made by legislatures that dis-
play scant concern for the traditional forms of code-
based and precedent-based law. Nevertheless, there re-
main differences between the two traditions that may be
of significance for our understanding of the history of
world trade.

Some of the differences are methodological, having
to do with the degree of systematization and certainty in
the law. Because civil-law systems have always been more
systematic than common-law systems, they aim for a
higher degree of predictability and certainty. A classic
civil-law code such as the German Bürgerliches Gesetz-
buch purports to resolve all possible legal questions in ad-
vance, through the rigorous application of a few basic
principles of law. The common law, by contrast, leaves
many questions unresolved. Common-law judges are

subject to a “case or controversy” requirement, which
permits them to decide only the dispute before them.
This means that no common-law decision can ever offer
a complete systematic review of the law in any area. In-
deed, important legal questions can sometimes go unan-
swered for long periods, leaving common lawyers in a
limbo of uncertainty.

There are also institutional differences, differences in
the relationship of these traditions to state power. The
rules of civil law are largely drafted by professors and civil
servants, who are typically members of the state bureau-
cracy. The rules of the common law, by contrast, are
largely created by judges who regard themselves as pro-
viding a check on executive power.

Finally, there are also differences in the substance of
some legal rules. In particular, the common-law tradition
embodies a more lenient attitude toward commercial
morality. For example, the common law of contracts has
a strong caveat emptor (“let the buyer beware”) norm,
imposing relatively few duties on sellers. The civil law, by
contrast, generally holds both sellers and buyers to strong
duties of “good faith.” The common law also traditional-
ly permits contract parties to breach with relative ease,
paying money damages in lieu of performing their con-
tractual obligations. Civil-law systems are more willing
to require parties to perform. In these and other ways,
the civil-law tradition seems to hold actors to a more ex-
acting standard of commercial morality, whereas the
common-law tradition seems to tolerate a relatively
“freer” free market. The same contrast can be seen in
areas such as employment law. The common law has a
relatively strong “employment-at-will” norm, generally
putting fewer restrictions on the power of employers to
discharge their employees. Continental legal traditions,
by contrast, generally make it more difficult to discharge
workers. Here again, we can see that the civil-law world
generally imposes stricter limits on market behavior than
does the common law.

What difference do these differences make? Most
discussions have focused on the contrast between the
methodological approaches of the two traditions. In par-
ticular, they have focused on the question of systematici-
ty and certainty. The basic terms of the debate revolve
around the so-called “England problem” of Max Weber
(1864–1920), writing in the early twentieth century.
Weber’s account of capitalism emphasized the impor-
tance of calculability: he believed that market actors
needed maximum certainty in order to plan their trans-
actions. Accordingly, he regarded civil-law systems of the
German type as essential to the making of a functioning
capitalist order. England thus presented him with a puz-
zle. On the one hand, England seemed to offer the para-
digm of a successful capitalist order. On the other hand,
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the English common law seemed to offer the model of
a system that provided relatively little by way of legal cer-
tainty.

This “England Problem” has attracted more atten-
tion than any other topic in the literature. Some scholars
have tried to resolve the Weberian puzzle by insisting
that the common law is in practice less uncertain than
it seems: judicial decisions, they argue, can be predicted
with sufficient accuracy to meet the needs of business.
Others have argued that Weber was simply wrong about
the importance of legal certainty: business, they have
maintained, can function even in the absence of perfectly
predictable law.

Yet other scholars have rejected the Weberian ap-
proach entirely. Friedrich Hayek (1899–1992), in partic-
ular, did not view the question of methodology as funda-
mental at all. Instead, Hayek focused on the differences
in institutional structure. The common law, in Hayek’s
view, with its tradition of an independent and powerful
judiciary, was better suited to sustaining values of liberty
than the civil law. The separation of powers was funda-
mental to the maintenance of liberty, and liberty in turn
was fundamental to the making of a healthy commercial
order. Hayek’s claims have been revived recently by some
U.S. legal scholars.

These debates have not been settled by any means,
and there remain many unanswered questions. The dif-
ferences in the substantive rules of the two traditions
have received relatively little attention: We know much
less than we would like about the history and impact of
the relatively more lenient market morality that seems to
characterize the common-law tradition. Historians may
have been too slow to observe that the most important
advances in early-modern commercial practice began not
in England but in the Netherlands, a center of the study
of civil law. Nor have historians carefully addressed the
possibility that differences in legal tradition do not mat-
ter at all.

For purposes of the history of trade, it is especially
important to observe that scholars have often framed
their questions carelessly. In particular, the literature
does not always carefully distinguish between capitalism
and commerce. This is especially significant for purposes
of understanding the history of long-distance and bulk
trade, since these are areas in which disputes historically
have been resolved by reference to commercial law.
Commercial law is a body of law independent both of the
core provisions of the common law and of the core provi-
sions of the civil law. It is arguably the case that a sound
legal history of trade should focus entirely on commercial
law, paying little attention to either the common-law or
the civil-law traditions.

S EE A LS O France; Theories of International
Trade.
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James Q. Whitman

LAW, INTERNATIONAL (LAW OF
NATIONS AND LAW OF THE SEA)

Since the end of the Middle Ages, international law and
international trade have evolved in an encompassed
manner to become distinctive aspects of Western civiliza-
tion. Their progressive worldwide spread exemplifies the
global society we inhabit, one governed by a system of
rules applicable to the relations among states, interna-
tional and regional organizations, private companies,
and individuals. The origins of this phenomenon lie in
the emergence of the first European nation-states and the
philosophical, political, economical, and practical theo-
ries regulating them.

ORIGINS

If it is true that in principle in the Mesopotamian, Egyp-
tian, Chinese, Roman and Pre-Columbian civilizations
some traces of some elements of the modern internation-
al law system can be identified, in practice their institu-
tions and procedures are not comparable with the ones
created in Europe from the twelfth century onwards and
thereafter exported to the rest of the world. The twelfth
century marks the beginning of the unification and cen-
tralization of power in England and France, as well as the
unstoppable rhythm of the Spanish reconquest of the
Iberian Peninsula.
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Hugo Grotius (1583–1645). The Dutch jurist’s treatise De Jure
Belli ac Pacis held that natural law was necessary to regulate
international relations. TIME LIFE PICTURES/GETTY IMAGES.

REPRODUCED BY PERMISSION.

This political process occurred simultaneously with
the apogee of the Hanseatic League, which united in one
system of trade the entire area from London and Bruges
to Finland and Russia. In England the flourishing local
and regional trade produced a Law Merchant, which was
intended to regulate commerce and maritime operations,
and which constitutes and embryonic international trade
law. In the Mediterranean, Arab control was increasingly
disrupted, and the Italian city-republics of Genoa and
Venice, as later the cities of Florence and Milan, acquired
a dominant role in basic finance and in the trade of cot-
ton, silk, camelhair, perfumes, medicines, precious
stones, and other commodities.

In the same period an age of discovery was initiated
when the Portuguese started to search for a direct route
to the Far East, which in 1419 had reached Madeira, in
1487 the Cape of Good Hope, and in 1498 India. The
Portuguese expansion was in close competition with a
Spanish expansion, which in 1492 completed the expul-
sion of the Moors from the Iberian Peninsula and discov-
ered America; Spain, with its strongly regulated approach
to overseas trade, later projected its control over the ex-
pansive Pacific Rim. During the seventeenth century the

Spaniards were followed and eventually outstripped by
the Dutch, French, and British.

PRECEPTS

From the fifteenth century, the simple customary rules
under which states operated vis-à-vis other states proved
to be increasingly insufficient to regulate the more com-
plex conflicts of interest that arose between consolidated
political entities. This tradition was heavily influenced by
the work of Thomas Aquinas (1224–1274), who pro-
posed that natural law applied to relations among states.
During the Age of Discovery these ideas were reexamined
by, for instance, the Spanish Dominican Francisco de Vi-
toria (1486–1546) who, out of concern for the aboriginal
rights of American Indians, stated that the sovereignty of
the state had to be limited by natural law. Similarly, the
Jesuit Francisco Suárez (1548–1617) established that nat-
ural law was immutable and obligatory, and that it was
different from the jus gentium (law of man), which was
based on custom and therefore mutable. Such ideas were
contested, as by the Italian lawyer Alberico Gentili
(1552–1608), whose De Jure Belli Libri Tres (Three Books
on the Law of War, 1598) secularized discussion of the
power of the state, and the justice and injustice of war.

The views of Vitoria, Suárez, and Gentili were later
summarized and contextualized by the Dutch philoso-
pher, poet, and diplomat Hugo Grotius (1583–1645),
who in 1625 published the highly influential treatise De
Jure Belli ac Pacis (On the Law of War and Peace), a work
that provided a comprehensive interpretation of natural
law and excised international law from theology. Accord-
ing to Grotius, the states could decide according to their
individual interests, but had to accept that natural law
was necessary to regulate international relations, inas-
much as it emerged from the exercise of the human rea-
son to indicate what was morally right or wrong. This law
recognized a number of rights as belonging to the states:
the rights to equality, independence, international re-
spect, and international trade.

In making his argument, Grotius contested the posi-
tion of French philosopher Jean Bodin (1530–1596), who
argued in his Six Books of the Republic (1576) that all
power rested with the state sovereign and was indivisible,
perpetual, and supreme. Grotius’s point of view was sus-
tained by Thomas Hobbes (1588–1679) who, in publish-
ing Leviathan (1651), insisted that the state was necessary
to avoid social chaos.

Nevertheless, the intellectual debate on the limits to
sovereign power in the international arena continued. In
1672 German jurist Samuel Pufendorf (1632–1694) pub-
lished Of the Law of Nature and Nations, a treatise in
which he equated international law with natural law. The
conflation was contested, most notably by Richard Zou-
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che (1590–1660), Cornelis van Bynkershoek (1673–
1743), and Christian von Wolff (1679–1754), exponents
of the so-called positivist school, which advocated the
analysis of legal issues using only the empirical method,
not innate principles or natural law.

Wolff’s disciple Emmerich de Vattel (1714–1767)
published the Principles of the Law of Nature Applied to
the Conduct and Affairs of Nations and Sovereign (1758),
in which he combined both approaches: orienting the
principles of the natural law in practical manner, and in-
troducing the idea of equality of states into the doctrine.
The combination influenced those asserting themselves
in the American and French Revolutions and, later, in the
Latin American wars of independence.

The positivist approach to international law domi-
nated thinking in the nineteenth century and divided
into two schools: the monist, which claimed there was
one central principle that links internal law and interna-
tional law, and the dualist, which argued for finding com-
monality between the two.

The heritage of the eighteenth-century formulation
and positivist-era thinking indelibly imprinted legal
thinking in the twentieth century. In time, after both
world wars, it undergirded the creation of the Society of
Nations (1919), the United Nations (1946), and various
Bretton Woods institutions, notably the World Bank and
the International Monetary Fund. It also underlay the
General Agreement on Trade and Tariff (GATT, 1948),
a juridical instrument and forum devised to liberalize
and increase international commerce, whose framework
and diplomatic experience proved to be fundamental to
the creation of the World Trade Organization (WTO) in
1994.

ECONOMIC INTERESTS AND THE
LAW OF THE SEA

A main component of the sovereign power for the mod-
ern nation-state is control over a territory. This principle
was most notably enunciated by Grotius, who, desiring
to promote the commercial interest of Dutch overseas,
proposed the principle of mare liberum (freedom of the
seas). This idea was initially disputed by the English law-
yer John Selden (1584–1654), who countered with the
idea of mare clausum (a sea closed), an idea that sup-
ported England’s own interest above those of other Euro-
pean powers.

The principle of freedom of the seas was formally
recognized by the Congress of Vienna (1815) and became
a keystone of modern international law. Nonetheless, its
application was a subject of deep dispute among the dif-
ferent maritime powers. In recent times the dispute has
surfaced between developed and underdeveloped coun-

tries. In 1958 a United Nations conference was called to
address the issue; this legislated the problem in four sepa-
rate conventions: Territorial Sea and Contiguous Zone;
High Seas; Fishing and Conservation of the Living Re-
sources of the High Seas; and the Continental Shelf. The
institutions that this conference set up were later consoli-
dated and harmonized in the Convention of the Law of
the Sea (agreed, 1982; effective, 1994). The impact of this
convention on maritime trade is manifold: it establishes
the territorial sea limits of coastal states; it delineates
their fishing and mining jurisdictions with respect to an
Economic Exclusive Zone and the Continental Shelf; it
defines the legal status of seabed resources lying outside
the national jurisdictions; it sets navigational rights; it
sets standards for the conservations and management of
marine resources; and it calls for protection of marine
environment.

S EE A LS O GATT, WTO; Theories of
International Trade.
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LEE KUAN YEW
1923–

Lee Kuan Yew is a fourth-generation Singaporean. Just
nineteen when the Japanese invaded Singapore, he
learned Japanese and found work as a translator. In 1946
Lee left to read law at Cambridge University, where he
succeeded brilliantly. Decolonization and leftist policies
helped to form Lee’s views. Practicing law after returning
to Singapore in 1950, Lee was also a founder of the Peo-
ple’s Action Party (PAP) in 1954. Preaching socialism
and an end to British rule, the PAP gained the support
of Singapore’s majority Chinese-educated and China-
oriented population and won the 1959 parliamentary
elections. Lee served as Singapore’s prime minister from
independence in 1959 to 1990.

Lee Kuan Yew
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Singapore inherited a successful economy and a sta-
ble and efficient administration. Lee and the PAP built
on Singapore’s superb geographical location and historic
development as a highly globalized, successful free port.
Economic progress was exceptionally rapid, and manu-
facturing by foreign multinationals exporting to the West
and Japan became important. Singapore’s post indepen-
dence development in many ways resembled the city-
states of twelfth- to fifteenth-century Italy, above all in
the large role of trade (Singapore’s trade is 3.5 to 4 times
its GDP, the world’s highest ratio) and a stable currency.

The PAP still rules Singapore, and Lee, after stepping
down as prime minister in 1990, became senior minister.
He has argued for a semi authoritarian, state-directed
strategy of economic development said to encompass
“Asian values.” Lee’s son, Lee Hsien Loon, became prime
minister in late 2004, and other family members hold
several other important government jobs.

SEE ALSO China; Developmental State, Concept
of the; Empire, British; Free Ports;
Nationalism; Singapore.
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LEOPOLD II
1835–1909

Leopold II was Belgium’s second king after its separation
in 1831 from Holland, which had deprived Belgium’s in-
dustries of their Dutch East Indies markets. His drive to
create new overseas markets for Belgium led to the
founding of the Congo Free State in 1885 and failed at-
tempts at colonizing along the upper Nile and in China.
Even before becoming king in 1865, Leopold had traveled
to Turkey, Egypt, India, and China, and had said that
Belgium needed colonies for its economic well-being.
This dream was fulfilled in 1885 when the major powers
at the Berlin Conference granted Leopold’s International
Congo Association sovereign power over the Congo.
Lacking the resources to develop the Congo, he ceded
huge portions of land—some of them much larger than
Belgium itself—to concession companies with private ar-
mies that plundered the rubber and ivory resources of the
Congo’s forests and terrorized the population. When

these abuses became known to the wider world in 1904
and 1905, the resulting international outcry forced the
Belgian government in 1908 to take over the Congo,
which was by then bankrupt and denuded of its most ac-
cessible natural resources. A series of reforms followed,
but they were insufficient to overcome the bitter legacy
of Leopold’s rule.

S EE A LS O Africa, Labor Taxes (Head Taxes);
Copper; Empire, Belgian; Gold and Silver;
Imperialism; Laborers, Coerced; Laborers,
Contract; Mining; Rubber; Slavery and the
African Slave Trade.
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LEVANT COMPANY
The Governor and Company of Merchants of England
trading into the Levant Seas—usually referred to as the
Levant Company, or Turkey Company—was founded by
royal charter in 1581. Its powers in the seventeenth and
eighteenth centuries were derived from fresh charters in
1606 and 1661 that gave to its members the sole right to
trade between England and the Ottoman Empire.

The company was not itself a trading organization;
instead, its members traded individually as independent
merchants, subjecting themselves to the restrictions im-
posed on Levant Company members. Royal charter
granted monopoly rights to the company. Although it
was not forbidden for nonmembers to trade in the Le-
vant, the company imposed on their goods an extra duty
of 20 percent, which was prohibitive. It was not par-
ticularly difficult for a (London) merchant to be-
come a member of the company, but admittance to an
apprenticeship was more expensive than with any other
company.

Ottoman political culture was so different from that
of early modern Europe that Westerners were reluctant
to risk their businesses unless they were assured of some
special protection. This took the form of the so-called ca-
pitulations, charters of privilege granted by the Ottoman
government that conceded special rights and favors. The
Levant Company’s original capitulation, of 1580, was re-
newed nine times and definitively confirmed with the ca-
pitulations of 1675, which remained in force until the
end of the Ottoman Empire in 1923. The main provisions
reduced customs tariffs and other taxes on imports and
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exports and transits. Freedom of travel and residence
within the Ottoman domains and a limited degree of ju-
dicial extraterritoriality were among the privileges grant-
ed to foreign traders.

The Levant Company was an expensive establish-
ment to run. The levies the company imposed were
meant mainly for its upkeep, and were moderate in times
of peace. For example, 1.5 to 4 percent of the value of
every exported cloth and 3.5 percent per pound white silk
imported was paid in London; in the Levant ports the
charges collected by the consuls varied. During wars,
when trade was reduced, the lasting expenses of the per-
manent establishment became a heavy burden.

During the reign of Queen Elizabeth I (1558–1603)
English trade with the Levant was resumed after the old
established connection via Antwerp had been cut defini-
tively because of the occupation of this commercial me-
tropolis by Spain. The Ottomans promised safe passage
for William Harborne, a factor for the London merchant
Richard Staper, to open trade under French protection,
and in 1580 they granted him a charter of privileges (ca-
pitulations). In 1581 Osborne, and his associates, all Lon-
don merchants, acquired an English royal patent for
seven years. The resulting Levant Company opened En-
glish consulates all over the Ottoman lands, including in
Egypt, Syria, Algiers, Barbary, Patras, Morea, and Chios.
In its early days the company’s profits were up to 300 per-
cent. Exports to the Levant consisted mainly of cloth and
tin; imports included raw silk, mohair, wool, yarn, car-
pets, drugs, spices, indigo, currants, and cotton. Shipping
touched at ten ports using nineteen ships, including
the largest ones then known in the merchant service.
When its charter expired in September 1588 the compa-
ny was rechartered as part of a merger with the Venice
Company.

In 1600 the English Crown cancelled the royal char-
ter when the company resisted government demands to
share its profits accruing from the lucrative levy imposed
on nonmembers for currants produced in the Venetian
possessions in Morea and Crete. A renewal eventually
was issued on December 31, 1600, confirming the 1592
charter but demanding that the company make an annu-
al treasury contribution of £4,000 (the equivalent of the
currant monopoly levy). Conflict and renegotiation con-
tinued, but the basics of the charter remained in force
until 1825.

During the first half of the seventeenth century ex-
ports to the Levant were mainly English cloth, tin, lead,
furs, and pepper. The English were able to balance their
trade with the Levant. The Dutch wars (1652–1654) led
to a breakdown of control of the company in London,
and loss of Istanbul abassador’s authority led to dissen-
sion in the Levant factories. Regulations were ignored,

local treasurers became corrupt, consulage fees were not
paid regularly, private debts were charged upon the com-
pany’s funds, and factors conducted unlawful private
trading. Deficits in the factories of Izmir and Aleppo were
large, and the Istanbul factory was closed. English trade
dwindled to nothing in contrast with the Dutch rivals.

But the anti-Dutch policy of Oliver Cromwell’s par-
liamentary regime (1653–1658) and cooperation with
France brought a new, definitive supremacy of English
over Dutch Levant trade, but the English remained sec-
ond to the French in Mediterranean trade. The policies
of England’s King William III (r. 1689–1702) further re-
duced the Dutch position, and English Levant trade
reached its apex in the 1670s and 1680s. But competition
arrived from the East India Company, and from the
French government of Jean-Baptiste Colbert, which es-
tablished Levant companies at Paris and Marseilles in
1685 and 1689. In what was the greatest disaster in the
history of the Levant Company and of Dutch navigation
into the Mediterranean and Levant, the Anglo-Dutch
Smyrna Fleet of 400 heavily loaded merchantmen sailing
in convoy under heavy escort was attacked on May
30,1693 by the French fleet in Lagos Bay off the coast of
Portugal.

The following years proved the remarkable resilience
of the Levant Company’s organization. Trade went on
profitably, with imports exceeding exports (though they
were small compared to France’s Levant trade). During
the reigns of William III and Anne (1689–1702; 1702–
1714) England gained control of the main areas of over-
seas trade and made safe its Levant shipping routes. Dur-
ing the first half of the eighteenth century, in spite of an
enlarged membership, the competition with the East
India Company and changes in demand in the Ottoman
and English markets brought the company’s decline. By
1767 the company could no longer meet its deficits, and
until 1802 it relied on an annual government subsidy of
£5,000. But Bonaparte’s Egyptian expedition (1798–
1799) caused the total collapse of the French Levant
trade, and once again the British possessed a virtual mo-
nopoly on trade in the Mediterranean. By 1809 all the old
rivals had disappeared, mainly because of the enormous
expansion of industry in England, especially cotton man-
ufactures. British exports to the Levant increased from
£311,029 in 1812 to £806,530 in 1818. Membership in-
creased to 816 new names in 1820, as compared to 400
in 1797.

Finally, though, the expanding power of the state
was the decisive factor in the demise of the company. All
of the company’s consular establishments taken over by
the British Board of Trade in 1825, and special court sur-
rendered the charter. An act of Parliament repealed all
statutes relating to the Levant Company, and all its pos-
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sessions and liabilities were transferred to the govern-
ment.

SEE ALSO Accounting and Accounting
Practices; Bengal; Board of Trade, British;
Bonaparte, Napoleon; Caravan Trade; East
India Company, British; Coffee; Cotton; Egypt;
Elizabeth I; Empire, British; Empire, Dutch;
Empire French; Empire Ottoman; Empire,
Portuguese; Entrepôt System; Gold and Silver;
Mediterranean; Mercantilism; Millets and
Capitulations; Monopoly and Oligopoly;
Partnerships; Piracy; Protection Costs; Silk;
Smuggling; Spices and the Spice Trade;
Textiles; Venice.
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LIN ZEXU
1785–1850

Lin Zexu played a crucial role in bringing about the
Opium War (1839–1842) between China and Great Brit-
ain, and thus the treaty port era that followed British vic-
tory in that war. Born in 1785, Lin completed the civil
service exams in 1811 and rose rapidly thereafter. He was
part of a group of officials and scholars who favored prac-
tical study and hard-line frontier policies, whether in
Central Asia or in Canton, where he was transferred in
1838 specifically to deal with the opium trade. Opium
imports began about 1700 but soared in the late eigh-
teenth and early nineteenth centuries, multiplying
roughly forty-fold between 1767 and 1838; 1838 imports
were enough for at least 2 million addicts, and perhaps
as many as 10 million. The resulting silver drain strained
China’s fiscal and monetary systems. Earlier discussions
of possible opium legalization were shelved, and Lin
began to crack down on both addicts and importers.
When Lin confiscated and burned British opium stocks,
London chose war, and British gunboats (which used
steam to sail upriver behind Chinese forts) prevailed. Lin
was dismissed and sent into exile in the far west of China;
he died in 1850, just as he was being recalled to service.
Though his policies failed, Lin became an enduring sym-
bol of incorruptibility and patriotism.

S EE A LS O Alcock, Rutherford; Canton System;
China; Drugs, Illicit; Empire, British; Empire,
Qing; Factories; Guangzhou; Hong Kong;
Imperialism; Jardine Matheson; Tea; Treaties.
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LISBON
For purposes of commerce, colonization, or warfare, Lis-
bon provides the best deepwater harbor in southwest Eu-
rope. Prevailing Atlantic wind and current patterns give
Lisbon a geographic advantage for shipping bound from
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northern Europe to the Mediterranean, West Africa, Asia
(by either cape route), and the Americas. Voyages of dis-
covery by Bartolomeu Dias (Cape of Good Hope), Vasco
da Gama (India), and Pedro Álvares Cabral (Brazil) all
departed from Lisbon; the port was Columbus’s first Eu-
ropean landfall after his pathfinding Caribbean voyage,
and the Spanish Armada fitted out there in 1588.

From 1415 to 1975, Lisbon was the imperial govern-
ing center and principal trade hub of a worldwide colo-
nial and commercial network. The Portuguese economy
of the sixteenth and seventeenth centuries was based on
spices and luxury goods from Asia; sugar and tobacco
from Madeira, the Azores, and later Brazil; and salt from
southern Portugal. In the eighteenth and nineteenth cen-
turies, the imperial economy shifted decisively to the At-
lantic: The mainstays were Brazilian gold and leather,
Angolan slaves, and Portuguese wine. Foreign investment
supported early trade with Asia; German Fuggers, Vene-
tian merchants, and the Medici all provided finance to
the Portuguese crown in the sixteenth century.

An illustration of the city of Lisbon from Civitates Orbis Terrarum by Georg Brawn and Franz Hagenberg.  Lisbon, located at
the mouth of the Tagus River, is Portugal’s capital and largest city. It first achieved its important trade status during the sixteenth
century, as gold from Brazil was shipped there. © ARCHIVO ICONOGRAFICO, S.A./CORBIS. REPRODUCED BY PERMISSION.

Because few export commodities originated in the
metropolis, Portuguese fiscal policy depended on the re-
export of colonial goods through Lisbon. Portugal main-
tained a mercantilist economy from the fifteenth to the
eighteenth century, deriving most state income (approxi-
mately 65%) through seaborne trade. Primary revenue
sources included customs duties and consular charges,
taxes on tobacco production, and the crown’s 20 percent
share of Brazilian gold imports. During the eighteenth
century, Brazilian bullion imports flowing through Lis-
bon stimulated economic activity across Europe. Until
the devastating earthquake in 1755, royal officials (de-
sembargadores) conducted customs (alfândega) and ac-
counting procedures at the Casa da Índia, adjacent to the
Lisbon waterfront palace in Lisbon. The crown partici-
pated actively in maritime trade through lucrative royal
monopolies.

Britain was Portugal’s most important trading part-
ner and oldest ally; English commerce annually account-
ed for more than half of Lisbon’s total trade volume. Brit-
ain’s North American colonies absorbed a large share of
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Portuguese exchange. Several export industries—in par-
ticular salt, olive oil, fruits, and Madeira wine—
depended on markets in North America. Lisbon’s other
principle trading partners included the Flemish, Dutch,
French, Italians, Danes, and Swedes.

A treaty concluded with Oliver Cromwell in 1654 al-
lowed the establishment of a resident English merchant
community in Lisbon. The Methuen Treaty (1703) ce-
mented conditions for Anglo-Portuguese commercial
ties that continued into the nineteenth century. In ex-
change for the duty-free entrance of English woolens into
Portugal, the Portuguese received a favored status on
Port wine, taxed at one-third less than French wines sent
to Britain.

Portugal’s economic vitality depended on colonies.
Maintaining the integrity of the Portuguese colonial sys-
tem, and even national independence, required appease-
ment and cooperation with all threatening neighbors.
Portugal, a second-tier European power lacking popula-
tion and adequate defenses and dependent on food im-
ports, often had to maintain neutrality between warring
European power blocs, to keep trade links open with
both sides.

British pressure compelled the Portuguese to close
their ports to shipping from the rebellious United States
(1776–1783); trade exigencies then dictated that Portugal
become the first nation to recognize U.S. sovereignty fol-
lowing hostilities. During World War II, when British,
American, and German agents operated there, neutral
Lisbon was a scene of Allied/Axis intrigue. Lisbon today
remains an important commercial port, a center of ship
repair, and a base of NATO maritime operations.

SEE ALSO Agriculture; Albuquerque, Afonso de;
Angola; Bahia; Cargoes, Freight; Cargoes,
Passenger; Chambers of Commerce;
Containerization; Empire, Portuguese; Free
Ports; Gama, Vasco da; Harbors; Pombal,
Marquès de; Port Cities; Portugal; Spices and
the Spice Trade.
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LIVERPOOL
Liverpool was established as a port in 1207 when King
John (1167–1216) granted it a royal charter so as to pro-
vide an alternative to Chester for his military operations
in Ireland. Subsequent growth was based on exports of
coal, textiles, salt, and cheese and imports of agricultural
products, later supplemented by Virginian tobacco and
West Indian sugar.

By 1660 Liverpool had become independent of
Chester. This ended many legal problems, but the physi-
cal ones remained, including a 7-meter tidal range and
7-knot currents. A creek known as “the pool” initially
provided cargo facilities, but expansion led to building
of the “old dock” in 1715 and the Salthouse Dock in
1753. Like later additions, these were “wet enclosures,
kept permanently full of water by being fitted with gates
which were only opened at high tide. Although expensive
to construct these were essential to cope with the difficult
conditions experienced on the Mersey. They catered for
exports of salt to Newfoundland and imports of rum and
sugar from the Caribbean and fruit from the Mediterra-
nean.

Georges Dock (opened 1771) was mainly used for
the triangular trade with West Africa—trade goods out-
ward, slaves from Africa to the West Indies, and rum and
sugar back to Liverpool. This business ended in 1807, but
it was more than offset by the exports of manufactured
goods being produced in its extended hinterland and the
rising imports of raw materials and food. Expansion in
the period 1700 to 1790 included sugar, which rose five-
fold, rum and tobacco, threefold, and cotton imports, fif-
tyfold, and led to the building of Kings Dock (1788) and
Queens Dock (1796).

Continuing growth was encouraged by strengthen-
ing links with the interior. River improvements were ex-
tended by the canal network beginning in 1760 and
transformed by the Liverpool-Manchester Railway in
1830. Additional impetus was given after 1840 by the
evolution of the steamship, which helped to increase the
scale of imports, including North American wheat, and
made Liverpool the premier port for emigrants and pas-
sengers to the United States, Canada, and Australia.

The establishment of the Mersey Dock and Harbour
Board in 1858 saw 4.4 metric gross tons of shipping pay-
ing dues—a century later it was 27 metric gross tons.
Over the same period, six firms operating 70,000 gross
tons of steam shipping rose to sixty-seven firms with 4.6
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metric gross tons. More capacity was required to cope
with this expansion, and this continued until Gladstone
Dock was opened in 1927.

Many secondary activities were spawned in the Port
Conurbation, such as shipbuilding and repairing, and al-
though most imports passed through to other regions,
there was some local processing of raw materials. These
included edible oils and tallow from East Asia, West Afri-
ca, and South America, which were utilized to make soap
and margarine; and from North America, wheat, which
was milled into flour, and tobacco leaf, which was made
into cigarettes. Many manufactures, particularly from the
United States, were also landed and distributed, and as
many were exported. Liverpool had a comparative ad-
vantage for shipping the textiles of Lancashire and York-
shire, the porcelain of the Potteries (an industrial area of
Staffordshire where firms such as Wedgewood and Royal
Doulton were located) and the metal goods of the Mid-
lands. As a consequence, for several long periods the port
was best placed to handle these cargoes of both capital
and consumer items. Substantial quantities of locally
produced coal, salt, and chemicals were also exported
from time to time—the main markets for all shipments
were in Britain’s dominions and colonies. Banking, in-
surance, brokerage, and agency work, together with the
administration of shipping and merchant companies,
provided many commercial opportunities, and much
employment was generated by the need for seagoing and
dock labor.

Increases in European trade saw some of Liverpool’s
previous advantages lost to Dover and Felixstowe. Poor
industrial relations at Liverpool while a scheduled port
reduced its efficiency as many strikes and trade union
disputes led to numerous stoppages in the traditional
docks. Nevertheless, in 1971 a large new facility was con-
structed to cater for containers and bark cargoes at Sea-
forth near the estuary’s mouth. The reorganization of the
labor force by the now privatised Mersey Docks and Har-
bour Company has seen this new development cope with
growing quantities of containers and bulk cargoes of
grain, timber, and scrap metal. Together with oil from
Stanlow Refinery and the expanding Irish trade, through-
put at over 30 metric tons in 2003 was greater than at any
previous time.

SEE ALSO Agriculture; Bristol; Canada;
Cargoes, Freight; Cargoes, Passenger;
Chambers of Commerce; Containerization;
Cotton; Cunard, Samuel; Empire, British;
Ethnic Groups, Irish; Free Ports; Glasgow;
Harbors; London; Packet Boats; Petroleum;
Port Cities; Shipbuilding; Shipping, Merchant;
Slavery and the African Slave Trade; United
Kingdom; United States.
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LLOYD’S OF LONDON
Long before Christmas 1691, when Edward Lloyd (c.
1648–1713) moved his coffeehouse to London’s Lom-
bard Street, the hazards faced by ships and their cargoes
were insured. Marine insurance emerged amidst the ex-
panding Mediterranean trade of the fourteenth century.
By the 1600s it was also familiar in the Atlantic and the
Baltic and North Seas. In London some 150 private ma-
rine underwriters were joined in 1720 by two monopoly
chartered companies, the Royal Exchange Assurance and
the London Assurance. By this date the London market
had extended to insure the slave trade and so-called
“cross risks,” insurances of ships or cargoes between two
or more foreign destinations outside the United King-
dom.

Lloyd’s coffeehouse was only one of many places
where commercial information could be exchanged. By
1712, however, the year before Edward Lloyd’s death, in-
surance brokers had adopted the name of Lloyd’s as a
business address. Shipping intelligence and other news
was collected in Lloyd’s List, first published in 1692.
Lloyd’s register of shipping was established in 1760 by a
“society of underwriters,” the first formal organization at
Lloyd’s. The flow of information from correspondents at
ports around the world gave Lloyd’s a competitive edge
in marine insurance. The structure of members, or
“names,” investing with unlimited personal liability and
organized into syndicates managed by underwriters who
assessed insurance proposals brought to them by brokers,
also offered flexibility. Political upheavals raised rates and
increased underwriting volume. New war-related clauses
were introduced into policies, and marine insurance was
sometimes extended to cover goods carried into the inte-
rior of Europe. During part of the French and Napoleon-
ic Wars (1793–1815) Lloyd’s insured all sides in the con-
flict.

Soon thereafter, underwriters at Lloyd’s and the two
chartered companies came under attack, the former for
allegedly inadequate capital reserves, the latter for mo-
nopoly privileges—though the companies only account-
ed for 5 percent of the marine market. In response, a con-
stitution for Lloyd’s was drawn up, a new “house
committee” was established, and the first Lloyd’s agents
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An illustration from 1798 depicts Lloyd’s coffeehouse in London. A popular destination for shipping merchants, insurance
brokers began using the coffeehouse as a business address by 1712. © BETTMANN/CORBIS. REPRODUCED BY PERMISSION.

were appointed; their tasks included sending shipping
and political intelligence, taking charge of salvage, and
overseeing claims and repairs. By 1820 there were more
than 100 agents located at U.K, ports, and more than 150
abroad.

The first serious inroads to Lloyd’s market share
came from the rapid growth of marine insurance in Eu-
ropean ports such as Hamburg, and from the new Lon-
don and Liverpool companies of the 1860s, whose suc-
cess was ensured when U.S. marine business transferred
to Britain at the outset of the U.S. civil war in 1861. By
the 1870s several dozen stock companies underwrote ma-
rine insurance, together accounting for perhaps 40 per-
cent of the market. In the 1870s and 1880s, a slowdown
in international trade, the lower premium rates required
for steamships, and competition from the new compa-
nies, who often pooled information and standardized
practice in trade associations, made life tougher for the
private underwriters.

Lloyd’s survived by embracing regulatory and orga-
nizational change, by attention to new technologies, and
by diversification. As iron replaced wood and steam sail,
underwriters needed to monitor and influence techno-
logical change. From the 1880s new lines of insurance
such as burglary, trade credit, earthquake, hurricane,
motor, and aviation insurance, were pioneered by under-
writers at Lloyd’s, notably Cuthbert Heath (1859–1939).
Lloyd’s became incorporated by act of Parliament in
1871, though this did not eliminate the personal liability
of members. Deposits and guarantees became compulso-
ry for members to help safeguard against underwriting
failures. Heath also began to insist on an annual audit for
the members he wrote for. Lloyd’s finally accepted this
idea of a compulsory audit in 1908, and nonmarine in-
surance was given legal recognition in 1911.

During the half-century before World War I, income
from the international trade in “invisible” services, in-
cluding insurance, became increasingly important to the
British economy. Such income more than covered the
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Starting out in a coffeehouse on London’s Tower
Street in the 1680s, Lloyd’s of London grew to become
one of the world’s leading specialty insurance compa-
nies, underwriting multimillion-dollar policies.
Originally simply a gathering for insurers of ships, it
later became an organization of specialized insurers.
Over the last century Lloyd’s has built a reputation on
insuring “unusual” items, including:

• A competition organized by Cutty Sark Whiskey
that offered a prize of $1 million for the capture
of the Loch Ness Monster

• The distinctive physical attributes of performers
such as Fred Astaire, Tina Turner, Bruce
Springsteen, Dolly Parton, Jimmy Durante, and
Brooke Shields

• A grain of rice with a portrait of the Queen and
Duke of Edinburgh engraved on it

• The Titanic
• A food critic’s taste buds and a wine taster’s

palate

• Space travel insurance for the Russian cosmo-
nauts who were on the MIR space station

• The circus performances of Ringling Brothers
and Barnum and Bailey

Ryan Peacock

OUT OF THE ORDINARY
INSURANCE

growing deficit in the nation’s trade in “visible” com-
modities, and helped to cement London’s position as fi-
nancial capital of the world. Although the sums earned
from insurance were dwarfed by returns from foreign in-
vestments and shipping, nevertheless they absorbed be-
tween 10 and 25 percent of the British visible trade deficit
each year between 1866 and 1913. Lloyd’s thus played a
central role in keeping British exports, and with them the
circulation of global capital, functioning in the era of the
classical gold standard.

This was possible because Lloyd’s expanded its un-
derwriting capacity in line with the growth of the interna-
tional economy. The number of members (“names”) and
the average size of syndicates soared during the twentieth
century. There were 378 members in 1870 but more than
30,000 by the 1980s. In the 1880s few syndicates had

more than six members. By the 1980s some had more
than 1,000. Many of the newcomers, however, lacked ad-
equate capital, and although less scrupulous underwriters
profited from volume growth, members in some syndi-
cates were exposed to riskier underwriting. Meanwhile,
great brokers created by mergers came to control the syn-
dicates; by 1978 68 percent of premiums at Lloyd’s were
placed by the dozen leading broking firms. Consolidation
was not accompanied by tighter monitoring of business
practices, and the convergence of interests between bro-
kers and underwriters left members vulnerable to malfea-
sance.

From the late 1970s onwards a series of heavy losses
and scandals nearly destroyed Lloyd’s. Brokers’ fraudu-
lent diversions of syndicate funds into offshore tax ha-
vens undermined faith in self-regulation. Claims from
asbestosis and pollution liabilities in the United States
grew rapidly. More and more syndicates were underwrit-
ing excess of loss (London Market Excess of Loss, or
LMX) reinsurance on dubious risks at cheap rates. Under
these contracts the reinsurer agreed to indemnify the re-
insured in the event of the latter sustaining a loss greater
than a predetermined sum. Some LMX syndicates began
to reinsure other LMX syndicates, so that risks were not
properly dispersed.

From 1987 a series of disasters, including the Exxon
Valdez tanker wreck, triggered massive losses for syndi-
cates at the top of the LMX spiral. Over U.S.$8 billion
were lost between 1988 and 1992 alone, underwriting
agencies were decimated, and 10,000 members were ru-
ined. A further series of losses commenced in 1996,
capped by the record U.S.$2 billion net exposure from
the terrorist attacks on the World Trade Center on Sep-
tember 11, 2001. The number of active members col-
lapsed to below 2,500. The more than 400 syndicates of
1982 had become 86 by 2002. Corporate capital with lim-
ited liability, first introduced as part of reforms in 1994,
rose to 80 percent of the market capacity at Lloyd’s.

From 2001 Lloyd’s became independently regulated
by the U.K. Financial Services Authority. A “moderniza-
tion” program aimed to end unlimited liability member-
ship and to establish a new board by which Lloyd’s would
monitor the underwriting agencies as its franchisees.
Lloyd’s emerged from these two decades of crisis as a very
different organization. It retained a competitive advan-
tage, particularly with regard to the efficiency of commu-
nication between the agents of supply and demand, and
it remained important in the markets in which it had
long specialized. In 2002 Lloyd’s was the world’s fifth-
largest reinsurer and it held a large share of the markets
for aviation insurance, the insurance of oil and gas rigs,
and marine insurance outside Japan.
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SEE ALSO Cargoes, Freight; Empire, British;
Finance, Insurance; Information and
Communications; London; Nationalization;
Partnership; Ships and Shipping.
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LONDON
In 1450 London already had a thousand years of history
as a port. England’s capital, it had benefited from its in-
land site on the tidal river Thames, within easy reach of
the European continent and with road and sea transport
links to the rest of the country. London was ideally placed
to handle cloth and wool, which dominated England’s
late medieval export trade. London linked particularly
with Antwerp, the then-dynamic hub of northern Eu-
rope’s trade, which supplied in return a mix of foodstuffs,
raw materials, cheap consumer goods, and luxuries. An
English consortium, the Merchant Adventurers, con-
trolled the cross-channel route, but the complex network
of credit and connection underpinning London’s wider
trade depended much on foreign merchants and finan-
ciers. English merchants seemingly lacked comparable
business sophistication and enterprise.

Under Elizabeth I (1533–1603) and James I (1566–
1625) London began to come into its own as a commer-

cial city. With the closure of Antwerp (1568) and reli-
gious strife on the Continent, London was well placed to
become the new European entrepôt and to exploit op-
portunities across the Atlantic and in the East. London-
based chartered companies, including the East India
Company (1600) and the Virginia Company (1606), fi-
nanced overseas ventures. Such enterprise forged strong
links in London between government, finance, trade, and
shipping—connections further strengthened by eigh-
teenth-century colonial expansion. By 1700 London han-
dled over two-thirds of England’s imports, four-fifths of
its exports, and an even greater share of re-exports. Over
the following century its overseas trade tripled. Such
growth was not just a consequence of a widening interna-
tional economy. Measured by the standards of the day,
London was a huge city, approaching a million inhabi-
tants in 1800. As well as its developing demand for the
new luxuries, sugar, tea, and tobacco, the metropolis pro-
vided a ready market for basic foodstuffs, wines, timber,
tallow, and other overseas products. By the nineteenth
century London’s earlier concentration on the export of
domestic textile products had given way to a specializa-
tion in imports for its own consumers, or for tranship-
ment to other parts of Britain or abroad.

These developments were linked to others. Markets
and profit provided the motive for trade, but ships pro-
vided the means. London merchants invested in ship-
ping, much of which was built in Thames shipyards.
Commerce stimulated merchant banking, and the accep-
tance of bills of exchange and other credit instruments
as a way of doing business. A coffeehouse where those
with interests in trade gathered to network gave its name
to Lloyd’s, a society of underwriters insuring ships and
cargoes which became the world’s largest insurance mar-
ket; to Lloyd’s Register (1784), which classified vessels;
and to a newspaper, Lloyd’s List (1692), which provided
marine intelligence. Another coffeehouse produced the
Baltic Exchange (1744) shipping market. Such institu-
tions, together with a number of formal and informal
commercial associations, gave to London’s business
community–the City–a central presence in the nation’s
financial and political life. Its influence was to persist into
the twenty-first century.

In the eighteenth century London remained a river
port close to the commercial heart of the capital, but as
trade grew it became congested and inadequate. In the
early 1800s several privately owned docks catering for
foreign trades were opened, followed later in the century
by more docks in response to the needs of steam shipping
for larger and deeper berths. Along with extra water space
came the lining of the docks and river with warehouses
and transit sheds housing every conceivable article of
world trade, but particularly the products of the British
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Empire. All these facilities remained in the hands of com-
peting private businesses until financial problems trans-
ferred ownership to a public body, the Port of London
Authority (1908).

These developments physically extended operations
beyond the ancient port site close to the center of Lon-
don. Serving the needs of the world’s largest consumer
market, food-processing industries such as sugar refining
and flour milling took root along the Thames waterfront.
These, together with the many thousands of casually em-
ployed manual laborers needed to handle cargoes, en-
sured that trade continued to shape London’s develop-
ment. Nevertheless, London’s diverse, multifaceted
economy and its role as the center of government meant
that it had ceased to be a port city. Rather, it was a me-
tropolis with a port.

Overseas trade continued to shape the fortunes of
the City of London, but by the late nineteenth century
the nature of the connection was altering. Its cluster of
firms providing maritime services benefited directly from
the trading links with the empire and from the growth
of the international economy. The City became the
world’s leading financial center. What had begun as a sec-
tor primarily servicing the trade and shipping of London,
and then of the country as a whole, now provided bank-
ing, brokerage, insurance, and legal services to the rest of
the world. The independent strength of London’s mari-
time service sector was demonstrated in the late twenti-
eth century, when it survived both the demise of the port
of London and the decline of the United Kingdom’s mer-
chant fleet.

London’s established pattern of overseas trade en-
dured until the late twentieth century, and it continued
to be the greatest warehousing center in the world, de-
spite some loss of transhipment business to Continental
ports. Having made a remarkable recovery from the
damage of World War II, London’s postwar prospects
seemed assured, but in the 1970s the effects of decolon-
ization, Britain’s entry to the European Economic Com-
munity, and containerization of cargoes led to loss of
business and closure of London’s docks. Many miles in-
land and hemmed in by a great metropolis, they were no
match for less unionized British ports, or for container
facilities downriver at Tilbury, which took over as the
new, privatized port for London. London’s derelict for-
mer docklands were redeveloped into office space and
quality housing, but, although London itself was no lon-
ger a center for overseas trade, its continued role as the
leading supplier of services to world shipping ensured
that the historic link with trade was not entirely lost.

SEE ALSO Agriculture; Banking; Bristol;
Cargoes, Freight; Cargoes, Passenger;

Chambers of Commerce; Containerization;
Empire, British; Ethnic Groups, Huguenots;
Ethnic Groups, Jews; Finance, Credit and
Money Lending; Finance, Insurance; Free Ports;
Glasgow; Harbors; Liverpool; Lloyd’s of
London; Markets, Stock; Petroleum; Port
Cities; Slavery and the African Slave Trade;
United Kingdom.
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NICHOLAS LONEY
1828–1869

Nicholas Loney, British businessman and diplomat, has
been called the “Father of the Sugar Industry” in the Phil-
ippines. He promoted both the introduction of sugar-
milling machinery and the modernization of the Visayan
port city of Iloilo (Panay).

Loney, son of an English admiral, came to the Philip-
pines in 1852. When Iloilo was opened to foreign trade,
he was appointed British vice-consul there, serving from
1856 until his death of malaria in 1869. During these
years he also ran Loney and Ker, a trading firm linked to
the Manila Scottish merchants Ker and Company.

Recognizing the potential for sugar of the nearby is-
land of Negros, Loney pioneered the importation of
steam-powered mills, offering them on credit to Filipino
planters; within a generation Negros had become the
Philippine “Sugarland.” He also saw the commercial ad-
vantage of exporting sugar directly from Iloilo, rather
than transshipping through Manila, and helped turn the
town from a swampy backwater into a thriving city. Its
waterfront was eventually named after him: Muelle
Loney.

Historian Alfred McCoy has criticized Loney’s con-
tribution to Philippine development, claiming that
Loney’s “primary aim” in Iloilo was to destroy its textile
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manufacturing industry in order to substitute imported
British cottons, and that his contribution to the sugar in-
dustry was merely “incidental.”

SEE ALSO Cotton; Empire, British; Empire,
Spanish; Harbors; Philippines; Sugar, Molasses,
and Rum.
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LOS ANGELES–LONG BEACH
Los Angeles is the largest urban center in western North
America and the continent’s leading contender for the
title “Gateway to the Pacific Rim.” Propelled by growing
U.S. trade with East Asia and early adoption of container-
ization, the region’s ports on San Pedro Bay (Los Angeles
and Long Beach) are now the busiest harbor in the nation
and the third busiest in the world. Currently exports in-
clude high-tech equipment, industrial machinery, air-
craft, and chemicals. Leading imports (three-quarters ar-
riving from the Pacific Rim) are electronics, passenger
vehicles, apparel, footwear, and toys.

The region’s rise as a trading center has been both
rapid and remarkable. Beginning as a sleepy village in
1781, Los Angeles grew from a population of 1,610 peo-
ple in 1850 to 102,000 in 1900 (128,000 in the greater
metropolitan area) and 3.7 million in 2000 (8.7 million
in the greater metropolitan area). This explosive growth
is remarkable, because Los Angeles initially possessed
neither adequate water supplies to support a large popu-
lation nor even a natural harbor. It appeared to be no
match for such rivals as San Diego, San Francisco, or Se-
attle in the contest for the China trade.

Many credit the region’s rise to strong-willed pro-
moters who pushed aggressively for public infrastructure
investments in the decades around 1900. After winning
the “Great Free-Harbor Fight” against the opposition
from the Southern Pacific Railroad which advocated
building a port at a different location that was under its
own control. In 1897, the Los Angeles business commu-
nity induced the Army Corp of Engineers to construct a
breakwater at San Pedro Bay and dredge an artificial har-
bor to be publicly controlled. This viewpoint, which em-

phasizes the region’s constructed character, downplays
its natural advantages—for example, access to shorter,
less mountainous transportation routes to the eastern
United States.

Since 1900, four staples have dominated the region’s
international trade. The first and the most durable is
tourist services. From early on, travelers have sought the
region’s “year-round climate.” Today they come for its
scenery, cultural attractions, and amusement parks (e.g.,
Disneyland, which opened in 1955). The second staple is
petroleum, first discovered in Los Angeles in 1895. The
third is oil. Oil became the region’s number one export
in the interwar period due to the opening of several
major fields locally and the accessibility of the Panama
Canal. After the early 1930s, Los Angeles also became a
major production and export center for aircraft. This re-
sulted from the vanguard role of its leading firms—
Douglas, Lockheed, and Northrop—in developing the
modern airliner. Aviation and later aerospace industries
drove much of Southern California’s growth from World
War II to the end of the Cold War in the later twentieth
century.

The fourth major export was entertainment. The ini-
tial impetus came in the 1910s, as pioneering filmmakers
moved west to escape Edison’s patent collectors. The re-
gion’s varied landscapes and climate, and the well-
defined contrast between light and shadow (in the era be-
fore heavy smog), were also attractive. By 1929, “Holly-
wood USA” became a trademark recognized around the
world. Television shifted west in the 1950s. From the
1930s on, the entertainment sector fostered a local appar-
el industry, exporting products ranging from high-
fashion to western wear (Levis) to sportswear and out-
door clothing. More generally, the entertainment indus-
try exported the “California Dream” of living a freer,
more casual “good life” around the globe.

S EE A LS O Agriculture; Baltimore; Boston;
Cargoes, Freight; Cargoes, Passenger;
Chambers of Commerce; Charleston;
Containerization; Drugs, Illicit; Empire,
Spanish; Free Ports; Harbors; New Orleans;
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Shipbuilding.
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MADRAS

Madras (Chennai) had in 2004 a population of about 4.5
million and was India’s fourth-largest city. Its location as
a port is not at all ideal: it has a long straight beach beaten
by a strong surf and lacks a natural basin for anchoring
ships. Before an artificial harbor was constructed in 1911,
ships had to anchor at sea, and many small boats were
needed for loading and unloading them. Expert boats-
men made a living with this arduous work for centuries.
Madras owed its growth to the English East India Com-
pany, which established its first outpost here in 1639. The
English name Madras was derived from Madraspatnam,
which referred to a village with an Islamic religious
school (madrasa). Once other important Indian towns
reverted to their ancient names in the 1990s, Madras was
renamed Chennai in 1996, which reflected its old Tamil
name. It is supposed to have been derived from Chennap-
pah, the name of the father of the local landlords who in
1639 had granted land to the British, who then built Fort
St. George at this place. In 1522 the Portuguese had es-
tablished St. Thomé in Mylapore, which is now a part of
Chennai.

The coast of this region had attracted international
trade since ancient times. Roman ships sailed to Poduke/
Arikamedu, about 100 kilometers south of Chennai near
present Pondicherry. (According to lore, the apostle St.
Thomas was killed and buried at Mylapore, near Ma-
dras.) The European East India Companies were mainly
interested in the colorful printed cotton textiles produced
in this area. The Dutch East India Company made a good
business out of selling these textiles in other Asian coun-
tries and, eventually, marketing them also in Europe. The

British followed this example, but in the eighteenth cen-
tury they substituted cloth printed in London for that
printed in India and imported white cotton cloth, mostly
from Bengal. This was a setback for textile exports from
Madras.

In the eighteenth century Chennai had a population
of about 150,000; by 1816 it had grown to about320,000.
In 1842 the first steamer reached Chennai from London,
and in 1856 the city was connected to the rapidly expand-
ing British-Indian railway network. This stimulated its
growth as a commercial hub. In 1871 it had about
400,000 inhabitants, and in 1891 this number had in-
creased to 450,000. At this time the value of exports via
the port of Chennai also increased: it amounted to 64
million rupees in 1871 and reached 116 million rupees
in 1891. By 1911 it stood at 240 million rupees. Bombay
(Mumbai) exported about twice as much and Calcutta
(Kolkata) nearly four times as much as Chennai in that
same year; this clearly reflects the hierarchy of these three
ports in India’s colonial economy. After 1914 the se-
quence war-depression-war greatly affected this econo-
my. It was only after the achievement of India’s indepen-
dence in 1947 that industrial growth became of greater
importance in Chennai, which had so far been mostly an
administrative and commercial center. Industries supply-
ing the Indian home market (textiles, manufacturing of
trucks and busses, etc.) rose while the port declined.
India had copied the institution of the port authority
with its own specialized labor force from the British pre-
cedent. Originally this was a good idea, because the
speedy loading and unloading of ships requires some
skills, but in independent India this labor force often
went on strike or worked slowly, thus stretching turn-
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around times in Indian ports out of proportion. The port
authority did not mind this; on the contrary, it profited
from charging high demurrage fees. This, of course, dis-
couraged shipowners from visiting Indian ports—they
would only do so if they had to unload cargo right there.
Transit business (breaking bulk) was lost to Indian ports.
This also affected Chennai, whose port dwindled to insig-
nificance when compared to nearby Colombo.

Chennai is the capital of the Indian state of Tamil
Nadu. Under British rule it had been the capital of the
huge Madras presidency. In independent India the prin-
ciple of linguistic provinces finally prevailed: those who
speak Telugu attained their own state, Andhra Pradesh,
and the remaining part, which was for some time called
Madras state, then changed its name to Tamil Nadu. Al-
though Chennai was central to the Madras presidency, it
is quite an eccentric capital as far as Tamil Nadu is con-
cerned since it is located only 40 kilometers south of the
border of Andhra Pradesh, but 650 kilometers north of
the southern tip of Tamil Nadu. Several cities with more
than 1 million inhabitants can now be found in the more
central regions of the state, and Chennai has grown more
slowly, decreasing the pressure of “metropolization.”

SEE ALSO Bangladesh; Bengal; Calcutta;
Cotton; Cowries; East India Company, British;
Empire, British; Empire, Mughal; Gujarat;
Imperialism; India; Mumbai; Rice; Spices and the
Spice Trade; Tea; Textiles; Wheat and Other
Cereal Grains.
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FERDINAND MAGELLAN
1480?–1521

A Portuguese and Spanish explorer, Ferdinand Magellan
organized and led the first circumnavigation of the globe,
and named the Pacific Ocean. His daring voyage did little
to aid the goals of his benefactor, King Charles I of Spain
(1550–1558), but it opened the future of Pacific trade be-
tween the Americas and the East. Born into the Portu-
guese nobility, Magellan travelled to India in 1505. After
his return, Magellan fell out of favor with King Manuel
I (1469–1521) due to an escalating series of personal con-
flicts, and unfounded accusations that Magellan had

traded illegally with Moroccan Moors. Magellan re-
nounced his Portuguese citizenship and proposed a voy-
age from Spain, across the Atlantic, around the southern
point of South America, and onward to Asia. Magellan
intended to prove that the rich Moluccas, claimed by
Portugal, were situated in territory guaranteed to the
Spanish under the Treaty of Tordesillas (1494). Charles
and his financiers, Jakob Fugger (1459–1525) and Cristó-
bal de Haro (c. 1455–1538), further hoped that Magel-
lan’s westward route into the Eastern spice trade would
supersede the Portuguese-controlled route around the
southern cape of Africa. After crossing the Pacific, Magel-
lan died in battle in the Philippines. Of the five ships and
approximately 270 people that left Spain in September
1519, only the Victoria and 18 original crew returned to
Seville in September 1522.

S EE A LS O Empire, Portuguese; India; Morocco;
Portugal; Seville; Ships and Shipping; Spain.
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MANCHURIA
Prior to 1600, Manchuria’s indigenous people’s traded
horses, furs, and medicines for grain, cloth, and metals.
In the Qing dynasty (1644–1911) the content of export
trade changed. Though migration to Manchuria was pro-
hibited, Han Chinese settled illegally on its fertile plains.
By 1850 there were perhaps 5 million people and 4 mil-
lion hectares of farmland and, in 1912, 18 million people
and 8 million hectares. Migration transformed Manchu-
ria into a “breadbasket,” generating exportable grain and
soybeans surpluses. In return, settlers were a significant
market for cotton cloth and raw cotton, the cultivation
of which was unsuited to Manchuria’s short growing sea-
son. By 1800 grains, soybeans, and cotton goods made up
nearly the full extent of the Manchurian trade.

Judging from population and acreage estimates,
around 1850 Manchuria perhaps exported 330,000 tons
of soybeans and at least as much in grain annually. By
1900 the relative balance of grain and soybeans exports
had reversed, with 600,000 to 700,000 tons of soybeans
and 300,000 tons of grain exported. Cotton cloth imports
were perhaps 8 and 21 million bolts in 1850 and 1900,
respectively.

Ferdinand Magellan
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The state started to monitor the Manchurian trade
in 1707 when a customs office was established at Niuzh-
uang, at the mouth of the Liao River. Until 1772 the duty
of Manchuria’s customs offices was enforcing a ban
against grain exports, limits on soybean exports, and the
imperial monopoly on the ginseng export trade. After
1772 unrestricted export of grain and soybeans was per-
mitted, unless famine required export prohibitions.

Initially, Zhili and Shandong provinces were the pri-
mary markets for Manchurian exports. By 1770 the main
market for Manchurian goods had shifted to Shanghai,
and it shifted again to Hong Kong in the 1860s when the
Taiping Rebellion disrupted the Jiangnan economy. After
importation, the soybeans were rendered into oil and the
residue “beancake” was used as a fertilizer applied to
paddy, cotton, and sugarcane fields of Jiangnan, Fujian,
and Guangdong.

The Treaty of Tianjin (1858) forced open to foreign
vessels the port at Yingkou—Manchuria’s principal port
after 1831—and an Imperial Customs Office was estab-
lished at Niuzhuang (Newchwang) to monitor and col-
lect tax on that trade, remaining active until 1931.

By 1890 Japan was Manchuria’s main trading part-
ner, and the principal importer of its soybeans, soybean
oil, and beancake. With World War I, Europe also began
to import Manchuria’s soybeans for the glycerine and
fatty acids needed in the manufacture of gunpowder,

medicines, and soap. In 1931 Manchuria’s soybean ex-
ports peaked at 5 million tons, and Manchuria met 60
percent of the world’s soybean demand. In the 1930s soy-
bean exports fell by one-third, returning to pre-1920 le-
vels, and agriculture did not recover from the Great De-
pression until after 1949.

As a share of total exports, agricultural goods shrank
between 1920 and 1940—reflecting agriculture’s decline
as a share of gross domestic product from 50 to 34 per-
cent—as Japanese capital investment in factories, mines,
railway, and trade transformed Manchuria’s economy
and trade. After acquiring the Kwantung territory in
1905, the Japanese state established the Southern Man-
churian Railway Company, a public company with hold-
ings in transportation, manufacturing, mining, and trade
to function as the semiofficial arm of colonial planners
by directing investment in key areas. After Japan’s seizure
of all of Manchuria in 1931, colonial planners targeted
the development of heavy industry and mining to meet
Japan’s military needs. Subsequently, approximately 6
billion yen was exported from Japan to Manchuria, the
bulk from zaibatsu banks (large company banks that lent
primarily to house companies). Manchuria’s balance of
trade with Japan reversed, as imports of Japanese produc-
er goods exceeded the value of all exports.

After World War II Manchuria was returned to
China, and the new communist government continued
to invest in state-owned heavy industry, targeting min-
ing, iron and steel, gas and petroleum, and producer
goods. In the 1950s and 1960s Manchuria exported grain,
soybeans, soybean oil, coal, and lumber to the USSR and
received in return automobiles, cloth, fuel oils, and plas-
tics. By the 1980s Liaoning was one of China’s most ur-
banized and industrialized provinces: two-thirds of man-
ufactured goods came from heavy industry, and heavy-
industry goods accounted for three-quarters of the
province’s exports.

In 2002 the northeast’s exports were valued at $16
billion. Principal goods were soybeans and other grains,
textiles and clothing, consumer electronics, furniture,
steel, cement, automobiles, and machines. Trading part-
ners include Germany, Hong Kong, Japan, Russia, the
Republic of Korea, and the United States. In 2000, total
imports amounted to US$11 billion. Major goods im-
ported include fuels, lubricants, machines, plastics, scrap
metals and chemicals. Since economic reforms of the
early 1990s, there has been significant de-
industrialization as the state-owned factories are aban-
doned, sold off, or closed. There is now large-scale unem-
ployment among the urban population. For the first time
in recent history, people are leaving the northeast for
other parts of the country.

Manchuria
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Japanese; Empire, Ming; Empire, Qing; Furs;
Imperial Maritime Customs, China; Iron and
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GUGLIELMO MARCONI
1874–1937

Guglielmo Marconi was an Italian physicist, inventor,
and pioneer in wireless telephony. Extending the work of
James Clerk Maxwell (1831–1879) and the work in elec-
tromagnetism by Heinrich Hertz (1857–1894), Marconi
showed that messages could be carried wirelessly around
the curvature of the earth—a departure from then-
known geophysical theory, and a discovery with a wide
range of communications implications for market intelli-
gence, shipping, trade, and finance.

With homemade apparatus, Marconi achieved ever-
greater distances for the transmission of electromagnetic
waves. In 1895 he sent long-wave signals over a distance
of more than a mile. He patented his system in England
(1896), organized a wireless telegraph company to devel-
op its commercial applications (1897), and in 1899 trans-
mitted signals across the English Channel. He formed the
American Marconi Company in 1900, and the following
year, using a 400-foot kite-supported antenna, transmit-
ted the first transatlantic wireless signals—from Corn-
wall, England, to St. John’s, Newfoundland.

Before World War I the Marconi Company devel-
oped the first commercially viable two-way transatlantic
wireless telegraph service, and patented wireless im-
provements that enabled several transmission stations to
operate on different wavelengths without interference. In
so doing, Marconi pioneered the technology of the radio
broadcasting boom that began in the 1920s.

Marconi was born in Bologna to a well-to-do family,
had little formal education, and died a man of worldwide

fame. Popularly called the “father of radio,” Marconi
shared the Nobel Prize for physics with Karl Braun
(1850–1918) in 1909.

S EE A LS O Information and Communications;
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MARKET INTEGRATION

The nineteenth century saw substantial advances in inter-
national market integration, and the creation of a truly
world economy. Technological advance was critical in
this. The railroad locomotive and the marine steam en-
gine revolutionized world transport from the 1830s on-
wards. Steamships connected the world’s ports to each
other, and from the ports the railroads ran inland, creat-
ing a new and faster world transport network. Freight
rates fell, and goods could be carried across the world to
ever more distant markets and still be cheaper in those
faraway places than the same item produced locally.
Linked closely to these changes was the electric telegraph,
whose lines often ran along the new railroad networks.
Telegraph systems were established in most countries, in-
cluding the major market of British India, until 1854. Be-
ginning with the first transatlantic cable, which was laid
by steamship in 1866, these existing domestic telegraph
systems were linked together by marine cables. The re-
sulting international information network was crucial in
communicating details of prices and price movements,
reducing the cost of making deals and transactions. An
infrastructural change of major significance came in 1869
with the opening of the Suez Canal, which linked the
Mediterranean Sea by way of Egypt to the Red Sea: now
ships sailing from Europe to Asia could take the new
shortcut rather than sail all the way around Africa. Im-
mediately Asia was some 4,000 miles closer to Europe in
transport terms, and freight costs fell. Yet the low effi-
ciency of early steamships meant that many bulk cargoes
such as rice still were carried to Europe from Asia by sail
around the Cape of Good Hope. Technological change
in the shape of steel hulls and steel masts made sailing
ships larger and more efficient, and they continued to be
active until the more efficient triple-expansion engine fi-
nally drove the sailing ships from the oceans during the
last quarter of the nineteenth century.

Guglielmo Marconi
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RISE OF FREE TRADE

Physical changes in lowering freight and transaction costs
were not the only forces stimulating market integration.
It was normal for countries to impose import duties on
foreign goods, seeking to gain an inflow of gold in their
foreign trade accounts by selling more to each of their
trading partners than they bought from them. But in
1846 the merchants of Manchester, England, the center
of the world’s cotton textile industry, struck their famous
victory for free trade by forcing the British government
to abandon tariffs on all imported goods apart from a few
luxury items. The tariffs on wheat were the first to go,
opening up the Great Plains of the United States for
wheat production to supply Britain. With free trade, no
longer did trade relations with a foreign country have to
balance or be in surplus; rather, a deficit in trade with one
country could be offset by a surplus in trade with another
country, liberalizing world trade in a way never previous-
ly seen. Britain moved heavily into deficit on trade ac-
count, but this was sustained by considerable invisible in-
flows generated by her substantial overseas investments,
particularly in the railroad systems of the United States.

This policy of open markets became a dominating
principle extended through much of the British Empire,
including the key market of India, although Canada and
the State of Victoria in Australia chose to be notable ex-
ceptions. The United States retained import duties, and
after short periods of trade liberalization most European
countries also returned to protectionism so that their
new manufacturing industries could establish themselves
safe from the competition of cheaper goods from Britain.
Britain itself ran heavy trade deficits with the United
States due largely to grain purchases, and it also had defi-
cits with the newly industrialized countries of continental
Europe, due to purchases of manufactured goods. Britain
was able to sustain these deficits because of its own sales
of manufactures, especially cotton yarn and textiles, to
India and the rest of Asia, including China. So the open-
market polices of the British Empire played a crucial role
in sustaining a complicated interrelated mesh of world
payments, and newly industrializing countries took ad-
vantage of these open markets whilst maintaining their
own protective walls. Each country could specialize in
producing those goods they were best endowed by nature
to produce, and could exchange them for the other prod-
ucts they needed. The vast market of British India was
crucial, and though Britain, the colonial power, was the
leading supplier of manufactured goods there, Germany
and other industrial nations were free to trade, and did
so very effectively. India itself had big surpluses with the
rest of Asia, particularly China, because of its sales of
opium and of cotton yarn and textiles from Bombay.

INTEGRATION OF GRAIN MARKETS AT THE
TURN OF THE CENTURY

Within Asia major effects of market integration were
seen. Where a market area is fully integrated, prices of a
particular commodity will equalize across that area. Fluc-
tuations in prices across the region will synchronize,
demonstrating that they are subject to the same influ-
ences. Transport costs are crucial, and a commodity will
only move from one location to another if the cost of
production in the place of origin plus the cost of trans-
port is less than the prevailing price for that commodity
in the destination. In Asia the late nineteenth century saw
market integration in one of Asia’s key commodities,
rice. Prices moved in the same way in the exporting
countries (Burma, French Indochina, and Siam), in the
great redistribution centers (the British free ports Singa-
pore and Hong Kong), and in the receiving countries
(India, Ceylon, the Straits Settlements, the Dutch East In-
dies, the Philippines, China, and Japan). The movement
of migrant workers to tin mines and rubber and tea plan-
tations in places like the Straits Settlements, the Dutch
East Indies, and Ceylon had created increased demand
for rice in those countries which was now satisfied by rice
imports from those countries capable of producing sup-
plies. Shifts in the flow of rice from country to country
and from year to year reflected harvest variations in both
producers and consumers. The transport and informa-
tion networks established in the second half of the nine-
teenth century had created an intra-Asian economy in
which the income received by rice cultivators was spent
on the products of the new manufacturing industries of
the region, particularly the cotton yarn and textiles of the
factories of Bombay, Shanghai, and Osaka. Rice was also
supplied in very substantial quantities to Europe, where
it was used for food, brewing, and starch. It joined a flow
of wheat to Europe from Karachi. This period saw the in-
tegration of the world wheat market and the world rice
market, creating a global market in basic food grains. The
two markets interlocked in British India, which both
consumed and exported both crops. Now the world price
of wheat and rice moved in unison, which meant that the
incomes of U.S. farmers and other world wheat produc-
ers were influenced by forces such as a monsoon in India!

But this integration of the world wheat markets and
world rice markets had serious consequences. During the
1920s there was great expansion in the amount of land
under wheat and rice in the world at large. Normally,
good wheat harvests were offset by poor rice harvests,
and good rice harvests were offset by poor wheat har-
vests. But when favorable climatic conditions occurred
for both grains, particularly beginning in 1928, this re-
sulted in a glut, forcing down prices and bankrupting
farmers all over the world. As farm incomes fell, so did

Market Integration
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the ability of farmers to purchase manufactured goods,
and this affected manufacturers, contributing to the
worldwide Great Depression of the 1930s. As the depres-
sion bit, countries increased their tariff duties to keep
foreign products out of their markets in order to help
their own manufacturers and farmers. In 1932 even Brit-
ain, with its deep commitment to free trade, was forced
to turn to protectionism and surrender the free trade
ideal. Free trade and open markets were unfortunate ca-
sualties of the Great Depression, and in fact their break-
down contributed to the slump’s prolongation. The res-
toration of free trade and open markets was one of the
primary aims of those planning the operation of the
world economic system after the end of world hostilities
in 1945.

SEE ALSO Free Trade, Theory and Practice;
Globalization, Pro and Con; Treaties.
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MARKETS, STOCK
Stock markets appear to have begun with the Italian city-
states during the Renaissance as a result of municipal and
papal debt issued to finance the defense of the cities and
their trade routes. Florence established a Monte Com-
mune and Genoa the Banco di San Giorgio in the fif-
teenth century for the regular payment of interest on the
forced loans extracted from the leading citizens. In lieu
of repayment of the loans, the cities kept ledgers to allow
the original creditors to cash out by selling their claim to
a third party. Notarial records in both cities show that a
secondary market in city debt existed, but was tightly
controlled by city authorities and probably confined to

local citizens and institutions. The rise of specialized
traders catering to a diverse customer base definitely oc-
curred in Amsterdam when the shares issued by the
Dutch United East India Company (Vereenigde Oost-
Indische Compagnie, or VOC) in 1602 were made un-
redeemable by the directors of the company in 1609.
Even though the capital stock of 6.44 million florins was
dispersed among the six Dutch cities participating in the
East Indian trade, half was allotted to Amsterdam, which
became the stock market of choice for dealing in the larg-
est single security available to investors throughout Eu-
rope. As no voting rights were given to shareholders,
there was no reason for the authorities to restrict trading
in the shares. The shares rapidly became valuable as col-
lateral that could be posted by merchants for loans of va-
rying duration for any kind of venture. Lenders holding
VOC shares as collateral then purchased options from
stock traders to ensure the future value of the collateral
in case of default by the borrower. By the middle of the
seventeenth century regular cash dividends began to be
paid, adding another incentive for outside investors to
purchase the shares and maintain their value. Despite the
profitability of the VOC over the nearly two centuries of
its existence (an average annual dividend of 25%), its
capital stock was never increased due to the company’s
diffused governance structure.

In 1688 the Glorious Revolution in England brought
William III (1650–1702) to the throne of England, along
with his Dutch advisors and financiers. To meet the pres-
sures of war finance, William chartered the Bank of En-
gland in 1694 and then a New East India Company in
1698, both on the model of the VOC in Amsterdam in
terms of accounting for transfers of stock and payment
of semiannual dividends. These two large chartered com-
panies created the basis for a stock market in London
similar to what existed in Amsterdam. The South Sea
Bubble in 1720 further increased the marketability of
government debt issued in unprecedented quantities in
the War of the Spanish Succession (1701–1714), by con-
verting various fixed-term annuities paid to specific indi-
viduals into easily traded shares of the South Sea Compa-
ny. Government debt in the form of tradable, perpetual
annuities bearing fixed interest was issued in 1723 after
the collapse of the South Sea Company, paving the way
for expansions of government debt in each succeeding
war of the eighteenth century in the form of Three Per
Cent Consolidated Annuities.

STOCK EXCHANGES FROM THE EIGHTEENTH
CENTURY

The three conditions necessary for viable stock mar-
kets—a large mass of homogeneous tradeable financial
assets, a large and diverse set of customers, and an effec-
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The interior of the Tokyo Stock Exchange shown in a 2000 photo. The exchange was created in 1878 after the country
established a securities system and negotiations for public bonds began. Trading, however, was suspended during World War II.
© ROBERT ESSEL NYC/CORBIS. REPRODUCED BY PERMISSION.

tive set of rules for trading among specialists who service
the needs of the customer base—first emerged in Britain
at the end of the eighteenth century. Foreigners were spe-
cifically allowed to hold shares in all the chartered com-
panies as well as to own British national debt. The pro-
cess culminated with the Napoleonic Wars at the
beginning of the nineteenth century, when a formal orga-
nization that became known as the London Stock Ex-
change was created in 1801.

From an initial membership of 540 members the
London Stock Exchange grew to a peak of over 7,500
members in 1907. Its success in marketing the British
government debt that financed eventual victory over Na-
poleon Bonaparte (1769–1821) by 1815 led to numerous
imitators in countries whose governments were involved
in expensive wars. Most striking was the forerunner of
the New York Stock Exchange (NYSE), whose informal
origins date to 1792 when twelve brokers agreed to deal
only with each other for minimum commissions when
trading the new U.S. Federal Government debt created
by Alexander Hamilton (1755–1804). After the restora-
tion of Louis XVIII (1755–1824) in France, the Paris

Bourse was reorganized to create a market in the new
Five Per Cent Rentes created by the French parliament—
finally taking up the British financial innovation a centu-
ry later. Even the kingdom of Prussia created a stock
market in Berlin that was limited to dealing only in Prus-
sian government debt during the Napoleonic Wars.

As the government debts that formed the basis for
active trading on the Atlantic world’s stock exchanges at
the beginning of the nineteenth century were paid down
from 1815 to 1848, the various exchanges encouraged the
appearance of new financial assets, most importantly the
debt issued by governments in new states emerging in
Central and East Europe and out of the remains of the
Spanish Empire in Latin America, and by the individual
states in the United States to finance internal improve-
ments. Subjected to frequent and sometimes widespread
defaults, the new government debts formed a dubious
basis for the major stock exchanges. The railroad boom
of the late 1840s in Britain, however, created the basis for
continued expansion of the London Stock Exchange for
the remainder of the nineteenth century, especially as
railways were built around the world in areas of British

Markets, Stock

H I S T O R Y  o f  WO R L D  T R A D E  s i n c e  1 4 5 0 479



Traders on the floor of the New York Stock Exchange, 1903. That same year the market moved from this Broad Street location
to expanded quarters on Wall Street. AP/WIDE WORLD PHOTOS. REPRODUCED BY PERMISSION.

settlement. The Paris market expanded as well, focusing
more on railroads in continental Europe culminating in
the trans-Siberian railway. By 1914 railroad securities
dominated most stock exchanges, with U.S. railroad
stocks and bonds traded actively across regional ex-
changes in the United States and across most European
exchanges.

MARKETS SINCE WORLD WAR I

The outbreak of World War I, however, forced all the
stock exchanges in the world to close during the last week
of July 1914, signaling the end of the first global capital
market that had arisen fitfully over the previous century.
As the markets gradually reopened to meet the needs of
war finance for the various belligerents, they were sub-
jected to strict controls on foreign exchange and dealings
with foreigners. The great increases in government debt

by the main powers meant that the business of stockbro-
kers, especially in London, Paris, and Berlin, reverted
back to the practices of Napoleonic times. The main busi-
ness again was dealing in fresh issues of government debt;
interest in railroad, industrial, or commercial securities
waned, save for sectors expanding to meet the demands
of military expenditures. New York, by contrast, benefit-
ed from the large-scale repatriation of U.S. securities, es-
pecially railroad securities. Alone among the world’s
leading exchanges during the interwar period, the NYSE
actually increased its membership, adding 25 percent to
its 1,100 seats in 1929. The crash of October 1929 and the
resulting government regulation of the U.S. stock ex-
changes limited further growth of the NYSE while forcing
many regional exchanges to close.

The massive expenditures of World War II and the
continuation of high levels of government debt after-
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wards maintained prosperity for the stock exchanges of
the United States and Western Europe in the 1950s and
1960s. But due to general controls on the export of capi-
tal under the Bretton Woods system, national stock ex-
changes did little to promote international flows of capi-
tal. Rather, they served as the focal point for mergers of
domestic companies to create national champions. With
the breakup of the Bretton Woods system of fixed ex-
change rates in 1971 to 1973, however, disintermediation
in the form of massive withdrawals from domestic banks,
led to financial innovations that focused on bringing new
financial products to the various stock exchanges, start-
ing in the United States. Technological changes also led
to the rise of a computer-linked, nationwide over-the-
counter market in a wide range of securities that quickly
came to rival the NYSE in volume and efficiency.

SEE ALSO Capital Flows; Finance, Credit and
Money Lending.
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MARSEILLES
Founded about 600 B.C.E., Marseilles began to flourish in
the eleventh century as a staging port for the Crusades,
and it prospered until devastated by the plague in 1348.
Its merchant oligarchy operated it as an autonomous re-
public until it swore allegiance to France in 1481. Recog-
nizing the city’s strategic importance in the Mediterra-
nean, Francis I (1494–1547) protected its commerce by
strengthening its fortifications. It still maintained some
autonomy within Provence and France, but failed in its
effort to become an independent republic in 1591 to
1595, when it resisted the Protestant Henry IV (1553–
1610). Its commerce exploited the West Indian sugar

trade and reached beyond to Latin America, and into the
Pacific and Indian Oceans, fueling the city’s growth in the
seventeenth century. Established in 1599, its chamber of
commerce is the oldest in France. In 1660 Louis XIV
(1638–1715) imposed greater royal authority over the
city, but its trade continued to grow until another plague
in 1720 reduced the city’s population by half. Its trade
brought rapid recovery, however, and by 1765 the popu-
lation had returned to 1720 levels.

Marseilles supported enthusiastically the French
Revolution, but the blockade against Napoleon Bona-
parte damaged its commerce, causing it to welcome the
1814 Bourbon restoration. Marseilles’s traditional repub-
licanism rekindled later against Napoleon III (1808–
1873). Its trade grew rapidly in the nineteenth century as
it became the leading port of embarkation for French col-
onists departing to Algeria and the Far East, and for
workers bound for the developing Suez Canal (complet-
ed in 1869). Construction of new ship channels and arti-
ficial ports beyond its Old Port began in 1853. In addition
to its famous olive-oil soaps, sugar and tobacco were sta-
ples of Marseilles’s foreign trade. Near the mouth of the
Rhône River in a rich wine-producing region (Côtes de
Provence), Marseilles served the hinterland of France and
Europe through a network of railways and canals. It also
became the point of immigration from North Africa and
elsewhere, contributing to a multiracial population that
sometimes led to ethnic conflict in Marseilles, with con-
comitant high unemployment and poverty as its popula-
tion reached 500,000 by 1900.

In the twentieth century, declining French colonial-
ism diminished Marseilles’s role as a colonial financial
and trade center. World War II was also hard on the city,
as the Italians bombarded it in 1940 and the Germans de-
stroyed the historic Old Port sections in 1942 to 1943,
followed by heavy Anglo-American bombing and de-
struction during the city’s liberation in 1944. Loss of col-
onies and the closing of the Suez Canal further hurt Mar-
seilles, but under its socialist mayor, Gaston Defferre, in
1953 to 1986 it once more became a major port and in-
dustrial center. Petroleum refining and petrochemicals
were especially important to Marseilles and its outports
at Lavéra (which is able to receive large oil tankers) and
Fos-sur-Mer, which are under the authority of the Au-
tonomous Port of Marseilles. Traffic through this port
complex exceeds 90 million tons annually, with heavy
imports of crude oil, natural gas, and raw materials for
the steel and aluminum industries. Major exports include
refined petroleum products, chemicals, and steel, with
containerized shipping of general merchandise growing
rapidly, as Marseilles has become Europe’s second-
busiest port in the twenty-first century.

Marseilles
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KARL MARX
1818–1883

Karl Marx was the author of the profoundly influential
Communist Manifesto (1848) and Capital (vol. 1, 1867;
vols. 2–3 posthumous). In his theory, often called histori-
cal materialism, class struggle over the organization of
labor, and appropriation of its products, is the central
historical dynamic that leads society from one stage to
another. Earlier stages included primitive communism,
slavery, and feudalism. Marx described modern society
as capitalism. Capitalists had a monopoly over the means
of production, whereas proletarians (wage earners) pro-
duced unpaid surplus labor, the source of capitalist prof-
its. World trade created new markets and helped realize
these profits, transforming commodities into money.
While many German progressives favored protection of
domestic industries, Marx supported free trade, to hasten
the development of capitalism and precipitate proletari-
an revolution that would lead to the next stage, socialism
or collective control of production (with full commu-
nism a distant prospect).

For Marx, European capitalism emerged from feu-
dalism through “primitive accumulation,” dispossessing
peasants and artisans of land and tools. World trade (e.g.,
wool and textiles) stimulated this process. Later Marxists
(Maurice Dobb, Paul Sweezy) debated whether trade ini-
tiated changes in social relations or responded to them.

In precapitalist areas such as nineteenth-century
India, trade and competition from (then) cheaper Euro-
pean manufactured goods dissolved the traditional vil-
lage community that had combined handicrafts and agri-

culture. The integration of these regions into the world
market was described as imperialism (Vladimir Lenin,
Rosa Luxemburg). Contemporary globalization changes
the division of labor among old and newly industrialized
economies.
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Douglas Moggach

MEDITERRANEAN
The Mediterranean is a vast sea positioned between Eu-
rope to the north, Africa to the south, and Asia to the
east. It covers an area of approximately 2.54 million
square kilometers; at its longest it is 3,800 kilometers, and
at its widest it is 800 kilometers. To the west it is connect-
ed to the Atlantic Ocean through the Strait of Gibraltar,
to the east with the Black Sea through the Dardanelles
Straits, and to the south, since 1869, when the Suez Canal
was opened, to the Red Sea. It is a semi-closed sea with
little input from pluvial waters (rainfall and rivers) and
a high rate of evaporation; without the constant influx of
Atlantic water it would have dried up a long time ago.
Mediterranean currents are not strong, but are rather
deep. During the summer months its waters are calm;
around the equinoxes and during the winter months
storms are common and can be strong. The effect of tides
is minimal, and winds are fairly regular. Its major climat-
ic characteristic is a high seasonal variability, with gener-
ally mild and wet winters and hot and dry summers.
Until the advent of the steamship, long-distance naviga-
tion across the Mediterranean was mostly seasonal,
whereas coastal navigation occurred throughout the year.
The staples of its agricultural trade have not changed for
millennia: grains, wine, citrus fruits, salt, and especially
olive oil (which was used as foodstuff and in the soap and
woolen industries).

THE TRADITIONAL PATTERNS OF TRADE

Since antiquity the Mediterranean region has been at the
center of the political, economic, and cultural develop-
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ment of Europe. The existence of a peculiar “Mediterra-
nean” civilization has been the object of a long and still
unresolved debate initiated by the 1949 publication of
Fernand Braudel’s monumental The Mediterranean and
the Mediterranean World in the Age of Philip II. Except
during the Roman Empire (first century B.C.E. to fourth
century C.E.) the Mediterranean has always been politi-
cally and religiously fragmented. These divisions, within
a limited geographical space, shaped a world in which is-
sues of trade and politics have always been very closely
interconnected. During the medieval and early modern
period religious and ethnic minorities—Jews and Arme-
nians, in particular—played an important role, acting as
intermediaries between different cultures and facilitating
trade.

By the fifteenth century Spain and the Republic of
Venice were the major commercial powers in the area.
Spain controlled the western part of the Mediterranean,
whilst Venice enjoyed a near-monopoly in procuring
spices, sugar, silk, and other luxury Asian products for
the European markets. During the sixteenth century Eu-
ropean geographical expansion started to shift the center
of the European economy away from the Mediterranean,
favoring countries with an Atlantic coastline. The cir-
cumnavigation of Africa (1498) provided an alternative
route to Asia, and disruptions in the land caravan trades
that supplied the eastern Mediterranean emporia slowly
changed the structures of global trade to the detriment
of the Mediterranean. The influx of gold and silver from
the Americas also transformed the financial structure of
long-distance Mediterranean trade. A long crisis ensued,
which led to a growing presence of non-Mediterranean
ships in Mediterranean waters for the first time. English
and Dutch naval technology (developed for oceanic
trades) proved superior to local ones, especially after fire-
power changed the nature of warfare. The Ottoman Em-
pire widened its political and commercial influence in the
southeastern Mediterranean, though almost exclusively
Europeans handled its foreign trade. To counterbalance
Venetian influence, the Ottoman rulers granted capitula-
tions to the French (1569) and English (1581). Its very
valuable internal trade was largely in the hands of minor-
ities within the empire: Jews, Armenians, and Greeks in
particular.

During the sixteenth and seventeenth centuries the
Barbary States of northern Africa—tributaries of the Ot-
toman Empire—actively pursued a corsair war against
Christian shipping. Christians retaliated, especially
through the activities of the Knights of Malta and Saint
Stephen (based in Leghorn). Corsair war disrupted trade
and increased protection costs. Conflicts between Chris-
tians and Muslims also revived the Mediterranean slave
trade.

During the seventeenth century Smyrne (Izmir) be-
came the main Mediterranean entrepôt of the Ottoman
Empire. Through a policy of low tariffs and no transit
dues, the Grand Duchy of Tuscany succeeded in attract-
ing Jewish traders and foreign merchants in Leghorn
(1593). The whole basin, however, was enveloped in a
general economic crisis, consequence of the shift of the
previous century. Grain shortages facilitated the penetra-
tion of Dutch shipping, carrying Baltic grain especially to
Italian markets. By the end of the seventeenth century
English, Dutch, and French (in this order) dominated
Mediterranean trade.

STRUCTURAL CHANGES

The eighteenth century saw Britain’s maritime power
growing in the Mediterranean, notwithstanding French
opposition. The decline of all the traditional political and
commercial powers of the area (Venice, the Ottoman
Empire, and Spain) created an economic and political
vacuum in the area, drawing in other European powers.
The English obtained Gibraltar in the War of Spanish
Succession (1701–1714). With the conquest of Hungary
and Croatia, the center of the Austrian Empire moved to
the southeast, and a free port was established in Trieste
(1719) to take advantage of the terminal decline of Ven-
ice. The Russians invested in the rise of the Black Sea port
of Odessa, thereby integrating Mediterranean trade with
Russian internal trade. Military operations were always
strictly connected with the protection of national trade
interests. The French and English navies fought hard to
keep the sea lanes opened for their merchant ships, and
blockaded ports to cut off enemy trade.

Anglo-French confrontation—militarily and com-
mercially—continued in the nineteenth century, heavily
disrupting regular traffic. Greek Ottoman subjects took
advantage of this, widening the scope of their ship own-
ing interests and building the basis of their current domi-
nation in tramp shipping. But the true winners were the
English who came to dominate the Mediterranean trade,
especially after the opening of the Suez Canal (1869),
which provided a direct sea route to the Indian Ocean.
This lowered significantly the cost of raw materials com-
ing into Europe to feed its ever-growing industrializa-
tion.

In the meantime, Western European states pro-
ceeded to colonize the southern shores of the Mediterra-
nean, matching their commercial domination with a po-
litical one: France occupied parts of North Africa, and
England large parts of the Middle East. After World War
II (1939–1945) the Mediterranean regained its strategic
importance, due to the newly discovered crude oil and
natural gas deposits of North Africa and the Middle East.
Trade and politics were once again closely intertwined in
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the decolonizing process. In 1956 Egypt nationalized the
Suez Canal, rejecting foreign control.

The founding of the European Economic Commu-
nity (1957), which later became the European Union
(1993), transformed trade patterns in the Mediterranean.
Membership in the European Union (EU) proved to be
very advantageous, and its preferential commercial tariffs
widened the gap between industrialized Europe and non-
industrialized Africa and the Middle East. As a result,
commercial relations between European and other Medi-
terranean countries declined, especially with northern
and eastern European countries planning to join the EU.
To address these problems, in 1995 a Euro-
Mediterranean partnership was created between the fif-
teen EU member states at that time (the Netherlands,
Belgium, Italy, France, Spain, Portugal, Germany, Lux-
embourg, Austria, Ireland, Denmark, Sweden, Finland,
Greece, Great Britain) and twelve nonmember states, all
bordering the Mediterranean (Turkey, Israel, Cyprus,
Malta, Syria, Lebanon, Palestinian Authority, Jordan,
Egypt, Tunisia, Algeria, Morocco). Its goal is to work to-
wards the creation of a free-trade agreement between its
signatories.

The Mediterranean today is, after the English Chan-
nel, the most trafficked sea route on the planet. Intra-
Mediterranean sea borne trade represents only 20 per-
cent of the total, as most of the traffic is transit trade. Hy-
drocarbons traffic is particularly heavy due to the sea’s
proximity to the world’s largest oil and natural gas fields.
Such heavy traffic is dangerous, and polluting goods is
cause for constant concern for the coastal states, especial-
ly the ones which enjoy a large income from tourism.
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MELAKA
The Straits of Malacca (Melaka) area was since at least the
seventh century C.E. a crucial place of transshipment and
trade on the routes between the Indian Ocean and the
South China Sea. The annual change of monsoon wind
patterns made it an appropriate place to transship
through goods, and the preference of Chinese dynasties
to allow trade only in association with tribute missions
had the effect of focusing trade on those centers accepted
as legitimate tributaries by the Middle Kingdom. Sriwi-
jaya was the key such tributary center and entrepôt. From
the fourteenth century there was competition to inherit
this mantle between various Sino-Thai and Malay-
speaking ports.

A prominent lineage from Melaka with claims on the
Sriwijaya heritage established the port of Melaka around
1400. It effectively cultivated its larger rivals by sending
tribute and trade missions to Java and Siam, while focus-
ing particular attention on China. The three first rulers
of Melaka all traveled personally to the Ming capital at
Nanjing, and rode very successfully the unprecedented
expansionism of the Yongle emperor (1403–1424). The
Chinese admiral Zheng made Melaka one of his two
major Southeast Asian bases in this period, and Melaka
became established as a favored tributary of the Ming.
The court had adopted Islam in the 1420s, boosting its
popularity with the Arab, Persian, and Indian Muslim
traders who previously favored Pasai. At least by the reign
of Sultan Mansur (1459–1477), seen as exemplary in the
Malay chronicles, Melaka had positioned itself as the
dominant entrepôt of the straits region. As Ming China
lost interest in maritime adventure in the middle of the
fifteenth century, much of the tributary trade that had
flowed to China directly from Luzon (Philippines), Bor-
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neo, and even Java was redirected to Melaka. The city-
state no longer deferred to Java and Siam, but instead be-
came a major base for Javanese trading to China and
India.

The Portuguese bookkeeper Tomé Pires provided an
excellent description of a sophisticated commercial sys-
tem operated from the port at the beginning of the six-
teenth century. He noted, “the trade and commerce be-
tween the different nations for a thousand leagues on
every hand must come to Melaka” (Pires 1944, p. 287).
Gujaratis were then the largest shippers from the West,
followed by Muslim South Indians, all bringing Indian
cloths for the Southeast Asian market in exchange for
pepper, spices, gold, and aromatics for India and the
Mediterranean. Hindu commercial castes, the Chettiars
and Baniars, were represented by a small number of very
wealthy financiers who backed voyages as far as India and
China. Local Malay, Javanese, and “Luzon” Muslims,
often with hybrid Chinese backgrounds, were the main
shippers onward to China, alongside a reduced number
of China-based traders able to defy the strict Ming bans
on private trade. Melaka sent pepper, sandalwood,
cloves, ivory, camphor, and tin to China and Ryukyu (for
Japan) in exchange for metal manufactures, ceramics,
and silks. Javanese were the principal shippers of clove
and nutmeg from Maluku in the eastern archipelago, as
well as rice and other foodstuffs from Java itself.

The Portuguese discovered the importance of
Melaka only after entering the Indian Ocean in search of
the spices that had previously reached the Mediterranean
and Venice through the Arab world. After an initial com-
mercial mission to the city in 1509, Afonso de Albuquer-
que (1453–1515) returned with a fleet in 1511, con-
quered the city, and succeeded in holding it by
constructing a powerful stone citadel, A Famosa. But
Melaka would never be for the Portuguese what it had
been during the previous half-century. Their crusading
mentality totally alienated the Muslim merchants, who
were much the most important element in Indian Ocean
trade. They quickly rallied behind alternative port-states
strong enough to counter the Portuguese threat, notably
Aceh (northern Sumatra), Banten (western Java), and
Patani (east coast of the peninsula). Heavy-handed at-
tempts to monopolize trade drove out even the Hindu
and Javanese merchants, who could have been natural al-
lies.

In the years of Portuguese control (1511–1640),
therefore, Melaka was a smaller city and port, with a role
in the Southeast Asian trade more modest than Aceh,
Ayutthaya, or Banten. By the 1550s, however, Portuguese
aggressiveness had given way to stability, and they passed
on a significant share of Malukan cloves and nutmeg, Su-
matran pepper, and Chinese silks to the European mar-

ket around southern Africa, in competition with the re-
vived Muslim route from Aceh to the Red Sea. The arrival
in 1596 of the Dutch, who were willing to ally with Mus-
lims and whoever else opposed the Portuguese, further
diminished Melaka’s role. By the time the Dutch East
India Company conquered the port in 1640, it was no
longer the most important entrepôt between the Indian
Ocean and the South China Sea.
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MERCANTILISM
Mercantilism is a notoriously difficult concept to define.
It first appeared in print in Marquis de Mirabeau’s
“Philosophie Rurale” in 1763 as système mercantile. In
France during the eighteenth century the concept was
used to describe an economic policy regime characterized
by state intervention to protect domestic merchants and
manufacturers. The main creator of the concept of mer-
cantilism, however, was Adam Smith. In An Inquiry into
the Wealth of Nations (1776) Smith characterized the core
of the mercantile system—“the commercial system”—as
the popular folly of confusing wealth with money. Ac-
cording to Smith, mercantilist writers such as Thomas
Mun, Edward Misselden, Josuah Child, and others pro-
posed the principle that a country must export more than
it imported, which would lead to a net-inflow of bullion.
This was the central argument of the so-called “positive
balance of trade theory.” Further, according to Smith, the
early-seventeenth-century merchant and writer Thomas
Mun (1571–1641) was the main architect of this theory.
Smith argued that the theory of the positive balance of
trade was only a thin veil covering the special interest of
the mercantile and trade class, which opted for protec-
tion from the state. This view of mercantilism as a policy
of rent seeking developed by special interests has in re-
cent times been further elaborated by economists in-
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spired by positive and public choice theory, especially
Robert E. Ekelund and Robert D. Tollisson, who have de-
fined the policy regime of mercantilism as “a rent seeking
society.”

HISTORY OF MERCANTILIST THEORY

Since Adam Smith, the concept of mercantilism has been
used to designate a system of economic policy as well as
an epoch in the development of economic doctrines dur-
ing the seventeenth and eighteenth centuries. The view
that that mercantilism was built upon an “almost roman-
tic value which our ancestors set upon the possessions of
the precious metals” (Jones 1859, p. 312) and thus could
be described as a mere fallacy was carried further by the
classical school of political economists in Britain. Howev-
er, from the middle of the nineteenth century the Ger-
man historical school offered an alternative interpreta-
tion of mercantilism, according to which their doctrines
were the rational expression of state building during the
early modern period. For German historical economist
such as Gustav Schmoller, mercantilism was the policy
of unity and centralization pursued especially by the
Prussian government during the seventeenth and eigh-
teenth centuries. Earlier German historicists such as Wil-
helm Roscher and Friedrich List (1789–1846) argued that
the core of mercantilism consisted of dirigist (the term
for state regulative policies) ideas propounding the active
role of the state in economic modernization and growth.
During the twentieth century this view of mercantilism
was even more enforced by the Swedish economic histo-
rian Eli Heckscher, who in “Mercantilism” (1931) at-
tempted to present mercantilism as a system of both eco-
nomic thought and economic policy. He agreed with
Smith that the balance of trade theory was at the core of
the mercantilist doctrine. However, Heckscher also re-
garded mercantilism as a system of economic policy—as
state making, as the historical economists had empha-
sized. In pursuing the goal of national power the mercan-
tilists developed a number of nationalist economic policy
tools, including tariffs. Hence, the British Navigation
Acts, as well as the establishment of national standards
of weights and measurements and a national monetary
system, could be viewed as the outcome of the same mer-
cantilist policies.

Heckscher’s work provoked heated debate about
mercantilism in the 1950s and 1960s. In 1939 A. V. Judg-
es had vigorously rejected the notion of a particular mer-
cantilist doctrine or system. Mercantilism had neither a
common theoretical core nor any priests to defend the
gospel, he stated. Another economic historian, D. C.
Coleman, outrightly denounced the usefulness of mer-
cantilism as a description of both economic policy and
economic theory; it was “a red herring of historiography”

(Coleman 1969, p. 117). Mercantilism was not a unified
school of economic thinking and doctrine.

Although it is correct that mercantilism was not a
finished system or coherent doctrine, and mainly ap-
peared in pamphlets which dealt with economic and po-
litical issues of the day, this does not imply that econo-
mists writing during the seventeenth and early eighteenth
centuries did not have some common aims and views
and shared concepts to make intelligible the complex
world of economic phenomena. Moreover, Smith and his
followers helped to cement a view of the mercantilist
writers that made them seem more old-fashioned than
they actually were. Thus, to a large extent, writers of this
branch can be regarded as forerunners to Smith and the
liberal school, not their opposition. They were not totally
devoted to dirigisme, and their demand-and-supply anal-
ysis has formed the nucleus of modern theorizing ever
since. The mercantilist literature between 1620 and
1750—mainly by the British but with contributions from
Spain, Italy, and other countries—mainly dealt with the
issue of how to achieve national wealth and power. In the
bulk of this literature these two goals were looked upon
as identical.

MONEY VS. WEALTH

From Adam Smith in 1776 to Jacob Viner in the 1930s,
the view that the early mercantilist writers had confused
money with wealth has been repeated over and over
again. However, recent scholars agree that this explica-
tion is not correct. It is quite clear that a majority of writ-
ers beginning with Thomas Mun insisted that to have an
abundance of money in the country very important for
economic progress and the wealth of the nation. Mun,
as well as many others during this period, feared that
without a steady inflow of money originating from a fa-
vorable balance of trade, trade and industry would stag-
nate, prices would fall, and so on. To counter this short-
age of bullion in circulation, a steady inflow of money
through a net trade surplus was necessary, they believed.
Nor would it cause inflation, since a positive net inflow
was necessary in order to cope with increased levels of
trade activity. But this did not at all imply that money
was identical to wealth. Rather, some would argue that
a net inflow of money was a barometer that signaled
whether a nation had won or lost its trade competition
with other countries. Others would say that an increased
money supply would help to speed up intercourse in the
marketplace and stimulate growth and development.
Thus, a net inflow of money could be a means to procure
wealth, but wealth itself was always the result of produc-
tion and consumption.
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PROTECTIONISM

Instead, what makes it legitimate to speak of a specific
“mercantile system” was its proponents’ constant and
stubborn preoccupation with the question how a nation
could become rich and thus also achieve greater national
power and glory. The mercantilists’ main recipe for
growth was state dirigisme and protection—that is, the
introduction of duties and bounties to stimulate domes-
tic industry and the export sector, and to discourage im-
portation of manufactured goods. In the sense that mer-
cantilism was an ideology for economic protection in
order to achieve domestic growth, it is not applicable
only to the period before Adam Smith. The nineteenth
century saw the rise of a strong reaction towards the gos-
pel of free trade propounded by British classical political
economists. In both Germany and the United States a
dominant protectionist school emerged as protectionism
also found root elsewhere, including in Britain. Among
the most prominent protectionists were the Americans
Alexander Hamilton (1757–1804) and Henry Carey
(1793–1879) and the German economist writer Friedrich
List. Although quite different in style and ideas, they
shared the view that an agricultural economy was always
inferior to an industrial economy. Moreover, especially
List and Carey stressed that the “cosmopolitanism” in
much of English economics during the time was false,
and concealed the fact that free trade was a tool for pre-
serving Englandís superiority as an industrial nation. It
is usually acknowledged that the first “national econo-
mist” was Hamilton, who in 1790 presented a “Report on
Manufactures” in which he made a number of arguments
for the protection of an infant industry which have been
commonplace ever since.

Certainly, mercantilist ideas can also be found in
modern forms of protectionism that have appeared since
the nineteenth century. For example, Heckscherís syn-
thesis was aimed at advocacy in favor of liberal and free-
trade ideas against the protectionism and economic na-
tionalism that characterized the interwar period. Despite
Heckscherís insistence that mercantilism was a false ide-
ology—free trade was better for economic growth, at
least in the long run—mercantilism was hailed as a form
of popular economics of common sense. As such, it still
exists to some degree, but it has reappeared most clearly
during periods of economic problems, such as the 1920s
and 1930s.

POSTWAR NEOMERCANTILISM

After World War II, mercantilist ideas recurred in the
form of neomercantilism and strategic-trade theory.
From the end of the 1970s, strategic-trade theorists such
as Lester Thurow, James Brander, Barbara Spencer, and
Paul Krugman sought to replace the theory of compara-

tive advantages set forth in the beginning of the nine-
teenth century by Robert Torrens and David Ricardo
with something that Michael E. Porter prefers to call
“competitive advantage.” Their argument is that the pat-
tern of international trade cannot be explained on the
basis of comparative advantage or with the help of the
simple Heckscher-Ohlin theorem. Instead, the flow of in-
ternational trade is a consequence of scale and scope,
economic muscle, and increasing returns to scale. The
Brander-Spencer model and pleas for “strategic trade
policy” were based on the fact that a country, which
through early investment has gained control of an export
market for a particular good, tends to keep its leading po-
sition. In cases where competition is not perfect, sunk in-
vestments (investments already made) lead to barriers of
entries—at least in industries with high value-added con-
tent—which in its turn serves as a competitive advantage.
The political implications of this were straightforward:
governmental support can bring about a competitive ad-
vantage in an industry that would benefit its nation in the
long term. Certainly, this was another way to defend the
infant-industry argument, with clear implications for
trade policy. An example often used by strategic-trade
policy theorists is the fierce competition between the air-
craft manufacturers Boeing in the United States and Air-
bus in Europe, co-owned by a number of private and
public entities in Europe. Without a doubt, active gov-
ernmental support in terms of provisions of credit, subsi-
dies, etc., is of great importance in the international divi-
sion of labor.

Without doubt, the nineteenth-century dismantling
of the old dirigist economic regime of the seventeenth
and eighteenth centuries played an important role in eco-
nomic growth, the expansion of world trade, and the in-
dustrial revolutions that occurred in the Western Hemi-
sphere, especially after 1850. Especially during the period
1850 to 1880, Western Europe experienced a period of
almost unrestricted free trade, during which many do-
mestic restrictions on industry and free enterprise and
trade were lifted. Much the same is true of the twentieth
century: the lifting of many restrictions by the General
Agreement on Tariffs and Trade (GATT) and other insti-
tutions since 1945 has been an important driving force
in the enormous expansion of world trade in the last half-
century.

Against this background, it seems odd that protec-
tionism—mercantilism in its modern form—remains at-
tractive. The different versions of modern strategic-trade
theory, the emphasis on national innovation systems,
and the renaissance of the theory of increasing returns of
scale applied to international economics are a clear sign
of this. Indeed, there is ample evidence, historical and
logical, that Adam Smith’s model of free trade and inter-
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national division of labor is much superior to the mer-
cantilists’ plea for economic nationalism and protection.
Why, then, does protectionism persist?

What seems to be the best solution for all is not auto-
matically and necessarily perceived so by every individual
actor (nation). In the short-term (or even middle-term)
an actor may recognize that some protection would ben-
efit him. The main reason for this is that markets are not
always perfect or clear. In the real world there exist such
things as asymmetrical information and rent-seeking and
special interests that opt for protection. We cannot ex-
pect that all nations will act as true altruists or keepers
of the common good. To a large extent, it is such factors
that explain the longevity of protectionism and the at-
tractiveness of its policies in the modern world.

However, we have also to acknowledge the uncom-
fortable fact that most industrialized and wealthy coun-
tries, at some point during their development, have used
protectionism as a means to achieve growth and econom-
ic modernization. We cannot know whether they would
have been better off not using such methods. However,
the stubborn persistence of ideas such as the infant-
industry argument seems to suggest that it may contain
a grain of truth. Hence, the argument pursued by Hamil-
ton and List that latecomers to the industrial race gain
from the protection of their nascent industries has re-
mained vital. In the twentieth century this argument has
appealed especially to developing countries. Radical
economists with mercantilist arguments often have chal-
lenged free-trade liberalism and the theory of compara-
tive advantages during the nineteenth and twentieth cen-
turies. During the last decade mercantilist critiques have
been advanced to explain development and underde-
velopment as a consequence of economic globalization.
According to this view the seventeenth-century mercan-
tilist had a clear picture of the importance of a process
which the modern developmental economists Raul Pre-
bisch and Gunnar Myrdal stressed during the 1950s and
1960s: that in international trade there is an unequal ad-
vantage for the parties involved, depending on what they
import or export. It could be argued that the mercantil-
ists were aware that a higher productive potential in the
form of “modern” industry provides a more developed
country with a technological monopoly that can be used
for producing higher incomes or even achieving better
terms of trade. As long as such views are expressed, there
will be a place for mercantilist and protectionist views.

SEE ALSO Colbert, John-Baptiste; Hanseatic
League (Hansa or Hanse); Navigation Acts.
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MERCOSUR
The Common Market of the South (Mercado Común del
Sur) is an economic organization formed in 1991 by Ar-
gentina, Brazil, Uruguay, and Paraguay, with the aim of
establishing a common market for South America. It is
an institution that links a population of 190 million peo-
ple (1991) and a joint GDP of US$606.5 billion (51% of
Latin America’s total GDP). Other countries have since
joined as associate nations, namely Chile (1996), Bolivia
(1997), and Peru (2003).

If we ignore the historical commercial exchange of
primary products among the South American countries,
a trade that was intensified during the World War II, and
the Pan-American Union, established first in 1889 with
the name of the Commercial Bureau of the American Re-
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Members of the MERCOSUR Trade Bloc pose for a photo at a 2004 economic summit. In attendance are (left to right)
President Vicente Fox of Mexico, President Ricardo Lagos of Chile, President Jorge Batlle of Uruguay, President Luiz Inacio Lula Da
Silva of Brazil, President Nestor Kirchner of Argentina, President Nicanor Duarte Frutos of Paraguay, President Carlos Mesa of
Bolivia, Vice President of Colombia Francisco Santos Calderon, Peruvian Minister of Commerce Alfredo Diaz Canceco and President
Hugo Chavez of Venezuela. The Latin trade organization was established in 1991 to establish a common market in South America.
© SANTIAGO PANDOLFI/REUTERS/CORBIS. REPRODUCED BY PERMISSION.

public, for the purpose of promoting peace, friendship,
and commerce among the member republics, the first
processes of integration can be found in the ideas that
emanated from the Economic Commission for Latin
America and the Caribbean, 1948 (ECLAC). Raúl Pres-
bisch, director of the ECLAC from 1948–1963, drew at-
tention to the difficulties inherent in an industrialization
process that was limited to small national markets and
to the need for economies of scale. In this same period,
Europe was undertaking its own integration process,
which led to the formation of the European Economic
Community (EEC) in 1957. Because the EEC agreed to
favor primary products exported by former colonies of
Africa, South American exporters had to seek alternative
solutions.

The first major integrating initiative in South Ameri-
ca was the Latin American Free Trade Association
(LAFTA) of 1960, formed initially by Argentina, Brazil,
Mexico, Paraguay, Uruguay, Peru, and Chile, which were
subsequently joined by Colombia (1961), Ecuador
(1962), Venezuela (1966), and Bolivia (1967). Its aim was

to fully liberalize trade in twelve years; its failure brought
about the Latin American Integration Association
(LAIA) in 1980. Another organization, the Central Amer-
ican Common Market (CACM), was organized in 1960.
Subsequently, the Andean Group (Bolivia, Colombia, Ec-
uador, Peru, and Venezuela) established a second wave
of integrations in 1969. The Caribbean countries also
went for a regional integration through the Caribbean
Community (CARICOM, 1973).

These events enabled a rapprochement between Ar-
gentina and Brazil, strengthened by the arrival of democ-
racy (in 1984 and 1985, respectively), which allowed the
two nations to embark upon the recovery of their econo-
mies, which had been weakened external debt, lack of in-
frastructure, and lack of competitiveness abroad. In 1985
the two countries signed the Declaration of Iguaçú,
which was a preferential association. Three more treaties
followed in 1986, 1988, and 1990.

Using this base, the presidents of Argentina, Brazil,
Uruguay, and Paraguay endorsed the Treaty of Asunción
on March 26, 1991, which was the constituent act of

MERCOSUR

H I S T O R Y  o f  WO R L D  T R A D E  s i n c e  1 4 5 0 489



MERCOSUR. The treaty established as objectives the free
circulation of goods, services, and production factors.
The instruments were to be a trade liberalization pro-
gram with progressive reductions in customs duties and
the elimination of noncustoms restrictions, the coordi-
nation of macroeconomic policies, a common external
customs tariff, and the adoption of agreements by sec-
tors. The date set for the zero-customs duty was Decem-
ber 31, 1994.It also created the following two provisional
governing bodies: the Common Market Council, a higher
body responsible for policy guidance and in charge of en-
suring that the objectives of the Treaty of Asunción are
met; and the Common Market Group, an executive body
supervising the fulfillment of the treaty and the council
decisions. Further consultative and executive bodies were
added in 1994. However, MERCOSUR did not achieve
a common external customs duty.

MERCOSUR is an example of “open regionalism”
(as opposed to the “closed regionalism” of the 1950s to
1980s), meaning that it can be extended to neighboring
countries and can establish agreements with other trad-
ing blocks. Agreements were rapidly undertaken with na-
tions in the LAIA area. Chile signed an agreement as an
associate nation in 1996, aiming to establish a free-trade
area within ten years. Bolivia became another associate
nation in 1997, as did Peru in 2003. Likewise, negotia-
tions took place with other regional blocks, including
NAFTA, the European Union, CARICOM, the Andean
Group, and India.

MERCOSUR’s history falls into two periods, divided
by the year 1998. The first stage is characterized by the
consolidation of the institutions, the increase in the trade
exchanges, and a strong growth in the zone; nominal
GDP rose from U.S.$620 billion in 1990 to U.S.$1,115
billion in 1998. The direction of the trade flows also var-
ied, with an increase in MERCOSUR’s interregional trade
(exports and imports), which, in 1990, was worth
U.S.$8,230 billion (11.3%), rising to a maximum volume
of U.S.$41,074 billion (22.8%) by 1997. Overall trade also
grew from U.S.$73,798 billion in 1990 to U.S.$180,119
billion in 1997.

At the end of 1998 this period of growth dissipated
during a series of crises beginning with Brazil (1998–
1999), whose economy was negatively affected by the fi-
nancial crisis in Asia. This was followed by the Argentine
financial disaster of 2001 to 2002, which led to a disor-
derly devaluation and the economic and institutional col-
lapse of the country. Nominal GDP fell sharply, to
U.S.$554 billion in 2002.

MERCOSUR has had both successes and failures.
The objectives established in 1991 have not been met,
and although, in the first stage, growth was positive—real
GDP grew at a rate of 2.37 in 1990, 5.85 in 1995 and 2.42

in 1998—in 2002 it was a mere 0.1 percent. Some experts
now question the need for utility of regional blocks in a
globalized world that requires universal standards. The
successes include increased trade, the arrival of foreign
investment, and the forming of a block with an interna-
tional presence. The benefits have been political as well
as economic. One indicator of this is that the support of
the member states helped to quash General Lino Ovie-
do’s attempted coup d’état in Paraguay in 1996. An even
stronger example is the Ushuaia Protocol (1998), in
which it was agreed that the breakdown in the democrat-
ic processes of a member nation could lead to its being
expelled from the organization.

The 2003 elections of Nestor Kirchner and Lula da
Silva as presidents of Argentina and Brazil, respectively,
have brought fresh impetus to the integration process.
When Kirchner proposed the creation of a single curren-
cy, he was backed by Brazil. Subsequently, the twenty-
sixth summit of Mercosur presidents in 2004 accepted
Mexico and Venezuela as associate nations. The integra-
tion continues with an interest in Mexico forming a
nexus between MERCOSUR and NAFTA.

S EE A LS O Argentina; Brazil; Chile; GATT, WTO;
Globalization, Pro and Con; International
Trade Agreements; NAFTA; Protectionism and
Tariff Wars; Regional Trade Agreements.
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MEXICO
In the nearly two centuries since its independence (1821),
Mexico’s foreign trade has experienced two stages of ac-
celerated growth and two long periods of rather modest
performance. Trade grew slowly, and played a relatively
secondary role in the Mexican economy, during the half-
century after independence and the fifty years following
the 1929 Great Depression. The first boom period ran
from the late nineteenth century until the 1929 economic
crisis. The second one corresponds to the recent era of
liberalization and globalization which, in Mexico, began
in the mid 1980s and is still under way.

Mexico
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Trucks crossing into the United States from Mexico through a U.S. Custom’s inspection station at the Otay Mesa Border
Crossing, San Diego, 2004. Under the North American Free Trade Agreement (NAFTA) commercial vehicles move freely across the
U.S.-Mexican border. PHOTOGRAPH BY LENNY IGNELZI. AP/WIDE WORLD PHOTOS. REPRODUCED BY PERMISSION.

INDEPENDENCE TO THE DEPRESSION

For five decades after independence Mexico’s foreign
trade was modest and grew slowly. Imports increased
from U.S.$15 to $20 million between 1825 and 1872, for
a per-capita value of $2.2 in both years. Exports averaged
$25 million during the 1850s, two-thirds of which was
coined silver. Exports per head amounted to $3.2, one of
the lowest figures in Latin America (even below smaller,
weaker economies such as those of Guatemala or Haiti).
Mexico’s external commerce during this period was that
of a traditional economy. Mexico exported mainly silver
and, to a lesser extent, some tropical products (vanilla,
natural dyes, precious woods) in exchange for luxury
goods (textiles, haberdashery, and wines). This trade was
distributed among the European main trading countries
and the United States. By 1840 Great Britain supplied
over three-fifths of Mexico’s import trade, France and
Germany another one-fifth, and the United States the re-
maining fifth.

This started to change in the 1870s. The launch of
railroad construction and investment by U.S. firms fos-
tered international trade as well as a dramatic reorienta-
tion towards the neighboring country, which remains
Mexico’s dominant partner today. In 1890 50 percent of
imports came from the United States and almost 80 per-

cent of exports were directed to that country. At the same
time, the composition of trade changed, indicating the
beginning of economic modernization. Traditional im-
ports such as textiles and other consumer goods were
partially replaced by domestic production, while capital
goods imports increased sharply, supporting incipient
industrialization. Exports broadened to include coffee, fi-
bers, lead, copper, and, starting in the 1910s, petroleum.
Between 1880 and 1926 exports grew by 5.3 percent per
year, then started a progressive decline, culminating in
the 1929 economic slump. But even with this rapid ex-
port growth, in 1900 exports represented barely 13 per-
cent of Mexico’s GDP, well behind other Latin American
countries of similar size. The modest dimensions of the
export sector limited its impact upon the rest of the econ-
omy during this first export-led growth era. Nevertheless,
the relative importance of the export sector grew during
the 1910s due to international demand for strategic prod-
ucts during World War I and to the fact that the internal
warfare associated with the Mexican Revolution (1910–
1917) did not disrupt severely export growth. Mexico’s
external commerce became even more focused on the
United States, which then held more than 90 percent of
its total value. The export basket remained quite diversi-
fied during this decade, including sisal, coffee, livestock,
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silver, lead, copper, and petroleum, though this changed
during a brief but powerful oil boom in the early 1920s.

Nineteenth-century trade policy was largely in-
formed by the government’s budgetary needs. In the dec-
ades after independence, the commercial policy was
highly protective: nominal protection averaged 50 per-
cent of import value up until the 1880s, and duties for
some items could reach 150 percent. Near the end of the
century, as the Mexican government found alternative
sources of revenue, this protectionism was modified by
more liberal policies with clearly defined development
aims. A cascade system liberalized the importation of
production goods while keeping high duties for finished
products. Nominal protection averaged 23 percent be-
tween 1892 and 1910, a considerable decrease. Addition-
ally, the regulatory aspects of the tariff were liberalized,
smoothing import operations and reducing transaction
costs. Nonetheless, depreciation of the silver-based peso
in the late nineteenth century acted as an additional pro-
tective barrier against imports; this situation ended when
Mexico went on a gold-exchange standard in 1905.

TRADE SINCE 1929: THE ERA OF IMPORT
SUBSTITUTION INDUSTRIALIZATION

The 1929 economic crisis seriously affected the Mexican
economy. Foreign trade diminished by 20 percent within
a year and, despite an early recovery, decreased by -0.3
percent during the 1930s. In the next decade irrigation
and other public works programs undertaken by the gov-
ernment fostered machinery imports, and the conditions
created during World War II stimulated Mexico’s first
exports of manufactures—mainly textiles headed for
other Latin American countries. In a broader sense, how-
ever, 1929 started an era of inward-oriented growth in
which all connections with the international economy
shrank. Public intervention and development concerns
determined the performance of Mexico’s foreign trade
during the following decades: imports were restricted
through a complex system of tariffs and licenses aimed
at facilitating the introduction of capital goods to support
industrialization and at the same time protecting the im-
port-substituting activities. Taxing primary product ex-
ports and offering incentives for industrial exports pro-
moted export diversification. By 1968, 80 percent of all
import value consisted of production goods, and almost
25 percent of Mexico’s export basket was made of manu-
factures. In the meantime, Mexico became a rather closed
economy, with imports representing 6 percent of GDP
and exports less than 3 percent of it by 1970. Industrial-
ization had a strong antiexport bias and increasingly re-
quired intermediate and capital goods imports. Thus,
trade deficits became a serious problem, which was met
by foreign investment and, later on, by foreign debt.

By the early 1970s this pattern of growth showed
clear signs of exhaustion, but high oil prices and the dis-
covery of new oil reserves in Mexico delayed the neces-
sary reforms for another decade. Instead, what followed
was the petrolization of the economy (oil represented
75% of all Mexican exports by 1982), the maintenance
of an overvalued peso, which stimulated imports and
prevented manufactured exports, and a rising current-
account deficit. The situation led to a severe financial cri-
sis that hit the Mexican economy in 1982 and forced
some of the initial liberalization. The protective system
of licenses and high tariffs was swiftly dismantled: the av-
erage weighted tariff decreased from 16 percent in 1982
to 5.6 percent in 1987 and to only 3 percent in 1999.
Meanwhile, currency undervaluation and financial and
fiscal incentives fostered manufactured exports. Within
a few years Mexico became one of the most open econo-
mies in the world; trade went from 22 percent of GDP
in the 1980s to 69 percent in 2000. By the late 1990s man-
ufactured exports provided more than 70 percent of total
sales abroad. About half of them come from maquila-
doras, which are predominantly foreign-owned and
labor-intensive industries that assemble products for ex-
port, such as electronics and light equipment. Since the
1990s the outward orientation of the growth process has
consolidated, although export growth has been largely
the result of currency undervaluation and low wages
rather than capital accumulation and productivity gains.
In 1985 Mexico adhered to the General Agreement on
Tariffs and Trade (GATT). In 1994 the North American
Free Trade Agreement (NAFTA) with Canada and the
United States came into force, and in 2000 two ambitious
treaties with Israel and the European Union were sub-
scribed. Mexico thus became the only country to sign
trade agreements with the two largest economic areas of
the world. In 2004 Mexico had commercial treaties with
forty-two countries, and applied to become an associate
member of the South American common market MER-
COSUR.

S EE A LS O Automobile; Bullion (Specie); Capital
Flows; Coffee; Copper; Cotton; Díaz, Porfirio;
Empire, Spanish; Gold Rushes; Gold and Silver;
Germany; Guggenheim Family; Imperialism;
Import Substitution; International Monetary
Fund (IMF); Laborers, Coerced; Laborers,
Contract; Monroe, James; NAFTA; Nationalism;
Nationalization; PEMEX; Petroleum;
Population—Emigration and Immigration;
Smuggling; Sugar, Molasses, and Rum; Textiles;
United Kingdom; United States; Wheat and
Other Cereal Grains.
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MILLETS AND CAPITULATIONS
Capitulations (imtiyazat; ahdname) were commercial
privileges negotiated between the Ottoman Empire and
European states such as Venice, Genoa, France, England,
and Holland, first for those merchants who were trading
and traveling through Ottoman realms from the four-

teenth century, and later, when they became reciprocal
in the seventeenth century and after, for non-Muslim Ot-
toman subjects trading in central and western Europe.
Countries that had capitulatory agreements with the Ot-
toman Empire at one time or another included: Venice,
Genoa, France, England, Holland, Poland, Naples, Flor-
ence, Ragusa, Ancona, Spain, Portugal, Catalan, Russia,
Habsburg Austria, and Sicily. Capitulations usually con-
sisted of the following categories:

1. General security of person and property, includ-
ing: Testimentary rights, freedom of worship,
burial, and dress. Repairs to ships, emergency ra-
tions, aid against attacks by corsairs, and abolition
of the lex naufragii (Shipwreck and salvage law).
Permission to address complaints to the head of
the Muslim community.

2. Extraterritoriality, including: Consular jurisdic-
tion. Consul’s salary and other exemptions.

3. Abolition of collective responsibility. (Inalcik, p.
1169)

Capitulations had existed before the formation of
the Ottoman state in the fourteenth century; they existed,
for example, between the Seljuk state in Anatolia and
Venice/Cyprus in the thirteenth century. The Ottomans
granted their first capitulations in the mid-fourteenth
century to Genoa when they entered Europe (Balkans);
soon thereafter they extended capitulations to Venice
and Naples as well. By the sixteenth century the Otto-
mans had conquered Mamluk Egypt and reaffirmed the
capitulations that the Mamluk state had extended to
France, thereby bringing France into the regime of com-
mercial agreements. In the seventeenth century England
and Holland were added to the list of European states
whose merchants had extraterritorial privileges, the right
to representation in the form of a bailo/consul (bailo is
the Venetian term for consul), and access to Ottoman/
Muslim courts in the empire.

Ottoman authorities viewed capitulations within the
frameworks of Islamic jurisprudence and the political ad-
vantages to be expected from the applicant state, and in
terms of the economic and financial interests of the em-
pire. They saw the possibilities of acquiring political allies
in Christendom, of obtaining scarce goods and raw mate-
rials such as cloth, tin, and steel, and of increasing cus-
toms revenues, which were the principal source of cash
for the imperial treasury.

The Mediterranean cities that were most affected by
capitulation agreements were Istanbul (especially the
port of Galata and the adjacent Frankish neighborhood
of Pera), Izmir/Smyrna, Thessaloniki/Salonika, Sidon,
Aleppo, and Cairo. In those areas resident populations
of foreign traders were considered communal entities by
the Ottoman central authority, comparable to guilds
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(taife), and were sometimes referred to as millet (na-
tions), akin to non-Muslim religious groups such as
Greek Orthodox Christians and Sephardic Jews. Their re-
spective bailo/consul was appointed by the Ottoman au-
thorities. Among his tasks were authorizing all the ships
of his “nation” leaving the relevant port, settling disputes
among his fellow subjects according to the laws of cus-
toms of their home country, and, when necessary, ap-
pealing to the ambassador in Istanbul and/or to the Otto-
man legal authorities in his port city or in Istanbul for
the redress of collective grievances.

The fact that many non-Muslim Ottoman subjects
began working for European merchants and their consuls
as officially licensed dragomans, or translator/
interpreters, led to a growing gray area between capitula-
tions for foreign merchants and for indigenous non-
Muslim subjects by the eighteenth century. Licensed
dragomans could claim the same extraterritorial privi-
leges granted to the nationals of their employer consul,
and increasingly, these dragomans became naturalized
subjects of their employers’ states. From the late seven-
teenth century, capitulations took on a new importance
as the Ottoman state, weakening with respect to Europe-
an powers, began to dispense capitulations in exchange
for political assistance. At this point the Habsburgs and
Russia began to extract concessions in the form of capitu-
lations. Finally, as the European state system took shape,
capitulations were used as a wedge to influence the privi-
leges and rights of non-Muslim Ottoman subjects on an
individual as well as collective basis. Throughout the
nineteenth century the issue of capitulations became
more and more deeply enmeshed with the Eastern Ques-
tion, or the question among the great powers of Europe
of how to disperse the receding Ottoman Empire, and al-
though the Ottoman government consistently desired to
end the regime of capitulations, the system continued
until the final dissolution of the empire and the establish-
ment of the Turkish Republic and the Treaty of Lausanne
in 1923.

SEE ALSO Black Sea; Caravan Trade; Egypt;
Empire, British; Empire, Dutch; Empire, French;
Empire, Ottoman; Empire, Portuguese; Ethnic
Groups, Africans; Ethnic Groups, Armenians;
Ethnic Groups, Gujarati; Ethnic Groups,
Huguenots; Ethnic Groups, Jews; Factories;
Genoa; Imperialism; Indian Ocean; Iran; Law,
Common and Civil; Levant Company;
Mediterranean; Persian Gulf; Travelers and
Travel; Venice.
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JOHN STUART MILL
1806–1873

John Stuart Mill was the son of James Mill (1773–1836),
an English liberal economist much influenced, as was his
son, by the utilitarianism of Jeremy Bentham (1748–
1832). As an employee of the East India Company for 38
years (1823–1858) John Stuart Mill had first-hand expe-
rience with foreign trade, and he wrote extensively on
economics. His Principles of Political Economy (1848) was
a leading textbook for nearly a half-century. His work
strengthened the concepts of economies of scale and
comparative advantage in trade. Although Mill advocat-
ed free trade and trade expansion in the classical liberal
tradition of Adam Smith (1723–1790) and David Ricardo
(1772–1823), his concept of free trade was more restric-
tive, perhaps reflecting his practical experience, and he
argued that protective tariffs and trade regulation were
sometimes necessary. Mill’s writings supported and en-
couraged British commercial imperialism in the nine-
teenth century, yet Mill rejected claims of those who ar-
gued that British citizens in foreign places could be
governed by British rather than native laws. In his more
humanistic approach to economics, he helped to lay
groundwork for socialist theory as he joined with
Auguste Comte (1798–1857) as a founder of positivism.
Mill served in the British Parliament from 1865 to 1868.
He lived his later years near Avignon, France.

S EE A LS O Economics, Neoclassical; Keynes, John
Maynard; Theories of International Trade.
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MINING
As early as 6,000 years ago humans collected lumps of
gold or copper or iron and fashioned ornaments, imple-
ments, and tools from the soft metals. But nuggets of rel-
atively pure metal are rare; most of the earth’s metallic
resources are chemically bound within rock of lesser util-
ity. Thus the history of man’s use of the earth’s mineral
resources comprises two topics: mining (extracting rock
from the earth) and metallurgy (separating metals from
their host ores, purifying them, and transforming them
into a useful state). Mining and the exploitation of min-
eral resources over history have been shaped by the rela-
tionship between societies’ demand for particular miner-
als and human’s ability to extract, purify, and work with
those materials. Chance discoveries play a small role and
attract the investment of time and money only if there
is sufficient demand. Mining’s growth in world trade has
historically responded to technological advances in both
mining and metallurgical techniques. Finally, minerals
are nonrenewable and nonreplicable. The first quality
gives every historical mining experience its classic boom
and bust cycles; the second quality means that nations,
firms, or individuals desiring minerals must trade (or
fight) for them if they do not possess them at home. Thus
long-distance trade has been a standard component of
mining and metallurgy from its inception.

MINING AND WORLD TRADE

Villages and societies have traded metals and metallic ob-
jects for millennia. The bronze-making societies of the
Mediterranean in the first millennium B.C.E., for instance,
used local sources of copper but imported tin, then trad-
ed bronze objects through Europe, north Africa, and
parts of Asia. The Romans spread mining and metallurgi-
cal techniques further north and east. Medieval Europe
saw moderate levels of regional trade in metals, whereas
East Asian societies during the same period developed the
world’s most advanced techniques and high-volume
trade, centered especially in China. But a broader and
sustained international trade in mineral resources did
not develop until the Portuguese and Spanish voyages of
discovery in the late fifteenth century. After 1500 new
markets for European metal products as well as new
sources of raw materials in Africa, India, East Asia, and
the Americas opened to European commerce.

Precious metals dominated the early international
trade of mineral resources. Rising European powers in

An illustration depicting the underground structure of a
German coal mine. To meet increased demand for coal during
the Industrial Revolution, new technologies such as the steam
engine were incorporated into the extraction process. Steam
engines were crucial in removing underground water and
powering drilling equipment. © BETTMANN/CORBIS. REPRODUCED

BY PERMISSION.

the fifteenth and sixteenth centuries sought gold and sil-
ver to finance local, regional, and continental wars. No-
where was this more evident than with the Hapsburg
monarchs of the Holy Roman Empire and Spain, mani-
fest in their extraction of silver from Spain’s American
colonies to finance European ambitions. Access to bul-
lion, they believed, constituted the foundation of nation-
al wealth; at least it paid for large armies. Moreover, gold
and silver were the only metals with sufficient value to
bear the high transportation costs of both oceanic trade
(on relatively small and slow sailing ships) and overland
trade (on the backs of humans, draft animals, or animal-
pulled carts).

In the Americas, gold, silver, and copper had long
been used by indigenous societies to make ornaments
and some tools. Metallurgical techniques were most de-
veloped among the Incas of the Andean highlands, where
smelting furnaces, gilding and welding techniques, and
the use of alloys were developed by 1000 B.C.E. (although
well after similar developments in Eurasia). The Europe-
an conquest of the Americas in the early sixteenth centu-
ry effectively destroyed indigenous metalworking tech-
niques. Although the Spanish quest for El Dorado failed
to yield rich gold mines after the initial seizure of Aztec
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and Incan ornaments, within half a century rich sources
of silver were located in central Mexico and the southern
Andes. By century’s end, Spain’s American mines domi-
nated world production of the white mineral. American
silver sailed the Atlantic in well-defended Spanish fleets
to Seville, and then flowed quickly through Europe to pay
for the Hapsburg’s armies, for Spanish imports, and for
Spanish debts. American silver also flowed west from
Acapulco to the Spanish port of Manila and hence to
China in exchange for silks and porcelain. The Spanish
silver peso—mined and minted in the Americas with
largely indigenous labor—quickly became the standard
coin for international commerce throughout the world.

International trade created its own demand for met-
als: copper and bronze and iron for ship parts and the
armaments to protect them; silver and gold to finance ex-
peditions and navies. European copper joined American
gold and silver in the holds of ships bound for India and
beyond, exchanged for fabrics, spices, and other Asian
goods. Japan experienced its own silver boom in the six-
teenth century, and Japanese silver (and later, copper)
competed with European metals in other Asian markets.
At the same time that new sources of silver and gold were
linked to European trade routes, an increasingly vigorous
intra-European trade in metals as well as in experienced
miners and metallurgists stretched from the British Isles
to Russia and from Scandinavia to the Mediterranean.
Sovereigns, manufacturers, and artisans sought cheap
metal and skilled practitioners to jump-start their own
enterprises or further their political ambitions.

Although international trade in metals continued
through the sixteenth and seventeenth centuries, the next
major shift in the level and direction of mining history
came in the second half of the eighteenth century. Early
industrialization in Britain after 1750 and its spread to
the United States and continental Europe offered two
new stimuli to world mining: first, new technologies to
mine and refine metals dramatically lowered the costs of
production; second, industrialization created new mar-
kets for nonprecious minerals such as iron, copper, lead,
tin, and coal.

Since the publication of Georgius Agricola’s De Re
Metalica in 1556, methods to dig tunnels, remove water,
ventilate shafts, power machinery, and haul ore had
changed relatively little. Then, between 1750 and 1850,
a wide range of new technologies transformed each of
these activities. The steam engine had perhaps the biggest
impact. Initially applied to the debilitating problem of
dewatering deep mines, steam power was then harnessed
to rock drills, stamp mills, tramways, and to locomotives.
The railroad dramatically altered the economics and ge-
ography of mining throughout the world, opening new
regions to exploitation and increasing scale economies in

mining and metallurgy, carrying ore at a fraction of pre-
vious costs. Blasting powder also came into widespread
use at this time, speeding the extension of tunnels and
shafts. In metallurgy, coal and then coke replaced char-
coal in iron smelting by the mid-eighteenth century, and
the puddling and rolling process invented by Henry Cort
(1740–1800) further improved quality and reduced costs.
Industrialization in Western Europe also motivated colo-
nial endeavors through the nineteenth century, and
South African gold, Malayan tin, and central African
copper (among others) flowed to European consumers.

Britain and its colonial empire led world metal pro-
duction through much of the nineteenth century, but by
late century was overtaken by the United States. Techni-
cal advances during this second industrial revolution
once again changed the face of international mining and
metallurgy. Large-scale steel production offered the most
dramatic new development after 1850, and the applica-
tion of electricity to a host of mining and metallurgical
processes at century’s end cut costs and opened new pos-
sibilities. In between, the use of dynamite and diamond
drills made deep-rock mining a bit safer and faster, steam
shovels speeded open-pit mining, and newly developed
flotation and cyaniding processes increased metal yields
from copper, gold, and silver ores. All of these technical
innovations created financial incentives to increase the
scale of mining and metallurgical operations, and large
corporations increasingly dominated both sectors of the
industry.

In the early decades of the twentieth century Germa-
ny rose to the first rank of the world’s metal producers,
followed by the Soviet Union at mid-century and Japan
after World War II. But despite the dominant position
of particular nations over the last two centuries, the busi-
ness of mining and metallurgy has remained essentially
international. Germany’s rise as an industrial and mili-
tary power, for example, owed partly to Swedish iron,
Canadian nickel, Malayan tin, Rhodesian chrome, Hun-
garian bauxite, Ukrainian manganese, and Southeast
Asian petroleum, not to mention iron and coal deposits
much closer to home. The great wars of the twentieth
century drove international developments in metallurgy
and gave rise to the new mining industries for nickel, alu-
minum, and uranium. Postwar economic growth in the
United States, Europe, and Japan deepened global metal
markets and brought new developments in science and
technology that lowered costs and increased access to
mineral resources. Although the economies of the
world’s high-income countries have recently moved away
from a dependence on metal-based heavy industry, ac-
cess to mineral resources remains of central importance
to the economies of much of the rest of the world.

Mining

H I S T O R Y  o f  WO R L D  T R A D E  s i n c e  1 4 5 0496



GOLD

Although the stolen treasures of the Aztec and Incan em-
pires promised rich bonanzas in gold mining, Minas Ge-
rais in Portuguese Brazil proved the New World’s only
significant producer after the sixteenth century, joined by
other sources around the world to supply European and
Asian demand for the next couple of centuries. The great
gold rushes of the nineteenth century began in Siberia,
followed by the Sierra Nevada of California in 1848, just
nine days before Mexico transferred the territory to the
United States. California’s gold helped grease the wheels
of a world trade boom after 1850, as had Spanish Ameri-
can silver three centuries earlier. California’s bonanza
previewed strikes and subsequent rushes in Southeast
Australia (1850s), Colorado (1850–1860s), Montana
(1860s), and South Dakota (1870s). In the late 1880s
miners opened the rich gold-bearing reefs in the Rand,
South Africa, which yielded one-third of the world’s gold
by 1907. The last of the great gold rushes came in West-
ern Australia, the Yukon, and Colorado in the 1890s.
Low-cost large-scale production in the rich South Afri-
can fields subsequently dominated twentieth-century
gold production; investors had little incentive to open
new mines elsewhere as the U.S. dollar price of gold was
pegged at $35 an ounce from the 1930s until the 1970s.

In California, as in most of these classic rush settings,
individuals armed with a bedroll, a mining pan, and not
much else undertook early exploration and mining. As
initial hordes exhausted the loose-lying placer deposits,
following gold-bearing veins underground and separat-
ing the gold from more complex ores required new tech-
nologies and ever-greater financial resources. Especially
after 1900 the development and diffusion of the cyanide-
separation process and the application of electrical power
to hard-rock mining increasingly favored highly financed
international corporations. This was especially true in the
goldfields of South Africa, but technological develop-
ments and financing requirements pushed the consolida-
tion of mines and metallurgical facilities the world over.

SILVER

For centuries, silver coins constituted a universally ac-
cepted medium of exchange with high and stable value,
and silver was the world’s most traded metal until the In-
dustrial Revolution. Using the mercury-amalgamation
process, Spanish mines in Mexico and at Potosí in lower
Peru produced more silver than any other region of the
world from 1550 to 1850. In bullion or coin, Spanish
America’s silver exports reached the Baltics, Russia, the
Ottoman Empire, India, and especially China. Even the
United States’s first paper currency specified that bills
were payable in Mexican silver pesos.

The biggest new silver strike of the nineteenth centu-
ry came in 1858 when gold prospectors discovered rich
silver ore in western Nevada. Over the following decades
the Comstock lode became the richest mining field on
earth. As with gold, new techniques and financial trends
pushed consolidation. By 1899 most of the silver-
smelting facilities of the American West had been gath-
ered within the American Smelting and Refining Compa-
ny and the Guggenheim family, who expanded the com-
pany’s reach to include dominant positions in western
U.S. metallurgy and in Mexican silver, lead, and copper
production, as well as additional interests in Europe and
Africa.

Late-century discoveries and the application of cya-
nide separation to silver boosted world production levels
briefly, but the world’s demand for silver had long been
tied to its use as the foundation for much of the world’s
coinage. As nation after nation switched to gold-backed
currencies in the late nineteenth century, international
demand for silver fell and its price plummeted. By the
early twentieth century silver had lost its prominent place
in world mining, and industrial uses overtook coinage
thereafter.

IRON

Iron is the earth’s most plentiful metal, and its produc-
tion dates from about 2000 B.C.E. Wrought iron, soft but
strong, became the leading tool- and weapon-making
material of Europe’s forges and anvils from Roman times
through the medieval era. Blast furnaces to produce pig
(or cast) iron developed first in China, and were estab-
lished in Europe by about 1500. Cast iron was too hard
and brittle for most uses, but by the late eighteenth cen-
tury blast-furnace improvements, the replacement of
charcoal by coal and then coke, and Cort’s new puddling
process yielded iron of sufficient quality and quantity to
supply Britain’s growing industrial demands. Until then,
British manufacturers had imported iron from Sweden
and Russia, where cheap labor, abundant wood, and
purer ores could outcompete Britain’s home product,
even with added transport costs. In the decades to follow,
Britain’s disadvantage disappeared. Technological ad-
vances loosened supply constraints as demand for iron
in construction and industry expanded rapidly. British
iron production roughly doubled each decade through
the first half of the nineteenth century, and British iron
products flooded world markets.

Beginning in the 1850s a series of furnace advances
permitted the mass production of steel, an iron product
harder than wrought and stronger than cast iron. The
Bessemer, Siemens, and Thomas-Gilchrist processes ap-
peared first in Britain, then spread rapidly to the United
States. The combination of Great Lakes iron, Appala-
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chian coal, Bessemer mills, cheap water transport, and
the efforts of men such as Andrew Carnegie (1835–1919)
made the United States the world’s leader in steel pro-
duction by the late nineteenth century. In 1901 the U.S.
Steel Corporation became the biggest “trust” in an era of
mammoth corporate combinations. Germany’s industri-
al rise in the late nineteenth century was partially built
on the exploitation of European iron and coal, and the
great steel mills built through the Ruhr region surpassed
British steel production by 1900 to lead Europe. Al-
though the scale of steel production increased dramati-
cally through the twentieth century and new production
centers emerged (most notably in Japan), blast-furnace
technologies remained the mainstay of the industry until
well after World War II.

COPPER

Sweden took the early lead in modern copper produc-
tion, dominating European and world production until
well into the seventeenth century. Leadership soon
passed to the southwest of England, where Cornish cop-
per and tin mines were among the first to use James
Watt’s new steam engine in the 1780s. The region’s
smelting center at Swansea in Wales comprised a small
number of large firms using the most advanced smelting
techniques to produce the world’s cheapest copper. In
the early nineteenth century British investors financed
the modernization of Chile’s copper mines, shipping the
raw ore around Cape Horn to join Cornwall’s ores in the
Swansea smelters, which produced fully three-quarters of
the world’s copper.

In the second half of the nineteenth century new
copper mines threatened the supremacy of this arrange-
ment. These included Spain’s Tharsis and Rio Tinto; the
rich mines on Michigan’s Lake Superior coast; and new
large discoveries in the American West. For a time most
of the world’s copper ores continued to undergo final
smelting in Britain’s Swansea district, filling the harbor
there with ships from the United States, Chile, and Spain.
Increasingly, however, new smelters and new techniques
broke Britain’s hold and shifted the center of world pro-
duction to the United States. Application of the new Bes-
semer and electrolytic processes to copper refining in the
last decades of the nineteenth century allowed global pro-
duction to expand eight-fold between the 1880s and the
1920s and drove industrial concentration. New open-pit
mines opened in Utah, Alaska, Chile, the Belgian Congo,
and elsewhere to fill demand for copper electrical wire
and other new applications.

TIN AND OTHER METALS

Cornish mines and Welsh smelters led global tin produc-
tion well into the nineteenth century. After 1860, howev-

er, cheaper tin from other parts of the world swamped
European markets. The exhaustion of Britain’s tin re-
serves combined with lower production costs elsewhere
favored new tin centers in Malaya, Sumatra, Bolivia, and
Nigeria.

In the twentieth century zinc, aluminum, and urani-
um joined the ranks of the world’s important industrial
metals. Aluminum became the first new metal of the
twentieth century, with uses ranging from aircraft to
cans. Like other minerals, aluminum was a truly interna-
tional business. Bauxite deposits in Brazil, Asia, and
France fed smelters in Switzerland and the United States.
Large corporations dominated both sectors of the indus-
try: ALCOA in the United States, and AEG, AIAG, and
British Aluminum in Europe, all with worldwide inter-
ests. In aluminum, as with other minerals, the world’s
biggest companies coordinated production, prices, and
global trade through much of the century.

S EE A LS O Coal; Copper; Gold Rushes; Gold and
Silver; Guggenheim Family; Iron and Steel;
Nitrates; Potosí.

BIBLIOGRAPHY

Aitchison, Leslie. A History of Metals. London: Macdonald
and Evans, 1960.

Craddock, Paul T. Early Metal Mining and Production.
Washington, DC: Smithsonian Institution Press, 1995.

Day, Joan, and Tylecote, R. F., eds. The Industrial Revolution
in Metals. London: Institute of Metals, 1991.

Dennis, William Herbert. A Hundred Years of Metallurgy.
Chicago: Aldine, 1964.

Harvey, Charles, and Press, Jon. International Competition
and Industrial Change: Essays in the History of Mining and
Metallurgy, 1800–1950. London: Frank Cass, 1990.

Lynch, Martin. Mining in World History. London: Reaktion,
2002.

Mokyr, Joel. The Lever of Riches: Technological Creativity and
Economic Progress. New York: Oxford University Press,
1990.

Raymond, Robert. Out of the Fiery Furnace: The Impact of
Metals on the History of Mankind. University Park:
Pennsylvania University Press, 1986.

Rickard, T. A. A History of American Mining. New York:
McGraw-Hill, 1932.

Thrush, Paul W. A Dictionary of Mining, Mineral, and
Related Terms. Washington, DC: U.S. Department of
Interior, 1968.

Tylecote, R. F. A History of Metallurgy, 2nd edition. London:
Institute of Materials, 1992.

Edward Beatty

MITSUBISHI
Mitsubishi, a Japanese enterprise group (zaibatsu), began
in the years immediately preceding the Meiji Restoration
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Mitsubishi Motors president Katsuhiko Kawasoe unveiling the new model in Tokyo, 2000. Although it is best known in the
United States for its automobile firm, Mitsubishi, which was founded around 1868, has core interests in the shipping and banking
industries. PHOTOGRAPH BY ITSUO INOUYE. AP/WIDE WORLD PHOTOS. REPRODUCED BY PERMISSION.

of 1868. Its founder, Iwasaki Yatarō (1834–1885), was an
official in the enterprise of the Tosa domain, which he
basically transformed into his own private firm by incur-
ring the domain’s debt, which was later paid off by the
central government. He then converted this enterprise
into Mitsubishi, focusing initially on shipping, for which
he was granted government subsidies starting in 1875. By
the early 1880s Mitsubishi had strategically diversified,
concentrating increasingly on coal mining. In the pro-
cess, the firm’s shipping services deteriorated, prompting
the rise of a competing firm, which in 1885 merged with
Mitsubishi’s shipping assets to form the NYK (Nippon
Yusen Kaisha). For Mitsubishi, these moves represented
a shift away from government connections and a partial
withdrawal from shipping in favor of a broader pattern
of diversification into mining, real estate, trading, bank-
ing, and especially shipbuilding. For example, sales of
NYK shares enabled Mitsubishi to purchase land adja-
cent to the imperial palace known as Marunouchi, which
it converted into a business district modeled on the City
of London.

Increased government subsidies to industry follow-
ing the Sino-Japanese War of 1894 to 1895 created a
complex structure among Mitsubishi-related enterprises
that redirected Japan’s trade with Europe toward emerg-
ing investment trends within East Asia. Subsidies to ship-
ping enabled the NYK to buy ships from Mitsubishi rath-
er than from Britain. Between 1896 and 1914 NYK
purchased 43 percent of its tonnage from Mitsubishi, and
42 percent of that was constructed under the subsidy
program. (Mitsubishi built 64 percent of the total ton-
nage constructed under that program.) As part of a
broader, integrated network, Mitsubishi’s shipbuilding
enterprise gradually came to purchase more of its steel
from the government-owned Yawata Steel Works in
Kyushu, which itself relied on iron ore imported from the
Hanyehping firm in central China. This firm relied on
loans from Japan’s Industrial Bank, debentures of which
were purchased by the NYK. Meanwhile, ships of Mitsu-
bishi’s trading enterprise transported the ore to Yawata.
This complex network of industrial linkages suggests that
the government’s subsidies to shipping functioned as a
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trigger that generated these integrated connections.
However, despite the rapid growth of Mitsubishi’s ship-
building, it contributed only 10 percent of the firm’s
profits between 1894 and 1913. Its profits still came
mainly from mining (55% during the same period) and
to a lesser extent from banking (15%) and trading
(11.5%).

During World War I Mitsubishi was much less active
globally than its principal competitor, Mitsui, and tended
to focus its activities on East Asian business, while also
earning windfall profits from the demand for ships. Mit-
subishi avoided excessive commitments prior to the post-
war recession that hurt shipbuilding. Its core industrial
strategies tended to follow two paths. Partly through ties
with Westinghouse it imported electrical technology and
created a new firm, Mitsubishi Electric. Secondly, during
the interwar years the group’s trading firm, Mitsubishi
Shōji, increasingly became a strategic importer of tech-
nology. Working closely with the shipbuilding firm’s fac-
tory-based laboratories and the group’s research insti-
tute, Shōji aided new technological breakthroughs in
electric welding and diesel-engine design that probably
enabled Mitsubishi to surpass the technical level of Brit-
ish shipbuilding before World War II.

Mitsubishi’s prewar success in shipbuilding made
possible its key role in naval shipbuilding both before and
during World War II, but partly because of that its opera-
tions were restricted during the U.S. occupation of Japan.
Its shipbuilding company was divided into three separate
firms (which reunited in 1964) and its trading company
was dissolved outright in 1947 before reviving in the early
1950s. Overall, in the postwar years Mitsubishi remained
dominant in shipbuilding, especially in the 1960 to 1980
period when Japan retained a 50 percent share of the
world market. Diverse in its activities, Mitsubishi Shōji
developed leading positions in resources. Though Mitsu-
bishi remained the most cohesive of the industrial groups
in the postwar years, following the decline of the resource
trade in the 1980s its position weakened. Also, its auto-
mobile firm, established partly through Chrysler invest-
ment, failed to reach the top ranks of the industry, and
its real estate firm suffered losses in the financial crisis of
the 1990s. However, some of its core interests in shipping
and banking retained leading positions in their indus-
tries.

SEE ALSO Automobile; Banking; China; Coal;
Empire, Japanese; Finance, Insurance; Japan;
Manchuria; Shipbuilding; Shipping, Merchant;
Yokohama.

BIBLIOGRAPHY

Fukasaku, Yukiko. Technology and Industrial Development in
Prewar Japan: Mitsubishi Nagasaki Shipyard, 1884–1934.
London: Routledge, 1992.

Mishima Yasuo. The Mitsubishi: Its Challenge and Strategy.
Greenwich, CT: JAI Press, 1989.

Shiba Takao, and Shimotani Masahiro, eds. Beyond the Firm:
Business Groups in International and Historical Perspective.
Oxford, U.K.: Oxford University Press, 1997.

Wray, William D. Mitsubishi and the N.Y.K., 1870–1914:
Business Strategy in the Japanese Shipping Industry.
Cambridge, MA: Harvard University Press, 1984.

William Wray

MITSUI
Mitsui, the largest of the prewar Japanese zaibatsu (enter-
prise group), emerged as a business enterprise during the
middle of the seventeenth century, making the transition
from sake brewing to money exchange and innovative
dry-goods marketing. A house code that frowned upon
new enterprises kept the company’s focus on core busi-
nesses. As it built up its financial role in exchange be-
tween Osaka and Edo, it diversified into commodity dis-
tribution, including tax rice (rice collected for taxation
purposes), which placed it in a close relationship with the
Tokugawa government.

These governmental ties remained through the peri-
od of the Meiji Restoration (1868–1912). Mitsui became
the major financial agent of the new government, serving
as a depository for government funds and continuing its
earlier role of tax-rice distribution. Furthermore, indus-
trially, Mitsui retained close ties to the government,
which helped to establish the trading firm Mitsui Bussan
in 1876. But during the 1880s Mitsui, somewhat like Mit-
subishi, gradually moved away from its close government
ties. The establishment of the Bank of Japan in 1882 re-
moved Mitsui from its favored position, pressuring the
firm to develop a more autonomous strategy. One step
was its purchase in 1888 of the government-owned Miike
mine, whose coal it had previously distributed. Second,
through the leadership of Nakamigawa Hikojirō, (1854–
1901) the Mitsui Bank shifted its lending policies from
government business and mortgages to industrial fi-
nance. Meanwhile, Mitsui Bussan drastically reshaped its
commodity distribution. Shipments of rice, grains, fertil-
izers, marine products, and coal fell from 53 percent of
its business in 1890 to 16 percent in 1914, whereas cot-
ton, cotton manufactures, machinery, and raw silk rose
from 11 percent to 52 percent during the same period.
Behind this shift were effective strategies that Mitsui de-
veloped to enhance the competitiveness of Japanese in-
dustry. It helped to bring together Japanese industrial
firms (particularly in the cotton industry), financial insti-
tutions such as the Yokohama Specie Bank, and shipping
firms into alliances that were crucial in lessening the cost
of raw-material imports and creating stronger distribu-
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tion networks for industrial exports. Mitsui also devel-
oped distinctive strategies in expanding its ties to a range
of firms within Japan. One was the sole agency contract,
which obliged a contracting industrial firm to rely solely
on Mitsui for its distribution. Another was the superviso-
ry branch system, in which one particular branch would
oversee all global operations of the firm in a particular
product or commodity (for example, Osaka in the case
of cotton). A third strategy was to encourage language
training among its employees. This was particularly effec-
tive in enabling Mitsui to bypass compradors in China
and deal directly with Chinese purchasers and suppliers.
One result of these strategies was the strong position Mit-
sui achieved in third-country trade, shipping, for exam-
ple, rail equipment from the United States to China or
raw cotton from India to China. In 1919 third-country
trade accounted for one-third of all of Mitsui’s trade. The
company’s influence in this form of trade enabled it in
the interwar years to achieve a strong position in the
major cross trades, particularly wheat, lumber, and rub-
ber. Its influence in these trades led it into substantial
conflict with British firms, which became highly critical
of Mitsui’s strategies and tried to pressure the British
government to act against Mitsui. Nevertheless, despite
this criticism it is clear that Mitsui did not pursue a pure-
ly nationalist strategy of allying simply with Japanese
firms. On the contrary, its overseas branches were more
like nodes in a global web of contacts that involved close
ties with foreign firms through whom Mitsui gained
much of its strategic information and from whom its
local branches often received financing.

Beyond its strictly trading activity, by the early twen-
tieth century Mitsui Bussan had begun to play a major
role in importing technology. It arranged for technology
transfer primarily from General Electric in exchange for
that firm’s equity participation in Mitsui-related indus-
trial firms, such as the predecessors of Toshiba. Later in
the interwar years, as the raw-silk trade declined, it set
up rayon manufacturers in Japan in partnership with for-
eign firms. In the postwar years Mitsui Bussan, after
being abolished by the authorities of the occupation gov-
ernment, re-emerged in the 1950s and became a leader
in commodity distribution, in servicing the early trade of
manufacturing firms, and in laying the framework for
overseas investment by Japanese manufacturing firms.

SEE ALSO Banking; China; Coal; Cotton; Empire,
Japanese; Finance, Insurance; Harbors; Japan;
Manchuria; Rice; Shanghai; Shipping,
Merchant; Textiles.

BIBLIOGRAPHY

Japan Business History Institute, ed. The Mitsui Bank: A Brief
History. Tokyo: Author, 1976.

Japan Business History Institute, ed. The 100-Year History of
Mitsui and Co., Ltd., 1876–1976. Tokyo: Author, 1977.

Yonekura Seiichiro. “The Emergence of the Prototype of
Enterprise Group Capitalism: The Case of Mitsui.”
Hitotsubashi Journal of Commerce and Management 20
(December 1985): 63–104.

William Wray

MONEY AND MONETARY POLICY
Economists use the word money to mean whatever is ac-
cepted as payment for goods and services. Today in the
United States, one measure of the money supply is the
sum of coins and currency in circulation plus funds in
checking accounts (this is roughly the definition of M1).

Using money is more convenient than the alterna-
tive, which is barter. In barter exchange, goods trade for
goods. Barter makes it necessary to find someone who
not only has what you want, but also wants what you
have. This double coincidence of wants necessitates more
search and hence higher costs of completing a trade than
monetary exchange. In monetary exchange, money is al-
ways on one side of the transaction. Once people have
money, they only need to find someone who wants to
trade what they want, because they know money will be
accepted as payment. Money also serves as a means of
storing value over time (although typically this is not the
most efficient means of doing so) and as a unit of account
in which prices of goods and services are expressed.

THE QUANTITY EQUATION

The quantity equation is a useful framework for under-
standing how changes in the money supply (M) influence
both the price level (P), which is the average money price
of goods and services, and the quantity of goods and ser-
vices produced per year (Y). The quantity equation is: M
x V = P x Y. If the currency unit is the dollar, then the
price level (P) is measured in units of dollars per good.
Since Y is the physical quantity of goods and services pro-
duced per year, the product P x Y on the right side of the
equation is ($/good) x (goods/year) = $/year. Another
name for P x Y is nominal Gross Domestic Product, which
for the United States in 2004 was about $11 trillion. If M
equals $1 trillion and P x Y = $11 trillion/year then V,
which is called velocity, has to equal 11/year. Hence veloc-
ity is the number of times per year that a unit of money
(e.g., a dollar) is spent. The quantity equation says that,
if velocity is constant, an increase in the money supply
(M) means that P x Y has to increase.

Economists have discovered that increases in M will
temporarily increase Y, since typically firms are slow to
adjust prices to changes in the money supply. For longer
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An early $1 note. In 1862 the U.S. Congress authorized the Treasury to issue paper money for the first time, to finance the Civil
War. HULTON ARCHIVE/GETTY IMAGES. REPRODUCED BY PERMISSION.

intervals of time or for large increases in M, increases in
the money supply cause inflation, that is, a growing price
level. The question that naturally arises is, what deter-
mines the quantity of money?

VARIOUS FORMS OF MONEY

Since 1450, exactly what form money takes has varied by
region and historical period. In Europe circa 1450, gold,
silver, and copper coins were used as money. These coins
were minted by governments, and when a government
was not under financial stress, they contained fixed quan-
tities of silver or gold. Unlike the token coins of today,
these gold, silver, or copper coins were “full bodied
coins” which means they had metal content equal to their
monetary value. In 1450 few countries used paper
money. In fact around 1450, China stopped using paper
money, after having used it for five hundred years.

Paper money began to be used in Europe around
1660, when goldsmiths in London issued notes (i.e.,
paper money) that could be exchanged for gold. This is
an example of representative commodity money. Gold-
smiths and later bankers discovered that since most of
their paper notes circulated, and only some were re-
turned for redemption in gold, more paper notes could
be issued than there was gold to back them. This was the
beginning of fractional reserve banking, where banks hold
only a fraction of their bank deposits in the form of re-
serves—gold coins in the gold standard period, for exam-
ple, or today as central bank currency or funds held in
central bank accounts.

Central banks are a bank to private banks. Central
banks lend reserves to banks, clear checks, and issue cur-

rency. Currently in the United States money consists of
token coins, fiat currency, and funds in checking accounts
that can be redeemed in token coins and fiat currency.
Token coins are coins whose metal content is worth less
than the monetary value of the coins. “Fiat money” is
paper money issued by the government that is not re-
deemable in terms of any fixed amount of a commodity,
such as gold or silver, but has value by government fiat.
That is, the government states that money is legal tender,
in other words legally used for payment of all debts, public
(e.g., taxes) and private.

A CHANGING MONEY SUPPLY

Historically one important influence on the amount of
money in an economy is a government’s need for reve-
nue. When governments have needed or wanted to spend
more than they could collect in tax revenue or borrow,
they resorted to printing money. In the period where
coins were the main form of money, governments (kings
and queens) when wanting to spend more than they
could collect in taxes or borrow resorted to currency de-
basement. That is, they decreased the metal content of
coins to create more coins, to pay for the shortfall of tax
revenue over government spending.

After the use of paper money redeemable in silver or
gold became widespread, printing paper money to fi-
nance a government budget deficit was only possible if
a country was not on a commodity standard. Under a
commodity standard, a country’s currency is redeemable
in the commodity. This means that the amount of money
that can be created is constrained by the amount of the
commodity owned by the government. For example,
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with a gold standard the money supply equals the curren-
cy price of gold (e.g. $21/ounce) times roughly the quan-
tity of gold in the country. In times of large budget defi-
cits, governments sometimes suspended payment, no
longer redeeming their currency in terms of gold or sil-
ver. This meant that a government could print fiat paper
money that was not backed by gold or silver.

In the late seventeenth century and eighteenth cen-
tury, various American colonies issued fiat paper money
both to finance government spending and to deal with
the problem of a lack of coins. Without the constraint of
backing paper money with a commodity and faced with
a need for revenue, colonial governments, such as Rhode
Island in 1770, printed large quantities of paper money.
The result, as predicted by the quantity equation, was in-
flation, which in the case of Rhode Island was sufficiently
high to make its currency worthless.

The American Continental Congress, in financing
the Revolutionary War of 1775–1783, resorted to print-
ing fiat money, called continental dollars. This resulted
in high inflation that made the continental dollar worth-
less. In 1797, Britain suspended convertibility of its cur-
rency to gold and printed fiat money to finance the Na-
poleonic Wars. After Napoleon was defeated, the British
pound resumed convertibility to gold in 1821. In the
early 1920s, Germany financed its budget deficits by
printing so much fiat money that hyperinflation oc-
curred, with prices increasing by a factor of 100 billion
in a period of fifteen months.

Under a commodity standard, increases in the world
supply of the commodity itself were a major external de-
terminant of the quantity of money. These increases oc-
curred both due to discoveries of ore deposits and the de-
velopment of new technologies for extracting and
processing ore. For example in the first half of the six-
teenth century, gold and silver from Spanish colonies in
South America resulted in an increase in the European
money supply, resulting in a rising price level in Europe
into the middle of the seventeenth century. Other exam-
ples of increases in the supply of commodity include gold
discoveries in the middle of the nineteenth century in
California and Australia, as well in Canada in the late
nineteenth century, and the development of new tech-
nologies for extracting and processing ore.

Another external determinant of the money supply
under commodity standards was the balance of payments
in international trade. Countries exporting more goods
than they were importing, that is running a balance of
payments surplus, experienced an inflow of gold or silver
that foreigners used to pay for the excess of goods pur-
chased over goods sold. The result was an increase in the
domestic money supply and an increase in the price level.
Conversely, balance of payments deficit countries experi-

enced a decrease in their money supplies and a decrease
in their price level. The rising prices in balance of pay-
ments surplus countries made their goods more expen-
sive, and the falling prices in deficit countries made their
goods cheaper, thereby bringing the surplus and deficit
countries into trade balance with each other.

The type of money used in a country can change
over time. For example in colonial America tobacco and
wampum (seashells) were used along with various Euro-
pean coins as money. From 1792 to 1832, the United
States was on a de facto silver standard, and then from
1832 to the Civil War in 1862 it was on gold. From 1862
to 1879 the United States printed fiat money, called
“greenbacks,” to help finance the Civil War (1862–1865).
Then from 1879 to 1933 the United States was back on
a gold standard.

THE EVOLUTION TO FIAT MONEY

The evolution of the world economy, from a gold stan-
dard to fiat money, took place in a series of steps from
the 1930s to 1971. The period 1870–1914 is known as the
classical gold standard period, during which the core
economies of the world were on the gold standard.
World War I (1914–1918) destroyed the classical gold
standard, as countries printed fiat money to finance mili-
tary spending. After World War I, in the 1920s, Germany,
France, and the United Kingdom returned to the gold
standard. Britain chose to return to gold at its prewar
pound price of gold. This required that the central bank
of England decrease the money supply, which caused an
economic slump and deflation in Britain in the 1920s. In
1928 the U.S. central bank, concerned with stock market
speculation, decreased the growth of the money supply.
Other countries on gold had to follow U.S. monetary pol-
icy to maintain convertibility to gold.

The consequence was a recession that began in 1929,
which through a series of monetary and fiscal policy mis-
takes evolved into the Great Depression. Countries that
left the gold standard and increased their money supplies,
such as the United Kingdom and Japan in 1931, suffered
less than the United States, which remained on gold. In
1933 the United States raised the dollar price of gold,
which along with gold inflows from Europe in response
to expectations of another world war, resulted in an in-
crease in the U.S. money supply. This caused the econo-
my to expand after 1933, and along with the increased
military spending beginning in 1940 put an end to the
Great Depression in the United States.

After World War II, the goals of monetary policy be-
came oriented toward low unemployment and low infla-
tion. However, an attempt was made to return partially
to a gold standard with the Bretton Woods System.
Under Bretton Woods (which lasted from the 1950s to
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1971), member countries used monetary policy to main-
tain a fixed price of their currency in terms of the U.S.
dollar. The United States was supposed to convert the
dollar to gold if asked to do so by member countries.

The Bretton Woods System broke down when the
United States followed an inflationary monetary policy
in the 1960s. This resulted in the United States running
balance of payment deficits, which meant that other
countries accumulated U.S. dollars. In the late 1960s the
United States came under pressure to redeem dollars for
gold. With insufficient gold to do so and not being will-
ing to reduce the U.S. money supply, the United States
announced in 1971 that it would no longer redeem dol-
lars for gold. This ended the Bretton Woods System and
any link between money and gold. Since the collapse of
Bretton Woods in 1971, every country has used fiat
money.

CENTRAL BANKS

The fiat money supply is controlled by the central bank
of a country or common currency area. In the United
States this is the Federal Reserve System. In the euro area,
the central bank is the European Central Bank. A central
bank controls its money supply by controlling the supply
of bank reserves. If a central bank wants to increase the
money supply, it buys a bond and pays for the bond by
writing a check. Unlike every other checking account, a
central bank check is unique in that whenever a central
bank writes a check, the action of writing the check
creates funds equal to the account of the check. When the
seller of a bond deposits the check from the central bank
into its private bank, the central bank increases that
bank’s reserves by the amount of the check. Since bank
deposits have increased, the result is an increase in the
money supply. Conversely whenever a central bank sells
bonds and accepts a check in payment, a central removes
funds equal to the amount of the check from the reserve
account of the bank on which the check was written. This
results in a decrease in the money supply.

Part of the reason for the collapse of Bretton Woods
was the rising inflation in the United States from 1965
to 1979. This was caused by an attempt to permanently
lower the unemployment rate by making the money sup-
ply grow faster. Unemployment was lowered only tem-
porarily, and inflation increased. This higher inflation
was spread to the rest of the world via the fixed ex-
changed rates of Bretton Woods. By 1979 high inflation
was politically unpopular, and there was a political con-
sensus to decrease inflation. From 1980 to 1985, inflation
fell in the world as central banks reduced the growth rate
of the money supply. This resulted in a severe recession
in the early 1980s and then in low inflation for the twenty
years from 1985 to 2004. In the last twenty years of the

twentieth century, the focus of monetary policies has
shifted to maintaining low inflation.

The quantity equation shows how controlling the
amount of money in the economy can influence the price
level and hence inflation. Recall that over long periods of
time, changes in the money supply primarily influence
the price level (P). To obtain a desired price level or
growth rate of the price level (i.e. inflation), central banks
make bank reserves grow and hence make the money
supply grow at a rate consistent with the desired rate of
inflation.

In summary, from 1450 to the end of World War II,
money was backed by gold or silver. Except in times of
war, the primary goal of monetary policy was to maintain
convertibility of paper money (once it was invented) to
gold or silver. After World War II the focus of monetary
policy switched to having central banks control the sup-
ply of fiat money to achieve low unemployment and low
inflation.

S EE A LS O Banking; Bullion (Specie); Commodity
Money; Gold Standard; Gresham, Sir Thomas;
Quantity Theory of Money.
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JEAN MONNET
1888–1979

Jean Monnet’s legacy is in the creation of international
cooperative solutions to economic and political problems
faced by Europe after World War I and II. Often he has
been regarded as the father of the European integration
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movement. During World War I Monnet solved the
problem of coordinating Allied supplies between the
French and British governments. This is the great theme
of Monnet’s historical contribution: his ability to foresee
the gains from international coordination and imple-
ment them politically.

After the war Monnet was named secretary general
of the League of Nations. Frustrated by the league’s inef-
fectiveness, he resigned in 1923 and returned to his fami-
ly’s cognac business. He then worked to stabilize Eastern
European currencies. During World War II Monnet went
to Washington, D.C. to organize and coordinate military
supplies. Monnet was instrumental in forming President
Franklin D. Roosevelt’s “Victory Program” of 1941,
which marked the U.S. entry into the war. After the war,
along with the French Foreign Minister Robert Schuman,
Monnet created the European Coal and Steel Communi-
ty (ECSC), a means for coordinating Western European
steel and coal production while overseeing German in-
dustrial production. Original members of the ECSC are
the same as for the original European Community. Mon-
net became the ECSC’s first president in 1952.

In 1955 Monnet created the Action Committee for
the United States of Europe, which combined unions and
political parties. This group became one of the important
elements in the negotiations that ended in the Treaty of
Rome of 1957, which created the European Economic
Community, laying the groundwork for the European
Union.

SEE ALSO Common Market and the European
Union.
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MONOPOLY AND OLIGOPOLY
Trade occurs within a variety of market structures, the
nature of which is complicated by the existence of both
monopoly (single seller) and monopsony (single buyer)
distortions. Thus, the organization of sellers can vary
from perfectly competitive to pure monopoly, and the
organization of buyers can vary from atomistic to
monopsonistic. States traditionally have sought to enrich
themselves, either directly or indirectly, by restricting ac-
cess to the benefits of foreign trade. If states were not the
sole exporter or importer of particular goods, then state-

sanctioned companies were provided with privileged
trading positions, allowing these firms to exercise mo-
nopoly power. This entry discusses the trading environ-
ment as it has evolved since the fifteenth century, paying
special attention to the structure of both sides of the mar-
ket in which trade occurs. In particular, the focus is on
situations that created noncompetitive structures and on
the institutions and forces that have worked to reduce or
eliminate these structures.

EARLY TRADE MONOPOLIES

Very early in history, trade first occurred among tribes
that had chance encounters during hunting expeditions.
Organized trade evolved when agriculture-based societies
developed and centers of production were established.
The structure of this trading environment was naturally
noncompetitive, as each tribe or local settlement estab-
lished control over commerce within its purview. Even-
tually, private traders set up routes along which they con-
ducted trade in several locations, often paying tribute to
local authorities to ensure safe passage. Sea routes were
subject to less interference and began to supplant the fre-
quently contested land routes as the technology of ship-
building and navigation improved.

From the early 1400s until the nineteenth century,
trade was controlled by regional political forces: the Indi-
an Ocean, from eastern Africa to south Asia; the Mediter-
ranean, from Egypt and Arabia to Portugal; and the At-
lantic, from the Nordic countries to western Africa and
the New World. A particular country granted monopoly
rights to specific companies or exercised these monopoly
powers directly. As the mercantilist trade theory of the
time indicated, countries that developed extensive colo-
nial empires attempted to control trade with the colonies.
The Dutch East India Company and the British East
India Company were formed to facilitate trade with the
outposts of the Netherlands and England, respectively.
Each company was given exclusive trading rights to par-
ticular parts of the world. The British Navigation Acts of
the second half of the seventeenth century were an at-
tempt to ensure the monopoly position of the mother
country. The Navigation Acts were repealed in 1851, al-
lowing equal access to colonial markets.

RISE OF FREE TRADE

In 1776 Adam Smith (1723–1790) had completely dis-
credited the mercantilist theory in his Wealth of Nations.
Britain began to emphasize free trade during the last half
of the nineteenth century and attempted to convince the
rest of the world of its benefits. At the time, other coun-
tries argued that this was a self-serving policy, due to
their lack of understanding of the gains from trade argu-
ments and Britain’s dominant position in world trade.
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These gains from trade arguments would become more
widely accepted in the twentieth century.

China and especially Japan were for many years
nearly autarkic, eschewing trade with any foreign power.
Competitive forces by regional traders in Southeast Asia
created institutions to circumvent restrictions on trade
with foreigners. Britain and the United States played a
major role in opening China and Japan to world trade,
respectively. Trade between the United States and Europe
and Japan and China increased during the last half of the
nineteenth century as Britain promoted worldwide free
trade.

United States tariff policy may well have contributed
to the growth of domestic monopoly power during the
last half of the nineteenth century, especially in such in-
dustries as steel, copper, nickel, and textiles. The same
may be said for many industries in Germany and France.
Trade decreased from 14 to 16 percent of gross national
product (GNP) around 1900 to less than 7 to 8 percent
or GNP by 1950. Beginning with the Reciprocal Trade
Agreement Act in 1934, the United States took on the
mantle of free-trade advocate, which the British had
claimed prior to World War I. The General Agreement
on Tariffs and Trade (GATT) was created in 1945 as a
forum for countries to discuss the relative benefits from
multilaterally reducing barriers to trade.

