Dr, Polggzi

Lecture 3. The Breakdown of the Internetional System.

1. National and Intermational Markets

The failure of the international economic system was ultimately due to
the same inherent weaknesses which characteriged the nstional systems under a mar-
ket economy. The view which makes autarchy responsible for the breaskdown can
hardly be upheld. On the contrary, it might be more justly argusd that it was the
failure of the international system which gave rise to autarchy. .

The term world merket seems to suggest the existence of some market exter-
nal and additicnsl to the national merkets. Such a separate internetional market,
however, does not exist., In respsot Yo each national market the other national
markets form together the international market, every part of which, therefore,
is under a definite jurisdiotion and carries on its dealings in one currenay.

Thus in order to link up the various national markets to one international
market, it is essentisl that apart from the sbsence of any legal obstacles to
trade, the various mnationsl currencies should be exchangeabls at a sbable rate.
Unless such stable external values are provided, neliher internstional ocapitel
markets, nor commodity markets are possible.

What exactly do we mean by stsble external values end how can we provide
them? By externsl value of the currency we mean the amount of foreign banknotes
one can get in exchange for one's own. By intermel velue wo mean the purchasing power
of one's money at home which simply depends on the price level., If the rate of
exchangs is to be kept steble thers must be parity of purchasing power between the
currencies; in other words, the price level at home should not be allowed to rise
relatively to the price level in other countries., It follows that in order to pro-
tect the external value of the currency, we must allow the internsl value of the
currency, i.e,, the price level, to fluctuate.

This simple but stringent requirement has far-reaching implicetions. In
a market-gconomy everything depends upon prices. If the surplus of selling prices
over costs disappears, production must be curtailed. Unemployment onsues, wages
and profits decrease, the system is thrown out of gear. Inevitably this tends %o
happen whenever the price levsl is being artificially depressed in order to keep
exchangee stable., Now, in principls, the system should sutomatiecally right itselfl,
for if selling prices drop, cogts should follow after a while, thus restoring the
surplus of selling prices over coats, However, as we have seen, a self-resgulating
merket-system is e utopia. Ho society could stand its devastating effects once it
got really going. Hardly had lelssez-faire started when the State and voluntary
organizations intervened to protect society through factory leaws, Trade Union and
Church asction from the mechanism of the merkst. In consequencs of these protec-
tive measures the price system lost its elasticity, costs ceased to be flexible,
wages tended to become rigid. It is thus essy to see that the very measures which
wers originally designed Lo protect society internally ageinst the effscts of a
market-cconcny eventually inoreassd the difficulties of the working of en inter-
nationel market-sconomy. Faotory laws and Trade Unionism ecalled for external pro-
tection, i.e., customs tariffs as a supplement. Ons of the factors tending to dis-
rupt the international system thus came from inside the netional sysbems them-
selvaes,

2. Natiomal boundaries as zhock-absorbers.

This, however, is not the whole story. The need for the external protece
tion of national markets sprang from the nature of international division of labour
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under a market system. This external factor was equal in force to the intermal;
betweon them they refuted the exiom of Free Trade,

International division of labour is an ummitigeted boon. But how far can
it be achleved through a market-economy? That is the question.

If internatlonal division of labour is effeocted by competition end conse~
quent elimination of the less sfficient, then much will depend upon the rate at
which the change procesds ez well as upon the dimensions of the units involved.

As long as the competing units are small as e.g. the various farms of a neighbour-
hocd or grecers in e suburb, the dislocation caused by the elimination of the
unfit will be slight in comparison to the advantages accruing to the community es
a whole through better servicss; even the elimineted man himself might find some
compensation in the opportunity offered in the Improved community system. But
given larger and larger uhits, the position will no more be the same; if whole
countrysides, countries or continents compete, the elimination of the less effi-
cient maey involvs the ruin and destruction of whole communitises., Then the system,
far from being e blessing, becomes deadly danger end must be checked st all costs,
It might elso happen that along with the growth of the units, the rate at which the
procsgs cf the dividing up of labour procesds increases, thus lsaving no time for
the digplaced units to adjust themselves. While a slowly inoreasing division of
labour effested by the market mechanism would be purely beneficiel, & fast rate

of change might work out as a mechinery of sheer destruction.

