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PREFACE TO FIRST EDITION.

THIS book has been written in the belief that existing
commercial policy and the doctrines respecting it are bést
explained by reference to their history. A method that has
been so fruitful in al other directions of socid inquiry can
hardly be ineffective in this one.

Thus—to give instances. The McKinley Act (p. 77)
is not properly understood until it is regarded as a single
step in the legidation of a century. The Sugar Bounties
(pp. 173-4) take us back to the continental system and the
old colonia policy; and a Customs Union of the British
Empire presents difficulties only known to those who have
studied the effect of the differential duties (p. 206). So it
is dso with plans for reciprocity. Their strongest refutation
liesin the fact that they have been tried and failed (p. 196).
In like manner the most effective justification of the English
Free Trade system is supplied by the history of its introduc-
tion (Chapter V1.).

What is true of legidlation applies equally to theory.
Modern Protectionism should be studied in its development
in order to see its connexion with ideas and sentiments
unsuited for industrial civilization. Only in this way is it

VNpossible to understand how so many able and enlightened



vi PREFACE.

men have adopted a system that is notwithstanding
injurious both to socid and economical progress.

One result of this mode of treatment has been to diminish
the amount of space devoted to certain topics that are
prominent in most works on the subject. Little is said
about the Corn Law struggle, nor isthe Free Trade movement
regarded as if it began and ended with Cobden. A few
years can after all be but one stage—a highly important
one it istrue—in amovement that must in its entirety occupy
centuries.

The absence of footnotes has prevented reference being
made to the various works used ; but ageneral acknowledg-
ment must here be given to those who have supplied so
much of the material necessary for a study of the kind.

C F. BASTABLK

Trinity College, Dublin,
November, 1891
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COMMERCE OF NATIONS

CHAPTER I.
INTRODUCTORY .

ONE of the most striking features of modern times is the
growth of international relations of ever-increasing complexity
and influence. Facilities for communication have brought
about closr and more constant intercourse between the
different countries of the world, leading to many unexpected
results.  This more intimate connexion is reflected in dl
the different sdes of socia activity. International law, that
two hundred years ago was almost wholly confined to the
discusson of war and its effects, now contains a goodly
series of chapters treating in detail of the conduct of nations
during peace. It draws the bulk of its materias from the
large and rapidly-growing body of treaties that regulate such
matters, and form so many fresh links between the states
that sign them. Literature, Science, and Art have al been
smilarly affected; their followers are engaged in keenly
watching thE progress of their favourite pursuits in other
countries, and are becoming daily more and more sensitive

to any new tendency or movement in the remotest nation.
B



2 COMMERCE OF NATIONS.

But, as might be expected, it is in the sphere of materid
relations that the increase in international solidarity has
been most decisively marked, and can be best followed and
appreciated.  The barriers that in former ages impeded the
free passage of men and of goods from country to country
have been—it cannot unfortunately be said removed, but
very much diminished; and more particularly during the
last fifty years the extraordinary development and improve-
ment of transport agencies both by land and sea have gone
far towards obliterating the retarding effects of legidative
restraints or national prejudices. So little attention is
ordinarily paid to the great permanent forces that govern
the changes of societies, in comparison with the interest
excited by the uncertain action of minor disturbing causes,
that it is eminently desirable to emphasize as strongly as
possible this continuous increase of international dealings.
In spite of temporary checks and drawbacks, the broad fact
stands out beyond dispute, that the transfer of human beings
from country to country which is known as " migration," as
adso the smilar movement of goods described as "com-
merce," is not merely expanding, but, if periods sufficiently
lengthy for fair comparison are taken, expanding a an
accelerated rate.

We are happily enabled to form a conception of the
extent of this latter movement with a degree of accuracy
that is quite impossible in respect to other sdes of socid
life. The growth of peaceful relations between statesj the
connexion and reciproca influences of scientific and literary
workers belonging to various nationalities, cannot, it is
evident, be included within and comprised by any definite
expression that would give a measure of their growth from
time to time. The case of commerce is in this respect
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different. The elaborate and laborioudy-worked-out Satis-
tics of official departments supply abundant data for a
full and careful estimate not simply of the fact of extended
trade, but aso of its amount. To give a few illustrations
which bear out this assertion, we may first take the case of
England. A glance at the Board of Trade returns for 1897
shows that the sum in values of imports and exports (re-ex-
portsincluded) for that year wasalittle under  £750,000,000.
These figures may at first surprise by their great amount,
but they can be easly understood and compared with
similar returns for previous years, and with the estimates of
the amount of domestic trade, so asto give an approximately
correct idea of the quantity and proportion of nationa
wealth that is concerned and employed in this branch of
trade. The foreign commerce of other countries is not on
S0 extensve a scde. Owing partly to the natural advan-
tages of situation, and to facilities for obtaining abundant
supplies of raw materias, but also partly to the absence of
legidative restrictions, the development of British commerce
Is by far the greatest that has yet been known. Still under
Tar less favourable conditions, both natural and artificidl,
France has had for the year 1897 specid foreign commerce
to the amount of amost ~310,000,000, while the American
Union, whose policy is avowedly restrictive, and which
possesses within its own territory most of the staple articles
of industry, and is so far relieved from any pressing need
for foreign commerce, shows for the year 1896-97, a sum
of imports and exports of over ~360,000,000.
Thefiguresjust stated are not less impressive and much
more readily comprehended than the most complicated
tables giving the quantities and vaues of each of the
innumerable articles that enter into the course of foreign
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trade and swell its total. They prove conclusvely that this
part of economic activity is one of the most potent of the
factors which taken together make up the generd industrial
movement, and one moreover that cannot be put aside or
neglected by any one who desires to form an intelligent idea
of the world's advance. It would be no doubt an error to
follow the old mercantile belief, and regard the amount of
foreign trade as the sole and sufficient measure of national
progress. Even for England domestic trade is on the whole
much more important; it is far larger in extent, and it
enters more closdly into every part of national life—a state-
ment that is still more unreservedly true of countries like
the United States. The decline of foreign commerce may
conceivably be accompanied by amorethan counterbalancing
expansion of internal trade; but this case so rarely occurs
that it hardly requires notice as a practical limitation of the
proposition that the enlargement of international exchangesis
inindication, and in itself a part of economic improvement,
and that in the long run there is a connexion between the
smaller movement and the larger one of which it forms a part.