Through successive rounds of multilateral trade ne-
gotiations and extension of the Most Favored Nation
(MFN) policy to all members of GATT, tariffs and other
trade barriers were substantially reduced. The Kennedy
Round (1967) and the Tokyo Round (1979) both suc-
ceeded in significantly reducing average tariff levels. The
effect of these two rounds was to open the United States
market to substantial foreign competition, reducing the
market monopoly power of domestic steel and automo-
bile producers in particular. The European Common
Market and Japan significantly reduced tariffs as a result
of these multilateral trade agreements. More recently, in
1995, the Uruguay Round of GATT negotiations suc-
ceeded in creating the World Trade Organization
(WTO), which, as a result of its enhanced dispute settle-
ment powers, may pave the way for freer trade and re-
duced domestic firm monopoly power. For example, the
recent (2004) preliminary ruling against United States
cotton subsidies, if upheld, may serve as precedent for
proceedings against subsidy policies more generally. Such
rulings will reduce the monopoly power of producers
protected by the subsidies.

In conjunction with the WTO, the International
Monetary Fund (IMF) has promoted trade liberalization
and financial market liberalization for all countries as a
means of stimulating economic growth. Although not
without controversy, this IMF policy promotes a more

competitive environment for international trade and fi-
nance. When financial institutions that were part of a
state-run monopoly are forced to compete as private for-
profit institutions, there are bound to be firm failures and
disturbances as the institutional structure necessary for
the smooth functioning of these competitive markets is
put in place. There are limits to the extent that institu-
tional structure can be put in place prior to trade and fi-
nancial liberalization, due to the uniqueness of each
country. Thus, much of the institutional structure must
be adapted to the needs of the individual country after
trade and financial liberalization has occurred.

Such adjustments are most prevalent in countries
that either freely adopted or were forced to adopt some
degree of central planning or industrial policy to pro-
mote economic growth. Successes of the Soviet Union in
generating growth between 1917 and 1945 induced many
countries to use central government–directed policy to
stimulate domestic industrial growth. Several Latin
American countries and India freely adopted import-
substitution measures as a means to reduce dependency
on developed countries, especially former colonial pow-
ers. The People’s Republic of China, Eastern European
countries, and Cuba were among those where the adop-
tion of such policies was less voluntary. That is, the cen-
tral government took control of all or most of the means
of production. In Southeast Asia, Japan, Taiwan, South
Korea, and others developed industrial policies that were
export-oriented. The resounding successes and greater
sustained economic growth realized by the Southeast
Asian group, along with internal institutional failures in
the countries following import substitution policies, re-
sulted in opening of the latter group to freer trade during
the 1980s and, more recently, membership in the WTO
by the People’s Republic of China. Problems inherent in
the institutional structures that evolved in these coun-
tries, particularly in the financial sector, plague all of
them.

MODERN TRADE THEORY

“Modern trade theory” deals with trade in an imperfect
competition framework. One strain is best represented
by the works of James Brander and Barbara Spencer (sur-
veyed by Brander), and the second is best represented by
the work of Elhanan Helpman and Paul Krugman. The
first two scholars considered strategic trade policy op-
tions that would enable countries to shift profits toward
domestic firms in oligopolistic industries, whereas the
second two dealt with the monopolistic competition and
intra-industry trade.

The work of Brander and Spencer, and those who
expanded upon their work (surveyed by Brander), served
as justification for the trade policy followed by the United
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States, and other nations, beginning after the completion
of the Tokyo Round of GATT negotiations. The United
States, which had traditionally been opposed to the for-
mation of preferential trading agreements, began in the
1980s to aggressively pursue preferential trade treaties
with one or a few countries, arguing that it was easier to
come to an agreement when fewer countries were in-
volved. A large body of literature exists that addresses the
possibility of welfare gains for countries that engage in
strategic trade policy, whether or not such policy involves
the formation of preferential trade agreements.

The works of Helpman and Krugman have been ex-
panded by many in an attempt to explain international
trade patterns, pricing behavior, and the effect of ex-
change rate policy in the context of imperfectly competi-
tive industries. These models explain the prevalence of a
country’s exports and imports of products in the same
industry, whether as a result of horizontal or vertical
product differentiation. Horizontal differentiation is
concerned with exports and imports of differentiated
products with similar quality characteristics, whereas
vertical concerns exports and imports of similar products
with differentiated quality attributes. As price makers,
imperfectly competitive firms may choose whether to set
prices for the export market differently than for the home
market. Thus, production-cost or shipping-cost changes
may or may not be passed through to the export market.
Moreover, exchange-rate changes may or may not be
passed through to the export market.

Since before the fifteenth century monopoly power
has distorted international trade. Natural competitive
forces among nation-states for the right to trade with a
particular people were among the earliest forces to di-
minish the distortion generated by monopoly power.
Following World War II major nations realized the bene-
fits of freer trade and created institutions to reduce pro-
tective barriers that produced monopoly power for do-
mestic firms.

SEE ALSO Trade Forms, Organizational, and
Legal Institutions.
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JAMES MONROE
1758–1831

James Monroe, born in 1758 in Westmoreland County,
Virginia, had a distinguished political career. He served
as minister to France (1794–1796), special diplomatic
envoy in Europe (1803–1807), secretary of state (1811–
1817), and president (1817–1825).

During his pre-presidential career, Monroe defend-
ed neutral trading rights. Monroe helped negotiate the
1803 Louisiana Purchase with France and the unsuccess-
ful 1806 Monroe-Pinkney Treaty. As secretary of state he
enforced Macon’s Bill No. 2 and the nonimportation of
British goods after 1811. He supported the republican
system of trade restrictions and economic coercion to
avoid war.

As president, Monroe upheld protective tariffs,
American economic nationalism, and a European hands-
off policy in the Western Hemisphere. He enforced the
Tariff of 1816, which curtailed British dumping of cheap
trade goods onto the American market. He implemented
a new nonimportation policy in 1817. He declared a poli-
cy of nonintercourse against Great Britain in 1820,
prompting the British to revise their unfavorable trade
policies against the United States. His announcement of
the Monroe Doctrine in December 1823 became his en-
during legacy, ultimately laying the foundation for future
American economic and diplomatic policy in the West-
ern Hemisphere. He died in 1831.

S EE A LS O United States.
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J. P. MORGAN
1837–1913

Connecticut-born John Pierpont Morgan was educated
in Germany and Switzerland and spent the Civil War

J. P. Morgan
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years serving as his father’s agent in London, where he
specialized in arranging international loans linking Euro-
pean investors with American industrial enterprises.
Upon his return to the United States he eventually
formed the Morgan Bank. Morgan’s greatest accomplish-
ment was the combining of the Carnegie Steel Company
with his Federal Steel Corporation to form the United
States Steel Company in 1901. His specialty was the com-
bining of railroads and industrial firms into larger and
more efficient corporations. By the turn of the century
he was acknowledged to be the preeminent American in-
dustrial financier.

In 1902 Morgan set about the task of forming a pow-
erful ocean shipping trust to ensure smooth transfers of
cargo between cooperating railroads and Trans Atlantic
steamships. To this end he invited established shipping
lines from Germany, France, and Britain to join with the
American Line to form the International Mercantile Ma-
rine (IMM). Morgan hoped to gain control of enough
tonnage to form a trust with interlocking directorates on
both sides of the Atlantic. His goal was to eliminate cut-
throat competition and ensure profitability for all partici-
pants. This plan was partially frustrated when the U.S.
Congress refused to vote subsidies for U.S. steamship op-
erators and several European lines refused to join the
consortium. As a result the IMM never lived up to expec-
tations, and only its White Star Line was consistently
profitable. With the death of Morgan in 1913 and the
coming of World War I, the IMM passed from the ship-
ping scene.

SEE ALSO Banking; Cargoes, Freight; Cargoes,
Passenger; Finance, Credit and Money Lending;
Rates of Exchange; United States.
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MOROCCO
Since the origins of Islam in North Africa, the power of
the state has greatly depended on its ability to control
both trans-Saharan and maritime trade. Until the twenti-
eth century the vitality of Morocco’s inland capital cities
of Marrakesh and Fez depended on exchanging gold,
slaves, salt, and other products across the Sahara. This

trade was simultaneously linked to Mediterranean com-
merce. As the Portuguese began to seize enclaves along
Morocco’s Atlantic coast in the 1400s, they brought Mo-
roccan trade more into the European orbit. Through the
early 1500s the declining Marinid and Wattasid dynas-
ties, centered in Fez, still depended on the Eastern Saha-
ran routes; but the SaEdian dynasty, originating in south-
western Morocco and centered in Marrakesh, relied
more on western trans-Saharan routes and Atlantic sea-
ports. Deriving political legitimacy in part from their
struggle (jihad) with the Portuguese, the dynasty sought
new European trading partners; thus the English largely
supplanted the Genoese and Spanish, trading in firearms
and cloth for Moroccan refined sugar. A late-sixteenth-
century expedition across the Sahara into West Africa
brought down the Songhay dynasty, secured SaEdian con-
trol of the trans-Saharan trade, and increased Morocco’s
supply of gold and slaves. In the seventeenth century the
EAlawid dynasty, originating in the southeastern Tafilalt
region, gained control of Morocco, moving its capital
among Fez, Marrakesh, and Meknes.

As a counterweight to both Iberian expansion along
the Moroccan littoral and Ottoman power overland from
Algeria, Morocco sought trade with England, the Nether-
lands, France, and Italian cities such as the emerging port
of Livorno. But once Britain took Gibraltar in 1704, it
was also a potential threat. Morocco sometimes granted
monopolies to smaller European powers for exclusive
trade in some of the ports. In addition to conducting reg-
ular commercial relations with European powers, Mo-
rocco also sponsored and invested in corsairs, while col-
lecting tribute from some Europeans (e.g., Danes,
Swedes, and Ventians) to protect them from Moroccan
pirates. State-supported piracy died out in the late eigh-
teenth and early nineteenth centuries. Without a mer-
chant marine of its own, Morocco relied on European
ships for maritime trade. Moroccan Jewish merchants,
with their network of coreligionists in the interior of Mo-
rocco and Europe, were frequently the chief intermedi-
aries in Morocco’s international trade and were among
the main royal merchants.

Despite the far-flung recognition of the EAlawids’
symbolic power, the central government was rarely
strong. Thus the dynasty often could not control the flow
of trade through dissident regions in Morocco. Berber
chiefs often negotiated directly with the Europeans, deal-
ing through ports such as Agadir on Morocco’s southern
Atlantic coast. In the north, the state had a difficult time
controlling contraband, as it still does today. The estab-
lishment of the royal port of Essaouira in 1764, which
soon became Morocco’s principal seaport, was a state ef-
fort to monopolize European trade through concentrat-
ing foreign and native Jewish merchants in one port. The
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sultan concluded commercial treaties with most Europe-
an nations and was the first country to recognize the in-
dependent United States (in 1786). During the Napole-
onic Wars Morocco limited its foreign trade, fearful of
being drawn into the conflict. But by the time the French
conquered Algiers in 1830, Morocco was being pulled
into the expanding world of European commerce. The
Anglo-Moroccan commercial treaty of 1856 made earlier
protectionist policies harder to maintain. Similar treaties
with other countries followed, and trade with Europe
grew. European—especially British and French—
manufactured goods (primarily textiles), sugar (no lon-
ger produced in Morocco), and tea were exchanged for
Morocco’s export staples: olive oil, goatskins, wool, al-
monds, Saharan ostrich feathers, and gum transported
across the Sahara from West Africa. Foreign abolitionists
failed to stop the trans-Saharan slave trade; slaves re-
mained symbols of prestige and economic power for Mo-
rocco’s elite throughout the nineteenth century.

Unequal trade relations and growing government in-
debtedness contributed to Morocco’s loss of indepen-
dence in 1912, when France established a protectorate
(Spain ruled in the northwestern corner of the country).
Morocco became a large market for cheap manufactured
goods, which undermined native industries and crafts.
Under French rule Casablanca became Morocco’s largest
city and commercial port, whereas large French-settler
farms concentrated on crops for export, such as cereals
and citrus. After independence in 1956 Morocco em-
barked on massive irrigation projects, but agricultural
productivity has not met expectations, hindering hoped-
for exports. During the colonial period investments were
also made in Morocco’s rich mineral resources, especially
in phosphates. After independence, Morocco became the
world’s largest phosphate exporter, but market fluctua-
tions since the late 1970s, together with uncertainties in
Morocco’s relationship with the European Economic
Community, have hindered Morocco’s trade in the last
decades of the twentieth century.

SEE ALSO Caravan Trade; Empire, French;
Empire, Ottoman; Empire, Spanish; Ethnic
Groups, Africans; Ethnic Groups, Jews;
Imperialism.
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MOST-FAVORED-NATION PROVISIONS
Most-favored-nation (MFN) provisions, laid out in Arti-
cle I of the 1994 General Agreement on Tariffs and Trade
(GATT), require countries not to discriminate between
goods on the basis of their origin or destination. The
United States had these types of favorable trade policies
with European nations as long ago as 1873, and Latin
American nations practiced them often with East Asian
nations, at least as far back as the Treaty of Wanghia in
1844. MFN provisions have been referred to as the cor-
nerstone of all modern commercial treaties; they help
create a level playing field in international economic rela-
tions.

The core of MFN provisions is that two or more na-
tions will enter into a trade agreement, usually formal in
nature and legally woven into a treaty, which details how
these nations will conduct economic trade relations with
each other. Countries with MFN provisions agree to
make the international trade process less costly by either
reducing or eliminating tariffs (taxes placed on imports),
enabling all countries in the contract, regardless of their
world economic standing, to be placed on equal footing
for trade.

There are two types of MFN provisions—
unconditional and conditional. With unconditional
MFN provisions, countries practice economic-incentive
programs with virtually no limits; there are no criteria or
obligations contracted countries must meet or adhere to
in order to participate. Conditional MFN provisions are
a bit more complicated. These often are put in place

Most-Favored-Nation Provisions
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when a fully developed nation, such as the United States,
sets criteria that developing nations, such as China or
Vietnam, must meet before trade will take place. In the
United States–China example, President Bill Clinton (b.
1946) offered to renew China’s MFN status if the Chinese
government agreed to address their problem of human-
rights violations.

Most-favored-nation provisions have many eco-
nomic benefits because they extend equal tariff protec-
tion to all participating nations. They allow better com-
petition by helping the global economy function, they
create an excellent source of revenue for developing na-
tions, and they free developed countries, such as the
United States, to pursue technological advances while de-
veloping and recently industrialized nations provide
manual labor and produce basic textiles and food prod-
ucts. In regards to competition, goods and services to
compete on a global scale, which gives the consumer
more choices. Due to reduction of tariffs, it puts all goods
on equal footing. Most-favored-nation provisions repre-
sent an obligation to treat the activities of a particular
foreign country or its citizens at least as favorably as it
treats the activities of any other country.

SEE ALSO GATT, WTO.
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MUMBAI
Mumbai (Bombay) has a population of 15.7 million
(2004) and, like Manhattan, is located on a rocky penin-
sula. Together with adjacent municipalities, the Mumbai
urban agglomeration exceeds 20 million and is thus
India’s largest metropolis; it is also India’s most impor-

tant port. “Bombay” is a corrupted form of the Marathi
name Mumbai, derived from the name of a local goddess,
Mumba Ai (Mother Mumba). After several other Indian
cities had assumed their precolonial names, Bombay was
also officially renamed as Mumbai by an act of the Indian
Parliament in 1997.

Originally it consisted of seven small islands inhabit-
ed by fishermen. Its large natural harbor attracted the
Portuguese, who established a trading post at Mahim in
1534. When the Portuguese princess Catherine Braganza
married King Charles II in 1661, he was given Mumbai
as a wedding present; he then transferred it to the East
India Company in 1668.

As Mumbai could be more easily defended than
Surat, it eclipsed that port in the eighteenth century. But
unlike Surat, Mumbai had no good connections with its
hinterland, from which it was cut off by a steep mountain
range (Western Ghats). Only when the railway crossed
the Ghats and reached as far as Solapur in 1860 did this
change, with Mumbai emerging as the export outlet for
raw cotton, which was in great demand during the U.S.
Civil War. After that war, cotton was once more cheap,
and a cotton textile industry that was built up in Mumbai
by Indian entrepreneurs expanded rapidly. The port also
experienced a rapid expansion when steamships reached
it via the Suez Canal after 1869. British coal was then
cheaper in Mumbai than Indian coal mined in Eastern
India.

By 1900 Mumbai had a population of about one mil-
lion and was thus twice as large as Madras (Chennai). In
addition to being a center of trade and industry, it was
also the capital of the Bombay Presidency, which at that
time included Sindh in the north and a large part of pres-
ent Karnataka in the south, in addition to Gujarat and
Maharashtra. Sindh became a separate province in 1936,
but the rest of the state retained its old structure. When
India became independent in 1947, there was not much
of a change in this respect. Even the reorganization of
states in 1956 did not change the contours of the Bombay
state, mainly because Mumbai as a multilingual metrop-
olis (dominated by Gujarati capitalists and inhabited by
Marathi workers) remained a bone of contention. Finally
in 1960 Gujarat was separated from Maharashtra, which
secured Mumbai as its capital. This did not lead to an ex-
odus of the Gujaratis, who continue to dominate trade
and industry in the city.

The current problems of the Mumbai Port Authority
are just the same as those of Madras (Chennai). A new
container port has been constructed on the other side of
the harbor, but being managed by the state-owned Indi-
an Railways, its efficiency is also not up to the mark. Sim-
ilarly the airport, the busiest in the country, could proba-
bly be much improved under private management.

Mumbai
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SEE ALSO Agriculture; Cargoes, Freight;
Cargoes, Passenger; Chambers of Commerce;
Containerization; Cotton; East India Company,
British; Empire, British; Empire, Mughal;
Entrepôt System; Ethnic Groups, Gujarati;
Factories; Free Ports; Gujarat; Harbors; India;
Indian Ocean; Madras; Port Cities;
Shipbuilding; Tata Family Enterprises; Textiles.
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NAFTA
The North American Free Trade Agreement (NAFTA) is
a three-country preferential trade agreement (PTA) in
the form of an intergovernmental accord between Cana-
da, Mexico, and the United States. Authorized in 1993 to
commence in 1994, it was the first PTA to encompass one
developing and two advanced economies. NAFTA built
upon already substantial links between the three coun-
tries. Prior to NAFTA the United States was the major
trading partner of both Canada and Mexico, and together
these countries accounted for one-quarter of two-way
U.S. merchandise trade.

Each country had its own specific reasons for enter-
ing into NAFTA. For the United States, a major objective
was to help stabilize its border with Mexico by promoting
increased economic development in its southern neigh-
bor. Canada had a bilateral PTA with the United States
(CUSTA) that took effect in 1989 and preferred a tripar-
tite agreement to a separate Mexico-United States bilat-
eral FTA. Mexico’s government saw NAFTA as an instru-
ment to increase foreign direct investment (FDI) flows,
promote economic development, alleviate poverty, and
cement the market-based economic reforms that oc-
curred after 1985.

PROVISIONS

The more important provisions of NAFTA cover trade
in goods, trade in services (including telecommunica-
tions and banking, with temporary immigration status
for business and professional occupations), investment,
and mechanisms for resolving trade and investment dis-
putes. Other sections deal with government procurement

and intellectual property. Essentially, NAFTA phased in
zero tariffs on goods and provided national treatment
(foreign and domestic owners being treated identically)
for services and investment flows between the three
countries. The agreement covered much more than trade
in goods and therefore has elements of a regional integra-
tion agreement (RIA). To address opposition by numer-
ous U.S. groups to NAFTA, there are side agreements
that put in place commissions on environmental and
labor cooperation. A further side agreement between the
United States and Mexico established the North Ameri-
can Development Bank (NADB) and the Border Envi-
ronment Cooperation Commission (BECC) to address
socio-environmental problems within 100 kilometers (62
miles) on each side of the border. The full NAFTA accord
can be found on the NAFTA Secretariat’s Web page.

Under NAFTA, unlike the European Union, there is
no delegation of authority to a supranational body. Each
nation, for example, retains its own external tariff struc-
ture, its own laws on the environment and labor rela-
tions, its own trade-remedy laws, and its own enforce-
ment procedures. NAFTA relationships are characterized
by negotiation between sovereign states, not by action
through a supranational authority. Tripartite institution-
al structures (apart from the side agreements on labor
and the environment) to monitor the agreement are for
all practical purposes nonexistent.

Because each participant retains its own external tar-
iff structure, there are rules regarding the origin of goods
moving between the three countries. These, which under
NAFTA are very detailed, prevent external goods import-
ed into a lower tariff member state from flowing to mem-
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Workers in Guadalajara City, Mexico, produce clothing for U.S. companies under the North American Free Trade
Agreement (NAFTA), 2003. The precedent-setting commerce treaty has far-reaching implications for free trade in the Americas and
around the globe. AP/WIDE WORLD PHOTOS. REPRODUCED BY PERMISSION.

ber countries with the higher external tariff. Rules of ori-
gin require some level of transformation of the goods—
some value must be added—within the member country
before they can be imported free of tariff by another
party.

EXPERIENCE UNDER NAFTA: TRADE AND
INVESTMENT

Further integration of the North American economies is
most clear in intra-NAFTA merchandise trade. During its
first decade, intra-NAFTA export trade in goods in-
creased from some 45 percent to 56 percent of the three-
country total. Much of this resulted from a 250 percent
increase in Mexican exports to the United States. During
the same period, the growth in intra-NAFTA imports of
goods increased more modestly, from 37 percent to 39
percent. At the end of NAFTA’s first decade, Mexico had
an 11.7 percent market share of U.S. imports, up from
7.7 percent, while Canada’s share remained approxi-
mately the same, at 18 percent. Just over 40 percent of
Mexican exports originated in the border area maquila-
doras in 1993, and this share ranged between 40 and 45
percent under NAFTA. Such great increases in the flow
of goods puts a heavy burden on transportation infra-

structure, and it is surprising that there has been no sys-
tematic coordination between the partners to address this
problem. The change in two-way flows of services be-
tween the United States and its two partners has been less
dramatic, increasing by three fifths compared with a two-
thirds increase in the U.S. total.

FDI flows are very volatile from year to year, with a
heavy dependence on general economic conditions in the
partner country. During the NAFTA period, total two-
way FDI flows between the United States and its partners
amounted on average to 13.7 percent of the U.S. total.
FDI flows from both the United States and Canada to
Mexico exhibited a rising trend.

DISPUTE SETTLEMENT

There are a number of dispute settlement procedures
under NAFTA. The principal ones concern trade (the ap-
plication of national countervailing and anti-dumping
legislation) and the treatment of foreign direct invest-
ment. In cases of trade disputes between NAFTA parties,
presentations can be made by private parties, such as ex-
porters, to a binational NAFTA panel, whose decision is
binding. (Parties in certain circumstances have the right
to file the complaint either solely under NAFTA or simul-
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taneously at the WTO.) Since each country retains its
own trade remedy laws, the NAFTA panel effectively de-
termines if the findings of domestic trade agencies are
justified. Panel determinations can be challenged by an
“extraordinary” review, where panel misconduct, conflict
of interest, or procedural irregularities are alleged.

NAFTA provides that foreign investors be treated le-
gally and administratively the same as domestic investors.
It also gives private investors of another NAFTA state the
right to sue the host state, should a dispute arise. The ex-
ercise of this right in a number of high-profile cases af-
fecting each of the three countries has become the most
controversial aspect of NAFTA.

NAFTA’S IMPACT

Evaluating the impact of NAFTA is no easy task. One rea-
son is the existence in the three countries of very polar-
ized debate about NAFTA. A second is that many
changes occurred during the decade, and it is simply im-
proper to conclude that NAFTA caused these. In fact, the
very strong expansion in the U.S. economy between 1994
and 2000 explains much of the increased two-way trade
between the NAFTA parties. A third is that security issues
now dominate discussions between the parties.

In Canada debates about CUSTA and then NAFTA
focused very much on the potential impact on the manu-
facturing sector. This sector appears to have held its own,
justifying neither the optimism nor the pessimism ex-
pressed in the domestic debate. Some restructuring oc-
curred, frustrated initially by exchange-rate appreciation
during the1989–1991 years but then facilitated by subse-
quent depreciation after 1992. At best, no acceleration in
productivity is apparent, and at worst productivity im-
provement decelerated.

In Mexico, exports, though concentrated in a rela-
tively few sectors, have become the primary engine of
economic growth. Favorable developments in the ex-
panded export sector have not, however, spilled over to
other sectors of the economy. NAFTA doubtless rein-
forced the economic liberalization that commenced in
the mid-eighties. Further, the agreement made Mexico
more attractive as a destination for FDI in areas such as
information technology, food processing and financial
services. But it is clear that Mexico requires substantial,
wide-ranging institutional reform to assure a fairer distri-
bution of the gains from trade liberalization and to gen-
erate evidence of some convergence toward the per capita
income levels of its NAFTA partners. This convergence
will be necessary to reduce the amount of illegal immi-
gration to the United States.

For the United States, the overwhelmingly dominant
partner, NAFTA’s impact was very small, far less signifi-

cant than technological change, the sustained growth of
the 1992–2000 period followed by the subsequent reces-
sion and slowdown, and international developments. For
the strongest economic partner in NAFTA, the effects
were weakest.

One criticism of a PTA is its potential for trade di-
version—replacing low-cost suppliers from nonmember
countries with higher-cost producers from parties to the
agreement. Studies indicate little evidence at the national
level of trade diversion under NAFTA.

Since 9/11, security has outranked trade and invest-
ment flows as the foremost intra-NAFTA concern. The
result is a significant tightening up of border proce-
dures—a “security tax” on NAFTA commerce. Mexican-
U.S. border flows have been complicated by illegal immi-
gration, drug trafficking, and trucking disputes. Despite
the establishment of the NADB and BECC, social condi-
tions on the border remain shameful. Given the magni-
tude of the problems, the NABD requires much more
funding, with a larger share coming from the richer part-
ner, the United States.

The burden of the terrorism response has fallen pri-
marily on Canada-U.S. border trade flows, requiring sub-
stantial investment in surveillance and technology. A
Smart Border Action Plan is now in place, providing for
a range of joint actions, including incremental infrastruc-
ture funding.

The absence of provisions in NAFTA for substantial
institutional evolution reinforces the impact of present
security concerns. The result is that if there are changes
in NAFTA, they will be limited. Chapter 11 (Investment)
is one area needing clarification. Critics have requested
both greater transparency in arbitration proceedings and
the elimination of the present ambiguities around the
phrasing of “expropriation.” Generally, the trade dispute
settlement provisions have worked quite well, but with
the procedure of rotating panelists it will be important
to build a body of jurisprudence that avoids the danger
of obtaining different rulings in similar type cases.

S EE A LS O Canada; Mexico; Treaties; United
States.
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NAGASAKI
Originally a fishing village in western Kyushu, Nagasaki
became an important trading port with the arrival of the
Jesuits and Portuguese traders in Japan in the 1550s. As
a means of gaining favor in the trade, a local daimyo
granted Nagasaki to the Jesuits in 1570. This move was
later revoked in 1587 by Japan’s unifier Toyotomi
Hideyoshi (1536–1598). When Hideyoshi authorized
overseas voyages by Japanese ships starting in the early
1590s, trade through Nagasaki increased, but it also be-
came subject to greater controls, which were exercised
through the Nagasaki magistrate. These controls evolved
as institutional precedents of the later seclusion edicts of
the 1630s, which banned overseas travel and the return
of Japanese abroad. By 1641 the Dutch, then the only Eu-
ropeans specifically authorized to stay in Japan, were
made to reside in Dejima, an artificial islet in Nagasaki
harbor.

The principal cargoes handled at Nagasaki were sil-
ver exports to China and silk imports, mostly from
China. Export restrictions, not entirely enforceable, were
placed on silver as well as gold later in the seventeenth
century, but by the early eighteenth century copper
bound for the Chinese mint grew in volume. Overall,
trade increased rapidly after the 1680s when China liber-
alized its trade. The number of Chinese ships coming to
Japan increased until the 1710s when Japan imposed lim-
its on the number of ships allowed to come to Nagasaki.
The government also made more restrictive its silk-
importing guild (itowappu) as the country moved toward
an import-substitution policy. By this time, though, the
Chinese quarters in Nagasaki had expanded to the point
where it was ten times larger than the Dutch station on
Dejima.

When Japan reopened trade with the West in the
1850s Nagasaki became a center of exchange for officials
of British trading companies who brought in models of
Western factories and weapons used in Japan’s Restora-
tion Wars of the 1860s. In general, though, at this time

most of the country’s trade was controlled through the
Chinese who were still resident in Nagasaki. Through the
early years of the Meiji period (1868–1912) Japanese
traders now free to go abroad faced stiffer competition
from the Nagasaki-based Chinese than they did from
Westerners. Nagasaki itself became for a time the key
port of embarkation for shipping routes to nearby Asian
ports such as Shanghai, Inchon, and Vladivostok, and the
port grew as trade expanded through the nineteenth cen-
tury, though it was soon overtaken by Yokohama and
Kobe as a major international port.

By the 1890s, however, Nagasaki’s function as a port
was superseded by its role as the key center of Japanese
shipbuilding. The Nagasaki shipyard had originally been
established by the Tokugawa Bakufu in the late 1850s.
The Meiji government subsequently sold it to Mitsubishi
in 1885. When large-scale government subsidies began in
the late 1890s, Mitsubishi set about building standard-
size, oceangoing vessels, and Nagasaki became a center
of exchange for raw materials and manufacturing. The
atomic bomb dropped on Nagasaki at the end of World
War II landed far from the shipyard, which quickly re-
covered its prominence in the 1950s. Later, Nagasaki
again became a key port in regional trade with Northeast
Asia.
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NANTES
One of the two main Atlantic harbors of France, Nantes
is situated on the River Loire about 60 kilometers from

Nagasaki
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the sea. Nantes came into existence around 1000 B.C. be-
cause of the iron and pewter trade. During the fourteenth
and fifteenth centuries the city’s bourgeoisie became
more powerful in the shadow of the Duchy of Brittany.
Via the River Loire, the merchants brought wine, salt,
grain, and textiles to the city, where they sold them to
foreign merchants who had settled there. Thus, only
really in contact with England and Spain (after 1385), the
merchants in Nantes served as intermediaries in interna-
tional trade. In spite of the passivity of that trade, the
city’s commerce slowly stimulated economic growth,
thanks to the cod fisheries (at Newfoundland after 1560),
to municipal privileges, and to certain niche markets
(Nantes was the only port authorized to import salt into
the Kingdom of France). After 1640 the traditional trades
declined, and Nantes became a center for commerce with
the colonies due to the old established contacts with the
Iberian Peninsula, the arrival of new French entrepre-
neurs, the establishment of the headquarters of the Com-
pagnie des Indes (until 1733), and the emigration from
Nantes of indentured laborers destined for the Antilles.
After 1688 Nantes entered the slave trade and became the
most important slave-trading port in France, with 42 per-
cent of the total French slave trade during the eighteenth
century. The slave trade and some other activities pro-
duced several business fortunes, but development was
limited (mainly to the production of so-called Indian
textiles) because merchants invested mainly in trade, in
land, in buildings, and in conspicuous consumption. The
insurrection of the slaves of Saint-Domingue (1791) and
the later wars with England caused economic decline that
made clear that commercial activities had been too spe-
cialized. Some merchants survived these difficult years
(1791–1815), and Nantes again became the foremost
slaving port of France during the period between 1814
and 1831. In the following years there was a second wave
of industrialization, based on the refining of sugar from
the island of La Réunion. After 1863 the refining industry
declined again because investments had been too specu-
lative, and the business came into the hands of investors
from Paris. The development of industries such as ship-
building and metallurgy appeared with the laws of 1881
and 1893 aimed at helping the French merchant marine.
The arrival of new entrepreneurs, often from the east of
France, helped Nantes become France’s capital of the
food industry (biscuits, tinned foods) at the end of the
nineteenth century. The city’s investments remained
commercial, in spite of some industry, and were hardly
linked to the banking world at large. The recessions of
1930 and 1970 affected the economy of Nantes severely,
as did the two world wars, which resulted in the closure
of shipyards to the benefit of Saint-Nazaire at the mouth
of the Loire estuary and in the restructuring of the food
industry. The present economy of Nantes owes much to

the policies of decentralization, to the city’s efficient
transport infrastructure, and to the dynamism of its mid-
dle, large and small businesses. The food industry, the
tertiary sector, and the high-tech industry (aircraft, tele-
communications) support the city’s economy. Since the
end of the 1980s the city government has presented a re-
vamped image of the town as dynamic, open, and cosmo-
politan. Thus, the commercial past of Nantes has become
a new instrument for future development.
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NANYANG BROTHERS TOBACCO
The history of the Nanyang Brothers Tobacco Company
(hereafter, Nanyang) illustrates the emergence of Chinese
family-run enterprises under the impact of nationalism
and foreign economic competition in the early twentieth
century. Nanyang’s founder, Jian Zhaonan (1870–1923)
from Guangzhou (Canton), had gained business experi-
ence in Japan, Hong Kong, and Bangkok before he estab-
lished the Nanyang business with his brother Jian Yujie
in Hong Kong in 1905. One-fourth of Nanyang’s capital
came from Jian Zhaonan’s shipping business in Japan,
and the rest from investors belonging to his networks of
family, fellow Cantonese, and overseas Chinese in South-
east Asia.

Nanyang’s cigarettes were sold throughout countries
such as Thailand, Malaya, Indonesia, and Borneo where

Nanyang Brothers Tobacco
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the company was able to operate without encountering
severe government tobacco monopolies, steep import
duties, or competition from the British-American Tobac-
co Company (BAT), which dominated the China ciga-
rette market at the time. Sporadically, Chinese political
boycotts of foreign goods increased Nanyang’s cigarette
sales but also contributed to dangerous business fluctua-
tions that almost led to the company’s bankruptcy in
1908. Fortunately, the Chinese revolution of 1911 gave
new impetus to the business: the Jian brothers financially
contributed to the republican political movement under
Sun Yat-sen (1866–1925), another Cantonese with strong
support among the overseas Chinese community. Gain-
ing popularity as a patriotic Chinese product, Nanyang
cigarettes generated for the first time substantial profits
all over Southeast Asia.

By 1915 the Jian brothers entered the China market,
ready to take on the foreign commercial competition, in
particular BAT, and opened an office in Guangzhou.
Threatened by the competition, BAT resorted to slander,
unsavory marketing methods, and occasional sabotage.
Nanyang retaliated with more aggressive and distinctive
advertising: the company’s association with Chinese na-
tionalism became its most effective marketing strategy,
emphasizing that “Chinese should smoke Chinese ciga-
rettes.” Sales in China increased so substantially that a
second factory was built in Hong Kong.

Nanyang’s attempt to establish its presence in
Shanghai and northern China from 1916 to 1917 turned
into open commercial warfare with BAT. As a Cantonese
firm, local knowledge and nationalistic sentiment had
worked for Nanyang in the south of China and Southeast
Asia but was limited in the north, where BAT had local
knowledge through its network of local distributors and
the nationalistic agenda was a minor political concern. By
1916 Nanyang urgently needed capital for business ex-
pansion from investors outside the family network. Jian
Zhaonan began talks with BAT about a merger, but nego-
tiations fell through due to lack of support on both sides.
The only other option of attracting new funds was to
form Nanyang into a joint-stock company. To avoid con-
trol through outside shareholders, Jian Zhaonan reorga-
nized the company and strengthened his own financial
position as Nanyang’s largest stockholder before the
company registered with the Chinese government as a
joint-stock company in 1918.

The May Fourth Movement in 1919 involved mas-
sive boycotts of foreign, especially Japanese, goods, but
did not benefit Nanyang’s business. However, Nanyang
managed to stay in business and eventually reaped profits
due to the application of professional management to its
financial structure and manufacturing system. Nanyang’s
investment in publishing houses, newspapers, and phi-

lanthropy enhanced the company’s advertising opportu-
nities. When the early 1920s brought labor protest to fac-
tories all over China, the Jian brothers improved working
conditions and offered their workers social and educa-
tional benefits, thus effectively discouraging strike activi-
ties at their factories. Nanyang increasingly resembled
Western corporate enterprises, successfully imitating
many aspects of its main competitor BAT.

Jian Zhaonan’s death in 1923 deprived the company
of competent leadership in a time of deteriorating busi-
ness conditions due to high taxation, currency deprecia-
tion, natural disasters, and warlord rule. The Jian family
began to actively support the Guomindang Party, espe-
cially during the anti-British May Thirtieth Movement in
1925 that inflicted great damage on BAT’s business and
enhanced Nanyang’s market share. However, soon after
Chiang Kai-shek (1887–1975) came to power in 1927, the
Nationalist government began to extort funds from com-
panies through heavy taxation and other extractions.
Ironically, BAT’s profits grew between 1927 and 1930
due to tariff protection and diplomatic support for the
foreign company, while Nanyang and smaller Chinese
competitors suffered heavy losses.

With the Japanese invasion of the northeast in 1931,
the increasing influence of the Japanese Imperial Tobac-
co Monopoly excluded Chinese competition from the
area. When Japan began the occupation of China in 1937,
the monopoly expropriated Chinese-owned cigarette
companies. Due to financial pressure, the Jian family sur-
rendered control over Nanyang in 1937 and T. V. Song
(1894–1971) became the new chairman, but Nanyang’s
production and profits declined drastically during World
War II. After the establishment of the socialist Chinese
state in 1949, Nanyang was eventually nationalized in
1951 and members of the Jian family joined the new gov-
ernment in various capacities. Today the Nanyang Broth-
ers Tobacco Company Limited operates in Hong Kong
as a major tobacco supplier and manufacturer of the fa-
mous “Double Happiness” cigarettes. The company is
listed on the Hong Kong Stock Exchange; it supplies
mainland China and is developing the Southeast Asia and
Taiwan markets.
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NATIONALISM
The term nationalism covers an imprecise range of mean-
ings that have changed over the course of time. It in-
cludes concepts which vary according to what is being
analyzed—politics, economics, culture, sociology, moral-
ity, and so on. However, nationalism is above all an his-
torical phenomenon, with a different function in each
age, hence the diversity of interpretation which has ac-
companied historical change. Other, “essentialist” inter-
pretations of nationalism are possible, which are historic
and which are produced without the intervention of con-
scious rationality: these regard nationalism as a feeling of
community supported by cultural, ethnological, and so-
ciological uniformity, with a common origin (race), a
common language, and a common religion. However,
because nations are the result of large, complex historical
processes, none of them last forever, and as a result, all
have a beginning and an end.

Nationalism is originally a European phenomenon
that spread through the Western world, but it has be-
come universal, expanding to the Islamic world, post-
Communist societies, and the former colonial countries
of Africa and Asia. The relationship between nationalism
and the state exists in two spheres—political and eco-
nomic. The term nationalism first appeared at the begin-
ning of the eighteenth century in works by English politi-
cal writers, who saw it as a European reaction to the old
universal hereditary order of the Roman Empire and the
Catholic Church and as a sign of the disintegration, be-
ginning at the end of the Middle Ages, of the old feudal
social order and the breakdown of cultural uniformity
maintained by the common heritage of Roman Chris-
tianity, and the acceptance by Protestantism of the ver-
nacular and the formation of “national churches” as
means of religious expression. In a sense, the beginnings
of nationalism arose in the modern age in the context of
religious clashes, as was the case in Holland and Ireland
in the sixteenth and seventeenth centuries, respectively.

The phenomenon of nationalism is closely linked to
the formation of European nations and the emergence of

the modern state between the sixteenth and eighteenth
centuries. As a result, in terms of its origins, nationalism
describes two phenomena, which were at first contradic-
tory, yet with the creation of the nation-state ended up
being complementary. On the one hand, nationalism de-
termines the attitude of members of a nation with regard
to their national identity in adapting to a cultural or eth-
nic community; on the other hand, nationalism describes
the actions of a community via a unitary state exercising
its political sovereignty. In a certain sense, this is the
meaning of the commonly accepted definition provided
by Ernest Gellner, who regards nationalism as “the prin-
ciple which holds that the political and national unit
should be congruent” (Gellner).

In the first instance the formation of the modern
state in the sixteenth and seventeenth centuries was with-
out any national implication. As described by Machiavel-
li, Bodin, or Hobbes, the state developed as a centralized
political entity that exercised its sovereignty according to
the dictates of a prince or ruler, irrespective of the peo-
ples, languages, creeds, or cultures of which it consisted.
Nonetheless, nascent modern multinational states, such
as Spain, England, France, and so on, soon developed
embryonic models of the nation-state in which the strict
demarcation of borders and the strengthening of individ-
ual, unitary, indivisible sovereignty became high-priority
objectives. Several states were symbolically represented
by their ruling royal families—the Tudors, the Valois, the
Habsburgs, the Bourbons—and sought to homogenize
their populations, allowing them no political decision-
making power and reducing them to mere subjects. It is
a state which, via the practice of mercantilism during the
seventeenth and eighteenth centuries introduced the
principles of “national economy,” where each state seeks
complete freedom from any foreign economic influence.
Because a state would not be strong unless it was eco-
nomically independent, the mercantilists favored accu-
mulation of gold and silver stocks, which could be
achieved with a permanent foreign trade surplus, for one
nation’s prosperity came at the expense of another’s.

The end result of this practice is protectionism and
autarky. The interests of nation-states are necessarily an-
tagonistic; every state drives and develops xenophobic
ideas and behavior and hatred of everything foreign in
order to strengthen itself at all costs. In international
terms it produces a bellicose attitude with continual trade
wars and endless armed conflicts. Generally, mercantilist
policies did not make nations richer; they only increased
the already existing wealth of the ruling monarchies of
the participating states. Later, in the twentieth century,
under the economic theories recommending economic
protectionism at all costs laid out in Friedrich List’s “Na-
tional System of Political Economy,” economic national-
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Banners exhort buyers to purchase U.S.-made automobiles in Brookline, Massachusetts, 1992. Nationalism tends to rise and
fall with the availability of trade and capital flows. STEVE LISS/TIME LIFE PICTURES/GETTY IMAGES. REPRODUCED BY PERMISSION.

ism became more aggressive and, indirectly, economic
protectionism and political nationalism were to be
among the original causes of the two world wars of that
century.

Nationalism, a political and social ideology that
identifies the idea of the nation with that of the state,
sheds light upon the contemporary world. Nationalisms
have been transformed into the notion which provides
cohesion for the societies of European states and general-
ly provides the principal legitmacy of political power.
This is the kind of nationalism influenced by the French
Revolution and by the European nationalist movements
from the beginning of the nineteenth century. In the new
nation-state, which arose from the liberal revolutions,
loyalty to the monarchy or the king in absolute states was
replaced by loyalty to the country. Henceforth, national-
ism and patriotism were intertwined in a single category
in which spontaneous collective emotions outweighed
any other kind of political, ethical, or cultural assessment,
making the country the first and last reason for existence.
And it is in this sense that nationalism came to be seen
with a moral ambiguity capable of causing nations to be-
have in the most just, exemplary, and ethically humane

manner, or to commit collective aberrations of the most
reprehensible kind in the name of patriotic nationalism.
This was particularly true in those instances where state
nationalism became dominant and was turned into a
conservative and aggressive manifestation of the national
conscience. Perfect examples of this are the Nazi and Fas-
cist states.

There are many kinds of contemporary nationalism,
and as a whole their characteristic feature is that they
place the concept of the nation and the concept of the
state under the same heading. In the first place, these in-
clude the revolutionary nationalisms, which arose as a re-
sult of the Jacobin patriotism of the French Revolution,
and those that brought about Greek independence in
1829 and Belgian independence in 1830. Also called lib-
eral nationalism, it coincides with the establishment of
the capitalist economic system, and its main architect is
the new bourgeoisie. This movement reached it peak in
the middle of the nineteenth century with the unification
nationalisms, which brought about the creation of Italy
and Germany as unitary states influenced by the spirit of
Romanticism, national literature, and recognition of a

Nationalism

H I S T O R Y  o f  WO R L D  T R A D E  s i n c e  1 4 5 0520



“popular spirit” (according to the German philosophical
phrases of the period).

However, as the phenomenon of nationalism has be-
come widespread, it has ceased to be a European phe-
nomenon, becoming worldwide via its links with the
great transformations that have occurred in modern his-
tory: the collapse of colonial and territorial empires, the
world wars, and the decolonization of the Third World.
The starting point for anticolonial nationalism lies in the
U.S. Declaration of Independence (1776), which was fol-
lowed at once by the nationalisms that resulted in the
Spanish American republics at the beginning of the nine-
teenth century. With World War I, the disintegration of
the Austro-Hungarian Empire, the fall of the Russian
Empire, and the collapse of the Ottoman Empire, there
emerged a separatist nationalism which stimulated the
emerging nationalities of the peoples of Eastern Europe,
the Balkans, and the Baltic—Czechs, Serbs, Magyars,
Croats, Bosnians, Estonians, Lithuanians, Romanians,
and so on. At the same time it encouraged the develop-
ment of a nascent nationalism amongst the Arabs, which
was torn between the pan-Arabism inspired by Islam and
ethnically based nationalism. Finally, in the wake of
World War II, following the decolonization drive, the na-
tionalisms, which would shape the new Third World
states of Africa and Asia, flourished. In contrast to previ-
ous nationalist movements, which were for the most part
inspired by a political outlook based on economic liberal-
ism and democracy, in the decolonizing national and so-
cial liberation movements there could be clearly seen the
influence of revolutionary communist thinking and prac-
tice, even though Marxist internationalist theory always
kept its distance from nationalism, regarding it as bour-
geois in character.

Although there are numerous examples of states
which are the result of a mixture of races, languages, reli-
gions, and cultures, nonetheless, language, religion, race,
territory, or some specific signs of cultural identity con-
tinue to be regarded as the ingredients which form the
basis of nationalist ideologies. However, as John Breully
has indicated in Nationalism and the State (1985), social
and intellectual bases are increasingly decisive factors in
the role of nationalist ideology, to the extent that it is
considered that the feeling of national identity which
arose at the beginning of the modern state with the mer-
cantilist and protectionist policies was simply a contrived
means of mobilizing and achieving popular support for
advancing particular economic, political, cultural, or so-
cial interests which have little or nothing to do with loyal-
ty of a particular people to the nation via patriotism. Seen
in this way, nationalism resembles several reactionary
political and social movements in their unsupportive na-
ture.
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NATIONALIZATION
Nationalization is the taking into public ownership on a
centralized basis of previously privately or municipally-
owned industries and utilities. Fuel and power utilities
and transport and communication industries commonly
feature among lists of nationalized industries, both be-
cause the state has a direct interest in the pricing and
availability of their output, and also because it is often the
state which provides or underwrites the capital for their
early development. Both the need to construct networks,
whether in railways, telecommunications, or electricity,
and the fact that the network forms a natural monopoly,
require at the very least its regulation and, commonly
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during the twentieth century, its nationalization. Al-
though these network industries form the mainstay of
nationalized industries, nationalization also occurs in the
manufacturing and extractive sections of industry. In
manufacturing, such transfers of assets into public own-
ership are often politically motivated, as for example in
the post–World War II nationalization of the Renault
company in France because of alleged wartime collabora-
tion with Nazi Germany. Where financial institutions are
held not to be lending “in the national interest” they too
are vulnerable to nationalization, whether in France or
India.

In extraction, governments may nationalize a “natu-
ral resource” industry in the light of perceived exploita-
tion of those national riches. In the Middle East the ap-
propriation of oil refineries was both a retrospective
payment for past exploitation and a means towards ob-
taining a greater share of rents on oil extraction. Profes-
sions that such resources were nationalized in order to
control their rate of depletion should be viewed with
some skepticism. In Asia, Africa, and Latin America,
there were few nationalizations before 1962, although
some that did occur in the oil industry, such as Iran’s ap-

U.K. coal miners learn that their colliery is “Now managed by the National Coal Board on behalf of the People,” 1947.
Nationalizations often follow wars; the coal, gas, railway and electricity industries were nationalized in France and the United
Kingdom after World War II. HULTON ARCHIVE/GETTY IMAGES. REPRODUCED BY PERMISSION.

propriation of the Anglo-Iranian Oil Company’s
(AIOC’s) assets in Iran in 1951 and Egypt’s closure of the
Suez Canal in 1956, provoked international crises. Simi-
larly, Guatemala’s nationalization of United Fruit’s hold-
ings in 1953, newly-independent Guinea’s seizure of all
French holdings in 1959, and the Cuban expropriation
of U.S. property in 1959 and 1960 provoked serious dis-
putes with the major powers affected. Despite this, na-
tionalization, particularly when part of a process of de-
colonization, can run comparatively smoothly. In 1946,
Juan Domingo Perón (1895–1974) bought out the Brit-
ish-owned Argentine railroads on generous terms, and in
the 1950s Burma, India, and Indonesia took over British-
and Dutch-owned property with little conflict.

From the late 1960s there was a marked increase in
the rate at which foreign-owned concerns were national-
ized in Asia, Africa, and Latin America, with the govern-
ments of Chile, Peru, Bolivia, Ecuador, and Venezuela all
showing a particular penchant for transferring natural re-
source (copper, oil, nitrates) operations into public own-
ership. Commonly accompanying the economic reasons
adduced for such nationalizations were the social ambi-
tions of income and wealth redistribution and the im-
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provement of the skills and possibilities of the domestic
labor force. In Zambia in 1969, after the copper-mining
companies had been “invited” to offer 51 percent of their
equity to the state, the government embarked on a pro-
gram of “Zambianization” designed to mitigate pro-
nounced racial inequalities in Zambian society by replac-
ing non-Zambians with Zambians in positions of skill
and responsibility.

A frequent corollary of nationalization is the restruc-
turing of the affected industry into monopoly form. This,
combined with the fact of public ownership, creates
problems concerning appropriate pricing and investment
practices. Whether the industry is nationalized or pri-
vately-owned but regulated (as with utilities in the Unit-
ed States), these problems have attracted considerable at-
tention from economists. In part, the problem arises
from the economists’ wish to price at marginal cost, and
the presence in these industries of sizeable fixed and sunk
investments. This juxtaposition of high capital costs and
low operating (marginal) costs can create in industries
such as electricity and telecommunications both budget-
ary problems in terms of breaking even and political
problems, as allegations of loss-making or profiteering
are thrown at these public monopolies. Also to be fac-
tored into this problem of political economy is the fi-
nancing of any extension of the network, because the im-
plicit use of cross-subsidies within the industry offends
economists’—but not politicians’—concern with effi-
cient resource allocation. Steadily, state-owned industries
have moved closer towards the economists’ prescription
of marginal cost pricing and the application of test dis-
count rates to investment projects, but progress is vari-
able and partial.

Nationalization often comes in postwar waves. It is
no coincidence that the Russian Revolution of 1917 and
the Chinese Communists’ defeat of the Nationalists in
1949 occurred respectively during World War I and in
the wake of World War II. In both countries the collectiv-
ization of agriculture was followed by the nationalization
of major industries. Even in capitalist economies, war al-
most invariably involves greater direct government in-
volvement in the functioning of the economy, and
whether it follows defeat or victory, that involvement can
provoke dissatisfaction with existing arrangements and/
or demands for greater “fairness” in the distribution and
pricing of output. On this basis, the coal, gas, railway,
and electricity industries were nationalized in France and
the United Kingdom following the ending of World War
II. The technological constraints imposed by the fixed
network meant that, except in the case of coal, the output
of these industries was not tradeable, and therefore nei-
ther subject nor amenable to reprisals. In the case of coal,
a government’s decision to nationalize the domestic in-

dustry ought not to provide grounds for reprisals in other
countries, although a government’s subsequent decision
to restrict coal import and exports may. The imposition
of formal price controls or cost-based pricing on the na-
tionalized coal industry has the effect of reducing imports
while increasing domestic demand. Wartime rationing
schemes may have to be continued until long after the
war (in the United Kingdom, until 1958 in fact) while ex-
ports are denied to a coal-starved Europe. As economists
have long remarked, it is not so much the issue of owner-
ship (public or private) as the structure (monopoly or
competitive) and the behavior (pricing, investment) of
the industry, which is important.

Where reprisals might occur is where foreign-owned
assets are seized by national governments. Following the
seizure of the AIOC’s assets in Iran in 1951, Britain im-
posed a worldwide embargo on the purchase of Iranian
oil. Yet, the impact of such tactics is always likely to be
limited. In a tradeable item such as oil, short of a physical
blockade of ports and pipelines, it is difficult to monitor
the behavior of even the signatories to any embargo
agreement. More pertinently, in emphasizing the politi-
cal aspect to the nationalization of oil, it also foreshad-
owed the boost which OPEC would receive from the
Arab-Israeli conflicts of the 1970s. In short, where effect-
ed for sound economic reasons, usually in the presence
of a natural monopoly network, then nationalization is
simply the choice of a form of regulation. When that de-
cision is almost automatically followed by a decision to
extend the monopoly beyond the natural monopoly
boundaries to include, as in electricity, the generating
and distributing sections of the industry, then an illogical
but common association is established between the trans-
fer of ownership and the restructuring of the industry. It
is from the monopoly structure of these industries that
most of the economic and political problems of these in-
dustries have flowed. Although instances do exist of gov-
ernments nationalizing foreign-owned assets, over-
whelmingly, nationalization concerns domestic
industries and utilities whose scope for international
trade is highly restricted. As an idea, nationalization re-
flected the mood of its time, a suspicion of market mech-
anisms, and optimism in the capabilities of government.
Such ideas have become tarnished, and the successive
processes of denationalization and privatization marked
the move from an initial expression of dissatisfaction
with public ownership to a naïve trumpeting of the redis-
covered benefits of private ownership. All too often the
political interest in transferring ownership trumped the
economic concern with breaking up the nationalized
monopolies into their contestable and noncontestable
sections. Nevertheless, the idea of privatization was one
of Britain’s leading exports during the 1980s, and its dis-
semination roughly coincided with fundamental political
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England s first Navigation Acts were partly
responsible for two naval wars with the Netherlands.
The Dutch considered the Commonwealths 1650 and
1651 Navigation Acts to be a serious threat to their
trade, and the two nations went to war in 1652. Oliver
Cromwell had reformed the English navy, employing
good commanders such as Robert Blake and George
Monck, and this paid dividends in the first war fought
entirely at sea. In 1663 Dutch Admiral Maarten Tromp
was killed, and peace was made in 1654. The two
nations remained commercial rivals. In 1660
England s Parliament, under King Charles II s restored
monarchy, enacted a new Navigation Act, contributing
to another war in 1664. The English captured New
Amsterdam (New York), and won naval victories off
Lowestoft and Orfordness, but in 1667 Admiral
Michiel De Ruyter s fleet sailed up the Medway, captur-
ing and burning sixteen vessels. The Treaty of Breda
(1667) left the Dutch the masters of the seas. A third
Anglo-Dutch war (1672—1674) was due not to the
Navigation Acts, but to an unlikely Anglo-French
alliance. De Ruyter foiled allied invasion attempts,
forcing Charles to sign the Treaty of Westminster.

D av id J. Clarke

WARS OVER THE
NAVIGATION ACTS

and economic changes in communist economies. In both
the U.S.S.R. and China, the privatization of state-owned
enterprises in the mid-1990s followed a pattern similar
to that of agricultural reform in the late 1970s. As early
as 1978, China had already begun to experiment with
moves from a collective-farming system to one based on
contracts between households and local governments.
Yet, whereas China’s process of privatization was prag-
matic and monitored by a strong central state, in Russia
the process raised serious questions concerning the
state’s ability and willingness to protect and respect prop-
erty rights. Ironically, in respect to nationalization and
privatization, what some see as the forcible transfer by
the state of assets between public and private ownership
relied for its success on the coexistence of an agreed and
enforceable set of property rights and laws.

SEE ALSO Arms, Armaments; Banking; Boycott;
British-American Tobacco; Burma; Chile;
China; Coal; Cuba; France; Germany; Hong
Kong and Shanghai Bank; Imperialism; India;
International Monetary Fund (IMF); Iron and
Steel; Mexico; Nanyang Brothers Tobacco;
Nationalism; PEMEX; Peru; Russia; United Fruit
Company; United Kingdom; United States;
Venezuela; World Bank.
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NAVIGATION ACTS
The Navigation Acts were a series of laws enacted by the
English government from the seventeenth century to the
nineteenth century. In the early modern period nation-
states in Europe were influenced by a set of ideas subse-
quently known as mercantilism. According to mercantil-

ist theory, the amount of wealth available for each nation
was fixed, and so one nation’s gain meant another na-
tion’s loss. In fact, European nations competed with each
other to acquire “fixed wealth.” To win, each nation de-
veloped a series of policies of establishing a trading sys-
tem within its empire. The Navigation Acts were the set
of rules that the English devised. Their framework in-
cluded three pillars: regulation of vessels engaging in
trade, regulation of colonial exports, and regulation of
colonial imports. Some of the most important laws pur-
suing these goals were passed in 1651, 1660, 1663, and
1673.

BACKGROUND TO THE 1651 ACT

The first half of the seventeenth century was the golden
age of the Netherlands in the commerce of the Western
world. American colonists were willing to trade with
Dutch merchants because they offered the colonists
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A drawing depicts the events of the Boston Tea Party in 1773. American colonists boarded ships to throw hundreds of crates of
tea into the Boston Harbor to protest a tax that favored British companies over local merchants. The economic effects of England’s
Navigation Acts on the American colonies were among the factors igniting the American Revolution. © BETTMANN/CORBIS.

REPRODUCED BY PERMISSION.

higher prices for their exports and lower prices for Euro-
pean imports. This practice negatively affected the En-
glish mother country. In addition, during the English
Civil War, the Dutch made deep inroads into North
American trade. In the face of such encroachment, Par-
liament passed the first of the Navigation Acts in 1651.
Though the act was meant to regulate the entire English
shipping and trade, as were the acts that followed, it pri-
marily aimed to prohibit the use of Dutch vessels in the
colonial (and English) trade, and to help English mer-
chants to take control of trade from the Dutch. For ex-
ample, this act stipulated that European goods imported
to the colonies could only be carried by English ships.
The act of 1651 was the first step in regulation but it had
its shortcomings and it was thought important to take
another step to complete the framework of trade.

ESTABLISHMENT OF THE TRADING FRAMEWORK

Towards this end, two more acts were passed in 1660 and
1663. These two acts established the commercial system

of the “First British Empire.” Under the 1660 act, both
colonial imports and colonial exports would be carried
by only English ships. This act also stipulated that certain
colonial products could only be exported to Europe as
long as they passed through England. These so-called
“enumerated commodities” originally were sugar, tobac-
co, cotton, indigo, and some dyewoods. The list was sub-
sequently expanded to include rice and molasses in 1704,
and tar, pitch, hemp, and masts in 1705; the list contin-
ued to be expanded from then on. The act of 1663 re-
quired that European goods be sent to the colonies only
from England. This regulation of colonial imports was a
final step towards building the mercantilist trading
framework. The English government also enacted acts in
1673 and 1696 to boost the 1660 and 1663 acts. Specifi-
cally, the 1673 act established a system of duties and a
more effective customs service in the colonies in order to
enforce the shipment of enumerated commodities only
to imperial ports. The 1696 act set up a system of admi-
ralty courts to reinforce shipping and commercial regula-
tions.
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Generally, the Navigation Acts controlled colonial
trade and benefited the mother country by increasing the
“wealth of the nation.” Increasing wealth was not an end
but a strategy, however. The main purpose behind their
promulgation was the acquisition of national strength. In
order to attain this purpose, mercantilists insisted that
the financial stability of the state, achieved with a trading
framework, was a necessity. Moreover, there was a system
of bounties built into the acts. Some bounties from the
English government were given for colonial exports such
as naval stores and hemp. Finally, the Parliament passed
laws to prevent England’s colonies from producing cer-
tain goods in competition with British producers, includ-
ing the Hat Act of 1732 and the Iron Act of 1750. These,
too, were designed to help the financial strength of the
state.

COMPETING PERSPECTIVES ON THE EFFECTS OF
THE ACTS

One historical school saw in the commercial regulations
of the First British Empire the main cause of the discon-
tents that erupted in the American Revolution. In this
view the economic effects of the Navigation Acts on the
American colonies were a critical issue for the colonists;
the negative effects of the enumeration constraint on co-
lonial exports were pronounced. Historians have long de-
bated whether their burdens were heavy enough to trig-
ger the revolution. Recently, most scholars have come to
regard these burdens as slight, with some pointing to
countervailing positive effects. For instance, colonial
merchants could engage in international trade, including
the trade to the colonies of other countries, and could
carry unenumerated products to European and Western
Hemisphere ports. Moreover, all these trades were car-
ried on under the protection as well as the regulation of
the Navigation Acts.

Similarly, discussion of the effects of the acts has
been inconclusive. The acts did not disrupt Dutch trade,
but they helped the British to win a series of wars against
France. The key to the final victory over France was the
fact that, under the commercial regulations embodied in
the Navigation Acts, the English government acquired its
revenue for waging war. However, the acts should be
evaluated, above all, as laws to define British shipping
and trade, and to hold together the “commercial em-
pire.”

THE ACTS AFTER THE AMERICAN REVOLUTION

The First British Empire was basically an Atlantic con-
struct. After the American Revolution Great Britain lost
the largest part of its possessions in the West, but it began
to expand its territorial possessions in the East. At the
same time, commercial regulations, the feature of the

first empire, were loosened, and replaced by free-trade
principles, which stood as a hallmark of the Second Brit-
ish Empire. Nonetheless, the first empire did not give way
to the second; they coexisted well into the nineteenth
century. The British Parliament continued to pass navi-
gation laws until 1845.

Although ministers had no intention of destroying
the traditional regulatory scheme, they introduced many
modifications to it in the 1820s in order to allow it to
more efficiently respond to new conditions. Under these
new laws the principle of enumeration was abandoned
in 1822, and international reciprocity was established in
1825, although the rule that imperial trade should be
conducted only by imperial ships with imperial crews
persisted. Despite such a situation, however, by the mid-
nineteenth century, especially after the repeal of the Corn
Laws, removal of protective policies advanced in Britain.
The Navigation Acts were repealed in 1849, and foreign
ships were allowed to participate in Britain’s coastwise
trade in 1854.

S EE A LS O Empire, British; Mercantilism; Ships
and Shipping; United States.
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NETWORKS, SUPPLY, DISTRIBUTION,
AND CUSTOMER

During the last five centuries, a large part of the world’s
long-distance trade was organized via trading networks.
Their major function was to coordinate commodity ex-
change between markets and geographically separated
production areas. In the risky and vulnerable economic
environment of the early modern world, networks ap-
peared to be a preeminent way to reduce transaction
costs, diminish risks, and create durable commercial rela-
tions.

EARLY MODERN TRADING NETWORKS

The family firm was the predominant form of enterprise
in early modern times (Casson 1996). The family firm’s
operations were characterized by a limited scale of opera-
tions and shortage of capital, and by a combination of
economic and noneconomic factors in business (family
members constituted the core of the firm’s staff). Coop-
eration between family firms through by the way of net-
working solved many problems; for example, by pooling
their resources, small firms could start large-scale, capi-
tal-demanding operations, such as those required for
long-distance trade. Thus early modern trading networks
worked as extended pools of family firms.

A high level of trust and close cooperation were typi-
cal features of the relationships between members in such
networks. It was usual that members of the same family
were placed in different cities or countries, carrying out
trade in the whole family network’s interest. Frequently,
sons were sent as apprentices to relatives’ trading firms
abroad. They acquired commercial expertise while
strengthening family bonds.

Family firms engaged in business together, cooperat-
ing with one another, rather than competing. Since busi-
ness and family bonds overlapped, relationships were
very personal and usually durable (though there are also
many examples of failed relationships), and the level of
trust was high; these were important preconditions for
the extensive credit pools that emerged. In addition, net-
works functioned as important disseminators of business
information; of course, only for the benefit of network
members. This points to the exclusive function of net-
work building, as opposed to its inclusive function. Co-
operation among members of one network and competi-
tion between different networks unveil the two opposite
aspects of networking.

Cooperating members of the same ethnic and reli-
gious groups are also commonly considered to be part of
a network (Subrahmanyam 1996). Such networks,
though, were larger than their kinship- and family-based
equivalents. Nevertheless, they were characterized by the

same high level of trust, credit pooling, reciprocity, dura-
bility of relationships, and preference for cooperation
over competition. Normally, ethnic and religious identi-
ties went hand in hand.

Extended ethnic and religious networks were found
in both early modern and modern times, and in Europe
as well as in Asia, Latin America, and Africa. Armenian
trading networks, for example, played a crucial role in
long-distance trade in the eastern parts of Europe. Early
modern Portuguese-Jewish networks were a fundamental
component of the Dutch seventeenth-century commer-
cial system. Greek shipping networks in the nineteenth
and twentieth centuries successfully replaced large ship-
ping enterprises. Communities (or diasporas) where lan-
guage, culture, religion, and values were shared experi-
enced reduced transaction costs.

In addition to trading networks, two other forms of
commodity distribution were important in early modern
long-distance trade: markets and chartered companies.
Markets ranged in scale from small local markets to huge
staple entrepôts, such as Antwerp, Amsterdam, and Lon-
don. Such market exchange was characterized by price
competition and relatively short-term relations, in con-
trast to the network based exchange. Chartered compa-
nies (such as the Dutch and English East India Compa-
nies) were large joint-stock enterprises, comparable to
twentieth-century multinationals. They were character-
ized by big staffs of employees, large-scale operations,
and complex hierarchies. In contrast to trading networks,
early modern chartered companies required monopoly
rights for specific commodities or specific areas, and they
pursued their trade in close cooperation with the state.
In areas in which chartered companies and merchant
trading networks operated simultaneously, such as in the
West Indies or in the Mediterranean, trading networks
appeared to outperform companies, which might be seen
as evidence of their efficiency.

THE RISE OF THE MULTINATIONAL ENTERPRISE
AND THE DECLINE OF THE NETWORK

As the economic environment became increasingly sta-
ble, and as international property rights were strength-
ened, the importance of networks as a means of com-
modity distribution declined. This occurred in various
stages. First, in the nineteenth century the institution of
joint-stock enterprise made possible an expansion of the
scale of operations. By the late nineteenth century, the
family firms that dominated long-distance trade during
the early modern era were partially replaced by multina-
tional enterprises. Multinationals integrated commodity
distribution within their hierarchies; they established
their own sales departments and employed sales manag-
ers abroad.

Networks, Supply, Distribution, and Customer
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The second important change concerned the accessi-
bility of credits. As mentioned, credit pooling was a cru-
cial function of early modern trading networks. With the
institutionalization of credit markets, made possible by
the advent of limited liability joint-stock companies, ac-
cessibility of credit dramatically increased, and the fi-
nancing of commodity exchange and running the ex-
change itself became two separate tasks. In addition, the
strengthening of property rights, legislation on enterprise
with limited liability, bankruptcy laws, and other legal in-
novations made it easier for actors to raise a general trust.
Trust (confidence) in the legal system began to replace
interpersonal trust.

The third aspect of the change concerned the net-
work’s role as intermediary of information. With the ris-
ing amount of printed or other relatively easily accessible
information, even the network’s function as intermediary
of information declined in importance.

Economics and business theory’s lacking interest in
the network concept also reflects the decline of the net-
work as the means of distribution. In economic theory,
the transformation of the world economy since the late
nineteenth century has been described as a transforma-
tion of an economy based on inefficient small-scale, low-
technology enterprises into large multinational corpora-
tions, characterized by professional management, rapid
technological innovation, and growth, and by large-scale
international operations. It was a transformation of per-
sonal capitalism, capitalism of the family firm, into man-
agerial capitalism, capitalism of the multinational enter-
prise (Chandler and Hikino 1994). Neoclassic economics
also pointed to market competition as the major factor
contributing to increased economic efficiency, and as the
basis for sustained economic growth. The fact that com-
petition could also be damaging and costly did not re-
ceive much notice. The two paradigms (the neoclassic
market paradigm and that of managerial capitalism)
dominated economic science until the 1970s.

THE RENAISSANCE OF THE NETWORK

Between 1970 and 2000, interest in the network concept
increased considerably. Economists, sociologists, busi-
ness historians, and others have rediscovered the net-
work. There are two events that especially stimulated the
network’s renaissance: first, the deep crisis and following
transformation of the Western European and American
economies between 1970 and 2000; and second, the si-
multaneous process of globalization and the remarkable
growth of the East Asian economies (Japan, South Korea,
Singapore, Taiwan, and China). The large-scale multina-
tional enterprise was no longer seen as the supreme form
of enterprise. Multinationals’ complex hierarchical struc-
tures entailed high transaction costs. In addition, such

big and hierarchical structures met with difficulties ad-
justing to the unstable conditions of the modern world
economy. Smaller enterprises, on the other hand, could
rapidly adjust, and they could overcome the problems of
small-scale operations by networking with other enter-
prises. Again, as in the early modern period, network
credit pools (transformed and modernized) became an
important tool for small-scale businesses in their compe-
tition with large multinational enterprises. This organiza-
tional model, based on cooperation and networking, ap-
peared to be the major competitive advantage of the
Asian economies.

However, the difference between the modern Asian
enterprise networks and European and American mul-
tinationals is very much a matter of interpretation. In
fact, the differences between enterprise structures and co-
ordinated forms of production and commodity distribu-
tion are not so large.

In Europe and North America the family firms, as
well as other kinds of network cooperation, existed dur-
ing the rise of managerial capitalism. The development
of the Italian economy in the post-1945 period, for exam-
ple, was based very much on cooperating family firm net-
works. In Japan, on the other hand, family ownership did
not appear to play a very important role, following the
expectations of managerial capitalism. However, rela-
tionships among Japanese enterprises can easily be con-
sidered to be typical network relationships. In the mod-
ern complex economies, the different forms of
enterprises and the different forms of enterprise interac-
tion complement each other. For one task, a network
among small-scale enterprises might be the most efficient
way, for another task, the complex structure of a mul-
tinational enterprise might be better. Networks as a
means to organize production and commodity distribu-
tion transcend cultures, regions, and time periods.

S EE A LS O Capitalism; Religion.
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NEW ORLEANS
New Orleans, founded as a French settlement in 1718, is
situated near the intersection of the Mississippi River and
the Gulf of Mexico. The city is a creation of the era of
European colonial expansion and the age of water trans-
portation, and its location as well as its economic viability
reflected the river’s perceived importance to economic
development in North America.

The city’s original site lay at a point on the river that
provided the shortest distance to Bayou St. John, a natu-
ral waterway extending southward from Lake Pontchar-
train, which opened into the Gulf of Mexico. This route
obviated the need to navigate the challenging lower river
route to the gulf. Subsequently, a canal connecting the
bayou to the rear of the city provided an all-water route
from city to ocean. A planned extension of this canal di-
rectly to the river never materialized, but its intended
right-of-way ultimately became the town’s main thor-
oughfare, Canal Street. As the city expanded geographi-
cally after acquisition by the United States, another canal
between river and lake was constructed upriver.

During the eighteenth century New Orleans devel-
oped an expanding shipping relationship with the interi-
or, particularly in agricultural products. There emerged
a mercantile economy with a clear social and cultural
base reflecting its French and Spanish colonial control.
Despite setbacks that included several fires, port develop-
ment continued. By the end of that century cotton and
sugar were replacing such traditional goods as indigo and
tobacco. By this time, the hinterland served by the port
was growing as yeoman agriculturalists settled into the
West. The port of New Orleans sat poised at the center
of a changing nation and a changing world. By the begin-
ning of the nineteenth century there were substantial ar-
rivals at the port from the United States, particularly
from New York, Philadelphia, and Baltimore, as well as
from the British West Indies and Spanish colonial areas.

Thomas Jefferson’s 1803 purchase of the Louisiana
Territory, which initially centered on securing the port
at New Orleans for the United States, ushered in a dy-
namic new era for the city. Between that time and the
U.S. Civil War’s beginning, the city attained a new pros-
perity founded upon domestic and international trade in
cotton, sugar, and other products. The port became a
nexus between the growing nation and the rest of the

world. Its local economy of commercial establishments,
merchant enterprises, banks, and even manufacturers
complemented shipping. At the war’s outbreak, New Or-
leans was one of the wealthiest cities in the United States.
The city and its port were controlled by the government
of the North throughout most of the military conflict. Af-
terward, the city shared in the South’s general economic
disruption, but the port remained a major one.

During the twentieth century, and particularly after
World War II, trade with South American countries be-
came prominent, and manufactured products from vari-
ous sources moved through the docks. New Orleans’s
port ranked among the world’s largest and most impor-
tant. Among U.S. ports, only New York exceeded its vol-
ume during most of the century. A city begun as a French
colonial outpost had become a cosmopolitan urban cen-
ter with a diverse citizenry. Port activity included an in-
flow and outflow of a wide variety of goods. Recently, in-
creased U.S. trade with Asian economies has lessened the
port’s traffic and its prominence as a center of interna-
tional trade.

S EE A LS O Agriculture; Baltimore; Bonaparte,
Napoleon; Boston; Cargoes, Freight; Cargoes,
Passenger; Chambers of Commerce; Charleston;
Coffee; Containerization; Cotton; Empire,
French; Empire, Spanish; France; Free Ports;
Haiti; Harbors; Los Angeles–Long Beach;
Newport; New Spain; New York; Philadelphia;
Port Cities; Salem; Shipping, Inland
Waterways, North America; Spain; United
States.
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NEWPORT
Newport, Rhode Island was founded in late 1639 by Anti-
nomian sympathizers from Massachusetts, who sought
religious freedom and economic opportunity in the ex-
cellent harbor on southwestern Aquidneck Island. Tradi-
tions of religious pluralism, independent self-
governance, and tax evasion attracted merchants and
traders of all kinds, in spite of the limitations of the
town’s agricultural hinterland. The plantations of Narra-
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gansett Bay provided some produce, dairy products, live-
stock, and lumber for trade with other colonial ports, but
the city’s fortunes depended on its integration into the
Atlantic trading networks of nearby Boston and New
York. In 1720 Newport merchants entered the slave
trade, which remained a central part of the port’s func-
tion and character up to the American Revolution. In
fact, Newport was the lynchpin of the slave-carrying
trade, clearing many more ships for Africa than any other
colonial North American port and conducting as much
as 70 percent of the North American African trade.

The city’s golden age came in the mid-eighteenth
century, when Newport was the fifth-largest city in Brit-
ish North America. Several industries—producing rum,
spermaceti candles, furniture, and ships—took root,
though the coastal and carrying trade dominated the
economy, and Newport made its fortune as an entrepôt.
Trade was vitally important to the small colony of Rhode
Island; export figures for 1770 show that of all of the Brit-
ish North American colonies, Rhode Island had the high-
est rate of exports per capita, and Newport was the pri-
mary gateway of this trade.

The American Revolution was the turning point for
Newport’s economy, population, and society. Residents
began fleeing the city in 1775; by the time British troops
took possession in December 1776 only a fraction of the
population remained. The city was never again a leader
in terms of population or profit. The favorable condi-
tions that supported the carrying trade—benign neglect
of British officials on molasses taxes and profits from pri-
vateering, a core population of well-connected mer-
chants, and the reliable profitability of the slave trade—
were lost. Small cotton mills did emerge around New-
port, replacing the putting-out arrangements between
female household workers and town merchants that had
thrived for decades, but in contrast to their neighbors in
Providence, Newport merchants failed to reorganize the
local economy around manufacturing.

After a brief period of moderate success as a ship-
building and whaling town in the 1830s, Newport was re-
born by the mid-1840s as a resort destination. Travelers
from northern cities and southern plantations arrived via
regular steamship service to participate in socially mixed
recreation centered on large hotels and warm beaches.
Once again, city life was dominated by a service econo-
my, though this time catering to tourists and summer
people rather than sailors, merchants, and traders.

During the Civil War, the maritime function of the
city shifted from commerce to combat when Newport
housed the Naval Academy, which was moved from An-
napolis, Maryland, for the duration. Although the acade-
my moved back when the war ended, the navy retained
a presence with the construction of the Naval War Col-

lege in 1884. After the war the popularity of the hotels
dwindled, and the city was reshaped as a place of private
leisure for the extremely wealthy, exemplified in the con-
struction of extravagant summer homes called “cottages”
by wealthy families from New York, Boston, and the
Deep South. Today these mansions, together with the
city’s maritime history and facilities for modern pleasure
sailors, draw new visitors to Newport.

S EE A LS O Agriculture; Baltimore; Boston;
Brown Family; Cargoes, Freight; Cargoes,
Passenger; Chambers of Commerce; Charleston;
Containerization; Empire, British; Free Ports;
Harbors; Los Angeles–Long Beach; New
Orleans; New York; Philadelphia; Port Cities;
Privateering; Salem; San Francisco–Oakland;
United States.
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Ellen Hartigan-O’Connor

NEW SPAIN
The term New Spain refers to both a geographic space
and a specific historical era. Spatially, it denotes substan-
tial territories in North and Central America that include
the modern nations of Mexico, Guatemala, Belize, El Sal-
vador, Honduras, Nicaragua, and Costa Rica, as well as
much of the modern United States west of the Mississippi
River. Temporally, it defines that territory only during
the Spanish colonial era, which in New Spain lasted from
1521, when Hernán Cortes (1485–1547) defeated the Az-
tecs, until 1821, when Agustín de Iturbide (1783–1824)
declared Mexico independent from Spain. In economic
terms, New Spain was one of the most valuable posses-
sions of Spanish monarchs, for a number of reasons that
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include the kinds of commodities it produced, the trade
links that it facilitated, and the revenue that it generated
for the Spanish rulers. Moreover, despite the Crown’s
tendency toward mercantilism in New Spain, the colony
also exerted significant influence on the creation of a per-
manent, global trading network.

COMMODITIES IN NEW SPAIN: EXPORTS AND
IMPORTS

During the three centuries of Spanish rule the diverse ter-
ritory of New Spain served as an important source of
commodities for global markets. Spanish colonists
sought to exploit the region’s rich resources for their own
personal benefit; the result in terms of economic produc-
tion was often an adaptation of the pre-existing econo-
my. For instance, some of the earliest forms of exploita-
tion in the sixteenth century involved merely extracting,
as tribute payments, agricultural and manufactured
goods that were already being produced by indigenous
laborers. In the sixteenth century these goods included
such items as cotton and cotton textiles, maize, cochineal
and other dyestuffs, tobacco, and cacao. Of these, cochi-
neal (a red dyestuff) rose to prominence as the second-
most valuable export from New Spain.

The most valuable export to come from the colony,
however, came from New Spain’s abundant deposits of
silver ore. Silver quickly rose to prominence from the
first northern strikes in Zacatecas by 1546, and Spanish
miners and merchants spread out across the arid north-
ern half of New Spain in the sixteenth and seventeenth
centuries to exploit the great quantity of silver ore that
they found there. This activity, in turn, drove a great deal
of commercial livestock and agriculture to feed and equip
miners, which transformed the trade routes and popula-
tion patterns within New Spain. Moreover, from the
1565 addition of Manila and the Philippines to the juris-
diction of New Spain, a Pacific Ocean trade link between
New Spain and East Asia arose that connected Mexican
silver to Chinese exports, particularly silk. Silver, in fact,
was the most important export from New Spain through-
out the colonial era, and during the eighteenth century
the colony was the most valuable property of the Spanish
Crown due to the mining boom underway there.

Thus, New Spain produced many commodities for
export, including such goods as silver and cochineal.
Meanwhile, Spain exported primarily agricultural goods
(including wine and olive oil) to its colony in North
America. Many manufactured goods from other parts of
Europe and Asia also came to New Spain, primarily in
exchange for the valuable silver. New Spain’s commodi-
ties therefore provided a substantial stimulus to world
trade.

MECHANISMS OF NEW SPAIN’S COMMERCE:
POLITICS AND TRADE IN NEW SPAIN

All of this trade took place in the context of Spanish im-
perial rule, which for the entire three centuries of New
Spain’s existence meant that trade policies were built on
the theory of mercantilism. This economic theory as-
sumed that colonial production, commodity consump-
tion, and trade should benefit primarily the metropolis
(Spain). To achieve this goal, the Spanish Crown institut-
ed a number of practices intended to restrict trade (and
particularly bullion) flows between Spain and its colony.

For instance, to assure that the royal government
could protect its trade routes into and out of New Spain,
the Crown established a system of regular annual fleets
(flotas). To better control trade, for almost the entire co-
lonial period the Crown required that legal trade between
Spain and New Spain connect a single port in Spain (Se-
ville until 1717, and Cádiz thereafter) to a single port in
New Spain (Veracruz). Only in the late eighteenth centu-
ry did this structure of trade change. On the Pacific coast
of New Spain, too, commercial connections were restrict-
ed to a single port, Acapulco. Annual ships (the “Manila
Galleon”) linked that port to Manila, in the Spanish Phil-
ippines.

Goods arriving in New Spain’s two commercial
ports were offered for sale in large trade fairs. Of course,
because of the nature of this annual cycle of trade, where-
by all of the goods for an entire year would arrive at once,
this feature of Spanish mercantilism artificially depressed
prices for newly arrived commodities. Moreover, the
flota had a limited time in port before it had to return
to Spain.

As a result, a network of powerful and well-
connected import-export merchants emerged as an im-
portant feature of both the world trade and the commod-
ity production in New Spain. Senior partners resided in
the main Spanish port. Meanwhile, their junior partners
lived in New Spain’s capital, Mexico City, storing and re-
selling the European imports throughout the year and ac-
cumulating silver and other commodities to send back to
Spain on the next year’s flota. Consequently, within the
Spanish mercantilist system a small group of wealthy
merchants gained considerable influence over commer-
cial policy and the export economy in New Spain.

Spanish merchants, though, were not the only per-
sons who influenced New Spain’s global trade. In addi-
tion, despite the mercantilist policy of the Spanish
Crown, the economy of New Spain did not benefit only
the Spanish rulers. Indeed, increasingly over time other
trade connections between the colony and foreign mer-
chants in Europe arose. One such link was via smuggling,
which is difficult to measure, but certainly increased as
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other European trading ports arose in the Caribbean Sea.
A second foreign commercial connection occurred when
foreign merchants gained legal access to New Spain’s
wealth in commodities such as silver and cochineal. They
did so by obtaining licenses from the Spanish govern-
ment to become “naturalized” and thereafter trade in Se-
ville as if they were Spanish subjects. A third foreign entry
into New Spain’s trade came with non-Spanish ships
supplying the colony with African slaves. In all of these
cases, the restrictions that the Spanish Crown hoped to
impose on trade with New Spain failed to prevent the
valuable commerce of the colony from establishing con-
nections beyond Spain alone.

New Spain thus contributed not only thousands of
tons of silver to the world economy between 1521 and
1821, but also served as a node linking trade between Eu-
rope, the Americas, and East Asia.

SEE ALSO Barcelona; Bullion (Specie); Cádiz;
Cartagena; Coffee; Colombia; Columbus,
Christopher; Conquistadors; Cuba; Empire,
Spanish; Encomienda and Repartimiento; Ethnic
Groups, Africans; Gold and Silver; Haiti;
Imperialism; Laborers, Aztec and Inca;
Laborers, Coerced; Lisbon; Magellan,
Ferdinand; Mercantilism; Mexico; New
Orleans; Piracy, Privateers; Seville; Slavery
and the African Slave Trade; Smuggling;
Sugar, Molasses, and Rum; Tobacco; Venezuela;
West India Company, Dutch.
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Jason L. Ward

NEW YORK
New York occupies an important place in the history of
trade, especially for North America. The economic histo-
ry of New York City has much to do with domestic and
international trade. Before the age of air travel, about a
third of international passengers and trade to and from
the United States passed through New York harbor. For
more than a century the port of New York ranked as the
largest port in the United States. This is partly a result of
geography and partly of weather: the New York harbor
lies somewhat inland, protected from storms by the New
Jersey shore and Long Island; it experiences very little fog
and ice; its size affords ample space for hundreds of ships;
and by pre-twentieth-century shipping standards, it is a
deep port.

Prior to European settlement, various Indian bands
called Lenapes, who belonged to the Algonquian-
speaking Delaware Indians, lived in what today consti-
tutes New York City. They lived a communal way of life
and had little interest in economic specialization or trade.
Some historians believe, nevertheless, that New York was
a center for trade among different Indian tribes.

The first documentation of a European individual in
New York is that of the Florentine explorer Giovanni da
Verrazzano (1485?–1528?) in 1524. Other Europeans fol-
lowed, some of whom were interested in the fur trade.
The Dutch West India Company established a settlement
on the present-day site of Manhattan in 1624 called New
Amsterdam. They were interested solely in trade, espe-
cially fur pelts, which could be sold to Europeans at at-
tractive prices. The Dutch settlement prospered after
1647 under the leadership of Peter Stuyvesant (c. 1610–
1672), and exported tobacco and timber in addition to
furs.

In 1664 British forces took over New Amsterdam
and renamed it New York. By the time of the American
Revolution, the city’s commerce had greatly expanded,
and New York merchants were heavily involved in trade
between Great Britain and its colonies in the Western
Hemisphere. With American independence, however,
New York lost trade access to other British territories
such as the West Indies and Canada. In the short run,
New Yorkers learned to trade in agricultural products
with other parts of the United States. In the long run,
once relations had improved with Britain, and after the
War of 1812, New York merchants were ready to play a
dominant role in the shipping of raw cotton, the chief ex-
port of the United States, to the cotton textile factories
of Britain. Foreign merchants preferred to dock in New
York because it afforded the largest United States market
for consumer and commercial goods.

The Erie Canal opened up a waterway between the
upper Midwest, Canada, and New York, guaranteeing
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A print depicting the South Street waterfront in lower Manhattan during the nineteenth century. This area was a popular sea
wharf for the growing and diverse community of merchants, boat captains, and immigrants. New York saw its population nearly
double to over 60,000 from 1790 to 1800. © BETTMANN/CORBIS. REPRODUCED BY PERMISSION.

that a vast proportion of the agricultural produce of Mid-
west farms would be exported by way of New York in-
stead of New Orleans. The new canal also ensured the
city’s dominance over Philadelphia, making New York
the preeminent commercial city and harbor in North
America until the middle of the twentieth century. By the
mid 1800s the port of New York had grown to encompass
numerous piers along the East River and the Hudson
River as well as extensive space along the Brooklyn shore-
line. On the eve of the Civil War, it handled more than
half of the country’s exports, imports, and domestic
trade. Although much trade was with European mer-
chants, significant amounts were with Central and South
America as well as with Asia. New York was also the chief
port of entry for millions of immigrants arriving in the
United States in the nineteenth and twentieth centuries.

The dominance of the New York City harbor provid-
ed a boost to other commercial interests such as banking,
finance, insurance, and manufacturing. Early in the nine-
teenth century New York had risen to become the pre-
mier banking and finance center of the United States, a
position it has not since ceded. As the Industrial Revolu-
tion brought new sources of power, inventions, and ideas
for organizing manufacturing, growing firms needed

capital to expand. Much of the existing capital was avail-
able from wealthy New York businesses and individuals,
who often preferred their investments to be close by so
they could monitor them. The nature of nineteenth-
century financing, the many attractive features of the
New York harbor, and the huge regional retail and com-
mercial markets of the New York area supported an ex-
panding manufacturing sector. Manufacturing included
iron production, shipbuilding, sugar refining, pharma-
ceuticals, textiles, furniture, and glassware.

At the start of the twentieth century the New York
metropolitan area boasted the largest number of factories
in the United States and was home to the headquarters
of most of the nation’s biggest corporations. New York
also remained a vital port for the United States and was
usually the busiest port in the world until 1960, when
Rotterdam exceeded it in activity. In the United States
other ports, such as Houston and Long Beach, eventually
surpassed New York in terms of total cargo shipped. In-
creasingly, harbors needed more space for larger ships
and their cargo. The Port Authority of New York and
New Jersey, a regional institution created in 1921 to han-
dle transportation matters, eventually transferred most
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port activities from Manhattan and Brooklyn to the New-
ark area of New Jersey.

Other trends of the twentieth century are also worth
noting. The population of the United States shifted to-
wards the west and the south, and while goods from Eu-
rope were still important, a much larger percentage of
U.S. imports arrived from Asia. Today transportation of
many products within the United States occurs by way
of truck or rail at rates that are often proportional to dis-
tance traveled. This means that businesses try to mini-
mize ground-transport expenses and use ports closest to
eventual destinations. As such, although the New York
port is still integral to the United States economy as well
as to the New York region, it is no longer the premier sea-
port of North America. Still, in terms of international
passenger travel, New York’s John F. Kennedy Airport is
one of the busiest airports in the nation.

SEE ALSO Agriculture; Baltimore; Banking;
Boston; Cargoes, Freight; Cargoes, Passenger;
Chambers of Commerce; Charleston; Coffee;
Containerization; Cotton; Drugs, Illicit;
Empire, British; Empire, Dutch; Ethnic Groups,
Africans; Ethnic Groups, Cantonese; Ethnic
Groups, Fujianese; Ethnic Groups, Gujarati;
Ethnic Groups, Irish; Ethnic Groups, Jews;
Finance, Credit and Money Lending; Finance,
Insurance; Free Ports; Harbors; Los Angeles–
Long Beach; Markets, Stock; Morgan, J. P.; New
Orleans; Newport; Packet Boats; Petroleum;
Philadelphia; Port Cities; Salem; San
Francisco–Oakland; Shipbuilding; Shipping,
Inland Waterways, North America; Textiles;
United States; West India Company, Dutch.
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NIGERIA
The region of present-day Nigeria has traded with the
rest of the world for centuries. Its commercial involve-
ment with the rest of West Africa, North Africa, and the
Middle East long predated the fifteenth century. From
then on, Nigeria increasingly became part of a historical
process that ultimately created the foundation of our cur-
rent world trading system—the development of trade
networks spanning the Atlantic world.

EARLY TRADE

Before West Africa became involved in Atlantic trade, its
economic and commercial centers, major centralized
states, and capitals were all in the savanna interior. Trade,
therefore, flowed from south to north, with today’s upper
north of Nigeria (comprising mainly Hausaland) playing
a central role. Initially the upper-north city of Katsina
was the center of trade in Nigeria. Only with the jihad
(holy war) of 1804, which led to the establishment of the
Sokoto Caliphate in parts of northern Nigeria, did the
center shift to Kano.

Although Hausaland dominated Nigeria’s pre-
Atlantic trade, the state of Kanem-Borno (non-Hausa),
located in the Lake Chad area of Nigeria, was also impor-
tant. These commercial centers connected Nigeria to the
Volta region in modern Ghana, the western Sudan, and
across the Sahara to North Africa and the Middle East.
Kolanuts and gold from modern Ghana were Hausa-
land’s principal imports from West African regions.
Woolen textile, carpets, cowries, beads, copper and brass
products, horses, and salt came across the Sahara from
North Africa, the Middle East, and southern Sahara com-
munities. Hausaland exported a variety of manufactured
products, including dyed cotton cloths, sewn cotton gar-
ments ready to wear, leather goods, and ironware. Hausa
merchants also exported a few slaves across the Sahara.

ATLANTIC TRADE IN PRECOLONIAL AND
COLONIAL NIGERIA

Portuguese explorers and traders reached the Atlantic
coast of Nigeria in the mid-fifteenth century. There they
traded mainly with people in the Benin trading area for
Benin red pepper and cotton cloths (which the Portu-
guese called Benin cloth). Some of the cloths were sold
elsewhere in parts of West Africa, others in Europe, and
some quantities were later sold in the Americas. Benin
also sold a few war captives, but the unwillingness of the
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Portuguese to supply firearms to the Benin government
strictly limited exports. No significant Atlantic commerce
developed elsewhere in Nigeria until the seventeenth cen-
tury, when southwest Nigeria (Bight of Benin) and
southeast Nigeria (Bight of Biafra) were drawn into At-
lantic commerce.

European colonization of the thinly populated
Americas, and the need for gang labor to exploit the re-
gion’s vast natural resources, shifted demand from Afri-
can products to African captives. The shipment of cap-
tives to the Americas expanded greatly from the 1600s to
the mid-1800s, and the multilateral trade in commodities
produced by enslaved African-Americans created the nu-
cleus of today’s global trading system (Inikori 2002b).
Nigeria was a major part of this developing Atlantic
world. On average, more than 20,000 Nigerians were ex-
ported from the Bight of Benin each year during the eigh-
teenth and nineteenth centuries. Similar numbers were
exported from the Bight of Biafra between the 1750s and
the 1830s. In total, probably more captives were exported
to the Americas from Nigeria than from any other Afri-
can country.

Because the captives were violently procured, the
transatlantic slave trade seriously damaged economic and
sociopolitical development in Nigeria and the rest of Af-
rica. The interregional trade centered in the savanna inte-
rior was seriously retarded as people were captured in
densely populated interior communities and sent to the
Atlantic coast for sale to European traders, who in ex-
change provided the manufactured goods the coastal re-
gions had previously obtained from producers in the in-
terior. Thus, coastal enclave economies developed with
very weak links to the interior. Adverse demographic and
political effects further compounded the problems.
Hence, Nigeria and the rest of sub-Saharan Africa were
relegated to the very bottom of the nineteenth-century
Atlantic economic order.

Various factors connected with the transatlantic
slave trade retarded the development of other exports
from sub-Saharan Africa (Inikori 1992). To illustrate, the
average annual value of slaves exported from western Af-
rica (the coast from Senegal to Angola) to the Americas
in 17611800 was about £2 million. During the same peri-
od, the average annual value of all other western African
exports was a mere £282,000. The figures for Nigeria dur-
ing the period were even more lopsided. After the British
government abolished the slave trade for its nationals in
1807, commodity production in West Africa for Atlantic
commerce began to grow. The pace accelerated rapidly
after the other countries in Europe and in the Americas
also abolished the trade in the mid-nineteenth century.
In contrast to the slave trade, the other trades that ex-

panded following its abolition are usually referred to as
“legitimate commerce.”

Nigeria was a major participant in this trade. In 1790
to 1807 the average annual quantity of palm oil exported
from West Africa to the United Kingdom was 214 tons.
By 1850 to 1854 it had increased to 28,876 tons, with be-
tween 80 and 90 percent coming from Nigeria. Other
products (rubber, woods, cotton, and cocoa) were added,
but their quantities and value were smaller.

While the slave trade had retarded the development
of domestic markets in Nigeria, legitimate trade stimu-
lated specialization and internal trade, creating opportu-
nities for the productive investment of profits from inter-
national trade. However, competition over these
opportunities between Nigerian entrepreneurs and Brit-
ish traders helped lead to the imposition of British colo-
nial rule, beginning in the mid-nineteenth century. By
1910 the whole country was under British rule, with
mixed effects on trade and socioeconomic development.
By constructing two north-south railway lines, the colo-
nial administration linked Northern Nigeria to seaborne
trade. The response was quick. Kano province (currently
Kano State and Katsina State), which was connected to
the railways in 1911, became a major export producer of
groundnuts. Total Northern groundnut exports grew
from 1,179 tons in 1910 to 19,288 tons in 1912, and to
715,000 tons in 1957–1958, just before independence.
Railways also stimulated tin exports from the Jos area.
Meanwhile, export production of the older products in
the south (palm produce, cocoa, rubber, and woods)
grew phenomenally. However, the British colonial ad-
ministration in Nigeria helped British traders reduce Ni-
gerian entrepreneurs to their agents, thus limiting Nigeri-
ans’ accumulation of capital through international trade.
Other colonial policies also reduced the contribution of
trade to long-run development.

PETROLEUM AND THE POLITICAL ECONOMY OF
TRADE IN POSTCOLONIAL NIGERIA

The main development in Nigeria’s international trade
since it gained independence in 1960 has been the growth
of petroleum export. Oil exploration by European com-
panies had begun soon after colonization, but significant
production began only in 1956. By the time of the 1967
civil war, oil export had become very important to Nige-
ria’s foreign trade. The price increases of the 1970s trans-
formed Nigerian exports, with crude oil contributing
about 90 percent of the country’s export earnings. The
recent growth of natural gas exports has further increased
dependence on energy exports.

The effects within Nigeria have been far-reaching. It
has led to overvaluation of the national currency for sev-
eral decades, making other commodities too expensive to
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be competitive as exports, and it led to a flood of imports
that discouraged the development of domestic manufac-
turing. At the same time, the formula for distributing pe-
troleum revenue among the regional governments broke
up the lopsided regional structure inherited from British
rule. Because more states in a geopolitical area meant
more oil revenue for the area, regional leaders (especially
in Northern Nigeria) who had blocked the break-up of
the colonial regions began to clamor for the creation of
states in their area. Today thirty-six states have replaced
the three colonial regions, an important foundation for
competitive democracy. Petroleum revenue has also fi-
nanced the growth of formal education, particularly in
Northern Nigeria (more so in the Hausa-Fulani areas).
These recently educated Hausa-Fulani have challenged
the Christian minorities in the Middle Belt, who for dec-
ades provided much of the old North’s skilled labor. To-
gether with the emergence of new states, this has shat-
tered the elite consensus that once held the old North
together, leading recently to increased ethno-religious
conflict and political crises.

On the whole, however, petroleum revenue has had
positive effects on Nigeria’s political economy. It helped
to hasten reconciliation after the civil war. What is more,
the fact that the oil and gas are concentrated in the mi-
nority territories of the Niger Delta has discouraged the
much larger ethnic nationalities (the Hausa-Fulani, Yor-
uba, and Ibo) from actively seeking the break-up of the
country. And in the years to come, the revenue from oil
and gas could help provide the basic infrastructure for
long-run development and the growth of human capital.

SEE ALSO Africa, Labor Taxes (Head Taxes);
Agriculture; Arms, Armaments; Caravan Trade;
Coffee; Dahomey; Empire, British; Ethnic
Groups, Africans; Ghana; Gold Coast; Gold and
Silver; Imperialism; International Monetary
Fund (IMF); Laborers, Coerced; Laborers,
Contract; Nationalism; OPEC; Petroleum;
Royal Niger Company; Senegambia; Slavery and
the African Slave Trade; Textiles; Unilever.
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NITRATES
Nitrogen, an essential element for the life of plants, and
of living beings in general, constitutes four-fifths of the
earth’s atmosphere. In spite of its abundance, the capaci-
ty of plants to fix nitrogen, that is, to take it from the at-
mosphere or the soil and convert it into carbohydrates,
amino acids, and proteins, is extremely variable, and
therefore land devoted to crops can require the direct ap-
plication of nitrogen to preserve or increase its fertility.
Nitrates, nitric acid salts, were the first natural fertilizers
to be used for this purpose.

Nitrates were first described by T. Haenke, a natural-
ist engaged in the expedition led by the Spanish scientist
Alejandro Malaspina (1754–1810) in 1798. It was not
until the early decades of the nineteenth century, howev-
er, that the commercial exploitation of the vast deposits
of soda nitrate (NaNO3)—the greatest in the world—in
seaward regions of Peru, Bolivia, and, especially, Chile
(where it is known as salitre) began, when it was carried
out to obtain potash nitrate for the manufacturing of
gunpowder. Some nitrate was sent to England, the Unit-
ed States, France, and Holland for this purpose in the
1820s and 1830s.

By the 1840s the discovery of the principles govern-
ing the growth of plants by scientists such as Jean Baptiste
Boussingault (1802–1887) and Justus von Liebig (1803–
1873), and the results obtained on the most prestigious
experimental farms of the day, led to the application of
Chilean nitrate as the main natural fertilizer used by Eu-
ropean and North American farmers to ensure the neces-
sary nitrogen for their crops. Around the same time, the
emergence of more highly developed procedures for ob-
taining potash nitrate from soda nitrate—such as that
patented by F. C. Hills in England in 1846—and the pos-
sibility of obtaining iodine as a by-product, gave rise to
a significant increase in the demand for nitrate. As a re-
sult, Chile’s exports of soda nitrate, which had scarcely
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SOURCE: Compiled from Asociación de Productores de Salitre de Chile. Industria del Salitre de Chile, 1830–1930. Valparaíso: Sociedad 
Imprenta y Litografía Universo, 1930 and O’Brien (1989).

Chilean nitrates exports and prices, 1830–1934
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reached 10,000 tonnes (metric tons) in 1840, grew dra-
matically, reaching 100,000 tonnes by the mid-1860s, 1
million tonnes by the mid-1890s (when virtually all ni-
trate deposits had been placed under Chilean control
after the Pacific War, 1879–1883) and almost 3 million
tonnes in 1913. This rapid growth in exports was favored
by the progressive reduction in sea-freight costs in the
course of the nineteenth century. During this period,
Chilean nitrate enjoyed a virtual monopoly of world
markets.

The exploitation of the nitrate deposits, the process-
ing of the mineral, and its transportation to the coast and
subsequent shipping to the centers of consumption in
Europe and the United States involved the intervention
of foreign capital and engineers. By the end of the nine-
teenth century most of the production and exportation
of nitrates was in British and German hands. The market-
ing of the mineral, including transportation and the in-
volvement of import-export agencies, was also controlled
by European and, to a lesser extent, North American
companies. The Chilean government, for its part, also
managed to secure a considerable part of the profits gen-
erated by the nitrate business. The 2-shilling tax on every
Spanish quintal (46 kilograms) of nitrate exported repre-
sented over 50 percent of the Chilean treasury’s ordinary
revenues between 1890 and 1918.

WORLD WAR I

The outbreak of World War I drastically affected the ni-
trate business. The British blockade of German ports—
through which not only German, but also Central Euro-
pean consumers traditionally received their supplies—
and the restrictions on the re-exporting of nitrate from
London, because of its use in the manufacturing of explo-
sives, led to a 30 percent reduction in Chilean exports be-
tween 1913 and 1914. These difficulties presented the
final incentive to develop new procedures to obtain syn-
thetic nitrogen.

By 1914 the position of Chilean nitrate was threat-
ened by the ammoniac sulfate obtained in the factories
of the most heavily industrialized countries from the dis-
tilling of soft coal or from coal recovered from the fur-
naces used to transform it into foundry coke. But what
really revolutionized the world nitrogen market was the
discovery in 1913 of a new process, known as the Haber-
Bosch process, to obtain nitrogen from the air. Thanks
to this development, Germany not only managed to be-
come self-sufficient in nitrogen but was also able to es-
tablish itself as an important exporter in the 1920s, be-
coming the world’s top exporter, ahead of Chile, in 1932.

Meanwhile, the most significant events in the history
of Chilean nitrate in the 1920s, with the exception of the
growing competition from synthetic nitrate, were the
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Distribution of world nitrogen production, according to 
process used (percentages), 1914–1934

Chilean nitrate
Haber-Bosch
Ammoniac sulfate
Calcium cyanamide
Others

1914

54
2

37
4
3

1918

36
15
28
18

3

1925

43
14
27
11

5

1930

19
47
22
12
0

1934

7
63
19
11
0

SOURCE: Compiled from Plumpe 1990.

 THE GALE GROUP.

Guggenheim family’s move into the sector and, in the
final analysis, the reinforcing of North American eco-
nomic interests in Chile. However, the collapse in
prices—which fell 15 percent from U.S.$43.12 a metric
ton in 1926 to U.S.$36.78 in 1929—ruined the Guggen-
heims’ initial prospects and left the Chilean nitrogen in-
dustry on the verge of collapse. The creation of a new
company, COSACH (Compañía de Salitre de Chile), in
1931 could not prevent a reduction in the consumption
of fertilizers and a fall in prices—which continued until
they reached U.S.$18.80 a ton in 1934—from ruining all
forecasts. In 1933 COSACH was dissolved. The era of
Chilean nitrate was over.

The use of nitrogenous fertlizers has continued to
increase since the end of World War II. At the beginning
of the 1960s the figure worldwide surpassed 10 million
tonnes, in the second half of the 1970s 50 million, and
in 2000 over 80 million. Alongside the growth in produc-
tion and consumption there has also been a radical
change in the geography of the market. The world’s main
producers of nitrogenous fertilizers in the year 2000 were
China and India, with 22 and 11 million tonnes respec-
tively. China and India are also at the forefront in terms
of absolute consumption. In that same year the main ex-
porter of nitrogenous fertilizers in the world was the Rus-
sian Federation, with more than 4 million tonnes, and
the main importer the United States, with 6.6 million.

SEE ALSO Agriculture; Cargoes, Freight; Chile;
Guggenheim Family; Mining; Shipping Lanes;
Shipping, Merchant.

BIBLIOGRAPHY

Couyoumdjian, Ricardo. “El mercado del salitre durante la
Primera Guerra Mundial y la postguerra, 1914–1921.
Notas para su estudio.” Historia 12 (1974): 13–55.

O’Brien, Thomas F. “‘Rich Beyond the Dreams of Avarice’:
The Guggenheims in Chile.” Business History Review 63
(Spring 1989): 122–159.

Plumpe, Gottfried. Die I.G. Farbenindustrie AG. Wirtschaft,
Technik, Politik. 1904–1945. Berlin: Duncker and
Humblot, 1990.

José-Ignacio Martínez Ruiz

NORWAY
Norway’s geography—its natural resources, the long
coastline, and its position on the northern outskirts of
Europe—has shaped the country’s foreign trade. The
most important exports have been fish, forest products,
and shipping services, with petroleum products gaining
a crucial role in the last decades of the twentieth century.
Norway is typical of the “small open economies,” where
a narrow resource base has made international trade a
prerequisite for economic growth and a high standard of
living.

TRADE BEFORE 1814

Norway was ruled by Denmark until 1814, when the
country was annexed by Sweden. In the fifteenth century
Norway—and particularly the Hanseatic kontor (office)
in Bergen—was an important part of the European net-
work. Norwegian fish, primarily stockfish, was exported
to Europe, and grain and salt were imported. The Hansa
were gradually replaced by an indigenous bourgeoisie.
Moreover, the country’s exports became more diverse.
New types of fish and fish products, in particular herring
and salted cod, became more important. Log frames
(water-powered saws) enabled a substantial increase in
the export of timber from the early sixteenth century on-
wards. Iron, copper, and silver mines were established
approximately 100 years later. Between 1660 and 1696
the size of the Norwegian merchant marine quadrupled,
mainly as a result of timber exports, which demanded
large amounts of cargo capacity. The shipping industry
experienced a new growth spurt in the last decades of the
eighteenth century.

THE NINETEENTH CENTURY

The “big three”—fish, timber, and shipping services—
made up approximately 90 percent of Norwegian exports
in the first half of the nineteenth century. Although the
main exports were staples, the trade had substantial re-
percussions for local communities. Indeed, the export in-
dustries have been characterized as the engine behind the
growth of the Norwegian economy in the nineteenth cen-
tury—a classic case of export-led growth.

Norway’s foreign trade was dominated by substan-
tial imports of agricultural commodities and manufac-
tures. Due to the need to import foodstuffs, foreign trade
played an important role in the Norwegian economy. Ex-
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ports have constituted a larger share of gross domestic
product (GDP) in Norway than in comparable countries
in Scandinavia and elsewhere. The share of foreign trade

(exports plus imports) in Norwegian GDP was more than
50 percent as early as the mid-1840s. The dependence
upon imports has also been reflected in a liberal trade
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policy. Norway’s most important trading partners were
Great Britain, Germany, Sweden, Russia, and Denmark.

International trade liberalization has been particu-
larly beneficial for Norway. The strong growth of inter-
national trade—especially in the second half of the nine-
teenth century—led to a substantial demand for
Norwegian shipping services. This industry had close
links to domestic shipbuilding during the age of sail. Fol-
lowing the British repeal of the Navigation Acts in 1849,
Norwegian shipping assumed an even more important
position internationally. By 1880 Norway had the world’s
third-largest merchant marine, an impressive feat for a
country, which at the time had a population of less than
2 million.

THE TWENTIETH CENTURY

1905 saw the end of “the night of 500 years”—the period
when the country had been ruled by Denmark and Swe-
den. The newfound independence coincided with in-
creased industrialization. In the early twentieth century
the country’s hydropower resources were used to build
up a substantial energy-intensive industry based on elec-
trochemical and electrometallurgical processes. Fertiliz-
ers, calcium carbide, zinc, and aluminium were impor-
tant products. Other exports were also increasingly
refined at home; timber gave way to pulp and paper, and
canned goods made up more than 40 percent of the fish
exports by 1916.

A substantial balance of trade surplus during World
War I, when Norway was neutral, was turned to a mas-
sive deficit (–17.1 percent of GDP) in 1919. In the early
1920s the combination of the international postwar de-
pression, deteriorating terms of trade, and an unfortu-
nate monetary policy led to severe economic difficulties.
Export growth contributed positively to the improve-
ments in the economy in the last part of the decade. The
two most notable sectors were Antarctic whaling, where
a number of innovations secured high returns, and ship-
ping, with fortunate investments in motor ships and oil
tankers. Norway was one of a limited number of coun-
tries where export growth exceeded GDP growth during
the 1930s.

During World War II Norway was occupied by Ger-
man forces. Nevertheless, the merchant marine was still
in Norwegian hands. The fleet played a crucial role in the
Allied war effort and also brought substantial revenues.

The Norwegian authorities embarked on a large-
scale industrialization program following World War II.
Further harnessing of the power from Norwegian water-
falls enabled the expansion of energy-intensive indus-
tries. By 1970 Norway had become the world’s second-
largest exporter of aluminium. The role of foreign trade

in the Norwegian economy continued to increase after
World War II. In 1950 the share of imports and exports
in GDP was 79 percent, and this ratio peaked at 90 per-
cent in 1975. Despite growing industrialization, shipping
was still the single most important export sector. Again,
Norway benefited from growing international trade.
Since the mid-nineteenth century the income from the
sale of shipping services has made up between 30 and 50
percent of Norwegian export revenues.

When the shipping market collapsed in the early
1970s a new maritime industry rose to prominence. In
1969 substantial petroleum reserves were discovered on
the Norwegian continental shelf. In the period 1980 to
2000 oil and gas exports from offshore fields have aver-
aged more than 40 percent of Norwegian goods exports.
Around the turn of the century Norway was the world’s
second largest oil exporter, trailing only Saudi Arabia.
The massive income from oil exports has given a substan-
tial balance of trade surplus. In 2001 the value of Norwe-
gian exports of goods and services corresponded to 46
percent of GDP, whereas imports corresponded to 29
percent of GDP.

Norway’s attitude towards international trade orga-
nizations has been ambivalent. In 1947 Norway became
one of twenty-three countries to sign the first General
Agreement on Tariffs and Trade (GATT). The country
was also a founding member of the European Free Trade
Association (EFTA) in 1960. However, Norway has cho-
sen to remain outside the main process of European inte-
gration. Through two referendums the Norwegian public
has rejected entry into the European Economic Commu-
nity (1972) and the European Union (1994). Europe is
nevertheless still crucial as a market for Norwegian
goods, and the relationship between Norway and the Eu-
ropean Union has been organized since 1995 through the
European Economic Area Agreement. In the first years
of the twenty-first century more than three-quarters of
Norwegian exports went to European Union countries,
with Great Britain, the Netherlands, Germany, and
France as the most important importers.

Norway’s foreign trade differs from that of most in-
dustrialized countries. The exports have been closely
linked to the country’s natural resources and advantages:
fish, forestry, hydropower, petroleum, and a maritime
heritage. Indeed, Norway has managed to acquire one of
the world’s highest standards of living without having
high-technology industrialized products as a major com-
ponent of their total exports. Nevertheless, the demand-
ing technological requirements within, for instance, off-
shore oil drilling, illustrate the important interplay
between skills and natural resources.

S EE A LS O Agriculture; Balance of Payments;
Cargoes, Freight; Cargoes, Passenger; Common
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Market and the European Union; Free Trade,
Theory and Practice; Furs; GATT, WTO; Great
Depression of the 1930s; Hanseatic League
(Hansa or Hanse); Industrialization;
International Trade Agreements; OPEC;
Petroleum; Regional Trade Agreements.
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O

ARISTOTLE ONASSIS
1906–1975

Aristotle Onassis was a Greek shipping baron who influ-
enced the development of world shipping during the
twentieth century and amassed a billion-dollar fortune.

The Onassis family lost everything when the Turks
invaded eastern Greece in 1922, but Aristotle Onassis
moved to Buenos Aires at the age of 16—too young for
Greek military conscription—and built his fortune as a
tobacco and opium importer. It is claimed that use of im-
ported tobacco in Argentina more than tripled because
of his efforts. In order to protect his business interests
from a new Greek tariff, Onassis stepped in to offer to
negotiate trade arrangements between Greece and Argen-
tina. With this success, Onassis made his first $1 million
by the age of 26.

Taking advantage of cheap selling prices during the
Depression and after World War II, Onassis soon built
a shipping fleet and contracted with the United States to
carry supplies to rebuild war-torn Europe. He had one
of the largest fleets of merchant ships and oil tankers, and
profited greatly from the post–World War II economic
expansion. Onassis also founded the Greek Olympic Air-
lines in 1957, after suffering a frustratingly long layover
in Montreal.

As Onassis’s fortunes grew, he formed the world’s
most powerful shipping clan with Stavros Livanos (1890–
1963) and Stavros Narchos (1909–1996), although they
often were competitive in business and personal rivals.

SEE ALSO Cargoes, Freight; Shipping, Merchant;
Shipping, Technological Change.
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OPEC
The Organization of Petroleum Exporting Countries
(OPEC) is an intergovernmental organization established
at Baghdad, Iraq in September 1960 that coordinates the
petroleum policies of eleven oil-producing member na-
tions. Its founding members are Iran, Iraq, Kuwait, Saudi
Arabia, and Venezuela. Between 1960 and 1975 the orga-
nization expanded to include Qatar (1961), Indonesia
(1962), Libya (1962), the United Arab Emirates (1967),
Algeria (1969), and Nigeria (1971). Iraq remains a mem-
ber of OPEC but Iraqi production has not been part of
OPEC quota agreements since March 1998. The organi-
zation is headquartered in Vienna, Austria, and decides
matters related to oil production, quotas, and pricing
among its members.

Oil is at the heart of the international economy, with
daily demand in 2004 exceeding 80 million barrels. Oil
is today the world’s most actively traded commodity, and
it changes hands in dollars (“petrodollars”) exclusively.
Although OPEC’s influence has fallen somewhat from its
peak in 1973 to 1983, the combined OPEC nations still
supplied roughly 40 percent of the oil traded around the
world at the end of 2004, and accounted for almost 70
percent of proven reserves.
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1960 TO 1972

OPEC was created as a reaction prompted by the unorga-
nized condition of the oil market after World War II and
from political pressures in the Middle East involving Isra-
el. OPEC was not taken seriously as an organization dur-
ing the 1960s because oil reserves, except Iran’s, belonged
to Western oil companies. Additionally, there was a
worldwide oil surplus, particularly with the reentry of the
Soviet Union into the oil market in the late 1950s.

Between 1949 and 1972 surpluses persisted despite
a tripling of energy consumption throughout the indus-
trialized world. New oil discoveries more than kept pace
with oil demand, and cheap oil became even cheaper be-
cause supply outpaced demand as oil-producing coun-
tries—particularly as those in the Middle East—
competed with each other to increase exports. With in-
creased volumes, the number of foreign oil companies
and refineries increased as well, with the number operat-
ing in the Middle East alone growing from nine in 1946
to eighty-one in 1970.

The Arab-Israeli War of 1967 prompted calls from
Arab states for OPEC to wield the “oil weapon” in the
form of an embargo, and it did in the summer of 1967,
against countries friendly to Israel. The embargo itself
threatened to derail economic growth worldwide. West-
ern Europe, after all, imported 75 percent of its oil from
OPEC nations. Not only volumes of oil, but also trade
patterns of normal oil flow were affected, because embar-
go meant the closure of the Suez Canal and Mediterra-
nean pipelines. Within a month, however, cooperation
between oil companies, embargoed nations, and non-
Arab oil producers—including Indonesia and Venezue-
la—blunted the embargo, which ended in September
1968 with large revenue and market-share losses for
OPEC.

1973 TO 1982

In the years after 1967 energy demand continued to in-
crease and, by the early 1970s, had soaked up the two-
decades-old oil-supply glut. In the fall of 1973 OPEC cap-
italized on the tightening market by calling for a restruc-
turing of its relationship with oil companies such as
Exxon, Shell, and British Petroleum, which held the con-
cessions (rights to operate) in OPEC countries. Between
1970 and 1974 crude oil had tripled in real terms to over
$10 per barrel. The exporting countries’ revenues were
going up, but the companies’ part of revenues was also
increasing in the buoyant market.

On the eve of the Vienna OPEC meeting with oil
companies in October 1973, war broke out again between
several Arab states and Israel. OPEC implemented anoth-
er embargo and cut deals with the oil companies, stop-

ping just short of nationalizing the oil industry. Until this
time, the companies had set oil prices and production
rates, but in 1973 this became the prerogative of OPEC,
which immediately raised the price of crude by 70 per-
cent a barrel in November, while reducing the compa-
nies’ revenue percentages and production authority.

The embargo amounted to an average loss of 4.4
million barrels per day, or a 14 percent reduction in in-
ternationally traded oil. With supply constraints and de-
mand surging, there were abrupt price increases by the
end of 1973. This embargo was much more disruptive
than that of 1967. Besides introducing a redistribution
problem for the oil companies, the embargo and price
hikes threatened the international monetary system, sti-
fled demand, slowed growth in industrialized nations,
and strangled growth in poorer countries. Increases in
the oil price reduced the purchasing power of the entire
oil-importing world, with concomitant GDP growth de-
clines, unemployment, and inflation. For its ability to ef-
fect such change, OPEC became the center of worldwide
attention, and even after it lifted the embargo on March
18, 1974, the threat of another embargo lingered.

OPEC’s 1973 embargo had long-term effects. Seizure
of the oil company concessions, abrupt withholding of
oil, and sharp price increases were new and bold actions
that signaled OPEC’s seeming dominance in the oil mar-
ketplace. After all, OPEC still accounted for more that 60
percent of total “free-world” production (excluding the
Soviet Union). For all its disruptive results, however, the
embargo actually loosened OPEC’s grip by providing in-
centive for oil importers to become less dependent on
Middle East oil. It also raised the oil price to a level that
would support exploration for new energy sources.

Revolution in Iran, and the outbreak of war in Sep-
tember 1980 between two OPEC members, Iraq and Iran,
again placed Persian Gulf oil in jeopardy, and threatened
a third oil shock. The market price of oil (“spot prices”)
spiked to a record $42 per barrel. But supply worldwide
was as plentiful as demand was weak in the early 1980s,
and prices slowly declined despite the loss of roughly 15
percent of OPEC production. Non-OPEC producers
filled the gap. Indeed, by 1982 they exceeded OPEC pro-
duction by a million barrels a day. A free-for-all in the
oil market emerged as OPEC and non-OPEC exporters
competed, and as the largest oil market, the United
States, deregulated its oil industry, freeing companies to
compete and merge with reduced restriction.

Confronted with a competitive market, OPEC faced
a choice: cut the price of oil or cut production. It official-
ly chose to cut production, but OPEC members re-
mained bitterly divided over price and output levels.
Cheating by exceeding assigned output quotas became
common among member nations, and there were barter
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arrangements such as oil for weapons, oil for technology,
or oil or food.

1983 ONWARD

In 1983 the New York Mercantile Exchange began trad-
ing oil futures contracts, and soon London and Singapore
followed suit. In the 1980s oil became an officially traded
commodity like wheat, coffee, and equities, with OPEC
just another—albeit significant—player in the daily set-
ting of the oil price.

Reflecting a watershed in the decentralization of the
oil market away from the Persian Gulf, the British sector
of the North Sea produced more oil in 1983 than the
three African members of OPEC—Algeria, Libya, and
Nigeria—combined, and OPEC was cutting prices to
keep market share and relevance in the world oil market.
Producers large and small were coming on line—from
Australia to Canada, Angola to Mexico—and diluting
OPEC’s share. In addition to non-OPEC oil production,
conservation was gaining traction worldwide, as was the
use of coal, natural gas, and nuclear power in the most
oil-dependent countries, such as India and Japan. In-
deed, the oil share of the total energy market in industrial
countries dropped from 53 percent in 1978 to 34 percent
in 1985.

Oil prices collapsed in the mid 1980s after a buildup
in production facilities left OPEC with 18 percent excess
capacity, and with the United States and Europe in reces-
sion. Member nations violated their share of OPEC’s out-
put quotas, leaving markets oversupplied. In July 1986
crude had fallen to $11.58 a barrel – its lowest level since
January 1976 – before recovering to its mean price for the
decade of roughly $25 a barrel.

When the Iran-Iraq War ended in 1988, Arab states
invited companies back for exploration, reflecting a new
flexibility in light of new competition in the oil market.
By this time, however, the industrial world had settled
into an economic equilibrium not fueled by oil demand.
Except for a spike in 1990 after Iraq’s invasion of Kuwait,
oil prices declined throughout the 1990s to a low of $10
a barrel in 1998.

In the early 2000s the OPEC cartel remained the sin-
gle most important player in the oil market, although its
position had changed since its dominance in the 1970s.
With per-barrel oil prices touching $55 in October 2004,
OPEC must balance between reaping windfall profits and
triggering recession in oil-importing nations. It found
that its ability to sway markets was reduced by its unusu-
ally thin margin of spare capacity. In late 2004 that buffer
was estimated at just 1 percent of total world demand—
much less than the 4 percent cushion OPEC officials con-
ceded the cartel needed to regulate prices.

With other areas of the world on stream, OPEC
vowed to act not as the central player it once was in the
energy market, but as the “swing producer” of oil, beef-
ing up or trimming supply to balance markets that could
be rocked by seasonal changes in oil use and supply dis-
ruptions in the global production and transport chain.
But with little spare capacity, the cartel has limited ability
to tame markets. Moreover, as of October 2004 the
world’s refining system, which converts crude oil into us-
able products such as gasoline, diesel fuel, and heating
oil, is operating at close to capacity. The International
Energy Agency expects non-OPEC nations to add 1.2
million barrels a day in production capacity by the end
of 2004—including over 600,000 barrels a day from Rus-
sia, Azerbaijan, Kazakhstan, and Canada; and another
400,000 barrels from African nations such as Angola and
Chad. The complexion of the oil market has changed
radically since OPEC’s founding in 1960. Some believe
the Middle East will regain its pre-1983 influence as other
areas of production and supply run dry, and as global
economic expansion drives demand.

S EE A LS O Iran; Monopoly and Oligopoly,
Persian Gulf; Petroleum.
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OSTEND EAST INDIA COMPANY
Before 1713 the southern Netherlands (now Belgium)
was banned from trading in the overseas markets, except
in the Spanish colonies in Latin and South America. But
the War of the Spanish Succession (1701–1714) funda-
mentally altered trading relations with the Iberian Penin-
sula. One outcome was that in 1713 the southern Nether-
lands was ceded to Austria. At first this seemed like an
economic disaster for Flemish entrepreneurs because it
excluded them from what had been their most important
trade, but more liberal Viennese perspectives on interna-
tional commerce soon presented new opportunities. As
the major firms of the Southern Netherlands searched for
new markets, interest in the East Indies grew. Inspired by
the lucrative expeditions of the Saint-Malo armateurs to
the South Sea and China, beginning in 1715 merchants
in Antwerp, Ghent, and Ostend organized a direct com-
merce with Asia that became quite profitable and resulted
in a plethora of new initiatives in long-distance trade. Be-
tween 1715 and 1723 thirty-four vessels sailed from Ost-
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end to China, India, Bengal, and Mocha, all financed by
private entrepreneurs.

FLEMISH TRADING PARTNERSHIPS

These early trading ventures proved very expensive. Un-
willing to risk all their capital on a single voyage, Flemish
owners frequently entered into partnerships. This strata-
gem was hardly unique; indeed, it was common in the
seventeenth and eighteenth centuries. But the Flemish
partnerships, which were organized separately for each
expedition, were different in that their makeup was cos-
mopolitan. The major group, which operated fully one-
third of the private ventures, was created by Paulo Jaco-
mo Cloots (1672–1725). This wealthy merchant original-
ly came from Amsterdam, but family ties in Antwerp
drew him to the Southern Netherlands in 1717 to partici-
pate in the East India trade. There he formed a consor-
tium with his brother-in-law, Jacomo de Pret (1672–
1736), who belonged to the leading mercantile circle in
Antwerp. The other members of this international
grouping included two Amsterdam firms, De Bruyn and
Geelhand; two London merchant houses, Hambly and
Trehee; and the French banker Antoine Crozat (1655–
1738). The Antwerp and London firms each subscribed
one-third of the capital, and the remaining one-third
came from Amsterdam, Paris, and a few merchants in
Ghent. The Cloots group focused on trade with China
and Yemen and realized the largest profits of all the pri-
vate venturers, mainly because they used experienced En-
glish supercargoes. Moreover, the Cloots group never en-
countered a lack of capital to organize the voyages, and
it enjoyed a widespread, international network of poten-
tial buyers of Asian commodities. In the trade with Can-
ton, net profits for the Cloots consortium varied between
5.7 percent and 189 percent, an average of 91.8 percent.
The coffee trade with the Red Sea port of Mocha also
yielded highly satisfactory net profits at the outset (an av-
erage of 87.5%), but exogenous factors, such as the
wreckage of a Mochaman (a ship bound for the Red Sea)
in 1720 on the roads of Ostend a few days before depar-
ture and the capture of another vessel by Algerian pirates
in 1723 on the homeward bound from Arabia, eventually
made the Mocha trade a losing proposition for Cloots
and his friends.

Similar partnerships to explore the East Indian mar-
ket were set up in Ghent (the brothers Maelcamp), Ost-
end (Thomas Ray, Pieter de Potter, and Mattheus de
Moor), and Antwerp (the Moretus family), but all these
small joint ventures had to manage without the kind of
strong financial structure the Cloots consortium had.

Conversely, the idea of founding a company based
upon the subscription of capital through shares, as in
Holland and England, was current in Ostend when the

first private ventures were established. Shortly after their
first successful expedition to Surat with the Sint-
Mattheus (1715–1716), Thomas Ray (1681–1749) and
Pieter de Potter (1670–1724) asked the government to
grant them the privilege to establish an East India compa-
ny on shares. This promising initiative was immediately
crippled by the influence of the Antwerp financial lobby
in Brussels and Vienna. The Antwerp merchants also
thwarted a similar attempt in 1721 by the Maelcamps,
who sought a monopoly on trade with China. The rivalry
between them weighed heavily upon the profits, and this
resulted in the foundation of the Generale Keijserlycke
Indische Compagnie (GIC), better known as the Ostend
East India Company, which was chartered by the Austri-
an emperor Charles VI in December 1722. The capital of
the company was fixed at 6 million guilders, composed
of 6,000 shares of 1,000 guilders each. The directors of
the GIC—drawn from the leading Flemish trading hous-
es with interests in East India—arrived at this figure by
calculating that only six to eight vessels could be sent to
East India each year if the domestic market was to be
maintained.

The new company had little difficulty attracting suf-
ficient capital. The directors invested especially in the
textile trade with Bengal and southeast India. To facilitate
the transactions in the Gulf of Bengal two factories were
set up, in Cabelon (Kovilam), situated south of Madras,
and Banquibazar in the Ganges Delta. In addition, the
GIC focused on the tea trade with China. Between 1724
and 1732 twenty-one company ships were sent out,
mainly to Canton and Bengal. Thanks to the growing de-
mand for tea in Europe and the rise in tea prices, the
China trade was highly profitable. In this period the Ost-
end East India Company played a major role on the tea
market. Flemish ships carried a significant proportion of
Chinese tea exports to Ostend in the years 1719 to 1728.
During this period the “Imperial” Chinamen transported
to Ostend more than 7 million pounds of tea, or 41.78
percent of the global European import, eclipsing by far
the Dutch and the French in this market. The enormous
success was primarily due to the fact that the Ostend East
Indiamen made faster voyages than their European com-
petitors. The Ostenders were forced by political circum-
stances to make their journeys as short as possible, and
the number of ports en route where they could take on
provisions was very limited. What at first seemed a hand-
icap turned out to be an advantage. The shorter voyages
lowered the costs of transport considerably and put the
Ostend Company in a favored position when strong
competition broke out in the tea trade during the 1720s.
Whoever arrived first in Canton—where no permanent
factories were permitted—could make the best deals with
the Chinese middlemen, and whoever was back first in
Europe fetched the highest prices.

Ostend East India Company
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DISESTABLISHMENT OF THE COMPANY

Despite the flying start and the favorable results achieved
in the Bengal and China trade, the company’s charter was
withdrawn for a period of seven years on May 31, 1727.
The Treaty of Vienna subsequently imposed a perpetual
ban on the GIC on March 16, 1731, and the company was
duly liquidated by resolution of its general shareholders’
meeting on February 16, 1734. The GIC was suppressed
because Holland, Britain, and France were keen to elimi-
nate a rival that had proved particularly successful in the
tea trade, and Vienna agreed to their demands in return
for their signing of the Pragmatic Sanction, which al-
lowed Maria Theresa (1717–1780) to succeed her father
Charles VI as empress of Austria. The Ostend East India
Company was sacrificed on the altar of the Austrian
monarchy.

The directors of the GIC initially resisted these de-
velopments, and set up a secret joint venture in March
1728 with a capital of 1.2 million guilders. The new com-
pany was to engage in clandestine trade with the Orient.
It fitted out several ships in foreign ports and sailed for
Bengal and China under Polish or Prussian flags. The
cargoes of these “masked” ships were auctioned in Ost-
end or Bruges as before, but when the official company
was wound up permanently, the joint venture came to an
end too. Finally, the company was permitted in 1732 to
send two “concession ships” to Canton and Bengal, prior
to the definite cessation of its trading activities. The fi-
nancial settlement of the company dragged on until 1774.

S EE A LS O China; East India Company Dutch;
India; Joint-Stock Company; Monopoly and
Oligopoly.
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PACKET BOATS
In the maritime world a packet, or packet boat, is identi-
fied by its function rather than by any distinctive vessel
type. Historically, packets originated as vessels under
contract with governments to carry mail. With this offi-
cial duty as their primary purpose, packets could be dis-
tinguished from any other vessels by their speed and reg-
ularity of service on a fixed route between designated
ports.

Whether propelled by sail or, as later, by steam,
packets provided the means for international communi-
cations from the mid-seventeenth century until they
gradually were superseded, first, in the mid-nineteenth
century, by the telegraph and cable, and then successively
by the telephone, radio, and air transportation and travel.
Mail packets also were essential for world commerce and
trade. Along with the mails, they carried diplomatic dis-
patches, government officials, and other important car-
goes and passengers for whom speed, reliability of sched-
ule, and punctuality were essential. Packets also carried
large amounts of money and the financial documents
that settled accounts in international banking, com-
merce, and trade. In the era of sail, packets normally car-
ried as cargo those items that were low in bulk but high
in value, with freight rates at a premium for such relative-
ly fast and punctual service. Similarly, for many decades
the few passengers on sailing packets were primarily
those who could afford traveling in first class, with ele-
gant accommodations, provisions, and personal service
in return for a premium ticket price.

The first official European mail packet service proba-
bly dates from 1661, when England and Holland agreed

to regular biweekly cross-channel operations. In 1689
England began regular packet service with France. As
with the packets to Holland, those to France periodically
suspended scheduled operations in wartime, yet the
number of packet vessels tended to increase, with armed
“boats of force” delivering mails when not in pursuit of
prize-worthy enemy vessels.

Under contract with the British postmaster general,
channel packets carried the mails from Dover to Calais;
other British government packets sailed to Dublin, and
from Falmouth to a wide number of ports abroad, in-
cluding Lisbon, Gibraltar, Malta, the West Indies, and
various destinations in North America. In 1755 Benjamin
Franklin (1706–1790), as deputy postmaster general for
the British North American colonies, organized a regular
monthly packet service from Falmouth to New York,
with connections to Halifax, Nova Scotia.

After the American War for Independence conclud-
ed in 1783, France started transatlantic mail service to
America. Three years later French mail packets were run-
ning to the Indian Ocean islands of Reunion and Mauri-
tius. By 1789 Dutch mail packets were running between
Holland and Java, stopping off at the Cape of Good
Hope, where a branch route led to Ceylon.

Following the War of 1812 the United States quickly
became the leader in transatlantic packet service, domi-
nating the major route between New York and Liverpool.
Starting in 1818 the Black Ball Line of sailing packets ran
on a regular weekly schedule, “full or not full,” thus en-
couraging the rapid development of transatlantic com-
merce and trade between these two primary ports. By the
mid-1830s three more sailing packet lines successfully

549



Calais Pier, French Poissards Preparing for Sea: An English Packet Arriving, Joseph Turner, c. 1802. Packet boats regularly
carried mail and important documents between Dover and Calais beginning in 1689. © NATIONAL GALLERY COLLECTION; BY KIND

PERMISSION OF THE TRUSTEES OF THE NATIONAL GALLERY, LONDON/CORBIS. REPRODUCED BY PERMISSION.

competed on the same route, and other packet lines from
Boston, Baltimore, and Philadelphia sailed to and from
major British and Continental ports such as London,
Havre, and Bremen.

Essential to U.S. transatlantic packet dominance was
the network of coastal packets running between the
northern East Coast ports, primarily New York, and the
major southern ports of Charleston, Savannah, Mobile,
and New Orleans. In the decades prior to the U.S. Civil
War, large square-riggers carried not only mail, passen-
gers, and assorted merchandise from southern ports, but
also baled cotton for both domestic and European textile
mills. Return cargoes on these coastwise packets included
northern and European manufactures along with raw
and processed agricultural products.

By mid-century, the United States’s rapidly increas-
ing cotton trade powered the national economy, with
cotton providing well over half of all domestic exports by
value, and imported textiles from the English midlands
being equally important to national revenues. Addition-

ally, with the introduction of oceangoing steam packets
in the 1840s, emigrant traffic to the United States became
important to the sailing packet lines, which were losing
most of their mail and first-class passenger business to
the steamships.

STEAMSHIP LINES, 1840s TO 1950s: THE ERA OF
THE GREAT LINERS

Starting its government-subsidized packet service be-
tween Liverpool and New York in 1840, the British-
owned and operated Cunard Line of paddle-wheel
steamships soon dominated the transatlantic carriage of
mails, financial and government communications, and
first-class passengers. The Cunard Line fended off com-
petition from both British and U.S. rivals throughout the
1840s, but in the early and middle 1850s it faced a serious
challenge from the U.S. government-subsidized Collins
Line, with its larger, faster, and more elegant steamships
on the New York–Liverpool run. But after the Collins
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Line’s bankruptcy in 1858 no U.S. packet line posed more
than a marginal challenge to the British.

Improvements in steamship technology and operat-
ing efficiency brought an end to oceangoing sailing pack-
et lines in the post–Civil War era. Even by the mid-1850s
steamship lines had begun a low-price emigrant service
to North American ports, so that by the 1860s and 1870s
the once-dominant U.S. sailing packets had largely
ceased operations. By the 1880s oceangoing steamship
lines had extended worldwide, with scheduled service to
the Far East and South America added to existing liner
service to the Mediterranean, Africa, and ports through-
out the Indian Ocean region. The 1869 opening of the
Suez Canal greatly improved the capabilities of such liner
service to the East, with the Peninsular and Orient (P&O
Line central to what Robert Albion has called the “com-
munication revolution” (Albion 1939). The 1914 open-
ing of the Panama Canal further enhanced international
liner operations.

The early twentieth century witnessed elaborate but
largely unsuccessful efforts to form international combi-
nations of steamship lines, the International Mercantile
Marine Company (1902) being a notorious example. The
United States government’s perennial resistance to the
general use of subsidy, or even nationalization of private
lines as proposed in the aftermath of World War I,
brought periodic efforts to support liner service by pro-
moting private enterprise. With the general collapse of
most U.S. steamship lines during the Great Depression
of the 1930s, followed by the effects of World War II, few
steamship lines remained to meet the challenge of trans-
oceanic flight. From the late 1950s on, long-distance pas-
sengers largely abandoned even the most luxurious
steamships other than for vacation cruises. Well before
this time, superior forms of communications—wireless
telegraphy, telephone, and radio—had supplanted the
functions historically performed by the packet boat.

SEE ALSO Books; Cargoes, Freight; Cargoes,
Passenger; Harbors; Information and
Communications; Liverpool; New York; Port
Cities; United Kingdom; United States.
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PAKISTAN
Unlike the countries of East Asia, Pakistan has failed to
live up to the promise of export-led growth. Poverty re-
duction in Pakistan, however, has been influenced by the
external sector, but this has been primarily through ex-
port of manpower to the Middle East. Pakistan’s trade
policies have traditionally focused on protection and sav-
ing rather than on earning foreign exchange. This has
changed in recent years, but the economy remains de-
pendent on a narrow range of exports. One major cause
of the failure to diversify has been conflict, particularly
in the principal commercial port city of Karachi.

The above summary of trends and factors influenc-
ing Pakistan’s trade is explored in four sections below. At
the time of Pakistan’s independence in 1956, 66.7 percent
of Pakistan’s exports—mainly raw material—went to the
United Kingdom and India; products from these two
countries constituted 67.8 percent of Pakistan’s imports.
Pakistan’s refusal to follow the devaluation of the pound
sterling led to a crisis in trade relations with the United
Kingdom and India. However, the Korean War (1950–
1953) soon led to a sharp increase in demand for Paki-
stan’s raw materials and enabled a period of relatively lib-
eral imports. This phase came to an end with the cessa-
tion of hostilities.

Pakistan
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Thereafter, the pattern of growth was heavily influ-
enced by import substitution industrialization (ISI) poli-
cies. A web of foreign-exchange licenses and permits, in-
cluding a bonus-voucher scheme, enabled the creation of
a domestic industrial virtually from scratch. The ex-
change-rate policies employed for the industrialization
drive fed regional tensions—the export revenues earned
by jute in what was then East Pakistan (now Bangladesh)
were provided to West Pakistani entrepreneurs at subsi-
dized prices. During the 1950s and 1960s the emphasis
remained on ISI. This development path was not unlike
that of the nations of East Asia, all of which were engaged
in different levels of ISI at the time.

The major difference began to occur in the 1970s. As
East Asia opened up its economies gradually and benefit-

ed from poverty-reducing export-led growth, Pakistan
engaged in a series of nationalizations which broke the
back of the nascent industrial and financial sectors. The
resulting state-owned industries and banking corpora-
tions did not have the expertise, or the incentive, to en-
gage in trade.

In 1965 Pakistan faced a major balance of payments
crisis when war broke out with India and led to sanctions.
A decade later, the oil-price shock imposed an equally se-
vere constraint, on top of the pressures faced by recently
nationalized state-owned enterprises. Whereas oil and
machinery dominated the import bill, Pakistan’s exports
were restricted to rather basic textile production. Raw
cotton exports were replaced by yarn, and leather exports
were also in low value-added production. Sports goods

Pakistan
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and basic surgical equipment from the city of Sialkot also
enjoyed a reasonable reputation in export markets. The
massive devaluation of the Pakistani rupee in 1972 had
provided a major stimulus to exports, but the positive ef-
fect of this policy change was nullified by nationalization
and the oil-price shock.

The oil-price squeeze on the balance of payments
was mitigated somewhat by the major export of man-
power to the Middle East. Unlike the migrations to North
America and Western Europe, the numbers involved
were enormous. Most of the migrants were from poor
families. An estimated 10 million Pakistanis benefited
from the manpower exports: at their peak in 1982 to
1983, remittances reached $3.2 billion, twice as large as
net aid inflows.

During the 1980s Pakistan undertook a series of
structural reform programs. The leading role of the pub-
lic sector was reversed, and Pakistan reverted to being a
private-sector-led economy. Tariff reduction, liberaliza-
tion, and privatization opened the economy to competi-
tion. In addition, large-scale smuggling, primarily
through Afghanistan, also allowed a substantial flow of
competitive imports.

Despite these reforms, Pakistan was unable to diver-
sify its export base substantially. The country’s exports
remained largely confined to textiles and leather. Al-
though the failure to achieve a more dynamic open econ-
omy is partially attributable to the complex subsidies
given to protect domestic industries, the broader failure
lay in issues of political economy. In the late 1980s, just
as Pakistan was liberalizing its economy, the major port
and commercial city, Karachi, collapsed into a dangerous
spiral of violence. Since Karachi’s collapse the economy
has never returned to the high growth rates achieved in
earlier periods, particularly the 1960s and much of the
1980s.

Chronic political instability, uncertainty and conflict
ravaged Pakistan’s economy during much of the 1990s
and the early years of the twenty-first century. Despite
export incentives and subsidies, including concessionary
finance and generous tax incentives, the scale of export
diversification has been minor. In the area of garments,
for example, South Asian exports from Bangladesh and
Sri Lanka entered the global market on a major scale.
This export drives were FDI-driven (Foreign Direct In-
vestment), and Pakistan failed to attract much FDI
through the course of the 1980s and 1990s.

As noted earlier, fifty years ago Pakistan’s trade was
confined largely to the United Kingdom and India. Offi-
cial trade with the latter is now negligible. The five largest
export markets for Pakistan are the United States (re-
sponsible for 25% percent of exports), Dubai (7.9%),

United Kingdom (7.2%), Germany (4.9%), and Hong
Kong (4.8%). An annual import bill of just over $10 bil-
lion—consisting mainly of petroleum products and ma-
chinery—is balanced by exports in the $9 billion region,
and remittances, which have shot up from $1.6 billion in
2001 to double that amount, $3.2 billion, largely because
remittances have been sent through formal banking
channels since the al-Qaeda attacks of September 11,
2001. Saudi Arabia has the largest share in the imports
coming into Pakistan (11.6%), followed by Kuwait
(7.1%), the United States (6.7%), Japan (5.0%), and Ma-
laysia (4.4%). As a percentage of gross domestic product
(GDP), exports accounted for just over 15 percent in
2002, and imports were 17 percent of GDP.

The future prospects for Pakistan’s external sector
are a source of cautious optimism. Part of this is related
to the possible peace dividend arising from the ongoing
Indo-Pak dialogue. In early 2004 a regional trade agree-
ment, the South Asian Free Trade Agreement (SAFTA),
promised expansion of export opportunities for Pakistan,
particularly to the lucrative Indian market in areas such
as textiles. Pakistan also seeks to sign a bilateral agree-
ment with India similar to the one India signed with Sri
Lanka, which gives the latter preferential access. With Af-
ghanistan expected to grow in the 10 to 15 percent per
annum region over the next decade, Pakistani construc-
tion firms, as well as those who may benefit from possible
pipeline routes, may have new markets to explore. In ad-
dition, China and East Asia remain relatively unexplored
and provide considerable potential for expanding Paki-
stan’s intractably narrow export base.

S EE A LS O Bangladesh; Bengal; Cotton; Famine;
Import Substitution; Indian Ocean; India;
International Trade Agreements; Pakistan;
Persian Gulf; Textiles.
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PANAMA CANAL

The Central American isthmus of Panama has enjoyed
global significance for nearly five centuries, ever since
Spain started carrying Peruvian silver overland through
Panama en route to Seville in the 1530s. It was not until
the early nineteenth century that plans for a canal across
the isthmus began to take serious shape. In 1848 they
were given huge impetus by the United States’s conquest
of California from Mexico and by the simultaneous dis-
covery of gold in the newly acquired territory. The dis-
tance from New York to San Francisco by what was then
the only available sea route, via Cape Horn at the south-
ernmost tip of the Americas, is 13,230 nautical miles; via
Panama the voyage is cut to no more than 5,307 miles.
The benefit to U.S. shipping of an isthmian canal was
thus axiomatic, but it had even more consequence for the
world at large.

It was the French, not the Americans, who first acted
on this awareness. In the 1880s Ferdinand de Lesseps
(1805–1894), the architect of the Suez Canal, began to
cut a seaway through Panama, but when the project

The 51-mile long Panama Canal is located in the central part of the country near Panama City. A 1977 treaty turned over
full rights of the canal from the United States to Panama in 1999. Provisions in the treaty protected the U.S. interests in the canal,
while giving Panama more economic benefits from its use. PHOTOGRAPH BY JULIE PLASENCIA. AP/WIDE WORLD PHOTOS. REPRODUCED

BY PERMISSION.

failed, the U.S. government took up the challenge. After
a decade of Herculean construction work its lock canal
opened on August 15, 1914. It operated under exclusive
U.S. direction, under a 1903 treaty with Panama, grant-
ing the United States virtual sovereignty over a canal zone
embracing the waterway, as well as tenure in perpetuity.
This plenitude of power reflected the cardinal impor-
tance which Americans attached to the canal, which not
only rendered a massive service to U.S. merchant ship-
ping, but also gave the existing “one-ocean” U.S. Navy
the ability to transfer its warships from one coast to the
other with relative speed. As such, one U.S. senator, Cl-
aude Swanson, praised it to the skies as the most valuable
American possession anywhere in the world.

Washington chose to present its command of the
canal as a “mandate from civilization,” and the Republic
of Panama took as its motto “Pro Mundi Beneficio”
(“For the Benefit of the World”), which was apt because
Panama, like Suez, shrank the earth dramatically and
made maritime trade links correspondingly more profit-
able. London, for instance, also became much closer to
San Francisco. But for the 75-year duration of the treaty
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After construction on the Panama Canal was completed, it opened in 1914 to facilitate ocean travel to the Pacific Ocean
and West Coast of the United States. The French originally started building the canal in 1889, but abandoned the project several
years later. When Panama gained its independence in 1903, the U.S. secured construction rights and completed the canal.
POPPERFOTO/ARCHIVE PHOTOS, INC. REPRODUCED BY PERMISSION.

there was no doubt that U.S. national interest came far
ahead of any concern for the canal as an international
seaway, just as Britain regarded its control of Suez as par-
amount.

THE CANAL AS A TRADE ROUTE

The governors of the new canal strove vigorously to en-
hance its commercial value. By the terms of the canal
treaty the commissary of the Panama Railroad, built by
a U.S. corporation to transit the isthmus in the early
1850s, had the right to sell any items “necessary and con-
venient” to zone employees. This made it a thriving busi-
ness, but General George Washington Goethals, the first
governor, had more ambitious plans. In 1912 he secured
legislation to allow the commissary to make sales to pass-
ing ships and bring in revenue that would help keep tolls
down and maximize the advantage of the Panama route.
Beyond this he envisioned large warehouse complexes at
the Atlantic and Pacific terminals to turn the zone into
a vast entrepôt, not simply an area dedicated to the oper-
ation of the canal—all this regardless of the interests of
Panama, which in 1904 had been given a U.S. guarantee
that the zone would not be developed in such a way as
to shut Panamanian dealers out of its lucrative trade.
Successive Panamanian governments fought strenuously

against any expansion of the zone’s business activities
during further treaty negotiations in the 1920s and 1930s.
The result, in the treaty of 1936, was a repeated recogni-
tion that the zone must not function at the expense of
Panama, and that Panama was entitled to a share of the
commercial opportunities created by the canal.

By this time traffic through the waterway was in-
creasing despite the world depression, with annual tran-
sits up 18 percent on the previous decade. But the height-
ening international crisis of the 1930s inevitably
accentuated Panama’s importance as a strategic artery,
not its role as a commercial highway. In 1934 merchant
shipping was held up to make way for the passage of the
fleet during an imagined crisis with Japan, and in August
1939, on the eve of World War II, Congress authorized
a third set of locks to supplement the existing twin-lock
chambers; they were to be for the exclusive use of the U.S.
Navy. During the 1940s the commercial value of the
canal fell into eclipse, with transits well down under the
impact of the war and the severe postwar debilitation of
world trade, and the tonnage shipped through Panama
dropped by 28 percent.

Even though the canal made an incalculable contri-
bution to the war effort in shuttling men and materials
from ocean to ocean, it emerged as much less than the
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matchless prize it once had been. Its central weakness was
the lock system, now not only vulnerable to a nuclear
strike but far too small to handle the new generation of
aircraft carriers. Two conflicting solutions were pro-
posed: the third-locks scheme, which was suspended in
1942, and a sea-level canal. After a long wrangle the sea-
level design was turned down on the grounds of unfeasi-
bility, but so too was the third-locks project, deemed re-
dundant by a navy now large enough to operate indepen-
dently in both Atlantic and Pacific. With the advent of
the supertanker in the 1950s, the inadequacy of the exist-
ing locks, which had a width of only 110 feet, was pointed
up yet again. Though traffic doubled between 1950 and
1960, one senior U.S. government figure, Thomas Mann,
drew the conclusion that the canal was “a wasting asset
which will become obsolete in a relatively short period
of time,” (Major, 1993, p. 337) and there was the uneasy
sense that it was a technological antique from a bygone
era.

THE HANDOVER TO PANAMA

This feeling no doubt underlay the U.S. willingness in
1964 to enter into treaty negotiations to turn the canal
over to Panama. The treaty-making process was inordi-
nately protracted in the teeth of diehard congressional
opposition, but its subject was a property through which
now passed less than 1 percent of the U.S. gross national
product. So in 1979 the Panama Canal Zone was liqui-
dated and in 1999 the canal itself came under full Pana-
manian authority.

Although Panama ceased to be an outstanding em-
blem of U.S. naval and commercial might, it remained
a key thoroughfare of international maritime trade. By
the year 2000 the tonnage it shifted had more than tripled
since 1960, much of it carried in “Panamax” vessels tai-
lored to the dimensions of the locks. And transit through
the canal was a highlight for the growing number of tour-
ists arriving on cruise liners. As the waterway approached
its centennial a large program of improvements, notably
the widening of the central cut, proclaimed Panama’s
faith in its long-term future. Indeed, if we remember how
much it has transformed seaborne communications in
the past ninety years, it is impossible to imagine the
world without it.

SEE ALSO Agriculture; Canals; Cargoes,
Freight; Cargoes, Passenger; Colombia;
Containerization; Petroleum; Shipbuilding;
Shipping, Inland Waterways, North America;
Ship Types; United States.
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PARIS
Although Paris is not an ocean port, it has played a signif-
icant role in international trade because of its importance
as a manufacturing, financial, and administrative center.
Most major French companies are headquartered in
Paris, and the city has long exercised enormous influence
in the creation of luxury goods, from the tapestries and
furniture created for princes and nobles in the seven-
teenth century to the fashion business today.

Paris has been a leader in the production of luxury
goods since at least the late seventeenth century. It took
the lead because of the enormous demand generated by
the royal court and by the large number of wealthy nobles
and royal officials who lived in or near the city. The court
hired artists and skilled artisans, and the nobles and offi-
cials did the same; the Crown even created businesses,
such as the Gobelins royal tapestry and furniture works,
that gained an international reputation. The demand was
particularly strong in the late seventeenth century when
King Louis XIV (1638–1715) was building an enormous
chateau in Versailles, and it helped to create the sort of
network of middlemen and skilled and creative workers
that we see today in places such as Silicon Valley. Princes
throughout Europe built imitations of Versailles and
generated more demand for French luxury goods, and in
the eighteenth century elites throughout Europe bought
furniture and other luxury objects created in Paris by the
city’s innovative merchant dealers and the army of skilled
workmen whom they employed. The pattern persisted
well into the nineteenth century. In 1867 the sort of luxu-
ry goods produced near Paris accounted for perhaps 26
percent of French exports of manufactured goods, and
Paris remains a trendsetter in the fashion business.

Luxuries are of course not the only good that France
has exported. The country has had a comparative advan-
tage in agriculture for centuries, particularly in high qual-
ity agricultural goods such as wine, and in the eighteenth
century it shipped slaves and supplies to the Caribbean
islands it possessed and brought back the sugar the slaves
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produced. This eighteenth-century trade in slaves and
sugar and the ongoing traffic in wine enriched ports on
France’s Atlantic coast, but it did little for Paris. It was
all interrupted when the French Revolution erupted in
1789, however, and as France recovered in the nineteenth
century, trade shifted from the Atlantic ports to manu-
factured goods produced in the northern and eastern
portions of the country. Paris profited because it stood
at the nexus of the road network and inland waterways;
by the end of the nineteenth century it was at the center
of railroad traffic too.

The nineteenth century made Paris a center of inter-
national finance. Parisian banks financed a great deal of
international trade in Europe and helped to invest
France’s trade surplus abroad by helping to arrange long-
term financing for mines, railroads, manufacturing
plants, and new financial institutions in Europe, the Mid-
dle East, and even the Americas. These banks continue
to be important today.

SEE ALSO Bordeaux; Cargoes, Freight; Chambers
of Commerce; Empire, French; France; La
Rochelle; Marseilles; Nantes.
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PARTNERSHIP
A partnership is defined simply as a contract, whereby
two or more persons consent to combine assets or labor
to realize common profits. Pooling resources to better ex-
ploit investment opportunities is so natural that there is
evidence of partnerships in the earliest legal codes. For
example, partnerships are referenced in the ancient Mes-
opotamian Code of Hammurabi, as well as in sixth-
century Rhodian sea law. Yet, as even these ancient refer-
ences imply, the simplest partnership can generate prob-
lems stemming from conflicting claims. This suggests
that the history of the partnership may be best studied
through the recognition of, on the one hand, the desire
to exploit economies of investment, and on the other, the
need to clarify rights and obligations to minimize con-
flicts not only between the firm and third parties but also
between copartners.

In the eleventh century partnerships were intro-
duced into Europe through Italy when Europe was expe-

riencing increased trade. Of primary importance was re-
newed contact with the Eastern Mediterranean, through
which Western merchants became aware of the business
practices and commercial legal codes of Byzantium and
the Islamic states. From the former, they were familiar-
ized with the commercial laws of Rome as reflected in the
Justinian Code, and from both they acquired the mer-
chant law and its institutions. Regarding partnerships,
Western merchants borrowed the commenda, as reflected
in Islamic law and the Roman societas.

THE COMMENDA

The commenda contract had a sedentary investor, known
as the commendator, who advanced capital to a traveling
associate, known as a tractator. Its essential feature was
that the commendator risked only the capital advanced
because he was not liable for any other losses. The con-
tract ended when profits were distributed after the mer-
chant returned. As private partnerships carrying limited
liability were unknown in classical Rome, the origin of
the commenda is believed to be either Byzantium or Ara-
bia.

The commenda flourished across Europe after its in-
troduction into Italy, but it particularly was used in over-
seas trade. Its success has been attributed to its being a
convenient tool used to circumvent restrictive usury
laws, or as a convenience to reduce capital risk. Both ex-
planations are suspect due to the presence of bottomry
loans, which were not repayable if goods were damaged
or lost. The bottomry loan, dating back to the Rhodian
Sea Law, was tolerated under the canon law, which may
explain its subsequent use in overland trade as well.

The success of the commenda is therefore attribut-
able to its usefulness in combining capital with merchant
entrepreneurship. When the merchant added only his
own skill and knowledge, the partnership was known as
a unilateral commenda, in which case the commendator
received three-fourths of any profit and the tractator the
rest. Under this type of contract, the commendator would
be concerned that the merchant might opportunistically
pursue his own interests. A more basic threat stemmed
from the fact that the merchant was not personally liable
for any losses, and therefore they were inclined to incur
more risk than optimal. However, the amount of capital
risked was limited to that required to purchase merchan-
dise. In addition, merchants and capitalists generally
formed lasting relationships, suggesting that merchant
reputation played a crucial role.

The simple unilateral commenda of the early period
eventually became a more efficient bilateral commenda,
whereby the merchant also advanced some capital. If he
invested a quarter of the total capital, he received 50 per-
cent of the profits. In France and Italy during the fif-
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teenth century a larger form of commenda developed,
where several commendators contributed capital to one or
more tractators, who increasingly operated with more in-
dependence. Under this arrangement, which known as a
sociéte en commandite, its capital suppliers contributed
only capital which carried limited liability, and its man-
agers bore unlimited liability.

THE COMPAGNA

The compagna was introduced into Italy in the same peri-
od as the commenda. It was loosely based on the Roman
societas, which included any association formed to ex-
ploit capital and labor. Whereas a societas partner was
unable to bind his copartners for debts or to alienate any
property for more than his share, partners belonging to
a compagna were each responsible individually for the
debts of the firm, and each could contractually bind the
whole firm.

The compagna could own property and act under a
common name. It could sue and be sued, and was even
liable for any negligent or fraudulent acts committed by
its members. It thus acquired a kind of legal personality.
Consequently, as a general rule, each partner enjoyed a
voice in partnership decision making. Decisions required
a simple majority vote (in contrast with the societas,
where unanimity was required), allowing the compagna
to fully exploit its pooled resources and enabling it to un-
dertake larger ventures requiring longer time horizons.

Note that the principle that any one partner could
bind all partners originally applied only if extended to a
partner by procurement. Otherwise, creditors could only
make good a claim against the firm if a debt was recog-
nized as a firm debt. Thus, partnership books were often
examined. However, by the fifteenth century, the princi-
ple of one binding all was generally accepted. Also, in the
formative period, individuals often denied to creditors
that they were really partners: they claimed that they were
really partners in some other partnership, or that they
had previously dissolved their association. Consequently,
the rule eventually became that agreements listing the
partners had to be registered with their guild and city au-
thority. Such deeds also typically noted the duration of
the partnership, but if the latter was not mentioned, the
partnership could be dissolved at the will of any partner.
The deed also specified an agreed division of profits; oth-
erwise, the split was even.

At first the compagna was based solely on the family,
but increasingly it included outsiders, though in Venice
family-based partnerships persisted well into the six-
teenth century. Large partnerships were particularly vul-
nerable to agency and managerial difficulties. Banking
partnerships were among the largest, having several dis-
tant branches specifically located to best service the fi-

nancial needs of overland trade. Banks were based on
wealthy families and originally, as in the case of the Pe-
ruzzi and Bardi partnerships, they were centrally gov-
erned by family partners located at home. As the distant
branches were managed by agents called factors, local
mangers were unable to contractually bind the firm.
Consequently, these banks often could not seize profit-
able opportunities and were thus eventually eclipsed by
the Medici bank, which formed separate partnerships
with each local manager and thrived in the fifteenth cen-
tury. Notably, under the merchant law, each branch was
held to be totally separate.

SUMMARY AND EXTENSION

In the formative period of the partnership the essential
features of both the limited-liability and general partner-
ship evolved to form the basis of modern partnerships in
Roman-law and common-law countries. The general
partnership of both England and the United States was
introduced into the common law of England through the
merchant and equity courts. Its essential characteristics
were simply those of the Italian compagna. Notably, Scot-
tish partnership law was based on the civil law, and there-
fore more flexible from entrepreneur’s perspective. After
the Act of Union (1707), however, Scottish partnership
law began to slowly resemble England’s.

The commenda was widely used throughout Europe,
including in England, where it was discouraged under the
common law in the sixteenth century. But in many coun-
tries the modern form of limited partnership derives
from the French commandite, which spread through
much of continental Europe with the Napoleonic Code
in the early nineteenth century. It was first introduced by
statute into U.S. law in New York in 1822, and soon
spread to other states. However, limited partnerships
were not reintroduced into England until 1907. The end
of the twentieth century witnessed somewhat controver-
sial legal innovations in the United States and United
Kingdom, which permitted managing partners to have
limited liability. These limited liability partnerships
(LLP) have become common in the legal and accountan-
cy professions.

S EE A LS O Corporation, or Limited Liability
Company; Law, Common and Civil.
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ISMAEIL PASHA
1830–1895

IsmaEil Pasha, the grandson of Muhammad Ali, who had
ruled over Egypt from 1805 until 1848, was himself the
ruler of Egypt, or khedive, from 1863 until his deposition
in 1879. His rule witnessed Egypt’s increasing integration
into the world economy, yet it led inexorably to the Brit-
ish occupation of Egypt in 1882. IsmaEil was a flamboyant
ruler, re-energizing the country and renewing the pro-
grams that Muhammad Ali had initiated and that his suc-
cessors, Abbas II (1848–1854) and SaEid (1854–1863),
had permitted to languish. During the height of his re-
forming zeal, IsmaEil was reported to have exclaimed that
Egypt had finally become a part of Europe. He brought
to a conclusion the digging of the Suez Canal, which con-
nected the Mediterranean Sea with the Red Sea and dra-
matically shortened the distances between Europe and
East and South Asia. He celebrated the opening of the
canal in 1869 with gala festivities, attended by numerous
members of European royalty and other dignitaries. He
beautified the cities of Cairo and Alexandria on the
model of Paris. He encouraged the cultivation of Egypt’s
most valued export commodity, long-staple cotton,
which provided much of the financing for his moderniz-
ing energies and which fetched particularly high prices on
the world market during the U.S. Civil War (1861–1865).

His reforms came at a heavy price, however. By the
middle of the 1870s Egypt’s foreign debt exceeded 90 mil-
lion British pounds, more than ten times the size of the
state’s annual revenues. To stave off an impending bank-
ruptcy, the khedive sold Egypt’s shares in the Suez Canal
Company in 1875 to the British government for 4 million
pounds and then conceded British-French control over
the ministries of finance and public works. Discontent

among the junior officers in the Egyptian army, who
feared that they would be ousted from their positions in
cost-cutting moves, and IsmaEil’s own behind-the-scenes
maneuvering to undercut the authority of the British and
French over his country, led the major European powers
to force IsmaEil to resign the khedivate in favor of his son
Tawfiq. He left the country in 1879 for Istanbul, where
he died in 1895.

S EE A LS O Ali, Muhammad; Egypt; Empire,
British; Empire, French; Empire, Ottoman; Suez
Canal.
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PATENT LAWS AND INTELLECTUAL
PROPERTY RIGHTS

Intellectual property rights are a keystone of the knowl-
edge economy in the twenty-first century and account for
an increasing share of international trade, but they have
a long history. The grant of exclusive property rights in
inventions developed from medieval guild practices. Eu-
ropean patents only gradually lost their character as priv-
ileges granted through royal favor. In Britain, the Statute
of Monopolies (1624) prohibited monopoly grants, ex-
cepting patents for inventions. British patents were
granted to inventors for fourteen years through a regis-
tration system, and it also allowed monopoly rights to
importers of inventions from overseas. High monetary
and transactions costs restricted access to property rights
in invention. The diffusion of information was inhibited,
and the market in patent assignments and licenses was
limited. British patents were granted “by the grace of the
Crown” and were subject to any constraints that the gov-
ernment cared to impose. The Crown could comman-
deer a patentee’s invention without compensation or
consent, and reserved the right to revoke or keep secret
any patents that were deemed inconvenient or contrary
to public policy.

The threat of competition from other countries led
to a slow process of revisions that lasted well into the
twentieth century. The Patent Law Amendment Act
(1852) authorized the first major adjustment of the Brit-
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An advertisement from 1861 promoting roller skates with a
patented product design. At the time, inventors could file
patents in order to protect their intellectual and financial
interests for a period of fourteen years. © BETTMANN/CORBIS.

REPRODUCED BY PERMISSION.

ish system in two centuries, and in 1883 new legislation
further rationalized procedures. Compulsory licenses
and working requirements were introduced for fear that
foreign inventors might injure British industry by refus-
ing to grant other manufacturers the right to use their
patents. Britain added a minimal examination for novelty
in 1902. Between 1919 and 1949 chemical products were
excluded from patent protection to counter competition
from the German industry, and until 1977 licenses of
right enabled British manufacturers to compel foreign
patentees to permit the use of their patents on pharma-
ceuticals and food products.

Early French policies towards inventions and inno-
vations were based on an extensive array of rewards and
incentives. Introducers of inventions could benefit from
titles, pensions, loans (some interest-free), lump-sum
grants, subsidies for production, tax exemptions, or mo-
nopoly grants in the form of exclusive privileges. The
modern French patent system was established in 1791
and, after the laws were amended in 1844, remained
largely unchanged until the twentieth century. Until 1844
patents were voided if the inventor attempted to obtain
a patent overseas on the same invention. Registration
without prior examination remained the defining feature
of the French system until 1968. The inventor was able
to choose the term of the patent for a period of five, ten,

or fifteen years. Protection extended to all methods and
manufactured articles but excluded theoretical or scien-
tific discoveries without practical application, financial
methods, medicines, and items that could be covered by
copyright. Patents of importation were granted if the ap-
plicant had gained practical knowledge through personal
risk and effort. Patentees had to put the invention into
practice within two years from the initial grant, or face
a tribunal with the power to repeal the patent. The
French patent statutes allowed access to patent specifica-
tions, but since no provision was made for the publica-
tion or diffusion of these descriptions, this statutory
clause was ineffective. Patent documents did not have to
include claims, and no extract could be copied until the
patent had expired.

U.S. PATENT SYSTEM

Since its inception in 1790 the U.S. patent system has de-
parted radically from European models, in ways that fa-
vored inventors. U.S. statutes also had a disproportionate
effect on the development of international patent laws.
In the United States the exclusive rights of inventors were
protected by a commitment in the national Constitution
“to promote the Progress of Science and useful Arts.”
U.S. doctrines repudiated the notion that the rights of
patentees were subject to the arbitrary dictates of govern-
ment: the state was not privileged above the patentee, and
courts held that the government itself had no higher
claim than would a private employer. The patent applica-
tion process was open to all, and administrative proce-
dures were predictable, uncomplicated, and low-cost. Pa-
tent applications were initially examined by a tribunal
that included Thomas Jefferson (1743–1826), but this
practice was replaced by a registration system in 1793.
Reforms in 1836 established the world’s first modern pa-
tent institution. Its objective was not to grant or limit
monopoly privileges, nor to raise revenues for the state,
but to promote inventive activity, to ensure the diffusion
of information and innovation, to facilitate markets, and
to increase social welfare.

U.S. patent rights were awarded to the “first and true
inventor,” and an examination for novelty was conduct-
ed by technically trained professionals to ensure that the
invention comprised an original advance that was new to
the world. The earliest statutes reserved patent rights to
U.S. citizens and alien residents who intended to become
citizens, but citizenship restrictions were eliminated after
1861. The original patent term of fourteen years (with a
possibility of renewal) was lengthened to seventeen years
in 1861, and to twenty years in 1995. Once granted, the
patent was not subject to any restraints such as opposi-
tion proceedings, compulsory licenses, or working re-
quirements and, indeed, could not be overturned except
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The interior of the Washington D.C. Patent Office in 1920, where patent applications were processed. The country’s founders
saw the value of encouraging innovation and wrote language in the Constitution to protect and encourage this type of development.
© BETTMANN/CORBIS. REPRODUCED BY PERMISSION.

in instances of fraud. The effective patent administration
was reinforced by a flexible and accountable legal system.
U.S. judges adhered to the Constitution by protecting the
rights of “meritorious patentees.” Inventors possessed
the legal right to contest the decisions of the Patent Of-
fice, with a right of appeal to the U.S. Supreme Court.
The legal system further encouraged the evolution of
trade in patent rights by protecting buyers and investors
against fraudulent patents.

In the nineteenth century many European countries
debated the abolition of patents as an inefficient and un-
warranted form of protection analogous to tariff legisla-
tion, but this “free trade” movement was ultimately de-
feated in favor of patent systems. Although follower
countries such as Germany and Japan were influenced by
the U.S. model, they crafted provisions that reflected
their own priorities and interests. For instance, key prod-

ucts such as pharmaceuticals were exempted from patent
protection (although their processes were patentable).
German patent fees were high in order to raise revenues
from the large proportion of foreign applicants, but
cheaper “petty patents” of shorter duration were also
available. German laws included a “work for hire” doc-
trine that allowed enterprises access to the inventions of
employees. Patents could be revoked through opposition
procedures, and compulsory licenses or working require-
ments were permitted. Developing countries of the twen-
tieth century such as India and Brazil incorporated simi-
lar measures in their patent laws. They expected that the
majority of applications would be foreign, and thus their
primary objective was not to encourage inventive activi-
ty, but to raise revenues, to promote the transfer of tech-
nology from overseas, and to moderate the social costs
of exclusion.
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After the 1860s U.S. patentees rapidly expanded in
international markets, and lobbied to ensure that their
inventions were as liberally protected overseas as in the
United States. The United States took the lead in promot-
ing the harmonization of international patent laws
through bilateral negotiations and multinational conven-
tions, including the congress in Vienna in 1873, the 1883
Paris Convention for the Protection of Industrial Proper-
ty, and the 1970 Patent Cooperation Treaty. The United
States pressed for reciprocity (its patentees would have
the same favorable treatment overseas as stipulated in
U.S. laws) but other countries voted in support of na-
tional treatment (nondiscrimination against foreigners).
Although it urges patent law harmonization, the United
States has refused to abandon its unique “first to invent”
system in favor of the global “first to file” standard, and
maintains much stricter antitrust rules towards patents.

The Agreement on Trade-Related Aspects of Intel-
lectual Property Rights of 1994 was a significant step to-
wards legislating minimum provisions in international
patent laws, despite protests from many developing
countries. Concerns have been voiced about the parame-
ters of patent protection, “patent anticommons” or an
overproliferation of private property rights, the strategic
use of patents and patent litigation to suppress competi-
tion, and patents on traditional knowledge that decrease
the public domain. Points of disagreement about the role
of patents in development include measures to ensure
low-cost access to patented drugs, compulsory licensing,
parallel imports, whether the subject-matter of patents
should extend to “everything under the sun made by
man,” trade sanctions for noncompliance with treaties,
and the value of uniformity versus diversity in laws. De-
spite these differences, throughout the past two centuries
intellectual property rights have expanded in duration,
scope, and enforcement, and political pressures for uni-
formity have increasingly homogenized patent laws
across nations.

SEE ALSO Industrialization.
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PEDDLERS
“My traffic is sheets . . . . My father named me Autolycus;
who being, as I am, littered under Mercury, was likewise
a snapper-up of unconsidered trifles . . . and my revenue
is the silly cheat” (The Winter’s Tale, act 4, scene 2). This
is how Shakespeare described the peddler, and this is the
public perception. Yet this picture conceals the diverse
nature of the world of peddling, ranging from the beggar
to the plump merchant, encompassing elaborate net-
works as well as all kinds of paupers and dispossessed in-
dividuals, who sought to survive by traveling and selling
fine goods and objects.

The elaborate networks which apparently existed in
the fourteenth century consisted for the most part of
people from the mountains and individuals from groups
that were experienced in long-distance trade, such as
Jews and Armenians. Asia and mainly from the Himalaya
and the mountains in the south of China have produced
similar commercial networks. These networks seemed to
develop in two ways. First, relatives and in-laws opened
stores and shops over a huge geographical area. The sec-
ond stage involved a distribution system linked to this
initial movement of people. Organized as part of a rigid
hierarchical framework, it relied upon temporary move-
ment of people and work from home. The Scots, for ex-
ample, were merchants, peddlers, mercenaries, sailors,
and craftsmen throughout northern Europe, and all these
activities also helped to spread goods that were of doubt-
ful legality. These first movements of people, which
began in the second half of the fifteenth century, reached
their peak between 1500 and 1650.

The top rung of merchant peddlers were those who
traded over extensive areas. For example, the Brentano
family, originally from the Lake Como valley area, took
four generations to establish their network. The first ar-
rived in the sixteenth century as simple peddlers, travel-
ing each year between the towns, fairs, and weekly mar-
kets of southern Germany offering spices, oranges, and
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A street peddler carries a variety of brooms and rugs to sell
among the streets of Cuba in the late nineteenth century.
Because of low wages and high unemployment, many Cubans
still turn to street peddling, catering to tourists to support
themselves. THE LIBRARY OF CONGRESS.

lemons, until they managed to open shops in towns at
the end of the seventeenth century. At the beginning of
the eighteenth century, the Brentanos had managed to
establish themselves in every major town in northern Eu-
rope, from the Baltic to the Alps. Success stories such as
these relied upon certain common characteristics. The
businesses expanded around a system of family finance,
allowing the maximum use of their available means be-
cause everyone involved with the company invested most
of his inheritance. Marriage only within certain limits
was intended to protect the financial arrangement and
the loyalty of each individual to family affairs. Exceptions
to this rule—and there were many in Germany and Spain
during certain periods—can be explained by the adapta-
tion which immigrants were obliged to make in order to
penetrate the market of the countries in which they had
settled. These familial networks were organized as family
businesses that were extremely flexible, coalescing and
separating according to the requirements of business, of
death, and of the increase in wealth or hardship of mem-
bers of the group.

These small business networks were not specialized:
merchants and peddlers did business in anything, ac-
cording to what needs existed and opportunities arose,
and often each family had a specialty of some kind based
upon the general specialization of the region from which
they had come—the South Tyrol in carpets, Lake Como
in citrus fruits, and Haut Dauphiné in gloves. Three fac-
tors encouraged them to offer a diverse range of goods:
the desire to acquire a larger number of customers by of-
fering a large variety of products; means of payment, in
which barter played an important part; and a quest for
new or illicit items which would bring in greater profits.
Traveling merchants also traded money, and a number
of important companies and banks were started in this
way, involving the balancing of income from sales to the
less affluent and the loan of money to the wealthy. A final
characteristic appears just beneath the surface in every as-
pect of the whole mercantile organization: men and
goods moved and operated at the legal margins. The
movement of goods around these circuits avoided cus-
toms and toll duties, and a proportion of these goods
consisted purely and simply of contraband. When a new
market opened up, particularly when war broke out, con-
traband and illicit stores proliferated.