Tacidentally, this helpe to exjfiain the sudden rise of the nation-states
to first rate lmportance in the course of the 19th century. Ths stupendous in-
crgase of gesneral well-being which sprang from the growing division of lebour in
the world could bs secursd only by the spreeding of the market system. But the
great dangers inherent in that system, both internally and externally, forced the
state to teke meazsures of protection which conetitulled the state Lo an unprecedent-
ed degree a vital unit of commumal existence. The mors intense intermational co-
operation was and the more Wese close the interdependence of the various parts of
the world grew, the more sssential became the only effsctive organizational unit
of an industrisl society on the present level of technique:~the nation, Wodern
nationalism is a protective reaction ageinst the dangers inherent in an interde-
psndent world,

3. A historieal outline

A bird's~eye view of the economic and soclal history of the 19th century
will bear out this analysis,.

The seene is England, the home and center of the movement. Let ues begin
with economic liberallism or laissez-feire and then proceed to the period of the
building up of world markets or rree irade. The first refers to national, the
second to intermational economy.

a. Laissez-faire

For some 250 years England had been living under the reguletive system
whieh was only another name for mercantilism. Every factor of production was re=-
gulated in its sction by stetute, Labour was organized under the Statute of Arti-
ficers (1563) as well as under the Poor Laws. of the same end later years, The
price as well as the supply of labout was determined by public authority, Common
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law settled the forms of the use of the lend. In the countryside since 1662
lebour was bound to the parish; at the same time the import of grain was prohi-
bited, except in case of famine, Navigation Laws restricted carriage end ship-
ping. The export of wool was prohibited. Prices were fixed under the Assizes
for breed and ale as well as by corporation rules; wapes were assessed by the
megistrate; interest was restricted by lew; commerce was oontrolled so as tc pre-
vent the development of unregulated markets.

The Industrial Revolution wasalready well on ths way when these regula-
tions were repeeled in order to build up a market esconomy. As late as 1795
the medisval "right to live” was still effectively acknowledged in the ‘allowance
system® whioch assursed the labourer $f an inocome whether he found work or not.
Hot before the repeal of the allowasnce system in the Poor Law Reform of 1834 was
laissez-Taire accepted and labour made a commodiby.

But the proteoctive counter-movs of society against laissez~faire began
almost as soon as laissez-feire itself. By 1847 the Ten Hours Bill wes passed,
snd a few years later the Trade Union movement wae started for good. The birth-
date of the consumer's cooperabtive was 1844, And by ths early °‘Fiftiss the
Christian Socialists were filing their protests egainst cconomic liberalism.

The legislative predominance of laisses~faire had lasted hardly more than a gene=
retion,

While the working people had been fighting agdfinet sconomic liberalism
under the lead of Owenism and Chartism, they gave up the strupgle in the 'Fifties
and turned whole~heartedly to liberalism themselves. HNot they, but rather the
ovning classes repressnted the interests of a partly conservative, partly sociel
protectioniem. This was the time when Joseph Chamberlain, the redicel factory
owner of Birmigghem, launched his cmmpaign for social legislation and universal
suffrage, turning soon after to protectionism end impsrialism.

This change over from intermal to external protectionism as symbolized
in the career of Joe Chemberlain wes forced upon the world by the effects of
Free Trade.

b. Free Trade.
Free Trade started as & great success, especially for England, the world's
factory, with its monopoly of manufacturing processes based on iron snd coal.

But this happy period lasted only from 1846, i.e., the repeal of the Corn
Laws, to the depression of 1873-1885, by the end of which the world had ceased
to be free trading. Again the counter-move wes due to the very effectiveness of
the principle involved.

For hardly had the steam-ship made its sppearance on thse cceans than
world division of labour began to show its cleaws. A torrent of chesp overseas
grain flooded the markets of Eurcpe and threatened to destroy the livelihood of
millions cof the most conservative cultivetors of the soll. The social systenm
itself was in peril, for the Continental peasant is not a farmer, i.e. a small
buainess man engaged in agriculture, but a member of a traditional soecial group
which must live on the land or perish.
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4, The coming of the agrarien tariffs was the beginning of protectionism in
Europe. Industrial tariffs followed to compensate the factory owner for his
loss of competitive power. Real waeges of the workers had now te be safeguarded
against the effects of rising food prices. To the mwners the burden of fac~
tory laws and sooclal benefits were halanced by the advantages deriving from ta-
riffz, bountices and other kinds of subsidlies, Sonn the tw kinds of protestion=-
ism, internal end external, merged into a clossly kmnit tissus which destroyed
the flexibility of the economic system alogother.

This happened aboult the last guarter of the 198th cenbury. From that
time onward it was the chief soncern of the atate to reslieve the strain under
which ths economic system was working, partly by strengthening the shockeabsorbe
ing qualities of the natiocnal boundariss, partly by adding political %e econo-
mic pressure on the internatiocnsl merkets. The first started protsctionism,
ths latter imperislism es a new and fatal force in world affairs.