To explain the working of this part of the economic
system, and to form ajudgment as to the policy applicable
to it, is the object before us. For the end in view, it is
necessary to consider the principles or rather conditions on
which international in common with all commerce is based,
and more particularly the modifications that its specia
characteristics make requisite in the use of the laws of
exchange for the purpose of interpretation. By adopting
this course, a great many of the erroneous conceptions that
interfere with the acquisition of a proper knowledge of the
matter will be indirectly removed, and the groundwork of
many fallaciousargumentswill be destroyed without the need
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of much forma refutation. The commercid policy actualy
pursued by nations will then clam attention, both in its
hisoricd development and its present postion in the
leading countries of the world. This review of former and
existing state policy in respect to foreign trade will lead
directly to a comparison of the methods pursued, and an
estimate of their comparative efficacy in promoting national
welfare; and in this connexion the various erroneous or
incomplete theories that have influenced state action will be
examined and criticized

Before commencing the inquiry thus outlined, a prelimi-
nary difficulty may be removed. Without attempting to
enter on the subtleties of the subject, for which there is no
place, it is desirable to state expresdy what is meant by
international commerce. Our answer to that questionis as
follows.—All commerce comes under the head of inter-
national which is carried on between persons resident in
different politica entities or units, even though—asin the case
ot England and Inaia—they may stand m the relation of
ruler and subject. This use or the term is a once simple
and convenient; it accords closdy enough with popular
phraseology as well as with the more technica application
madeby official statisticians, who always separate such trade
from domestic transactions, for which reason its speciad
investigation is peculiarly suitable. Another reason in its
favour is found in the fact that it is to this divison of
commerce that state interference on economic grounds has
been amost exclusively directed. It follows that for the
practical object of considering the effects of different lines
of policy, there is a great advantage in confining our
attention to a well-recognized areawithin which the agencies
under examination have been chiefly employed.
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The commerce of nations when regarded in the way
just suggested, is evidently liable to shrink or expand in
proportion to the junction or division of political units.
That is, in other words, its amount will in great measure
depend on the number and distribution of the nationsin
the world.  Thus, to give instances, the creation of Italian
unity changed so much foreign into domestic trade; and if
the formation of the German Empire had not a like effect, it
was due to the fact that commercial unity had there been
attained at an earlier date through the Zollverein, or
Customs-union.  The separation of Holland and Belgium is
an opposite instance, since by it there was an increase of
foreign a the expense of domestic commerce. These
particular cases, however, have hardly any effect on the
genera movement. Whatever transfers may take place
between the fields of home and foreign trade, the genera
facts and operating tendencies remain substantially unaltered;
and for purposes of comparison a sufficiently correct allow-
ance can be made with regard to the few changes that occur
within the periods to be compared.



CHAPTER II.

LEADING FEATURES OF INTERNATIONAL COMMERCE.

Axfirstsight it would appear that domestic or internal trade
was by far the earliest, and that foreign commerce came in
as a later addition, the result of more advanced economic
development; and if the statement is limited to commerce
asit exists a present, and to the actual division of home
and foreign trade, it is certainly correct. But in another
and wider sense of the term it is possble to maintain the
seeming paradox that the first exchanges were international
(or rather intertribal). Recent investigations of the early
history of law and ingtitutions, such as those of Sir H. Maine
and De Coulanges, tend to establish that the unit of primitive
communities was the family, rather than the individual who
occupies that position in modern times. The elaborate
formalities of ancient law were suited to such a conception,
and resemble the modes of commercia intercourse that are
now retained only between states.  The primitive kinds of
contract are particularly interesting in this respect, since
one of the most important of contracts—sale—is closely bound
up with conveyance, the legd form of the fact of exchange
whose economical bearings we have been considering.
Without accepting al the details of any theory of the
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ancient contract of sde or barter, it may be confidently
held that it was hedged round with complex formdities,
mogt of them indicating that the process was one that
affected the community and required its sanction as a
condition of validity. This can only be explained by
reference to the comparatively small number of exchanges,
which were not necessary within any group, "as there property
was held in common," and only took place between "house
communities" or "tribes" Thus, if the conception of
international trade may be so widened as to include Al
dedings between groups or bodies, or between members
of different groups, we may say with truth that it is the
oldest and most primitive kind of trade.

The interest of this result is not purely historical; if it
were so we might here safely neglect it It has, however, a
practical value, as it shows the long-continued working of
conditions that are till potent in determining the course of
foreign trade, and it to some extent throws light on the rea
source of much legidative regulation whose origin is now
completely forgotten, but which has been produced by the
old sentiment of tribal jealousy. The barter that takes
place between savage groups has often been referred to
as giving a simple type of exchange; it may here be
employed to illustrate the specia features of international
trade. ("When division of labour has been developed, and
when trade and industry have been specidized in many
forms, with numerous producers of each, competition tends to
bring about some proportion between the reward of the
workers in each department. The terms of exchange, or
when money is introduced the prices of goods, are fixed by
the sacrifices involved in their production; or, to use the
technical term familiar to economists, the value of such, goods
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depends, in the long run, on their "cost of production.”
International trade, even in its highest existing forms, does
not exhibit this feature. With respect to early societies or
modern savages, the extreme difficulty, indeed impossibility,
of transferring members of one group to another for the
sake of any economic advantage is obvious; what is not so
clear is that dl through the growth of nations the same
difficulty has presented itself, though not, perhaps, in so
extreme a shape. Within a nation or group it is possible to
move labour and capital from one employment to another,
if not with the perfect ease and absence of friction that
economists have too lightly assumed, yet with substantial
effect on the relative rate of remuneration and the values of
commodities. The passage of these industrial factors from
country to country is not so readily accomplished. Great
advances have indeed been made in recent years in this
direction, and the international movement of capital has
now attained vast proportions. Powerful obstacles however
remain ; the hindrances of distance, difference of language,
customs lines, and socid and legal arrangements have by
no means lost their effect. The movement of labour towards
new countries, which is now so large, can hardly be
distinguished from the natural increase of population. It
probably in some degree checks the latter in countries of
immigration, and certainly stimulatesit in those of emigration.
The similar movement of capital is chiefly in the form of
loans, which give rise to anew kind of international relation,
viz. that of indebtedness. ((_)n the whole the old generd-
ization ill holds good, which declares that the trade of
nations does not conform to the law of cost of production;
but, as we have seen is the case with regard to primitive
exchange, depends on the comparative needs and supplies
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of the trading countries, or, to use another technica ex-
presson, on "the conditions of comparative cost."This
latter proposition must be fully understood in order to
follow the working of commerce between nations.