The establishment of nation-states and the growth
in the number of shops gradually destroyed these net-
works of merchants and traveling peddlers operating
over enormous areas, forcing them to content themselves
with regional circuits. However, the widespread develop-
ment of urban trade in the eighteenth century forced
shopkeepers to make use of peddlers to advance their
own businesses, so the peddlers’ activities persisted.

Three kinds of eighteenth-century peddlers can be
identified, according to the assets they possessed as surety
for good provided by city merchants. Firstly, there were
peddlers who were unable to provide surety for the goods
they requested; for them, the act of selling was more im-
portant than the goods. They wandered and traded on
the basis of chance encounters, they tried all kinds of
trade, they offered a show as well as goods, and they al-
tered their routes according to where there was an oppor-
tunity. Secondly, there were the peddlers who had suffi-
cient assets to secure loans, and regular suppliers and
regular customers. They came and went according to the
seasons. At first they got their supplies from émigrés who
had opened shops, then they obtained their goods in-
creasingly from other sedentary businesses. They general-
ly had one or two fixed rounds, on a small scale, and they
kept accounts. These records show that their customers
bought on credit and paid back in small installments
when the peddler made return visits, which always pro-
vided an excuse for new purchases. Finally, there were the
merchant peddlers who, possessing substantial resources,
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A “Yankee peddler” displays his inventory of goods to American colonists. Peddlers traveled by horse cart during the late 1700s
and early 1800s to sell urban goods throughout rural areas. The occupation slowly disappeared in the 1850s with the establishment
of the first retail stores. © BETTMANN/CORBIS. REPRODUCED BY PERMISSION.

traveled with a cart and set up shops. They went to fairs
and markets and were welcome in castles and humble
farmhouses. They could also provide books and unusual
goods at the request of their customers. They sold to pri-
vate individuals but they also provided new lines to shops
(gloves, fans, watches).

Also common were those people excluded from the
merchant circuit and all types of paupers—men and
women—who tried to escape from poverty by selling
goods or printed fabric. Local authorities often allowed
them a monopoly on the sale of small printed fabrics.

From the beginning of the second half of the nine-
teenth century, peddling was gradually marginalized in
commercial circles and discredited in the villages where
it began. Only those specializing in new, luxury, or
sought-after goods, or those who could invest in the new
markets of Asia and America, were able to continue in

the profession: opticians, florists, booksellers, and ex-
porters of luxury goods and novelty items. The demise
of peddling in Europe is characterized by the extremely
diverse nature of the peddlers, illustrating their final ef-
forts to adapt to the huge expansion of the new sales
methods that had marginalized them: a proliferation of
sales points, new distribution networks, the opening up
of the countryside and, of course, the increase in mail
order sales, which made them irrelevant. In Asia, the evo-
lutions were not so abrupt.

S EE A LS O Drugs, Illicit; Money and Monetary
Policy; Retailing; Smuggling.
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SIR ROBERT PEEL
1788–1850

Robert Peel was the leading British statesman during the
second quarter of the nineteenth century, and prime
minister in 1834 to 1835 and 1841 to 1836. In the history
of world trade he stands out as the statesman who in 1846
repealed the Corn Laws—duties on imports of food
grains—and so launched a series of parliamentary re-
forms inaugurating free trade in what was then the
world’s leading commercial power. The Navigation Laws
were abolished in 1849, and imperial preferential duties
soon disappeared. Peel’s views were those of a hardwork-
ing statesman intent on solving practical problems in the
public interest, and not much affected by economic theo-
ries or party interests. As the son of a successful Lanca-
shire cotton manufacturer, but educated in classics and
mathematics at Harrow and Oxford University, Peel
proved able to maneuver between the great landowners,
who were concerned for rural prosperity, and the rising
industrialists of the north and midlands, who were anx-
ious to export freely abroad and to feed the masses of
urban factory workers. When his famous act of 1846
came into effect in 1848, it helped to keep out of Britain
the revolution that was sweeping through most European
countries that year, partly a result of famine. Peel trans-
formed English party politics, and by his farsighted sense
of public duty attracted capable “Peelites” who carried on
after his political defeat in 1846 and his fatal tumble from
his horse on Parliament Hill: W. E. Gladstone (1809–
1898), Edward Cardwell, four future governors-general
of India, and others.

SEE ALSO Canada; Cargoes, Freight; Corn Laws;
Free Trade, Theory and Practice; Huskisson,
William; Navigation Acts; United Kingdom.
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PEMEX
U.S. and British oilmen developed the first Mexican oil-
fields between 1901 and 1910. During the Mexican Revo-
lution (1910–1920) several foreign companies began ex-
porting production from wells along the Gulf Coast in
the state of Veracruz. Mexico in 1920 was the world’s sec-
ond-largest producer of crude oil. However, production
plummeted in the 1920s as several oilfields became ex-
hausted, and Royal Dutch Shell and the Standard Oil
Company of New Jersey began to consolidate produc-
tion, refining, and production in Mexico. Two problems
emerged in the 1930s. First, Article 27 of the Mexican
Constitution of 1917 stated that all hydrocarbons be-
longed to the nation, but the oil companies had been ig-
noring this law because they had acquired oil lands prior
to the constitution. Second, the Mexican oil workers
formed a national union in 1936 and went on strike, de-
manding one collective contract for the whole industry.
The oil firms resisted both the government and the union
until March 18, 1938, when President Lázaro Cárdenas
(1895–1970) nationalized the Mexican assets of Shell,
Standard Oil, and fifteen other foreign-owned compa-
nies. In July 1938 the Cárdenas government established
Petróleos Mexicanos (PEMEX) to administer them.

At its foundation, PEMEX became one of the world’s
largest oil companies and a potent symbol of Mexican
sovereignty. PEMEX was granted a monopoly not only
of ownership but also of production, refining, and distri-
bution of petroleum products within the country, per-
mitting only very limited foreign participation. It was a
cooperative venture administered by the government and
the oil union, with the government as the dominant part-
ner. The Mexican president chose most of the board of
directors and the director general. The long-term strategy
was to subordinate the state oil company to national eco-
nomic objectives. As a subsidy to domestic industries and
transportation, PEMEX sold gasoline and fuel oil at low,
government-set prices. It also contributed high taxes to
the state and filled its administration with appointees
from Mexico’s dominant political party, the Partido Re-
volucionario Institutional (PRI). Moreover, PEMEX’s
1942 contract with the Mexican Oil Worker’s Union ef-
fectively made the company a closed shop. Union bosses
dictated who did and did not get PEMEX’s high-wage
jobs, and the union became known for corruption and
violence. Employment at PEMEX always seemed to rise
faster than production. Consequently, PEMEX served the
economic and political interests of Mexico but never
matched the competitiveness and profitability of the
Seven Sisters (the seven major corporations that then
dominated international oil: Exxon, Gulf, Texaco, Mobil,
Socal, British Petroleum, and Shell).
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A PEMEX gas station in Mexico City, 1995. Petroleos Mexicanos (PEMEX), Mexico’s state-owned gas and oil company, was first
established in 1938 to administer the assets of Shell, Standard Oil, and other foreign-earned oil companies exporting from Mexico.
STEPHEN FERRY/LIASON/GETTY IMAGES. REPRODUCED BY PERMISSION.

Under the circumstances, PEMEX did make notable
contributions to developing Mexico’s oil industry. A
major challenge was the boycott of Mexican oil exports
organized by the international oil companies. In reality,
domestic markets already absorbed the majority of Mexi-
can production, and the 1941 attack on Pearl Harbor
ended these export boycotts. Mexican and U.S. diplomats
in 1942 settled the dispute over payment for the national-
ized properties, and Mexico made restitution in the form
of crude-oil deliveries to the oil companies, even though
Great Britain and Mexico did not settle accounts for the
Shell properties until 1947.

PEMEX met nearly all the energy demands of a
booming Mexican economy. It brought in a few new oil-
fields, but in the 1950s still relied heavily on the proper-
ties of the old companies, particularly Poza Rica in Vera-
cruz. PEMEX expanded its refining capacity and its
service stations throughout the country, becoming popu-
lar among U.S. tourists and border residents for its inex-
pensive gasoline. Its most renowned director general of
the early period, Antonio J. Bermúdez (1892–1977), who
served from 1946 to 1958, is credited with successfully in-

tegrating the oil industry vertically under state control,
from well to pump. Yet, important additives and technol-
ogies had to be acquired from abroad. For this, PEMEX
established a precedent of working with small indepen-
dent U.S. companies and suppliers. These small compa-
nies undertook exploration under “risk contracts,” in
which they were to bear the capital losses in cases of fail-
ure and share the profits with PEMEX in cases of success.
The U.S. government provided capital through loans to
the Mexican government for “economic development.”
Domestic sources of capital for PEMEX’s expansion sel-
dom provided more than 30 percent of its total invest-
ments

The 1960s were a time of increasing contradictions
for PEMEX. On the one hand, it completed moderniza-
tion projects that enabled it to produce petrochemicals
and natural gas; on the other, proven oil reserves were
declining and production barely met rising demand. In
1971 Mexico became a net importer of petroleum. But
together with U.S. loans and foreign-risk contractors,
PEMEX engineers developed the Las Reformas fields on-
shore in Campeche, as well as offshore fields in the Gulf
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of Campeche, just in time to profit from the meteoric rise
in oil prices after the 1973 embargo by the Organization
of Petroleum Exporting Countries (OPEC). The frenzy
of development resulted in massive oil exports beginning
in 1977, mainly to U.S. consumers grateful that Mexico
had chosen not to join OPEC. The oil boom exacerbated
all the inefficiencies of PEMEX, as administrative staffing
burgeoned, accounting procedures slipped, corruption
flourished, union bosses became more autocratic, and
the nation’s international debt rose. The break in oil
prices and Mexico’s debt crisis of 1982 curtailed the
boom, and PEMEX was forced to cut export prices. The
director general was dismissed, and later imprisoned on
corruption charges.

The 1982 debt crisis—a profound economic shock—
provoked a reexamination of PEMEX. Debates arose
about how to make the company more competitive.
When the economic reformer Carlos Salinas (b. 1948)
became president of Mexico in 1988, he declared that
PEMEX would not be privatized, an act he felt violated
Article 27 of the Constitution, but that it would have to
become more efficient. Salinas jailed the notorious oil-
union boss José Hernández Galicia on questionable
charges of firearms violations and corruption in order to
push through the reforms. More than 200,000 personnel
were subsequently laid off at PEMEX, and parts of the
petrochemical sector were privatized.

However, the complete privatization of PEMEX re-
mained anathema, despite the PRI’s defeat in the elec-
tions of 2000. President Vicente Fox (b. 1942) had to set-
tle for professionalizing the company’s administration, as
evidenced by the appointment of the chemical engineer
Raúl Muñoz Leos to head PEMEX. In 2003 Muñoz Leos
sought to stimulate expansion of Mexico’s oil and gas
production under innovative “multiple-service con-
tracts” (MSC) involving international oil companies as
contractors to PEMEX for the production of dry (nonas-
sociated) natural gas. Other than the MSC, the Mexican
Congress demonstrated little inclination to undertake the
legal reforms necessary to make Mexico an attractive in-
vestment opportunity for foreign oil companies.

SEE ALSO Boycott; Developmental State,
Concept of the; Imperialism; Mexico; NAFTA;
Nationalism; Nationalization; OPEC;
Petroleum; Roosevelt, Franklin Delano; United
States.
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MATTHEW PERRY
1794–1858

The U.S. naval officer Matthew Perry is best known for
his role in initiating contact with Japan between 1853 and
1854. Prior to this, Japan had had very limited interna-
tional trade and diplomatic contact since the seventeenth
century. Contact with the West was essentially limited to
one Dutch station at Nagasaki. Contacts with Europeans
(mostly Russians) largely consisted of dealing with ship-
wrecked foreign sailors (and some illegal trade). Contacts
with Asians (including Chinese merchants in Yokohama)
were broader but still quite restricted. Japanese officials
were aware, however, of the advance of European em-
pires in Asia, especially after the Opium War of 1839 to
1842, so Perry’s arrival was not entirely unanticipated.

Perry arrived in Tokyo Bay in July 1853 requesting
a treaty of commerce and friendship. He was refused and
withdrew, but returned in February 1854 with seven
ships and 1,600 men. Four of the ships were steamers,
never before seen by the Japanese. By March 31 he had
concluded a treaty that allowed U.S. ships to purchase
fuel in Japan, guaranteed assistance to shipwrecked sail-
ors, and opened up possibilities for trade. Other West-
erners arrived soon after. Intense debates over proper
policy towards “barbarians” roiled the Japanese elite,
trade began to grow, and various foreign technologies,
including new weapons, entered the country. All these
factors contributed to the civil wars that eventually led
to the Meiji Restoration (1868), usually considered to
mark the onset of modernity in Japan.

S EE A LS O Alcock, Rutherford; Japan; Most-
Favored-Nation Provisions; Nagasaki;
Yokohama.
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PERSIA
S E E  Iran

PERSIAN GULF
The Persian Gulf, known to Arabs as the Arabian Gulf,
is a crescent-shaped stretch of water forming an exten-
sion of the Indian Ocean. The entrance from the Arabian
Sea is via the Straits of Hormuz, which at their narrowest
are only about 55 kilometers wide. At its top end, at Ku-
wait or Basra, navigation is often difficult because of dan-
gerous currents and silting from the Tigris-Euphrates
river system. For most of history cargoes were transferred
to smaller craft at Bahrain, or even as far away as Hor-
muz, for onward passage to Basra. The total length of this
waterway is nearly 1,000 kilometers, and its total area is
about 250,000 square kilometers. Most of its waters are
less than 100 meters deep. Today it is bordered by Iran
on the north, northeast, and east, on the southeast and
south by Oman and the United Arab Emirates, on the
southwest and west by Qatar, Bahrain, and Saudi Arabia,
and on the northwest by Kuwait and Iraq.

Trade in the Gulf goes back some 5,000 years. In-
deed, the first regular trade in the world of which we have
any knowledge was that between the Indus Valley civili-
zation in South Asia and Mesopotamia at the head of the
Gulf. In the fifteenth century trade in the Gulf, along with
that via the Red Sea, connected Asia and the Mediterra-
nean. Asian goods, especially spices—pepper, nutmeg,
mace, cloves, and cinnamon—from the Spice Islands in
Indonesia and from Sri Lanka were carried around India
and then through the Gulf to be transshipped in Basra.
From there camel caravans were used to get the goods to
the eastern Mediterranean, where Aleppo was the great-
est mart. In return, gold and silver went south to the In-
dian Ocean region. The only important local product was
fine Arabian horses. At the entrance to the Gulf the port
city of Hormuz was one of the most prosperous and cos-
mopolitan in the world with a population of about
50,000 in 1500. There goods were unpacked, redistribut-
ed, and then taken on to their destinations.

The Portuguese arrived in the Indian Ocean in 1498
and moved quickly to seize several major port cities. In
1515 the sultan of Hormuz was reduced to puppet status
under Portuguese control. During the sixteenth century
much of the large customs revenue of Hormuz was taken
to the Portuguese capital of Goa. However, trade contin-
ued up the Gulf to Basra, and Portuguese attempts to
monopolize trade in spices and horses were generally in-
effective.

In 1622 the shah of Iran joined with the English East
India Company to take Hormuz from the Portuguese.

The shah then moved to alter the focus of trade in the
Gulf from Hormuz to his new port city of Bandar Abbas,
located on the Iranian mainland. Silk from Iran became
an important trade product at that time, and Europeans
participated eagerly in the trade. They also brought in
large amounts of cotton cloths from India. Nevertheless,
trade through the Gulf became less significant as the Eu-
ropeans used the route around the Cape of Good Hope
to connect the Indian Ocean with Europe. Political insta-
bility in the areas around the Gulf also hindered peaceful
trade. Iran, the Ottoman Empire (which controlled
Basra), and the various petty states along the northern
and western shores of the Gulf were all relatively weak in
the eighteenth century.

Early in the nineteenth century the British, by then
dominant in the Indian Ocean area, asserted control over
the Gulf. They acquired suzerainty over the minor states
along the western coast, the so-called Trucial States. Be-
fore the advent of steamships all shipping trade was de-
pendent on monsoon winds. Around the middle of the
century steamships began to enter the Gulf. In the 1860s
the British India Steam Navigation Company (BI) began
a regular service from Bombay to Basra. The close gov-
ernment-commercial nexus was obvious in that BI’s
agent in Basra was also the official British government
representative there. In Basra BI ships linked with those
of another British-owned concern, the Euphrates and Ti-
gris Steam Navigation Company, which went upriver
from Basra to Baghdad. Sea trade became more regular
and predictable, with the monsoon system no longer de-
termining when ships could sail. However, during this
century the Gulf played a very minor role in world trade.
Up to the 1860s the cape route connected Asia and Eu-
rope, but after the opening of the Suez Canal in 1869 the
Red Sea became a major thoroughfare. In the Gulf it was
only local products such as horses and dates that were
traded, often still carried in traditional sailing ships called
dhows. The most valuable local product was pearl; at its
height early in the twentieth century its trade was worth
over £1 million. This trade centered on Kuwait and Bah-
rain, but it declined drastically in the 1930s after the in-
troduction of Japanese cultivated pearls.

The importance of the Gulf in world trade rose dra-
matically in the twentieth century thanks to the discovery
of huge oil fields in the lands around the Gulf, and to the
increasing demand of the industrialized world for this
product. Exports from Iran began in the early part of the
century. Substantial development of the vast reserves of
Saudi Arabia and the Gulf states—Kuwait, Bahrain, and
the United Arab Emirates—occurred only after World
War II. Today about one-quarter of the world’s oil pro-
duction comes from countries around the Gulf, and these
countries also have close to 60 percent of the world’s
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proven oil reserves. Perhaps even more important, the
Gulf oil states have as much as 90 percent of the world’s
excess oil-production capacity—that is, oil that could be
quickly produced if supplies were disrupted in some
other producing area. There are also vast reserves of nat-
ural gas, about 36 percent of the world’s total proven re-
serves. As oil supplies diminish in coming decades, more
and more gas will be produced to make up the shortfall.

Much production comes from offshore fields dotted
around the shores of the Gulf. The three greatest oil-
exporting countries—Saudi Arabia, Iraq, and Iran—all
send most of their oil via the Gulf. In 2003 90 percent of
oil exported from the Gulf went by tanker through the
Straits of Hormuz. This trade accounts for about 40 per-
cent of all world-traded oil. Secure trade in the Gulf is
now vital for the West. Huge tankers move from termi-
nals at Khark Island in Iran, Dhahran in Saudi Arabia,
Bahrain, and other locations through the narrow Straits
of Hormuz and onwards to Europe, Japan, and increas-
ingly to the United States. In 2003 Japan got about 75
percent of its total oil imports from the Gulf region, the
United States about 22 percent, and Western Europe 30
percent. Other significant importers of Gulf oil are India
and China. These vast ships, the biggest of which are
called Ultra Large Crude Carriers, maneuver uneasily
through the 3-kilometer-wide passage to which they are
restricted in the Straits. Thus huge trade has required vast
construction and dredging work to enable the tankers to
moor and load their cargoes. Pollution is a major threat
for all the Gulf states. Tankers deballasting as they enter
the Gulf often cause it.

So vital is the oil trade that various political factors
have often impinged. The Iran-Iraq War of 1980 to 1988,
when the United States even allowed Kuwaiti tankers to
fly the U.S. flag so Iran would not be able to attack them,
threatened the continuance of the trade. Territorial dis-
putes over areas that contain oil, or provide access to the
sea, are common. Best known is Saddam Hussein’s con-
quest of Kuwait in 1990, which both improved Iraq’s ac-
cess to the Gulf and brought important new oil reserves
under Hussein’s control. The West could not tolerate
this, and Iraq was expelled from Kuwait early in 1991.
Other disputes center on three small strategic islands in
the Straits of Hormuz. Iran occupied them in 1992, de-
spite protests from the United Arab Emirates.

SEE ALSO Albuquerque, Afonso de; ARAMCO;
Arms, Armaments; Caravan Trade; East India
Company, British; East India Company, Dutch;
Empire, British; Empire, Ottoman; Empire,
Portuguese; Ethnic Groups, Armenians; Ethnic
Groups, Gujarati; Ethnic Groups, Jews;
Factories; Gama, Vasco da; Gulbenkian,
Calouste; Imperialism; Iran; Levant Company;

Mercantilism; Millets and Capitulations;
OPEC; Petroleum; Piracy; Privateering; SaEud
Family; Ship Types; United Kingdom; United
States.
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PERU
The Peruvian Andes have a dramatic commercial histo-
ry—from self-contained pre-Columbian empire, to
world center of Spanish imperial trade, to nineteenth-
century dissolution and export booms and busts, and to
chronic trade crises in the twentieth century. Peru is
often typed as a classic “export economy,” though not a
very successful one.

By 1450 the entire Andean region (today’s Peru, Bo-
livia, Ecuador, and beyond) was dominated by Tahuan-
tinsuyo, today known as the Incan Empire. The Incas
achieved a sophisticated material culture and remarkable
feats of economic organization and integration. Ex-
change, however, was managed by the state or by local
pacts of reciprocity, which sent highland products (e.g.,
potatoes, wool) for lowland ones such as maize and cot-
ton. Redistributing political gifts, the Incas moved large
amounts of goods (such as fine Alpaca textiles or tropical
coca-leaf, a ritual stimulant) across a vast empire linked
by imperial roads and warehouses. Few markets or mer-
chants functioned here, largely in northern Quito, and
trade contacts to the outer world (via balsa rafts or jungle
missions) were intermittent. Tahuantinsuyo was im-
mense but isolated.

The Spanish Conquest (1532), which was motivated
by the zeal for precious metals, brutally incorporated this
region into the West and into a Mediterranean commer-
cial civilization. After a brief era of pillage and forced
tribute that led to demographic losses and demolished
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Incan economies, the Andes was at the center of a rising
world mercantile circuit. The discovery of unheard-of sil-
ver deposits in Potosí (in today’s highland Bolivia) made

the Viceroyalty of Peru by 1580 the world’s dominant
supplier of bullion. Output peaked around 1600 with 30
to 50 million pesos a year. Over the next century, Peru’s
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silver financed Spain’s empire and fueled Europe’s con-
tinuing trade expansion with Asia. It was a highly regulat-
ed trade, based on forced drafts of Indian labor (mita),
tightly controlled taxation of merchants (quintos–Royal
Fifths), and limited shipping (the fleet and fair system).
Political and extractive, it also stimulated interregional
trade activities throughout the Andean region—inputs
such as mercury from Huancavelica (for processing sil-
ver), textiles from Ecuador, leather from northern Argen-
tina, and wheat, wine, and sugar from irrigated coastal
plantations (often using imported African slave labor).
Commercial opulence contributed to the rise of dynamic
commercial class in Lima, and its port Callao, stratified
in a guild-like consulado.

This silver empire decayed in the next century, with
Spain’s financial and military decline, the exhaustion of
Potosí, and the mining boom in New Spain (Mexico).
After 1750 Spain’s Bourbon reforms adversely affected
Peru with their stress on competitive new foreign trade
ports (e.g., Buenos Aires on the southern Atlantic), new
trading rules, reduced subsidies, and greater taxation.
The commercial decline of Lima, however, has been
overstated. Peruvian trade and finances diversified. New
silver deposits were developed in central Peru and in
northern Hualgayoc; plantations specialized in sugar,
which was traded for Chilean wheat; and new exportable
items were eagerly sought, including Amazonian “Peru
bark,” the source of antimalarial quinine.

Peruvian nationhood (1824) marked the breakup of
the central Andes into three politically unstable states and
the rise of a new commercial order overseen by Britain
and featuring freer world trade. The early national period
(1821–1845) was marred by internecine strive, “national-
ist” (protective) trade policies, and the collapse of colo-
nial export patterns. In 1845 Peru’s “age of guano”
began, dominating trade (and much else in Peru) until
the 1870s. Guano is dried excrement of seabirds; it covers
the islands off Peru’s coast and was coveted after 1840 as
a valuable fertilizer in Europe. Shoveled into waiting
ships, the guano trade became one of history’s largest
commodity booms (11 million tons worth more than
$750 million), and a state monopoly managed by con-
tract European shippers and bankers, who were later
paired off with a national merchant class. With free trade
and easy foreign loans, Peru went on an import-buying
spree during the 1850s and 1860s. Historians have long
debated guano’s ultimate benefits to Peru. Recent studies
find that a high proportion of guano revenue was cap-
tured by the state, helping to stabilize it politically and
to fund development projects such as costly railways up
the Andes. However, the country was not ready for
guano’s exhaustion in the early 1870s; Peru was left debt-
laden, then bankrupt. There had been little diversifica-

tion, besides the revival of coastal plantations and the
rush to exploit desert nitrates (another exportable fertil-
izer) in the far south. Chile’s crushing defeat of Peru
(1879–1881) in a war fought over nitrates capped Peru’s
catastrophic nineteenth century.

Peru’s foreign debt, railways, and other resources
were not reordered until the Grace Contract of 1889. The
next era (1895–1929) saw the rebirth of Peru’s export
economy—it grew about 10 percent a year in the late
1890s—its diversification, and the first major roles for di-
rect foreign investment, mainly in mining. New sectors
arose: petroleum (in Lobitos field), industrial mining
(copper and zinc in Cerro de Pasco), Andean wool ex-
ports, coastal cotton and sugar again, and even medicinal
cocaine (a by-product of the coca leaf). Trade shifted to-
wards the United States, the country’s main trading part-
ner by the 1920s. The benefits of commerce filtered
through Peru in road building, new infrastructure, and
migration, but the new wealth stayed largely in the hands
of a liberal elite often decried as an aristocracy. Incipient
industrialization began, but soon Peru’s government re-
affirmed outward-oriented growth and exchange poli-
cies. The Leguía regime of the 1920s faced unstable com-
modity prices and mounting foreign loans.

The Great Depression hit Peru hard because much
of its “modern” state and society was built on an open
and vigorous world economy. Exports earnings fell 68
percent between 1928 and 1932, and recovered slowly.
Foreign investment and loans fell off. But in the postwar
era, Peru returned to its liberal export regime, with a
growing service, urban, and public sector. Export quanti-
ty tripled between 1945 and 1974, yet some observers
note a creeping crisis of export constraint. Agriculture
decayed and metal mining (dominated by multination-
als) rose. A few dramatic commercial ventures took off—
for example, fishmeal exports in the 1960s and state-
promoted (Amazonian) petroleum in the 1970s—but
both quickly repeated guano’s boom-and-bust pattern.
Peru’s post-1968 Velasco military reformism attempted
to address this faltering export dependence by nationaliz-
ing key industries such as oil and copper, and its agrarian
reform disrupted long-time coastal pursuits such as
sugar. Deeply indebted, by 1980 Peru (like much of Latin
America) was bankrupt again and endured fifteen years
of profound economic, social, and political crisis. A few
new exports emerged, including, tellingly, the illicit co-
caine bonanza in the Huallaga Valley (now displaced to
Colombia), tourism (dampened by the faded guerrilla
war of Sendero Luminoso), and, more recently, nontra-
ditional items such as asparagus, cotton textiles and high-
yield gold mining. Peru clings firmly to the post-1989
“neo-liberal” model of globalization, and despite occa-
sional growth spurts, the record so far remains unstable,
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adding to the ongoing impoverishment of its people and
the unpopularity of its governments.

SEE ALSO Argentina; Barcelona; Bullion
(Specie); Cádiz; Chile; Columbus, Christopher;
Conquistadors; Empire, Spanish; Encomienda
and Repartimiento; Gold and Silver;
Imperialism; Import Substitution; Laborers,
Aztec and Inca; Laborers, Coerced; Lisbon;
Magellan, Ferdinand; Mercantilism; New Spain;
Philippines; Potosí; Seville; Slavery and the
African Slave Trade; Smuggling; Tobacco.
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PETROLEUM
As early as 4000 BCE, petroleum recovered from oil seeps
was traded in the Middle East. The Babylonians collected
bitumen (asphalt), and, according to Greek observers,
used it for caulking, mortar, torches, and medicine. Oil
seeps in the Jordan Valley yielded bitumen traded as far
away as Egypt. Romans and medieval Europeans used pe-
troleum medicinally. By the eighteenth century, in some
parts of Eastern Europe oil was obtained by mining it
from shallow shafts; in the 1850s this limited production
allowed small-scale kerosene refining in Galicia.

Successful drilling of the first well at Titusville, Penn-
sylvania, in 1859 revolutionized petroleum recovery and
launched the U.S. petroleum industry. Most Pennsylva-
nia production was refined into kerosene. In 1861 the
first cargo of barreled kerosene was shipped from Phila-
delphia to London, beginning the transatlantic oil trade.
Kerosene was the largest manufactured export of the
United States into the 1880s, with John D. Rockefeller’s
(1839–1937) Standard Oil dominating manufacture and
export. Standard’s main market was Europe, but its kero-

sene also went to Canada, Mexico, India, and the Levant.
Usually kerosene was shipped in barrels, but that shipped
to the tropics was often canned, since consumers recycled
cans as containers and roofing material.

In the 1880s overseas competitors challenged Stan-
dard Oil’s dominance of world oil trade. Oil-well drilling
technology allowed Russian producers to develop fields
at Baku and brought Robert (1829–1896) and Ludwig
Nobel (1831–1888) to refine kerosene there in the 1870s.
Wishing to market their kerosene beyond Russia led
them to build the first oil tankers. Railroad and pipeline
construction linking Baku to the Black Sea port of Batum
in the 1880s made Batum a major oil port. In 1888 both
the Nobels and the Rothschilds, who had invested in Rus-
sian oil, set up kerosene importing and distributing orga-
nizations in the United Kingdom. Standard responded by
creating European affiliates and building its own tanker
fleet; tankers meant far cheaper, more efficient marine
transport of petroleum. Fierce price competition for Eu-
ropean markets followed.

To expand beyond Europe, the Rothschilds turned
to the Samuel brothers, London merchants who did busi-
ness throughout the Far East. Marcus Samuel (1853–
1927) began sending tankers of Rothschilds’s kerosene
through the Suez Canal to Asian distributors. Aiming for
access to Dutch East Indies oil and broader Asian mar-
kets, Samuel joined forces with the Royal Dutch Compa-
ny in 1901, founding Shell Transport Royal Dutch Com-
pany, later Royal Dutch/Shell. A large volume of Asian
oil reached world markets and gave Standard aggressive
Asian competition. When the Spindletop gusher of 1901
opened huge Texas Gulf Coast production, Samuel was
one of the European purchasers launching a lively oil ex-
port trade from that region.

After 1900 crude oil and gasoline outstripped kero-
sene in importance in world markets. Oil for naval use
assumed importance in military strategy and added im-
petus to the search for new reserves. Major arenas opened
up in Latin America and the Middle East. In Mexico,
President Porfirio Díaz (1830–1915) gave Sir Weetman
Pearson (1856–1927) a concession which led to the fabu-
lous Golden Lane discoveries near Tampico in 1910,
making Mexico a major producing nation and encourag-
ing exploration in Venezuela. In Iran/Persia, William
Knox D’Arcy (1849–1917) received a concession from
the shah leading to oil discovery in 1908 and subsequent
investment by the British government in the Anglo-
Persian Oil Company, the forerunner of British Petrole-
um. In 1912 Calouste Gulbenkian (1869–1955) orga-
nized a group of investors including Royal Dutch/Shell
into the Turkish Petroleum Company, which obtained a
concession to look for petroleum in what is now Iraq; for
his work, Gulbenkian would receive 5 percent of profits.
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Upon the discovery of oil near Kirkuk in 1927, Gulbenki-
an became fabulously wealthy.

World War I demonstrated the strategic importance
of oil, with U.S. oil a critical element in Allied victory.
Postwar fear that U.S. oil was running out encouraged
major U.S. companies to move into exploration overseas.
Political tension in Mexico discouraged foreign invest-
ment there, and in 1938 Mexico nationalized their oil,
creating Petroleos Mexicanos (PEMEX). However, dur-
ing the 1920s Standard Oil of New Jersey and Standard
Oil of Indiana joined Royal Dutch/Shell in developing
Venezuelan production, and the United States imported
an increasing amount of Venezuelan oil. In the Middle
East, a consortium of U.S. majors joined Gulbenkian’s
group to work jointly in the former Ottoman Empire, in
an area designated by Gulbenkian drawing a red line on
a map—the Red Line Agreement of 1928. During the
1930s Standard Oil of California joined with the Texas
Company (Texaco) to start work on an oil concession in
Arabia from King Ibn SaEud (1880–1953), a venture
which evolved into the Arab-American Oil Company
(ARAMCO).

Advances in geology, the application of geophysics
to prospecting, and the development of well-logging

technology like that introduced by Conrad Schlumberger
(1878–1936) helped prospectors bring in tremendous ad-
ditions to reserves both in the United States and overseas
during the 1920s and 1930s, giving multinational oil
companies the problem of how to market a flood of oil
without cutthroat price wars. A group of major compa-
nies attempted to divide up world markets, limit produc-
tion, and agree on a uniform pricing formula at Achna-
carry in Scotland in 1928. Companies agreed to stay with
market shares based on 1928 sales and on crude oil prices
defined by the U.S. Gulf Coast price plus the prevailing
freight rate from the Gulf to specific market destinations.
However, because both U.S. and U.S.S.R. production and
markets were outside the agreement, Achnacarry did not
do what major companies had hoped it would—stabilize
market conditions. During the later 1930s, many coun-
tries imposed barriers to trade in the form of import quo-
tas, price controls, new product regulations, and higher
taxes.

Oil was vital in military strategy in World War II.
Acquiring Dutch East Indies production was a major ob-
jective of the Japanese Empire; the vulnerability of its
tankers to U.S. attack starved Japan of oil and was a
major element in its defeat. Similarly, the German cam-
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paign in North Africa broke down for want of gasoline.
Intense demand for petroleum created by the war contin-
ued in postwar years, spurred by tremendous growth in
petrochemicals and refining, as well as skyrocketing use
of fuel oil, gasoline, and natural gas. To meet soaring de-
mand, oil companies began to draw heavily on the enor-
mous reserves of the Persian Gulf. Independents such as
J. Paul Getty (1892–1976) and Armand Hammer (1898–
1990) obtained concessions in the Saudi Arabian Neutral
Zone and Libya respectively, bringing in giant produc-
tion. Exploration in sub-Saharan Africa made Nigeria
and Angola producer nations. As a result, throughout the
1950s and 1960s cheap oil poured into world markets, fu-
eling economic growth in many countries. However, low
oil prices combined with growing nationalism to foster
discontent in producer countries over concessions and
low oil revenues. Their desire for a common front against
oil companies led to the founding of the Organization of
Petroleum Exporting Countries (OPEC) in 1960, whose
objectives included control of world oil prices and levels
of production.

After 1950 Arab-Israeli enmity complicated world
oil trade. Closure of the Suez Canal in the crisis of 1956
prompted oil companies to use supertankers to ship Per-
sian Gulf crude to Atlantic destinations. An Arab oil em-
bargo in 1967 was largely unsuccessful, but the Arab em-
bargo of 1973 directed against the United States and
several other nations was combined with production cut-
backs, resulting in a quadrupling of crude oil prices in six
months. Even after the embargo ended, opinion shapers
forecast prolonged energy crisis, which encouraged panic
buying of oil for storage, in turn further tightening sup-
ply and driving prices higher. Not content with higher oil
prices swelling revenues, many producer nations moved
to nationalize their oil, leaving foreign companies to op-
erate as contractors. With national vendors ready to sell
oil to the highest bidder, increasing volumes of oil were
traded on the spot market (the market for oil ready for
immediate delivery) in oil ports such as Rotterdam, rath-
er than through long-term contracts. In 1983 crude oil
futures began trading on the New York Mercantile Ex-
change (NYMEX), by which time over half world trade
in oil was on the spot market. Gone were the days when
most world crude stayed within the integrated systems of
multinational oil companies and long-term contracts sta-
bilized prices.

Ironically, a decade of high oil prices worked to un-
dermine OPEC and the control of producer nations over
world oil. Higher oil prices led to economic recession in
the United States and many other countries, decreasing
demand. Higher prices also encouraged both conserva-
tion and successful exploration and development in
high-cost areas such as the North Sea, the U.S. Gulf of

Mexico, and the Alaskan Slope. Non-OPEC producers
such as Norway, the United Kingdom, and Mexico
stepped up their production, undercutting OPEC power
over supply. When OPEC tried to prop up prices through
production quotas, members often cheated. Oil prices
slid downward in 1982 and crashed in 1986, falling from
over $30 a barrel to $10 or less, a disaster for both oil
companies and producer nations. Since then military ac-
tion in the Middle East has produced price spikes on the
world oil market, but OPEC has not been able to exert
much control over prices or production. Nor have con-
servation efforts made much headway; world demand
continues high, and world petroleum prices continue to
be volatile.
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PHARMACEUTICALS
The use of plants and minerals for medicinal purposes
goes back to ancient times. Today’s pharmaceutical in-
dustry includes firms that research, develop, produce,
and sell chemical or biological substances for medical or
veterinary use. Included in this category are prescription,
generic, and “over the counter” (OTC) medicines; vita-
mins and nutritional supplements; drug-delivery systems
and diagnostic substances; and related products and ser-
vices.
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The development of the pharmaceutical industry
began with natural products extracted from plants, such
as morphine from opium, emetine from ipecac root, and
digitalis from foxglove. Apothecaries prepared these
medications for physicians throughout the nineteenth
century, eventually establishing a fledging pharmaceuti-
cal industry.

From the seventeenth through at least the first dec-
ades of the nineteenth century in the United States, more
patients received care from herbalists, native healers, self-
proclaimed “doctors,” and midwives than from physi-
cians with recognized credentials from U.S. or European
medical colleges or universities. Eighteenth-century Ger-
man Lutheran immigrants in particular contributed to
medical culture as healers and traders in pharmaceuti-
cals. Between 1818 and 1822 more than a half-dozen fine
chemicals manufacturers existed in the Philadelphia area,
and they initiated the development of the modern phar-
maceutical industry as the manufacturing of medicines
in the laboratories of pharmacies shifted to manufactur-
ing of medicine in large factories specifically designed for
this purpose.

In Europe, the origins of the modern pharmaceutical
industry can be traced to the late nineteenth century,

A late nineteenth century ad touts the benefits of Cocaine Toothache Drops. Coca plants, which cocaine is derived from, were
chewed by Andean Indians for years to help increase physical stamina. It was hailed as a wonder drug both in Europe and America
until its negative addictive nature was discovered. © CORBIS. REPRODUCED BY PERMISSION.

when dyestuffs were found to have antiseptic properties.
The large pharmaceutical companies of Roche, Ciba-
Geigy, and Sandoz started out as family dyestuff compa-
nies based near the Rhine in Basel, Switzerland. Until
World War II Swiss and German chemical firms domi-
nated the industry throughout the world. In the postwar
years greater industry investment in research and devel-
opment led to important scientific breakthroughs in new
therapeutics and vaccines.

The pharmaceutical industry expanded rapidly in
the 1960s, benefiting from significant new discoveries
with permanent patent protection. During this time two
new technological paradigms were beginning to emerge:
biotechnology and bioinformatics. By the early 1980s
even large pharmaceutical firms, which deliberately did
not invest in biotech in the 1970s, began to embrace bio-
technology. In the 1990s the U.S. pharmaceutical market
grew from roughly equal in size to the European market
to almost twice its size, representing 40 percent of total
world sales. Remarkably, the U.S. market alone accounts
for 60 percent of total worldwide company profits. This
fact has forced European companies to look to the North
American market to remain competitive.
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GENERIC DRUGS

A generic drug is a copy of an original product whose pa-
tent has expired. Alternatively, generics are sometimes
defined as medicines for which the patent of the active
substance has expired, thus encompassing all out-of-
patent products, including originator brands.

Generics have existed throughout the history of the
pharmaceutical industry, but modern generics firms
emerged only in the mid-1960s. Many countries produce
generic drugs, including Canada, Brazil, South Africa,
Singapore, and China, but the leader is India. The inter-
national patent system establishes, to some extent, the
supply and cost of new pharmaceuticals in the world, but
developing countries can legally circumvent drug patents
in cases of national health crises by importing generic
medicines or issuing compulsory license to national firms
to produce them and pay royalties to the patent owners.

Since the conclusion of the Trade-Related Aspects of
Intellectual Property Rights (TRIPS) agreement in 2001,
the patent rules in most developing countries are similar
to those in developed countries, with stronger and lon-
ger-lasting forms of patent protection than previously.
The TRIPS agreement requires each developing country
to establish its own manufacturing base if it wishes to use
generic drugs, and there is no provision allowing export
of these drugs. In most countries patent legislation pro-
hibits “parallel imports”—imports of (legally produced)
pharmaceuticals from countries where they are less ex-
pensive (except with the permission of the patent owner
in the importing country). Thus, the patent owner in
each country faces no competition from independent im-
ports.

Brand-name drug companies argue that in develop-
ing countries manufacturing standards are lower and
corruption is a major problem, and that patents are nec-
essary to encourage research in unexplored areas.

DRUG APPROVAL AND COMPETITIVENESS

Procedures for drug approvals have a profound impact
on the development time and final cost of drugs. The
United States, with the 1962 Kefauver–Harris Amend-
ment, and the United Kingdom, with the 1971 Medicine
Act in 1971, toughened their approval processes by re-
quiring proof of efficacy as well as proof of nontoxicity.
Initially, this legislation reduced the worldwide competi-
tiveness of U.S. and British firms because they increased
research and development costs, but in the long term it
helped create an isolating mechanism for innovative
practices. In 1995 the European Union (EU) established
the European Medicine Evaluation Agency (EMEA), a
centralized agency that has the power to grant a single
drug approval for the whole transnational EU market.

The role and the regulatory procedures adopted by the
EMEA are very similar to those of its U.S. counterpart,
the Federal Drug Administration (FDA). Both agencies
are concerned with the public-health implications of im-
porting counterfeit copies of drugs.

Many factors affect the pricing of new pharmaceuti-
cals, including the efficiency of the drug, market size,
competitive landscape, and cost of development. Drug
pricing also varies widely among specific markets. In re-
cent years many pharmacy chains and pharmacy trade
associations have sued leading drug manufacturers,
charging illegal price fixing and restraint of trade in sev-
eral countries. Outside the United States most govern-
ment-run healthcare systems insist on lower prices from
pharmaceutical manufacturers. For this reason, foreign
consumers typically pay 25 to 50 percent less than Ameri-
cans for the same drugs. Although buying drugs abroad
for domestic use is technically illegal, it is a widespread
practice, particularly among senior citizens living in
states bordering Canada and Mexico. In addition, many
U.S. citizens’ prescriptions are filled by the more than 100
Canadian Internet pharmacies. The U.S. administration
and the FDA have opposed the practice, citing safety is-
sues, including the adulteration of imported drugs.

Currently, the United States, the EU, and Japan
dominate the world market for pharmaceuticals. All new
drugs are first marketed in at least one of these countries.
The introductory prices are thus related to the average
per capita income of these countries, and therefore are
generally out of reach of consumers in developing coun-
tries.

Another important issue affecting international
trade is “data exclusivity” required by developed coun-
tries, which refers to a test and other data (e.g., efficacy
and safety requirements) that a pharmaceutical company
must provide to a drug regulatory authority in order to
get first-time registration for any new drug it wishes to
market in a country. Once registration is granted, com-
petition from (foreign) generic drug manufacturers is de-
layed, providing a monopoly for a certain stipulated peri-
od of time.

S EE A LS O Cargoes, Freight; Drugs, Illicit;
Germany; Japan; United Kingdom; United
States.
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PHILADELPHIA
European settlers first established the English colony of
Pennsylvania in 1681, an area previously inhabited by
Delaware Indians and a few Europeans. The connections
of the settlers and the influence of the investors meant
that the port quickly dominated the colony’s economy.
Food was imported from Ireland and textiles and manu-
factures from Great Britain. These were paid for with ex-
ports of grain, flour, and timber to the West Indies, and
later to Great Britain and southern Europe, as well as
with the increasingly important earnings from the coastal
trade and the saleshipping services, the “carrying trade.”
As immigration increased the population in Philadel-
phia’s hinterland, there was still more produce for ex-
port, and more imports required. Thus, by the third
quarter of the eighteenth century, 70 to 80 percent of the
city’s workforce was engaged in the commercial, service,
and manufacture sectors. Philadelphia had become the
principal shipbuilding port and the leading commercial
center of the thirteen continental colonies.

Dislocation during the American War of Indepen-
dence meant that Philadelphia lost out relative to New
York and Baltimore in terms of population and trade
during the nineteenth century. However, the financial
sector, beginning with the Bank of North America in
1781, grew in importance, and Philadelphia was the lead-
ing financial U.S. city until the 1850s. Commercial and
Maritime Exchanges were established in 1863 and 1875,
and the Bourse in 1891. During the nineteenth century,
improved land and sea communications encouraged
trade with local, regional, and overseas markets. Large
coal shipments from the hinterland literally fueled a large
textile sector from the 1840s, and iron deposits encour-
aged manufacturing in a wide variety of items. Manufac-

turers took over from merchants as centralized factories
spread throughout the city. Shipbuilding stagnated mid-
century, but was later encouraged as iron prices fell and
demand increased from South America. Philadelphia cel-
ebrated its role as the leading industrial city in the United
States with a commercial exposition in 1876, but interna-
tional trade was still important. Five miles of wharves on
the Delaware and Schuylkill Rivers handled molasses and
fruit imported from the West Indies, wool from England,
glassware from Germany, and iron from Scandinavia.
Grain was still the main export, but coal and oil were also
important. This diverse economy cushioned Philadelphia
from much of the boom and slump inherent in the glo-
balizing economy.

The twentieth century witnessed even greater
changes for the city. During the Depression of the 1930s
fifty Philadelphia banks failed, but the financial sector
was robust enough to meet and exceed its war-bond quo-
tas during World War II. It later encouraged local and
regional development, and consolidated its position with
a regional stock exchange in 1976. World War II revived
shipbuilding in the city, with production of warships,
submarines, and tankers. However, Philadelphia experi-
enced a massive decline in manufacturing after World
War II, and people and employment slowly moved to the
suburbs. Philadelphia’s economy was drastically restruc-
tured in the later twentieth century with the healthcare,
professional, and business and retail sectors employing
the most people, but trade still played a part. In the early
twenty-first century, vehicles, machinery, electrical
goods, and medicines were exported through Philadel-
phia to Canada, Mexico, the United Kingdom, Japan,
and Germany, with iron and oil imported from Canada,
Venezuela, and Mexico. The knowledge, science and
tourist sectors were also promoted. The diversity of Phil-
adelphia’s economy continued to help the city overcome
adversity, but the port legacy endured.

S EE A LS O Agriculture; Baltimore; Boston;
Cargoes, Freight; Cargoes, Passenger;
Chambers of Commerce; Charleston;
Containerization; Empire, British; Free Ports;
Harbors; Los Angeles–Long Beach; New
Orleans; Newport; New York; Port Cities;
Salem; San Francisco–Oakland; Shipbuilding;
United States.
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PHILIP II
1527–1598

Philip II, king of Spain, was the first sovereign in history
to rule a world empire upon which the sun never set.
Overseas treasure and trade proved important in his
statecraft and wars.

In 1556 he succeeded his father, Emperor Charles V
(1500–1558), to rule Spain, the chief Caribbean islands,
Florida, Mexico, and Central and South America except
Brazil. In 1565 Spanish conquistadors began the con-
quest of the Philippines (named after him), and opened
a trans-Pacific trade route to Mexico, sailed annually by
the Manila galleon. The Casa de Contratación (House of
Trade) in Seville, established in 1503 regulated Spain’s
commerce with the Americas, and the annual treasure
fleets that brought the gold and silver used in Philip’s
wars and Europe’s trade with Asia. Little remained for his
efforts to improve the science of navigation. In 1580 Phil-
ip acquired Portugal and its rich commercial empire:
Brazil, African outposts involved in the slave trade, Goa
and other ports on India’s west coast, Malacca in Malay-
sia, Macao, and Indonesia’s Spice Islands. Spanish trade
with the new world grew, as did Portuguese trade with
Asia, until the 1590s, when the effects of Philip’s war with
Asia, until the 1590s, when the effects of Philip’s wars
started its steady declined.

In Europe Philip inherited the Low Countries
(today’s Belgium, Luxembourg, and the Netherlands),
much of Italy, and wars with the Turks. A staunch Catho-
lic, he failed to suppress Protestantism in Holland, and
became involved in war with the English, who supported
Dutch independence, engaged in piracy, and in 1588 de-
feated his invasion Armada.

SEE ALSO Elizabeth I; Empire, British; Empire,
Spanish; Mediterranean; New Spain; Peru;
Religion.
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PHILIPPINES
Before the Spanish came the inhabitants of the Philip-
pines, who had once lived in hundreds of isolated and

self-sufficient settlements, were developing linkages both
with each other and with the rest of Asia. By the sixteenth
century Chinese merchants had been regularly trading
with the islands for several hundred years, and Filipinos
were also sailing overseas as far as Melaka (Malaysia).
The Philippines exported forest and sea products and im-
ported such manufactures as porcelain and textiles.

The Spanish conquest truncated and distorted this
Asian outreach. From 1593 onward, for reasons of grand
imperial policy, Spain artificially restricted Philippine
trade, limiting it by law to the two huge galleons a year
that crossed the Pacific from Acapulco carrying “monks
and silver” and the junks that arrived in Manila with silks
and other luxury goods from south China (Fujian and
Guangdong) for transshipment to Mexico. This entrepôt
trade continued until the early nineteenth century. Al-
though in global terms it played an important role in
linking Asia and the Americas—the worlds of dear and
cheap silver—it had little direct impact on most Filipi-
nos, whose products were not valuable enough to com-
pete for scarce cargo space on the galleons. Only their
labor—cutting wood, building and manning the galle-
ons—was in demand. Outside of Manila, the Spanish
Philippines consumed virtually no imports and produced
no exports. The colonial state depended heavily on prof-
its from the galleon trade, directly and through an official
payment from Mexico, which was largely derived from
customs collected at Acapulco; without this payment the
otherwise unprofitable colony would have been aban-
doned. Some historians interpret the payment as a simple
return to Manila of revenues deriving from Philippine
trade, but the Spanish themselves saw it as a subsidy from
the viceroyalty of Mexico to the Phillipines.

THE RISE OF A COLONIAL EXPORT ECONOMY

In the late eighteenth century the “Bourbon Reforms”
began the transformation of the Philippines into an ex-
port economy. The original government initiatives—
establishment of a tobacco monopoly, direct trade with
Spain (through the Royal Philippine Company), encour-
agement of “development,” and the official opening of
Manila to Asian traders—did not achieve much, howev-
er. The monopoly was primarily an internal revenue
measure, the Philippines produced little that Spain could
not obtain cheaper from the Caribbean, and “develop-
ment” was often directed into such abortive ventures as
iron mining and silkworm production. Only sugar and
indigo made inroads into the small export trade of Ma-
nila, which still featured the sale, mostly to China, of tra-
ditional products such as rare woods, edible birds’ nests,
and sea slugs.

Around 1820, however, the post-Napoleonic indus-
trializing West encountered in the Philippines a colony
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ripe for exploitation. Taking advantage of loosening re-
strictions on foreigners, British and American merchant
houses brought to the islands a growing global demand
for sugar and abaca (Manila hemp), which dominated an
export trade that grew from under 2 million pesos in the
1820s to over 36 million by the mid-1890s. The tobacco
monopoly, too, began shipping its surplus to Spain.

Most of these commodities were carried by Western
ships and sold to Western markets through Western
traders. Abaca was made into rigging for clipper ships
and binder twine for mechanical grain harvesters; sugar,
tobacco, and coffee went to indulge European cravings;
indigo gave the Union soldiers in the U.S. Civil War their
blue uniforms. The Philippines imported (particularly
from Britain) machine-woven textiles and other manu-
factured goods, including matches, nails, corrugated
iron, kerosene lamps, and machinery such as steamships
and sugar mills. Whether or not they were aware of it,
most Filipinos had been drawn into the economic orbit
of the industrial West. By the middle decades of the nine-
teenth century U.S. economic cycles were reflected in the
abaca-growing Bikol provinces of southeast Luzon in
such indicators as wages, land prices, cockfight revenues,
and even the rate of marriage.

By the end of the century there were 50,000–100,000
Chinese in the Philippines, specializing in retail trade, but
also participating in a growing international rice trade.
For about two decades after 1855 rice from Pangasinan
province (Luzon) had been exported to southern China,
but the demand for food in other parts of the Philippines
soon reversed the flow of this trade. The Philippines be-
came a net rice importer—mostly from Vietnam—for a
hundred years; the majority of the merchants involved in
both ends of this trade were Chinese.

The U.S. annexation of the Philippines after 1898 al-
tered only the details of these trade patterns. Coconut
products emerged among the leading exports as the
growing world demand for lauric oils helped compensate
for declining markets for abaca and cigar tobacco. Tariff
measures channeled a much higher proportion of Philip-
pine trade, both import and export, to the United States
after 1909, reaching by 1931 to 1940 an average of over
75 percent. Preferential access to the protected U.S. mar-
ket meant that virtually all Philippine sugar was shipped
to the United States, which also remained the major mar-
ket for abaca and copra (dried coconut meat) and dis-
placed Britain as the major supplier of imports.

Thus the Philippine economy was more than ever
tied to the West, in particular to the United States. Daniel
Doeppers has calculated a 90 percent correlation between
the gross national product of the United States and the
total value of Philippine exports from 1905 to 1938
(Doeppers 1984). The Philippines also owed various

“windfall” benefits to decisions made in Washington,
D.C., such as the continued access of Philippine sugar to
the U.S. market in the 1930s and the rebate to Manila of
coconut excise taxes collected in the United States.
Meanwhile, U.S. control over Philippine trade policy pre-
vented the erection of insular tariffs to protect infant in-
dustries.

By the 1930s Japan had become a major investor and
a source of imports (especially of textiles) second only to
the United States. During World War II its “Greater East
Asia Co-Prosperity Sphere” was an effort to alter the ori-
entation of Asian trade. Breaking the Western connection
was not hard, but shortages of shipping and wartime de-
mands on Japan’s industrial capacity greatly impeded
trade between Southeast Asia and its new colonial mas-
ter. Though Japan requisitioned rice to feed its troops
and forced some Filipinos to grow cotton for their uni-
forms, the principal economic consequence of World
War II was not renewed Asian trade but physical destruc-
tion and a temporary reversion to subsistence produc-
tion.

ADJUSTING TO INDEPENDENCE

After “liberation” the Philippines restored prewar levels
of living by recreating prewar economic strategies. It im-
ported U.S. manufactures and exported primary prod-
ucts to the protected U.S. market, which in the early
1950s still accounted for 70 percent of all Philippine
trade. But political independence (1946) and the gradual
phasing-out of preferential U.S. tariffs also brought the
fitful beginnings of what might be called a “re-
Orientation” of the Philippines toward Asia. By the early
1960s Japan’s share of total Philippine trade had risen to
around 20 percent, whereas that of the United States had
fallen to around 50 percent. A decade later Japan had
climbed another 15 percent at the expense of the United
States. By the 1970s Japan was in fact the major supplier
of Philippine imports, and it soon became the chief ex-
porter of Philippine timber and minerals.

At about the same time, however, the Philippines
began falling behind other economies of eastern Asia. In
the 1950s it had developed a successful program of im-
port-substitution industrialization (ISI), and as late as
1960 its per capita income was higher than that of either
Taiwan or South Korea. But galloping population
growth, the downward drift of world commodity prices,
a complete dependence on imported oil, and the inherent
problems of ISI—a limited domestic market and en-
trenched inefficiencies—caused the Philippine economy
to falter. Corruption and a reckless borrowing spree
under martial law eventually created a massive debt crisis
and severe economic depression. The overthrow of the
Ferdinand Marcos dictatorship in 1986 failed to restore
the health of the economy fully.
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H I S T O R Y  o f  WO R L D  T R A D E  s i n c e  1 4 5 0 579



Although the Philippines continued to export fruit,
sugar, coconut products, and a few bulk commodities
such as timber and mineral ores, the global terms of trade
favored light, high-tech goods such as computer chips.
The Philippines, slower to respond than some of its
neighbors, found itself competing internationally in
labor-intensive manufacturing industries such as gar-
ments and electronic components, some made in special
“export processing zones.” With no profitable colonial
connection and no particular advantage in either unusu-
ally cheap labor or unusually efficient infrastructure, it
struggled to keep pace with its many rivals. Only the ex-
port of its labor (construction workers in the Middle
East, maids in Hong Kong, nurses in North America,
etc.) saved the country from total bankruptcy, as remit-
tances from Filipinos overseas became the largest single
source of foreign exchange.

SEE ALSO Board of Trade, Spanish; Bullion
(Specie); Canton System; China; Empire,
Japanese; Empire, Spanish; Entrepôt System;
Ethnic Groups, Cantonese; Ethnic Groups,
Fujianese; Gold and Silver; Guangzhou;
International Monetary Fund (IMF);
Imperialism; Import Substitution; Indonesia;
Japan; Laborers, Coerced; Laborers, Contract;
Loney, Nicholas; Magellan, Ferdinand;
Mercantilism; Mexico; Peru; Phillip II; Rice;
Silk; South China Sea; Sugar, Molasses, and
Rum; Textiles; Tobacco; Women Traders of
Southeast Asia; Zheng Family.
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PHILIPS
Philips was founded by Gerard Philips (1858–1942) in
1891 in Eindhoven, the Netherlands. Initially, the com-
pany concentrated on making carbon-filament lamps,
and by the turn of the century it was one of the largest
producers in Europe. It focused on research and develop-
ment and marketing, establishing marketing companies
in the United States and France before World War I, in
Belgium in 1919, and in the 1920s, all over Europe. The
company introduced a medical X-ray tube in 1918 and
began to export it to the United States by 1926. It became
involved in the first experiments in television in 1925,
and started to produce radios in 1927, and electric shav-
ers in 1939. In 1939 the company employed 45,000 peo-
ple worldwide.

After World War II Philips worked on transistors
and integrated circuits, which resulted in the discovery
in the 1960s of CCDs (charge-coupled devices) and
LOCOS (local oxidation of silicon). Among the major
subsequent inventions were the compact audio cassette
in 1963, PL and SL energy-saving lamps in the 1970s, and
the laser vision optical disc and the compact disc in 1978.
Philips established PolyGram in 1972, and acquired
Magnavox (1974) and Signetics (1975) in the United
States. Acquisitions in the 1980s included the television
business of GTE Sylvania (1981) and the lamp business
of Westinghouse (1983). Philips is Europe’s largest elec-
tronic company, with 159,700 employees and sales of
over 30 billion euros in 2004. It operates in the areas of
lighting, consumer electronics, domestic appliances,
semiconductors, and medical systems.
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PHYSIOCRATS
A new approach to competitive economics originated in
Paris among the group of economists who surrounded
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Vincent Gournay, France’s Commissioner for Trade
from 1751 to 1758. He himself published little, but the
origins of the phrase laissez-faire et laissez-passer have
been widely attributed to him.

Economic debate soon centered on the powerful and
original contributions of François Quesnay (1694–1774),
second doctor to the king, personal physician to Madame
de Pompadour, and one of France’s most distinguished
scientists with honors that included Fellowship of the
Royal Society of London. His influence and that of the
Physiocratic School, which he created, owed much to the
coincidence of his policy proposals with those of
Gournay’s circle.

France’s economists agreed above all that the tradi-
tional policy where corn, the principal food of the people,
was sold through the state should be replaced by compet-
itive markets. Farmers should be free to sell corn for the
highest prices they could obtain, whether in France or
overseas. France, with its administered grain markets,
suffered repeated famines, while this was unknown in
England, where farmers were free to sell corn for the best
prices they could get.

Portrait of François Quesnay (1694–1774), a famous French
physician and economist. Quesnay led a school of French
intellectuals in the eighteenth century who established the first
complete system of economics. The group’s thoughts and ideas
still form a solid foundation in the study of economics today.
© BETTMANN/CORBIS. REPRODUCED BY PERMISSION.

Quesnay discovered a coherent logical framework
for the school of Gournay’s new competitive economics.
He showed in detail how a modern capital-intensive agri-
culture conducted by wealthy entrepreneur-farmers
could create a surplus of 100 percent over agricultural
costs. Less capital-intensive farming, associated with
share-cropping, where landlords provided farmers with
the capital they required but took half their crops, yielded
a surplus of only 35 percent; while peasants who
scratched a bare subsistence from the soil without signifi-
cant farm capital produced no surplus at all. The agricul-
tural surplus was the crucial concept in Quesnay’s eco-
nomics. It provided rents for landowners, tithes for the
Church and taxes for the state.

Adequate finance for the government required that
capital-intensive entrepreneurial farming should pre-
dominate. Quesnay presented his argument through the
Tableau Economique, which has been widely described
as the first economic model. Here, the agricultural sur-
plus is paid in money to the landowners, the Church and
the state, who spend it to create the bulk of the econo-
my’s effective demand through a multiplier circulation
process. Money circulates in the economy like blood in
a human body (see Eltis and Vaggi).

In contrast to agriculture, industry and commerce
provided one-third of the economy’s employment but
generated no taxable surplus and depended for their
markets on the expenditure of the agricultural surplus.
If agriculture created a substantial surplus as in England,
industry and commerce would be extensive and prosper-
ous, and the government would obtain large tax reve-
nues. If agriculture yielded only small surpluses, as in
Spain and Portugal, industry and commerce would be
limited, and governments would command few re-
sources. France fell between these extremes of interna-
tional wealth and poverty.

In order to raise France’s prosperity to the level of
England’s, French agriculture had to become more prof-
itable to attract wealthy entrepreneurs who would intro-
duce more capital-intensive farming. Quesnay and his
physiocrat disciples and those whom they influenced,
such as the finance ministers Laverdy and Turgot who
held office in 1763–1769 and 1774–1776, believed that
there were two means to achieve this.

First, a new freedom to export food would enable
farmers to raise their prices, which would increase gov-
ernment revenues at the same time as they raised farm
profits from which further agricultural expansion would
be financed. Second, farmers as the economy’s wealth-
creators should face zero taxation.

In pre-Revolutionary France it was politically impos-
sible to achieve the supply-side reform of zero taxation
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for farmers, but Laverdy and Turgot briefly freed export
markets. Both experiments failed because the sharply
higher food prices that free markets initially produced led
to bread riots, the consequent dismissal of the reforming
ministers, and the reversal of their policies.

Quesnay’s analysis had a considerable impact on the
development of economics. He was a brilliant dialecti-
cian and he took his physiocrat followers through each
detail of his argument in a regular weekly salon, which
was attended in 1765–1766 by Adam Smith, who was
touring Europe as tutor to the Duke of Buccleuch. Smith
absorbed the new French economics, and in The Wealth
of Nations he described Quesnay’s system as “the nearest
approximation to the truth that has yet been published
on the subject of political economy” (p. 667). Intellectu-
ally, Quesnay and his disciples had established a new ap-
proach to economics. Physiocrats were invited to advise
monarchs in Germany and Russia. Quesnay had firmly
established the economy’s disposable surplus as the key
to economic growth or decline, and this became one of
the most significant elements in the classical economics
that Smith went on to establish. The new French eco-
nomics also emphasized the advantages of competitive
markets. Food prices were not to be forced up artificially.
The creation of free markets for food would raise the
prices farmers received to the level the prosperity of
France required. Two passages underline the classical na-
ture of Quesnay’s analysis, which precisely foreshadows
Smith’s free-market economics. In 1766 Quesnay wrote:

You will come round again to the necessity of ac-
cepting the greatest possible freedom of competi-
tion in all branches of trade, in order to cut down
as far as possible on the burdensome costs in-
volved in them. As soon as you have calculated the
effects of this general freedom prescribed by natu-
ral right, by virtue of which each person should
have the legal power to render his situation as
good as he possibly can, without infringing upon
the rights of others, it will become self-evident to
you that it is an essential condition of the growth
of public and private wealth. (Meek 1962, p. 229)

In 1776 Smith included an almost identical state-
ment in The Wealth of Nations:

All systems either of preference or of restraint,
being thus completely taken away, the obvious and
simple system of natural liberty establishes itself of
its own accord. Every man, so long as he does not
violate the laws of justice, is left perfectly free to
pursue his own interest in his own way, and to
bring both his industry and capital into competi-
tion with those of any other man, or order of men.
(p. 687)

One of Smith’s most celebrated insights was that an
“invisible hand” would lead individuals, each of whom

“intends only his own gain” to work together to promote
the interests “of the society” (p. 456). The equivalent
statement from Quesnay (and his coauthor, the Marquis
de Mirabeau) reads, “The whole magic of well-ordered
society is that each man works for others, while believing
that he is working for himself” (Meek, p. 70).

While the attempts to apply Quesnay’s new competi-
tive economics to France’s financial problems for which
it was originally created failed, it had a fundamental im-
pact on Adam Smith and through him on the develop-
ment of classical economics.

S EE A LS O Theories of International Trade.
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Walter Eltis

PIRACY
Piracy is highway robbery at sea, and pirates are thieves
afloat. Since ancient times pirates have thrived as para-
sites on legitimate maritime commerce. After 1450, how-
ever, the volume and value of certain types of seaborne
trade grew dramatically. Criminal gangs of seafaring
men, along with a few women, soon seized upon this new
bounty. Some were spurred by vengeance, but most it
seems by the hope of gain. Some sea raiders preferred to
steal from religious or political enemies, occasionally as
licensed “corsairs,” or “privateers,” in wartime. Licensed
reprisal was an ancient custom of the sea. In other cases
coastal fishing folk revived or developed new piratical
tendencies as opportunity arose. All three forms of pira-
cy—freelance criminal, politico-religious, and culturally
endemic—have persisted to the present day, particularly
where states are weak and commercial traffic is heavy.
Geographically, piracy has flourished mostly near narrow
straits, isolated archipelagos, and rugged coasts. Pirates
have always needed land bases and markets for stolen
goods.

The great prizes of the early modern period, which
included vessels as diverse as carracks, caravels, dhows,
galleons, junks, frigates, and giant outrigger canoes, car-
ried gold, silver, gemstones, silk, fine porcelain, sugar,
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One of the most famous pirates during the early
1700s, Edward Thatch, or “Blackbeard,” roamed the
waters of the Caribbean and eastern coast of the
United States, seizing more than forty vessels during
his career. This fearsome legendary figure, who was
thought to be of English descent, began his pirating
career in 1713 aboard a Jamaican sloop commanded
by Benjamin Hornigold. In November 1717 the two
men captured a French slave ship, the Concorde. When
Hornigold decided shortly afterwards to retire from
pirating, Blackbeard took control of the ship, renaming
it Queen Anne’s Revenge. After continually preying
upon merchant ships involved in New World trade,
Blackbeard was tracked by the Royal Navy to Ocracoke
Inlet, North Carolina, where he was killed in a bloody
confrontation on November 22, 1718.

Ryan Peacock

BLACKBEARD

spices, and slaves. Freightage costs were so high at first
that only compact valuables got shipped long-distance,
whether in eastern or western seas. With such concentra-
tions of liquid and attractive plunder at stake and with
such weak maritime law enforcement the worldwide
norm, true pirates did not discriminate. Their victims in-
cluded Portuguese, Chinese, Spanish, Mughal, Venetian,
Javanese, Dutch, Gujarati, French, Ottoman, Danish, and
many other shippers. Indeed, the temptations were such
that sailors and merchants of these and other ethnicities
and nationalities frequently turned pirate or renegade. In
lieu of international accord or a concerted naval cam-
paign, piracy was nearly unpunishable.

For much of the early modern period, Iberian Cath-
olics were the principal targets of piracy in the Americas
and East Atlantic. The considerable mineral wealth of the
Indies proved irresistible, and even Columbus was vic-
timized by French corsairs. Meanwhile, Islamic, Jewish,
and Christian pirates of varying regional origins preyed
upon numerous trading states and merchant communi-
ties in the Mediterranean. Most famous among these
were the Barbary corsairs, whose ransoming and extor-
tion rackets persisted into the early nineteenth century.
Farther east, the vibrant commercial economy of Venice
appears to have been undone in large part due to piracy
in the sixteenth and early seventeenth centuries, thanks

to the Uskoks of Senj and other entrenched parasites. On
the other hand, Venetian, Spanish, Chinese, Mughal,
French, English, Portuguese, and Ottoman naval officials
all regarded “culturally endemic” pirates a useful
paramilitary scourge on occasion. Weak states needed all
hands.

Chinese and Southeast-Asian shipping proved highly
vulnerable to Japanese pirates, or wako, who raided both
commercial fleets and significant land targets in the fif-
teenth and sixteenth centuries. The Ming state’s response
was mostly to relax monopoly trade strictures in the later
sixteenth century, with aggressive sea action appearing
only after the Manchu succession. By the mid-
seventeenth century, Taiwan was regarded as strategically
critical to both pirates and their enemies. By this time
Madagascar was emerging as an international Indian
Ocean pirate base, frequented by such famous characters
as William Kidd. Indigenous pirates of varying faiths and
ethnic affiliations also flourished in the heavily traversed
Arabian Sea and neighboring waters, particularly the
straits on either side of the Arabian Peninsula, some until
the early nineteenth century. The main targets were first
Muslim pilgrims, and later Hindu and other non-Muslim
merchants.

In the Americas, the Spanish had it worst. This was
to be expected for two reasons: 1) the enormous extent
of thinly patrolled littorals and poorly defended shipping
lanes claimed by Spain; and 2) the frequent movement
of bullion in Spanish bottoms. As a result, piracy and pri-
vateering cycles recurred in both Atlantic and Pacific
Spanish America from 1500 to the 1820s. Throughout
the period, formal war with Spain back home simply ex-
cused a range of thefts and raids already under way.

ERAS

The early cycles of piracy were French (1500–1565), Eliz-
abethan English (1568–1603), and Dutch (1599–1648),
with the respective arch-pirates—at least from the Span-
ish perspective—Jacques Sores, Francis Drake, and Piet
Heyn. Despite some great losses in the Atlantic, most no-
tably Piet Heyn’s 1628 seizure of a treasure fleet along the
northern coast of Cuba, Spain’s annual silver ship to Ma-
nila proved remarkably resistant to pirate attack.

The next cycle, lasting from the 1650s to about 1700,
gave rise to the archetypal buccaneers of the Caribbean.
Some were escaped slaves and indentured servants, oth-
ers renegade sailors and even merchants. Buccaneer
gangs were typically heterogeneous and prone to turn on
unwary sponsors. For this reason the Caribbean bucca-
neers were perhaps the first multiethnic, freelance pirates
to draw substantial, albeit largely ineffective, retribution
from distant European states. Some outstanding raiders,
such as the Welshman Henry Morgan, were nominally
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punished by their “mother” states, then rewarded with
political office and knighthood. Spanish diplomats were
understandably outraged, but in the absence of strong
navies, state ambivalence toward piracy prevailed.

Piratical interest in Portuguese vessels concentrated
for a time on East Indiamen, but eventually the volume
of the Brazilian sugar, tobacco, and slave trades also drew
takers. The principal maritime scourge of the Portuguese
were the Dutch corsairs, who through company-
sponsored privateering raids eviscerated a worldwide Lu-
sophone trading empire in the first half of the seven-
teenth century. Portuguese slaving posts in western Afri-
ca were major targets, and piracy and privateering
continued to intersect with the African slave trade
throughout early modern times. Indeed, the first Africans
to reach Jamestown, Virginia, were taken by Dutch cor-
sairs from Portuguese slavers in 1619. The discovery of
gold and diamonds in Brazil in the 1690s also drew an
immediate response from pirates, particularly those ply-
ing Caribbean and West African waters.

Finally, the famous era of Anglo-American piracy
crested in the early eighteenth century, yielding such
memorable characters as Blackbeard, “Calico Jack” Rack-
ham, Ann Bonny, and Mary Read. These pirates, whose
energies were as often directed against English as against
Spanish or Portuguese targets, were effectively snuffed
out by the English Royal Navy in the 1720s. Rising British
sea hegemony and a new “zero tolerance” policy would
subsequently dampen but never eliminate world piracy.
A great piracy cycle associated with Latin American inde-
pendence in the 1810s and 1820s is a case in point. A sec-
ond was a massive piratical eruption in the South China
Sea between 1790 and 1810. The former gave rise to the
legendary pirate practice of walking the plank, the latter
to history’s greatest woman pirate, Cheng I Sao, com-
mander of a giant fleet.

RESPONSES AND CONSEQUENCES

Other responses to piracy included assembling merchant
vessels into convoys and fortifying port cities with mas-
sive stone bastions. In most cases it became the responsi-
bility of merchants, colonists, their offspring and slaves,
and native inhabitants to defend themselves and their
territories against piratical onslaught. Militias were
formed, along with networks of coastal, mostly indige-
nous, spies. An unexpected consequence of this policy
was the formation of interethnic regional identities and
disillusionment with the mother country—precursors to
independence. Meanwhile, the risk to merchants was suf-
ficient to foster a thriving marine insurance business in
major metropolises. Still, elevated costs deriving from
losses and defense taxes were usually passed along to less
capitalized factors—and of course to consumers. As is

true today, storms, reefs, and sandbars remained much
greater risks than piracy.

In the nineteenth and early twentieth centuries,
world piracy was mostly kept under control by compet-
ing European imperial powers, with the United States
playing a minor but growing role. Merchant ships also
became bigger and more difficult to attack, but new im-
perialist strategies, all of them expensive, included far-
flung coast guards, naval bases, and a general desire to
control straits and other vulnerable “choke points.”
Technological advances in shipbuilding, weapons manu-
facture, and communications also enabled more efficient
interdiction. Finally, diplomacy and stepped-up enforce-
ment of international agreements played key roles. Nev-
ertheless, in wartime and at the fringes, piracy was apt to
flare. These predatory outbursts were nothing like those
of early modern times, but seafaring opportunists could
always be found at the margins of state power.

Piracy in the twentieth century popped up in the in-
terstices amid the chaos of the World Wars and other
conflicts, but only in more recent times have genuine pi-
racy cycles of some significance emerged. Leaving politi-
cally or religiously motivated hijackings, kidnappings,
and terrorist acts aside (these having mostly other than
pecuniary aims), there have been at least three distinct
trends. First, and most traditionally piratical, have been
attacks by criminal gangs on cargo and leisure vessels.
The Strait of Malacca and seas off the southwest Philip-
pines have been worst hit, but attacks of this kind have
grown worldwide since the 1980s, including in the Lesser
Antilles, in coastal and riverine Brazil, and in West Afri-
ca. State atrophy has followed the Cold War and decolon-
ization in many regions, emboldening criminal networks
on land and at sea. Also, tax- and liability-evasion strate-
gies among shippers have exacerbated problems of prose-
cution. Second is the preying of pirates upon political ref-
ugees and migrant workers, a phenomenon first noted in
Southeast Asia in the early 1970s but continuing subse-
quently in the eastern Pacific, Mediterranean, and else-
where. Last is piratical poaching on the illegal drug trade,
a phenomenon not easily studied or quantified given its
secret nature, but likely the most murderous of current
forms of maritime predation.

S EE A LS O Empire, British; Empire, Spanish; Gold
and Silver; Labor, Types of; Privateering; Ships
and Shipping.
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Kris Lane

POLITICAL SYSTEMS
The history of trading patterns since 1450 demonstrates
that international trade does not depend upon any given
political system. Long before democracy or political lib-
eralization emerged in the nineteenth century, trade was
conducted between authoritarian polities in Western and
Central Europe. Thus it is technically impossible for a
political system to have dictated trading relationships.
More important in this early period were other factors,
such as geography, size, and wealth. Countries penetrated
by waterways that led to the sea and countries with long
coastlines traded more extensively than others. Riverine
England did more trade than relatively landlocked France
and much more than Russia, whose rivers ran north and
south, not east and west. The existence of small and
wealthy states also contributed to trade irrespective of
political system. Venice, Genoa, Portugal, and Holland
traded far more than their large territorial colleagues.
This is to be expected on purely economic grounds, be-
cause large territorial states could rely on their national
markets for many of the wares they needed. Wealthy na-
tions such as Spain and later England also engaged in
more trade because they had more money to spend. In
some cases, authoritarian polities included “liberalizing
coalitions” that favored trade with other countries even
when their regimes were not fully liberal. This was partic-
ularly true of Holland and England.

HOW DOES TRADE VARY ACROSS POLITICAL
SYSTEMS?

It is less clear what effect a change in political systems has
upon trade. The historical record has been mixed on this
question. Most countries remained formally authoritari-
an until the nineteenth century. The revolutions in the
United States and France in the late eighteenth century
interrupted trading ties with other countries, and in both
cases favored a rise in tariffs—Napoleon Bonaparte’s
Continental System, and Alexander Hamilton’s tariffs
and internal improvements. Thus, in these two instances
the rise of a more liberal or democratic elite did not favor
free trade. Both nations, of course, were developing
countries as compared to their competitor—the first in-
dustrial nation, Great Britain—and they both embraced
the infant-industry argument for tariff protection, as did
early-nineteenth-century Prussia. More recently, the new
nations that have been created by the collapse of the Rus-
sian and Yugoslav empires are not distinctly more eco-
nomically liberal than other states, and scarcely more so
than their parent empires. Important economic restric-
tions remain in place. As some of them join the European
Union, however, they have been forced to adopt the ac-
quis communautaire (agreed community principles) in
which trade policies will be set by community institu-
tions, tending in a more liberal direction.
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In the nineteenth century nonrevolutionary political
change in Britain did pave the way for tariff reform and
economic liberalization. It did so by enfranchising mid-
dle- and working-class voters who wanted cheap food
and raw materials. British success with an export-led
growth strategy was emulated by a host of other nations.
Up until the late 1870s, fledgling European nations opted
for lower tariffs. When the Great Depression of 1873 to
1896 commenced, however, continuing political liberal-
ization did not prevent higher tariff levies in many coun-
tries. When World War I occurred, military planners
took control of raw materials and reduced all but strate-
gic imports. This occurred in Britain, France and Germa-
ny. The first fully regimented economies emerged from
the war. Afterwards, governments were slow to dismantle
controls. Nor were the new states freed from the Austro-
Hungarian and Ottoman Empires paragons of liberal vir-
tue in terms of trade. They continued restrictions after
the war. When left-wing labor and socialist parties
achieved power, and particularly after the onset of the
Great Depression in 1929, controls were increased on na-
tional economies in Europe and America. In the early
1930s governments competed by “beggaring thy neigh-
bor” and shifting deficits to others through tariffs, quo-
tas, and exchange depreciation.

After World War II further political change occurred
in Europe, this time encouraging economic openness.
The United States sought to protect the societies of West-
ern and Central Europe nations and Japan against Soviet
Communism, and it helped to install open economies to
achieve this result. The role of the United States as an
economic hegemonic power—providing markets and
loans to countries in trouble—facilitated the growing
structure of free trade. According to the “hegemonic sta-
bility argument,” free trade needs a “leader” to keep the
system open by providing liquidity to those nations that
might be tempted to revert to protection. The hegemon
also sanctioned miscreants and rewarded cooperators to
support an open international economy, at least on the
non-Communist side of the ideological fence. The Unit-
ed States performed this function until the 1970s.
Though the United States weakened relative to other in-
dustrial nations after that, the oil crisis and petrodollar
loans in the 1970s brought the developing world into the
international financial picture. With the huge oil price
increases of 1973 to 1974 and 1979 Arab oil states
amassed large funds to invest abroad. They typically lent
these “petrodollars” to developing countries at rising
rates of interest. Having borrowed in large amounts, the
developing nations discovered in the 1980s that they had
to sell manufactured exports abroad to pay back their
loans. This need quickly stifled the import-replacement
strategies that they had been following, and evoked a re-
duction of tariffs in the Uruguay Round of World Trade

Organization (WTO) negotiations, which concluded at
the beginning of the 1990s. It remains true, however, that
developing nations retain much higher tariffs than their
industrial colleagues, and many countries (Western and
non-Western) protect their agriculture, a salient issue in
the next round of WTO tariff negotiations.

Just as the British model inspired emulators in the
nineteenth century, the Japanese model gained many im-
itators in the twentieth century and afterward. Generally
renouncing nuclear weapons, trading states (including
Japan, Germany and many other West European states,
Korea, Taiwan, Singapore, Indonesia, the Philippines,
and others) focused on their commercial vocation and
sought influence through greater economic growth. Al-
though a nuclear power, China has followed in their foot-
steps and developed new trading and investment ties with
Japan, European countries, and the United States. In fact,
China has proceeded beyond the Japanese model by per-
mitting a huge flow of foreign direct investment into its
mainland economy. Foreign direct investment in China
has allowed Western and Japanese firms to outsource
their production and to manufacture much cheaper
goods for the home market. China has benefited from
technology transfer, and also from the exports which this
investment has stimulated. Although ultimately China
will produce largely for its own consumption, it has for
a time become a signal representative of the “export-led
growth” strategy which Britain pioneered in the nine-
teenth century.

In China’s case, moreover, its “trading” vocation has
temporarily substituted for political liberalization as a
strategy of modernization. China’s leaders deliberately
decided to emphasize economic growth to avoid Russian
political and economic failures which, they believe,
stemmed from premature democratization. This choice
permits the Chinese government to decentralize political
and economic autonomy to particular provinces, avoid-
ing a crisis at the center. Initiatives in Guangdong,
Shanghai, and Dalian thus serve as test cases for policies
the regime is not yet ready to embrace at its central core.
Such a policy, however, can only succeed for a time. Ulti-
mately, long-term investments by foreigners in China
will come to depend upon the liberalization of the re-
gime, the stability of the currency, and the probity of
Chinese courts. Investments depend upon “transparen-
cy,” and transparency in turn depends upon a greater de-
gree of liberalization, both politically and in terms of in-
formation. Freedom of contract and the enforcement of
contracts in local, impartial courts also require further
political change.

More generally, however, the historical record does
not suggest that political liberalization leads immediately
to more liberal patterns of trade. Initial democratization
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can favor tariffs as readily as freer trade. Some contend
that democracies (which limit rent-seeking) are more
likely to pursue free trade and to stabilize currencies than
are nondemocracies, but this must allow for a host of ex-
ceptions. For democracy to emerge, countries must be
convinced that reformed political institutions are consis-
tent with economic growth and trade, and they need ex-
amples of successful transitions to make such a choice on
their own.

DOES FREE TRADE LEAD TO
DEMOCRATIZATION?

There are many political and economic causes of democ-
racy. When authoritarian regimes are defeated in war,
their successors may sometimes become more democrat-
ic, though this process can take time. Sometimes occupy-
ing powers foist democracy upon a pliable enemy popu-
lation. In other cases, defeated nations reject occupation
and opt for repressive measures to regain their strength.
Economic crisis also becomes a means of political
change. States frequently install new political regimes
after a sudden and drastic downturn in the economy. Al-
though these are sometimes authoritarian, they more
often move in a liberal direction to gain support for nec-
essary economic change. Yet it is questionable whether
free trade itself is the single key factor favoring democra-
cy. Recent writers have claimed that democracy is likely
to emerge when the prospect of war declines in a context
of greater wealth—states can afford to be democratic
when the fear of war recedes. Wealth is also very impor-
tant. Trade may sometimes lead to wealth, but even
countries with relatively low trade to GDP ratios can es-
tablish and maintain democratic systems if they are
wealthy enough. The United States was in this situation
in the 1920s. Although higher trade ratios characterized
the small European nations that moved toward democra-
cy in the nineteenth century, again wealth was a founda-
tion of further political change. India is one of the few
examples of a nonwealthy democracy, and of course its
growth rate has increased rapidly in recent years. Wheth-
er formal democracies in Africa or Latin America can
sustain their positions again seems to depend upon an as-
sumption of continued economic growth. Econometric
studies find that democracy is correlated with high per
capita GDP, a high share of income going to the middle
class, a high primary-school enrollment, and near-parity
in male-female primary-school achievement. Trade does
not play a central political role in this outcome.

SEE ALSO Capitalism; Nationalism; Socialism
and Communism.
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MARQUÊS DE POMBAL
1699–1782

Dom Sebastião José de Carvalho e Melo, the Marquês de
Pombal, was the controversial autocratic Portuguese
chief minister under King José I (1750–1777). Pombal’s
rationalist reform policies initiated an unprecedented pe-
riod of modernization that profoundly shaped the eco-
nomic and intellectual culture of his nation. Pombal
strove to increase domestic manufactures and reduce the
influence of foreign agents in the Portuguese economy,
chiefly the British merchant community in Lisbon. As
Portuguese ambassador to London (1739–1743) and Vi-
enna (1745–1749), he absorbed principles of mercantilist
economic theory and the Enlightenment (Pombal joined
London’s Royal Society in 1740). He returned to Lisbon
determined to strengthen Portugal’s position interna-
tionally through a program of rational reform. In 1750
Pombal oversaw the founding of the Royal Factory of
Silks in Lisbon, an attempt to domestically produce tradi-
tionally imported luxury textiles. To encourage the
growth of a Brazilian colonial merchant class (and there-
by deter British encroachment on the imperial econo-
my), Pombal instituted the monopoly trading company
of Grão Pará and Maranhão (1755). In 1756 Pombal es-
tablished the world’s first demarcated wine region to reg-
ulate Port wine production, thus stabilizing the market
for Portugal’s most important export commodity. Pom-
bal’s steady, proactive leadership following the Lisbon
earthquake (1755) allowed him to strengthen his influ-
ence over Portuguese society. Major social and intellectu-
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al reform initiatives ensued: the expulsion of the Jesuit
Order (1759); a rationalist reform of the Coimbra Uni-
versity curriculum (1772); and curtailment of the Inqui-
sition’s power through a restructuring of that institu-
tion’s bylaws (1774).

SEE ALSO Brazil; Empire, British; Empire,
Portuguese; Lisbon; Mercantilism; Monopoly;
Porto; Portugal; Wine; Wool.
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POPULATION—EMIGRATION AND
IMMIGRATION

Most of the exchange between geographic units consists
of the movement of goods and services. Nonetheless,
shifts in moveable factors of production, capital, labor,
knowledge, and entrepreneurship are often important.
For voluntary migration, matters of “push” and “pull”
are relevant, that is, whether the dominant factors were
negative ones in the areas of origin or positive ones in the
areas of destination. With the exception of forced migra-
tions, the important factors were usually the “pull” of
more favorable labor-market conditions, economic op-
portunities, and living conditions at the destinations.
There were, however, notable exceptions, such as the
great potato famine of the 1840s in Ireland and other
areas of Europe and the massive displacement of persons
associated with the destruction of wars, especially World
Wars I and II.

INVOLUNTARY AND VOLUNTARY MIGRATIONS
IN THE COLONIAL PERIOD

Since 1450 a large forced migration was that of black Af-
ricans taken as slaves and moved to the Western Hemi-
sphere. Over the period 1451 to 1870, almost 9.6 million
slaves were so transported, the largest number going to
Brazil (3.6 million). The Caribbean, especially the sugar
producing islands, received about 4 million. British
North America received only about 400,000 (about 4.2
percent of the total), but the mortality rate outside North
American was so high, and the fertility rate so low, that
by about 1825 North American had 36 percent of the
slaves in the Western Hemisphere. Great Britain and
other nations began outlawing and suppressing slavery
and the slave trade in the early nineteenth century. The
slave trade continued, however, to a reduced extent and
illegally in the Atlantic, and also from West Africa to
areas in West and South Asia. The peak of the imports

of slaves to the Americas was in the eighteenth century,
with an annual average of about 55,000. Slavery in the
Western Hemisphere terminated with the end of the U.S.
Civil War in 1865 and the abolition of slavery in Puerto
Rico (1873), Cuba (1886), and Brazil (1888).

From 1450 to approximately 1850 we have limited
information about voluntary migrations. The most im-
portant international flow was from Western Europe to
the Western Hemisphere. It is estimated that more than
60 million Europeans emigrated from the beginning of
colonization (c. 1500) to 1940. Subsequently, there has
been a gross movement out of Europe of almost 15 mil-
lion, with a net movement of probably 10 to 12 million.
Most of this migration went to North America (defined
here as the United States and Canada), but significant
numbers went to Argentina, Brazil, Chile, Cuba, Mexico,
Uruguay, and other areas of the Caribbean and Latin
America. Between 1500 and 1760 the total emigrant flow
from Europe to the Western Hemisphere was likely about
2.1 million persons, of which about 36 percent originated
in Britain, 33 percent in Spain, 25 percent in Portugal,
and 5 percent in France.

Information for the colonial and early national peri-
od in British North America and the United States is not
easy to obtain because regular collection of immigration
statistics only began in the United States at major ports
in 1819. Estimates of white European emigration to Brit-
ish North America and the United States for the period
1700 to 1820 range between 765,000 and 1.3 million Eu-
ropeans. Most originated in Britain (England, Scotland,
Wales) and Ireland, but some came from the Rhineland
in Germany and the Netherlands, and a number of Hu-
guenots (French Protestants) sought refuge. Although
there was a gross flow of about 25,000 migrants from
France in the seventeenth and eighteenth centuries to the
Saint Lawrence Valley and other areas of New France,
most of the population growth after about 1680 (from
about 9,400 to about 75,000 in 1760) came from natural
increase. Spain and Portugal did not encourage immigra-
tion into their Western Hemisphere colonial possessions.
Nonetheless, it is estimated that about 680,000 emigrated
from Spain and about 520,000 emigrated from Portugal
up to 1760. Most of the French, British, and Dutch who
went to their respective West Indian colonies did so be-
cause of civil administration or military service or to seek
wealth in sugar cultivation. Many died there, and some
returned to Europe.

1820 TO 1960

In the period since 1820 increasingly large numbers of
migrants began to cross the Atlantic from Europe to
North America. Between 1820 and 1920, when the Unit-
ed States had relatively few restrictions on immigration,
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Estimated slave imports into Europe and the Americas, 1451–1870. (000s)

Region and country 1451–1600 1601–1700 1701–1810 1811–1870 Total

British North America — — 348.0 51.0 399.0
Spanish America 75.0 292.5 578.6 606.0 1,552.1
British Caribbean — 263.7 1,401.3 — 1,665.0
French Caribbean — 155.8 1,348.4 96.0 1,600.2
Dutch Caribbean — 40.0 460.0 — 500.0
Danish Caribbean — 4.0 24.0     — 28.0
Brazil 50.0 560.0 1,891.4 1,145.4 3,646.8
Europe 48.8 1.2 — — 50.0
Sao Tome 76.1 23.9       — — 100.0
Atlantic Islands 25.0 —  — — 25.0

Total 274.9 1,341.1 6,051.7 1,898.4 9,566.1

Annual average 1.8 13.4 55.0 31.6 22.8

SOURCE: Adapted from Curtin (1969).

 THE GALE GROUP.

and when regular data collection on immigrant arrivals
began, about 33.7 million persons were recorded as hav-
ing entered the country, of whom 29.8 million (or over
88%) were from Europe. And this does not include some
migrants who entered as first-class passengers, through
minor ports, or across land borders (mostly Canada) ear-
lier in the century. It is a gross flow, because immigrant
returns were not recorded until 1908. Nonetheless, these
are huge numbers. For that period, net immigration rep-
resented about a quarter of U.S. population growth, and
up to a third in some decades (1850–1860 and 1900–
1910). During that century a dramatic shift took place in
the composition of migrants by area of origin within Eu-
rope. For the decades 1820 to 1890, 82 percent of all mi-
grants (and 91% of European migrants) came from
Northern and Western Europe (Britain, Ireland, Scandi-
navia, France, the Low Countries, and western Germa-
ny). But a major change began in the 1880s. For the dec-
ades 1891 to 1920, only 25 percent of all migrants (and
28% of European migrants) originated in Northwest Eu-
rope, whereas 64 percent of all migrants (and 72% of Eu-
ropean migrants) were from regions in South, Central,
and East Europe (Italy, Spain, Portugal, Austria-
Hungary, Russia, and regions in the Balkans and eastern
Germany).

This was the first great shift in migration to the Unit-
ed States. The second occurred from the 1960s onwards.
Earlier in the twentieth century U.S. immigration had
been restricted with the passage of the Literacy Test Act
(1917), the Emergency Immigration Act (1921), and the
Immigration and National Origins Act (1924), which fi-
nally established annual quotas of 2 percent of the share
of each nationality group in the census of 1890. In 1929
the quotas were ultimately to be based on the census of
1920 but for a total not to exceed 150,000 per year, in

contrast to the levels in excess of a million per year in the
years just prior to World War I. These quotas remained
more or less the rule until 1965, when additional immi-
gration-reform legislation was passed that allowed liberal
rules on family reunification and modified quotas for
areas outside Europe. More recently, the Immigration
Reform and Control Act of 1986 further modified the
rules. Whereas gross immigration to the United States
was 819,000 for the years 1921 to 1960 (of which 58%
was from Europe), the flow over the years 1961 to 1997
was 22 million, of which only 17 percent was from Eu-
rope. Now flows from Asia, Africa, and especially Latin
America dominate migration into the United States. An-
nual migration inflows have begun to match those seen
in the years just prior to World War I.

The situation for Canada was somewhat different.
That nation experienced immigration rates comparable
to, or even higher than, those for the United States from
the middle of the nineteenth century to the 1920s. Regu-
lar and consistent data are not available before the 1850s.
Although the gross flows were substantial, many of the
migrants went on to the United States. For the four dec-
ades 1861 to 1901, net immigration to Canada was thus
actually negative, as outflows to the United States out-
paced gross inflows. Thereafter, the net inflow was posi-
tive, except in the 1930s, which was also a decade of net
outflow from the United States.

Since 1901 net migration has contributed about one-
quarter to one-third of Canada’s population growth.
Regular statistics on migrants’ countries of origin only
began to be reported in Canada in 1956. Prior to that,
however, census data on population by nativity reveal
that most of the foreign-born originated in the British
Isles: 60 percent in 1871, 55 percent in 1921, and 48 per-
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Average annual number of immigrants originating and average annual net migration by region of destination and period,
1960–1991

1960–1964 1965–1969 1970–1974 1975–1979 1980–1984 1985–1989 1990–1991

Developing countries
emigrants to:

Northern America 128,650 236,959 372,864 605,159 782,155 704,306 545,972
Oceania 8,035 14,038 27,239 29,064 36,444 57,718 69,645
France 40,869 48,245 79,159 32,474 43,841 22,623 —
Western Europe 73,555 226,028 362,266 334,121 292,996 339,053 —

Total 251,109 525,270 841,528 1,000,818 1,155,436 1,123,700 615,617
Net migration

Oceania 7,334 12,702 25,783 27,726 34,995 56,560 68,915
Western Europe 53,164 93,944 176,852 97,591 29,073 156,127 —

Net maximum net
emigration to developed
countries 230,017 391,850 654,658 762,950 890,064 939,616 614,887

Developed countries
emigrants to:

Northern America 243,161 303,965 208,199 153,364 133,090 125,854 134,086
Oceania 138,278 164,177 146,063 55,244 69,248 56,767 51,813
France 133,416 155,490 113,426 37,924  35,048 14,037 —
Western Europe 655,598 874,469 935,176 577,898 549,873 890,435 —

Total 1,170,453 1,498,101 1,402,864 824,430 787,259 1,087,093 185,899
Net migration

Oceania 115,771 121,124 103,670 24,022 42,016 47,305 46,493
Western Europe 214,575 88,565 146,857 �44,297 �38,830 303,315 —

Net maximum net
emigration to developed
countries 706,923 669,144 572,153 171,013 171,324 490,511 180,579

All regions emigrants to:
Northern America 371,811 540,924 581,063 758,523 915,245 830,160 680,058
Oceania 146,313 178,215 173,302 84,308 105,692 114,485 121,458
France 174,285 203,735 192,585 70,398 78,889 36,660 —
Western Europe 729,153 1,100,497 1,297,442 912,019 842,869 1,229,488 —

Total 1,421,562 2,023,371 2,244,392 1,825,248 1,942,695 2,210,793 801,516
Net migration

Oceania 123,105 133,826 129,453 51,748 77,011 103,865 115,408
Western Europe 267,739 182,509 323,709 53,294 �9,757 459,442 —

Net maximum net
emigration to developed
countries 936,940 1,060,994 1,226,811 933,963 1,061,388 1,430,127 795,466

SOURCE:  Adapted from Zlotnik (1994).
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cent in 1951. The remainder were mostly from other Eu-
ropean nations: 48 percent in 1871, 42 percent in 1921,
and 49 percent in 1951. More recently, however, immi-
gration in Canada has shifted away from European ori-
gins. In 1989, for example, only 31 percent of migrants
were from Europe, the former U.S.S.R., the United
States, Australia, and New Zealand. Overall, about 13
million persons migrated into Canada between 1852 and
1990.

Among the sending countries, the highest emigra-
tion rates out of Europe were from the British Isles
(which included Ireland, which had the highest emigra-
tion rates of any area), Norway, Sweden, and Germany

until about 1890, when Italy, Portugal, and Spain
emerged as major points of origin. Just prior to World
War I, the highest emigration rates were from Italy, Por-
tugal, Spain, and the British Isles (especially Ireland). The
1930s and the 1940s marked a dramatic decline in emi-
gration from Europe because of depressed economic
conditions in the United States in the 1930s, the restric-
tions and dislocations created by World War II (1939–
1945), and the restrictive immigration-quota legislation
enacted in the United States during the 1920s. Immigra-
tion levels to the United States from Europe never recov-
ered to pre–World War I levels after 1945, largely due to
improved economic conditions in Western Europe and
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Total world migrant stock. 1960–2000

Estimated number of international migrants at mid-year (both sexes)

Major area, region, country or area

Major area, region, country or area

1960 1970 1980 1990 2000

WORLD 75,900,698 81,527,177 99,783,096 154,005,048 174,933,814
More developed regions 32,084,671 38,282,819 47,726,643 89,655,849 110,291,047
More developed regions w/o USSR 29,142,984 35,190,307 44,475,573 59,333,317 80,822,344
Less developed regions 43,816,027 43,244,358 52,056,453 64,349,199 64,642,767
Least developed countries 6,254,996 7,126,628 9,043,303 10,992,041 10,458,106

AFRICA 8,977,075 9,862,987 14,075,826 16,221,255 16,277,486

ASIA 29,280,680 28,103,771 32,312,541 41,754,291 43,761,383

EUROPE 14,015,392 18,705,244 22,163,201 26,346,258 32,803,182
Eastern Europe 3,412,877 2,900,854 2,587,090 2,382,673 2,847,144
Northern Europe 2,267,628 3,929,651 4,726,378 5,317,350 6,135,422
Southern Europe 1,333,334 1,745,918 2,191,396 3,417,666 4,984,899
Western Europe 7,001,553 10,128,821 12,658,337 15,228,570 18,835,718

LATIN AMERICA AND THE CARIBBEAN 6,038,976 5,749,585 6,138,943 7,013,584 5,943,680
Caribbean 451,118 624,333 780,503 909,003 1,071,249
Central America 474,769 403,205 554,726 1,854,987 1,069,729
South America 5,113,089 4,722,047 4,803,714 4,249,594 3,802,702

NORTHERN AMERICA 12,512,766 12,985,541 18,086,918 27,596,538 40,844,405
Canada 2,766,304 3,251,353 3,810,582 4,318,805 5,826,250
United States of America 9,735,177 9,711,586 14,252,537 23,251,026 34,988,169

OCEANIA 2,134,122 3,027,537 3,754,597 4,750,591 5,834,976
Australia/New Zealand 2,035,334 2,895,661 3,558,161 4,513,311 5,554,967
Australia 1,701,475 2,486,215 3,087,767 3,983,889 4,705,010
New Zealand 333,859 409,446 470,394 529,422 849,957
USSR (Former) 2,941,687 3,092,512 3,251,070 30,322,532 29,468,703

Growth rate of the migrant stock (percentage)

1960–1970 1970–1980 1980–1990 1990–2000 1960–2000

WORLD 0.72 2.02 4.34 1.27 2.09
More developed regions 1.77 2.20 6.30 2.07 3.09
More developed regions w/o USSR 1.89 2.34 2.88 3.09 2.55
Less developed regions �0.13 1.85 2.12 0.05 0.97
Least developed countries 1.30 2.38 1.95 �0.50 1.28

AFRICA 0.94 3.56 1.42 0.03 1.49

ASIA �0.41 1.40 2.56 0.47 1.00

EUROPE 2.89 1.70 1.73 2.19 2.13
Eastern Europe �1.63 �1.14 �0.82 1.78 �0.45
Northern Europe 5.50 1.85 1.18 1.43 2.49
Southern Europe 2.70 2.27 4.44 3.77 3.30
Western Europe 3.69 2.23 1.85 2.13 2.47

LATIN AMERICA AND THE CARIBBEAN �0.49 0.66 1.33 �1.66 �0.04
Caribbean 3.25 2.23 1.52 1.64 2.16
Central America �1.63 3.19 12.07 �5.50 2.03
South America �0.80 0.17 �1.23 �1.11 �0.74

NORTHERN AMERICA 0.37 3.31 4.23 3.92 2.96
Canada 1.62 1.59 1.25 2.99 1.86
United States of America �0.02 3.84 4.89 4.09 3.20

OCEANIA 3.50 2.15 2.35 2.06 2.51
Australia/New Zealand 3.53 2.06 2.38 2.08 2.51
Australia 3.79 2.17 2.55 1.66 2.54
New Zealand 2.04 1.39 1.18 4.73 2.34
USSR (Former) 0.50 0.50 22.33 -0.29 5.76

[continued]
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Total world migrant stock. 1960–2000 [CONTINUED]

Percentage of international migrants

1960 1970 1980 1990 2000

WORLD 2.51 2.21 2.25 2.93 2.88
More developed regions 3.38 3.64 4.19 7.37 8.71
More developed regions w/o USSR 3.96 4.34 5.09 6.41 8.27
Less developed regions 2.11 1.64 1.58 1.59 1.35
Least developed countries 2.54 2.28 2.26 2.13 1.57

AFRICA 3.24 2.76 3.00 2.61 2.05

ASIA 1.76 1.34 1.25 1.35 1.21

EUROPE 3.30 4.08 4.59 5.28 6.42
Eastern Europe 4.29 3.37 2.79 2.48 3.00
Northern Europe 3.03 4.93 5.79 6.35 7.06
Southern Europe 1.13 1.37 1.59 2.39 3.42
Western Europe 4.61 6.11 7.43 8.65 10.26

LATIN AMERICA AND THE CARIBBEAN 2.77 2.02 1.70 1.59 1.14
Caribbean 2.21 2.51 2.67 2.68 2.84
Central America 0.96 0.60 0.62 1.66 0.79
South America 3.45 2.45 1.98 1.43 1.09

NORTHERN AMERICA 6.13 5.60 7.06 9.73 12.93
Canada 15.45 14.97 15.54 15.59 18.94
United States of America 5.23 4.62 6.16 9.09 12.28

OCEANIA 13.43 15.57 16.45 17.80 18.80
Australia/New Zealand 16.09 18.86 20.12 22.29 24.22
Australia 16.56 19.83 21.19 23.59 24.57
New Zealand 14.08 14.52 15.11 15.75 22.46
USSR (Former) 1.37 1.27 1.22 10.47 10.18

SOURCE: Adapted from Trends in Total Migrant Stock: The 2003 Revision. NY: United Nations, 2004.

Major area, region, country or area
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restrictions on emigration from the U.S.S.R. and Soviet
Bloc nations.

Excepting political upheavals, such as the revolu-
tions of 1848, and natural disasters, such as the great po-
tato famine of the 1840s in Ireland, Germany, and Scan-
dinavia, most migrants were motivated by labor-market
concerns—better wages and lifetime economic opportu-
nities. Also, over the nineteenth century, transport costs
fell with the advent of the railroad, better canal and river
transport, and iron- and steel-hulled propeller-driven
steamships. Cycles in migration over time to the United
States were more closely attuned to economic conditions
in the United States (a “pull”) than to poor conditions
in Europe (a “push”). Exceptions were the late 1840s,
with the potato famines and serious political unrest, and
the two world wars of the twentieth century. Migration
tended to be selective of young, single men in the nine-
teenth and early twentieth centuries. For example, the sex
ratio of the foreign-born population in the United States
was 124 males per 100 females in 1850, in contrast to 103
for the native white population. A similar result was 129
in 1910, contrasted to 103 for the native white popula-
tion. Migrants from Europe in the century 1820 to 1920

also tended to weight more towards unskilled and semi-
skilled workers.

There has also been a substantial return migration
back to Europe, especially once transport costs fell during
the nineteenth century. It is estimated that the return rate
was about 50 percent in the 1908 to 1912 period. None-
theless, the population growth and ethnic composition
of the United States and Canada were very much influ-
enced by the very large flows of population across the At-
lantic. Evidence of this may be found in the ancestry
question in the 1990 U.S. census, in which 73.1 percent
of the population responding claimed European ancestry
and another 8.2 percent claimed African-American an-
cestry.

Other overseas areas in the British Empire were sig-
nificant recipients of migrants over the period 1851 to
1960. Notably, Australia, New Zealand, and South Africa
received nearly 6 million gross immigrants (and nearly
3 million net immigrants). The motivating factor was
also the “pull” of better economic opportunities. The
transportation of convicts to Australia was not a major
factor in the long run. In addition, the British govern-
ment facilitated substantial migration of contract work-
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ers from South Asia, East Asia, and Pacific Island areas
to other areas of the British Empire in Oceania, South Af-
rica, and the Caribbean. Finally, Asiatic Russia was the
destination of more than 15 million immigrants over
these same decades, as both the tsarist and Soviet govern-
ments sought to populate and exploit Siberia and central
Asian regions.

SINCE 1960

Since 1960 there has been a significant shift in the direc-
tion and magnitudes of migration flows. In the period
1820 to about 1960 migration had been largely from Eu-
rope to the Western Hemisphere, Australia, New Zea-
land, and South Africa. After about 1960 the flows shifted
to movement from developing regions to the United
States and Canada and the more developed regions of
Western Europe and Oceania. Much of the migration
was temporary. Nonetheless, there was still some sub-
stantial movement of population among developed na-
tions. The collapse of the Soviet Union and the loosening
of restriction on migration from the former U.S.S.R. and
Soviet Bloc nations in Europe, combined with the poor
state of the economies in these areas, contributed to a
substantial out-migration from Russia and Eastern Eu-
rope.

The steady rise in the percent of international mi-
grants is apparent in developed regions (with the former
U.S.S.R.), but little change (or even decline) may be seen
for developing regions. In some cases the results were
quite dramatic. The United States had 12.3 percent for-
eign-born by 2000, up from 5.2 percent in 1960. Similar
results are available for Canada (18.9%, up from 15.4%),
Australia (24.6%, up from 16.6%, New Zealand (22.5%,
up from 14.1%), and Western Europe (10.3%, up from
4.6%). The process of globalization in recent decades has
seen major changes in the origins and magnitudes of
population and labor force from lower income to higher
income areas. This indicates a strong case for the domi-
nance of the “pull” of economic opportunities. For ex-
ample, only recently have immigration levels to the Unit-
ed States begun to approach those of the record period
1900 to 1913. The world’s stock of human capital is be-
coming increasingly mobile, and this has had widespread
economic, social, and political implications for both
sending and receiving areas. Immigrant remittances are
now a very important source of foreign exchange earning
for many developing economies. The social-support net-
works in a number of developed societies are being
strained. And nativism and calls for immigration restric-
tion are on the rise. Yet, the process seems unlikely to end
any time soon, until development disparities between de-
veloped and developing nations substantially lessen. Im-
migration policy in the European Union (EU) has be-

come a controversial matter. There is a common policy
for persons entering the EU, but some individual coun-
tries still have preferences for individuals from develop-
ing nations, which were former colonies. If these former
colonies have no arrangement with the EU, then mi-
grants from those countries must remain in the country
that granted admission and may not move about the EU
freely.

S EE A LS O Capital Flows; Laborers, Coerced;
Laborers, Contract; Labor, Types of.
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PORT CITIES
Ports have long played a vital role in the international
transport system, but have become increasingly impor-
tant since the second half of the twentieth century with
the rapid globalization of the world economy and expan-
sion of world trade. The basic functions of a port are to
provide a link between land and sea transport and to fur-
nish the means by which transfers of freight and passen-
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gers between the two systems can be made efficiently. But
today ports are “not just a transferring point between dif-
ferent modes of transport but also logistics hubs and cen-
ters in global transport chains” (Inoue 2002). High port
and other transport costs can act as barriers to trade; that
is, if the cost of production plus distribution (including
transport costs) exceeds the income received from selling
the product, trade is unlikely to occur. Until the late eigh-
teenth century high transport costs (on land, at sea, and
in port) meant that only high-value commodities such as
precious metals and spices were traded internationally on
a large scale. By the second half of the nineteenth century,
however, increased efficiency in both land and ocean
transport had led to large falls in freight rates and facili-
tated a major expansion of world trade and the emer-
gence of an integrated world economy (North 1958 and
McInnis 1986). Between 1870 and 1998 exports increased
from 4.6 percent to 17.2 percent of world GDP (Maddi-
son 2001, p. 363). In 2002 the world’s ports handled a re-
cord 5.88 billion tons of cargo (Organization for Eco-
nomic Cooperative Development 2003). The growth of
international trade was, of course, due to many factors,
but ports played a key role as value-adding links in the
international transport system.

The Molo, Venice, by Antonio Canaletto, c. 1735. Venice played a major role in trade and technology transfer between Europe
and the East between the years 1000 through 1500. © KIMBELL ART MUSEUM/CORBIS. REPRODUCED BY PERMISSION.

CHARACTERISTICS OF PORT CITIES

There is a wide diversity of port types, including special-
ized naval ports, entrepôt ports, coastal ports, and over-
seas ports, so there is a correspondingly wide variation
in the relative scale of maritime and industrial activity,
urban expansion, and the influence of ports on regional
and national development. However, the development of
most major ports has been intertwined with that of a city.
To qualify as a port city “the port must become the cen-
tral dynamic force and organising principle of the port
city, and not remain a ‘hidden function,’ a mere append-
age.” (Reeves, Broeze, and McPherson 1989, p. 39). Thus
a port city depends on the port for a large part of city em-
ployment and incomes.

An early example of a leading European port city is
Venice, which from about 1000 to 1500 played a major
role in developing trade within Europe and the Mediter-
ranean and also acted as a gateway for technology trans-
fer from Asia and Egypt to the West (Maddison 2001, pp.
52–57). From the late seventeenth century onwards, port
cities such as Amsterdam, Genoa, Gothenburg, Ham-
burg, Liverpool, London, Marseilles, Portsmouth, and
Rotterdam were the front-runners in urban development
in Europe. By the eighteenth century Western Europe
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was “an effectively integrated area, with port-cities func-
tioning as key connecting links in terms both of national
and international trade and of capital and labour mobili-
ty” (Lee and Lawton 2002, p. 2). The development of
North and South America depended on sea transport,
and led to the emergence of new port cities such as Bue-
nos Aires, New Orleans, New York, San Francisco, Van-
couver, and Veracruz. During the nineteenth century
Asian ports such as Bombay, Colombo, Singapore, and
Shanghai formed the hearts of cities which constituted
the meeting places of European and indigenous cultures
and facilitated Western economic penetration into Asia.
The Australian capital city ports that were established be-
tween 1788 and 1837 similarly provided the British Em-
pire with gateways into the vast Australian continent.
Port cities accounted for about 40 percent of the world’s
cities, with populations of more than 100,000 in 1850,
and they dominated the “European urban hierarchy”
until the 1950s, when they were finally overtaken by in-
dustrial cities (Lee and Lawton 2002, p. 3).

The fluctuating nature of cargo flows meant that the
cheapest way to meet the varying demand for port labor
was to maintain a large casual labor force. The need for
large amounts of unskilled labor meant that port cities
acted as magnets for migrants, one outcome of which was
residential segregation based on ethnic group and socio-
economic status. Apart from direct employment in trade
and shipping, ports were centers for many related indus-
tries such as fish processing, flour milling, soap making,
sugar refining, and, from the twentieth century, oil refin-
ing. The political structure of port cities was usually
dominated by mercantile and shipping interests who,
through their trading activities, had amassed wealth and
prestige. Port cities typically enjoyed a cosmopolitan at-
mosphere as they were places in which “races, cultures,
and ideas as well as goods from a variety of places jostle,
mix, and enrich each other and the life of the city” (Mur-
phey 1989, p. 225).

CHANGE AND REFORM SINCE THE NINETEENTH
CENTURY

Since the nineteenth century the world’s ports and their
cities have been forced to adjust to major changes in
trade, shipping, and cargo-handling technology. In the
nineteenth century they needed to adapt to the develop-
ment of large iron ships and the replacement of sail by
steam as a source of propulsion; in the first half of the
twentieth century, the ports were required to provide
bulk handling systems for liquid and dry cargoes; and,
after World War II, they had to make available deep
water for huge bulk carriers and space for technological
innovations such as containerization. Following the in-
troduction in 1966 of the world’s first fully integrated

container service into the North Atlantic trade by Sea-
Land Service Inc., the handling of general cargo was rap-
idly transformed from a manual activity, requiring a large
labor force, to a capital intensive one, requiring minimal
“muscle power” (Broeze 2002).

As the cities grew, ports increasingly “competed” for
land with industry, housing, and other urban uses. After
World War II many ports escaped from their metropoli-
tan straitjackets and developed new ports with access to
deep water and adequate land areas. Sometimes the exist-
ing inner-city facilities were no longer required for com-
mercial port operations and fell into decay. Container
terminals, for example, required specially designed
wharves, and made existing wharves, otherwise useable
for many years, obsolescent. The port and city authorities
were also forced to either demolish or find alternative
uses for old cranes, cargo sheds, warehouses, and other
port facilities. Some imaginative uses for cargo sheds and
warehouses included museums, art galleries, restaurants,
and shopping arcades. A well-known example of water-
front redevelopment is found in the Port of London,
where the London Docklands Development Corporation
converted the old docks, stretching from Stepney to
Woolwich, for commercial industrial, residential, and
recreational use.

As the scale and complexity of ports grew, so did the
need for unified systems of administration and control.
The establishment of the Mersey Docks and Harbour
Board in 1857 marked the beginning of modern harbor
management; the board created a model which was wide-
ly copied around the world. However, after World War
II many ports suffered from inefficient management
practices, overstaffing, and inflexible labor arrangements
(Tull 1999). Waterfronts were frequently plagued by
major industrial disputes. Numerous attempts to deal
with these problems were unsuccessful until the 1980s,
when corporatization, privatization, and labor-market
reforms succeeded in placing the management and oper-
ation of many ports on a more commercial basis. With
the notable exception of Britain, where about 70 percent
of port capacity is currently in private hands, the state
usually retains ownership of the land and control of regu-
latory functions but allows the private sector to assume
responsibility for cargo handling and other port opera-
tions (Baird 2000, pp. 402–403).

Due to these reforms and the general progress of
mechanization, port workforces have shrunk to only a
small portion of a city’s total employment. In the 1990s
Rotterdam, for example, was a thriving world-class port,
but the city struggled as unemployment reached 15 per-
cent (twice Holland’s national average), although this
was not due to changes in the port alone (Graafland and
Hauptmann 2001, p. 31). Job loss due to technological
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change is an especially serious issue in developing econo-
mies. In 1995 the Port of Colombo in Sri Lanka, for ex-
ample, had a staff of about 17,000 who handled just over
1 million twenty foot equivalent units (TEUs) of contain-
ers, whereas Singapore with a staff of about 4,000 han-
dled 12 million TEUs. Like many other public enterprises
in Sri Lanka, the port was used as a “job bank,” and the
cost of employing excess labor was passed on to port
users and ultimately consumers (Dharmasena 2003, p.
441). In a competitive, globalized economy, governments
are coming under increasing pressure to curtail such
practices and to facilitate the transfer of underemployed
labor into more productive uses, especially in export-
oriented industries.

The increasing size of container ships and competi-
tive pressures are leading shipowners to concentrate con-
tainer trade in hub ports served by a range of smaller
feeder ports (Broeze 2002). In order to acquire or main-
tain hub-port status, ports need to undertake large-scale
investment in new technology such as automated con-
tainer terminals and further improve labor productivity.
The huge scale of the investment required has led to large
numbers of public/private-sector partnerships, and to the
rise of multinational port operators such as Hutchison
International Port Holdings, International Container
Services Inc., Port of Singapore Corporation, and P&O
Ports.

Many cities began as ports, but as they have grown,
port activities have gradually been overshadowed by
manufacturing, financial, or service activities, and port-
related activities, although usually still vital to the econo-
my, have been relegated to a relatively “hidden” role.
Frank Broeze’s comment on Australian ports can be ap-
plied to the world’s ports in general: “the port city as a
social phenomenon has largely ceased to exist: despite the
huge space taken up by harbours and ancillary installa-
tions, Australia’s port cities have in fact become general
cities that also happen to contain ports” (Broeze 1998, p.
174). The development of new harbor areas away from
the inner-city areas means that shipping activity is far less
visible to the general public. Ships are more sparsely
crewed and spend less time in port, leading to the decline
of “sailortowns”—the areas containing taverns and other
service industries catering for itinerant sailors. Container
crane operators are isolated in their cabs high in the air,
and with fewer workers around there is less opportunity
for the development of the union solidarity for which the
waterfront was well known. It was recently stated that
Melbourne, a leading Australian port, “could not contin-
ue to thrive and maintain its position as a pre-eminent
international city without a vibrant and well-run port.
The futures of both are inseparably entwined; if one
withers, so will the other” (Lloyd’s List Daily Commercial

News,: 27 May 2004). Although the relationship between
ports and cities has changed, their fortunes are still inter-
twined.

S EE A LS O Amsterdam; Antwerp; Bahia;
Baltimore; Barcelona; Bordeaux; Boston;
Bristol; Cádiz; Calcutta; Cargoes, Freight;
Cargoes, Passenger; Cartagena; Chambers of
Commerce; Charleston; Containerization; Free
Ports; Gdansk; Genoa; Glasgow; Guangzhou;
Hamburg; Hanseatic League (Hansa or Hanse);
Harbors; Havana; Home Charges (India); Hong
Kong; Hong Kong and Shanghai Bank; Imperial
Maritime Customs, China; Jardine Matheson;
Los Angeles–Long Beach; Melaka; Mumbai;
Nagasaki; New Orleans; New York; Porto;
Salem; San Francisco–Oakland; Rio de Janeiro;
Rotterdam; Seville; Shipbuilding; Shipping,
Coastal; Shipping, Inland Waterways, Europe;
Shipping, Inland Waterways, North America;
Shipping, Merchant; Ships and Shipping;
Singapore; Veracruz; Yokohama.
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PORTO
An important Atlantic harbor since Roman times, by the
end of the fifteenth century, Porto, at the mouth of the
river Douro, was a well-established port with a mercan-
tile bourgeoisie strong enough to craft a role for itself in-
dependent of both the church and the court. Over the
following century, the city developed its trading potential
by, among other things, recruiting pilots to navigate the
river’s treacherous bar, building lighthouses, and curbing
Atlantic pirates. Thus in the seventeenth century, Porto
increasingly controlled northern Portugal’s growing
trade with Brazil and northern Europe. Early prevalence
of sugar, cereals, and sumac in cargoes gave way in the
late 1600s to textiles and wines. Porto had exported wine
since medieval times, but trade expanded as European
wars drove French wines from several northern Europe-
an markets, in particular those in England, where a taste
for wines of the Douro (which soon became known as
“port”) developed. Though it guaranteed lower duties on
Portuguese wine than on French, the famous Methuen
commercial treaty of 1703 had less effect on wine exports,
which were well established, than on textile imports. Re-
moving import protections that had sheltered them, the
treaty effectively destroyed Portugal’s textile industries.
Merchants from the British Isles (unlike Portuguese
counterparts) remained well protected, however, from
the depredations of the Inquisition and, establishing a
factory in the city, brought textiles and other manufac-
tured goods from England to Porto (and Vila Nova de
Gaia on the other bank of the estuary) and returned with
port and other agricultural products. Wine and foreign
wine traders (including merchants from the Low Coun-
tries and the Baltic) came to dominate Porto’s exports.

The creation in 1756 of a Portuguese quasi-monopoly to
regulate wine production checked the dominance of for-
eigners but increased that of wine. This regulatory com-
pany itself became a major wine exporter, controlling
wine trade to Brazil and discomfiting wine merchants in
England.

By the end of the eighteenth century, when it
reached its apogee, wine trading had significantly en-
riched the city of Porto as well as the major growers of
the Douro Valley; consequently, its troubles in the nine-
teenth century impoverished both. Napoleon Bona-
parte’s Continental blockade disrupted trade to England
from 1806 to 1810. French invasion (1807) drove the
Portuguese court to Rio de Janeiro and thereby ended
Portugal’s ability to control trade to Brazil, which in 1822
became independent. It may have been Anglo-French
peace, not war, that was most damaging, however, for
across the century, Porto’s grip on the English market
slipped under pressure from first Spanish and then
French wines. Civil war, a siege of Porto (1833–1834),
and the disestablishment under the victorious liberal
government of the regulatory company, further disrupt-
ed the wine trade, as did the vine diseases oïdium and
phylloxera in the second half of the century. Each ex-
posed quite painfully the city’s heavy dependence on
wine, though this was eased by the development of an in-
dustrial sector producing clothes and shoes and gradual
export diversification towards the end of the nineteenth
century.

The same period, however, saw Porto’s demise as a
major port with the opening (in 1895) of a new harbor
at Leixões on the coast above the estuary and beyond the

A boat in Porto Harbor carries a cargo of port wine barrels.
The city’s famous wine export (port) has been produced since
the mid-fifteenth century in the Douro Valley. It became
popular in England after the Methuen Treaty of 1703 helped
merchants import it, during a time when the country was cut
off from French wine because of war. © K. M. WESTERMANN/

CORBIS. REPRODUCED BY PERMISSION.

Porto
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During the War of the Spanish Succession
(1702–1713) English merchants feared French trade
competition, or even outright exclusion from Spanish
trade, under a possible dual Bourbon rule of both
France and Spain. So in 1703 Portugal and England
signed the Methuen Treaty, which was named for John
Methuen (c. 1650–1706), England’s special envoy to
Portugal, who negotiated the agreement. The treaty
granted Portuguese wines preferential duties in the
English market at a rate one-third below that for the
French product. In return, Portugal agreed to end
restrictions on the importation of English textiles,
especially woollens. The treaty boosted the port wine
industry, as Porto-area producers especially benefitted
from the reduced tariffs. Another effect of the treaty
was to divert such trade away from the hostile French.
Even with the conclusion of peace in 1713 the
Methuen Treaty remained important. When British
Tories suggested that Parliament again reduce tariffs
with France, the Whigs, backed by members of the
woollen industry and East Indian merchants, success-
fully resisted the proposal. The Methuen Treaty
remained in effect until 1836.

D av id J. Clarke

METHUEN TREATY

treacherous bar. Since the twentieth century Leixões has
dominated the region’s trade, turning Porto into a har-
bor for pleasure craft. Leixões’s contribution to overall
Portuguese trade has nonetheless been limited by, on the
one hand, the surprising rise during the twentieth centu-
ry of France as the largest market for port, and on the
other, increasing trade with Spain and Germany, now
Portugal’s major trading partners, for all three countries
are primarily served by overland transport.

SEE ALSO Empire, Portuguese; Harbors; Port
Cities; Portugal; Wine.
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PORTUGAL
Portugal’s foreign trade was for a long time related to
empire building. Portugal was distant from Europe’s
main trading routes, and its exports were thus limited by
the distance they had to cross to reach the urban markets
for raw materials, foodstuffs, and manufactures. More-
over, Portugal was not well-endowed with the products
in greatest demand in Europe, except for salt and, later,
wine. In addition, Portugal was not situated at a cross-
roads for the entrance of products to Europe, such as ce-
reals, which came through the Baltic, and Asian products,
which came through the Italian peninsula. The empire
played a crucial role on Portugal’s trade with the rest of
Europe, as the country served as a re-export platform.

Thus, the history of Portugal’s trade follows closely
the three epochs that marked the empire. The first epoch
was that of the East Indian Empire, which developed
when Vasco da Gama reached the Indian coast in 1498
and lasted to the end of the sixteenth century. The second
epoch centered on the colonization of Brazil, where sugar
plantations were developed in the mid-sixteenth century
and gold was found around the end of the seventeenth
century. In the third and last epoch, Portugal turned to
Africa, although during this period trade with Europe
dominated.

TRADE AND EMPIRE: THE EAST INDIES,
1450–1703

The quest for sources of trade and profit was certainly
one of the most important—if not the most important—
motivations for the maritime expeditions to North Afri-
ca, Madeira and Azores, and along the western coast of
Africa to the Indian continent and to Brazil. The small
size of the Portuguese economy and the large effort in-
volved in looking for alternative sources of trade in dis-
tant areas explain why the king intervened directly and
why an empire was formed from that search for commer-
cial activity with foreign parts.

The East Indies trade consisted mainly of spices
which were exchanged with northern Europe via Lisbon.
Guns secured the Indian trade, but it was also based on
convenience. In fact, the Portuguese served as middle-
men in the complex trading nets across the Indic Ocean,
connecting trading posts among themselves and with Eu-

Portugal
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rope. The role of Portugal in the European connection
suffered from strong competition from other nations
with higher military and economic capabilities, particu-
larly Holland. However, a large number of Portuguese
merchants kept an important role within the Indian sub-
continent. The loss of the Indian Empire was the conse-
quence of a weak economy in mainland Portugal, not a
cause of it. In fact, the Portuguese did not have the re-

sources to maintain armies there because they did not
supply goods to exchange with species and silver that
would make such trade relations profitable.

Although Portugal did not reap fully the profits from
the Indian trade, this trade did indeed provide large gains
for those directly or indirectly involved, and Portugal’s
economy probably gained in absolute terms. There is
some evidence that resources were diverted from other

Portugal
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A view of the Douro River as it winds through the vineyard-covered hills in northern Portugal. The river is an important
source for agricultural irrigation and flows through a region that produces the world’s finest Port wines. Starting in central Spain,
the Douro travels almost 500 miles before connecting with the Atlantic Ocean in Porto, Portugal. © CHARLES O’REAR/CORBIS.

REPRODUCED BY PERMISSION.

activities such as agriculture, though, and many histori-
ans argue that the excessive concentration in trading ac-
tivities with the outside world led to Portugal’s lagging
behind in the European economy; this became evident
later on, principally during the nineteenth century. How-
ever, there was a positive—not negative—correlation be-
tween agrarian growth and trade with the empire during
this period. The Indian trade was complemented with
few exports from mainland Portugal, including salt,
wool, hides, and some wine. In exchange, Portugal
bought mainly cereals, fisheries, and textiles from other
nations.

SUGAR, GOLD, AND WINE, 1703–1808

Another source of international trade, based on Brazilian
sugar, already had been developing since the mid-
sixteenth century. Sugar plantations needed African
slaves, whom Portugal moved across the ocean, but they
also depended on the Spanish under asientos contracts.
Sugar quickly became the most important product ex-
ported from Portugal to Europe. The second most im-

portant export from Portugal in the beginning of the
eighteenth century was, again, salt. The third was Port
wine; that trade developed considerably after the signing
of the Methuen treaties between Portugal and England
in 1703. Portugal became an important ally for England
during the War of the Spanish Succession (1701–1714),
and its wines gained advantage over its closest competi-
tors, Spain and France, in England, the largest wine-
importing market in Europe.

Portugal’s eighteenth-century trade, too, was domi-
nated by concerns of empire, due to the discovery of gold
in Brazil. Gold production peaked in the 1760s, and at
that time Portugal’s participation in Europe’s trade in-
creased significantly. The fact that Portugal became a
major supplier of bullion implied that it was able to fi-
nance imports from Europe, which increased throughout
the eighteenth century. Another outcome of the develop-
ment of sugar plantations and gold mines was the expan-
sion of the Brazilian domestic economy, which led ulti-
mately to an increase in the demand for imports from
mainland Portugal. The share of Brazil in Portugal’s for-

Portugal
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eign trade increased substantially during the eighteenth
century, particularly at century end.

TRADE AND INDUSTRIALIZATION, 1808–1947

The Napoleonic Wars had a negative impact on Brazilian
trade because of the Continental blockade imposed on
Portugal beginning in 1806. In 1807 Portugal was in-
vaded by French troops, the prince regent moved the
court to Brazil, and in the following year the empire trade
routes were open to foreign ships, particularly British.
This was the informal end of the Brazilian Empire, which
would end formally in 1822 with the independence of the
colony. But the impact of the end of the second empire
was only part of a general contraction of Portugal’s inter-
national trade, which happened as a consequence of do-
mestic and international instability up to the mid-1830s.
Conditions for trade improved afterwards, and Brazilian
and European trade resumed. Portugal’s trade with Brazil
had periods of strong growth due to the links of the two
economies through emigration and remittances.

Portugal’s trade changed markedly in the second half
of the nineteenth century with the development of ex-
ports (mainly primary products, but also some manufac-
tures to Brazil) and with domestic industrialization,
which brought greater demand for imports of foodstuffs
and consumer goods, raw materials, and machinery.
Trade relations developed mainly with European coun-
tries—Britain, France, and Germany—as well as with the
United States, and trade increased with Brazil and colo-
nies of the African empire, mainly Angola, São Tomé,
and Mozambique.

World War I severely affected the Portuguese econo-
my and foreign trade. Yet, during the 1920s the Portu-
guese economy expanded, as in other Western European
countries, and foreign trade resumed despite the increase
in tariff protection. In 1930 the colonial tariff system was
reinforced, but that failed to increase Portugal’s trade
with Africa. Exports from the colonies depended on
buoyant markets and investments, which the Portuguese
economy could not offer, and the African trade declined
accordingly.

PORTUGAL AND EUROPEAN INTEGRATION
SINCE 1947

As elsewhere in Europe, the second postwar period
marked a divide in Portugal’s trade. The creation of in-
ternational institutions of cooperation implied that the
resurgence of the domestic economies after the war was
accompanied by an increase in international trade. Por-
tugal participated in that resurgence. It was a founding
member of the Organization for European Economic
Cooperation and, more importantly, the European Free
Trade Association, which was founded in 1959 in re-

sponse to the creation of the European Economic Com-
munity two years earlier. Portugal’s trade with the indus-
trialized world increased accordingly. It became a major
exporter of foodstuffs, textiles, and a few light manufac-
tures, and an importer of consumer goods and inputs for
its expanding industrial sector. Imports expanded more
rapidly than exports, and the country faced a persistent
commercial deficit, which, however, was compensated
for by revenues from colonial re-exports, emigrant re-
mittances, and capital imports. Trade with the African
colonies also increased rapidly despite a chronic current-
account deficit in the colonies, which was partially solved
by a new colonial regime imposed in 1962. In 1974 de-
mocracy was restored, and in 1975 the African colonies
gained their independence. Democracy was crucial for
Portugal to join the European Economic Community in
1986, and decolonization led to the virtual disappearance
of the empire in Portugal’s foreign trade. The years since
then have been marked by greater participation in Eu-
rope’s trade, which has brought some problems of
growth due to Portugal’s adverse pattern of comparative
advantages. Portugal today exports capital to less-
developed economies. Future trade trends will depend on
the development of new sources of comparative advan-
tage, which will include service industries. It also will de-
pend on the effects of capital exports, where the former
colonies of the empire may again play a role.

S EE A LS O Agriculture; Albuquerque, Afonso de;
Angola; Bahia; Balance of Payments; Brazil;
Cargoes, Freight; Cargoes, Passenger; Common
Market and the European Union; Empire,
Portuguese; Empire, Spanish; Free Trade,
Theory and Practice; Gama, Vasco Da; GATT,
WTO; Great Depression of the 1930s;
Industrialization; International Trade
Agreements; Lisbon; Magellan, Ferdinand;
Pombal, Marquês de; Porto; Regional Trade
Agreements; Rio de Janeiro; Senegambia;
Slavery and the African Slave Trade; Wine.

BIBLIOGRAPHY

Clarence-Smith, Gervase. The Third Portuguese Empire, 1825–
1975. A Study in Economic Imperialism. Manchester, U.K.:
Manchester University Press, 1985.

Fisher, H. E. S. The Portugal Trade, 1700–1770. London:
Methuen, 1971.

Lains, Pedro. Os Progressos do Atraso. Uma Nova História
Económica de Portugal, 1842–1992 (Growth and
Backwardness. A New Economic History of Portugal, 1842–
1992). Lisbon: Imprensa de Ciências Sociais, 2003.

O’Brien, Patrick K., and Prados, Leandro, eds. “The Costs
and Benefits of European Imperialism from the Conquest
of Ceuta, 1415, to the Treaty of Lusaka, 1974.” Revista de
História Económica, vol. 16, no. 1 1998, pp. 7-402.

Pedro Lains

Portugal

H I S T O R Y  o f  WO R L D  T R A D E  s i n c e  1 4 5 0 603



POTOSÍ
Potosí was the most famous and most productive source
of silver in the Spanish empire in the sixteenth and seven-
teenth centuries. Settlement on the site, deep in the east-
ern range of the Andes in southern Bolivia, dates from
the discovery of silver ores in the Cerro Rico (“rich hill”)
of Potosí in 1545. Despite the great altitude (some 13,100
feet in the central plaza) the town grew quickly on mod-
erately sloping terrain immediately north of the Cerro.

The Cerro contained the largest single concentration
of silver ore ever discovered by the Spaniards in America.
That deposit, augmented after 1600 by ores found over
a large surrounding area, enabled Potosí to produce
about half of Spanish America’s silver output before
1650. Taxed production at Potosí by then totaled some
450 million ounces; true output was undoubtedly higher.
By 1650, however, production had been falling for almost
sixty years, and it continued to do so until the early dec-
ades of the eighteenth century. Some recovery took place
from the 1730s onward; but by then Mexican mines, such
as Zacatecas and Guanajuato, far exceeded Potosí in out-
put.

Until about 1570 Indians were the main silver pro-
ducers in Potosí. Spaniards who had staked claims gener-
ally rented them to native miners, who extracted ore and
then smelted it using small, wind-blown furnaces of An-
dean design called wayras. By 1570, however, mines were
growing deeper and the quality of ore lower; production
consequently fell. The remedy came early in the 1570s
with the transfer from Mexico of the amalgamation tech-
nique, by which silver was extracted from ore with mer-
cury. This process allowed cheap processing of high vol-
umes of poor ore. It required, however, large investment
in refining mills, which native miners were unable to
make. Hence from this time onward Spaniards controlled
most aspects of silver production. Not only did Indians
lose their earlier dominance in mining, they also found
themselves impressed as workers in mines and refineries
by the notorious mita: a Spanish development of the Inca
practice of state-organized draft labor for tasks consid-
ered to be of public necessity. By the late 1570s this
scheme brought to Potosí each year around 13,000 Indi-
an working men drawn from native communities in the
Andes over an area extending almost as far north as
Cusco. The mita at Potosí, and one or two other central
Andean mining sites, has long been taken as a symbol of
Spanish maltreatment of Indians. It certainly was forced
labor, which those subject to it—adult men—could
avoid only with great difficulty. Working in the mines
and the refineries was also hard and dangerous. Yet avail-
able records suggest that the mita was not responsible, as
is still sometimes maintained, for the deaths of enormous
numbers of native people. Disease was by far the larger

destroyer of Indians in the Central Andes, as elsewhere
in Spanish America.

The combination of amalgamation technology and
abundant cheap (though paid) draft labor resulted in a
boom. Potosí’s output quintupled between the mid-
1570s and 1592, the year of all-time highest production
(according, at least, to tax records). In that year, some 7.1
million ounces of silver were refined. But by 1600 the
downward trend in output had set in. Its prime cause was
exhaustion of the easily accessible, rich ores near the
Cerro’s peak. Ore, generally poorer than before, now had
to be dug and lifted from deeper mines. Flooding became
a common problem. To these difficulties were added ris-
ing labor costs. Even before the end of the boom, the mita
had not provided enough workers. Miners and refiners
therefore began to hire additional waged hands (mingas),
who by 1600 formed about half the labor force. Competi-
tion lifted their wages three or four times above those of
the mita workers.

The eighteenth-century recovery of Potosí resulted
from growing demand—and a higher price—for silver in
the early 1700s, a cut in the Crown’s royalty tax in 1736
from a fifth to a tenth, increased productivity forced from
mita workers after 1750, and possibly the benefits of wide
use of blasting to remove ore. Nonetheless, maximum
production after 1700 barely reached half the level of the
1590s.

With the influx of workers, prospectors, traders, and
artisans of all sorts, Potosí’s population by 1600 probably
exceeded 100,000. The town was, therefore, an enormous
center of consumption. Mercury for refining came main-
ly from Huancavelica in Peru; large timber for machine-
ry, from the eastern foothills of the Andes; coca, from the
Cusco region; wheat, from the Cochabamba Valley and
similar basins in the eastern Andes; wine, from the Peru-
vian coast; llamas, from the southern shores of Lake Titi-
caca; cattle and mules, from what is now Argentina. Pro-
ductive regions up to several hundred miles from Potosí
benefited from its large and varied demand. It was, in-
deed, the main source of economic stimulus for much of
central and southern Spanish South America. Large vol-
umes of varied goods arrived constantly in Potosí on the
backs of llamas and mules—animals equal to the rugged
challenge of the Andean terrain.

Clearly some of the silver produced in Spanish
America was retained locally as domestic plate and
church decoration. Far more—by one estimate about a
half—went into intra-colonial trade. Use of Potosí’s sil-
ver for exchange became simpler once a mint was
founded there in the mid 1570s; it provided most of
South America’s coin. The rest of Potosí’s production, as
coin or bar, flowed outward along various trade routes.
In law, the west coast of South America could trade di-
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rectly only with Panama and a few other ports in western
Central America and Mexico. Much of Potosí’s output
was indeed carried by registered ships to the Isthmus of
Panama, and there transferred to Spanish transatlantic
fleets that took it to Seville in southern Spain. Much, also,
from the 1570s onward went first to Acapulco, in western
Mexico, thence to Manila, and from there, in exchange
for multifarious goods, to Japan, China, and parts of
Southeast Asia. The high value placed on silver in China
during much of the Spanish colonial period brought high
profits to those who had silver to exchange. Coins struck
in Potosí but separated, as it were, in early life must often
have been reunited in the Orient after half-circling the
globe in opposite directions—some westward via the
Manila galleons, and others eastward through Portu-
guese, Dutch, or other European trading ventures with
Asia.

Much Potosí silver evidently arrived at its final desti-
nation illicitly (in the view of Spanish law). The leakage
of the metal southward to Buenos Aires and thence to
multiple destinations around the Atlantic (including Bra-
zil, in exchange for black slaves) proved impossible to
block. Equally uncontrollable was the export of unregis-
tered (and generally untaxed) silver in officially approved
ships, often with the connivance of officials. The Manila
galleons were notorious for carrying silver bullion far in
excess of the limits that the Crown, anxious to keep pre-
cious metal in Spanish hands, imposed. The same hap-
pened in the official transatlantic trade with Spain.

As the largest source of silver in the empire before
1700, Potosí naturally received the close attention of the
viceroys of Peru (resident in Lima). More immediate su-
pervision came from the Audiencia (high court) of Char-
cas, sited in La Plata (now Sucre, Bolivia) and from the
treasury officials present in the town itself.

SEE ALSO Antwerp; Argentina; Barcelona;
Board of Trade, Spanish; Bullion (Specie);
Cádiz; Chile; China; Columbus, Christopher;
Conquistadors; Empire, Spanish; Encomienda
and Repartimiento; Gold and Silver; Gold
Rushes; Imperialism; Import Substitution;
Laborers, Aztec and Inca; Laborers, Coerced;
Lisbon; Magellan, Ferdinand; Mercantilism;
New Spain; Peru; Philippines; Seville;
Smuggling.

BIBLIOGRAPHY

Arzáns de Orsúa y Vela, Bartolomé. Historia de la Villa
Imperial de Potosí. 3 vols. Ed. L. Hanke and G. Mendoza
L. Providence, RI: Brown University Press, 1965.

Bakewell, Peter. Miners of the Red Mountain. Indian Labor in
Potosí, 1545–1650. Albuquerque, NM: University of New
Mexico Press, 1984.

Cole, Jeffrey A. The Potosí mita, 1573–1700. Compulsory
Indian Labor in the Andes. Stanford, CA: Stanford
University Press, 1985.

Flynn, Dennis O., and Giraldez, Arturo, ed. Metals and
Monies in an Emerging World Economy. Aldershot, U.K.:
Variorum, 1997.

Tandeter, Enrique. Coercion and Market. Silver Mining in
Colonial Potosí, 1692–1826. Albuquerque, NM: University
of New Mexico Press, 1993.

Peter Bakewell

PRICES AND INFLATION
When looking at the relationship between inflation and
international trade, economists focus on a few important
variables. These are domestic and foreign price levels, the
exchange rate or the domestic currency price of foreign
money (e.g., yen per dollar), and the tradability of a
good. These variables and some basic economic relation-
ships establish a number of important principles that
help explain some forms of international trade.

LOOP: THE LAW OF ONE PRICE

A conventional starting point is the law of one price, or
LOOP. Assume for a moment that the costs to interna-
tional trade including transportation costs, insurance, in-
formation acquisition about local markets and distribu-
tion chains, and exchange rate risk do not exist. Next,
look at one commodity or good that is sold in two coun-
tries and is of identical quality in either location. When
the prices are measured in the same currency, LOOP
states that the price in one country equals the price in the
other country.

This reasonable law hinges on the fact that there are
arbitrageurs who can make vast amounts of money if
prices were unequal. Suppose for a moment that the price
of wheat in New York was $1 per bushel and in London
it was $2 per bushel. To make a profit, one buys wheat
in New York, ships it to London, and sells it at the higher
price. By doing so, the price will rise in New York and
the increased supply of wheat in London will cause the
price to fall there. This will happen until the price in both
markets is equalized. Throughout the process, we can see
that the trade balance for this particular good will im-
prove for the United States and worsen for the United
Kingdom.

When in 1980 the economist C. Knick Harley looked
at the nineteenth-century London–New York wheat mar-
ket, he found a massive convergence in New York–
Liverpool wheat prices over time, driven largely by tech-
nological improvements in shipping. From the 1880s
until at least 1913, when the study finished, the law of one
price held fairly well. For nearly this entire period the
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A German citizen wallpapers a room with Deutsche marks
in 1923. Hyperinflation after World War I caused the Deutsche
mark to drop by a factor of almost 1,000 each month. The
government attempted to address the problem by printing more
currency, but the oversupply of the mark fueled a rapid fall in
purchasing power, making it almost worthless.
© HULTON-DEUTSCH COLLECTION/CORBIS. REPRODUCED BY

PERMISSION.

United States was a net exporter of wheat to the United
Kingdom (itself a net importer) as the forces of arbitrage
would demand.

PURCHASING POWER PARITY

If all goods were tradable and LOOP held for each good,
then it must be the case that the aggregate price levels of
comparable groups of goods in two countries, when ex-
pressed in the same currency, would be equal. This idea
is known as purchasing power parity, or PPP. PPP sug-
gests quite intuitively that if prices in Japan increased,
and the exchange rate between Japan and the United
States is floating, that the dollar should appreciate versus
the Japanese yen. When focusing on the changes rather
than the actual price ratios, one refers to relative purchas-
ing power parity. Whether it is arbitrage as described
above or monetary theories of exchange rate movement
that makes the price ratio stay relatively constant over

time is a matter of debate. Needless to say, both adjust-
ment mechanisms likely play a role.

The interwar period illustrates how extreme situa-
tions can provide some evidence for relative PPP. In
France monetary policy was loose and produced higher
rates of inflation in the general price level when com-
pared to the U.S. price level. The magnitude of consumer
price inflation between 1921 and 1926 was roughly 85
percent. In turn, the French franc depreciated against the
U.S. dollar by about 95 percent. Similarly, extreme infla-
tion and depreciation went hand in hand in Germany,
Austria, and Poland in the 1920s. These episodes and
other extreme events like them illustrate the power of
purchasing power parity to explain changes in exchange
rates and prices.

Nevertheless, in more normal times and in the short
run it may be that PPP does seem to hold. Price-level dif-
ferentials are rarely erased immediately, although many
contemporary studies suggest that the half-life of price
differences (i.e., the time it takes for price differentials to
go to zero) is never longer than between three and five
years.

LOOP often appears to fail even simple tests also.
For example, the Economist magazine regularly reports
dollar prices of the McDonald’s Big Mac for a number
of countries. Price disparities abound. At some points in
time, dollar prices of Big Macs have been found to vary
between countries by nearly 100 percent. Because the Big
Mac is a tradable good and has a standard of quality
across the planet, the difference could be attributable the
fact that arbitrage has not fully played itself out at the
time of the survey. Or there may have been changes to
the supply and or demand of Big Macs, making the price
temporarily diverge from its equilibrium value. Yet an-
other possibility is that local prices do not move in the
short term because McDonald’s would have to reprint all
of its menus and change its signs. These menu costs pre-
sumably impede price changes when the gains from arbi-
trage are lower than the costs from changing the menu.

Another explanation could be that the exchange
rates between the United States and a particular country
were fixed. When this happens and general inflation
overtakes a foreign country, say due to high government
spending, we say that a currency is overvalued. Generally
a country in this situation would develop a trade deficit
as imports would seem relatively cheaper. The trade defi-
cit could be financed by losses of foreign-exchange re-
serves. In the absence of any other change in policy by
the monetary authorities, the loss of reserves could mean
a decrease in the domestic money supply, falling prices,
and eventually a return to a trade balance due to en-
hanced price competitiveness of exports versus imports.
This is called a real devaluation. This process, outlined
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by David Hume (1711–1776) in the eighteenth century,
was called the price-specie-flow mechanism and was tai-
lored to a world where a gold standard and fixed ex-
change rates prevailed.

Proponents of PPP tried to influence the reestablish-
ment of the global gold standard in the 1920s. They at-
tempted to calculate the necessary change in pre–World
War I exchange rates that would compensate the differ-
ential inflation rates between the major countries. For ex-
ample, in order to regain the prewar exchange rate with
the United States of $4.86 per pound, the United King-
dom underwent a deflation from 1920 to 1925 in an at-
tempt to regain the necessary price level. The pound was
fixed to gold and the dollar at the prewar parity in 1925
(see Jeanne and Eichengreen for more on this episode).

THE BALASSA-SAMUELSON EFFECT

One final reason that price level differential could exist
between countries even if the face of an intentionally in-
tegrated market is called the Balassa-Samuelson effect.
Bela Balassa and Paul Samuelson are credited with formal
analysis of the phenomenon that wealthier countries
have higher average price levels. How could this be?

A distinction between tradable and nontradable
goods was made in their conjectures. Nontradable goods
are those such as haircuts and construction services. Such
goods could be shipped across international borders, but
the costs of doing so plus the original price are usually
larger than the value of a similar good at home, making
arbitrage impractical. Once the world’s goods are sepa-
rated this way, the idea is to assume that LOOP holds in
the tradable sector, that industries in the tradable sector
are more productive than the nontradable sector, that the
nontradable industries are roughly equally productive in
any country, and that more productive countries (i.e., the
wealthier countries) pay higher wages to their workers
precisely because of their higher productivity. In this
case, the wages of workers in the nontradable sector and
also the prices of the nontradable sector in the more pro-
ductive countries are bid up as the relatively richer work-
ers in those countries can afford to pay more for such ser-
vices. All of this adds up to a higher price level in the
more productive countries than in the poorer countries.

The Balassa-Samuelson effect is evident in the data
over the last thirty years. However, new research by Paul
Bergin, Reuven Glick, and Alan M. Taylor has shown that
there is no evidence that richer countries in 1913 had
higher price levels, but that since the 1950s richer coun-
tries have had increasingly higher price levels than poorer
countries. Although the Balassa-Samuelson effect is one
explanation of the data for the 1990s, the authors under-
score the fact that many other circumstances can give rise
to this fact and might account for the change over time

in this relationship. Their preferred explanation suggests
that the goods that came to be tradable were those under-
going the fastest productivity advance. Over the long run
the world has come to resemble more the assumptions
of the basic Balassa-Samuelson model.

S EE A LS O Gold and Silver; Gold Standard;
Quantity Theory of Money.
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PRIVATEERING
Attacks upon seaborne trade and shipping have been a
feature of human maritime activity since the seas were
first used for the transport of goods and people. Such vio-
lent assaults have assumed various forms; some have
been sanctioned by states and therefore deemed legiti-
mate, whereas unauthorized commerce raiders have per-
petrated others, often described as pirates. Among those
empowered by states to attack shipping was the privateer,
a private individual whose predatory activity had two po-
tentially positive attributes. To the state, which autho-
rized the practice by the issuance of a license (variously
known as a privateer commission, letter of marque, lettre
de marque, or kaapebrief), the privateer offered a cheap
means of waging war, the damage inflicted on a rival’s
maritime assets being of some strategic value. To those
individuals who equipped and manned these privately
owned ships of war, the rewards were chiefly economic,
for privateering was essentially a form of enterprise in
which shipowners and seafarers risked their capital and
their lives in a quest for prizes and, hence, profits.

Rooted in the medieval practice of reprisal, priva-
teering was increasingly regulated by the legal codes and
treaties that governed relations between Europe’s mari-
time states from the sixteenth century. Accordingly, the
issue of licenses was largely, though not necessarily, re-
stricted to periods of declared war, and seized vessels and
admiralty courts according to the due process of law ad-
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The American merchant ship, the Planter, battles a French National privateer before the War of Tripoli. Governments
commissioned privateers to attack and capture enemy ships. European countries ended this practice through the 1856 Declaration of
Paris. © BETTMANN/CORBIS. REPRODUCED BY PERMISSION.

judicated goods. It was only when the court had decided
that the capture had been properly conducted that the
properties were condemned and released as “good prize”
to the captors. If the court found otherwise, however, it
could order the errant privateer to restore the captured
assets to their rightful owners and pay for the costs and
damages the seizure had caused.

Privateering ventures assumed one of two main
forms during the early modern era. First, there were li-
censed trading vessels. These merchantmen were fur-
nished with a privateering license to provide their crews
with an incentive to defend the ship against assailants, or
to take inferior enemy craft, during the course of their
primarily commercial voyages. Such chance encounters
might yield prize money to augment seafarers’ wages and
shipowners’ profits. Licensed traders—termed letters of
marque in Britain—comprised a numerically significant
component of Europe’s privateering fleets, especially
after 1700. In qualitative terms, too, they were important,
for throughout the early modern era most relatively
large, long-distance merchant ships were equipped with

privateer commissions, and most carried more arma-
ments and men than they would have done in peacetime.

Private ships of war constituted the second type of
privateering venture. Rather than carrying cargoes, these
vessels—most of which were converted merchantmen—
”cruised” the shipping lanes to capture enemy vessels and
cargoes. They ranged from small craft, which preyed on
fishing and coastal vessels in inshore waters, to ocean-
going ships despatched to intercept the high-value colo-
nial cargoes conveyed to Europe in large, well-protected
merchantmen. Crews that were large in relation to the
vessel’s size, and organized to fight the enemy and navi-
gate prizes back to a home port for adjudication invari-
ably worked private ships of war of all calibers. The crews
also shared some of the financial risks of the venture, for
they were normally remunerated through the ownership
of a share in any prize money generated, rather than
through the payment of a wage. Crews therefore forsook
the money they could have earned in a trading or naval
vessel for a stake in the profits of a predatory venture, a
decision that might yield anything from a windfall to a
nil return.
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Whatever its form, privateering was integral to Eu-
rope’s trading and shipping interests, especially from the
1560s to 1815. But it was an impermanent, volatile activi-
ty that varied greatly in scale and character over time and
space. In some settings, it was significant both economi-
cally and as a means of waging war. In the late sixteenth
century, for instance, privateers contributed greatly to
the expansion of England’s maritime interests. Privately
owned vessels embarked for the New World intent on
trading with, or raiding, Spain’s imperial possessions, a
design that was covertly encouraged—if not formally
sanctioned—by Elizabeth I’s government. Whereas the
slaving voyages of Sir John Hawkins (1532–1595) and the
circumnavigation of Sir Francis Drake (1540–1596)
might be cast as piratical, the private vessels that preyed
on Spanish trade during the 1585 to 1603 war largely
acted with proper authority. With forty-three merchant-
men comprising the backbone of Drake’s squadron in the
Armada campaign, privateering was the characteristic
form of naval warfare in Elizabethan England. Moreover,
it generated capital and helped to improve the seafaring
labor supply from about 16,000 to 50,000 men, thereby
adding impetus to England’s emergence as a commercial
power.

Spain’s maritime interests were further harassed by
privately owned Dutch commerce raiders. The semipira-
tical “Sea Beggars” were central to the Dutch Revolt in
1568 to 1572, whereas commissioned private forces large-
ly dominated the nascent republic’s sea war against the
Spanish from the late 1570s. Spain moved on to the of-
fensive in the 1620s by encouraging its Flemish subjects
to set forth privateers against the republic’s rapidly grow-
ing trade and fishing interests, a campaign that was sup-
plemented by Spanish naval vessels—the “Armada of
Flanders”—based at Dunkirk. This coordinated assault
yielded some 1,880 prizes between 1629 and 1639, over
84 percent of which were taken by privateers. Sixty years
later, and now a French port, Dunkirk was again the focal
point of a major privateering campaign as Louis XIV
(1638–1715) reduced expenditure on France’s battle fleet
and diverted resources into an attack on the “sinews” of
the enemy’s power, the trade of England and the Dutch
Republic. This guerre de course (privateering war) resem-
bled its Flemish-Spanish antecedent in that privateers
with the operational and material support of state forces
largely undertook it. It was also similar in effect. Al-
though extensive damage was inflicted on enemy com-
merce, the strategy of guerre de course failed to deliver vic-
tory in the sea war.

There were other instances in which the quest for
private profit served the military interests of states lack-
ing naval resources, notably the extensive privateering
campaigns mounted by the Americans in 1776 to 1783

and 1812 to 1814, and by the Confederacy in 1861 to
1865. In general, however, privateering became more of
a business and less of a military tool as state navies devel-
oped into effective, permanent fighting forces. Market
forces—that is, for instance, increasingly governed the
scale and character of British privateering, prize-taking
prospects interacting with the supply of vessels and men
in the context of a range of commercial options. In the
mid-eighteenth-century conflicts, investors in the major
ports of London and Bristol fitted out a relatively large
number of powerful private ships of war—many over 250
tons worked by crews of at least 150 men—to seize valu-
able French and Spanish colonial vessels believed to be
sailing from the Caribbean without escorts. In contrast,
in late 1780, the onset of the Fourth Anglo-Dutch War
precipitated a different privateering response, as more
than 340 private ships of war of less than 100 tons were
hurriedly despatched from small south-coast harbors to
seize the innumerable unwary Dutch merchantmen
thought to be sailing in the English Channel. In the 1793
to 1815 conflicts, with prize-taking opportunities greatly
circumscribed by the stranglehold imposed on French
trade by the navy, licensed trading vessels dominated
British privateering activity.

The privateering business had for centuries stimu-
lated the wartime economies of ports and generated spec-
ulative profits for shipowners and seafarers, albeit on an
irregular basis. By 1815, such prospects had dimmed ap-
preciably due to the preponderance of navies in the sea
war, and the growth of safer, more rewarding commer-
cial options. In the mid-nineteenth century, with steam
propulsion and iron hulls now adding to the costs and
capabilities of shipping, Britain—which had the most
vessels and cargoes to lose—proposed that privateering
be abolished. This was enshrined in the 1856 Declaration
of Paris, although Spain and the United States did not
ratify the agreement until 1907.

S EE A LS O Empire, British; Empire, Spanish; Gold
and Silver; Hawkins, John; Piracy; Ships and
Shipping; Wars.
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PROTECTION COSTS
Economies have experienced a myriad of types of protec-
tion costs over the centuries; some of these arose natural-
ly, such as transportation costs, whereas others, such as
tariffs and embargoes, were imposed by the state. The
reasons for imposed protection costs have varied greatly,
from military needs, efforts to raise state revenue, the
protection of inefficient economic operations owned by
governing elites or special interest groups, to efforts to
promote productive and efficient sectors.

There remains much debate as to whether imposed
protection costs such as tariffs or subsidies have histori-
cally positively affected the course of economic develop-
ment, and whether such action can serve the cause of
economic development in the future. Much of contem-
porary economic praxis, following upon the tradition of
Adam Smith’s Wealth of Nations, is cynical of any posi-
tive effects, making the case that such protection results
in artificially high prices, inefficient production (both in
terms of price distortions yielding resource misalloca-
tions and x-inefficiencies in production), lower quality
output, and lower rates of technological change. Few
would dispute the argument that reducing “natural” pro-
tection costs positively impacts upon development. Thus,
reductions in transportation costs serve to reduce im-
ports and export costs, resulting in more efficient and
competitive economies. The same would be true of re-
ducing the risk of violence (such as piracy) in transport-
ing goods. It is important to note that transportation and
the like are analogous to tariffs and related protection
costs insofar as they protect domestic firms from foreign
competitors whose product prices increase by the cost of
transporting their goods to foreign markets. Falling
transportation costs also reduce the costs to domestic
producers hoping to export their output.

Historically, transportation costs fell most dramati-
cally in the nineteenth century with the advent of the rail-
road, the steamship, and innovations and increased in-
vestment in canals and road construction. Such
transportation cost reductions continued with the advent
of the automobile and the airplane, for example, further
facilitating the competitive process. It is important to
mention, however, that important but lesser cuts to
transportation costs took place in prior eras, such as dur-
ing Roman times with investment in roads and protec-
tion, and during the sixteenth and seventeenth centuries
with advances in sail-powered shipping. There is some

debate as to whether transportation cost reduction is
largely a product of organization or technological
change. Both are important, but technological change ap-
pears to have been especially dominant since the late
nineteenth century (Harley 1988).

Discussed most in the subject’s literature are tariffs
and subsidies as forms of protection. This discourse is
often linked with, and confused with, narratives on the
importance of trade as an engine of economic develop-
ment and growth. For the twentieth century, the evidence
of a positive relationship between free trade and econom-
ic growth is mixed at best, and, where positive, the rela-
tionship is a weak one. The United States and Canada
were leading protectionist nations until the end of the
World War II, and England dropped its protectionist
barriers only after becoming the leading industrial pow-
erhouse in the mid-nineteenth century. More recently,
Japan, Taiwan, South Korea, and mainland China devel-
oped in the context of relatively high tariffs and other
forms of managed protection. Historically, eras of high
tariffs tended to coincide with relatively high rates of per
capita GDP growth, and eras of low tariffs often coincid-
ed with low rates of economic growth, albeit this does not
demonstrate a causal relationship (Bairoch 1993; Hikino
and Amsden 1994; O’Rourke 2000; Wade 2003). Howev-
er, one should note that the historically high per-person
output growth rates that took place in the post–World
War II period, especially in the developed economies but
also in Japan, coincided with dramatic average reductions
in tariffs, especially in high-growth economies with the
formalization of the General Agreement on Tariffs and
Trade of GATT in 1948. Here, too, the relationship might
also be a spurious one (Baier and Bergstrand 2001)

A fundamental concern of many economic theorists
is that for sociopolitical reasons, tariffs and subsidies can-
not be easily removed once imposed, yielding long-term
economic costs to society. What remains a critical ques-
tion is whether such protection was and remains neces-
sary to the process of development, and related to this,
how have the developed economies and the currently de-
veloping economies been able to engage the development
process in the context of tariffs and subsidies? Also of
note is that historically, tariffs were often imposed as a
revenue-generating machine; protection was not intend-
ed, or was an afterthought. And prior to the twentieth
century, tariffs were one of the most efficient and accessi-
ble means to raise state revenue.

Recently economists have discovered border effects,
or border costs, as a natural but socioeconomically based
protection against foreign competition (Helliwell 2002;
McCallum 1995). In the absence of tariffs and related
protection costs, and accounting for distance, one would
expect trade to occur to the same extent within a country
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as between countries. However, the evidence suggests
that trade within a country is very much larger than trade
between countries; even when only marginal protection
costs are in place, and controlling for distance. This ap-
pears to be related to lower transaction costs of doing
business in one’s home domain, where there are estab-
lished networks and norms and a level of trust that pro-
vides some advantage to domestic producers and suppli-
ers. Border effects provide domestic producers with a
“natural” barrier against foreign competition above and
beyond what is afforded by tariffs and transportation
costs. Indeed, to the extent that border effects are signifi-
cant, even in the absence of other forms of protection,
domestic firms are protected from foreign suppliers.
However, unlike tariffs, border effects afford protection
by reducing domestic costs of production, not by increas-
ing the costs of imports to domestic consumers and pro-
ducers.

SEE ALSO Transaction Costs.
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PROTECTIONISM AND TARIFF WARS
Economists and philosophers have argued for centuries
about the costs and benefits of free trade versus protec-
tion. Scarce, however, are early discussions of the
macroeconomic consequences of protection, and fewer
still are arguments sufficiently well-articulated to distin-
guish them from their microeconomic antecedents. Dur-
ing the interwar period, however, the flow of intellectual
history and commercial policy changed course.

John Maynard Keynes (1883–1946), one of the
founding fathers of modern macroeconomics, changed
his views dramatically. As late as 1923 he was as ardent
about free trade as Adam Smith (1723–1790), but by the
early 1930s he began advocating tariffs as a remedy for
British unemployment. Keynes argued that a tariff would
be stimulative in the aggregate if wages were downwardly
rigid, the exchange rate was fixed, and labor was un-
deremployed. In response, Lionel Robbins, T. E. Gregory,
Arnold Plant, J. R. Hicks, and others had collaborated on
a book that claimed that classical theory remained opera-
tive under conditions of unemployment. Keynes was un-
moved. In 1951 Hicks conceded a great deal, concluding
that free trade had been called into question by the theo-
retical changes brought about by Keynes.

MACROECONOMICS OF THE GREAT DEPRESSION

The debate on the macroeconomic effects of commercial
policy continues to this day, in part driven by a desire to
search for a complete explanation of the Great Depres-
sion. The focus of macroeconomists on this episode is
easy to rationalize: from the period 1929 to 1933 real
gross national product (GNP) in industrialized countries
fell by 18 percent and export volume fell by 35 percent.
The combination of these two facts—the dramatic
worldwide slump and the greater relative decline in trade
than in income—has led economists to seek internation-
al explanations for the economic trauma of the 1930s.

The escalation of tariff levels during the late 1920s
and particularly during the 1930s is one such explana-
tion. Many accounts of tariff history cite the infamous
Smoot-Hawley Tariff Act of 1930 as an accelerant to the
evolving move toward higher international levels of pro-
tection. However, some of what appears to be retaliation
may in fact be a domestic response to falling output
under the assumption that duties would lift the economy
out of recession, or at least help the most ailing indus-
tries. Senator Reed Smoot (the chief architect of the 1930
tariff bill in the United States) had considerable convic-
tion that the U.S. tariff increase would help: “How can
we escape the conclusion that the tariff has been a sta-
bilizing influence? In the scramble of all nations to dis-
pose of surpluses [the tariff] has saved American produc-
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U.S. output and home and foreign tariff levels 
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ers from a deluge of cheap foreign goods” (Smoot 1931,
p. 181).

The figures below show the path of U.S. output and
tariff levels from 1900 to 1940 along with aggregates of
the same variables for major U.S. trading partners (in
order of importance for U.S. imports, the trading part-
ners are: Canada, the United Kingdom, France, Germa-
ny, and Italy). The correlation between U.S. output and
either U.S. or foreign tariff levels is strongly negative; the
same is true of the correlation between foreign output
and the U.S. tariff. The only correlation that is positive
is between foreign output and foreign tariffs, and this is
true only during the period 1920 to 1940.

Taken at face value, the correlation analysis suggests
that both the United States and its major trading partners
were harmed by U.S. tariff increases, whereas major U.S.
trading partners benefited from the imposition of their
own tariffs at the expense of the United States. In a nut-
shell, this is the general ambiguity of the channels
through which tariffs impact aggregate economic activi-
ty. Theoretical models and sophisticated empirical exer-
cises offer some hope of sorting through this ambiguity.

Trade theory generally predicts that free trade is op-
timal because it results in a more efficient allocation of
the factors of production to their respective comparative
advantage, while also providing consumers with price
signals that reflect the opportunity costs of production.
Tariffs, in contrast, encourage firms to continue to pro-
duce goods that could be produced more cheaply abroad.
Moreover, the allocation of resources to protected sectors
leaves other sectors of the economy with fewer inputs,
driving up their costs. The fact that international trade
and output collapsed at a time when global tariff levels
escalated is often cited in textbooks as evidence in favor
of this classical view that free trade is better for macroe-
conomic performance. Macroeconomic models built
upon a similar theoretical structure to traditional trade
models will, not surprisingly, produce qualitatively simi-
lar results.

OPTIMAL TARIFFS

There is latitude in trade theory for a rise in the tariff to
increase domestic income or welfare. In fact, there are
multiple mechanisms that could work in this direction.
The most famous is the optimal tariff argument that
states that for a sufficiently large country, a tariff increase
from a position of free trade may actually increase both
output and welfare. The first article to discuss optimal
tariffs and retaliation was Harry Johnson’s (1953). The
logic is similar to that of a monopolist charging a price
above marginal cost in order to raise profit levels. The
major trading partners of the United States were certainly
a large enough block to exert an influence over the terms

of trade with the United States. One possible explanation
for the positive correlation between the foreign tariff le-
vels and foreign output during the interwar period is that
the United States was sufficiently small on the world stage
and therefore was harmed by its own tariff, but its trading
partners were sufficiently large that they benefited from
the imposition of their tariff.

Another theoretical argument that delivers a positive
impact of a tariff increase on output is the “expenditure-
switching” effect. By raising the relative price of imports
compared to exports (i.e., foreign goods relative to do-
mestic goods), the tariff induces a shift in expenditure
away from foreign goods toward domestic goods, raising
domestic demand. At the level of an individual good, this
result follows without much controversy, but when ap-
plied at the macroeconomic or world level, consideration
must be given to feedback from the tariff to foreign de-
mand for domestic products.

The fragility of this theoretical result is well expos-
ited by Jonathan Ostry and Andrew K. Rose (1992).
Moreover, they conducted an empirical analysis using
data from the Organization for Economic Cooperation
and Development from the 1970s and 1980s to find that
tariffs appear not to have a statistically significant impact
on the level of output, the trade balance, or the price of
domestic goods relative to foreign goods. Corroborating
this evidence in historical context, Douglas Irwin (2000)
conducted a very careful study of the United States in the
late nineteenth century and found that although growth
was rapid under the high tariffs that existed at the time,
the tariff is not needed to account for that growth experi-
ence.
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In a study of extraordinary scope, Michael A. Cle-
mons and Jeffrey G. Williamson (2001) examined the
linkages between tariff policy and economic growth from
1865 to 1990 across a group of countries. They found that
growth and tariffs are negatively associated after World
War II, consistent with the findings of Jeffrey D. Sachs
and Andrew Warner (1995); this suggests that tariff in-
creases are harmful to the initiating nation. However,
they also found a positive association in the period before
World War II, suggesting exactly the opposite interpreta-
tion. They attributed the switch in sign to changes in the
world economic environment (lower tariffs and trans-
portation costs and higher economic growth generally in
the period after World War II).

The type of reduced-form evidence marshaled in
these papers is sometimes criticized because the econom-
ic model that forms the basis for the investigation is eval-
uated indirectly. The result may be ambiguity as to what
effects are being identified. Are the effects of tariffs truly
being isolated from the effects of other economic shocks
that impinge upon the aggregate economy? The answer
is generally uncertain.

An alternative quantitative approach involves writ-
ing down a specific economic model restricted by data
and then using a simulation method to infer the implica-
tions of the model for various macroeconomic outcomes.
Two studies have employed this type of analysis to esti-
mate the impact of tariffs and retaliation in the context
of the U.S. depression during the 1930s. These studies
place the quantitative impact of the tariffs at about 2 per-
cent of U.S. GNP, but claim different signs for the effect.
Mario J. Crucini and James Kahn (1996) emphasized the
role of tariffs in distorting capital accumulation and
input choices (many traded goods were intermediate in-
puts into final production) and got a negative impact.
Basically, by reducing the efficiency of factor allocations,
the tariff war shifted the world production frontier in-
ward, reducing output at home and abroad. Barry Eic-
hengreen (1989) argued that U.S. tariff increases shifted
expenditure toward U.S. goods and away from foreign
goods, giving rise to a positive impact. His analysis as-
sumed that nominal wages are fixed, and he ignored the
negative supply-side impact of tariffs due to production
inefficiencies. As a result, an increase in the U.S. tariff,
by increasing the price level, would evoke—at fixed nom-
inal wages—a positive supply response because the real
product wage falls. Under a unilateral tariff increase, de-
mand also rises due to expenditure switching. Under re-
taliation by the foreign country the demand-side effect
is neutralized, but a foreign supply expansion follows by
the same logic described above. Thus, one set of model-
ing assumptions attributes a role for tariffs in accounting
for the economic slump; the other attributes a role for
tariffs in preventing things from getting even worse.

The advantage of the simulation approach is that the
channels through which tariffs affect various economic
variables is transparent; a disadvantage is that models
typically have broader economic implications that are re-
jected by the data, limiting the confidence one has in
their predictions. Thus, whether one places a great deal
of theoretical structure on the exercise or not, in practice,
the results are debatable.

Another practical difficulty in estimating the size or
even the sign of the tariff’s impact on the macroeconomic
level is the fact that so much else is changing at the same
time. In the U.S. case alone, there was a monetary con-
traction, massive bank failures, crop failures, and a stock
market crash. Sorting out the causal role of tariffs in the
context of a multitude of alternative causes has proven
a daunting empirical task, and much remains to be done.

An important role for academic economists is to sift
through an extensive body of evidence, possibly taking
quite distinct theoretical approaches, and arrive at an in-
formed scientific opinion on the matter at hand. There
does appear to be considerable academic agreement on
the role of commercial policy during the Great Depres-
sion. In a survey of economists and historians conducted
by Robert Whaples (1995), two-thirds of both groups
generally agree with the statement: “The passage of the
Smoot-Hawley Tariff exacerbated the Great Depression.”
Another 20 percent agree with (unspecified) provisos
when asked the same question. It is quite likely that simi-
lar numbers would prevail on the general question of the
merits of free trade relative to protectionism. One is
tempted to conclude that the combination of inconclu-
sive empirical evidence on the macroeconomic effects of
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commercial policy combined with the strength of the
theoretical arguments in favor of free trade has led to
agreement among most economists on the merit of free
trade.

SEE ALSO Import Substitution; Protection
Costs; Tariff Theory.
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PURCHASING POWER PARITY
Purchasing power parity (PPP) expresses the notion that
with a unit of purchasing power, say one dollar or one
euro, it should be possible to purchase the same bundle
of goods and services anywhere in the world. The concept
is important in international economics for at least three
reasons. First, it provides a particularly simple theory of
exchange rate determination: It predicts that if the rela-
tive price of two currencies is flexible, then it will adjust
to equal the ratio of their price levels. Second, if this kind
of adjustment does not take place, the ratio of price levels
can nonetheless provide a reference point against which
the current exchange rate can be deemed to be under- or
over-valued relative to its PPP level. Finally, irrespective
of whether PPP will ever occur in practice, deviations
from it must be taken into account in making interna-
tional and interregional comparisons of real income.

More or less precise statements of PPP can be dis-
cerned in the writings of many pre-Classical and Classical
economists, especially David Ricardo. Its first modern
exponent and energetic popularizer was the Swedish
economist Gustav Cassel, who wrote during and after
World War I. It was taken up by Keynes, who used it in
his 1925 pamphlet The Economic Consequences of Mr.
Churchill to criticize the Chancellor of the Exchequer for
returning the United Kingdom to the gold standard at
the prewar parity. On the basis of some simple compari-
sons of U.K. and U.S. price levels, Keynes argued pro-
phetically that the return to gold left sterling overvalued
relative to its PPP level, and that the competitiveness of
U.K. manufacturing would suffer as a result.

