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5a.1 Concept of Mercantilism

The term ‘Mercantilism’ broadly refers to that gpoof ideas and practices in the economic
sphere by which the nation states of Europe saioghtrease its own power, wealth and
prosperity in the period from 1500 to 1800 A.DwHs in a way the economic counterpart of
political absolutism. The measures used by goventsrie influence their economies included
tariff laws, industrial regulation, trade wars, taws and currency manipulation. Mercantilism
contained many interlocking principles and wasananified principle or ideas. Precious metals,
such as gold and silver, were deemed indispensal@ation’s wealth. It was believed that
trade balances must be ‘favourable’, meaning aessxof exports over imports. Colonial
possessions should serve as markets for exportasasuppliers of raw materials to the mother
country.Maurice Dobb described mercantilism as ‘a system of state ed¢gdlexploitation
through trade...essentially the economic policy oaga of primitive accumulationEli
Heckscherinterprets the economic policy of this period dsralency towards the economic
unification of the nation stat&lurray Rothbard , belonging to the Austrian school of



economics, described mercantilism as “a systenatiEm which employed economic fallacy to
build up a structure of imperial state power, all a&special subsidy and monopolistic privilege
to individuals or groups favoured by the state. S hmercantilism held exports should be
encouraged by the government and imports discodfage

It may be noted here that the term was nobmraon use during the prevalence of the system.
To the men who lived at the time of its prevaleitaeas less evidently a system with definite
aims. It was referred to @mmercial systemor mercantile systemin England. It was also
known as festrictive system’because of impositions of numerous restrictiortsragulations
on commerce. In France it was known @slbertism’ after its finance minister Colbert and in
Austria it was calledCameralism'’. It was also denoted &sullionism’ because of the
overemphasis given to the possession of gold dwel &y the nation states. Mercantilist
thinkers did not form a homogenous group, advogadifixed line of thought and policy. They
were statesman, merchants and administrators fribenetht countries who left behind a number
of pamphlets and papers regarding economic problafterwards when these documents were
analyzed, many economists found that there isiceutaformity in these ideas and policies, and
therefore, grouped them together as mercantilistable contemporary writers of treatises on
mercantilism, such aehomas Mun in England Jean-Bapiste Colbertin France, andntonio
Serrain Italy- never, however, used the term themselvise term was given currency by
Adam Smith in his book ‘Wealth of Nations’ (published in 137@8ho was a strong critic of it.

5a.2Salient Features of Mercantilism

» The primary objective of the principles of merchsin was to augment the power,
wealth and prosperity of a nation state by regu¢athe nation’s economy.

* It was the economic counterpart of political absisha.

* Precious metals, such as gold and silver were de@mdespensable to a nation’s wealth.
If a nation did not possess mines or have accegsp@cious metals should be obtained
by trade.

* It was believed that trade balance must be favdeyad exports should exceed imports.
Since commerce helps a nation to export surpluggaad bring back bullion, it must be
aided. Merchants must be protected abroad, favteitadaties should be negotiated and
new markets opened up. For distant trade, thematiaust aid and protect chartered
companies with monopolies. High tariffs should tmposed on exports and imports from
foreign countries.

» It was believed that there was more or less a fsaddme of international trade and
policies of the state should be to get the larglate of it.

» Each nation should attempt to be self-sufficierd emorder to achieve it must produce
its own manufactured goods and encourage and geitelondustries in a regulated
manner.



» Agriculture must be developed to reduce dependenayther nations for food and raw
materials like wool, flax, silk and hemp. This waduh turn breed strong and sturdy
peasants who would supply the nation with soldéerd sailors.

* A nation state should aspire to be a formidablepeseer to protect its foreign trade and
enhance the country’s prestige.

» It encouraged acquisition of colonies. Colonialgessions should serve as markets for
exports and as supplier of raw material to the motountry. Manufacturing was
forbidden in colonies, and all commerce betweeonrgpbnd mother country was held to
be a monopoly of the mother country.

» A strong nation, according to this theory, wasawéha large population, for a large
population would provide a supply of labour, a nedr&nd soldiers.

* Human wants were to be minimized, especially fqggonted luxury goods, for they
drained off precious foreign exchange. Sumptuamng laere to be passed to make sure
that wants were held low. Thrift, saving were relgar as virtues, for only by these means
could capital be created.

5a.3The Background of the rise of Mercantilism

Towards the close of the middle ages the idea wdmality became very distinct. The
renaissance, the fall of feudal nobility in WestEurope, the beginning of the age of
geographical exploration and the reformation tbdbied, greatly contributed to it. The spirit
of nationality made the nations conscious of théweseas separate political, religious, and
economic entities.

When a nation became fully developed in thig waecame equally conscious of the
existence of other nations, and it was disposetktw them as potential enemies. The aim of the
nation was to preserve its independence. For thisgse the activity of its people in every
direction had to be regulated and controlled. Teedom of action which in later times was
regarded as the right of the individuals was suinatdd to the necessities of the state. Private
interests could not be permitted to take precedehcensiderations affecting the well-being of
the nation as a whole. The direction of directibpalitical and economic affairs in the interest
of the nation, which the circumstances of the ts@emed to demand, was impossible without an
authority sufficiently strong to exercise contrbhis authority was monarchial in character, and
powerful despotism which prevailed in most courstiéé Europe from the 6o 18" centuries
favoured the rise of principles and ideas of mettam.