It is often imagined that if the industrial powers of one
country are inferior to those of another in al respects, that
the former will, so the phrase goes, be undersold by its
rival in respect to everything that it produces, and have to
abandon al industrial pursuits. Such is, however, not by
any means the case. A reference to the analogy of exchange
between tribal groups or individuals will indicate where the
error lies.  What is carried on between such bodies is
exchange, which involves the giving and receiving of com-
modities on each sde. The cause of exchange is found
in the differences of the comparative estimates formed
respecting the commodities that are the objects of trade.
For a nation or country this comparative estimate depends
on the difficulties of supply, /. e. speaking generaly, on the
cod of production ; though in specia instances they may be
the outcome of scarcity, and no further supply may be
obtainable at any cost Inany case the rule of comparative
cod includes and explains by far the largest part of foreign
commerce, and so far from being astrained or unnatural
application of theory, is in redlity only the form that the
genera condition of exchange between separate persons or
distinct groups assumes when applied to countries whose
system of internal exchanges is regulated by cost of
production.

The use of the doctrine of comparative cost in throwing
light on the course and extent of international commerce is
great (For it is on the existence of differences between
cods when compared in the trading countries.that the
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possibility of any trade taking place depends. Where the
proportiona cods are the same, there is no motive for
exchange, and it is by the amount of their difference that the
benefit, and therefore to a great degree the volume, of the
transactions will be settled) To get a clearer perception of
the real bearings of this essential condition for foreign trade
let us take an actual cae What is the cause of the
commerce carried on between England and the American
Union, and why do certain articles form part of that
commerce while others do not? Why, eg., should not
England send the wheat of its southern counties to
America in exchange for the iron of Pennsylvania and the
cotton goods of Massachusetts? The only explanation
open is the action of the principle of comparative cog.
The cost of American wheat as compared with iron in that
country is lower than the cost of British wheat compared
with the cogt of British iron. Over the whole field of trade
similar conditions operate, and it is thus that the actua
ingredients of the reciproca trade of two countries are
arranged.

The action of comparative cog, using that expression with
the liberd interpretation that we have put onit, as including
cases of absolute limitation, is however hindered in its work-
ing. It isnot, as has sometimes been sad, the " sufficient
condition” of foreign trade. Comparative costs of certain
commodities may differ, and even differ greatly, in two
Qountries, and yet those commodities may not be exchanged.
f.The impelling force of dl exchange is the economic motive
of self-interest, and it may well happen that though the
differenced between the costs and therefore the values of the
commodities under consideration would leave a surplus of
advantage, yet the difficulties to be overcome in effecting
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the transfers would impose a till greater cost, and more
than neutralize the gain. This kind of hindrance is present
in the earliest exchanges. If tribes are divided from each
other by long distances, by rivers or mountain ranges, the
chances of trade are diminished, and each group is more
closdly confined to its own resources. What is true of
primitive trade is equally applicable to the widely-devel oped
commerce of the present age. The obstacles to transport
of commodities, whether natural or artificia, are even now a
considerable check to international dealings in some classes
of goods. In former days they practically confined foreign
trade to dealings in luxuries, snce none but very rare and
vauable articles could bear the heavy cost of transport and
the high profit which was needed as an insurance against
risk. By degrees, as we saw, the expense and danger of
trade have been reduced, with the result of ever increasing
the list of goods that are exchanged between nations, and
therefore, in Cobden's happy phrase, " widening the circle of
exchanges."

Recent developments in the commerce of nations supply
many illustrations; it is as much to cheaper carriage as to
cheaper slver that we owe the Indian wheat trade. The
American and Australian exports of meat are also in point, as
is too the English export of cod that has now reached such
large proportions. The German iron export may be added
to the above cases; but even the smaller industries give
abundant examples—e. g., the recent increase of English
fruit imports.  The generd principle is moreover too plain
to require any lengthy elucidation or support by evidence.
That the reduction of impediments will increase foreign
trade is as true as that the lowering of the tolls for crossing
A bridge will generaly add to the traffic that passes, over it"
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Another agency dso tends to prevent the exchange of
goods between countries even where their comparative costs
are not the same. Thoretical writers on political economy
have often shown an unfortunate disposition to regard
foreign trade as if it were in each case confined to two
countries, though they would of course reject such a belief
if explicitly stated. The oversight isnot, however, confined
to them. In popular discussion, from which dl pretence
of theorizing is supposed to be excluded, the same fault
frequently appears. Any measure affecting trade with par-
ticular countries is estimated as if its effects were confined
to such trade, and no alowance is made for the reactions
that will be produced on other branches of foreign commerce.
Neither in theory nor in practica questions is such an
omission justifiable. Modern commerce is not confined
to exchanges between any two countries, no matter how
powerful or wealthy; it is rather a system of connected
markets, each of which is the seat of a smaller sysem, To
return once more to the often-used analogy of primitive
tribes or scattered settlers, we see that as the separate groups,
tribes, or families become connected in the larger system of
internal trade; as the settlers on awestern border state come
after atime to deal inthe town which furnishes the traders'
centre or market of their district, so do the various indepen-
dent countries of the world form by degrees what we may
cdl a world-market, though it has no single locdlity that
can be looked on as its centre.  The growth of foreign com-
merce has made this so plain that it can hardly escape any
observer's notice; but aless evident fact is that it has been
gradually forming during the course of European history, and
has not yet reached its limit.  During the later middle ages
the Itdian cities; in the seventeeth century the Dutch; at
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present England; at a future time the United States, or
pernaps Australasia, may claim to be the nearest approach to
the central point or localization of this world-market. But
however this may be, the most important result for the
present is, that as in the national or district market there
iscompetition between the producers and the consumers of
the various wares, so is there a like competition between
the several producing and between the severa consuming
countries in the market of the world. The former kind of
competition tends to lower the value of articles, the latter to
raseit. Thus, to show theworking of this state of thingsin
fact, the competition of India, Russia, the United States, and
Australia tends to lower the world value of wheat; that of
Indiaand China has a like influence on tea; while the com-
petition of England, France, and Germany (though very
feeble as regards the two latter) has an opposite effect on
wheat; and England, Russia, the United States, and Australia,
by their competition for the supply of the tea-producing
countries, raise its value. Without adding any further in-
gtances, it is apparent that the mere fact of difference in the
comparative cost of wheat and iron in England and the United
States will not suffice to establish an exchange of those com-
modities, for India may offer wheat to England on dill
more favourable terms, and Germany may prove a cheaper
source for the iron needed by the Union. But therecan be
no question that the existence of each source of supply will
affect the other, and that, impediments apart, there will be a
movement towards a common world vaue for both wheat
and iron. This competition of different countries, which is
such arapidly-growing factor in the commerce of nations, has
a profound effect on its character and conditions. It has, as
we shdl see important practical bearings on questions of
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commercia policy, but for the moment it is chiefly interest-
ing as marking the final step in the process of evolution by
which the single and rare exchanges of savage tribes or
families, which we found to be the rudimentary form of
foreign trade, have passed into a world-wide system of
commerce. That this development is paralel to the course
of internal trade is evident, and it adds one more to the
many analogies between the growth of national life and that
of the body which international law describes as the family
of nations. It was possible for a far-sighted person to argue
from this analogy to the ultimate formation of modern
international trade, and in fact the essentia truth on the
subject has never been better expressed than in the remark-
able dictum of Dudley North, published more than two
hundred years ago, which declares, " That the whole world
as to trade is but as one nation or people, and therein
nations are as persons.”