PPP must hold if the prices of all goods are equalized
internationally by arbitrage, leading to the “law of one
price.” However, detailed studies of individual markets
have shown that deviations from this “law” are substan-
tial. Reasons for this are not hard to find. Some goods
and many kinds of services are not traded at all. Even
traded goods face many barriers to arbitrage, including
tariffs, transport costs, product differentiation, and price
discrimination by firms with market power. There is now
a growing body of evidence, summarized by James E. An-
derson and Eric van Wincoop (2004), that such barriers
are pervasive, implying that modern economies remain
relatively segregated, despite the extensive trade liberal-
ization that has occurred in the half century since World
War II. Even when goods are traded freely, their prices
to final consumers are affected by local distributional and
related costs. Presumably for this reason, PPP is often
found to hold better for producer prices than for con-
sumer prices.

A huge empirical literature, surveyed by Kenneth A.
Froot and Kenneth Rogoff (1995) and Alan M. Taylor
and Mark P. Taylor (2004), documents the extent of de-
viations from PPP, and attempts to determine whether
they are permanent or temporary. This can alternatively
be described as investigating the behavior of the “real ex-
change rate,” defined as the ratio of the home to the for-
eign price level, expressed in terms of a common curren-
cy, p/ep*. (Here p and p* denote the home and foreign
price level respectively, while e denotes the nominal ex-
change rate, measured as the price in home currency of
a unit of foreign currency.) If PPP holds in its absolute
version, p equals ep*, and the real exchange rate is 1. A
weaker form of PPP is the relative version, which requires
that p is proportional to ep*, so the real exchange rate is
constant.

This literature shows that PPP works better for
countries with high inflation rates, and best of all in peri-
ods of hyperinflation. Such exceptional periods aside,
short-run studies have difficulty rejecting the hypothesis
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that real exchange rates follow a random walk with no
tendency to return to an equilibrium level. Studies using
long-run data find evidence of reversion towards PPP but
at a very slow rate: It takes between three and five years
before half the deviation is eliminated. This generates
what Rogoff (1996) has called the “PPP puzzle”: In the
post-Bretton Woods era of floating nominal exchange
rates, real exchange rates are extremely volatile in the
short run and converge very slowly to equilibrium.

Short-run deviations from PPP can be explained by
high volatility in the nominal exchange rate, presumably
due to the volatility of its underlying financial determi-
nants, combined with nominal price stickiness. But such
short-run stickiness is hard to reconcile with the very
slow rate at which deviations from PPP are eliminated.
Recent research suggests a number of explanations for
the puzzle, including nonlinear dynamics, so reversion to
PPP occurs rapidly for large deviations but much less so
for small ones, and heterogeneity between goods in their
rates of price convergence. However, a fully satisfactory
explanation of the data remains elusive.

In fact there are many reasons why we should not
expect PPP to hold even in the long run. Best known of
these is the “Balassa-Samuelson effect,” due to Bela
Balassa (1964) and Paul Samuelson (1964). If high-
income countries have a greater relative productivity ad-
vantage in the production of traded goods, they will pro-
duce such goods relatively cheaply. If the law of one price
applies to traded goods, so that their nominal prices are
equalized internationally, then the relative price of non-
traded goods will be lower in low-income countries, im-
plying systematic deviations from PPP even in the long
run. As shown by J. Peter Neary (1988), the Balassa-
Samuelson effect is only one source of potential long-run
deviations from PPP. Another is the so-called “Dutch
Disease,” whereby a sudden increase in productivity in
an export sector (due for example to a rapid development
of natural resources) causes a real exchange rate appreci-
ation, leading to a loss in competitiveness for other non-
booming traded sectors. Other possible explanations in-
clude changes in the terms of trade (the external relative
price of imports and exports), changes in the govern-
ment’s fiscal stance, and changes in a country’s level of
external indebtedness.

Because deviations from PPP are significant and per-
sistent, international comparisons of GDP or of con-
sumption per head give a misleading picture of interna-
tional differences in productive potential or in living
standards, when they are made using market exchange
rates. This poses an index number problem. Overcoming
it requires comparable data across countries and some
index number formula that can combine them to pro-
duce a consistent set of “PPP-adjusted” data on real in-
comes. The most comprehensive data set of this kind is
the Penn World Table, described by Robert Summers
and Alan Heston (1991). This huge data set, giving annu-
al data on 168 countries since 1950, has been widely used
in international comparisons and in cross-country
studies of growth and convergence. Its methodology has
been criticized, but can be defended as providing an an-
swer to the question “What would be the real income of
a reference consumer, whose consumption patterns
match those of the world as a whole, faced with the aver-
age income and local prices of each country?”(2004).
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QUANTITY THEORY OF MONEY

The quantity theory of money, in its most unsophisticat-
ed form, holds that the price level is proportional to the
quantity of money, and that the causation runs from the
quantity of money to the price level, so that any increase
in the quantity of money results in a proportional in-
crease in the price level. Many educated people with a ca-
sual understanding of the quantity theory of money be-
lieve this unsophisticated statement of the theory to be
the theory itself, although few first-rate monetary econo-
mists of the last two centuries would wholeheartedly
agree.

The modern quantity theory is more properly un-
derstood as a theory of the demand for money, which as-
serts that money demand is a demand for real money bal-
ances, and that that demand is a stable function of a few
variables, including (but not limited to) income and
nominal interest rates. For expositional simplicity, we
will proceed as if the demand depends only on income
and the nominal interest rate, although economists have
cataloged various other potential arguments. The
money-demand function is thought to be increasing in
income, and decreasing in the nominal interest rate.
However, the unsophisticated form only holds as a short-
run proposition if income and interest rates are entirely
independent of money and the price level. Preexisting
nominally denominated commitments—long-term wage
contracts, formal or informal price setting agreements
among firms, debt contracts—constitute one important
mechanism (though not the only one) that can make in-
come and the interest rate depend on money and prices.
The quantity theory does not predict, by itself, the ex-

tent to which changes in the money supply end up influ-
encing prices, income, or interest rates. That depends on
the rest of the general equilibrium model in which the
quantity theory is imbedded. Any conclusion depends in
part on the neoclassical assumptions regarding price flex-
ibility.

Practical application of the quantity theory is seldom
an easy matter. What, for instance, is the relevant money
supply? The problem has two dimensions: assets and
measurement. In principle, which assets are money, and
which are not? In modern times, are checking deposits
money? Savings deposits? Treasury bills? How about
credit cards? In time past, were bills of exchange money?
Are other kinds of private notes money? The general rule
economists have followed is that assets are money if they
are a medium of exchange and extinguish (rather than
delay the payment of) debt. So in modern times, check-
ing deposits would certainly be money, treasury bills and
credit cards would not be money, and savings deposits
might be if they could be drawn upon in transactions, but
otherwise not. There is no denying these distinctions are
somewhat arbitrary, and debate on the proper way to
draw the line between assets that are money and assets
that are not money is never-ending.

Measurement is another problem in a great many
circumstances. To take a modern example, one would
imagine that the quantity of demand deposits in the
United States would be known with great precision.
Looking at any book of monetary statistics would rein-
force that impression. However, because demand depos-
its are subject to non–interest-bearing reserve require-
ments and because those reserve requirements are
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Formulated in its twentieth-century form during
the 1920s by Irving Fisher, the Quantity Theory of
Money posits that price levels are a function not only
of the amount of money in circulation in an economy
but also of the rapidity with which it circulates.
Famously expressed as mv=pt, it equates quantity (m)
and velocity (v) to prices (p) and the total of all trans-
actions (t). Believers regard it as generally applicable;
skeptics deride it as a simple truism without any
explanatory value or, at best, only useful during peri-
ods of extreme inflation.

Ryan Peacock

MV=PT

effectively taxes, banks use various legal strategies to
evade them. Large account holders, for instance, often
have their demand deposits electronically loaned out or
transferred overseas at the close of each business day so
that they do not officially count as demand deposits, al-
though they are indistinguishable from demand deposits
during business hours. In earlier times, too, portions of
the money supply were frequently either unmeasured, or
measured badly. In the German hyperinflation of 1921–
1923 for instance, many public and private organizations
emitted emergency currency called notgeld, which circu-
lated alongside the official currency, but (probably be-
cause the data are lacking) notgeld is not included in offi-
cial statistics. Before the classical gold standard was
abandoned during the Great Depression, large quantities
of specie circulated around the world, but only the most
primitive estimates exist of the quantity in circulation at
any particular time and place. With inappropriate and
incomplete measures of the money supply the norm, it
is commonplace for people to correlate those measures
with prices and then express astonishment at the weak-
ness of the relationship.

Geographic considerations apply with great force to
earlier times. For example, during the gold standard era
in the late nineteenth century, much of the world used
gold and bank notes and deposits denominated and con-
vertible to gold as money. The supply and demand for
money within the gold currency area (along with the rest

of the relevant economic model) would (in principle) de-
termine the price level within the gold currency area. A
small open economy – late nineteenth century Belgium,
for example, would essentially be at world prices in the
gold currency area, abstracting from transportation
charges. If Belgian banks had exogenously issued addi-
tional convertible bank notes, the Belgian price level
would still be world prices within the gold currency area.
The increase in bank notes, it is true, would increase the
total money supply within the entire gold currency area,
although (given Belgium’s small size) the percentage in-
crease in the total money supply of the currency area
would be fairly trivial. Thus it might serve to increase
prices minutely throughout the entire currency area.
Every country outside Belgium would find that at the
higher prices they no longer had quite enough money for
their purposes, whereas the Belgians (who had only the
diluted increase in prices, but the full impact of the in-
crease in the money supply) would find themselves with
more than they needed. The result would be that Belgium
would export money (in the form of gold, unless Belgian
bank notes circulated abroad) to the rest of the gold cur-
rency area until the supply of money in Belgium and the
rest of the gold currency area had adjusted to the new
price level.

S EE A LS O Bodin, Jean; Bullion (Specie); Money
and Monetary Policy; Prices and Inflation.
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SIR THOMAS STAMFORD RAFFLES
1781–1826

A British colonial administrator and the founder of Sin-
gapore, Raffles was the son of a sea captain, born off the
coast of Jamaica. He began work for the East India Com-
pany (a quasi-governmental trading company that
shaped much of England’s overseas empire) at age 14,
and was transferred to Penang on the Malay Peninsula
in 1805. With the Netherlands embroiled in the Napole-
onic Wars between 1811 and 1816, Britain took control
of Java under Raffles’s governorship, during which time
he introduced a new system of land tenure, stopped the
slave trade, and removed fetters on trade. After a year in
England, Raffles returned to the island of Sumatra as
lieutenant governor in 1818 and, fearing Dutch influence
in the region, persuaded the East India Company in 1819
to establish a free-trade station at the southern tip of the
Malay Peninsula. That station became modern Singa-
pore. When Raffles left the East Indies for good in 1824,
he had established a strategic anchor for the British on
the main shipping channel between the Indian Ocean
and the South China Sea that today is one of the largest
trade ports in the world. Raffles also authored a history
of Java and was the founder of the Zoological Society of
London. He was knighted in 1817.

SEE ALSO Bonaparte, Napoleon; East India
Company, British; East India Company, Dutch;
Empire, British; Empire, Dutch; Entrepôt
System; Free Ports; Indian Ocean; Laborers,
Coerced; Indonesia; Singapore; Spices and the
Spice Trade.
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RATES OF EXCHANGE
The exchange rate is the price of one currency in terms
of another. Sometimes the exchange rate is defined as the
price of the foreign currency (also called “foreign ex-
change”) in terms of domestic currency. For example, if
the U.S. dollar is the domestic and the British pound the
foreign currency, the rate could be $2 per pound; in this
formulation, the exchange rate is also called the “foreign-
exchange rate.” Other times, the exchange rate is ex-
pressed as the price of the domestic currency in terms of
the foreign currency, in which case the rate is called the
“exchange value” of the domestic currency. Continuing
with the example, the exchange value of the dollar is 0.5
pound.

As the exchange value of a currency increases (or de-
creases), the currency “appreciates” or is “revalued” (or
“depreciates” or is “devalued”): the currency is worth
more (or less) in terms of the other currency.

USE OF EXCHANGE RATE

The exchange rate is used to convert a price or value from
denomination in one currency to denomination in an-
other. A higher exchange value of the U.S. dollar implies
that foreign goods, services, and capital assets are cheaper
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for Americans, whereas U.S. goods, services, and capital
assets are more expensive for foreigners.

Suppose the dollar value of the items that Americans
want to buy from foreigners exceeds the dollar value of
the items that foreigners want to buy from Americans.
This excess pushes down the exchange value of the dollar
(if the exchange rate is free to vary) or creates a U.S. bal-
ance-of-payments deficit (if the exchange value of the
dollar cannot go lower), or perhaps a combination of the
two (if the exchange can vary somewhat). An excess in
the opposite direction either pulls up the exchange value
of the dollar or creates a U.S. balance-of-payments sur-
plus, or some combination. All this activity takes place
in the foreign-exchange market (sometimes called simply
the “exchange market”), where foreign currency (foreign
exchange) is traded for domestic currency.

EXCHANGE-RATE SYSTEMS

There are three basic types of exchange-rate systems.
First, an exchange rate can be floating. This means that
the exchange value of the domestic currency moves to
equilibrate domestic purchases of foreign items and for-
eign purchases of domestic items. Second, the exchange
rate can have upper and lower limits imposed by the cen-
tral bank, or by the treasury acting as a central bank. The
official institution passively stands ready to buy or sell a
foreign asset (gold, silver, or foreign exchange) for do-
mestic currency at a fixed price. In this situation, the
country is said to have a pegged-rate system.

How are the limits to the exchange rate imposed?
Under a gold standard, countries buy and sell gold at a
fixed price in domestic currency. The ratio of the coun-
tries’ official prices of gold is the “mint parity” between
the two currencies. Because of costs of transferring gold,
the exchange rate varies between a “gold-export point”
(where the exchange value of the domestic currency is at
its lowest level and the country has a balance-of-
payments deficit) and a “gold-import point” (where the
exchange value is at its highest level and the country has
a surplus). The difference between the gold points is
called the “gold-point spread.”

Another way is “passive exchange-rate interven-
tion”: the country’s central bank buys foreign currency
(for example, the U.S. dollar) at a dollar-buying (analo-
gous to gold-import) point and sells it at a dollar-selling
(gold-export) point. This pegging can be done indepen-
dently by the country or via internationally imposed rules
such as those of the International Monetary Fund, which
required countries to maintain their exchange rate
against the dollar within 1 percent of a “par value,” anal-
ogous to mint parity, with the difference between the
buying and selling points called the “parity band.”

The third type of exchange-rate system is exchange
control. In this situation a country suppresses a deficit
without losing gold or foreign exchange and without a
currency devaluation by using government fiat (such as
licenses to purchase foreign items) to reduce the demand
for foreign exchange so that the demand is not greater
than the available supply.

DETERMINANTS OF EXCHANGE RATE

Determinants of the level of the exchange rate under a
floating rate serve as determinants of the amount of bal-
ance-of-payments deficit or surplus under a pegged rate.
Some determinants affect individual items in the balance
of payments. Examples are improvements in productivity
that make a country’s goods and services more competi-
tive, resulting in a currency appreciation (or surplus),
and increased government spending on war abroad, in-
volving a currency depreciation (or deficit). Another de-
terminant is the country’s money-supply/real-income
ratio compared to that of its principal trading partners.
An increase in the money supply increases spending on
foreign items, except to the extent that there is an in-
crease in money demand (for example, from higher real
income) to soak up the money; thus the currency depre-
ciates, or there is a deficit.

EXCHANGE-RATE SYSTEMS SINCE 1450

METALLIC STANDARDS From 1450 to 1914 metallic stan-
dards were the norm—originally silver, then gold in the
late nineteenth century. The spread between silver points
or gold points was very great in early centuries, but as
time went on, improvements in transportation and com-
munication reduced the spread and therefore the vari-
ability of the exchange rate. For example, it has been cal-
culated that the dollar-pound exchange rate averaged 5
percent from parity (about $4.87 per pound) in 1791 to
1800, 0.33 percent in 1881 to 1890, and less than 0.15
percent in 1901 to 1910.

Currency depreciations to gold-export points and
consequent balance-of-payments deficits occurred due to
foreign wars and civil wars, government expenditure on
wars and extravagant items, and poor harvests. Until the
eighteenth century currencies would occasionally depre-
ciate in a jump beyond the gold-export point by govern-
ments reducing the metal content of the domestic cur-
rency, thus altering the mint parity so that the exchange
rate (price of foreign currency) increased. Terminated at
the onset of World War I, the gold standard was resur-
rected from the mid-1920s to the early 1930s.

INTERNATIONAL MONETARY FUND SYSTEM The Interna-
tional Monetary Fund system was in effect from 1947 to
1971, and again (after an interlude in the second half of
1971) from 1971 to early 1973. In the 1971 to 1973 expe-
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rience, the parity band was increased from 1 to 2.25 per-
cent. The system permitted countries to change the par
value—devaluing their currencies in the face of serious
deficits, revaluing in the face of surpluses. For example,
the United Kingdom coped with deficits by depreciating
the pound from $4.03 to $2.80 in 1949, then to $2.40 in
1967.

INDEPENDENT PEGGING Independent pegging was
conspicuous in the late nineteenth century until World
War I, when small countries or colonies pegged their cur-
rencies to the currency of a large country or the home
country. The phenomenon also occurred during war-
time, for example during each World War, when the
United Kingdom pegged the pound to the dollar. Some
countries adopted independent pegging after the Inter-
national Monetary Fund system was terminated in 1973.

FLOATING RATES Though rare before World War I,
floating rates did occasionally occur: in the New England
colonies of Britain from 1711 to 1750; in Sweden from
1745 to 1777; in Russia on and off from 1768 and similar-
ly in Austria from 1797; in France from 1789 to 1797; in
Britain from 1797 to 1821; in the United States (with
local exceptions) from 1814 to 1817, 1837 to 1842, 1857,
and 1862 to 1878; in Spain from 1868; and in Latin
American countries on and off from the nineteenth cen-
tury. Floating rates became widespread in the early to
mid-1920s and again in the 1930s. Canada was on a float-
ing rate from 1950 to 1962, and the floating-rate system
became a global norm in 1973. Many floating rates prior
to World War II involved substantial depreciation due to
irresponsible monetary policy (tremendous increases in
the money supply).

EXCHANGE CONTROL Exchange control came into ex-
istence in the sixteenth century, in England and Europe-
an countries. The controls in England in the sixteenth
and seventeenth centuries varied in severity, and includ-
ed licenses for foreign-exchange transactions, a tax on
such transactions, and the forcing of private parties to sell
their foreign exchange to the government at a disadvan-
taged rate. Controls were less common thereafter, until
World War I. They were especially severe in the 1930s in
Germany and some other European countries. Controls
were retained by many countries for some time after
World War II, were resorted to by the United States in
the 1960s, and were used by some developing countries
into the twenty-first century.

ACTIVE EXCHANGE-MARKET INTERVENTION Active ex-
change-market intervention involves an official institu-
tion initiating the buying (or selling) of foreign exchange
with the intention of causing a currency depreciation (or
appreciation) or preventing a currency appreciation (or
depreciation). This policy, called a “managed float” (as
distinct from a “free float,” which is a float with no inter-

vention) originated in England in the sixteenth century
and was implemented again during the Swedish floating
rate in the eighteenth century and briefly during the U.S.
Civil War. Active intervention was rare until the last few
decades before World War I, when several European
countries and Japan adopted it under the gold standard
to influence the exchange rate within the spread.

Many countries engaged in active intervention dur-
ing World War I, and some countries did in the 1920s.
In the 1930s, active intervention, led by Britain after it
left the gold standard in 1931, came into its own. During
the International Monetary Fund system, some countries
used active intervention to set a narrower band than that
prescribed. The norm exchange-rate system that came
into general existence in 1973 was a managed float, with
each country having full freedom of deciding the amount
of intervention. Some countries, such as the United
States, have verged from heavy intervention to no inter-
vention and back again.

Even a “free” float involves central banks affecting
exchange rates, because central banks heavily influence
the money supply, which changes the money-supply/
real-income ratio.

S EE A LS O Gold Standard; International
Monetary Fund (IMF).
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REGIONAL TRADE AGREEMENTS
Regional trade agreements (RTAs) are treaties among
two or more governments that agree to offer more favor-
able treatment to trade between themselves than they do
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to goods imported from outside the region. This prefer-
ential treatment usually takes the form of the removal or
reduction of tariffs on imports from regional partners,
thereby creating a free trade area. RTAs are typically clas-
sified in a hierarchy that ranges from this most basic
form, the free trade area, to customs union, to common
market, and ultimately to economic union. A customs
union goes beyond the removal of internal tariffs that oc-
curs within a free trade area to specify common tariffs
that all member states impose on imports from outside
the region. Common markets are customs unions that
also remove barriers to the flow of factors—capital and
labor—within the region. Finally, economic unions are
common markets that also adopt a common currency.

The vast majority of RTAs, including the North
American Free Trade Agreement (NAFTA) and the
ASEAN Free Trade Agreement, are free trade agreements.
These impose the least number of constraints on the poli-
cy autonomy of national governments. As one progresses
up the hierarchy of RTAs, governments are obliged to co-
ordinate their policies in more and more areas, such as
tariffs, immigration, taxation, and capital movements.
Only a handful of RTAs take the form of customs unions.
Among them are Mercosur and the Southern African
Customs Union. Only one economic union exists: the
European Union.

Regional trade agreements between states go back
several centuries. In the nineteenth century, they became
an important instrument in Europe for forging larger po-
litical entities among small states. The classic example is
the German Customs Union, Deutscher Zollverein,
founded in 1834, which brought together states that had
previously been linked in three smaller customs unions
and paved the way for German unification. In the period
between World War I and World War II, the preferential
trade agreements between the European powers and their
colonies were commonly blamed for exacerbating the de-
cline in international trade during that period. The U.S.
government was determined that the international trade
regime put in place after World War II would learn from
the problems of the interwar period and be based on
nondiscriminatory trade—enshrined in the Most-
Favored Nation principle of Article I of the General
Agreement on Tariffs and Trade (GATT). Nonetheless,
largely because of pressure from the Europeans, Article
XXIV of GATT allowed for preferential regional trade
agreements provided they met certain conditions, most
notably that members should not notify GATT of their
entry into these arrangements, that they eliminate barri-
ers on “substantially all trade” among the regional part-
ners, and that duties and regulations faced by nonmem-
bers “shall not on the whole be higher or more
restrictive” than those in force before the RTA was
signed.

The GATT’s legitimization of RTAs provided the
basis for the development of what eventually became the
European Union, beginning with sectoral cooperation in
the European Coal and Steel Community in 1952 and
broadening into a customs union with the negotiation of
the Treaty of Rome in 1957. Although the European
agreements arguably did not meet the criteria for RTAs
specified in the GATT, other governments did not op-
pose them, primarily because they gave priority to the
Cold War security objectives that European integration
was believed to support. Europe’s attempts to promote
more rapid economic growth (and to provide a protected
base for its manufacturing firms) through a regional
agreement prompted a wave of imitators in Africa and
Latin America in the 1960s. Few of these agreements,
however, survived the political tensions that arose among
their members, particularly over the distribution of the
benefits of regional collaboration.

In the 1970s and first half of the 1980s, progress in
liberalization in the GATT, an apparent slowdown in Eu-
ropean integration, and problems of economic adjust-
ment to higher oil prices and to the rise of the newly in-
dustrializing economies all diverted governments’
attention away from regional trade agreements. Two de-
velopments were to bring regionalism back to center
stage in international trade negotiations: the decision by
the European Community in the mid-1980s to complete
its process of market integration by 1992, and the signing
by the Canadian and U.S. governments of a free trade
agreement in 1988. Until the early 1980s, U.S. adminis-
trations had been unenthusiastic about preferential trade
agreements; the agreement with Canada, and proposals
for its extension to Mexico, which in 1994 resulted in the
signing of NAFTA, creating what was then the world’s
largest free trade area, sent a clear signal that U.S. inter-
national trade strategy had changed and that it would not
be likely to oppose RTAs elsewhere.

The EU and NAFTA appeared to succeed in sti-
mulating intraregional trade and investment flows in the
1990s. And, contrary to some fears, they did not evolve
into closed trading blocs that increased discrimination
against nonmembers. Their apparent success encouraged
other countries to construct their own regional agree-
ments (a development further stimulated by the slow
progress in WTO negotiations). The pace of regionalism
accelerated markedly after the mid-1990s and spread to
areas, such as East Asia, that previously had few RTAs.
By May 2003, a total of over 265 RTAs had been notified
to the WTO (and its predecessor, GATT). More than half
this total was notified after the WTO was created in Janu-
ary 1995. Over 190 of these agreements are currently in
force. Moreover, since agreements that link developing
countries exclusively are not subject to Article XXIV and
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sometimes not notified to the WTO, the actual number
of RTAs in operation is substantially higher—probably
in excess of 250. By the end of 2003, only one of the
WTO’s 146 members—Mongolia—was not party to a re-
gional trade agreement.

Commentators are divided about the impact of
RTAs on participants, nonparticipants, and the global
trading system as a whole. Traditionally, all forms of
trade liberalization, even those involving only a small
number of participants, were regarded by economists as
having positive welfare effects. In the early postwar years,
however, Jacob Viner demonstrated that a selective re-
moval of tariffs might not be welfare-enhancing, because
the tariff preferences created could divert trade from effi-
cient producers outside the region to less efficient pro-
ducers within it. East Asian textile exporters, for instance,
found themselves at a disadvantage in competing in the
U.S. market with Mexican suppliers after NAFTA was
signed, even though many were more efficient producers.
Global welfare suffers as a consequence of countries dis-
criminating against the most efficient suppliers.

The case against RTAs focuses on this discriminatory
character, which is contrary to the fundamental principle
of the postwar trading regime. Some countries may find
themselves excluded from RTAs because others do not
regard them as sufficiently important markets to justify
the investment of bureaucratic resources necessary to ne-
gotiate and implement agreements. Similarly, countries
not regarded as reliable partners because of the nature of
their political systems are likely to be excluded. These
concerns are particularly applicable to small, less devel-
oped economies. Moreover, political factors may become
prominent both in influencing the choice of potential
partners and in determining the outcomes of negotia-
tions. For weaker countries, the great advantage of the
postwar multilateral trade regime was that it largely re-
moved political considerations from trade issues. RTAs
also open the way for power considerations to dictate the
terms of agreements. Studies of the recent wave of RTAs
have found that less developed countries have made
more concessions than industrialized economies in re-
gional partnerships involving countries with different le-
vels of economic development.

Other criticisms of RTAs are that they increase the
costs of international trade for businesses (because each
agreement has its own set of rules with which businesses
must comply), and that they divert attention and re-
sources from negotiations at the global level, where the
potential for gains from trade liberalization is greatest.
Proponents of RTAs argue, in contrast, that they provide
an opportunity to make progress on trade liberalization
at a time when global talks are stalled (the smaller num-
ber of participants facilitates reaching agreement), that

they enable governments to go beyond agreements
reached within the WTO, thereby producing “deeper”
integration that can serve as a model for future global
agreements, and that they strengthen exporting interests
that will have an incentive to lobby for further liberaliza-
tion. The “new regionalism” in the WTO is of too recent
origin to allow a definitive judgment on the arguments
for and against RTAs.

S EE A LS O MERCOSUR; NAFTA; Treaties.
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RELIGION
The course of history has been influenced significantly by
man’s pursuit of wealth through trade, and to an even
greater extent by religion. The link between these two
spheres of human activity has had such a profound effect
on the evolution of civilization. Certainly, trade has facil-
itated the spread of religion. Today the Christian church
celebrates hundreds of religious leaders who spread the
Gospel throughout the Mediterranean in the first, sec-
ond, and third centuries after Christ. Perhaps less well
known is the subtler, but no less important, role of Chris-
tian merchants during the same period. While taking
wine, grain, olive oil, and precious metals to all corners
of the Roman Empire, merchant ships were also carrying
Christians who shared their beliefs with their trading
partners.

Arab conquests in northern Africa and the Middle
East in the seventh and eighth centuries were crucial to
the spread of Islam. In the following centuries Arab mer-
chants played a key role in the mass conversion of tribes
south of the Sahara Desert and along the East African
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The Catedral Metropolitana is a prominent landmark in Santiago, Chile. It is located on the Plaza de Armas, a main square of
the historic section of the city. Construction on the church was completed in the 18th century. Several other buildings defined by
colonial Spanish architecture surround the square. PHOTOGRAPH BY SUSAN D. ROCK. REPRODUCED BY PERMISSION.

coast. Their adherence to strict rules of exchange built
long-term relationships based on trust, lowered transac-
tion costs for all market participants, and contributed to
the emergence of thriving commercial centers from Spain
to China. As Arab merchants sailed across the Indian
Ocean and made inroads through Africa, a trading net-
work linking the sub-Saharan regions of Africa, India,
and the Muslim world developed and expanded. Market
integration and religious conversion went hand in hand:
it did not take long for local authorities to realize that it
would be beneficial to replace their traditional ways of
doing business with a common Islamic commercial legal
system. There was very little resistance from the local
merchant class, and the new system was accepted as legit-
imate. A basic tenet of economics is that markets func-
tion much more effectively in an environment with well-
established property rights, and the Islamic system as-
sured honest market participants that cheating would be
effectively punished. Islamic rulers often created privi-
leges for the mercantile class. These attitudes help explain
the initial rapid economic growth of Arab-dominated
parts of the world. In contrast, economies in Christian

Europe, where merchants were looked down upon, stag-
nated for most of the Dark and Middle Ages.

As Islam spread to the Atlantic regions to the west
and to Pacific regions to the east, so did a culture of local-
ly centralized political, religious, and commercial author-
ity. This system appealed particularly to leaders in re-
gions that bordered on conquered lands. Converting to
the new religion enabled them to consolidate military
and spiritual power while at the same time increasing
economic activity and accumulating wealth. The Islamic
empire that arose in the gold-rich Mali region of West
Africa, whose military might was matched by its econom-
ic prosperity, is an example of this type of interconnec-
tion between religion and trade.

In the Islamic system the special interests of mercan-
tile elites were served at the expense of the peasant class,
and so eventually it proved to be counterproductive.
Maintaining higher agricultural taxes in order to subsi-
dize trade led to stagnant agricultural productivity. Dur-
ing the Middle Ages countries such as England lagged be-
hind the Arab world in per capita income, but they
incorporated institutional arrangements that allowed the
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agricultural sector to prosper. By the end of the eigh-
teenth century England was producing a surplus of food
that allowed resources to be redistributed, and the era of
industrialization to emerge.

Christianity and Islam fought over Iberia for almost
eight centuries (between 711 and 1492 C.E.). After victo-
ries in Europe, Spain and Portugal took the war to South-
east Asia. The new battleground was not chosen random-
ly—the spice trade in that region was one of the most
profitable enterprises of the time. As trade between the
West and Southeast Asia expanded and intensified, so too
did proselytism. Many people in the region readily aban-
doned the religious traditions of their forefathers. Be-
cause local beliefs linked wealth with spiritual power, the
wealthy European and Arab merchants served as exam-
ples of the superiority of Christianity and Islam over
pagan religions.

During the seventeenth and eighteenth centuries
America experienced a religious conversion on a scale
not seen since the days of Constantine the Great and
Charlemagne. God was as powerful a motive as gold for
the colonization of the continent. Jesuits and other reli-
gious orders established missions from California to Pat-
agonia, and for more than two centuries the growth of
trade and the spread of Christianity went hand in hand.
Because the evangelizing efforts of the Roman Catholic
Church were supported by the Hapsburg dynasty, priests
and merchants pursued their goals in more or less mutu-
ally beneficial ways.

The economic prosperity derived from trade with
the New World led Spanish emperors to grant the Jesuits
special privileges over a vast territory in what is today Ar-
gentina, Brazil, Paraguay, and Uruguay. Spain even al-
lowed the establishment of the semiautonomous Guarani
society that was based on primitive Christian principles.

Religion has provided powerful justification for
some trade practices and against others. Consider the
story of Ham, which is included in both the Holy Bible
and the Koran. Both Arabs and Western Europeans to
justify slavery used a perverse interpretation. On the
other hand, biblical teachings also sent many Christians
to the frontlines of the fight against the slave trade; in-
deed, it was religion-inspired efforts that led to the aboli-
tion of slavery in the British Empire in 1833 and in the
United States in 1865.

The link between religion and trade also provides at
least a partial explanation for today’s economic superior-
ity of the West. Most pre-Christian peoples worshiped
nature, severely limiting the extent to which societies
could transform and utilize the environment. Con-
straints on economic activity were significantly relaxed as
the Western world embraced the Judean belief in one

God who created nature to serve the needs of human be-
ings. With the processes of centralization of power and
responsibility around the see of Rome, institutionalized
religion became an obstacle to capitalistic enterprise. As
the papacy started to lose its grip on economic life in Eu-
rope in the fourteenth and fifteenth centuries, commer-
cial communities in the Mediterranean prospered. Dur-
ing the sixteenth century the West experienced a period
of religious and political reformation. Christendom
began to shift away from the ideal of monastic asceticism
and towards the notion that believers could fulfill their
calling through participation in worldly activities. The
events of this period eventually resulted in the rise of
more secular attitudes toward work and investment, and
destroyed many of the remaining barriers for the entre-
preneurial class.

Did the Protestant Reformation give birth to the so-
called “spirit of capitalism?” Max Weber and his follow-
ers think that it did. Or was is that once life was no longer
dominated by a single religious institution, those already
possessed by that spirit were empowered to circumvent
some of the traditional constraints? This issue has been
hotly debated by social scientists over the last century.
One thing is sure, however—religious endorsement of
investment and profit seeking, together with technologi-
cal improvements in the production and transportation
of goods, has played a major role in the development of
global trade practices.

S EE A LS O Books; Conquistadors; Ethnic Groups,
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RETAILING
Retailing represents a crucial element in the transition of
goods from producers to the final consumers. Retailing
is usually associated with the sale of finished goods, but
in past eras it would also have included semi-finished
goods such as cloth that consumers would make up at
home. Significantly, retailing provides the link between
consumers and producers: retailers are able to feed back
information about the success of products and the re-
quirements of consumers. Wholesaling emerged as a sep-
arate operation in the seventeenth and eighteenth centu-
ries.

Although retailing is usually thought of in terms of
fixed shops lining a street, it actually takes an immense
variety of forms, from markets and peddling to garage or
car-boot sales and Internet sites. Retailing also covers the
whole range of consumer goods, from luxury items to
supplies of such basics as coal, food, and underwear, and
it provides all kinds of shopping experiences, whether te-
dious, exciting, efficient, or enjoyable.

The history of retailing has only recently begun to
be more thoroughly researched, with the focus currently
on Europe, leaving much still to be learned about retail-
ing in other parts of the world. Gradually we are learning
that retailing of the past was not primitive, but had its
own sophistication suited to the goods and markets of
the time. Understanding the history of retailing will do
much to help us understand patterns of trade and con-
sumption.

THE EARLY MODERN PERIOD

In the fifteenth and sixteenth centuries markets, fairs,
street stalls and booths, auctions, and bazaars could be
found across Europe, Africa, and Asia, with peddlers
forming important chains of distribution and retailing
across hundreds of miles. Fixed shops were also found on
these continents, as well as specialized buildings to house
markets and bazaars, but the rise of significant numbers
of fixed shops that eventually would predominate over
other forms of retailing is associated with England in the
seventeenth and eighteenth centuries.

Periods of increasing consumption and the re-
sponses in retailing can be identified from the sixteenth

century and earlier. In China in the sixteenth and seven-
teenth centuries, conspicuous consumption spread from
the ruling elite to the new urban mercantile society, in-
troducing a new wave of art and antique collecting. Re-
tailers responded, nurturing a culture of sociable and
pleasurable elite shopping, offering an atmosphere of ex-
clusivity, and arranging their interiors to imitate wealthy
homes. Such trends towards increased conspicuous con-
sumption also took place in Japan in the late sixteenth
century onwards and in Renaissance Italy from the 1400s
onwards, where specially designed arcaded shops provid-
ed covered shopping. In India arcaded shops and covered
bazaars with a huge range of goods for sale had been es-
tablished in cities since ancient times. Industrial crafts
and their retail outlets multiplied where they could de-
pend on the opulent lifestyles of court rulers, whereas
rural areas relied on markets and peddlers. There were
vibrant retail sectors in Asia before the intervention of
European traders in the East in the late seventeenth cen-
tury, contrary to the assumption that markets in Asia
were developed first by European interests eager to sup-
ply their home markets. In fact, there was already an ex-
pansive and sophisticated network of intra-Asian trade
and a thriving retail sector.

In the seventeenth and eighteenth centuries Europe-
an East India companies traded Asian goods with Eu-
rope. In addition to stimulating production in the East,
this played an important role in the growing taste for
new, distinctive, and cheaper goods amongst Europeans.
The ready supply of new goods from Asia, such as tea,
coffee, printed cottons, lacquer ware, and porcelain,
played a significant part in the expanding world of con-
sumer goods in Europe in this period, whether they were
consumed directly or copied by European manufactur-
ers. In the 1690s in London “India Houses” appeared—
highly fashionable emporia selling exotic goods from all
areas of Asia. Dockside sales and specialist china shops
managed the sale of porcelain from the East. Changing
sensitivities in European tastes were transmitted back
from customers via retailers and company agents to en-
able Asian producers to adapt their products.

The increase in the consumption of goods in Europe
in the seventeenth and eighteenth centuries of Asian,
other European, and home-produced goods was gradual
and persistent, rather than a dramatic “consumer revolu-
tion,” with consumers happy to make transitions to
goods that were less durable but more varied and aesthet-
ically distinctive, and increasingly more affordable. This
period saw a rise in the number of fixed shops. Specialist
shopping areas appeared in England’s principal towns
where markets and stalls were cleared from the street,
privileging fixed, glass-fronted shops. In rural areas a
dense network of small village shops developed with im-
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A woodcut shows the interior of a Utah general store in 1870. Stores like this one helped to establish the country’s retail network
where wholesalers provided store owners with a variety of goods. These stores also served a crucial role in outfitting people as they
moved west to found new settlements. © BETTMANN/CORBIS. REPRODUCED BY PERMISSION.

ported tea, coffee, sugar, and spices as staples in their
stocks.

In early colonial America the picture was quite dif-
ferent. Highly dependent initially on imported goods
from the British Isles, the first colonial shops were basic,
wooden general stores with large, varied stocks attempt-
ing to meet the full range of consumers’ needs in one out-
let. Over time, however, shops and shopping experiences
became more varied, specialized, and pleasurable as the
numbers of retailers and competition increased and the
supply of home and foreign-sourced goods improved.
With urbanization and increasingly advanced mecha-
nized production in the late nineteenth century, North
American retailing produced large-scale operations that
surpassed those of Europe.

THE MODERN PERIOD

The increase in size of retail outlets and organizations is
a feature of North American and European retailing in
the nineteenth and twentieth centuries, whereas Asian
enterprises tended to remain fairly small until the late
twentieth century, probably due to different mechanisms
of credit and levels of commercial investment. The devel-

opment of department stores from large-scale clothing
shops in Europe in the nineteenth century was dependent
upon the availability of bank loans and the amalgamation
of several successful shops in succession. Other new
forms of large-scale retailing linked to urbanization and
the standardization of goods included chain stores, mul-
tiples, single-price stores, supermarkets, shopping malls,
and shopping precincts. The greatest retail watershed,
however, has been the introduction of self-service,
spreading in the 1960s and 1970s until most Western re-
tailing followed this format.

Since the late 1980s the retail sector in Asian coun-
tries has changed considerably: the number of street trad-
ers has declined, itinerant or informal traders have been
increasingly regulated, and formal market buildings have
been established. More and larger fixed-shop retailers
have appeared, and there has been a growth in the num-
ber of supermarkets and department stores based on
Western models selling mostly Western goods. Since
2000 Japanese retailers have been expanding concertedly
overseas, targeting industrialized countries, especially in
Pacific Asia, with chains, franchises, and department
stores. Japanese department stores, even when aimed at
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the local population, have relied heavily on Japanese in-
terpretations of Western retail formats and on Western
products.

Mail order has developed in the twentieth century
into a large-scale sophisticated business, particularly with
the innovations of computer databases and payment by
credit. Mail-order products, customers, and processing
centers can now be located anywhere in the world and
can operate globally. Internet shopping can also operate
regardless of international boundaries, and has been en-
visaged as a major retail revolution, but even in the early
years of the twenty-first century it still has only a small,
though slowly increasing, share of the market, and con-
ventional forms of retailing look set to stay.

SEE ALSO Capitalism; Peddlers.
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CECIL RHODES
1853–1902

In March 1888 English businessman Cecil Rhodes
formed the DeBeers Consolidated Mining Company,

which controls the largest diamond mine in the world.
Rhodes also held prominent political offices in southern
Africa and helped Britain control that area north to Lake
Tanganyika by 1895, an idea set out in Rhodes’s imperial-
ist manifesto “Confession of Faith.” Originally in South
Africa to work on his brother’s cotton farm, Rhodes took
over his brother’s diamond mine in Kimberley in 1871.
Rhodes prospered and formed the DeBeers Mining Com-
pany in 1880 after buying out everyone else at the De-
Beers mine. Rhodes bought out many other diamond
mines and merged with his largest competitor, the Cen-
tral Mining Company, to form the DeBeers Consolidated
Mining Company. Rhodes used his political power to
form the British South Africa Company in 1889, and
Britain gave this company complete control over the ter-
ritory of Rhodesia. A failed revolt in Johannesburg, or-
chestrated by Rhodes for profit, led to rebellion in Rho-
desia in 1896 and eventually the Boer War in 1899.
Rhodes played a part in ending both of these conflicts,
but died of a weak heart in 1902 before he could imple-
ment any postwar reconstruction plans.

S EE A LS O DeBeers; Empire, British; Gold and
Silver; Imperialism; Laborers, Coerced;
Laborers, Contract; South Africa; Zimbabwe.
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RICE
Rice, arguably the world’s most important cereal grain,
is a plant with a long and complicated genealogy. Al-
though plant scientists divide the rice genus (Oryza) into
four principal complexes comprised of about twenty-five
species, only two species are important for human con-
sumption and use: O. sativa and O. glaberrima. Of these
two cultivated species of rice, O. sativa is by far the more
widespread and significant.

Cultivation of O. sativa began in southern China or
perhaps in parts of mainland Southeast Asia somewhere
between 8,000 and 10,000 years ago. It spread gradually
through much of Asia over the ensuing millennia, and
was known in the Middle East, North Africa, and Medi-
terranean Europe by about 1000 B.C.E. Between about 700
and 1100 C.E. Arab traders—and those they conquered—
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Protected from the sun by her traditional hat, a Vietnamese worker tends to a rice field. Vietnam is one of the centers of rice
cultivation in Southeast Asia. Rice paddies are flooded with water and then drained when they are ready to be harvested. NEVADA

WIER/CORBIS. REPRODUCED BY PERMISSION.

embedded O. sativa much more deeply in the these areas,
and also brought it to the savannah lands contiguous to
the Sahara, to the coastal zones of East Africa, and to the
island of Madagascar. O. glaberrima, native to West Afri-
ca, was once thought to be a subspecies or variety of O.
sativa, but is now believed to be an independent species.
It was first domesticated sometime between about 300
B.C.E. and 300 C.E. in the watersheds between the Senegal
and middle Niger Rivers. Both O. sativa and O. glaberri-
ma spread to the Americas as part of the so-called Co-
lumbian exchange, and in the New World—as in the Old
World—O. sativa has always been dominant.

ROLE IN THE WORLD FOOD SYSTEM

Among the world’s leading cereal grains, only two, wheat
and maize, rival rice in importance. A strong case can be
made, however, that of the three, rice is preeminent.
Eaten by roughly half of the earth’s population today, rice
is the leading staple in the world, and rice farming consti-
tutes the single largest use of land for food production.
Indeed, roughly 9 percent of the earth’s arable land sur-
face (about 125 million hectares) is currently dedicated
to rice production. Rice is today the greatest food source
for the world’s poor, and rice farming the single greatest
source of employment for this same segment of the

world’s population. Total world production is currently
more than 600 million tons of rough rice annually. Since
rice provides between about 354 and 362 kilocalories per
100 grams, the cereal clearly accounts for a very substan-
tial proportion of the total caloric intake of the entire
world population.

From the above, it should be apparent that rice
maintains a hugely prominent place in the world food
system. But what about the place of rice in a literal sense?
Where is most of it grown and where is most of it traded?
Regarding the first question, despite the fact that rice can
be (and is) grown extensively on every inhabited conti-
nent, the vast majority of the world’s rice crop has always
been grown in Asia. Although other staples such as
wheat, sorghum, gram, and lentils play major roles in
parts of Asia, considering the vast continent as a whole,
rice dominates overwhelmingly. As many scholars have
demonstrated over the years, it is, in fact, difficult to
overstate the place of rice in the history and culture of
East Asia, Southeast Asia, and South Asia. In most other
parts of the world, the role of rice is more limited, but
hardly insubstantial, and in a few places—the southeast-
ern Mediterranean, northwestern Italy, West Africa,
parts of the United States and Brazil—the role of rice has
proved quite significant over time. Rice has been traded
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Rice is spread across mats in to be dried by the sun on the island of Panay in the Philippines. For centuries, rice has been a
staple food throughout countries in Asia like China, Indonesia, India, and Thailand. It is the only major cereal crop raised mainly
for human consumption and is popular because it is easy to cook and store. PAUL A. SOUDERS/CORBIS. REPRODUCED BY PERMISSION.

in substantial quantities for thousands of years, though
it should be noted that rice has traditionally been con-
sumed in situ or near to the site of its production to a far
greater degree than has been the case with the world’s
other great staples, particularly wheat, a far higher per-
centage of which has been traded over long distances, at
least in modern times.

Before analyzing trade patterns themselves, it is nec-
essary to say a few words about the uses to which rice has
traditionally been put. Here, too, there has been variation
between East and West. In many parts of Asia, rice has
long constituted not merely the principal dietary staple.
For example, even today, Bangladeshis and Cambodians
get over three-quarters of their daily calories from rice,
Burmese 70 percent, Laotians 70 percent, and Vietnam-
ese 65 percent (in the United States, by contrast, the fig-
ure is 3%). The profound economic and cultural hold of
rice is apparent in myriad ways all over Asia, from Japan
to the Punjab. The name of a recent book on the role of
the cereal in Japan, Rice as Self, captures very well the
prominent place of rice in much of the East.

In the West, the role of rice is far different. Although
the cereal is grown in many places in the West, it is cen-
tral to only a few areas. Its value, then, arises more from
its versatility and multiplicity of usages rather than from

its indispensability. Historically, rice served many cere-
monial functions in the West—at weddings, for exam-
ple—and the cereal had its place in Western pharma-
copeia/material medica. It was at times treated as a
luxury item, even as a so-called superior good, the de-
mand for which rose with price. Moreover, as time
passed, rice was also found to have many industrial us-
ages—in starch- and paper-making, to name but two.
Generally speaking, however, its primary role in the West
was as a substitute for, or supplement or complement to,
small grains such as wheat, barley, oats, and rye, or even
pulses and potatoes. In times of scarcity, or when prices
for preferable foodstuffs were high, Westerners increas-
ingly seized upon rice as a viable option, particularly use-
ful for providing commoners, lumpen groups—laborers,
soldiers, sailors, inmates, orphans, the jobless—and ani-
mals with the bulk calories and complex carbohydrates
needed for survival.

RICE TRADE THROUGH THE NINETEENTH
CENTURY

Given the different roles of rice in Asia and the West, it
is not surprising that until relatively recently the trade in
rice differed in these areas, and in some ways continues
to differ even today. In Asia vibrant long-distance trades
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existed on the Yangtze, along the coast of southeastern
China, and around Bay of Bengal well before the early
modern period, and these trades expanded dramatically
throughout the Indian Ocean and South China Sea dur-
ing what Anthony Reid has labeled the “Age of Com-
merce,” that is, the period between about 1450 and 1680
C.E. The nature and direction of this trade tended to shift
over time as some surplus areas became deficit areas—
the Yangtze Delta, for example—and various and sundry
trading “empires” rose and fell, but the trade in rice
clearly constituted an important constituent part of the
quantitatively significant and qualitatively sophisticated
commercial world of South, Southeast, and East Asia
during the early modern period.

During the same period, the much smaller rice trade
in the West was dominated by suppliers in northwestern
Italy, particularly suppliers located in the rice alluvial val-
leys of the upper Po River (in Piedmont and Lombardy).
The center of demand in the West during this period was
in northern Europe, particularly in the lands that later
came to constitute Germany, although rice also traded in
other areas, most notably, southern Europe, the Mediter-
ranean basin, and West Africa. By the early eighteenth
century C.E. rice complexes were established in the Amer-
icas as well—in South Carolina on the southeastern coast
of North America and in northeastern Brazil—and these
areas, particularly South Carolina (joined later in the
century by neighboring Georgia), were soon exporting
rice to Europe and elsewhere.

In the last decade of the eighteenth century the rice
trade began to change in ways that ultimately differenti-
ated it strikingly from previous patterns in this trade. For
the first time, Asian rice—from Bengal in northeastern
India—was systematically marketed in the West. More-
over, according to the famed British political economist
David MacPherson, writing in 1795, rice was the first
“necessary” sent in significant quantities to the West
from Asia, all previous trade consisting of articles and
products “rather of ornament and luxury than of use”
(MacPherson 1805, 4: 362). Hence, the 1790s saw the
first explicit expression of the process of world market in-
tegration in rice, and rice being transformed into, and
treated as, a commodity. These two processes have con-
tinued and intensified in the 200-odd years since then.

Indeed, over the course of the “long nineteenth cen-
tury,” particularly the period between about 1850 and
1914, we see the gradual emergence of one integrated rice
market worldwide rather than a number of regional and
supraregional markets in Asia and the West. Markets
began moving in concert over narrower and narrower
bands, and by the time of the World War I price conver-
gence, and thus the so-called law of one price, was well
advanced. As is often the case, market integration in rice

was promoted by a variety of factors, including, most no-
tably: (a) a secular increase in demand for the cereal re-
sulting from rising population and income, as well as
from urbanization and industrialization, and (b) dramat-
ic improvements in transportation and communications,
which, in markedly cutting the time and monetary costs
of transacting, made possible the efficient flow of rice
from sources of supply to sources of demand anywhere
in the world. Because the rice trade had become a com-
modity trade, price rather than quality considerations be-
came paramount, and low-cost suppliers in South and
particularly Southeast Asia increasingly came to domi-
nate the world rice market. By the late nineteenth century
Lower Burma (now part of Myanmar), Siam (Thailand),
and Cochinchina (now part of Vietnam) had rendered all
other supply areas marginal, and the dominance of sup-
ply sources in Southeast Asia has more or less continued
ever since.

SINCE THE TWENTIETH CENTURY

To be sure, other suppliers over the years have reclaimed
segments of the export market or claimed new export
markets. Two East Asian suppliers, Taiwan and Chosen
(Korea), provided imperial Japan with huge quantities of
rice in the first four decades of the twentieth century. The
United States, after reconstituting its domestic rice in-
dustry in Louisiana, Texas, Arkansas, and California in
the face of Asian competition, reemerged as a major ex-
porter in the 1920s, and it has remained a major exporter
ever since. Italy and Spain have retained certain export
markets over the years, and in recent decades—since the
Green Revolution of the 1960s and 1970s—Pakistan has
made great strides as an exporter. Australia, too, has be-
come a significant exporter, and a number of other coun-
tries have become players in the world rice market as
well, including Uruguay, Egypt, Guyana, and, quite re-
cently (and somewhat surprisingly), both India and
China.

Unlike the case with the export market, the rice im-
port market is subject to considerable short-term fluctua-
tion, depending upon the state of the harvest in given
areas, exchange rates, tariff and non-tariff barriers, and
prices of other grains. Throughout the twentieth century,
however, Asian colonies and nations dominated the im-
port trade in rice, although considerable quantities of rice
have continued to flow into Europe and the Americas as
well. In recent decades Africa and the Middle East have
become large importers in their own rights.

The world rice market has grown substantially over
the course of the last 200 years—total rice exports aver-
aged almost 24 million tons of milled rice equivalents an-
nually for the five years ending in 2000—and new prod-
ucts, categories, and niches appear at ever-increasing
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rates. Promising new research in biotechnology, particu-
larly the development in 2000 of a genetically modified
variety of rice (“Golden rice”) with increased beta-
carotene content, will likely lead to further changes in
this market, as will rising income levels, changing con-
sumer preferences, accelerated rates of urbanization in
many exporting areas, and various and sundry environ-
mental challenges, particularly those relating to dimin-
ishing water supplies.

SEE ALSO Agriculture; Bangladesh; Bengal;
Brazil; Burma; Calcutta; Canton System;
Charleston; China; Cuba; East India Company,
Dutch; Egypt; Empire, British; Empire, Dutch;
Empire, French; Empire, Japanese; Empire,
Mughal; Empire, Ottoman; Empire, Qing;
Empire, Spanish; Ethnic Groups, Cantonese;
Ethnic Groups, Fujianese; Ethnic Groups,
Gujarati; Guangzhou; Imperialism; India;
Indonesia; Japan; Korea; Laborers, Coerced;
Laborers, Contract; Madras; Melaka; Mexico;
Nigeria; Pakistan; Shanghai; Singapore; Slavery
and the African Slave Trade; United States;
Vietnam.
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RIO DE JANEIRO
The city of Rio de Janeiro was founded by the Portuguese
in 1565, and in 1567 was relocated to a hill in the Guana-
bara Bay. At the beginning of the seventeenth century
port activities, based on slave labor, took place along the
coastline close to the base of the hill, where sugar, pro-
duced in the mouth of the bay, was transported.

An urban center of regional importance during the
seventeenth century, Rio experienced large economic

growth in the following century thanks to mining in the
region of Minas Gerais. Portuguese ships frequently visit-
ed exporting gold and diamonds, and receiving food-
stuffs, fabrics, and slaves, the port of Rio. When Rio be-
came the seat of the vice-kingdom of Brazil in 1763, its
new political-administrative role helped offset the declin-
ing economic importance of mining that began in the
mid-eighteenth century.

The transfer of the Portuguese court to Rio in 1808
signified the end of Brazil’s colonial status; this was con-
firmed by independence in 1822. The opening of the port
to nations friendly to Portugal allowed Brazil to freely ex-
port cotton, sugar, coffee, and animal hides; at the same
time, the Brazilian market was inundated with manufac-
tured products and foodstuffs, primarily from Britain. In
1807 only one of the 778 ships that entered Rio’s port was
foreign; in 1811 the more than 5,000 incoming ships
hailed from diverse nations.

In the second half of the nineteenth century the use
of steam power in maritime transport made freight
cheaper and assured the safer and quicker movement of
merchandise. Brazil was integrated into the world market
as a large provider of coffee, its main export since the
1830s, and an importer of manufactured goods. The port
of Rio was the point of convergence of the export/import
flows of the entire country, and it grew in importance in
world trade. However, its technical and material base had
only slightly changed since the colonial period: ships
were not able to dock directly on the shoreline, and load-
ing and unloading could not keep pace with the increas-
ing volume of merchandise, which at times had to be
stored in precarious conditions. Numerous projects
aimed at modernizing the port were conceived, but few
were implemented.

At the beginning of the twentieth century Rio lost
export leadership to Santos due to the decline in coffee
production in the state of Rio de Janeiro, but it strength-
ened its role as principal port for imports. In this period
an ambitious policy of urban reform was implemented
in Rio that provoked profound transformations, espe-
cially in the central area. The axis of this reform was the
construction of a new port. Initiated in 1904, the works
consisted basically of landfill of a wide section of coast-
line, which straightened the shoreline. A large pier was
built in this landed area that permitted ships to dock di-
rectly along the wharf. The renovations were completed
in 1911, when eighteen internal and ninety-six external
warehouses and ninety electric cranes began to function.

A second section of new docks was executed in the
final years of the 1920s. In the 1980s the modernization
of port activities, with a container system and conveyor
belts, made clear the current structure was out of date.
The solution was the transfer of the port’s main activities
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to Sepetiba Bay, at the opposite side of the city of Rio de
Janeiro.

SEE ALSO Brazil; Coffee; Empire, Portuguese;
Port Cities; Portugal; Rubber; Slavery and the
African Slave Trade; Sugar, Molasses, and
Rum.

BIBLIOGRAPHY

Burns, E. Bradford. A History of Brazil, 3rd edition. New
York: Columbia University Press, 1993.

Fausto, Boris. A Concise History of Brazil, tr. Arthur Brakel.
Cambridge and New York: Cambridge University Press,
1999.

Lamarão, Sergio Tadeu de Niemeyer. Dos trapiches ao porto:
um estudo sobre a área portuária do Rio de Janeiro (From
the warehouses to the port: a study of the harbor area of
Rio de Janeiro). Rio de Janeiro: Departamento Geral de
Documentação e Informação Cultural/Secretaria
Municipal de Cultura, Turismo e Esportes, 1992.

Sergio Lamarão

ROCKEFELLER FAMILY
Three generations of Rockefellers have had substantial
impacts on international business through company
management and investment. The founder of the family’s
fortune, John D. Rockefeller (1839–1937), presided over
the development of the Standard Oil Company from its
inception in 1863 until he passed control of the family’s
interests to John D. Rockefeller Jr. (1874–1960) during
the 1890s. Thereafter, the son managed investments in
Standard and in other investments, including Minnesota
Iron Range properties and Colorado Iron and Fuel. His
own sons ventured into other businesses. David (b. 1915)
facilitated the expansion of foreign banking at Chase
Manhattan. Nelson (1908–1979) moved investments into
Latin America and served as governor of New York and
as vice president of the United States from 1974 to 1977.
Laurence (b. 1910) invested heavily in Eastern Airlines,
New York Airways, and aircraft construction, developed
the Rockresorts luxury hotels, and led family investments
in Information Technology, Inc. (ITEK) and other high-
technology companies. Winthrop (1912–1973) devel-
oped Winrock Farms in Arkansas and served as governor
of that state from 1967–1971, the first Republican to
serve in that capacity in nearly a century. John D. Rocke-
feller, III (1906–1978) was more largely involved in phi-
lanthropy and real estate, including the creation of the
Lincoln Center for the Performing Arts in New York
City. William (1841–1922), John D. Rockefeller’s youn-
ger brother, took the Standard Oil Company into sub-
stantial export trade until he became heavily involved in
railroad and other investments during the 1890s.

S EE A LS O Cargoes, Freight; Finance, Credit and
Money Lending; Petroleum.
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FRANKLIN DELANO ROOSEVELT
1882–1945

Franklin Roosevelt adopted several major policies while
U.S. president (1933–1945) that helped to expand the
world economy: he removed the United States from the
gold standard, signed a series of reciprocal trade agree-
ments, and joined forces with the Allies during World
War II.

Mired in the Great Depression, the Roosevelt ad-
ministration devalued the dollar and went off a malfunc-
tioning gold standard in March 1933. The move allowed
the Federal Reserve to redirect monetary policy toward
providing stimulus to the domestic economy, which con-
tributed to the U.S. recovery and aided expansions in
other nations.

The Smoot-Hawley Tariff Act of 1930 and protec-
tionist responses by other nations had caused a down-
ward spiral in world trade. After passing the Reciprocal
Trade Agreement (RTA) Act of 1934, the United States
signed a series of tariff-reduction agreements with key
trading partners. U.S. imports rose from a twenty-year
low in 1932 to 1933 to an unprecedented high by 1940.

During World War II Roosevelt called for the United
States to become the great “Arsenal of Democracy.”
Under the Lend-Lease Act in early 1941 the administra-
tion offered munitions, food, and other aid on generous
terms to its allies. The U.S. entry into the war sped the
defeat of Germany, Italy, and Japan, ending the destruc-
tion that had brought the world economy to a grinding
halt.

S EE A LS O Gold Standard; Great Depression of
the 1930s; Hoover, Herbert.
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ROTHSCHILD FAMILY
The Rothschild family, the most influential banking
dynasty of modern Europe, began with Mayer Amschel
Rothschild (1743–1812) in Frankfurt am Main, Germa-
ny, and expanded across Europe under his five sons:
Amschel Mayer Rothschild (1773–1855) in Frankfurt,
Germany; Salomon Rothschild (1774–1855) in Vienna,
Austria; Nathan Mayer Rothschild (1777–1836) in Lon-
don, England; Karl Rothschild (1788–1855) in Naples,
Italy; and James Rothschild (1792–1868) in Paris, France.
As the most powerful banker in Europe, Nathan smug-
gled gold through Napoléon’s continental blockade to
fund Wellington’s decisive Waterloo campaign in 1815,
propped up the Bank of England during the liquidity cri-
sis of 1834, and reinvented the European bond market.
The other brothers worked with the governments of
France, Austria, and Belgium to establish much of the
continental railway network. Nathan’s son, Lionel Na-
than Rothschild (1808–1879), was the first Jewish Mem-
ber of Parliament. The family played an instrumental role
in late-nineteenth-century British imperial expansion by
financing the Suez Canal Company and the South Afri-
can diamond trade. After World War II the Rothschilds
extended into North America, most prominently
through the Brinco resource and hydroelectric develop-
ment scheme in Newfoundland. In the 1980s the French
government nationalized the Paris bank branch, and the
British government depended on the London branch to
privatize several public corporations.

SEE ALSO Banking; Egypt; Empire, British;
Empire, French; Ethnic Groups, Jews; France;
Religion.
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ROTTERDAM
Rotterdam, located in the Maas estuary in the southern
part of the province of South Holland, was founded c.
1270. The river Rotte, from which Rotterdam derives its
name, was dammed near the place where it joins the river
Maas. Medieval Rotterdam did not play a leading role in
international trade and shipping. This situation changed
from the 1550s when the herring trade and related traffic
industries accumulated enough capital to enlarge inter-
national shipping and maritime activities. From the
1590s Rotterdam began to develop long-distance colonial
traffic—it housed a Chamber of the East and West India
Company—and took a considerable share in the high-
value trades such as spices, sugar, silks, tobacco, and so
on. On a European scale, England, Scotland, and France
were the most important trading partners. Around 1650
Rotterdam had become the second-most important com-
mercial port and shipping center, after Amsterdam. Both
cities dominated the urban landscape in the Dutch Re-
public.

However, it was not until the third part of the nine-
teenth century that Rotterdam dethroned Amsterdam as
the leading maritime and shipping center of the Nether-
lands. By then, the more dynamic trading network of the
Industrial Revolution had replaced the rather passive or-
ganization of the Dutch staple trade. The international
growth in trade and technological changes in deep-sea
and Rhine shipping strengthened Rotterdam’s position.
From the1860s onwards, Rotterdam built a transitport
infrastructure. The Nieuwe Waterweg (1866) provided
Rotterdam a direct connection to the North Sea. New
ports were constructed with open access from the river,
speeding up the handling of bulk goods because trans-
shipment could take place onstream. The port metropolis
serviced the German hinterland and became the most
important Rhine-traffic and transit port for coal, ore,
grain, and oil. Of particular importance were the found-
ing of new shipping lines such as the Holland-America
Line and the Rotterdam Lloyd, a shipping firm that spe-
cialized in the general cargo trade with the East Indies.

The world economic crisis of 1929 ended Rotter-
dam’s temporary revival in the second half of the 1920s.
Rotterdam hoped to lessen its dependence on Germany’s
Rhine economy. However, the city did not successfully
develop new nonmaritime-based industries. The port
economy recovered at the end of the 1930s; however, the
outbreak of World War II and the bombardment of the
inner city put an abrupt end to a period a new optimism.

Rothschild Family
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After World War II Rotterdam developed modern
industrial and petrochemical port areas (Botlek, Europ-
oort, and Maasvlakte) stretching over 40 kilometers from
the old city center to Hook of Holland. In 1962 Rotter-
dam became the biggest port of the world and discharged
more than 300 millions tons of cargo. The mainport was
based on large-scale mass production and transhipment
of bulk goods, and to a lesser extent on high value-added
production processes. The share of the Rotterdam econo-
my in GDP diminished from 12 percent in 1970 to 9 per-
cent in 1985 and has fallen further since. Although con-
tainer shipping created new growth opportunities in the
1970s and 1980s, Rotterdam was less successful in attract-
ing international high-value-added business.

SEE ALSO Agriculture; Amsterdam; Cargoes,
Freight; Cargoes, Passenger; Containerization;
Chambers of Commerce; Empire, Dutch; Free
Ports; Harbors; Petroleum; Port Cities;
Shipping, Merchant.
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ROYAL NIGER COMPANY
The Niger Delta became a foundation segment of the At-
lantic world in the beginning decades of the sixteenth
century when pioneering Portuguese sailors explored its
complex rivers and creeks, along with other regions of
the African Atlantic, at about the same time as Christo-
pher Columbus’s discoveries opened up the Americas to
world commerce. The Portuguese dominated trade be-
tween Niger Delta, Europe, and the Americas for the en-
tire century, trading on tropical food items from Africa
and America (pepper, yams, cassava, sugar, and tobacco)
and industrial goods from Europe (gin, gunpowder,
clothes, and copper and iron tools). The Portuguese also
pioneered in slave trade from the African Atlantic, in-
cluding Niger Delta. In addition, they introduced agri-
cultural plants (cassava, cocoa-yam, sugar) from tropical
America to tropical African habitats while exporting such
native Niger Delta plants as plantain and yams to tropical
America.

In the seventeenth century other European nations
joined in the Atlantic trade. With resources of the Indus-
trial Revolution, England steadily gained considerable
advantage in European competition for trade from Niger
Delta. British efforts to abolish the slave trade from 1807
onwards ushered into the region a contentious new dis-
tinction between illegal slave trade and legitimate trade in
agricultural produce and natural raw products. Abolition
of the slave trade effectively ended the era of Portuguese
dominance of Niger Delta, now replaced by British as-
cendancy.

Legitimate trade brought many European compa-
nies into Niger Delta commerce and changed its business
dynamics in the nineteenth century. Slave trade had en-
tailed necessary participation by Atlantic coastal chief-
tains as middlemen; legitimate trade rendered their role
problematic. With expansion of legitimate trade, Europe-
an contacts were pushed beyond the Atlantic coast into
the Niger River’s inland basin. This new pattern of trade
initially resulted in disorder and inefficiencies among
competing European companies.

Such circumstances prompted the English business-
man Sir George Goldie (1846–1925) to initiate negotia-
tions that led to the consolidation of several small British
and European companies into United Africa Company
(UAC) in 1879. UAC’s fortunes improved rapidly as a
consequence of the Berlin Conference (1884–1885) and
the ensuing European scramble for African territories.
Goldie’s UAC was chartered as the Royal Niger Company
(RNC) by the British government in 1886 with a mandate
and concessionary powers to operate in “all the territory
of the basin of the Niger.”

The Royal Niger Company combined the trading
functions of its predecessor UAC with the role of a British
surrogate imperial power. As a trading company, the
RNC established pioneering trading posts in the upper
Niger Delta, beyond the Atlantic coast in which Europe-
ans did business for centuries, and in Niger’s inland
basin. The RNC had headquarters on the Niger, first at
Asaba and later at Lokoja. Its trading prowess opened up
the territories of several communities and nations with
which European trade had previously been only indirect,
including the Urhobo, Ukwuani, Ibibio, and Igbo in
Niger Delta. The RNC’s trading relations also reached
Muslim communities on the Niger and its tributaries in
what is modern northern Nigeria.

The Royal Niger Company’s imperial activities were
of two types. First, it made treaties with native chieftains.
These pro forma agreements required signatory chiefs to
declare, “We, the undersigned Chiefs . . . cede to the
Royal Niger Company, for ever, the whole of our territo-
ry,” in exchange for the RNC’s promises to “to protect
the said Chiefs” and pay monetary compensation for the
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RNC’s use of their land. The RNC had a military force
for enforcing its imperial ventures, occasionally resorting
to menacing tactics of gunboat diplomacy. Second, the
RNC staved off rival claims of colonial territories by
other European powers, thus, for instance, forestalling
German and French claims in Sokoto and Borgu, respec-
tively (1894). The RNC is credited with acquiring territo-
ries that eventually constituted the British colonies of
Southern Nigeria and Northern Nigeria, for which rea-
son some British colonial historians dubbed Goldie, the
RNC’s chieftain, the “father of modern Nigeria.”

The expansion of direct British colonialism in the
1890s beyond the Atlantic coast created problems for the
Royal Niger Company’s imperial interests, but probably
boosted its trading prospects. British creation of the
Niger Coast Protectorate in 1891 and direct treaty mak-
ing between the British Foreign Office’s agents and native
chieftains challenged the RNC’s imperial surrogacy and
led to disputes between it and the foreign office’s field
agents. Eventually, in 1900, the RNC transferred its im-
perial functions and territories to the British govern-
ment, receiving a compensation of 865,000 British
pounds. It then reverted to its old name, United Africa
Company.

Despite loss of its royal charter, UAC remained the
largest and most profitable trading enterprise in colonial
Nigeria. Its crowning achievement was the establishment
of a sawmill for processing high-value tropical woods,
under a subsidiary company, African Timber and Ply-
wood, Limited, at Sapele in Niger Delta. Inside post-
colonial Nigeria, UAC remains a main trading enterprise,
whereas its U.K. headquarters, Uniliver House, London,
bristles with records of nineteenth-century British ven-
tures in colonialism and world trade.

SEE ALSO Africa, Labor Taxes (Head Taxes);
Empire, British; Empire, French; Ethnic Groups,
Africans; Imperialism; Laborers, Coerced;
Laborers, Contract; Monopoly and Oligopoly;
Nigeria; Treaties.
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RUBBER
Rubber is an essential component of modern industry,
especially the automotive industry. Although it has thou-
sands of uses, over half of world production is for tires
and other automotive parts. Rubber is derived from two
different sources: natural rubber, produced from the
latex of a tropical rainforest tree, and synthetic rubber,
derived from petroleum. For nearly a century it has been
one of the dominant commodities in world trade, its pro-
duction transforming tropical ecosystems and consum-
ing immense quantities of petroleum.

Until the 1940s natural rubber was the only type
available. Even this type only became available after
Charles Goodyear invented a process to stabilize it by
bonding rubber with sulfur (vulcanization) in Akron,
Ohio in 1839. He soon fashioned the new material into
raincoats and rubber shoes; by the late 1800s it had a wid-
ening variety of commercial and industrial uses, and
Akron became the world’s greatest producer of processed
rubber.

Demand for rubber accelerated rapidly from the
1890s onward, to make tires for bicycles and then for au-
tomobiles. Until then almost all rubber was produced
from a tree native to the Amazonian rainforest. Rubber
tappers combed wide reaches of the remote forest and
sold the latex they collected to buyers at trading posts
along the river for shipment to Europe and North Ameri-
ca. This was the first deep industrial penetration into the
world’s tropical forests. But the process of collecting and
processing the latex was difficult and expensive because
in the natural forest rubber trees grow mixed with many
other species. This dispersion protects the rubber trees
from a leaf blight that destroys them if they are planted
in concentrated rows, so mass production of rubber from
plantations could not be done in Brazil.

But British experimenters beginning in the 1870s
transplanted seedlings via Kew Gardens in London to
their Southeast Asian colonies of Ceylon and Malaya,
where they succeeded in growing large, blight-free plan-
tations. Dutch and French planters similarly transformed
their colonial forests in Indonesia and Indochina into
rubber groves. By 1910 these plantations produced half
the world’s supply, and by 1920 they produced 90 per-
cent, a proportion of natural rubber that has remained
steady ever since, whereas the Brazilian industry col-
lapsed and never recovered. In Southeast Asia many
thousands of acres of natural forest were cleared by a
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Brazilian workers tap rubber trees on a rubber plantation
in 1925. In the later half of the nineteenth century, demand for
rubber rose because of the increased use of tires for bicycles and
automobiles. The para rubber tree found in the Amazon basin
was the key source in rubber production until English
companies took the seeds of this tree to develop rubber
plantations in East Asia. © BETTMANN/CORBIS. REPRODUCED BY

PERMISSION.

concentrated labor force recruited on multiyear inden-
ture contracts, many of them from overcrowded, pover-
ty-stricken Java and southern China. Dutch plantation
overseers in particular became notorious for harsh work-
ing conditions.

The international trade in plantation rubber was
largely controlled by a British and Dutch cartel centered
in Singapore with extensions in Amsterdam and London.
These two colonial powers attempted to stabilize rubber
prices, which were highly unstable, reflecting widely fluc-
tuating demand but inflexible production. France had its
own colonial sources, but German industry, lacking a
major tropical colonial base, had to buy its rubber on the
open market. The rapidly expanding U.S. auto industry
also had to pay whatever price the Dutch and British car-
tel demanded. American industrialists became deter-
mined to develop their own sources of rubber, and fledg-
ling U.S. rubber companies, closely allied with the auto
industry, invested in large plantations in British and
Dutch colonies in Malaya and Sumatra.

There were also colonial experiments in equatorial
Africa’s rainforest belt. King Leopold of Belgium, ruler
of most of the vast Congo basin since 1885, used notori-
ously brutal forced-labor practices, coercing Congolese

forest people to deliver latex to European buyers. Many
Africans died of beatings, imprisonment, or malnutrition
when they failed to meet their quotas.

From the start the rubber industry was directly
linked to the rapid expansion of the automobile industry.
Then came the urgent demand for rubber as a critical
military material in World War I, the first war fought on
wheels with rubber tires. The war convinced Americans
to reconsider their strategic situation, since their sources
halfway around the world were vulnerable to potential
enemy attack. In 1926 Harvey Firestone, in close cooper-
ation with Henry Ford and the U.S. government, estab-
lished the world’s largest plantation of Brazilian rubber
trees on 90,000 acres leased from the government of Li-
beria.

After the rapid expansion of the auto industry in the
1920s, the global Great Depression resulted in the near-
collapse of the rubber industry. Tropical plantations were
hit hard; many thousands of laborers were laid off and
had to return to subsistence farming. In the process they
demonstrated that they could plant and manage rubber
trees, often as their primary cash crop, just as successfully
as industrial plantations could on a vastly greater scale.
It was risky to devote precious crop land to rubber trees
because they could be tapped only after they were seven
years old, and widely fluctuating prices on the interna-
tional market made profits unpredictable. But small-
holders were more flexible than concentrated plantation
laborers, who depended on company commissaries for
their food and other supplies. Smallholder production
also avoided the ecological costs of the large monocrop
plantations. In Thailand, which was becoming the
world’s second-largest producer after neighboring Ma-
laya, nearly all rubber was produced on small plots.

By the late 1930s a second world war loomed. Japan,
rapidly becoming the newest major industrial power,
looked toward the West’s colonies in Southeast Asia as
its potential rubber salvation. Within three months after
it struck the U.S. base in Pearl Harbor, Hawaii, Japan
conquered most Western colonies in Southeast Asia, de-
priving the Allies of their primary supplies. U.S. sources
in Liberia were protected, and before the United States
entered the war it had stockpiled a year’s supply, much
of it from recycled tires. But additional sources of rubber
were urgently needed.

Germany was even more desperate for rubber, be-
cause its purchases were cut off. Since World War I Ger-
man chemists had been experimenting with types of rub-
ber derived from petroleum, but early forms of synthetic
rubber were unreliable, either turning stiff and brittle
when cool or melting in hot weather. In the 1930s I. G.
Farben in Germany and DuPont, Firestone, and Standard
Oil in the United States developed new types of synthetic
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rubber primarily for military vehicles and planes. By the
end of the war in 1945 the European industrial econo-
mies were using mostly synthetic rubber.

In the aftermath of the war the civilian industrial
economies boomed, and vast numbers of new car owners
demanded sets of tires, which used a high proportion of
synthetic rubber. In the thirty years after 1945 total world
consumption of rubber rose 500 percent; two-thirds of
this rubber was synthetic. Almost all petroleum-based
rubber was produced by a few multinational rubber and
petroleum firms whose aggressive investment in new
products research created a steadily widening range of
products. Tropical rubber production for world markets
grew more gradually in the postwar mass affluence, but
by the late 1970s it was 50 percent higher than thirty years
before. Old plantations in Southeast Asia were replanted,
this time with hybridized trees which used intensified ap-
plications of chemical fertilizers and pesticides, raising
yields several times over. Throughout Southeast Asia,
after former colonies became independent, Western
companies sold controlling interests to local investors
and governments, but remained their primary custom-
ers. In 2004 90 percent of the world’s natural rubber was
produced in tropical Asia. Throughout the tropics as a
whole, smallholder acreage has expanded faster than
plantations. But the overall environmental impact is sim-
ilar: reduction of tropical rain forest.

The sudden quadrupling of oil prices in 1974 hit syn-
thetic rubber much harder than natural rubber: it dou-
bled production costs of synthetic rubber, but raised the
production costs of natural rubber by less than half. The
years of much faster growth in petroleum-based rubber
were over. Then radial tires entered the market. Radials
require the flexibility of natural rubber for their walls and
use a higher percentage of natural rubber than older tire
types. Pioneered by Michelin in France in the 1960s, radi-
al-tire production expanded rapidly in Europe and then
in the United States and Japan. By the early 1980s more
than 80 percent of all new tires were radials. The two
types of rubber, roughly equal in amounts produced,
were clearly complementary for an industry that thrives
on ever-growing global consumer affluence and places
ever-increasing pressure on global natural resources.

SEE ALSO Africa, Labor Taxes (Head Taxes);
Agriculture; Automobile; Blockades in War;
Brazil; Disease and Pestilence; du Pont de
Nemours Family; Empire, Belgian; Empire,
British; Empire, Dutch; Empire, French; Empire,
Japanese; Ford, Henry; Germany; Great
Depression of the 1930s; Imperialism; Indonesia;
Laborers, Coerced; Laborers, Contract; United
States; Vietnam.
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RUSSIA
From the fifteenth to the eighteenth centuries, its geo-
graphical isolation and the length of its trade routes to
the Baltic Sea hampered Russia. In the fifteenth century
Great Novgorod (in northwest Russia) was the site at
which Russian goods were traded with Scandinavian and
Hanseatic merchants that came from their common trad-
ing post at Sankt Peterhof, until its conquest by Moscow
in 1478. Moscow became the hub of the trade in “black
gold,” Russian and Siberian furs. By the end of the centu-
ry, Russia had established itself as a state.

SIXTEENTH TO EIGHTEENTH CENTURIES

In the sixteenth century Moscow captured eastern Russia
as far as the Urals (Kazan on the eastern Volga; Astra-
khan on the Caspian Sea); this increased the amount of
furs. In the north, Russia was troubled by wars and the
reorganization of its national borders, gaining control of
the Baltic port of Narva only between 1555 and 1583,
until Sweden recovered it in 1700. The Russians became
involved in trade with the North Sea and supplied British
and Dutch shipyards with wood, masts, bitumen, linen,
and hemp. In the sixteenth and seventeenth centuries
contact with trading cities such as Riga, Revel (now Tal-
linn), and Danzig (Gdansk) increased, while Russia en-
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joyed a trade surplus with the West (cereals and hemp,
in exchange for gold and silver). Sales of fur in China,
purchases of cotton fabrics, and the reexport of luxury
Asian goods (silks and spices) from China, Persia, or
Central Asia as a result of trading routes to Tashkent or
Samarkand, also enriched the treasury. Russia became in-
volved in trade to the south via the Volga, the Don (Ros-
tov-na-Donu), and the Black Sea, with numerous trade
fairs (wax, wood, bitumen, wheat, caviar, wrought iron,
and weapons were exported; cloth, salt, wine, spices,
dried fruit, sugar, silver plate, and pearls were imported).
As these regions were gradually subdued, river caravans
increased trade with the Black Sea, the “Ottoman” sea,
and the Ottoman Empire. A merchant community devel-
oped with important families, such as the Stroganovs, in
the seventeenth century.

Strengthened by the formation of a proper nation-
state by Peter the Great (who was tsar in 1721), free ac-
cess to the North Sea (thanks to the conquest of Nerva
and the creation of Saint Petersburg on the Neva in
1703), and the abolition of monopolies in 1775, Russian
trade expanded still more during the eighteenth century.
This was closely connected with the establishment of
early textile- and metal-working industries. Still more
important were cereals and furs, particularly as a trade
in sea otter skins developed. Russia controlled Siberia,
then Alaska, from 1791. With its advance into the
Ukraine (beginning in the last third of the seventeenth
century) and especially the Crimea, Russia gained direct
access to the Sea of Azov (1739) and the Black Sea. The
growth of the port of Odessa, established in 1794, exem-
plifies this integration into the “world economy.”

THE NINETEENTH CENTURY

Two spheres of trade developed in the nineteenth centu-
ry: iron from the Urals and textiles from Moscow. Inter-
nal trade networks by freight and river developed prior
to the establishment of a radial railway network from
Moscow, across towards Poland and the Baltic. The cere-
al-producing regions of the south of Russia and the
Ukraine were opened. Trade also developed with Central
Asia (cotton and silks) and China (tea). The Far East be-
came a political and economic goal, with a permanently
ice-free port at Vladivostok opening in 1860. The Trans-
Siberian Railroad (going as far as Irkutsk in 1896 and to
Vladivostok in 1906), followed by the Trans-
Manchurian, made it easier for Russian traders to make
inroads into northeast China and for Manchuria to come
into the sphere of influence of Russian industry. These
lines enabled a substantial quantity of Western European
goods to go to the Far East (fifteen days by train as op-
posed to six weeks by boat); the Russo-Chinese Bank
(1895) and later the Russian-Asian Bank (1910) played
key parts in this.

Russia’s trade relationships with Western Europe be-
came closer with exports of furs and raw materials for
shipbuilding, and with the growth in the exports of
Ukrainian linen and cereals (via Riga and, particularly
during the years 1840 to1860, via Odessa). The export of
cereal crops (half the total production of wheat and a
third of the barley) trebled in value during the 1840s; in
terms of volume it multiplied seven-fold between 1866
and 1900, constituting half of Russian exports. With in-
dustrialization, Russia exported iron from Krivoy Rog
and, from 1860 to 1890, imported equipment to improve
its rail network. The emergence of mining and iron and
steel industries in the Donetz Basin, the ship industry on
the Neva, and the textile industry (including in Russian
Poland, around Lodz) created a large internal market for
raw materials and manufactured goods. Southern and
Central Asia, which was taken over during the years 1860
to 1880, provided extensive supplies of cotton (Turke-
stan), hence the importance of the Trans-Aral and Trans-
Caspian railway lines.

Beginning in the 1880s, industrialization was en-
couraged through protectionism. Laws were passed in
1881, 1885, 1887, and above all in 1891 based upon a
wish to replace imports, which still outstripped exports
in the 1870s. By 1900 three-quarters of demand was met
by domestic industrial production, as opposed to two-
fifths in the 1870s. Imports and exports quadrupled in
value between 1860 and 1900, and there was a trade sur-
plus between 1880 and 1900. Trade with Germany, Bel-
gium, France, and the United Kingdom increased, with
extensive shipping across the Baltic and the North Seas.
The powerful Muscovite merchants were joined by trad-
ers from the southwestern regions and a half-Russian,
half-foreign banking community (notably German, but
also French and Swiss). A modern banking economy ap-
peared under the auspices of the state bank, which was
founded in 1860, and thanks to the ruble, which became
a convertible currency from 1897 to 1899. The Russian-
Asian Bank, the leading Russian bank between 1910 and
1918, which was controlled by the Société Générale (of
Paris), was in competition with several banks that were
under German/Russian control (particularly the Interna-
tional Bank of Saint Petersburg), as well as with Moscow
banks. Western businesses were active in Russia, and
sometimes the Russian state or main cities raised finance
in Western European markets by debenture loans; for-
eign capital represented 45 percent of industrial invest-
ment in 1900 (as opposed to 17% in 1880). At times,
Russia raised capital in Western European markets by de-
benture loans.

Russia
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THE RUSSIAN AND U.S.S.R. AND WORLD TRADE
(1914–1940)

During World War I Russian external trade was ham-
pered by the hostile Allied blockade to the west and the
long-distance nature of transport to the east, but the
Black Sea remained open. The civil war that followed the
revolution and the supply of the “White” forces by the
West produced an increasing decline in trade. The new
economic policy (NEP) reestablished links with the West,
with machinery and technology imported from Belgium,
Germany, and the United States (including Ford cars).
Russo-German links developed during the 1920s; in 1930
Germany represented a quarter of Russia’s foreign trade.
The plan to repay debt to the West using exports was not
a success in spite of the multilateral conferences at
Cannes and Genoa in 1922. Collectivization and the im-
portance attached to technological and industrial inde-
pendence halted the flow of trade from East to West; for-
eign trade declined by two-thirds between 1931 and
1934. Domestically, the market economy disappeared
within a few years (1928–1931) and was replaced by trade
between state-controlled, centralized rural and industrial
enterprises (relying upon sector-based planning). For-
eign trade was state-controlled, but banks were estab-
lished in London and Paris to cater for the trade that was
needed (e.g., export of Caucasian oil to France). Trading
links with Kuomintang China were maintained during
the 1920s, but the renewed influence in Manchuria was
lost in 1931.

THE U.S.S.R. AND WORLD TRADE (1940–1989)

Although the U.S.S.R. benefited from the supply of Allied
equipment during World War II, it became isolated with
the onset of the Cold War. The growth in production
should have made it self-sufficient. Internal trade became
more substantial as a result of the establishment of a se-
ries of key river routes (Don, Dniepr, Volga, Kama) be-
fore the war, the “five seas’ system” (from the Baltic and
the White Sea to the Aral Sea, the Caspian Sea and the
Black Sea), and the construction of railway lines in Soviet
Asia.

The big change was the creation of a trading area
throughout the countries of Central and Eastern Europe
controlled by the U.S.S.R. Founded in 1949, Comecon
(Council for Mutual Economic Assistance) became a
zone for free trade and mutual pooling of energy re-
sources and raw materials in 1956. The U.S.S.R. provided
gas and oil (“the Friendship Pipeline”), while distinct
specializations were organized under the auspices of
Comecon. This socialist zone was extended to include
China, and a large amount of supplies were provided in
the 1950s, but the two countries split at the beginning of
the 1960s. The U.S.S.R. built up special trading links with

neighboring Third World countries (e.g., Iran) and so-
cialist ones (e.g., India) with the sale of installations;
Cuba via the purchase of sugar; as well as Vietnam and
a number of African and Near East countries. This was
in order to weaken the “zone of imperialist domination.”

During the 1970s the bulk of foreign trade was with
the countries of the socialist bloc (55% with Comecon,
with which it enjoyed a huge trade surplus, and 12% with
developing countries). This independent thrust can be
seen in the expansion of the Soviet merchant fleet, which
grew from 2.5 million metric tons in 1955 to 25 million
metric tons in 1985, the fifth largest in the world.

Trade with the West developed slowly within the
framework of purchasing centers, and it was specialized
according to economic sector and supervised by the Sovi-
et bank of foreign trade and the inconvertibility of the
ruble (from 1928). In the West, the Coordinating Com-
mittee (COCOM), an external trade committee under
the NATO umbrella, managed trade of technology. From
the start of the 1960s, when the theory of the “incompati-
bility of the capitalist and socialist systems” was being ex-
pounded, the Soviet Union needed to fill the gaps in its
production processes by importing technical equipment
to speedily make good their technical deficiency. This ex-
change of goods with the major Western European coun-
tries was regulated via bilateral trade agreements. The
U.S.S.R. obtained entire plants (agrochemical, petro-
chemical, automotive), industrial equipment (including
an enormous order from France in 1970 for the Kamaz
truck factory), the Fiat car factory at Togliattigrad, and
technological guarantees. It bought agricultural produce
in order to deal with the growth of its population and the
weaknesses of its own agricultural system. These imports
became more significant during the 1970s. The United
States was also involved in this trade (a cereal agreement
for 8 million tons was signed in 1975). The pressure on
their cereal crops was the reason for the April 1981 sus-
pension of the trade boycott decreed by U.S. president
Ronald Reagan in January 1980; the world political situa-
tion explains why there was never a most-favored-nation
agreement between the two countries.

Medium-term Soviet debt (five to ten years) in-
creased markedly during the years 1970 to 1980, but con-
tracts for debt compensation allowed them to provide
raw materials (platinum, gold, nonferrous metals) or in-
dustrial goods. The U.S.S.R. relied upon its hydrocarbon
production and went as far as exploiting deposits from
the banks of the Caspian Sea and especially from western
and central Siberia. At the start of the 1980s oil pipelines
ran across Central Europe to West Germany, Italy, and
France; in 1986 an agreement paved the way for an enor-
mous network connected to northern central Siberia de-
posits. The Soviet economy expanded markedly; its for-
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eign trade doubled during the 1960s and quadrupled in
the 1970s. However, although the U.S.S.R. was the fifth-
largest world exporter in 1982, it was not involved in the
GATT agreements because of the failure to ease restric-
tions on bilateral and contingent trade. In 1985 exports
involved only 9 percent of production, and only 12 per-
cent of those were to Western countries. West Germany,
Italy, France, and the United Kingdom were its leading
Western partners.

TRADE AND THE NEW RUSSIA SINCE THE 1990S

Russian foreign trade suffered three major upheavals: the
independence of the non-Russian former states of the
U.S.S.R., which, despite an economic cooperation agree-
ment (the CIS, or Community of Independent States),
paved the way for reduced common trade; the changed
approach of the former Comecon countries, which
turned almost entirely towards Western Europe; and the
decentralization of control of commercial activity be-
tween various industries. The last represented a move to-
wards the creation of genuine domestic and foreign
“markets.” Nonetheless, energy exports remain indis-
pensable for Russia. The uncertainty caused by deficien-
cies in business law, the risks of the ruble, and not being
a member of the World Trade Organization (because of
insufficient private-enterprise reforms) have held up di-
rect foreign investment and the import of capital goods.

SEE ALSO Agriculture; Arms, Armaments;
Balance of Payments; Baltic States; Banking;
Black Sea; Bunge and Born; Canals; Cargoes,
Freight; Cargoes, Passenger; China; Comecon;
Cuba; GATT, WTO; Germany; Great Depression
of the 1930s; Imperialism; Import Substitution;
Industrialization; International Trade
Agreements; Iran; Iron and Steel; Japan; Korea;
Manchuria; Mining; Nationalization;
Petroleum; Regional Trade Agreements;
Shipbuilding; Shipping, Inland Waterways,
Europe; Shipping, Merchant; Socialism and
Communism; Stalin, Joseph; United States;

Vietnam; Wheat and Other Cereal Grains;
Wool.
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SALEM

Though having a mediocre harbor with no river access
to the interior, Salem, Massachusetts was in 1790 the
sixth-largest town in the United States. In the seven-
teenth century the town had developed a profitable trade
with the West Indies and Spain, sending provisions and
especially wood products to the West Indies, and fish to
Spain. When the West Indies trade declined after the
American Revolution, Salem developed commercial links
with Sumatra, Africa, and China. Some historians believe
the Salem rose to prominence thanks to laissez-faire eco-
nomics, but Salem was actually a prime example of how
the unusual political and labor structure of Massachu-
setts allowed many towns to develop significant ship-
building and blue water Atlantic trade in spite of their
physical limitations.

Massachusetts’s towns were incorporated nearly
from European settlement, and each town controlled the
economic direction of the town and the influx of labor
into the town through the town meeting. Not a single
acre of land in Massachusetts could be owned without in-
clusion in a town corporation. Towns used incentives to
lure necessary workers and then protected those workers
from the global labor market by limiting access to the
local labor market. They offered wharves and other mate-
rials for free in exchange for development. The town’s
labor pool was enriched by publicly supported education,
and its morale steeled by mandatory Calvinist church ser-
vices. This social organization developed from the small
towns and cities in East Anglia from which the Puritan
Massachusetts settlers came, and it remained in place
through the American Revolution.

From its first settlement, Salem Corporation lured
fishermen and shipbuilders, who were amply rewarded
with land and privileges for settlement, including exclu-
sive right to the town’s best timber. They created a ship-
ping industry thanks also to the cod offshore and the for-
ests of the interior. After 1650 Salem residents expanded
production of ketches to include vessels large enough to
sell its fish, local agricultural products, and especially
lumber to the sugar islands. By 1698 Salem had a fleet of
21 vessels whose average tonnage was nearly fifty per ves-
sel, requiring a crew per vessel of six or seven people, vir-
tually all from Salem. By 1714 Salem’s fleet had grown
to 70 vessels. Salem’s shipbuilding industry supplied the
local market and also other Massachusetts towns, espe-
cially Boston. Salem shipbuilders built 140 vessels be-
tween 1674 and 1714 of an average tonnage of 52 per ves-
sel. Among 152 owners of 77 port of Salem vessels
between 1698 and 1714, no less than 75 percent lived in
Salem. Salem men and women also worked and married
almost exclusively in Salem. So ingrown was this Atlantic
port that as late as 1795 the Salem minister William Bent-
ley asserted that Salem people and the people of neigh-
boring Marblehead were clearly two different races, the
Salemites being tall and graceful and the Marblehead folk
squat and ugly.

Salem trade survived the disruptions in the West In-
dian trade, but when the American Revolution and the
regime of Thomas Jefferson undermined the Salem town
organization, Salem trade and shipbuilding rapidly de-
clined and capital and merchants left. Lacking any great
physical assets—and without its old organization of labor
and capital—Salem succumbed in an era of laissez-faire
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economics and declined. Salem survives as a county seat
and a quiet tourist center with a great maritime museum.

SEE ALSO Agriculture; Baltimore; Boston;
Cargoes, Freight; Cargoes, Passenger;
Chambers of Commerce; Charleston;
Containerization; Empire, British; Free Ports;
Harbors; Los Angeles–Long Beach; New
Orleans; Newport; New York; Philadelphia;
Port Cities; San Francisco–Oakland; United
States.
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SANCTIONS
S E E  Blockades in Peace

SAN FRANCISCO–OAKLAND
Although explorers had been sailing the California coast
since the 1540s, San Francisco Bay remained undiscov-
ered until 1769. In 1776 the Spanish established a mission
and a military presidio in San Francisco, but the city had
limited economic importance through the late 1830s. Sea
otters brought Russian and British fur traders to the
coastal area, but the fur trade with Asia and Europe fos-
tered little urban development. San Francisco’s major
economic role was to facilitate trade in the hides and tal-
low produced on the large California ranchos nearby;
these materials were exported to the footwear and soap
industries in Britain and New England.

Just before Mexico ceded California to the United
States in 1848, gold was discovered near Sacramento.
This single event transformed San Francisco into the Pa-
cific Coast’s trade and financial center. At the city’s
wharves and warehouses, merchants transferred manu-
factured goods from British and Eastern clipper ships to
the steamers that traveled up the Sacramento and San

Joaquin Rivers into the Central Valley and Sierra foot-
hills. The rise of large-scale mining after 1850 stimulated
industrial development so much that between 1860 and
1900, mining-related foundries and machine-tool firms
were the city’s largest employers and, by 1875, they sup-
plied much of the mining equipment for Australia and
South Africa. The creation of the San Francisco Stock and
Exchange Board in 1862 also greatly eased local and for-
eign investment in the mines of California and Nevada.

Still, it was not the miners, but the local merchants
supplying them, who were enriched by mining. Mer-
chants reinvested their profits in trade-related ventures
such as banking, insurance, real estate, and ocean and rail
transport. For example, the Pacific Mail Steamship Com-
pany built a railroad across the Isthmus of Panama in
1855, and thereby dominated passenger travel along the
west coast of North America until the completion of the
transcontinental railroad in 1869. Thereafter, the compa-
ny (along with Matson and other freight lines) re-
exported much of the Pacific Northwest’s timber, grain,
and canned salmon to Asia, Australia, and South Ameri-
ca. San Francisco’s monopoly on Hawaiian trade also ad-
vanced the city’s highest-value industry in the late nine-
teenth century—sugar refining—but limited space on the
peninsula discouraged further industrial expansion. Ex-
cept for shipbuilding (fostered by the opening of the Pan-
ama Canal in 1914 and by the two world wars), San Fran-
cisco was largely a service economy by 1900.

Until 1869 Oakland was commercially insignificant.
That year, however, the city became the western terminus
of the transcontinental railroad, making it an important
transshipment point between land and sea. Agriculture
became California’s largest sector by 1875, and Oakland’s
transport networks and plentiful real estate quickly at-
tracted firms that processed, canned, and preserved the
state’s agricultural goods. Although its port was ultimate-
ly eclipsed by Oakland (and by Los Angeles which, having
no natural harbor, had built one by 1914), San Francisco
expanded its financial reach as home to a Federal Reserve
Bank and to the branch banking empires of Wells Fargo
and Bank of America.

World War II reinforced the place of these cities in
the world economy. Defense industries laid the founda-
tion for the high-tech and internet firms that now draw
many of their business services from San Francisco. Oak-
land provided ships and staging grounds for troops and
cargo, and secured its place as a major international port
by building the West Coast’s first container ship termi-
nals in 1962. By 2000 these cities anchored Foreign Trade
Zones (areas granted special tariff exemptions designed
to promote local manufacturing and processing of goods
for export) that exported 60 percent of their goods to
China and East Asia.

Sanctions
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SEE ALSO Agriculture; Baltimore; Boston;
Cargoes, Freight; Cargoes, Passenger;
Chambers of Commerce; Charleston;
Containerization; Empire, Spanish; Ethnic
Groups, Cantonese; Ethnic Groups, Fujianese;
Free Ports; Gold Rushes; Harbors; Los Angeles–
Long Beach; New Orleans; Newport; New York;
Philadelphia; Port Cities; Salem; United States.
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JOHN SARBAH
c. 1834–1892

John Sarbah was a prominent nineteenth-century Gold
Coast businessman. After first working in a Wesleyan
mission school, in about 1870 he entered the import-
export business and opened his first retail store in Cape
Coast.

Sarbah’s business flourished because he utilized
modern business techniques. By the mid-1870s he had
opened branch stores and trading posts in various loca-
tions and, over time, built a diversified business, includ-
ing investments in transportation, real estate including
warehouses, and the export of agricultural products. His
store managers had to keep careful records, and he paid
them on commission as an incentive. He held discount
sales to sell slow moving merchandise. At the time that
Sarbah became a businessman, most Gold Coast resi-
dents were full-time farmers, and working for others was
not part of the way of life. Sarbah attracted paid labor by
offering bonuses to new employees.

Sarbah also paid attention to market conditions. His
first export was palm oil; when the market in palm oil be-
came glutted and prices dropped, he started exporting
palm kernels, which produced a different quality oil. To-
ward the end of the nineteenth century, learning of the
high demand in Europe for natural rubber, he encour-
aged local production by offering attractive prices and
began to export it.

Sarbah’s use of modern business methods and his
ability to seize new business opportunities made him, in
the words of one historian, “one of the most important
merchants of his generation” on the Gold Coast (Du-
mett, 1973, p. 660).

S EE A LS O Agriculture; Empire, British; Ethnic
Groups, Africans; Imperialism; Nigeria; Slavery
and the African Slave Trade.
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SAEUD FAMILY
In 1745 the House of SaEud, based in the central region
of the Arabian Peninsula called the Najd, allied itself with
a religious leader by the name of Shaykh Muhammad ibn
EAbd al-Wahhab (1703–1792) beginning a politico-
religious merger that persists today. This alliance pro-
duced the first Saudi state, which continued in power,
with some struggles, until it was defeated and forced into
exile in Kuwait by a rival clan in 1891. It was from his
exile that a young EAbd al-EAziz ibn EAbd al-Rahman Al
SaEud (1880–1953), also known simply as Ibn SaEud, the
founder of the modern state of Saudi Arabia, recaptured
the Najd in a legendary raid in 1902. Saudi success partly
resulted from British intervention during and after
World War I when London, which at first supported the
rival Hashemite clan, turned more to the increasingly
powerful Saudis. With British power behind him, Ibn
SaEud consolidated his position to the point where in
1932 the Kingdom of Saudi Arabia was officially de-
clared. The next year Standard Oil of California (SOCAL)
discovered oil in the kingdom; in 1944 SOCAL formed
a consortium with other U.S. oil companies called the
Arabian American Oil Company (ARAMCO). Today
Saudi Arabia possesses 25 percent of the world’s proven
oil reserves and is the largest producer and exporter of
oil. Mecca and Medina, Islam’s two holiest cities, are also
located in Saudi Arabia, making the country the epicen-
ter of Islam. Ibn SaEud and his sons, who have succeeded
him one after the other since his death in 1953, have le-
veraged these two assets to build a modern infrastructure,
to assume a leading voice in global Islamic affairs, to
emerge as the dominant force in the Organization of Pe-
troleum Exporting Countries (OPEC), to become one of
the world’s largest arms buyers, and to successfully seek
close diplomatic ties with the United States.

SaEud Family
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SEE ALSO ARAMCO; Arms, Armaments; Empire,
British; Empire, Ottoman; Imperialism;
Nationalism; OPEC; Persian Gulf; Petroleum;
United States.
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SCHLUMBERGER
The Schlumberger company is the leading Franco-
American oilfield-service company, supplying customers
working in the international oil and gas industry. It was
founded by Conrad and Maurice Schlumberger in 1934,
after the renaming of the preexisting Societé de Prospec-
tion Électrique, founded by the same two brothers in
1919. The two brothers actually opened their first office
in 1920, and, starting in 1923, began conducting geo-
physical surveys in Romania, Serbia, Canada, Union of
South Africa, Belgian Congo, and the United States. In
1929 they operated in Venezuela and India. In 1940
Schlumberger’s headquarters were moved to Houston,
Texas. The company developed financial as well as tech-
nical innovations. Among the major technological inno-
vations were the SP Dipmeter for finding the angle of for-
mation dip in the borehole, and the Resistivity Dipmeter
tool. In 1952 Schlumberger bought 50 percent of Forex
drilling rig company. Later it acquired the U.S. company
Johnston Testers, which specialized in testing and pro-
duction (1956); Dowell Schlumberger (50% Schlumber-
ger, 50% Dow Chemical), which specialized in pumping
services for the oil industry (1960); Solatron, a British
electrical instrumentation company (1962); Flopetrol,
which specialized in testing production of oil wells
(1971); and Applicon and Balteau (1981). Schlumberger
is a world leading company in oilfield services, specializ-
ing in supplying technology, project management and in-
formation solutions to the oil and gas industry.

SEE ALSO Petroleum.
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SEAMEN WAGES
Extreme variations have occurred in the payment of sea-
men’s wages, by time period, type of ship, route, and
trade. However, the voyage remained the basic unit,
which determined intervals of payment up to the twenti-
eth century. Before each voyage, a seafarer signed a crew
agreement that stipulated the wages for the entire jour-
ney. In different historical periods, three main types of
wage agreement appeared in the merchant navy. The first
known type, dominant in medieval shipping, was the
share system, according to which the crew members were
paid with a proportional share of the profit. This system
continued into modern times in whaling and coastal fish-
ing. The sixteenth century saw the shift from shares to
wages; at this time a fixed amount of money was paid for
labor on a particular voyage. This system partly coexisted
with the third type of wage agreement, the monthly wage,
which remains the most common type in the twenty-first
century.

The system of maritime pay differs radically from
that of shore-based labor. Historically, as a norm, wages
were paid on completion of each voyage and seafarers’
pay stopped whilst in port, a custom that was gradually
abolished by the mid-twentieth century. “Freight is the
mother of wages” was another rule affecting seamen’s
wages until the mid-nineteenth century. On the whole,
a seaman’s right to wages depended on the ship’s earning
of freight: if freight was lost, the seaman lost all his rights
to his wages. In the deck and engine departments, wage
level was determined strictly by rank. For the catering
crew, especially between the world wars, the passenger
class to which they were assigned affected the level of pay,
because tips were more substantial in first class. Those
with no access to passengers, such as mess room stew-
ards, had the poorest prospects of earning. Promotion in-
volved being allocated a post where more tips could be
made. The seafarers’ pay system increasingly has become
more like that of shore-basedlabor; for example, in con-
junction with other industries, the bonus system was in-
troduced on the largest liners by the 1920s.

Seafarers were the world’s first globalized workforce,
and thus the first to be effectively exploited. Since medi-
eval times, ship owners have taken full advantage of the
availability of foreign labor, which has kept wages low
and caused racial tension amongst seafarers. In the late
nineteenth century European seamen were the cheap
source of labor in the North Atlantic. However, there
were extreme variations in the levels of pay between
ports, so ports where wages were higher were also the
most popular desertion points. For seamen, jumping ship
was an effective method of bargaining for wages; seamen
took advantage of the fluctuating labor supply and aimed
to negotiate the best possible wages for themselves.

Schlumberger
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Recruiting seamen in Manila, Philippines, 2005. Typically, most maritime labor is recruited from economically depressed nations.
JOEL NITTO/AFP/GETTY IMAGES. REPRODUCED BY PERMISSION

Seafarers’ wages would normally include upkeep, so
seamen have traditionally regarded food as an important
part of their pay, and ship owners, for their part, often
tried to increase their profits by providing seamen with
provisions of inferior quality and quantity. Therefore, the
quality of food became a source of constant friction on-
board. Pilfering, smuggling, and stealing from ships’ car-
goes were also sources for additional income for seamen.
This partly originates from the old custom according to
which seafarers were allowed to carry some cargo on their
own account.

By the eighteenth century the advance system had
become an essential element of seamen’s pay. In times of
labor shortage, some captains paid one to two months’
pay in advance in order to secure sufficient labor supply.
The advance system also became a major asset in recruit-
ment because it provided seamen with immediate access

to money with which to pay off debts and supply their
families. Crimps (the sailor town employment agents and
boarding masters) took advantage of the arrangement by
providing lodgings and high-interest credit to seamen in
hope of receiving in return the seamen’s advance pay.
This, in turn, led to shanghaiing, a practice by which a
seaman was carried to a ship against his will, often while
intoxicated, and signed up on a voyage in exchange for
his advance pay.

In the nineteenth century technological change from
sail to steam led to changes in seamen’s wages and to dif-
ferentiated levels of pay. In the steamship era ships’
schedules became more strictly defined and accordingly,
wages became more regular. However, inequalities of pay
increasingly became a problem. The ocean-going mari-
time workforce was split into those employed on sailing
ships, tramp steamers, cargo liners, and passenger liners.

Seamen Wages
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To some extent, this differentiation was also hierarchical:
the black British, the black colonial citizens, and the non-
Europeans got the jobs and routes nobody else wanted.
In British ships 35 percent of seafarers were lascar (Indi-
an) and other foreign seamen by 1911. However, crews
in transatlantic passenger liners remained almost 100
percent white. Sailing ships offered lower wages com-
pared to liners; wage differentials between sailing ships
and steamers widened from 20 to 30 percent in the 1880s
to 40 percent by the 1890s. Furthermore, on steamships
those in the deck and engineers’ departments received a
regular monthly income from the shipping company for
regulated hours of work, whereas the catering personnel
worked unrestricted hours and received part of their pay
from passengers in the form of tips. As a result, the num-
ber of passengers carried became a crucial factor in deter-
mining the income of the modern-day seafarer. For the
passenger liner crew, wages remain seasonal and income
is difficult to predict. In the twenty-first century most
seafarers sail under flags of convenience, which can em-
ploy their labor below trade union standards with the
minimum work security.

There is a growing trend to recruit maritime labor
from Third World countries. Wages have become racially
segregated: black seamen have unprofitable career pros-
pects, and they continue to be employed on routes and
positions that have inferior pay and longer periods of
work. The same applies to women, who, with black sail-
ors remain the low-class seafarers of the modern period.

SEE ALSO Cargoes, Freight; Cargoes, Passenger;
Containerization.
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SENEGAMBIA
In the fifteenth century European merchants explored
the coasts of West Africa, where they found scattered
human settlement and states; they settled for trading on
the coast rather than trying to reach the organized interi-
or states. In the sixteenth century the Portuguese (lança-
dos) dominated these basic trading posts, where ships re-
mained on the open sea because of the bore and where
forts supported a small garrison town (Rufisque). The
Senegal River carried gold dust produced on the plateaus
that previously had been transported across the Sahara.

Following the withdrawal of the Portuguese, and despite
the resistance of several Dutch settlements (Arguin), the
Royal African Company and the Compagnie française du
Sénégal, Cap Vert et Gambie agreed to keep the Portu-
guese and Dutch merchants away from the ports of Gam-
bia and Senegal. They often used half-caste descendants
of the Portuguese as intermediaries and sent ships up-
stream (on the Senegal, Casamance, and Gambia). Trade
was carried out by means of light settlement, with a num-
ber of small forts and ships at anchor.

After fighting to prevent French settlement between
1720 and 1740, the English left Gorée to the French, who
had occupied it since 1677 and gained it officially in 1768,
before settling at Saint-Louis in 1778. In Gambia, the En-
glish company withdrew from upstream. In these lands,
commercial activities were left to the locals, who brought
back slaves, ivory, skins (the main commodity in the
eighteenth century), beeswax, and gum arabic. Muslim
merchants also took part in Senegambian trade. Native
boats carried European goods including fabrics and iron
bars—the region did not produce any iron, and these
bars were a trading currency for dealings in pounds ster-
ling. The strong demand for slaves and gold meant that
the natives enjoyed advantageous rates of exchange dur-
ing the seventeenth and eighteenth centuries. The French
traded in the port of Gorée, which became the place to
which “ebony” was brought for triangular trade, mainly
with Nantes and Lorient.

The wars in Europe at the turn of the nineteenth
century slowed down this economic activity, but the re-
strictions placed on the slave trade destroyed its estab-
lished basis. Fortunately, gum arabic was in demand in
Europe for the dressing and printing of fabrics and for
confectionery, and gum-tree (acacia verek) plantations
were established in the Sahelian region. Traveling har-
vesters ensured that the balls of gum produced from the
trees were harvested; North African traders traded this
for blue cloth (“Guinea cloth”) in the ports of Senegal.
Mauritania and Senegal (which together exported 5,000
metric tons per year in the 1930s) provided competition
in the gum market, which was dominated by British
Sudan.

Anglo-French rivalry to gain control of the region
eased in the 1850s when the British settled on the Gam-
bia, where the River Gambia Trading Company traded
from 1882. France controlled the whole of modern-day
Senegal. In the 1880s French troops conquered the Sahel,
intending to control every market town in the interior
and all the trade routes as far as the northern Niger bend
and (French) Sudan. In the south, Portugal ceded
Ziguinchor and Casamance in 1886. France established
a fort at Dakar in 1857 and built modern port facilities
there between 1860 and the beginning of the twentieth
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century. Sailing routes and entrepôts were established. A
railroad linked Dakar to Saint-Louis (1883), then to
Thies. Dakar became the capital of French West Africa,
the federation created in 1901, which developed new
trade as the French government made purchases to sup-
ply its offices and soldiers. With a population of 100,000
in 1939, it was the trading port for the Sahel and had an
infrastructure for commerce and banking.

French traders encouraged peanut cultivation begin-
ning in the 1830s. The Muslim authorities (the Mou-
rides) and chiefs who were linked to them encouraged
this in the populations over which they held sway and in
the habous (land owned by religious communities) on
their own territory. Senegal also became involved in the
development of the oil-refining industry, especially in
France (Marseille, Bordeaux) and in Hamburg, Germa-
ny. Thanks to this group of products, nicknamed “the
Trade,” the colony of Senegal became a key launchpad
for French modern businesses. Companies from Mar-
seille (Verminck beginning in the 1840s, then its succes-
sor, the Compagnie française de l’Afrique occidentale, or
CFAO, which was created in 1887) and Bordeaux had
trading posts at Saint-Louis and Dakar and a network of
trading posts and smaller posts along the length of the
river. Their growing presence encouraged the develop-

ment of “commercial agriculture.” The local inhabitants
gained from it financially in terms of work and purchas-
ing power—they began to buy fabric and tools that
changed their way of life. Senegal became one of the rich-
est territories in the French colonial empire until the
1960s. After a period between 1864 and 1880 when there
was a “colonial pact,” which meant that French industri-
alists controlled outlets in this colonial area, and despite
ententes (understandings) that arranged the marketing of
what was produced, competition was fierce between
French companies, but also with their English counter-
parts. Lever established branches in French Africa that al-
lowed England to export coal, fabric, and tobacco. In
Gambia three French and one English company each
controlled one-quarter of trade, which amounted to one-
quarter of all Senegalese trade.

Large companies expanded throughout these territo-
ries, while the Bordeaux companies remained happy with
their traditional roles in Senegal and Gambia. The CFAO
dominated the market: in 1939 it had seventy-three trad-
ing posts in Senegal, twenty-three in Casamance, and
thirty in Gambia—together, 126 of its total 421 outlets
in black Africa. In the interwar period Syrian-Lebanese
from the French Levant expanded the retail and trade
sector throughout French West Africa. State control of
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harvesting and export of produce changed the way these
large French companies operated, and they became dis-
tributors of fabrics, everyday utensils, and agricultural
and building tools. Between 1960 and 1980 they ceded
the retail trade to Senegalese and Syrian-Lebanese when
“unofficial” trade circumvented customs barriers and
paying expatriates became too expensive. Instead, they
concentrated on the technical sector: building materials
and public works, automobiles, trucks, motorcycles, and
machinery. They were able to invest in a few industrial
companies (weaving, auto manufacturing, and plastics)
thanks to the protectionism that had been established
post independence, but these factories disappeared be-
tween 1980 and 1990 with free trade and the policy of
“liberalization” that held sway in black Africa. The rela-
tive impoverishment of Senegal in comparison with terri-
tories with greater natural and mineral resources explains
its decline in the commercial strategy of European corpo-
rations, hence the departure of the group Unilever, and
Gambian trade relies greatly on cross-border trade, even
smuggling.

SEE ALSO Africa, Labor Taxes (Head Taxes);
Arms, Armaments; Cowries; Empire, British;
Empire, Dutch; Empire, French; Empire,
Portuguese; Ethnic Groups, Africans; Gold and
Silver; Imperialism; Laborers, Coerced;
Laborers, Contract; Mercantilism;
Privateering; Slavery and the African Slave
Trade; Sugar, Molasses, and Rum; Textiles.
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SERVICES
An international commerce in services comprises much
of the world’s trade in the twenty-first century. From late
medieval beginnings in rudimentary services related to
ships, cargoes, and the transfer of wealth, the trade in ser-
vices broadened in the nineteenth and twentieth centu-
ries to include a dazzling array of activities. These services
(among which electronic global capital transfers and dig-
ital data accessing are commonplace examples) all have
roots in the burgeoning international trade in services of
the early modern period.

SHIPS AND CARGOES

By the fifteenth century, overseas merchants were playing
an intermediary role in the construction, purchase and
sale, hire, and registration of ships for correspondents
and clients in distant ports. Shipbuilding centers with
convenient access to raw materials and skilled labor had
long been a feature of waterborne commerce. Along with
new vessels, there was a market for shares in ships already
in service. Ownership shares were small and widely dis-
persed as a means of limiting risk, and most oceangoing
vessels carried the cargoes of non-owners under lease
agreements and charter parties. Although ship ownership
began to evolve into a separate mercantile function in the
sixteenth century, investment in trading vessels was a rel-
atively small part of the overall activity of most commer-
cial enterprises.

Managing ships and cargoes for clients abroad was
another well-established service provided by overseas
merchants. These functions had once been in the hands
of owner-shipmasters who accompanied their goods to
market. With the expansion of long-distance commerce
in the seventeenth century, itinerant ship owners became
less common, and their role was taken over by sedentary
correspondents whose duties included dealing with pilots
and wharfingers, repairing and outfitting vessels, and re-
cruiting and compensating crews. In addition, merchants
served as purchasing and sales agents, supervising the
loading and off-loading of cargoes; shepherded goods
through customs; and dealt with carters, warehousemen,
and tradesmen such as millers, coopers, and packers. To
be competitive abroad, a merchant needed strong rela-
tionships with a multitude of functionaries and skilled
craftsmen. By this means, the services of dockside labor-
ers, shipyard artisans (shipwrights, rope makers, anchor
smiths, sail makers, and chandlers), and others (such as
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cartographers and instrument makers) entered interna-
tional commerce.

FINANCIAL SERVICES

The trade in financial services figured prominently in the
expansion of overseas commerce. The growth of intra-
European trade in the fifteenth century had been encour-
aged by the experiments of bankers in Rome, Florence,
Genoa, and Venice that led to increased security in expe-
diting payment and transferring wealth. There were, as
well, significant advances in international banking prac-
tices in the seventeenth century, notably in Amsterdam
and London, that reflected the widening global character
of trade.

A significant development in the early modern peri-
od was the system of monetary transfer based on bills of
exchange. These widely used and highly negotiable finan-
cial instruments had many of the features of modern
checks, except that funds were drawn from accounts in
private hands rather than at banks. Before the expansion
of commercial banking in the nineteenth century, expe-
diting payments and facilitating the orderly transfer of
wealth over great distances required a high degree of co-
operation among merchants. The purchase, transfer, and
clearance of bills of exchange, and the fees collected for
these services, accounted for a significant part of the busi-
ness of overseas trading firms.

Other financial services associated with the growth
of international trade include the extension of commer-
cial credit and long-term loans, as well as debt collection.
Although bills of exchange served as short-term loans
(determined by the amount of the time it took a bill to
clear), merchants in long-distance trade typically provid-
ed commercial credit of six months, a year, and some-
times longer. It is not an exaggeration to say that the en-
tire system of world trade depended upon credit, and that
merchants unwilling to provide this service were at a
competitive disadvantage. Credit arrangements had the
effect of tying overseas merchants and their correspon-
dents together in mutually dependent relationships. Evi-
dence of the rising significance of banking services in in-
ternational trade rests in the large number of overseas
merchant houses that gave up commodity trade in the
waning decades of the eighteenth century to concentrate
entirely on financial services. By the twentieth century,
the financing of international commerce had become a
significant component of the world economy.

Maritime insurance had also evolved into a separate
industry by the nineteenth century. By the early seven-
teenth century, merchant-underwriters in Amsterdam
were providing safe and reliable insurance for ships and
cargoes in long-distance trade. London had displaced the
preeminence of Amsterdam by the mid-eighteenth cen-

tury. The Royal Exchange Assurance and the London As-
surance were both established in 1720, and there were
numerous private underwriters in the city, the most im-
portant of which congregated at Lloyd’s Coffee House.
In addition, pockets of maritime underwriting appeared
elsewhere, such as in New York and Philadelphia, where
insurance offices were a feature of port life twenty years
before the American Revolution.

In addition to arranging coverage for their corre-
spondents abroad, merchants outside the underwriting
centers offered a full array of insurance services such as
estimating losses and assisting in the adjustment of
claims. The importance of these activities, which grew in
significance as the volume of commerce expanded, is evi-
dent in the number of trading houses that were specializ-
ing in insurance underwriting by the nineteenth century.

OTHER SERVICES

The early modern trade in services extended beyond
ships, cargoes, banking, and insurance. For example,
merchants served as attorneys representing the interests
of their correspondents in an array of quasi-legal matters.
The two most important concerned conflict resolution
and the custom house. Disputes between merchants
sometimes involved principals close at hand; sometimes
the parties were separated by thousands of miles of
ocean. If a merchant could not resolve a client’s problem
by acting as a referee, the next step was to organize an
arbitration panel, usually comprised of three respected
merchants functioning under court supervision, to
achieve an enforceable outcome. Merchants also repre-
sented their clients at local custom houses by assisting
with paperwork, resolving disputes, and negotiating the
recovery of seized goods. During the nineteenth century,
the quasi-legal services that had once been performed by
general merchants were taken over by lawyers specializ-
ing in maritime law.

Other commercial services established in the early
modern period have become permanent fixtures of world
trade, including those related to the collection and trans-
mission of information. Of special importance was the
regularization of postal services in the seventeenth and
eighteenth centuries, allowing the consolidation of mer-
cantile networks and improvements in the efficiency of
monetary transfers. This development, along with rising
literacy, encouraged the expansion and professionaliza-
tion of the business press. Early in the seventeenth centu-
ry, widely dispersed printed commercial information be-
came available in the form of bills of entry (detailing daily
customs house activity in the larger ports) and newspa-
pers (containing shipping news, prices current, mercan-
tile notices, and advertising). The embryonic business
press added to the utility of markets and exchanges, as
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did the availability of pamphlets, manuals, guides, and
dictionaries dealing with all aspects of commercial life.

SEE ALSO Amsterdam; Banking; Correspondents,
Factors, and Brokers; Finance, Insurance;
London; Ships and Shipping.
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SEVILLE
Between 1340 and 1342, as a result of a series of victories
over the Moors, Castille controlled the Straits of Gibral-
tar and reopened trading links between the Mediterra-
nean and the Atlantic that had been broken since the Is-
lamic advance on the West in the eighth century. The
reason for the “good fortune” of Seville, a trading empo-
rium since 1450, was that for 300 years the city had been
a crossroads for trade by merchants who were interested
in links between the Mediterranean and the Atlantic, be-
tween Christian Europe and the Muslim Maghreb, be-
tween Spain and the Atlantic islands—the Canaries, the
Azores, Cape Verde, and Madeira—and, after 1492, be-
tween Europe and America.

In the fifteenth century the population of Seville
doubled, and in the sixteenth century it was one of the

most populous cities in Europe (100,000 inhabitants). Its
Guadalquivir River port was linked to the network of the
principal ports in the Mediterranean (Venice, Genoa,
Naples, Barcelona, Valencia), in North Africa (Alexan-
dria, Bejaia, Tangiers, Ceuta), and the Atlantic (Lisbon,
Bordeaux, Bayonne, London, Nantes, Rouen, Bruges). It
had shipyards, cranes in its docks, sailors’ guilds (for
boatswains, stevedores, and pilots), arms factories, a hin-
terland which provided agricultural produce for export
(wine, cereal crops, oils, wool), burgeoning industry
(soap, silk, orchil, alum, sugar, etc.), and a slave trade of
Guanches from the Canary Islands and black people
from Capo Verde and Guinea.

Before the arrival of revenues from the Americas, Se-
ville was known as the City of Gold, a financial and mon-
etary market, and the single point of entry in Europe for
“African gold.” Large numbers of European merchants
flocked here to take advantage of this, turning it into a
cosmopolitan city, socially and culturally. Once America
was discovered, Seville was the center of the Spanish co-
lonial monopoly for 200 years; this was administered via
the Casa de la Contratación (Spanish Board of Trade)
from 1503 and the Consulado o Universidad de Carga-
dores a Indias from 1543. At the end of the sixteenth cen-
tury the institutions which would make Seville famous all
over the world were established: the Lonja (1582) or Bolsa
de Mercaderes, the cambios y seguros, the largest in Europe
(3,136 square meters), which replaced the traditional
Gradas; the Casa de la Moneda (1585), the largest mint
of all time, which housed the best part of the 181,333
kilograms of gold and the 16,886,815 kilograms of silver
that arrived from America between 1503 and 1660.

Seville had a market monopoly on the manufacture
of tobacco, and its great factory was made famous by
Carmen, the cigarette girl, a fictional character symboliz-
ing the importance of tobacco to the region. A center of
redistribution for producers from Europe to the Indies,
the city switched from trade to finance, specializing in the
money market, currency, and credit. It became a flour-
ishing financial market, with international exchange
dealers, merchant bankers, public banks, and gold and
silver traders, who dealt with deposits, bankers’ drafts,
maritime exchange, and colonial loans at high interest
rates with no restrictions on usury. It was the cradle of
an international capitalist elite who became ennobled
and landowning.

The American monopoly passed to Cadiz in 1717,
which was the start of the decline of Seville as a center
of trade and finance. Between 1783 and 1914 industrial-
ization did not make an impact; the port and trade re-
mained connected to regional trade and its renewal as a
financial market was unsuccessful (1873). In the twenti-
eth century the city held two international events, the Ex-
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posición Iberoamericana (1929) and EXPO’92. Seville has
become a center for administration, leisure, and tourism,
and in 1981 became the capital of the Comunidad Au-
tónoma de Andalucía.

SEE ALSO Agriculture; Barcelona; Cádiz;
Cargoes, Freight; Cargoes, Passenger;
Chambers of Commerce; Containerization;
Empire, Spanish; Free Ports; Harbors;
Magellan, Ferdinand; New Spain; Peru; Port
Cities; Potosí; Spain.
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SEX AND GENDER
Participation in trade has been shaped by sex and gender,
both in terms of what work men and women typically do,
and in terms of which activities are seen as embodying
“masculine” or “feminine” characteristics and values. At
the local level, trading in the marketplace throughout
much of Europe, the Caribbean, and Africa has been con-
ducted by women, where handling and bargaining over
food and cloth, in particular, were seen as extensions of
“feminine” duties connected with the household.
Women have also been regular retailers of imported
goods, serving as intermediaries between world trading
systems and consumers. But whereas the local bazaar or
marketplace often has been seen as a female space, exter-
nal, international trade typically has been dominated by
men and seen as a uniquely masculine pursuit.

In many cultures, ideas about gender have limited
women’s participation in external trading systems. In Eu-
ropean and East Asian societies women’s work until very
recently has been in theory tied to the “domestic sphere,”
linked to the marketplace only through masculine medi-
ation. Any commercial activity that these women under-
took—managing a store or processing goods for ex-
port—was understood as part of family preservation and
subsumed under the management of a male head of
household. In part, feminine ideals reflected the practical

considerations of biology: pregnancy, childbirth, and
nursing young children took up a large part of married
women’s time prior to reliable knowledge of birth con-
trol and limited their mobility for a significant part of
their productive lives. But gender ideals also form in re-
action to economic and social upheaval, such as the
changes brought about by industrialization and colonial-
ism. In nineteenth-century West Africa, for example, the
belief that women who used new modes of transporta-
tion such as trains and bicycles were in danger of moral
corruption sharply curtailed their ability to extend local
trading activities to international markets. Because mo-
bility and speed were not incompatible with notions of
honorable manhood, men were able to take advantage of
new technologies in conducting trade.

Legal systems have mirrored and reinforced ideals of
masculinity and femininity by making it difficult for
married women, in particular, to accumulate capital
under their own control, by favoring men in inheritance
practices, and by restricting women’s access to business
licenses, apprenticeships, and guild memberships. These
legal disabilities formed an additional barrier to female
commerce by curtailing women’s ability to make con-
tracts, secure credit, build up a stock of goods, and form
the reliable business connections crucial to long-distance
trade. Under English common law, for example, a mar-
ried woman could not dispose of property, make a con-
tract or will, or bring a lawsuit on her own behalf. Her
legal existence and control over financial resources were
said to be “covered” by her husband.

In spite of these barriers to conducting independent
businesses, women often have provided the labor, financ-
ing, and “cultural capital”—including personal connec-
tions and local knowledge—for families engaged in trade.
To say that this investment was “hidden” does not mean
it was insignificant or unconnected to international mar-
kets. The trade in animal fur and skins between North
America and Europe in the seventeenth through the
nineteenth centuries depended on marriages between
Native American women and European fur traders in
which Indian women acted as trading intermediaries as
well as provisioners and processors of furs.

Where gender ideals or expectations of women have
included economic autonomy, more women have acted
as traders. For example, in polygamous cultures where
women are expected to feed and educate their own chil-
dren, trade is seen as a good way to accumulate the need-
ed surplus profits. Female merchants with international
business networks were not uncommon in eighteenth-
century German and Dutch ports, and in colonial Ameri-
ca were particularly prevalent in New York City, because
local practice accommodated women as independent
economic agents and the law permitted even married
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women to conduct business on their own behalf as if they
were single. Within any particular culture, as well, family
position or relative wealth could create exceptions that
provided some women with the opportunity to extend
their local connections overseas. When family firms rath-
er than partnerships or corporations dominate, women
have inherited trading businesses and taken up the daily
work of keeping accounts and managing shipments in
the place of deceased male relatives.

Gendered ideas about specific commodities and tra-
ditional sexual divisions of labor have also shaped the
way men and women participate in trade. In West Africa,
for example, men regularly traded yams, but initially did
not become traders of cassava, which was viewed as a
“woman’s crop.” As a result, from the mid-nineteenth
century to the early decades of the twentieth century,
Igbo women in Nigeria dominated the long-distance
palm oil and cassava trades throughout Africa and with
European firms.

Mastery over money and commerce, as well as the
power to make and bequeath a valuable inheritance, have
been important elements of male self-identity in other-
wise diverse societies. The perils of international trade
and the demands of an increasingly impersonal interna-
tional market also have posed potential threats to mascu-
linity. Eighteenth-century Anglo-American merchants’
letters are filled with anxiety that debt and failure would
“unman” them in the eyes of their peers by making them
dependent in an era when manly independence was in-
creasingly important. In other contexts, economic auton-
omy purchased with trading profits paradoxically creates
“unmanly” dependence. In contemporary Southeast
Asia, including Indonesia and Vietnam, some men feel
that using and managing money shows weakness, an in-
ability to transcend material concerns. In these cultures,
lingering suspicion about the “manliness” of commerce
has encouraged women toward more active participation
than in cultures where control over money in all its forms
is a central plank of patriarchal authority.

The influence of sex and gender on trading patterns
has not followed a simple trajectory over time, and it re-
mains complex. For example, in the twentieth and twen-
ty-first centuries, postcolonial development policies in
Africa and Southeast Asia pull in both directions on po-
tential female traders. On the one hand, changes in the
law have tended to reduce the barriers to elite women in
commerce by promoting equal access to education, em-
ployment, and credit. On the other hand, structural
changes in the economy have replaced the bazaar and
marketplace systems of distribution, which women dom-
inated, with a wider network of wholesalers and retailers
more open to men.

S EE A LS O Industrialization; Labor, Types of;
Retailing; Textiles; Women Traders of
Southeast Asia.
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SHANGHAI
Located at the outlet of the Yangzi River, about midpoint
along China’s coastline, Shanghai was established as a
county seat in 1292. Cotton cultivation was introduced
to the area around the same time, and by the eighteenth
century Shanghai had become a booming “cotton town”
renowned for its production and trade of nankeens and
other cotton cloth. Trade routes extended from Shanghai
to as far as Manchuria and Southeast Asia.

Shanghai was opened to the West in 1843 as one of
the five treaty ports designated by the Treaty of Nanjing,
which ended the Opium War (1839–1842). By the 1850s
it had surpassed Canton (Guangzhou) in trade volumes.
The Chinese Imperial Maritime Customs in Shanghai fell
into British hands in 1854, which led to the customs sys-
tem later coming under the supervision of Robert Hart
(1835–1911) for nearly half a century. In the late nine-
teenth century trade in opium became the backbone of
the city’s commerce. Meanwhile, Shanghai became a
major site of the Qing self-strengthening movement. The
city quickly grew to be the center of China’s modern
manufacturing industry (shipbuilding, textiles, and oth-
ers) as well as banking.

The main part of the city at the time consisted of for-
eign “concessions” where the British, French, and Ameri-
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cans held sway over the administration and effectively
formed a virtual “state inside a state.” While the Western
domination infringed on Chinese sovereignty, it also
provided a relatively safe zone for business and interna-
tional trade in a China torn by war and revolution. Early
in the twentieth century Shanghai had developed into
China’s largest and most advanced city. Modern enter-
prises, institutions, and professions mushroomed, and
capitalists and compradors flourished. The Shanghai
Chamber of Commerce was established in 1902 (reorga-
nized in 1912) and became the most prominent business
organization of its kind in the nation. During the republi-
can period (1912–1949) the prosperity of Shanghai
earned the city sobriquets such as “Paris of the East,”
“Paradise of Adventurers,” and “China’s New York.” The
city’s business opportunities and cosmopolitanism at-
tracted expatriates of more than thirty nationalities.
Shanghai harbored more than 20,000 Jews who had fled
from the Nazis, for the city was a free port that did not
require an entrance visa. After the Japanese occupation
of the city (1941–1945), the Chinese civil war broke out
and Shanghai was taken over by the Communists in May
1949.

In terms of international trade, the three decades
after the Communist Revolution witnessed the lowest
point in Shanghai’s modern history, due to the overall
distrust of commerce under the Maoists. During that pe-
riod Shanghai contributed about one-sixth of the central
government’s annual revenue—an enormous burden
that impeded Shanghai’s own development. In his
“southern inspection tour” in 1992, Deng Xiaoping
(1904–1997) pushed the city to the forefront of reform
by ordering the opening of Pudong New Area, a state-of-
the-art financial, high-tech, and trading center that has
ignited new development in the region. After that Shang-
hai achieved a double-digit GDP growth rate for six con-
secutive years (1992–1997) and maintained a high eco-
nomic growth rate thereafter. The average annual growth
rate hit 9.4 percent during the period 1979 to 1997. By
the late 1990s Shanghai handled more than one-fifth of
China’s total port cargo. At the turn of the twenty-first
century, enterprises from more than eighty countries and
regions around the world had invested in Shanghai, with
Hong Kong, Japan, the United States, Germany, Singa-
pore, Taiwan, Britain, and South Korea being the city’s
major trading partners.
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SHIPBUILDING
When the sailing ship became a viable means of long-
distance transport by about 1450, shipbuilding assumed
real economic and strategic importance. By developing
technical innovations, shipbuilders enhanced the effi-
ciency of water transport, and thus supported the growth
of world trade. Moreover, they came to occupy a central
place within commercial webs that fostered trading;
builders forged links with input suppliers, merchants,
ship owners, and insurance providers. Governments
came to see shipbuilding as a strategic industry, not only
because trade and overseas possessions had to be protect-
ed by navies, but also because an efficient merchant fleet
enabled nations to import vital materials and pay their
way in the world by exporting goods.

Indeed, a ship is essentially a vessel, or a self-
propelled container. The builder’s task is to construct a
ship that represents a suitable compromise between
speed, seaworthiness, and carrying capacity. For example,
a sleek hull will increase speed, but it will afford less sta-
bility and cargo space. The builder must also take into ac-
count the depth of the harbors served and the types of
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An illustration of a shipyard in the 1800s. Construction facilities were created during the era to produce ships for growing naval
fleets of European countries. France, Britain, Holland, Spain, and Baltic ports were major shipbuilding centers, employing hundreds
of men. © BETTMANN/CORBIS. REPRODUCED BY PERMISSION.

goods the ship will convey. Thus, the shipbuilder bal-
ances engineering principles with variables affecting eco-
nomic performance.

EUROPEAN SAILING SHIP DESIGN

A revolution in European ship design occurred after 1450
(hitherto, Chinese ships were larger and technically supe-
rior) as shipbuilders moved from constructing simple
ships to three-masted types with hulls of up to 300 feet
in length. Portugal produced the caravel, a lanteen-rigged
ship with a triangular sail, used on voyages of discovery.
Square-rigged types built at this time included the car-
rack, an early version of the Spanish galleon. Dutch
builders developed the efficient fluit. All of these vessels
had blunt bows and broad beams, which made them sta-
ble and slow but afforded large carrying capacity.

Shipbuilding was a labor-intensive assembly opera-
tion carried out on a seasonal basis. Different types of
wood were used for specific parts of the ship. Oak was
used in areas where strength was vital, and softwoods
were used for decks and masts. Water tightness was
achieved by caulking, that is, pounding fabric soaked in
pitch into spaces between planks. Sails were made from
linen and, later, canvas, and ropes were woven from
hemp. Iron was used only for components such as an-
chors.

During the 1500s methods of ship design changed
under England’s Tudor monarchs, who adopted an ex-
pansive maritime policy. Master shipwrights who used
plans based on empirical principles replaced the carpen-
ter of earlier times, who built ships “by eye,” These men
codified vital shipbuilding knowledge; for example, a
later English shipwright, Sir Anthony Deane (1638–
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1721), wrote a classic study titled The Doctrine of Naval
Architecture (1690). In 1741 France founded the School
of Naval Construction, which provided a high standard
of education.

During the seventeenth century France, Britain,
Holland, Spain, and Baltic ports were major shipbuilding
centers. The government naval dockyards founded by the
English and French monarchs became large facilities em-
ploying hundreds of men. Merchant ship owners estab-
lished yards in the many English and French ports. Bris-
tol and London constructed what were, until the 1850s,
the world’s biggest ships—the 1,200- to 1,400-ton East
Indiamen.

In the eighteenth century Britain’s North American
colonies produced large quantities of tonnage. The ex-
panding coastal trades called for more maneuverable
ships, and New England developed schooners and other
specialized types such as whaling ships. After the Ameri-
can Revolution, the United States modified the French
lugger to create the fast-sailing packet that metamor-
phosed into the clipper ship. Three Americans, William
Webb (1816–1899), John Griffith (1809–1882), and
Donald McKay (1818–1880), were famous clipper build-
ers.

In the early nineteenth century Britain, its North
American colonies, and the United States were the chief
shipbuilding areas. Britain focused on large, high-quality
vessels made from hardwoods, whereas yards in the
northeast United States and British North America con-
structed less durable ships of softwoods. While Britain
pursued protectionist trade policies, its colonial ship-
builders enjoyed important competitive advantages. In
Nova Scotia and New Brunswick shipbuilding became a
specialized occupation, rather than one conducted by
merchant ship owners who had diversified businesses.
Independent colonial builders formed networks with
local suppliers and imported manufactured inputs from
Britain. Colonial yards included some specialized facili-
ties, including sail lofts, saw pits, forges, and joiner’s
shops, but they carried on a “protoindustrial” activity
that involved little mechanization in comparison with the
yards that soon produced steam vessels made from iron
and steel.

RISE OF STEAM SHIPS

By 1890 the steel ship powered by a triple-cylinder engine
triumphed over the sailing ship as the most efficient
ocean carrier. The United Kingdom emerged as the
world’s foremost shipbuilder as the result of a conjunc-
tion of favorable supply and demand conditions. On the
supply side, its advantages stemmed from its lead in coal,
engineering, and metal production, which provided
cheap inputs and the means for shipbuilding to industri-

alize. Production was still labor intensive (and wages
were low), but machinery was used extensively to in-
crease efficiency. Steam-powered equipment bent plates,
punched holes, and sheared metal, and ever-larger cranes
lifted heavy components. Highly sophisticated machinery
was used in engine works that were usually included
within shipbuilding yards. Economies of specialization
arose from the rise of dedicated component makers with-
in the main shipbuilding regions. All of these develop-
ments enabled U.K. builders to become the most efficient
in the world.

On the demand side, tariff repeal, an expanding em-
pire, and industrialization called for vast amounts of new
tonnage. Britain’s emergence as the center of global trade
and finance fostered the growth of extensive networks
that provided information and capital to its maritime in-
dustries. Between 1870 and 1914 the value of the United
Kingdom’s trade grew by 150 percent and its fleet dou-
bled to 11.7 million grt (gross register tons). This rapidly
growing market enabled companies and entire regions to
specialize and generate further efficiency. Firms on the
Clyde and in Northern Ireland focused on passenger lin-
ers and warships, whereas yards in the northeast concen-
trated on tramps and cargo liners.

In 1913 U.K. yards produced 58 percent of world
output. Germany ranked next, accounting for 14 percent;
it built very large vessels and developed the revolutionary
diesel engine in 1914. The United States lost the compar-
ative advantage it enjoyed during the heyday of sail, and
henceforth its marine industries were reliant on govern-
ment aid. In 1913 U.S. yards constructed just over 8 per-
cent of world production. Holland, France, Japan, Nor-
way, and Italy were minor producers. Strategic and
economic concerns impelled most of these countries to
subsidize their marine industries to maintain them in the
face of the United Kingdom’s formidable comparative
and competitive advantages.

The interwar years were a troubled time for global
shipbuilding. Trade shrank, and a vast amount of ton-
nage built during World War I overhung the market for
years. The United Kingdom remained the world’s biggest
producer, but Norway, Holland, and especially Japan
made important gains. This period saw the wider appli-
cation of diesel propulsion, the spread of welding, and
the beginnings of prefabrication. During World War II
an American shipbuilder, Henry Kaiser (1882–1967),
demonstrated the efficiency that could be won by stan-
dardization and mass-production techniques.

POSTWAR DEVELOPMENT

After 1945, international trade increased at an unprece-
dented rate, causing the world’s fleet to double in size to
over 160 million grt by 1965. Such growth supported the
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introduction of new specialized ships, including car car-
riers, container vessels, and bulk carriers. The size of
ships increased dramatically, beginning with tankers dur-
ing the Suez Crisis of 1956.

A major shift in the location of shipbuilding unfold-
ed after 1945. U.K. output recovered to 57 percent of
world production in 1947, then fell to 8.2 percent in
1967, and virtually collapsed in the 1980s. The reasons
for this phenomenon have been debated; labor conflict,
spiraling costs, underinvestment in new technology, and
the erosion of supporting commercial networks all
played some part. After being a major source of tonnage
during the war, the commercial shipbuilding industry of
the United States also declined, although warship con-
struction remained strong. Germany, Spain, and Norway
gained market shares but remained small producers.
With government assistance, yards in the Soviet bloc
launched large quantities of tonnage. Sweden became the
world’s second-largest producer in the 1970s. However,
it was the Japanese industry that made the most breath-
taking progress, surpassing Britain in 1956 and account-
ing for 47.5 percent of world output in 1967. A rapidly
expanding national fleet, highly productive low-cost
labor, improved construction methods, and state policy
supported this growth. Japan’s expanding conglomerates
(keiretsu) offered financial and commercial support to
shipbuilders.

In 2001 Japan was the still the world’s largest ship-
builder, with a market share of 33 percent. Korea ranked
number two with 30 percent, followed by Europe at 13
percent, and China with 10 percent. One year later, Korea
displaced Japan by securing a 45 percent share, and
China’s two main state-controlled yards made gains. Ko-
rean shipbuilding has benefited from having close con-
nections with Daewoo, Samsung, and Hyundai conglom-
erates, and from massive state support. Such government
aid has attracted complaints to the World Trade Organi-
zation from European producers.

China, Korea, and Japan produce relatively unso-
phisticated ships, including bulk carriers and tankers, al-
though all are moving into higher-value sectors; Japan is
now building cruise liners, and Korea has secured a large
percentage of recent liquefied natural gas (LNG) carrier
orders. These developments threaten European yards,
which focus on the most advanced types, including fer-
ries, cruise ships, drilling rigs, specialized tankers, and
container carriers. As this occurs, the pressure on French
and German firms to merge and rationalize within the
European Union framework will intensify. Norway’s
Aker Group is the largest and most stable European pro-
ducer; the Swedish industry collapsed in the 1980s, and
firms in Bulgaria and Poland have filed for bankruptcy.
These trends suggest that future production will be even

more highly concentrated in Asia, especially as China in-
creases its trade. Tensions will increase between countries
that follow market-based policies and those where state
involvement is extensive, confirming the continued eco-
nomic and strategic importance of the shipbuilding in-
dustry.
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SHIPPING, AIDS TO
A long series of improvements in navigation from the
sixteenth to the twentieth centuries saved time and pre-
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vented accidents. Navigators traditionally reckoned lati-
tude and something they called longitude by means of a
magnetic compass and a sextant, octant, or astrolabe for
observing the sun, moon, and stars, taking the time dis-
tance between two places as 4 minutes for each degree of
longitude. Captains also carried a logbook or rutter (rou-
tier) in which they sketched the shoreline wherever they
made land. Portuguese pioneers in overseas exploration
made great improvements, drawing maps and compiling
tables of the tides and the moon. The oldest surviving
manual of navigation, Regimento do Astrolabio e do Qua-
drante, first printed at Lisbon about 1480, and survives
in an edition of 1509. Such early methods were still used
even in the eighteenth century when a combination of as-
tronomy, mathematics, and craftsmanship made huge
strides in navigation, helped by scientists at the French
Royal Observatory (founded near Paris in 1672) and the
Greenwich Observatory near London (1675). Provoked
by the wrecking of a British fleet on the Scilly Isles in 1707
that resulted in the loss of all hands including Admiral
Cloudesley Shovel (1650–1707), the Royal Society of
London for Improving Natural Knowledge offered a
prize for a practical method of calculating longitude. A
Yorkshire craftsman, John Harrison (1693–1776), won
the award in 1773 with the first accurate chronometer.
Thereafter, the British navy made scientific marine sur-
veys around the world, notably under George Vancouver
(1757–1798) on the southwest coast of Australia and with
Peter Puget (1765–1822) on the Pacific coast of North
America. From 1790 the navy’s official hydrographer
compiled the information and published charts, some of
which were still serviceable in World War II. Such pub-
lishing, like the commercial and financial newspapers
first printed in sixteenth-century Amsterdam and Rotter-
dam, was a vital aid to merchant shipping.

In the course of the eighteenth and nineteenth cen-
turies a great series of engineering projects assisted ship-
ping more and more. Once ships became so large that
they could no longer be beached, docks, quays, dock-
yards, harbors, breakwaters, and warehouses were essen-
tial. By 1914 London had 30 miles of quays and 320
wharves stretching for 15 miles along the Thames River.
Liverpool, the second port in the British Empire, was not
much smaller, and there were similar facilities at ports all
over the world. Sir John Jackson’s engineering company
even built a breakwater at the small port of Victoria, Van-
couver Island. Lighthouses had been attempted on dan-
gerous coasts and islands even in Roman and medieval
times. A famous one, the Phare de Cordouan, was gradu-
ally improved at the mouth of the Gironde leading up to
Bordeaux, and stood over 186 feet high by 1727. Another,
the Eddystone Light off Plymouth, was built and rebuilt
in the seventeenth and eighteenth centuries. In medieval
England the Gild of the Trinity, a religious order, under-

took the charitable care of lighthouses, and it evolved
into the Corporation of Trinity House, which was char-
tered by Henry VIII (1491–1547) in 1514. It is still re-
sponsible, under a Court of Elder Brethren, for light-
houses, lightships, buoys, and marine welfare in England,
Wales, the Channel Islands, and Gibraltar. The danger-
ous Scottish coast, served by its own Northern Light-
house Board, had many lighthouses built by the enter-
prising Scottish family of the novelist Robert Louis
Stevenson (1850–1894). Great canals were undertaken to
shorten voyages: the Suez Canal, completed in 1869; the
Manchester Ship Canal, leading more than 35 miles in-
land from Liverpool by 1894; and the great Panama
Canal, joining the Pacific and Atlantic Oceans by 1914.
Steamships depended on supplies of coal wherever they
went, and the British government stocked Welsh coal at
stations around the empire and elsewhere, such as at
South American ports, where native coal was lacking.

Certainly the development of marine insurance
helped to reduce insecurity in the shipping business, but
other things did also. Pirates were a danger everywhere
in medieval times and still active in the nineteenth centu-
ry off the China coast, and in the Strait of Malacca, the
Indian Ocean, the Persian Gulf, and the Mediterranean
Sea off the Muslim coast of North Africa. The peacetime
task of every navy was to watch for pirates, and in August
1790 the new United States of America joined the effort
when Congress founded a navy of ten ships, which
evolved into a coast guard concerned with every aspect
of safety off the American coasts. Piracy as well as slave
trafficking was controlled the world over by the British
navy, which was assigned to protect an empire that came
to include about one-quarter of the globe and to manage
nearly half of the world’s seaborne shipping; when it
withdrew after World War II piracy flourished again, and
it still does. Meanwhile, the insecurity inherent in com-
petition was reduced in Britain from 1802 by the forma-
tion of a Society of Shipowners, which evolved into a vol-
untary Chamber of Shipping, a kind of specialized
chamber of commerce. By then chambers of commerce
had existed in France for a century, but characteristically
as bureaucratic agencies of the central government in
which venal financiers had much influence. Docks, har-
bors, and coastal shipping came to be protected by spe-
cial police forces, such as the Marine Police active in Lon-
don from 1798 and, much later, the Shanghai Municipal
Police, who watched over the International Settlement at
Shanghai from 1854 until the Japanese occupation dur-
ing World War II.

Merchants and naval authorities were slow to find
way of assisting Saint Nicholas, age-old patron saint of
mariners, in preserving crews from plagues and diseases
caused by overcrowding in unsanitary, poorly ventilated

Shipping, Aids to

H I S T O R Y  o f  WO R L D  T R A D E  s i n c e  1 4 5 0 659



South Stack Lighthouse, c.1900. Lighthouses were one of the key engineering projects that aided ships traveling along dangerous
coastlines. The South Stack Lighthouse, located in the Holyhead area of Wales, England, uses its bright beacon to prevent vessels
from coming too close to the rocky cliffs it sits upon. Automated, with its signal remotely controlled, it is now open to the public.
THE LIBRARY OF CONGRESS

ships carrying poor food. Quarantine, a term derived
from the forty (quarante) days thought necessary to iso-
late ships bringing plagues to Europe from the Levant,
was enforced at Marseille from 1526. French authorities
valued the Newfoundland fishing fleet as a source of
healthy sailors who were unable to contract diseases at
tropical ports. The deadly scurvy that resulted from a lack
of vitamin C was prevalent, and even when a Scottish
naval surgeon, James Lind (1716–1794), published an in-
formed and serviceable “Treatise of the Scurvy” (Edin-
burgh, 1753), many ships were still fed nothing but bis-
cuit and other dried or salted food. Few captains were like
James Cook (1728–1779), who, by stocking sauerkraut
when citrus fruit was lacking, lost hardly a man on his
long voyages. The lesson was learned near the end of the
century, and by 1804 some 50,000 gallons of lemon juice
were issued annually in the British navy. In 1867, when
the Merchant Shipping Act was amended to make citrus

compulsory on British merchant ships, Lauchlan Rose of
Leith, Scotland, patented a process for bottling lime juice;
Rose’s Lime Juice is still on the market.

Shipping was aided by improvements to the ships
themselves. Among the famous examples is the Dutch
herring buss, a specialized vessel developed in the Nether-
lands for following the great schools of herring after they
left the Baltic for the North Sea late in the fifteenth centu-
ry. A little later Dutch builders designed the fluitschip, a
tubby, shallow-drafted freighter rigged to be sailed eco-
nomically by a small crew. Most of Europe adopted the
fluit in the seventeenth century; it was better for cargo
purposes than the full-rigged ship. In the eighteenth cen-
tury French builders began to sheath ships in copper,
which prevented teredos, barnacles, and weeds from fas-
tening on the ship’s bottom. A copper-sheathed hull did
not need careening, and sailed faster than usual. After
solving the problem of copper’s galvanic action on iron
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bolts in the hull, the British navy coppered all of its ships
during the 1770s and 1780s.

SEE ALSO Board of Trade, British; Board of
Trade, Spanish; Cargoes, Finance, Insurance;
Freight; Cargoes, Passenger; Containerization;
Hanseatic League (Hansa or Hanse); Panama
Canal; Shipping, Coastal; Shipping, Inland
Waterways, Europe; Shipping, Inland
Waterways, North America; Shipping Lanes;
Shipping, Merchant; Shipping, Technological
Change; Ships and Shipping; Ship Types; Suez
Canal.
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J. F. Bosher

SHIPPING, COASTAL
The phrase coastal shipping has a number of definitions
and translations, but the most common usage is to indi-
cate trade totally within a country, to distinguish it from
overseas or foreign trade. The word cabotage is also wide-
ly used. An alternative meaning might be ships staying
within sight of the coast. Some European countries
placed geographical limits on their coastal trade, and

some, such as Belgium with its forty-mile coastline, did
not recognize the concept. Some states included voyages
to their colonies, since these were seen as an extension
of the homeland. Portugal in the late nineteenth century
included voyages to Madeira, the Azores, and other At-
lantic possessions. What counted as coastal varied over
time, as boundaries changed. Some countries emerged as
independent from old empires, such as Finland, and oth-
ers, such as Italy and Germany, unified a number of
smaller states into a larger whole. However, for the ma-
jority of countries, for most of this period, coastal ship-
ping meant ships plying between two ports in the same
country, and for the purposes of this article coastal ship-
ping will mean domestic trade (Armstrong and Kunz
2002).

PROTECTED TRADE

Many countries protected their coastal trade, in that they
did not allow foreign companies or foreign-registered
ships to participate. In addition some states insisted that
the crews of coastal ships be nationals. The protection
was sometimes justified using “the nursery of seamen”
argument, namely that coastal shipping trained landlub-
bers to become skilled seamen, who could then graduate
to deep-sea shipping, and even onto warships. It was also
felt that the country needed a minimum level of shipping,
even if much of the overseas trade was carried in foreign
ships. The United States protected its coastal trade in
both goods and passengers, as did many European coun-
tries.

The United Kingdom, on the other hand, opened up
its coastal trade to all in 1854, but before the Great War
this had little effect. It was not until the interwar period
that the Dutch motor barge made inroads into the British
coastal trade. So wholehearted was British adherence to
free coastal trade that before 1914 it allowed open access
to Indian coasting trade, to the advantage of Nippon
Yusen Kaisha and the discomfort of the British India
Company.

BY LAND OR BY SEA?

From 1450, for four hundred years, the coastal ship was
a ubiquitous provider of transport for both passengers
and goods. Ships were wooden-hulled and wind-
propelled, and the technology changed slowly in this pe-
riod. The coastal ship had a particular advantage over
contemporary land transport for bulk transport. Land
transport could carry between a few hundredweight on
a string of packhorses and three or four tons on a four-
wheel wagon with a team of heavy horses. Compare this
to the average coaster, which carried thirty or forty tons,
while brigs, by the mid-eighteenth century in some
trades, such as in coal down the English east coast, could
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load about two hundred tons. The wind came free—
though sails tore and yards broke—whereas the horse
used in land transport was expensive to feed and had a
short working life compared to the longevity of the coast-
al ship. Carriage by road required more labor than by sea,
for a consignment of forty tons would fit on one ship but
needed ten sets of wagons, plus horses and a wagoner for
each—many more people than were on the coaster’s
crew.

Of course the coaster had drawbacks compared to
road transport. It was less predictable. It could make fast
voyages but might spend weeks in harbor because the
wind was too light, or too strong, or blowing from the
wrong direction. Also, wagons did not sink or blow
ashore, though they did occasionally overturn or were
pilfered, and we should not overstate the relatively low
maritime accident rate. It looked worse, because losses
were concentrated in periods of bad weather, such as the
storm of 1704. Periods of war, when the coastal ship was
at risk of capture, also tilted the balance in favor of land
carriage as insurance costs escalated.

Industrialization depended on the sailing coaster, for
the former involved the exploitation of large quantities
of intrinsically low-value bulk products, such as coal,
iron and copper ore, china clay, salt, and grain. These
commodities could not withstand the high price of land
carriage for any distance, so coastal traffic was essential.
In addition, canal construction complemented the coast-
er, unlocking resources that previously could not be ex-
ploited, and created trade for the coaster. The ability to
carry large cargoes at low unit cost was equally crucial in
the United States. One regular coastal trade was between
New York and southern ports such as Savannah, Charles-
town, and Georgetown, carrying lumber and cotton to
the north and coal to the south. As San Francisco grew,
it needed coal, and the Saginaw Steamship Company ran
from Puget Sound regularly in the 1890s and 1900s, car-
rying coal cargoes of four thousand tons on each trip.
The company was also heavily engaged in freighting lum-
ber from the Pacific northwest. The coaster played a simi-
lar role in urbanization, bringing in bulky, low-value
goods such as bricks, stone, slates, and timber to build
the physical infrastructure and grains, cattle, dairy pro-
duce, and fish to feed the population.

A FEEDER FOR FOREIGN TRADE

Coastal shipping played a part in encouraging overseas
trade. Its main role was to act as a feeder to the large
ocean-going ships. The coaster collected small parcels of
goods for export from a number of shallow-draught
ports. Similarly, the coaster distributed exotic foreign im-
ports to the various small ports where they were to be
consumed or processed. For instance, in the 1840s cop-

per ore was brought in from abroad to Swansea and Liv-
erpool, and there it was transshipped into coastal vessels,
to be taken to Llanelli, where it was smelted. An example
of goods marshaled for export by the coaster was the out-
put of a tin-plate works at Carmarthen in south Wales,
which in the 1840s shipped nearly its entire production
by sea, most of it to Liverpool where it was transshipped
into deep-sea vessels principally destined for the Ameri-
can market.

With the burgeoning European empires of the nine-
teenth century, firms were established abroad to act as
feeders to the large, well-appointed, glamorous ocean lin-
ers. Operating smaller steamers to distribute the mail and
European-made manufactured goods, these ships also
gathered up smaller parcels of locally originated goods to
be taken to the main ports served by the liners, and from
there to Europe. The strict schedules and fast turnaround
times required by liners were facilitated by small coasters
scurrying between the head port and a multitude of
minor ports. A good example is the British India Steam
Navigation Company, formed in 1862 to operate from
Calcutta and Bombay. It won seven mail contracts for
local delivery. Exports from Calcutta included rice
brought in from Burma, raw cotton brought in from the
Coromandel Coast, and gunny sacks from the emerging
Calcutta jute mills. Small coasters penetrated river sys-
tems seeking suitable cargoes. Their draught was shallow
enough, and the river was an extension of the ocean, and
much cheaper for long-distance bulk transport.

The coaster served similar functions in Australia,
perhaps heightened by the population living mostly
around the coastal fringe rather than in the interior. In
New South Wales in the 1850s, two companies were
formed to offer steam coastal services—the Grafton
Steam Navigation Company from 1857 and the Illawara
and South Coast Steam Navigation Company from 1858.
Both ran from Sydney and collected agricultural surplus-
es such as butter, cheese, wool, timber, and maize, some
of which was for export. In return they brought tools,
equipment, coal, and kerosene back from Sydney, some
of which had been imported from Europe. These compa-
nies were not atypical of others around Australia and sur-
vived into the post-1945 period.

In most countries the coastal trade went into relative
decline in the twentieth century. In the late nineteenth
century, it was hit by the railways, which took some of
the higher-value-goods traffic. The coaster responded in
part by concentrating on bulk trades, such as coal, tim-
ber, and bricks, but Coast Lines still ran a liner service
between all the major ports of the United Kingdom until
World War II. Another factor in the diminution of the
role of the coaster was the increasing size, speed, and
economy of trucks. Trucks started to compete for short-
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distance traffic and then extended their capabilities to
larger consignments and longer routes. The coaster, larg-
er in size to squeeze out economies of scale, outgrew
many small ports and specialized in bulk cargoes on
long-distance hauls and oil-rig support.

SEE ALSO Agriculture; Baltic Exchange;
Cargoes, Freight; Cargoes, Passenger;
Containerization; Entrepôt System; Hanseatic
League (Hansa or Hanse); Indian Ocean;
Jardine Matheson; Mediterranean;
Shipbuilding; Shipping, Aids to; Shipping,
Inland Waterways, Europe; Shipping, Inland
Waterways, North America; Shipping Lanes;
Shipping, Merchant; Shipping, Technological
Change; Ships and Shipping; Ship Types; South
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SHIPPING, INLAND WATERWAYS,
EUROPE

Inland waterways have been central to transport within
Europe since medieval times. Especially for products
such as coal, grain, and building materials, natural and
artificial waterways were the only means of transporta-
tion before the era of railways and motorized road trans-
port.

Waterway nets, constructed in Europe beginning in
the seventeenth century, connected primary-production
areas and seaports with industrial areas and consumption
centers. After the heydays of inland waterway shipping
at the end of the nineteenth century, railroads and roads
took over many transport duties, including passenger
transport, and most smaller waterways lost their com-
mercial relevance. Today inland navigation is for the
most part relevant only on main waterways like the
Rhine, the Danube, and canals that can accommodate
ships above 500 tons cargo. Although mass products are
still the main cargo on inland waterways, container trans-
port has begun to play an increasingly important role

PRE-MODERN INLAND NAVIGATION AND EARLY
ARTIFICIAL WATERWAYS

Although most of the trade of mass products was during
medieval and early modern periods regional, some com-
modities such as lumber for shipbuilding or salt for food
preservation were traded over long distances. Only their
availability at seaports permitted the growth of interna-
tional trade. Whereas lumber for shipbuilding or other
purposes was simply rafted down the natural waterways,
the demand for products like salt led to the construction
of artificial waterways.

The best early example of a connection between in-
ternational trade and inland navigation inside Europe
was the Stecknitzfahrt between the river Elbe and the Bal-
tic Sea, or in particular between the salt-producing city
of Lüneburg and the Hanseatic city of Lübeck. The Han-
seatic League needed salt for its fish (especially herring)
trade in the Baltic. Because there was no salt production
at the Baltic, the growth of this trade depended on the
availability of salt, and land transport did not have the
capacity to handle a reasonable supply. Therefore finally
a canal, the Stecknitzfahrt, was opened in 1398, and salt
production in Lüneburg fostered the fish trade of Hanse-
atic merchants in Lübeck and vice versa for the following
centuries. The success of both businesses was only possi-
ble because of the use of inland navigation.
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A cargo barge carrying new automobiles manufactured in Germany travels along the Rhine River. The river originates in the
Swiss Alps and then travels north through countries such as Germany and the Netherlands to connect to the North Sea. It was
declared free to international navigation in 1868 and has since become the world’s busiest waterway. © JIM MCDONALD/CORBIS.

REPRODUCED BY PERMISSION.

EARLY MODERN INLAND NAVIGATION

During early modern times, inland navigation continued
as the hinterland connection of European seaports, while
at the same time artificial waterways were constructed
mainly for geostrategic reasons. The Canal du Midi in
France, constructed at the end of the seventeenth centu-
ry, connected the Atlantic and the Mediterranean, the
Schleswig Holsteinischer Canal or Eider-Kanal made
navigation possible between the North Sea and the Baltic
since 1784, the Göta-Kanal opened in 1832 allowing a
passage between Gothenburg and Stockholm without
using the Baltic and the Kattegat, and finally the Ludwig-
Donau-Main Kanal has connected the North Sea and
Black Sea since 1845. All of these projects were designed
to avoid the possibility of a blockade of trade by foreign
naval powers. But difficulties arose due to the great num-
ber of locks inside the canals and the necessary limita-
tions on ship size. In addition the entrance ports and the
canals themselves had not been part of the main trade-
routes, so their contribution to the development of inter-
national trade remained limited.

INLAND NAVIGATION AND INDUSTRIALIZATION
IN EUROPE

As industrial areas developed in Europe and populations
grew, trade routes that included those areas became more
prominent. In addition new shipbuilding materials, such
as iron and steel, and the steam engine made possible
larger inland navigation vessels and faster navigation in-
dependent of such natural constraints as wind and river
currents. The mining industry, especially, depended on
a low-price coal and ore cargo system capable of handling
huge volumes. As a result, first in Great Britain and later
in Belgium, France, and Germany, systems of inland wa-
terways were constructed that connected the major pri-
mary production areas with the centers of industrial pro-
duction and consumption or with the seaports for
export.

At the end of the nineteenth century nearly all major
central European cities were connected to the inland wa-
terway system, and, in addition to seaports, ports such
as Duisburg and Basel became major gateways for inter-
national trade into central Europe. Especially for land-
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locked countries such as Switzerland, inland shipping
was the only way to join world trade.

In certain areas without a suitable railway network,
inland shipping was a carrier not only for mass products
but also for public and general cargo transport. The main
ship used in inland navigation was the steam-driven tug-
boat with barges in tow; self-propelled ships were used
only for special cargoes or on certain waterways, such as
the Danube. Whereas the Rhine became the main axis for
inland navigation in western Europe and was dominated
by coal transport, the Danube connected southeast Eu-
rope with the central parts and was of special relevance
for crude-oil transport. Only the oil-transport via the
Danube gave the possibility for oil production in south-
eastern Europe to compete with the import of oil from
North America to the European market.

At the end of the 1930s the network of central Euro-
pean waterways was nearly completed and had become
a major part of the whole transport economy, while in
nations such as Great Britain and Sweden the older wa-
terways had lost their relevance because they were not
large enough to permit the passage of vessels that could
compete with other transport methods.

INLAND NAVIGATION AFTER WORLD WAR II

After the World War II most of the smaller waterways
lost their economic relevance because railroad and road
transport took over the market for transportation of
smaller quantities, with a high grade of flexibility. But for
traditional mass products such as oil, grain, coal, and ore,
the main waterways and canal networks remained a
major part of international trade. Especially after Euro-
pean steel production shifted to imported coal and ore
while the centers of production remained unchanged,
new traffic was established—no longer for the export of
European products but for the hinterland transport of
mass products imported from overseas. Tugboats and
barges in tow were replaced by self-propelled ships or
push-boats and barges.

While shipping remained a viable business only for
the major waterways such as the Rhine, Danube, and
Elbe, or for canals with a cargo capacity greater than
1,000 tons per ship, smaller waterways lost all their rele-
vance for international trade and were left with some
local transports or were rediscovered for leisure activities
within the last few decades.

With the emerging gridlock of land-bound transpor-
tation in Europe during the last decades of the twentieth
century, inland waterways were rediscovered as an alter-
native for transport, and not only the transport of mass
products. Especially on the Rhine, container transport
became a significant part of shipping. For other products,

such as new cars or chemicals, specially designed ships
are part of the fleet of inland navigation vessels.

Inland navigation remains a major player in interna-
tional trade in Europe, and in the hinterland trade of Eu-
ropean seaports, with a special focus on mass-products,
dangerous products, and some special commodities.

The main relevance of inland navigation for interna-
tional trade is of course still the same as in the medieval
or early modern period: the connection between primary
production areas and the seaports and distribution of im-
ported products from the seaports into the hinterland.

S EE A LS O Agriculture; Baltic Exchange; Black
Sea; Canals; Cargoes, Freight; Cargoes,
Passenger; Containerization; Empire, Dutch;
Empire, French; France; Germany; Shipbuilding;
Shipping, Aids to; Shipping, Coastal; Shipping,
Inland Waterways, North America; Shipping,
Merchant; Shipping, Technological Change;
Ships and Shipping; Ship Types; Russia; United
Kingdom.
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SHIPPING, INLAND WATERWAYS,
NORTH AMERICA

Much, though certainly not all, of North America has
been well served by natural and artificial waterways. Can-
ada is deeply penetrated by the St. Lawrence, and the
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United States has a lengthy eastern seaboard much in-
dented by bays and tidal rivers. Another major asset is the
massive dendritic drainage of the Mississippi–Missouri–
Ohio Rivers and the Great Lakes. This system, including
extensions as far as the southern borders of Texas, today
reaches seventeen of the fifty U.S. states and at least 60
percent of U.S. consumers. The basic characteristics of
inland waterway transport today—cheapness and slow-
ness—can be found in competitive situations from the
mid-nineteenth century onwards. Between the 1820s and
mid-century, canals were responsible for a greater reduc-
tion in freight costs than was subsequently achieved by
the railways. They could not, however, compete with rail-
ways on speed, or indeed at all in the arid regions west
of the Mississippi. By 2004, when transport congestion
had reminded many shippers of the value of inland wa-
terway transport (IWT), the cost of freight between
Memphis and New Orleans was around $6 a metric ton
by barge, compared to $40 by truck. But the journey by
road took eight hours, and by river seventy-two.

RIVER AND CANAL TRAFFIC IN THE
NINETEENTH CENTURY

One distinctive feature of U.S. IWT practice was the early
and large-scale use of steamboats on rivers and lakes.

The Soo locks located in Sault Sainte Marie, Michigan, are the largest waterway traffic system on Earth. Shipping freighters
and other boats pass through the locks to travel between the lower Great Lakes and Lake Superior, bypassing the St. Mary’s River.
The system adjusts for the 21-foot drop from Lake Superior and is operated by the U.S. Army Corp. of Engineers. © PHIL

SCHERMEISTER/CORBIS. REPRODUCED BY PERMISSION.

After the introduction of the first steam-powered boat in
1807, and the first successful ascent of the Mississippi in
1816, commercial expansion was rapid. It was based on
the ability of steam power to develop trade routes by
overcoming chronic problems with prevailing winds and
currents. The main limiting factor was the relatively high
cost, which necessitated a focus on passenger traffic and
high-value freight. Nevertheless, on the Ohio–Mississippi
system primary produce was carried downstream, and
passengers in both directions. Eastern operations cen-
tered on New York, and also covered the Delaware River
and Chesapeake Bay. Eventually it was the major western
rivers that made the greatest use of this technology. By
1860 steamboats carried over $300 million in cargo on
the Mississippi alone, contributing heavily to the eleva-
tion of New Orleans to the fourth-largest port in the
world, behind only London, Liverpool, and New York.

New York, like New Orleans, also benefited greatly
from the effects of IWT in strengthening communica-
tions between seaports and their hinterlands. The natural
advantage of the Hudson River was powerfully supple-
mented by the decision of the state government to con-
struct the Erie Canal (1817–1825) to link the Hudson
with the Great Lakes. This was both an immediate and
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a long-term success, for it virtually recouped its construc-
tion costs by the time of completion, and within ten years
it was attracting over 3,000 boats and handling 1.3 mil-
lion tons of cargo annually. The Erie met the classic con-
ditions for the commercial viability of a canal: it was able
to carry large volumes of bulky, low-value commodities
over substantial distances. Cordwood, flour, and wheat
moved to the tidewater. Manufactured goods such as tex-
tiles and imported foods such as sugar were conveyed in-
land. The Erie often has been viewed as a developmental
canal, as it radically reduced transport costs and opened
up a wide area for early economic development. It not
only had an important impact on New York State, but
also was for many years either the only or the main outlet
for the produce of much of the Old Northwest.

No other U.S. canal enjoyed the spectacular success
of the Erie in promoting interregional trade. Even the
Erie was used primarily for intraregional purposes until
1850, and reached its peak volumes by the early 1870s.
Most attempts to establish links between eastern cities
and agricultural areas west of the Appalachians were
much less fruitful, despite strong support from “growth
coalitions” of eastern business communities and western
interests. The obvious contrast to New York is Pennsyl-
vania, which constructed greater mileage of waterway
than New York but achieved far less in developmental
terms, even though expenditure was so great as to threat-
en the solvency of the state. The most effective eastern ca-
nals outside New York were a group including the Le-
high, Schuylkill, Delaware, and Hudson, which
transported anthracite coal to Philadelphia and New
York City, from which ports it was passed on by coastal
shipping to other East Coast markets. Improved and eco-
nomical supply of coal contributed to the growing output
and the location of several major industries in the 1830s
and 1840s, a period associated with the onset of rapid in-
dustrialization.

About 4,000 miles of canals were built between 1815
and 1890, mainly in the first half of the period. An esti-
mated $188 million had been invested by 1861; govern-
ment at various levels provided $115 million of this and
$62 million came from bonds bought by overseas bank-
ers. Public expenditure was sometimes contested, but at-
tracted widespread support for projects with long-term
promise but heavy initial capital costs. Overbuilding oc-
curred, and with costs averaging almost $30,000 per mile,
a number of canals had little chance of providing an ade-
quate return to the investors. The arrival of railroad com-
petition put a premature end to the financial viability of
some canals. It has been argued that canal building
should have been suspended in 1834, the year of comple-
tion of all the eastern canals that were later heavily used.
Undoubtedly many investors, both public and private,

were disappointed. The social rate of return, however,
was greater than the private rate, and railroad-canal com-
petition helped to ensure a continuing and substantial
fall in average transport costs through the 1840s and
1850s. However, the development of the United States
between the Civil War and the automobile age, especially
the integration of the West into the national economy,
obviously owed far more to the railroad and little to IWT.

WATERWAYS IN THE TWENTIETH CENTURY

Twentieth-century trends in IWT in North America, as
in Europe, showed increasing concentration on the
broadest high-capacity waterways and restriction of traf-
fic to large-scale bulk commodities. By the end of the
century there were about 12,000 miles of commercially
significant waterways, of which canals formed only a
small part. The essential value of IWT to the economy
was its moderate capital cost and low operating cost,
along with the increasingly important factor of good en-
vironmental hospitality. A 15 percent share of freight
ton-mileage and only a 5 percent share of the annual
freight bill was evidence of its price effectiveness. Impor-
tant new cargoes included petroleum and liquid chemi-
cals. Distinctive new methods have been adopted on the
biggest waterways, such as line-haul river tows with pow-
erful towboats and up to twenty-five barges. Computers
were used to assist navigation and to coordinate move-
ment of large fleets.