5a.4 Mercantilism and European Economics

In the period from 18to 18" centuries most countries of Western Europe- Patf&pain,
Holland, France, England, Italy and also Germamypleyed the principles of mercantilism in
the economic sphere. Portugal applied this pohcysi spice trade. In Spain the colonial trade
was the monopoly of the state. ‘Casa de Contrumtdcegulated all colonial trade. Anybody



willing to trade with Spanish colonies had to téikence from it. The Spanish monarchy
encouraged the growth of industries in order taicethe quantum of imports. The ‘Mesta’, the
sheep rearing organization insisted on the prodoaif wool to the neglect of cotton goods,
industrial manufacturing and agricultural produnti®uch a policy adversely affected Spain as it
increased her dependence on foreign lands foré&addnanufactured goods.

The Dutch mercantilism was characterized bylgect to facilitate trade. There the loose
confederation of states could not impose strictrbion economic activities. There the
merchants were powerful who followed mercantilsbrgomy. The Netherlands, unlike other
contemporary states, leived almost no custom dotynports, for it realized that multilateral
international trade was in its own interest. Inldiod, bullionism or hoarding of bullions too was
minimized as the Dutch economists realized thsgived no constructive purpose, except as a
reserve behind credit instruments. Her proactivasaees resulted in the replacement of
Antwerp by Amsterdam as the main centre of exchamglecommercial activities. The Dutch
government was ever ready with her navy to pratemcantile interest. In 1645, for instance, the
Dutch fleet compelled Denmark to conclude a commkteaty with Holland. The East and the
West India Companies- with the political, econoamcl military support of the Dutch
government- enforced their monopolies not only @stafioreigners but also against private Dutch
merchants. The government controlled the Meditemarand Levant trade. By the mid™.7
century, because of the onslaught of the Englisgnéh and Portuguese, the Dutch trade
suffered.

In England, political unity and stability enatilenforcement of nationalist mercantilist
regulations quite early on. The Tudors adopted oreador protection of the industries,
encouraged the import of raw material and prohibé&eport of bullion. The navy was
strengthened for both trade and defence. The nawhaets and mercantile organizations got
monopoly rights to trade. The Statute of Artific€t§63) strengthened and generalized the
system of apprenticeship. A series of poor lawsevparssed to provide relief to the poor. A
protective tariff was created to preserve the Ehgtharket for English producers. To protect her
trade interest the English fought the Dutch seuvrads to reduce competition. She also
concluded treaties with Spain (the Utrecht trea®4 3) and Portugal (Methuen treaty, 1702) to
protect her trade interest. The Corn Law of 168%&lized the export of corn. The English
government increasingly attempted to make tradanoal more favourable with colonies like
India.

In France too certain aspects of mercantilisss pursued by the government. The
government passed laws prohibiting export of ballio foreign countries. Industrial production
and foreign trade were encouraged for the purpbseeasing the bullion reserve. Louis Xl
encouraged fairs at Lyons extraction of minerabueses. To give impetus to industries, the
French government subsidized industries like glsisgar, woolen, silk and textile. The import of
luxury goods was restricted. Trade organizationsewset up to trade with North Africa and
Canada. Richelieu favoured strengthening of the maad acquisition of colonies. During the



reign of Louis XVI the mercantile policy took fuidhape in France under the guidance of its
finance minister Colbert. New industries were getind the French East India Company was
founded to monopolize overseas trade.

Germany, which was fragmented into severaéstdbo followed principles akin to
mercantilism. It was known as Camerialism. In Piaugsercantilist ideas were taken up by
Frederick William as a part of his policy to estsblit as a strong force in Germany.

By the advent of the 19th century, theaastilist principles were undermined. Critics
pointed out that if every nation attempted to expaore than it imported it would be the end of
international trade. Again, they overlooked thd that the laws of demand and supply apply to
gold and silver also. If the quantity of a precioostal increased in a country and other
circumstances remained unchanged, they becameearh#iapas also felt that that emphasis on
self-sufficiency discouraged the principle of digis of labour and afforded a lower attainment
of standard of living. It resulted in the triumphtbe principle oflaissez-faire and the ‘policy of
power’ was replaced by a ‘policy of plenty’.

5a.5 Effects of Mercantilism

* Mercantilism gave great impetus to imperialismtos$ tera. Since colonies were viewed
as sources of gold and valuable essential comnesditid market, the nation states were
keen to acquire as many colonies as possible. ThegpEan powers, often under the aegis
of monopolistic companies, such as the Dutch EaalCompany or the British Hudson
Bay Company (Canada), carried out colonial acésitairound the globe.

» Since colonies were regarded as existing for timefiteof their mother countries, the
colonized parts of North America, South America afidca were involuntarily involved
with mercantilism and were required to sell rawenials only to their colonizers and
purchase finished goods only from them.

» lIts rigid notions of favorable trade balance oftansed commercial rivalry and even
wars between nations. The Anglo-Dutch wars andderddutch wars are a case in point.

» Restrictions on where finished goods could be pasel led in many cases to
burdensome high prices for those goods.

» The constraints of mercantilism caused frictionAesn Britain and her American
colonies and were greatly responsible for out-bifake American Revolution.

» Adam Smith, a strong critic of the mercantilistip@s, opined that this type of economy
has low rate of growth, the wealth is concentratetthe hands of few, majority of people
have no development and the economic growth is beadp
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