The analogy of individual exchanges at once points out
the benefits that may be expected to result from those that
take place between nations. ‘As in the former dass each
party concerned gives what he wants less than what he
receives in return, so in the course of international commerce
more valuable products are obtained in exchange for less
valuable ones. Looking generally at the facts, it cannot be
disputed that such isthe cae  The corn, cotton, tea, and
wine that Great Britain imports have a higher value in use
to its inhabitants than the coal, iron, and manufactured
goods that are exported in payment. We need only imagine
the effects of atotal cessation of foreign trade for six months
to see thE enormous advantage that is obtained through that
agency, and though for other countries its absolute gain is
not so gredt, yet in dl cases there is a substantial baance of
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advantage. A mere general assertion of the benefits reaped
through commerceisnot sufficient,sinceinfact itiscomposed
of distinct elements that need to be carefully indicated.
‘The first of these particular or specia gains is the supply of
previously unattainable goods. The earliest commerce was
directed to this object. The trader brought oriental products
into countries entirely destitute of them, and manufactures
to uncivilized tribes, taking back the peculiar products of
each country. Modern commerce aso dedls largely in such
objects. A cursory examination of the articles that enter
into the world's trade will establish the fact. The modern
breakfast-table would be otherwise impossible, and what is
true of the most civilized nations is equally true of the
rudest ones. « But a second result of international trade is
perhaps even “more advantageous. As domestic exchange
enables division of employments to be carried out with an
accompanying increase of production and immense gain to
the community, so doesthe system of trade between countries
alow each to develop its specia aptitudes, and thereby to
add in agreater degree to the wedth of the world. The
territorial division of industry under which goods are pro--
duced, not only by the fittest men but in the fittest places,
is an outcome of international trade, and one greatly for the
material advantage of al countries. International division
of labour confersafurther benefit. Atfirstit is probable that
the division between individual producers was dueto specia
qualities on the part of the workers who, so to speak, differ-
entiated themselvesfromtheir fellows; afterwardsit isfound
that even were al men alike, there is a profit in assigning a
gpecid vocation to each, owing to the increased skill that
practice gives. In a less degree the phenomenon repeats it-
&f in the case of nations.  The concentration of labour and
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capital, the superior organization of industry that is the
result of directing a large part of the national production to
a single object, yields a much greater return, and thereby
gives a larger contribution to the total wealth of nations. It
is the territorial division of labour that has placed the
English cotton industry in its present position, or at least it
was one of the conditions essentia to its attaining that
point.

For a thorough understanding of the general influence
and effectsthat the commerce of nations is likely to produce,
it is indispensable to realize clearly its connexion with the
fundamental condition of division of labour and consequent
specidization of employments.  Unless we bring ourselves
to perceive that the movement towards an increase of trade
relations between nations is parallel to, and accounted for in
the same way as, the growth of domestic trade, and on the
whole confers the same benefits, we are likely to be mistaken
both in our interpretation of the facts of foreign commerce
and in our judgments on matters of commercia policy.
Instances of errors produced in this way will often be met
when examining legislation on the subject.

As yet but one side of the picture has been presented ;
the advantages that fresh exchanges and increased division
of labour bestow on society have been a favourite theme of
economists, who in many cases have dwelt with peculiar
satisfaction on the working of private interest for the general
good. There ismuch justification for the course. The play
of the economic organization steadily becoming ever more
and more:intricate attracted the admirer of scientific law in
socid matters. The immense gains to al concerned seemed
the more vauable as they were obtained without any ill-
judged interference on the part of the state, furnishing at