IWT flourished on the Great Lakes at the end of the
century, involving both agricultural produce and indus-
trial raw materials. Some of this traffic moved between
the lakes and the St. Lawrence Seaway, which had been
completed between 1954 and 1959 after a belated agree-
ment between the U.S. and Canadian governments. This
provided a 3,700-kilometer route from the head of Lake
Superior to Montreal on the St. Lawrence estuary. At the
height of its success in the 1960s and 1970s the seaway
was used to move more than half of Canada’s grain ex-
ports, as well as much iron and coal. Decline set in the
1980s because of factors such as tolls, loss of grain trade
to West Coast ports, the inability to handle the larger
container ships used in the transatlantic trade, lower de-
mand for grain in Europe, and competition from ice- and
toll-free Atlantic and Gulf ports.
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SHIPPING LANES
While any stretch of water which is regularly frequented
by ships can be called a shipping lane, it is more meaning-
ful to limit the use of the term to real fairways, in which
shipping is limited by the depth of the water or by other
navigational hazards and which normally—though not
always—are marked by navigational aids. Thus the devel-
opment of shipping lanes mainly involves navigation to
and from ports and through shallow seas or bays, archi-
pelagos, and narrow straits.

On the deep Mediterranean, navigable waters were
never in short supply, not even in its connecting straits
(the Straits of Gibraltar are over 200 meters deep, and
even the Bosporus is 50 to 70 meters deep); yet the first
known lighthouse, Pharos, was built at the Nile Delta
circa 300 B.C.E., and it has been claimed that, even earlier,
fires were burned to guide seafarers into the Hellespontos
(Bosporus) or Piraeus. These examples illustrate another
important feature connected with fairways: the necessity
of being able to locate the entrance, in particular outside
a low-lying and featureless coast, such as the Nile Delta,
or during the night. They also suggest that such a locating
mark often was all that was needed to make a stretch of
navigable water a public shipping lane—or at least it was
the most visible and permanent mark of the shipping
lane’s development.

Even a couple of important West European points,
La Coruna in northwestern Spain and Boulogne, in
France, had their first lighthouses built during Roman
times. In the High Middle Ages they were also built in
such places as the Danish Sound (in the thirteenth centu-
ry), the Isle of Wight (after 1314), and Corduan (outside
Bordeaux, before 1362). Before about 1500, over twenty
lighthouses had been built on the British Isles. On the
other hand, Köpu (Dagö), the first lighthouse in the
northern Baltic, was commissioned only in about 1520.

Fairways were marked also by such other visual aids
as beacons, cairns, and high poles; even prominent build-
ings, especially churches with their spires, were used for
such purposes. In the tidal waters around the North Sea,

A 1930 photo of the Roter Sand lighthouse near
Bremerhoven, Germany. The structure, which means “red
sand,” was built in 1885 in the North Sea. It served as a
navigation aid along an important shipping route that
connected vessels to the Atlantic Ocean as they traveled between
the British Isles and Scandinavia. © AUSTRIAN ARCHIVES/CORBIS.

REPRODUCED BY PERMISSION

the sides of navigable channels were marked by spars or
branches in the Middle Ages, and even the use of buoys
(barrels) seems to date back to the fourteenth century.
The diffusion of these innovations to the Baltic periphery
is indicated by the orders of the Swedish King Gustav
Vasa (in the 1150s) that the main fairways had to be
marked with cairns and spar-buoys (“brooms”). Never-
theless, before the end of the sixteenth century, even in
Western Europe and the Mediterranean, navigational
aids were few and far between, and seafarers depended
heavily on local knowledge (and lead line) or the help of
local pilots; charts and written route descriptions were
rare.

THE DEVELOPMENT OF NEW SHIP TYPES

The transition from Viking long ships to deep and heavy
cogs vastly increased the importance of man-made ports
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with proper quays or wharves. Nevertheless, most natural
shipping lanes, even in the Baltic and North Seas, were
deep enough for the biggest ships of the early modern pe-
riod. Thus, for example, the Danish Sound, which now
has a certified depth of safe navigation of 7.3 meters, or
24 feet, could easily be passed by the biggest sailing war-
ships, such as Horatio Nelson’s Victory, with a full draft
of 22 feet, or even the early big steamers from the 1840s
such as Brunel’s Great Britain, with a draft of 18 feet. It
says something of the requirements of global shipping
that the Suez Canal, when it first opened in 1869, did not
allow the passage of ships any more deeply loaded than
those that sailed the Danish Sound. There also were not
many important trading ports before the 1870s into
which traffic would have been limited by shallow ship-
ping lanes. The only exceptions worth mentioning were
a few estuary ports such as Brugge, whose port and en-
trance were silted up already in the fifteenth century, and
St. Petersburg, which for a long time had to load seagoing
vessels at its outport, Kronstadt.

The transition to steamships and iron and steel ship-
building led to a systematic increase in ship sizes. Bru-
nel’s supership the Great Eastern (launched in 1858, draft
about 28 feet), was an early example. It was not until four
decades later, in 1899, that a bigger Atlantic liner was
launched. With ships like the Olympic/Titanic (1910–
1911, draft 34 feet) and, finally, the Queen Mary (1934,
draft 39 feet), the limits of Atlantic liners were pushed
further but, even at the end of the 1930s, there were hard-
ly any other ships (except big battleships) that required
fairways deeper than about 10 meters. It is illustrative
that the first big diesel-powered ocean liners, the Selandia
and her sister ships (1912, over 7,000 deadweight tons),
still were able to navigate through the Danish Sound.
However, after World War I cargo ships of around 10,000
deadweight tons (dwt), drawing some 28 feet, became in-
creasingly common. Just before the war, this tendency
had been acknowledged with the dredging of the Nord-
Ostsee (Kiell) to a safe passage of 8.5 meters (about 28
feet). The fact that the Suez Canal was deepened to 10
meters (about 33 feet) by 1930 also indicates that bigger
sizes were expected to become more common.

The steam age brought other challenges. With in-
creasingly expensive vessels, safe and precise navigation
was of growing importance. The late nineteenth century,
indeed, became the classical era of lighthouse building.
A totally new technology with Fresnel-lenses, steel and
concrete construction, plus oil and gas replacing wood or
coal as fuel improved the visibility of lights and made it
possible to build them farther offshore than before. Many
important lighthouses, such as (New) Eddystone, (New)
Cape Hatteras or Roter Sand (the first “caisson” light-
house), date from this era, and scores of older ones were

modernized. In addition, large numbers of leading lights
and other navigational aids were added around the ship-
ping lanes. This building boom continued until the
1970s, when the increasing use of radar gradually began
to make traditional lighthouses almost obsolete.

THE GROWTH OF SHIPS POST–WORLD WAR II

A new “revolution” in shipping lanes started with the
rapid growth of ship sizes after World War II. Tina Onas-
sis (1953, 45,000 dwt) has sometimes been called the first
supertanker; however, it was only after the first closure
of the Suez Canal in 1956 that the growth really started,
and a plateau was achieved at the end of the 1970s, when
the biggest ships exceeded 500,000 dwt. A parallel, albeit
slightly later, development was also experienced in dry
cargo shipping. In the mid-1950s, average grain and coal
carriers were about 9,000 deadweight tons, slightly smal-
ler than the Liberty ships of World War II. Around 1980,
the corresponding averages were around 30,000 dwt
(grain) and 50,000 (coal), and by the year 2000 they had
increased to over 40,000 and 100,000 dwt. In container
shipping, the size boom has been later, but the numbers
of “Panamax” ships (around 60,000 dwt, able to carry
more than 3,000 20-foot containers) has been rapidly in-
creasing since the early 1980s.

A normal ship of 30,000 dwt draws about 11 meters,
a ship of 100,000 dwt about 15 meters, a ship of 250,000
about 20 meters, and a ship of 500,000 dwt about 23 me-
ters. None of these vessels could have passed the Suez
Canal in the 1930s, and they exceed the depths of the
Danish Sound and the Nord-Ostsee Kanal by even larger
margins. Fortunately an alternative route through the
Greater Belt, which was developed in the 1960s, lowered
the threshold of the Baltic to about 15 meters. Thus this
development clearly has created big pressures for those
responsible for maintaining safe navigation. Compared
with a “Liberty” ship, a 120,000-dwt bulk-carrier is twice
as big in all dimensions, which means that it requires fair-
ways not only twice as deep but also twice as wide to nav-
igate with safe margins. Such requirements have resulted
in increasingly artificial shipping lanes, with limiting
shallows blown up or dredged away and with the sides
of channels marked with permanent beacons and lights
and much greater precision than before. On the busiest
waterways, such as the English Channel, it has also led
to different traffic control systems.
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SHIPPING, MERCHANT
Merchant shipping is a service industry that entails the
deployment of vessels to serve the needs of seaborne
trade. As such, the scale and character of the shipping in-
dustry is conditioned to a large extent by the volume,
composition, and spatial distribution of cargoes that are
carried across the seas, along the coasts, and through in-
land waterways in their passage between points of pro-
duction and consumption. These demands are met by
merchant shipowners who invariably invest in the busi-
ness of shipping to earn a return on their capital, an ob-
jective they seek to attain by combining various re-
sources. Although the shipowner’s entrepreneurial
abilities, managerial skills, and access to market informa-
tion are vital, a shipping venture also depends upon the
recruitment of an appropriately skilled crew and the
quality of its work at sea. The other principal resource
that the shipowner supplies is the vessel itself, the charac-
ter and effectiveness of which is determined by the tech-
nological capabilities of the economic, social, and politi-
cal contexts in which the shipowner operates.

Vessels of countless types and functions have been
employed over the last 600 years, but three periods of
comparatively intense change in vessel technology can be
discerned. The first of these so-called “shipping revolu-

tions” occurred in the fifteenth century, when improve-
ments in navigational knowledge, hull construction, rig-
ging, and the addition of a third mast gave Europeans the
ability to cross the Atlantic. Innumerable incremental
technological developments took place over the next four
centuries, but the wooden-hulled, three-masted, fully
rigged sailing ship which conveyed Columbus to the New
World in 1492 remained in principle the vehicle which
carried European goods, culture, and people across the
globe until the second half of the nineteenth century.
Then, a second shipping revolution took place. This in-
volved the gradual replacement of wood by iron, and
then steel, as the principal material in the construction
of hulls, and the transition from wind power to mechani-
cal propulsion through the successive development of
simple, compound, and triple-expansion marine engines.
Such innovations combined to enhance considerably the
efficiency and safety of shipping, which greatly reduced
the costs of sea transport and facilitated the integration
of South America, Africa, Asia, and Australasia into the
international market economy, which had hitherto fo-
cused on the North Atlantic basin.

Gradual improvements in the propulsion, naviga-
tional equipment, and capacity of ships ensued until the
1960s, when merchant shipping entered another period
of revolutionary change. This transition entailed more
than just an increase in the efficiency and operational
range of vessels. While there was a great increase in the
size of many types of ship, and new forms of specialized
cargo vessels—liquid gas and chemical tankers, container
ships, bulkers—were introduced, the “modern shipping
revolution” also impacted on the location, configuration,
and functioning of ports. Central to this transformation
was the packing of cargo into standard units—pallets,
road and rail trucks, and containers—that were lifted di-
rectly onto, or driven straight into, the vessel. Such “unit-
ization” greatly expedited the flow of cargo from land to
sea transport by eliminating the need to “break bulk”;
that is, the time-consuming (and expensive) need to un-
load a multiplicity of man-sized cargo units from road
or rail vehicles, store them in a warehouse, and then re-
move them to the ship’s hold. But it required gantry
cranes rather than stevedores, deep-water termini instead
of city-center docks, and space to landward for marshal-
ling standard cargo units as opposed to storing an array
of assorted cargo types. In essence, it entailed the substi-
tution of capital for labor and the relocation of port ac-
tivity. As a consequence, by the mid-1980s cargoes were
being conveyed in fewer, much larger, and more special-
ized vessels, and their movements between land and sea
were now much swifter and conducted mainly in estuari-
al ports linked to hinterlands by trunk roads and rail-
ways.
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An 1853 drawing depicts The Great Republic, built by the famous American shipbuilder and designer, Donald McKay.  The
vessel was the world’s largest merchant sailing ship, measuring 335 feet long with the capacity to hold 4,555 gross tons of cargo. In
1853, a crowd of around 30,000 gathered in New York to see this marvel of engineering make its maiden voyage to Liverpool,
England. © CORBIS. REPRODUCED BY PERMISSION.

Technological change is both a function and a facet
of the market forces that have shaped merchant shipping
over the centuries. Moreover, as it has long since been or-
ganized and regulated by states which have sought to
protect or enhance their trading and sea-transport inter-
ests in a competitive international market, shipping has
also been influenced by political factors. In the long run,
particular countries have dominated the provision of
merchant shipping in certain epochs. Portugal and Spain,
for instance, were preeminent among Europe’s shipping
nations in the late fifteenth and sixteenth centuries. Hav-
ing led the reconnaissance of the Atlantic, the Iberian
powers not only augmented their well-established short-
sea commerce with transatlantic colonial trades, but also
endeavored to monopolize the supply of shipping re-
quired to service this activity. This was difficult to sus-
tain, however, for the Iberian empires were far-flung and
poorly equipped to repel the commercial and predatory
encroachments of other states. The Dutch were the most
active in this respect, especially after the Revolt of 1568

added a sharp political edge to their economic rivalry
with Spain. Favored by their location at the trading cross-
roads between the Baltic, southern Europe, Germany,
and the British Isles, the shipping interests of the emer-
gent Dutch Republic expanded rapidly in the late six-
teenth century. By the 1620s Dutch shipowners had cor-
nered the market in Europe’s “carrying trades”—the
transport of goods between foreign states—and therefore
deployed the lion’s share of Europe’s merchant tonnage.

Dutch hegemony bred resentment in nations whose
imports and exports were delivered in vessels that gener-
ated income and employment for the United Provinces.
Political intervention in the form of “Navigation Laws”
was deemed to be the remedy for this situation. En-
shrined in legislation, and policed by navies and coast-
guards, this “mercantilist” strategy was implemented in-
dependently by various European powers, most notably
Britain (England until 1707), France, Sweden, and Den-
mark. It was designed to reserve a nation’s colonial and
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coasting trades for its own merchant fleets, and to chan-
nel such commerce through its own ports where customs
duties could be levied. This strategy was deployed most
effectively by Britain. Though the Navigation Laws
passed by Parliament from 1650 onwards led to tension,
and ultimately to revolution, in the North American col-
onies, they served to foster Britain’s colonial trades and
shipping interests. Indeed, by the 1690s the British mer-
chant fleet had eclipsed its Dutch counterpart in terms
of tonnage registered, a lead that widened as the eigh-
teenth century progressed.

By this measure, Britain remained the leading ship-
ping nation until the 1960s. In the midst of this long peri-
od, it was here that the key technological innovations—
marine engines and metal hulls—that comprised the sec-
ond shipping revolution were developed and most
effectively adopted. From the 1860s, steam-driven, iron-
hulled ships carried coal and manufactured goods to all
regions of the globe, with food, raw materials, and manu-
factures conveyed back to feed the people and factories
of the first industrial nation. Boosted further by the in-
troduction of steel hulls and triple-expansion engines in
the 1880s, the British merchant fleet—much of which
had been built in British shipyards—accounted for 60
percent of the world’s tonnage in 1913. In that year, this
fleet carried 53 percent of the United Kingdom’s consid-
erable foreign trade, 80 percent of British intraimperial
trade, and 25 percent of the world’s carrying trade.
World War I significantly weakened Britain’s shipping
interests. With over 2.5 million gross register tons lost to
enemy action, and still more requisitioned by the state,
British shipowners lost market share to emerging ship-
ping nations such as Japan, Greece, Norway, and, most
importantly in the short term, the United States. This set
the pattern for the next fifty years, with Britain’s persis-
tent relative decline given added impetus by the tonnage
and market losses of World War II and the vigorous
growth of the Japanese and Greek fleets during the 1950s
and 1960s.

Since 1966, when Japan eclipsed Britain as the pre-
mier shipowning nation, the global shipping provision
has altered significantly, a change triggered by the pro-
found technological and structural innovations of the
modern shipping revolution, and accelerated by a steep
fall in demand for tonnage following the oil crises of 1973
and 1975. In the volatile market of the 1960s and 1970s,
cost reduction was the means to survival. Increasingly,
this entailed unitization and the deployment of modern
specialized vessels, many of which were registered in “flag
of convenience” countries such as Liberia and Panama,
where comparatively lax regulations regarding ship safety
offered significant savings. “Flagging out” also relieved
shipowners of the obligation to recruit highly trained,

comparatively expensive seafarers from their own coun-
tries. This delivered major reductions in labor costs, and
precipitated the displacement of Western European and
North American seafarers by workers from low-wage
countries in Southeast Asia, Africa, and Eastern Europe.
Whereas Britain, the Netherlands, and other “tradition-
al” shipping nations were slow to respond, some states
were much more adept at exploiting the vicissitudes of
the tonnage and labor markets. Greek shipowners per-
formed well in this context. At 80.1m deadweight (dwt)
tons, their fleet was the world’s largest in 1990, ahead of
Japan (72.8m dwt), the United States (59.8m dwt), and
Norway (45.5m dwt).

Such long-term shifts in the national composition of
the world fleet suggest that merchant shipping is a vola-
tile business. But they also highlight the essential vitality
of the activity. While shipping was perhaps the first large-
scale industry to exhibit capitalistic structures in fif-
teenth-century Europe, it will always remain a significant
feature of human enterprise so long as the seas are used
as a trading highway.
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SHIPPING, TECHNOLOGICAL CHANGE
In comparison with the tremendous changes that oc-
curred in shipping after 1800, the several centuries earlier
witnessed relatively little change in the technology of
shipping. As late as 1850 world seaborne trade was con-
ducted largely by sail vessels, but in less than a century
merchant sail craft were obsolete. Although sail served
maritime commerce well for many centuries, all sail ves-
sels-at the mercy of wind and tide-were notoriously ir-
regular. With the expansion of world trade, shippers and
shipowners could only wish for a means of running ves-
sels according to a set schedule. Change really began dur-
ing the Industrial Revolution, starting in Britain by the
late-1700s and then spreading worldwide. The most im-
portant industrial product into ocean shipping was the
steam engine. Steam provided a new way of propelling
vessels, one that eventually ended the long supremacy of
wind-powered craft. In its turn, steam was replaced by
a new means of propulsion in the twentieth century.

STEAM ENGINES

As early as the seventeenth century, French engineers car-
ried out the first experiments in steam- driven vessels,
but with little long-term success. It was more than a cen-
tury before practical steam engines were developed. The
first steam engine specifically intended for maritime use
was produced by Glasgow inventor James Watt in the
1760s, under the aegis of his firm, Boulton, Watt & Co.
From 1800, when his master patents expired, other engi-
neers and inventors eagerly built on Watt’s pioneering
work.

A number of steam experiments had been carried
out contemporary with Watt’s work. John Fitch operated
steamers on the Delaware River in the 1780s. Although
they were embryonic devices, one of his later craft carried
passengers. Despite Fitch’s success, the vessel generally
considered to be the first practical steamboat was not
launched until 1801. Its creator was William Symington,
who, along with Patrick Miller, had already developed a

small steamer used on Loch Dalswinton in 1788. Syming-
ton’s Charlotte Dundas operated on the Forth and Clyde
Canal. On one occasion, in 1802, the craft towed two
loaded seventy-ton barges almost twenty miles in six
hours. This was a good performance, but the Charlotte
Dundas’ s wash supposedly damaged the canal’s banks,
and it was not a long-term success.

Still, more developments followed. 1807 saw the ap-
pearance of Robert Fulton’s Clermont, which ran on the
Hudson River. In 1812 the Comet, Europe’s first passen-
ger steamer, entered service on Scotland’s River Clyde.
The Comet was one of the first steamers to live up to all
of its builder’s expectations, giving the Clyde predomi-
nance in shipbuilding and marine engineering. Although
many of the first vessels were one-of-a-kind experiments,
the building of steamers-especially in Britain and Ameri-
ca-gathered momentum until 1820. In 1819 an American
vessel, the Savannah, made an Atlantic crossing partially
under steam, although the first to do so primarily using
steam was the small Canadian-built Royal William in
1833. By the late 1830s vessels like Isambard Kingdom
Brunel’s Great Western were making the first regularly
scheduled Atlantic passenger crossings.

Most early steamers were paddle wheelers with the
paddles mounted on large wheels at the sides, or less fre-
quently, the stern of the vessel. Although an efficient
form of propulsion, good in shallow waters, the paddle
wheel has its drawbacks. The wheel is vulnerable to
breakage from collisions with flotsam. In high seas the
roll and pitch of a steamer could also lift the wheels out
of the water, lessening their effectiveness. The greatest
problem was the amount of space needed to accommo-
date the large engines and paddle arrangements, high up
in a vessel. Often located amidships, these took up prime
cargo and passenger space. This was also a problem for
naval vessels because they lost a portion of their gun
space, not to mention the engine’s vulnerability to enemy
fire so far up in the superstructure. An alternative was
clearly needed. The solution originated with a principle
over two thousand years old. Alexandrian inventor Ar-
chimedes had devised a water screw system for irrigation,
still used in Egypt today. By applying this principle to the
provision of outward thrust, rather than water-lifting
power, the modern bladed propeller got its start. Screw
propulsion originated in the 1830s with the work of Brit-
ish inventor Sir Francis Pettit Smith and Swedish engi-
neer John Ericsson. The superiority of the screw was es-
tablished by the Royal Navy’s famous tug-of-war between
the paddle wheeler HMS Alecto and the screw-propelled
HMS Rattler. Rattler towed Alecto along at two knots
while she paddled the water at full steam. One of the first
merchant screw vessels was the Archimedes of 1838, used
in the English coasting trade with a top speed of eight
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The Clermont was the first successful commercial paddle steamer, invented by Robert Fulton (1765–1815). The steamers
maiden voyage took place in 1807, as it traveled up the Hudson River to Albany, New York. Fulton patented his design in 1809 and
paddle steamers later became important for passenger and freight transportation along the Mississippi. BETTMANN/CORBIS.

REPRODUCED BY PERMISSION.

knots. By the late twentieth century, further improve-
ments, including controllable pitch propellers-allowing
angled adjustment of the blades to suit operating condi-
tions-have appeared, but the basic idea remained un-
changed.

What effect did these developments have on world
trade? Before 1850 the answer would have been, “not
much.” By 1900, though, everything had changed. In
1850 the bulk of overseas trade was still carried in sail
craft, and passengers were only just beginning to appreci-
ate the convenience of regular, scheduled service. The
major drawback of early steam engines was their ineffi-
ciency, burning enormous amounts of coal on long voy-
ages. This created expenses for shipowners not only from
the cost of the coal, but also by the amount of cargo space
lost to onboard coal bunkers and the need for coaling de-
pots. These problems were not as serious for short routes;
many coastal and riverine trades in Britain and America
were dominated by steam long before the nineteenth cen-
tury ended. On longer routes only cargoes of high value
relative to size, or those where fast, on-time delivery was

at a premium, were transported by steamer. Some trades,
such as those from Britain to the Antipodes, remained
largely sail at the turn of the twentieth century.

In 1869 Egypt’s Suez Canal opened. This event was
very important for steam shipping. In Britain’s valuable
India trade, the distance was reduced by about half com-
pared to the Cape of Good Hope Route. At a stroke,
bringing cargoes to and from such destinations by steam-
er became feasible, especially since sail vessels could not
use the Canal. The value of Suez was further enhanced
by the development of ever more efficient steam engines.

The main task for engineers was to increase the
power produced by their engines while reducing coal
consumption. One innovation was the surface condens-
er, which maximized the efficiency of marine boilers by
permitting use of fresh water and eliminating corrosive
brine. Along with fresh-water feeds, the surface condens-
er allowed raising of boiler pressures from only 5 lb per
sq. in. before 1835 to 200 lb per sq. in. in 1900.

New types of reciprocating engines appeared in the
1800s, the most important being the compound engine,
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developed in 1853 by John Elder and Charles Randolph.
The compound engine added an extra cylinder to the
steam engine. This produced an effect as though the same
amount of steam was being used twice, allowing the en-
gine to perform more work. The compound engine sig-
nificantly reduced coal consumption, and in 1856 Pacific
Steam Navigation Company became the first major ship-
ping line to employ compound engines. Elder took out
patents for triple- and quadruple- expansion engines in
1862, adding even more cylinders and power. Further
improvements were contributed by men like Alfred Holt,
who built simplified versions of the engines, freeing up
more vessel space for cargo.

The ultimate development of the steam engine ap-
peared at the end of the nineteenth century-the steam
turbine. Like the screw propeller, the idea for the turbine
was an ancient one. Essentially, steam would be used to
drive blades mounted on a rotor shaft. The high velocity
of a steam jet meant that necessary blade and rotator
speeds for large machines exceeded contemporary engi-
neering capabilities. The solution was eventually provid-
ed by Irish mathematician Charles Parsons. In 1884 he
mounted blades on a series of wheels, increasing in size,
creating the first successful turbines. His experimental
vessel Turbinia was unofficially showcased at Queen Vic-
toria’s Jubilee Naval Review in 1897. Application of the
technology to merchant craft began in 1901 with the King
Edward. Turbines gave steamers improved fuel con-
sumption and better performance at high speeds, al-
though early models were difficult to steer and not as effi-
cient at lower speeds as reciprocating engines. These
difficulties were largely overcome in later models. Even-
tually some turbines, like the QE II’s original engines, had
an output of 55,000 shaft horsepower. In 1952 one of the
fastest ever Atlantic crossings was made by the turbine-
powered liner United States at over thirty-five knots.

HEAVY-OIL ENGINES

About the time the turbine appeared, the first workable
heavy-oil engines were developed. Engines based on the
work of Rudolph Diesel are the main power plant in
modern merchant vessels, although it was some time be-
fore the design took hold. In 1910 a Dutch tanker was fit-
ted with a 450-brake horsepower engine.

The first ocean-going diesel cargo liner followed in
1911, although the diesel vessel, or motorship, has en-
joyed its greatest success since the interwar period. A ma-
jority of Scandinavian and a quarter of world tonnage
was diesel by 1939. The diesel engine was initially slow,
expensive, and difficult to reverse. Improvements such as
lightweight engines with reduction gears, have made the
diesel almost unbeatable as a marine engine in terms of
fuel economy.

Developments during the twentieth century, such as
diesel-electric machinery, have enhanced the original
concept’s performance. Alongside the motorship, steam
turbines are still used for some of the largest merchant
vessels. There have also been experiments with nuclear-
powered merchantmen and attempts to develop more ef-
ficient coal-driven vessels. Still, at the dawn of the twen-
ty-first century, most merchant shipping-and thus most
world ocean trade-is powered by the successors of Die-
sel’s original 1892 engine.
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SHIPS AND SHIPPING
In the years around 1400 shipbuilders in southwestern
Europe, probably in Iberia, developed a new design
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which over the following five centuries in ever more so-
phisticated and specialized forms transformed shipping
and the world economy. The new design had three masts,
with a small sail on the foremast, a triangular or lateen
sail on the mizzen at the stern, and a large square sail on
the mainmast near the middle of the vessel. The hull was
built with a strong internal skeleton and hull planks abut-
ting each other. The new type could be built larger with-
out having to increase the quantities of wood used, and
it could also sail in a desired direction more easily than
earlier types. The greater maneuverability meant greater
safety and reliability. The greater carrying capacity per
crewman meant lower labor costs.

This full-rigged ship established the form of sea-
going sailing ships until well into the nineteenth century.
While Iberian shipbuilders had produced different types
for the first fifteenth-century voyages of exploration, the
full-rigged ship very quickly took over the task of travel-
ing to unknown waters. It was such vessels that made the
first all-ocean trips from Portugal to India and the first
transatlantic return voyages.

THE SIXTEENTH AND SEVENTEENTH CENTURIES

In the sixteenth century, Europeans in their new ship
type sailed to many different parts of the globe for a com-
bination of economic, political, religious, and even scien-
tific reasons. They found local entrenched ships and ship-
ping patterns. Canoes large and small carried goods along
the American coasts. Lateen-rigged single-masted ships
traded in the Arabian Sea and along the eastern coast of
Africa. Junks from China, vessels capable of competing
in every category with ships of European design, contin-
ued to dominate trades in the China Seas. Europeans typ-
ically tried and often succeeded in integrating those
routes and trades into their own growing intercontinen-
tal network. Over time their ships supplanted those in
other parts of the world, relegating other shipping to a
minor and at most supplementary role. The process was
a slow one, in many cases not completed until the twenti-
eth century. On long-distance routes over the open
ocean, European ships always dominated.

The more versatile and efficient ships of the six-
teenth century made it possible to lower transport costs.
They made the movement of goods within Europe easier
because of falling price differentials between sites of pro-
duction and consumption. Regular commercial connec-
tions between northern and southern Europe, strongly
restricted up to that time, became possible.

The seventeenth century saw continuing experimen-
tation and refinement in the design of ships, which creat-
ed greater potential gains from shipping. While much of
bulk shipping up to the seventeenth century served as a
safety valve, a source of relief from short-term shortages

of food, by the mid seventeenth century there were signs
of continuing and sustained reliance on distant supplies
within Europe. Farmers could concentrate on certain
products, whether in southern Italy, the Netherlands, or
the eastern Baltic, because of effectiveness in shipping.
Dutch shippers had the greatest success—through the de-
velopment of purpose-built cargo vessels, such as the
fluyt with a box-like hull, small crews, and few guns—in
establishing regular exchange of foodstuffs. Other states
in western Europe, jealous of Dutch success, followed the
example and used regulation, restrictions, taxes, and even
force to attack Dutch shipping and to promote and pro-
tect their own shipping. Recognized as an engine of
growth and as the most promising sector of the economy,
shipping became a central consideration in government
policy.

Shipping allowed for and promoted specialization of
production on intercontinental routes as well, and with
even greater long-run effects. Sporadic shipment by sea
of spices from Asia gave way to much greater volumes,
carried regularly in specially designed East Indiamen
built for and by specialist monopoly companies set up by
European governments. In shipping to the West Indies,
vessels brought rising volumes of sugar to Europe. It was
the beginning of a pattern of import of tropical goods to
Europe and of extreme agricultural specialization to meet
European demand for goods. Monoculture on some of
the islands in the Caribbean was only made possible by
the lower cost of shipping.

THE EIGHTEENTH CENTURY

The eighteenth century saw even greater success for ship-
ping. Ship design was by no means stagnant, and ship-
builders offered an increasing variety of options, some
moving beyond the established three-masted design. The
standard vessel for voyages across oceans, the packet
boat, typically in the range of 400 to 600 tons, was a direct
descendent of the full-rigged ship. It dominated most ob-
viously in Atlantic Ocean trades. The production of to-
bacco, rice, coffee, and even grain for the European mar-
ket grew in the New World as ships proved more
efficient. The rising volume of trade introduced econo-
mies of scale, and standardization of packaging reduced
costs, as in earlier cases within Europe. Exports to Europe
made possible the expansion of European settlement in
the New World and thus the transfer of people across the
Atlantic, typically voluntarily in the case of Europeans
and always involuntarily in the case of Africans. While
packet boats dominated most sea routes, East Indiamen
performed the same services in exchange between Europe
and Asia. Coffee, tea, and cocoa became common goods
on European markets. Shipping served to aid the diversi-
fication of European diets in addition to the established
function of relieving food shortages.
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A drawing depicting the unique design of a Chinese junk ship. These vessels were invented around 200 AD and are defined by
their multiple masts, lengthwise bulkhead design and a broad flat front. During the early 1400s, hundreds of these boats set out
from China to reach India and East Africa.

Within Europe, more and more two-masted ships
came to supplant three-masted vessels. Two-masters, like
brigs and snows, became larger and still remained less
costly to build and operate than three-masters. Trades
such as carrying timber from the Baltic to western Eu-
rope or carrying coal along the coast of Britain, short-
distance carriage of bulk goods, was where such vessels
excelled and proved effective in relieving constraints cre-
ated by European population increases starting in the
mid-eighteenth century. In the Mediterranean, two-
masted ships took on different forms, often having trian-
gular sails, but they were able to improve carriage there
as well. Conditions, including the protection by govern-

ments that ships and shipping enjoyed, led to a dramatic
increase in total tonnage within Europe in the seven-
teenth and eighteenth centuries. Ownership of seagoing
vessels spread across ever more of Europe and even to
colonies in Asia and the New World, where local resi-
dents built and operated more ships. England’s North
American colonies even came to add new ship types, in-
cluding the schooner and later the clipper, to the options
available for carrying goods.

THE NINETEENTH AND TWENTIETH CENTURIES

The greatest contribution of ships and shipping to inter-
national exchange, specialization in production, and eco-
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nomic growth came in the period after 1820. The intro-
duction of steam engines on board ships at first was of
little value because of high energy costs. Needing to refuel
frequently, steamboats served only as riverboats and fer-
ries and, most importantly, as tugs in harbors. Getting
sailing ships in and out of port quickly made them signif-
icantly more efficient. If that was not enough, sailing
ships enjoyed continuing and highly effective refinement
in the nineteenth century. Builders made better use of
sails and of labor-saving devices on board. The standard
three-masted packet boats found themselves in many
cases replaced by barks and schooners with multiple
masts, vessels able to make long hauls in favorable winds.
Those types opened or intensified trade along certain
routes, such as the one between Europe and the west
coast of South America.

Clipper ships with their sleek hulls and masses of
canvas offered unprecedented speed to go with greater
size. They famously carried tea from China but also emi-
grants to Australia and mails across the Atlantic and
around the world. They were the ultimate in sailing ships.
They were, however, rather quickly replaced from the
1860s on by steam ships. The development of the com-
pound engine, which reused steam in a second and a
third and even a fourth cylinder and so cut energy costs,
and its being deployed on seagoing ships combined with
the construction of canals connecting seas, most notably
the Suez Canal, to lead to much greater use of steam as
the motive force at sea. Steam dominated where trades
were predictable, winds unpredictable, speed critical, and
navigation along narrow waterways required. The change
led to greater use of fossil fuels and so created a need for
refueling sites both in existing harbors and in isolated
ones along sea lanes.

Steamships could be built larger and carry more
cargo than sailing ships. They were products of the indus-
trial revolution. The industrial revolution created the
equipment for changes in shipping, the steam engines
and later steam turbines and then diesel engines to power
the ships, and the iron and then steel for the hulls. It also
created goods in rapidly increasing quantities to fill the
holds of the increasing number of bigger ships.

The nineteenth and even more the twentieth century
saw a rapid increase in international and intercontinental
exchange. Not only did ships get bigger but ships also be-
came more specialized. Bulk carriers and oil tankers are
the most obvious examples, reaching unprecedented ton-
nages. They removed constraints from the expansion of
industrial economies and opened opportunities for in-
creased production in virtually any part of the world.
Container ships in the second half of the twentieth centu-
ry offered a revolution in packaging goods for shipment
and, just as in the high Middle Ages and in the eighteenth

century, standardization made it possible to change the
design of ships and to make shipping more efficient and
faster.

Standards of living throughout the world from 1450
and even before depended on shipping. Specialization in
production—the effective exploitation of resources—
always depended on shipping. The optimal use of re-
source endowments, especially in agriculture but also in
mining, always depended on shipping. Exchange has not
just been in goods. Communication of differences in cul-
ture as well has depended for much of the period since
1450 on ships and shipping. The quality and character of
ships, improvements in their design, and the better orga-
nization of shipping on shore and at sea played a signifi-
cant role in permitting and promoting the economic
growth enjoyed by much of the world since 1450.
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SHIP TYPES
Since 1450 the bulk of world trade has been conducted
by ship. Although trade in the last five centuries has be-
come increasingly global, much of the innovation origi-
nated in Europe. Medieval European vessels were based
on two traditions—one northern, descended from Vi-
king/Celtic models, and one southern, founded on modi-
fied Roman designs. Increased trade in the era fed new
innovations in shipbuilding, although the process was
two-way. The most important medieval northern vessel,
known as a cog, helped develop Baltic and North Sea
trade contacts through its efficient carriage of bulk goods.

DEVELOPMENTS THROUGH THE EARLY 1800s

By the fifteenth century, extensive commercial networks
were established between northern and southern Europe.

An etching of a fifteenth century caravel. The Spanish and
Portuguese used caravels, a small sailing vessel, during the
Middle Ages.The design of the ship shifted from traditional
bulky-sized hulls to smaller dimensions that allowed for the
exploration of shallow coastal waters. Christopher Columbus’
flagship, the Santa Maria, was a caravel. © BETTMANN/CORBIS.

REPRODUCED BY PERMISSION.

At this time a fusion of the two shipbuilding traditions
occurred, resulting in vessels whose general form lasted
until the twentieth century. The sternpost rudder and
square sails of northern Europe were combined with the
triangular lateen sails and framed hull construction of the
south. There was also an increase in average vessel size
(a process that lasted until the end of the sail era), and
rigging was altered.

By 1500 the cog had evolved into a number of vessel
types, generically called “ships.” Instead of a single mast
and rig, the Renaissance ship might have up to three
masts, with a combination of sail types. Main masts car-
ried a square sail, while the mizzen (aft) mast was fitted
with a large lateen sail. The fore mast was usually
equipped with square sails supplemented with fore and
aft jib sails-another new development-mounted onto a
bowsprit. The result of this hybrid design was a full-
rigged vessel with better maneuverability that could sail
closer to the wind, usually called a carrack.

Carracks were used not only to trade and explore,
but to establish a European naval presence worldwide.
Older vessel types survived for a time, although in modi-
fied forms. One example was the caravel, carrying lateen
sails on more than one mast and trading from Iberia to
the Atlantic islands.

Over the next two hundred years, the greatest inno-
vation in ship design was the development of specialized
vessel types. Not all were directly related to trade, but
warships like the galleon played a role in protecting com-
mercial vessels from pirates, privateers, and enemy raid-
ers. By 1650 the last word in merchantmen was the Dutch
flute, characterized by its broad beam, flat bottom, and
round stern. This adaptable craft proved a great boon to
burgeoning world trade. Cheap to build and needing few
men to handle it, the flute could take on half as much
cargo again as narrower vessels of similar size. The flute
was the workhorse of European trade, carrying the conti-
nent’s products and people to many parts of the globe.
A disadvantage of the flute in high-risk trades was its light
armament. The answer came in the form of the large,
heavily gunned East Indiaman, the backbone of Anglo-
Dutch trade in Asia.

The period from 1650 to the early 1800s was not es-
pecially productive in terms of merchant ship design, but
important innovations did appear. For example, the
ship’s wheel was in use by the turn of the eighteenth cen-
tury, and Sir Robert Seppings’s hull design of the Napole-
onic period made it possible to build much longer ves-
sels.

Even with such improvements, little might have
been accomplished without a similar revolution in navi-
gational techniques. In the thirteenth century both the
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compass and the modern maritime chart appeared.
Using such advances, the first professional navigators like
Columbus and Magellan sailed, opening up the world to
commerce. In the eighteenth century the problem of
finding longitude-a vessel’s east-west position was solved,
first by the sextant of 1757, but more accurately by John
Harrison’s marine chronometer. Although modified and
improved, these devices remained mariners’ primary
navigation tools into the twentieth century.

THE 1800s AND 1900s

In the nineteenth century, European and American ex-
pansion opened up a truly global economy. Their vessels
traded everything from Canadian timber, to Indian cot-
ton, Chilean nitrates, and Australian wool. An array of
vessel types, mainly distinguished by their rigging, en-
tered into use. From small schooners, with their triangu-
lar fore and aft sails, so useful for coastal trading, to the
large ship-rigged vessels, with their great spreads of
square sails mounted on as many as four, or five masts.
Other vessels, such as brigs and barques normally carried
combinations of the two sail types.

The merchant sailing ship reached its peak of devel-
opment in this period. Prior to the 1840s such craft were
still fairly small, normally 500 register tons, or less. The
largest wooden sail vessels of the day were the East India-
men of up to 1,400 register tons. In the following dec-
ades, merchant sail vessels grew larger and generally per-
formed better due to improved rigging and hull designs.

Trades with low-value cargoes did not place a premi-
um on speed, but those that did, such as the Azores-to-
London fruit trade, encouraged faster vessels. The ulti-
mate development in speedy sail tonnage was the famous
clipper ship, used primarily in the China tea trade. The
new world economy also encouraged increased move-
ment of people. Businessmen traveled the oceans pro-
moting their endeavors, and immigrants headed around
the globe in search of new opportunities. Sail develop-
ment climaxed in the late nineteenth and early twentieth
centuries, as iron and steel hulls allowed the construction
of the largest sail craft ever seen. By the end of the 1800s,
barques and ships with four or more masts, over 3,000
tons and 300 feet long, were operating on the longest
trade routes. By this time, however, sail was declining,
being replaced by steam-driven vessels. Sail enjoyed a
brief revival after World War I, but its age was at an end.

The steam revolution at sea produced two main
types of craft by the late nineteenth century. One was the
general bulk cargo vessel, constructed first of wood, but
soon iron and then steel. Initially these carried auxiliary
masts, as if reflecting owners’ distrust of the new technol-
ogy. Adaptable to a wide variety of trades, these work-
horse vessels might be large, or small, depending on their

use. They could be employed as liners, running on regu-
larly scheduled routes, or as tramps, dispatched to wher-
ever paying cargoes might be found. Like sail craft, the
steamers also increased in size, but unlike their rivals,
whose optimal size was about 5,000 tons, steamers ex-
ceeded this capacity by the 1860s. At first the new vessels
could not compete with sail in the longer trades, but im-
proved engine technology and the opening of the Suez
Canal in 1869 meant the era of the steam cargo ship had
arrived. Increasingly, the world’s seaborne trade was car-
ried by steam-powered, metal-hulled tonnage.

Alongside cargo carriers came the passenger liners
whose existence grew out of emigration from Europe to
North America and the Antipodes. This movement start-
ed modestly with the sail packets of the early 1800s, but
led to leviathans like the Queen Mary and the Normandie
in the twentieth century. Although based primarily on
the passenger trades, they also had large holds for goods
transport.

There were numerous technological improvements
in this era, including the introduction of turbines and
diesel engines, refrigerated meat carriers, oil tankers, and
telegraphic communications. Still, with the possible ex-
ception of the telegraph, the changes were more of scale
than anything revolutionary.

By 1950, cargo was still handled by cranes and der-
ricks, cargo vessels seldom exceeded fourteen knots, and
oil tankers had not grown much beyond 10,000 tons.
After that date, however, everything began to change. As
demand for petrochemicals increased in Europe and
North America, sources farther afield, especially in the
Middle East, became more important. As the petroleum
trade became more globalized, larger and larger tankers
evolved, becoming the modern supertankers, often over
200,000 tons. A similar evolution occurred with natural-
gas and ore carriers. The large Atlantic liners remained
competitive with aircraft until the mid-1950s, but de-
clined precipitously thereafter. During the first decade of
the twenty-first century, a revival in the passenger liner
could be seen. Vacation cruises had become a favorite
with tourists, and more people than ever before were
traveling on passenger liners. As for the cargo ship itself,
the traditional break-bulk carriers with their derricks and
cargo holds, have generally lost out to new forms of ves-
sels, especially the container ship. These vessels—some
over 20,000 tons—can handle many times the cargo of
traditional carriers, make faster round trips, and need less
than half the crew. Containers can be handled vertically,
but some vessels allow horizontal loading, resulting in
the roll-on/roll-off (Ro-Ro) vessel. A combination of
these types, permitting transport of both vehicles and
containers, is the multipurpose ship of about 20,000 tons.

Ship Types
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Along with the new vessel types have come enor-
mous advances in navigation. The modern mariner is not
only guided by the old compass, but can call on the ser-
vices of radar, satellite-based global positioning systems
(GPS), computer-generated charts, VHF wireless, and
automated lighthouses. The maritime world of today is
as far removed from that of 1900 as that era was from the
age of sail. As world trade has expanded and intensified,
so have the tools at the seafarer’s disposal.

SEE ALSO Cargoes, Freight; Cargoes, Passenger;
China; Containerization; Cunard, Samuel;
Empire, British; Empire, Dutch; India; Indian
Ocean; Mediterranean; Packet Boats; Persian
Gulf; Petroleum; Shipbuilding; Shipping, Aids
to; Shipping, Coastal; Shipping, Inland
Waterways, Europe; Shipping, Inland
Waterways, North America; Shipping Lanes;
Shipping, Merchant; Shipping, Technological
Change; Ships and Shipping; South China Sea;
Suez Canal; United Kingdom; United States.
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SIEMENS
Siemens (founded in 1847) is a German technology firm
that has played an important role in the development of
communication technologies. Many of its innovations
have been instrumental in fueling the second industrial
revolution and promoting international trade.

Most notable in the nineteenth century were its con-
tributions to telegraphy. In 1870 the firm completed a
6,000-mile overland cable line that connected London di-
rectly with Calcutta. Four years later Siemens was re-
sponsible for laying the first submarine telegraph cable
that connected Ireland directly with the United States
(previous cables had been relayed through Newfound-
land). Siemens was also famous for developing the first
electric-power transmission system in Europe (1876), the
first electrified railway in the world (1879), and the first
x-ray tube (1896). In 1933 Siemens established the tele-
printer-exchange service, which is the standard used for
legal documents and diplomatic correspondence world-
wide.

Because of its extensive participation on behalf of
Germany during World War II, the years immediately
following the war were catastrophic for Siemens. Never-
theless, it recovered and resumed its worldwide promi-
nence. Today Siemens is Europe’s largest electrical engi-
neering firm, with worldwide operations totaling over
U.S.$80 billion in sales.

S EE A LS O Information and Communications.
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SILK
Silk, a Chinese invention, was one of the world’s first
global commodities due to its high value per weight and
the ease with which it could be carried, stored, and
packed. Its production involved three main stages: seri-
culture (the cultivation of mulberry trees and the rearing
of silkworms), silk reeling, and weaving. International
trade in silk was most intense in raw silk, the product of
the second stage. The more differentiated woven silk
often was better supplied by local producers, and trade
in cocoons, especially across long distances, was very lim-
ited.

The 3,000-year history of the silk trade started with
the Silk Road, the famous overland route that traversed
the heartland of the Eurasian continent, through which

Silk

H I S T O R Y  o f  WO R L D  T R A D E  s i n c e  1 4 5 0 681



A woman separates the larvae from silk cocoons during the production process. China was the first country to breed silkworms
around 3000 BC and the country guarded this process by making it illegal to take silkworms outside its borders. However, in 600
C.E. two Christian monks managed to smuggle some silkworms out and were able to expand production of silk into Syria. © TOM

NEBBIA/CORBIS. REPRODUCED BY PERMISSION.

the Chinese secrets of silk production were gradually dif-
fused. By the mid-fifteenth century, silk production had
already become a worldwide phenomenon.

The sea route for silk trade, which led from the
South China Sea to the Indian Ocean, then through ei-
ther the Persian Gulf or the Red Sea to the Mediterra-
nean, became increasingly important after the turn of the
first millennium with the shifting dominance of Muslim
and Chinese traders. The most spectacular display of
Chinese maritime supremacy was the grandiose expedi-
tion led by the Ming dynasty’s Muslim eunuch Zheng Ho
from 1400 to 1431; his sea-going junks reached Borneo,
the Philippines, Ceylon, Malabar, and even East Africa.
The rather abrupt withdrawal of the Ming naval presence
in the Pacific waters opened the way for the arrival of the
first European power, Portugal, whose ships by 1488 had
found their way to East Asia by bypassing the mighty Ot-
toman barrier and rounding the Cape of Good Hope.

However, the initial intrusion of European naviga-
tion into the Pacific had little effect on the pattern of the
world silk trade. Europe by then received its raw silk sup-

ply chiefly from Persia, largely through the overland
route. Furthermore, raw silk production had also taken
firm root in Southern Europe beginning in the seven-
teenth century. By the eighteenth and nineteenth centu-
ries France and later Italy had become the world leaders
in high-quality raw silk production. Europeans did con-
tinue to look eastward for raw silk supply—for diversifi-
cation, and mostly for a cheaper and lower grade of raw
silk. In the early seventeenth century the British East
India Company succeeded in partially diverting the raw
silk exports of Persia from the caravan route to the sea
route. After the mid-seventeenth century they also start-
ed using large-scale imports of raw silk from Bengal, fol-
lowed in the next two centuries by Chinese raw silk
through the Chinese government’s restricted foreign
trade port cities.

European traders also played an active role in the in-
termediary trade in East Asia. In the 1530s Ming China
ended its century-long official tribute trade with Japan
because of unresolved disputes, and also banned private
trade. Using Macau, a base they seized from China in
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High-quality silk fabrics were used for the intricate design
of this traditional Japanese kimono. In ancient times in the
West, silk fibers were used to create expensive clothes and
embroidery favored by emperors and wealthy Romans. The Silk
Road, established around first century B.C.E., was a land route
comprised of a series of caravan tracts designed to open up the
trading of silk and other commodities between Asia and the
Middle East. © DALLAS AND JOHN HEATON/CORBIS. REPRODUCED

BY PERMISSION.

1557, Portuguese traders launched the so-called triangu-
lar trade of Nagasaki–Macau–Canton that illicitly ex-
changed Japanese silver for Chinese silk. In the early sev-
enteenth century Dutch as well as private Chinese
merchants took over this transit trade, using Taiwan as
an intermediary base. This transit trade started to decline
towards the end of the eighteenth century as Japanese do-
mestic raw silk production began to grow following
Tokugawa Japan’s 1685 import restrictions on Chinese
silk.

Meanwhile, Chinese silk was gaining new ground
across the Pacific in the newly colonized South and Cen-
tral American markets. In 1530 Spaniards successfully in-
troduced sericulture and silk industry into Mexico, a sec-
tor that turned out to be short-lived. As Europeans
continued westward and opened the Pacific for trade, the
young Mexican silk industry confronted direct competi-
tion from the Chinese industry. The Canton–Manila–
Acapulco triangular trade of silver for silks between

China and New Spain can be seen as a Pacific extension
of the concurrent Nagasaki–Macau–Canton silver for
silks exchange intermediated by the Portuguese and later
the Dutch.

China’s huge demand for silver resulted mainly from
the Ming government’s conversion to a silver standard,
which provided significant arbitrage possibilities because
of the gold/silver ratio discrepancies between Asia and
Europe. China became a huge “suction pump,” drawing
silver first from Japan, then from Mexico and Peru. Ac-
cording to conservative estimates, fully 75 percent of the
400 million pesos of silver bound for the Philippines
from 1565 to 1820 ended up in China. Chinese silk was
the single most important export item to both Japan and
Spanish America. In the high stage of the trade, China
sent 3 or even 4 million pesos worth of silk goods a year
to New Spain.

Chinese silk not only demolished nascent Mexican
sericulture and severely affected the young weaving in-
dustry there, but also effectively drove out the Spanish
silk products in Spanish America. The burgeoning ex-
ports of raw silk also greatly stimulated the commercial-
ization and specialization of the Chinese economy. In
particular, important silk producing, financing, and trad-
ing towns arose in the coastal regions of Ming and Qing
China. The Manila–Acapulco–Canton trade waned to-
wards the early nineteenth century after the indepen-
dence of Mexico.

The evolution of a single global market started with
the British engagement in the Opium War from 1839 to
1842, which forcibly opened China to foreign trade
through the treaty-port system. By 1845 Chinese raw silk
exports reached close to 2 million pounds. By the 1850s
Japan under the treaty-port system rose to become an-
other important raw silk exporter, following more than
a century and half of successful import-substitution ex-
perience. In the first half of the nineteenth century Lon-
don was an important center for global silk trade.

During the 1850s and 1860s a silkworm disease
called pebrine broke out in Southern Europe and gradual-
ly spread to the Middle East. In its worst years, the seri-
cultural crop in Europe declined by as much as 75 per-
cent. At this critical juncture the British silk connection
at the other end of the Eurasian continent rose to crucial
importance. Between 1850 and 1860 Chinese and Japa-
nese exports to Britain roughly quadrupled. With the
opening of the Suez Canal in 1869, French silk merchants
began to import directly from China and Japan. Between
the 1880s and the 1930s more than half of the raw silk
used on the looms in Lyon, the world’s silk weaving capi-
tal, came from East Asia. Marseilles, Lyon, and later
Milan supplanted London and emerged as the world’s
most important trade centers of raw silk in the latter part
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of the nineteenth century. The mid-nineteenth century
also marked the beginning of the massive diffusion of
French and Italian mechanized silk-reeling technology
around the world, particularly to East Asia.

By the twentieth century the U.S. silk-weaving in-
dustry, initially started off behind a postbellum tariff
wall, had grown to become the world’s largest. In the
1920s and 1930s the production of the U.S. silk industry
exceeded that of all European countries combined. The
highly mechanized, large-scale nature of the U.S. silk
manufacture placed exacting demands on the quality of
imported raw silk, a challenge that was most successfully
met by the Japanese raw silk producers. By the mid-1910s
Japan, overtaking China, became the world’s largest raw
silk exporter. By the 1920s and 1930s Japan supplied 75
to 90 percent of the world’s total raw silk exports. By
then, the bulk of the global silk trade was carried over the
Pacific.

Global silk trade was dealt a devastating blow by the
onset of the 1930s Great Depression. But the more lasting
damage came from the rise of synthetic fibers—rayon
and nylon—which could be produced at a fraction of the
cost of raw silk. In the post–World War II era, silk trade
and industry worldwide lost ground. In traditional cen-
ters of production such as Japan and Italy this labor-
intensive industry completely disappeared during the last
decades of the twentieth century, but they continued to
remain important in China, India, and Central Asia, as
well as in rising areas of production such as Brazil.

SEE ALSO Agriculture; Bengal; China; Colbert,
Jean-Baptiste; Cotton; East India Company,
British; East India Company, Dutch; East India
Company, Other; Empire, British; Empire,
French; Empire, Japanese; Empire, Mughal;
Empire, Ottoman; Empire, Qing; Guangzhou;
Imperialism; Import Substitution; India;
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Population
1830 16,000
1931 557,000
1971 2.1 million
2000 3 million

Exports (U.S. dollars)
1870 29 million
1926 728 million
2000 137,805 million

Imports (U.S. dollars)
1870 35 million
1926 815 million
2000 134,545 million
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SINGAPORE
Singapore is strategically placed along the China-India
trade route as it passes through the Straits of Melaka. It
was thus a natural meeting place for Chinese, Arab, and
Indian merchants dealing in a wide range of Asian com-
modities such as cotton and silk fabrics, rice, and ceram-
ics. There are few records about its early history, but Sin-
gapore clearly played a significant role as an outpost
under the Srivijaya and Majapahit empires until the four-
teenth century. Although the region came under the con-
trol of the European maritime empires after the Portu-
guese acquisition of Melaka in 1511, the rapid
development of Singapore beginning in the nineteenth
century must be seen as an expansion of existing internal
and external Asian trade. After Guandong in China was
opened to European trade in 1757, the British East India
Company’s tea trade with China increased. It was against
this background that Thomas Stamford Raffles arrived in
1819, while searching for a trading place along the Straits
of Melaka that would be free from Dutch influence. He
established a trading station in Singapore, and in 1824 it
came under British control. Two years later, Singapore,
Penang, and Melaka were made into a British colony of
the Straits Settlements. The acquisition of Hong Kong in
1842 increased Britain’s China trade. This, along with the
advent of steamers and the opening of the Suez Canal in
1869, added to Singapore’s significance as a free financial
and trading entrepôt, and as a coaling station for South-
east Asian and East Asian shipping and the British navy.
European commercial banks opened branches in Singa-
pore, but Chinese moneylenders and Hindu Chettiars
(moneylenders) were active in the financing of native
trade, which provided funds and a strong commercial
base for Asian merchants.

From the early twentieth century, the growing West-
ern demand for tin and rubber encouraged British invest-
ment in mines and plantations in the Malay States. Chi-
nese and Indian workers in the States, and their
provisions, flowed in via Singapore, as exports of tin and
rubber products increased. Chinese merchants dominat-

ed the distribution sector of the British colonial econo-
my. Throughout this time the British Empire and the
United States were Singapore’s major trade partners.

After coming under Japanese military control from
1942 to 1945, Singapore was granted internal self-
government in 1959, then gained full independence in
1965. From the 1960s the government encouraged ex-
port-oriented industrialization based on labor-intensive
industries such as textiles. In 1967 Singapore joined
ASEAN, which helped the new state in its development
from an entrepôt of Southeast Asian trade to a dynamic
industrial, financial, and commercial center. In the 1970s
its major exports changed to value-added technological
manufacturing goods such as electric products, precision
equipment, and oil-refining machinery. Petroleum,
crude and refined, also became important. Currently 60
percent of both export and imports are with Asian re-
gions. The United States, Malaysia, and Japan are princi-
pal trading partners.
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Cantonese; Ethnic Groups, Fujianese; Ethnic
Groups, Gujarati; Free Ports; GATT, WTO;
Great Depression of the 1930s; Guangzhou;
Harbors; Hong Kong; Hong Kong and Shanghai
Bank; Import Substitution; Indonesia;
Industrialization; Japan; Jardine Matheson; Lee
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From the fifteenth to nineteenth centuries
Europeans established numerous slave “factories” on
Africa’s west coast which were used as holding areas or
warehouses where slaves were imprisoned until
shipped overseas in the infamous “middle passage.”
Often surrounded by defensive walls, the factories
were also known as “castles.” One slave castle (now a
UNESCO world heritage monument) was established
by the Dutch in 1776 at Goree Island, off the coast of
Senegal. The prolific British slavers also maintained
their own factories; their post on Sierra Leone’s Bance
Island was heavily defended against both enemy attack
and slave uprisings. Though small, Bance Island had
an extensive infrastructure, including a stone jetty,
European quarters, and Africa’s only golf course. Even
with such comforts, the annual death rate for
Europeans on Bance Island was almost 50 percent. For
the slaves, chained in overcrowded, disease-ridden
holding cells, and separated from loved ones, condi-
tions were much more horrific. As the last stop for
slaves bound for the Americas, both Goree and Bance
Islands had “doors of no return” through which mil-
lions of Africans permanently departed their home-
lands and lives as free persons.

D av id J. Clarke
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SLAVERY AND THE AFRICAN SLAVE
TRADE

Chattel slavery has been, and in some parts of the world
remains even today, a common feature of human socie-
ties. A conservative estimate suggests that perhaps 27
million people still live under some form of slavery in the
early twenty-first century, with perhaps two-thirds of
them being bonded labor in the Indian subcontinent
(Bales 2000, pp. 8–9). Historically, most forms of slavery
have been racially unbounded, but in the century after
Columbus landed in the Americas there emerged one of
the most brutal, highly racial systems of slavery known
to history. Underpinned by the deportation of 11 million
or more enslaved Africans, transatlantic chattel slavery
rested on history’s largest and most concentrated coerced
oceanic movement of people. Largely relocated to tropi-
cal and subtropical regions where they produced crops,
precious metals, or other goods for export to Europe,
chattel slaves nevertheless came to be found throughout
the Americas. For the most part, their numbers failed to
increase naturally—the main exception being the British
North American mainland colonies that became the
United States. Most American slave-owning societies,
therefore, relied on continuing arrivals of new slaves
from Africa to sustain and expand their labor force. As
the total slave population of the Americas grew, increas-
ing proportions of the slaves taken from Africa became
replacements for those who died prematurely. Without
slave imports the growth of slavery in the Americas and
the concomitant massive rise of transatlantic and intra-
American trades in slave-produced commodities would
have been much slower than it actually was. It was unsur-
prising, then, that eighteenth-century political econo-
mists such as Malachy Postlethwayt saw the slave trade
as the pillar upon which Atlantic commerce rested during
the Age of Mercantilism. Because such trades were
among the most dynamic elements of the overseas com-
merce of Western European nations at the time, it is

equally unsurprising that the relationship between the
enslavement of Africans and eighteenth-century capital-
ist development in the West has become a major area of
historical debate, feeding demands for reparations for the
descendants of the millions of Africans deported to the
Americas.

EARLY TRANSATLANTIC SLAVE TRADE

Like Columbus’s voyages, transatlantic slavery and the
slave trade that nurtured it originated in the Mediterra-
nean. From ancient Egyptian times onwards, civilizations
bordering the Mediterranean often had slave founda-
tions. Slavery underpinned the fifteenth-century Otto-
man Empire. It existed simultaneously in Venice, south-
ern France, the Iberian Peninsula, Morocco, and the
islands of the “inland sea.” Slaves were employed as sol-
diers and as oarsmen in the naval galleys of Mediterra-
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nean states. They worked in households, in craft manu-
facture, and in agriculture. The last included sugar
cultivation, which, though seen as “a marginal operation
at best” in the Mediterranean (Schwartz 2004, p. 27),
spread from east to west during the medieval period, and
by the late fifteenth century was established in Madeira
and the Canaries. From there it migrated to Fernando Po
and São Tomé in the Gulf of Guinea before being trans-
planted to northeast Brazil by the 1530s. Whether in
sugar production or other activities, Africans commonly
constituted an important part of the coerced labor force
of the Mediterranean world before and after 1500, but
they soon became the predominant, if not almost exclu-
sive, form of enslaved labor in the Atlantic islands and
early colonial Brazil. By the end of the sixteenth century,
too, they worked alongside native Indians in the extrac-
tive industries of Spanish America. In short, slavery as-
sumed an increasingly African face as it extended from
the Mediterranean to the “New World” after 1500.

Slavery and export slave trades existed in Africa be-
fore European fifteenth-century contact with the Gulf of

A band of slave traders in the nineteenth century move captured slaves across Africa. The introduction of camels from Arabia
helped establish a series of caravan routes that were used to transport slaves north. African middlemen were often used to acquire
slaves from their homelands and deliver them to Mediterranean countries. © MICHAEL NICHOLSON/CORBIS. REPRODUCED BY

PERMISSION.

Guinea by sea. Slave exports to the Mediterranean and
the Middle East via the Sahara and Indian Ocean and Red
Sea ports long predated the Atlantic slave trade. Though
smaller in scale in 1500 to 1850 than their Atlantic coun-
terpart, they probably grew even as the latter grew, peak-
ing perhaps in the nineteenth century. Because Africans
born into slavery were apparently only rarely deported,
it is likely that the growth of export slave trades after 1500
ensured that the sum total of Africans taken captive rose,
with the transatlantic traffic foremost among its causes.
Debate surrounds the methods by which Africans
shipped to the Americas and elsewhere were initially en-
slaved. Most deportees were probably victims of warfare
or violence by states, warlords, or traders. Some, howev-
er, were condemned through judicial process into slav-
ery, and some others sold themselves or were sold into
slavery to escape starvation. The last may have been par-
ticularly evident in drought-prone regions such as upper
Guinea and Angola. In the long run, however, there
seems to have been only a tenuous correlation between
the capacity of most African regions to supply slaves for
export, ecological conditions, and local population den-
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sities. More critical than ecology and demography in in-
fluencing patterns of slave exports were sociopolitical
conditions that helped to shape interregional differences
in the efficiency of slave-supply mechanisms and levels
of resistance of the trade’s victims to capture. Such fac-
tors were sufficiently powerful to allow certain slave-
supply regions in Africa to more than offset disadvan-
tages in terms of proximity to Europe or America or to
transatlantic wind and current systems, and to become
among the principal suppliers of slaves to the Americas.
Historians now attribute much greater weight to African
agency (or factors internal to Africa) in determining re-
gional patterns of slave exports from Africa than was
once the case. They also recognize that a transatlantic
traffic in enslaved Africans that at its height involved up
to 50,000 or more victims a year rested on the establish-
ment of sustainable and stable economic relations be-
tween African suppliers and external shippers of slaves.
In this respect at least, the export slave trade from Africa
to the Americas was not fundamentally different from
most other contemporary trades. By retaining control
over supply, African dealers often were able to dictate the
terms upon which slaves were sold into exile, especially
when, as in the eighteenth century, external demand for
slaves rose substantially.

SEVENTEENTH TO NINETEENTH CENTURIES

The Portuguese were the first regularly to ship enslaved
Africans across the Atlantic, having previously pioneered
exploration of Atlantic Africa by sea and developed a sea-
borne traffic in African commodities and slaves to Lisbon
and the Atlantic islands. They retained a near monopoly
of the Atlantic slave trade during the sixteenth century,
supplying Brazil’s growing labor needs and, through ten-
ure of the asiento (permission to trade), those of the sil-
ver- and gold-producing parts of Spanish Americas. In
the 1630s, however, the Dutch challenged Portugal’s
stranglehold on slave trafficking, seizing control in 1629
to 1636 of Portuguese territories in northeast Brazil and
in 1637 to 1641 of their ports of Elmina and Luanda in
Africa. Such actions laid a platform for a permanent in-
volvement in the Atlantic slave trade by the Dutch, but
Portugal’s early recapture of its Brazilian colonies and
Luanda probably prevented them from usurping Portu-
gal’s supremacy in slave trafficking.

That dubious distinction fell instead to the English,
who, on the back of surging demand for slaves within
their own Caribbean colonies after 1645 and rigorous en-
forcement of trade monopolies with the same, had forged
by 1670 an entry into the African trade sufficiently large
to enable them to go on and dominate the international
slave trade during the following 140 years. Indeed, be-
tween 1670 and 1807, at which date Parliament outlawed

transatlantic slave-carrying by British subjects, the British
carried almost as many slaves across the Atlantic as all
other carriers combined—Portuguese, Dutch, French,
Danish, and, after 1776, U.S. citizens. British dominance,
moreover, almost certainly would have continued but for
Parliamentary interdiction, which allowed others to fill
the void. The most prominent were Portuguese-Brazilian
and Spanish-Cuban carriers, whose expanded presence
prompted a post-1807 shift in the overall pattern of de-
partures of slave ships from Europe to the Americas, and
ensured that Portuguese-speakers asserted a level of in-
fluence over the slave trade not seen since before 1650.
The first to enter and among the last to quit transatlantic
slave trafficking, the Portuguese were, largely courtesy of
British abolition in 1807, the largest single shippers of Af-
rican slaves to America, accounting for perhaps 5 million,
or some 45 percent of the 11 million shipped from 1500
to 1867. Second overall were the British, who, despite en-
tering the trade relatively late and being denied involve-
ment after 1807, still accounted for about 30 percent, or
some 3.25 million slaves. Together, therefore, Portu-
guese- and English-speakers were responsible for about
three-quarters of all Africans entering the Atlantic slave
trade. Of the remaining 2.75 million captives, some 1.5
million left Africa in French ships, and a further 1 mil-
lion, more or less equally divided, in ships owned by ei-
ther Dutch- or Spanish-speakers. Carriers based in the
United States and Denmark accounted for the vast ma-
jority of the remaining quarter-million slaves.

The intensity of participation in slave trading of dif-
ferent carriers varied through time, but the widening in-
ternational participation in the trade ensured a sustained
and dramatic rise in the trade’s scale between the early
seventeenth century and the onset of abolitionism nearly
two centuries later. Probably less than 1 million Africans
entered the Atlantic slave trade before 1640; during the
following century and a half it appears that some 6.8 mil-
lion did so. The entry of the Dutch, the British, and, by
1700, the French into the slave trade thus prompted a
long-term surge in activity, with annual shipments of
slaves at the trade’s peak in 1763 to 1793 being up to
seven times higher than when the Dutch seized Portu-
guese territories in Brazil and Africa in 1636 to 1641.
After 1790 abolitionism combined with slave rebellion in
the principal French slave colony of Saint-Domingue in
1791 and the outbreak of war in Europe in 1793 to lower
levels of activity through 1815, but the return of peace
after Waterloo and continuing demand for slaves in the
non-British Caribbean and Brazil encouraged a resur-
gence in transatlantic slave trafficking, even in the face of
British efforts to suppress the activity. Indeed, between
1815 and 1850, when a British blockade brought the Bra-
zilian slave import trade to a close, transatlantic slave
trafficking remained at historically high levels, with close
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to 3 million slaves being deported from Africa in these
years. Only after 1850 did the Atlantic slave trade con-
tract sharply, the speed of its collapse contrasting dra-
matically with the measured pace of its expansion before
1600.

Enslaved Africans were mostly employed in the
Americas in tasks related to the commercial exploitation
of land resources and the marketing of the commodities
produced in external markets, principally in Europe.
From the sixteenth century onwards, enslaved Africans
worked in Spanish American mines, producing the silver
that helped to fuel inflation in Europe between 1540 and
1640. By the eighteenth century African slaves also la-
bored in the gold mines of Mineas Gerais of Brazil, the
output from which found its way through Lisbon to
other parts of Europe, notably London. By this time, en-
slaved Africans were employed in producing tobacco in
Maryland and Virginia, rice in South Carolina, and cot-
ton, spices, dyestuffs, and coffee in the British and French
West Indies. By the early nineteenth century, production
of cotton and coffee by enslaved Africans spread to the
United States, Cuba, and Brazil. But as long as entry into
slave trading remained unfettered by law, it was the pro-
duction of sugar—initially in northeast Brazil, later, after
1645, in the British, Dutch, and French West Indies, and
finally, after 1790, in Cuba and southeast Brazil—that
largely dictated both the rhythm of growth of transatlan-
tic slave trafficking and the geographical patterns of slave
arrivals in the Americas between and within European
colonial jurisdictions. Produced largely to satisfy the
“sweet tooth” of European consumers, sugar was, in
turn, an insatiable consumer of African slaves, the vigor-
ous labor regimes associated with its production being an
important factor in determining the failure of Africans
slaves to reproduce in most American plantation econo-
mies. It also dictated the scale and shifting distribution
of slave arrivals across and within national jurisdictions
within the Americas. Thus, Barbados and Martinique
dominated arrivals in the British and French West Indies,
respectively, before 1700, and Jamaica and Saint-
Domingue did so in the following century. Thereafter, it
was sugar cultivation in Cuba and its extension from
northeastern and southeastern Brazil that largely dictated
the contours of slave trading through 1850. This sequen-
tial spread of sugar cultivation across political jurisdic-
tions in the Americas explains shifts over time in national
shares of the slave trade, as most carriers tended to land
their human cargo at places under their political control.
It ensured, too, that Brazil, which pioneered American
sugar cultivation and persisted in the industry through
to the end of slave trafficking, took two out of every five
slaves shipped from Africa between 1500 and 1867, and
that the British, Dutch, French, and, after 1790, the Span-
ish West Indies received the great majority of the rest.

Sugar and slavery were, in short, inseparable compan-
ions: the lives of three out of every four enslaved Africans
landing in the Americas were shaped by sugar produc-
tion.

Satisfying sugar’s insatiable demand for enslaved
labor placed pressures at times on African slave supply,
prompting rises in slave prices in Africa and movements
in the terms of trade in favor of suppliers, and encourag-
ing the opening up of new sources of slaves. Eight regions
in Africa are conventionally seen to have supplied slaves
to the Americas: from north to south these were Sene-
gambia, Sierra Leone, the Windward Coast, the Gold
Coast, the Slave Coast (or Bight of Benin), the Bight of
Biafra, Angola (or West-Central Africa), and southeast
Africa. Among these regions, Angola was the largest and
most persistent source of slaves, the wind and current
systems of the South Atlantic favoring close links with
Brazil, the most enduring market for slaves in the Ameri-
cas. Overall, some 4.9 million (or two out of every five)
of the slaves entering the Atlantic slave trade originated
in Angola. Outside of Angola, the Slave Coast, the Bight
of Biafra, and the Gold Coast were, in that order, the next
three principal suppliers of slaves to the Americas, each
contributing over 1 million and collectively accounting
for nearly 4.6 million deportees.

The vast majority were taken away by British, Dutch,
and French shippers and landed in their West Indian col-
onies before 1807, though the Portuguese to northeast
Brazil shipped large proportions of those from the slave
coast before and after this date. Relative to these four
principal sources, slave shipments from other regions ex-
hibited much greater variability through time, usually
being modest in scale but rising to substantial heights
after 1750 at Senegambia, Sierra Leone, and the Wind-
ward Coast, and, after 1800, at southeast Africa. The late-
ness with which these last four regions entered the Atlan-
tic slave trade probably reflected higher costs of slave
procurement compared to other regions, reinforced in
the case of southeast Africa by its extreme remoteness
from American slave markets.

ABOLITIONISM IN THE NINETEENTH CENTURY

Slaves boarding ship at certain ports or regions in Africa
had a higher risk of dying in the voyage to America than
those boarding elsewhere. This was especially true of
slaves from the Bight of Biafra and from southeast Africa.
Wherever slaves boarded ship, however, mortality in gen-
eral, and age-specific mortality in particular, was very
high in the so-called “middle passage,” or Atlantic cross-
ing. Most shiploads of slaves comprised captives in the
prime years of life, yet before 1700 as many as 25 percent
of those embarked in Africa typically died before reach-
ing the Americas.
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White settlers examine African slaves, who were bought and sold like commodities after being imported into the United
States. From the fifteenth to the nineteenth century, around 10 to 12 million Africans were transferred across the Atlantic as part of
the slave trade that developed. Africans were abducted in raids and then packed into ships and sold as laborers upon reaching North
America. THE LIBRARY OF CONGRESS.

Thereafter, a combination of developments in dis-
ease prevention and public health, economic incentives,
and greater experience on the part of shippers helped to
reduce mortality levels, but they still averaged 10 to 15
percent in the late eighteenth century, and may even have
risen again in the age of abolitionism. Such wastage of
human life was, of course, only one part of the high social
costs of slave trafficking, which, when allowance is made
for deaths in the course of enslavement and marketing
of slaves within Africa and in the “seasoning” period after
arrival in the Americas, meant that the Atlantic slave
trade was one of the greatest tragedies in history.

Increasing awareness of this fact—astutely exploited
in propaganda terms by a growing band of abolitionists
in Britain and elsewhere from the 1780s onwards—
proved to be a critical factor in prompting political, dip-
lomatic, financial and naval intervention to regulate, out-
law, or ultimately suppress slave trafficking between Afri-
ca and the Americas in the following seventy years.

Measures by Britain and the United States in 1807 to
1808 to end slave carrying by their nationals were fol-
lowed after 1815 by moves to pressure or bribe other par-
ticipants in Europe and Africa to end their involvement,
and culminated in a British naval blockade of Brazilian
slave-importing ports in 1850.

Such interventions in the pursuit of humanitarian-
ism imposed significant costs directly and indirectly on
the taxpayers and consumers of Britain, and are often
considered as integral to broader economic, social, and
ideological changes in Britain and elsewhere during the
Age of Industrialization. Two centuries after the passing
of legislation by the British and U.S. governments to end
their slave trades in 1807 to 1808, debate continues to
rage over the relative contributions of economic and
other factors in motivating abolitionism. But one thing
seems clear: if ending the Atlantic slave trade entailed
costs, they were ones that in 1815 to 1850 Britain, the
world’s wealthiest and most powerful nation, whatever
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the motives behind its policy, was both willing and able
to accept.

SEE ALSO Agriculture; Angola; Bahia; Brazil;
Charleston; Coffee; Cotton; Empire, British;
Empire, Portuguese; Jamaica; Laborers, Coerced;
Labor, Types of; Liverpool; London; Nantes;
Population—Emigration and Immigration;
Sugar, Molasses, and Rum.
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David Richardson

ADAM SMITH
1723–1790

Adam Smith was a Scottish political economist and
moral philosopher, and founder of the classical school of

economics. An influential advocate of freer foreign trade
and of limitations on government intervention in eco-
nomic affairs, Smith is best known for his monumental
An Inquiry into the Nature and Causes of the Wealth of
Nations (1776). Smith was educated at the universities of
Glasgow and Oxford. In 1752 he was appointed professor
of moral philosophy at the University of Glasgow, where
he was a popular lecturer and wrote his Theory of Moral
Sentiments (1759), which gave him the beginnings of an
international reputation that persists to this day.

In the eighteenth century national governments
granted monopoly privileges to mercantile companies in
foreign trade for certain commodities. Smith asserted
that these monopolies were impediments to the realiza-
tion of the benefits of free exchange, which would occur,
he believed, only with competition among many players.
In Smith’s phrase, an “invisible hand” of the marketplace
regulated such competition—a self-checking mechanism
that managed millions of individual decision makers in
terms of the laws of supply and demand, producing and
allocating goods and services a society wanted, in the
quantities a society desired, and at prices a society would
pay. In his writings, Smith also introduced the idea of the
division of labor as a method of production and the para-
dox of self-interest serving the public good, and elaborat-
ed the principles of a laissez-faire economy.

Smith argued against government devices that inter-
fered with the free flow of trade, such as tariffs on im-
ports and bounties for exports. He considered, however,
that government had a legitimate role in creating those
conditions in which commerce could flourish, such as
the provision of infrastructure, law and order, and na-
tional defense. He accepted government intervention
that reduced poverty and regulation in support of work-
ers. He also admitted the need for an occasional restric-
tion of free trade where there was a national security in-
terest involved, and for this reason, was loathe to dispose
of the centuries-old British Navigation Acts too hastily.

S EE A LS O Capitalism; Empire, British; Empire,
Portuguese; Free Ports; Free Trade, Theory
and Practice; Glasgow; Mercantilism; Theories
of International Trade.
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SMUGGLING
Smuggling—the movement of goods in violation of pro-
hibition regimes, commercial quotas, or tariff sched-
ules—depends on states for its existence. States define
borders and regulate trade, and the incomplete enforce-
ment of restrictions makes smuggling possible. States
regulate commerce, claim sovereignty over delimited ter-
ritories, and implement enforcement strategies. Smug-
gling will continue as long as frontiers and trade limits
exist. Likewise, so long as there is smuggling, there will
be efforts to stop it, limit its impact, and guard against
it. Smuggling and measures to counter it exist in a rela-
tionship of mutual dependence.

Global smuggling since 1450 has been given shape
by three principal systems of political authority and trade
regulation: mercantilism, the international order of na-
tion-states, and global prohibition regimes. First, Euro-
pean imperial powers worked to impose mercantilist
trade monopolies on their colonial systems. These initial-
ly took shape in the late fifteenth and early sixteenth cen-
turies, when the Iberian monarchies undertook expan-
sion in Africa, Asia, and the Americas. Other European
states followed, and mercantilist commercial policy
shaped trade within European imperial systems through
the eighteenth century. Challenges to these monopoly
tendencies came in two forms: internal attempts to cir-
cumvent restrictions and external challenges to exclusive
commercial prerogative. The second and third systems
emerged during the nineteenth century, both challenging
mercantilism and recasting the parameters for legal trade
and smuggling. The rise of nation-states shifted much of
commercial policy to individual nations and made smug-
gling a national problem. Nonetheless, the collaboration
of nation-states in establishing a mutually agreeable po-
litical and economic order extended the regulation of
trade to a transnational setting. This led to the third sys-
tem of global prohibition regimes. The earliest regimes
of the nineteenth century targeted the trafficking of hu-
mans and piracy, and over the course of the twentieth
century these were joined by bans against trafficking in
arms, endangered species, counterfeit and laundered cur-
rency, and psychoactive drugs.

Historically, smuggling has flourished when there
has been strong demand for a commodity, ready sup-
plies, and commercial restrictions that either set unat-
tractively high trade tariffs or prohibitive regimes that
ban the commodity itself or, in the case of mercantile
capitalism, bar outsiders from trading with regulated
markets. Smuggling boomed when states sought to im-
pose restrictive commercial regimes in spite of consumer
demand and competition to satisfy it.

The demand for American silver drove the efforts by
European powers to challenge Spain’s hegemony in the

New World. Spain’s European rivals shifted their strate-
gies in the late seventeenth and early eighteenth centuries
away from the violent capture of New World goods and
towards more peaceful penetration of Spanish American
markets. First the Dutch, then the English and to a lesser
extent the French found smuggling more profitable than
piracy. The Dutch made Curaçao and St. Eustatius into
entrepôts, and the English followed suit with Jamaica.
These centers, originally oriented toward supplying
Spanish America with African slaves and European fin-
ished goods, developed during the eighteenth century
into smuggling centers for the colonial Americas. They
served as hubs for a growing regional economy that
joined British North America, Spain’s mainland colonies,
and Caribbean islands in a network that snubbed metro-
politan directives.

Spanish American silver helped spur a price revolu-
tion in seventeenth-century Europe and provided Euro-
pean traders the specie necessary for penetrating East
Asian spice markets in the 1600s and 1700s. It also leaked
westward to China. The Spanish colony of the Philip-
pines joined the Mexican mining economy with China’s
fine textiles and porcelain industries, and the Chinese
merchants who established themselves in Manila became
the key social players in this clandestine trade.

The exchange with the Americas was one of two fur-
tive circuits in which Chinese trade circumvented the re-
strictions of European mercantilist capitalism. The sec-
ond involved the exchange of Chinese tea for Indian
opium, a trade that developed during the eighteenth cen-
tury and challenged British monopoly demands in the
nineteenth century. The Chinese state struggled to limit
local opium production, while Britain in turn pushed In-
dian opium on the Chinese market. Although Britain’s
victory in the Opium War (1839–1842) forced China to
accept unlimited Indian imports, neither state could pre-
vent the smuggling of products from Indian or from
Southeast Asia, where production had expanded in re-
sponse to Chinese demand.

Tea smuggling caused further problems. Private
traders thwarted the East Indian Company’s attempts to
exercise exclusive control over the marketing of Indian
tea. Such was the extent of smuggling that in the eigh-
teenth century the British Crown gave up on collecting
tea taxes in Europe and tried to recoup the losses by im-
posing greater control on its North American colonies.
Colonial subjects had grown accustomed to acquiring In-
dian tea from Dutch traders. The efforts to bring colonial
consumption in line with mercantilist principles chal-
lenged long-standing commercial practices and contrib-
uted to the crisis of colonial rule.

Twentieth-century prohibitive regimes also faced
difficulties in suppressing smuggling. The ban on the
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A U.S. customs agent points to an x-ray photo of a drug smugglers stomach containing several wrapped packages of illegal
narcotics. Swallowing drugs is a common method used by smugglers trying to bring drugs into the country. Often, the use of this
method results in the death of the carrier. © JACQUES M. CHENET/CORBIS. REPRODUCED BY PERMISSION.

manufacture and sale of alcohol in the United States
from 1920 to 1933 pushed the spirits trade north and
south, transforming the U.S.-Canadian border into a vi-
brant area of production and exchange and making Flori-
da into a rum running center. Organized crime groups

in the United States took advantage of Prohibition to
consolidate their control over these international smug-
gling operations and to expand their activities. Narcotics
trafficking has proven resilient in the face OF a global
prohibition regime that took shape early in the twentieth
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century. Demand in the North Atlantic, especially for co-
caine since the late 1970s, helped drug-trafficking enter-
prises become powerful forces in national and interna-
tional politics.

Changes in international economics and politics
contributed to shifting patterns of smuggling in the clos-
ing decades of the twentieth century. The oil crisis of the
1970s produced shifts in international finance that estab-
lished the foundation for the thriving business of off-
shore banking and money laundering of the 1980s and
1990s. Human trafficking expanded during the 1990s.
Neoliberal reforms in poor countries and the collapse of
the Socialist Bloc left many in dire economic conditions.
This combined with sustained demand for labor in the
North Atlantic. Generally, the liberalization of interna-
tional trade has assisted extra-legal trade. Just as the mar-
ket reforms of the 1990s made the legal circulation of
goods, capital, and information easier, they also facilitat-
ed smuggling along these same routes.

Techniques for smuggling ranged from the personal
and small scale to the institutional and systemic. The
methods for surreptitiously introducing goods varied.
They were concealed in false bottoms or containers de-
signed for other goods. Sometimes fractions of the mer-
chandise were reported, unloaded, and taxed at the port
of entry and then the rest introduced untaxed afterward.
Likewise, tax evasion occurred on the export end: Mer-
chants underpaid taxes or loaded additional goods once
the taxes were paid or the vessel had left port. Fraudulent
emergency landings were a common ruse.

Official collusion has often been vital for successful
smuggling operations. Port authorities falsified travel
documents on arrival or departure. The confiscation and
auction of captured merchandise also served as a smug-
gling strategy. Arrangements were made so that confis-
cated goods were sold to the original owners or their
agents. Complicit customs officials would then be recom-
pensed.

Quantifying smuggling in relation to legal trade is a
daunting, sometimes impossible task. Students of world
trade often disagree about the significance of clandestine
exchange, some giving it more importance or assessing
its percentage of overall trade as much greater than oth-
ers. Measuring its size and value is always a tentative ex-
ercise, as its success rested on its invisibility to state vigi-
lance. Nonetheless, some techniques do provide some
insight, albeit incomplete and tentative, into volumes
and values. Production records are useful, as are the port
records of free-trade centers like Dutch Curaçao and St.
Eustatius during the eighteenth century. Price lists have
also been utilized successfully to gauge smuggling’s sig-
nificance, as high prices on consumer markets, in West-
ern Europe or China for example, indicate sustained de-

mand for products that have often been officially
proscribed.
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SOCIALISM AND COMMUNISM
After the Bolshevik Revolution of 1917 under the leader-
ship of Vladimir I. Lenin (1870–1924), the Union of So-
viet Socialist Republics (USSR) was formed with the stat-
ed aim of transforming capitalism by socialist concepts,
as embodied in the Communist Manifesto of 1848.

Two first attempts at a new economic system came
in the form of Communism (1917–1921) and the New
Economic Policy (NEP, 1921–1928). The NEP was ended
with the first Five-Year Plan, adopted in 1928 and for-
mally approved in 1929. This plan eliminated competi-
tive markets in favor of state-directed resource allocation.
The Communist Party of the Soviet Union controlled
general directives, but the new command administrative
economy was planned by Gosplan (the state planning
agency), which developed and implemented annual and
five-year balances.

The first five-year plans fundamentally altered the
economic structure, shifting resources from agriculture
to major industry and from consumption to investment.
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A banner depicting Karl Marx, Friedrich Engels, and
Vladimir Lenin during a 1988 parade in Moscow, Russia.
These three men are considered the founding fathers of
communism. In direct opposition to capitalism, communism
favors government control of a country’s political and economic
systems. © PETER TURNLEY/CORBIS. REPRODUCED BY PERMISSION

The practices and policies of central planning changed
very little until the collapse of Communism in the late
1980s and the restoration of markets across central and
eastern Europe.

Foreign trade of Communist, or command adminis-
trative, economies was a highly political part of the plan-
ning process. The volume of foreign trade was targeted
in “material balances” by which supply and demand
forces were brought into equilibrium under Commu-
nism, in contrast to the decentralized system of price-
quantity adjustments that produce equilibrium in classi-
cal market economies. Export and import targets were a
component of a growth strategy, but they were also heav-
ily influenced by political objectives. Effectively, the Party
Central Committee, Secretariat, and the Politburo con-
trolled the paramount issues in foreign economic rela-
tions.

THE MECHANISMS

In its institutional structure, foreign trade was the mo-
nopoly of the USSR Council of Ministers. Among institu-
tions responsible for aspects of the monopoly, the most
important were the Ministry of Foreign Trade, in coordi-
nation with the State Committee for Foreign Economic
Relations, which produced the balance of payments plan;
and the Ministry of Finance (Gosplan) and the Bank for
Foreign Trade (Vneshkonbank), which produced the
capital plan. Gosplan had final authority over the level of
trade and its commodity composition. Actual negotia-
tions and maintenance of foreign economic relations was
the responsibility of foreign trade organizations (FTOs)
organized by product, each with a monopoly in its own
field of imports, exports, or both. Because they possessed
many of the rights of a state authority, the FTOs as a
group were more a branch of the bureaucracy than a set
of firms. The Vneshekonbank managed their financial
transactions. The state’s foreign-currency monopoly se-
cured export-import operations with no actual exchange
of foreign for domestic money, so foreign market prices
did not affect most domestic prices in the Communist
states. Among Communist states, trade took place in
transferable (valuta) rubles, which was used as an ac-
counting tool and had little relation to internal ruble
prices. All transactions, including those with convertible
currencies and with the transferable ruble, were managed
through the balance-of-payments plan, with payments
and receipts on a current and credit basis for various cat-
egories of goods and services.

THE POLICIES

For much of the Communist era there was an inclination
toward autarky, as seen in the ratio of foreign trade to the
volume of domestic output, a ratio typically far larger in
Western market economies of a comparable level of eco-
nomic development. However, there were fluctuations.
During periods of intense ideological struggle, autarky
was extreme, as in China under Mao, when the ratio went
as low as 5 percent, and below 4 percent in the Soviet
Union under Stalin. After Mao in China, the ratio shot
up to 10 percent, and in the Soviet Union, by the 1970s,
to possibly as high as 21 percent. To be sure, caution
must be exercised when using trade/GNP ratios for a
comparison of the former Communist and Western mar-
ket economies before 1989. In market economies, a
trade/GNP ratio reveals the relative magnitude of trade
flows and value added, both estimated at prices prevail-
ing on international markets, whereas in Communist
countries, tradables were sold at relative prices that great-
ly differed from international prices, making domestic
value added diverge possibly significantly from value
added computed in international prices. It is important
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that the relative opening of both of these major Commu-
nist economies after the period of intense state-building
led to a sustained increase in the contribution of foreign
trade to GNP.

The isolation of Communist economies was de-
signed largely to avoid dependence on potentially or ac-
tually hostile Western governments. Communist states
strove for competitive growth rates of the domestic econ-
omy without much regard for the benefits of trade or the
principle of comparative advantage. Although the Soviet
Union, for example, required imports of capital and new
technology, such imports from Western market econo-
mies were constrained to balances produced by the ex-
port of fuels, primary products, and some semifabricates.
As the growth of imports accelerated after the 1950s, they
were used as a foreign-policy instrument for Western
powers, and the United States and, to a lesser extent, Eu-
ropean governments, tended to embargo technological
transfers (in, for example, 1918–1921 and 1947–1989).
The relations of the Cold War emerged out of political,
military, and economic actions and hostile declarations
by both sides.

The Soviet government perceived its situation in a
“hostile capitalist encirclement,” and it turned for “soli-
darity and mutual support” to long- and short-range bi-
lateral global trade contracts with other Communist
states, an innovation that began in 1947 and 1948 with
Poland and Czechoslovakia (now the Czech Republic and
Slovakia) and included most members of the Council for
Mutual Economic Assistance (CMEA, or Comecon, as it
was known in the West) in the 1950s. Most trade was
through bilateral negotiations, but relations were politi-
cally shaped by the CMEA (1949–1991), a supranational
bureaucratic coordination that probably encumbered
rather than improved East Bloc trade. Long-range con-
tracts, which governed about 70 percent of the physical
volume of CMEA trade, were made flexible by additional
short-range contracts, which specified minimum yearly
deliveries. The CMEA excluded some of the Communist
countries on other continents, for example, the People’s
Republic of China, North Korea, and Laos, but it includ-
ed Cuba, Vietnam, and Mongolia.

The 1970s brought marked acceleration of the rate
of growth of trade with non-Communist market-
oriented countries on the part of the Soviet Union and
CMEA member states. Isolation was more acceptable for
the economy of the Soviet Union due to the size of the
domestic market and the availability of most minerals
than it was for CMEA member states in Central and East-
ern Europe, where all bloc shortages of major products
occurred. Even for the Soviet Union, however, trade with
nonsocialist countries became more important. During
the 1970s windfall gains in terms of trade in convertible

currencies and tremendous increases in the price of gold
for the Soviet Union, a major producer and seller of gold,
led to increased dollar revenues and an increased growth
rate of real trade with Western market economies over
even trade with the CMEA. During the 1970s imports
from capitalist countries grew at 12.7 percent, faster than
the growth rate of 11.1 percent from CMEA member
states.

THE ROLE OF FOREIGN TRADE IN THE END OF
COMMUNISM

Because imports and exports were planned by the state
trade monopoly, the Soviet Union did not really have
problems with balance of payments. However, exports
were an effective constraint on growing Eastern demand
for technology. In the 1980s Soviet hard-currency ex-
ports were dominated by oil and oil-related products,
natural gas, and military hardware, and imports reflected
the growing Soviet demand for industrial technology and
grain for its large livestock sector. In part as result of
weak oil prices, in the mid-1980s a slackening of hard-
currency export earnings led to an expansion of Soviet
borrowing, largely through commercial debt. When the
Soviet Union collapsed in 1991, this debt proved to be
an avalanche that could not be contained.

To summarize, foreign trade was a component of the
national system of centralized planning in Communist
countries, and it was managed by a state monopoly con-
trolled centrally through the Ministry of Foreign Trade.
The composition of foreign trade showed the Soviet
Union to have the same pattern as in the development
world of exports of primary products, energy (especially
oil), or semifabricated products and imports of technolo-
gy. The CMEA proved to be a failure in integrating the
economies of Central and East European Communist
states with the Soviet economy, and with increasing trade
between Communist and non-Communist states, most
of these countries accumulated debt in hard currency.
The end of the Communist regimes brought fundamen-
tal changes across the region with the introduction of
markets.
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SONY
Sony is still headquartered today in the same southern
Tokyo neighborhood, Gotenyama, in which it started
out. It was there that Sony took its first steps toward be-
coming a world-renowned consumer-electronics giant.
Throughout its fifty-plus years, Sony has set a lot of firsts
for Japanese corporations and for the advancement of
technology by challenging conventional wisdom and
capturing the imaginations of consumers around the
world. Whether in electronics or services, Sony strives to
create products that will make consumers around the
world exclaim, “Ah, it’s a Sony!”

The tiny radio repair shop Tokyo Telecommunica-
tions Engineering Corporation, which later would be-
come the Sony Corporation, emerged from the shadows
of World War II. For decades before the war, family con-
glomerates dominated the Japanese business community,
but the end of the war opened a window of opportunity
for entrepreneurs such as Masaru Ibuka (1908–1997) and
Akio Morita (1921–1999), Sony’s cofounders. Sony’s first
breakthrough came in 1950 when it introduced the Tape-
corder (tape recorder) to the world. The Tape-corder
later spawned the famous Walkman, which launched
with much fanfare in 1979. The Walkman revolutionized
the way people listened to music. It no longer confined
itself to homes: an early Walkman advertisement showed
roller-skaters in the park with their headphones.

Sony’s cofounders knew that the company’s ultimate
success would require reaching a global audience. On a
trip to the U.S. in 1952, Ibuka discovered a device called
the transistor, whch had been invented at Bell Laborato-
ries. He and Morita had been toying with the idea of
making a high-frequency radio and it seemed like the
transistor could play a part in this. Purchasing the license
for the transistor had its challenges. At the time, Bell did
not believe that the technology could be useful for any-
thing but hearing aids, and discouraged Ibuka and
Morita from making a radio with the technology. At

home, the Ministry of Trade and Industry (MITI) doubt-
ed that such a small company could possibly undertake
the enormous task of dealing with new foreign technolo-
gies and were opposed to the proposed purchase. Morita
and Ibuka used all of their business and political connec-
tions through in-laws and former business associates and
finally, six months later, convinced MITI to grant them
a temporary permission. The transistorized radio made
its debut in 1955, and in 1957, it put Sony on the global
map as a maker of radios.

In September 1970 Sony became the first Japanese
company listed on the New York Stock Exchange. The
listing made Sony a truly international company. It also
symbolically affirmed that Sony was now an equal to in-
dustry giants such as General Motors, whose sales at the
time exceeded the Japanese national budget. By 1977
Sony was listed on eighteen major exchanges in ten coun-
tries. Sony’s global strategy is to think globally and act lo-
cally. On the one hand, Sony wanted the furthest reach
for its business—the company has more than ninety-
seven subsidiaries globally. On the other hand, it wanted
to localize and adapt to local culture. This meant hiring
local executives and setting up sales, distribution, pro-
duction, and research and development operations all on
the ground. This strategy sent a message to local consum-
ers that Sony is part of their country and not simply a for-
eign investor there to make money.

Today, the digitization of the world—both in the
way people live and the way consumers use electronics—
has changed the consumer-electronics industry that Sony
has long dominated. Rapid changes in technology and
the advent of broadband have made it difficult for Sony
to rest on the laurels it earned in the analog era. To
counter formidable competition from all directions,
Sony has broadened its business, adding to its portfolio
a mobile-phone joint venture, a movie studio, a record
label, and a video-game business. Finding the right syner-
gies between its newly acquired businesses and its tradi-
tional electronics business has been a challenge for Sony,
and one that has brought a few high-profile stumbles,
such as the failings of the Sony Pictures Entertainment
purchase in the late 1980s. But Sony is beginning to en-
gage the new rules of business, working with companies
that used to be sworn rivals as well as forcing different
business groups within the global corporation to com-
municate and coordinate their business strategies better
by, for example, involving the electronics division in
product placement in Sony movies.
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Sony’s game machine, the PlayStation Portable (PSP), at the Tokyo Game Show, 2004. From its beginnings as a radio repair
shop after World War II, Sony has grown to dominate the consumer electronics industry, with ninety-seven subsidiaries globally.
KOICHI KAMOSHIDA/GETTY IMAGES. REPRODUCED BY PERMISSION.
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SOUTH AFRICA
South Africa’s famed mineral wealth rests on a history of
racial domination. The discovery of diamonds and gold
sparked a transformation that turned a marginal frontier
territory into a booming industrial economy. However,
South Africa’s success came at the expense of black work-
ers. Whites stripped Africans of their land and forced

them to work at starvation wages. The systematic oppres-
sion of blacks allowed whites to enjoy one of the highest
standards of living in the developed world. Today, South
Africa is struggling to redress the inequity between black
poverty and white wealth.

Racial conflict began in the 1590s, when European
ships first stopped to trade with Khoi herders at the Cape
of Good Hope. The ships needed fresh meat, and the
Khoi were willing to trade sheep and cattle for tobacco
and iron goods. In many cases, however, sailors stole the
animals. In retaliation, the Khoi raised prices, refused to
trade, or attacked whites.

When trade with the Khoi became too unreliable,
the Dutch East India Company established a settlement
at the cape in 1652 to supply their ships. By 1700 a small
class of wealthy wheat and wine producers dominated the
colonial economy. Cape Town held few opportunities for
poorer whites, and many settlers decided to take their
slaves and cattle and trek east. The settlers, or trekboers,
lived by farming and herding. The trekboers sold a few
head of cattle to buy guns or gunpowder, but otherwise
they had little contact with the colonial economy. As they
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pushed eastward, the trekboers came into conflict with
Xhosa communities, leading to war in 1779.

By the 1790s Britain had become concerned about
the risk that Dutch control of the cape posed to British
imperial trade. If the Dutch let the French establish a
naval base at Cape Town, the French could disrupt the
sea route to India. The threat grew as war with France be-
came more likely, and Britain captured the Cape Colony
in 1806 to secure access to India. British rule resulted in
several economic changes for the colony. Wool became
the colony’s most important export. African demand for
cheap British metal goods and cotton cloth increased,
leading to the development of new towns on the eastern
frontier. More important were the British laws that tried
to create free and fair relations between black workers
and white masters. The slave trade was ended in 1807,
and slavery was abolished in 1833. New laws protected
black workers from being abused and cheated by their
white masters, but black workers were prevented from

leaving their employers before their terms of employ-
ment were fulfilled.

Dutch settlers resented the British government’s in-
terference, and in the early 1830s, many settlers decided
to leave the colony rather than conform to the new laws.
They moved north and east, coming into conflict with
the Zulu and Sotho kingdoms. After twenty years of
fighting, the white settlers established the South African
Republic in 1852 and the Orange Free State in 1854. Brit-
ain founded the colony of Natal directly east of the cape
to prevent Dutch settlers from gaining access to the Indi-
an Ocean.

Despite the newly claimed lands, the settler economy
stagnated. British settler farmers could not compete with
Australian wool, French wines, or Brazilian sugar, and
the Dutch republics had nothing to trade but ivory.

The discovery of diamonds in 1867 changed every-
thing. Speculators flocked to the diamond fields of Kim-
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A gold and diamond operation near Capetown, South Africa, in 1867. The discovery of precious minerals in South Africa
attracted hordes of speculators, who used military might and oppressive policies to consolidate ownership of the mines, exploit native
laborers, and put down local unrest. HULTON ARCHIVE/GETTY IMAGES. REPRODUCED BY PERMISSION.

berley, a small town on the cape’s northeastern border.
At first, anyone with a pick and shovel could dig for dia-
monds, but the cost of mining increased as the shafts
went deeper. Individuals sold their claims to mining
companies, and smaller companies sold out to bigger
conglomerates. By 1889 Cecil Rhodes’s DeBeers Consoli-
dated Mining Company had taken control of the colony’s
diamond production and the world diamond market.
The consolidation of the mining industry undermined
the gains that African workers had made. The demand
for labor had driven African wages up in the 1860s, but
as the small miners were driven out, the mining compa-
nies agreed to hold wages down. The companies forced
African workers to remain in the company compound
for the entire period of their contracts. Life inside the
compounds was hard: rations consisted mainly of maize
meal and bad meat; workers’ beds were simply concrete
slabs. Beatings and abuse were commonplace.

The compound system lowered the mining compa-
nies’ labor costs and raised their profits. Consequently,

when the Rand gold fields were discovered in the South
African Republic in 1886, companies applied the lessons
learned in the diamond mines. A Chamber of Mines was
formed to set wages, and employers housed workers in
company compounds. Despite the low wages and the
hardships of compound life, wages on the Rand were
higher than anywhere else in southern Africa, and work-
ers came from as far away as Angola, Mozambique, and
the Congo. One hundred thousand Africans were work-
ing in the gold mines by 1900, and the mining companies
had become the dominant economic force in Africa.

The mining companies chafed under the control of
the trekboer government, and they pushed the British
government into a war with the northern republics in
1899. The British army won the war, but the British gov-
ernment lost the peace. When the Union of South Africa
was formed in 1910, the Dutch settlers—or Afrikaners, as
they called themselves—were a majority of the white
population, and because only whites could vote, Afrika-
ners took control of the colonial government.

South Africa
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A worker operates diamond-drilling equipment in the DeBeers diamond mine in South Africa. DeBeers Consolidated Mines
established a monopoly over the diamond industry by 1889. Because of this control, the company maintained high diamond prices
and kept wages for its workers low. © COLLART HERVE/CORBIS SYGMA. REPRODUCED BY PERMISSION.

Afrikaner governments ensured a high standard of
living for their white constituents. A “colour bar” re-
served high-wage skilled jobs for white workers, and the
Native Lands Act of 1913 set aside 93 percent of the land
in the country for white ownership. New industries were
established to produce steel, military arms, and other
goods, to create more jobs for whites, and to reduce
South Africa’s dependency on foreign trade. Apartheid,
or “apartness,” was introduced in 1948 to enforce the
economic domination of whites over blacks, Indians, and
“coloureds.”

Because the ratio of gold ore to quartz overburden
is low on the Rand, extracting the gold is a labor-
intensive operation. However, because white politicians
and mine owners kept African wages artificially low, the
South African mines could earn high profits. The African
standard of living fell to one of the lowest in the industri-
alized world, whereas the white standard of living was
one of the highest.

The international community took notice of South
Africa’s racial situation in 1960, when white police fired
on African protesters in Sharpeville, killing sixty-nine

people. Sixteen years later, police killed more than 300
protesters in Soweto. The United Nations General As-
sembly and other groups called for economic sanctions
against South Africa. Some countries, including Britain
and the United States, urged an alternate policy of “con-
structive engagement,” and called on multinational com-
panies to provide equal job, housing, and educational op-
portunities for black South Africans. Opposition to the
Afrikaner regime mounted during the 1980s, forcing the
white government to step down in 1994. The vote was ex-
tended to all South Africans in the same year, leading to
the country’s first truly democratic election. The African
National Congress formed South Africa’s first majority-
rule government. Since then, the government has worked
to redistribute South Africa’s wealth equitably while
maintaining economic growth.
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SOUTH CHINA SEA
The South China Sea is a semi-enclosed sea within the
Pacific Ocean, stretching south to north from the Indo-
nesian Archipelago to the Taiwan Straits, and west to east
from the Sino-Vietnamese coastline to the Philippine Ar-
chipelago. Ecologically, it is distinguished from the great-
er Pacific by differences in sea-floor characteristics,
weather patterns, and biology. Islands, shoals, and reefs
cluster at the basin’s center and combine with the dictates
of monsoon trade winds and sea currents to determine
the contour of shipping channels along the basin’s rim.

Outer islands open to five narrow straits, “chokepoints”
through which nearly all pan-Asian vessels must channel.
In fact, over 50 percent of the world’s shipping courses
through the Melaka, Lombok, and Sunda Straits alone.
The lay of the sea, the traffic within it and through it, the
plural societies and hybrid cultures created by it, and the
rich resources within their grasp create a common politi-
cal economy for inhabitants of the littoral, and a region
of dense interaction and frequent conflict.

Signs of cross-cultural exchanges based on coastal
relays and limited cross-sea travel date back almost 4,000
years, intensifying by the first century C.E., when port
polities emerged. Through the first millennium C.E. these
either evolved into large-scale maritime states such as
Champa, Srivijaya, and Majapahit, or were absorbed by
the Chinese Empire. Shipping modes expanded from
coastal craft to deep-sea vessels, and oceanic transit grew.
Local incenses, gems, metals, resins, shells, spices, medic-
inals, slaves, and a variety of animal products were traded
in regional markets and exported throughout Afro-
Eurasia. Seaports grew, fostering polyglot communities
from within and beyond the region. After 1000 C.E. the
Chinese trade presence grew exponentially, peaking with
the voyages of Zheng He in the early fifteenth century.
Soon after, the Ming court enforced a ban against mari-
time trade. Although never completely successful, the
ban forced a major restructuring of commercial produc-
tion and trade. Opportunistic industries and ports devel-
oped in Southeast Asia as clandestine trade fairs appeared
on China’s offshore islands. Piracy flourished. Into this
ambiguous but dynamic environment, the first Europe-
ans arrived.

During the sixteenth through eighteenth centuries,
the South China Sea’s role in the nascent global economy
took shape. Drawn to the legendary “Spice Islands,” Eu-
ropeans inserted themselves into traditional trade, ex-
porting Southeast Asian raw materials from the hinter-
lands—aromatics, medicinals, spices, hardwoods,
precious metals, gems, and other luxuries—in exchange
for ceramics, metalworks, weapons, paper, cloth, and
other commodities manufactured in India, China, and
elsewhere, to be distributed across Asia and beyond. Cash
crops became important commodities as well, and plan-
tations of sugar, jute, tobacco, and coffee introduced new
plants and new forms of labor. Opportunities created by
China’s trade ban grew more lucrative when severed
Sino-Japanese diplomatic relations created a demand for
intermediaries in an illegal Chinese silk for Japanese sil-
ver exchange. China’s silver market also inspired the first
regular trans-Pacific trade as Spanish galleons from Aca-
pulco brought silver to Manila. Despite the European
presence, Chinese and Indian syndicates, organized
around kin, religious, and social ties, still dominated
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long-distance trade and shipping in the South China Sea.
Local groups controlled most of the smaller interisland
trade, which was also organized along ethnic and reli-
gious lines. Whereas early European traders from Spain
and Portugal were bound by Church and monarch pa-
tronage, Dutch and English enterprises, arriving in the
seventeenth century, operated through chartered compa-
nies organized around shareholders. Company control
over much of Southeast Asia’s islands grew as remnant
Hindu-Buddhist monarchies and competing sultanates
fragmented, but the mainland powers thwarted Europe-
an domination and moved towards political consolida-
tion.

By the 1850s Europeans monopolized long-distance
shipping and naval power, as they moved aggressively to-
wards colonial rule over both islands and mainland. Pira-
cy and smuggling continued to haunt Chinese and Euro-
pean authorities, as well as international merchants, into
the nineteenth century and beyond, as marginalized local
traders created an “undertow” of clandestine traffic that
eluded British and Dutch naval patrols. Illegal opium
trade into China precipitated two wars between Britain
and China by 1860, which destroyed the long-standing
tributary and “Cohong” systems of managing foreign
trade. By 1900 Europeans dominated or indeed ruled all
the sea’s major ports. Large-scale migration of laborers
to rapidly growing plantations and cities led to an urban
transformation as major coastal cities began to take
shape. Massive expansions of plantation agriculture, for-
estry, and mining, and the production of rubber, tin, and
other industrial commodities further redefined shipping.

World War II left the United States the region’s un-
disputed naval power, though it may soon face a reviving
Chinese force. The region’s arguably successful develop-
ment has led to serious problems of depletion and pollu-
tion of both sea and littoral. Energy remains a critical
problem, too. Asia is largely oil dependent, and if devel-
opment continues at its present rate, is expected to con-
sume as much as 95 percent of all Mideast crude oil,
which will lead to a large increase in traffic through the
sea’s chokepoints. If offshore oil fields in the center of the
South China Sea are ever developed, tense and long-
standing territorial disputes over the Spratly and Paracel
Islands will likely flare, dragging the region into a poten-
tially dangerous conflict. Oil or no oil, trade and shipping
will inevitably grow, and with it, piracy, which currently
thrives and continues to worsen. Globalization threatens
to exacerbate these problems, though the imperative for
solutions may grow in tandem with the world’s depen-
dence upon the region for resources, production, and as
one of the world’s key shipping interchanges.
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SPAIN
In the fifteenth century Spanish foreign trade was carried
out with Europe. Bilbao and Seville were the main com-
mercial centers of the Kingdom of Castile. Castilian wool
and Basque irons were exported from Bilbao to Flanders
and England; imports consisted mainly of Flemish cloths.
Seville exported to northern Europe and Italian manu-
facturing towns wine, olive oil, and wool. Although it ex-
perienced a deep and long crisis beginning in the 1420s,
Barcelona remained the main trade center of the Crown
of Aragon. It exported wool and cloths to Italy and the
eastern Mediterranean, importing spices and dyes and
Flemish cloths traded in the Champagne Fairs from that
area. The trade balance of the Spanish kingdoms with Eu-
rope was negative, but the control of Basque and Canta-
brian merchants and shipowners of the circuits of Span-
ish foreign trade, and their active involvement in
northern European and Mediterranean trades, gave them
sufficient income to cover the deficit.

Trade with Europe gradually was relegated to second
place after Columbus discovered and the Spanish crown
colonized America. Trade with America grew steadily
until approximately 1610. From its American colonies,
Spain obtained taxes and precious metals (silver, above
all), which allowed it to finance the formation of a world-
wide empire and covered the deficit of its trade balance.
Spain exported raw materials (particularly quicksilver)
and intermediate goods demanded by the colonial min-
ing centers and luxury goods (imported from other Eu-
ropean countries) to supply the needs of the Spanish col-
onists.

The Spanish crown imposed a complete monopoly
on colonial trade. From 1503, the House of Trade (Casa
de Contratación) in Seville supervised and regulated all
the colonial trade, which was carried out by means of an
organized system of convoys protected by a squadron of
galleons. However, foreign merchants established in Se-
ville ended by controlling most of that trade, buying with
American silver luxury goods in Europe destined for the
colonial market. Foreign merchants increased their con-
trol over colonial trade during the crisis of the seven-
teenth century. Moreover, smuggling, piracy, and priva-
teering also eroded the monopoly of Seville. In the
eighteenth century, the new Bourbon dynasty attempted
to reduce smuggling and to recover control of the colo-
nial trade. The monarchy relocated the House of Trade
to Cadiz in 1717 and chartered several privileged compa-
nies for the trade with the Indies. The growth of trade
with America resulted in the suppression of the system
of convoys in 1735, and then for the breaking of the
Cadiz monopoly in 1765.

The Spanish economy benefited from the rise of
American trade in the eighteenth century. By 1792, 87

percent of Spanish imports came from America, and 73.5
percent of Spanish exports were directed there. However,
approximately half of this trade was carried out between
Europe and the Spanish colonies, with Spain serving only
as an intermediary. European cloths were exported to
America, and American colonial goods and silver was ex-
ported to Europe. Spain directly exported foodstuffs, raw
materials, and some manufactured goods (paper, iron,
and cloths) to its colonies and imported colonial prod-
ucts. The resulting trade balance was negative, but the
deficit was covered by American silver.

The loss of American colonies (except Cuba and
Puerto Rico) in 1820 had negative consequences for
Spanish foreign trade and for the balance of trade and
payments. On the one hand, it meant the loss of an essen-
tial market for Spanish exports, particularly for some fin-
ished products. On the other, the regular entry of pre-
cious metals that had covered the chronic commercial
deficit disappeared. The Spanish trade with America,
however, still accounted for between 30 and 40 percent
of the foreign trade until 1850.

Spanish trade with Europe was gaining in impor-
tance in the nineteenth century. The Spanish economy
supplied foodstuffs (wine, Sherry, oranges, cork) and raw
materials—minerals—(65% of the exports in 1910) to
the most industrialized European countries. France and
the United Kingdom, in particular, received more than
60 percent of Spanish exports. The Spanish colonies of
Cuba and Puerto Rico maintained their significance for
some Spanish exports, such as olive oil, cloths, and foot-
wear.

The industrial development of Spain in the last two
decades of the nineteenth century increased the relative
importance of manufactured goods in the total exports,
from 6 to 12 percent between 1830 and 1910. However,
this was the lowest percentage among European coun-
tries with a similar level of income. In contrast, manufac-
tured goods dominated Spanish imports (43.5% in
1910), followed by raw materials such as coal, cotton, and
other intermediate goods to be consumed by the Spanish
industry (38% in 1910). France and the United Kingdom
(and Germany, from the 1890s onwards) in Europe, and
the Caribbean colonies and the United States in America,
accounted for almost all of Spain’s imports.

World War I accelerated an import-substituting in-
dustrialization process that had started with the protec-
tionist Tariff of 1891. Exports of manufactured goods
boomed during these years as well. The most remarkable
change in Spanish foreign trade during the interwar peri-
od was the severe decline of the exports of minerals and
the rise of agricultural products, whose share of the Span-
ish exports reached to more than 60 percent in 1929.

Spain
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The darkest period for the Spanish foreign sector was
the one between 1936 and 1951. It was caused by the
Spanish Civil War (1936–1939), World War II, the com-
bined effects of an autarchy policy by the Franco regime,
and its international isolation in the following years.
Spanish foreign trade decreased by 50 percent, and the
degree of openness of the Spanish economy (exports plus
imports as a share of Gross Domestic Product) was the
lowest in its history. From 1951 onwards, the end of an
international boycott of Spain and U.S. diplomatic and
financial aid allowed the Spanish government to change
its autocratic policy for one promoting an import-
substituting industrialization. However, this boosted the
trade deficit, putting Spain on the edge of a suspension
of international payments between 1957 and 1959.

The Stabilization Plan of 1959 began a new period
in the history of Spanish foreign trade, characterized by

a progressive, increasing, and irreversible liberalization of
the Spanish economy. Massive imports of capital goods
and technology permitted the renewal of Spanish indus-
trial equipment. Spain also became an attractive country
to foreign investors due to low salaries and its domestic
market’s high potential for growth.

Spain’s rapid economic growth and industrial devel-
opment during the 1960s changed the commodity struc-
ture of its foreign trade. In 1975 Spain exported interme-
diate goods (26%), consumer products (25%), and
capital goods (23%), foodstuffs having declined to 22
percent. Among imports, intermediate goods (29%), en-
ergy—crude oil—(26%), and capital goods (22%) were
the most important. Approximately 70 percent of foreign
trade was with the European Economic Community and
OECD. Although the openness of the Spanish economy
was still much lower than that of its trading partners, for-

Spain
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eign trade rose faster than the OECD average in the years
1959–1975. The huge commercial deficit (imports dou-
bled exports) was financed by foreign investments and by
emigrant remittances and tourism.

The arrival of democracy and, above all, the entry of
Spain into the European Economic Community in 1986
provoked the most intense liberalization of the Spanish
economy ever (between 1978 and 2003 the degree of
openness had increased 20 percentage points, reaching
58% in 2003).

The increasing integration of Spain into the Europe-
an Union helps explain the EU’s significance to Spanish
foreign trade; the European Union accounted for 72 per-
cent of exports and 64 percent of imports in 2003. Trade
liberalization initially caused a rapid rise of imports,
while exports did not change noticeably. The commercial
deficit was covered by the surplus of the service balance
and foreign capital. In fact, foreign investments are play-
ing a substantial role in the renovation of the Spanish in-
dustry and in its increasing international competitive-
ness. Beginning in 1994, Spanish exports, as well as its
share in the world market, grew remarkably. Most Span-
ish foreign trade in the first years of twenty-first century
consists of semifinished goods, capital goods, and goods
for the automobile industry.

SEE ALSO Agriculture; Balance of Payments;
Barcelona; Board of Trade, Spanish; Cádiz;
Cargoes, Freight; Cargoes, Passenger;
Columbus, Christopher; Common Market and
the European Union; Empire, Portuguese;
Empire, Spanish; Encomienda and
Repartimiento; France; Free Trade, Theory and
Practice; GATT, WTO; Great Depression of the
1930s; Industrialization; International Trade
Agreements; Magellan, Ferdinand;
Mediterranean; Mexico; Morocco; New
Orleans; Philip II; Philippines; Privateering;
Regional Trade Agreements; Seville; Slavery
and the African Slave Trade; Venezuela; Wine.
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SPECIAL ECONOMIC ZONES (SEZS)
Special Economic Zones (SEZs) are districts within a
country in which businesses are exempt from various
government policies that apply in the rest of the country.
Their usual purpose is to stimulate foreign investment
and trade and/or to attract technology transfers without
having to alter policies throughout the country. Special
policies within zones may include lower tax rates, exemp-
tion from foreign-exchange and/or price controls, sus-
pension of labor standards or licensing requirements,
and so on. The best known of these zones are in China,
though they in turn were based on examples in other
countries, such as Malaysia. More recently, similar zones
have been set up in India, Kazakhstan, Poland, the Phil-
ippines, Iran, and elsewhere.

In some cases, SEZs have been created as experi-
ments or test cases before, or rather than, changing laws
throughout an entire country. In other cases they have
resulted from political compromise or from fear of the
social consequences of very rapid change. Some govern-
ments may feel that the foreign exchange and/or new
technologies acquired through pursuing these polices in
a particular zone is sufficient, and that there is no need
to sacrifice other priorities by changing rules throughout
the country.

The first four Chinese SEZs were created in 1979,
early in the process of post-Mao economic reform, and
served as an opportunity to experiment with policies still
far too controversial to be applied nationally. Three of
them were in Guangdong Province, adjacent to Hong
Kong and Macao; the fourth was in Xiamen, a port in Fu-
jian Province with a long history of overseas trade. All
four were in areas that had sent a large number of people
overseas over the previous two centuries; one hope
(which did indeed materialize) was that the SEZs would
draw in investment from Chinese emigrants in particu-
lar.

Special Economic Zones (SEZs)
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A view of Shenzen, China. Shenzen was China’s first special economic zone (SEZ), a geographic region with economic laws
designed to increase foreign investment. Its success spawned the creation of over a dozen more SEZs throughout the country.
© GARETH BROWN/CORBIS. REPRODUCED BY PERMISSION.

The first group of SEZs grew rapidly and was gener-
ally judged to be successful; this was especially true of
Shenzhen. Essentially a district of farming and fishing vil-
lages with an estimated population of about 150,000
(20,000 in the town itself) in 1979, Shenzhen today has
a population of almost 5 million and the highest popula-
tion density in all of China. Its population has China’s
highest income per capita, expected to reach U.S.$7,600
in 2005 based on quoted exchange rates, and much
higher based on purchasing power parity (PPP) calcula-
tions Even the lower figure is more than thirty times what
it had been before Shenzhen became an SEZ. The popula-
tion is composed overwhelmingly of migrants, mostly
less than 35 years old. Shenzhen’s industries have
changed dramatically since the district became a SEZ.
Initially it drew Hong Kong enterprises looking for
cheaper land, labor, and electricity. The first industry tar-
geted when the SEZ was created was breaking up old
ships for scrap metal, and many other early industries
were basic assembly processes, but current industries in-
clude high-value-added sectors such as telecommunica-

tions and banking. Today the service sector accounts for
almost half of employment in the zone.

The other SEZs in the 1979 group have not been as
spectacularly successful, but they also have made major
gains. Five years after the SEZ experiment was begun,
fourteen other coastal cities—including the huge me-
tropolises of Shanghai, Guangzhou, and Tianjin—were
given permission to open free-trade zones with provi-
sions similar to SEZs, though they did not necessarily
have all of the same exemptions from domestic relations
Other free-trade areas were opened later. Unlike Shenz-
hen, where the SEZ was built on an almost blank slate,
these cities had huge populations that could not suddenly
have a completely different social and economic system
imposed on them. Nonetheless, they also saw dramatic
changes as a result of greater opening to the outside
world. And at the broadest level, the SEZs were the cut-
ting edge of a series of reforms that have spread gradually
across China. Prior to reform, for instance, many com-
modities had administratively set prices that were very far
from their world prices, and it was understood that too
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wrenching a removal of these price controls would create
great social and economic dislocation. In the SEZs, how-
ever, prices of imported commodities gradually found
their global level (plus transport costs); this, in turn, be-
came a step towards decontrolling prices over a wider
area. As the SEZs grew, the share of China’s GDP that was
bought and sold at something like world prices grew with
them.

SEZs have had their critics, however. Particularly in
the early years, the zones fell short in attracting invest-
ments that transferred advanced technologies. And al-
though the SEZs do produce significant exports, many
have targeted the Chinese market also, and some critics
blame them for exacerbating the crisis faced by state-
sector industrial firms, and, in turn, for contributing to
the chronic weakness of China’s banking sector (which
has many loans to troubled state enterprises). Critics also
point out that SEZ firms have attracted an overwhelm-
ingly young labor force; this, combined with the absence
of mandated firm-financed benefits and services for
workers elsewhere in the country, gives SEZ firms a com-
petitive advantage beyond what they might enjoy simply
from technological or organizational advantages. Others
have charged that SEZs have brought unwelcome social
developments such as the growth in prostitution, HIV in-
fection, and pornography. Although it is not clear that
the SEZs are much different from other urban areas in
these respects, they made irresistible targets for the cam-
paigns against “spiritual pollution” in the 1980s. It was
only with Deng Xiaoping’s “southern tour” in 1992, in
which the Communist Party’s patriarch gave his full sup-
port to a program of accelerated openings, that the SEZs
were completely safe politically. Today, as more areas in
China offer investors at least some similar economic in-
centives, SEZs are less important for China as unique
windows on foreign ways of doing things, but they re-
main very influential as models—mostly positive, but
sometimes also negative—for policy elsewhere in China.

They have also influenced policy beyond China, as
suggested by the rapid growth of SEZs in other countries
in the last decade. For the most part, these other SEZs
have not shown results as impressive as those in China,
although many of the non-Chinese zones are still young,
and should appropriately be compared with China’s
SEZs in their early years. In the Philippines, which began
creating SEZs in 1995, these zones have come to domi-
nate the country’s exports, but overall exports have not
grown particularly rapidly. In India, where SEZs are also
fairly recent, their contribution to the country’s recent
high growth rates appears to be fairly modest. And com-
plaints about the environmental and social costs of waiv-
ing many regulations in effect elsewhere continue to raise
anxieties about a “race to the bottom.” Nonetheless, the

spectacular growth of some SEZs, especially in China,
and their ability to generate both jobs and exports ensure
continued broad interest in creating such enclaves.

S EE A LS O China; Counterfeit Goods; Deng
Xiaoping; Free Trade, Theory and Practice;
Industrialization.
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SPICES AND THE SPICE TRADE
Spices are derived from mineral and plant origins. The
most fundamentally important spice is salt—a mineral.
Yet, trade in spices of plant origin from tropical South
and Southeast Asia—pepper, cinnamon, cloves, nutmeg,
and mace—stimulated European “scientific thought dur-
ing the Renaissance and the explorations and the empire
building that followed” (Küster 2000, p. 437).

They were used to obscure the bad taste of food as
well as to improve and aid its digestion. As was typical
of the promotion of “exotic” goods, claims about their
medical and sexual benefits were exaggerated. In the past,
they were scarce and considered luxury goods. As they
became more readily available and prices fell, they be-
came mundane commodities. Also, there were shifts in
consuming patterns as competing products were intro-
duced (for example, chili peppers from the New World),
diet and tastes changed, and food handling improved.

Today, spices are omnipresent, and a the term is
used for all of the above dried aromatic products, to
which others have been added, including allspice, carda-
mom, dried ginger, and turmeric, which come from
South, Southeast Asia, the Americas, and Africa.

DESCRIPTIONS AND ORIGINS

Pepper grows on a vine that produces strings of berries
that are initially green and, after ripening, bright orange-
red. Black pepper was and is its most common presenta-
tion. It is produced by picking the berries when they are
green and drying them in the sun. Production originated
in South India and spread to the Indonesian Archipelago.
Today, it is grown in those regions and elsewhere in the
tropics, including in Sri Lanka, Madagascar, and Brazil.

Cinnamon is the dried bark from several varieties of
small evergreen trees or bushes of the laurel family that
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Vendors sell spices and herbs at a marketplace in Provence, France. In the Rhone Valley region, fertile conditions along
mountainside areas produce quality fresh herbs. Rosemary, thyme, and sage are popular herbs produced here and are commonly
used for cooking. © TIBOR BOGNAR/CORBIS. REPRODUCED BY PERMISSION.

provide similar flavors. Early cinnamons were of the cas-
sia variety. True cinnamon, or cinnamomum zelyanicum,
is native only to Sri Lanka. It possesses a more delicate
aroma and it is handled in a slightly different manner
than cassia. Consumers preferred and were willing to pay
higher prices for it. It was harvested in the wild until it
was exploited on plantations in Sri Lanka in the later half
of the eighteenth century. Multiple efforts from the sev-
enteenth and through the nineteenth centuries were
made by competing colonial powers to transplant it to
different locations. They were not successful, in part be-
cause of the extra, semi artisan handling in its peeling.

Cloves originated in the Spice Islands of the Indone-
sian Archipelago. They are the immature buds of an ever-
green tree. After they are picked and dried they turn red-
brown. Cloves were successfully transplanted to other
tropical locations in Africa (Zanzibar and Madagascar)
and the Americas (the West Indies) in the eighteenth
century.

Nutmeg and mace are the dried fruit of a large ever-
green tree found in the Indonesian Archipelago and the
Philippines. Opening the fruit reveals a nut—the nut-

meg—that is surrounded by a bright red cage, or aril—
mace. Similar to cloves, it was successfully transplanted
to other tropical parts of the world, especially the West
Indies.

ROUTES AND RIVALRIES: FIFTEENTH TO
SEVENTEENTH CENTURIES

Trade in all the spices dates from antiquity. Only avail-
able from distant and remote locations, they were trans-
ported by sea and by land via caravans. They were con-
sumed and prized throughout Asia, the Middle East, and
Europe, and so offered individuals and states lucrative
commercial and political opportunities via intermedia-
tion and trade control and monopoly.

In the fifteenth century pepper was the least costly
(though still expensive) spice, and it had enjoyed the
most stable demand of all the spices in Europe. Made
available by Muslim intermediaries in Egypt and the Le-
vant; the main commercial rivals in the Mediterranean
were the Venetians, Genoese, and Catalans. Towards the
end of the century they were responsible for importing
annually an estimated 750 to 900 tons of pepper and less
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A wide variety of spices and herbs for sale at a local street
market in Beijing, 1998. The still-thriving spice trade dates
from antiquity. STEPHEN SHAVER/AFP/GETTY IMAGES.

REPRODUCED BY PERMISSION.

than 450 tons of other spices. The Venetians had a domi-
nant market share of pepper (60–70%) but controlled
under half (45%) the market in other spices. Driven by
commercial and political interests to circumvent Muslim
and Christian intermediation of spices in the Levant and
the Mediterranean, the Portuguese embarked upon a se-
ries of voyages to find a route to India by sea, which was
accomplished by Vasco da Gama (c. 1460–1524) in 1498.

Through their introduction of heavily armed ship-
ping and other aggressive policies in the sixteenth centu-
ry, the Portuguese were able to obtain the quantity of
spices in Asia that they were prepared to purchase. Al-
most immediately, they established a dominant position
as suppliers of spices increased the price of pepper in Lis-
bon from 22 to nearly 38 ducats a quintal (an old Portu-
guese term for weight, in this case, 60 grams). This was
nearly the equilibrium price for pepper delivered by their
competitors in the Mediterranean from the Levantine
markets, which meant that Portuguese imports would al-

ways find a market. Accordingly, spice deliveries in the
Indian Ocean–Red Sea and overland caravan routes to
Egypt and the Levant were only temporarily disrupted.
The overall result was that there was an expansion over
the century in the supply and consumption of pepper
from around 1,000 to 3,000 or 3,500 tons annually, with-
out a price collapse. The Portuguese were able to main-
tain high prices and supply, and they sold from one-half
to three-quarters of all of the pepper and other spices in
Europe over the sixteenth century.

Drawn by profits and politics, other Europeans (pri-
marily, the Dutch and English) organized in joint-stock
companies challenged the Spanish and Portuguese em-
pires in Asia. With their superior naval forces the Dutch
wrested strategic positions from the Portuguese, then im-
plemented draconian policies and established monopo-
lies over clove, nutmeg and mace, and cinnamon produc-
tion in the Indonesian Archipelago and on Sri Lanka. The
Dutch failed to monopolize pepper because its produc-
tion was too dispersed over South India and the Indone-
sian Archipelago. In Europe the Dutch and English ac-
tions provoked an oversupply of pepper, which produced
a fall in prices by nearly 40 percent compared to the price
maintained by the Portuguese in the sixteenth century.
Competition from the Indian Ocean–Red Sea and cara-
vans in the Levant and the Mediterranean was eliminat-
ed, but consumer prices also fell, which provoked a dra-
matic increase in consumption. Because the English or
others were unable to offer effective competition for the
other spices, there were fewer stimuli to increase con-
sumption or downward pressure on prices.

DECLINE FROM THE EIGHTEENTH CENTURY

Pepper imports into Europe reached levels of more than
5,700 metric tons annually in the late seventeenth centu-
ry, but these levels were unsustainable, and annual im-
ports fluctuated from 2,700 to 5,300 metric tons in the
eighteenth century. Pepper, which enjoyed increased de-
mand in Asia and lower prices and margins in Europe,
and the monopolized spices (with the exception of cinna-
mon) had become mundane commodities. Cinnamon
remained a luxury for a while longer because of its use
as an added ingredient to chocolate from the New World.

Trade grew in more profitable Asian commodities,
such as silk and cotton textiles, causing a relative decline
in the trade of spices to Europe. The successful transfer
of spice production by other colonial powers over the
eighteenth and nineteenth centuries contributed to the
increased availability of spices. Zanzibar eventually over-
took the Indonesian Archipelago in production of cloves.
Consumers began to reject the high prices for true cinna-
mon, and false cinnamon, or cassias, became accepted al-
ternatives.

Spices and the Spice Trade
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Despite this relative decline, European powers be-
came increasingly involved in indigenous politics, in part
to secure supplies of spices at advantageous prices. Al-
though occasionally violent, most of this involvement,
particularly in the case of the Dutch in the Indonesian
Archipelago, was through negotiation of contracts be-
tween local rulers and the company.

By the twentieth century basic commodity produc-
tion, including spices and the spice trade, encountered
depressed prices. After decolonization independent
spice-producing states have attempted to develop niche
or brand markets in order to differentiate and obtain
higher prices for their products. Although spices no lon-
ger provoke wars, the modern spice trade is important
as a foreign-exchange earner and employer of people in
the countries where they are produced.

SEE ALSO Agriculture; Albuquerque, Afonso de;
Amsterdam; Antwerp; Arms, Armaments; Bengal;
Bullion (Specie); Calcutta; Caravan Trade;
China; Coen, Jan Pieterszoon; Columbus,
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SPORTS
All societies engage in sporting activities, but their mo-
tives for doing so vary substantially. From the end of the
eighteenth century, first Britain and then the United
States began to create sporting contests as commodities,
to be bought and sold through the medium of tickets for
entry. These societies were not the first to do this: almost
2,000 years earlier the Romans had created their own
brand of sports in the amphitheater: chariot racing, mock
battles, and, notoriously, gladiatorial contests. Moreover,
in the eighth century B.C.E. the Greeks invented the
Olympic games, a religious festival of sport which came
to be seen also as a form of entertainment. No doubt the
Egyptians, the ancient Chinese, Indians, Japanese, Maya,
and Aztecs had sports that possessed an element of enter-
tainment for the masses. What differentiated the devel-
opment of sport in the early industrial period was the
strictly secular emphasis of the games and the willingness
to develop them as commercial activities.

EARLY MODERN SPORT IN BRITAIN

The first recognizably modern sports were golf, horserac-
ing, and cricket, which all had organizing committees,
rule books, and the obsessive gathering of statistical re-
cords in Britain by 1750. All of these sports had variants
that could be identified in earlier cultures, but the for-
malism of the British made it possible to create a tradi-
tion that was more than merely oral and regional. Even
today, for example, a cricketer can compare his or her
feats against the great players of 250 years ago. Although
golf was largely a private entertainment in the eighteenth
century, cricket and horseracing developed as spectator
sports largely because they were also vehicles for gam-
bling. Gambling also created the first modern profession-
als, as promoters of cricket teams sought to ensure that
they obtained the services of the best players. To this day,
horseracing is a sport that is watched as much for the fi-
nancial consequences to the spectator as for the outcome
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Fans show off posters of Chinese basketball star Yao Ming, 2004. Yao has emerged as a worldwide marketing phenomenon,
drawing corporate giants such as Disney, McDonald’s, and Coca-Cola to sponsor sports in developing markets. STR/AFP/GETTY
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of the contest in itself. Cricket fell into disrepute by the
early nineteenth century because of match-fixing scan-
dals. What saved it was its adoption by the leading En-
glish schools as an embodiment of the virtues of “muscu-
lar Christianity,” the notion promoted by British
educators that healthy exercise went hand in hand with
a healthy spiritual life. As a result, gambling was driven
out, and interest developed in the game’s aesthetic values,
first from the point of view of the players, and soon from
the point of view of the spectators. The first history of
cricket was written in 1851, by which time it was well es-
tablished as the embodiment of “Englishness.” Watching
cricket came to be seen as a reputable pastime, and Victo-
rian businessmen capitalized by charging entry fees to
grounds.

THE AMERICAN MODEL OF SPORT

Cricket had therefore developed all of the attributes of
modern sports by the 1850s, and it was in many ways a
model for subsequent professional sports. Baseball was
played in England in the early eighteenth century, not

least by royalty, but it failed to progress there mainly due
to the dominance of cricket. Baseball reached the Ameri-
cas by the time of the American Revolution, and was even
said to have been played at Valley Forge. The myth of
baseball’s creation by Abner Doubleday (1819–1893) in
1839 has long been discredited. The most important
event in the development of modern baseball occurred
in 1842 with the creation of the Knickerbocker baseball
club by Alexander Cartwright (1820–1892), who laid
down many of the early rules. The Knickerbockers were
in many respects similar to the aristocratic English gen-
tlemen who ran cricket. However, a more entrepreneuri-
al spirit entered baseball after the Civil War, and the
foundation of the National Association of Professional
Base Ball. In 1871 players marked a critical turning point,
separating amateur from professional, with the latter left
to pursue purely commercial goals. Following the British
model of sport, commercialism was permitted within
certain limits, so long as the leading role of aristocrats
and upper-middle-class functionaries was acknowledged.
In this the British modeled their sports on their empire;
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the Americans, by contrast, modeled their sports on busi-
ness.

Not surprisingly, this meant that from the 1870s
most important commercial innovations in sport came
from the United States. In 1876 baseball organized the
structure of competition with the creation of the Nation-
al League, a concept emulated by the cricket authorities
in 1891 and by the organizers of the new sport of football
(soccer) in 1888. Baseball developed mechanisms for
maximizing gate income, developed bigger stadiums and
transport links to reach them, pioneered new forms of
distributing knowledge about games (telegraph, radio,
television, and the internet). It also created rules for con-
trolling player mobility (so as to control costs) and limit-
ing competitiveness (roster limits). U.S. sports which
copied the baseball model (e.g., American football and
basketball) became significant businesses in their own
right. Individual sports such as tennis, golf, and boxing
also began to develop their commercial potential in the
United States in the early years of the twentieth century.

THE MODEL OF SPORT OUTSIDE THE UNITED
STATES

Sports that did not fall under U.S. control were commer-
cialized much more slowly. The Olympics, revived by the
anglophile Baron de Coubertin (1863–1937), notably es-
chewed commercialization for many years, insisting on
a strict amateur code. Association Football (soccer),
which grew from its creation in England the 1860s to be-
came the world’s most popular game by the mid-
twentieth century (FIFA, its governing body, has more
members than the United Nations), was still an amateur
game in many countries by the early 1960s, and even
where it was professional, the sums of money paid to
players was small. Commercialism was downplayed, and
emphasis was placed on playing the game for its own sake
(although such traditions can also be found in many col-
legiate sports in the United States). It was the advent of
competition in European broadcasting in the 1990s,
where previously television had been controlled by state
monopolies, which led to a rapid escalation of soccer rev-
enues; today the income of each of the largest thirty soc-
cer teams in Europe is as great as the income of many
teams in the American majors. However, soccer has so
far preserved the competitive structure it inherited from
the British: balkanization of leagues based on nationality,
the parallel existence of international representative com-
petition (playing for your country) and playing for your
club, and the mechanism of promotion and relegation
(whereby poorly performing teams are automatically de-
moted each season to lower leagues). These mechanisms,
although hugely popular with fans, have proved to be an
obstacle to the commercial development of the large Eu-

ropean clubs, which, despite their large followings and
incomes, struggle to maintain profitability.

GLOBALIZATION

Until recent years most countries practiced their sports
with a certain degree of insularity. Americans paid little
attention to the sports of other countries. Although
sports such as soccer had international competitions such
as the World Cup, most fans concentrated on their do-
mestic leagues. Even cosmopolitan festivals such as the
Olympics generated domestic interest primarily through
the medal table, by which national prestige could be mea-
sured. Television and the new media (internet, broad-
band, mobile telephony) are beginning to create global
markets. Americans can now watch European soccer and
Europeans can watch baseball’s World Series. Fans of
stars from developing markets, such as China’s Yao Ming
(basketball), can watch his performance in the NBA from
their own homes. This globalization of sports viewing
presages international competition for talent. Talented
teenagers usually have several sporting options, and are
increasingly drawn by the highest rewards. This in turn
may affect the ability of sports to attract audiences in the
long term. Nations of the formerly British Caribbean,
traditionally a stronghold of cricket, basketball has come
to be a serious competitive threat thanks to U.S. televi-
sion. Soccer has become an increasingly popular sport in
the United States thanks to promotional events such as
the staging of the 1994 World Cup in that country, while
stars such as Michael Jordan (basketball), Tiger Woods
(golf), and David Beckham (soccer) have developed pop-
ular appeal that transcends the traditional sports audi-
ence.

Globalization has allowed multinational brands to
supplant traditional local products, largely thanks to the
ability of those brands to exploit economies of scale in
production and marketing. There is no reason in princi-
ple why the same should not be true of sports. Soccer is
already a truly global sport, and if it continues to make
inroads in China and the United States its cultural and
economic dominance is likely to increase.

S EE A LS O China; Information and
Communications; United Kingdom; United
States.
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SRI LANKA
The Singhalese and Tamil communities of Sri Lanka, an
island off the southeastern tip of India, had long partici-
pated in the wide currents of Indian Ocean maritime
trade. Before 1450 the three principal regional trades
were to the eastern and western coasts of India, to south-
west Asia, and to Malacca. These regional trades were
complex in that a number of ethnic groups participated
and employed a wide variety of currencies. Indian and Sri
Lankan merchants, principally financed by Indian bank-
ing firms, handled the trade to India. Arab Muslim mer-
chants carried on the commerce between Sri Lanka and
West Asia. Malaccan merchants traded with Sri Lanka,
on the edge of their Southeast Asian and Chinese nexus
of commerce.

The Sri Lankan goods traded into these regional net-
works were areca nuts (a stimulant chewed with betel
leaves), elephants, precious gems, pearls, chanks (a sea-
shell), and cinnamon. The principal imports were rice
and cloth. These patterns continued in the midst of polit-
ical change throughout the period 1506 to 1796, during
which the Portuguese and then the Dutch attempted to
impose their administrative control over certain export
goods. During the nineteenth century the British sub-
stantially altered these regional trades through the exten-
sion of their commercial control over India, parts of
southwest Asia, and Malaysia, and through the creation
of extensive export-oriented plantations in the Sri Lan-
kan highlands.

In 1506 the Portuguese arrived on the southwestern
coast of the island. In 1533 they established their control
over the export of cinnamon through a contractual
agreement with the king of the lowland state of Kotte.
Both Portuguese and Muslim smugglers, however, regu-
larly violated the Portuguese cinnamon monopoly, and
the Portuguese Crown vacillated between a policy of
royal monopoly and one of open trade in the spice. The
Portuguese did succeed in binding new groups into oner-

 MAP BY XNR PRODUCTIONS. THE GALE GROUP.

ous obligations to collect the tree’s bark, and in increas-
ing the volume of cinnamon exports to European, West
Asian, and Indian markets, particularly in the seven-
teenth century. Individual Portuguese may have made
fortunes in the cinnamon trade; the profits to the Crown
appear to have been very modest. The Portuguese also at-
tempted to impose on Singhalese farmers a system of the
compulsory sale of areca nuts at below market prices, but
with little success. The overall thrust of the Portuguese
policies was to capture by administrative control a share
of the benefits of these export trades.

The Dutch East India Company (Vereenigde Oos-
tindische Compagnie, or VOC) ousted the Portuguese
from the Sri Lanka littoral in 1658. The VOC attempted
to impose a monopoly on Sri Lankan external trade in
1670 in all commodities except for rice. This exception
was made because the volume of rice imported to the is-
land was large, and the VOC lacked the shipping capacity
to carry on the trade. The Dutch were unable to enforce
effectively their monopoly, and as in the Portuguese peri-
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od, a great deal of officially prohibited trade took place.
The Dutch also reversed their policies more than once
and never settled upon a course of action that worked to
their satisfaction. The Dutch efforts to dominate the Sri
Lankan export trades—again, with the exception of cin-
namon, as in the Portuguese period—were only partly ef-
fective.

The British took control of the island littoral from
the Dutch in 1796 during the course of the Napoleonic
Wars. After their conquest of the mountainous kingdom
of Kandy in 1815, the British carved roads into the high-
lands, breaching the dense rainforest barrier. From the
1830s, following the abolition of African slavery in the
British Caribbean, British capitalists established coffee
plantations in Sri Lanka, but it was not until the 1840s
that British coffee plantations began to spring up in
number and to produce more coffee for export than did
the Kandyan farmers. Large numbers of Tamil laborers
from southern India traveled annually to the Sri Lankan
highlands to find employment on the plantations. Many
of these laborers eventually remained resident on the
plantations, constituting a separate population from the
Tamils who inhabit principally the northern and eastern
reaches of the island.

The coffee industry struggled with an expanding
fungal blight from 1869 until the late 1880s, when the
coffee industry spiraled into its final decline. In the late
1870s plantations of cinchona trees, from the bark of
which the antimalarial medicine quinine could be isolat-
ed, began to be set out in the highlands. In the 1880s
these cinchona plantations met ruin, owing to inade-
quate subsoil drainage and to overproduction. In the
1880s plantation owners and some Kandyan farmers
turned their efforts to growing tea, and the highlands
were soon carpeted in the leafy green shrub. Tea’s late-
nineteenth-century rise to predominance was spectacu-
larly rapid, and it proved durable. In the early twenty-
first century tea remains the island’s principal agricultur-
al export.

Other tropical crops also played important roles. In
the first half of the twentieth century Singhalese owners
expanded their plantations of coconuts in the lowlands
for both domestic and overseas markets, and British
planters took up the production of rubber. Both devel-
oped as significant exports through the twentieth centu-
ry. The predominance of the tropical export crops was
challenged in the second half of the twentieth century
when Sri Lanka developed a major textile-manufacturing
sector that benefited from low labor costs. This transition
was driven in part by the declining terms of trade after
independence in 1948, owing to a long-term relative de-
cline in the prices of the major agricultural exports, and
a consequent shortage of foreign exchange and burgeon-

ing deficits. In 1986 the value of textile exports overtook
that of tea exports for the first time.

Over the course of the twentieth century an in-
creased demand for imported machinery, equipment,
automobiles, and oil has accompanied the moderniza-
tion of the economy. Imports of consumer goods have
also risen sharply as the urban upper and middle classes
have learned to participate fully in the international cul-
ture of consumerism. Rice imports, on the other hand,
have declined greatly since the 1980s, when a massive
state project to harness the waters of Mahaweli River suc-
ceeded in opening up new lands for irrigated rice cultiva-
tion.

In the late twentieth century, however, insurgencies
fomented by the Singhalese People’s Liberation Front
(also known as the JVP) and by the ongoing civil war
since 1983 against the Liberation Tigers of Tamil Eelam
damaged the prospects for general economic growth. The
political violence discouraged foreign investment and in-
termittently reduced international tourism. The lack of
economic growth encouraged the emigration of Sri Lan-
kan workers who sought employment abroad, often in
domestic service or the building trades, and whose remit-
tance of wages helped to sustain their families on the is-
land.

S EE A LS O Bullion (Specie); East India Company,
British; East India Company, Dutch; East India
Company, Other; Empire, British; Empire,
Dutch; Empire, Mughal; Empire, Portuguese;
Imperialism; India; Indian Ocean; Laborers,
Coerced; Mercantilism; Monopoly and
Oligopoly; Rice; Smuggling; Spices and Spice
Trade.
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JOSEPH STALIN
1879–1953

In 1928, as leader of the U.S.S.R., Joseph Stalin intro-
duced the “Five-Year Plans,” which replaced the more
ideologically flexible “New Economic Policy” of Vladimir
Lenin (1870–1924). Stalin’s plans were responsible for
rapidly industrializing the Soviet Union and for restrict-
ing foreign trade by making the Soviet Union largely self-
sufficient. Stalin also formed the Council for Mutual Eco-
nomic Assistance (hereafter Comecon) in 1949 to en-
courage economic integration among the Soviet Union
and other Eastern European states. Stalin, after playing
a minor role in the Bolshevik Revolution of November
1917, rose to power to become general secretary of the
Communist Party in April 1922. Lenin’s death in January
1924 allowed Stalin to consolidate his power in the Soviet
Union, which became complete with the Great Purge of
1936 to 1938. Whereas Lenin’s New Economic Policy al-
lowed for some operation of the free market, Stalin’s
Five-Year Plans put agriculture and industry under strict
government control. Stalin forcibly collectivized agricul-
ture and restrained consumption so that capital could go
into industry; Soviet industrialization progressed at an
amazing rate as agricultural productivity fell. The Soviet
Union was mostly self-sufficient during Stalin’s leader-
ship, exporting fuels, metals, and timber while importing
machinery and consumption goods. Almost all of this
trade occurred with members of the Comecon.

SEE ALSO Comecon; Socialism and Communism;
Russia.
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STAPLES AND STAPLE THEORY
The staple theory of economic growth is most closely
linked with the name of Harold Innis (1894–1952), a
University of Toronto economist who argued that cur-
rent theories failed to explain the economic evolution of
countries such as Canada, which has a relative abundance

of land and other natural resources. Innis’s staple theory
narrative, fleshed out in the 1930s and 1940s, is deeply
imbedded in a detailed discourse of Canadian economic
history, wherein Canadian economic evolution and de-
velopment is explained through highly detailed historical
analyses of the development of key commodities such as
cod, furs, timber, and the transportation infrastructure
which allowed for and facilitated the export of such prod-
ucts. The staple theory is now closely linked to export-led
theories of economic growth wherein exports determine
the growth process irrespective of whether these exports
are raw materials or manufactured goods or services.

The staple theory has been used in efforts to explain
the path and pattern of economic evolution of, for exam-
ple, pre- and post confederation Canada, colonial and
postcolonial United States, Australia, New Zealand, and
Argentina. The staple thesis has also been applied to anal-
yses of economies that rely on raw material exports such
as cotton, cocoa, wood, oil, and sugar to drive their de-
velopment process. The evidence as to whether staple ex-
ports has played and continues to play a critical and posi-
tive role in the development process is mixed. Canada,
the United States, Australia, and New Zealand are na-
tions where staples appear to have played a positive role
in fostering economic development. Argentina is a classic
example where staple exports have failed to foster sus-
tained economic development. Although critics of the
staple theory argue that failure of a staple economy is
proof of failure of the staple theory, the staple theory was
not designed to predict a particular successful course of
development for regions where staple exports are impor-
tant. Rather, the staple theory was developed as an ana-
lytical framework to help explain the economic evolution
of economies where exports of raw materials or their pro-
cessed by-products have been of some consequence, and
to determine the conditions under which staple-related
economic activity positively contributes to economic de-
velopment.

EARLY STAPLE THEORY

The staple theory was first articulated prior in 1923 by
Queen’s University (Canada) economist W. A. Mackin-
tosh (1895–1971), who argued that explaining a nation’s
economic evolution requires incorporating economic
and geographical factors into one’s analysis, going be-
yond a narrative which relies largely upon individuals
and politics as the main or only causal variables. Mackin-
tosh maintained that critical to the economic develop-
ment of Canada and the United States in the nineteenth
and early twentieth centuries were markets for staple
products and the ability of people to overcome or take
advantage of geographical factors to bring the staples to
these markets competitively. Staple exports drove the de-
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velopment process by spurring investments and con-
sumption in other domains, outside of the staple sectors.
This raises the notion of linkages, largely overlooked by
Innis, but critical to later refinements of staple theory.
Mackintosh acknowledges the influence of the work of
U.S. scholar Guy Callender, who posits a clear connec-
tion between staples and U.S. economic development.

A critical underlying assumption of the staple theo-
ry, as articulated by Innis and Mackintosh, is that not all
output is created equal with regards to their productivity-
generating capacities. Exporting staple products—
products that can be produced in surplus or excess rela-
tive to domestic demand—potentially yields a higher per
person level of output than focusing on a less export-
oriented process and treating staple products like any
other product. Another critical attribute of Innis’s staple
theory is that a region endowed with staples does not de-
pend for its economic development upon the demand
side alone—that is, upon the existence of ever-growing
markets for its staple products. Rather, given the demand
for its staple products, the ability of a region to engage
in staple exports depends upon its capacity to reduce the
unit costs of its staples. This supply-side issue resides in
the hands of the staple producers, and Innis pays particu-
lar attention to transportation costs as an important cost
variable which staple producers can significantly affect to
make their staples cost competitive, thus spurring a re-
gion’s capacity to develop through staple exports. Thus,
whether or not economic development is fostered by the
presence of staple products depends not simply on the
demand side, over which the staple producers have little
effect, but also by staple producers’ ability to reduce their
relative production costs.

Much confusion surrounding the staple theory re-
lates directly to the view that it is a demand-side theory
wherein staple-rich regions can do little to affect their
economic destinies and are largely subject to the ebbs and
flows of variables over which they have little control.
When staple exports depend on both the demand and
supply sides, staple theory suggests that the path of eco-
nomic evolution taken by a region is very much contin-
gent upon the supply-side initiatives taken by individuals
in staple-rich regions. Both the supply and the demand
sides are important to an understanding of the economic
evolution of staple-producing economies, with the sup-
ply side playing a preeminent role given that staple econ-
omies have the most direct control or influence over the
supply side.

RECENT DEVELOPMENTS IN STAPLE THEORY

This early emphasis on the supply side, all too often ig-
nored by critics of staple and export-led theories of eco-
nomic growth and development, was reiterated and elab-

orated upon by Douglass North (1920– ) in his
articulation of models of economic development and of
U.S. economic history. Focusing upon the demand side
paints a distorted picture of the growth process and dis-
torts the analyses of the role, which exports play in this
process. More recently (1970s) Irving Kravis (1916–
1992) argued that domestic supply-side variables were of
overriding importance in the determination of export-
led growth in the nineteenth and twentieth centuries. The
heart and soul of economic growth are internal to the
economy (supply side) and relate to how the economy
and its endowments are managed economically, socially,
and politically. Thus, exports and trade expansion are the
“handmaidens” of growth, not the true engines of the ex-
port-led growth process. Most recent empirical work by
Reynolds and by Rodriguez and Rodrik reiterates the im-
portance of the supply side to the export-led growth pro-
cess—causality runs from supply-side improvement to
exports, not vice versa.

Of the various extensions and amendments to the
staple theory, of particular importance has been the ex-
plicit introduction of linkages into analytical framework
(although Mackintosh himself highlighted in the 1920s
what has come to be referred to as linkages). Albert Hir-
schman (1915– ) introduced the notion of backward, for-
ward, demand, and fiscal linkages. Backward and forward
linkages relate to economic activities or industries associ-
ated with the production and servicing of the staple and
to the further processing of the staple, respectively. Back-
ward linkages refer not simply to activities related to the
immediate production of the staple product, but also to
the production of the infrastructure, such as transporta-
tion, necessary to make staple production economically
viable. Demand linkages refer to the manner in which
staple-related income is distributed and spent and how
this affects the economy. Fiscal linkages relate to how
government income accruing from staple production is
spent. Melvin Watkins argued that key to staple theory
is the extent to which staple production links positively
with the rest of the economy. In other words, the extent
and strength of spread effects is critically important in
determining the ultimate effect of staple exports upon
per-person output growth.

Douglass North pays particular heed to demand
linkages with respect to what he refers to as residentiary
industries in the secondary or tertiary sectors of the econ-
omy, which develop to meet the needs of the local staple-
producing population. Such staple-related industries can
generate cost savings or economies to other unrelated in-
dustries in the region, thereby fostering the growth of
these industries and attracting new industries to the re-
gion. These non-staple industries can, in time, become
export oriented given their low production costs, which
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are partially attributed to the development of the staple-
related residentiary industries. North also finds that sta-
ple production and the economic linkages that they gen-
erate can give rise to the growth of nodal centers that are
home to staple and related industries. These nodal cen-
ters can themselves become export centers not simply or
even largely of staples, but of nonstaple outputs, wherein
the latter’s base is the staple sector. In time, a vibrant
nonstaple sector may become delinked from the staple
sector, fostering economic growth on its own. Thus,
North further emphasizes the significance of linkages and
related spread effects as critical dimension of staple theo-
ry and staple growth.

This discourse on linkages speaks directly to one of
the basic critiques of staple theory: that staple exports or
their growth appear to be of little or diminishing impor-
tance to so-called staple regions as a percentage of ex-
ports, output (GDP), employment, or the growth in
these variables. But, as North points out, even if staple
production does not dominate an economy directly, this
does not mean that staple production is not the domi-
nant force in the economy by way of its complex linkages
with the rest of economy. Staple exports can be impor-
tant to the growth process through their direct and indi-
rect (linkage) effects on the economy, even if staple ex-
ports themselves constitute a small percentage of GDP.

Staple theorists including Innis have long recognized
that staple economies need not prosper, and might even
fall into what has been dubbed as a “staple trap.” The sta-
ple trap is largely a product of economies failing to devel-
op the potential linkages embedded in the production of
staple products. This can be related to the underdevelop-
ment of requisite economic, social, and political infra-
structure. And this can be associated with a very unequal
distribution of income, which biases the structure of pro-
duction towards luxuries or relatively low-productivity
growth industries. Thus, economic performance can be
affected by forms of labor organization adopted in the
staple economy: for example, free labor versus slavery or
serfdom, or unionized labor versus nonunionized labor.
For this reason, it is possible for a staple economy to
evolve into a relatively low per-capita income economy.
Moreover, narrow staple economies that fail to develop
linked and related residentiary industries become subject
to relatively substantial and independently determined
volatility determined by the ebbs and flows of the de-
mand for staple products. But the staple trap is not an
inevitable by-product of staple production; rather, it is
largely a function of supply-side decisions made by deci-
sion makers within the erstwhile staple economy.

A more fundamental critique of staple theory was
one put forth in the mid-1960s by Edward Chambers and
Donald Gordon. It focuses on the case of Canadian

growth during its wheat boom of 1896 to 1913, an era
said to exemplify successful staple-led economic develop-
ment and proof of the success of staple theory. Chambers
and Gordon challenged the received view that staple ex-
ports played an important role in Canadian economic
development. They argued that the evidence suggests that
it would have made little difference to Canada’s econom-
ic performance had it been completely unable to produce
wheat.

Chambers’s and Gordon’s results were entirely as-
sumption-driven because they measured the effect of sta-
ple exports within the framework of what they referred
to as conventional economic theory. They assumed as
nonexistent each and every causal connection that staple
theorists either implicitly or explicitly assumed to be im-
portant. For example, staple exports are said to have no
differential effect on the rate of technological change,
unit production costs in other industries (related to
economies of scale), or in attracting higher-productivity
industries to the country. They argued that such assump-
tions should be applied to the analyses of any staple econ-
omy. However, the evidence suggests that linkages as-
sumed to be nonexistent by Chambers and Gordon were,
indeed, of considerable importance in Canada and in
other successful staple economies.

To determine the importance of staples to the per-
person growth process, one cannot simply assume away
linkage or spread effects. Rather, determining the veracity
of the causal assumptions made by staple theorists is at
the heart of any determination of the role played by sta-
ple exports in the development or growth process. More-
over, proof of the analytical value of the staple theory is
unrelated to the successful staple-related development.
Staple theory is meant to facilitate an explanation of suc-
cessful and failed staple-related development by deter-
mining the extent to which staple exports were able real-
ize their growth potential for an economy. Success and
failure are equally possible according to staple theory.
However, success requires that important supply-side de-
cisions are made within staple economies such that link-
ages at every level are maximized, a point made some
time ago by Innis, Mackintosh, and North. Staple econo-
mies are in no way largely dependent upon the wiles of
the market for their economic development. Instead, sta-
ple theory underlies the importance of human agency in
the development process through the supply side, given
the demand for staples and related products.
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STOLPER-SAMUELSON THEOREM
The Stolper-Samuelson theorem is one of the central re-
sults of Heckscher-Ohlin theory, itself one of the princi-
pal theories of international trade. It provides a definite
answer to a central question in applied economics: What
is the effect of changes in the prices of goods, caused for
example by changes in tariffs, on the prices of factors of
production? As first presented by Wolfgang Stolper and
Paul A. Samuelson (1941), it dealt with a very special
framework with many restrictive assumptions, most no-
tably that the economy consists of only two broad sec-
tors, and that production uses only two factors (often la-
beled capital and labor). However, subsequent theoretical
work has shown that essential features of the theorem
hold much more generally. It has also been applied to a
range of empirical issues, including the effects of in-
creased globalization on income distribution in devel-
oped countries, and the long-run political allegiances of
classes and interest groups.

The Stolper-Samuelson theorem in its original set-
ting can be explained intuitively as follows. Suppose that
one sector produces exports and the other produces
goods which compete directly with imports. Suppose in
addition that the import-competing sector is relatively
“labor-intensive,” meaning that it uses a higher ratio of
labor to capital than the export sector. Now ask what will
be the effect of a tariff or some other change, which raises
the relative price of the import-competing sector’s out-
put. Clearly this will encourage that sector to expand.
Provided that the economy is at or close to full employ-
ment of both factors, this expansion must come at the ex-
pense of the export sector. The combined expansion of
the relatively labor-intensive sector and contraction of
the relatively capital-intensive sector raises the aggregate
demand for labor relative to capital, and so puts upward
pressure on the wage. Because the price of exports has
not changed, a higher wage must imply an absolute fall
in the return to capital. This in turn implies that the wage
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must rise by even more than the price of imports. Thus,
when import-competing goods are relatively labor-
intensive, wage earners gain and capital owners lose, irre-
spective of which bundle of goods they consume. Put
simply, in this case, protection unambiguously raises real
wages.

The starkness and elegance of the theorem in its sim-
plest form prompted much study of its robustness to re-
laxing the key assumptions. Wilfred Ethier (1974) and
Ronald W. Jones and José Scheinkman (1977) highlight-
ed the central prediction of the theorem which survives
such relaxations: With many goods and factors, a tariff
change will always raise the real return of at least one fac-
tor and lower the real return of at least one other factor.
This generalization of the Stolper-Samuelson theorem
does not contradict the basic prediction of international
trade theory that economies facing fixed world prices will
gain overall from tariff reductions. However, it highlights
the potential for distributional conflict over trade policy.
Unless compensation for income losses is actually paid,
there are always both winners and losers from any change
in trade policy.

Another key assumption is that all factors are fully
mobile between sectors. Relaxing this for one of the two
factors in the simplest case yields the specific-factors
model, which provides an illuminating contrast with the
Heckscher-Ohlin model. In line with the general results
of the last paragraph, protection continues to raise the
real return of one factor, the one specific to the import-
competing sector, and to lower the real return of another
factor, that specific to the export sector. However, its ef-
fect on the real return of the mobile factor is now ambig-
uous. The specific-factors model can also be viewed as
depicting a short-run equilibrium. Over time, the specific
factors lose their distinctiveness and become intersector-
ally mobile, so the Stolper-Samuelson predictions are re-
stored. (See Neary 1978.)

Among many applications, the Stolper-Samuelson
theory has been used to address the “trade and wages”
debate. This asks to what extent globalization in general,
and increased imports from low-wage countries in par-
ticular, are responsible for widening the differential be-
tween skilled and unskilled wages in developed countries.
With the two factors reinterpreted as skilled and un-
skilled labor, the simple version of the model is consis-
tent with a widening differential, and Edward E. Leamer
(1998) presents some evidence in favor of a Stolper-
Samuelson chain of causation, though most authors have
preferred to explain the fall in demand for unskilled labor
by skill-biased technological progress. However, technol-
ogy and trade are interlinked. Robert Feenstra (1998) and
Ronald W. Jones (2000) develop a theory consistent with
the empirical evidence and has a strong Stolper-

Samuelson flavor. Improved communications have al-
lowed large firms to fragment their operations, moving
more unskilled-labor-intensive stages of production to
countries where unskilled wages are low, so lowering un-
skilled wages in developed countries while simultaneous-
ly raising skilled wages in developing countries.

Finally, the Stolper-Samuelson theorem has also
been used to explain the political economy of responses
to changes in countries’ exposure to trade, most notably
by Ronald Rogowski (1989). Using an extended model
with three factors—labor, land, and capital—he de-
ployed a wide range of historical evidence to show how
differences in factor endowments could explain cross-
country variations in the impact of trade on nations’ in-
ternal political cleavages.
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SUBSIDIES
Subsidies are payments provided to firms to help make
firms more competitive. They are sometimes direct pay-
ments and sometimes-indirect payments, such as the for-
going of taxes or the provision of some good or service
without charge. Subsidies that are paid for some purpose
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other than to address some market failure—for example,
to stimulate the production of some good with a positive
externality reduce the economic welfare of the domestic
economies. When countries pay domestic firms so that
they can be economically viable exporters, world markets
are affected through reduced world prices and more price
volatility, and, generally, importers of the good are
helped and other exporters are harmed. Because of these
sometimes profound effects the World Trade Organiza-
tion (WTO) has a special Agreement on Subsidies and
Countervailing Measures which details the manner in
which subsidies are paid and the reasons for their prohi-
bition.

Subsidies have affected trade in two broad ways. The
first is that production subsidies have been used to sub-
stitute domestic production for imports. Subsidies pro-
vided to domestic producers are broadly equivalent to
tariffs in protecting domestic production in that they en-
able an otherwise noncompetitive industry to provide the
goods domestically at or near the world price.

Loading corn in Williamsport, Indiana, 2001. Crossroads Farms, a family-owned corporate partnership with 12,000 acres in
western Indiana and eastern Illinois, was 2001’s top crop subsidy recipient in Indiana according to the U.S. Department of
Agriculture. PHOTOGRAPH BY MICHAEL CONROY. AP/WIDE WORLD PHOTOS. REPRODUCED BY PERMISSION.

In the early development of European economies
protective subsidies were used to stimulate production in
the mercantilist systems of the sixteenth and seventeenth
centuries. For example, Jean-Baptiste Colbert’s system in
seventeenth-century France, which was known for its
protective tariffs, also paid subsidies to textile and tapes-
try producers, glass manufacturers, porcelain makers,
and other luxury product producers. In contemporary
developed countries, subsidies often have been paid in
heavy industries, such as steel in the United States and
Europe and steel and shipbuilding in Japan. With the
growth of the Japanese economy in the early 1960s both
the European and U.S. steel industries pressed for protec-
tion in the form of subsidies. This was especially compli-
cated in Western Europe. The European Coal and Steel
Community was created in 1952 to coordinate Western
European steel production but losses in their competitive
position sent governments scrambling to protect domes-
tic industry rather than fostering international coordina-
tion. In the United States steel received subsidies long
after the 1893–1979 Toyko Round of the General Agree-
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ment on Tariffs and Trade (GATT) negotiations that set
codes for subsidies. In the late 1970s South Korea devel-
oped its steel and shipbuilding industries, and the major
steel producers in the rest of the world bargained for new
rounds of protective subsidies. However, the competitive
disadvantage of these heavy industries was too great to
sustain, and most of these policies have been moderated.

In less developed countries production subsidies
have been one of the features in import-substitution in-
dustrialization attempts, such as those in Brazil in the
1960s. Throughout Latin America in the 1960s, countries
attempted to reduce their foreign obligations by support-
ing domestic production of industries. To a large extent,
import-substitution policies ended in failure because
these industries could not compete and gradually were
either privatized or phased out. Production subsidies
have been used to stimulate industries in colonial mar-
kets for sale to the mother nations, as in the case of Brit-
ish subsidies (known then as “bounties”) to U.S. indigo
production in the Deep South for use in the British textile
industry. Of course, with the end of colonial protection
after the American Revolution, indigo production in the
South collapsed. From the sixteenth through the nine-
teenth centuries, this same pattern of colonial support for
agricultural products was common throughout Latin
America. In fact, the use of subsidies in securing markets
and loyalty in satellite regions goes back to antiquity. Ro-
mans and Persians secured political and trade stability in
their empires by paying subsidies to foreign peoples in
the fourth to sixth centuries C.E. Similar subsidy-type
payments were also made in the Ottoman Empire.

Other, more sophisticated production subsidies are
linked to “strategic-trade models.” In these, firms with
some market power can cut prices, given the subsidies,
and command more market share. In industries with
high fixed costs, this can drive out competitors. A prime
example of this is the subsidies paid to the European air-
plane manufacturer Airbus. The strategic-trade motive of
subsidies has also been used throughout the “Asian
Tiger” economies, fostering infant industries until they
can fully compete in world markets.

The other type of subsidy that has affected trade is
direct-trade export subsidies. These are payments made
to domestic exporters to supplement low world prices
and provide higher returns for foreign sales. In this way,
subsidies are often linked to “dumping,” the practice of
selling goods abroad for less than in the domestic econo-
my. Domestic taxpayers fund these schemes, which the
government runs to counteract unequal trade balances,
as in the case of U.S. exports to China, or to stimulate
foreign sales and rid the domestic economy of produc-
tion surpluses (generated by other payments schemes),
as in the case of U.S. and European agricultural goods.

Because the subsidies are financed with public taxes, the
deadweight loss to the domestic economy is usually
greater than the benefit to those receiving the payments.
The effect on foreign countries is less clear, though.
Clearly, countries with many foreign producers of the
good are harmed by the increased sales that reduce prices
and reduce market shares, too. However, paying lower
prices helps countries that are large importers of the sub-
sidized good.

Perhaps the most notorious contemporary example
is the large subsidies provided to agricultural exporters.
These subventions are the direct result of payment
schemes that provide agricultural producers with guar-
anteed prices higher than market prices; obviously, this
causes overproduction. The surpluses generated by the
domestic-payments schemes are sold on the world mar-
ket at the world price, but domestic exporters receive the
world price plus an export subsidy. This has been the
practice of the Common Agricultural Policy of the Euro-
pean Union and the United States in many temperate
products. It has been shown that these subventions have
increased the variability of, and ultimately decreased,
world prices. Even many food-importing countries have
been harmed by these policies. For example, many Afri-
can economies are “food-deficit” (i.e., they need to im-
port foodstuffs to feed their population), but the low
world prices have reduced the incentives to expand do-
mestic production, keeping these food-importing na-
tions dependent on foreign supplies.

Because of their deep involvement with agricultural
supports, neither Europe nor the United States pressed
for the elimination of export subsidies in agriculture in
the GATT talks before the Uruguay Round in 1986–1994.
At the Kennedy Round in the early 1960s antidumping
measures were negotiated, and at the Tokyo Round in the
1970s export subsidies were limited, with special provi-
sions made for less-developed countries. In the WTO ne-
gotiations of 1999 antidumping and subsidy guidelines
were codified under the Subsidies and Countervailing
Measures Agreement (the “SCM Agreement”), but they
are relatively easily avoided through side agreements and
by showing special harms to domestic industries.

Both production and export subsidies have affected
the overall distribution and size of world trade. Subsidies
have been made both indirectly and directly, either to
promote domestic industries over foreign ones or to
dump domestic overproduction (often due to other pro-
duction-subsidy programs) on world markets. All these
types of payments reduce economic welfare in a global
context, as their costs outweigh their benefits. Even stra-
tegic trade uses of subsidies have a beggar-thy-neighbor
impact on the rest of the world.
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SEE ALSO Agriculture; Balance of Payments;
Cargoes, Freight; Cargoes, Passenger; GATT,
WTO; Industrialization; Japanese Ministry of
International Trade and Industry (METI);
Shipbuilding; Shipping, Merchant; Russia;
United Kingdom; United States.
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SUEZ CANAL
The Isthmus of Suez, a 105-mile slip of land at the west-
ern extreme of the Sinai Peninsula, separates the Medi-
terranean Sea from the Red Sea. Ever since pharaonic
times it has attracted merchants and empire builders be-
cause it offers the shortest route between these two im-
portant bodies of water. Approximately 4,000 years ago
Egyptian pharaohs of the Twelfth Dynasty constructed a
canal that joined the Red Sea with the Nile Delta, thereby
facilitating Egypt’s trade with the East. Although the
canal fell into disuse, Ptolemy II reexcavated it around
250 B.C.E., restoring it to commercial importance. It again
fell into disuse, and plans to revive a canal did not appear
again until the French invaded Egypt in 1798.

EUROPEAN INTERESTS

The young Napoleon Bonaparte (1769–1821), who led
36,000 soldiers into Egypt in 1798, envisioned making
Egypt a French colony. To this end, he took with him a
number of scholars who were eager to transform Egypt
through colonialism. Among them was an engineer, J. M.
Lepére (1763–1841), who made the first modern survey
of the isthmus, wrongly concluding that the Red Sea was

more than 32 feet higher than the Mediterranean and
that a canal would require an expensive series of locks.
Lepére’s miscalculation did not deter later groups, how-
ever, mostly French engineers, who continued to dream
of a canal that would unite Asia and Europe. But the in-
terested powers were not supportive. The modernizing
ruler of Egypt, Muhammad Ali (1805–1848), feared that
a canal would impinge on the autonomy of his country.
So did the Ottoman sultan, who still had formal jurisdic-
tion over Egypt. Britain supported the Ottoman state
against Russian expansion toward the eastern Mediterra-
nean, and so also opposed any canal project.

A French entrepreneur, engineer, and diplomat, Fer-
dinand de Lesseps (1805–1894) did not let these interna-
tional pressures deter him. Exploiting the friendship that
he had cultivated with Egypt’s new ruler, Abbas Pasha
(1854–1863), and the desire of many members of the
Egyptian elite to be seen as part of the European commu-
nity of nations, de Lesseps gained concessions in 1854
and 1856 that allowed him to establish a private, Egyp-
tian-registered construction company, which would cut
through the Isthmus of Suez and join the Mediterranean
and the Red Sea. In 1858, with nearly 92 percent of the
financial backing coming from small French investors
and from the Egyptian government, de Lesseps an-
nounced the foundation of the Suez Canal Company.

Constructing the canal itself proved difficult, but
eleven years later it opened to traffic amidst great fanfare.
On November 17, 1869, following the excavation of 99.4
million cubic yards of earth and at a cost of £18.144 mil-
lion (sterling), well in excess of the original estimate, the
first ships made their way through a channel that was 98
miles long, 28 feet deep, and along most of the way able
to accommodate traffic in only one direction. Ships wish-
ing to traverse in the opposite direction had to wait in
the fortuitously located lakes along the canal’s route.

Despite British opposition to the canal, British ship-
ping quickly dominated its traffic. The canal dramatically
shortened the route to the East, which previously had
gone around the Cape of Good Hope in South Africa.
Still, it was some time before steam shipping through the
canal was economically competitive with sailing around
the South African Cape. Indeed, in the first year of the
canal’s existence the Suez Canal Company’s results were
deeply disappointing. The total tonnage that passed
through the canal was a mere 22 percent of what the
Canal Company had predicted, causing a financial loss
of £383,570 (sterling).