c
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once an illustration and a vindication of the working of
laissezfaire.  Thismode of treatment, though tempting, had
nevertheless its dangers ; if one school persistently devoted
its efforts to a glorification of the results of increased ex-
change either interna or foreign, it was but a question of
timefor an opposing one to come forward which would seek
to depreciate those gains and magnify any observable faults.
The task of contradiction was taken up in regard to interna
trade by the socidists, while the protectionists discharged a
like function for foreign trade.  One of the main links be-
tween these seemingly different sections is their position on
the point before us.  Without at present entering into the
details of a controversy that will be better discussed later on,
itisin place to note the portion of truth contained in the
criticism of international division of labour. (There can be
little doubt that the more elaborate the machinery of trade
the easier it isto put it out of gear. In the smple cases in
which we found the origin of foreign trade a temporary
disturbance did not so much matter. Each small society
was in essentids self-sufficing.  The intermediate stages of
growth show, if not the same independence, at least consider-
able capacity for meetingal wants, if it should be necessary,
from .the national resources. The modern state is quite
differently situated. It requires a violent effort of imagina
tion to conceive the condition of a modern European country
completely isolated from al other countries.  Revolutionary
France never reached this condition ; but its position and
its losses, taken together with the fact that foreign commerce
has vastly expanded during the present century, will give a
dight measure of the evils that complete interruption to
tradewould cause. It would therefore seem that the out-
break of war might seriously affect a community that had
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formed the habit of drawing its supplies from other countries.
There is a further and perhaps on the whole a greater
difficulty. The adjustment of supply and demand is always
a problem that tries the skill of producers and dedlers, but
in regard to international commerce the task is peculiarly
arduous. The regulation of supply for distant markets, the
attempt to estimate what may be expected from other
countries, the effect of the cross relations of the many
trading nations, are al questions that, if they had to be
determined by calculation, might at once be surrendered
as hopeless. In spite of the wonderful acuteness which
has been developed in traders through experience, mistakes
often occur, and the consequence is sometimes the disastrous
event known as a commercia criss.  Now if the growth of
international trade has established these relations, it is evi-
dent that any loss so produced must be placed to its account.

Another drawback to division of labour has been fre-
quently urged against the form of it in which we are
specidly interested. The individual workman, by being
limited to a single employment, is weakened in his general
powers. Some simple manual operation repeated incessantly
for severa hours of the working day does not afford
sufficient scope for the exercise of the faculties required
from the citizen of a free community. There is an admitted
necessity for remedying this evil by the ad of education
and political training.  Precisdly the same evil results,
it is urged, follow from unrestricted foreign trade. The
nation given up to a singleindustry, or set of industries, may
indeed, economically speaking, gain, but only at the expense
of the qualitiesjthat contribute most efficiently to a vigorous
national life. Thebest mode of dealing with such difficulties
is not to.ignore them or treat them with contempt; it is
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rather to assign them their proper place in relation to the
theory and policy of commerce. International, like dl
divison of employments, has certain drawbacks which in
striking a balance of the sum of gain should be carefully
estimated. Onthewhole it appears that the benefits exceed
by far the losses in either case  Just as no one serioudy
proposes to go back to the ruder systems of industrial or-
ganization because labourers are often out of employment,
or some men suffer from the undue monotony of their work,
so there is no valid ground for opposing the development
of international commerce on account of possible wars,
occasonal commercial crises, or such an unhappy and
one-sided form of industry as formerly prevailed in the
southern states of the American Union. All these cases
suggest not limitation, but further expansion and better
organization of the system of exchanges, by which their evil
effects will be diminished, and it may be hoped finaly
disappear.

In addition to the difficulties just examined, which are
common to al exchange, foreign commerce has one that is
peculiar to itself. When in the course of domestic trade
two persons exchange goods, we may fairly assume that each
is benefited, as otherwise he would not be a consenting
party to the transaction. On passing to foreign trade a
new complication comes in; as before, the parties directly
concerned are individuals, and we can continue to believe
that they are gainers, but does it follow that the nations to
which they belong aso gain? Isthere not a tacit assump-
tion that individua and national gain are identical, or in
other words that there is a harmony of interests, without
adequate proof of the fact ? There can be no doubt that in
such cases a divergence of interests is possble—and it may
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be remarked that some domestic exchanges may conceivably
injure the national interest; but at the same time the gain of
the individual exchanger is so far a national gain, and the
increase of utility through each separate transaction of
foreign trade when summed up gives the result of the whole,
subject to any specia losses to other members of the
nations. The latter have moreover to be proved, not by
vague general assertion, but by precise evidence, and it
must be shown that they exceed the direct gain of exchange.
Some of the most unfortunate legislative messures, e.g.
the prohibition of the export of English wool in the last
century, have been based on the supposed opposition
between personal and national advantage, and it may
safely be said that no clam should be more jealously
scrutinized on its merits.

To sum up the results that we have attained—It
appears that international trade in its most genera form of
dealings between distinct groups is of great antiquity; that
it isnot even at present to be treated conveniently in the
same way as domestic trade, since values are not fixed by
the same conditions; that international trade isthe result of
differences in comparative cost of producing the articles
traded in, though the action of this law is limited by hin-
drances to trade and the competition of different countries,
that a country derives great advantages from its foreign
trade, which is from one point of view a development of the
divison of employments, that is a once a cause and an
index of civilization; andfinally that these gains may possibly
be accompanied by certain losses, as is the case in dl such
division, but that these instances are merely possihilities,
and not likely to be serious in practice.)



CHAPTER III.

MONEY AND INDEBTEDNESS IN FOREIGN COMMERCE.

THE leading features of international commerce and the
conditions that govern it have now been sketched. Without
entering into details that are only fitted for an economic
text-book it is difficult to obviate al objections, but the
central position that al exchange, foreign or domestic, is
usualy beneficial to the persons trading, requires rather
clear expostion than elaborate proof, and will receive
additional support from the evidence that the actual opera-
tion of a liberal policy affords. There are, however, some
questions connected with the general character of foreign
trade that must be briefly examined before passing to the
more practica part of our subject.

First amongst such pointsis the relative amount of benefit
gained by trading countries. In the older theories this was
avital matter; with some countries trade was, it was thought,
aways gainful, with others it was aways injurious, while
with athird it was good or bad according to circumstances,
the one criterion of merit being the tendency to cause an
influx of the precious metals. It is only necessary to glance
over the titles of the chapters of Sr J. Steuart's Principles
of Palitical Economy (1766) to see how completely an acute
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and in many respects origina thinker could be led astray
by the prevailing belief. The regulations of commerce, of
which the eighteenth century was so full, al depended
on this belief, and were directed to secure a favourable
result from trade with other countries. The modern view,
which regards trade as being aways advantageous and bene-
fiting both sides, and which is in genera so undeniably true,
places the subject in quite another light. Instead of guard-
ing ourselves against loss, we have only to consider what is
our proportion of gain, which is after all more a question of
scientific curiosity than of practical importance. If it were
possible by legislation to obtain a larger share of the total
advantage there would be more reason for the inquiry, but,
as will appear in examining the protectionist policy, any
effort of the kind is not likely to succeed.