Even so, the significance of the new canal was obvi-
ous to the European powers, which moved rapidly to
gain fuller control of it. By 1875 the new Egyptian ruler,
Khedive IsmaEil (1863–1879), on the verge of bankruptcy,
placed the Egyptian government’s 44 percent of the com-
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The Suez Canal opened to traffic on November 17, 1869. Final costs for the construction of the canal more than doubled the
original estimate. The waterway connected the Mediterranean Sea and Red Sea, and increased European trade efforts and the
colonization of Africa. ARCHIVE PHOTOS/GETTY IMAGES. REPRODUCED BY PERMISSION.

pany’s equity capital on the market. The British prime
minister, Benjamin Disraeli (1804–1881), quickly ac-
quired these shares for his government, making Great
Britain the largest shareholder of an Egyptian-registered
company that had its main administrative offices in Paris
and was run mainly by French engineers and financial
specialists. In 1888, at a conference in Constantinople,
the major European powers signed a convention guaran-
teeing freedom of transit through the canal in times of
war and peace for all ships, commercial and military. Al-
though the concession of 1856 had promised freedom of
passage, this had been abridged during the 1877 Russo-
Turkish conflict and again in 1882 when British forces
occupied the country militarily.

By 1880 the canal was the primary means of commu-
nication between Europe and the Orient. Cheaper, faster
transit stimulated frozen meat exports from Australia
and the export of tea, jute, rice, and other commodities
from India and other parts of Asia. One major benefi-
ciary was the city of Bombay, which became the primary
port of call for European shipping to and from India,
supplanting the old capital of British India, Calcutta. A
new product appeared at the close of World War I that

would dominate future canal traffic. Oil exports from
countries east of Suez, notably Iraq, Iran, and Saudi Ara-
bia, transited the canal and fueled Europe’s industrial
growth.

Oil exports, however, put new pressures on the
Canal Company. As the tankers increased in size, the
company had to deepen and widen the Suez channel in
order to keep the biggest tankers from using the Cape
route. Whereas the canal had originally been 200 feet
wide at the surface and 72 feet wide at its maximum
depth of 26 feet, by 1956 repeated and expensive efforts
had made it 500 feet wide at water level and 196 feet wide
at a depth of 35 feet. These improvements paid off amidst
growing world trade. From fewer than 500 in 1870, annu-
al transits reached more than 20,000 in 1966, with most
of the traffic moving from the oil-exporting countries to
Europe.

NATIONALIZATION OF THE CANAL

Abbas’s original concession to the Suez Canal Company
was to run for ninety-nine years from the opening of the
canal, at which time (1968) the company would revert to
the Egyptian government. Company efforts to extend the
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concession failed, and after World War II, with national-
ist pressures mounting throughout the Middle East and
the company accruing record profits, company officials
and Western diplomats feared nationalization. This pros-
pect became a reality on July 26, 1956 when the military
regime, led by Gamal Abdel Nasser (1918–1970), an-
nounced to a stunned international community that
Egypt would take over the canal, promising to compen-
sate the company’s shareholders at the current price of
their shares. The Egyptian populace, for whom the canal
had become the most glaring symbol of the exploitative
nature of European imperialism, was gleeful. Not only
had the existence of the canal provoked the British occu-
pation of the country, but since IsmaEil’s shares wound
up in British hands in 1875, Egypt had received minimal
returns on an undertaking for which they had supplied
a huge quantity of labor and nearly half of the original
financing.

British, French, and Israeli troops invaded Egypt in
October 1956, seeking to restore international control
over the canal and to unseat Nasser. Lacking support
from the United States, the invading powers were forced
to withdraw. After a brief closure, Egypt’s government-
run Canal Authority ran the canal successfully, thereby
proving wrong critics who had argued that the Egyptians
would be unable to do so. The canal closed again as a
consequence of the Arab-Israel War of June 1967, but
was reopened in 1975 as part of improving relations be-
tween Egypt and Israel. The Egyptians have proven ex-
pert administrators of the canal, which continues to be
a major artery of international communication and an
important source of hard currency for the Egyptian gov-
ernment.

SEE ALSO Ali, Muhammad; Bonaparte, Napoleon;
Canals; Containerization; Egypt; Empire,
British; Empire, French; Empire, Ottoman;
Imperialism; Mediterranean; Indian Ocean;
Nationalism; Nationalization; Persian Gulf;
Shipping Lanes; Ships and Shipping; Ship Types.

BIBLIOGRAPHY

Bonin, Hubert. Suez, du canal à la finance (1858–1987)
(Suez: From Canal Company to Financial Company
1858–1987). Paris: Economica, 1987.

Farnie, D. A. East and West of Suez: The Suez Canal in
History, 1854–1956. Oxford, U.K.: Oxford University
Press, 1969.

Georges-Picot, Jacques. The Real Suez Crisis: The End of a
Great Nineteenth-Century Work, tr. W. G. Rogers. New
York: Harcourt Brace Jovanovich, 1978.

Robert Tignor

SUGAR, MOLASSES, AND RUM
The sugarcane, native to Southeast Asia, saccharum offici-
narium L, is a stout, tall perennial grass averaging 10 to
12 feet. The plant was developed in Neolithic times and
was dispersed to the Middle East and Mediterranean re-
gions before it made its greatest impact in the New World
in an island-hopping trail.

The Portuguese implemented the spread of the sugar
industry beyond Europe. Sugar was produced profitably
in Algarve, and Portugal’s interest in the wealth derived
from Morocco’s sugar plantations was likely the driving
force for invasion and expansion into Africa. Their is-
lands in the Atlantic Ocean off the coast of Africa became
important centers in the fifteenth century. Decline in
production in Madeira influenced planters to move to
the Canary Islands, where they established sugarcane
husbandry on Gran Canaria, Tenerife, La Palma, and
Gomera. Both Madeira and the Canary Islands played
roles in its transfer to Cape Verde and São Tomé. The
sugar structure was developed on São Tomé, and eventu-
ally passed to the other side of the Atlantic.

On the Canaries, producers consisted of mill owners
and cane farmers (colonos, in nineteenth-century Cuba).
Similarly, labor on plantations was provided by renters
or sharecroppers, and enslaved Africans, who formed the
main labor force in the development of Atlantic sugar in-
dustry.

Columbus introduced sugarcane into Española in
the Caribbean region in 1493. The sugar economy did
not take off, but the foundations of the Atlantic planta-
tion system were firmly laid there. The industry passed
to Cuba as the Spanish settlers in Española moved to the
mainland in search of mineral wealth. In the second half
of the sixteenth century Cubans initiated a sugar industry
whose high-quality product formed the basis for its en-
trenchment in the nineteenth century.

In about 1515 the Portuguese carried sugarcane
from São Tomé to Brazil, where production began in the
1530s along the coast, where the climate and topography
combined to produce several of the finest conditions for
a sugar economy. The Sephardic Jews and “New Chris-
tians” combined to help to finance the establishment of
the industry; their coreligionists and familial linkages in
various ports in the South Atlantic and the Indian Ocean,
their predominant position in the Dutch economy and
the Portuguese colonial trades, and their involvement in
the industry itself allowed them to fill positions in all
areas of sugar production. Although sugar existed in
Mexico as early as 1524, Brazil was the most prolific sugar
economy until the Caribbean Islands surpassed it.

On Barbados in the 1630s settlers busily searched for
a replacement for cotton and tobacco, which, along with
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A worker for the J. M. Rum distillery tends to a sugar mill on the island of Martinique. Rum was originally made from
fermented molasses, a byproduct of sugar production. Most of the sugarcane grown on the Caribbean island of Martinique is used
for the production of rum, which is its main export. © OWEN FRANKEN/CORBIS. REPRODUCED BY PERMISSION.

honey and ginger, had reached their zenith. They had stiff
competition in the English markets, and the quality of to-
bacco was poor. With the help of the Dutch and Jews,
canes were planted on Barbados in 1641. Early attempts
at production met with poor results. Therefore, in 1649,
the planters revolutionized their method of husbandry
from planting canes obliquely in holes to planting cane
cuttings in trenches and allowing the canes to mature for
roughly fifteen months. This change improved the sugar
produced. Cane holes, which allowed extensive rattoon-
ing, became the preferred method of husbandry in the
Caribbean. From Barbados, sugar production spread to
the British Lesser Antilles and Jamaica towards the latter
half of the seventeenth century. The industry expanded
significantly during the nineteenth century in the territo-
ries belonging to the United States, including Puerto Rico
and Hawaii. Similarly, it was reintroduced into Cuba and
Santo Domingo in the nineteenth century, and flourished
in twentieth-century Cuba, but the sugar economy that
made the greatest advancement was India’s.

Sugar also has been produced from beets since as
early as the eighteenth century. In 1747 a Prussian chem-
ist, Andreas Sigismund Marggraf (1709–1782), discov-
ered the process of isolating and crystallizing sucroseed
from beet roots. With the destruction of Haiti, Napoleon
Bonaparte encouraged the production of beet sugar. This
has become a major crop in Europe and North America.

Until the eighteenth century there were two princi-
pal mill structures: animal and water. The trapiche was
an industrial mechanism drawn by draft animals with
rollers for grinding canes that were probably originally
horizontal. (In later mills, the rollers were constructed
vertically, allowing for more effective extraction of the
cane’s juice.) Gonzalo de Vellosa is credited with having
built it around 1516. The ingenios (engenhos in Portu-
guese) were larger and water-operated, and were more
productive than trapiches. Both mills had the basic sys-
tems of wheels, gears, and presses. Windmills existed
mainly in Barbados. There were various innovations in-
troduced to both types of mill, but no significant changes
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were made until the adoption of steam engines at the end
of the eighteenth century.

The major fuel for running grinding mills and distill-
ing operations was firewood, which contributed heavily
to the deforestation of the islands. Mill owners eventually
adapted their furnaces to burn megasse/bagasse (the peel
of the sugarcane). Also, mill owners experimented with
new containers to save energy. The most innovative use
of energy was the arrangement of the kettles to allow a
single furnace or fire to heat the syrup in all: the largest
kettle containing fresh cane syrup was furthest from the
heat, allowing for better evaporation, and then the size
of the kettles decreased as they got closer to the furnace.
A five-kettle arrangement was known as the Jamaica train
in the British West Indies; it was widely imitated by pro-
ducers in others nations such as France. As the sugar fac-
tory developed, the trains contained up to nine kettles.
The factory was usually centrally located and coopera-
tively owned. Subsequently, it was outfitted with steam
engines that used coal for fuel. The invention of the vacu-
um pan in the 1830s revolutionized the manufacture of
sugar and made it possible for the liquid in the sugar to
evaporate at much lower temperatures than previously.
Its general adoption in the British Caribbean materialized
slowly because of the economic decline of the sugar in-
dustry and the impending end of slavery.

In the older system of processing, or wash, during
its conversion cane juice produces a scum known as mo-
lasses. This is removed and stored in special containers
to be used in rum production. Rum making was probably
the only manufacturing activity in which planters were
engaged without opposition from imperial rulers. Molas-
ses is taken from the holding tank to very large oak vats,
where it is added to water in the ratio of about 1:8, de-
pending on the level of alcohol desired. Yeast is added
and consumes the sugar, producing alcohol and carbonic
acid. The wash is transported to the still via pipes. There
it is boiled and converted into steam, which passes
through a coil called a worm pipe. At the end it is cooled,
condenses into rum, and held in specially prepared tanks.
The rum exceeds 140 proof (70% percent alcohol), which
is too strong for consumption, so it is diluted with special
water, colored, and placed into red-oak casks (which also
color the rum) for aging. The processed rum is then car-
ried to special tanks which are checked daily by the coun-
try’s custom officers.

SEE ALSO Agriculture; Brazil; Empire, British;
Empire, Dutch; Empire, French; Empire,
Portuguese; Jamaica; Laborers, Coerced; Labor,
Types of; Slavery and the African Slave Trade;
Wine.
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SUMITOMO
One of the leading four zaibatsu (enterprise group) in
prewar Japan, Sumitomo sometimes advertises itself as
the oldest company in the world, a plausible claim given
its founding in the early seventeenth century. It came to
prominence during the Tokugawa period (1600–1868)
through its management of the Besshi copper mine, lo-
cated on the island of Shikoku. By the early eighteenth
century this mine was producing 20 percent of all copper
mined in Japan. In addition to being used extensively for
coinage in Japan, copper also became a major Japanese
export to India and Europe and, increasingly from the
late seventeenth century, to China, as the Chinese gov-
ernment shifted toward copper coinage.

Sumitomo’s dependence on copper left it somewhat
vulnerable during the period of the Meiji Restoration
(1853–1880), for during the Tokugawa period it had
chartered the Besshi mine from the bakufu (the Toku-
gawa government), which owned all the mines in the
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country. During the Restoration it had to hire the ser-
vices of a special agent, Hirose Saihei (1828–1914), to
persuade the new Meiji government to allow it to retain
legal possession of the Besshi mine. Successful in the mis-
sion, Hirose stayed on as Sumitomo’s main manager but
handled the enterprise’s affairs with a conservative strate-
gy, not diversifying into other fields as its competitors
Mitsui and Mitsubishi had, and not bidding on enter-
prises sold by the government in the 1880s. Nevertheless,
by the mid-1890s Sumitomo had established its own
bank, and not unlike Mitsubishi at the same time, em-
barked on a diversification strategy based on close link-
ages between its core copper business and emerging in-
dustrial enterprises. In doing so it was responding to a
governmentally induced demand generated during a pe-
riod of warfare (the Sino-Japanese War of 1894–1895 and
the Russo-Japanese War of 1904–1905), subsidization,
and military buildup. In 1901 it purchased a steel firm
started by former engineers at the government-owned
Yawata Steel Works. This provided the basis for Sumito-
mo’s increasing concentration in heavy industry, com-
bining steel and copper manufacturing. It supplied the
navy with ship equipment and seamless steel pipe and the
railways with rolling stock, wheels, and axles, especially
after the nationalization of the railways in 1906. Moving
increasingly into metal manufacturing and utilizing its
Besshi mine for raw material, it also established a copper-
manufacturing firm that was responding to emerging
markets for copper wiring, including China. From
roughly 1900 to the 1930s Sumitomo’s investment strate-
gy eventually made it the zaibatsu with the highest per-
centage of its manufacturing in heavy industry.

Sumitomo’s industrial strategies were complement-
ed by rapid expansion of the international operations of
its bank, especially in the United States and China, where
it was active not only in Shanghai but also in Hankow.
The industrial functions its bank performed in China
were related to financing the cotton trade, aiding its ex-
ports of copper products, and distributing communica-
tions equipment. As an important base for the future, in
the 1930s Sumitomo indirectly became linked to the
communications industry through involvement with
Nippon Electric Company (NEC), Japan’s leading manu-
facturer of telephone equipment and a subsidiary of the
U.S. firm Western Electric. As a means of promoting do-
mestic industry and reducing foreign links in strategic in-
dustries, the Japanese government, through controls ad-
ministered by the finance ministry, forced foreign firms
to reduce their holdings in their Japanese subsidiaries. As
a result of this policy, during World War II Sumitomo
firms eventually came to own virtually all the shares of
NEC, though these were later disbursed during the U.S.
occupation of Japan (1945–1952).

As with other leading zaibatsu, in the early stages of
the occupation Sumitomo’s holding company was abol-
ished. As a zaibatsu Sumitomo’s strategy had been dis-
tinctive in several ways. First, it had not participated in
the purchasing of government assets in the 1880s when
the Meiji government sold off many of its earlier invest-
ments. Second, it had never established a trading compa-
ny. However, with many of its personnel out of work in
the early stages of the occupation, Sumitomo finally set
up its own trading firm, a strategy facilitated somewhat
by the abolition of the Mitsui and Mitsubishi trading
companies in July 1947. In later decades Sumitomo’s
trading firm did much to promote new technology. Also,
through its earlier affiliation with Sumitomo, NEC be-
came a key member in the post-war Sumitomo group. As
the largest computer manufacturer in Japan, NEC lent a
hi-tech aura to the Sumitomo group during the technol-
ogy boom of the 1980s.

S EE A LS O Automobile; Banking; Empire, Japanese;
Finance, Insurance; Industrialization; Japan;
Mitsui; Shipping, Technological Changes;
Yokohama.
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SWEDEN
Sweden’s economy and trade have to a large degree been
shaped by the country’s geographical location. Situated
in Europe’s northern periphery, Sweden had rather dis-
advantageous conditions for agricultural development,
and it was geographically distanced from the more ad-
vanced economies of the western and southern parts of
the Continent. On the other hand, the long coastline and
sea connections across the Baltic and North seas encour-
aged the Swedes to develop maritime transportation
from the Viking Age onwards. Sweden’s large territory
provided natural resources that in the course of time
turned into valuable export commodities. The combina-
tion of overseas connections and rich natural resources
is the major precondition for Sweden’s commercial inte-
gration within the orbit of Western European and Atlan-
tic economies, and is a vital factor in its economic devel-
opment and contemporary wealth.
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Between 1450 and 1600 Sweden’s most important
commercial contacts were with the Hanseatic towns on
the southern coast of the Baltic Sea. Sweden exported
metals, mainly pig iron, and hides, fish, and butter, and
imported primarily salt and beverages. The country did
not participate in the significant Dutch-Baltic grain
trade, and contacts with Western Europe were rather
limited. Nevertheless, by the sixteenth century the Swed-
ish state began to introduce a conscious economic policy
that aimed to promote foreign exchange and develop do-
mestic industries. In the first half of the seventeenth cen-
tury Sweden’s foreign trade expanded tenfold. The major
part of the increase related to iron and copper exports.
At the same time, the center of trade shifted from Hanse-
atic towns such as Lübeck and Danzig to the Dutch Re-
public. Military and diplomatic cooperation between
Sweden and the Dutch Republic played a crucial role in
transformation and expansion of Sweden’s foreign trade.

After 1648 Swedish and Dutch interests diverged as
Sweden’s commercial policy increasingly followed mer-
cantilist ideas. The expansion of iron exports continued,
and in the second half of the seventeenth century Sweden

Stockholm, the capital of Sweden, sits on a strategic waterway location for international trade. The city was founded in the
mid-thirteenth century and started its growth as a fishing village. Since then, it has grown to be an important cultural and
educational center in Europe. PHOTOGRAPH BY SUSAN D. ROCK. REPRODUCED BY PERMISSION.

became the leading iron supplier in Europe. From the
1670s England replaced the Dutch Republic as Sweden’s
main commercial partner because of English purchases
of Swedish iron—a position of primacy that England
held until the introduction of puddled iron in about
1800.

During the whole eighteenth century iron remained
Sweden’s major export article, but the importance of for-
est products such as tar, pitch, and sawn goods (“naval
stores”) also increased. As one of the few large suppliers
of naval stores in the “age of sail,” Sweden was a strategi-
cally important partner for all maritime powers. Despite
the limitation of Sweden’s exports to three or four major
staple commodities, the country’s imports comprised a
large variety of goods, from Baltic grain and Portuguese
salt to manufactured goods, textiles, colonial goods,
wine, and others.

Even after the loss of its great power status in 1718
Sweden continued to develop its mercantilist policy. Im-
ports of many manufactured and colonial goods were
prohibited or limited and domestic industries were pro-
moted—with ambiguous results. The Swedish Naviga-
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tion Act (1724) encouraged shipping under the Swedish
flag, and it developed rather successfully, especially dur-
ing the second half of the century, when Swedish vessels
benefited from their neutrality in wars between the
prominent maritime powers. Between 1731 and 1813
Sweden also had its own East India Company, which
played an important role in the tea trade, even though
the company’s impact on the domestic economy was
somewhat limited.

By the mid-nineteenth century Sweden was an inte-
grated part of the world commercial system, but the val-
ues and volumes traded were not very large, and the
country had a rather underdeveloped economy by con-
temporary standards. In the ensuing century Sweden
went through a remarkable modernization. Between
1870 and 1970 Sweden, together with Japan, enjoyed the
world’s highest growth rates per capita; from a rather
poor country in Europe’s periphery Sweden became by
1970 one of the wealthiest nations in the world. The role
of exports in this development is disputed, but it is clear
that they grew rapidly.

Three factors fuelled Sweden’s export growth in the
period: forests, iron, and supply of cheap hydroelectric
power. Expansion of forest-product exports after 1850
came in response to the rising global demand for sawn
goods, and it also was connected to the exploitation of
Sweden’s immense northern forests. By the late nine-
teenth century sawn goods exports went through struc-
tural changes: first from sawn goods to pulp, and then
from pulp to paper. In a few decades Sweden became one
of the world’s leading paper exporters, a position that it
still holds. In trade terms the importance of iron industry
declined after the mid-nineteenth century, yet in general,
the industry adjusted successfully to new conditions, with
new products with high added value and the rapid expan-
sion of iron ore exports.

The years around 1900 were a period of break-
through for new technologies and new energy sources
(oil and electricity). Many Swedish companies were es-
tablished during this period, including Ericsson (tele-
communications), Alfa Laval (processing equipment),
SKF (industrial bearings), and ASEA/ABB (electric power
transmission), all employing original Swedish inventions
and innovations. These companies grew rapidly and ex-
panded abroad. Together with the forest-based indus-
tries, they created a platform for the expansion of Swed-
ish exports after the end of World War II in 1945, when
Sweden with its undamaged industrial capacity increased
its share of export markets.

The economic crisis of the 1970s severely damaged
Sweden’s economy and trade. The iron and steel indus-
tries went through deep structural changes, and the ship-
building industry, previously an important export sector,

disappeared. In the 1980s and 1990s Sweden continued
to adjust to the new conditions of global trade by special-
izing in knowledge-intensive products. Thus, around
2000, the most dynamic part of Sweden’s export trade
centered on telecommunications (Ericsson) and pharma-
ceuticals (AstraZeneca), although exports of cars and
trucks were also important. Sweden’s entry into the Eu-
ropean Union (EU) in 1995 strengthened its commercial
relations with Europe, and in 2000 about half of Swedish
trade was with other EU countries. The most important
trading partners were Germany, the United States, and
the neighboring Nordic countries.

S EE A LS O Agriculture; Balance of Payments;
Cargoes, Freight; Cargoes, Passenger; Common
Market and the European Union; Denmark;
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Great Depression of the 1930s;
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SYDNEY
Sydney is the oldest and most populous city in Australia.
Established in 1788, when the Industrial Revolution was
in full swing in Great Britain, Sydney became the link be-
tween a large and prosperous primary producing region
and the ships that sent cargoes of raw materials and food
to hungry British markets. Sydney’s location—on rocky
terrain with deep harbor frontages—was both a draw-
back and a blessing. Unlike its rival Melbourne, Sydney
was founded as a convict settlement and was never in-
tended to become a major commercial town. The town
site, adjoining the harbor at Sydney Cove (where a stream
supplied fresh water), provided little flat land, and the
town’s layout and expansion was largely unplanned. In
the first half of the nineteenth century the profitable ex-
port of wool to English textile mills kept Sydney’s
wharves and warehouses busy, and in the second half of
the century the New South Wales parliament built a net-
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work of railways, centered on Sydney, that opened up the
rural hinterland further.

By 1901 Sydney had regained the title of Australia’s
largest city that it had lost to Melbourne during the gold
rushes of the 1850s. With close to half a million inhabi-
tants, the city was a substantial source of demand in its
own right. Manufacturing of items such as clothing, food
and drink, building materials, and farm machinery was
the major source of employment, but this was for local
consumption, and primary products remained the major
source of export income. Sydney was growing fast, but
its earlier unplanned growth was beginning to create
problems: the public transport system was inefficient,
working-class housing areas were rundown and over-
crowded, drinking water was in short supply and of poor
quality, and raw sewage flooded low-lying areas and
drained into Sydney Harbour. An outbreak of bubonic
plague that killed 103 people in 1900 drew attention to
the unhealthy living conditions in the Rocks, Sydney’s
major dockside district.

Sydney’s continuing growth in the twentieth century
was made possible by infrastructure improvements fi-
nanced largely by the state government, and by federal
tariff and immigration policies that stimulated the
growth of manufacturing. Before World War I the tram-
way and suburban railway system was electrified, and
from 1926 an underground rail loop took commuters
into the heart of the city. The iconic Sydney Harbour
Bridge, opened in 1932, stimulated suburban develop-
ment north of the harbor. Corporations sought econo-
mies of scale by locating in Sydney, and the availability

of cheap land saw new factories open up at the edge of
the metropolitan area. Population growth after World
War II created a shortage of affordable housing, mount-
ing traffic congestion and demands for the construction
of new roads, and battles between developers and those
who wished to conserve the urban environment.

At the end of the twentieth century Sydney was a
sprawling metropolis with a population of over 4 million.
Its economy reflected the increasingly globalized and de-
regulated nature of the Australian economy. Corporate
headquarters and other office buildings jostled for a view
of the harbor, and Sydney’s trade had become more di-
versified, with exports of resources (such as coal and iron
ore) and services (notably tourism) reducing its tradi-
tional reliance on exports of wool. Sydney is now a sup-
plier to the world, with important trade links to Asia and
North America.

S EE A LS O Agriculture; Australia and New
Zealand; Banking; Cargoes, Freight; Cargoes,
Passenger; Chambers of Commerce;
Containerization; Empire, British; Free Ports;
Harbors; Port Cities.
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TAGORE FAMILY

Dwarakanath Tagore (1794–1846), the scion of Tagore
family of Calcutta, was the most prominent of the entre-
preneurs and businessmen in eastern India in the 1830
and 1840s. His goals were twofold: first, to carry over the
commercial partnerships and other organizational forms
of the mercantile age into the industrial age; second, to
import the Industrial Revolution into India and to adapt
the steam engine to commercial use. He organized the
first coal-mining company and the first steam-tug and
river-steamboat companies. He was also one of the coun-
try’s pioneer railway promoters. In order to facilitate
these enterprises he launched a commercial bank and in-
surance companies. Simultaneously, he ventured into
ocean shipping, and tried to apply modern technology
and organization to tea planting, salt manufacturing, and
sugar refining. In all these enterprises he associated Brit-
ish partners.

In 1829, with the failure of the Commercial Bank, he
was instrumental in opening the Union Bank. In 1834 he
launched his own agency house—Carr, Tagore, and
Company—in partnership with William Carr, and thus
entered into a new stage of his career as a man of busi-
ness. The agency house was mostly engaged in the pro-
duction and export of country products such as indigo,
sugar, and silk. Dwarakanath’s insurance business started
with the New Oriental Life Insurance Company in 1834.
He embarked on the production of indigo in 1821 and
of raw silk in 1835. Although his operations in sugar pro-
duction were not quite successful, he produced rum (as
a byproduct of sugar) for export. But the heart of his
business empire was coal mining in Raniganj, 130 miles

from Calcutta. Finally, his firm was also involved in
ocean shipping. He himself owned major shares in at
least six ships, and Carr, Tagore, and Company acted as
agent for five others.

Most of Dwarakanath’s enterprises, though brilliant-
ly conceived, failed or nearly failed in the long run be-
cause of poor management. Dwarakanath himself was so
much preoccupied with other things that he could not
devote much time and attention to his commercial enter-
prises. In addition, his British partners came and went
away too quickly, and they were involved in too many
ventures to give careful attention to management. Yet, in
the short term, his record of success was quite impressive.
He was a shrewd, realistic, and imaginative businessman,
and his idealism provided him with just the right amount
of readiness to explore new economic opportunities.

None of the descendants of Dwarakanath, except
one of his grandsons, Jyotirindranath Tagore, was in-
volved in any business ventures. Jyotirindranath started
with indigo plantation, and though this enterprise failed
because of the advent of synthetic indigo, he earned a
sizeable profit from his firm. He utilized this for his new
enterprise—a river transport service. With the ship Saro-
jini he opened a steamer service between Khulna and
Barisal in East Bengal in 1884, then he bought four more
ships for service in the same sector. A British enterprise,
the Flotilla Company, entered into the same business and
there followed intense competition. To combat this, Jyo-
tirindranath reduced the fare so much at one stage that
his company suffered huge loss. Ultimately, he had to
wind up his business.
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TAIWAN
Taiwan is one of the most dynamic economies in the
world. Today, at the beginning of the twenty-first centu-
ry, if you buy a high-end laptop computer in the United
States, chances are good that it was made in Taiwan.
Trade has been important to Taiwan for 400 years.

THE DUTCH AND THE QING ERA

Little is known about Taiwan before the seventeenth cen-
tury. When the Dutch established settlements on the west
coast of the island in 1624, there were some Chinese and
Japanese there, but the main residents were aborigines
who engaged in hunting and fishing. The Dutch soon re-
alized that the island’s deer hide and sugar were profit-
able tradable goods. From 1633 to 1660 the annual ex-
port of deer hides averaged 71,915 pieces, mostly to
Japan. Taiwan also exported sugar to Japan and Persia.
To boost sugar production, the Dutch imported farmers
from China during the farming seasons to work on cane
plantations.

The Dutch were ousted by Cheng Ch’eng-kung
(Koxinga) in 1662, and that regime was surrendered to
the Qing dynasty in 1683. The next year, the Qing court
lifted the ban on international trade, and Amoy was des-
ignated as China’s only entrepôt. Amoy is located in the
southeastern part of the China mainland, just across the
Taiwan Strait from Taiwan, so although the Qing policy
shut the door to direct international trade, Taiwan’s
sugar and deer hides continued to be exported through
Amoy (Ng 1983).

As a new territory of China, Taiwan had plenty of
fields and a relatively small population, and Chinese were
attracted to Taiwan to cultivate land. As more and more
Chinese came, deer disappeared from the plains. Conse-
quently, the deer-hide export decreased and the liveli-
hood of the aborigines was affected. In the same time,
there was a boom in the export of rice. During the eigh-
teenth and nineteenth centuries there were recurrent
food shortages in the southeastern provinces of China,
and the rice export help to alleviate the problem.

From the late seventeenth to the mid-nineteenth
century Taiwan traded only with mainland China. Dur-
ing that time, China was a stagnant, traditional economy;
its long-term per capita GDP has been estimated to be
zero (Maddison 1998). Had China been a growing econ-
omy, Taiwan probably would have benefited more from
trade. After the first Opium War of 1839 to 1842, China
was forced to open five ports for international trade. In
1860 Taiwan’s Tamshui and Takao (Kaohsiung) were
also open for trade. After being closed for almost 200
years, Taiwan once again joined the international market.
Within only a few years, a new industry was established
in northern Taiwan.

Beginning in the mid-eighteenth century, tea was the
most important export from China (Gardella 1994).
Most of the tea was produced in northern Fukien, but the
booming tea industry had no effect on Taiwan, even
though Taiwan had been a prefecture of the Fukien prov-
ince before 1886. A Scottish merchant named John Dodd
discovered that northern Taiwan was suitable for tea
growing and began to build a tea industry there. In 1865
the tea export from Tamshui was valued at £180,859
pounds. Twenty years later the export value reached
£16,237,179 pounds, a ninety-fold increase. At the end of
the nineteenth century tea became the primary export
from Taiwan, surpassing sugar and rice. The most im-
portant import was opium, which in some years account-
ed for more than 60 percent of the total imports.

THE JAPANESE ERA

Taiwan was ceded to Japan after the Sino-Japanese War
of 1894. Under Japanese rule, Taiwan’s traditional econ-
omy was quickly modernized. The modernization started
with infrastructure constructions: a north-south railway
was built in 1898 to 1907, and the Keelung and Kao-
hsiung ports were dredged. Upon the completion of the
projects, export goods produced on the western coast
were transported to either Keelung or Kaohsiung by rail-
way, and then shipped to Japan by big steamships. The
transportation system enhanced both external and do-
mestic trade.

In another reform by the colonial government, an is-
land-wide census and a cadastral survey conducted in

Taiwan
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Taiwan’s exports and imports, 1903–2000

SOURCE: Compiled from official national income statistics, Taiwan Provincial Government (1950), Mizoguchi and Umemura (1988), and Kuo
et al. (1997).
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1898 to 1904 was followed by land reform. The reforms
increased the efficiency of tax collection, thus enabling
the government to reduce the land tax rate. As a result,
Taiwan became an attractive spot for Japanese investors.
In the 1900s several Japanese companies setup modern-
style sugar mills in Taiwan, and within a few years sugar
surpassed tea and rice to become the island’s most im-
portant export. In 1890 Taiwan exported 43,282 tons of
sugar. This figure increased more than fourfold to
187,105 tons in 1910.

Taiwan also exported rice to Japan. In 1910 rice’s
share of total exports was 11.7 percent, whereas the share
of sugar was 58.9 percent. In the mid-1920s Taiwan de-
veloped a new breed of rice, called Ponlai, which particu-
larly appealed to Japanese tastes. Within only a few years,
Ponlai rice exports rose sharply. In 1935 sugar’s share of
total export was 43.2 percent, and rice’s share increased
to 30.1 percent. Up to the end of the 1930s, Taiwan’s ex-
port (and import) to GDP ratio shows a clear upward
trend. World War II caused the downward trend in the
1940s.

When Taiwan became a colony of Japan in 1895,
Japan was the more advanced economy. In trading with
Japan, Taiwan learned better technologies and estab-
lished more efficient institutions based on Japanese mod-
els, and this enabled it to produce goods of higher quali-
ty. The development of Ponlai rice was just one example.

AFTER 1945

At the end of the World War II, in 1945, the Allies hand-
ed Taiwan over to the Kuomintang (KMT) on the main-
land. During the Japanese colonial period Taiwan had
traded mainly with Japan, and now mainland China
again became its main market. When, four years later, the
Communists defeated the KMT, the KMT lost China,
and Taiwan lost its mainland market. Starting in 1950
Taiwan had to compete directly with the rest of the
world. In the end, this proved to be good because Tai-
wan’s economy became more competitive than ever, but
at first the difficulties of international trade were formi-
dable, and the economic policies of the KMT, who had
retreated to Taiwan, made a bad situation even worse.

In the early 1950s the government adopted an im-
port-substitution policy to encourage the production of
goods for domestic demand. To prevent competition
from abroad, heavy tariffs were levied on many imports,
and a multiple-exchange-rate system was set up. The
KMT thought that control and regulation was the only
way to solve Taiwan’s economic problems, but the poli-
cies actually had a detrimental effect on the economy (Ho
1978). What rescued Taiwan was foreign aid delivered by
the United States after the outbreak of the Korean War
in1950, lasting until 1965.

Initially, the U.S. aid helped to secure Taiwan’s fu-
ture, but the focus of the program later changed to devel-
opment. Besides financing infrastructure constructions,

Taiwan
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the U.S. aid program encouraged deregulation and pro-
moted the notion of the market mechanism (Jacoby
1966).

In the late 1950s, with pressure from the United
States, the import-substitution policy was replaced by an
export-expansion policy. The multiple-exchange-rate
system was dismantled, and the currency was devalued.
The government adopted a series of tax-incentive mea-
sures to boost exports (Jenkins, et al. 2003). Export ex-
pansion became—and continues to be—Taiwan’s funda-
mental economic policy, with specific policies evolving
over time. As the government tried hard to boost exports,
high tariff protection and import restrictions remained.
It was not until the mid-1980s that tariffs were reduced
and real deregulation was pursued. Whether the govern-
ment’s intervention policy was the key to Taiwan’s devel-
opment remains an open question. What is clear is that
the export sector did show a dramatic increase starting
early 1960s, although the content of exports changed
over time. Agriculture goods accounted for as much as
90 percent of exports in the mid-1950s, but less than 2
percent in 2001. Textiles and clothing accounted for 17
percent of exports in 1986, and only 6.9 percent in 2001.
In contrast, the share of information products increased
from 5.1 percent in 1986 to 20.9 percent in 2001.

In the 1980s, 41.7 percent of Taiwan’s exports were
sold in the United States, whereas only 8.5 percent were
sold to China’s mainland. In 2002, however, China’s
share soared to 31.2 percent, surpassing the United States
to become the most important export market. Since the
KMT’s retreat to Taiwan in 1949, China continued to
claim its sovereignty over the island, while Taiwan main-
tained that it is an independent country. The rise of
China in the world economy has made the scenario more
complicated. How Taiwan manages to live with a thriving
Chinese economy is the most challenging task facing the
policy makers of Taiwan in the future.

S EE A LS O Balance of Payments; Canton System;
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TATA FAMILY ENTERPRISES
The Indian Tata family enterprises began in 1850 when
Nusserwanji Tata (1822–1886) started trading cotton and
opium to Japan and China, and bringing tea, silk goods,
camphor, cinnamon, copper, brass, and China gold to
India. Nusserwanji Tata and his son Jamshetji N. Tata
(1839–1904), who joined him in 1858, became wealthy
between 1862 and 1867 by shipping large amounts of cot-
ton to Liverpool during the U.S. Civil War, and later by
providing supplies to the British Indian army during the
1867 invasion of Abyssinia. Jamshetji Tata used his share
of the fortune to extend his trading in Shanghai and Yo-
kohama, and he opened branches in Paris, London, and
New York supplying Indian cotton, Persian Gulf pearls,
and opium. He also started investing in real estate, and
built several cotton mills and the Taj Mahal Hotel in
Bombay (Mumbai). He tried replacing imported British
yarn and using finer-spun yarn to weave finer cloth from
Indian cotton. In 1883 he proposed plans for a large-scale
steel industry, a hydroelectric syndicate, and an institute
of science. In 1887 he established Tata Sons Private Lim-
ited (in 1917 it was renamed Tata Sons and Company),
which was not linked to production or sales but to net
profit. Between 1916 and 1939 Tata Sons grew to be a
giant interlocking managing agency with interests in fi-
nance, real estate, trading, and industrial ventures.

DEBATE OVER EMPIRE AND DEVELOPMENT

After a series of famines, many Indian nationalist leaders,
who had supported British rule as a “progressive” force
for modernization, began to blame British rule for drain-
ing India’s wealth and perpetuating poverty. Nationalists
also believed that India’s poverty could be eliminated
only by rapid industrialization with the help of colonial
government protection and patronage. These leaders
began investing in various industrial ventures to set an
example of self-help, and they later supported the
Swadeshi (self-reliance) movement. But the British colo-
nial government insisted that they were making India
prosperous through good governance, law and order,
and the introduction of railways.

While benefiting from the Swadeshi movement in
raising capital for his 1907 steel project, Tata cultivated
a public image both as a loyal colonial subject of Britain
(through published letters) and as a nationalist by (reluc-
tantly) donating funds for the Indian National Congress
Party’s annual session. His efforts, and the persistent
pressures of nationalist leaders and the Swadeshi move-
ment bore fruit as British steel started losing its competi-
tion with Germany and the United States, and no British
capitalists showed any interest in making steel in India.
The British colonial government, anticipating a possible
world war and hoping to keep control over India’s steel

Ratan Tata, current leader of the Tata family of businesses.
Tata is descended from Jamsetji Nusserwanji Tata (1839–
1904), who started the business and oversaw its diversification
into industries as varied as iron and steel works, hydroelectric
power, and hospitality. ARKO DATTA/AFP/GETTY IMAGES.

REPRODUCED BY PERMISSION.

market, allowed Tata to invest in the steel industry and
promised a market for its products. The Indian National
Congress Party declared Tata’s steel company a national
industry and helped it control its labor unrest from 1920
to 1946.

Until World War I Tata steel survived without pro-
tection by selling pig iron to Burma, Ceylon, Java, China,
Manchuria, Japan, Australia, New Zealand, and the Unit-
ed States. By 1928 to 1929 Tata Iron and Steel Company
(TISCO) was the cheapest large-scale producer of pig
iron in the world. TISCO opened offices in New York
and London, and new industrial subsidiaries to absorb its
surplus pig iron and steel.

Furthermore, Tata gained the government’s good-
will during World War I by supplying all its steel for war
purposes at a loss. In turn, the colonial government pro-
vided tariff protection to TISCO in 1924 against dump-
ing by Germany and the United States. TISCO flourished
under protection, and it remained until 1946 the domi-
nant source of steel in India. During World War II Tata
Sons assured British officials of their complete support.

Tata Family Enterprises
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Tata Engineering’s new model, Aria, at the Auto Expo in New Delhi, 2000. A rising middle class in India has opened the way
for companies like Tata to enter the domestic market for consumer goods such as automobiles and mobile telephones. ARKO DATTA/

AFP/GETTY IMAGES. REPRODUCED BY PERMISSION.

Homi Mody (1881–1969), one of the directors of Tata
Sons, joined the viceroy’s executive council in 1941, sup-
porting the brutal measures used to quell an August re-
bellion. But after India’s independence in 1947 Tata Sons
tried to build their image as nationalists.

Tata Sons, a managing agency for all Tata enter-
prises, was involved in drawing a “Bombay Plan” visual-
izing the doubling of per capita national income within
fifteen years through quick development of basic indus-
tries. But lacking modern technology, Indian capitalists
were compelled to seek foreign collaborators. Tata Enter-
prises also received tariff protection in independent
India, which helped it to expand and flourish.

EXPANSION OF TATA FAMILY ENTERPRISES
AFTER INDEPENDENCE

War demands and enforced import substitution led to
advances in the areas of textile, iron and steel, cement,
and paper, and to some entry into engineering and chem-
icals—all of which the Tatas invested in—but the British

government continued obstructing the development of
indigenous shipping and automobile and aircraft pro-
duction. After independence the Tatas invested in motor
vehicles, exporting them to Europe, Australia, South East
Asia, Middle Eastern countries, and Africa. The Tatas
also collaborated with Japanese steel companies. Tata
started India’s first airmail service in 1932, and in 1946
Tata Airlines went public, becoming a joint venture with
the government called Air India Limited. In 1945 the
Tata Institute for Fundamental Research came into
being. In 1954 the Tatas started manufacturing air condi-
tioners and providing engineering services. They soon
opened their offices for this in the United Arab Emirates,
Hong Kong, and Singapore.

In the early 2000s, the Tata family now had an em-
pire of some eighty companies in various business sec-
tors. Because of the deregulations of the 1990s and
India’s opening up to foreign competitors have forced
withdrawal from other fields, and Tata now focuses on
metals and minerals, automotive and engineering, chem-

Tata Family Enterprises
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icals, agribusiness, consumer products, hotels, informa-
tion technology, and energy.

TATA ENTERPRISES AND JOINT VENTURES

Tata expanded its empire through joint ventures with
foreign companies. Tata Automotive is involved in joint
ventures with the United States, France, Italy, Japan,
Spain, and South Korea. Tata Power has built numerous
power projects in the Middle East and Africa. Tata
Chemical began in 1939 exporting to the United King-
dom, Indonesia, Nepal, nations of the Middle East, and
Sri Lanka. Electronic products are jointly manufactured
with U.S. and Japanese firms. Tata Mutual Fund and Tata
International were created in 1962 for global trade and
its core business operations span to 100 countries. Tata
has overseas subsidiaries for steel, automotive, tea, leath-
er, leather products, consultancy, ferro alloy, bicycles,
pottery, agriculture machinery, electrical and electronic
products, and textiles and garments. Its Tata Solar Power
products are exported to at least twenty-five countries
worldwide. Its tea business has a joint venture with the
United Kingdom: Tetley Group sells tea in Europe, the
Gulf region, and the United States. Tata Ceramics also
sells its products worldwide. More recently, Tata Inter-
net, Tata Cellular Phone, and Tata Telecom have also
started transnational ventures. Tata McGraw-Hill Pub-
lishing Company, a subsidiary of McGraw-Hill, publishes
books in the fields of science, technology, computers,
medicine, and management. In 2001 Tata Consultancy
existed in fifty-five countries in collaboration with IBM,
Netscape, Microsoft, SAP, and Oracle.

SEE ALSO Empire, British; Import Substitution;
India; Industrialization; Iron and Steel;
Mumbai; Nationalism; Tea; Textiles.
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TEA
China’s tea production and distribution were under the
control of the imperial government during the Song
dynasty (960–1279). Ming dynasty (1368–1644) revenue
objectives were far less ambitious, for the Ming state
largely limited its involvement to the overland tea ex-
change with Inner Asia, where Chinese tea was bartered
for nomadic horses. Officials ran a network of tea-horse
trading stations along the northwest frontiers with Mon-
golia and Tibet to curb smuggling and enforce an export
monopoly. By the late Ming dynasty in the sixteenth cen-
tury, this system had disintegrated, replaced by virtually
unregulated private trade. The successor Qing dynasty
(1644–1911) controlled Inner Asia and its pasturelands,
and had little need to revive the tea-horse trade.

During the Qing dynasty, the tea trade with Mongo-
lia and Tibet was dominated by well-organized Chinese
caravan traders. Brick or compressed tea, portable and
long-lasting, became so important in Inner Asian econo-
mies that it was used as a form of currency. During the
early nineteenth century, a caravan trader exported in-
creasing amounts of tea to Russia. From the mid-1800s,
Russian firms gained direct marketing power over this
overland commerce by buying, processing, and shipping
brick tea and other types of tea from central China—a
situation which prevailed until the Russian Revolution of
1917.

EARLY GROWTH OF THE MARITIME TEA TRADE

In the 1750s the Qing dynasty, concerned with security
but desiring limited trade contracts with Europe, con-
fined Western trade to the major port of Canton (Guang-
zhou) on China’s southern coast. Further restrictions
were imposed on foreign merchants under what came to
be known as the Canton System. One major restriction
was that all commerce had to take place only with a
group of state-licensed Chinese traders (the Cohong).
This monopolistic arrangement allowed for mutually
profitable commerce until the early nineteenth century.
Trade on the European side was dominated by exclusive
trading organizations, the East India companies, which
were chartered joint-stock enterprises and early versions
of modern multinational capitalist corporations. Two fa-
mous examples were the English East India Company
(founded in 1600) and its long-time rival the Dutch East
Indies Company (established in 1602). Granted official
monopolies of trade between their home countries and
southern and eastern Asia, the companies set up numer-
ous coastal trading stations (or factories) in those regions.

The mid-eighteenth century saw the English East
India Company eclipsing all the others, and controlling
a triangular trade between India (which it in fact con-

Tea
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quered and ruled until the mid-1800s), China, and the
United Kingdom. Tea, silver, and eventually opium came
to be the most important commodities in this complex
exchange.

Tea drinking was a novelty in Europe in the seven-
teenth century, but the demand for tea rose dramatically
in the 1700s. This was especially so in Great Britain,
whose legal tea imports doubled in a generation (to
4,728,000 pounds in 1750). Extremely high customs du-
ties levied by the British government, as well as the East
India Company’s monopoly pricing of tea imports, con-
tributed to the rapid growth of tea smuggling, which
ceased when British tea taxes were reduced from 119 per-
cent to 12.5 percent per pound by Parliament in 1787.
Across the Atlantic Ocean, tea taxation had already be-
come a contentious issue in the onset of the American
Revolution. When Parliament in 1773 extended the East
India Company’s monopoly of tea exports and distribu-
tion to England’s American colonies, the measure (along
with the tea taxes themselves) sparked widespread pro-
tests and popular violence. This is best symbolized by the
destruction of some 10,000 pounds sterling worth of tea
in the Boston Tea Party of December 16, 1773. Britain’s
immediate response was punitive, and the repressive
measures taken then against both Boston and Massachu-
setts provoked a lasting break with the American colo-
nies.

The mercantilist economic logic of the time held that
the export of gold or silver specie or bullion was a last
resort in settling international trade deficits. This posed
particular problems in the China trade. Since Chinese de-
mand for European goods was quite limited, and China’s
tea, silk, and porcelain (china) exports to the West
mounted in the seventeenth and eighteenth centuries, sil-
ver steadily flowed to China. This “silver drain” problem,
as it was generally considered in the West, was finally
solved by China’s own rising opium importation in the
early nineteenth century. From 1729 this narcotic drug
had been officially banned time and again by Qing au-
thorities, yet opium exports from India became an essen-
tial means of financing the English East India Company’s
annual tea exports from Canton. The trade was done in-
directly through private foreign merchants operating
under East India Company licenses, so as not to jeopar-
dize the Company’s legitimate commerce at Canton.
China’s domestic demand for opium grew in tandem
with the expansion of Sino-foreign trade, leading to a re-
verse silver drain from China. That issue, as well as the
Qing Empire’s efforts to halt opium imports, eventually
resulted in the Opium War with Great Britain in 1839 to
1842. China’s humbling defeat insured that opium im-
ports would continue, while its own tea exports rapidly
expanded over the second half of the nineteenth century.

EXPANDED EXPORTS AND GLOBAL
COMPETITION

After 1842 five Chinese treaty ports were opened to for-
eign trade and residence, and dozens more followed over
the next half-century. Coastal and riverine ports such as
Shanghai, Fuzhou, and Hankou became centers of a
booming tea export trade from the late 1840s to the
1880s. The trade was greatly facilitated by new forms of
maritime cargo vessels (the clipper ships and soon there-
after, steamships) and global telegraph communications,
which reduced the risk and cost of long-distance com-
mercial transactions.

As early as 1800 about 35 percent of the total annual
value of English imports consisted of so-called “tropical
groceries” such as tea, coffee, sugar, rice, and pepper. Use
of sugar in ever-increasing amounts was closely linked
with the growing importation of stimulant beverages—
tea, coffee, and chocolate—because sweetening was
needed to naturalize these drinks into English dietary
habits. Tea, bread, and jam became the convenience
foods of the masses in mid-nineteenth-century Great
Britain. Per capita average consumption of tea in that
country rose from 1.41 pounds in 1801 to 1810 to 5.70
pounds in 1891 to 1900. Tea drinking further contribut-
ed to a temperance movement, reducing the popular ad-
diction to alcoholic beverages (gin in particular) that
threatened to sabotage Britain’s eighteenth- and nine-
teenth-century industrialization (hence the expression
teetotaler for alcohol avoiders).

Until well into the second half of the nineteenth cen-
tury, Chinese tea dominated world markets. Tea growing
and preliminary processing (into crude tea, which was
then sold and commercially reprocessed for domestic or
export markets) was traditionally a village enterprise in
China. Farmers commonly regarded tea as a sideline cash
crop, and production was small-scale, frequently haphaz-
ard, and widely dispersed amongst countless villages and
local market towns in China’s central and southern prov-
inces. After decades of false starts and experimentation,
mid-nineteenth-century British colonial entrepreneurs
in northeast India (especially Assam) and Ceylon (Sri
Lanka) and the Dutch in the East Indies (Indonesia) suc-
cessfully began the plantation cultivation of tea. Planta-
tions soon achieved economies of scale with the central-
ized, quasi-militarized control of large labor forces
constantly engaged in cultivation and tea picking. Pio-
neering the large-scale, mechanized, and standardized
processing of black tea, Anglo-American corporations
launched vigorous and successful marketing campaigns
which made brands such as Lipton and Brooke Bond
household words worldwide by the early twentieth cen-
tury. China’s tea trade then struggled against global com-
petition, while plantation tea production was even fur-
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ther extended by then to British colonies in eastern and
southern Africa (Kenya and Nyasaland or Malawi).

SEE ALSO Balance of Payments; Canton System;
Caravan Trade; China; Coffee; Drugs, Illicit;
East India Company, British; East India
Company, Dutch; East India Company, Other;
Empire, British; Empire, Dutch; Empire, Ming;
Empire, Qing; Guangzhou; Hong Kong; India;
Indonesia; Iran; Japan; Jardine Matheson;
Mercantilism; Monopoly and Oligopoly;
Shanghai; Sri Lanka; Tata Family; Theories of
International Trade; Unilever; United
Kingdom; United States.
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TEXTILES
This entry consists of the following articles:
Textiles before 1800
Textiles since 1800

TEXTILES BEFORE 1800
The history of the textile trade between 1450 and 1800
must be told in terms of three interlocking developments:
the gradual emergence of a world market for textiles; the
changing demand for textiles; and innovations in pro-
duction. Admittedly, the scale, scope, and impact of these
developments was limited. In 1750, as in 1450, local and
regional textile industries that served the needs of a rela-
tively stable and bounded market using traditional meth-
ods of production still provided most of the cloth con-

sumed worldwide, while silks and cottons produced in
Asia dominated the international textile trade. However,
as is so often the case, the actual changes in large eco-
nomic systems lagged behind the factors that make
change possible. Thus this article focuses on the develop-
ments in the textile trade which helped put in place the
consumers, markets, mercantile expertise, and produc-
tion systems that allowed for a rapid expansion of the Eu-
ropean textile industry in the eighteenth century and set
the stage for its domination after 1800.

A WORLD MARKET IN TEXTILES

At the beginning of this period, there already existed sig-
nificant regional and international trade in textiles. Ming
China and Mughal India clearly led the world, for both
had regions specializing in the production of silk and cot-
ton on a substantial scale that served the needs of elite
and middling consumers in each empire, and both coun-
tries also supplied a nascent world market by virtue of
their substantial export trade (in silk and cotton respec-
tively) to Southeast and Southwest Asia. Europe’s woolen
and linen industries were less well developed, as most
served only regional and national markets, but fine wool-
ens produced in Flanders and Italy were traded across the
Continent and some were exported to the Levant.

The expansion of the world market in textiles can be
traced to European attempts to establish direct trade with
Asia. Initiated in the late fifteenth century by Portugal,
this trade expanded significantly after 1600 with the
growing dominance of the Dutch and then the English.
The Europeans were after Oriental luxuries, chiefly
spices, silk, and ceramics, and their presence in Asia thus
expanded the possible routes by which Chinese silks
reached European markets. However, because cottons
made along India’s Coromandel Coast were one of the
few products spice growers in Southeast Asia would buy,
Europeans also entered the cotton trade, leading to an ex-
pansion in the markets for Indian textiles. In Africa, cot-
ton cloth from Gujarat was already important in the
trade along the East African coast, but Europeans ex-
panded that market by purchasing cottons for the rapidly
growing West African slave trade. Beginning in the mid-
seventeenth century a second new market for Indian cot-
tons developed in Europe, giving rise to the “calico craze”
and subsequent efforts (c. 1700) to protect both nascent
cotton industries and the traditional mainstays of wool
and linen.

Developing in tandem with European participation
in the trade in Indian cottons was the growth of the At-
lantic economy. Characterized by complex multilateral
trade networks, the Atlantic trade became increasingly
important to textile industries in Europe particularly as
the pace of economic change accelerated in the eigh-
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An illustration of a spinning jenny, a key invention that increased output in the textile industry. It was invented in 1764 by a
British carpenter named James Hargreaves. He improved on existing devices by using eight spindles controlled by one wheel. Because
he failed to file for a patent until 1770, several others copied his design without paying him any royalties. UPI/CORBIS-BETTMANN.

REPRODUCED BY PERMISSION.

teenth century, for both the slave economies in the trop-
ics and the settler societies in more temperate zones con-
sumed an increasing quantity of European manufactures,
of which textiles formed a prominent part. Britain’s
North American colonies, for example, consumed 4 per-
cent of British wool textile exports in 1700, and that share
rose to 16 percent by 1770, expanding still further after
the colonies’ independence, even though the protection-
ism of the navigation acts had lapsed. Such statistics can-
not measure the size of the home market or domestic
production in the colonies, but they do illustrate how the
Atlantic economy spawned a growing and concentrated
demand for textiles that producers and merchants sought
to meet.

DEMAND AND FASHION

The growth in aggregate demand for textiles in the world
market was in part a function of population growth, but
more interesting, and significant, was a growing special-
ization of economic effort by households, regions, colo-
nies, and nations that, in the simplest terms, made con-

sumers out of producers. An essential element of any
system of trade, this economic specialization is evident
throughout the world textile trade in this period, from
pepper growers in the Spice Islands to market-oriented
farmers in India and China. The acceleration of this phe-
nomenon was most marked, however, in Europe, for
whether one considers slaves on a sugar plantation or
rural householders in Holland, it seems clear that be-
tween 1450 and 1800, more and more economic actors
met their needs for textiles by purchases in the market
rather than by domestic production. The cumulative ef-
fect was an expansion in the social depth of markets for
textiles in Europe, a trend that encouraged further spe-
cialization in production and marketing systems to meet
that demand.

There were also important changes in the character-
istics of demand between 1450 and 1800 as fashion be-
came a major economic force. The rise of the “new drap-
eries” in Europe from the fifteenth century is one
illustration of how consumer tastes could transform
trade. These new fabrics used worsted (combed) instead
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of woolen (carded) yarn for a warp and came in a wide
range of weights, prices, patterns, and finishes. They orig-
inated in Flanders, but they were quickly taken up in
Holland and England, their diffusion hastened by the mi-
gration of skilled craftsmen escaping warfare and reli-
gious persecution. During the sixteenth century they sup-
planted heavier, more expensive woolen textiles in the
European trade largely because consumer taste shifted in
their favor.

A second telling example of the impact of fashion
can be traced from the appearance of Indian cottons in
Europe. Made in patterns that emulated expensive and
prestigious Chinese silks, these printed or painted cot-
tons were priced at a level that allowed middling women,
and men, to buy and flaunt them. The closure of some
European markets to imported cottons did nothing to
stem consumer desire for cloth purchased more for its
look, price, and novelty than its durability. Behind a wall
of mercantilist protection, cotton manufacture sprang up
in several European countries, and producers in the linen
and wool textile industries adapted and expanded their
line of products, often blending fibers in a bewildering
array of combinations, to make cloth that would emulate
current tastes or capture consumer fancies. Because con-
sumers motivated by fashion were likely to buy more
cloth more often than those simply filling a utilitarian
need, the growing importance of fashion compounded
and enhanced the impact of the increasing aggregate de-
mand for textiles.

In addition to its impact on demand, fashion was
also important because it required much closer connec-
tions between producer and consumer, for textiles had
to be made to exacting, and often rapidly changing, stan-
dards of price, quality, color, and design. Indian calico
makers and painters, for example, had to modify tradi-
tional designs to make them more appealing to the taste
of European consumers who wanted these exotic cloths
to look “Chinese.” European textile manufactures faced
similar challenges in making cloth for sale to Native
Americans or Africans, or for that matter to new markets
within Europe. Because of their control over information
about design, merchants and merchant manufacturers
came to play a pivotal role in production as well as ex-
change, and the fact that by the middle of this period an
increasing proportion of the international trade was in
European hands thus contributed to the emerging domi-
nance of the West in the world textile trade.

INNOVATIONS IN PRODUCTION

In the period before 1700 there were a number of incre-
mental advances in production technique and organiza-
tion. Examples of the former include the invention of the
stocking- and ribbon-knitting frames and silk-throwing

reels, but the impact of these early machines was limited.
Organizational change in this early period had a wider
impact; the most significant example being the demise of
the urban textile industries of medieval Europe in the pe-
riod between 1450 and 1650 and the rise of new industri-
al centers in Flanders, northern France, and most impor-
tantly, England. Although the merchants and finishing
operations in these new industries were still urban, the
actual production of cloth usually took place in rural hin-
terlands and made extensive use of female and child
labor. The decline of the urban production systems in
Europe was caused in part by the high urban labor costs
and the inertia of guild regulation, but it is also clear that
the rural manufacture could adapt better to the increas-
ing variety and volume of products that merchants need-
ed for sale in an expanding world market.

The development of a rural manufacture by inde-
pendent or semidependent artisans using familial labor
brought Europe’s textile industries into line with the pro-
duction systems already well established in China and
India, although during this period European manufac-
tures never matched Asian textiles in either price or qual-
ity. However, if the modes of production in Europe and
Asia were broadly similar by the seventeenth century,
they responded quite differently to the accelerating pace
of economic growth in the eighteenth century. In China
and India, there is little evidence that expanding or
changing world demand for textiles had much impact on
structures of production. European trading companies in
India, for example, attempted to exert control over man-
ufacture to ensure the production of cloth of the type,
price, color, and pattern they required, but they never did
so on a large enough scale to effect fundamental transfor-
mations. In contrast, textile production methods in Eu-
rope developed rapidly, particularly in the latter part of
the century. Undoubtedly the most important inventions
were machines for spinning—Hargreaves’s spinning
jenny (1764), Arkwright’s water frame (1769), and
Crompton’s mule (1779). There were also important if
less often recognized changes in finishing technology
which included the ability to print patterns on cotton and
linen cloth and new pressing and shearing techniques for
wool textiles. Moreover, all of these technological inno-
vations contributed to changes in the organization of
production that culminated in the nineteenth-century
factory. However, the litany of individual inventions
must be understood in a larger context as a broad-based
response by European entrepreneurs to the growing and
changing world markets for textiles in the eighteenth
century.

S EE A LS O Cotton; Ethnic Groups, Huguenots;
Industrial Revolution; Industrialization; Silk;
United Kingdom; Wool.
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TEXTILES SINCE 1800
International trade in textiles since 1800 is best under-
stood in the context of certain characteristics of, and de-
velopments within, the world textile industry:

1. The relative unimportance of transport costs (which
continue to decline) means that textile manufactur-
ing need not be located close to either the source of
the fiber it utilizes or its final market. Consequently,

textile manufacturing has been a “footloose” indus-
try, easy to attract and easy to lose, and the interna-
tional trade in textile fibers has grown enormously.
Moreover, there has been a clear tendency towards
one country at a time dominating world trade in one
particular type of textiles. The classic example is Brit-
ain’s dominance of world trade in cotton textiles
during most of the nineteenth century.

2. All countries have long had a local market for tex-
tiles. The imposition of trade barriers (tariffs or quo-
tas) can thus guarantee a domestic textile industry
some demand for its products. There is no absolute
necessity to be competitive with foreign producers.

3. Since the Industrial Revolution (mechanized) textile
manufacturing has required relatively little capital,
physical or human. This, together with the preexist-
ing domestic market, makes it highly suitable to be
a country’s first mechanized industry. Trade barriers
have usually played an important role in getting a
newly industrializing country’s modern textile in-
dustry started. As industrialization proceeds, and a
country accumulates physical and human capital,
however, its comparative advantage tends to shift
away from textiles. Pressure then tends to develop
for protection or subsidies. This is why many high-
income countries have ended up with noncompeti-
tive, low-wage, protected and shrinking textile in-
dustries. The protection provided to these declining
industries increasingly has taken the form of quotas,
often incorporated into trade agreements with low-
income, textile-exporting countries. Late-twentieth-
century free-trade initiatives have often encountered
political opposition in areas dependent on the textile
industry (e.g., in North and South Carolina).

4. Certain general patterns can be discerned amidst at
least 200 years of ongoing mechanization and tech-
nical improvement in all branches of the textile in-
dustry. Productivity-increasing innovations were ap-
plied to spinning before weaving, to cotton before
other fibers, and to low quality before high-quality
cloth. The mechanization of spinning, especially in
cotton, initially hurt hand spinners but helped hand-
loom weavers, in Britain, India, and elsewhere.
When weaving began to be mechanized, however,
the notorious “hand-loom weavers” problem
emerged, once again in Britain, India, and elsewhere.
The difficulty of mechanizing high-quality fabric
production gave some temporary respite to skilled
handworkers.

5. The differing supply elasticity of various fibers
played a major role in the evolution of the textile
trade. The cotton gin in the late eighteenth century
and the introduction of sheep into Australia during
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Two women supervise the machinery used to mass-produce textiles, c.1910. The industrialization of the process shifted workers
from producing smaller amounts of skilled handicrafts to overseeing the large automated machinery in factories. THE LIBRARY OF

CONGRESS.

the nineteenth century were crucial to the enormous
expansion of those manufacturing industries. The
twentieth century, especially its second half, wit-
nessed the introduction and continuous improve-
ment of man-made fibers. These artificial fibers have
not only created a “new” textile industry, they were
also incorporated, especially as blends and mixes,
into the traditional cotton, wool, and silk industries.

COTTON MANUFACTURES

The transformation of cotton manufacturing during
Britain’s Industrial Revolution resulted in an explosive
growth of both the industry and its exports. Britain
quickly became the world’s leading exporter of cotton
yarn, and soon, also of cloth. Between 1815 and 1824 and
1905 and 1913, British annual cotton-cloth exports in-
creased from approximately 260 million to 6.3 billion

yards. Britain’s share of world cotton-textile goods ex-
ports by weight increased from 70 percent in 1829 to
1831 to 82 percent in 1882 to 1884. That, however, was
the high-water mark. Despite a continued increase in ab-
solute volume, Britain’s percentage of world trade de-
clined to 58 percent in 1910 to 1913. Because these ex-
ports amounted to between 75 percent and 80 percent of
the British industry’s output, it was very vulnerable to
foreign competition and protection.

Even before 1850 the United States, Germany,
France, Italy, Brazil, and other countries began imposing
tariffs designed to create domestic cotton-textile indus-
tries. These new industries had their earliest successes
with low-quality production, but over time they ad-
vanced to higher-quality goods. As a result, British ex-
ports to these markets stagnated or even declined. The
continued expansion of British exports came to depend
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Automated machinery moved tasks which used to be done by hand, such as spinning and weaving, to large scale production
in factories. The origins of this process started with Samuel Slater, a British mechanic who introduced the first cotton-spinning mill
in 1790. His innovation also helped establish the introduction of the factory workplace, which would later define the Industrial
Revolution. PHOTOGRAPH BY MARK ANTMAN. PHOTOTAKE. REPRODUCED BY PERMISSION.

on the continued rapid growth of generally low-income
markets such as India and China. Indeed, by 1913 more
than 45 percent of that year’s all-time record cotton-
cloth exports went to British India. By then, however,
comparative advantage, at least in low-quality cotton tex-
tiles, had begun to shift in favor of India, China, and
Japan. These countries could not only gain shares of their
own markets, even in the absence of barriers to trade, but
they also could compete with Britain in third markets.

These developments continued after World War I.
Led by losses in China and India, British cotton-goods
exports became an ever-smaller share of a shrinking vol-
ume of worldwide exports. By 1953 to 1955, Britain pro-
duced only a paltry 5 percent of cotton cloth worldwide,
with a 12 percent share of exports. Japan had become the
most efficient producer of most cotton textiles, and de-
spite facing even more severe trade barriers than did Brit-
ain (e.g., in India), it became the largest exporter of cot-
ton cloth by the mid-1930s.

Ever since then, comparative advantage in cotton
textiles has been firmly anchored in Asia. Over time,

however, as Japan grew richer, comparative advantage,
once again starting with low qualities, shifted towards
other Asian countries such as India, Hong Kong, Korea,
and, lastly and most spectacularly, China. The continued
existence of protected industries elsewhere, however,
prevented these countries from reaping the full benefits
of their potential export superiority.

WOOLEN MANUFACTURES

Nineteenth-century technological advancement in the
woolen (including worsteds) industry generally lagged
behind that in cotton textiles. Similarly, the woolen in-
dustry experienced a less explosive growth. Thus, shortly
before World War I Britain’s world-leading woolen- and
cotton-textile industries employed 260,000 and almost
600,000 workers, respectively. Unlike cotton, the woolen
industry overwhelmingly remained centered in Europe
and the United States. Exports were dominated by Brit-
ain, France, and Germany. During the periods between
1880 and 1884 and 1909 and 1913, British exports in-
creased in value terms by approximately one-third, while
Germany’s increased a bit over 10 percent and those of
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France decreased by over 40 percent. This left Britain
with exports twice those of Germany and three times
those of France. Fourth-place Austria-Hungary managed
barely a tenth of Britain’s exports.

As with cotton, British—as well as French and Ger-
man—woolen fabric exports declined rapidly beginning
after World War I, but this industry depended less on ex-
ports. During this period, and especially after World War
II, the great success story in woolen exports was Italy. In-
terestingly enough, this prominently included exports of
mixed and light cloth to South Asia. In 1990 Italy was
easily the world’s leading exporter of wool-woven fabrics.
By weight, her exports were two-and-one-half times
those of number two, Germany. British exports barely
amounted to one-fifth of Italy’s. Far Eastern exports re-
mained extremely modest. Japan exported about one-
tenth of Italy’s volume.

LINEN AND SILK MANUFACTURES

Prior to the mechanization of the textile industry, linen
and silk manufacturing were major economic activities.
Moreover, silk goods were an important item of interna-
tional trade. Although the technical transformation of
textiles production was positive for the industry, mecha-
nization eventually affected the processing of silk and
linen, the net long-term effect was a major decline of
these activities. By the second half of the twentieth centu-
ry the once flourishing low- and medium-quality sectors
of both linen and silk manufacturing were essentially ex-
tinct. What remained was the production of specialized
high-quality products.

These two sectors of the textile industry were handi-
capped both by mechanizing more slowly and less fully,
and by the less elastic supplies of linen yarn (processed
flax) and silk. In 1900 the price of flax relative to that of
cotton was similar to what it had been in 1800, but pro-
duction of cotton had increased much more rapidly. For
most uses, cotton cloth was cheaper to produce and pre-
ferred by consumers.

Silk was particularly hurt by the development of new
fibers. Mercerized cotton was followed by rayon
(“artificial silk”) and then, around the time of World
War II, by nylon. Today true silk stockings are rare; only
a modest, high-price trade in specialized silk products re-
mains. In 1990 flax constituted 2 percent and silk a mi-
nuscule 0.2 percent by weight of world fiber production.

MAN-MADE FIBERS

The spectacular growth of man-made fiber production
was a central development in the twentieth-century tex-
tile industry. By 1990 approximately 45 percent by weight
of world fiber production consisted of artificial materials.

Without these new products, natural fibers would have
become much more expensive, and total fiber production
would have been considerably smaller. Thus, if the textile
industry is defined as the processing of fibers into cloth,
hosiery, and industrial materials (e.g., tires), then the
availability of man-made fibers unquestionably increased
demand for that industry. Their effect on various branch-
es of the industry, however, is complicated by questions
of definition. When artificial fibers were made to resem-
ble natural fibers and/or were processed more or less in-
terchangeably with natural-fiber materials, they often
were credited to the “cotton” or “wool” industry. No
one, however, would assign nylon stockings to the “silk”
industry.

By further eroding the existing modest advantage of
being located close to the source of natural fibers, the
man-made fibers probably made the textile industry even
more footloose. Comparative advantage in processing,
sometimes offset by still-considerable government pro-
tection, dictates the location of today’s world textile in-
dustry.
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THAILAND
Siam, renamed Thailand in 1947, has long occupied a
central role in Southeast Asian international trade, en-
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riching traders without having much impact on the Sia-
mese people. Traders came to the capital cities of Ayut-
thaya and, after 1767, Bangkok, to participate in
sophisticated, well-regulated markets that brought to-
gether Chinese, Japanese, Arabs, and Europeans, ex-
changing goods that were not produced locally. Until the
present day, most Thai exports have been commodities
with little value added, principally rice and other agricul-
tural products, together with rubber, whereas their im-
ports have strongly featured processed or manufactured
goods.

HISTORICAL BACKGROUND

The two main changes to the Siamese legal system that
affected international trade were firstly the sakdina sys-
tem, inaugurated in 1455, and the Bowring Treaty, con-
cluded 400 years later in 1855. The institutions support-
ing the semi feudal sakdina system, in part, meant the
Crown laid claim to the land. Although the great majority
of the Siamese people were subsistence farmers, some did
gather forest goods, which were subject to taxation. Mer-
chants who lent money to farmers whose rice crops had

The Chao Phraya River passes through the center of Bangkok, the capital of Thailand. Translated as “the river of kings,” it
runs 230 miles from the Gulf of Thailand to the central plains of the country. Factories along the banks of the river make it
important for cargo traffic, and travelers often travel on shuttle boats for tours of the city. © RICHARD T. NOWITZ/CORBIS.

REPRODUCED BY PERMISSION.

failed also gathered such goods. All these goods were sold
to the state monopoly and then resold at a profit to inter-
national traders through designated officials.

This system persisted until the British and other col-
onizers attempted to force open the Siamese market in
the same way they had the Chinese market, through un-
equal treaties. Market opening and extraterritoriality
were accepted; the opium trade was resisted. Siam’s role
in World War I convinced leading powers that it could
be admitted into the League of Nations. Subsequently, its
strong alliance with the United States and its anticom-
munist stance led to its development as an important
outpost of capitalism in Southeast Asia and a recipient
of investment, especially from Japan, that has led to sub-
sequent reexport of mechanical and electronics goods.
These products have become the most important exports
by value, although rice remains the most important by
volume. Other important agricultural exports, such as
shrimp and frozen chicken, are currently threatened by
tariffs and concerns over hygiene.

Ayutthaya was the capital of Siam until the Burmese
burned it in 1767; the capital then moved south to its
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current location in Bangkok. The Ayutthayan model
fixed the basic structure of trade until the twentieth cen-
tury. Ayutthaya is reported to have been the source for
perfumes and medicines made from plants and body
parts of rare animals, cooking spices and condiments,
rice, wine, ceramic wares, lacquer, gamboges, woods, and
metals. Ships were also built and repaired there, presum-
ably at low cost given the presence of so much wood and
the concentration of expertise at the port. However, the
Siamese have never been noted as sailors, and Malays and
Indonesians were usually employed on craft traveling to
and from Siam.

Important imports included cotton cloth from
India, porcelain, silks, and satins from China and Japan,
Persian carpets, brass, copper and iron wares, pickles,
and preserved foods, including birds’ nests from the
Malay Peninsula for reexport to China. All imports were
subject to tariffs, averaging 5 percent by around 1600, as
well as a variety of additional port taxes and fees to offi-
cials. Similar trades were conducted through southern
ports such as Nakhon Sri Thammarat and Phuket, with
differential tariff rates in operation. The central state’s
ability to control outlying states grew only slowly over the
centuries.

CONTINUING TRADE

Siam has had a great deal of cultural exchange with east-
ern and western neighbors over the centuries, and hence
common tastes facilitate trade with Cambodians, Lao-
tians, and Burmese. Land caravans have followed ancient
migration routes up to China’s Yunnan Province and be-
yond. Ethnic Chinese merchants located throughout the
kingdom have facilitated this trade, much of which re-
mains almost completely unregulated, owing to the long,
porous, and unpoliced borders. Ayutthaya and Bangkok
traded with outlying and semiautonomous city-states
such as Lanna (based on Chiang Mai) and Lan Xang
(based on Louang Phrabang and now part of Laos). The
value of this land trade has generally been low, and its na-
ture has been charged in recent years with the building
of a road linking Bangkok with China through Laos and
the blasting of rapids by Chinese authorities to enable
larger craft to ply the upper waters.

Rice became a major Siamese export in the seven-
teenth century and it continues to be one of the most sig-
nificant exports today. The central plains region of the
country, centering on the Chao Phraya River, is an ex-
tremely fertile region and can provide a double harvest
(twice a year) of rice. Thai rice from this area has attract-
ed an enviable reputation for its high quality and fra-
grance, which makes it a popular foodstuff in China and
neighbors in Southeast Asia, as well as further afield.

Rubber trees grow primarily in the south of Thailand
near Malaysia. As part of British Malaya during a period
when territorial sovereignty changed hands, large
swathes of southern Thailand were taken into rubber cul-
tivation when the automobile industry created a signifi-
cant demand for rubber tires. In large part, ethnic Chi-
nese migrant labor was introduced to manage the
plantations.

Opium has been grown in northern Thailand for
centuries. Medicinal use in moderation is permitted
under Buddhism. As part of the British attempt to force
open the Chinese market, unequal treaties were also in-
flicted upon Siam in the middle of the nineteenth centu-
ry, although the Crown resisted the attempt to legalize
the opium trade. The growth of opium increased from
this period following Chinese demand. Its growth has be-
come associated with nomadic tribes people in the north
of the country who have few other economic opportuni-
ties. Tribes people have used opium growing to finance
independence struggles across the border in Laos or
Myanmar. Opium production has slowly been reduced
owing to intensified government persecution of growers,
climatic factors, and the use of modern technology such
as satellite photography. Opium growers determined to
remain in the illegal drugs industry have switched to syn-
thetic drugs such as methamphetamines and ecstasy,
which are now manufactured in large quantities for do-
mestic use and export.

Thailand has become an important base for both im-
porting and exporting labor. Workers from the more im-
poverished provinces have traveled to Middle Eastern
countries to work in construction and laboring services,
primarily, as well as to East Asian states such as Taiwan
and Singapore. This flow of labor is subject to govern-
mental agreements. Inward flows, mostly from Burma
and Laos, are less well regulated, and as many as 1 million
unlicensed workers may be active in Thailand’s planta-
tions, fishing, and the entertainment industries.

S EE A LS O Burma; Canton System; China; Drugs,
Illicit; East India Company, British; East India
Company, Dutch; Empire, British; Empire,
Japanese; Empire, Ming; Empire, Qing; Ethnic
Groups, Cantonese; Ethnic Groups, Fujianese;
Guangzhou; Imperialism; Import Substitution;
Indian Ocean; International Monetary Fund
(IMF); Japan; Nationalism; Piracy; Population–
Emigration and Immigration; Rice; South China
Sea; Textiles; Tribute System; United States;
Vietnam; Women Traders of Southeast Asia.
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THEORIES OF INTERNATIONAL TRADE
This entry consists of the following articles:
Theories of International Trade before 1900
Theories of International Trade since 1900

THEORIES OF INTERNATIONAL TRADE BEFORE
1900

Why do countries exchange goods and services? Before
1900 a variety of reasons were advanced to account for
such exchanges. In the Greek and Roman worlds, before
the nation-state came into existence, trade was interre-
gional rather than international in scope. Its motivation
was simple: It fulfilled the need for commodities that
were not available domestically. As Virgil pointed out in
The Georgics, Mother Nature spread commodities such
as iron, saffron, ivory, incense, and prizewinning race-
horses capriciously among different parts of the world,
which became known for them. In the Christian era,
trade was given a religious dimension by being interpret-
ed as part of a plan of divine providence. Since resources
are scattered unevenly throughout the world, the inhabi-
tants of different regions realize the need to trade with
each other to make up for resources they do not possess.
This leads to a feeling of mutual dependence and solidar-
ity and fosters the cooperation needed to achieve com-
mon goals in a universal economy. While some Church
Fathers adopted this outlook, others praised self-
sufficiency and frowned on trade, since they associated
it with greed and luxury and saw it as tending to turn
traders and their customers away from God.

MERCANTILISM

International trade became a focus of attention for busi-
nessmen and statesmen in the long period of time associ-
ated with the emergence of the nation-state and the doc-
trine of mercantilism, roughly from the sixteenth to the
end of the eighteenth centuries. One of the aims of its ad-
vocates was for a nation to accumulate bullion or pre-
cious metals, which could be achieved by promoting an
excess of exports over imports, or what became known
as a favorable balance of trade. The accumulated stores of
bullion could be used to fight wars to protect the state.

Since the bullion added to the national money sup-
ply, another reason for pursuing a favorable balance of
trade was to promote internal trade, as expressed in the
popular view that “money stimulates trade.” Internation-
al trade was therefore valued for its instrumental role in
furthering the power of the state, at home and abroad,
and promoting economic development, rather than be-
cause it fostered the welfare of consumers by enhancing
the variety or reducing the price of commodities. Not
only was there was no tendency to promote free trade,
but states actively interfered with foreign trade by secur-
ing monopoly rights for favored export industries, pro-
hibiting or heavily taxing the imports of finished manu-
factures, while encouraging the imports of raw materials
that could be processed into finished goods, preferably
those destined for the export market. Foreign trade, it
was argued, took the form of a zero-sum game, that is, of
a situation where one country’s gain results in another
country’s loss.

In mercantilist times most economic pamphlets
were written by businessmen or writers hired by busi-
nessmen. Two of the most influential British writers on
economic matters, Josiah Child and Thomas Mun, were
wealthy merchants who became directors of the East
India Company. Merchants trading on their own account
or on the account of a trading company can hardly re-
main above suspicion when they advocate public policies
that affect business practices, including their own (Let-
win 1963). At the end of the seventeenth and the begin-
ning of the eighteenth centuries, some writers began to
derive public policy implications from economic argu-
ments based on scientific principles, where personal in-
terest and mercenary intent could play no major role.

ANTICIPATORS OF THE FREE TRADE DOCTRINE

In 1691 Sir Dudley North, a British merchant, named
trade a “commutation of superfluities,” or exchange of
surpluses, between the trading parties, and he asserted
that people are rich insofar as they exchange the goods
they produce for those produced by others, so that pre-
cious metals are not the object of transactions. He argued
that wealth does not consist of bullion, as the conven-
tional wisdom suggested, and the aim of trade is not to
amass it but rather to enhance the welfare of the public.

Another notable British anticipator of the free trade
doctrine, Henry Martyn, illustrated numerically in 1701
what Jacob Viner later named the eighteenth-century rule
for quantifying the gains from trade, which measure the
increase in welfare accruing to a country that engages in
international trade. According to this rule, “It pays to im-
port commodities from abroad whenever they can be ob-
tained in exchange for exports at a smaller real cost than
their production at home would entail” (Viner 1937, p.
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440). This rule was adopted by many subsequent writers,
including Adam Smith and David Ricardo.

In his 1758 essay “Of the Jealousy of Trade,” the
Scottish philosopher David Hume (1711–1776) also ad-
vocated free trade and rejected the protectionism favored
by the mercantilists. He offered an insight into the ratio-
nale for trade, noting that “Nature, by giving a diversity
of geniuses, climates, and soils, to different nations, has
secured their mutual intercourse and commerce, as long
as they all remain industrious and civilized.” He pointed
out that foreign countries made Britons better off, since
“Notwithstanding the advanced state of our manufac-
tures, we daily adopt, in every art, the inventions and im-
provements of our neighbours.” Not only should the
prosperity of foreign nations not be feared, but the “emu-
lation among rival nations serves rather to keep industry
alive in all of them” (Hume 1758, pp. 78–80).

ADAM SMITH

David Hume’s friend Adam Smith (1723–1790) dis-
cussed the advantages of foreign trade at much greater
length in his pioneering treatise An Inquiry into the Na-
ture and Causes of the Wealth of Nations (1776). It con-
tained a sustained attack on the mercantilist system and
the protectionist policies associated with it. It also depict-
ed the rationale for and the benefits resulting from for-
eign trade, by comparing them to those accruing to indi-
viduals who specialize in production and then trade
commodities:

It is the maxim of every prudent master of a fami-
ly, never to attempt to make at home what it will
cost more to make than to buy. What is prudence
in the conduct of every private family, can scarce
be folly in that of a great kingdom. If a foreign
country can supply us with a commodity cheaper
than we ourselves can make it, better buy it of
them with some part of the produce of our own
industry, employed in a way in which we have
some advantage. (Smith 1776, pp. 456–457).

The “advantage” that Smith refers to is usually la-
beled absolute advantage and represents the fact that a
country can produce a commodity at a lower absolute
cost than other countries. It is to be contrasted with
David Ricardo’s concept of comparative advantage, de-
scribed below. Smith held a dynamic view of absolute ad-
vantage, which is enhanced by lower costs and greater
specialization when the opportunity to export creates a
more extensive market for a country’s output. He thus
related the advantages of foreign trade to those associated
with the division of labor, the fundamental key to eco-
nomic growth in the Wealth of Nations. Smith also noted
that transoceanic travel was beginning to transform the
nature of international trade and to increase its benefits

even more by making new commodities available: “The
discovery of America, and that of a passage to the East
Indies by the Cape of Good Hope, are the two greatest
and most important events recorded in the history of
mankind” (1776, p. 626).

DAVID RICARDO AND JOHN STUART MILL

Smith’s Wealth of Nations marks the beginning of the
classical school of political economy that flourished in
Britain over the next century. International trade theory,
as a specialized field of economic theory, dates from the
principle of comparative advantage (or comparative
cost) that David Ricardo (1772–1823) enunciated in his
Principles of Political Economy and Taxation of 1817. He
showed that trade can benefit each of two trading coun-
tries A and B even if A’s labor force is less efficient than
B’s in producing all commodities. While foreign trade in-
creases a country’s “enjoyments,” Ricardo set an even
heavier emphasis on another benefit of trade: the increase
in the profit rate and in the rate of capital accumulation
that result when cheaper wage goods are imported, lead-
ing to a fall in money wages. Economists now call this a
dynamic benefit of trade, in contrast to the static benefit
of the comparative cost example.

John Stuart Mill (1806–1873) inherited Ricardo’s
mantle and became the foremost British economist of the
nineteenth century. In his Principles of Political Economy
of 1848, Mill added an important component missing in
Ricardo’s theory of comparative advantage: the determi-
nation of the terms of trade (the price of exports relative
to imports) between two countries, as influenced by the
reciprocal demand of each for the other’s export good.

Mill also explored in greater depth the nature of the
gains from trade, going beyond “the direct economical
advantage of foreign trade” to describe its “indirect ef-
fects, which must be counted as benefits of a high order.”
Foreign trade “sometimes works a sort of industrial revo-
lution in a country whose resources were previously un-
developed for want of energy and ambition in the peo-
ple.” Like Hume, Mill also stressed the “intellectual and
moral” advantages of trade, including the diffusion of
technology (Mill 1848, pp. 579–581).

Mill also promoted the infant industry argument for
protection, contending that a tariff “continued for a rea-
sonable time, might sometimes be the least inconvenient
mode” to establish a new industry in a developing coun-
try (p. 922). A similar argument had earlier been made
by Alexander Hamilton, the Secretary of the Treasury to
George Washington, in the Report on the Subject of Man-
ufactures that he presented to Congress in 1791, and by
Friedrich List, commenting on development both in the
United States and in his native Germany. It has been used
(and abused) as a rationale for protection by statesmen,
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businessmen, and economists, particularly from less de-
veloped countries, for over a century. Mill’s insights were
developed further in 1879 by Alfred Marshall in The Pure
Theory of Foreign Trade. Marshall, who inaugurated the
neoclassical school of economics in Britain, illustrated re-
ciprocal demand by means of offer curves, whose intersec-
tion determines the terms of trade.

SEE ALSO Economics, Neoclassical;
Mercantilism; Mill, John Stuart; Smith, Adam;
Theories of International Trade.
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THEORIES OF INTERNATIONAL TRADE SINCE
1900

The theory of international trade in the post-1900 period
was heavily influenced by the marginalist and neoclassical
revolutions in economic thought that occurred in the last
third of the nineteenth century. New bases were discov-
ered for the valuation of goods and services, relying on
the subjective attitudes of consumers toward them at the
margin of consumption rather than on their cost of pro-
duction, as the classical economists believed. In England,
Alfred Marshall combined the insights of the classical and
the marginalist economists by asserting that both subjec-
tive elements (the utility that consumers derive from

goods and services) and objective ones (their cost of pro-
duction comprising not only labor but also capital and
other factors) concur to determine their prices, just as
both blades of a pair of scissors are needed to cut a piece
of paper. Marshall’s Principles of Economics of 1890 syn-
thesized the neoclassical theory of value and gave the field
of economics its new name, replacing the older political
economy.

NEOCLASSICAL TRADE THEORY

The new insights of the neoclassical economists soon
spilled over to the theory of international values. Inspired
by Marshall and by a founder of the marginalist school,
Léon Walras, they sought to generalize David Ricardo’s
theory of comparative advantage by moving beyond the
labor theory of value and exploring the bases of why
countries have a comparative advantage in particular
goods and services. The Italian economist Vilfredo Pare-
to greatly admired Walras’s general equilibrium model
that determined the prices and the quantities of com-
modities and of the services of factors of production
transacted in a country via a system of simultaneous
equations. He extended this model to two trading econo-
mies, yielding the amounts produced, consumed, and
hence traded by them, subject to the balance of trade
condition that the aggregate values of imports and ex-
ports should be equal. Another Italian economist, Enrico
Barone, published in 1908 a book of economic principles
in which he illustrated with a diagram how a country
gains from international trade, in terms of the higher
welfare level its citizens can attain by being able to import
cheaper commodities than those available domestically.

A more substantial step forward was taken by the
Austrian economist Gottfried Haberler, who indepen-
dently of Barone discovered the production possibility
curve. This concave curve illustrates how a country’s
given stock of factors of production can produce two
commodities, such that additional output of commodity
A implies an opportunity-cost expressed by a reduction in
the output of commodity B. If the domestic opportunity-
cost of A exceeds the international terms of trade (ex-
pressed in terms of commodity B), its importation in ex-
change for the export of B leads consumers to higher wel-
fare. Haberler succeeded in generalizing Ricardo’s
comparative cost theory by showing that it remains valid
in terms of countries’ relative opportunity costs, even if
the classical labor theory of value is rejected.

ELI HECKSCHER AND BERTIL OHLIN

Neither the Ricardian theory nor its generalization by
Haberler in terms of opportunity costs provided any in-
dication of why particular countries have a comparative
advantage in certain commodities. The elaboration of
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this theory was a major contribution of two Swedish
economists, Eli Heckscher and Bertil Ohlin, who rea-
soned that international trade was primarily due to coun-
tries’ differential factor endowments. A land-abundant
country would tend to produce and export commodities
that are land-intensive, a labor-abundant country would
do the same with commodities that are labor-intensive,
and so on. Their combined efforts gave rise to what be-
came known as the Heckscher-Ohlin (or factor endow-
ments) theory of trade, which remains to this day the
mainstream explanation of trade flows. In 1919 Hecks-
cher published an article in Swedish that appeared in En-
glish translation thirty years later as “The Effect of For-
eign Trade on the Distribution of Income” (1949). It had
the twofold aim of investigating the reasons for the dif-
ferences in comparative costs among countries, some-
thing that Ricardo had never addressed, and tracing the
influence of trade on the distribution of income among
factors of production. Heckscher linked a “difference in
the relative scarcity of the factors of production between
one country and another” to the condition “that the pro-
portions in which the factors of production are com-
bined shall not be the same for one commodity as for an-
other.” A third important assumption was that “the same
technique is used to produce a given commodity in different
countries” (Heckscher 1949, pp. 278–280). This is now
usually denoted as the assumption of internationally
identical production functions, where a production func-
tion expresses the output of a commodity as a mathemat-
ical function of the minimal quantities of inputs it re-
quires. Heckscher concluded that international trade
alters drastically the distribution of national income, re-
sulting, under certain conditions, in the equalization of
the prices of the factors of production in the trading
countries, despite the assumption that factors do not
move between them.

Heckscher’s insights into the causes and effects of in-
ternational trade, together with the general equilibrium
approach to neoclassical economics of Gustav Cassel (an-
other Swedish economist), were combined by their stu-
dent Ohlin (1933) in a book-length account of the Heck-
scher-Ohlin theory. Unlike Haberler and Heckscher, who
only aimed to generalize and extend the Ricardian theory
of comparative costs, Ohlin was a revolutionary thinker
who argued that the theory should be discarded and re-
placed with a new one.

The new theory’s centerpiece is the Heckscher-Ohlin
theorem relating to trade between two regions (or coun-
tries): “Exports are in each region composed of articles
into the production of which enter large quantities of
cheap factors. In brief, commodities containing a large
proportion of dear factors are imported, and those con-
taining a large proportion of cheap factors are exported”

(1933, p. 29). The cheapness or dearness of factors results
from their abundance or scarcity compared to other
countries. Chapter 3 of Ohlin’s book presents “Another
Condition of Interregional Trade,” which is economies
of large-scale production. Since the indivisibility of some
factors of production may require certain economic ac-
tivities to be concentrated geographically, foreign trade
is needed to create an additional market for their output.
Economies of scale reappeared as a significant cause of
trade in the “new trade theory” described below.

THE HECKSCHER-OHLIN-SAMUELSON THEORY
OF TRADE

The neoclassical contributions to trade theory of Haber-
ler, Heckscher, and Ohlin were further developed by
Wolfgang Stolper and Paul Samuelson (1941) and Sam-
uelson (1948, 1949) into what became known as the
Heckscher-Ohlin-Samuelson (or H-O-S) theory of trade.
Samuelson made some strategic simplifications to the
Heckscher-Ohlin theory by specializing it to two coun-
tries, two commodities, and two factors of production,
yielding the so-called 2 x 2 x 2 model. To derive unambig-
uous results, some restrictive assumptions were made.
Production functions are identical in all countries and
show constant returns to scale. If the two factors are land
and labor, commodities are distinguished by their factor
intensities, such that one of them is more labor-intensive
than the other at all factor prices. Relative factor endow-
ments differ between countries. In both countries the de-
mands for commodities are identical, and at the same rel-
ative price they are consumed in the same ratio. Perfect
competition prevails in all product and factor markets.
Free trade and zero transport costs are also assumed.

Samuelson then derived the Heckscher-Ohlin theo-
rem, which asserts that the country abundant in a given
factor exports the commodity that intensively uses that
factor in exchange for the other commodity. The Stolper-
Samuelson theorem shows that an increase in the relative
price of a good increases the real wage of the factor used
intensively in producing that good and lowers the real
wage of the other factor. Given the additional assump-
tion that neither country specializes in its export com-
modity, the factor price equalization theorem states that
trade equalizes real factor prices in the two countries.

These results admirably synthesized, and rigorously
proved, some of the main insights of Heckscher and
Ohlin and laid the foundations for the postwar interna-
tional trade theory. These theorems carry some impor-
tant policy implications. The Stolper-Samuelson theorem
shows that free trade, by raising the price of a country’s
export commodity, makes the factor that is intensively
used in the export sector better off, but harms the welfare
of the other factor. Tariff protection of the import-
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competing sector has the opposite distributional effects.
One cannot therefore proclaim free trade to be superior
to protectionism in the sense of making everyone better
off, unless compensation is paid to the factor that it
harms.

THE NEW TRADE THEORY

When the United States was considered the world’s most
capital-abundant country, after World War II, the Heck-
scher-Ohlin theorem was tested empirically by Wassily
Leontief (1953). To his surprise, Leontief discovered that
the United States exported labor-intensive and imported
capital-intensive commodities. This became known as
the Leontief Paradox and gave rise to numerous articles
that attempted to rationalize it or to reformulate the un-
derlying H-O-S theory. The latter was extended to more
factors than the two (capital and labor) considered by
Leontief. Later empirical tests sometimes reversed and
sometimes reaffirmed the Leontief Paradox. Economists
also noted that, contrary to what the Heckscher-Ohlin
theory suggests, most trade flows occur between industri-
alized countries whose factor endowments are fairly simi-
lar, and that much of this trade is intra-industry in na-
ture, so that the same types of commodity (such as
automobiles) are both exported and imported.

Dissatisfaction with the H-O-S theory led in the late
1970s and 1980s to the formulation of a new trade theory,
some of whose models dispense altogether with the no-
tion of comparative advantage and allow for increasing
returns to scale, external economies, differentiated prod-
ucts, and the associated imperfectly competitive market
structures. Trade is shown to arise even between econo-
mies identical with respect to factor endowments and
technical knowledge. Ohlin had anticipated one of its
main findings: “The character of this trade will be entirely
a matter of chance, if factor equipment is everywhere the
same; for it is of no consequence whether a certain region
specializes in one commodity or another, just as uni-
formly endowed individuals can with equal advantage
specialize in any kind of work” (1933, p. 55). Ohlin also
remarked on the importance of history and accident in
molding comparative advantage, a factor stressed by Paul
Krugman (1990), one of the new trade theorists. A great
achievement of the new trade theory is to provide a satis-
factory explanation of intra-industry trade. In diametri-
cal opposition to the prediction of the H-O-S theory, the
volume of such trade is greater, the more similar are the
trading countries’ factor endowments.

Interested readers can supplement this brief survey
of the theories of international trade after 1900 by con-
sulting works such as Irwin (1996) and Maneschi (1998).
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TIMBER
Timber, which is to say wood in raw or semi-processed
form, is a bulky, heavy product that is very costly to
transport. Commonly, more than one-half of the price
of timber at the destination market was made up by the
cost of transport. Surprisingly, then, timber was one of
the earliest products to be extensively traded internation-
ally. By the early sixteenth century large amounts were
moving in long-distance trade, particularly to areas lack-
ing local forest.

Two branches of the international timber trade were
important: trades in decorative woods and trades in
structural woods. Decorative wood, commonly hard-
wood and increasingly from tropical sources, was used
mainly for furniture and wall paneling. These were pri-
marily for the luxury trade and involved woods of high
value. The quantities involved were tiny in comparison
to the trade in structural woods, which included not only
softwoods such as fir, pine, and spruce, but also hard-
woods such as oak and elm. Structural woods were used
for shipbuilding and housebuilding. Shipbuilding in par-
ticular was an important source of demand. Because of
its strength and durability, oak was used for the structural
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A logger loads a supply of timber onto a truck for transport out of Olympic National Forest, Washington. Forests in the
Pacific Northwest became an important timber resource for the U.S. in the beginning of the twentieth century. During this period,
westward expansion fueled the demand for wood used in the development of the nation’s railroad industry and the increased need
for new buildings to support population growth. © DAN LAMONT/CORBIS. REPRODUCED BY PERMISSION.

members of ships, often in the form of naturally curved
pieces. High-quality hulls were also sheathed in oak. Pine
was used for decking, and tall, straight pines were needed
for masts, spars, and bowsprits. Elm was used for ships’
parts that remained under water and for the supports of
piers and docks.

In the early modern period the leading market for
timber was the Dutch Republic. It was the most rapidly
growing economy; not only was it undergoing a great
urban building boom but it was also Europe’s leading
maritime nation. With meager local forest resources of
its own, it drew wood from three foreign sources. Large
quantities were floated down the Rhine from the forests
of southern Germany. A second source, especially for
masts and large dimension timber, was the south shore
of the Baltic Sea. Thirdly, softwood planking came from
Norway.

As Great Britain displaced the Netherlands as the
focus of economic growth in Europe, it became the lead-
ing market for internationally traded timber. As Britain
became a great maritime power, it required large

amounts of timber for shipbuilding, and by the end of
the eighteenth century it drew upon northern Europe for
softwood. A large export sawmilling industry developed
in coastal Norway to supply the British market. Britain
also drew upon Danzig, Memel, and Riga for large-
dimension pine. A standard item in the British import
timber trade was the “deal,” a plank sawn wide and thick
which could be used directly for ship decking or resawn
by hand into appropriate dimensions for construction
purposes.

Shipbuilding, both naval and commercial, called for
particular types of wood, and Britain’s emergence as
master of the seas was, in part, dependent upon its being
able to obtain the requisite materials for wooden war-
ships. Two items were critical—the right kind of oak for
hulls, and tall, softwood timbers for masts, spars, and
bowsprits. Britain drew from time to time upon the Bal-
tic region for oak, mostly plank for sheathing hulls; for
the most part, Britain was able to get by with domestically
grown oak timbers. Not so for masts: from an early date
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the British had to rely upon the tall pines of the Baltic
region for masts.

As early as the seventeenth century, though, and es-
pecially in the eighteenth, Britain looked to its North
American colonies for masts and spars. Other forms of
structural timber were not valuable enough to bear the
high cost of transport across the Atlantic, so the amount
of timber shipped from North America to Britain in the
eighteenth century was small. The North American colo-
nies, however, established a lively trade in lumber to the
West Indies sugar colonies. That trade also included an-
other specialty form of wood—staves and headings to
make the barrels in which sugar and rum were shipped.
Barrels were the universal packaging through to the end
of the nineteenth century. Countries with an abundance
of oak made and exported the components from which
barrels were assembled.

The tropical hardwood trade began in a small way
shortly after the European encounter with the wider
world. Furniture makers in Spain, France, and the Neth-
erlands were using tropical woods by the late 1600s, but
it was not until the early years of the eighteenth century
that large shipments were being made. In quantitative
terms mahogany from the West Indies and Central
America was the most important of these woods. Initially
Jamaica, and later Cuba, were leading supply areas. In the
late eighteenth century rosewood, mostly from Brazil, be-
came popular, and satinwood from the West Indies also
gained in popularity. These exotic woods were common-
ly used as veneers; this held down the quantities required.
Teak was not much imported to Europe in those times
but had been widely traded in Asia in earlier times and
became integrated into the European economy in the
eighteenth century mainly through ships built in Asia of
teak.

In the nineteenth century the British timber trade
underwent dramatic rearrangement. On strategic
grounds the British became concerned about their de-
pendence upon Northern European timber. This became
acute when Napoleon, under his Continental System, at-
tempted to block European supplies. The British re-
sponse was to turn to its remaining colonies in North
America (Canada, New Brunswick, and Nova Scotia),
which had abundant forests but were too far distant to
be normally competitive as suppliers of timber (except
for high-value items such as masts and spars). Britain re-
acted by imposing very high tariffs on imports of non-
British timber. Its North American colonies were ex-
empted and, in a few years, they became the dominant
suppliers of softwood to Britain. A trickle of high-quality
wood continued to come from Norway, but by the 1830s
80 percent of British softwood (and substantial quantities
of oak) came from North America. In addition to sup-

plies of timber, Britain bought ships built in its North
American colonies. By 1850 fully one-third of British
shipping capacity had been constructed in its colonies.

British industrialization, and its accompanying ur-
banization, brought greatly increased demand for timber.
Other European countries also began to industrialize, but
France and Germany had substantial forest resources so
they did not need to draw as extensively on international
sources. In the nineteenth century Britain was the pre-
dominant market for internationally traded timber. By
1820, as a consequence of its high duties on non-empire
wood, Britain was obtaining more than three-quarters of
its timber imports from its North American colonies.
Saint John, New Brunswick and Quebec City in Canada
became the leading timber ports of the world. A very
large fleet of ships, a substantial fraction of the world’s
shipping capacity, was engaged in moving timber across
the Atlantic.

The United States, for all its extensive forests, con-
tributed little to the nineteenth-century transatlantic
trade in timber, partly because it too faced the high duties
imposed by the leading import market, but also because
it was growing rapidly and needed its own forest re-
sources. There was no profit to be made in exporting
lumber. In 1841 Britain somewhat reduced its duties on
foreign timber, but the move was not enough to bring a
resurgence of imports from Northern Europe, although
it did divert Canadian attention to the United States.
Canada thereafter exported to that country as well as to
Britain. Another reduction in the British tariff came in
1848. That move made the U.S. market even more attrac-
tive to Canadians, and was enough to draw the Northern
European producers back into the British market. By the
early 1850s Canada was dividing its exports about equally
between Britain and the United States, and British im-
ports from Scandinavia were soaring. Still, Canada con-
tinued to be the dominant supplier of wood to Britain.
That changed as Canadian producers turned increasing
to the U. S. market, especially in the period of reconstruc-
tion after the Civil War. That left space for Scandinavian
producers to increase greatly their exports to Britain, sti-
mulating the sawmill industry, especially in Sweden and
Finland. That, in turn, is widely thought to have spurred
the beginning of industrialization in those countries.

The international timber market of the last quarter
of the nineteenth century came to focus largely on sawn
boards. The growing industrial regions of continental
Europe drew mainly on the forests of Scandinavia and
Russia. The other large market was in the United States
and it was supplied by Canada. Late in the century, how-
ever, the United States became less dependent upon Ca-
nadian pine as it found new sources in the coastal region
of the South and in the forests of the Pacific slope of the
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far west. This involved new species of wood—yellow pine
from the South, and California redwood, Douglas fir, and
western red cedar from the Pacific forests. New domestic
sources reduced for a while the U.S. dependency upon
imports, although Canada was also contributing Pacific
species lumber.

A new use for conifer softwood was discovered in the
latter half of the nineteenth century as paper came to be
made from wood pulp. Some competition arose in the
use of timber for lumber and timber for pulping to make
paper. The latter, however, tended to use species that
were worth less as lumber, but a higher value of pulp-
wood meant that (especially in Northern Europe) forests
were cut at a younger age and reforestation was directed
toward wood for pulp.

By the end of the nineteenth century a general scarci-
ty of structural wood began to show. Prices, which had
fluctuated around a stable level over much of the century,
began to rise noticeably, causing concern. Movements to
conserve forest resources took root. At the same time,
however, the demand for wood was growing more slow-
ly. New substitutes—concrete and structural steel—were
introduced and became competitive. Intensive settlement
of western North America, where wood-frame structures
prevailed, was ending. Growth was shifting more and
more to the cities, where masonry construction was more
common. Bonded plywood was developed as an impor-
tant structural product. It made more efficient use of
wood supplies, substituting for standard boards.

The heyday of the timber trade was in the second
half of the nineteenth century. In the twentieth century
it grew much less rapidly than trade in many other com-
modities; it no longer stood out as a major element of
world commerce. As other bulk commodities rose in im-
portance, as did steel bars and ingots, petroleum, meat
and live animals, and manufactured goods such as auto-
mobiles, the timber trade utilized a much smaller frac-
tion of world shipping capacity.

In the years after World War I growth in Europe was
handled largely by relatively nearby suppliers, usually in
Scandinavia, augmented somewhat by Canadian and
tropical supplies. The United States continued to be a
large and growing market on the world scene but it had
become close to self-sufficient in lumber. Such imports
as the United States needed came mainly from Canada.
After World War II the world timber market again wid-
ened. Japan became an important buyer. Tropical forests
became increasingly significant sources of supply. Many
new species of wood were introduced into international
trade, and wood that had previously been used only for
decorative purposes in Europe and the United States
came to have structural uses in other areas of the world.
The carefully managed forests of Scandinavia and the

still-abundant forests of western Canada continued to
play a significant role. Canada came to supply a larger
fraction of the U.S. market than ever before. The most
outstanding development, however, was that so many
more nations were involved both as buyers and as sellers.
The volume of wood traded was greater than ever. Never-
theless, the growth of trade generally, and the huge in-
crease over time in the number of products traded inter-
nationally, mean that the timber trade no longer holds
the relative importance it once had.

S EE A LS O Agriculture; Baltic States;
Shipbuilding; United States; Wars; Wine.
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TOBACCO
Before the European discovery of America, tobacco and
smoking were known to Native Americans in many areas
of North and South America. The Spaniards became ac-
quainted with the leaf fairly early on the north coast of
South America. Their pleasure in this product led to the
development of market-oriented production in a zone
embracing the present Venezuelan province of Barinas
and adjacent areas to the east of Lake Maracaibo. As the
Spanish merchant purchasers and later monopolists did
not offer a price sufficiently attractive to the cultivators,
an illicit trade developed for smuggling this tobacco out
of the Spanish Main to the nearby Dutch island of Cura-
çao. From there, merchants shipped the tobacco home,
where it became a regular item traded in the Amsterdam
market and a re-export to many countries including
France and Britain. The English referred to it as Verinas
tobacco; to the French it was tabac de Vérine.

Tobacco

H I S T O R Y  o f  WO R L D  T R A D E  s i n c e  1 4 5 0 757



Another market-oriented production developed in
Brazil in the modern provinces of Bahia and Maranhao
(Marignan in French). This Brazilian tobacco supplied
Portugal and the Portuguese slave trade on the west coast
of Africa. So preferred was this variety in Africa that
Dutch, English, and French traders had to purchase sup-
plies from the Brazilians for their own slave trade there.
The Spanish, French, and English also introduced mar-
ket-oriented tobacco cultivation into their islands in the
West Indies. The Spanish in Cuba created a major pro-
duction of tobacco of recognized superior quality. For
the French and English, tobacco was only briefly impor-
tant in the early days of their Antilles colonies until the
local economies turned to sugar. Much more important
was the introduction by the English of a West Indian va-
riety of tobacco (nicotiana tabacum) into the Chesapeake
colonies of Virginia and Maryland, replacing the less de-
sirable indigenous variety (nicotiana rustica). Its cultiva-
tion and trade grew rapidly in the seventeenth century so
that by the century’s end, shipments from the Chesa-
peake to Europe exceeded those from all other transat-

Tobacco buyers in Zimbabwe check the quality of plants at an auction site. These auctions bring together local farmers and
merchants to establish market rates for the plants. Tobacco is one of the country’s key exports. © REUTERS NEWMEDIA INC./CORBIS.

REPRODUCED BY PERMISSION.

lantic colonies combined. So substantial were these ship-
ments that at the end of the seventeenth century, two-
thirds of English imports could be re-exported to Ireland
and the continent; by the early 1770s, fully 85 percent of
Britain’s tobacco imports was re-exported.

In Europe, the demand for tobacco at first came
from sailors and the more raffish elements in the urban
male population. It was also sought by soldiers to assuage
the rigors of campaigning. During the Thirty Years’ War
(1618–1648), the movement of armies would have intro-
duced it into new areas. Its use was at first prohibited in
some jurisdictions but these bans were soon lifted as to-
bacco’s availability for taxation became evident. The last
major jurisdiction prohibiting it was Russia, but Peter the
Great, at the time of his visit to the West in 1697, autho-
rized tobacco consumption in his realm and granted an
import monopoly to an influential English syndicate. In
practice, the monopoly could not be enforced because
the leaf was soon being cultivated in the Ukraine and
elsewhere in Peter’s realm. Even so, monopoly became a
preferred fiscal strategy in many jurisdictions, including
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Baseball players throughout history, such as Don Zimmer of
the Brooklyn Dodgers and Nellie Fox of the Chicago White
Sox in 1955, have chewed tobacco while playing the game.
Fine grain tobacco, or chewing tobacco, is placed inside the
mouth where the nicotine is absorbed into the bloodstream.
Originally, baseball players chewed tobacco to keep their
mouths moist and used the saliva to soften their gloves.
© BETTMANN/CORBIS. REPRODUCED BY PERMISSION.

France, Spain, and Sweden. Because imported tobacco
was more efficiently taxed than home-grown, internal
cultivation was banned in Britain, France, Spain, and
other Europeans states, but tolerated in the Netherlands,
parts of the Rhineland, and Alsace. A significant produc-
tion also developed in the Ottoman Empire with the
trade centered at Thessaloniki.

In the Caribbean, tobacco was processed by spinning
or twisting into ropes preserved in molasses and wound
into rolls for shipment. Tobacconists or consumers could
chop up lengths of this roll tobacco for smoking. More
often, tobacconists pressed the spun tobacco into briques
suitable for chewing or carottes wrapped in cord (tabac
ficelé) suitable for conversion into snuff. In the Chesa-
peake, however, tobacco leaf was dried in sheds and then
pressed tightly (prized) into hogsheads of ever-increasing
weight, reaching about 1,000 pounds by 1775. Because
staves were cheaper in well-wooded North America,
hogsheads were economical in the Chesapeake, and its
leaf appealed to snuff makers in much of Europe. Where-
as the French processed leaf tobacco into carottes before
conversion into snuff, the British and Dutch used water
mills and windmills to grind leaf directly into snuff. This
ground product was then sold to retail snuffmen who
added distinctive perfumes. Snuff could be taken by la-
dies in polite society, and was the socially preferred mode

of consumption in the eighteenth century, though it is
likely that less fashionable smoking accounted for a
greater weight consumed.

Tobacco in the Chesapeake was cultivated on both
small and large holdings. In the seventeenth century most
was grown by free labor. However, from the end of that
century and continuing in the eighteenth, production be-
came concentrated increasingly on larger holdings staffed
by slaves. About 60 to 70 percent of tobacco grown in the
Chesapeake around 1770 was sold by planters to local
“stores” from which they obtained their needed supplies;
most of the remainder was consigned by larger planters
to commission merchants in England. A store could be
operated by a local trader or a factor for a Glasgow or
other British firm. In Britain the great Glasgow firms and
others who imported tobacco on their own account were
free to sell scores of hogsheads at a time at a uniform
price to the French monopoly and other large-scale buy-
ers. Commission merchants who received smaller ship-
ments from numerous consigners in the Chesapeake
were expected to sell each hogshead separately for a price
reflecting its quality. Sometimes, though, they were
forced by market pressures to make multi-hogshead sales
at a flat price. In such cases, the more conscientious mer-
chants engaged a tobacco broker to evaluate each hogs-
head sold and adjust the sale price reported to reflect the
quality differences. These London tobacco brokers, fre-
quently Dutch Jews, provided an important technical ser-
vice between sellers and buyers who themselves may not
have been sufficiently expert in tobacco.

The Chesapeake-British tobacco trade was at a secu-
lar peak on the eve of the American Revolution. The war
disrupted it severely as much was destroyed and only lim-
ited quantities exported to help pay for the American war
effort. (The French monopoly had to look to the Ukraine
for possible alternative supplies.) After the war American
exports lagged below their prewar level, reflecting the
wartime depletion of the labor force by slaves escaping
or being carried away by British ships. Then, too, in the
postwar decades some of the planters migrated with their
slaves to the Deep South and turned to producing cotton.
It was not until the late 1830s that U.S. leaf tobacco ex-
ports re-attained the level of the early 1770s. By then the
major zone of production had shifted from the Chesa-
peake southward to North Carolina and westward to the
Ohio Valley. In the nineteenth century, of course, the
growth of population in the United States made the do-
mestic market increasingly important for tobacco grow-
ers. In the same century, the process of tobacco cultiva-
tion was brought by colonists into Rhodesia. Less is
known about the introduction of its cultivation into
India, China, Japan, and Korea.
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A shed is used to dry tobacco grown near the city of Cahors in the Dordogne region of France. Tobacco was first introduced to
Europe in Spain when Christopher Columbus returned from his travels in America. In the early seventeenth century, France started
to tax all tobacco that came into the country in order to protect local growers. © MICHAEL BUSSELLE/CORBIS. REPRODUCED BY

PERMISSION.

In the seventeenth and eighteenth centuries govern-
ment regulation of the tobacco trade was directed in great
part by a desire to maximize tobacco’s tax yields: 3.6 per-
cent of British state revenues in the 1790s; 7.3 percent for
France in 1789; and up to 25 percent for Spain in the
1760s. In the nineteenth and twentieth centuries govern-
ment tobacco revenues soared owing to the rise in popu-
lation and per capita consumption. At the end of the
eighteenth century tax-paying tobacco consumption was
about 1.3 pounds per head per annum in Britain and 1
pound in France. Only in the last quarter of the nine-
teenth century did British consumption rise significantly,
reaching 2 pounds per head per annum in 1919, and 4
pounds in 1938. Recent data show consumption of
3pounds per head per annum in France, 4.5 to 6 pounds
for the United Kingdom, the Netherlands, Belgium, Den-
mark, and Canada, and 7.5 pounds for the United States.

This surge in consumption is associated with the de-
cline in snuff usage and the increasing demand for cigars
and cigarettes. Snuff continued to be used by special pop-

ulations: for example employees not permitted to strike
matches in their workplace and Orthodox Jews who
could not strike a match on the Sabbath. Legend has it
that cigars were made fashionable in England by army of-
ficers returning from the Iberia Peninsula Campaign.
Cigarettes are reported to have been used first in Eastern
Europe and introduced into the United States by immi-
grants. Their great breakthrough came from the develop-
ment of a cigarette-making machine in 1872. Such ma-
chinery facilitated the growth of very large tobacco
manufacturing companies (including the much expand-
ed French tobacco monopoly) that were able to spend
millions on advertising. Cigarettes by the 1920s had also
become as acceptable for women as snuff had been in the
eighteenth century—a development which by itself can
explain much of the growth in per capita consumption
reported above.

The twentieth century, however, saw a shift in public
attitudes toward tobacco. In the first half of the century,
tobacco continued to be accepted as a normal part of ev-
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eryday life. Thus, during World War II, tax-free cigarettes
were sold to members of the United States armed forces
for as little as 5 cents for a pack of twenty. Attitudes
changed in the second half of the century when public
authorities, particularly in North America and Europe,
started propaganda campaigns against tobacco and in the
United States initiated lawsuits against tobacco compa-
nies for endangering public health. At present, it can only
be said that tobacco consumption has reached something
of a plateau.

SEE ALSO Agriculture; Disease and Pestilence;
Empire, British; Ethnic Group, Scots; Glasgow;
Ships and Shipping; United Kingdom.
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TOYS
Although the first toys, dolls, and playthings were made
at home, created and adapted by children and their par-
ents, toys may have been produced for sale from as early
as the sixteenth century. In the succeeding centuries, with
Nürnberg at the center of toy production, dolls and toys
were created throughout much of what is now southern
Germany and the surrounding region. Paris, known for
centuries for dressed fashion dolls, also exported dolls to
adults and children in Europe and eventually America.

In addition to the toy trade in Europe, toys were
used as barter goods with non-Western peoples from an
early date. Dolls, or “babies,” were among the items re-
corded by Thomas Harriot and John White as traded
with the Native Americans in Virginia in the late six-
teenth century. In the seventeenth century mechanical
toys were sometimes among the trade items offered by
European traders in the African slave trade. The word toy
could refer to a wide range of small goods, as opposed
to simply children’s toys.

The Industrial Revolution and advances in printing
and production processes allowed toys to be created
more quickly and cheaply. Late-eighteenth-century toy
catalogs, such as Georg Hieronimus Bestelmeier’s exten-
sive volumes, allowed toys to be advertised, ordered, and
shipped over great distances, changing forever the ways
in which toys were marketed, sold, and created. The earli-
est toy catalogs were geared to faraway shop owners who
would use catalogs and samples to order toys for their
shops. In the nineteenth century rubber, tinned sheet
iron, and cast iron were some of the materials newly used
in toys once primarily made of wood, fabric, clay, wax,
and other materials. By the end of the century technolog-
ical advances led to mechanized toys such as crawling
dolls and steam-powered toy trains. Much of modern life
was reflected in new types of children’s toys. By the turn
of the century, and especially during World War I, toys
were increasingly produced in the United States and, to
a lesser extent, Great Britain, rather than imported from
Germany.

In the 1920s, 1930s and 1940s developments in plas-
tics and other synthetics led to the use of these materials
in children’s toys. By the 1950s and 1960s these materials
gradually supplanted other materials as the main compo-
nents of children’s toys. Continuing what had started
with children’s periodicals, radio and movies, this period
also saw the introduction of television commercials
aimed at children, allowing toy companies to market
their products directly to young consumers in highly suc-
cessful ways. By the 1970s government safety regulations
for toys further altered the toy industry, forcing more of
a focus on safety as well as profits.

By the end of the twentieth century China and other
East Asian countries led the world in toy exports. By 2001
China produced more than 60 percent of the world’s
toys. In the late twentieth and early twenty-first centuries,
computerized toys and video games compete with and
sometimes complement traditional dolls and toys. Com-
puterized toys and video games are a huge industry draw-
ing both children and adult players, with many games
aimed specifically at teenage and adult audiences. Fueled
by both nostalgia and novelty, collectible figurines, dolls,
games, and other toys, often associated with the purchas-
er’s own childhood or popular trends, increasingly and
self-consciously have been aimed toward adults. Today
the toy industry, an international, multibillion-dollar
business, serves the needs of kids of all ages.

S EE A LS O Africa; Germany; Industrialization;
Slavery and the African Slave Trade.
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TRADE FORMS, ORGANIZATIONAL,
AND LEGAL INSTITUTIONS

International trade transactions involve negotiation be-
tween the seller and the buyer (of price, quantity, product
specifications, delivery period), entering a contract (oral
or in writing, typically signed by each party), and perfor-
mance of the contract (the seller produces the products,
which are then transported to the buyer, who inspects
them and makes payment). There is a degree of risk in-
volved for both parties. What if the buyer does not pay?
What if the seller sends poor-quality goods? These risks
have been addressed to some extent through internation-
al payments methods such as bills of exchange and docu-
mentary credits (also known as letters of credit).

The legal arrangements for international trade are
typically based on a contract; that is, the trading parties
enter into a binding agreement. Other issues may arise,
such as tort (if there is negligence), crime, and in some
countries (such as Australia) trade practices (if there is
misleading or deceptive conduct). Transport law is also
relevant, with different rules applying to carriage of
goods by sea, air, road, rail, and, with e-commerce, elec-
tronic transmission. Specific forms of contract are used
for transportation: a bill of lading for sea carriage, and
an air waybill for air carriage.

Other trade arrangements include:

agency agreements, in which the agent agrees to sell
the goods on behalf of the buyer for a fee;

distribution agreements, in which the distributor
buys the goods in bulk and sells them for a profit;

joint ventures, which involve a company in the place
the goods are manufactured and a company where
they are to be sold;

licensing, by which the buyer is given the right to
produce the seller’s intellectual property (patents,
trademarks, designs, copyright) and pays a fee plus
royalties; and

franchising, whereby the franchisee is able to use the
franchisor’s system of doing business.

SEE ALSO Franchising, International; Free
Trade, Theory and Practice; International
Trade Agreements; Networks, Supply,
Distribution, and Customer.
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TRANSACTIONS COSTS
Changes in transactions can explain why trade was so
limited prior to the last few hundred years and why the
quality, complexity, and extent of trade have grown so
rapidly over the past few centuries.

Generally we think of production in terms of the in-
puts—capital, labor, and natural resources. If you want
to produce more bread, you need to grow more grain.
But in the exchanges that result in bread arriving at your
table, more is involved. Sometimes dozens of middle-
men, various lawyers, numerous civil agencies, and other
public authorities play a role in moving and permitting
the “simple” trade of food for goods between two na-
tions. These costs above and beyond the pure costs of
production, which have to do with the measurement of
the characteristics of the exchange, the costs of transpor-
tation, and the enforcement costs surrounding the cre-
ation and fulfillment of exchange contracts (whether for-
mal or informal, explicit and written, or implicit and
verbal), constitute transactions costs.

Trade throughout history has involved overcoming
the problems posed by climate and geography. Much of
the reduction in transactions costs hindering trade can
be attributed to technological changes. Improved trans-
port mechanisms, from the wheeled cart to the automo-
bile and from the horse to the jet plane, have made possi-
ble and profitable the greater volumes of trade that most
countries today take for granted. Similarly, improve-
ments in storage and preservation have contributed to
our ability to deal with the high transactions costs of ex-
changing goods between regions with different climates
or separated by great distances. Improved communica-
tions technologies have also contributed by allowing us
to know what is available and from whom.

Price and quantity as conventionally discussed are
simplifications of the infinity of characteristics of real-
world goods and services that make comparison difficult
and hence limit exchange. Physical goods that are other-
wise identical are not economically identical if the associ-
ated characteristics of their purchase or delivery are not
similarly identical. For example, two pairs of pants may
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Women in Myanmar transport goods via long boats. This type of local distribution of goods represents the additional extra costs
added for the transport of goods. © NIK WHEELER/CORBIS. REPRODUCED BY PERMISSION.

be virtually identical in cut, material, size, and brand, but
if one is available for immediate purchase in a local store
and the other must be ordered and sent from a ware-
house 5,000 miles away, the two are not really the same
goods. The costs of transportation and delivery obviously
account for many of these differences. Sometimes infor-
mation itself about a product’s existence and the actual
price it sells for is costly. And if the goods are not physi-
cally homogeneous, the complications of exchange are
multiplied. Consider the difference between comparison
shopping for a new car and comparison shopping for a
used car: the latter trade is complicated by the fact that
used cars from the same company and of the same vin-
tage may be wildly divergent in condition, much more
so than for new cars. Of course, the simplicity of a car
purchase is a result of the success of modern-day proce-
dures of standardization and quality control. It is impor-
tant to remember that in earlier time periods with more
primitive institutions of production and exchange, al-
most all transactions were at least as complicated, if not
more so, than purchasing a used car is today.

To take a contemporary example, consider how the
internet and the rise of online auction houses such as

eBay have turned the neighborhood garage sales of yes-
teryear into national and even international phenomena,
with tens of thousands of items a day being bought and
sold. In this case, the rise of the World Wide Web has
lowered the transactions costs of many exchanges to the
point that there now exist markets that would have been
unthinkable as recently as the early 1980s.

Many transactions costs are difficult to reduce be-
cause of social and institutional problems, including the
uncertainty and unreliability of contracts and their en-
forcement. Absent a good system of property rights and
a reliable mechanism of enforcement, trade between
strangers historically has been understandably limited.
Many governments lacked the power to guarantee con-
tracts or to enforce and maintain law and order. Most
trade throughout history has centered on personal ex-
change. Knowing the right people, or signaling that you
knew the right people, affected both the profitability and
the viability of even the most basic trades. Trade between
kinsmen or people of the same religion, ethnicity, nation-
ality, or race were commonplace because societies and in-
dividuals often had few other options for guaranteeing
the reliability and regularity of exchanges.

Transactions Costs
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Most rulers and states—always eager for revenue—
saw trade as something to be taxed or regulated for their
benefit, thus depressing or even eliminating these trades.
One of the paradoxes explored by economists and eco-
nomic historians has been the problem of credible com-
mitment involved in the provision of public goods. For
instance, a king needing money in times of war might
seek to borrow funds from private citizens, but a king too
weak to survive would be a poor risk. Conversely, a king
strong enough to be certain of winning was often strong
enough to renege on a contract and refuse to pay. The
most successful nations have developed laws and institu-
tions that curb such opportunism and hence lower trans-
actions costs for all people through a variety of constitu-
tional and legal checks and balances.

In today’s world the difficulties of the poorest popu-
lations usually stem from the lack of the most basic legal
and social institutions in their countries. The populations
of the worst-off nations must struggle with extremely
high transactions costs cutting them off from trades with
people even in the same nation or region, and defeating
individual efforts to rise out of poverty and misery. Tech-
nology can sometimes overcome the problem of inade-
quate institutions, but for the most part, the lack of effec-
tive institutions constitutes the continuing impediment
to further material progress and often generates corrupt
relations between individuals by destroying trust and
making it impossible for strangers to participate easily.
In contrast, the wealthiest nations have prospered by cre-
ating systems of anonymous exchange that allow people
to conserve our personal relations for those situations we
value most, while extending the benefits of commerce to
the widest range of people possible.

SEE ALSO Market Integration.
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TRAVELERS AND TRAVEL
Cost and risk inhibited both business travel and tourism
for much of human history. Few merchants, even the fa-
mously intrepid Venetians of Marco Polo’s time, were
willing to face the twin risks of a sea voyage and the Silk
Road for access to the riches of the East. Until the advent
of cheap, reliable air travel in the twentieth century, wa-
terborne transportation was the fastest, least expensive,
and the safest means of long-distance travel. Overland
voyaging was far too inefficient to promote travel and
trade on a large scale. Water transport, especially ocean
travel, carried its own risks. Well into the nineteenth cen-
tury Euro-American readers devoured lurid tales of
wrecks and ships lost at sea. In fact, by the middle of the
eighteenth century open-sea travel had become excep-
tionally safe and regular. Nevertheless, the dangers of an
ocean voyage inhibited many people from engaging in
long-distance travel, much as fear of flying in the face of
the impressive safety records of commercial airlines
keeps many people on the ground today.

As a result, business travel and tourism developed
slowly in the early modern period. The former broke
through barriers of time and cost first, as seafaring Euro-
peans mastered the winds and currents to develop an ac-
tive pan-European trade in the fourteenth and fifteenth
centuries. The Portuguese were the first to master the At-
lantic; their skills enabled them to establish close trading
links with West Africa during the fifteenth century. These
trading relations, which other European nations soon es-
tablished, required making personal connections be-
tween African suppliers and European traders—in short,
business travel. Because of the hostile disease environ-
ment, trade relations were facilitated by the descendants
of European traders and African women, who enjoyed
the benefits of local residence as well as access to Europe-
an languages, family ties, and credit.

The same technological developments that promot-
ed world trade made necessary and facilitated commer-
cial travel. Advances in sail were followed by the develop-
ment of canals, steamboats, and railroads that, to people
accustomed to the difficulty even of short-distance travel,
seemed nearly to annihilate time and distance. These ad-
vances also eased business travel, which remained essen-
tial to promoting trade in a world without electronic
communications. Face-to-face relations were necessary
to understand markets, meet consumer demands, and
extend (and acquire) credit. Though these developments
were particularly important to the growth of internation-
al business travel, they also facilitated domestic move-
ment. This was the case in the antebellum United States,
where the development of canals and steamships made
possible the growth of internal markets.

Travelers and Travel
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A 1930 poster advertises the travel route from Germany to
South America. Departing from Hamburg, the ship crossed the
Atlantic Ocean and stopped at various ports along the east
coast of South America. Travel routes like these were the origins
of tourist cruise ships that exist today. © SWIM INK 2, LLC/

CORBIS. REPRODUCED BY PERMISSION.

In the modern era, technological developments (e.g.,
long-distance communication and computer resources)
undermined some of the older rationales for commercial
travel, but many other business requirements—the need
to assess local conditions, the establishment of personal
sales relationships, business expansion—remain. Some
advances actually have encouraged the growth of busi-
ness travel. Transatlantic commercial flights appeared in
1930s, and the introduction of large jet planes, culminat-
ing with the debut of Boeing’s 747 in 1969, allowed for
rapid, mass long-distance travel. Other innovations, such
as hotel and motel construction, rental cars, and especial-
ly credit cards, have made business travel more essential
than ever to world trade.

Tourism’s significance to world trade lagged behind
commercial travel until the twentieth century. Prior to
the nineteenth century, tourism was the prerogative of
the privileged. The quintessential example was the “grand
tour” of continental Europe enjoyed by British men in

the sixteenth and seventeenth centuries; the cost of ac-
commodations, transportation, and the accoutrements
of high society made this solely an aristocratic endeavor.
The development of a middle class with discretionary in-
come eroded the social foundations of the grand tour in
the mid-eighteenth century; near-constant warfare in Eu-
rope in the French Revolutionary and Napoleonic eras
further inhibited tourism. In part, that hole was filled by
an increase in domestic travel, which boomed in Britain
and the United States. Although the Napoleonic wars in-
habited European tourism, they promoted its expansion
by forcing travelers to seek alternative destinations, such
as the Carribean islands. Demand for travel produced a
rush to the European continent after peace was estab-
lished in 1816. Cultural developments also encouraged
the growth of travel. Romanticism, with its emphasis on
local peculiarities, encouraged people to visit other coun-
tries. The “Sublime,” a related movement, insisted that
humankind’s moral development was stunted by exces-
sive civilization. Thus, travelers increasingly visited the
Alps and other “wild” places to experience nature first-
hand. 

The development of transoceanic steamships, to-
gether with general peace in Europe following the Napo-
leonic Wars, transformed tourism. Introduced in the
1840s, ocean steamers were not an obvious improvement
on sailing vessels—they were slow, prone to mechanical
breakdowns, noisy, and dirty. Shippers soon addressed
these problems, however, and added new improvements
that sailing craft could not match. Steamships could be
built far larger than sailing vessels, allowing for many
more berths of various qualities (or “classes”), supple-
mentary rooms such as saloons and lounges, and multi-
ple decks. These ships grew in size and opulence, evolving
into true ocean liners in 1900. These massive ships fea-
tured luxuries such as ballrooms, private restrooms, mul-
tiple bars and lounges, and recreation services. Steam
travel was also cheap, and this led to an explosion of
transatlantic travel among people of middling means.
Entrepreneurs leapt at the chance to tap into this new
constituency. Eclipsing the older genre of epistolary trav-
el accounts, guidebooks contained practical information
such as exchange rates, locations of hotels, embassies,
and important attractions. In the summer of 1855 En-
glishman Thomas Cook organized his first package tour
to the Continent, and over the next thirty years he and
his sons expanded the business to include tours around
the world. Cook’s company offered package tours that
appealed to and were aimed at ordinary people who
sought the prestige of travel but had neither the means
nor the cultural confidence to embark by themselves.

Governments and entrepreneurs set out to exploit
this lucrative market. A half-century of trade shows and
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An early twentieth century postcard of King’s Cross Station in London. Located in the northeast section of the city in the
borough of Islington, it is a major stop along railway and subway transportation routes. The station also serves as a gateway to
other cities such as Cambridge, York, and Edinburgh. © POODLESROCK/CORBIS. REPRODUCED BY PERMISSION.

economic exhibitions, mostly in Europe, culminated in
1851 with the Great Exhibition in London’s Crystal Pal-
ace. It registered more than 6 million visitors. On its heels
came the Centennial Exhibition at Philadelphia in 1876
(more than 8 million admitted) and Chicago’s Columbi-
an Exhibition of 1893 (21.5 million paid admissions).
These fairs foreshadowed the rise of twentieth-century
cruise lines and resorts such as Club Med (founded in
1850) and theme parks such as Disneyland (founded in
1955). Tourism skyrocketed after 1950, when interna-
tional tourist arrivals to the United States totaled just
25.3 million people and receipts totaled $2.1 billion.
Since then tourism (measured by arrivals) has increased
at an annual rate of 6.8 percent; in 2002 the World Tour-
ism Organization counted 702.6 million international ar-
rivals and $474.2 billion worth of international tourism
receipts. Europe and the United States were the top desti-
nations in both 1950 and 2002, though their market share
(95% in 1950, 76% in 2002) has declined somewhat. In
2002 tourism represented over 7 percent of the value of
worldwide goods and services, behind exports of chemi-
cals, auto parts, and fuel.

S EE A LS O Cargoes, Passenger; Cunard, Samuel;
Hakluyt, Richard, the Younger; Information
and Communications; Networks, Supply,
Distribution, and Customer.
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TREATIES
Famous treaties that disposed of territories or decided the
fate of nations affected trade in ways that are hardly any
clearer today than when the treaties were signed. What
did merchants make of the Treaty of Tordesillas (1494),
for instance, by which the rulers of Spain and Portugal
agreed to divide between themselves the newly discov-
ered islands and continents overseas, giving Brazil to Por-
tugal and the rest of Latin America to Spain? British,
Dutch, and French merchants refused even to recognize
that treaty, based as it was on Pope Alexander VI’s au-
thoritarian Catholic bull inter coetera (1493). Rulers or
their diplomatic agents, for whom traders, even great
ones, were essential but secondary, like domestic ser-
vants, made treaties. The Fuggers, Welsers, and other
merchant bankers of Augsburg forced the kings of Spain
and France to conclude a dynastic war by the Treaty of
Cateau-Cambrésis (1559), but trade was not a serious
issue in the negotiations. Peacetime trade counted for lit-
tle more than wartime plunder in the eyes of dynastic
princes at inland capital cities such as Madrid, Moscow,
Paris/Versailles, and Vienna, and even less for warriors
such as the Ottoman rulers at Istanbul from 1453. Ves-
tiges of continental indifference to seaborne trade were
visible even in the nineteenth and twentieth centuries at
Beijing, Ottawa, Moscow (where the Soviet government
moved the Russian capital inland from St. Petersburg),
and Washington, D.C.

EARLY MODERN TRADE TREATIES

Quite different were the city-states on the Baltic Sea and
the Mediterranean—Genoa, Hanseatic towns, Venice—
which made treaties with Western trading nations from
medieval times expressly to encourage overseas trade.
Merchants had stronger voices, too, in the capitals estab-
lished at great port cities: Amsterdam, Copenhagen, Lis-
bon, London, and Stockholm. Gustaf Adolf (1611–1632)
promoted Swedish trade on the Baltic after sealing Russia
off from that sea by the Treaty of Stolbova (1617). Later,
Peter the Great (1682–1721) had the genius to give Russia
a window on the Baltic by studying Amsterdam and Lon-
don (1697–1698), building a new capital at St. Petersburg
on the Gulf of Finland, and forcing Sweden to sign a trea-
ty at Nystadt (1721). London merchants in Parliament
and Dutch merchants in the Estates General of the Neth-
erlands drove their governments to declare war on
France and Spain in 1702 when France made claims to
Spanish colonies upon Louis XIV’s marriage to the Span-
ish princess, Maria Theresa, as part of the Treaty of the
Pyrenees (1659). The same English and Dutch merchants
prompted the British government to seize Acadia, Hud-
son Bay, Newfoundland, and Gibraltar (for naval control
of western Mediterranean shipping), and to win them

permanently in the long negotiations for the Treaty of
Utrecht (1713). A supplementary Anglo-French trade
treaty intended to reduce prohibitive duties on French
wine entering the British Isles and British cloth and hard-
ware entering France was vetoed by Parliament (1715),
much to the relief of French merchants and officials who
believed the French customs system, with its internal du-
ties and rapacious tax farmers, to be dangerously vulner-
able. No Anglo-French trade treaty was signed until 1786,
when the French negotiating team was more heavily in-
fluenced by the laissez-faire doctrines of theorists such as
Pierre-Samuel du Pont de Nemours (1739–1817) than by
the empirical scruples of merchants and informed offi-
cials.

At Utrecht, too, Louis XIV (1638–1715) had refused
to grant permission for Huguenot merchants, even those
naturalized as British subjects, to trade in France; perhaps
this was to be expected of a ruler who was still insulting
the British Queen Anne (1665–1714) by treating the de-
posed Roman Catholic Stuarts as the rightful rulers of
England! But religious and other ideological claims often
weighed upon commercial negotiations, even when trad-
ing interests were fairly represented. At the Congress of
Vienna (1814–1815) evangelical Anglicans and other
Protestants obliged the British negotiators to press for a
worldwide abolition of the profitable slave trades, which
had been suppressed within the British Empire since
1807. A squadron of the Royal Navy was already irritating
other trading nations by interfering with their slave
trades off the African west coast. Again, from the French
Physiocrats of the 1760s to Adam Smith, who in The
Wealth of Nations (1776) denounced the Methuen Treaty
(1703) governing trade between England and Portugal on
the basis of an earlier treaty (1654), free-trade enthusiasts
argued that trade treaties were superfluous. Treaties
merely hampered the unfettered commerce of their
dreams that would usher in a utopian world free from
war and plunder, as well as from customs duties and bu-
reaucratic supervision, thus rendering the Royal Navy
and other armed forces superfluous. Not everyone was
convinced. In 1860 an Anglo-French trade treaty was
signed by Richard Cobden (1804–1865) for Queen Victo-
ria and Michel Chevallier (1806–1879) for Emperor Na-
poleon III. It lapsed in 1882, however, as doubts about
prospects for universal peace arose during the Crimean
War, the American Civil War, and the Franco-Prussian
War, and no other major country followed the British
lead in working towards free trade. After reading Frie-
drich List (1789–1846) and Gustave Schmoller (1838–
1917) on the history of the illiberal German Zollverein
treaties since 1815, the Scottish economist Archdeacon
William Cunningham (1849–1919) lectured the London
Compatriots Club in 1904 on how the British Empire was
being undermined by the follies of “one-sided Free
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An American squadron led by Commodore Matthew Perry presents gifts to the Japanese Imperial Commission.  Among the
gifts was a quarter-scale train with 370 feet of track, which, along with the steam-powered ships he arrived on, helped Perry
convince Japan’s leaders in 1854 to sign a treaty of friendship and trade. The treaty effectively opened Japan, long closed to foreign
ships, to the world. TIME LIFE PICTURES/GETTY IMAGES. REPRODUCED BY PERMISSION.

Trade.” A world of protective customs duties was grow-
ing up in the rest of the world.

The Zollverein treaties, which applied customs barri-
ers to keep foreign competition out of a large free-trade
zone in Germany, had been formed not by merchants but
under the eagle eye of the Prussian general staff com-
manding one of the armies victorious at Waterloo
(1815). True, in 1842 British forces had driven the gov-
ernment at Beijing to negotiate the Treaty of Nanjing,
which Hong Kong to Britain and admitted Western mer-
chants to five “Treaty Ports”: Shanghai, Canton, Amoy,
Foochow, and Ningpo. But in Britain’s wake, the United
States (in the Treaty of Wang Xia, 1844), France, Germa-
ny, Japan, and Russia then made treaties with China, and
a busy international trading community soon grew up at
Shanghai. Most trade on the China coast and the Yangtze
was British and protected by the Royal Navy, but the
United States, with its ports on the Pacific Coast, led the
way in forcing Japan to open ports to trade by dispatch-
ing Commodore Matthew Perry (1794–1858), whose
naval forces imposed two treaties “of Amity and Com-

merce,” signed on March 31, 1854, and July 29, 1858. A
U.S. ship, the Wanderer, reached Yokohama from Shang-
hai on July 1, 1859, and a silk trade soon developed.
Other rulers outside Christendom proved to be similarly
unwilling to authorize treaties: for example, the lamas in
Tibet dragged their feet for many years until, in 1903,
Lord Curzon (1859–1925), viceroy of India, let an expe-
dition under Colonel Francis Younghusband (1863–
1942) force its way to Llasa, where a treaty was signed at
last on September 7, 1904. Unfortunately for Tibet, the
British, their mission accomplished, withdrew on good
terms with the Dalai Lama and his aides, who soon
learned what tyranny is when in May 1951 Chinese forces
dictated an “Agreement on the Peaceful Liberation of
Tibet,” ushering in a nightmare of violence and destruc-
tion.

Western efforts to free trade and protect traders met
stronger resistance in Muslim countries. Algerian pirates
preyed on European and American shipping in the Medi-
terranean in the seventeenth century, enslaving crews
and passengers. A Dutch treaty “of peace and commerce”
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(1679) with Algiers broke down again and again. Only
force made Mustafa II (1695–1703) at Istanbul sign the
Treaty of Karlowitz (January 1699), ceding Hungary to
the Habsburgs and the Aegean coast to the Venetians. Al-
geria, Morocco, Tripoli, and Tunis preyed on Western
shipping in the Mediterranean for centuries, enslaving
crews and passengers. Until French armies began a sys-
tematic imperial conquest of North Africa in the 1830s,
treaties with the “Barbary pirates” always broke down
and were supplemented by threats, naval bombardments,
and ransoming of enslaved passengers and sailors. This
conflict echoes in “Britons never shall be slaves” rule in
Rule Britannia (1740) and “to the shores of Tripoli” in
the U.S. Marine hymn. England began to follow other
trading countries in 1662 by buying off “Barbary” states
with annual tribute, a practice the United States adopted
following independence and the loss of British protec-
tion. But in the War of Tripoli (1801–1805), the United
States under President Thomas Jefferson (1743–1826) led
the penultimate phase of the struggle with direct naval
assaults in 1816. An admirer of the U.S. aggression, Ad-
miral Thomas Pellew (1757–1833), commanded an
Anglo-Dutch fleet in shelling Algiers until its despotic
ruler freed all slaves and renounced piracy in a treaty.

POSTWAR ECONOMIC TREATIES

Two related series of trade treaties, which are still unfold-
ing, followed World War II in the hope of fostering glob-
al economic recovery, preventing a recurrence of the ter-
rible economic depression of the 1930s, and fending off
the aggressive Soviet Union with its oppressively man-
aged economy. One series began with an international
treaty signed in July 1944 at Bretton Woods, New Hamp-
shire, to encourage free trade around the world by sta-
bilizing currencies and establishing a World Bank and an
International Monetary Fund. The negotiations contin-
ued with a General Agreement on Tariffs and Trade
(GATT) signed by twenty-three governments (October
1947), which has evolved into the World Trade Organi-
zation (WTO). The other series, including two funda-
mental Treaties of Rome (March 25, 1957), led to the es-
tablishment of a European Common Market, a common
European currency, and ever-closer and -larger econom-
ic union. Vital in both series of treaties was George Mar-
shall’s postwar Plan for European Recovery, whereby the
United States, with extraordinary and far-sighted gener-
osity, offered huge sums of money to Western Europe
through the Organization for European Economic Coop-
eration, which became the Organization for Economic
Cooperation and Development (OECD). Whether Eu-
rope united as an economic bloc will hamper the devel-
opment of free trade worldwide is not yet clear, but a
more recent bloc of treaty-created trading partners, the
North American Free Trade Association (1994) of Cana-

da, Mexico, and the United States, may be another sign
that no more than regional free trade is possible at pres-
ent. Treaties, though indispensable, are only the diplo-
matic icing on the cake of hard-won economic and polit-
ical compromise.
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TRIBUTE SYSTEM
The tribute system is the common Western name for a
set of highly regulated, ritualized exchanges that occurred
between the imperial court in China’s capital and leaders
of other Asian societies. The tribute givers came from
polities that were independent in the management of
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their day-to-day affairs, but acknowledged—at least in
theory—the ultimate authority of the Chinese emperor.
In theory, though often not in practice, these exchanges
were the necessary precondition for other commercial
and political relations.

HISTORY TO THE NINETEENTH CENTURY

The system lasted for many centuries, though not with-
out change, and included a vast array of polities, from
nearby states in present-day Korea, Vietnam, Thailand,
and Burma to island kingdoms ranging from the Ryu-
kyus all the way to Java, and several Central Asian king-
doms. Indigenous minority communities within contem-
porary China were also included within the same system,
even though they were entirely surrounded by Chinese
territory and much more under the regular control of the
empire than these other states. At first, the rulers of the
Ming (1368–1644) and Qing (1644–1912) sought to in-
clude Western trade within this framework as well,
though this was never very successful: it became an in-
creasing source of tension during the late eighteenth and
the nineteenth centuries, and Europeans eventually
forced the Qing to move to a system based on the formal
equality of nations and a separation of trade and diplo-
macy along Western lines. Western resentment at this
“archaic” and “despotic” system, which helped to justify
attacks on China during the first and second Opium
Wars (1839–1842; 1857–1858) left a long shadow across
historical accounts of it, leading to numerous misconcep-
tions.

Firstly, although the basic elements of licensed trade
conducted in the context of ceremonies of subordination
can be found as far back as the reign of Han Wudi (156–
87 B.C.E.), it was not an unbroken tradition. The miscon-
ception is the idea that the tribute system defined an en-
during and inflexible attitude to foreign affairs, in which
non-chinese were “barbarians” to be “managed” by
granting selective access to the “favor” of trade with
China. In fact they often handled foreign affairs in other
ways, including some that involved treating foreigners as
equals, and some that sought to encourage rather than
restrict trade. And except for roughly a century during
the Ming period (c. 1425–1550), it was never the funda-
mental matrix for all of China’s foreign trade and foreign
relations. In some periods it disappeared entirely.

Secondly, although “tribute” usually suggests the ex-
traction of an economic surplus, tributaries coming to
Beijing (or earlier capitals) received gifts in return, which
often exceeded in economic value the ones that they
brought. (In the case of Central Asian tribes being paid
not to raid China’s borders, the imbalance in favor of the
tribute giver could be very large.) The political symbol-
ism was generally more important than the economic

value of the gifts. Tributary kingdoms often brought nat-
ural products that were special to their realm—rare
plants or animals for the imperial collection, for instance,
which buttressed the emperor’s claim to rule “all under
heaven.” The gifts conferred in return were typically
things associated with advanced civilization and the right
to rule: books, embroidered silk suitable for court robes,
scepters, and so on. Through these gifts, emperors con-
firmed the authority of these more local rulers (and their
own right to be arbiters of who ruled), provided them
with valuable items to distribute to their followers, and
helped to set elite styles for a significant portion of East
and Southeast Asia. Chinese luxuries enjoyed by tribute
missions as they traveled to court also served this func-
tion. In theory, the lesser and greater sovereigns also were
pledging mutual aid with these exchanges, and the Chi-
nese did sometimes—though not consistently—see the
relationship as one that obligated them to send military
aid to threatened tributaries. (The Ryukyu island king-
dom hedged its bets for many years by secretly sending
tribute missions both to China and to Satsuma, Japan.)

In addition, official exchanges were generally accom-
panied by unofficial exchanges between the retinues of
these visitors and Chinese merchants in the capital area,
and those unofficial exchanges often were several times
more valuable than the official exchanges. Although this
commerce, too, was regulated, with volumes sometimes
limited and particular items proscribed, prices seem to
have generally floated freely. And once a foreign state was
admitted as a tributary, it was generally allowed to send
some ships, for purely commercial purposes, in the inter-
vals between tribute missions; as the cumulative scale of
these unofficial exchanges rose over the centuries, it in-
creasingly dwarfed the tribute trade per se. Chinese sov-
ereigns regulated the frequency of the tribute missions,
and often sought to limit these other voyages as well, but
not consistently or with consistent effect. For long peri-
ods, most foreign commerce escaped the tribute frame-
work. Moreover, because tribute missions were often
quite lucrative for the tributary, Chinese rulers some-
times used the system not to try to restrict other com-
merce but to stimulate it. In the late eighteenth century,
for instance, Qing officials granted more frequent tribute
audience to Siam as a reward for the rice it exported “pri-
vately” to the southern province of Guangdong, which
had turned increasingly to cash crops and often had a
grain deficit. Finally, once back home, many tributaries
denied that their missions entailed political subordina-
tion to the current ruler of China: eighteenth- and nine-
teenth-century Vietnamese kings, for instance, contrast-
ed their loyalty to the ideal of a just and wise Chinese
suzerain with what they took to be the reality of a deca-
dent Qing court that was now far less “orthodox” in its
Confucianism than they were.
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DECLINE OF THE SYSTEM

Despite this flexibility—which has led historians to ques-
tion whether one should really speak of a “tribute sys-
tem” at all—the Westerners who arrived in increasing
numbers after 1500 eventually chafed at the assertion of
Chinese superiority in these exchanges. The Portuguese
essentially accepted the tribute framework for the sake of
the profitable trade it allowed them, but later Western ar-
rivals were more obstinate. Beginning in the late eigh-
teenth century, Britain in particular pressed for a formal
acknowledgment of diplomatic equality, an exchange of
ambassadors, the right of British subjects to be tried by
their own peers and their own law if disputes arose while
in China, and a lifting of various restrictions on the time,
place, and manner of foreign trade. This resulted in two
diplomatic missions, one led by Lord George Macartney
in 1793 and one by Lord William Pitt Amherst in 1816—
neither one of which achieved its principal aims. Eventu-
ally, many English and other European merchants and
politicians became convinced that it was necessary to
“humble” China militarily to force it into Western-style
trade and diplomacy, and that this would result in a huge
growth of East-West commerce. The political aims of
breaking the tribute system were achieved through the
two Opium Wars of the nineteenth century, leading to
treaties in which Europeans gained greater access to
China, an exchange of ambassadors, the end of ritual
obeisance, and extraterritoriality for their subjects (along
with de facto legalization of opium imports). For the
most part, however, the anticipated boom in trade (and
conversions to Christianity) did not occur.

Recently, scholars have argued that despite being
dismantled in the nineteenth century, the tribute system
had a lasting impact on the structure of East Asian trade,
including modern industrialization. In Japan in particu-
lar, early textile factories often aimed particularly at the
Chinese market, concentrating on styles and types of
cloth that had often circulated through tribute trade in
the past. More generally, the spread of various common
tastes throughout East Asia created a market in which
East Asian producers had a significant competitive ad-
vantage; this had been achieved partly through the spread
of prestigious model goods in tribute trade. And in the
early twentieth century, many Japanese seem to have en-
visioned Japan’s emerging sphere of economic and politi-
cal influence (including the wartime “Greater East Asian
Co-Prosperity Sphere”) partly as a resuscitation of a
“tribute system” they believed had once provided the
framework for order, trade, and cultural enlightenment
throughout the region—this time with Japan rather than
China at the center. As in the Western myth of a rigid
and stultifying “tribute system,” this Japanese vision ex-
aggerated the comprehensiveness and fixedness of tribute

relations; but even without such exaggerations, its impact
on the region’s development was considerable.
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TUNG CHEE-HWA
1937–

Tung Chee-hwa was the chief executive of the Hong
Kong Special Administrative Region (HKSAR) of the
People’s Republic of China. He was a shipping tycoon
whose Oriental Overseas Container Lines was near col-
lapse in 1982 to 1984 until it was saved by pro-Beijing in-
terests. Tung once served in the British colonial regime’s
highest power organ, the executive council. In late 1996
Tung gained 320 of the HKSAR selection committee’s
400 votes to become the first HKSAR chief executive.
Tung’s lack of policy and communication skills, his ab-
horrence of politics, and ineffective management con-
tributed to a governance crisis. His public approval has
remained low since the 1997 Asian financial crisis that led
to a prolonged economic downturn. Despite strong pub-
lic discontent, Tung won an uncontested second five-
year term in 2002 with Beijing’s pre-emptive public en-
dorsement. Tung’s repeated policy blunders, failure to
revive the economy, and mishandling of the national se-
curity bill provoked a half-million demonstrators on July
1, 2003 to demand his resignation. This necessitated Beij-
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ing’s direct intervention in Hong Kong despite the prom-
ised “one country, two systems” autonomy: first China
aided Hong Kong’s economy with special measures, then
in spring 2004 vetoed popular demanded HKSAR direct
elections in 2007 to 2008. Public dissatisfaction with
Tung’s performance triggered another mass protest on
July 1, 2004.

On December 20, 2004, PRC President Hu Jintao
publicly admonished Tung by asking him to summarize
his seven-year experience as HKSAR chief executive
(since taking office in 1997) to look for “inadequacies”
in his regime in order to improve administrative effec-
tiveness. In his January 12, 2005 annual policy speech,
Tung acknowledged policy failures that “caused the pub-
lic pain and unease.” Under Beijing’s pressure, Tung an-
nounced his resignation as HKSAR chief executive on
March 12, 2005, citing poor health. Tung’s chief execu-
tive tenure ended two days later when he became a vice

chair of the Chinese People’s Political Consultative Con-
ference (the PRC’s highest advisory body whose mem-
bership is usually a sinecure for retired officials).
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UNILEVER
Unilever is one of the oldest and most relevant multina-
tionals in consumer goods. It was created in 1929 by a
merger of British soap and Dutch margarine companies.
Since that time Unilever has operated affiliates on all
continents, with a wide portfolio of products such as edi-
ble fats, detergents, convenience foods, personal care
products, specialty chemicals, and animal feeds. Refer-
ring to its historical origin, not one but two companies—
one British (Unilever Limited, plc after 1981) and one
Dutch (Unilever N.V.)—lead the multinational group.
Although these companies are owned by different sets of
shareholders, the boards of directors are identical.

PREDECESSORS

The strongest similarity between the two main Unilever
predecessors was their common reliance on the same
group of final consumers. The Dutch Margarine Union
(consisting of several margarine-producing companies)
had its main market since the second half of the nine-
teenth century in the large industrial towns of Great Brit-
ain and the booming German Empire. Lever Brother’s
main enterprise was the production of soap for the En-
glish working-class market.

Whereas the Margarine Union was a strong and
prosperous enterprise focused mainly on Europe, Lever
Brothers was already a global player. Trading companies
and plantations in Africa were part of the company as
suppliers of soap for most British dominions and India.
Lever Brother’s most successful product since the 1880s
has been Sunlight Soap, which is an early example of
modern brand-marketing methods. The merger of the

two companies was especially attractive for Lever Broth-
ers because of the strength of Margarine Union, but
Lever Brother’s purchase of an African subsidiary (Niger
Company) and other ill-advised ventures caused difficul-
ties for the company. For the Margarine Union the merg-
er was attractive because of the wide geographical span
of Lever Brothers, which surmounted the cramping of
European markets after World War I.

THE NEW MULTINATIONAL

The name of the new multinational, Unilever, was creat-
ed from the two names of its predecessors, Margarine
Union and Lever Brothers. At the time of the merger,
1929, the world economic crisis affected consumers of
the company’s products and therefore Unilever itself.
Consequently, Unilever concentrated production at a
limited number of facilities and limited its number of
brands. Beside the concentration, rationalization of pro-
duction processes was the main answer to the crisis.

This strategy gave Unilever the ability to influence
consumer habits via strong marketing campaigns for its
few brands. Especially detergents such as Sunlight Soap,
Lux, Persil, and Omo or the margarine Rama were cam-
paigned directly to housewives, creating class-related
perception of quality in the middle class. For example,
the U.S. affiliate of Unilever spend 25 percent of their
total sales on marketing, producing a gain from 2 to 8.5
percent of its share of the U.S. soap market in the early
1930s.

NEW CONSUMER HABITS AFTER WORLD WAR II

After World War II Unilever became influenced by
changes in consumer habits, especially the acceptance of
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An 1880 advertisement touts the cleaning abilities of Pears’ soap. The company used promotions to expand sales of its soap
from Victorian elites to middle-class citizens. Lever Brothers, which ultimately became Unilever, acquired Pears’ in 1917. © CORBIS.

REPRODUCED BY PERMISSION.
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new technologies by the middle class. Although conve-
nience foods and frozen products were known on an ex-
perimental level before World War II, especially in Ger-
many, where national fish industry had attempted to
introduce frozen convenience products, they largely had
failed before the 1950s.

Following improvements in freezing and storage
technology, Unilever launched new brands and products.
Fish fingers, first introduced by the British Unilever affili-
ate Birdseye at the end of the 1950s and a few years later
by the German affiliate Nordsee/Iglo, are a key example
for this development. With Captain Birdseye (and its
German counterpart Käptín Iglo) some of the best-
known marketing campaigns in history were launched to
introduce a product in a market segment that heretofore
had no brand marketing. There were similar develop-
ments in the market segment for washing detergents.

Lever Brothers’s historical connection to Africa as a
source for the raw materials of production provided Un-
ilever the opportunity to export European middle-class
consumer habits and related brands to the developing
counties of the continent. Together with its affiliates all
over the world Unilever became a major participant in
the equalization of consumer preferences, and therefore
a promoter of globalization.

OTHER MULTINATIONALS

In the 1970s Unilever ranked twenty-sixth (in sales,
twelfth) among the largest world businesses. In contrast
to most other leading multinationals, Unilever is based
on a wide portfolio of products rather than on one par-
ticular area. Its primary products are margarine, frozen
foods, soup, tea, meat, washing powder, and plastic pack-
aging, and it still maintains tropical plantations for the
production of raw materials or other related businesses.

Although there were attempts to expand into the
production of, for example, copy machines or shipping
lines, Unilever restructured itself as a multinational
whose business is the consumption of everyday products
in middle-class households all over the world. As a verti-
cally integrated multinational, Unilever operated in a lot
of its field of interests the whole production chain from
the production of the raw materials (plantations or fish-
ing fleets) via processing facilities down to wholesale and
retail shops were parts of Unilever’s activities. Adjusting
its brand portfolio to actual middle-class standards has
always been an element of Unilever’s strategy, and, in
turn, this portfolio and its marketing campaigns heavily
influenced the standards of the middle class. Especially
in Europe and in developing countries, the Unilever
brands became a synonym for modern, Western con-
sumer habits and, to a certain degree, for an American

way of life, even though the company itself was a mainly
European-based multinational.
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UNITED FRUIT COMPANY
In 1870 Captain Lorenzo Dow Baker made an experi-
mental import of bananas he bought in Jamaica for a
shilling and sold them in Jersey City for $2 a bunch. After
this success, Baker joined Bostonian entrepreneur An-
drew Preston (1846–1924) and created the Boston Fruit
Company. This company owned a large fleet of steam-
ships that, with time, became the largest private fleet in
the world: the Great White Fleet.

In 1899 another Bostonian entrepreneur, Minor C.
Keith (1848–1929), approached Preston and Baker and
proposed to merge their company with his business.
Keith had built railways in Central America and Colom-
bia, owned lands in those countries, and was also in-
volved in the banana export business. They agreed, and
on March 30th, 1899 the United Fruit Company was
born.

EARLY COMPANY HISTORY

The new company had Preston as president and Keith as
vice president. Their diverse interests and skills were
complementary: Keith had his railroad network and
plantations in Central America, plus the market in the
U.S. Southeast, and Preston grew bananas in the West In-
dies, ran the Great White Fleet, and sold to the U.S.
Northeast. As the company grew, Keith continued with
his railroad projects in Central America.

Bananas came to satisfy a demand for fresh fruit that
could not be fulfilled by U.S. domestic production. These
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Workers at a United Fruit Company packing warehouse
stack ripe bananas into boxes for transport to retail
locations. The company was a pioneer in the development of a
system of international trade for tropical fruit. Established in
Boston in 1899, it created complex transportation networks that
moved items from plantations in Central America and the
Caribbean to U.S. and European consumers. THE LIBRARY OF

CONGRESS.

were years of precarious refrigeration systems and indus-
trial food-elaboration processes. The U.S. market con-
sisted of seasonal fruits produced domestically, so access
to a tropical fruit available year-round was welcomed by
consumers. Before the 1880s, Americans had never heard
of bananas. In the 1890s, the fruit was being sold in major
U.S. cities in individually wrapped tinfoil packages as a
luxury good. By the 1910s they were considered a cheap
fruit, part of the basic diet of the growing urban working
class. After the 1930s Americans could find bananas in
any grocery store or supermarket across the country at
any time of the year.

United Fruit needed to assure a steady output of ba-
nanas to its consumer market in the United States. This
was a difficult task because of the very nature of bananas,
which rot quickly and easily. Given that they could not
be produced in the consumer markets, the company de-
veloped an impressive production and distribution net-
work between the tropical Caribbean and the United
States that included plantations (with health and housing

infrastructures), railways, ports, telegraph lines, and
steamships. In 1900 United Fruit owned 212,394 acres of
land; in 1954 it owned 603,111 acres scattered in Central
America and the Caribbean. The company also estab-
lished the Fruit Dispatch Company, a subsidiary in
charge of distributing bananas in the United States. Unit-
ed Fruit was a major shareholder of the Hamburg Line,
a German shipping company, and also bought 85 percent
of the shares of the British banana import and shipping
company Elders and Fyffes, assuring United Fruit a privi-
leged position in the British market. By 1928 United Fruit
had bought 99 percent of Elders and Fyffes’s shares. In
1913 the company also created the Tropical Radio and
Telegraph Company to keep in constant communication
with its ships and plantations. Additionally, the Great
White Fleet developed a refrigeration technology that fa-
cilitated the long-distance transportation of the fruit. Fi-
nally, United Fruit quickly eliminated its smaller compet-
itors such as the Atlantic Fruit Company and Cuyamel
Fruit Company.

BANANA INDUSTRY IN CENTRAL LATIN
AMERICA AND THE CARIBBEAN

The company’s expansion was facilitated by an environ-
ment friendly to foreign business in Central America. Be-
fore World War II United Fruit counted on dictatorships
that repressed labor unionism and gave generous conces-
sions in terms of land grants and tax incentives. In some
of the countries in which United Fruit operated it was the
major employer and the largest investor in infrastructure,
and it made possible the international marketing of the
country’s main export. Countries such as Guatemala,
Panama, and Honduras depended on bananas for more
than 60 percent of their total exports. Because of this, the
local governments encouraged the company’s operations
in their national territories.

The operations of United Fruit in Central America
and the Caribbean have been highly controversial. The
immense control the company had on these small repub-
lics’ national economies, its labor conflicts in several
countries, and its involvement in local politics (the com-
pany has been accused of conspiring against governments
that were not on the company’s side), have led many
scholars and fiction writers, such as Gabriel García Már-
quez (b. 1928) and Miguel Angel Asturias (1899–1974),
to portray United Fruit as the quintessential representa-
tive of U.S. imperialism in the region. A smaller and less
influential group of scholars have tried to defend United
Fruit’s role in creating an export infrastructure and gen-
erating jobs in poor countries.

After World War II United Fruit faced serious
threats that forced it to change its internal structure from
a producing company to a marketing one. The rise of na-

United Fruit Company

H I S T O R Y  o f  WO R L D  T R A D E  s i n c e  1 4 5 0776



tionalistic governments and stronger labor unionism in
Latin America made its investments in the region riskier.
In 1954 Guatemalan president Jacobo Arbenz (1913–
1971) attempted to expropriate some of the company’s
lands, the Honduran banana workers went on the biggest
strike in the country’s history, and the U.S. government
sued the company for failing to comply with antitrust
legislation. These events made United Fruit’s sharehold-
ers think that land ownership in Latin America increased
the company’s risks, so in the 1960s the company gradu-
ally got rid of its plantations and railroads and concen-
trated its efforts in the international marketing of ba-
nanas.

CHANGE SINCE THE 1950s

In the late 1950s and early 1960s, in the biggest techno-
logical change in the banana industry, the multinationals
replaced the Gros Michel banana with Cavendish, a new
variety that was more resistant to disease and more pro-
ductive. However, Cavendish bananas had a very weak
skin, and the companies had to build air wires to trans-
port the bananas from the plantations and cardboard
plants to make the boxes in which the bananas were ex-
ported. By the late 1960s all the bananas traded by United
Fruit were Cavendish.

Demand for bananas decreased in the U.S. market
after the 1950s due to the availability of processed fruit,
so United Fruit diversified its operations to processed
food in the 1960s. This transformation went further
when the company merged with AMK Corporation and
created a food conglomerate in 1970 called United
Brands Company. In 1989 this conglomerate changed its
name to Chiquita Brands International. In 2001 Chiquita
filed for bankruptcy after the huge losses it had sustained
as a result of the European Union’s restrictive banana-
import policy that discriminated against Latin American
bananas (exported mostly by Chiquita), and the debt it
had accumulated to finance the creation of new planta-
tions in anticipation of a big market that never material-
ized in the formerly Communist European countries. Fil-
ing for bankruptcy permitted Chiquita a steady recovery
between 2002 and 2004.

SEE ALSO Chile; Colombia; Cuba; Imperialism;
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Shipping, Technological Change; United States;
Venezuela.
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UNITED KINGDOM
About 1450 England’s principal exports of raw wool and
wool cloth entered a period of remarkable growth that
lasted over 100 years. The origin was the evolution of a
manufacturing base in the previous century, which led to
an increasing proportion of the trade in manufactured
cloth, from 55 to about 90 percent in the period 1450 to
1547 (by raw wool equivalent volume). More and more
the trade centered on London, eclipsing many small ports
in the south of England, the main wool-producing re-
gion. The wool and cloth trade has also been connected
to the rise of an independent merchant class, breaking
down the old wool-market monopolies. Foreign mer-
chants from the Low Countries and the Hanseatic League
were present in the London market, and by the 1540s
they handled over one-third of all British wool and cloth
exports. These exports were an important source of reve-
nue for the Crown through the levying of duties; wool
and cloth merchants also were often the source of
loans—sometimes forced—to the Crown. Although the
wool and cloth trade was mainly with northern Europe,
there were also exports to the Iberian Peninsula, with re-
turn imports of wine. Other significant export demand
of the late medieval period was for salted fish, which
stimulated the expansion of the English fishery.

Late medieval Scotland, an independent country,
found its main export market inneighboring England.
Live cattle, the main export, were driven over the ancient
drovers’ trails to northern English markets such as Car-
lisle. Despite Anglo-Scottish war interruptions, this trade
continued well into the nineteenth century. There were
also close Scottish trade links with nearby North Sea
countries. Scottish merchants exported wool, salt fish,
leather, and coal, and, like the English, imported fine tex-
tiles, wine, and manufactured iron goods.

TRADING COMPANIES OF THE EARLY MODERN
ERA

Although much English overseas trade took place with-
out excessive regulation, by the sixteenth century there
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The Act of Union of 1707 brought England and
Scotland together to form the United Kingdom of
Great Britain. Each country had different interests that
made the union appealing. For England, it meant a
secure northern border during Queen Anne’s War,
when the French threatened the coasts. For Scotland, it
meant a much-needed injection of economic support
through English subsidies and the opening of new
markets after the removal of trade restrictions. The
union dissolved the Scottish Parliament but allowed
Scotland to retain control over the Church of Scotland
and the country’s legal system.

Many Scottish citizens denounced the union,
claiming political and economic bribery were the
main influences behind it.

Some Scottish industries, such as wool, were hurt
by dominant competition from England. Other indus-
tries, including the linen and cattle trades, benefited
from upgrades in production processes and the
removal of trade restrictions. Glasgow was an example
of a harbor that prospered during the eighteenth cen-
tury when it became a key port for the tobacco trade
with North America.

Ryan Peacock

SCOTLAND: GIVING UP
FREEDOM TO GAIN
BENEFITS OF TRADE

was an increasing use of Crown-granted import monop-
olies. The trade was then taxed, producing revenue for
the Crown. Often these monopolies were sold by the
Crown for lump-sum payments, or in some instances
were awarded to political favorites. By the seventeenth
century English trade burgeoned with the creation and
subsequent expansion of merchant trading companies.
Groups secured a royal charter with a monopoly to pur-
sue a particular commodity trade, although the monopo-
ly restriction was later removed from some. The most
important of these companies were: the Muscovy Com-
pany (1553, reorganized 1660), which monopolized the
Russian trade; the East India Company (1600), the spice
trade; the Royal African Company (1660), the slave trade;
and the Hudson’s Bay Company (1670), the fur trade.
There were many others, including trading and settle-

ment companies established to exploit the resources and
trade of North America. The success of these trading ven-
tures was made possible by England’s control of the
major sea routes after the seventeenth-century Dutch
wars. Empire tended to follow trade.

By the late seventeenth century Scotland increasingly
found itself in trade disputes with an increasingly protec-
tionist England. Resolution of this dispute was one of the
reasons that led the Scottish Parliament to vote for the
Act of Union of 1707. Scotland, now joined with England
and Wales, became part of a larger customs union, and
from then onward Scottish exports and imports were
part of overall British trade. The spread of the Industrial
Revolution in the eighteenth century, and its early ap-
pearance in southern Scotland, led to the creation of
heavy industry whose output was to become a British
major export.

Individual British traders were the main participants
in the Atlantic slave trade in the early 1600s. The traders
made substantial returns on this trade, which were remit-
ted to Britain—exactly how large these returns were is the
subject of debate. Slave-based trade profits attracted the
creation of the Royal African Company, which secured
a royal monopoly at midcentury. The subsequent remov-
al of the monopoly status in 1698 permitted the reentry
of individual voyage slaving ventures, which actually led
to a large increase in the amount of slaving activity. The
slave trade was conducted on one of the great triangular
trade routes of the Atlantic in the days of sail. Trade
goods such as textiles, knives, and other metal goods were
exported from Great Britain, carried by British traders,
taken to the Bight of Benin, and traded for slaves. The
slaves were then carried to the slave markets in the Amer-
icas—Kingston and Curaçao. Some slaves were subse-
quently moved on to the British North American colo-
nies. The proceeds of slave sales returned to Britain in the
form of Caribbean goods and, of course, as profits. Only
a small portion of the slave shipments actually took place
through the slaving ports of Bristol and Liverpool. The
rise of antislavery sentiment in Britain eventually
brought an end to legal British involvement in the trade
in 1807.

Another of the great trading companies founded in
the seventeenth century was the (British) East India
Company, which was formed to exploit the spice and,
later, tea trades in South Asia. The company came into
a long conflict with the Dutch traders and, in the eigh-
teenth century, the French. Conflict with the French (a
spill-over of the Seven Years’ War) led to a full-scale war
that the British eventually won. “John Company,” as the
East India Company was known, established an imperial
presence in India, taking on much political and military
control which was later assumed by the British govern-
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ment. In the nineteenth century the main commodity
traffic of the East India Company was opium, shipped to

China from India. The Opium Wars of the mid–
nineteenth century were a consequence.
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The distribution of British exports and imports by
t ype at mid-nineteenth century..
(Based on the average of annual values, 1854–1856)

Exports Imports

Coal 2.8% Grains and flour 17.4%
Iron & steel 14.6% Sugar (raw & refined) 8.9%
Hardwares & cutlery 4.7% Coffee 1.3%
Machinery 2.6% Tea 4.4%
Non-ferrous metals

& manufactures 3.4%
Wines 2.9%

Textiles, hats,
haberdashery,
apparel, etc. 68.6%

Meat & animals 2.7%

Cotton goods 40.5%

Butter 1.7%

Woolen goods 13.1%

Timber & lumber 8.5%

Linen goods 6.4%

Raw cotton 18.8%

Silk goods 2.4%

Raw wool 6.1%

Hats, haberdashery,
apparel, etc. 6.2%

Silk yarn and goods 2.9%

Leather manufactures 1.4%

Tobacco 1.4%

Chemicals 1.8%

Oils, oil-seed, gums,
Resin & tallow 9.8%
Iron & steel 0.6%
Fibres (hemp, jute

and flax) 4.7%
Undressed hides, skins

& furs 2.3%
Dye woods & dye stuffs 3.5%
Rubber 0.2%
Non-ferrous metals &

manufactured goods 1.5%
Paper making materials 0.2%

Total 100.0% 100.0%

Annual average, 1854–56 
   (in £ millions) £86.1 £119.3

SOURCE: Adapted from Mitchell, Brian. British Historical 
Statistics. Cambridge; New York: Cambridge University Press, 
1988.

 THE GALE GROUP.

RISE OF MERCANTILISM

The imperial system of trade that emerged in the seven-
teenth century was regulated by a variety of laws and ad-
ministrative practices based on the doctrine of mercantil-
ism. It assumed (incorrectly) that trade is a zero-sum
game, and policy was aimed at expanding exports while
restraining imports, thereby inducing an inflow of gold
and silver. Control was achieved through the overarching
legislation of the Navigation Acts (1660, 1696). These
acts required all trade with England (later Great Britain)
to be carried in British ships (“bottoms”), ensuring cap-
ture of the shipping trade and entrepôt profits. All traded
goods from within the empire, even if ultimately destined
for foreign, non-empire markets, were required to pass
through Great Britain. Famously, the shipment of colo-
nial North American tobacco to continental Europe went
initially to British ports before reexport. The perceived
burden of these extra transaction costs fed into the gener-
al colonial disquiet of the 1770s, although the real burden
of these costs in colonial income was actually relatively
small. The Navigation Acts were supplemented by a host

of custom duties (discriminatory tariffs), subsidies, and
specific drawbacks (reimbursement of customs duties).
In addition to restrictions on trade between the empire
and non-empire countries, there were also customs du-
ties that applied within the empire. For instance, molas-
ses and rum bore a high tariff if shipped directly from the
British Caribbean to the British North America colonies,
but were subject to a very low tariff if transshipped
through a British port. This had the inevitable conse-
quence of encouraging smuggling. The imperial system
of trade regulation was altered frequently. An important
innovation was the increased enforcement of existing
regulations in the mid-eighteenth century, which set the
North American colonies and Great Britain on a collision
course.