As regards the theoretical solution of the question, which
forms along and very difficult chapter in works devoted to
the subject, we need only notice the chief results. In order
that trade shall be steadily carried on between two countries,
the value of imports must (other relations being for the
moment excluded) equal the exports, since the latter are
the payment for the former. This proposition is simply the
extension to the sum of foreign trade of what is plainly true
with regard to any particular case of barter, and cannot be
denied by any one who comprehends the real nature of trade.
The establishment of this equality of value between imports
and exports is brought about through the arrangement of
the terms of exchange for goods, and those terms are influ-
enced by the desires of consumers in the trading countries.

VThus the more eager the demand of a country for foreign
goods, the greater will be the amount of home products to
be given in exchange; and the more other countries require
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the products of a particular nation the better will be the
terms that it can make with them  This general statement
is, however, too vague to be of much practica use, and is
further complicated by the existence of numerous countries
which supply and demand the several products. Fortu-
nately for the more pressing questions of policy no precise
and definite solution is required, and further discussion of
the matter may without loss be left to theoretical students.
A point of much greater importance, and one which has
given rise to serious misconceptions of the rea nature of
international commerce, is that of the action of money. All
modern trade is carried on by the use of a circul ating medium,
transactions being invariably expressed in terms of it. The
exporter does not expect goods in exchange for what he
sends out; it istheirprice that he requires. The result is
that al foreign trade is in appearance dependent on the
conditions of price, or in other words the value of money,
and it seems as if the most essential part of trade was that
directly relative to this universally-needed object. Here
too a reference to the case of domestic trade helps to
explain the true position. Money is an invaluable instru-
ment for facilitating internal trade, but it is evidently not
the motive power which causes exchange. Relative prices
of goods are adjusted to their relative values, which gener-
ally depend on the cost involved in producing them. Foreign
trade isnot in thisrespect different; in fact where two trading
countries possess different currencies (as where one has a
gold standard, the other using inconvertible paper money),
thereislittle difficulty in seeing that the trade between them
is barter. The development of commerce has aso helped
to make the truth plainer. In the earliest stages before
money had come into existence, no one could think that
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trade was other than it appeared to be, viz. an interchange
of goods.  The introduction of money with its great advan-
tages, and backed up by the power of the state, led to an
almost superstitious veneration for it as the " ail," the " life
blood," or the " sinews " of trade, according to the particular
line of metaphor adopted By the growth of the credit
system, on which both domestic and foreign trade are now
based, the fact that goods are ultimately exchanged for
goods is brought home to dl concerned. Credit documents,
either cheques or bills of exchange, bear on their face their
true character and function as a part of the mechanism of
exchange, as does dso the latest development in this direc-
tion—the telegraphic transfer. The immense extent of
foreign commerce, too, goes far to disprove the notion that
the small store of money applied by nations to facilitating
payments of balances in this department of trade could be
the primary force in operation.

The principal difficulty of this part of the subject is not
yet disposed of. " That in the long run goods are exchanged
for goods’; " that the commerce of nations is in reality
a system of barter on a magnificent scae” ; and " that
money is simply an instrument to ad that barter/* are pro-
positions of unquestionable truth ; but it is possible to admit
their correctness and yet to feel puzzled as to the operation
of money ontrade. "If," it may be asked, "money isnothing
but a particular kind of machinery which produces no
origina effect, how do you explain the importance ascribed
to it in the commercial world ?" " Can any one doubt that
the quantity of money ina country affectsitsforeign trade?"
Such questions touch the point that misleads many persons
interested in the subject, and properly answered they help
to dissipate mistaken views. The true solution is found in
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the statement that the distribution of money among the
countries of the world is the result of foreign trade; and
that therefore the quantity of money in a country, which
certainly influences prices, is dependent on the trade relations
of the particular country with other nations. To establish
this proposition there is no need to appeal to abstract argu-
ments; the concrete facts of commerce are quite sufficient.
We know that bullion in small quantities is constantly pass-
ing from country to country as the rate of exchange, which
is affected by changes in trade, varies, and it is equaly
obvious that the countries which produce the materials of
money will export it in the ordinary course of business; there
is, therefore, no difficulty in understanding the importance
attached by traders to the stock of money and its probable
movements. The latter are in reality indices of the position
of trade, and mark its tendencies. Besides, the quality of
legal tender which money alone possesses, makes it very
much desired at times of pressure, and thus the influx or
efflux of the precious metals may allay or intensify commercia
distress in any given country; but this in no way affects the
general and permanent fact that the partition of the world's
gore of money and the resulting scales of prices ae
determined by the conditions of foreign commerce.

The strongest evidence in support of thisview is obtained
from those cases that at first sight seem to be altogether
outside it Every one is aware that the money standards of
al countries are not the same ; some use gold, others slver,
and a third class put up with inconvertible paper for their
circulating medium. Now with different materials for
money there can be no effective redistribution of the supply.
Indian silver is not available as money in England, nor
English gold in India, nor would the paper of the Argentine
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Confederation be accepted in either. Another way of
reaching the same final result is adopted. Instead of
sending money from Indiato England, or vice vert> the
gold price of slver is dtered, and has just the same effect
For the English importer takes the gold price of the slver
that he recelves for his goods in India into account in his
calculations, as the Indian exporter takes the slver price of
gold. The value of the Argentine paper money is a factor in
the trade of Buenos Ayres, and it moves with the fluctuations
of commerce. What is so puzzling and obscurewhen stated
in abstract form is clearly established by reference to the
ordinary and familiar facts of international commerce.

The full understanding of the proposition that al com-
merce is in essence the interchange of commodities, and its
application to the interpretation of the movements of trade,
goes along way towardsremoving the difficulties that would
otherwise present themselves, but it does not account for
al the forms of international commercial relations. |If
foreign trade were merely a highly-developed system of
barter it would necessarily follow that the values exchanged
on each side should be equal. What acountry like England
sends out should exactly balance what she gets in; that is
to say, imports should be equal in value to exports. This,
however, ismanifestly not the case either as respects English
trade with any particular country, say France, or with the
world at large. On the contrary, the permanent excess of
imports over exports is a perpetual sorrow to the upholders
of " fair-trade, doctrines, who point toit as a sufficient proof
of the error of our present policy.

The difficulty finds its solution in a fuller analysis of the
economic relations of nations, which are not limited to a
short interval of time, and include more than the actual
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interchange of goods. Firg as regards trade with any par-
ticular country, it is evident that with the close connexion of
nations that now exists, there are abundant facilities for set-
ting off an excess of imports from one country against an ex-
cess of exports to another.  England may import from America
more than she exports to it, but if her exports to a third
country, say India, exceed her imports thence by an equal
amount, while American imports from India are greater than
the exports to that country to a like amount, then by a
simple balancing of accounts al liabilities can be cleared
off. The realities of commerce are not so simple as the
supposed case, but however many be the countries engaged,
so far as the system of set-off can be used, we may be sure
that it will be. Just as the clearing-house cancels an
enormous number of domestic trade transactions, so does
the international organization of the foreign exchanges
wipe off the balances of trade between countries to the
utmost extent possible. A country whose total imports and
exports balance, can close its accounts without difficulty.
Where however there is an excess of imports or of exports
on the whole result of foreign commerce, this explanation
does not avail. It will not account for the fact that for the
last thirty-five years the imports of the United Kingdom
have in every year been more than its exports. Through
al the fluctuations of industry and trade, alike in times of
prosperity as of adversity, this constant relation has shown
itself. The difference is not indeed the same, nor even in
proportion to the mass of trade; it has varied from (in
round figures) ,24,000,000 in 1859 to ,142,000,000 in
1877, and out of a total trade of almost ,700,000,000 in
1872 it was only ,40,000,000, or about 6%, while the
above-mentioned difference of ,142,000,000 in 1877 was
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on atota trade of ,646,000,000, giving 22°/,. The long
continuance and the vast amount of the balances, which
for the forty years (1856—1895) are over ;£3,300,000,000,
at once suggest that they are the outcome of the per-
manent conditions of British commerce. No explanation
that refers to temporary causes or the fluctuations of trade
is sufficient.  Nor can the existence of the relation affect
industrial welfare. No connexion between specialy large
excesses of imports and industrial depression can be shown.
When once we see that the phenomenon is a long-con-
tinuing one it is not difficult to obtan a satisfactory
explanation of it. Besdes the usua commercia inter-
change between countries, there are many forms of
economic relations, and it is to these additional influences
that the peculiarity of English trade returns is due.
Exports obviously pay for imports so far as they go, but
for the amount that remains other modes of discharging
indebtedness must be established. Such are, first, the
credit relations of the countries. Nations, or rather the
individual members of nations, lend large sums to foreign
governments, companies, and individuals, and these loans
affect therelations of importsand exports, but in asomewhat
complicated way, for the contracting of a loan increases the
export from the lending country; we may amost say the
increased export is the loan. When an Australian colony
borrows in England for railway construction, and imports
sed rails, railway-engines, waggons, and labourers' clothes
from the same source, these forms of capital are really
the shape in which the loan passes. It may be that instead
of importing manufactures the colony retains so much
of its products for home use; in either case the result
is the same. The relation of the two countries is affected
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by the contracting of the debt just as it would be if the
borrowing colony had exported commodities to the same
amount. The loan ispractically an immaterial export. This
however is but theinitial effect. Borrowing under modern
conditionsimplies the payment of interest, and consequently
in succeeding years the colony of our supposition will have
to meet this new liability by sending out additional exports
sufficient to provide for the interest falling due; and finally
when, if ever, the principal is being refunded, it must be in
the same way; as borrowing means pro tanto increased
imports, so does repayment mean increased exports.

The excess of English imports is largely due to the action
of these agencies. The accumulated wealth of the United
Kingdom has for many years flowed over into foreign
investments, and for the time increased its exports; by
degrees the interest on the capital thus applied has grown
to an even larger amount than the fresh annual supplies, with
the necessary result that imports have been increased, and
any check to the course of new foreign investments has at
once made their excess much larger. The increase in the
balance between 1872 and 1880 was for the most part due
to the indisposition of English capitalists to invest in foreign
securities with the freedom that they had previously done.
The difference which in 1872 had been ,40,000,000, rose
to ;ET 25,000,000 in 1880, giving evidence of the vast
extent of the international movement of capital.

The effects of borrowing, both immediate and ultimate,
though very important, are not the only influences that affect
foreign commerce. The actual transfer of commoditiesfrom
country to country isitself a considerable industry, employing
much capital and labour, and requiring for its permanent
exigtence a reward given by the profits and wages earned.
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This gain evidently accrues to the countries whose citizens
own and work the shipping engaged in the trade, and who
furnish a kind of export in the form of services rendered.
A nation that possesses a share of the carrying trade of the
world will so far have an excess of imports, which are the
payment for work done in this direction. The supremacy of
England in shipping is therefore a second reason for her
apparently excessve imports. Estimates will naturally differ
as to the proper sum to assign to this cause, but the most
careful observers have given ,60,000,000 annually as a
probable figure.

Besides these two specidly powerful influences, there are
severa other circumstances that affect the course of foreign
commerce, and help to form the total of what may be
described as international indebtedness. Amongst them are
—Remittances to absentees; Government payments abroad;
earnings of foreigners who remit them home. Each of these
has its opposite aspects according as we consider the pay-
ing or the receiving country, but al, so far as they are opera-
tive, must be taken into account. As examples we may give
the outlay of Americans in Europe, the so-caled home pay-
ments of the Indian Government, and the gains of English
traders and professional men resident in other countries.