Another important trade control method was the
Corn Laws (1804). Their purpose was to ensure some
measure of British self-sufficiency in the production of
wheat and flour. By the early nineteenth century, after
the fall in wheat prices following the Napoleonic Wars,
the Corn Laws effectively transferred income from the
consuming public to the British land-owning classes.
Under the laws, which were modified several times dur-
ing the forty-two years of their existence, grains and flour
were legally imported only when the British price was
high. The tariff was based on a sliding scale. The growing
industrial interests took up vigorous political opposition
to the Corn Laws on the grounds that they put upward
pressure on British wages. With the election of the gov-
ernment of Robert Peel in 1842, British trade policy in-
creasingly favored a reduction of trade barriers. The fam-
ine in Ireland in 1846 and the consequent need to obtain
cheap foodstuffs on an emergency basis directly led to the
suspension and subsequent abolition of the Corn Laws.
By about 1860 all other major custom duties had been
removed; Great Britain was essentially a free-trade na-
tion. Underlying this change in attitude towards trade
was the growth of economic liberalism based on the
works of the great thinkers of the late eighteenth and
early nineteenth centuries, particularly Adam Smith
(1723–1790), David Ricardo (1772–1823), and John Stu-
art Mill (1806–1873).

The collection of import (and export) custom duties,
or tariffs, and remission of the revenue to the Crown
dates to the thirteenth century. In 1643 the task of regula-
tion and collection was taken over by a parliamentary
committee (of England and Wales) and applied in a more
systematic way. High customs duties on external trade,
the inland taxes on commodities such as alcohol, and the
interruption of trade due to the frequent wars of the sev-
enteenth and eighteenth centuries encouraged the smug-
gling of imports, especially from continental Europe. The
southern counties of England were the main routes into
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Great Britain. During the long disruption of trade during
the French Revolution and Napoleonic period (1790–
1815) smuggling was endemic. No estimate of the lost
government revenue is available, but contemporaries be-
lieved it to be substantial. After 1815 a reinvigorated and
reorganized Customs and Excise branch of the British
government began a systematic attempt to wipe out
smuggling. It proved only partly successful, but the adop-
tion of free trade in the 1840s removed much of the re-
maining external incentive.

THE INDUSTRIAL REVOLUTION

The success of the British trade sector in the in the late
eighteenth century was based on the decreasing relative
costs of British manufacturing as a consequence of the
Industrial Revolution. The trade boom of was also stimu-
lated by the removal of competitors, particularly France,
from many major markets due to the revolutionary tur-
moil and the subsequent Napoleonic Wars. But it was the
nineteenth century that witnessed the greatest gains.
There is wide debate about the contributions of British
exports to the pace of national income and per capita na-
tional income growth prior to 1831 (Crafts and Harley).
During the trade boom of the late eighteenth century
personal annual income probably rose by less than 1 per-
cent. British trade in goods (exports plus imports) was
a rising proportion of national income in the nineteenth
century as the products of the Industrial Revolution
found new and growing markets. This was based on ex-
ports of consumer goods. Textiles and their products
alone accounted for over 68 percent of exports by value
during the mid-Victorian economic boom of the 1850s.
Imports were principally raw materials (cotton, wheat,
lumber) and tropical goods such as sugar and tea. During
the mid-nineteenth-century economic boom the rate of
growth of trade was a direct cause of the rapid rise in na-
tional income and income per capita. This trade had im-
portant, spreading effects. British shipping, which domi-
nated the carrying of trade, created a demand for ships,
stimulating the shipbuilding industry of cities such as
Glasgow and Belfast.

Despite a rising proportion of external trade in na-
tional income British goods exports in the late nineteenth
century increased less rapidly than at midcentury, and
the rate of growth of income also fell. The late-Victorian–
Edwardian industrial economy, despite a flurry of ex-
ports in the years before World War I, apparent lacked
sufficient productivity growth. The technological lead of
the Industrial Revolution slipped away, and as other na-
tions entered world markets British industry and its trade
exhibited neither more competitive costs nor diversifica-
tion into new products. The rate of income growth
slowed down.

Throughout the nineteenth century Liverpool was
the port through which most British trade—by volume
and value—flowed. Liverpool’s main imports were grain,
lumber, and raw cotton, the latter for the nearby Lanca-
shire textile industry. Its exports included finished textile
goods, iron, machinery, and a variety of manufactured
consumer goods from the industrial Midlands, such as
porcelain. Many other ports grew in relative importance,
and many developed import specializations based on effi-
cient shipping locations and the demands of their indus-
trial hinterlands. (Many more ports developed around
the requirements of the coastal trade, notably the Welsh
ports, in coal and iron.) Based on material imports, some
of these port cities also developed manufacturing special-
izations that fed into exports. Glasgow became a center
for tobacco and jam manufacturing, the latter based on
imports of sugar (from the West Indies) and fruit (from
Spain). Dundee was the jute capital; Belfast shipped linen
and contributed to the export of ships. Bristol had long
been the port for the importation of sherry from Portu-
gal. Ports on the east coast, including London, traded
more with the Baltic and North Sea ports of Europe.
West coast ports, particularly Liverpool and Glasgow,
carried more of the North Atlantic and long-distance
trades.

One of the important features of the British trade in
goods is that since the first detailed and accurate mea-
surement in the nineteenth century, the annual value of
imports was greater than the value of exports. But in the
nineteenth century and through until 1913 Great Britain
was also the world’s major source of international capital
with a sustained, high-capital outflow. From the perspec-
tive of the international balance of payments, this capital
outflow was only sustained by a surplus in the overall
current account. Because the British balance of trade in
goods was negative, the current account of the balance
of payments contained other items that more than offset
it. These items, called invisibles, were shipping services,
financial services, and, importantly, the return of interest
and dividends from the large stock of British overseas in-
vestment.

THE WORLD WARS TO THE PRESENT

Between the two world wars, from 1919 to 1939, the Brit-
ish economy performed very sluggishly. Unemployment
in Great Britain was as high throughout the 1920s as it
would be during the world depression of the next decade.
It was particularly severe in the export sectors of the Brit-
ish economy. This was part of a continuing pattern evi-
dent in the late nineteenth century to 1913: British trade
(industry) was most committed to that part of world
trade, consumer goods, that was expanding least rapidly,
and least committed to that part of world trade, producer
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The distribution of British export and import of goods
by type, 1998–2002.
(Based on the average of annual values, 1998–2002)

Exports Imports

Food, beverages & tobacco 5.6% 8.5%
Basic materials 1.4 2.8
Oil

Crude Oil 4.6 1.7
Oil products 2.2 1.6

Total oil 6.8 3.4
Coal, gas & electricity 0.7 0.5
Semi-manufactured goods

Chemicals 14.1 9.7
Precious stones & silver 2.3 2.2
Other 9.9 11.2

Total semi-manufactured goods 26.3 23.1
Finished manufactured goods

Motor cars 5.1 7.1
Other consumer goods 8.0 3.1
Intermediate goods 21.9 20.5
Capital goods 19.8 16.7
Ships & aircraft 3.6 3.6

Total finished manufactured goods 58.5 61.0
Commodities & trade not classified 0.8 0.8
Total 100.0% 100.0%
Average annual current value 
  (£million)

£178,893 £213,076

SOURCE: Adapted from The United Kingdom Balance of 
Payments, The Pink Book, 2003.

 THE GALE GROUP.

goods, that was expanding most rapidly. Furthermore,
compared to the nineteenth century, Britain had many
more competitors. This was nowhere more evident than
in its traditional export industries of the early twentieth
century (cotton textiles, iron and steel, and coal). Along
with shipbuilding, the decline of these particular indus-
tries contributed to the relative stagnation of the British
interwar economy. The second reason for the poor per-
formance of the export sectors was a set of disastrous
macroeconomic policies. The decision to return to the
pre-1914 gold-exchange rate after the wartime suspen-
sion left Britain with an overvalued exchange rate, mak-
ing her exports relatively expensive. Great Britain by the
1920s was in full retreat from its historical free-trade po-
sition. As in most other developed countries, custom du-
ties rose even further in the next decade. In order to stem
the descent into autarky, Great Britain sponsored several
important empire conferences, the outcome of which
was the British Preferential Tariff (1934). This involved
offering a special, lower rate to British (Empire) Com-
monwealth trade partners. The British Preferential Tariff
evolved into the “Most Favoured Nation” rate schedule
of the postwar years, and was adopted by many trading
nations and extended widely on a bilateral basis.

After World War II Great Britain joined the new
world order of the General Agreement on Tariffs and
Trade (GATT), which was committed to lowering both
tariff and nontariff barriers to trade. However, the disap-
pointing growth of exports and income in the immediate
postwar period led to the strategy of finding trade alli-
ances. In 1960 Great Britain became one of the original
members of the European Free Trade Association
(EFTA), which was designed as an alternative to the rap-
idly evolving European Economic Community (EEC, or
“common market”). Growing links and potential trade
gains with EEC countries, however, eventually led in
1973 to Britain’s joining this larger unit (which became
the European Union [EU] in 1993), with its common ex-
ternal tariff and its commitment to common trade prac-
tices and general economic harmonization. Given the
high level of agricultural subsidies within the EEC, join-
ing the common market gave rise to a debate in Great
Britain in the 1960s about the abandonment of the his-
torical position of low custom duties on food and raw
material imports from traditional sources such as Austra-
lia and New Zealand (Commonwealth countries). These
economic welfare costs, however, were offset by the in-
come benefits in the export sector of scale economies and
easier entrance to the European market in services. The
EU is now the main market for British exports and the
source of most imports, although, by country, the United
States is Britain’s single-largest national trading partner.

The British export of services has been approximate-
ly 25 percent of all exports sales since the end of World
War II. Fluctuations in this proportion are associated
with the competitiveness of the service sector within the
United Kingdom. Since 1995, however, the proportion of
services in the overall British export bundle has sharply
increased, and in 2004 constitutes 32 percent of all ex-
ports by value. Indeed, although the balance of overall
trade (goods and services) has been for the most part
negative, the balance on account of services taken alone
has been positive through the last half century—it is one
of the dynamic sectors of the export profile. In terms of
their net contributions (in a balance-of-payments sense)
the most important service sectors are insurance and fi-
nancial services, industries where the United Kingdom
has long enjoyed an historical advantage. Travel and
tourism (travel to and tourism within Great Britain) has
been for some time the largest sector within services
based the gross value of its exports sales. However, the
British themselves like traveling abroad, and the value of
this activity (classed as an import of services) more than
offsets the positive effect.

In the post-1945 period the British industrial econo-
my diversified in several fundamental ways, which are re-
flected in the trade bundle. First, the proportion of ex-
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ports in capital and intermediate goods rose along with
the export of semi manufactured goods, and the reliance
on consumer goods exports fell. Second, the discovery
and rapid development of oil resources in the North Sea
put the country in the position of a net oil exporter (dif-
ferent grades and types are still imported). The oil indus-
try has had major regional growth effects in manufactur-
ing and construction, especially in the northeast of the
country. A surge in oil exports and high prices in the
early 1980s actually turned the British commodity trade
account balance positive for a few exceptional years.
Gross oil exports have averaged about 6.8 percent of the
British export of goods in the recent decade. Today, not
only is British trade policy sharply different from that of
a half-century earlier, but the industrial structure sup-
ports trade of an enlarged and more diversified character.

SEE ALSO Agriculture; Anglo American
Corporation; ARAMCO; Argentina; Arms,
Armaments; Australia and New Zealand;
Automobile; Brazil; Balance of Payments;
Baltic Exchange; Banking; Baring, Alexander;
Bessemer, Henry; Blockades in War; Board of
Trade, British; Bonaparte, Napoleon; Boycott;
Bretton Woods; Bristol; British-American
Tobacco; Bunge and Born; Canals; Brunel,
Isambard Kingdom; Canada; Cargoes, Freight;
Cargoes, Passenger; Churchill, Winston; Coal;
Common Market and the European Union;
Corn Laws; Cotton; Cunard, Samuel;
Depressions and Recoveries; Díaz, Porfirio;
East India Company, British; Elizabeth I;
Empire, British; Ethnic Groups, Gujarati;
Ethnic Groups, Huguenots; Ethnic Groups,
Irish; Ethnic Groups, Jews; Ethnic Groups,
Scots; Famine; France; Free Trade, Theory and
Practice; GATT, WTO; Ghana; Gilbert, Sir
Humphrey; Glasgow; Gold Coast; Great
Depression of the 1930s; Haiti; Hakluyt,
Richard, the Younger; Harbors; Hart, Robert;
Hong Kong; Hong Kong and Shanghai Bank;
Hawkins, John; Hume, David; Imperial
Preference; Imperialism; India; Industrial
Revolution; Industrialization; Information and
Communications; International Trade
Agreements; Iran; Iron and Steel; Jamaica;
Jardine Matheson; Joint-Stock Companies;
Kenya; Law, Common and Civil; Levant
Company; Liverpool; Lloyd’s of London;
London; Loney, Nicholas; Markets, Stock;
Mediterranean; Mercantilism; Mill, John
Stuart; Mining; Monroe, James;
Nationalization; Navigation Acts; Nigeria;
OPEC; Packet Boats; Pakistan; Pasha, IsmaEil;

Peel, Sir Robert; Persian Gulf; Petroleum;
Pharmaceuticals; Piracy; Port Cities;
Privateering; Protectionism and Tariff Wars;
Regional Trade Agreements; Rhodes, Cecil;
Rothschild Family; Royal Niger Company; SaEud
Family; Senegambia; Shipbuilding; Thailand;
Silk; Singapore; Slavery and the African Slave
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Treaties; Unilever; United States; Wars; Wool;
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UNITED STATES
International trade has enriched the U.S. economy from
the beginning of European settlement to the present.
Over the years the volume of trade has generally expand-
ed, driven by declining transportation and communica-
tion costs and other technological advances, although re-
strictions on trade and international tensions have, at
times, dampened the trend. However, the size of the
growing domestic market has meant that international
trade has never dominated the U.S. economy. In the late
colonial period exports equaled about 9 to 12 percent of
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Top U.S. Trade
Partners, 2004

The ten nations with the 
highest total trade with the 
U.S. (in billions of U.S. 
dollars) is beneath the 
country's name and rank.

#9 France
$53.1

#2 Mexico
$266.6

#1 Canada
$446.1

#4 Japan
$184

#3 China
$231.4

#8 Taiwan
$56.3

#7 Korea, South
$72.5

#10 Malaysia
$39.1

#6 United Kingdom
$82.4

#5 Federal Republic
of Germany

$108.6

total output. This fell to about 7 or 8 percent after the
Revolutionary War but climbed to perhaps the highest
level ever in the early nineteenth century due to U.S. neu-
trality during the Napoleonic Wars. In the years between
1820 and 1860 exports averaged between 6 and 9 percent
of output, then collapsed during the Civil War. Exports
averaged about 6 to 7 percent of output in the late 1800s,
rose temporarily to about 11 percent at the height of
World War I, fell to about 5 percent during the 1920s and
3 percent during the 1930s, then slowly rebounded to
about 5 percent in the period from the end of World War
II to 1970. Since then trade has expanded at a remarkable
rate, with exports climbing to about 10 percent of gross
domestic product (GDP) during the 1990s.

COLONIAL PERIOD

Foreign trade probably played its most powerful role in
shaping and transforming the economy during the colo-
nial period. The British colonies in North America were
generally established with the purpose of trading exten-
sively with the mother country, and exports made up a
larger share of output than during any other extended
period. The era’s dominant economic philosophy, mer-
cantilism, asserted that international supremacy could be
achieved by establishing an empire which traded among
its component parts to the detriment of rivals. Colonies
were expected to aid the mother country by promoting

 MAP BY DONALD S. FRAZIER. REPRODUCED BY PERMISSION OF THOMSON GALE.

a favorable balance of trade (exports exceeding imports),
allowing the empire to build up reserves of gold and sil-
ver, which were especially valuable in time of war for
buying supplies, paying troops, and winning allies. The
colonies would ship raw materials and foodstuffs to the
mother country and buy from it finished goods. Colonies
were believed to be especially valuable when they could
produce goods that the mother country would otherwise
need to import from rivals, or which they could export
to rivals. Overall, the U.S. colonies played these roles fair-
ly well, helping Britain emerge during the seventeenth
and eighteenth centuries as the world’s leading power. In
1701 the colonies were the destination of about 10 per-
cent of England’s exports. This figure rose to 37 percent
by 1772.

Beginning in the 1650s, Parliament passed a series of
Navigation Acts, which governed colonial trade. The
most important provisions were the exclusion of foreign
vessels from carrying trade between ports within the Brit-
ish Empire; the requirement that manufactured goods
from continental Europe must pass through Britain first;
the payment of subsidies for some colonial products,
such as indigo; and the specification of certain “enumer-
ated” products—such as tobacco, rice, furs, and ship
masts—that could be shipped from the colonies only to
British ports. Economic historians have concluded that
these restrictions imposed only a small burden on the co-
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lonial economy, reducing national income by perhaps 1
or 2 percent, with the greatest negative impact on tobac-
co growers. Meanwhile, the colonies enjoyed the protec-
tion of the British navy. Only after this protection’s value
disappeared, with the decline of French and Spanish
power in the region, could the colonists realistically con-
sider independence.

Colonial trade was based on its comparative advan-
tages—the abundance of natural resources, especially
land, and a climate that allowed it to become the low-cost
producer of some important goods. Furs, fish, and ship
masts were the northern colonies’ primary exports in the
seventeenth century. By the 1770s the major exports of
New England included fish to the West Indies and South-
ern Europe, plus horses, boards, whale oil, cattle, potash,
and candles. Its trade was mainly with the West Indies,
and the alleged rum-for-slaves trade with Africa is largely
a myth. The Middle Atlantic colonies exported mainly
bread and flour to the West Indies and Southern Europe,
plus iron to Britain. Both these sets of colonies earned
substantial “invisible” earnings via shipping services. The
South’s leading export was tobacco—a luxury product in
strong demand in Europe—which grew uniquely well in
the soil and climate of the Chesapeake region. South Car-
olina exported rice and indigo, used for dyes. Tobacco
exports transformed Virginia from a struggling settle-
ment into a booming economy in the 1620s, and changes
in international demand were directly linked to the colo-
ny’s prosperity. When tobacco demand stagnated in the
first quarter of the 1700s, for example, Virginia’s pros-
perity suffered. In the early 1770s tobacco accounted for
about half the value of Southern exports, followed by rice
(20%), indigo, wheat, flour, and corn. British merchants
reexported up to 85 percent of American tobacco to con-
tinental Europe. Per capita exports were about twice as
high in the Southern colonies as in the North.

International trade allowed British America to attain
one of the highest standards of living in the world—
specializing in agricultural production, which employed
the vast majority of the population—while importing
manufactured goods, which could be produced more
cheaply in Europe. (The other major imports were rum,
molasses, and sugar from the West Indies, and, in the
eighteenth century, slaves from Africa.) The gains from
trade should not be overstated, however. U.S. prosperity
relied mostly on the immense amount of fertile land per
worker, along with legal, economic, and cultural institu-
tions which encouraged economic activity. Trade cer-
tainly had a profound impact on the organization of the
colonial economy, however. Without trade, the Southern
colonies probably would have looked much more like
their northern neighbors, abstaining from producing sta-
ples such as tobacco, rice, and indigo for self-sufficient

agriculture. Without the ready market for export crops
in Europe, the Southern economy probably would not
have imported most of its slaves, nor would its politically
powerful planter elite have arisen.

REVOLUTIONARY WAR TO THE CIVIL WAR

During the Revolutionary War Britain’s naval blockade
substantially limited trade and handicapped the U.S.
economy. After the war trade rebounded, but with sever-
al important changes. The value of exports rose by over
one-third between 1768 to 1772 and 1791 to 1792, but
exports’ share of output fell to well below prewar levels.
South Carolina saw exports per capita fall by more than
half as indigo subsidies ended and the rice market stag-
nated. Tobacco was displaced by flour as the top export,
and, as that suggests, exports from the Middle Atlantic
region, especially grain products, surged.

Tariffs (taxes on imports) played an essential role in
funding the new federal government—generally provid-
ing 90 percent of its revenue from 1789 to the Civil War.
The burden of tariffs was easier to hide than internal
taxes on land or consumption and thus they were easier
to collect. Moreover, tariffs seemed fair, as they generally
fell on nonessential goods. The Whiskey Rebellion of
1794, in reaction to an internal tax, convinced many of
the superiority of tariffs.

When Britain and France began warring in 1793 the
United States declared neutrality, claiming the right to
unrestricted trade with all countries, including Britain
and France. Subsequently, Americans did significant
business in shipping goods into and out of Europe and
the Caribbean, with shippers’ earnings climbing nearly
six-fold. At the height of this prosperous period of neu-
tral trade, in 1807, earnings from exports and shipping
services reached about 13 percent of national income.

Although this trade benefited the nation economi-
cally, it brought the United States into several conflicts,
including the undeclared Quasi-War with France (1798–
1801)—in which each side raided each other’s vessels in
the Caribbean—and the Barbary Wars (1801–1805)—in
which the U.S. navy successfully halted raids on U.S.
ships off the coast of North Africa, ending the need for
paying substantial ransoms and tributes. Eventually, neu-
tral U.S. shipping irked the British government enough
that it declared that any neutral ships that did not stop
in British ports were liable to capture. Napoleon Bona-
parte (1769–1821) subsequently declared that any ships
that did stop in Britain were liable to capture. President
Thomas Jefferson (1743–1826) and Congress responded
by enacting an embargo that made it illegal for U.S. ships
to sail to any foreign ports and for foreign ships to take
on any cargo in the United States. The aim of this “peace-
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able coercion” was to punish Britain and force it to drop
its policy of interfering with U.S. shipping.

The embargo ran from December 1807 to March
1809. Because it was fairly well enforced, the embargo
had significant effects on both the U.S. and British econ-
omies. Despite some smuggling, British trade statistics
show that the value of goods imported from the United
States fell by about 73 percent. British textile production
fell by about one-third due to the severe reduction of cot-
ton exports, and overall British output fell by about 4.8
percent in 1808. In the United States the embargo was
equally harmful. The price of previously imported com-
modities rose by roughly one-third, and the average do-
mestic price of important exports fell by about one-
quarter. One study estimates that overall GDP in the
United States fell by approximately 5 percent because of
this cessation of trade. The effects of the embargo, there-
fore, indicate the gains that Americans had been receiv-
ing from international trade. Trade helped the United
States prosper, but income per person would still have
been among the highest in the world without it.

As opposition to the embargo grew—especially in
the most affected regions, such as New England—it was
replaced by the Non-Intercourse Act, which permitted
U.S. trade with nations other than France and Britain,
and then removed altogether in 1810. In 1812, however,
the United States and Britain went to war, largely due to
continued British interference with U.S. shipping (al-
though U.S. designs on Canada also played an important
role). These trade interruptions induced Americans to
move resources into the production of previously im-
ported goods. During the embargo period and the War
of 1812 (which ended in early 1815), the number of in-
corporations of factories producing previously imported
goods, especially textiles, soared—although this protec-
tion of domestic industry does not seemed to have
changed the overall trend toward industrialization in the
United States.

Tariff levels were initially relatively low, with an
across-the-board tariff of 5 percent on most goods and
higher rates on a few luxuries and other goods. The tariff
schedule soon became much more complicated, howev-
er, due to the protectionist rent-seeking of domestic in-
dustries. By the early 1820s average tariffs (calculated as
duties collected to total imports) were over 40 percent,
and this soared with the so-called Tariff of Abominations
passed in 1828 to 57 percent—the highest-ever average
tariff level. This tariff and the somewhat lower tariff of
1832 sparked South Carolina to declare these acts null
and void within its borders. This nullification prompted
Congress to pass the Force Bill and President Andrew
Jackson (1767–1845) to send naval forces to the state to
enforce the law. The situation was defused by a compro-

mise that reduced tariff rates to around 20 percent. Rates
stayed in the range of roughly 15 to 30 percent between
1830 and the Civil War. One argument favoring high tar-
iffs was the “infant industry” argument, influentially pro-
moted by Alexander Hamilton (1755–1804) in his Report
on Manufactures (1791), which said that tariffs could be
used to jump-start U.S. industries—such as cotton tex-
tiles—that needed temporary protection before they
could achieve greater experience and lower costs, allow-
ing them to compete successfully with imports. Ironical-
ly, most of these industries continued to enjoy tariff pro-
tection long after they matured.

Economic historians analyzing antebellum tariffs
have concluded that they had a noticeable impact on in-
come distribution. One study concluded that a tariff of
about 25 percent (roughly the era’s average) increased
the incomes of industrial workers by about 2 percent and
capitalists by about 1.5 percent, while reducing incomes
of the majority, which consumed manufactured products
rather than making them. Incomes of landowners (such
as farmers) fell by about 4 percent and those of slave
owners fell by about 12 percent. The tariff seems to have
deepened the division between the North and the South,
but few think that it played a decisive role in precipitating
the Civil War.

During the early nineteenth century cotton emerged
as the nation’s leading export, surpassing tobacco around
1803, when it made up about 19 percent of U.S. mer-
chandise exports. Its share of exports rose to 36 percent
in the 1820s, and to roughly 50 percent during the 1830s,
1840s, and 1850s. The rise of cotton, which was produced
primarily for the international market, helped entrench
and expand slavery within the South, and thereby precip-
itated the Civil War. Southern prosperity during most of
the nineteenth century hinged on the international de-
mand for cotton.

CIVIL WAR TO WORLD WAR II

During the Civil War international trade dropped precip-
itously, primarily because of the Union’s blockade of
southern ports. After the war cotton exports reached new
highs but steadily lost their dominant place as other ex-
ports surged. By 1880, for example, cotton exports were
twice their level in the 1850s, but made up only about 25
percent of export value, whereas exports of wheat and
flour climbed to over 20 percent. Other leading exports
in the late 1800s included meat products, animal fats and
oils, and petroleum. In 1900 primary products still made
up over two-thirds of exports, but manufactured goods
comprised 31 percent, following a dramatic escalation of
iron and steel exports beginning in the mid-1890s.

In the late nineteenth and early twentieth centuries
the United States emerged as the world’s preeminent
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manufacturing nation. Its share of world manufacturing
output, which had been 7 percent in 1860, rose to 24 per-
cent in 1900 and 39 percent in 1928. The United States
became a net exporter (exports exceeding imports) of
manufactured goods around 1910. The U.S. comparative
advantage, as demonstrated by the products that it ex-
ported, was in goods that were produced using high capi-
tal-to-labor ratios and nonrenewable natural resources.
Simultaneously, the United States became the world’s
leading producer of nonrenewable natural resources. In
1913 it produced more than half of the world output of
natural gas, petroleum, and copper, and was also the top
producer of phosphates, coal, zinc, iron ore, and lead. Its
leading manufacturing exports in the early twentieth cen-
tury—including iron and steel products, machinery, and
automobiles—directly or indirectly used many of these
resources.

U.S. exports spiked during World War I, when the
United States became the “arsenal of democracy” and
turned the tide of the war, exporting vast amounts of war
materiel to Britain, France, and their allies. The war also
brought boom times to farmers. The ratio of prices re-
ceived by farmers to prices paid by farmers rose by 27
percent from 1915 to 1918. At the war’s end, overly opti-
mistic farmers, assuming that revolution and disarray in
Europe would continue to keep prices high, increasingly
borrowed to expand. However, the return of farm prices
to their usual levels in the early 1920s made it hard for
many farmers to repay these debts and helps to explain
the high rate of farm failures and foreclosures in the
1920s.

U.S. exports climbed from 6 percent of national out-
put in 1914 to 11.5 percent in 1916, before dipping to 9
percent in 1918. To pay for these imports, Europeans
sold their holdings of U.S. debt, shipped gold, and in-
curred massive debts. In 1912 the market value of U.S.
investments abroad was $3.9 billion, much less than the
$6.8 billion value of foreign investments in the United
States. By the end of the war, however, the United States
had swung from its position of debtor to become the
world’s largest creditor, with investment abroad climbing
to $12.2 billion in 1919, compared with foreign invest-
ments in the United States of $3.7 billion. Thus, trade
during World War I helped shift the center of the world’s
financial markets from London to New York.

From the Civil War to World War II average tariff
levels generally rose when Republicans held power and
fell under Democrats. Tariffs exceeded 40 percent in the
late 1860s, and averaged around 30 percent in the 1870s
and 1880s. More and more goods went onto the duty-
free list, however, the Underwood-Simmons Tariff of
1913 substantially reduced pulling down the average tar-
iff, which ranged between 20 and 30 percent from 1890

until it. A return toward protectionism under the Ford-
ney-McCumber Tariff (1922) and the Smoot-Hawley
Tariff (1930) increased average taxes on imports to
roughly 15 percent. However, tariffs on taxed imports
soared to levels above 50 percent in the early 1930s, invit-
ing retaliation by U.S. trading partners. Both imports and
exports collapsed during the Great Depression, falling
nearly 70 percent. Most of this was due to the overall eco-
nomic downturn, but critics blamed much of the decline
in trade and the breakdown of international economic
cooperation during the period on Smoot-Hawley, paving
the way for initiatives to reduce tariffs—such as the Re-
ciprocal Trade Agreements Act (1934), which shifted
powers for tariff setting and negotiation from Congress
toward the executive branch. U.S. tariff levels were gener-
ally higher than the international average during this pe-
riod, but moved in rough accord with trends in average
international tariff levels, which rose from 1865 to 1900,
decreased to half from 1900 to 1920, and tripled from
1920 to 1934. The shift in the twentieth century to reli-
ance on income taxes helped reduce the need for tariff
revenue.

SINCE WORLD II

After World War II the United States took the lead in es-
tablishing international institutions that encouraged
trade and the reduction of trade barriers. Part of the rea-
soning was that strong trade ties would reduce interna-
tional tensions, a component of a Cold War strategy to
defeat communism and the Soviet Union. The United
States played the leading role in the establishment of the
General Agreement on Tariffs and Trade (GATT) in 1948
and its rounds of negotiations designed to reduce tariffs,
quotas, and other protectionist barriers. Average U.S. tar-
iffs fell into the single digits at the end of World War II
and generally declined thereafter.

The United States continued to be a large net export-
er of agricultural products after World War II, but its
comparative advantage in manufacturing products shift-
ed toward high-technology goods and those based on an
educated, skilled workforce. Eventually this comparative
advantage diminished as other nations caught up to the
United States in terms of education and technological ca-
pabilities, just as the earlier comparative advantage in
natural-resource-intensive goods waned as international
raw-material markets became integrated, equalizing ac-
cess to and prices of raw materials around the globe. In
the post–World War II period, manufacturing goods
were both the major export and the major import of the
United States. In many categories the country imported
and exported goods in the same detailed industrial cate-
gory, for example, autos, aircraft, pharmaceuticals, and
computer equipment. Its largest trading partners were
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A photograph of women working in a Douglas Aircraft Company assembly plant during WWII. Wartime conditions fueled the
growth of the U.S. aerospace industry. Aircraft became a major export to allies and created a foundation for the country’s leading
role in producing military equipment for foreign countries. © BETTMANN/CORBIS. REPRODUCED BY PERMISSION.

economies most like itself, such as Canada, Japan, and
Europe—a pattern typical of modern economies. This
international competition forced U.S. firms to charge
lower prices and spurred them to innovate.

Around 1950 the United States became a net import-
er of natural resources, especially petroleum, and this had
important economic implications. Fueled by lower
prices, the economy became ever-more energy intensive
until the international price of oil began to skyrocket in
the mid-1970s following the Arab oil embargo, climbing
even higher in the early 1980s amid war in the Middle
East. The inflation-adjusted price of oil quadrupled,
throwing the world’s industrialized economies into a pe-
riod of stagnation and inflation. At about the same time,
U.S. producers were buffeted by increased competition
from exports, especially from Germany and Japan, in
their traditional strongholds, such as steel and autos—
where big U.S. productivity leads had been narrowed and

reversed. Foreign automakers’ share of the U.S. market
rose from approximately nothing in the late 1940s to 10
percent in the late 1960s, 20 percent in the late 1970s, and
28 percent in the late 1980s. The restructuring of the U.S.
economy in the face of these trade-related developments
was somewhat painful, as the unemployment rate rose
above 10 percent (late 1982 to early 1983) for the first
time since the Great Depression.

Recovering from these readjustments in the 1990s,
the United States continued to be a leader in pushing for
increased international trade and reduced trade barriers.
The United States was also active in negotiating bilateral
free-trade agreements. The most important of these was
the North American Free Trade Agreement (NAFTA)
with Canada and Mexico in 1993. Many observers were
especially wary of free trade with Mexico, arguing that
U.S. firms could not compete with its low-wage labor
force. Third-party presidential candidate H. Ross Perot
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(b. 1930) dramatically warned in 1992 that signing the
accord would lead to a “giant sucking sound,” as millions
of jobs were sucked south of the border. Perot’s lack of
success in a prime-time television debate with Vice Presi-
dent Al Gore (b. 1948) assured the agreement’s passage,
and subsequent events belied these predictions, as the
1990s were a period of strong economic and employment
growth. Subsequently, free-trade pacts were negotiated
with a wide range of global trade partners including Isra-
el, Jordan, Morocco, Australia, Singapore, Thailand,
Chile, and most Central American countries.

The U.S. commitment to free trade was far from
complete during the post–World War II period, however.
Examples include the “voluntary” restrictions of auto ex-
ports from Japan insisted upon during the 1980s, the in-
ternational multifiber agreement protecting the textile
industry, export subsidies, and antidumping laws that
could be used to protect uncompetitive industries. New
concerns about the extent of trade emerged in the early
twenty-first century, including fears about the “outsourc-
ing” of skilled jobs, especially to India. The biggest worry
arose due to an unprecedentedly large trade deficit, much
of it with China, which emerged as the nation’s number
two source of imports behind Canada.

U.S. exports and imports have rarely been equal. Im-
ports generally exceeded exports, from the nation’s
founding until about 1840. After the Civil War the Unit-
ed States racked up consistent trade surpluses, often ex-
ceeding 1 percent of GDP. These peaked during and after
World War I, reaching as high as 5.8 percent of GDP. The
trade surpluses ended temporarily during the Great De-
pression but returned in 1941 and continued until the
1970s. After 1980 the United States consistently ran trade
deficits, peaking around 3 percent of GDP in the mid-
1980s, subsiding, then climbing above 6 percent of GDP
in 2004. By 2003 these persistent trade deficits, driven by
strong investment opportunities in the United States and
a low national savings rate, made the United States the
largest debtor nation in the world, with foreign-owned
U.S. assets exceeding U.S.-owned foreign assets by about
$2.6 trillion—almost one-fourth of annual income. De-
spite the objections from critics of “globalization,” how-
ever, Americans continued to enjoy the highest standard
of living in the world, generally embracing the benefits
of free trade, especially in the form of low-priced con-
sumer products.
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V

VENEZUELA
Dispersed over three distinct ecosystems—the lush tropi-
cal rainforest, sweeping llanos (plains), and the imposing
coastal and Andean mountain ranges—Venezuela’s di-
verse indigenous population survived primarily as hunt-
ers and gatherers. Eventually, however, economic spe-
cialization took root, framed largely by prevailing
environmental factors. In western Venezuela, for exam-
ple, coastal Caquetios harvested sea products, the valley
of Quibor manufactured pottery, and the area of Carora
produced cotton and engaged in textile production. This
specialization contributed to the emergence of regional
trade networks between these groups and with the nearby
Caribbean islands. Another level of exchange involved re-
ligious and ornamental artifacts made of ceramic, stone,
and seashells.

Spanish conquerors landed in Venezuela in 1498 and
they quickly depleted the limited alluvial gold deposits
that the region possessed. On the eastern coast of Vene-
zuela, on the islands of Margarita and Cubagua, they
turned their attention to the extraction of pearl beds,
which they also eventually exhausted. The trade in pearls
exacted a heavy cost on the Waikéri indigenous popula-
tion and severely depleted the delicate coastal environ-
ment. Besides being a rich source of natural resources, for
the Spaniards, Venezuela also became an important
source of labor. They enslaved the indigenous popula-
tions of eastern Venezuela and transported them to Ca-
ribbean islands, where the local inhabitants had been ex-
terminated already by disease and warfare. Pearls and
slaves were the principal economic resources of this early

period, and eventually led to the establishment of Span-
ish outposts in eastern Venezuela.

Lacking readily apparent sources of wealth and dis-
rupted by sustained indigenous resistance, Venezuela did
not immediately attract the attention of Spanish coloniz-
ers. By 1528, however, the Crown created the Province
of Venezuela, and the Spaniards began to impose their
political administrative structure over this expansive ter-
ritory. In this same year the Welsers, a German economic
concern, acquired exclusive rights from the Spanish
monarchy to exploit western Venezuela, including the
vast region of Lake Maracaibo and the imposing Andean
mountain range. The Welsers controlled the traffic of
goods to the area’s emerging settlements including Coro,
which was founded in 1527, and launched several unsuc-
cessful expeditions to locate the fabled El Dorado. Natu-
ral oil seeps, known as menes to the local indigenous pop-
ulation, dotted the landscape near Lake Maracaibo. Yet,
with no apparent commercial value, the substance re-
mained no more than a mere curiosity. In 1539 local au-
thorities dispatched a sample of Venezuelan crude to the
king of Spain, who purportedly used it as a remedy for
gout. Confronting repeated complaints regarding ill
treatment and price speculation, the Crown cancelled the
Welser concession in 1545.

With the departure of the Welser’s, the colonization
of Venezuela began to resemble the experiences of the
Spanish empire throughout Latin America. Despite con-
tinued conflict with the indigenous population, the
Spanish expanded into new areas, conquered the valley
of Caracas, and began to establish new settlements. De-
spite the continued search for gold deposits, in these
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newly incorporated regions economic activity revolved
around agriculture, including wheat, tobacco, and cattle
production. Gradually, surplus agricultural production
and specialization stimulated limited trade networks that
served to link Venezuela’s isolated regions with each
other, with nearby islands in the Caribbean, with Mexico,
and eventually with Spain. The bulk of production, how-
ever, particularly of tobacco, sugar, and cacao, found its
way to European markets, where it served as exchange for
manufactured goods. By the end of seventeenth century
one of these commodities, cacao, gradually began to
dominate agricultural production. Europe quickly dis-
covered the value and superior quality of Venezuelan
cacao, which was already well known to the indigenous
population. The export of cacao also linked Venezuela to
Mexico, which became an important outlet for the prod-
uct and an essential source of specie. Contraband in agri-
cultural commodities, inspired by the presence of the
Dutch and other European powers in the Caribbean, also

became an important economic outlet for local produc-
ers.

The costs associated with the wars of independence
from Spain in the first decades of the nineteenth century
left Venezuela impoverished. The absence of political
consensus and the desire of regional elites to control new
economic arrangements repeatedly degenerated into
open military conflict, hampering the resumption of tra-
ditional agricultural activity. Under these conditions, for-
eign merchants with access to capital established an im-
portant foothold in the export of agricultural
commodities. Political tensions notwithstanding, the
cacao-based colonial economy gave way to a new domi-
nant export crop—coffee. The organization of coffee
production reintegrated Venezuela into the international
economy while increasing dependence on foreign capital
and the role of foreign merchants and brokers. Although
some areas prospered, Venezuela increasingly became
subject to the vicissitudes of the international coffee

Venezuela
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economy, experiencing repeated economic crises
throughout the nineteenth and in the early part of the
twentieth centuries. Before the advent of oil, European
countries, especially Germany and England, absorbed
over 64 percent of Venezuela’s agricultural exports, the
United States received over 28 percent, and the remain-
der found its way to the Caribbean and other Latin
American nations.

The growing importance of oil in the world econo-
my led some Venezuelans to reconsider the natural
menes, or seeps, that had been previously overlooked. In
1878 in the Andean state of Táchira, Antonio Manuel
Pulido and several Venezuelan partners formed the
Táchira Petroleum Company and began to extract oil
selling it almost exclusively in the local region. By the be-
ginning of the twentieth century Dutch and British con-
trolled companies spearheaded the exploration for Vene-
zuelan oil, uncovering several promising fields in Mene
Grande in 1914. From Lake Maracaibo Venezuelan oil
was shipped to Curacao, a Dutch colony, where the com-
panies established a refinery. In this early phase the re-
fined products were shipped predominantly to European
markets. The advent of World War I significantly slowed
oil exploration throughout the country. Venezuela en-
tered the era of modern oil production in 1922, when
crews drilling at a site named the Barroso N. 2 discovered
a new field, and the out-of-control well produced up-
wards of 80,000 barrels a day. The Barroso N. 2 well inau-
gurated a boom period, and oil production quickly dis-
placed other economic activities, especially agriculture
production, which were already in various stages of de-
cline.

U.S. companies moved quickly to establish a pres-
ence in Venezuela, and over time they acquired a domi-
nant position in oil production. By 1930 over 100 foreign
oil companies operated in Venezuela, and oil production
reached in excess of 370,000 barrels a day. As agricultural
production faltered by the 1940s, Venezuela became a net
importer of basic food products. The Creole Petroleum
Corporation, a wholly owned subsidiary of the Standard
Oil Company of New Jersey, and Shell Oil emerged as the
dominant oil producers in Venezuela. As other countries
in Latin America (Mexico, Bolivia, and Argentina) na-
tionalized oil holdings, Venezuela continued to permit
foreign control of its oil industry. Faced by impending
competition from emerging Middle East oil producers,
in 1949 a Venezuelan delegation visited the region and
sought to open lines of communications. These efforts
eventually led to the establishment of the Organization
of Petroleum Exporting Countries (OPEC) in 1960, of
which Venezuela and Saudi Arabia are founding mem-
bers. In 1976 the Venezuelan government nationalized
foreign oil holdings, fully compensating U.S. and Euro-

pean interests and creating a new national entity,
Petróleos de Venezuela (PdVSA). Current production
hovers at near 3 million barrels a day, and the U.S. re-
mains the largest recipient of Venezuelan oil. Despite an
economy that includes mining, food processing, textiles,
steel, and auto assembly, oil continues to cast a long
shadow over Venezuela. It generates approximately 80
percent of export revenue, and it remains the govern-
ment’s principal source of operating income. In recent
years, the government’s role in the national oil industry
has intensified political struggles for control of the Vene-
zuelan state.

S EE A LS O Conquistadors; Empire, Spanish;
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VENICE
By the late fifteenth century Venice had established itself
as a major Mediterranean intermediary between Europe
and the East. The Venetian ducat had become common
coinage in Eastern markets. Venice imported primarily
spices and silk and exported metals and manufactures.
The port city retained its status despite a conservative
commercial and economist monopolistic policy that con-
tinued through the sixteenth century. The public banks,
created for the first time in 1587, also practiced the tradi-
tional conservatism in means of exchange that neverthe-
less proved effective.

In the late fifteenth and early sixteenth century Ven-
ice faced two challenges. One was the expansion of Turk-
ish power in the eastern Mediterranean and Turkey’s
monopoly on agriculture products. The other was the
discovery by the Portuguese of new oceanic trade routes
round the Cape of Good Hope to India and the Far East;
this discovery threatened to destroy the Mediterranean’s
position as the great channel of intercontinental trade
and to replace Venice and Genoa as the supreme Medi-
terranean international entrepôts. Nevertheless, retaining
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good relations with the Ottomans enabled the Venetians
to import spices through the Red Sea and Syria after the
Ottoman conquest of Eygpt and the Levant in 1517.
Eventually, due to the effective control of the Spice Is-
lands that the Dutch gained at the early seventeenth cen-
tury, they cut off the flow through the Red Sea and ended
the old spice trade through the Levan.

In the late sixteenth century and during the seven-
teenth, Venice faced other crises—the decline of its ship-
building and the wars against the Ottomans on Cyrpus
and Crete. Consequently, the English and Dutch, Ven-
ice’s competitors in the Mediterranean, consolidated
with the French their commercial position in the Otto-
man ports at the expense of the Venetians, striking a fatal
blow to the Venetian monopoly on Levantine trade. The
northerners shifted their activity to the free port of Long-
horn, and Venice became a regional port exporting in-
dustrial products to the Ottoman Empire. A century later
the city lost this role to the English and Dutch. Western
trade was by then decidedly larger than Levantine trade.
Venice imported manufactured goods on a large scale
from England, France, and Holland, and exported agri-
cultural and primary products or partially worked goods.

In the seventeenth century Venetian commoners
performed manufacturing, and the nobility increased its
landholdings in the mainland in order to diversify and
preserve their capital as a hedge against commercial risks.
Trade was conducted mostly by foreigners, including
Jews. During Venice’s wars against the Turks in the late
sixteenth and seventeeth centuries restrictions on for-
eigners were relaxed, and they became Venetian citizens.

Beginning in the 1730s, both Venetian trade and
shipbuilding were comprehensively reformed. The city’s
ships provided transit safe from Mediterranean pirates,
and “neutral shipping” along the sea routes to the West,
to London and the Americas during the American and
French Revolutions, and to the Levant during the wars
of the Turks against the Russians in the Eastern Mediter-
ranean. Until Venice’s fleet and merchant marine were
destroyed in the Napoleonic Wars, Venice was the lead-
ing port and the busiest center of shipbuilding and ship-
ping in the Adriatic. Assigned to Austria in 1815 by the
Congress of Vienna, Venice was granted by the Austrians
free-port status, and was valued more for strategic and
military reasons than as a major commercial outlet for
the Habsburg Empire, a role played by Trieste. A new
class of rich Venetians emerged—the middle class, or
borghesia.

Since 1866, when Venice was released from Austrian
dominion and united with Italy, the development of
Venice’s industry shifted the city’s urban center and the
expanded its port. With the early-twentieth-century shift
of industry from Venice to the hinterland, an extensive

industrial zone with port facilities for large containers
was developed at Marghera, next to Mestre at the end of
the causeway that had brought the railway to Venice.
Marghera and Mestre and the Lido were combined with
the city of Venice into one unit of urban government.
Venice became again a great port, second only to Genoa
among the ports of modern Italy, with tourism and in-
dustry leading its international trade.
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VERACRUZ
Mexico’s principal seaport was founded by Hernán Cor-
tés (1485–1547) as Villa Rica de la Vera Cruz in April
1519. He soon moved it 28 kilometers north to a site
known today as La Antigua, but throughout the sixteenth
century the hot, humid climate, epidemic disease, hurri-
canes, and vulnerability to foreign attack retarded the
growth of the port, which was Spain’s only harbor for
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Mexican commerce. Shipping preferred the former loca-
tion, and in 1599 the town formally returned to its origi-
nal site opposite the island of San Juan de Ulúa. Annual
fleets brought European wines, olive oil, quicksilver, tex-
tiles, and other manufactures, and returned with gold,
silver, and agricultural produce. Veracruz’s annual trade
fairs and its warehouses tempted French, English, and
Dutch privateers, buccaneers, and pirates. Raids by En-
glish sea dogs John Hawkins (1532–1595) and Francis
Drake (1540?–1596) in 1568 and Dutch buccaneers Lau-
rent Graff (Lorencillo), Granmont de la Motte, and Ni-
colás Van Horn in 1683 were especially damaging. Great
fortifications on San Juan de Ulúa and in Veracruz arose
to defend the port. Even more devastating was the wide-
spread smuggling that eluded Spain’s monopolistic trad-
ing system well into the eighteenth century. Mexico
City’s merchants controlled Veracruz throughout much
of the seventeenth and eighteenth centuries, but the es-
tablishment of a Chamber of Commerce (consulado) in
Veracruz in 1795 reflected the emergence of a significant
merchant community in the port. Reflecting its rising
trade, Veracruz’s population rose from about 6,000 in
1700 to nearly 15,000 by 1821.

Mexico won independence in 1821, but Spain held
the San Juan de Ulúa fortress until 1825, thereby restrict-
ing Veracruz’s commerce. Thereafter, Veracruz contin-
ued as Mexico’s principal port. Taxes on foreign trade
were the government’s main revenue and made the port
a target for both foreign and native challengers. The
French attacked the port in 1838 and U.S. forces took it
1847. The French returned again in 1861, when they in-
stalled the Habsburg Archduke Maximilian (1832–1867)
on a Mexican throne. Rebels also often seized the city,
and President Benito Juárez (1806–1872) made it the
temporary capital of Mexico from 1858 to 1860 when he
was still a young revolutionary fighting against the gov-
ernment. Later in the century improvement in public
health, infrastructure development, and new Mexican in-
dustry stimulated growth in the port once more. A rail-
way to Mexico City began in 1873, and new wharves,
warehouses, public works, and a potable water system
came during the rule of Porfirio Díaz (1830–1915) from
1876 to 1910. By 1900 Veracruz was the leading cargo
port in Latin America. Railway expansion in northern
Mexico diverted some trade with the United States away
from the port, yet the city’s population grew from about
16,000 in 1877 to 53,000 by 1910.

From 1914 to 1915 U.S. occupation of Veracruz
helped to bring down the government of Victoriano
Huerta (1854–1916), and the city became the Mexican
capital again for a short time. Veracruz was a stronghold
of organized labor (especially longshoremen) in the Mex-
ican Revolution (1910–1940). After 1940, new port facili-

ties and containerization led to substantial growth by the
end of the twentieth century. Exports from Veracruz in-
clude petroleum, chemicals, iron and steel, coffee, fruits,
rum, molasses, tobacco, chicle (used in making chewing
gum), and fertilizers. Leading imports include manufac-
tured goods, grains, and chemicals. In the year 2000 a re-
cord 1,685 vessels carrying nearly 15 million tons of cargo
docked in the port, and the city’s population exceeded
500,000.
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VIETNAM
Although its importance was not always recognized,
trade and commerce always formed an integral part of
Vietnam’s economic history, sometimes even a matter of
central concern, right from the country’s earliest history.
From the Han to Tang dynasties (111 B.C.E.–939 C.E.),
Jiaozhou (northern Vietnam) was China’s major port, at-
tracting a large share of the maritime commerce of the
South China Sea. This continued after Viet independence
from China in the tenth century.

TRADE OF THE PREMODERN PERIOD

Between the late eleventh and the fourteenth centuries
the Tonkin Gulf was a bustling trading zone linking west-
ern Hainan, the Guangxi coast, and Champa. An aroma
called eaglewood was one of the major commodities
traded between Viet and Cham merchants in Dai Viet’s
main port of Van Don. Conveniently located between
Hainan and Qinzhou, Van Don attracted Chinese,
Cham, and Muslim merchants.

Ceramics became one of Dai Viet’s main trading
items by the fourteenth century. The Cham/Muslim mar-
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ket drove production, and the spectacular Chu Dau blue-
and-white wares were exported as far away as Persia,
Egypt, and Turkey. Glazed tiles were also made for the
eastern Javanese Majapahit court. Glass beads found in
Vietnamese wares recovered in shipwrecks further reveal
Dai Viet’s participation in the secondary trading systems
of Southeast Asia.

Neighboring Champa was the lynchpin connecting
Dai Viet ceramics with the markets of island Southeast
Asia and beyond, so the 1471 attack on Champa by the
Viet king Le Thanh Ton (1460–1497) effectively de-
stroyed the most important stimulus for trade in the
Tonkin Gulf as it severed the link between this region and

the archipelago. Apart from the continuing Chinese
trade, overseas commerce languished in northern Viet-
nam until the need for munitions during the seventeenth
civil war encouraged another port, Pho Hien, where Eu-
ropeans also traded. The Chinese ships visiting Pho Hien
were predominantly from Ningbo, a major port of the
Yangtze River delta, where the key centers of mass print
production were located. Books, therefore, were an im-
portant commodity. Ironically, the commerce so de-
spised by literati was actually essential to the material
foundation of Vietnamese Confucian culture. Overland
trade in salt, cattle, horses, and weapons occurred with
southwestern China and mainland Southeast Asia, and
was often central to Trinh (north) and Nguyen (south)
economies.

The central focus of Viet overseas trade in the Age
of Commence (1450–1680) was in present-day central
and southern Vietnam, the area known as Cochinchina
(Dang Trong). It built upon the centuries-old commer-
cial tradition of Champa, a major player in Southeast
Asian trade. The civil war between the northern and
southern regimes (1627–1672) provided the latter with
a lucky conjunction between internal political change
and external economic development, driven by overseas
trade. In the seventeenth century Cochinchina was
Japan’s principal trading partner and a crucial link con-
necting Chinese, Japanese, and Southeast Asian trade.

Although Hoi An (Faifo) remained the main port,
by the early eighteenth century Chinese-settled Bien Hoa
and My Tho in the Mekong Delta also became prosper-
ous junk ports. The eminent player, however, was Can-
cao (modern Hatien), a semi-independent kingdom
under the Cantonese Mac family. It linked the Canton
trade with Mekong Delta rice and the tin trade and cash
crops of the Gulf of Siam and Malay Peninsula. This
string of ports attracted 85 percent of the Canton junk
trade from the late 1750s until the rise of Bangkok in the
1770s. In the early nineteenth century maritime trade by
Vietnamese vessels with Southeast Asian ports, especially
Singapore, also grew remarkably.

THE MODERN PERIOD

Rice was the heart of overseas trade, and the foundation
of Saigon. The trade was predominantly Chinese, from
financing of cultivation to exporting the product. For its
first twenty years French Cochinchina (1862–1954) en-
joyed prosperous free trade, with imports rising (from 5
to 27 million tons between 1867 and 1885) and rice ex-
ports growing tenfold (1860–1900). French irrigation
works accelerated Mekong Delta rice cultivation, and the
upgraded port of Saigon facilitated its export. From 1910,
the northern port of Haiphong also expanded, as the
Yunnan railway saw Chinese tin exported from there,
along with Tonkinese coal.

Vietnam
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Certain French policies badly affected Vietnamese
trade with its local region. Colonial control destroyed the
emerging Vietnamese shipping industry. The tariff of
1892 penalized Asian economic ties in favor of the
French Empire. Tying the fluctuating silver piaster in
1930 to the gold-based French franc further isolated Viet-
nam from Asian trading partners. Rice exports also suf-
fered badly from the 1928 tariffs and currency policy,
which, by emphasizing French links, made Vietnamese
rice too expensive for regional competition. The rice
trade had no time to recover from World War II before
the continuing first and second Indochina Wars (1946–
1975) hit production, forcing both North and South
Vietnam to import basic foodstuffs. In other respects,
war stimulated trade: Vietnamese communists main-
tained the South China Sea trade to Hong Kong and
Macao, where cinnamon and tin were traded for arms
and medicines.

VIETNAM IN THE 21ST CENTURY

Thanks largely to the Vietnamese government’s “renova-
tion” (doi moi) policy, Vietnam has become a major in-
ternational exporter of rice and coffee. In 2004 Vietnam
joined Thailand and India as the top three rice exporters
in the global market. As the second-largest producer of
robusta coffee, Vietnam was partly blamed for overpro-
duction that led to the 2001 crash in world coffee prices.
Vietnam also exports coal, textiles, footwear, seafood,
and oil. Imports, however, are growing more rapidly than
exports, contrary to Vietnam’s traditional trade pattern:
although exports doubled from U.S.$9.18 billion in 1997
to U.S.$19.9 billion in 2003, imports, led by cars, build-
ing materials, and fuel, jumped from U.S.$11.59 billion
to U.S.$25 billion. With the United States–Vietnam Bi-
lateral Trade Agreement ratified in 2001, Vietnam is ex-
pected to join the World Trade Organization in the near
future. At the regional level, since joining the Association
of Southeast Asian Nations (ASEAN) in 1995, Vietnam’s
exports to ASEAN countries have grown by nearly 25
percent per annum. As a member of the ASEAN Free
Trade Area, Vietnam is expected to reduce its tariffs to
less than 5 percent by 2006.

SEE ALSO China; Coffee; Empire, French; Empire,
Japanese; Empire, Ming; Empire, Qing; Ethnic
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VOLCANIC ERUPTIONS
Volcanic eruptions in different parts of the world have
caused immense and unquantifiable catastrophes and
loss of life and property. Such disasters have paralyzed
global, regional, national, and local trade for varying pe-
riods, and transport infrastructures such as seaports,
ships, roads and vehicles, railroads, coaches, and airports
and airplanes have been destroyed. Traffic has had to be
diverted elsewhere until the structures are completely re-
built. In disaster areas, scarcity of consumer goods has
led to higher costs of production, distribution, and con-
sumption while new markets elsewhere formed.

Volcanologists, climatologists, and historians have
made various estimates for the number of volcanic erup-
tions since 1450. The World Almanac and Book of Facts
(2002) lists 152 eruptions of active volcanoes between
1702 and 2001. Tom Simkin and Lee Seibert estimate
2,600 eruptions between 1956 and 1993, whereas others
allege between 10 and 60 eruptions worldwide on a daily
basis. The Smithsonian Institute’s catalog recognizes 539
volcanoes with historic eruptions and 529 others that
have not erupted in historic times, notable and memora-
ble even though they have convincing evidence of erup-
tions in the past 10,000 years. Given the wide discrepan-
cies, further research is clearly needed to ascertain the
real number of eruptions since 1450. The volcanic events
that this article highlights are some of the most revealing
typical in terms of their general characteristics and their
emissions of different types lava, ash, gas, and magma.

Volcanic Eruptions
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On May 18, 1980, Mount Saint Helens in the Cascade Mountain range of the state of Washington erupted. A massive blast
caused part of the mountain to collapse and sent large amounts of volcanic ash into the air, killing 57 people and blocking both
water and land thoroughfares. Since then, the volcano has remained active, occasionally releasing bursts of steam and ash. © CORBIS.

REPRODUCED BY PERMISSION.

VESUVIUS, ITALY (1779 AND 1794)

Mount Vesuvius lies east of Naples, in southern Italy. It
erupted eight times between 1631 and 1944 alone. Dur-
ing the eruptions of 1779 and 1794, showers of ash, cin-
der, and stone fell on neighboring communities, killing
thousands. Further emissions of sulphur caused addi-
tional respiratory problems. On the sides of Vesuvius

whole forests and vineyards were destroyed, and most of
the villages at the foot of the mountain were covered by
lava. Much damage was also done by torrents of boiling
water that flowed down its sides. Maritime trade by the
Dutch, French, and British was diverted for a few months
in both 1779 and 1794 to ports southeast and northwest
of Naples, Salerno, Corsica, Sardinia, and Sicily. A few

Volcanic Eruptions
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months later, locals returned and resettled along the base
of Mount Vesuvius, farming grapes, oranges, lemons,
vegetables, and walnuts, and hoping to take advantage of
the port’s strategic geography in terms of trade.

SUMBAWA, INDONESIA (1815)

Sumbawa, an island in Indonesia, lies east of Lombok
and is best known for the Tambora volcano, which erupt-
ed in 1815. This, the largest eruption in modern history,
destroyed the kingdoms of Tambora and Papeyat and
caused crop failures in neighboring Bali and Lambok.

Ash from the volcano fell as far away as 800 miles,
in central Java and Kalimantan. Dust particles in the at-
mosphere caused a global cooling the following year,
which was declared the “year without summer.” Histori-
ans and climatologists have attributed this phenomenon
to the unparalleled eruption and emission of sulphur di-
oxide into the atmosphere. That year, there were abnor-
mally low daily minimum temperatures in Europe and
North America from late spring to early autumn, and
communities around the world experienced crop fail-
ures, famine, hunger, and food riots.

An estimated 92,000 people were killed in the 1815
eruption: 10,000 direct deaths caused by bomb impacts,
tephra fall, and pyroclastic flows, and 82,000 indirect
deaths from starvation, disease, and hunger brought on
by the eruption. Ships in the Celebes, crossing the Flores
Sea, Timor Sea, and Banda Sea were diverted to other safe
ports for several years. Rice, maize, beans, cattle, cophra,
tobacco, and coffee were procured from other areas as
the local community struggled to regain its footing.

SOUFRIÈRE, ST. VINCENT, WEST INDIES (1902)

Previous eruptions of the Soufrière volcano in St. Vin-
cent, in the eastern Caribbean, occurred in 1792 and
1851. The eruption of 1902 was accompanied by an out-
burst of a great flood of hot mud down the slope of the
mountain that wiped out about 1,600 people. The calam-
ity was aggravated by a violent asphyxiating blast that
caused ships to burst into flames and sink into the boiling
sea. An accompanying series of violent earthquakes led
to the boiling and overflowing of the crater lake of Sou-
frière. Masses of lava flowed from the summit in all direc-
tions and destroyed all in its path.

Internal shipping and coastwise and inter-island
fishing collapsed when the harbor was shut down for
months. Inbound transatlantic vessels, their passengers,
and cargoes were diverted to the other Windward Is-
land—St. Lucia, Barbados and Grenada, Trinidad and
Tobago—and communication with the outside world
did not recommence for months.

MOUNT ST. HELENS, WASHINGTON, UNITED
STATES (1980)

On May 18, 1980 St. Helens erupted and sent up a dense
cloud of volcanic ash that fell on vast stretches of Wash-
ington State, northern Idaho, and western and central
Montana. Several mudflows and floods raced down the
valleys of the north and south forks of the Toutle River
and nearly destroyed numerous bridges. Heavy masses of
material were dumped into the Columbia River, compli-
cating shipping and transport on that thoroughfare. In
addition, the damage to more than 400-square kilome-
ters of land induced chaos on the area’s interstate high-
way system.

In addition, the rapid spread of ash cloud created
significant air pollution in several major U.S. cities. The
progressive spread around the world of this same ash ad-
versely affected the atmosphere of distant regions. Most
of the sixty victims died by asphyxiation from inhaling
hot volcanic ash and by thermal and other injuries. Com-
mercial buildings and civil works around Spirit Lake and
Skamania and Cowlitz Counties suffered serious damage,
and many residents lost their jobs and homes. The cost
of the eruption was estimated at $1.1 billion. The disaster
dealt a crippling blow to U.S. tourism as well as road, rail,
and air transport for weeks.

The debris that blocked Spirit Lake, the north fork
of the Toutle River, Swift Creek, Pine Creek, and Muddy
River handicapped water transport and the haulage ser-
vices in the regional trade. Timber could not be floated
downstream to supply the wood-related industries. Be-
cause of the ash cloud and air pollution more than 1,000
commercial flights were cancelled and several airports
closed. It became impossible for Washingtonians to con-
duct business with passengers from New Zealand, Cana-
da, Australia, and Hawaii. The closure of area highways
and railroads from Seattle to Spokane disrupted inter-
state trade and compounded traffic elsewhere. Exports of
wheat, apples, potatoes, and alfalfa, traditionally prod-
ucts of the Pacific Northwest, were seriously disrupted.

S EE A LS O Agriculture; Climate; Harbors; Ships
and Shipping.
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WALLENBERG FAMILY

Since the late nineteenth century, the Wallenberg family
has been Sweden’s preeminent financial and industrial
dynasty. The family’s climb to wealth and power began
when Andre Oscar (A. O.) Wallenberg (1816–1886), the
son of a Lutheran bishop, founded Stockholm’s Enskilda
Bank (SEB) in 1856. Since then, family leadership has
been vested in the male succession of one branch of the
family. In 2004 the fifth generation leadership consisted
of the cousins Jacob and Marcus Wallenberg, both born
in 1956.

The family has been heavily involved in international
business. SEB was an important participant in the impor-
tation of foreign capital that was crucial for pre-World
War I Swedish economic development, in particular for
the construction of railways. Later the family played a key
role in the development of Sweden’s major export indus-
tries, especially the export of engineering products.

By no means the wealthiest of Swedish families, the
Wallenbergs have maintained control over their domi-
nant industrial sphere thanks to the judicious utilization
of the SEB (since a 1972 merger, Skandinaviska Enskilda
Banken), holding companies, family controlled founda-
tions, and shares with disparate voting power. The family
is renowned for its selection of capable and loyal corpo-
rate executives. Despite their private opinions, family
leaders have consistently cooperated with the Social
Democratic governments that have dominated Sweden
since 1932.

Raoul Wallenberg (1912– ?), the Swedish diplomat
who saved thousands of Hungarian Jews from Nazi death

camps before himself vanishing into the Soviet gulag, be-
longs to the fourth generation of a non-leadership branch
of the family.
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WAR, GOVERNMENT CONTRACTING
In the Western tradition war is a political instrument.
Over time in Europe, war and peace became the preserve
of states, and governments ultimately strove for a mo-
nopoly of violence. But public institutions have never
solely controlled war, because governments often needed
to rely on private entrepreneurs to supply, maintain, fi-
nance, and even administer their war machine. War con-
tracts governed, regulated, and defined this relationship
between the political necessity and the private business
of war making.
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THE EARLY MODERN PERIOD

Until the nineteenth century states were relatively weak
and needed to outsource numerous aspects of security
policy. In most cases, outsourced work also included the
actual financing of the contract itself, so the merchant/
banker providing the service or goods also needed to pro-
vide the money to execute the contract. The most evident
example of such a contract was the Spanish asiento,
which entailed both a royal contract and a farm of taxes.
The king of Spain contracted a merchant/banker to ren-
der services or deliver goods, but the entrepreneur had
also to advance the money up front. In return, the mer-
chant/banker received a right to claim Castilian revenues
or the right to farm a tax.

After 1450 two major military innovations trans-
formed the nature of European warfare: the rising impor-
tance of firearms, and the professionalization of the mili-
tary. To meet the demands, early modern states engaged
in three distinct areas of outsourcing: manning the army
and navy, supplying and outfitting the military, and
manufacturing arms.

In time, an international “military-industrial com-
plex” emerged, with common standards and procedures.
Ordinance, for instance, was usually priced by weight.
Arms could be tested at delivery, before the contract was
fulfilled. By the beginning of the Thirty Years’ War
(1618–1648) armies needed large quantities of arms.
Contracts could be relatively small, and purchased by the
regiment, or they could involve the negotiations of gov-
ernments, international manufacturers, and brokers, and
include tens of thousands of firearms, pikes, blades, and
other implements of war making.

In the course of the sixteenth century, as a conse-
quence of the proliferation of firearms, changing tactics,
and more extensive drills, a highly trained professional
soldiery became crucial to success on the battlefield. Dur-
ing the Thirty Years’ War the demand for such troops
helped create an international system of troop contract-
ing, with many armies being composed of men from dis-
parate nations including Ireland, Switzerland, Scotland,
and numerous German states. By the end of the seven-
teenth century many armies consisted almost entirely of
such “foreign” troops who served for a fixed price—an
entrepreneurial soldiery. The proverbial military phrase
“no money, no Swiss” captures the manpower dilemma
of early modern war.

Armies marched on a full stomach. During the fif-
teenth and sixteenth centuries captains took personal re-
sponsibility for feeding their men, purchasing provisions
locally—a custom practiced by the Dutch navy until
1800. By the middle of the sixteenth century troops on
campaign began to receive their bread directly from gov-

ernmental administrators, and by the end of the century
this task often fell to independent contractors. Such con-
tracts stipulated a specific quantity of rations at a set price
per ration and stipulated a transportation agreement to
assure that the food reached the front. Over time, Jewish
merchants became the main suppliers of the continental
armies. They not only could supply the large initial sums
to purchase foodstuffs but also commanded an extensive
international network which reached into the Baltic, the
granary of Europe. During the seventeenth century gov-
ernments tended to contract with the same firms annual-
ly, with efficiency and reliability often trumping price.
French contractors, however, lacked the connections of
the Jewish merchants, and needed to be paid in advance
monthly by the French Crown, a serious disadvantage.
The British army during the Seven Years’ War (1756–
1763) regularly put out bids to British, mostly Protestant,
contractors, who then supplied British troops on the
Continent from England.

THE MODERN PERIOD

The modern era was characterized by nationalism and in-
dustrialization. After 1800 the dynastic countries of Eu-
rope emerged as strong national states, and governments
began to conduct many aspects of military supply them-
selves. Conscription, for instance, served an important
role in maintaining national armies, and the professional
entrepreneurial regiments gradually became obsolete—
one famous exception being the Swiss Guard at the Vati-
can.

During the machine age war fighting took place on
an industrial scale. More and more supplies, troops,
food, clothes, and so on were required to conduct mod-
ern war. As late as the Franco-Prussian War (1870–1871),
for instance, the House of Morgan was still the monopoly
purchaser of all the goods and supplies for the British and
French in the United States, and it steered profitable war
contracts to the firms to which it was connected. But by
the early twentieth century it was impossible for a single
firm to maintain such a dominant position—the
amounts required were simply too immense. During
World War I (1914–1919), for instance, the United States
government needed tens of millions of shoes. Wars were
no longer won on the battlefield, but in the factories.

In a war economy, price tends to be of secondary im-
portance. Governments naturally prefer to keep war costs
to a minimum, but the primary consideration is the im-
mediate production of sufficient qualities of arms and
other war commodities. Nevertheless, states have never
simply been willing to pay anything to win. War profi-
teering has been considered immoral and often unpatri-
otic, and governments have tried to limit profit taking.
As early as the American Revolution (1775–1783) Con-
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gress replaced the contracting system, where purchasing
agents were compensated by a percentage of the contract,
with a system of fixed pay and rations for the Commis-
sary Department. During the U.S. Civil War (1861–1865)
unprecedented quantities of weapons were needed, and
a new contracting form was launched: incentive pricing.
Under this system a contractor’s ability to deliver quickly
took precedence over price. After a baseline estimate of
the cost of manufacturing standard military weapons was
made, the manufacturer was allowed a “liberal profit” on
the cost.

During the two world wars, most countries limited
a contractor’s profits through excess-profit taxation, at a
rate as high as 100 percent, and provided contract safe-
guards. A typical contract used in Great Britain during
World War II (1939–1945) was of the fixed-price type,
although a company might have been allowed in the be-
ginning of production to operate under a cost-plus-a-
percentage contract, a cost-plus-a-fixed-profit contract,
or a “target price” contract. After the United States en-
tered the war, all services were obliged to reduce prices
by eliminating excess profits by a process of renegotia-
tion, but profiteering—especially in the aircraft indus-
try—still could not be entirely avoided.

THE POSTMODERN WORLD

With the end of the Cold War, government power began
to retract. In several European countries, for instance,
conscription was postponed and smaller armies were re-
cruited. Governments returned to outsourcing much of
their war machine. In 2003, of the $200 billion spent by
the United States government in the private sector nearly
75 percent of that money was spent by the Department
of Defense. During the Third Gulf War (2003–2004) be-
tween 10 and 20 percent of the total U.S.-led coalition
troop strength was proved by private military companies.
In Iraq, troop supply, transport, maintenance, and secur-
ity were almost entirely outsourced to private firms
whose contracts generally fell into one of three categories:
fixed-price, where the government and contractors de-
cide on a binding price; time-and-materials, where the
government and contractors agree on an hourly rate that
includes labor, materials, and overhead; and cost-
reimbursement, where the government reimburses the
contractor for costs incurred in providing a service.

SEE ALSO Wars; Wheat and Other Cereal
Grains.
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WARS
The influence of war on trade, and vice versa, is a cons-
tant in human history. In the mid-fifteenth century this
relationship produced one of human history’s great wa-
tersheds. In 1453 the Orthodox Christian city of Con-
stantinople (Byzantium or Istanbul), heir to the Roman
Empire, fell to Sultan Mehmet II (1429–1481) and his
Ottoman armies. The capture of Constantinople, on the
boundary of Europe and Asia, was followed by a series
of conquests that established the Ottoman Empire. Al-
though Constantinople had been in decline, the loss of
a great Christian metropolis was still a shocking blow to
the crowned heads of Europe. Its connection to Europe-
an trade patterns was even more significant than the loss
of one city, however. Since it lay at the crossroads of east-
west trade, the fall of Constantinople forced European
merchants and statesmen to explore new avenues of
commerce with the Far East, especially by sea.

WAR IN RENAISSANCE EUROPE

For many years after 1453 the Ottoman Empire (and
Mongol civil wars) barred Europe’s overland access to
Asia. This was no small matter. Far Eastern spices were
essential for the flavoring and preservation of meat, and
the trade itself was an important part of Europe’s Renais-
sance economy. Following advances in ship design,
charts, and navigation, the Portuguese were already ven-
turing along the African coastline searching for sea routes
to Eastern commodities. The Ottoman conquests provid-
ed further incentive, eventually opening the world to a
global system of trade centered on and largely benefiting
Europe. It was no coincidence that during this era many
explorers such as Columbus and Magellan set off in
search of new trade routes to East Indian spice islands.

Renaissance warfare did not just encourage new
trades negatively by blocking established routes. Mehmet
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used a huge siege cannon to batter Byzantium’s walls,
and this period saw the real beginning of gun warfare.
Sulphur, saltpeter, and wood for carbon were all exten-
sively traded as ingredients for gunpowder. Armies were
growing larger, and armed with artillery and handguns;
they needed greater quantities of metals, especially iron,
copper, and tin. When the Spanish Armada embarked on
its planned invasion of England in 1588 they imported
gunpowder from Germany and Italy, copper from Hun-
gary, and (ironically) English tin. There was also an ex-
change of human skills as Genoese carpenters and
caulkers arrived to prepare the Spanish vessels.

Commercial concerns sometimes led rulers to avoid
conflicts. Fear of losing Levantine trade privileges made
the Venetians reluctant to confront the Ottomans after
1453. In 1509 a French-led coalition attacked Venice’s
mainland territory. England’s Henry VIII (1491–1547)
was tempted to join but declined, fearing his traditional
enemy France would gain at the expense of Venice, an
important trading partner. Still, trade was not always an
excuse to avoid war in the Renaissance. In the case of
some Baltic conflicts, and when Genoa fought Aragon for
control of the western Mediterranean, wars were mainly
based on economic motives. To many rulers of the peri-
od, though, commercial warfare carried a stigma. Follow-
ing war with the Duke of Savoy, France’s Henri IV
(1553–1610) asked for territorial concessions on the basis
of profitability, not status. The action was considered
shameful because it supposedly put Henri’s purse above
national honor.

This attitude was changing. Led by Spain and Portu-
gal, Europe expanded outward following the Ottoman
conquests. Wealth poured into the Continent. Gold and
silver arrived from Spain’s new American territories,
while spices flowed in from Asia, and slaves from Africa.
Financial endeavors were increasingly linked to the pur-
suit of “civilized” life. As early as 1479 Spain and Portugal
signed the first treaty concerning European trade in non-
European waters. Other powers coveted the Iberian na-
tions’ commercial empires. By the late sixteenth century
economic issues became a central motive behind conflict.
In the 1600s a series of true trade wars developed. At their
center was the new nation of Holland.

Holland itself grew out of conflict. As part of their
battle for independence from Spain, the Dutch took to
the seas. They eventually replaced Portugal as the leading
maritime power, following that nation’s union with
Spain in 1580. Spain was also weakened after its unsuc-
cessful Armada invasion of England in 1588. Making
profits at the expense of their former masters was a guid-
ing principle of the Dutch—an effort spearheaded by
their Dutch East India Company. In the early seventeenth
century they swept down on Portugal’s old Eastern em-

pire, replacing them as the principal traders to Japan and
Ceylon. The Dutch goal was domination of the spice
trade to Europe and the East Asian trades. Through to
the eighteenth century they were largely successful, even
if this meant the destruction of local shippers and elimi-
nation of rivals. Relying on their naval might, the Dutch
became the dominant European trader in the Indian
Ocean and Indonesia, while maintaining a strong pres-
ence in the China seas.

The Dutch were determined to fight for their posi-
tion as the globe’s greatest traders. In the first half of the
1600s the Netherlands battled the Spanish-Portuguese
fleets for control of commodity trades such as sugar.
Dutch commercial priorities then brought on war with
the English Protectorate of Oliver Cromwell (1599–
1658). The First Dutch War (1652–1654) was fought al-
most solely for reasons of trade. The English, determined
to match Dutch maritime power, passed a Navigation Act
in 1651 that restricted the delivery of imports to vessels
from either England or the commodity’s place of origin.
Also, colonial exports could only be transported in En-
glish ships. Holland’s prosperity, especially its carriage of
Baltic goods, was threatened. The two nations went to
war, and the English navy, for the first time organized
into a disciplined force, bested the Dutch. The next
round of the conflict, which erupted in 1665, was also
commercially based, especially on disputed trade to the
Guinea Coast of Africa, and a new Navigation Act (1660).
For the victorious Dutch (who fought with French and
Danish aid) the war’s outcome secured a reduction in
English import duties. A third Anglo-Dutch conflict
(1672–1674) was fought with few lasting consequences.

TRADE WARS IN THE EIGHTEENTH AND
NINETEENTH CENTURIES

Cromwell’s naval reforms were retained by his successors
under the restored English monarchy, largely because
they protected shipping and colonial trades. These trades
were now worldwide, with the beginnings of English
commerce to India and the Far East established. In the
Eastern Hemisphere, Europe, and North America, En-
gland’s main rival was no longer the Netherlands: most
of Europe’s eighteenth-century wars involved France’s
bellicose “Sun King,” Louis XIV (1638–1715), and his
successors. Although these were not trade wars per se,
commercial factors were important.

From 1689 through 1783 Anglo-French warfare,
with a shifting cast of allies, was almost constant, with a
notable break from 1714 to 1739. One goal of these wars
was to prevent French domination, both in Europe and
abroad. On the other hand, they were fought with an eye
to expanding English (British from 1707) colonial hold-
ings and thus its overseas trade. British business interests
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largely supported the wars, which increased domestic in-
dustries such as shipbuilding and armaments. The wars
also opened up new territories to British commercial ex-
ploitation, as King George III (1738–1820) admitted in
1762. Until 1775 most of these wars benefited England
at France’s expense. The War of the Spanish Succession
(1702–1714) left Britain with new territory and trading
privileges. Acadia (Nova Scotia) was taken from the
French, along with a number of other possessions. Spain
granted Britain a limited right to ship slaves to its colo-
nies, and allowed a British merchant vessel to trade there
annually. (A dispute over these privileges led to another
war in 1739, which soon involved France). The War of
the Spanish Succession also weakened Britain’s old com-
mercial rivals, the Dutch, who had since become military
allies. Britain’s own trade actually increased, due in no
small measure to the Royal Navy’s role, set out in 1708,
of protecting merchant vessels against enemy action.
Britain reached a high-water mark during the Seven
Years’ War (1756–1763): the “miracle year” 1759 saw the
capture of Quebec by General James Wolfe (1727–1759),
and a spectacular naval victory at Quiberon Bay, France.
Another theater of war was India, where British interests
were upheld by the East India Company, a private trading
monopoly. With peace in 1763 Britain gained a number
of territories such as New France (part of modern Cana-
da), which had a great fur trade, and the West Indian is-
lands of Dominica, Grenada, Saint Vincent, and Tobago.
Given the success of their arms some Britons felt let down
by the peace. France kept many of its possessions, includ-
ing those in India, plus their valuable share of the New-
foundland fishery. France had its revenge twelve years
later when they helped Britain’s American colonists win
their independence in the American Revolutionary War
(1775–1783; French phase, 1778–1783).

The American War of Independence marked the be-
ginning of the French Bourbon kings’ last struggle
against their old rivals. In 1789 the monarchy was over-
thrown and a French Republic proclaimed. From the
1790s until 1815 France, first under revolutionary gov-
ernments, and after 1804 as the empire of Napoleon Bo-
naparte, waged almost constant war against Europe’s
monarchies. The nations fighting for and against France
(or those that tried to remain neutral) varied, but Britain
remained its constant enemy. In what was a truly global
conflict, trade was less a cause than a weapon. As in the
earlier Dutch wars, the main commercial aspects of the
conflict were resolved at sea. Both France and Britain
knew that destroying the other’s trade would be critical
to winning the war. Napoleon’s solution was the Conti-
nental System, which tried to prevent the French, their
allies, and neutrals from trading with Britain. Britain re-
sponded with the Orders in Council, which imposed a
counter-blockade. Both systems were economically dis-

ruptive, but French industry suffered more. In the end,
the most serious consequence for Napoleon was his di-
sastrous invasion of Russia, which had initially joined but
later withdrew from the Continental System. After a se-
ries of British naval victories ending with that at Cape
Trafalgar in 1805, the French were reduced to a hit-and-
run war at sea against British trade. Following the Battle
of Waterloo in 1815 Britain gained even more colonial
territories with captive markets and raw materials. Con-
trolling the seas and a vast landward empire, Britain be-
came the undisputed master of world trade for almost a
century.

In the interim, British trade sanctions contributed to
the War of 1812 (1812–1814) with its former colonies,
the United States. War was declared by the U.S. Congress
in response to British impressment of U.S. sailors, and
to defend the United States’s right to freely trade as a
neutral nation. The war almost split the republic. The
New England states were bitterly opposed to disruption
of their trade with Atlantic Canada, and they considered
seceding from the union. In the end, neither nation prof-
ited from the contest, and most contentious issues were
left as they stood in 1811. The only real losers were Native
American Indians, some of whom had been crucial mili-
tary allies and trading partners of Europeans in North
America.

The later nineteenth century was notable for the ab-
sence of large-scale conflicts, in Europe although smaller
wars broke out frequently. Only the U.S. Civil War
(1861–1865) matched or exceeded the devastation of the
European conflicts of 1689 to 1815, and it was limited to
one nation. The Civil War was mainly fought over the
slavery question, but its combatants used the lessons of
the Napoleonic era by making war on trade. The North-
ern (Union) forces blockaded Southern ports, and the
Southern Confederates responded by outfitting blockade
runners to bring in valuable imports—not only arms, but
even luxury goods. They also commissioned commerce
raiders, mainly in Britain, to attack Union merchantmen
and whalers. Ultimately, Northern resources and man-
power brought them victory.

The Opium Wars (1839–1841, 1857–1858) devel-
oped from Chinese attempts to suppress British trade in
the drug, which had been conducted out of India since
the eighteenth century. Used to buy Chinese tea, silk, and
porcelain, the opium trade reached about 25,000 chests
(each containing 130–160 pounds) per year by the 1830s.
With its superior firepower, Britain twice bested China.
British victory ensured that the profitable, if immoral,
commerce continued, and it opened up new Chinese
“treaty ports” to European traders. To defend these inter-
ests, Japan, Russia, Great Britain, the United States, Aus-
tria, and Italy fought united for the only time in their his-
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A painting by Richard Caton Woodville (1825–1855) shows a battle between Africans and British Indian troops as part of a
series of military campaigns in the late nineteenth century. The Africans were followers of Mahdi, an Islamic religious figure who
is supposed to appear during the last days of the world. After decades of war and the defeat of the Mahdists near the end of the
nineteenth century, Sudan ended up being controlled by the British and Egyptian governments. © HULTON-DEUTSCH COLLECTION/

CORBIS. REPRODUCED BY PERMISSION.

tory under a one (German) commander to subdue their
Chinese opponents during the Boxer Rebellion of 1900.

THE WORLD WARS

The twentieth century witnessed the two most devastat-
ing conflicts of all time, World Wars I (1914–1918) and
II (1939–1945), both of which had a strong commercial
aspect, especially at sea. Britain remained a leading mari-
time trader, and as an island nation was reliant on sea-
ward imports and exports. Its principal opponent in both
wars, Germany, was unable to directly match the mighty
Royal Navy, so Germany’s strategy in both wars was to
attack the maritime lifelines that supplied Great Britain.
Surface raiders such as the well-known Bismark, along
with submarines (U-Boats), threatened to strangle Brit-
ain’s—and later, the United States’s—trade. In both cases
they nearly succeeded. World War II’s massive bomber
campaigns were also partly directed at industry and
trade.

From 1941 to 1945 the United States fought a second
front, against imperial Japan. Surprisingly, Japan had be-
come Asia’s leading power after the U.S. naval squadron
forcibly opened the nation to trade in 1854. By the late
1930s Japan was engaged in a war of conquest aimed at
China. The United States had long supported China’s na-
tional integrity as a free-trade area under the so-called
“open-door policy.” Japan’s 1941 Pearl Harbor attack
was brought on by a U.S. threat to close their markets to
Japanese goods and cut off the oil supplies essential to a
mechanized army. During the conflict the United States
waged its own successful submarine campaign against
Japanese commerce and supply lines.

In the end the Allies, as the United States, Britain,
and their colleagues were known, won both world wars.
Especially in World War II, this was accomplished by a
large contribution in lives and materials from Russia (So-
viet Union). The result was an economically and
ideologically divided world. The West represented free-
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market capitalism and democracy, whereas the Commu-
nist East defended state-controlled economies and socie-
ties. Two major wars involving the United States and (in-
directly) the Soviets erupted, in Korea and Vietnam. Both
wars were as much a battle for markets as they were for
minds.

Warfare is still endemic and at least partially gov-
erned by trade concerns. The two Gulf Wars (1991, 2003
and after), in which the United States and its allies fought
Saddam Hussein’s Iraq, were of this nature. In the first,
an Iraqi invasion of its neighbor Kuwait was motivated—
and resisted—largely by a desire to control the smaller
nation’s oil reserves. The second Gulf War, though
launched to dismantle Hussein’s destructive capacity and
failure to comply with United Nations resolutions, was
also grounded in a need to provide stability in the oil-rich
region. These fairly recent conflicts, with their trade con-
nections, are certainly not the last of their kind.

SEE ALSO Arms, Armaments; Blockades in War.
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THOMAS WATSON SR. AND THOMAS
WATSON JR.

Thomas Watson (1874–1956) and his son, Thomas Wat-
son Jr. (1914–1993), were important twentieth-century
American businessmen. The elder Watson was president
of International Business Machines (hereafter, IBM)
from 1914 until 1956, just before his death; he was instru-
mental in both encouraging IBM’s initial growth and
making it an international company. Thomas Watson Jr.
was the CEO of IBM from 1956 until 1971, during the
period of IBM’s fastest growth; he turned it from a type-
writer company into a computer company and contin-
ued his father’s work of making IBM larger and more in-
ternationally competitive.

Watson Sr. was a salesman for the National Cash
Register Company, where he coined the motto,
“THINK,” which later became famous as IBM’s motto.
He joined the Computing-Tabulating-Recording Com-
pany in 1914, becoming president on May 1, 1914. In
1924 the company changed its name to International
Business Machines Corporation. In September 1949 he
was named chairman of IBM, and he made the company
so successful that the U.S. government filed a civil anti-
trust suit against IBM in 1952, when IBM owned more
than 90 percent of all tabulating machines in the United
States; the suit eventually failed. Watson frequently en-
tertained foreign heads of state, and under his leadership
IBM adopted the slogan “World peace through world
trade.” The International Chamber of Commerce elected
Watson its president in 1937.

Thomas Watson Jr. began working at IBM in 1937
as a salesman. After spending time in the army during
World War II, he returned to IBM in 1946. He became
vice president and a member of the board of directors
within a year, then president in 1952 and CEO in 1956.
During his tenure as CEO, the number of people em-
ployed by IBM grew four-fold and IBM’s gross income
grew nine-fold. IBM began selling computers only after
Watson Jr. took over; he pushed the company into this
field despite his father’s earlier resistance to the invest-
ment needed to enter computing. He decentralized man-
agement at IBM, breaking the company into six autono-
mous divisions and the World Trade Corporation, itself
another division of IBM. In 1971 he resigned the position
of CEO but stayed on the board of directors until 1984.
From 1979 until 1981 he served as U.S. President Jimmy
Carter’s ambassador to the Soviet Union. IBM is today
the sixth-largest company in the United States and one
of the dozen largest industrial corporations in the world,
due mostly to the efforts of this father and son.
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WEST INDIA COMPANY, DUTCH

The Dutch East India (Vereenigde Oostindische Com-
pagnie, or VOC) and West India (West-Indische Com-
pagnie, or WIC) Companies are usually considered to
have been the most important instruments of the early
Dutch expansion overseas. Both were founded during the
first quarter of the Dutch “Golden Century” (the seven-
teenth) and both seemed to symbolize the strong Dutch
mercantile and naval power at the time. In spite of the
striking similarities in the companies’ organizational
structures at home, the WIC was never so much an all-
embracing trading and shipping firm and a colonizer
with a firm legal and actual monopoly, as was the VOC.

It took three years before the WIC had collected 6
million guilders, whereas a similar capital outlay for the
VOC was raised within one month during the year 1602,
when the Dutch Republic was far less affluent. Investors
seemed to have realized that the WIC would not be as in-
novative as the VOC, as there already existed several local
companies and merchant houses operating in the Atlan-
tic and trading to the west coast of Africa, Guiana, Portu-
guese Brazil, and North America. Investors must have re-
alized that the Dutch trade to all these Atlantic
destinations flourished without the WIC, and that the
foundation of the company was partly based on noncom-
mercial considerations such as increasing the war effort
against Spain.

Soon after the WIC had been founded, its policies
became more and more fragmented. The Zeeland cham-
ber began to administer the plantation settlements in
Guiana exclusively, whereas the Amsterdam chamber
concentrated on the Dutch settlement colony in North
America, New Netherland, and the Dutch Antilles. In
1628 all chambers were allotted exclusive trading rights
in separate areas along the coast of West Africa. This pro-
cess of fragmentation was strengthened by the issuing of
private freehold estates, called patroonships, in New
Netherland and in the Caribbean. A consortium, in
which the Dutch West India Company participated as
only one of the shareholders, administered the largest
Dutch plantation colony, Suriname, conquered in 1667.
Private merchants who received land grants within the
company’s territory were usually connected to, or even
directors of, one specific chamber.

The fear of competition with Amsterdam explains
Zeeland’s adherence to the renewal of the WIC charter
in 1647. The board of directors allotted the right to trade
in the Atlantic to the various chambers on the basis of
an intricate yearly roster, and in case the WIC monopoly
would be annulled and Dutch Brazil lost, the Zeelanders
feared that their port cities would not be able to compete
with Rotterdam and Amsterdam. In 1647 the charter of

the WIC was renewed, and in 1648 a fleet was dispatched
to save Dutch Brazil. Both concessions to Zeeland failed
to live up to expectations. Interlopers eroded the compa-
ny’s monopoly, and in 1654 Recife, the last Brazilian city
in the hands of the WIC, was surrendered to the Portu-
guese, leaving the company with a huge debt. Subsequent
attempts at creating another sugar empire in the Caribbe-
an failed. In North America, the only WIC settlement
colony, New Netherland, was lost to the English in 1664.

THE SECOND DUTCH WEST INDIA COMPANY

In 1674 the West India Company was declared bankrupt.
The capital outlay for its successor, the second WIC, was
mostly an arrangement on paper: both shareholders and
owners of bonds were given shares in the new company
to the amount of 15 and 30 percent of the nominal value
of the old shares and bonds. There was one snag: the new
shareholders were required to pay 4 to 8 percent of the
value of their old shares in cash to the company. Because
of these payments, the second WIC started out with only
1.2 million guilders, about one-fifth of the original capi-
tal outlay for the first WIC.

The only alteration to the WIC infrastructure at
home was the reduction in the number of directors from
nineteen to ten. In addition, the company’s monopoly
was limited to the slave trade and the trade to the Dutch
forts in Africa, but even that monopoly was lost in 1734.
This time, Zeeland and Amsterdam had similar interests.
Zeeland felt confident about retaining its position in the
Dutch slave trade, and Amsterdam had invested heavily
in the plantations in Suriname and expected free traders
to carry more slaves to that colony once the WIC monop-
oly had been abolished.

After 1734 the WIC became a “body without a soul.”
The company was left with the administration of the
Dutch possessions on the African coast, the Dutch Antil-
les, and two small plantation colonies on the South
American mainland, Essequibo and Demerara. Its top-
heavy apparatus at home did not change: the national
and local directorships had become part of the job circuit
within the Dutch oligarchy. In 1791 the second WIC was
abolished, and the shareholders were partly compensated
with government bonds. The Dutch Republic itself as-
sumed the role of colonial power.

COMMERCIAL ACTIVITIES

In the beginning of its existence, the WIC played an im-
portant role in Dutch maritime trade. Around 1650,
when the company still governed part of Brazil and New
Netherland, the imports into the Dutch Republic
amounted to about 60 million guilders, of which the
trade to Brazil, Africa, the Caribbean, and North America
generated nearly 18 million. The yearly number of ships
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involved in this trade amounted to 200 to 250. Of that
number 15 ships on average sailed to North America, 20
to Spanish America, 35 to Brazil, 155 to the Caribbean,
and 20 to West Africa, while 15 ships participated in the
slave trade and 20 in privateering. During the second half
of the seventeenth century the loss of Brazil and the ap-
plication of the Navigation Acts in the British colonies
and similar protectionist legislation in the French colo-
nies, as well as the declining opportunities for privateers,
reduced the volume of the Dutch trade in the Atlantic.
Between 1650 and 1740 estimates put the yearly number
of Dutch ships operating in the Atlantic at around 100
to 130. However, the decline in the number of ships was
probably partly compensated for by an increase in the
value of the cargoes as the percentage of slave ships in-
creased. In addition to the triangular slave trade, the
company ships traded in American and African produce
such as brazilwood, hides, ivory, sugar, tobacco, and
cacao.

COLONIZATION

The Dutch West India Company concentrated on trade,
not colonization. The total number of Europeans in the
colonies and trading establishments of the company
never surpassed 20,000 at any one time. The population
of Dutch Brazil consisted of 25,000 Portuguese and only
4,000 Dutch colonists in addition to the 4,000-strong
army and an estimated 9,000 native Amerindians. In the
Dutch Caribbean the European population numbered, at
most, 10,000. The only Dutch settlement colony in the
Atlantic, New Netherland, was home to a similar number
of colonists when the British took the colony in 1664. The
WIC forts on the African coast never were staffed by
more than 400 Europeans. The number of Dutch was
even smaller than these figures suggest, as almost half of
the Europeans in the Dutch Atlantic did not originate in
the Dutch Republic, but in neighboring countries. A
quarter of the white populations of Dutch Brazil and Su-
riname were made up of Jewish immigrants from outside
the Netherlands, and almost half the population of New
Netherland consisted of English immigrants from the
surrounding areas.

There exists no single explanation for the obvious
Dutch aversion to settling overseas. In contrast to the
British and French settlements in the New World, the
Dutch colonies never attracted large numbers of inden-
tured servants. Rather than sending men to the New
World, the Dutch succeeded in attracting large numbers
of young men to serve in the merchant marine. The
Dutch East India Company alone needed 4,000 new sail-
ors and soldiers per year. Between 1600 and 1800 the
Dutch managed to send 1 million men to Asia, half of
whom never returned. That suggests that the Dutch

made more profits by sending people to the tropics than
to North America. The WIC was interested in furthering
neither the Dutch language nor the Dutch variety of
Protestantism. The governors of the various Dutch colo-
nies and trading forts were well aware of the fact that only
religious and cultural tolerance could prevent internal
strife among the multinational staff and colonists. There
is no evidence to suggest that the company’s attitude to-
wards Africans and Amerindians deviated from that of
other colonial powers in the Atlantic. The original doubts
of the board of the WIC about the company’s participa-
tion in the slave trade seemed to have disappeared soon
after the conquest of Brazil, where the importation of
slaves was vital to economic expansion of the company.

S EE A LS O Amsterdam; Angola; Brazil; East India
Company, Dutch; Empire, Dutch; Empire,
Portuguese; Empire, Spanish; Ethnic Groups,
Africans; Gold and Silver; Gold Coast;
Imperialism; Jamaica; Kongo; Laborers, Coerced;
Laborers, Contract; Mercantilism; Monopoly
and Oligopoly; New York; Piracy; Privateering;
Senegambia; Slavery and the African Slave
Trade; Sugar, Molasses, and Rum; Tobacco;
Venezuela.
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WHEAT AND OTHER CEREAL GRAINS
Nomadic Middle Eastern tribes who lived between 18000
B.C.E. and 12000 B.C.E. were likely the first to discover
wheat, which was then an uncultivated weed. Sumerians
and Mesopotamians in 6000 B.C.E. were likely the first to
domesticate, cultivate, and process wheat. Today, hu-
mans cultivate more wheat than any other crop. Farmers
grow it in Canada, the United States, Latin America, Eu-
rope, and Asia. Wheat is one of eight major cereal grains
of world food production. (The others are corn, sor-
ghum, barley, oats, millet, rye, and rice.) By volume,
wheat is the most important grain traded in the world
today.

EIGHT MAJOR CEREAL GRAINS

Wheat is a grass whose genus is Triticum. The earliest
forms of wheat were T. boeoticum and T. dicoccum.
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Rye grains were a staple of European diets
throughout the Middle Ages. The grains used to make
bread were very susceptible to a toxic fungus known
as Claviceps purpurea. The fungus attached itself to
rye, producing spores that germinated and then cre-
ated hard, seed-like structures known as ergots.
Humans and livestock who consumed rye contami-
nated with ergots were at great risk of contracting a
disease called ergotism (sometimes called St.
Anthony’s Fire). Symptoms of the disease included a
burning sensation in the hands and feet caused by
constriction of blood vessels, and in extreme cases,
hallucinations and erratic behavior. People thought
these reactions were signs of demonic possession.
Ergotism is thought by some to have caused the
deviant behavior of the accusers during the Salem
Witch Trials of 1692.

Ergotism continued to baffle people for hundreds
of years. Thuillier’s Discovery, named after a seven-
teenth-century French physician, finally identified
ergots as the cause of St. Anthony’s Fire. It was later
discovered that ergots contained psychoactive ele-
ments (LSD) that caused the victims’ strange behav-
iors.

Ryan Peacock

ERGOT EPIDEMICS AND
THUILLIER’S
DISCOVERY

T.dicoccum, or emmer wheat, is the biological ancestor
of modern-day North American and European bread
wheat, or T. aestivum.

Today, the most commercially significant species of
wheat are bread wheat, paste wheat (T. durum) for pas-
tas, and club wheat (T. compactum) for pastries. Wheat
is often identified by color (red or white), growth season
(spring or winter), and content of gluten-forming pro-
tein (soft or hard). Soft wheat contains relatively little
gluten-forming protein, which leavens bread; hence, soft
wheat is ideal for cookies, cakes, biscuits, and pastries.
Hard wheat contains relatively more protein and is ideal
for leavened breads. Most wheat is grown for human nu-
trition and, as such, undergoes a milling process that sep-
arates mature wheat kernels into their outer bran, germ,
and endosperm, which the milling process reduces to
flour.

Corn, or maize, is the only grain that is native to the
Western Hemisphere. Corn grows in Canada, through-
out most of the United States, Mexico, and Central
America, and as far south as central Argentina and Chile.
In addition, producers have adapted it to Africa, Central
Europe, and Asia. There are seven broad classifications
of corn that are based on its physical attributes. These
classifications are flint, dent, flour, pop, sweet, waxy, and
pod. Corn can also be used as animal feed.

Sorghum’s origins are not known conclusively;
though most historians link it to Ethiopia. Sorghum
grows in most tropical and subtropical regions of the
world, as well as more temperate regions such as the
United States and southern Canada. It is a very important
food in the semiarid tropics because it can grow in re-
gions too hot and too dry for cereal grains other than
millet. There are four broad classifications of sorghum
that are based on its uses. These classifications are food
and feed, forage, grass for pasture or hay, and broomcorn
for making brooms.

Barley and oats are course grains that are relatively
more tolerant to salt. As the salinity of the soil along the
Tigris, Euphrates, and Nile Rivers increased, these grains
gained prominence over wheat as a food. In addition,
brewers converted barley into malt liquors and oats were
fed to horses. Bread from barley flour fell out of favor
during the Middle Ages, when leavening flours were dis-
covered. Today, both crops grow in the temperate zones
of every continent.

Although millet ranks sixth today in terms of world
cereal production, it is the fourth most important cereal
in India. Indeed, the vast majority of the world’s millet
grows in India and Africa, where it originated. It is rela-
tively ideal for production on drought-stricken and infer-
tile lands, which encompass much of the developing
world. Millet does not contain gluten-forming protein
necessary for leavening.

Rye is the only other major cereal grain that can pro-
duce leavening flour. Rye dates back to about 1000 B.C.E.
It probably originated in northeast Europe. Consequent-
ly, today roughly 40 percent of it grows in the former So-
viet Union. Rye grows throughout Argentina, South Afri-
ca, Canada, the United States, Poland, and Germany. It
can endure the lowest temperatures of all the cereal
grains.

THE GRAIN TRADE SINCE 1450

By 1450 the population of Western Europe had increased
from its relative lows of the Dark Ages (500–1000 B.C.E.).
The structure of Western European farms at this time
took the form of large-estate manors that consisted of
two parts: the desmesne, worked specifically for the
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A woman in the high plateaus of the Andes Mountains in Bolivia carries a bundle of barley. Spaniards introduced barley to
the country, where it is grown in the harsher conditions of the highlands. The crop is used primarily in animal feed or beer
production. © CAROLINE PENN/CORBIS. REPRODUCED BY PERMISSION.

manor’s lord, and the tenancies, worked by peasants.
Whereas medieval European farming was largely based
on subsistence, some commercial farming—production
and marketing of surplus agricultural commodities in
local urban markets just outside the hinterlands—
emerged between roughly 1300 and 1800, thanks to at
least three grain-farming transformations.

First, as the monetary economy grew, most lords de-
manded cash rents from their tenants. And by 1500 most
peasants throughout Western Europe held lands on lease
from the manor’s lord. In England the enclosure move-
ment—the transfer of arable land from communal to pri-
vate property, expedited this process. Second, manors in-
creasingly switched from a two- to a three-field planting
technology (on strips as opposed to squares of arable
land). In the two-field system, one strip was sown with
a grain while the other was left fallow. In the three-field
planting system, one strip was sown with a winter grain,
another with a spring grain, and the third left fallow. This
latter sequence allowed farmers to harvest each field four
times, as opposed to three times, over six years. And
third, farmers adopted some mechanical technology,
such as the harrow and horse-drawn plow.

Nonetheless, aside from these transformations,
farming practices in Western Europe remained little

changed between 1300 and 1800. Meanwhile, in the
1800s subsistence farmers produced the vast majority of
North American grains—wheat, corn, barley, rye, and
oats—throughout the hinterlands of the United States.
Most U.S. farmers lacked access to large markets, as well
as the incentive, affordable labor supply, and technology
necessary to practice commercial agriculture.

In the mid-nineteenth century Europe and the Unit-
ed States adopted significantly more mechanized tech-
nology: horse-drawn combines, mass-produced grain
reapers, steel-bladed and steam-powered plows, seed
drills, grain elevators, and mechanical harvesters (me-
chanical irrigation pumps and fossil-fuel burning trac-
tors followed in the early 1900s). These agricultural tech-
nologies, coupled with transportation (railroad) and
communication (telegraph) technologies, ushered in the
grain exchange, a key element of the international grain
trade from the late nineteenth century to the present.

Grain exchanges evolved from boards of trade along
Lakes Erie, Michigan, and St. Clair. These boards (e.g.,
Detroit in 1847, Buffalo, Cleveland, and Chicago in 1848,
and Milwaukee in 1849) assembled to arbitrate commer-
cial disputes among members and address inadequate
harbor infrastructure. The transition from boards of
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trade to commodity and eventually futures exchanges
began in the 1840s and culminated in the 1870s.

In 1848 the Illinois-Michigan Canal joined the Illi-
nois River with Lake Michigan. The canal enabled farm-
ers in the hinterlands along the Illinois River to ship their
produce to merchants located along the river. These mer-
chants accumulated, stored, and then shipped grain to
Chicago, Milwaukee, and Racine. Because grain was not
fungible, shippers tagged deliverables according to pro-
ducer and region, and purchasers inspected and chose
these tagged bundles upon delivery. Commercial activity
at the three grain ports grew throughout the 1850s. Chi-
cago emerged as a dominant grain (primarily corn) hub
later that decade.

Amidst this growth of Lake Michigan commerce, a
confluence of storage, shipment, distribution, and com-
munication technologies transformed the grain trade. In
1841 the first grain elevator was built in Buffalo. Elevators
took advantage of steam power to drive belts with buck-
ets attached in order to unload grain from the holds of
ships. They elevated the grain to storage bins located di-
rectly above berths, canals, or railroad tracks. To load
ships, canal boats, or railcars, elevator operators simply
released the grain from the storage bins, and gravity did
the rest.

In the 1850s railroads and their newly developed
grain railcars harnessed the benefits of elevators, but only
because grains could, by then, be stored, shipped, and fi-
nanced in bulk. That is, as a consequence of grain eleva-
tors, grain railcars, and the railroad more generally, large-
scale commodity dealers, who required greater financing
to store and transport grains, replaced country mer-
chants. And bulk storage and transport necessitated that
grains be fungible.

Commodity exchanges serviced the trade’s need for
a large-scale fungible grain distribution network. By the
1850s exchanges established a system of staple grades,
standards, and inspections, all of which rendered inven-
tory grain fungible. As collection points for grain, cotton,
and provisions, they weighed, inspected, and classified
commodity shipments that passed from west to east.
They also facilitated organized trading in spot and for-
ward markets—markets for unique agreements between
buyers and sellers, who operated independently of an or-
ganized exchange, to trade an amount and grade of an
item at a specific price and future date. Earlier in the
nineteenth century, bankers and merchants financed the
U.S. grain trade on consignment—commission agents
withheld payment to producers or dealers until the grain
was finally sold in a terminal market. This method of fi-
nance was largely inadequate by the 1850s. The first for-
ward contract for Chicago delivery was recorded on
March 13, 1851.

Finally, telegraphic communication provided the
forward trade, and later the futures trade, a technological
infrastructure capable of communicating prices across
markets, nationally and internationally, in a timely fash-
ion. Perfected in 1837, the telegraph shaped the com-
modity exchanges some thirty to forty years later when
it allowed dealers around the world to trade grain before
the harvest or while the grain was in transit.

The first, largest, and most prominent futures ex-
change was the Board of Trade of the City of Chicago,
or the Chicago Board of Trade (CBT). It was established
in 1848 by a State of Illinois corporate charter. On March
27, 1863 the CBT adopted its first rules and procedures
for trade in forwards on the exchange. The CBT began
to transform actively traded and reasonably homoge-
neous forward contracts into futures contracts in May
1865. The transformation in Chicago grain markets from
commodity exchanges to future exchanges was not
unique. Similar transformations occurred throughout
the United States and England. For example, forward
contracts for cotton traded in Liverpool, England by the
1850s.

The growth of futures trading in the late twentieth
and early twenty-first centuries has been explosive. Fu-
tures contracts on agricultural commodities remain pop-
ular, though financial futures and options dominate trad-
ing today.

THE MODERN WORLDWIDE GRAIN TRADE

Technological changes in agriculture since World War II
have included large-scale mechanization, global position-
ing satellite (GPS) precision fertilization and application
of herbicides and pesticides, center-pivot irrigation,
high-yield crop variation, and environmentally sustain-
able and production-maximizing crop rotation. Indeed,
all this modernization has trimmed the agricultural labor
force from 60 percent of the total in 1850 to roughly 2
percent today. Nonetheless, agricultural technologies
have not been adopted uniformly across the world. Large
populations of Asia and Latin America did not adopt
these technologies until the 1960s; meanwhile, much of
sub-Saharan Africa continues to subsistence farm with
little or no mechanization.

As of the late twentieth century a handful of very
large multinational firms handle, ship (export), trade,
merchandise, process, and finance much of the grain
grown throughout the world. These multinational firms
include, but are not limited to, Archer Daniels Midland
(Decatur, Illinois), Cargill (Minneapolis), Louis Dreyfus
(Paris), and Bunge (Brazil). These few firms move much
of the world’s grain production around the globe.

Generally speaking, in the absence of political and
economic obstacles such as tariffs and other barriers to
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During the nineteenth century the French wine
industry was devastated by the introduction of foreign
fungi and insects. In 1850 the vineyards were widely
infected by a powdery mildew known as oidium that
severely tainted grape quality. Even greater destruction
followed with the outbreak of phylloxera, a small
insect that feeds on the roots of the grapevine. It first
appeared in the Rhône Valley (1860) and then spread
like a plague across a vast portion of Europe’s vine-
yards over the next few decades, crippling wine pro-
duction.

It is estimated that phylloxera caused approxi-
mately $2 billion in damage to Europe’s wine industry,
according to M. Lalande, president of the chamber of
commerce of Bordeaux. The wine industry struggled
for several years to determine where these outbreaks
originated and to develop an answer to the problem. It
was discovered that both oidium and phylloxera
arrived in Europe from North American rooted vines
that had been imported for experimentation by wine-
makers. Eventually, oidium was controlled by spraying
sulfur on the vineyards, and phylloxera was combated
by grafting American rootstocks onto European vines
to create a resistant hybrid strand.

Ryan Peacock

OIDIUM AND
PHYLLOXERA

trade, the contemporary grain trade moves grain from
where it is plentiful to where it is dear. In grain-
producing countries, domestic grain flows from rural to
relatively more populated urban regions. Meanwhile,
throughout the world grain flows, via water and rail,
from the major grain exporters—Argentina, Australia,
Canada, the European Community, and the United
States—to several grain-importing nations.

SEE ALSO Agriculture; Climate; Disease and
Pestilence; Famine; Industrialization; Rice;
Russia; United States.
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WINE
In medieval times wine had been one of the most impor-
tant items of European trade. Geographically restricted
in its production, and yet demanded by the urban elites
of northern Europe, wine barrels filled the holds of
countless ships that plied their trade between the vine-
yards of western and southern Europe and the markets
in the north of the continent. However, by the mid-
fifteenth century this world was on the eve of dramatic
change. The explosion of energy that led to European
colonization of Africa, Latin America, and Asia, com-
bined with the fundamental economic changes that took
place in the seventeenth century, led not only to the
opening up of new trade routes, but also to the produc-

tion of entirely new kinds of wine. Grapes, if they are to
be used successfully in wine making, generally need to be
grown in areas where the annual isotherm lies between
10° and 20°C, equating approximately to land lying be-
tween 30 and 50 degrees north and south of the equator.
Wherever European peoples encountered places with
such climates, they invariably began cultivating grapes
and turning them into wine. Such production, at least in
the early days, did not suffice the demands of the emerg-
ing colonies, and this therefore generated substantial
flows of wine from the “old world” to the “new,” as well
as the development of production in new areas such as
the Atlantic islands destined for the Americas.

“NEW WORLD,” NEW WINES

European soldiers, missionaries, and settlers found wild
vines when they arrived in the Americas, and yet the
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A winemaker’s cellar houses several wooden barrels in the Burgundy region of France. This region is one of many areas in the
country where the wine industry has flourished due to ideal growing conditions. France has maintained a prominent position in the
wine industry, but improved production methods during the twentieth century led to quality wine exports from South Africa,
Australia and the United States. © MORTON BEEBE/CORBIS. REPRODUCED BY PERMISSION.

grapes had not been used previously by the indigenous
inhabitants to make wine. It was thus the extension of
European cultural influences, including a taste for wine
not only as an element of religious symbolism but also
as an enjoyable sensual experience, that led to the rapid
expansion of viticulture and the wine trade in the seven-
teenth century. By the 1520s wine was being made in
what became Mexico; the 1530s saw vine cultivation and
wine making spreading south into Peru, reaching Chile
by the 1550s. To the north, vines were cultivated in Flori-
da in the 1560s, and experiments to establish viticulture
in the new British colonies such as Virginia had begun
by the start of the seventeenth century. Economic factors
soon came to the fore in helping the industry develop in
Latin America during the seventeenth century, when the
costs of transporting European wine to the west coast of
the American continent, and the damage that occurred
to barrels on the way, made this a hazardous enterprise.

Grape growing and wine making and trade followed
European conquerors across the world’s oceans. By the
middle of the seventeenth century the Dutch East India

Company had established a successful enterprise in the
Cape Colony. With the arrival of distillation there in
1672 it was possible to turn much of the area’s poor wine
into brandy, which had the distinct advantage that it was
much cheaper than wine to transport per volume of alco-
hol. Hence, a successful export-led trade emerged with
Cape brandies, as well as a few high-quality wines,
shipped back to Europe beginning in the eighteenth cen-
tury. The English established their first vineyard in Aus-
tralia in 1788, but it was not until the nineteenth century
that viticulture and wine making became firmly estab-
lished there, as indeed was also the case in New Zealand
and California. Until then, these territories had to rely
largely on supplies of wine from Europe to fulfill demand
for the beverage.

INVESTMENT IN CAPITAL: INDIVIDUALISM IN
THE EUROPEAN HEARTLAND

Alongside the global spread of viticulture, important
changes were also taking place in wine production and
trade in Europe. The ebb and flow of the medieval wine
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trade had been driven by the fact that wine rapidly deteri-
orates when it comes into contact with air. It was only
when glass bottles stoppered with corks began to be used
during the latter part of the seventeenth century that a
lasting solution to this problem was realized. Together
with more careful selection of grapes for particular wines
and enhancements in the methods of vinification during
the seventeenth century, notably through improved cel-
lar hygiene, enhanced fining and later use of the barrels,
these technological changes led to the emergence of en-
tirely new styles of wine, particularly the so-called New
French Clarets from Bordeaux and the sparkling wines
of Champagne. Wine producers had begun to realize that
by investing in the production process, they were able to
reap larger profits. But this potential profit was only
made possible by the existence of a new kind of market
and, thus, trade. The continent’s social and political lead-
ers set themselves apart from the masses by using new so-
cial symbols and distinctive kinds of behavior. With the
general rise in alcohol consumption across Europe, it was
to these new wines that the elite turned as one of their
main means of social distinction. While some regions
began to specialize in quality wine production, mer-
chants began to turn elsewhere to furnish the burgeoning
demand for the cheap, low-quality wines traded across
urban Europe. The key agents of this change were the
provincial wine brokers, particularly in France, who from
a position of relative insignificance in the seventeenth
century came to exercise widespread control over the
wine trade by 1800. In southern Europe supplies still
came largely from the immediate vicinity of towns, but
increasingly the urban markets of northern Europe were
fueled with wines from further afield.

NINETEENTH-CENTURY CRISIS AND CHANGE

By the middle of the nineteenth century European viti-
culture was in crisis. Increased contacts with the Ameri-
cas had led to the introduction of fungi and insects from
across the Atlantic, notably oïdium (powdery mildew)
and phylloxera (an aphid whose only host is the vine),
against which European vine species had little natural re-
sistance. These were to have a devastating impact on the
continent’s wine trade. In France, for example, total wine
production fell from some 84.5 million hectoliters in
1875 to a low of 23.4 million in 1889. After years of de-
bate and much experimentation, the solution to the phyl-
loxera infestation was found to be grafting European
Vitis vinifera vines onto resistant rootstocks of American
vines. The adulteration of wines resulting from the col-
lapse of the industry was one of the key factors that led
to the emergence of controlled appellation systems in Eu-
rope during the early twentieth century.

DEMOCRATIZATION AND
INTERNATIONALIZATION IN THE TWENTIETH
CENTURY

The second half of the twentieth century saw another
fundamental shift in the wine trade, as supermarkets
took over a dominant position in the European market-
place. Consumption in the traditional wine-consuming
countries, notably France, Spain, and Italy, plummeted,
and the north European supermarket buyers, ever on the
lookout for cheaper wines, began to scour the world for
new sources of supply. In the 1970s and early 1980s they
turned to the cheap wines of eastern Europe, but from
the early 1990s the technical innovations in grape grow-
ing and wine making that enabled wines of good quality
to be produced at reasonable prices in other parts of the
world, most notably in Australia, began to transform the
world’s wine trade. By the end of the 1990s competitively
priced wines from Chile, South Africa, and Argentina
also had begun to make serious inroads into the global
market. At the start of the twenty-first century, though,
France, Italy, and Spain still dominate global production,
making some 54 percent of the world’s wine; they also
continue to account for about 67 percent of total wine
exports. The contemporary world wine market is never-
theless now much more internationalized and competi-
tive than it was a mere twenty-five years ago.

S EE A LS O Agriculture; Australia and New
Zealand; Climate; Disease and Pestilence;
Famine; France; Peru; Porto; Portugal; Spain.
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WOMEN TRADERS OF SOUTHEAST
ASIA

Both Chinese and European travelers who left accounts
of the trading conditions of Southeast Asia before the co-
lonial era were surprised at how frequently they dealt
with women as the most active traders. As early as the
thirteenth century Chinese traveler Zhou Daguan noted
that “in Cambodia it is the women who take charge of
trade” (Pelliot 1951, p. 20); and as late as the nineteenth
century the English governor of Java, Stamford Raffles,
observed, “the women alone attend the markets, and
conduct all the business of buying and selling. It is pro-
verbial to say the Javanese men are fools in money con-
cerns” (Raffles 1817 I: 353). Even in Vietnamese society,
where Chinese Confucian models of behavior were in-
creasingly dominant, European visitors of the seven-
teenth and eighteenth century found men heavily con-
strained by military and civil corvée, while most of the
trade was handled by women.

Inheritance was bilateral in most societies, so women
owned property in land as well as in movable items such
as cloth and jewelry. In a few matrilineal societies, of
which the Minangkabau of Sumatra are the most studied,
land could only be inherited through the female line.
Women also took a roughly equal share in production,
being responsible for planting, harvesting, and process-
ing of crops, as well as for cloth and ceramic production.
In striking contrast to the situations in Europe, China,
and much of the Islamic world at the time, women in
matrilineal societies acquired enough economic autono-
my to be able to divorce their husbands. Monogamy was
the rule, except for a few rulers, but divorce was much
more frequent than in Europe or China. When data was
first collected in the first half of the twentieth century,
Malaysia and Indonesia had divorce rates in excess of 50
percent of marriages, among the highest in the world at
the time. Foreign observers attributed much of the initia-
tive for these divorces to women.

Even up to contemporary times, many rural societies
accept a stereotype of men as being ill-equipped for trade
because of their necessary preoccupation with status,
making it inappropriate for them to worry about money
or to strike bargains. The dominance since the colonial
era of male Chinese and European models of how to op-
erate in the modern economy has greatly changed this
pattern, and even given a certain middle-class prestige to
the nonworking wife. Nevertheless, the non-Muslim

Southeast Asian countries (Thailand, Philippines,
Burma, and Cambodia) still top the world’s tables for fe-
male participation in trade and marketing. The gradual
expansion in the influence of global religious models,
none of which were helpful to women, gradually restrict-
ed this pattern in the twentieth century. But the world’s
largest Muslim country, Indonesia, still had a female par-
ticipation rate in trade that was about ten times as high
(31% of those employed in trade and marketing in the
1960s) as the average for Arab countries (Boserup 1970,
pp.87–89).

At the lowest market level, those who produced the
goods tended to sell them, making women predominant
in food staples, vegetables, ceramics, and cloth, while
men sold their production of metal tools and meat. There
are, however, only a few examples of women traders
going on long sea voyages or overland caravans, suggest-
ing that like women elsewhere, they were inhibited from
long absences from home. This gap made it relatively
easy for outsider males to move into long-distance trade.
Male Chinese, Indian, and Arab traders, more accus-
tomed than Southeast Asian males to doing business at
home, made the long voyages to Southeast Asia, initially
to sell Indian cloths and Chinese metalware and ceram-
ics, and to buy up Southeast Asian pepper, spices, and
resins. Many of them stayed and became Southeast Asia-
based traders. Private Chinese trade to Southeast Asia (as
opposed to trade legitimated in terms of tribute) was first
legalized by the Ming Dynasty in 1567, and by the time
Dutch and English factors begin reporting around 1600,
Chinese male traders were spreading out to inland mar-
kets to buy up pepper, deerskins, and forest products.

This pattern produced a natural symbiosis between
long-distance outsider male and local female traders. Nu-
merous sources explain how important it was for foreign
traders to acquire a local wife as a partner in business as
well as in conjugal matters. As Alexander Hamilton ex-
plained the system in Burma around 1700, most of the
foreign traders “marry a wife for the term they stay . . . .
if their husbands have any goods to sell, they set up a
shop and sell them by retail . . . and some of them carry
a cargo of goods to the inland towns, and barter for goods
proper for the foreign markets that their husbands are
bound to” ([1727] 1930, p. 28). These unions were often
temporary, and many travelers from less tolerant parts of
the world noted with surprise that no stigma appeared
to attach to women who contracted such marriages for
as long as the trader stayed. The male descendents of such
marriages were often able to bridge the gap between male
power-holding and female trade, and many of them oc-
cupied commercial functions at court.

Despite dominating the lower levels of commerce,
there were limits to how far female traders could go in
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Two female traders prepare to sell rice at a market in Luliang, China, c.1950. Early voyagers to Southeast Asia were surprised
to find so many women at work in the markets, striking deals and hawking wares. MCGRAW/THREE LIONS/GETTY IMAGES.

REPRODUCED BY PERMISSION.

accumulating ships, trade goods, and followers. The big-
gest traders tended to be either foreigners or rulers, both
usually male, there being little legal protection for
wealthy private traders. Nevertheless, the records do
make clear that there were both aristocratic and royal
women sending ships and cargoes on substantial voyages,
and low-born women who reached a similar position on
their wits. One of the founders of the commercial promi-

nence of Grisek, an East Java port later supplanted by Su-
rabaya, was Nyai Pinateh, evidently a Sino-Indonesian
woman and pioneer of Islam, who around 1500 was
sending her trading ships as far as Maluku (Spice Islands)
and Cambodia. In the southern Vietnamese kingdom of
Cochinchina in 1602 a Dutch mission found themselves
negotiating with “a great merchant woman” about the
price of the pepper they wanted to buy, she having trav-
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eled from the capital for the purpose. In Siam a low-born
woman named Soet Pegu formed a sexual and commer-
cial relationship with three successive Dutch factors, and
used these connections to assist the foreign trade of the
wives of a number of prominent Siamese officials. By the
time of the third of these Dutch partners, covering the
years 1646 to 1651, she controlled all transactions be-
tween the Dutch and the Thai court.

SEE ALSO Burma; Calcutta; East India Company,
British; East India Company, Dutch; East India
Company, Other; Empire, British; Empire,
Dutch; Empire, French; Empire, Portuguese;
Empire, Spanish; Ethnic Groups, Cantonese;
Ethnic Groups, Fujianese; Ethnic Groups,
Gujarati; Imperialism; Indian Ocean; Indonesia;
Japan; Melaka; Mercantilism; Nagasaki;
Philippines; Sex and Gender; Thailand;
Smuggling; South China Sea; Vietnam.
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WOOL
Wool is the hair fiber of domesticated animals, primarily
sheep, but also goats, camels, and llamas. It is an hetero-
geneous product that has been used in the manufacture
of clothing and carpets for many centuries. Its heteroge-
neity largely derives from different breeds of each animal
and climatic variations between geographic regions. The
fineness of the fiber, measured by its diameter in mi-
crons, is regarded as an important quality indicator, but
other factors include its length, yield, lightness, color,
softness, breathability, naturalness, elasticity, and non-
flammability. Among the many fabrics produced from
wool are chenille, felt, flannel, gabardine, melton, serge,
tweed, and worsted.

Around 1450 England and Scotland were the main
sources of raw wool that supplied the fine-cloth manu-

facturers of continental Europe, particularly in Spain,
Burgundy, Flanders, and Italy. In the following century,
English manufacturers challenged the continental domi-
nance. Unfinished undyed broadcloths drove a three-fold
expansion in English cloth exports in the first half of the
century. Thereafter, expansion came through the pro-
duction of the “new draperies”—light, colorful, fashion-
able worsted products, which were exported to many
parts of Europe including Germany, Italy, and Poland. By
contrast, many of the continental manufacturers fell into
decline, suffering the fallout from religious and political
conflict, particularly in the Low Countries, and from the
high cost and regulation of urban industry and its labor
supply by the medieval guilds, for example in Florence
and Venice. The expanding British woollen industry
drew heavily upon rural production in the household.
This bypassed guild and municipal regulations, and had
lower production costs and a more flexible workforce,
enabling a concentration upon the cheaper and popular
new draperies. The West Country, East Anglia, and the
West Riding of Yorkshire dominated English production.
Key institutions sustained the rapid expansion of English
production: large-scale middlemen coordinating the re-
ceipt of growers’ wool and passing it to exporters; and the
Merchants of the Staple, a powerful and influential orga-
nization with a monopoly over wool exports.

Contemporaneous changes occurred in the sources
of raw wool. By the end of the sixteenth century, Spanish
merino wool was considered the best quality available.
Careful breeding and selection improved Spanish merino
strains in the fifteenth century, while the rapidly expand-
ing merino flock was protected by the powerful Mesta or-
ganization. The Mesta was a national organization of
sheep farmers, which, under royal sanction, had exten-
sive powers to coordinate wool production and export.
It grew out of similar local bodies in medieval Spain but
was in decline by the eighteenth century as opposition
grew to its extensive powers and ancient rights. The qual-
ity of the merino stock was additionally attributed to ex-
tensive transhumance migrations as far afield as 400
miles, which were facilitated by extensive pasturage
rights. In spite of attempts to forbid the export of meri-
nos, various legal and illegal exports of livestock oc-
curred. German merino flocks grew rapidly after 1765,
when the king of Spain presented 300 merinos to his rela-
tive Prince Xavier, the elector of Saxony. German wool
challenged Spanish output in major European markets
by the end of the century, and thereafter, the merino
spread to other European nations and to America.

Sources of supply and centers of production changed
rapidly in the nineteenth century. Europe supplied most
of its own raw wool at the beginning of the century, but
pressures of population, agricultural production, and
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Textile workers process wool in Dunedin, New Zealand. In a country where sheep outnumber people, wool is a major export.
The climate and habitat produces high quality wool often used for carpets, rugs or bedding. JAMES L. AMOS/CORBIS. REPRODUCED BY

PERMISSION.

urban and industrial expansion weighed heavily on
Western European nations. The solution came with the
expansion of the sheep flocks of Southern Hemisphere
nations. In particular, Australia, originally viewed as a
dumping ground for British convicts, showed immense
promise as a raw-wool producer. The merino was intro-
duced into Australia in 1797; by 1821 there were 100,000
sheep, rising rapidly to 13 million by mid-century. Wool
production reached 19 million kilograms by 1850, 210
million by 1890, and 446 million by 1939. Improved
sheep breeding with merinos, particularly from the late
1820s, enabled exports of high-quality Australian wool to
grow rapidly. The first wool exports from Australia to
Britain occurred around 1807 to 1808, and by the 1830s
were increasing by 32 percent per annum. Australia rap-
idly became the largest wool producer and exporter, fol-
lowed by New Zealand, South Africa, Argentina, and
Uruguay. The major Northern Hemisphere producers all
became net importers, including Britain, the United
States, Germany, France, Italy, and Russia.

Simultaneously, the pattern of manufacturing de-
mand for wool was changing significantly. The English
woollen industry was undergoing significant alterations
in its size and structure in the second half of the nine-

teenth century. The rapid expansion of worsted produc-
tion in mid-century was due to changing fashions and the
introduction of new machine technology. Of particular
note was the successful mechanization of the combing
stage of worsted production from the 1850s, which led
to a large rise in demand for long merino wools from
Australia. In addition, the severe and extended depres-
sion of the industry from the mid-1870s prompted a
search for cheaper sources of supply; at this time wool
prices were lower in Australia than in London. The sec-
ond major demand change was the growing importance
of non-British buyers. The textile industries of continen-
tal Europe, particularly in France, Belgium, Germany,
Italy, and the Netherlands, followed a pattern similar to
Britain’s of growth, concentration, and stagnation. U.S.
demand also increased, although tariffs, a large domestic
sheep industry, and consumer preferences in favor of
cotton constrained its share. The Japanese market grew
more rapidly. Military demand from the Sino-Japanese
(1894–1895) and Russo-Japanese (1904–1905) wars pro-
vided the early stimulus, aided by the removal of a 5 per-
cent import tariff on wool in 1896. By the early 1930s
Japanese buyers were the third-largest consumers of Aus-
tralian wool. By the end of the twentieth century the larg-
est retail consumers of wool were China, the former Sovi-
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et nations, Japan, Germany, the United States, Italy, and
the United Kingdom.

Although most demand has been for high quality
merino, coarser wools have been used in the manufacture
of blankets and carpets, particularly sourced from China,
India, Syria, Russia, and Iraq. At the other end of the
quality scale, cashmere is produced from cashmere goats,
a very high-quality wool used in fine clothing. Like the
coarser goat’s hair and mohair, it is particularly sourced
from China.

The demand for wool has faced opportunities and
threats through the twentieth century. The expansion of
man-made fibers has encroached upon traditional uses,
particularly rayon from the 1920s and noncellulosic fi-
bers such as nylon and types of polyester from the 1950s.
At the same time, the number of wool or wool-mix prod-
ucts has grown extensively to include insulation materi-
als, filters, sporting balls, piano key hammers, felt pens,
hats and linings, flags, table and chair covers, duvets, and
tapestries.

Wool has traditionally been sold by public auction
and by private treaty. Sale by public auction at Gar-
raway’s coffee house in Cornhill, London commenced in
1821, before shifting to the Wool Exchange in 1875. By
the end of the nineteenth century the wool market began
to relocate to the main supplying countries of Australia
and New Zealand, prompted by the actions of powerful
broking houses and reflecting the geographic diversifica-
tion of demand and improved international transport
and communications. Wool sales remained solely a phys-
ical auction market until the introduction of a London
futures exchange in 1953 and a Sydney futures market in
1960, and the subsequent development of internet sales
such as Woolnet in New Zealand since 1999.

SEE ALSO Agriculture; Antwerp; Australia and
New Zealand; Climate; Disease and Pestilence;
Empire, British; Empire, Portuguese; Empire,
Spanish; India; Russia; United Kingdom.
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WORLD BANK
In the years before World War II the major colonial pow-
ers undertook development of their possessions, mainly
on a piecemeal basis. In general, this took the form of
specific projects aimed at expanding their output of do-
mestic products, such as agriculture and mining, or im-
proving transport facilities to bring these products to
ports to be shipped mainly to the developed world. For
example, the railroads in Africa ran from the interior to
the coastal ports, but intra-African roads were virtually
nonexistent.

BEGINNING OF MODERN ECONOMIC
DEVELOPMENT

World War II revolutionized attitudes on both sides. Ob-
jectives were broadened to include overall development
in European colonies to benefit more of the local inhabi-
tants. But meanwhile, the local people wanted to end the
dominance of the colonial governments. Although politi-
cal control shifted to many of the local populations,
change came much more slowly in the economic and fi-
nancial spheres because the emergence of globalization
made it difficult to face down the large multinational
banks and corporations, which were no longer offshoots
of the ruling country. In brief, local populations felt that
they had only changed masters.

Economic development by locals was also hindered
by the lack of entrepreneurship, a maldistribution of in-
come, and inadequate local markets. These obstacles
were blamed by the locals on the developed world’s high
tariffs on native raw materials, which, they claimed, cost
them more income than they received from direct-aid
programs. Hence, other sources of help were needed.

ESTABLISHMENT OF THE WORLD BANK

A major part of the hoped-for assistance came from the
World Bank, or, more formally, the International Bank
for Reconstruction and Development, which, along with
the International Monetary Fund, was set up by the Bret-
ton Woods meeting in 1944. Emphasis was to be on low-
cost loans, whereas gifts or grants were still on a country-
by-country basis. This changed later with the setting up
of two more international multicountry agencies, the In-
ternational Development Agency and the International
Finance Corporation, although the World Bank re-
mained the main source of international funds.

Despite its name, the World Bank is not the ordinary
commercial organization, accepting deposits from the
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World Bank headquarters in Washington, D.C. A specialized agency of the United Nations, the World Bank makes conditional
loans to member nations for approved development projects; it funds the loans by selling bonds to investors around the world. ALEX
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public and financing private firms. Rather, it is a multi-
lateral institution owned and governed by national gov-
ernments. It is unique in that economic assistance in the
form of loans below market rates of interest are extended
on a multicountry basis, rather than aid being an obliga-
tion of a ruling country to a dependency. The bank is not
an activist free-market advocate, although top manage-
ment, originally drawn mainly from the United States
and Great Britain, does favor the efficiency of self-
adjusting markets. The bank’s emphasis gradually shifted
from the immediate postwar recovery of war-torn Eu-
rope to the need of the poorer members—denoted as
“less-developed”—once the main reconstruction was ac-
complished.

This changeover was hindered by the poorer areas’
inferior administrative abilities and financial probity. As
a result, the bank had to give both technical assistance
and help in establishing the necessary administrative au-
thorities. In 1956 the International Development Agency
was created to augment the World Bank’s lending pow-
ers. This was followed in 1960 by the addition of the In-
ternational Finance Corporation to help would-be bor-

rowers whose creditworthiness was not up to World
Bank standards. This called for a careful assessment, be-
cause if land reform were initiated with a shocking mald-
istribution of income and wealth, it would threaten the
country’s ruling government, which would likely sabo-
tage the reforms.

In the 1980s the bank tried to speed up the agricul-
ture programs, concentrating on loans for irrigation and
drainage, and hoping that the peasant farmers would re-
spond to economic incentives. Later, the efforts went
more to growth and equity, such as improving rice yields
for the poor. This raised the problem of whether to focus
on specific projects, such as rice production, or on devel-
oping an entire country.

DEVELOPMENT PROBLEMS

Considering the magnitude of the World Bank’s re-
sources, it would appear that as a major creditor the bank
could dictate terms to any borrower. Yet, this has not al-
ways been the case. For example, having already commit-
ted large sums to Brazil over several years, exiting was an
impracticality. As the bank’s then-president Robert Mc-
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Namara (b. 1916) put it pithily, Brazil is so big that it
could tell the bank to “go to hell,” especially because at
that time Brazil’s annual payments to the bank exceeded
the remaining World Bank’s income, which was worri-
some if Brazil were to default.

After 1986 extensive aid requirements in various
parts of the world drained the bank’s resources. In fam-
ine-struck Africa, the bank had to make emergency loans
to avert social instability. Meanwhile, a new group of
competitors for bank finance came on the scene follow-
ing the fall of the Berlin Wall and the splintering of the
Soviet Union. Eastern Europe started to press for assis-
tance, asking for 50 percent or more than had been allo-
cated to sub-Saharan Africa. And then there were the
debt crises, which were so widespread that they shook
even the U.S. economy. Possible widespread defaults by
debtor nations threaten even the solvency of the hitherto
invincible U.S. megabanks.

While the winds of political change were gathering
force after 1960, the economic aspects reached hurricane
power after 1990. Before then, and especially before 1977
to 1980, the nations of the developing world were either
poverty-stricken or else somewhat better-off, but still
poor. But then a new dynamic entered the picture. In ef-
fect, the West discovered the developing areas, and since
then we can categorize the countries into three groups:
the very poor who continued to be very poor, that is, the
so-called “basket cases”; the middle group, which had
made some economic progress, but still had far to go to
reach reasonable well-being; and the “tigers”—mainly
East Asian countries whose economies had been among
the poorest but now rivaled and in some sectors even sur-
passed Western nations. The boom in the tiger nations
was fed by foreign loans and investments, thanks in part
to the low-interest environments in the lending coun-
tries.

SOME DEVELOPMENT SUCCESSES

By the early twenty-first century the tigers—Taiwan,
South Korea, Thailand, Hong Kong, and Malaysia—had
apparently escaped the poverty trap, and India and main-
land China, each with over a billion people, managed to
improve economic conditions for a significant minority
of their population. Their unspeakable poverty was now
beginning to disappear.

By 2003 global liquidity increased enough to make
for easy monetary conditions. International investors
were now willing to take the risks associated with the less-
developed countries, and memories of the recent adverse
monetary experiences were fading. Net capital flows to
the Asian tigers rose to about U.S.$170 billion, the high-
est level in seven years. Stocks, bonds, and bank loans all
recovered. Only foreign direct investment—setting up

production facilities owned and/or managed by foreign
investors—declined. It was mainly the Asian economies
that attracted these funds. The slower progress of privat-
ization, however, was a stumbling block, as was the slow-
ing of the economies of Brazil and Mexico, and the eco-
nomic crisis in Argentina.

Aided by low interest rates in the developed coun-
tries, foreign investors in search of better yields moved
in, especially to those countries with faster growth. Dollar
reserves rose, and the developing world became a major
player in Western financial markets. However, this inflow
was towards more volatile investments in the developing
countries, with the ever-present threat of a reversal if the
economic climate deteriorated. Credit to individuals
(mortgages and credit cards) was especially risky. A new
world of hope had apparently opened up, and the rush
to participate was on.

No longer was economic assistance needed for the
tiger countries. Their living standards approached those
of some of European countries, as did the more prosper-
ous sectors of India and China. Some tigers, such as
South Korea, Taiwan, and Singapore, had accumulated
sizeable foreign-exchange reserves, and thus were able to
withstand economic adversity. All of their economies
were characterized by booms—until a large-scale eco-
nomic crisis erupted.

DEVELOPMENT STUMBLES

In mid-1997 trouble started with the Thai currency,
which then triggered adverse reactions for other hitherto
prospering countries such as Brazil and Argentina. Once
the threat of a downturn appeared, foreign lenders start-
ed pulling out their funds, aggravating the difficulties.
Some currencies lost half their values. Many of the once
prosperous, who had relied on borrowed funds, suddenly
found that they could not pay, and bankruptcies spread.
It took some five years, or even longer in some cases, for
a reasonable growth rate to reappear. Meanwhile, wide-
spread poverty again became the norm, dashing the
hopes of many who had just tasted affluence.

Medium-poor countries, such as those in Latin
America, felt the effects of the Asian difficulties too, as
foreigners withdrew funds. There, too, borrowed money
became flight capital, thereby threatening wholesale in-
solvency. Some help came from the Federal Reserve Bank
of New York, although critics said that the help extended
was mainly to avert default of U.S.-sponsored loans rath-
er than to assist the besieged economies to turn back the
storm. This feeling caused controversy on both sides, al-
though the idea of default was not abhorrent to the Lat-
ins—Brazil had defaulted seven times, Argentina five,
and Venezuela nine. The fear that default would close a
defaulting nation’s access to world credit was belied by
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history—even the wholesale repudiation of debt in the
1930s did not stop lending in the 1960s and 1970s. The
more conservative Anglo-Americans, who were still wed-
ded to free-market beliefs, feared that safety nets to allevi-
ate the adverse turn of the financial sector would make
the international agencies into soup kitchens. Fortunate-
ly for the debtor countries, the poverty advocates pres-
sured for the rapid disbursement of funds, thereby miti-
gating the balance-of-payments and debt-repayment
problems.

But the accompanying agony built up a backlash that
exploded in violence. The barricades went up as activists
stormed the World Bank’s international meetings in an
attempt to disrupt them and get a hearing of their com-
plaints. This reaction was reinforced by the spreading
threat of increasingly complex globalism, which would
replace centuries of stable, traditional work habits by the

“cash nexus” demanded by modernism, accompanied by
the migration of businesses to other, foreign locations.
Yet, opposing these shifts threatens to end the climb from
poverty. As bank supporters point out, a Luddite mental-
ity does not make for economic growth; the required
transition will be painful.

S EE A LS O Bretton Woods; International
Monetary Fund (IMF); Keynes, John Maynard.
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Y

YOKOHAMA
Yokohama is a relatively young port with a history of less
than 150 years. Its initial development was one conse-
quence of the treaty negotiated between the United States
and Japan in 1853 after the visit by Commodore Matthew
Perry and his squadron of several steam-powered U.S.
naval vessels. When Yokohama was opened to interna-
tional trade in 1859, it had no berths for ocean-going
ships. The government at the time, Tokugawa Bakufu,
hurriedly constructed port facilities, an enclave for for-
eigners surrounded by a moat, and a customs house.

Yokohama continued to grow rapidly after the Meiji
Restoration as an international trade port. It was called
the “silk port,” and Kobe, the second largest port in
Japan, was called the “cotton port.” The British Pacific
and Orient Line (P&O) opened a Shanghai–Yokohama
liner route in 1864 and Messageries Maritimes also
opened one in 1865, whereas Pacific Mail (PM) opened
a San Francisco–Yokohama–Hong Kong route in 1867.
In 1875 Mitsubishi Kaisha, which was to later become
Nihon Yusen Kaisha (NYK), opened a Yokohama–
Shanghai route, and it drove out P&O and PM after se-
vere competition. During that period Yokohama’s main
exports were raw silk, tea, and copper, and its main im-
ports were cotton goods, woolen goods, and metals. The
amount of trade with Western countries, $30,000 in
1868, accounted for 85 percent of Japan’s total trade. In
1873 the railway between Yokohama and Tokyo was
opened. Yokohama was now counted as one of the three
major ports of Asia, together with Hong Kong and
Shanghai.

Japan’s industrialization began in the late 1880s.
Major imports then were raw cotton, steel, and machine-
ry. Many cotton-spinning companies grew in the Kansai
district, and Kobe became the main import port of raw
cotton from India. Yokohama remained the main port
for the export of raw silk to the United States. Raw silk
accounted for about 60 percent of Yokohama’s total ex-
port from 1900 onward. Yokohama modernized its port
facilities in 1917. They were destroyed, however, by the
Great Kanto Earthquake in 1923. Repaired, they were
again severely damaged by air raids during World War
II. Japan was occupied by the United States after the war,
and the port of Yokohama was reserved for U.S. military
use until 1952. With the rapid growth of the Japanese
economy that started in 1955, the Yokohama/Kawasaki
area was developed as a vigorous industrial city. The total
volume of exports and imports reached 21 million tons
in 1957, exceeding the level of the prewar peak year
(1937). Thus, Yokohama again became the largest port
in Japan and developed rapidly as an international port.
In the 1960s and 1970s the chief exports were manufac-
tured goods such as automobiles, and the main import
was oil.

In 1967 the first full container ship—Matson Navi-
gation’s Hawaiian Planter—entered the port of Yokoha-
ma. Japan was then in the process of containerization.
That year the operation of container berths was started
at the ports of Tokyo, Kobe, and Nagoya, and at Yokoha-
ma the following year. Yokohama continued to be the
second largest port in Japan in the volume of container
cargo until Kobe was struck by the Great Hanshin Earth-
quake in 1995. In 2001 Yokohama was the nineteenth
largest port in the world in terms of volume of cargo han-
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dling at 116 million tons, and twenty-first in terms of
number of containers at 2,304 TEU (Twenty-foot Equiv-
alent Units). At the beginning of the new millennium the
main imports are oil, coal, and iron ore, and the main
export is still manufactured goods.

SEE ALSO Agriculture; Cargoes, Freight;
Cargoes, Passenger; Chambers of Commerce;
Compradors; Containerization; Ethnic Groups,
Fujianese; Free Ports; Harbors; Japan; Japanese

Ministry of International Trade and Industry
(MITI); Jardine Matheson; Mitsubishi;
Nagasaki; Perry, Matthew; Port Cities;
Shipbuilding; Shipping, Technological Change;
Sumitomo.
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Z

ZHANG HAN
1511–1593

Ming dynasty China was an active international trading
regime, but the government feared that trade could affect
its security and the social order. Trade was allowed but
strictly regulated. With the rapid growth of the Chinese
economy in the latter half of the sixteenth century, the
pressure to trade was inducing some intellectuals to
argue on behalf of foreign trade. Zhang Han was a suc-
cessful government official who came from a prominent
Hangzhou family whose initial fortune came from fif-
teenth-century textile production. In the sixteenth centu-
ry the Zhangs expanded their wealth through trade.
Zhang Han wrote various essays about trade after retiring
in 1577, addressing foreign trade specifically in one.
Zhang argued that the tribute system, which limited types
and volumes of goods traded, inhibited the financial ad-
vantages that the Chinese could gain from external trade,
and he advocated that Chinese and foreigners should be
allowed to trade on a much larger scale, and that each
side would benefit from doing so. In answer to those who
sought to control trade in order to suppress piracy,
Zhang argued that freer trade would bring piracy to an
end at no cost to the state because merchants only turned
to piracy because their opportunities for trade were limit-
ed by the state. Although Zhang did not formally present
these ideas to the government, his views were shared by
a increasing number of intellectuals from coastal China
who periodically persuaded officials to ease trade restric-
tions to benefit the economic well-being of those living
in coastal regions and, they argued, for the political se-
curity of the country.

S EE A LS O China; Empire, Ming; Free Trade,
Theory and Practice; Gold and Silver; Theories
of International Trade.
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ZHENG FAMILY
The founder of the Zheng family’s power, Zheng Zhilong
(c. 1590–1662), appears in reliably dated sources in 1622,
already with connections in Macao, in Japan, and among
the lawless settlements of Chinese on Taiwan. After a
Dutch attack on Macao and on islands in the Taiwan
Strait in 1622 to 1624, Zheng and an associate persuaded
the Dutch to move to Taiwan; thereafter Chinese, many
associated with or making payments to Zheng, came to
trade with them.

After Beijing fell to the Qing in 1644, Zheng Zhilong
dominated and then betrayed a Ming Loyalist court in
Fujian; the Qing ultimately captured him. Zheng Cheng-
gong (1624–1662), Zheng Zhilong’s son by his Japanese
wife, emerged from a power struggle in control of the
Zheng fleets and maritime connections. He built up a
tightly centralized military-commercial state, with disci-
plined troops and fleets and mercantile contacts in Qing-
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occupied cities. In the 1650s the Qing evacuated everyone
within about 10 miles of the coast. Zheng retaliated with
a great naval expedition and siege of Nanjing in 1659, but
was defeated. In 1661 to 1662 he invaded Taiwan, driving
out the Dutch. Taiwan had its first Chinese ruler, but
Zheng died in June 1662.

Zheng Chenggong’s son Zheng Jing (1661–1681)
seized control of Taiwan, but about one-fourth of his
forces defected to the Qing. Taiwan’s trade revived slight-
ly in the 1670s, but when Zheng Jing died in 1681 his re-
gime was moribund. It collapsed after one sea battle in
1683, and Taiwan became part of the Qing Empire.

SEE ALSO China; Empire, Dutch; Empire, Ming;
Empire, Qing; Free Trade, Theory and Practice;
Gold and Silver; Guangzhou; Indonesia; Japan;
Philippines; Piracy; Spices and the Spice Trade;
Sugar, Molasses, and Rum; Theories of
International Trade.
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ZIMBABWE
Zimbabwe was engaged in trade outside its current bor-
ders from at least 1000 BCE. By 1100 it was exporting gold
eastward through Mozambique to the trading networks
of the Indian Ocean to Arabia, India, and beyond. Other
exports may have included copper oxide and goods man-
ufactured from copper and iron. It imported food, salt,
beads, and jewelry from India, Arabia, Egypt, and be-
yond.

These trading patterns continued, and trade volumes
doubtless increased during the period of Portuguese in-
fluence along the coasts adjacent to Zimbabwe in the six-
teenth and seventeenth centuries. This was an era when
Portuguese entrepreneurs also established plantations on
the territory of the Mutapa and Rozwi kings, across what
is now Zimbabwe and Mozambique. Gold and copper in-
gots continued to flow eastward. Portuguese travelers
also bought and sold a variety of goods across the region,
thus linking Zimbabwe with the trade of the wider world.

It was only in the late nineteenth century, however,
after Sindebele-speaking warriors from South Africa had

invaded Zimbabwe and conquered much of the country,
that the gentle trade patterns of earlier centuries were al-
tered dramatically. Rather than flowing mostly eastward,
toward the coast, Zimbabwe’s trading looked south. The
Ndebele under Mzilikazi and Lobengula naturally had
ties to Zulu in the south, and trade followed. Much of the
new trade was in arms and food, plus gold.

White explorers and traders soon entered the region,
from the south. In the 1890s, conquest followed. Cecil J.
Rhodes’s British South Africa Company sponsored a
peaceful invasion that was a prelude to combat and war:
Gold and other mineral possibilities drew Rhodes and his
men, and settlers followed. By 1900 Zimbabwe was sub-
dued, a colonial enterprise had been started, and whites
began to grow maize and other crops for export. Howev-
er, minerals were not at first found in the kinds of quanti-
ties and Rhodes and his associates had anticipated.

From 1900 to 1960 Southern Rhodesia (as Zimba-
bwe was known) became a self-administered home of
white settlers. Nearly all of the most fertile and best-
watered land in the country was alienated from Africans
and occupied by white farmers. Tobacco became a major
export crop from the 1930s; the country’s sandy soils and
long dry seasons, followed by a few months (usually) of
downpours, were particularly hospitable to such a crop.
Through various coercive means, such as a hut-tax policy
and land segregation, whites obtained sufficient indige-
nous labor to make tobacco curing, maize planting and
harvesting, sugar growing and cutting, and other agricul-
tural pursuits possible and profitable.

Mineral exports also grew in these same years. Old
and new veins of gold were found and exploited, but ex-
tensive new deposits of chrome, nickel, platinum, cop-
per, iron ore, and coal were also discovered by prospec-
tors, and developed gradually by large mining firms from
South Africa and Britain. Industrial growth, stimulated
by World War II, also began contributing to Southern
Rhodesia’s gross domestic product in the 1950s and after.
Textiles, wool fabrics, breakfast foods, soaps, and other
consumer goods supplied both a local market and the
conjoined territories of Northern Rhodesia (Zambia) and
Nyasaland (Malawi) from 1953, when all three British
appendages became part of the Federation of Rhodesia
and Nyasaland (1953–1964).

Southern Rhodesia’s export and import statistics
show how rapidly the small, isolated territory grew after
World War II. In 1920 Southern Rhodesia exported gold
worth 2.4 million pounds and .4 million pounds of maize
while importing 1.4 million pounds worth of textile
goods and 1.2 million pounds worth of miscellaneous
manufactured goods. Ten years later, major total exports
were about 4 million pounds, and imports were at the
same level. By 1950, however, the value of major exports
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had increased to 34 million Rhodesian pounds (US $ 91
billion), of which 18 million was in tobacco revenues and
about 5 million in minerals. In 1965, the value of exports
was over 100 million Rhodesian pounds (US $265 mil-
lion), of which tobacco accounted for half. By 1990, in
Zimbabwe dollars, the value of total exports was about
$1.5 billion (roughly US $1 billion), of which tobacco
was a third. The totals had fallen by 2000, after the onset
of Zimbabwe’s economic crisis, to $3.3 billion (given in-
flation and the great depreciation of the Zimbabwe dol-
lar, worth only US $600 million), of which tobacco ac-
counted for nearly half. In 1990 $1 = 1, in 2000, 1 US $
= 56 Zim dollars. 

African nationalism only reached Southern Rhodesia
to any substantial degree in the late 1950s. By 1960, with
African nations increasingly obtaining their indepen-
dence from Britain, white Rhodesians, numbering about
250,000 at their peak, backed chauvinist parties of their
own and attempted to repress the rise of an indigenous
political consciousness. In 1965 whites also unilaterally

declared independence from Britain. Until 1980 Rhode-
sia (as it was then called) attempted ingeniously to war
against African insurgents and to evade Western sanc-
tions. Assisted by South Africa and Portugal (until Portu-
guese Mozambique gained its independence in 1975),
Rhodesia constructed an autarkic economic and trade re-
gime. Many of the consumer and military goods that
would hitherto have been imported were manufactured
locally. Ferrochrome and other exports made their way
to world markets despite extensive U. S. and British
blockades. Ultimately, Rhodesia succumbed to change
and became Zimbabwe because South Africa refused to
continue to be the financier and importer and exporter
of last resort.

From 1980 to 2004, under the increasingly autocratic
rule of President Robert Mugabe (b. 1924), Zimbabwe
first prospered from its agricultural and mineral exports
and its well-educated and well-trained manpower. Afri-
cans during this period came to occupy increasingly
dominant roles in the economic infrastructure. Better

Zimbabwe

H I S T O R Y  o f  WO R L D  T R A D E  s i n c e  1 4 5 0 829



lands still remained in white hands, despite opportunities
and available finance during the 1980s and 1990s with
which the government could have purchased white-
owned estates.

The successes of Africa’s most balanced economy
came to an end after 1998 when Mugabe and his cronies
sent 11,000 troops into the Democratic Republic of
Congo to protect President Laurent Kabila (b.1939) and
to gain access to the rents of diamond, cobalt, and copper
mines in the Congo. These actions and Mugabe’s
stepped-up corruption bankrupted the state. Soon, there
was little foreign exchange and extensive import short-
ages. Mugabe lashed out at white farmers, sending thugs
to invade their farms and appropriate them for impor-
tant African politicians. By 2003, after two stolen elec-
tions and much oppression, Zimbabwe’s once-strong
economy was in ruins. Trade was virtually at a standstill,
the commercial farming sector in chaos, inflation at 800
percent a year, unemployment at 80 percent, and black
and white flight at record levels.

No one knew how and when Zimbabwe’s descent
into the bowels of economic misery would end, but in

2004 it was clear that Zimbabwe barely functioned as an
economy or as a trading partner. One result was spread-
ing hunger and starvation.

S EE A LS O Africa, Labor Taxes (Head Taxes);
Africa, Native Lands Acts; Anglo American
Corporation; Boycott; DeBeers; Empire, British;
Ethnic Groups, Africans; Ethnic Groups,
Gujarati; Gold and Silver; Gold Rushes;
Imperialism; International Monetary Fund
(IMF); Indonesia; Laborers, Coerced; Laborers,
Contract; Rhodes, Cecil; Unilever; Wheat and
Other Cereal Grains.
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HISTORICAL TEXTS

DISCOURSE OF WESTERN PLANTING

INTRODUCTION In 1584 Richard Hakluyt the Younger (1552–
1616) penned this essay to persuade Elizabeth I of En-
gland to support and subsidize the colonization of North
America, from Newfoundland to Florida. A clergyman,
geographer, and collector, translator, and printer of ex-
ploration narratives written by others, the works he dis-
seminated were instrumental in whetting the appetites of
voyagers, financiers, and scientific men in England for
overseas explorations. His “Discourse” of 1584 makes the
case for American “planting” as beneficial to England: it
would help to quell domestic disturbance, check the in-
fluence of England’s rivals abroad, spread the Protestant
gospel, and increase trade and, thereby, revenue. The
essay was not published until 1877. ■

That this westerne discoverie will be greately for the
inlargement of the gospell of Christe whereunto the
Princes of the refourmed relligion are chefely bounde
amongest whome her Majestie is principall. 

That all other englishe Trades are growen beggerly
or daungerous, especially in all the kinge of Spaine his
Domynions, where our men are dryven to flinge their Bi-
bles and prayer Bokes into the sea, and to forsweare and
renownce their relligion and conscience and consequent-
ly theyr obedience to her Majestie. 

That this westerne voyadge will yelde unto us all the
commodities of Europe, Affrica, and Asia, as far as wee
were wonte to travell, and supply the wantes of all our
decayed trades. 

That this enterprise will be for the manifolde im-
ploymente of nombers of idle men, and for bredinge of
many sufficient, and for utterance of the greate quantitie
of the commodities of our Realme. 

That this voyage will be a great bridle to the Indies
of the kinge of Spaine and a means that wee may arreste
at our pleasure for the space of teime weekes or three
monethes every yere, one or twoo hundred saile of his
subjectes shippes at the fysshinge in Newfounde Iande.

That the rischesse that the Indian Threasure wrought
in time of Charles the late Emperor father to the Spanishe
kinge, is to be had in consideracion of the Q. moste excel-
lent Majestie, leaste the contynuall commynge of the like
threasure from thence to his sonne, worke the unrecover-
able annoye of this Realme, whereof already wee have
had very dangerous experience. 

What speciall meanes may bringe kinge Phillippe
from his high Throne, and make him equal to the Princes
his neighbours, wherewithall is shewed his weakenes in
the west Indies. 

That the limites of the kinge of Spaines domynions
in the west Indies be nothinge so large as is generally
imagined and surmised, neither those partes which he
holdeth be of any such forces as is falsely geven oute by
the popishe Clergye and others his suitors, to terrffie the
Princes of the Relligion and to abuse and blinde them.

The Names of the riche Townes lienge alonge the sea
coaste on the northe side from the equinoctiall of the
mayne lande of America under the kinge of Spaine. 

A Brefe declaracion of the chefe Ilands in the Bay of
Mexico beinge under the kinge of Spaine, with their ha-
vens and fortes, and what commodities they yeide. 

That the Spaniardes have executed most outragious
and more then Turkishe cruelties in all the west Indies,
whereby they are every where there, become moste odi-
ous unto them, whoe woulde joyne with us or any other
moste willingly to shake of their moste intollerable yoke,
and have begonne to doo it already in dyvers places
where they were Lordes heretofore. 

That the passage in this voyadge is easie and shorte,
that it cutteth not nere the trade of any other mightie
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Princes, nor nere their Contries, that it is to be perfour-
med at all tymes of the yere, and nedeth but one kinde
of winde, that Ireland beinge full of goodd havens on the
southe and west sides, is the nerest parte of Europe to it,
which by this trade shall be in more securitie, and the
sooner drawen to more Civilitie. 

That hereby the Revenewes and customes of her Ma-
jestie bothe outwardes and inwardes shall mightely be in-
larged by the toll, excises, and other dueties which with-
out oppression may be raised. 

That this action will be greately for the increase,
mayneteynaunce and safetie of our Navye, and especially
of greate shippinge which is the strengthe of our Realme,
and for the supportation of all those occupacions that de-
pende upon the same. 

That spedie plantinge in divers fitt places is moste
necessarie upon these luckye westerne discoveries for
feare of the daunger of being prevented by other nations
which have the like intentions, with the order thereof and
other reasons therewithall alleaged. 

Meanes to kepe this enterprise from overthrowe and
the enterprisers from shame and dishonor. 

That by these Colonies the Northwest passage to
Cathaio and China may easely quickly and perfectly be
searched oute aswell by river and overlande, as by sea, for
proofe whereof here are quoted and alleaged divers rare
Testymonies oute of the three volumes of voyadges gath-
ered by Ramusius and other grave authors. 

That the Queene of Englande title to all the west In-
dies, or at the leaste to as moche as is from Florida to the
Circle articke, is more lawfull and righte then the Span-
iardes or any other Christian Princes. 

An aunswer to the Bull of the Donacion of all the
west Indies graunted to the kinges of Spaine by Pope Al-
exander the VI whoe was himselfe a Spaniarde borne. 

A brefe collection of certaine reasons to induce her
Majestie and the state to take in hande the westerne
voyadge and the plantinge there. 

A note of some thinges to be prepared for the
voyadge which is sett downe rather to drawe the takers
of the voyadge in hande to the presente consideracion
then for any other reason for that divers thinges require
preparation longe before the voyadge, without which the
voyadge is maymed.

AN ESSAY ON THE EAST-INDIA TRADE

INTRODUCTION The major European powers of the seven-
teenth and eighteenth centuries all subscribed to mercan-
tilism, which held that the goal of foreign trade was to
amass reserves of precious metals, which were needed to

finance wars. Silver in particular consistently leaked out
to India, China, and elsewhere in Asia, where shortages
of silver made goods cheap for Europeans bearing silver.
Exceptionally low food prices meant that skilled workers
could live fairly well while selling cloth more cheaply than
Europeans. Many European governments responded by
banning Asian textiles, or taxing them heavily, but they
also encouraged their merchants to make money by sell-
ing Asian cloths in other European countries. The result-
ing dilemmas spawned numerous tracts debating protec-
tionism, bullionism, sumptuary laws, tax policy, and
other measures.
The excerpt here, written as Parliament was debating a
heavy tariff on Indian cloths, suggests a gradual transi-
tion toward the antimercantilist free-trade views enunci-
ated by Adam Smith eighty years later. Though opposed
to the increased consumption of non-necessities (which
indicates success in modern economics), D’Avenant saw
the trend as inevitable, and argued that Britain should
try to profit from it. He also headed in new directions by
arguing that pushing the general price level down
through free trade would work better than tariff protec-
tion to insure the competitiveness of British woolens. But
his fundamental concerns remained mercantilist, and so
did Parliament’s: the eighteenth century saw repeated in-
creases in the tariffs on Indian cloth, and they remained
in place until well into the Industrial Revolution, which
finally undid India’s competitive advantages. ■

My Lord

Your Lordship was pleased, the other day, to inti-
mate, that you would willingly know my opinion, in gen-
eral, of the East-India trade; whether it is hurtful, or ben-
eficial to this nation? and my thoughts, concerning the
bill, for prohibiting the wearing all East-India and Persia
wrought silks, bengals, and dyed, printed, or stained
callicoes. . . .

For who can give a prince sound advice, and under
him steer the people rightly and well, either in peace or
in war, that is ignorant of the posture, condition, and in-
terest of the country where he lives? Is there any thing in
the world, that should be more thought a matter of state
than trade, especially in an island? And should not that
which is the common concern of all, be the principal care
of such as govern? . . .

What has enabled England to support this expensive
war so long, but the great wealth which for 30 years has
been flowing into us from our commerce abroad? 

The soil of no country is rich enough to attain a great
mass of wealth, merely by the exchange and exportation
of its own natural product. . . .

Whoever looks strictly and nicely into our affairs,
will find, that the wealth England had once, did arise
chiefly from two articles: 1st, Our plantation trade. 2ndly,
Our East-India traffic. 

The plantation trade gives employment to many
thousand artificers here at home, and takes off a great
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quantity of our inferior manufactures. The returns of all
which are made in tobacco, cotton, ginger, sugars, indico,
etc. by which we were not only supplied for our own con-
sumption, but we had formerly wherewithal to send to
France, Flanders, Hamburgh, the East Country and Hol-
land, for 500,000 per annum, besides what we shipped for
Spain and the Streights, etc. 

Since we were supplanted in the spice-trade by the
Dutch, and since great part of the pepper-trade is gone
by the lots of Bantam,our chief investments or importa-
tions from the East Indies have been in callicoes, wrought
silks, drugs, saltpetre, raw silks, cottons, and cottn-yarn,
goats wool, or carmania wool, and other products of
those countries; part of which commodities are for our
own use, but a much greater part, in times of peace, were
brought up here for the consumption of France, Germa-
ny, Holland, Spain, Italy, and our plantations. 

So that the means of our East and West-India trade,
though we might lose by our dealings to some parts, yet
we were gainers by the whole, and in the general
balance. . . .

Some of our gentry have been for many years of
opinion, that the intire welfare of England depends upon
the high price of wool, as thinking thereby to advance
their rents; but this proceeds from the narrow mind, and
short view of such who have all along more regarded the
private interest of land than the concerns of trade, which
are full as important, and without which, land will soon
be of little value. . . .

As to the East-India trade in general; if all Europe by
common consent, would agree to have no further deal-
ings to those parts, this side of the world, by such resolu-
tion, would certainly save a great and continual expence
of treasure. 

For Europe draws from thence nothing of solid use;
materials to supply luxury, and only perishable commod-
ities, and sends thither gold and silver, which is there
buried and never returns. 

I have good grounds to think, that the silver and gold
brought from America, the gold dust brought from Afri-
ca, and the silver produced from the European mines, in
the 200 years last past, has not amounted to less, in the
whole, than 800 millions. 

There is no appearance of this immense sum in any
country of Europe. It is true indeed, there is yearly a great
consumption of these metals, by the wear of gold and sil-
ver coin, waste in coinage, waste in working plate, the
wear of wrought plate, the wear of things made of gold
and silver thread, and wire (a high article) leaf and shell
gold and silver, liquid gold and silver. There is also much
loss in casualties by sea, fires, and inudations, and by
being privately buried and never found. 

But having computed what may be allowed for the
yearly consumption of gold and silver on all the forego-
ing heads, and what quanity of those metals may be now
remaining in Europe, I cannot find what is become of the
800 millions of it be carried away and sunk in the East-
Indies. 

From whence I have reason to conclude, that the Eu-
ropean nations in general had been richer by full 1/3d,
than they now are, if that trade had never been discov-
ered and undertaken. 

But since Europe has tasted of this luxury, since the
custom of a hundred years has made their spices neces-
sary to the constitutions of all degrees of people, since
their silks are pleasing every where to the better sort, and
since their callicoes are a useful wear at home, and in our
own plantations, and for the Spaniards in America, it can
never be advisable for England to quit this trade, and
leave it to any other nation. 

The burthen which this commerce lays upon the col-
lective body of Europe, does bear hard only upon those
countries which consume the Indian commodities, with-
out having any share of the traffic, and therefore France
did about 12 years ago very wisely prohibit the wearing
callicoes that were not of their own importation. 

The English and Dutch, which together are not
1/10th part of Europe, enjoy this traffic almost without
any rivalship; and if it be a burthen, it lies not upon the
one, but on the other 9 parts, so that if the East-India
trade carry out the gold and silver from this side of the
world, it is truly and properly, at the cost and expence
of France, Germany, Spain, and the northern kingdoms,
who have little or no opportunities of trading
thither. . . .

And after much thought and study on this subject,
and by consulting others versed in spectulations of the
like nature, I find that this encrease to the nation’s gener-
al flock [since 1688], did probably arise from the 3 fol-
lowing articles, viz. 

From our manufactures and home product sent to
the plantations, and from the returns thereof, exported
to foreign parts. . . 900,000. From our woolen manufac-
ture, lead, tin, leather, and our other native product sent
to France, Spain, Italy, Germany, etc. . . . 500,000. From
the neat profit accruing by the East-India trade. . .
600,000. Total 2,000,000. 

If the East-India trade did, in peaceful times, bring
so great an encrease to the annual income of the kingdom
(and I think the contrary is capable of no clear demon-
stration) the legislative power ought to proceed with
much caution in any matter relating to it. 

Whatever country can be in the full and undisputed
possession of it, will give law to all the commercial world.
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Should we quit the hold we have in India, and aban-
don the traffic, our neighbours the Dutch will undoubt-
edly engross the whole: and if to their naval strength in
Europe, such a foreign strength and welath be added, En-
gland must hereafter be contented to trade by their pro-
tection, and under their banners. . . .

The scarcity of money in a long war, makes any ex-
portation of bullion thought a great grievance; of which,
in quiet times, we should not be sensible. . . .

The East-India company has been for a long time
looked upon with an evil eye, by some people, because
there has formerly been ill management in their affairs;
and for that some of their goods were thought to hinder
the consumption of our own manufactures; and because
it was seen what silver they really carried out, and not
enough considered what bullion their effects brought
hither in return. . . .

They who promote this bill, do it, as is presumed,
upon the following grounds and reasons: 

1st, They believe such a prohibition will advance the
consumption of wool, and the woollen manufactures. 

2dly, They think it will advance the silk and linen
manufactures of England. 

3dly, They imagine such a prohibition may be made
by act of parliament, without ruin to the traffic in gener-
al. 

These 3 points, my lord, I shall endeavour to exam-
ine and state fairly before your lordship: and I shall dis-
course of the East-India trade first, as it has relation to
the woollen manufacture. 2dly, As it has relation to the
silk and linen manufactures. And 3dly, I shall shew how
this prohibition will affect the East India trade in general.

And first, as to the woollen manufacture. 

Trade is the general concern of this nation, but every
distinct trade has a distinct interest. The wisdom of the
legislative power consists, in keeping aneven hand to pro-
mote all; and chiefly to encourage such trades as encrease
the public stock, and add to the kingdom’s wealth, con-
sidered as a collective body. 

Trade is in its nature free, finds it own channel, and
best directeth its own course: and all laws to give it rules
and directions, and to limit and circumscribe it, may
serve the particular ends of private men, but are seldom
advantageous to the public. 

Governments, in relation to it, are to take a provi-
dential care of the whole, but generally to let 2d causes
work their own way; and considering all the links and
chains, by which they hang together, peradventure it may
be affirmed, that, in the main, all traffics whatsoever are
beneficial to a country. 

They say few laws in a state are an indication of wis-
dom in a people; but it may be more truly said, that few

laws relating to trade are the mark of a nation that thrives
by traffic. 

Laws to compel the consumption of some commodi-
ties, and prohibit the use of others, may do well enough
where trade is forced, and only artificial, as in France; but
in countries inclined by genius, and adapted to it by situ-
ation, such laws are needless, unnatural, and can have no
effect conducive to the public good. 

I have often wondered upon what grounds the par-
liament proceeded in the act for burying in woollen: it
occasions indeed a consumption of wool, but such a con-
sumption as produces no advantage to the kingdom. 

For were it not plainly better, that this wool made
into cloth were exported, paid for, and worn by the living
abroad, than laid in the earth here at home. 

And were it not plainly better, that this wool made
into cloth were exported, paid for, and worn by the living
abroad, than laid in the earth here at home. 

And were it not better, that the common people
(who make up the bulk and are the great consumers)
should be buried in an old sheer, fit for nothing else, as
formerly, than in so much new wool, which is thereby ut-
terly lost. 

The natural way of promoting the woollen manufac-
ture, is not to force its consumption at home, but by
wholesome laws to contrive, that it may be wrought
cheaply in England, which consequently will enable us to
command the markets abroad. 

The only beneficial way to England of making wool
yield a good price, is to have it manufactured
cheaply. . . .

The act for maintenance of the poor is the true bane
and destruction to all the English manufactures in gener-
al. For it apparently encourages sloth and beggary;
whereas if the legislative power would make some good
provision, that workhouses might in every parish be
erected, and the poor, such as are able, compelled to
work, so many new hands might thereby be brought in,
as would indeed make the English manufactures flourish.

I have reason to think, that the people receiving alms
in this kingdom are 1,200,000; if but half could be
brought to work, besides their own nourishment, their
labour, one with another, might produce to the public,
at 20s per head, at least per ann. 600,000. 

If this could be compassed, the woollen manufacture
would advance without any unnatural driving or com-
pulsion. For we want hands, not manufactures, in En-
gland; and laws to compel the poor to work, not work
wherewithal to give them employment. 

To make England a true gainer by the woollen man-
ufacture, we should be able to work the commodity so
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cheap, as to undersell all comers to the markets
abroad. . . .

But this can never be, if, by arts and inventions, we
endeavour to give wool an unnatural price here at
home. . . .

If the people of England are willing, and pleased to
wear Indian silks and stuffs, of which the prime cost in
India is not above 1/4th part of what their own commod-
ities would stand them in here; and if they are thereby
thus enabled to export, so much of their own product,
whatever is so saved is clear gain to the kingdom in
general. . . . 

It is granted, that bengals and stained callicoes, and
other East-India goods, do hinder the consumption of
Norwich stuffs, crapes, English ratines, shaloons, says,
perpetuanas and antherines: but the same objection will
lie against the use of any thing that is of foreign growth;
for the importation of wine undoubltedly hinders the
consumption of barley; and Engalnd could subsist, and
the poor perhaps would have fuller employment, if for-
eign trade were quite laid aside; but this would ill consist
with our being great at sea, upon which (under the pres-
ent posture of affairs in Europe) all our safety does cer-
tainly depend. . . .

My lord, after much thought upon this subject, I am
come to these conclusions within myself, which I submit
to your better judgment. 

1st, That our silk and linen manufactures obstruct
trades more important and more profitable. 

2dly, That though a prohibition of East-India goods
may advance their present interest, who are engaged in
the silk and linen manufactures here, yet that it will bring
no future advantage to the kingdom. 

3dly, That luxury is so deeply rooted in this nation,
that should this prohibition pass, it will only carry us to
European markets, where we shall pay perhaps 50 per
cent dearer, may be, for the same, or for vanities of the
like nature. So that Upon the whole matter, my lord, I
am humbly of opinion, that the importation of wrought
silks, bengals, stained callicoes, etc. does not so interfere
with our silk and linen manufactures, as to hurt the pub-
lic, and bring damage to the collective body of
England. . . .

No prohibitions of a foreign or domestic commodity
can have any effect without sumptuary laws, strictly
penned and rigorously put in execution. . . .

However, though such a method is peradventure the
only way of keeping down this luxury, I am very far, my
lord, from thinking it advisable. 

For the laws of all countries must be suited to the
bent and inclinations of the people; and (which I am loth

to say) there is sometimes a necessity they should be a
little accommodated to their depraved manners and cor-
ruptions. 

The people of England, who have been long accus-
tomed to mild laws and a loose administration, can never
endure that severity, which is needful to make such a pro-
hibition have effect: nor can they suffer high duties, or
penalties to be imposed upon their pleasures, or bear a
strict inquisition into their furniture and apparel. . . .

And I must here take notice, that (as I am informed)
all the saltpetre, produced in this side of the world, is not
sufficient to take such a place of strength as Dunkirk. If
the fact be so, as war is made now, must not whatever
country can obtain the sole trade to India, and the mo-
nopoly of that commodity, give laws to the rest of Eu-
rope?

A LETTER TO QUEEN VICTORIA

INTRODUCTION Lin Zexu’s letter was an attempt to persuade
Queen Victoria to ban the export of opium to China. The
attempt failed—most likely, Lin’s letter never reached
the Queen—and Lin’s other efforts to stop the traffic led
to the Opium War (1839–1842).

Opium had long been used in China, but it was not
smoked until the late 1600s, when opium imported from
India was mixed in pipes with another import—tobacco.
British merchants promoted the drug in China after
about 1720, largely to avoid having to pay in silver for
their rapidly growing purchases of Chinese tea. The
opium trade grew steadily, but consumption remained
largely restricted to bored members of the upper class.
In 1815 China’s opium imports would have supplied
about 125,000 addicts (China’s population was about 375
million). Around that time, East India Company officials
developed a cheaper and more addictive blend of opium,
and sales soared. By 1839 China imported enough of the
drug to supply as many as 10 million addicts. The outflow
of silver to pay for the drug played havoc with China’s
bimetallic currency system, affecting millions more.

Though many Chinese officials had previously favored le-
galizing the drug, opinion now swung solidly behind a
crackdown, and Lin, who had a reputation for absolute
incorruptibility, was chosen to carry it out. His tough
punishments for Chinese addicts seem to have had some
success, but when he confiscated the opium stocks of a
group of English merchants, they were able to persuade
their government to go to war in support of their right
to “free trade.” The superior mobility and firepower of
the British Navy (especially their ability to sail up the
Yangtze and get behind fixed gun batteries) led to a deci-
sive British victory. ■

After a long period of commercial intercourse, there
appear among the crowd of barbarians both good per-
sons and bad, unevenly. Consequently there are those
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who smuggle opium to seduce the Chinese people and
so cause the spread of the poison to all provinces. Such
persons who only care to profit themselves, and disregard
their harm to others, are not tolerated by the laws of
heaven and are unanimously hated by human beings. His
Majesty the Emperor, upon hearing of this, is in a tower-
ing rage. He has especially sent me, his commissioner, to
come to Kwangtung, and together with the governor-
general and governor jointly to investigate and settle this
matter. 

All those people in China who sell opium or smoke
opium should receive the death penalty. If we trace the
crime of those barbarians who through the years have
been selling opium, then the deep harm they have
wrought and the great profit they have usurped should
fundamentally justify their execution according to law.
We take into consideration, however, the fact that the
various barbarians have still known how to repent their
crimes and return to their allegiance to us by taking the
20,183 chests of opium from their storeships and peti-
tioning us, through their consular officer [superinten-
dent of trade], Elliot, to receive it. It has been entirely de-
stroyed and this has been faithfully reported to the
Throne in several memorials by this commissioner and
his colleagues. 

Fortunately we have received a specially extended
favor from His Majesty the Emperor, who considers that
for those who voluntarily surrender there are still some
circumstances to palliate their crime, and so for the time
being he has magnanimously excused them from punish-
ment. But as for those who again violate the opium pro-
hibition, it is difficult for the law to pardon them repeat-
edly. Having established new regulations, we presume
that the ruler of your honorable country, who takes de-
light in our culture and whose disposition is inclined to-
wards us, must be able to instruct the various barbarians
to observe the law with care. It is only necessary to ex-
plain to them the advantages and disadvantages and then
they will know that the legal code of the Celestial Court
must be absolutely obeyed with awe. 

We find that your country is sixty or seventy thou-
sand li [three li equal one mile] from China. Yet there are
barbarian ships that strive to come here for trade for the
purpose of making a great profit. The wealth of China is
used to profit the barbarians. That is to say, the great
profit made by barbarians is all taken from the rightful
share of China. By what right do they then in return use
the poisonous drug to injure the Chinese people? Even
though the barbarians may not necessarily intend to do
us harm, yet in coveting profit to an extreme, they have
no regard for injuring others. Let us ask, where is your
conscience? I have heard that the smoking of opium is
very strictly forbidden by your country; that is because

the harm caused by opium is clearly understood. Since
it is not permitted to do harm to your own country, then
even less should you let it be passed on to the harm of
other countries—how much less to China!

NARRATIVE OF THE EXPEDITION OF AN
AMERICAN SQUADRON TO THE CHINA SEAS
AND JAPAN

INTRODUCTION Under the Tokugawa Shogunate (c. 1603–
1868) Japanese relations with the outside world—
especially with Europeans—were limited and tightly reg-
ulated; a few Dutch traders resident at Nagaski were the
only Europeans allowed to remain in Japan. By 1800,
however, Japan’s rulers were aware of an increasingly ag-
gressive European presence. Sporadic encounters with
Russian, U.S., and British ships that had entered Japanese
waters (sometimes deliberately, sometimes in distress),
clandestine trade through Hokkaido, and British at-
tempts to replace the Dutch during the Napoleonic Wars
were all noted; so was British success in the Opium War
with China (1839–1842).

When American Commodore Matthew Perry arrived with
four ships at Uraga, in Edo Bay (now Tokyo), and refused
to be diverted to Nagasaki, he precipitated a crisis. Perry
demanded that Japan open itself to outside trade, provide
refuges for damaged ships, and accept Western-style dip-
lomatic relations. He promised to return the next year,
with a larger fleet if necessary. The document below de-
scribes the elaborate preparations for Perry’s return in
1854, when Japanese leaders—having concluded that re-
sistance was futile—agreed to most of Perry’s demands.
This intensified an already-existing political crisis in
Japan, and contributed to the 1868 replacement of the
Tokugawa by the reformist, nationalist oligarchs of the
Meiji Restoration.

Nineteenth- and early-twentieth-century Westerners of-
ten portrayed East Asia as a land of ceremonial, make-
believe, and effeminate men, while describing themselves
as both more masculine and more realistic. But in this
document—extracted from Perry’s notes of the voy-
age—we see an elaborate concern for appearances on
both sides, and a Westerner’s acknowledgment of Japa-
nese strength as well as weakness. ■

As the atmosphere cleared and the shores were dis-
closed to view, the steady labors of the Japanese during
the night were revealed in the showy effect on the Uraga
shore. Ornamental screens of cloth had been so arranged
as to give a more distinct prominence as well as the ap-
pearance of greater size to the bastions and forts; and two
tents had been spread among the trees. The screens were
stretched tightly in the usual way upon posts of wood,
and each interval between the hosts was thus distinctly
marked, and had, in the distance, the appearance of pan-
eling. Upon these seeming panels were emblazoned the
imperial arms, alternating with the device of a scarlet
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flower bearing large heart-shaped leaves. Flags and
streamers, upon which were various designs represented
in gay colors, hung from the several angles of the screens,
while behind them thronged crowds of soldiers, arrayed
in a costume which had not been before observed, and
which was supposed to belong to high occasions only.

All on board the ships were alert from the earliest
hour, making the necessary preparations. Steam was got
up and the anchors were weighed that the ships might be
moved to a position where their guns would command
the place of reception. The sailing-vessels, however, be-
cause of a calm, were unable to get into position. The of-
ficers, seamen, and marines who were to accompany the
Commodore were selected. . . .

Before eight bells in the morning watch had struck,
the Susquehanna and Mississippi moved slowly down the
bay. Simultaneously with this movement of our ships, six
Japanese boats were observed to sail in the same direc-
tion, but more within the land. The government striped
flag distinguished two of them, showing the presence on
board of some high officials, while the others carried red
banners, and were supposed to have on board a retinue
or guard of soldiers. On doubling the headland which
separated the former anchorage from the bay below, the
preparations of the Japanese on the shore came suddenly
into view. The land bordering the head of the bay was gay
with a long stretch of painted screens of cloth, upon
which was emblazoned the arms of the Emperor. . . On
the beach in front of this display were ranged regiments
of soldiers, who stood in fixed order, evidently arrayed
to give an appearance of martial force, that the Ameri-
cans might be duly impressed with the military power of
the Japanese. . . .

A luxuriant valley or gorge, walled in with richly
wooded hills, opened at the head of the bay, and breaking
the uniformity of the curve of the shore gave a beautiful
variety to the landscape. On the right some hundred Jap-
anese boats, or more, were arranged in parallel lines
along the margin of the shore, with a red flag flying at
the stern of each. . . .

Two boats approached as the steamers entered the
opening of the bay, and when the anchors were dropped
they came alongside the Susquehanna. Kayama Yezai-
man, with his two interpreters, came on board, followed
immediately by Nagazima Saboroske and an officer in at-
tendance, who had come in the second boat. They were
duly received at the gangway and conducted to seats on
the quarter-deck. All were dressed in full official costume,
somewhat different from their ordinary garments. Their
gowns, though of the usual shape, were much more ela-
borately adorned. . . .

A signal was now hoisted from the Susquehanna as
a summons for the boats from the other ships . . . Captain

Buchanan, having taken his place in his barge, led the
way, flanked on either side by the two Japanese boats
containing the governor and vice-governor of Uraga with
their respective suites; and these dignitaries acted as mas-
ters of ceremony and pointed out the course to the Amer-
ican flotilla. The rest of the ships’ boats followed after in
order, with the cutters containing the two bands of the
steamers, who enlivened the occasion with their cheerful
music. 

The boats skimmed briskly over the smooth waters;
for such was the skill and consequent rapidity of the Japa-
nese scullers that our sturdy oarsmen were put to their
mettle to keep up with their guides. When the boats had
reached halfway to the shore, the thirteen guns of the
Susquehanna began to boom away and re-echo among
the hills. This announced the departure of the Commo-
dore, who, stepping into his barge, was rowed off to the
land. . . .

The advance boat soon touched the spot, and Cap-
tain Buchanan, who commanded the party, sprang
ashore, being the first of the Americans who landed in
the Kingdom of Japan. He was immediately followed by
Major Zeilin, of the Marines. . . The marines (one hun-
dred) marched up the wharf and formed into line on ei-
ther side, facing the sea; then came the hundred sailors,
who were also ranged in rank and file as they advanced,
while the two bands brought up the rear. The whole
number of Americans, including sailors, marines, musi-
cians, and officers, amounted to nearly three hundred; no
very formidable array, but still quite enough for a peace-
ful occasion, and composed of very vigorous, able-bodied
men, who contrasted strongly with the smaller and more
effeminate-looking Japanese. . . These latter had mus-
tered in great force, the amount of which the Governor
of Uraga stated to be five thousand; but seemingly they
far outnumbered that. . . The loose order of this Japanese
army did not betoken any very great degree of discipline.
The soldiers were tolerably well armed and
equipped. . . .

The United States flag and the broad pennant were
borne by two athletic seamen, who had been selected
from the crews of the squadron on account of their stal-
wart proportions. Two boys, dressed for the ceremony,
preceded the Commodore, bearing in an envelope of
scarlet cloth the boxes which contained his credentials
and the President’s letter. These documents, of folio size,
were beautifully written on vellum, and not folded, but
bound in blue silk velvet. Each seal, attached by cords of
interwoven gold and silk with pendent gold tassels, was
encased in a circular box six inches in diameter and three
in depth, wrought of pure gold. Each of the documents,
together with its seal, was placed in a box of rosewood
about a foot long, with lock, hinges, and mountings all
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of gold. On either side of the Commodore marched a tall,
well-formed Negro, who, armed to the teeth, acted as his
personal guard. These blacks, selected for the occasion,
were two of the best-looking fellows of their color that
the squadron could furnish. All this, of course, was but
for effect. . . .

For some time after the Commodore and his suite
had taken their seats there was a pause of some minutes,
not a word being uttered on either side. Tatznoske, the
principal interpreter, was the first to break silence, which
he did by asking Mr. Portman, the Dutch interpreter,
whether the letters were ready for delivery, and stating
that the Prince Toda was prepared to receive them; and
that the scarlet box at the upper end of the room was pre-
pared as the receptacle for them. [The letter of the Presi-
dent, Millard Fillmore, expressed the friendly feelings of
the United States toward Japan and his desire that there
should be friendship and trade between the two coun-
tries. The documents were laid upon the scarlet box and
a formal receipt was given for them.] 

Yezaiman and Tatznoske now bowed, and, rising
from their knees drew the fastenings around the scarlet
box, and informing the Commodore’s interpreter that
there was nothing more to be done, passed out of the
apartment, bowing to those on either side as they went.
The Commodore now rose to take leave, and, as he de-
parted, the two princes, still preserving absolute silence,
also arose and stood until the strangers had passed from
their presence. . . .

The whole interview had not occupied more than
from twenty to thirty minutes, and had been conducted
with the greatest formality, though with the most perfect
courtesy in every respect. 

A NEW ACCOUNT OF THE EAST INDIES

SOURCE Hamilton, Alexander. A new account of the East Indies,
being the observations and remarks of Capt. Alexander
Hamilton, who spent his time there from the year 1688. to
1723. Trading and travelling, by sea and land, to most of the
countries and islands of commerce and navigation, between
the Cape of Good-hope, and the Island of Japon.... Vol. 2.
Edinburgh, 1727. 2 vols. Eighteenth Century Collections
Online. Gale Group.

INTRODUCTION  European traders in Southeast Asia between
1500 and 1800 often contracted “marriages” like those
described here, in A New Account of the East Indies
(1727), between European men and Burmese women in
Pegu. The author, Alexander Hamilton, was a Scottish
ship captain who spent most of the years from 1688 to
1725 in the Indian Ocean and South China Sea, both for
the English East India Company and as a private trader.
The “wives” Hamilton describes were not just domestic
or sexual partners to European merchants, but also es-
sential business partners. Many came from Asian aristo-

cratic families, which preferred to have women handle
their commercial interests so that men could focus on
matters of honor, violence, and holiness. These marriages
brought together parties with complementary commer-
cial and political strengths. One reason why these women
were “never the worse, but rather the better lookt on” for
having had several European husbands was that they and
their kin accumulated far-flung contacts, both inland and
overseas; sometimes such women also inherited money
from multiple European men (who often died young in
the tropics). Though these were not lifelong arrange-
ments, both parties in a marriage were expected to re-
spect the other’s honor by remaining monogamous while
it lasted. ■

The Women are very courteous and kind to Strang-
ers and are very fond of marrying with Europeans, and
most Part of the Strangers trade thither, marry a Wife for
the Term they stay. The Ceremony (after the Parties are
agreed) for the Bride’s Parents or nearest Friend or Rela-
tions, to make a Feast, and invite her Friends and the
Bridegroom and at End of the Feast, the Parent or Bride-
man, asketh them both before the Company, if they are
content to cohabit together as Man and Wife, and both
declaring their Consent, they are declared by the Parents
or Friend to be lawfully married, and if the Bridegroom
has an House, carries her thither, but if not, they have a
Bed provided in the House where they are married, and
are left to their own Discretion how to pass away the
Night.

They prove obedient and obliging Wives, and take
the Management of Affairs within Doors wholly in their
own Hands. She goes to Market for Food, and acts the
Cook in dressing his Victuals, takes Care of his Clothes,
in washing and mending them; if their Husbands have
any Goods to sell, they set up a Shop and sell them by
Retail, to a much better Account than they could be sold
for by Wholesale, and some of them carry a Cargo of
Goods to the inland Towns, and barter for Goods proper
for the foreign Markets that their Husbands are bound
to, and generally bring fair Accounts of their Negotia-
tions. If she proves false to her Husband’s Bed, and on
fair Proof convicted, her Husband may carry her to the
Rounday, and have her Hair cut, and sold for a Slave, and
he may have the Money; but if the Husband goes astray,
she’ll be apt to give him a gentle Dose, to send him into
the other World a Sacrifice to her Resentment.

If she proves prolifick, the Children cannot be car-
ried out of the Kingdom without the King’s Permission,
but that may be purchased for 40 or 50 L Sterl. and if an
irreconcilable Quarrel happen where there are Children,
the Father is obliged to take Care of the Boys, and the
Mother of the Girls. If a Husband is content to continue
the Marriage, whilst he goes to foreign Countries about
his Affairs, he must leave some Fund to pay her about six
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Shillings eight Pence per Month, otherwise at the Year’s
End she may marry again, but if that Sum is paid her on
his Account, she is obliged to stay the Term of three
Years, and she is never the worse, but rather the better
lookt on, that she has been married to several European
Husbands.

REPORT ON MANUFACTURES

INTRODUCTION In his first annual message, delivered on
January 8, 1790, President George Washington expressed
a desire to promote manufacturing, to import “new and
useful inventions,” and to stimulate “the exertions of skill
and genius in producing them at home.” As a result, the
House of Representatives instructed Alexander Hamilton
to prepare a report on the promotion of manufactures
that would “tend to render the United States independent
of other nations for essential . . . supplies.” In 1790 U.S.
manufacturing was primitive for the most part. In his Re-
port on Manufactures (1791) Hamilton estimated that be-
tween two-thirds and four-fifths of the nation’s clothing
was homemade. He discussed how each of the intercon-
nected parts of the Federalist program promoted manu-
facturing and how nations benefit from manufacturing.
His discussion is in terms of factories, machines, and
large-scale production, and it considers the handicaps
faced by such industries in the United States, especially
the scarcity of labor and capital.

Hamilton believed that the U.S. manufacturing deficit
was attributable to a lack of machinery and scientific ap-
paratus, which would have to be imported, and that a na-
tion producing only agricultural surpluses for export was
dependent on foreign outlets, had an unfavorable balance
of trade, and suffered from a shortage of specie. The Re-
port focused on twenty-eight industries that had ad-
vanced sufficiently to justify public aid and protection
and considered eleven types of assistance, assigning spe-
cial value to protective tariffs, bounties, patents, and in-
land transportation facilities. The excerpt below deals
with tariffs and bounties. Although Hamilton does not
clearly formulate it, his rationale for protection is consis-
tent with the well-known infant-industry argument,
which holds that a new (“infant”) industry requires pro-
tection in its early stages if it is to survive and successful-
ly compete against other countries’ more mature indus-
tries. Presumably, once the infant matures, protection
will no longer be needed. ■

THE SECRETARY OF THE TREASURY, in obedi-
ence to the order of the House of Representatives, of the
15th day of January, 1790, has applied his attention at as
early a period as his other duties would permit, to the
subject of Manufactures, and particularly to the means
of promoting such as will tend to render the United
States independent on foreign nations, for military and
other essential supplies; and he thereupon respectfully
submits the following report. . . .

The expediency of encouraging manufactures in the
United States, which was not long since deemed very

questionable, appears at this time to be pretty generally
admitted. . . .

There seems to be a moral certainty that the trade
of a country, which is both manufacturing and agricul-
tural, will be more lucrative and prosperous than that of
a country which is merely agricultural. . . . There is always
a higher probability of a favorable balance of trade, in re-
gard to countries in which manufactures, founded on the
basis of a thriving agriculture, flourish, than in regard to
those which are confined wholly, or almost wholly, to
agriculture. . . .

Not only the wealth, but the independence and se-
curity of a country, appear to be materially connected
with the prosperity of manufactures. Every nation, with
a view to those great objects, ought to endeavor to pos-
sess within itself, all the essentials of a national supply.
These comprise the means of subsistence, habitation,
clothing, and defence. . . .

In order to a better judgment of the means proper to
be resorted to by the United States, it will be of use to advert
to those which have been employed with success in other
countries. The principal of these are— 

I. Protecting duties

Protecting duties—or duties on those foreign articles which
are the rivals of the domestic ones, intended to be encour-
aged. 

Duties of this nature evidently amount to a virtual
bounty on the domestic fabrics since by enhancing the
charges on foreign articles, they enable the national manu-
facturers to undersell all their foreign competitors. The pro-
priety of this species of encouragement need not be dwelt
upon; as it is not only a clear result from the numerous top-
ics which have been suggested, but is sanctioned by the laws
of the United States in a variety of instances; it has the addi-
tional recommendation of being a resource of reevenue. In-
deed all the duties imposed on imported articles, though
with an exclusive view to revenue, have the effect in contem-
plation, and except where they fall on raw materials wear
a beneficent aspect towards the manufactures of the coun-
try. 

II. Prohibitions of rival articles or duties equivalent
to prohibitions

This is another and an efficacious mean of encouraging na-
tional manufactures, but in general it is only fit to be em-
ployed when a manufacture, has made such a progress and
is in so many hands as to insure a due competition, and an
adequate supply on reasonable terms. Of duties equivalent
to prohibitions, there are examples in the Laws of the Unit-
ed Staets, and there are other cases to which the principle
may be advantageously extended, but they are not numer-
ous. 
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Considering a monopoly of the domestic market to its
own manufacturers as the reigning policy of manufacturing
nations, a similar policy on the part of the United States in
every proper instance, is dictated, it might almost be said,
by the principles of distributive justice; certainly by the duty
of endeavoring to secure to their own citizens a reciprocity
of advantages. 

III. Prohibitions of the exportation of the materials
of manufactures

The desire of securing a cheap and plentiful supply for the
national workmen, and, where the article is either peculiar
to the country, or of peculiar quality there, the jealousy of
enabling foreign workmen to rival those of the nation, with
its own materials, are the leading motives to this species of
regulation. It ought not to be affirmed, that it is in no in-
stance proper, but it is certainly one which ought to be
adopted with great circumspection and only in very plain
cases. It is seen at once, that its immediate operation, is to
abridge the demand and keep down the price of the produce
of some other branch of industry, generally speaking, of ag-
riculture, to the prejudice of those, who carry it on; and
though if it be really essential to the prosperity of any very
important national manufacture, it may happen that those
who are injured in the first instance, may be eventually in-
demnified, by the superior steadiness of an extensive domes-
tic market, depending on that prosperity: yet in a matter,
in which there is so much room for nice and difficult combi-
nations, in which such opposite considerations combat each
other, prudence seems to dictate, that the expedient in ques-
tion, ought to be indulged with a sparing hand. 

IV. Pecuniary bounties

This has been found one of the most efficacious means of
encouraging manufactures, and it is in some views, the best.
Though it has not yet been practiced upon by the govern-
ment of the United States (unless the allowances on the ex-
portation of dried and pickled fish and salted meat could
be considered as a bounty) and though it is less favored by
public opinion than some other modes. 

Its advantages, are these— 

It is a species of encouragement more positive and di-
rect than any other, and for that very reason, has a
more immediate tendency to stimulate and uphold
new enterprises, increasing the chances of profit, and
diminishing the risks of loss, in the first attempts. 

It avoids the inconvenience of a temporary augmenta-
tion of price, which is incident to some other modes,
or it produces it to a less degree; either by making no
addition to the charges on the rival foreign article, as
in the case of protecting duties, or by making a smaller

addition. The first happens when the fund for the
bounty is derived from a different object (which may
or may not increase the price of some other article, ac-
cording to the nature of that object) the second, when
the fund is derived from the same or a similar object
of foreign manufacture. One percent duty on the for-
eign article converted into a bounty on the domestic,
will have an equal effect with a duty of two percent,
exclusive of such bounty; and the price of the foreign
commodity is liable to be raised, in the one case, in the
proportion of one percent; in the other, in that of two
percent. Indeed the bounty when drawn from another
source is calculated to promote a reduction of price, be-
cause without laying any new charge on the foreign ar-
ticle, it serves to introduce a competition with it, and
to increase the total quantity of the article in the mar-
ket. 

Bounties have not like high protecting duties, a tenden-
cy to produce scarcity. An increase of price is not always
the immediate, though, where the progress of a domes-
tic manufacture does not counteract a rise, it is com-
monly the ultimate effect of an additional duty. In the
interval, between the laying of the duty and a propor-
tional increase of price, it may discourage importation,
by intefering with the profits to be expected from the
sale of the article. 

Bounties are sometimes not only the best, but the only
proper expedient, for uniting the encouragement of a
new object of agriculture, with that of a new object of
manufacture. It is the interest of the farmer to have the
production of the raw material promoted, by counter-
acting the interference of the foreign material of the
same kind. It is the interest of the manfuacturer to have
the material abundant and cheap. If prior to the do-
mestic production of the material, in sufficient quanti-
ty, to supply the manufacturer on good terms; a duty
to be laid upon the importation of it from abroad, with
a view to promote the raising of it at home, the interests
both of the farmer and manufacturer will be disserved.
By either destroying the requisite supply, or raising the
price of the article, beyond what can be afforded to be
given for it, by the conductor of an infant manufacture,
it is abandoned or fails; and there being no domestic
manufactories to create a demand for the raw material,
which is raised by the farmer, it is in vain, that the
competition of the like foreign article may have been
destroyed.

THE WEALTH OF NATIONS

INTRODUCTION Adam Smith’s The Wealth of Nations (1776)
has proved to be one of the most influential books of the
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last 300 years, but that did not happen immediately.
In this passage, he criticizes two of his favorite
targets—mercantilist trade policies and licensed monop-
olies—and thus runs up against some of the most power-
ful vested interests of his day.

If free trade prevailed, according to Smith, capital (what
he here calls “stock”) would be attracted to a particular
trade as long as it offered above-average profits; eventu-
ally, though, the inflow of more capital from elsewhere
would even out the profits available in different sectors.
The additional participants in the initially more profit-
able trade would also increase available supplies of its
products, pushing down prices paid by consumers. But
monopolies blocked these mechanisms, leaving some
capital underemployed and all consumers paying exces-
sive prices. These results occurred whether the monopoly
was based on threatening all ships not licensed by a par-
ticular government (e.g., the Portuguese in the sixteenth-
century Indian Ocean), banning foreigners from buying
from islands the monopoly dominated militarily (e.g., the
Dutch East India Company in the “Spice Islands”), or
granting one company the sole right to import certain
goods to the home market (e.g., the English East India
Company).

But most European governments of Smith’s day were less
concerned with maximizing output or consumer welfare
than with financing increasingly expensive wars. Thus
they wished to amass gold and silver for military ex-
penses abroad and to deny gold and silver to others; this
required maximizing exports and minimizing imports,
which was easier if monopolies pushed up consumer
prices for “unnecessary” imports such as tea and spices.
It also required increasing government revenues, and
groups of investors often paid substantial sums for grants
of monopoly (which were thus regarded as property, not
to be tampered with). It took decades for mercantilist
policies to be fully abandoned, even in Britain. ■

IT is thus that the private interests and passions of
individuals naturally dispose them to turn their stock to-
wards the employments which in ordinary cases are most
advantageous to the society. But if from this natural pref-
erence they should turn too much of it towards those em-
ployments, the fall of profit in them and the rise of it in
all other immediately dispose them to alter this faulty dis-
tribution. Without any intervention of law, therefore, the
private interests and passions of men naturally lead them
to divide and distribute the stock of every society, among
all the different employments carried on in it, as nearly
as possible in the proportion which is most agreeable to
the interest of the whole society.

ALL the different regulations of the mercantile sys-
tem necessarily derange more or less this natural and
most advantageous distribution of stock. But those which
concern the trade to American and the East Indies de-
range it perhaps more than any other; because the trade

to those two great continents absorbs a greater quantity
of stock than any tow other branches of trade. The regu-
lations, however, by which this derangement is effected
in those two different branches of trade are not altogether
the same. Monopoly is the great engine of both; but it is
a different sort of monopoly. Monopoly of one kind or
another, indeed, seems to be the sole engine of the mer-
cantile system.

IN the trade to America every nation endeavours to
engross as much as possible the whole market of its own
colonies, by fairly excluding all other nations from any
direct trade to them. During the greater part of the six-
teenth century, the Portugueze endeavoured to manage
the trade to the East Indies in the same manner, by claim-
ing the sole right of failing in the Indian seas, on account
of the merit of having first found out the road to them.
The Dutch still continue to exclude all other European
nations from any direct trade to the spice islands. Mo-
nopolies of this kind are evidently established against all
other European nations, who are thereby not only ex-
cluded from a trade to which it might be convenient for
them to turn some part of their flock, but are obliged to
buy the goods which that trade deals in, somewhat clear-
er than if they could import them themselves directly
from the countries which produce them.

BUT since the fall of the power of Portugal no Euro-
pean nation has claimed the exclusive right of failing in
the Indian seas, of which the principal ports are now
open to the ships of all European nations. Except in Por-
tugal, however, and within these few years in France, the
trade to the East Indies has in every European country
be subjected to an exclusive company. Monopolies of this
kind are properly established against the very nation
which erects them. The greater part of that nation are
thereby not only excluded from a trade to which it might
be convenient for them to turn some part of their stock,
but are obliged to buy the goods which that trade deals
in, somewhat dearer than if it was open and free to all
their countrymen. Since the establishment of the English
East India Company, for example, the other inhabitants
of England, over and above being excluded from the
trade, must have paid in the price of the East India goods
which they have consumed, not only for all the extraordi-
nary profits which the company may have made upon
those goods in consequence of their monopoly, but for
all the extraordinary waste which the fraud and abuse in-
separable from the management of the affairs of so great
a company, must necessarily have occasioned. The absur-
dity of this second kind of monopoly, therefore, is much
more manifest than that of the first.
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SPEECHES

CHALLENGE OF PEACE

INTRODUCTION A long period of inflation began in the Unit-
ed States in the mid-1960s as a result of the deficit fi-
nance and consequent borrowing adopted to finance the
country’s involvement in the war in Vietnam. From 1960
to 1965 the consumer price index increased at an average
annual rate of 1.3 percent, but that rate more than dou-
bled in the following five years. The Nixon administration
was resolute that it had to “do something” about infla-
tion. Congress put the burden squarely on the executive
branch when it passed the Economic Stabilization Act of
1970. The new law authorized the president “to issue
such orders and regulations as he may deem appropriate
to stabilize prices, rents, wages and salaries . . .”

On August 15, 1971 President Richard Nixon announced
what he planned to do. He put an end to the Bretton
Woods system of fixed exchange rates by unilaterally re-
pudiating U.S. obligations in this area of international fi-
nance. By temporarily suspending “the convertibility of
the dollar into gold,” the administration raised the official
U.S. gold price to the market price, which was substan-
tially higher than the former fixed “official” price. At the
same time, Nixon instituted the first peacetime wage and
price controls in an attempt to show the world that the
United States was “doing something” about inflation.

The controls didn’t work; indeed, they weren’t expected
to work—the hope was that they would buy a little time.
Many foreign countries held U.S. dollars as international
reserves, and the higher levels of inflation in the United
States were eroding the real value of those reserves. By
“doing something,” it was hoped that those countries
would stop redeeming dollars for gold. In addition, Nixon
hoped for some trade relief. Some countries, Japan in
particular, had adopted trade legislation that made it dif-
ficult for U.S. exports to enter that country. On the other
hand, U.S. consumers had begun to purchase a wide vari-
ety of Japanese imports. Thus, in Nixon’s words, the
United States was competing “with one hand tied behind
her back.” Although this speech is best remembered for
the domestic wage and price controls it announced, its
main focus was international. ■

Prosperity without war requires action on three
fronts: We must create more and better jobs; we must
stop the rise in the cost of living; we must protect the dol-
lar from the attacks of international money
speculators. . . .

First, on the subject of jobs. We all know why we
have an unemployment problem. Two million workers
have been released from the Armed Forces and defense
plants because of our success in winding down the war
in Vietnam. Putting those people back to work is one of
the challenges of peace, and we have begun to make prog-
ress. Our unemployment rate today is below the average
of the four peacetime years of the 1960s. . . .

The second indispensable element of the new pros-
perity is to stop the rise in the cost of living.

One of the cruelest legacies of the artificial prosperity
produced by war is inflation. Inflation robs every Ameri-
can, every one of you. . . .

The time has come for decisive action—action that
will break the vicious circle of spiraling prices and costs.

I am today ordering a freeze on all prices and wages
throughout the United States for a period of 90 days. In
addition, I call upon corporations to extend the wage-
freeze to all dividends. . . .

The third indispensable element in building the new
prosperity is closely related to creating new jobs and halt-
ing inflation. We must protect the position of the Ameri-
can dollar as a pillar of monetary stability around the
world.

In the past seven years, there has been an average of
one international monetary crisis every year. Now who
gains from these crises? Not the workingman; not the in-
vestor; not the real producers of wealth. The gainers are
the international money speculators. Because they thrive
on crises, they help to create them.

In recent weeks, the speculators have been waging an
all-out war on the American dollar. The strength of a na-
tion’s currency is based on the strength of that nation’s
economy—and the American economy is by far the
strongest in the world. Accordingly, I have directed the
Secretary of the Treasury to take the action necessary to
defend the dollar against the speculators.

I have directed Secretary Connally to suspend tem-
porarily the convertibility of the dollar into gold or other
reserve assets, except in amounts and conditions deter-
mined to be in the interest of monetary stability and in
the best interests of the United States. . . .

I am taking one further step to protect the dollar, to
improve our balance of payments, and to increase jobs
for Americans.

As a temporary measure, I am today imposing an ad-
ditional tax of 10 percent on goods imported into the
United States. This is a better solution for international
trade than direct controls on the amount of imports.

This import tax is a temporary action. It isn’t direct-
ed against any other country. It is an action to make cer-
tain that American products will not be at a disadvantage
because of unfair exchange rates. When the unfair treat-
ment is ended, the import tax will end as well.

As a result of these actions, the product of American
labor will be more competitive, and the unfair edge that
some of our foreign competition has will be removed.
This is a major reason why our trade balance has eroded
over the past 15 years.
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At the end of World War II the economies of the
major industrial nations of Europe and Asia were shat-
tered. To help them get on their feet and to protect their
freedom, the United States has provided over the past 25
years $143 billion in foreign aid. That was the right thing
for us to do.

Today, largely with our help, they have regained
their vitality. They have become our strong competitors,
and we welcome their success. But now that other na-
tions are economically strong, the time has come for
them to bear their fair share of the burden of defending
freedom around the world. The time has come for ex-
change rates to be set straight and for the major nations
to compete as equals. There is no longer any need for the
United States to compete with one hand tied behind her
back.

CROSS OF GOLD

SOURCE Bryan, Williams Jennings. From the First Battle: A
Story of the Campaign of 1896. W. B. Conkey, 1897.

INTRODUCTION William Jennings Bryan’s speech at the 1896
Democratic National Convention was an important factor
in Bryan’s securing the Democratic nomination for the
presidential race against William McKinley, a contest
which Bryan lost.

The campaign of 1896, which was concerned primarily
with the controversy between maintaining the gold stan-
dard and basing the nation’s monetary system on free sil-
ver, was the culmination of thirty years of debate about
monetary issues produced by the Civil War. Prior to the
Civil War the United States maintained a bimetallic stan-
dard, and gold was the main medium of exchange be-
cause of the high value of silver. To finance the war, the
United States suspended the metallic system and printed
paper money, and prices rose dramatically. In 1873 legis-
lation ended the coverage of silver: this was known as the
“Crime of ’73,” when the price of silver fell; if silver still
had been acceptable as currency, the money supply, and
prices, would have risen. Specie was ultimately resumed
in 1879, when prices fell to prewar levels. Prices contin-
ued to decline from 1880 to 1896, lowering the prices
producers received and increasing debt burdens.

It was the gold standard that had led to reduced money
supply and falling prices, and those unhappy with falling
prices agitated for either free silver or paper money to
make up for price increases. To Bryan, free silver was the
better way to increase the money supply and end the dif-
ficulties created by the maintenance of the gold standard.
His position had many supporters among agrarian and
labor movements, but it was not sufficient to win him the
presidency. After 1896 the issue lost some importance be-
cause gold mine discoveries meant that the prices would
increase even under a gold standard. ■

I would be presumptuous, indeed, to present myself
against the distinguished gentlemen to whom you have

listened if this were but a measuring of ability; but this
is not a contest among persons. The humblest citizen in
all the land when clad in the armor of a righteous cause
is stronger than all the whole hosts of error that they can
bring. I come to speak to you in defense of a cause as holy
as the cause of liberty—the cause of humanity. When this
debate is concluded, a motion will be made to lay upon
the table the resolution offered in commendation of the
administration and also the resolution in condemnation
of the administration. I shall object to bringing this ques-
tion down to a level of persons. The individual is but an
atom; he is born, he acts, he dies; but principles are eter-
nal; and this has been a contest of principle. 

Never before in the history of this country has there
been witnessed such a contest as that through which we
have passed. Never before in the history of American pol-
itics has a great issue been fought out as this issue has
been by the voters themselves. 

On the 4th of March, 1895, a few Democrats, most
of them members of Congress, issued an address to the
Democrats of the nation asserting that the money ques-
tion was the paramount issue of the hour; asserting also
the right of a majority of the Democratic Party to control
the position of the party on this paramount issue; con-
cluding with the request that all believers in free coinage
of silver in the Democratic Party should organize and
take charge of and control the policy of the Democratic
Party. Three months later, at Memphis, an organization
was perfected, and the silver Democrats went forth open-
ly and boldly and courageously proclaiming their belief
and declaring that if successful they would crystallize in
a platform the declaration which they had made; and
then began the conflict with a zeal approaching the zeal
which inspired the crusaders who followed Peter the Her-
mit. Our silver Democrats went forth from victory unto
victory, until they are assembled now, not to discuss, not
to debate, but to enter up the judgment rendered by the
plain people of this country. 

But in this contest, brother has been arrayed against
brother, and father against son. The warmest ties of love
and acquaintance and association have been disregarded.
Old leaders have been cast aside when they refused to
give expression to the sentiments of those whom they
would lead, and new leaders have sprung up to give di-
rection to this cause of freedom. Thus has the contest
been waged, and we have assembled here under as bind-
ing and solemn instructions as were ever fastened upon
the representatives of a people. 

We do not come as individuals. Why, as individuals
we might have been glad to compliment the gentleman
from New York [Senator Hill], but we knew that the peo-
ple for whom we speak would never be willing to put him
in a position where he could thwart the will of the Demo-
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cratic Party. I say it was not a question of persons; it was
a question of principle; and it is not with gladness, my
friends, that we find ourselves brought into conflict with
those who are now arrayed on the other side. The gentle-
man who just preceded me [Governor Russell] spoke of
the old state of Massachusetts. Let me assure him that not
one person in all this convention entertains the least hos-
tility to the people of the state of Massachusetts. 

But we stand here representing people who are the
equals before the law of the largest cities in the state of
Massachusetts. When you come before us and tell us that
we shall disturb your business interests, we reply that you
have disturbed our business interests by your action. We
say to you that you have made too limited in its applica-
tion the definition of a businessman. The man who is
employed for wages is as much a businessman as his em-
ployer. The attorney in a country town is as much a busi-
nessman as the corporation counsel in a great metropolis.
The merchant at the crossroads store is as much a busi-
nessman as the merchant of New York. The farmer who
goes forth in the morning and toils all day, begins in the
spring and toils all summer, and by the application of
brain and muscle to the natural resources of this country
creates wealth, is as much a businessman as the man who
goes upon the Board of Trade and bets upon the price
of grain. The miners who go 1,000 feet into the earth or
climb 2,000 feet upon the cliffs and bring forth from their
hiding places the precious metals to be poured in the
channels of trade are as much businessmen as the few fi-
nancial magnates who in a backroom corner the money
of the world. 

We come to speak for this broader class of business-
men. Ah, my friends, we say not one word against those
who live upon the Atlantic Coast; but those hardy pio-
neers who braved all the dangers of the wilderness, who
have made the desert to blossom as the rose—those pio-
neers away out there, rearing their children near to na-
ture’s heart, where they can mingle their voices with the
voices of the birds—out there where they have erected
schoolhouses for the education of their children and
churches where they praise their Creator, and the ceme-
teries where sleep the ashes of their dead—are as deserv-
ing of the consideration of this party as any people in this
country. 

It is for these that we speak. We do not come as ag-
gressors. Our war is not a war of conquest. We are fight-
ing in the defense of our homes, our families, and poster-
ity. We have petitioned, and our petitions have been
scorned. We have entreated, and our entreaties have been
disregarded. We have begged, and they have mocked
when our calamity came. 

We beg no longer; we entreat no more; we petition
no more. We defy them! 

The gentleman from Wisconsin has said he fears a
Robespierre. My friend, in this land of the free you need
fear no tyrant who will spring up from among the people.
What we need is an Andrew Jackson to stand as Jackson
stood, against the encroachments of aggregated wealth.

They tell us that this platform was made to catch
votes. We reply to them that changing conditions make
new issues; that the principles upon which rest Democra-
cy are as everlasting as the hills; but that they must be ap-
plied to new conditions as they arise. Conditions have
arisen and we are attempting to meet those conditions.
They tell us that the income tax ought not to be brought
in here; that is not a new idea. They criticize us for our
criticism of the Supreme Court of the United States. My
friends, we have made no criticism. We have simply
called attention to what you know. If you want criticisms,
read the dissenting opinions of the Court. That will give
you criticisms. 

They say we passed an unconstitutional law. I deny
it. The income tax was not unconstitutional when it was
passed. It was not unconstitutional when it went before
the Supreme Court for the first time. It did not become
unconstitutional until one judge changed his mind; and
we cannot be expected to know when a judge will change
his mind. 

The income tax is a just law. It simply intends to put
the burdens of government justly upon the backs of the
people. I am in favor of an income tax. When I find a
man who is not willing to pay his share of the burden of
the government which protects him, I find a man who
is unworthy to enjoy the blessings of a government like
ours. 

He says that we are opposing the national bank cur-
rency. It is true. If you will read what Thomas Benton
said, you will find that he said that in searching history
he could find but one parallel to Andrew Jackson. That
was Cicero, who destroyed the conspiracies of Cataline
and saved Rome. He did for Rome what Jackson did
when he destroyed the bank conspiracy and saved Ameri-
ca. 

We say in our platform that we believe that the right
to coin money and issue money is a function of govern-
ment. We believe it. We believe it is a part of sovereignty
and can no more with safety be delegated to private indi-
viduals than can the power to make penal statutes or levy
laws for taxation. 

Mr. Jefferson, who was once regarded as good Dem-
ocratic authority, seems to have a different opinion from
the gentleman who has addressed us on the part of the
minority. Those who are opposed to this proposition tell
us that the issue of paper money is a function of the bank
and that the government ought to go out of the banking
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business. I stand with Jefferson rather than with them,
and tell them, as he did, that the issue of money is a func-
tion of the government and that the banks should go out
of the governing business. 

They complain about the plank which declares
against the life tenure in office. They have tried to strain
it to mean that which it does not mean. What we oppose
in that plank is the life tenure that is being built up in
Washington which establishes an office-holding class and
excludes from participation in the benefits the humbler
members of our society. . . . 

Let me call attention to two or three great things.
The gentleman from New York says that he will propose
an amendment providing that this change in our law
shall not affect contracts which, according to the present
laws, are made payable in gold. But if he means to say
that we cannot change our monetary system without pro-
tecting those who have loaned money before the change
was made, I want to ask him where, in law or in morals,
he can find authority for not protecting the debtors when
the act of 1873 was passed when he now insists that we
must protect the creditor. He says he also wants to amend
this platform so as to provide that if we fail to maintain
the parity within a year that we will then suspend the
coinage of silver. We reply that when we advocate a thing
which we believe will be successful we are not compelled
to raise a doubt as to our own sincerity by trying to show
what we will do if we are wrong. 

I ask him, if he will apply his logic to us, why he does
not apply it to himself. He says that he wants this country
to try to secure an international agreement. Why doesn’t
he tell us what he is going to do if they fail to secure an
international agreement. There is more reason for him
to do that than for us to expect to fail to maintain the
parity. They have tried for thirty years—thirty years—to
secure an international agreement, and those are waiting
for it most patiently who don’t want it at all. 

Now, my friends, let me come to the great para-
mount issue. If they ask us here why it is we say more on
the money question than we say upon the tariff question,
I reply that if protection has slain its thousands the gold
standard has slain its tens of thousands. If they ask us why
we did not embody all these things in our platform which
we believe, we reply to them that when we have restored
the money of the Constitution, all other necessary re-
forms will be possible, and that until that is done there
is no reform that can be accomplished. 

Why is it that within three months such a change has
come over the sentiments of the country? Three months
ago, when it was confidently asserted that those who be-
lieved in the gold standard would frame our platforms
and nominate our candidates, even the advocates of the

gold standard did not think that we could elect a Presi-
dent; but they had good reasons for the suspicion, be-
cause there is scarcely a state here today asking for the
gold standard that is not within the absolute control of
the Republican Party. 

But note the change. Mr. McKinley was nominated
at St. Louis upon a platform that declared for the mainte-
nance of the gold standard until it should be changed
into bimetallism by an international agreement. Mr. Mc-
Kinley was the most popular man among the Republi-
cans; and everybody three months ago in the Republican
Party prophesied his election. How is it today? Why, that
man who used to boast that he looked like Napoleon,
that man shudders today when he thinks that he was
nominated on the anniversary of the Battle of Waterloo.
Not only that, but as he listens he can hear with ever in-
creasing distinctness the sound of the waves as they beat
upon the lonely shores of St. Helena. 

Why this change? Ah, my friends. is not the change
evident to anyone who will look at the matter? It is be-
cause no private character, however pure, no personal
popularity, however great, can protect from the avenging
wrath of an indignant people the man who will either de-
clare that he is in favor of fastening the gold standard
upon this people, or who is willing to surrender the right
of self-government and place legislative control in the
hands of foreign potentates and powers. . . . 

We go forth confident that we shall win. Why? Be-
cause upon the paramount issue in this campaign there
is not a spot of ground upon which the enemy will dare
to challenge battle. Why, if they tell us that the gold stan-
dard is a good thing, we point to their platform and tell
them that their platform pledges the party to get rid of
a gold standard and substitute bimetallism. If the gold
standard is a good thing, why try to get rid of it? If the
gold standard, and I might call your attention to the fact
that some of the very people who are in this convention
today and who tell you that we ought to declare in favor
of international bimetallism and thereby declare that the
gold standard is wrong and that the principles of bimetal-
lism are better—these very people four months ago were
open and avowed advocates of the gold standard and tell-
ing us that we could not legislate two metals together
even with all the world. 

I want to suggest this truth, that if the gold standard
is a good thing we ought to declare in favor of its reten-
tion and not in favor of abandoning it; and if the gold
standard is a bad thing, why should we wait until some
other nations are willing to help us to let it go? 

Here is the line of battle. We care not upon which
issue they force the fight. We are prepared to meet them
on either issue or on both. If they tell us that the gold
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standard is the standard of civilization, we reply to them
that this, the most enlightened of all nations of the earth,
has never declared for a gold standard, and both the par-
ties this year are declaring against it. If the gold standard
is the standard of civilization, why, my friends, should we
not have it? So if they come to meet us on that, we can
present the history of our nation. More than that, we can
tell them this, that they will search the pages of history
in vain to find a single instance in which the common
people of any land ever declared themselves in favor of
a gold standard. They can find where the holders of fixed
investments have. 

Mr. Carlisle said in 1878 that this was a struggle be-
tween the idle holders of idle capital and the struggling
masses who produce the wealth and pay the taxes of the
country; and my friends, it is simply a question that we
shall decide upon which side shall the Democratic Party
fight. Upon the side of the idle holders of idle capital, or
upon the side of the struggling masses? That is the ques-
tion that the party must answer first; and then it must be
answered by each individual hereafter. The sympathies of
the Democratic Party, as described by the platform, are
on the side of the struggling masses, who have ever been
the foundation of the Democratic Party. 

There are two ideas of government. There are those
who believe that if you just legislate to make the well-to-
do prosperous, that their prosperity will leak through on
those below. The Democratic idea has been that if you
legislate to make the masses prosperous their prosperity
will find its way up and through every class that rests
upon it. 

You come to us and tell us that the great cities are
in favor of the gold standard. I tell you that the great cities
rest upon these broad and fertile prairies. Burn down
your cities and leave our farms, and your cities will spring
up again as if by magic. But destroy our farms and the
grass will grow in the streets of every city in the country.

My friends, we shall declare that this nation is able
to legislate for its own people on every question without
waiting for the aid or consent of any other nation on
earth, and upon that issue we expect to carry every single
state in the Union. 

I shall not slander the fair state of Massachusetts nor
the state of New York by saying that when citizens are
confronted with the proposition, “Is this nation able to
attend to its own business?”—I will not slander either
one by saying that the people of those states will declare
our helpless impotency as a nation to attend to our own
business. It is the issue of 1776 over again. Our ancestors,
when but 3 million, had the courage to declare their po-
litical independence of every other nation upon earth.
Shall we, their descendants, when we have grown to 70

million, declare that we are less independent than our
forefathers? No, my friends, it will never be the judgment
of this people. Therefore, we care not upon what lines the
battle is fought. If they say bimetallism is good but we
cannot have it till some nation helps us, we reply that, in-
stead of having a gold standard because England has, we
shall restore bimetallism, and then let England have bi-
metallism because the United States have. 

If they dare to come out in the open field and defend
the gold standard as a good thing, we shall fight them to
the uttermost, having behind us the producing masses of
the nation and the world. Having behind us the commer-
cial interests and the laboring interests and all the toiling
masses, we shall answer their demands for a gold stan-
dard by saying to them, you shall not press down upon
the brow of labor this crown of thorns. You shall not cru-
cify mankind upon a cross of gold.

THE FOURTEEN POINTS

SOURCE Supplements to the Messages and the Papers of the
Presidents Covering the Second Administration of Woo-
drow Wilson. January 18, 1918.

INTRODUCTION World War I was to be the “war to end all
wars.” To that end, in January 1917, before the United
States entered the war, President Woodrow Wilson called
for a peace that would remove the causes of future wars
and create a League of Nations to help maintain peace.
In January 1918 he articulated his “Fourteen Points,”
which were meant to serve as the basis for a peace agree-
ment. The intention was to reduce the will of the Ger-
mans and their allies to continue the fight by suggesting
an agreement that would guarantee national indepen-
dence and self-determination for all combatants. This ex-
cerpt includes his six general points, and, as can be seen,
Wilson calls for the removal of trade barriers. His eight
specific points call for the restoration of Belgium; good-
will toward the Russians, who were in the midst of their
revolution; an independent Poland; the handover of Al-
sace-Lorraine to France; and self-determination for the
individual states in the Austro-Hungarian and Ottoman
empires.

In October 1918 the German chancellor wrote to Wilson
requesting an immediate armistice and negotiations
based on the Fourteen Points. Wilson led the U.S. delega-
tion to the peace conference, which began in January
1919. Ultimately, the terms of the Treaty of Versailles
were harsher than those Wilson had suggested. Wilson
made a number of compromises, but he won more of his
points than he lost. The British entered a reservation con-
cerning Wilson’s second point, and both the British and
the French demanded reparations for the damage to civil-
ian property. Wilson was unable to deliver peace on the
exact terms under which Germany had agreed to cease
fire, and the Germans later noted that they felt “be-
trayed.” With the revival of isolationism in the United
States, the requisite two-thirds vote for ratification of the
treaty could not be obtained in the Senate, so in 1921 the
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United States signed a separate peace treaty with
Germany. Under the Treaty of Versailles the League of
Nations was created, but the United States was never a
member. ■

It will be our wish and purpose that the processes of
peace, when they are begun, shall be absolutely open and
that they shall involve and permit henceforth no secret
understandings of any kind. . .

We entered this war because violations of right had
occurred which touched us to the quick and made the life
of our own people impossible unless they were corrected
and the world secure once for all against their recurrence.
What we demand in this war, therefore, is nothing pecu-
liar to ourselves. It is that the world be made fit and safe
to live in; and particularly that it be made safe for every
peace-loving nation which, like our own, wishes to live
its own life, determine its own institutions, be assured of
justice and fair dealing by the other peoples of the world
as against force and selfish aggression. All the peoples of
the world are in effect partners in this interest, and for
our own part we see very clearly that unless justice be
done to others it will not be done to us. The programme
of the world’s peace, therefore, is our programme; and
that programme, the only possible programme, as we see
it, is this: 

I. Open covenants of peace, openly arrived at, after
which there shall be no private international understand-
ings of any kind but diplomacy shall proceed always
frankly and in the public view. 

II. Absolute freedom of navigation upon the seas,
outside territorial waters, alike in peace and in war, ex-
cept as the seas may be closed in whole or in part by in-
ternational action for the enforcement of international
covenants. 

III. The removal, so far as possible, of all economic
barriers and the establishment of an equality of trade
conditions among all the nations consenting to the peace
and associating themselves for its maintenance. 

IV. Adequate guarantees given and taken that na-
tional armaments will be reduced to the lowest point
consistent with domestic safety. 

V. A free, open-minded, and absolutely impartial ad-
justment of all colonial claims, based upon a strict obser-
vance of the principle that in determining all such ques-
tions of sovereignty the interests of the populations
concerned must have equal weight with the equitable
claims of the government whose title is to be
determined. . .

XIV. A general association of nations must be
formed under specific covenants for the purpose of af-
fording mutual guarantees of political independence and
territorial integrity to great and small states alike. 

AGREEMENTS, TREATIES, AND

LEGISLATION

THE BRETTON WOODS AGREEMENT

INTRODUCTION It was widely believed by economists and
policy makers that the depth and length of the Great De-
pression of the 1930s was influenced by competitive de-
valuations and beggar-thy-neighbor tariffs in most coun-
tries. To avoid a return to such difficulties, when World
War II ended, forty-four nations met in Bretton Woods,
New Hampshire in July 1944 to reach agreement on poli-
cies for international exchange to achieve economic sta-
bility in the postwar world. The leaders of the conference
were Britain (where the major figure was John Maynard
Keynes) and the United States (where the major figure
was Harry Dexter White). The chief aim was to provide
not only a system of fixed exchange rates between na-
tions, but also some basis to help those nations that
needed some temporary reserves and those nations that
experienced difficulties in adjusting.

Two important institutions were established at the Bret-
ton Woods conference, and both of them still exist, with
numerous refinements in policies and methods. The In-
ternational Monetary Fund (IMF) was formed to deal
with issues of international reserves and exchange rates,
and to determine whether and under what terms to pro-
vide temporary aids to nations experiencing difficulties
in international accounts. The major political control of
the IMF remain, as at the start, with the major industrial
nations of Europe and North America. This system
worked reasonably well in generating exchange rates sta-
bility until the 1960s, when the U.S. trade deficits made
continued reliance on the dollar as the basic international
reserve currency difficult, in part because of the limits it
imposed on U.S. adjustments. Thus, in the early 1970s
the original IMF concerns were altered and the reliance
on gold ended. The subsequent years saw a greater fre-
quency of flexible exchange rates, but there was still a
need for IMF loans to nations in difficulty. The second
institution established at Bretton Woods was the Interna-
tional Bank for Reconstruction and Development (the
World Bank) to provide aid at subsidized interest rates
to less-developed nations for major construction and
overhead projects. The World Bank generally was in-
volved in planning projects, presumably drawing upon
its expertise in these matters, but this involvement often
has been a source of contention between the Bank and
the recipient nations. And, because the Bank does not
make grants, but loans (at below-market rates), the
money must be repaid, which is often politically unpopu-
lar. Nevertheless, the World Bank remains a major source
of capital funds for the less-developed world. ■

ARTICLE I. PURPOSES
The purposes of the Bank are: 

(i) To assist in the reconstruction and development
of territories of members by facilitating the investment
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of capital for productive purposes, including the restora-
tion of economies destroyed or disrupted by war, the re-
conversion of productive facilities to peacetime needs
and the encouragement of the development of produc-
tive facilities and resources in less developed countries.

(ii) To promote private foreign investment by means
of guarantees or participations in loans and other invest-
ments made by private investors; and when private capi-
tal is not available on reasonable terms, to supplement
private investment by providing, on suitable conditions,
finance for productive purposes out of its own capital,
funds raised by it and its other resources. 

(iii) To promote the long-range balanced growth of
international trade and the maintenance of equilibrium
in balances of payments by encouraging international in-
vestment for the development of the productive re-
sources of members, thereby assisting in raising produc-
tivity, the standard of living and conditions of labor in
their territories. 

(iv) To arrange the loans made or guaranteed by it
in relation to international loans through other channels
so that the more useful and urgent projects, large and
small alike, will be dealt with first. 

(v) To conduct its operations with due regard to the
effect of international investment on business conditions
in the territories of members and, in the immediate post-
war years, to assist in bringing about a smooth transition
from a wartime to a peacetime economy. 

The Bank shall be guided in all its decisions by the
purposes set forth above. . . .

ARTICLE XI. RELATIONS WITH NON-MEMBER
COUNTRIES

SECTION 1. UNDERTAKINGS REGARDING
RELATIONS WITH NON-MEMBER
COUNTRIES

Each member undertakes: 

(i) Not to engage in, nor to permit any of its fiscal
agencies referred to in Article V, Section 1, to engage in,
any transactions with a non-member or with persons in
a non-member’s territories which would be contrary to
the provisions of this Agreement or the purposes of the
Fund; 

(ii) Not to cooperate with a non-member or with
persons in a non-member’s territories in practices which
would be contrary to the provisions of this Agreement or
the purposes of the Fund; and 

(iii) To cooperate with the Fund with a view to the
application in its territories of appropriate measures to
prevent transactions with non-members or with persons
in their territories which would be-contrary to the provi-
sions of this Agreement or the purposes of the Fund. 

SECTION 2. RESTRICTIONS ON TRANSACTIONS
WITH NON-MEMBER COUNTRIES

Nothing in this Agreement shall affect the right of any
member to impose restrictions on exchange transactions
with non-members or with persons in their territories
unless the Fund finds that such restrictions prejudice the
interests of members and are contrary to the purposes of
the Fund.

EMBARGO ACT OF 1807
INTRODUCTION During the Napoleonic Wars both England

and France attempted to limit their opponent’s trade with
neutral countries (such as the United States) by preying
upon their shipping. U.S. President Thomas Jefferson and
Secretary of State James Madison, in order to protect U.S.
rights to trade and to avoid being drawn into the Europe-
an conflict, embargoed trade with all nations in Decem-
ber 1807. It was hoped that limiting foreign trade would
force England and France to change their policies, but the
strategy did not work—neither European country
changed its policy—and the United States itself suffered
a sharp economic decline. The Embargo Act was repealed
in 1809 and replaced by the Non-Intercourse Act, which
limited trade only with England and France. This policy,
too, was ended in 1810, with various provisions that ulti-
mately led to the War of 1812 with England. ■

EMBARGO.
Agreeably to the notice given yesterday; Mr. SMITH, of
Maryland. asked and obtained leave to bring in a bill in
addition to the act, entitled “An act laying an, embargo
on all ships and vessels in the ports and harbors of the
United States,” and the several acts supplementary there-
to, and for other purposes; and the bill was read; and or-
dered to the second reading. The bill is as follows:

Be it enacted, by the Senate and House of Represen-
tatives of the United States of America, in Congress as-
sembled, That during the continuance of the, act laying
an embargo on all ships and vessels in the ports and har-
bors of the United States, no vessels of any description
whatever, and wherever bound, whose employment is
confined to the navigation of bays, sounds, rivers, and
lakes, within the jurisdiction of the United States, (pack-
ets, ferry-boats, and vessels, exempted from the obliga-
tion of giving any bond whatever, only excepted,) shall
be allowed, to depart from any port of the United States
without having previously obtained a clearance, nor until
the master or commander shall have delivered to the col-
lector or surveyor of the port of departure, a manifest of
the whole cargo on board, including articles of domestic
growth or manufacture, as well as foreign merchandise.
And it shall also be the duty of the owners agents, or fac-
tors of every such vessel to produce within one month
thereafter, to the collector of the district from which the
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vessel departed, a certificate of the landing of the whole
of such cargo in a port of the United Staten, within the
bay, sound, rivers, or lakes, to which the navigation of
such vessel is confined, signed by the collector or survey-
or, of the port, where the cargo shall have been landed.

Sec. 2. And be it farther enacted, That if any vessel
described in the next preceding section, shall depart from
a port of the United States without a clearance, or before
the manifest of the cargo shall have been delivered to the
collector or surveyor, in the manner therein prohibited,
or if a certificate of the landing of the cargo shall not be
produced within the time and in the manner therein pro-
vided; such vessel and cargo shall be forfeited, and the
owner or owners, consignee, agent, factors, freighters,
master or skipper of such vessel, shall respectively forfeit
and pay a sum not exceeding thousand dollars, nor less
than thousand dollars: Provided always, That nothing
herein contained shall be construed to bar or prevent the
recovery of the penalty on the bond given for each vessel.

Sec. 3. And be it further enacted, That (luring the
continuance of the act, laying an embargo on all ships
and vessels in the ports and harbors of the United States,
and of the several acts supplementary thereto, it shall be
the duty of the master or person having charge or com-
mand of any vessel, flat, or boat, intended to that part of
the river Mississippi, which lies between the southern
boundary of the Mississippi Territory, and the river Iber-
ville, if going down the said river, to stop at Fort Adams,
and if going up the river, to stop at Iberville, and at each
place, as the case maybe, to deliver to an inspector of the
revenue, to be stationed there for that purpose, a mani-
fest of the whole cargo on board, and also to produce
within two months thereafter to the same officer, a certif-
icate of the landing of the same in some port of the Dis-
trict of Mississippi, and within the jurisdiction of the
United States; which certificate shall be signed by the col-
lector or one of the surveyors of the District of Mississip-
pi, or if the cargo shall be landed more than thirty miles
from the place of residence of any such officer, by a State
Or Territorial judge, having jurisdiction, at the place of
such landing.

Sec. 4. And be it further enacted, That if any vessel,
flat, or boat, shall enter that part of the river Mississippi,
as prescribed in the next preceding section, without stop-
ping and delivering a manifest in the manner therein
provided, or if a certificate of the landing of the cargo,
shall not be produced within the time and in the manner
therein provided, such vessel, flat, or boat, and cargo,
shall be forfeited, and the owner or owners, consignee,
agent, factors, freighters, master, or skipper, of any such
vessel, flat, or boat, shall respectively forfeit and pay a
sum not exceeding—dollars, nor less than—dollars.

Sec. 5. And be it further enacted, That no ship or ves-
sel, having any cargo whatever on board, shall, during the
continuance of the act laying an embargo on all ships and
vessels in the ports and harbors of the United States, be
allowed to depart from any port of the United States for
any other port or district of the United States, adjacent
to the territories, colonies, or provinces of a foreign na-
tion: nor shall any clearance be furnished to any ship or
vessel bound as aforesaid, without special permission of
the President of the United States: And if any ship or ves-
sel shall, contrary to the provisions of that act, proceed
to any port or district adjacent to the territories, colonies,
or provinces of a foreign nation, such ship or vessel, with
her cargo, shall be wholly forfeited; and if the same shall
not be seized, the owner or owners, agents, factors, and
freighters of such ship or vessel, shall for every such of-
fence forfeit and pay -and the master of such ship or ves-
sel, as well as all other persons who shall knowingly be
concerned in such prohibited voyages, shall each respec-
tively forfeit and pay for every such offence, whether the
vessel be seized or not.

Sec. 6. And be it further enacted, That the com-
manders of the public armed vessels, and gunboats of the
United States, shall, as well as commanders or masters of
the revenue cutter’s and revenue boats; be authorized,
and they are hereby authorized, to stop slid examine any
vessel, flat, or boat, either on the high seas or within the
jurisdiction of the United States, which there. may be rea-
son to suspect to be engaged in any traffic or commerce,
or in the transportation of merchandise of either domes-
tic or foreign growth or manufacture, contrary to the
provisions of this act, or of the act laying an embargo on
all ships and vessels in the ports and harbors of tile Unit-
ed States, or of any of the acts supplementary thereto;
and if upon examination it shall appear that such vessel,
flat, or boat, is thus engaged, it shall be the duty of the
commander to seize every such vessel, flat, or boat, and
to send the same to the nearest port of the United l States
for trial.

Sec. 7. And be it further enacted, That the Comptrol-
ler of the Treasury be, and he is hereby authorized to
remit the duty accruing on the importation of goods of
domestic produce, or which being of foreign produce,
had been exported without receiving a drawback, which
may have been or may be re-imported in vessels owned
by citizens of the United States, and which having sailed
subsequent to the first day of October last, and prior to
the twenty-second day of December last, may be or have
been stopped on the high seas by foreign armed vessels,
and by reason thereof have returned, or may Hereafter
return into the United States, without having touched at
any foreign port or place. And the said Comptroller is
likewise authorized to direct the exportation bonds given
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for foreign merchandise exported with privilege of draw-
back, in such vessel, and re-exported in the same, in the
manner aforesaid, to lie cancelled, the duties on such re-
importation being previously paid. and on such other
conditions and restrictions as may be necessary for the
safety of the revenue.

Sec. 8. And be it further enacted, That during the
continuance of the act laying an embargo on all ships and
vessels in the ports and harbors of the United States, no
foreign ship or vessel shall go from one port in the United
States to another; and should any foreign ship or vessel,
contrary to this section, go from one port of the United
States to another the vessel with leer cargo shall be wholly
forfeited, and the owner or owners, agent, factors,
freighters, and master of such ship or vessel, shall forfeit
and pay a sum not exceeding—dollars, nor less than—
dollars.

THE GENERAL AGREEMENT OF TARIFFS AND
TRADE

SOURCE “The General Agreement on Tariffs and Trade,” De-
partment of State, 1994.

INTRODUCTION On October 30, 1947, twenty-three countries
came together under the auspices of the United Nations
and agreed to The General Agreement on Tariffs and
Trade (GATT), which took the place of the International
Trade Organization (ITO), one of the three institutions
to which delegates had agreed at the Bretton Woods con-
ference in July 1944 (the others were the International
Monetary Fund and the World Bank). The U.S. Senate
had refused to ratify the ITO’s charter because it would
require each country to surrender its own power to regu-
late tariffs. Consequently, GATT replaced the ITO in the
international economic order. In 1995 the functions of
GATT were folded into a new agency, the World Trade
Organization (WTO).

In the excerpts below, GATT’s Preamble makes clear the
Agreement’s objectives, whereas the first paragraph of
Part I addresses the primary means by which this is to
be accomplished—through the extension of most-
favored-nation provisions. ■

Preamble

The Governments of the COMMONWEALTH OF AUS-
TRALIA, the KINGDOM OF BELGIUM, the UNITED
STATES of BRAZIL, BURMA, CANADA, CEYLON, the
REPUBLIC OF CHILE, the REPUBLIC of CHINA, the
REPUBLIC OF CUBA, the CZECHOSLOVAK REPUB-
LIC, the FRENCH REPUBLIC, INDIA, LEBANON, the
GRAND-DUCHY OF LUXEMBURG, the KINGDOM
OF THE NETHERLANDS, NEW ZEALAND, the KING-
DOM OF NORWAY, PAKISTAN, SOUTHERN RHO-
DESIA, SYRIA, the UNION OF SOUTH AFRICA, the

UNITED KINGDOM of GREAT BRITAIN AND
NORTHERN IRELAND, and the UNITED STATES of
AMERICA: 

Recognizing that their relations in the field of trade
and economic endeavour should be conducted with a
view to raising standards of living, ensuring full employ-
ment and a large and steadily growing volume of real in-
come and effective demand, developing the full use of the
resources of the world and expanding the production and
exchange of goods, 

Being desirous of contributing to these objectives by
entering into reciprocal and mutually advantageous ar-
rangements directed to the substantial reduction of tariffs
and other barriers to trade and to the elimination of dis-
criminatory treatment in international commerce, 

PART I

Article I

General Most-Favoured-Nation Treatment

With respect to customs duties and charges of any kind
imposed on or in connection with importation or expor-
tation or imposed on the international transfer of pay-
ments for imports or exports, and with respect to the
method of levying such duties and charges, and with re-
spect to all rules and formalities in connection with im-
portation and exportation, and with respect to all matters
referred to in paragraphs 2 and 4 of Article III [ed. note:
paragraphs concerned with domestic taxation and regu-
lation], any advantage, favour, privilege or immunity
granted by any contracting party to any product originat-
ing in or destined for any other country shall be accorded
immediately and unconditionally to the like product
originating in or destined for the territories of all other
contracting parties.

THE MARSHALL PLAN

INTRODUCTION It had become clear by 1947 that Europe
faced extraordinary recovery problems after World War
II. The Marshall Plan, offered by U.S. President Harry S.
Truman’s secretary of state, General George Marshall,
was a grant of resources conditional upon the develop-
ment by the Europeans of a coordinated recovery plan
to use those resources efficiently. As originally proposed,
the plan included nations in the Soviet sphere, but the
offer was declined by those nations on orders from Jo-
seph Stalin. The participating European nations created
the Committee on European Economic Cooperation
(CEEC), which was a great success. With U.S.$12 billion
of direct aid, Western European recovered quickly; by
1951 every CEEC nation had higher industrial production
than during their best interwar years. Eventually the
CEEC became the Organization on European Economic
Cooperation (OEEC), and today it is known as the Orga-
nization for Economic Cooperation and Development
(OECD), of which the United States is a member.
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The Marshall Plan was a striking accomplishment with
far-reaching positive effects. This experience of success-
ful international economic cooperation led to a tradition
of foreign aid given every year by the United States and
other developed nations. Furthermore, cooperating Euro-
peans seized the opportunity to integrate economically:
in 1953 the European Coal-Steel Community (ECSC) was
created, and in 1958 the ECSC partners signed the Treaty
of Rome, which produced the European Economic Com-
munity (EEC)—now the European Union. All these
alignments were outcomes of the Marshall Plan. Mar-
shall’s words to the U.S. Congress on June 30, 1947 reveal
his thinking. ■

In considering the requirements for the rehabilita-
tion of Europe the physical loss of life, the visible destruc-
tion of cities, factories, mines, and railroads was correctly
estimated, but it has become obvious during recent
months that this visible destruction was probably less se-
rious than the dislocation of the entire fabric of European
economy. For the past 10 years conditions have been
highly abnormal. The feverish maintenance of the war ef-
fort engulfed all aspects of national economics. Machine-
ry has fallen into disrepair or is entirely obsolete. Under
the arbitrary and destructive Nazi rule, virtually every
possible enterprise was geared into the German war ma-
chine. Long-standing commercial ties, private institu-
tions, banks, insurance companies and shipping compa-
nies disappeared, through the loss of capital, absorption
through nationalization or by simple destruction. In
many countries, confidence in the local currency has
been severely shaken. The breakdown of the business
structure of Europe during the war was complete. Recov-
ery has been seriously retarded by the fact that 2 years
after the close of hostilities a peace settlement with Ger-
many and Austria has not been agreed upon. But even
given a more prompt solution of these difficult problems,
the rehabilitation of the economic structure of Europe
quite evidently will require a much longer time and
greater effort than had been foreseen.

There is a phase of this matter which is both interest-
ing and serious. The farmer has always produced the
foodstuffs to exchange with the city dweller for the other
necessities of life. This division of labor is the basis of
modern civilization. At the present time it is threatened
with breakdown. The town and city industries are not
producing adequate goods to exchange with the food-
producing farmer. Raw materials and fuel are in short
supply. Machinery is lacking or worn out. The farmer or
the peasant cannot find the goods for sale which he de-
sires to purchase. So the sale of his farm produce for
money which he cannot use seems to him unprofitable
transaction. He, therefore, has withdrawn many fields
from crop cultivation and is using them for grazing. He
feeds more grain to stock and finds for himself and his

family an ample supply of food, however short he may
be on clothing and the other ordinary gadgets of civiliza-
tion. Meanwhile people in the cities are short of food and
fuel. So the governments are forced to use their foreign
money and credits to procure these necessities abroad.
This process exhausts funds which are urgently needed
for reconstruction. Thus a very serious situation is rapid-
ly developing which bodes no good for the world. The
modern system of the division of labor upon which the
exchange of products is based is in danger of breaking
down.

The truth of the matter is that Europe’s require-
ments for the next 3 or 4 years of foreign food and other
essential products—principally from America—are so
much greater than her present ability to pay that she
must have substantial additional help, or face economic,
social, and political deterioration of a very grave charac-
ter.

The remedy lies in breaking the vicious circle and re-
storing the confidence of the European people in the eco-
nomic future of their own countries and of Europe as a
whole. The manufacturer and the farmer throughout
wide areas must be able and willing to exchange their
products for currencies the continuing value of which is
not open to question. . .

It is already evident that, before the United States
Government can proceed much further in its efforts to
alleviate the situation and help start the European world
on its way to recovery, there must be some agreement
among the countries of Europe as to the requirements of
the situation and the part those countries themselves will
take in order to give proper effect to whatever action
might be undertaken by this Government. It would be
neither fitting nor efficacious for this Government to un-
dertake to draw up unilaterally a program designed to
place Europe on its feet economically. This is the business
of the Europeans. The initiative, I think, must come from
Europe. The role of this country should consist of friend-
ly aid in the drafting of a European program so far as it
may be practical for us to do so. The program should be
a joint one, agreed to by a number, if not all European
nations.

THE NAVIGATION ACTS

INTRODUCTION After the close of the English Civil War, En-
gland sought to regain control over its American trade,
which it had lost to the Dutch and French in the 1640s.
It did so largely by passing one ordinance and four laws
between 1651 and 1696. The first statute, a reenactment
of a 1651 measure, required all goods brought into En-
gland to be imported only in English ships; enumerated
commodities were to be exported only to English lands.
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The 1663 Staple Act stipulated that, with a few excep-
tions, European goods had to be exported to English col-
onies through English ports. The 1673 act set customs
duties for overseas possessions and ordered the creation
of a customs service to collect them. The last major stat-
ute, the 1696 Act of Trade and Plantations, set up admi-
ralty courts in England’s colonies and thereby strength-
ened central control over matters of trade and revenue.
Taken together, these four statutes succinctly expressed
prevailing mercantilist thinking by erecting what was
then thought to be an exclusionary commercial system
that would strengthen England and weaken her rivals. ■

For the increase of shipping and encouragement of
the navigation of this nation wherein, under the good
providence and protection of God, the wealth, safety, and
strength of this kingdom is so much concerned; be it en-
acted by the king’s most excellent Majesty, and by the
Lords and Commons in this present Parliament assem-
bled, and by the authority thereof, that from and after the
first day of December, one thousand six hundred and
sixty, and from thence forward, no goods or commodi-
ties whatsoever shall be imported into or exported out of
any lands, islands, plantations, or territories to his Majes-
ty belonging or in his possession, or which may hereafter
belong unto or be in the possession of his Majesty, his
heirs, and successors, in Asia, Africa, or America, in any
other ship or ships, vessel or vessels whatsoever, but in
such ships or vessels as do truly and without fraud belong
only to the people of England or Ireland, dominion of
Wales or town of Berwick upon Tweed, or are of the built
of and belonging to any the said lands, islands, planta-
tions, or territories, as the proprietors and right owners
thereof, and whereof the master and three fourths of the
mariners at least are English; under the penalty of the for-
feiture and loss of all the goods and commodities which
shall be imported into or exported out of any the afore-
said places in any other ship or vessel, as also of the ship
or vessel, with all its guns, furniture, tackle, ammunition,
and apparel; one third part thereof to his Majesty, his
heirs and successors; one third part to the governor of
such land, plantation, island, or territory where such de-
fault shall be committed, in case the said ship or goods
be there seized, or otherwise that third part also to his
Majesty, his heirs and successors; and the other third part
to him or them who shall seize, inform, or sue for the
same in any court of record, by bill, information, plaint,
or other action, wherein no essoin, protection, or wager
of law shall be allowed; and all admirals and other com-
manders at sea of any the ships of war or other ship hav-
ing commission from his Majesty or from his heirs or
successors, are hereby authorized and strictly required to
seize and bring in as prize all such ships or vessels as shall
have offended contrary hereunto, and deliver them to the
court of admiralty, there to be proceeded against; and in

case of condemnation, one moiety of such forfeitures
shall be to the use of such admirals or commanders and
their companies, to be divided and proportioned
amongst them according to the rules and orders of the
sea in case of ships taken prize; and the other moiety to
the use of his Majesty, his heirs and successors.

II. And be it enacted, that no alien or person not
born within the allegiance of our sovereign lord the king,
his heirs and successors, or naturalized, or made a free
denizen, shall from and after the first day of February,
which will be in the year of our Lord one thousand six
hundred sixty-one, exercise the trade or occupation of a
merchant or factor in any the said places; upon pain of
the forfeiture and loss of all his goods and chattels, or
which are in his possession; one third to his Majesty, his
heirs and successors; one third to the governor of the
plantation where such person shall so offend; and the
other third to him or them that shall inform or sue for
the same in any of his Majesty’s courts in the plantation
where such offence shall be committed; and all governors
of the said lands, islands, plantations, or territories, and
every of them, are hereby strictly required and com-
manded, and all who hereafter shall be made governors
of any such islands, plantations, or territories, by his Maj-
esty, his heirs or successors, shall before their entrance
into their government take a solemn oath to do their ut-
most, that every the afore-mentioned clauses, and all the
matters and things therein contained, shall be punctually
and bona fide observed according to the true intent and
meaning thereof; and upon complaint and proof made
before his Majesty, his heirs or successors, or such as shall
be by him or them thereunto authorized and appointed,
that any the said governors have been willingly and wit-
tingly negligent in doing their duty accordingly, that the
said governor so offending shall be removed from his
government.

III. And it is further enacted by the authority afore-
said, that no goods or commodities whatsoever, of the
growth, production or manufacture of Africa, Asia, or
America, or of any part thereof, or which are described
or laid down in the usual maps or cards of those places,
be imported into England, Ireland, or Wales, islands of
Guernsey and Jersey, or town of Berwick upon Tweed,
in any other ship or ships, vessel or vessels whatsoever,
but in such as do truly and without fraud belong only to
the people of England or Ireland, dominion of Wales, or
town of Berwick upon Tweed, or of the lands, islands,
plantations or territories in Asia, Africa, or America, to
his Majesty belonging, as the proprietors and right own-
ers thereof, and whereof the master, and three fourths at
least of the mariners are English; under the penalty of the
forfeiture of all such goods and commodities, and of the
ship or vessel in which they were imported, with all her
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guns, tackle, furniture, ammunition, and apparel; one
moiety to his Majesty, his heirs and successors; and the
other moiety to him or them who shall seize, inform or
sue for the same in any court of record, by bill, informa-
tion, plaint or other action wherein no essoin, protection
or wager of law shall be allowed.

XVIII. And it is further enacted by the authority
aforesaid, that from and after the first day of April, which
shall be in the year of our Lord one thousand six hundred
sixty-one, no sugars, tobacco, cotton-wool, indigoes, gin-
ger, fustic, or other dyeing wood, of the growth, produc-
tion, or manufacture of any English plantations in Amer-
ica, Asia, or Africa, shall be shipped, carried, conveyed,
or transported from any of the said English plantations
to any land, island, territory, dominion, port, or place
whatsoever, other than to such other English plantations
as do belong to his Majesty, his heirs and successors, or
to the kingdom of England or Ireland, or principality of
Wales, or town of Berwick upon Tweed, there to be laid
on shore; under the penalty of the forfeiture of the said
goods, or the full value thereof, as also of the ship, with
all her guns, tackle, apparel, ammunition, and furniture;
the one moiety to the king’s Majesty, his heirs and suc-
cessors, and the other to moiety to him or them that shall
seize, inform, or sue for the same in any court of record,
by bill, plaint, or information, wherein no ession, protec-
tion, or wager of law shall be allowed. . . 

XIX. And be it further enacted by the authority
aforesaid, that for every ship or vessel, which from and
after the five and twentieth day of December in the year
of our Lord one thousand six hundred and sixty shall set
sail out of or from England, Ireland, Wales, or town of
Berwick upon Tweed, for any English plantation in
America, Asia, or Africa, sufficient bond shall be given
with one surety to the chief officers of the custom-house
and such port of place from whence the said ship shall
set sail, to the value of one thousand pounds, if the ship
be of less burden that one hundred tons; and of the sum
of two thousand pounds, if the ship shall be of greater
burden; that in case the said ship or vessel shall load any
of the said commodities at any of the said English planta-
tions, that the same commodities shall be by the said ship
brought to some port of England, Ireland, Wales, or to
the port or town of Berwick upon Tweed, and shall there
unload and put on shore the same, the danger of the seas
only expected; and for all ships coming from any other
port or place to any of the aforesaid plantations, who by
this act are permitted to trade there, that the governor of
such English plantations shall before the said ship or ves-
sel be permitted to load on board any of the said com-
modities, take bond in manner and to the value aforesaid,
for each respective ship or vessel, that such ship or vessel
shall carry all the aforesaid goods that shall be laden on

board in the said ship to some other of his Majesty’s En-
glish plantations, or to England, Ireland, Wales, or town
of Berwick upon Tweed; and that every ship or vessel
which shall load or take on board any of the aforesaid
goods, until such bond given to the said governor, or cer-
tificate produced from the officers of any custom-house
of England, Ireland, Wales, or of the town of Berwick,
that such bonds have been there duly given, shall be for-
feited with all her guns, tackle, apparel, and furniture, to
be employed and recovered in manner as aforesaid; and
the said governors and every of them shall twice in every
year after the first day of January one thousand six hun-
dred and sixty, return true copies of all such bonds by
him so taken, to the chief officers of the custom in Lon-
don.

Navigation Act of July 27, 1663

V. And in regard his Majesty’s plantations beyond the
seas are inhabited and peopled by his subjects of this his
kingdom of England; for the maintaining a greater corre-
spondence and kindness between them, and keeping
them in a firmer dependence upon it, and rendering
them yet more beneficial and advantageous unto it in the
further employment and increase of English shipping
and seamen, vent of English woollen and other manufac-
tures and commodities, rendering the navigation to and
from the same more safe and cheap, and making this
kingdom a staple, not only of the commodities of those
plantations, but also of the commodities of other coun-
tries and places, for the supplying of them; and it being
the usage of other nations to keep their plantations trade
to themselves.

VI. Be it enacted, and it is hereby enacted, that from
and after the five and twentieth day of March one thou-
sand six hundred sixty-four, no commodity of the
growth, production, or manufacture of Europe shall be
imported into any land, island, plantation, colony, terri-
tory, or place to his Majesty belonging, or which shall
hereafter belong unto or be in the possession of his Maj-
esty, his heirs and successors, in Asia, Africa, or America
(Tangier only expected) but what shall be bona fide, and
without fraud, laden and shipped in England, Wales, or
the town of Berwick upon Tweed, and in English built
shipping . . .; and whereof the master and three fourths
of the mariners at least are English, and which shall be
carried directly thence to the said lands, islands, planta-
tions, colonies, territories, or places, and from no other
place or places whatsoever; any law, statute, or usage to
the contrary notwithstanding; under the penalty of the
loss of all such commodities of the growth, production,
or manufacture of Europe, as shall be imported into any
of them from any other place whatsoever, by land or
water; and if by water, of the ship or vessel also in which
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they were imported, with all her guns, tackle, furniture,
ammunition, and apparel; one third part to his Majesty,
his heirs and successors; one third part to the governor
of such land, island, plantation, colony, territory, or
place, into which such goods were imported, if the said
ship, vessel, or goods be there seized or informed against
and sued for; or otherwise that third part also to his Maj-
esty, his heirs and successors; and the other third part to
him or them who shall seize, inform, or sue for the same
in any of his Majesty’s courts in such of the said lands,
islands, colonies, plantations, territories, or places where
the offence was committed, or in any court of record in
England, by bill, information, plaint, or other action,
wherein no essoin, protection, or wager of law shall be
allowed.

VII. Provided always, and be it hereby enacted by the
authority aforesaid, that it shall and may be lawful to ship
and lade in such ships, and so navigated, as in the forego-
ing clause is set down and expressed, in any part of Eu-
rope, salt for the fisheries of New England and New-
foundland, and to ship and lade in the Madeira’s wines
of the growth thereof, and to ship and lade in the West-
ern islands of Azores wines of the growth of the said is-
lands, and to ship and take in servants or horses in Scot-
land or Ireland, and to ship or lade in Scotland all sorts
of victual of the growth or production of Scotland, and
to ship or lade in Ireland all sorts of victual of the growth
or production of Ireland, and the same to transport into
any of the said lands, islands, plantations, colonies, terri-
tories, or places; anything in the foregoing clause to the
contrary in any wise notwithstanding.

VIII. And for the better prevention of frauds, be it
enacted and it is hereby enacted, that from and after the
five and twentieth day of March one thousand six hun-
dred sixty and four, every person or persons importing
by land any goods or commodities whatsoever into any
the said lands, islands, plantations, colonies, territories,
or places, shall deliver to the governor of such land, is-
land, plantation, colony, territory, or place, or to such
person or officer as shall be by him thereunto authorized
and appointed, within four and twenty hours after such
importation, his and their names and surnames, and a
true inventory and particular of all such goods or com-
modities, and no ship or vessel coming to any such land,
island, plantation, colony, territory, or place, shall lade
or unlade any goods or commodities whatsoever, until
the master or commander of such ship or vessel shall first
have made known to the governor of such land, island,
plantation, colony, territory, or place, or such other per-
son or officer as shall be by him thereunto authorized
and appointed, the arrival of the said ship or vessel, with
her name, and the name and surname of her master or
commander, and have shown to him that she is an En-

glish built ship, or made good by producing such certifi-
cate, as abovesaid, that she is a ship or vessel bona fide
belonging to England, Wales, or the town of Berwick, and
navigated with an English master, and three fourth parts
of the mariners at least Englishmen, and have delivered
to such governor or other person or officer a true and
perfect inventory or invoice of her lading, together with
the place or places in which the said goods were laden or
taken into the said ship or vessel. . .

Navigation Act of April 10, 1696

Whereas notwithstanding divers acts made for the en-
couragement of the navigation of this kingdom, . . . great
abuses are daily committed to the prejudice of the En-
glish navigation, and the loss of a great part of the planta-
tion trade to this kingdom, by the artifice and cunning
of ill-disposed persons; for remedy whereof for the
future. . . .

II. Be it enacted, . . . that after the five and twentieth
day of March, one thousand six hundred and ninety-
eight, no goods or merchandises whatsoever shall be im-
ported into, or exported out of, any colony or plantation
. . . or shall be laden in, or carried from any one port or
place in the said colonies or plantations to any other port
or place in the same, the kingdom of England, dominion
of Wales, or towns of Berwick upon Tweed, in any ship
or bottom but what is or shall be of the built of England,
or of the built of Ireland, or the said colonies or planta-
tions, and wholly owned by the people thereof, or any of
them, and navigated with the masters and three fourths
of the mariners of the said places only (except such ships
only as are or shall be taken as prize, and condemnation
thereof made in one of the courts of admiralty in En-
gland, Ireland, or the said colonies or plantations, to be
navigated by the master and three-fourths of the mari-
ners English, or of the said plantations as aforesaid, and
whereof the property doth belong to Englishmen; and
also except for the space of three years, such foreign built
ships as shall be employed by the commissioners of his
Majesty’s navy for the time being, or upon contract with
them, in bringing only masts, timber, and other naval
stores for the king’s service from his Majesty’s colonies
or plantations to this kingdom, to be navigated as afore-
said, and whereof the property doth belong to English-
men), under pain of forfeiture of ship and goods; one
third part whereof to be to the use of his Majesty, his
heirs and successors, one third part to the governor of the
said colonies or plantations, and the other third part to
the person who shall inform and sue for the same, by bill,
plaint or information, in any of his Majesty’s courts of
record at Westminster, or in any court in his Majesty’s
plantations, where such offence shall be
committed. . . .
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IV. Colonial governors were required to take an oath
by the Navigation Act of 1660 to enforce the clauses of
the Act preceding the oath, but were not “strictly obliged
by that oath to put in execution the subsequent clauses
of the said act, although some of the clauses following are
of great importance, and tend greatly to the security of
the plantation trade” and since other laws have been
passed since then for regulating and securing the planta-
tion trade, all present and future governors and com-
manders-in-chief in the colonies must take an oath to do
their utmost to enforce all the acts of Parliament relating
to the colonies and plantations. If any governor or com-
mander-in-chief neglects to take the oath or is “wittingly
or willingly negligent” he shall be removed from office
and forfeit one thousand pounds sterling.

V. Whereas by the Navigation Act of 1663 colonial
governors were empowered to appoint an officer to carry
out provisions of the Act, which officer “is there com-
monly known by the name of the naval officer” and
whereas through connivance or negligence, frauds and
abuses have been committed, all such officers must give
security to the Commissioner of Customs in England for
the faithful performance of their duty. Colonial gover-
nors are to be answerable for “offenses, neglects or mis-
demeanours” of persons appointed by them.

VI. And for the more effectual preventing of frauds,
and regulating abuses in the plantation trade in America,
be it further enacted by the authority aforesaid, that all
ships coming into, or going out of, any of the said planta-
tions, and lading or unlading any goods or commodities,
whether the same be his Majesty’s ships of war, or mer-
chant ships, and the masters and commanders thereof,
and their ladings, shall be subject and liable to the same
rules, visitations, searches, penalties, and forfeitures, as
to the entering, lading or discharging their respective
ships and ladings, as ships and their ladings, and the
commanders and masters of ships, are subject and liable
unto in this kingdom, by virtue of an act of Parliament
made in the fourteenth year of the reign of King Charles
the second, entitled, An Act for preventing frauds, and
regulating abuses in his Majesty’s customs; and that the
officers for collecting and managing his Majesty’s reve-
nue, and inspecting the plantation trade, in any of the
said plantations, shall have the same powers and authori-
ties, for visiting and searching of ships, and taking their
entries, and for seizing and securing or bringing on shore
any of the goods prohibited to be imported or exported
into or out of any the said plantations, or for which any
duties are payable, or ought to have been paid, by any of
the before mentioned acts, as are provided for the officers
of the customs in England by the said last mentioned act
made in the fourteenth year of the reign of King Charles
the second, and also to enter houses or warehouses, to

search for and seize any such goods; and that all the
wharfingers, and owners of quays and wharfs, or any
lightermen, bargemen, watermen, porters, or other per-
sons assisting in the conveyance, concealment or rescue
of any of the said goods, or in the hindering or resistance
of any of the said officers in the performance of their
duty, and the boats, barges, lighters, or other vessels, em-
ployed in the conveyance of such goods, shall be subject
to the like pains and penalties as are provided by the same
act made in the fourteenth year of the reign of King
Charles the second, in relation to prohibited or uncus-
tomed goods in this kingdom; and that the like assistance
shall be given to the said officers in the execution of their
office, as by the said last mentioned act is provided for
the officers in England; and also that the said officers shall
be subject to the same penalties and forfeitures, for any
corruptions, frauds, connivances, or concealments, in vi-
olation of any the before mentioned laws, as any officers
of the customs in England are liable to, by virtue of the
said last mentioned act; and also that in case any officer
or officers in the plantations shall be sued or molested for
any thing done in the execution of their office, the said
officer shall and may plead the general issue, and shall
give this or other custom acts in evidence, and the judge
to allow thereof, have and enjoy the like privileges and
advantages, as are allowed by law to the officers of his
Majesty’s customs in England.

VII. And it is hereby further enacted, that all the pen-
alties and forfeitures before mentioned, not in this act
particularly disposed of, shall be one third part to the use
of his Majesty, his heirs and successors, and one third
part to the governor of the colony or plantation where
the offence shall be committed, and the other third part
to such person or persons as shall sue for the same, to
be recovered in any of his Majesty’s courts at Westmin-
ster, or in the kingdom of Ireland, or in the court of ad-
miralty held in his Majesty’s plantations respectively,
where such offence shall be committed, at the pleasure
of the officer of informer, or in any other plantation be-
longing to any subject of England, wherein no essoin,
protection, or wager of law, shall be allowed; and that
where any question shall arise concerning the importa-
tion or exportation of any goods into or out of the said
plantations, in such case the proof shall lie upon the
owner or claimer, and the claimer shall be reputed the
importer or owner thereof.

VIII. And whereas in some of his Majesty’s American
plantations, a doubt or misconstruction has arisen upon
the before mentioned act, made in the five and twentieth
year of the reign of King Charles the second, whereby cer-
tain duties are laid upon the commodities therein enu-
merated (which by law may be transported from one
plantation to another for the supply of each others
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wants), as if the same were by the payment of those duties
in one plantation, discharged from giving the securities
intended by the aforesaid acts, made in the twelfth, two
and twentieth, and three and twentieth years of the reign
of King Charles the second, and consequently be at liber-
ty to go to any foreign market in Europe, without coming
to England, Wales, or Berwick; it is hereby further enact-
ed and declared, that notwithstanding the payment of the
aforesaid duties in any of the said plantations, none of
the said goods shall be shipped or laden on board, until
such security shall be given as is required by the said acts,
made in the twelfth, two and twentieth and three and
twentieth years of the reign of King Charles the second,
to carry the same to England, Wales or Berwick, or to
some other of his Majesty’s plantations, and so toties quo-
ties, as any of the said goods shall be brought to be re-
shipped or laden in any of the said plantations, under the
penalty and forfeiture of ship and goods, to be divided
and disposed of as aforesaid. . . .

XVI. Persons claiming any right or propriety in any
islands or tracts of land upon the continent of America,
by charter or letters patent, shall not sell them to any
other than natural-born subjects of England, Ireland,
Wales, or Berwick without prior consent of the Crown
by order in council. Governors nominated or appointed
by such proprietors to be approved of by the king and
take the oaths required of governors in the king’s other
colonies, before entering upon the government.

XVII. And for a more effectual prevention of frauds
which may be used to elude the intention of this act, by
colouring foreign ships under English names; be it fur-
ther enacted by the authority aforesaid, that from and
after the five and twentieth day of March, which shall be
in the year of our Lord one thousand six hundred ninety-
eight, no ship or vessel whatsoever shall be deemed or
pass as a ship of the built of England, Ireland, Wales, Ber-
wick, Guernsey, Jersey, or any of his Majesty’s planta-
tions in America, so as to be qualified to trade to, from,
or in any of the plantations, until the person or persons
claiming property in such ship or vessel shall register the
same . . . with proper proof and oath of ownership as
herein prescribed. . . .

XIX. Ships taken at sea and condemned as prizes in
the High Court of Admiralty to be specially registered,
with proper oaths and proof of entire English ownership,
before being allowed the privileges of an English built
ship. . . .

XXI. No ship’s name registered shall be changed
without new registration. Such new registration also is
required if ownership is transferred to another port. If
there is any change of ownership in the same port, by the
sale of one or more shares in any registered ship, this is
to be acknowledged by endorsement on the registration

certificate before two witnesses, to prove that the entire
ownership remains English.

THE RECIPROCITY TREATY OF 1854
INTRODUCTION The 1854 Reciprocity Treaty, negotiated by

the British on behalf of its North American colonies, was
intended to promote free trade between Canada and the
United States. The basic terms provided for mutual free
trade in all natural products, allowed U.S. vessels to use
the St. Lawrence River for the same tolls as Canadian ves-
sels, and bestowed some mutual rights in regard to fish-
ing in coastal waters. Although the treaty was regarded
as a major political action when undertaken, dissatisfac-
tion with its terms—mainly by unprotected groups in the
United States in response to Canadian decisions to try to
increase exports while limiting imports—and Canada’s
introduction of tariffs on manufacturing after 1858, led
to U.S. abrogation in 1866. It seems doubtful that the
treaty had a dramatic impact on either country. ■

[2ND SESSION, 61ST CONGRESS, SENATE
DOCUMENTS, NO. 357]

The Government of the United States being equally de-
sirous with Her Majesty the Queen of Great Britain to
avoid further misunderstanding between their respective
citizens and subjects in regard to the extent of the right
of fishing on the coasts of British North America, secured
to each by Article I of a convention between the United
States and Great Britain signed at London on the 20th
day of October, 1818; and being also desirous to regulate
the commerce and navigation between their respective
territories and people, and more especially between Her
Majesty’s possessions in North America and the United
States, in such manner as to render the same reciprocally
beneficial and satisfactory, have, respectively, named
Plenipotentiaries to confer and agree thereupon, that is
to say: The President of the United States of America,
William L. Marcy, Secretary of State of the United States,
and Her Majesty the Queen of the United Kingdom of
Great Britain and Ireland, James, Earl of Elgin and Kin-
cardine, Lord Bruce and Elgin, a peer of the United King-
dom, Knight of the most ancient and most noble Order
of the Thistle, and Governor General in and over all Her
Britannic Majesty’s provinces on the continent of North
America, and in and over the island of Prince Edward;

Who, after having communicated to each other their
respective full powers, found in good and due form, have
agreed upon the following Articles:

ARTICLE I
It is agreed by the high contracting parties that in addi-
tion to the liberty secured to the United States fishermen
by the above-mentioned convention of October 20, 1818,
of taking, curing and drying fish on certain coasts of the
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British American Colonies therein defined, the inhabi-
tants of the United States shall have, in common with the
subjects of Her Britannic Majesty, the liberty to take fish
of every kind, except shell-fish, on the sea-coasts and
shores, and in the bays, harbors, and creeks of Canada,
New Brunswick, Nova Scotia, Prince Edward’s Island,
and of the several islands thereunto adjacent, without
being restricted to any distance from the shore, with per-
mission to land upon the coasts and shores of those colo-
nies and the islands thereof, and also upon the Magdalen
Islands, for the purpose of drying their nets and curing
their fish; provided that, in so doing, they do not interfere
with the rights of private property, or with British fisher-
men, in the peaceable use of any part of the said coast in
their occupancy for the same purpose.

It is understood that the above-mentioned liberty
applies solely to the sea fishery, and that the salmon and
shad fisheries, and all fisheries in rivers and the mouths
of rivers, are hereby reserved exclusively for British fish-
ermen.

And it is further agreed that, in order to prevent or
settle any disputes as to the places to which the reserva-
tion of exclusive right to British fishermen contained in
this Article, and that of fishermen of the United States
contained in the next succeeding Article, apply, each of
the high contracting parties, on the application of either
to the other, shall, within six months thereafter, appoint
a Commissioner. The said Commissioners, before pro-
ceeding to any business, shall make and subscribe a sol-
emn declaration that they will impartially and carefully
examine and decide, to the best of their judgment, and
according to justice and equity, without fear, favor, or af-
fection to their own country, upon all such places as are
intended to be reserved and excluded from the common
liberty of fishing under this and the next succeeding Arti-
cle; and such declaration shall be entered on the record
of their proceedings.

The Commissioners shall name some third person
to act as an Arbitrator or Umpire in any case or cases on
which they may themselves differ in opinion. If they
should not be able to agree upon the name of such third
person, they shall each name a person, and it shall be de-
termined by lot which of the two persons so named shall
be the Arbitrator or Umpire in cases of difference or dis-
agreement between the Commissioners. The person so to
be chosen to be Arbitrator or Umpire shall, before pro-
ceeding to act as such in any case, make and subscribe
a solemn declaration in a form similar to that which shall
already have been made and subscribed by the Commis-
sioners, which shall be entered on the record of their pro-
ceedings. In the event of the death, absence, or incapacity
of either of the Commissioners, or of the Arbitrator or
Umpire, another and different person shall be appointed

or named as aforesaid to act as such Commissioner, Arbi-
trator, or Umpire, in the place and stead of the person
so subscribe such declaration as aforesaid.

Such Commissioners shall proceed to examine the
coasts of the North American provinces and of the Unit-
ed States, embraced within the provision of the first and
second articles of this treaty, and shall designate the
places reserved by the said articles from the common
right of fishing therein.

The decision of the Commissioners and of the Arbi-
trator or Umpire shall be given in writing in each case,
and shall be signed by them respectively.

The high contracting parties hereby solemnly engage
to consider the decision of the Commissioners conjoint-
ly, of the Arbitrator or Umpire, as the case may be, as ab-
solutely final and conclusive in each case decided upon
by them or him respectively.

ARTICLE II
It is agreed by the high contracting parties that British
subjects shall have, in common with the citizens of the
United States, the liberty to take fish of every kind, except
shell-fish, on the eastern sea-coasts and shores of the
United States north of the 36th parallel of north latitude,
and on the shores of the several islands thereunto adja-
cent, and in the bays, harbors, and creeks of the said sea-
coast and shores of the United States and of the said is-
lands, without being restricted to any distance from the
shore, with permission to land upon the said coasts of the
United States and of the islands aforesaid, for the purpose
of drying their nets and curing their fish; provided that,
in so doing, they do not interfere with the rights of pri-
vate property, or with the fishermen of the United States,
in the peaceable use of any part of the said coasts in their
occupancy for the same purpose.

It is understood that the above-mentioned liberty
applies solely to the sea fishery, and that salmon and shad
fisheries, and all fisheries in rivers and mouths of rivers,
are hereby reserved exclusively for fishermen of the Unit-
ed States.

ARTICLE III
It is agreed that the articles enumerated in the schedule
hereunto annexed, being the growth and produce of the
aforesaid British Colonies or of the United States, shall
be admitted into each country respectively free of duty:

Schedule.

Grain, flour, and breadstuffs, of all kinds.

Animals of all kinds.

Fresh, smoked, and salted meats. 

Cotton-wool, seeds, and vegetables. 

Undried fruits, dried fruits. 
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Fish of all kinds. 

Products of fish, and of all creatures living in the
water. 

Poultry, eggs. 

Hides, furs, skins, or tails, undressed. 

Stone or marble, in its crude or unwrought state. 

Slate. 

Butter, cheese, tallow. 

Lard, horns, manures. 

Ores of metals, of all kinds. 

Coal. 

Pitch, tar, turpentine, ashes. 

Timber and lumber of all kinds, round, hewed, and
sawed, unmanufactured in whole or in part. 

Firewood. 

Plants, shrubs, and trees. 

Pelts, wool. 

Fish-oil. 

Rice, broom-corn, and bark. 

Gypsum, ground or unground. 

Hewn, or wrought, or unwrought burr or grind-
stones. 

Dyestuffs. 

Flax, hemp, and tow, unmanufactured. 

Unmanufactured tobacco. 

Rags.

ARTICLE IV
It is agreed that the citizens and inhabitants of the United
States shall have the right to navigate the St. Lawrence,
and the canals in Canada used as the means of communi-
cating between the great lakes and the Atlantic Ocean,
with their vessels, boats, and crafts, as fully and freely as
the subjects of Her Britannic Majesty, subject only to the
same tolls and other assessments as now are, or may here-
after be, exacted of Her Majesty’s said subjects; it being
understood, however, that the British Government re-
tains the right of suspending this privilege on giving due
notice thereof to the Government of the United States.

It is further agreed that if at any time the British
Government should exercise the said reserved right, the
Government of the United States shall have the right of
suspending, if it thinks fit, the operations of Art. III of
the present treaty, in so far as the province of Canada is
affected thereby, for so long as the suspension of the free
navigation of the River St. Lawrence or the canals may
continue.

It is further agreed that British subjects shall have the
right freely to navigate Lake Michigan with their vessels,
boats, and crafts so long as the privilege of navigating the
River St. Lawrence, secured to American citizens by the
above clause of the present article, shall continue; and the
Government of the United States further engages to urge
upon the State Governments to secure to the subjects of
Her Britannic Majesty the use of the several State canals
on terms of equality with the inhabitants of the United
States.

And it is further agreed that no export duty, or other
duty, shall be levied on lumber or timber of any kind cut
on that portion of the American territory in the State of
Maine watered by the River St. John and its tributaries,
and floated down that river to the sea, when the same is
shipped to the United States from the province of New
Brunswick.

ARTICLE V
The present treaty shall take effect as soon as the laws re-
quired to carry it into operation shall have been passed
by the Imperial Parliament of Great Britain and by the
Provincial Parliaments of those of the British North
American Colonies which are affected by this treaty on
the one hand, and by the Congress of the United States
on the other. Such assent having been given, the treaty
shall remain in force for ten years from the date at which
it may come into operation, and further until the expira-
tion of twelve months after either of the high contracting
parties shall give notice to the other of its wish to termi-
nate the same; each of the high contracting parties being
at liberty to give such notice to the other at the end of
the said term of ten years, or at any time afterwards.

It is clearly understood, however, that this stipula-
tion is not intended to affect the reservation made by Ar-
ticle IV of the present treaty, with regard to the right of
temporarily suspending the operations of Articles III and
IV thereof.

ARTICLE VI
And it is hereby further agreed that the provisions and
stipulations of the foregoing Articles shall extend to the
island of Newfoundland, so far as they are applicable to
that colony. But if the Imperial Parliament, the Provin-
cial Parliament of Newfoundland, or the Congress of the
United States shall not embrace in their laws, enacted for
carrying this treaty into effect, the colony of Newfound-
land, then this Article shall be of no effect; but the omis-
sion to make provision by law to give it effect, by either
of the legislative bodies aforesaid, shall not in any way
impair the remaining Articles of this treaty.

ARTICLE VII
The present treaty shall be duly ratified, and the mutual
exchange of ratification shall take place in Washington

The Reciprocity Treaty of 1854

H I S T O R Y  o f  WO R L D  T R A D E  s i n c e  1 4 5 0860



within six months from the date hereof, or earlier if pos-
sible.

In faith whereof we, the respective Plenipotentiaries,
have signed this treaty and have hereunto affixed our
seals.

Done in triplicate, at Washington, the fifth day of
June, anno Domini one thousand eight hundred and
fifty-four.

[Seal.] W. L. MARCY.

[Seal.] ELGIN and KINCARDINE.

SAMPLE OF A NATIVE TREATY

INTRODUCTION In the last quarter of the nineteenth century
Europeans became interested in acquiring colonies in Af-
rica, including the interior; previously, their activities had
been confined mostly to creating trading posts on the
coasts of Africa, and a few settlements at the northern-
most and southernmost ends of the continent.

In some cases, European governments took on colonial
conquest and rule directly, but often they preferred to
charter private companies to do this. This freed the Euro-
pean governments from the monetary costs of direct rule
and from embarrassing questions about how that rule
worked. Most of the merchants and financiers behind
these companies were interested in either mining conces-
sions or a variety of cash crops (especially in West Africa)
such as cocoa and palm oil. To maximize their profits the
companies tried to minimize their costs, which meant
ruling either indirectly, through “native chiefs,” or direct-
ly but in cooperation with them. Treaties such as the one
below—a standard form used by the British Royal Niger
Company during the 1880s and 1890s—were used to le-
galize such arrangements. Agreement was sometimes
given voluntarily, particularly by chiefs seeking protec-
tion from rivals, but it was often procured through force,
fraud, or both.

Over time, private companies gave way to formal colonial
governments supervised by London or other European
governments. However, these historical treaties are still
important even today, sometimes serving as evidence
in ongoing disputes about land ownership and sover-
eignty. ■

We, the undersigned Chiefs of.............., with the
view of bettering the condition of our country and peo-
ple, do this day cede to the Royal Niger Company (Char-
tered and Limited), for ever, the whole of our territory
extending from.................... 

We also give to the said Royal Niger Company
(Chartered and Limited) full power to settle all native
disputes arising from any cause whatever, and we pledge
ourselves not to enter into any war with other tribes
without the sanction of the said Royal Niger Company
(Chartered and Limited). 

We understand that the said Royal Niger Company
(Chartered and Limited) have full power to mine, farm,
and build in any portion of our country. 

We bind ourselves not to have any intercourse [i.e.,
transactions or communications] with any strangers or
foreigners except through the said Royal Niger Company
(Chartered and Limited). 

In consideration of the foregoing, the said Royal
Niger Company (Chartered and Limited) bind them-
selves not to interfere with any of the native laws or cus-
toms of the country, consistently with the maintenance
of order and good government 

The said Royal Niger Company (Chartered and Lim-
ited) agree to pay native owners of land a reasonable
amount for any portion they may require. 

The said Royal Niger Company (Chartered and Lim-
ited) bind themselves to protect the said Chiefs from the
attacks of any neighbouring aggressive tribes. 

The said Royal Niger Company (Chartered and Lim-
ited) also agree to pay the said Chiefs..................... native
value. 

We, the undersigned witnesses, do hereby solemnly
declare that the..................... Chiefs whose names are
placed opposite their respective crosses have in our pres-
ence affixed their crosses of their own free will and con-
sent, and that the said...................... has in our presence
affixed his signature. 

Done in triplicate at....................... this..................day
of................., 188......

Declaration by Interpreter. 

I,...................... of.................., do hereby solemnly de-
clare that I am well acquainted with the language of
the.......................... country, and that of the........day
of........., 188....., I truly and faithfully explained the above
Agreement to all the Chiefs present, and that they under-
stood its meaning. 

UNITED NATIONS CONFERENCE ON TRADE
AND DEVELOPMENT

INTRODUCTION Established in 1964 and headquartered in
Geneva, Switzerland, the United Nations Conference on
Trade and Development (UNCTAD) has been the nucleus
of the United Nations’ programs on trade and develop-
ment. Since its founding UNCTAD has evolved into one
of the world’s most authoritative institutions with regard
to integrating less-developed countries into the global
economy through international trade. It helps to form
and inform current policy discussions by providing a
forum for debate, by collecting data and analyzing alter-
native policies, and by providing technical assistance to
individual countries. It interacts with all the member
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countries and with other U.N. organizations, especially
those concerned with regional economic development.
UNCTAD first met in Geneva from March to June 1964.
The excerpts below are from the preamble of the “Final
Act” of that first conference (section I, “Background,”
and section III, “Findings”). ■

FINAL ACT

FIRST PART—PREAMBLE
Section I

BACKGROUND

1. The States participating in the Conference are deter-
mined to achieve the high purposes embodied in the
United Nations Charter “to promote social progress and
better standards of life in larger freedom”; to seek a better
and more effective system of international economic co-
operation, whereby the division of the world into areas
of poverty and plenty may be banished and prosperity
achieved by all; and to find ways by which the human and
material resources of the world may be harnessed for the
abolition of poverty everywhere. In an age when scientific
progress has put unprecedented abundance within man’s
reach, it is essential that the flows of world trade should
help to eliminate the wide economic disparities among
nations. The international community must combine its
efforts to ensure that all countries—regardless of size, of
wealth, of economic and social system—enjoy the bene-
fits of international trade for their economic develop-
ment and social progress.

2. Recognizing that universal peace and prosperity
are closely linked and that the economic growth of the
developing countries will also contribute to the economic
growth of the developed countries, realizing the dangers
of a widening gulf in living standards between peoples,
and convinced of the benefits of international co-
operation with a view to helping the developing countries
to reach a higher standard of life, the States signatories
of this Final Act are resolved, in a sense of human solidar-
ity, “to employ international machinery for the promo-
tion of the economic and social advancement of all peo-
ples”.

3. In endorsing the decision to convene the United
Nations Conference on Trade and Development, the
General Assembly of the United Nations was motivated
by certain basic considerations. Economic and social
progress throughout the world depends in large measure
on a steady expansion in international trade. The exten-
sive development of equitable and mutually advanta-
geous international trade creates a good basis for the es-

tablishment of neighbourly relations between States,
helps to strengthen peace and an atmosphere of mutual
confidence and understanding among nations, and pro-
motes higher living standards and more rapid economic
progress in all countries of the world. Finally, the acceler-
ated economic development of the developing countries
depends largely on a substantial increase in their share in
international trade. . . .

Section III

FINDINGS

The Conference has been guided by the following find-
ings:

16. World trade has expanded substantially in recent
years: the value of world exports has more than doubled
since 1950. The principal impulse for this growth has
been provided by the over-all expansion of the world
economy, aided by national and international action as
well as enormous scientific and technical progress and
the social and economic changes in the world.

17. The countries of the world did not share propor-
tionately in this expansion of international trade. While
exports of developing countries rose from $19,200 mil-
lion to $28,900 million between 1950 and 1962, that is
by 50 per cent, the expansion of exports from these coun-
tries proceeded at an appreciably lower rate than that of
the developed countries. As a result, the share of the de-
veloping countries in world exports declined steadily
from nearly one-third in 1950 to only slightly more than
one-fifths to two-thirds, and the centrally planned econ-
omies from 8 per cent to 13 per cent. One of the reasons
for the decline in the rate of expansion of world exports
from 8.4 per cent per annum in the early fifties to rather
less than 5 per cent in the early sixties is the inability of
the developing countries to attain a higher rate of export
expansion.

18. The difficulties experienced by developing coun-
tries in increasing the sale of their products at remunera-
tive prices in the markets of most of the highly industrial-
ized countries have placed a limit on the extent to which
they can purchase capital goods and machinery from the
developed countries, which in turn has contributed to a
slower rate of expansion of world trade than would have
been the case if the developing countries had been en-
abled to increase their exports at a faster rate. Further,
measures having discriminatory or protectionist effects
applied by certain developed countries have hampered
the development of the trade of developing countries and
of world trade in general.

United Nations Conference on Trade and Development
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Acceptance credit: form of credit provided by institu-
tions known as Accepting Houses. Used in interna-
tional commerce, it allows reputable traders to pur-
chase commodities from exporters in foreign locales.
An acceptance is a draft or bill-of-exchange where a
credit-worthy trader draws his/her credit on the Ac-
cepting House, which indicates its willingness to pay.
This can be readily discounted in the local market.

Accepting houses: especially in Britain, banks specializ-
ing in backing (accepting) clients’ bills of exchange,
allowing for favorable discount market rates. They
form part of the Accepting Houses Committee. 

Admiralty, board of: the governing body of the British
Royal Navy from 1628 until 1964. Six lords commis-
sioner made up the board. The “First Lord of the Ad-
miralty” was always a member of government. Four
other commissioners, the sea lords, were naval offi-
cers, while another was a civil lord. 

Appreciation: a rise in an asset’s value. 

Arbitrage: the process where something is bought in one
market and simultaneously sold in another market
in an attempt to profit from price differences. 

Asia-Pacific Economic Cooperation Community
(APEC): established 1989 to foster economic growth
and development in the Asia-Pacific region. A key
goal is the reduction of regional trade barriers and
tariffs. As of 2004 APEC had twenty-one member
nations. 

Asiento: a contract with the Spanish crown that granted
the holder a monopoly on the import and sale of
slaves to its colonies in the Americas. English mer-

chants won the annual asiento as part of the treaty
of Utrecht in 1713. 

Assurance: traditionally, coverage (often monetary) pro-
vided against misfortunes like death that inevitably
occur at some point in time. Differed from insur-
ance, which protected against events like theft and
natural disasters that might never happen. Today in-
surance is often used as a blanket term for both
forms of coverage. 

Astrolabe: an ancient navigational instrument. By the fif-
teenth century, when used with an astronomical
table, the astrolabe allowed mariners to calculate the
sun’s true elevation. Subtracting this number from
ninety degrees gave a ship’s north-south position or
latitude. Later replaced by the sextant. 

Autarchy: a national policy aimed at economic indepen-
dence and self-sufficiency. Under this system foreign
economic aid and imports are relied on as little as
possible. 

Autarky: see autarchy. 

Balance of payments: the difference between total re-
ceipts from foreign nations (exports) and total pay-
ments made to foreign nations (imports) during a
given period of time. There are customarily three ac-
counts. The “current account” that records the
movement of goods and services, the capital account
that records capital movements, and, if there is a
fixed exchange rate system, a foreign reserve ac-
count. Such balances can be calculated either be-
tween two countries or between a particular country
and the rest of the world. If receipts exceed pay-
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ments, there is a balance of payments surplus. If pay-
ments exceed receipts, there is a balance of payments
deficit. If deficits become chronic, the result could
become a balance of payments “crisis.” 

Balance of trade: the difference between the value of a
nation’s merchandise exports and imports. 

Bank credit: a credit allowed to an individual by a bank.
A person’s total bank credit is determined by the
lender institution based on the creditor’s meeting
the requisite security and ability to repay. A common
type of bank credit is a loan. Compare Trade credit.

Bank rate: interest rate charged by a central bank for
loans to commercial banks and other financial inter-
mediaries. This rate is one important indicator of the
direction of monetary policy in an economy. A relat-
ed rate in the United States is the federal funds rate,
the rate that banks charge other banks. 

Bilateralism: see bilateral trade. 

Bilateral trade: the exchange of goods or services be-
tween two parties. 

Bill of exchange: a negotiable instrument, similar to a
bank check, used to transfer funds from one person
to another. The key difference is that a bill of ex-
change is drawn by an individual against his or her
account with a business (not a bank) where the indi-
vidual has established some kind of credit balance.

Bill of lading: a receipt issued by a carrier of goods. Pres-
ented to the shipper, a bill of lading lists goods being
shipped, attests that such have been received, and
lays out the terms of delivery. 

Bimetallism: a monetary system based on two metals,
most often silver and gold, both of which are used
to define the value of a currency unit. Under a bime-
tallic regime gold and silver coins are circulated as
currency, with the larger denomination coins mint-
ed from gold and the smaller ones from silver. 

Bonded warehouse: a warehouse used to store goods
under bond until any duties or taxes owing on them
are paid. These goods are kept in the joint custody
of the importer, or his representatives, and customs
agents. 

Bretton Woods Agreement: a financial system worked
out at Bretton Woods, New Hampshire, in 1944. It
consisted of three institutions. The International
Monetary Fund (through which the post-World
War II fixed exchange rate system was mediated), the
International Bank for Reconstruction and Develop-
ment (better known as the World Bank), and the In-
ternational Trade Organization. The U.S. Senate re-
fused to ratify the latter’s charter, but it did enter the
General Agreement on Tariffs and Trade (see GATT)

in 1947. In 1995, GATT’s functions were folded into
a new institution, the World Trade Organization. 

Broker: performs a “middleman” function for a fee by
linking buyers and sellers of goods and services. 

Brokerage: see broker. 

Business cycle: the fluctuation of aggregate economic ac-
tivity. Cycles are customarily divided into four
phases: the upswing (a period of increasing GDP or
real GDP) that reaches a peak (the high point) after
which there is a downswing (a recession or depres-
sion) to the trough (the low point) after which there
is a new upswing. 

Buss: a two- or three-masted mediaeval European sailing
vessel. The name was not applied consistently to one
type of craft, but could refer to a merchant vessel of
fairly large size for the period. The name buss some-
times referred to herring fishery craft. 

Cameralism: a variety of mercantilism in which it was
believed that the only true measure of national pros-
perity is public revenue. 

Capital: the physical means of production. A country’s
capital stock is customarily measured as the replace-
ment cost of the plant and equipment used for cur-
rent production. The term is also applied to the fi-
nancial resources supplied for the purpose of
acquiring capital. 

Capitalism: an economic system based on private owner-
ship of property in general, capital in particular. Pro-
duction decisions are made and income is distribut-
ed as a result of a system of markets. 

Caravel: a three-masted sailing vessel of the fifteenth to
sixteenth centuries that set either triangle-shaped la-
teen sails or square sails, and had a stern rudder.
Many early explorers like Christopher Columbus re-
lied on caravels. 

Carrack: a European sailing vessel originating in the six-
teenth century. Three-masted with square sails. Also
known for their overhanging forecastles and round-
ed sterns. They were very seaworthy, providing the
basic design for sail craft through the 1800s. 

Carrying trade: the transport of commodities from one
locale to another over land or water. May be con-
ducted internally or between countries. 

Central bank: institutions that are charged with regulat-
ing the size of a nation’s money supply, the availabil-
ity and price of credit and the foreign exchange value
of a country’s currency. Central banks act as the fis-
cal agent of the government, regulate commercial
banking, and implement monetary policy. 

Chaebol: a Korean term for a company grouping based
around one parent firm. Companies in the group
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normally hold shares in each other and are frequent-
ly operated by a single family. 

Chartered companies: a firm founded under a govern-
ment grant (charter) giving it specified rights and
privileges to trade to and in a certain region. Char-
tered companies were often given monopolies in
their trade area, and were frequently established to
compete with foreign businesses. 

Chattel: personal, moveable property, usually excluding
real estate. 

Chicle: a type of gum produced by the sapodilla tree
(Manilkara zapota), a tropical evergreen native to
the Americas. The United States is the primary im-
porter of the product, used to make chewing gum.
Overexploitation has depleted the number of sapo-
dilla trees, forcing the substitution of other latex-
producing plants. 

Cobden-Chevalier Treaty: Signed between France and
Britain in 1860, it ended tariff duties on many of the
two nations’ important exchange goods, including
wine, fine silks and other textiles, coal and iron. The
treaty initiated a general move toward lower tariffs
that continued until the 1880s. 

Commercial bank (commercial banking): an institution
that provides banking services (checking and saving
accounts, loans, mortgages, etc.) to businesses, con-
sumers, and non-business institutions. Compare In-
vestment bank. 

Commercial imperialism: see imperialism. 

Commodity money: any commodity used as a medium
of exchange. Items are assigned a value in a commu-
nity’s money of account. Gold, copper and silver are
the best known examples. 

Communism: a political and economic system in which
all property is owned by the community and the dis-
tribution of income is to each according to his or her
need. This put the State in charge of organizing every
aspect of the economy, supposedly in the best inter-
ests of workers. The movement is based on the ideas
of Karl Marx (1818–1883) and Friedrich Engels
(1820–1895). A central tenant of communism was
the idea that its rival, capitalism, would eventually
collapse amidst revolutions by the workers, leading
to the disappearance of class-based societies. It is
reached a twentieth-century apotheosis in the Union
of the Soviet Socialist Republics (USSR) which col-
lapsed in 1991. 

Comparative Advantage, Principle of: an idea devel-
oped by David Ricardo (1772–1823) that advocates
each person, firm, or nation should specialize in
trading those goods and services in which it is rela-
tively more efficient. 

Containerization: the use of large “boxes” to transport
goods. Containers can be quickly loaded and un-
loaded from airplanes, ships, or freight trains for
truck transport, speeding up the shipping process.
Containerization has transformed shipping since
specialized container vessels have largely replaced
traditional freighters. 

Corn Laws: British legislation governing the export and
import of grain (known as corn in England) to pro-
tect domestic agriculture. While some laws date
from as early as the twelfth century, they were im-
portant in the late eighteenth and early nineteenth
centuries during a period of bad harvests and the
Napoleonic wars. They were repealed in 1846. 

Credit sellers: lenders, usually of money. Their loans
may be guaranteed by real property, as in a mort-
gage. The terms of the loan are usually set out in a
written contract. Credit sellers normally receive
compensation in the form of interest. 

Currency appreciation: occurs when the value of one
currency rises in relation to another. Both an in-
crease in demand or a decrease in supply of the cur-
rency can cause appreciation. 

Currency depreciation: occurs when the value of one
currency falls in relation to another. Both a decrease
in demand or an increase in supply of the currency
can cause depreciation. 

Currency devaluation: decreasing the value of a national
currency as measured against gold or another cur-
rency. Often used to correct a balance of payments
deficit. If the United States devalues its currency
against the Japanese yen, for instance, Americans
would pay more for Japanese imports, while United
States exports to Japan would be cheaper. This move
increases American exports while imports decrease,
limiting losses on trade deficits with Japan. 

Custom duties: tariffs, taxes, levied on commodities
traded across international boundaries, usually on
imported goods, but occasionally on exported ones.

Debasement of currency (coinage): a reduction in the
quantity or purity of precious metal (gold or silver)
contained in one unit of the monetary standard. 

Deflation: a decrease in the domestic price level. Defla-
tion is usually measured by the change in a price
index such as the Consumer Price Index or the Pro-
ducer Price Index. Compare Inflation. 

Developing nations: refers generally to largely agrarian
nations with low incomes and little industry. The
term “less developed countries” now refers to those
with the very lowest living standards and little if any
development. 
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Diaspora: the out-migration of peoples from traditional
homelands, often in times of crisis. Among the best-
known modern example are African slaves, persons
of Jewish descent (who have been forced to move at
many times throughout history), and persons of
Irish descent (who settled in places like the United
States and Australia after the great famine of 1847–
1851). 

Discount market for bills of exchange: the sale and pur-
chase of bills of exchange at less than their face value
in advance of their redemption date. The bills are
then presented for redemption when due at their full
value. The seller benefits for having some of his or
her money early; the purchaser profits by reaping the
difference between the full value and the lesser sum
paid. 

Discount rate: see Bank Rate. 

Discriminatory tariff: an import duty that varies accord-
ing to the country from which the commodity was
imported. The World Trade Organization prohibits
member countries from levying discriminatory tar-
iffs (preferential tariffs) against other members. 

Diversification: occurs when a firm expands the range of
products it manufactures or involves itself in new
business ventures. 

Documentary credit: also called letters of credit. An im-
porter utilizes a line of credit that he or she has set
up at a bank in an exporter’s country to settle a for-
eign trade transaction. Rules for these were estab-
lished by the International Chamber of Commerce
about six decades ago. An important method of fi-
nancing world-wide trade, documentary credits now
account for billions of dollars in commodity trading.

Ducat: a type of European gold coin in use from the
twelfth through the eighteenth centuries. Compare
Trade Dollar. 

Economic development: process whereby simple agrari-
an economies are transformed into more complex
industrial economies. 

Economic growth: process whereby national wealth in-
creases over time, usually measured as an increase in
real GDP or real GDP per capita. 

Economic nationalism (self-sufficiency): policies aimed
at protecting a domestic economy. Methods to
achieve this may include tariffs and other duties, or
currency controls. Economic nationalism generally
runs counter to the ideals of globalization and free
trade. 

Economies of scale: a situation in which per unit costs
decrease as output levels increase. 

E-learning: the use of multimedia technology and re-
sources like the World Wide Web to facilitate educa-

tion. It permits better access to information and re-
sources while allowing students and educators the
opportunity to collaborate worldwide. 

Elasticity: the responsiveness of the dependent variable
to a change in some independent variable. For exam-
ple, the price elasticity of demand indicates how re-
sponsive the quantity demanded is to a change in the
market price. A strong response is called elastic,
while a weak response is inelastic. 

Empire: see Imperialism. 

Entrepôt: a center of trade, often a port, to which goods
are shipped for storage and distribution to buyers in
other areas. In the nineteenth century Liverpool was
an important entrepôt for Britain’s west coast. 

European Union (European Common Market): in the
post-World War II period European nations moved
toward greater economic and political integration.
Now known as the European Union (EU), and with
its own parliament, membership includes most Eu-
ropean nations. Some EU states now share a com-
mon currency, the Euro. 

Excise duty (excise tax): a tax on the purchase of speci-
fied products. 

Exchange rate: the price of national currency in terms of
one unit of another national currency. For example,
one British pound sterling (£1) may cost $2.00 in
United States money. If so, conversely, one United
States dollar would equal £0.50 in British money. 

Factor cost: The cost of a particular factor used in the
production of a good or service. 

Factor market: a market where any of the factors of pro-
duction – labor, capital, land and raw materials, and
management – are traded. This does not refer to a
specific locale, but may be any persons, firms or
places from which businesses obtain the resources
they need to produce goods or deliver services. 

Factor of production (agent of production): an input
used to produce goods or services. The main factors
of production are labor, capital (plant and equip-
ment), land and raw materials, and management
(business talent). 

Factory system: an enterprise in which a labor force is
assembled under one roof and supplied with the
capital necessary to produce goods. The modern fac-
tory system originated in the eighteenth century
British textile industry, where new, expensive ma-
chines necessitated the employment of many work-
ers in one location. 

Fascism: a political movement characterized by rabid na-
tionalism, authoritarianism, and opposition to
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Communism. It insisted on state control of the
economy supposedly in the best interests of the peo-
ple. 

Fixed cost: any cost item that does not vary with produc-
tion levels. These are also known as sunk costs and
overhead costs. Capital depreciation, interest on
borrowed funds, and fire insurance premiums are
examples of such costs. 

Fixed exchange rate: an exchange rate that is set by gov-
ernment decree or by central bank intervention and
varies only within a small range. The classic example
is the gold standard. 

Floating exchange rate: an exchange rate that is free to
vary, one that is set by the market forces of supply
and demand. 

Florin: Netherlands currency unit, known there as the
gulden. First used in the 1400s, the guilder was re-
placed by the Euro in 2002. Also used in the Dutch
possessions in the New World including New Neth-
erlands (until the 1670s). 

Fluijt: also called fluyt or flute. A three-masted Dutch
merchant sailing vessel of the seventeenth century.
Broad-beamed, flat bottomed, and known for their
large cargo capacity. Cheap to build, to man and to
operate, they were generally slow sailers. 

Free trade: a system of trade that gradually replaced mer-
cantilism in the nineteenth century. In theory it al-
lows for the international exchange of commodities
without imposition of tariffs or duties. 

Fustians: a type of cheap, somewhat coarse, early Euro-
pean cloth with a linen warp and a cotton weft. 

General Agreement on Tariffs and Trade (GATT):
Originated at Geneva, Switzerland, in 1947 where
twenty-three nations met to discuss the lowering of
trade barriers. Over the years, GATT has been suc-
cessful in reducing tariff levels, and there has been
a general increase in the volume of world trade.
GATT’s functions were folded into the new World
Trade Organization (WTO) in 1995. 

Gold point: the rate immediately above and below the
mint price of gold at which it becomes profitable to
import or export gold rather than conduct foreign
exchange transactions in currency terms. 

Gold standard: a fixed exchange rate standard in which
a fixed weight and fineness of gold determines a
country’s basic monetary unit. Gold should be freely
exportable, and paper currency readily convertible
into gold. All of the great powers were using the gold
standard by 1900 thereby operating under a stable
international exchange rate scheme. 

Gosplan: the State Planning Commission of the Union
of the Soviet Socialist Republics, established in the

early 1920s. First intended to provide the USSR with
electricity, by 1928 Gosplan was associated with the
Soviet Union’s “Five-Year” economic plans. It con-
tinued to play a role in Russian production and in-
vestment until 1991 when the Soviet Union was dis-
solved. 

Grain exchange/produce exchange: a commodity ex-
change dedicated to the trading of agricultural pro-
duce, particularly grains like wheat and corn. Farm-
ers, millers, exporters and speculators all make use
of such exchanges. 

Gresham’s Law: money overvalued at the mint generally
drives money undervalued at the mint out of circula-
tion. The valuations compare official mint prices of
gold and silver to their market prices. In simplest
terms, the law says that bad money chases out good.

Gross domestic product: (GDP): the market value of
newly-produced goods and services that are not re-
sold during a year and that are produced from fac-
tors of production located within a country, regard-
less of who owns them. 

Gross national product (GNP): the market value of
newly-produced goods and services that are not re-
sold during a year and that are produced from fac-
tors of production owned by citizens of that country,
regardless of where they are located. 

Guilder: see florin. 

Haciendas: associated with Latin America and the Amer-
ican southwest, a hacienda is a farm on which crops
are cultivated. A rancho is large farm used for the
grazing of horses and cattle. 

Hajj: the pilgrimage to Makkah (Mecca), birthplace of
Islam. One of the central duties, or five pillars, of
Islam. All Moslems are expected to make the trip at
least once. 

Head tax: a tax that imposes the same amount on every-
one. For example, each immigrant was assessed a
constant fee (head tax), while many states assessed
a constant fee for the privilege of voting (poll tax).
Such taxes are generally considered to be unfair as
individuals with lower incomes pay a greater pro-
portion of their income as tax than do individuals
with higher incomes. 

Hinterland: the rural, or sub-urban, region economically
tied to a developed urban center, then metropole.
The hinterland supplied raw materials to the urban
center while demanding the center’s manufactured
goods. See also Metropole. 

Human capital: the knowledge, skills, qualifications, ex-
pertise, and health that contribute to productivity.

Hyperinflation: very rapid, uncontrolled inflation. The
inflation is so out of control that a precise measure
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of it becomes meaningless. The best known example
occurred in Germany from January 1922 to Novem-
ber 1923; average price levels may have expanded by
a factor of twenty billion. 

Imperial preference: In the context of the British Em-
pire, the 1932 Imperial Economic Conference re-
duced tariffs among Commonwealth nations (for-
merly called colonies) to encourage mutual trade.
Imperial preference imposed higher tariffs on non-
Commonwealth nations, something the United
States hoped to counter through GATT. 

Imperialism: assumption of control by one society or na-
tion over others, often by force; creating an empire.
Because of the use of power, imperialism is often
considered to be an objectionable foreign policy.
Under mercantilism, colonial empires were devel-
oped as sources of raw materials and markets for the
mother country. 

Import monopolies: a private firm to which a charter has
been granted or a public enterprise like a marketing
board that has a monopoly over the importation of
certain goods and services. Profits are transferred to
government. 

Import substitution: the replacement of foreign imports
with comparable domestic products. 

Impost: older, now seldom-used synonym for an import
duty or tariff. 

Infant industry: industries at an early stage of develop-
ment. Such industries may have potential but are not
sufficiently developed to realize possible compara-
tive advantages. The existence of such industries has
often been used as a justification for tariffs. 

Inflation: an increase in the domestic price level; the op-
posite of deflation. Inflation is usually measured by
the change in a price index such as the Consumer
Price Index or the Producer Price Index. Compare
Deflation. 

Intellectual property rights: legal protection afforded to
inventions, brand names, music, works of art, litera-
ture and the like, normally in the form of copyrights,
patents and trademarks. 

Intermediation: occurs when a financial institution acts
as an intermediary between borrowers and savers.
Money is deposited with the intermediary institu-
tion, which in turn provides the funds as loans or
mortgages to borrowers. 

Investment bank: banks which originate, underwrite,
and distribute new issues of government and corpo-
rate securities. They also act as brokers, provide in-
vestment advice, and play a part in corporate merg-
ers, restructuring and acquisitions. Compare
commercial banks. 

Invisibles: in discussions of balance of payments a syn-
onym for a “service” as opposed to a “good.” Trade
in services is called the trade in invisibles. 

Jetty: a structure built from a shoreline out to sea. Also
called a breakwater. Used to protect a harbor or a
beach from being washed away by wave action.
Often constructed of concrete or stone. 

Joint-stock company: an early modern European form
of partnership in which individuals are issued shares
according to their investment in the company.
Company profits are paid as dividends on a per
share basis. Unlike modern corporations, such com-
panies do not enjoy a perpetual existence or limited
liability. 

Junk: a Chinese sailing vessel of ancient origins, still in
use today. Junks had up to five masts on which are
set square sails. It is an efficient cargo-carrier, easy
to sail, reasonably fast, with multiple, separate water-
tight compartments. 

Ketch: a type of early modern European sailing vessel.
Normally fore-and-aft rigged with two masts. The
foremast on a ketch is taller than its rear (aft or miz-
zen) mast. 

Labor productivity: Labor productivity is the amount of
output the average worker produces in a given
amount of time. The amount depends not only on
workers’ abilities, but also on the amount of other
factors (e.g., capital) with which they have to work.
Compare Productivity. 

Letters of credit: see Documentary credit. 

Liquidation: in general, the conversion of assets into
cash. A specific application is to the dissolution of
a firm and the arrangement of its affairs. 

Loan: a sum, most often of money, granted on the under-
standing that it will be returned at a future date with
interest. 

Lugger: a small two- or three-masted European sailing
vessel with a running bowsprit and lugsails. Some-
times used for fishing. 

Lump-sum payment: a one-time only payment. Exam-
ples include lottery winnings, inheritance or an in-
surance settlement. Can also refer to a one-time loan
payment intended to decrease interest owing and the
loan term. 

Merchant: a trader who buys and sells goods (merchan-
dise) for profit. Merchants may be wholesalers, who
sell commodities to other merchants, or retailers,
who trade to the public. 

MERCOSUR: Common Market of the South (Mercado
Comun del Sur). Formed by Argentina, Brazil, Para-
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guay and Uruguay under the Treaty of Asunción,
March 26, 1991. Chile and Bolivia later became asso-
ciate members. 

Metropole: a developed urban center, often associated
with the provision of financial/industrial goods and
services to associated rural areas (hinterlands) from
which they receive raw materials. See also Hinter-
land. 

Mint: the coinage of money; the institution that coins
money. 

Mint par of exchange: the ratio of the weights of gold
in the monetary units of two nations on the gold
standard. 

Mint parity: the fixed exchange rate between any two
countries’ currencies implied by the fixed mint
prices of a particular metal (e.g., gold) as defined by
those two countries. 

Monometallism: a monetary system in which currency
values are fixed in relation to a single metal, most
often gold. 

Monopoly: an industry with only one seller of a particu-
lar good which has no close substitutes. 

Monopsony: a market with only one buyer or employer.

NAFTA: North American Free Trade Agreement, signed
by Canada, Mexico and the United States. It took ef-
fect on January 1, 1994 and was intended to form a
free trade area among the three countries. 

Nankeen: a type of firm textured cotton cloth originally
produced in China, thus the name Nankeen or Nan-
kin. 

Nationalism: assertion of a nation’s right to indepen-
dence and self-government. Nations were normally
those groups with a shared culture, religion, lan-
guage and history. A frequent nationalist goal has
been the creation of a “nation-state,” or country, in
which to realize cultural aspirations. 

Naval stores: Products like rosin, pine pitch, tar, cordage
and timber, formerly used in the construction and
maintenance of wooden sail vessels. 

Neoliberalism: a modern economic philosophy embrac-
ing the old idea of letting market forces, rather than
governments, direct the course of human affairs. A
central tenant is that the best way to allocate re-
sources is through competition. Neoliberals advo-
cate privatization, that is a sharp reduction in the
public sector. 

Northern Wars: a European conflict (1700–1721) be-
tween Russia and Sweden, who fought for control of
the Baltic region. Russia became a major European
power at Sweden’s expense. 

OECD: Organization for Economic Cooperation and
Development. Originally established in 1948 as the

Organization for European Economic Cooperation,
it has worked to promote democracy and the market
economy by stimulating the growth of member-
countries’ economies. 

On-demand publishing: printing of books which meet
commercial standards by the single copy, or “on de-
mand.” Largely made possible by new types of com-
puter software. 

OSCE: Organization for Security and Cooperation in Eu-
rope. The world’s largest regional security organiza-
tion. All members enjoy equal status, and decision-
making is on a consensual basis. Deals with an exten-
sive range of security matters including arms
control, human rights issues, election monitoring
and conflict prevention. 

Ottoman Empire: founded in the fourteenth century by
the Turkish Osmanlis (Ottomans). By 1700 it en-
compassed much of northern Africa and southeast-
ern Europe, plus portions of Arabia. Conquered
Constantinople (Istanbul) in 1453. Often quite toler-
ant of non-Muslim culture and beliefs. By 1914 most
of the empire was lost to foreigners or internal un-
rest. Defeated in World War I, in 1923 a major part
of it became the Republic of Turkey under Mustafa
Kemal (Ataturk). 

Pallet: a small, portable platform used to store and move
goods. Today they are often transported using fork-
lifts. The transportation and/or storage of goods by
means of pallets are known as palletization. 

Pampas: a flat, grassy plains region of southern South
America. Extends over parts of Argentina and Uru-
guay to an area of about 300,000 sq. miles (almost
800,000 sq. kilometers). The Pampas have little for-
est cover, but support a large farming and pastoral
economy. Both grain and cattle industries are im-
portant here. 

Perestroika: “restructuring,” specifically of the Soviet
economy, to improve living standards and make the
nation more competitive. Associated with statesman
Mikhail Gorbachev (1931– ). Paired with Glasnost,
or political “openness,” Perestroika did not bring
immediate prosperity, but the new openness allowed
a freer airing of discontent. 

Piastre: the name for type of silver coin in use widely in
trade in the Atlantic and Mediterranean worlds
down into the twentieth century.. The Turkish pias-
tre equals about 4.4 cents United States, that of
Egypt around five cents. The Spanish piastre is also
called the peseta. Compare Trade Dollar. 

Picul: Asian measure of weight. Equals about 133 lbs,
supposedly the equivalent to the load one man can
carry. 
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Poll tax: see head tax 

Positivism: a belief in the kind of certain knowledge ob-
tainable through the scientific method. All conclu-
sions are drawn from knowable facts. Positivists be-
lieved that this mode of enquiry could be extended
into socio-political affairs. 

Preferential tariff: lower than normal tariff. Often im-
posed to accord one source of imports favored status
via a preferential trade agreement. Compare Dis-
criminatory Tariffs and Imperial Preference. 

Presidio: originally the fortified parts of Spanish frontier
missions in North and South America. 

Privateer: private ship of war. Issued a “Letter of
Marque” authorizing it to attack enemy vessels. Pri-
vateers earned profits by capturing ships, then selling
the vessel and its cargo. Remained important until
after the War of 1812. 

Productivity: the amount of output each factor of pro-
duction (or all factors taken together) produces
within a given period. See also Labor productivity. 

Protective tariff: attempt to limit imports by duties or
non-tariff barriers. Intent is to protect domestic pro-
ducers from foreign competition. 

Purchasing power parity (PPP): the theory that at-
tempts to explain the relative value of two national
currencies based on their relative purchasing power.
Thus the famous “Big Mac” index compiled occa-
sionally by the Economist. 

Quay: also a key or wharf. A structure built parallel to
the sea, a harbor or a river. Used to dock ships, and
to load and unload goods. 

Quotas: limits imposed, often by governments, on the
production, sale and exchange (import and export)
of goods. 

Ranchos: associated with Latin America and the Ameri-
can southwest, a rancho is any large farm used for
the grazing of horses and cattle. Cultivated farms are
known as haciendas. See Haciendas. 

Real: Formerly, a Spanish silver coin. The peso de ocho
reales (piece of eight) became the basis for the Unit-
ed States dollar and for many other currencies.
Compare Trade Dollar. 

Real Wages: the purchasing power of the wages earned.
Calculated as “money” or “nominal” wages divided
by a price index. 

Real Money: the actual purchasing power of a country’s
money. 

Recession: a decline in real economic activity following
the peak of a business cycle. A recession is officially
defined as real GDP falling for two or more consecu-
tive quarters. It is usually associated with rising un-
employment. 

Re-discount: discounting of short-term negotiable debt
instruments that have already been discounted once
by a financial institution. A discount is a situation
in which someone who wishes to borrow $1,000 re-
ceives a lesser amount, then repays $1,000 at the due
date to cover the principal and interest. A loan is a
situation in which someone who wishes to borrow
$1,000 receives $1,000, then repays more at the due
date to cover the principal and interest. In the early
years of the 20th century, discounts were more com-
mon than loans. Hence, the rate at which member
banks borrow from the Federal Reserve System is
called the discount rate, but, in the early years, this
was actually a rediscount rate. 

Re-export: shipping of goods imported from one foreign
country to another, as defined (in the United States)
by the Export Administration Regulations. 

Riparian: refers to the bank of a river or other body of
water. Riparian rights are those of the owners of ri-
parian property. 

Ro-Ro: roll on, roll off. Used to designate vessels that
allow vehicles to drive onto and off them. Ferries are
the best known Ro-Ro vessels. 

Rutter: from the French routier. Written collections of
sailing directions compiled and used by maritime
navigators (pilots) from ancient times until the ad-
vent of standardized marine maps and charts. Rut-
ters might note everything from coastal landmarks,
to water depths and compass directions. 

Sextant: navigational instrument. Used to measure the
altitude of heavenly bodies (e.g., the moon), it al-
lowed mariners to accurately find their north-south
position (latitude) to within two miles or less. When
used with lunar tables, the sextant also permitted
finding one’s east-west position or longitude. 

Slaver: an ocean-going ship used to transport slaves. Also
the owners, operators and crews of such craft. 

Socialism: theories calling for a more fair and egalitarian
society usually to be attainted through government
action. By 1900 socialism was the major force repre-
senting working-class interests. From Socialist ideals
have sprung reforms like social security benefits, na-
tional health care, and worker representation
through trade unions. 

Sogososhas: a Japanese form of large trading company.
Often functions as an entry vehicle for firms wishing
to do business in the Japanese market. 

Specie point: see gold point. 

Staple: a commodity, usually from the primary sector,
which is dominant commodity produced in an area.
It has been argued that Canada developed because
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of certain staples (the “staples thesis”). Canada’s raw
materials exports to Europe and the trade involving
these materials tied Canada culturally to Europe.
Different staples led to different social and political
institutions. In particular, Canada’s fur trade caused
it to develop very differently than the United States.
The “staples thesis” has been applied more broadly
to economies dependent on natural resource extrac-
tion. 

Swadeshi: Hindu concept in which persons should use
what is in their immediate surroundings, rather than
searching farther afield. In economic terms,
Swadeshi advocates the use of indigenous products
and services without resort to foreign or non-local
sources. Compare Economic nationalism. 

Tael: a unit f weight used in China and elsewhere in East
Asia equal in the Chinese circumstance to 1.2 ounces
(37.4 grams). Cast tael bars are widely used in Hong
Kong and Taiwan. They come in three shapes known
as, “biscuits,” “doughnuts,” and “boats.” 

Tariff: tax imposed on imports from foreign countries.
Also known as import levies or customs duties. 

Terms of trade: calculated by dividing the weighted aver-
age price (price index) of exports by that of imports,
and expressing this as an index value with a base of
100. 

Thirty Year’s War: a series of European wars fought
from 1618 to 1648 between the Habsburgs and a se-
ries of opponents including France, Denmark and
Sweden. 

Trade credit: a credit offered by a merchant that allows
a firm to take delivery of goods and services without
immediately paying its vendors for the same. Com-
pare Bank credit. 

Trade dollar: a unit of currency based on silver coinage
of a recognized standard in use world wide from the
fifteenth through the twentieth centuries. Compare
Ducat, Real. 

Transaction costs: the costs of bringing buyers and sell-
ers together to complete a transaction. 

Transit port: also called a transshipment port. Commod-
ities received at such a port are still in transit to their
final destination. 

Transship: transfer of commodities from one convey-
ance to another. For example, a shipment of Japa-

nese automobiles may arrive in the United States by
container ship. Transferred to freight cars, they are
next taken across country by rail to a destination
point where they may then be loaded on board a car
transporter for delivery to a dealer. 

Treaty of Rome: signed March, 1957. Established the Eu-
ropean Economic Community (EEC) — the fore-
runner of the Common Market and, ultimately, the
European Union. Economic provisions of the Treaty
of Rome included the removal of internal trade bar-
riers and the imposition of a common tariff levied
on non-member nations exporting industrial and
agricultural goods to the EEC. 

Treaty port: port opened to trade by the provisions of
a treaty. Normally associated with closed economies,
like nineteenth-century China and Japan, which at-
tempted to restrict interaction with foreign nations.
An important aspect of the treaty ports was “extra-
territoriality,” whereby foreign residents were sub-
ject to their own country’s laws. 

Utilitarianism: a socio-political theory associated with
Jeremy Bentham and John Stuart Mill. Its principles
included the belief that humanity instinctively
sought pleasure while avoiding pain. Society and
government should be structured to produce the
greatest happiness for the greatest number of people.

Value added: the revenue received minus the cost of ma-
terials at each step in the production of a good or
service. 

Viceroyalty: a colonial administrative unit. 

World Trade Organization: founded in 1995 as a succes-
sor to GATT, with greatly expanded powers. World
Trade Organization works to boost international
trade through policies that combat protectionism
and promote trade liberalization. 

Yeoman: in early England, a commoner, but one of the
first rank because he worked his own land. A respect-
able freeholder just below the gentry class. 

Zaibatsu: the great industrial families of Japan. Zaibatsu
were powerful, family-run business combines. Be-
fore World War II they controlled a significant share
of Japan’s trade and industry. To mobilize capital all
Zaibatsu owned their own banks and one, Mitsui,
was an important banker before 1868. 

Glossary

H I S T O R Y  o f  WO R L D  T R A D E  s i n c e  1 4 5 0 871


	Contents
	Preface
	Introduction
	List of Articles
	Thematic Outline
	Contributors
	Selected Metric Conversions
	Vol.1: A-K
	A
	Accounting And Accounting Practices
	Accounting For Management
	Measuring Business Activity
	Published Accounts

	Africa, Labor Taxes (head Taxes)
	Africa, Natives Land Act
	History Of The Act
	Land Policies In Other Parts Of Africa

	Agnelli Family
	Agriculture
	Agricultural Trade Through The Nineteenth Century
	World Agriculture Since The Twentieth Century

	Afonso De Albuquerque
	Rutherford Alcock
	Muhammad Ali
	American System
	Amsterdam
	Anglo American Corporation
	Angola
	Antwerp
	Aramco
	Argentina
	Arms, Armaments
	Arms Trade Before The World Wars
	Industrialization To The Present

	Artistic Representations Of Trade
	A Critical View
	In Search Of Identity
	The Merchant World
	Upper-middle-class Legitimacy

	Astor Family
	Australia And New Zealand
	Colonial Expansion
	Growth Since The Twentieth Century

	Automobile
	Origins Of The Industry
	The Emergence Of The Big Three
	The European Producers
	The End Of American Dominance
	Patterns Of International Trade
	Social And Economic Effects
	Social Costs


	B
	Bahia
	Balance Of Payments
	Balance-of-payments Accounts
	Capital Flows Over Time
	Balance-of-payments Adjustment

	Baltic Exchange
	Baltic States
	Baltimore
	Bangladesh
	Banking
	Early Developments In Southern Europe
	Early Banking In Northern Europe
	Merchant Banking And Bills Of Exchange
	Development Of Modern Commercial Banking
	Crises In Banking
	Early International Cooperation In Banking

	Barcelona
	Alexander Baring
	Bengal
	Benin
	Henry Bessemer
	Black Sea
	Blockades In Peace
	Blockades In War
	Blockades During Wartime
	Economic Sanctions As Alternative To Use Of Force

	Board Of Trade, British
	Seventeenth-century Experiments
	Toward Greater Stability, 1696–1782
	Nineteenth-century Achievement

	Board Of Trade, Spanish
	Jean Bodin
	Bombay
	Napoleon Bonaparte
	Books
	The Spread Of Ideas
	Trade Structure
	Distribution Networks
	Into The New Worlds
	Industrial Process
	Trading In Rights

	Bordeaux
	Boston
	Boycott
	American Colonists’ Boycott Of British Goods
	Indian Boycott Of British Textiles
	U.s. And British Boycott Of Mexican Oil Exports
	Anti-israel Arab Boycott
	Anti-pepsi Boycott In Burma

	Brazil
	Early Foreign Trade
	Rise Of Coffee

	Bretton Woods
	Bristol
	British-american Tobacco
	Brown Family
	Isambard Kingdom Brunel
	Bullion (specie)
	Bimetallic Systems
	Economics Of Monetary Systems

	Bunge And Born
	Burma
	Businessmen And Women

	C
	Cabot Family
	Cбdiz
	Calcutta
	Canada
	Canals
	Canton
	Canton System
	Capital Flows
	Shift From ShortTo Long-term Lending
	Postwar Lending

	Capitalism
	Precapitalism
	Industrialization And The Capitalist System
	Capitalism In The New Global Economy

	Caravan Trade
	Caravan Routes
	Overland Versus Sea Trade

	Cargoes, Freight
	Trade And Shipping, 1500 To 1800

	Cargoes, Passenger
	Passenger Shipping Before The Nineteenth Century
	Passenger Shipping Lines And Migrant Groups In The Age Of Steam
	Ocean Liners And Cruise Ships

	Cartagena
	Ceylon
	Chambers Of Commerce
	Origins
	Recent Developments

	Charleston
	Chicago Board Of Trade
	Grain’s Era
	Era Of Securities
	International Explosion
	1989
	Electronic Era

	Chile
	European Conquest
	Nineteenth Century
	Twentieth Century To The Present

	China
	China’s Economic And Foreign Trade Reforms
	Trade With Asia Since The Fourteenth Century
	Trade With Europeans, Sixteenth Century To The Mid-1800s
	Trade Since 1870

	Winston Churchill
	Climate
	The Little Ice Age (1550–1850)
	The Modern Period (1850s To The Present)
	Global Warming

	Coal
	Jan Pieterszoon Coen
	Coffee
	The Beginning
	Mass Consumption
	Current Trends

	Jean-baptiste Colbert
	Colombia
	Christopher Columbus
	Comecon
	History
	Comecon And Soviet-bloc Trade
	And The Collapse Of Comecon

	Commodity Money
	Challenges Posed By Commodity Money

	Common Market And The European Union
	Establishment Of The Common Market
	Effects Of The Customs Union

	Compradors
	Marie-jean-antoine-nicolas De Caritat, Marquis De Condorcet
	Conquistadors
	Motivations Of Conquistadors
	Conquistadors And World Trade

	Containerization
	The First Container Revolution, 1950 To The 1970s
	Globalization

	James Cook
	Copper
	Corn Laws
	Early Corn Laws
	Corn Laws After 1815

	Corporation, Or Limited Liability Company
	Formative History
	The Mercantilist Corporation
	Freedom Of Incorporation

	Correspondents, Factors, And Brokers
	The North European Scene
	The Mediterranean Scene
	The East Indian Scene
	The Diversity Of American Experiments
	Brokers
	Non-english Experience
	Subsequent History

	Cotton
	Early Cotton Trade
	Shift In The 1780s
	Twentieth-century Return To Asia

	Counterfeit Goods
	The Counterfeiting Of Money
	The Counterfeiting Of Products
	Art Forgery

	Cowries
	Cuba
	Samuel Cunard

	D
	Dahomey
	Danzig
	Debeers
	Deng Xiaoping
	Denmark
	The Long Eighteenth Century
	The Grain Sales Period And The Transition To Dairy Farming
	Joining The Efta, Eec, And Eu

	Depressions And Recoveries
	A Precocious Multiplicity Of Approaches
	Theories Of Real Cycles
	Historical Relativity Of Theories
	Mechanisms Of Transmission On An International Level

	Alexandre De Rhodes
	Developmental State, Concept Of The
	Definition And Theory
	Policy Tools Of The Developmental State
	The Developmental State: Timing, Successes, And Failures

	Porfirio Dнaz
	Disease And Pestilence
	Dole Family
	Drugs, Illicit
	Dry Goods
	Duke Family
	Du Pont De Nemours Family

	E
	East India Company, British
	Establishment Of Factories (trading Stations)
	The Role Of Precious Metals
	European Trade And The Indian Economy
	Financing Of The Imports From India
	Military, Fiscal, And Political Dimensions

	East India Company, Dutch
	Establishment And Peak Years
	Decline In The Eighteenth Century

	East India Company, Other
	George Eastman
	Ebay
	Ebay’s Contribution To International Commerce

	Economics, Neoclassical
	Trade Theory
	International Trade
	Power As Goal

	Education, Overview
	Rising Educational Attainment And The Pattern Of World Trade
	Education, Skills, And The Distribution Of The Gains And Losses From Trade

	Egypt
	Egypt Under Ottoman, French, And British Rule
	Trade Since Independence

	Elizabeth I
	Empire, Belgian
	Free-state Status
	Trade Policy
	Global Trends Of Congolese Trade
	Geographical Flows And Commodity Composition

	Empire, British
	Empire, British: 1450–1783
	Empire, British: 1783–present
	Empire, Dutch
	The Atlantic Colonies

	Empire, French
	Empire, French: 1450–1815
	Empire, French: 1815–present
	Empire, Japanese
	International Context For Colonial Trade Policies
	Main Trends In Colonial Trade
	The Pacific War Trade

	Empire, Ming
	Empire, Mughal
	Mughal India In Asian Trade
	Euro-asian Trade

	Empire, Ottoman
	Creating The Ottoman System, 1453 To 1606
	Ottoman Consolidation, 1606 To 1699
	Further Adjustments In The Eighteenth Century, 1699 To 1798
	Confronting The Modern Globalizing Economy, 1798 To 1858
	On The Margins Of The World System, 1858 To 1918

	Empire, Portuguese
	Empire, Qing
	Empire, Spanish
	Encomienda And Repartimiento
	Friedrich Engels
	Entrepфt System
	Ethnic Groups, Africans
	Ethnic Groups, Armenians
	Ethnic Groups, Cantonese
	Ethnic Groups, Fujianese
	Ethnic Groups, Gujarati
	Ethnic Groups, Huguenots
	A Diaspora
	Prosperity And Success

	Ethnic Groups, Irish
	Ethnic Groups, Jews
	History Of Jewish Trade
	Theories Of Jewish Participation In Trade

	Ethnic Groups, Native Americans
	Trade To 1763
	1763 To 1890
	1890 To 2000

	Ethnic Groups, Scots
	Ethnic Groups, Scots Before 1800
	Ethnic Groups, Scots Since 1800

	F
	Factories
	Fairs
	Functions And Origins
	Regional Fairs, Intercontinental Exchange Marts, And World Fairs

	Famine
	Three Kinds Of Famine
	Regionalism Of Famines

	Finance, Credit And Money Lending
	Up To The Eighteenth Century
	From The Nineteenth Century

	Finance, Insurance
	Finland
	From Primary To Industrial Exports

	Flows Of Factors Of Production
	Push And Pull
	History Of Factor Flows
	Effects Of Flows

	Henry Ford
	France
	1450s To The 1780s
	1790s To The 1910s
	1920s To The Present

	Franchising, International
	Free Ports
	From Free Ports To Free Zones

	Free Trade, Theory And Practice
	Theory And Practice Through The Nineteenth Century
	Theory And Practice In The Twentieth Century

	Fugger Family
	Furs

	G
	Vasco Da Gama
	Bill Gates
	Gatt, Wto
	Post–world War Ii Organizations
	The Gatt
	The Wto

	Gdansk
	Genoa
	Germany
	Jean Paul Getty
	Ghana
	The Colonial Period
	Postindependence

	Humphrey Gilbert
	Glasgow
	Glassware
	Globalization, Pro And Con
	A Path To Modern Economic Growth
	Critics In Developed Nations

	Gold And Silver
	Gold Coast
	Gold Rushes
	Migrations
	Life In The Gold Fields
	Macroeconomic Effects

	Gold Standard
	The Quantity And Purchasing Power Of Money
	The Benefits And Costs Of A Gold Standard

	Great Depression Of The 1930s
	The International Slump: 1929–1933
	The Gold Standard: A Source Of Instability

	Greece
	Greek Trade In The Ottoman Period (1453– 1828)
	National Greek Trade In The Nineteenth And Twentieth Centuries

	Sir Thomas Gresham
	Guangzhou
	Guggenheim Family
	Guilds
	Origin And Rise Of Guilds
	Mature Medieval Guilds
	The Decline Of Guilds

	Gujarat
	Calouste Gulbenkian

	H
	Haiti
	Richard Hakluyt The Younger
	Hamburg
	Alexander Hamilton
	Hanseatic League (hansa Or Hanse)
	Rise Of The Hansa
	Decline From The Fifteenth Century

	Harbors
	Hardware
	Robert Hart
	Havana
	John Hawkins
	William Randolph Hearst
	Heckscher-ohlin
	Home Charges (india)
	Hong Kong
	Relationship With Mainland China
	Trade In Goods
	Hong Kong’s History

	Hong Kong And Shanghai Bank
	Herbert Hoover
	Hope Family
	David Hume
	William Huskisson
	Hyundai

	I
	Imperialism
	Imperialism And New Imperialism
	Classical Theories
	Postwar Imperialism

	Imperial Maritime Customs, China
	Imperial Preference
	Establishment Of Imperial Preference, 1932
	Decline Of Imperial Preference, 1938

	Import Substitution
	Protection And Promotion
	Roots Of Isi
	Models
	Assessment
	End Of Import Substitution

	India
	India And The Indian Ocean, 1450–1800
	Toward Colonial India, 1800–1947
	Import Substitution, 1947–1985
	Economic Reforms, 1985–2000

	Indian Ocean
	Early Trade To The Eighteenth Century
	Nineteenth And Twentieth Centuries

	Indonesia
	Under European Control
	Postindependence

	Industrialization
	Industry Before The Industrial Revolution
	Industrialization And Trade Expansion
	Industrialization And Trade Patterns
	Explaining Changing Trade Patterns
	Openness And Rapid Economic Growth

	Industrial Revolution
	Eighteenth-century Trade And The Industrial Revolution
	Trade And Economic Structure: The Urban Industrial Society
	Trade And Growth
	Conclusion

	Information And Communications
	The Era Before Telecommunications
	The Telecommunications Era
	Conclusion

	Institutional Aspects Of World Trade
	Early Property Rights
	Trade Institutions After World War Ii

	International Labour Organization
	Establishment Of The Ilo
	Ilo Before World War Ii
	After World War Ii
	Success Of The Ilo

	International Monetary Fund (imf)
	Organization And Purposes
	History

	International Trade Agreements
	Iran
	Transit Trade In The Early Modern Period
	Trade With Russia And Britain In The Nineteenth Century
	Oil, Arms, And Islamic Revolution

	Iron And Steel
	U.k. Leadership
	U.s. Leadership
	Asian Leadership
	Conclusion

	Italy
	Decline And Crisis
	Revival
	The Twentieth Century


	J
	Jaja, King Of Opobo
	Jamaica
	Japan
	From Trading Nation To Fiseclusion
	From The Opening Of Ports To Asia’s First Industrial Nation
	From Defeat To Industrial Superpower

	Japanese Ministry Of International Trade And Industry (meti)
	Jardine Matheson
	Joint-stock Company
	Dutch Chartered Joint-stock Companies
	Other Chartered Joint-stock Companies
	The Bubble Of 1720
	The End


	K
	Kandy
	Kenya
	John Maynard Keynes
	Kolkata
	Kongo
	Korea
	Krupp


	Vol.2: L-Z
	L
	Laborers, Aztec And Inca
	Changes In Labor Practice
	Institutions To Control Laborers

	Laborers, Coerced
	Banda Islands
	The Mascarene Islands
	Zanzibar And Pemba
	Other Examples
	Conclusion

	Laborers, Contract
	Convict Contract Labor

	Laborers, Native American, Eastern Woodland, And Far Western
	Labor, Types Of
	Slaves
	Indentured Labor
	Transported Convicts
	Free Migrants
	Comparisons
	Workers In Europe

	La Rochelle
	Law, Common And Civil
	Law, International (law Of Nations And Law Of The Sea)
	Origins
	Precepts
	Economic Interests And The Law Of The Sea

	Lee Kuan Yew
	Leopold Ii
	Levant Company
	Lin Zexu
	Lisbon
	Liverpool
	Lloyd’s Of London
	London
	Nicholas Loney
	Los Angeles–long Beach

	M
	Madras
	Ferdinand Magellan
	Manchuria
	Guglielmo Marconi
	Market Integration
	Rise Of Free Trade
	Integration Of Grain Markets At The Turn Of The Century

	Markets, Stock
	Stock Exchanges From The Eighteenth Century
	Markets Since World War I

	Marseilles
	Karl Marx
	Mediterranean
	The Traditional Patterns Of Trade
	Structural Changes

	Melaka
	Mercantilism
	History Of Mercantilist Theory
	Money Vs. Wealth
	Protectionism
	Postwar Neomercantilism

	Mercosur
	Mexico
	Independence To The Depression
	Trade Since 1929: The Era Of Import Substitution Industrialization

	Millets And Capitulations
	John Stuart Mill
	Mining
	Mining And World Trade
	Gold
	Silver
	Iron
	Copper
	Tin And Other Metals

	Mitsubishi
	Mitsui
	Money And Monetary Policy
	The Quantity Equation
	Various Forms Of Money
	A Changing Money Supply
	The Evolution To Fiat Money
	Central Banks

	Jean Monnet
	Monopoly And Oligopoly
	Early Trade Monopolies
	Rise Of Free Trade
	Modern Trade Theory

	James Monroe
	J. P. Morgan
	Morocco
	Most-favored-nation Provisions
	Mumbai

	N
	Nafta
	Provisions
	Experience Under Nafta: Trade And Investment
	Dispute Settlement
	Nafta’s Impact

	Nagasaki
	Nantes
	Nanyang Brothers Tobacco
	Nationalism
	Nationalization
	Navigation Acts
	Background To The 1651 Act
	Establishment Of The Trading Framework
	Competing Perspectives On The Effects Of The Acts
	The Acts After The American Revolution

	Networks, Supply, Distribution, And Customer
	Early Modern Trading Networks
	The Rise Of The Multinational Enterprise And The Decline Of The Network
	The Renaissance Of The Network

	New Orleans
	Newport
	New Spain
	Commodities In New Spain: Exports And Imports
	Mechanisms Of New Spain’s Commerce: Politics And Trade In New Spain

	New York
	Nigeria
	Early Trade
	Atlantic Trade In Precolonial And Colonial Nigeria
	Petroleum And The Political Economy Of Trade In Postcolonial Nigeria

	Nitrates
	World War I

	Norway
	Trade Before 1814
	The Nineteenth Century
	The Twentieth Century


	O
	Aristotle Onassis
	Opec
	1960 To 1972
	1973 To 1982
	1983 Onward

	Ostend East India Company
	Flemish Trading Partnerships
	Disestablishment Of The Company


	P
	Packet Boats
	Steamship Lines, 1840s To 1950s: The Era Of The Great Liners

	Pakistan
	Panama Canal
	The Canal As A Trade Route
	The Handover To Panama

	Paris
	Partnership
	The
	Summary And Extension

	Isma
	Il Pasha
	Patent Laws And Intellectual Property Rights
	U.s. Patent System

	Peddlers
	Sir Robert Peel
	Pemex
	Matthew Perry
	Persia
	Persian Gulf
	Peru
	Petroleum
	Pharmaceuticals
	Generic Drugs
	Drug Approval And Competitiveness

	Philadelphia
	Philip Ii
	Philippines
	The Rise Of A Colonial Export Economy
	Adjusting To Independence

	Philips
	Physiocrats
	Piracy
	Eras
	Responses And Consequences

	Political Systems
	How Does Trade Vary Across Political Systems?
	Does Free Trade Lead To Democratization?

	Marquкs De Pombal
	Population—emigration And Immigration
	Involuntary And Voluntary Migrations In The Colonial Period
	1820 To 1960
	Since 1960

	Port Cities
	Characteristics Of Port Cities
	Change And Reform Since The Nineteenth Century

	Porto
	Portugal
	Trade And Empire: The East Indies, 1450–1703
	Sugar, Gold, And Wine, 1703–1808
	Trade And Industrialization, 1808–1947
	Portugal And European Integration Since 1947

	Potosн
	Prices And Inflation
	Loop: The Law Of One Price
	Purchasing Power Parity
	The Balassa-samuelson Effect

	Privateering
	Protection Costs
	Protectionism And Tariff Wars
	Macroeconomics Of The Great Depression
	Optimal Tariffs

	Purchasing Power Parity

	Q
	Quantity Theory Of Money

	R
	Sir Thomas Stamford Raffles
	Rates Of Exchange
	Use Of Exchange Rate
	Exchange-rate Systems
	Determinants Of Exchange Rate
	Exchange-rate Systems Since 1450

	Regional Trade Agreements
	Religion
	Retailing
	The Early Modern Period
	The Modern Period

	Cecil Rhodes
	Rhodesia
	Rice
	Role In The World Food System
	Rice Trade Through The Nineteenth Century
	Since The Twentieth Century

	Rio De Janeiro
	Rockefeller Family
	Franklin Delano Roosevelt
	Rothschild Family
	Rotterdam
	Royal Niger Company
	Rubber
	Russia
	Sixteenth To Eighteenth Centuries
	The Nineteenth Century
	The Russian And U.s.s.r. And World Trade (1914–1940)
	The U.s.s.r. And World Trade (1940–1989)
	Trade And The New Russia Since The 1990s


	S
	Salem
	Sanctions
	San Francisco–oakland
	John Sarbah
	Sa
	Ud Family
	Schlumberger
	Seamen Wages
	Senegambia
	Services
	Ships And Cargoes
	Financial Services
	Other Services

	Seville
	Sex And Gender
	Shanghai
	Shipbuilding
	European Sailing Ship Design
	Rise Of Steam Ships
	Postwar Development

	Shipping, Aids To
	Shipping, Coastal
	Protected Trade
	By Land Or By Sea?
	A Feeder For Foreign Trade

	Shipping, Inland Waterways, Europe
	Pre-modern Inland Navigation And Early Artificial Waterways
	Early Modern Inland Navigation
	Inland Navigation And Industrialization In Europe
	Inland Navigation After World War Ii

	Shipping, Inland Waterways, North America
	River And Canal Traffic In The Nineteenth Century
	Waterways In The Twentieth Century

	Shipping Lanes
	The Development Of New Ship Types
	The Growth Of Ships Post–world War Ii

	Shipping, Merchant
	Shipping, Technological Change
	Steam Engines
	Heavy-oil Engines

	Ships And Shipping
	The Sixteenth And Seventeenth Centuries
	The Eighteenth Century
	The Nineteenth And Twentieth Centuries

	Ship Types
	Developments Through The Early 1800s
	The 1800s And 1900s

	Siam
	Siemens
	Silk
	Singapore
	Slavery And The African Slave Trade
	Early Transatlantic Slave Trade
	Seventeenth To Nineteenth Centuries
	Abolitionism In The Nineteenth Century

	Adam Smith
	Smuggling
	Socialism And Communism
	The Mechanisms
	The Policies
	The Role Of Foreign Trade In The End Of Communism

	Sony
	South Africa
	South China Sea
	Spain
	Special Economic Zones (sezs)
	Spices And The Spice Trade
	Descriptions And Origins
	Routes And Rivalries: Fifteenth To Seventeenth Centuries
	Decline From The Eighteenth Century

	Sports
	Early Modern Sport In Britain
	The American Model Of Sport
	The Model Of Sport Outside The United States
	Globalization

	Sri Lanka
	Joseph Stalin
	Staples And Staple Theory
	Early Staple Theory
	Recent Developments In Staple Theory

	Stolper-samuelson Theorem
	Subsidies
	Suez Canal
	European Interests
	Nationalization Of The Canal

	Sugar, Molasses, And Rum
	Sumitomo
	Sweden
	Sydney

	T
	Tagore Family
	Taiwan
	The Dutch And The Qing Era
	The Japanese Era
	After 1945

	Tariff Theories
	Tata Family Enterprises
	Debate Over Empire And Development
	Expansion Of Tata Family Enterprises After Independence
	Tata Enterprises And Joint Ventures

	Tea
	Early Growth Of The Maritime Tea Trade
	Expanded Exports And Global Competition

	Textiles
	Textiles Before 1800
	A World Market In Textiles
	Demand And Fashion
	Innovations In Production

	Textiles Since 1800
	Cotton Manufactures
	Woolen Manufactures
	Linen And Silk Manufactures
	Man-made Fibers

	Thailand
	Historical Background
	Continuing Trade

	Theories Of International Trade
	Theories Of International Trade Before 1900
	Mercantilism
	Anticipators Of The Free Trade Doctrine
	Adam Smith
	David Ricardo And John Stuart Mill

	Theories Of International Trade Since 1900
	Neoclassical Trade Theory
	Eli Heckscher And Bertil Ohlin
	The Heckscher-ohlin-samuelson Theory Of Trade
	The New Trade Theory

	Timber
	Tobacco
	Toys
	Trade Forms, Organizational, And Legal Institutions
	Transactions Costs
	Travelers And Travel
	Treaties
	Early Modern Trade Treaties
	Postwar Economic Treaties

	Tribute System
	History To The Nineteenth Century
	Decline Of The System

	Tung Chee-hwa

	U
	Unilever
	Predecessors
	The New Multinational
	New Consumer Habits After World War Ii
	Other Multinationals

	United Fruit Company
	Early Company History
	Banana Industry In Central Latin America And The Caribbean
	Change Since The 1950s

	United Kingdom
	Trading Companies Of The Early Modern Era
	Rise Of Mercantilism
	The Industrial Revolution
	The World Wars To The Present

	United States
	Colonial Period
	Revolutionary War To The Civil War
	Civil War To World War Ii
	Since World Ii

	U.s.s.r.

	V
	Venezuela
	Venice
	Veracruz
	Vietnam
	Trade Of The Premodern Period
	The Modern Period
	Vietnam In The 21st Century

	Volcanic Eruptions
	Vesuvius, Italy (1779 And 1794)
	Sumbawa, Indonesia (1815)
	Soufriиre, St. Vincent, West Indies (1902)
	Mount St. Helens, Washington, United States (1980)


	W
	Wallenberg Family
	War, Government Contracting
	The Early Modern Period
	The Modern Period
	The Postmodern World

	Wars
	War In Renaissance Europe
	Trade Wars In The Eighteenth And Nineteenth Centuries
	The World Wars

	Thomas Watson Sr. And Thomas Watson Jr.
	West India Company, Dutch
	The Second Dutch West India Company
	Commercial Activities
	Colonization

	Wheat And Other Cereal Grains
	Eight Major Cereal Grains
	The Grain Trade Since 1450
	The Modern Worldwide Grain Trade

	Wine
	Finew World,fl New Win
	Investment In Capital: Individualism In The European Heartland
	Nineteenth-century Crisis And Change
	Democratization And Internationalization In The Twentieth Century

	Women Traders Of Southeast Asia
	Wool
	World Bank
	Beginning Of Modern Economic Development
	Establishment Of The World Bank
	Development Problems
	Some Development Successes
	Development Stumbles


	Y
	Yokohama

	Z
	Zhang Han
	Zheng Family
	Zimbabwe


	Primary Sources
	Historical Texts
	Discourse Of Western Planting
	An Essay On The East-India Trade
	A Letter To Queen Victoria
	Narrative Of The Expedition Of An American Squadron To The China Seas And Japan
	A New Account Of The East Indies
	Report On Manufactures
	The Wealth Of Nations

	Speeches
	Challenge Of Peace
	Cross Of Gold
	The Fourteen Points

	Agreements, Treaties, & Legislation
	The Bretton Woods Agreement
	Embargo Act Of 1807
	The General Agreement Of Tariffs And Trade
	The Marshall Plan
	The Navigation Acts
	The Reciprocity Treaty Of 1854
	Sample Of A Native Treaty
	United Nations Conference On Trade And Development


	Glossary