It ought now to be evident that the mere imports and
exports of a country are not by any meansthe only conditions
that determine its position and economic relations with
regard to other countries. They are but one element in the
larger account made up by the various causes of indebtedness,
and which must dl be noticed m order to interpret
completely the course of foreign trade. This has been
aready shown in respect to England, and similar consider-
ations are applicable to other countries. It is only by
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taking this wider view that the large excess of Indian
exports can be understood; when so regarded it becomes
quite intelligible. .

The recognition of the severd forms of international
obligation aso alows of a better statement of the stable
condition of trade. So long as actual exchanges only are
taken into account the outgoings must, it would appear,
equal the incomingsin vaue. (The true criterion of stable
trade is we now see, the equalization not of exchanges,
but of al clams on each sde, The debts of a nation
to other nations must be baanced by the debts of
other nations to it, and this point is in fact attained; any
temporary deviation during a given period being easly
corrected by the passage of bullion or increased exports
from the country in debt, or by formation of an additional
clam on the part of the creditor country.

The actual processes of international commerce and the
refined mechanism by which accounts are adjusted, and the
transfer of the precious metas as far as possible avoided, are
a specia part of the subject, and they illustrate the work-
ing of the genera principles; but there is no necessity for
entering more fully on the details of such operations, which
more fitly belong to technical tregtises. A clear perception
of the broad features of commerce between nations and
its effects on national advantage is an absolutely requisite
preliminary to any attempt to judge the merits of different
lines of policy. Until we know what commerce does, and
its bearing on national welfare, we cannot say whether it is
wise or the reverse to prohibit it altogether, or to load it with
restraints, but discussions of the technicalities of the subject
may be dispensed with.



CHAPTER 1V.
THE MERCANTILE SYSTEM.

THE rea meaning and bearing of the policy known under
the name of the mercantile system has been so often
misunderstood, and the tendencies which produced it are so
various and in appearance divergent, that some attention is
needed in order to get a precise conception of its nature and
working. Historians of commerce and political economy
have too often looked on all systems of regulation asidentical,
and have therefore failed to appreciate the shades of differ-
ence in the methods employed.

The mercantile system was a natural product of the time
in which it originated, and is best understood by reference to
the circumstances then existing. The nations of Europe
had acquired their separate national characters, and in the
case of some of the most important, their distinct govern-
ments. The New World had supplied a very large addition
to the stock of the precious metals, and had thus aided in
breaking up the older economic system; money was more
used in ordinary transactions, and was more eagerly desired
by statesmen. (The extensive fields of colonization offered

to the maritime nations of Europe became the object of
" competition, partly as a means of gaining the gold and
D
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silver deemed essential for national prosperity, but partly aso
as furnishing at once a supply of raw materials and a market
for manufactures. The promotion of foreign commerce was
seen to be powerfully assisted by the possession of a national
marine that carried forth the products of the country and
earned a profit for its owners, These circumstances would
not of themselves fully account for the mercantile system.
We must further take into account the hostilities in which
the states of Europe had been engaged, which made it almost
inevitable to extend the sentiments of rivalry generated by
war to commercia relations. The object of the statesman
was to protect the home-market against the inroads of alien
goods, and at the same time to develop foreign markets for
home productions.  In this way the store of money would
be increased, and the prosperity of the nation augmented.
For, even in its highest form, the mercantile school
carried on that exaggerated belief in the benefits of money
that has been already noticed as existing in earlier times, It
did not indeed hold that money alone was wealth, but it re-
garded the precious metals as being a peculiarly durable and
permanent form of wealth ; and besides, it accepted the view,
often maintained at present, that increased supplies of money
acted as a stimulus to trade. The chief advance in the
later mercantile system was in respect to the methods
adopted for securing the influx of this precious agent In-
sead of the old regulations forbidding the export of the
precious metals and providing for supervision of foreigners
who might remove the national currency, it directed attention
to the relation of imports and exports.  When a country ex-
ported more than it imported there must be, it was argued,
a debt due to it for the balance, and a debt that could be
discharged only by the payment of money ; if imports were
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unfortunately greater than exports, the case was reversed, and
the country would have to send its money abroad. To
preserve the nation from loss the best way was, apparently,
to take care that there should be a permanent excess of
exports over imports. This object was the real point
towards which al the mercantilist regulations were directed,
and they can be fully understood only by reference to it.
A theory of commerce was built up from a particular and
inaccurate interpretation of facts, arid derived its force and
influence from the surrounding historical conditions and
modes of thought.

The true meaning of the system comes out with greater
plainness from abrief consideration of its particular methods.
A whole book of the celebrated work that overthrew the
system as a theoretical explanation of trade is devoted to
an estimate of the actual effects of these regulations, which
appear in a very different light from that in which they
were viewed by their advocates. Foremost among the
measures whose wisdom seemed almost self-evident to the
statesmen of the seventeenth century, was the discourage-
ment of the import of any goods that could be produced at
home. It is not difficult to trace the process of reasoning by
which the conclusion was reached. Every import implies a
corresponding debt in money; now, if the need of importing
can be obviated, the liability will cease, but the fact that
commodities can be produced in the country shows that
their importation is not necessary, and therefore to hinder
this needless process will so far reduce the money due to
other countries and increase the national wealth. The
commercial legidation of the period supplies innumerable
illustrations of the use of such restrictions. Thus the
'French minister Colbert, who may be regarded as the
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greatest practical exponent of mercantilism, sought most
strenuously to encourage French manufactures by duties
imposed on foreign goods. The edict of 1664, and ill
more that of 1667, tended strongly in this direction, and they
were maintained and even increased in stringency by later
enactments. So in England al competition with the native
woollen manufacture was impeded as much as possible.
The silk and iron industries received the same aid and by
degrees most of the smaller manufactures obtained some
measure in their favour. In fact, this most important of the
mercantile expedients has passed on to modern protec-
tionism, where we shall again meet it

Another part of the system has not had equa vitality,
viz., that which aimed at prohibiting trade of any description
whatsoever with certain countries. The great object of trade
being the obtaining of the precious metals, through the
maintenance of a " favourable” balance—/. <?. an excess of
exports over imports—it seemed advisable to hinder any part
of it that was not likely to produce this result. The trade
with France was regarded with disapproval by the English
mercantile wiiters, sincethe French wines and other luxuries
would not in any way contribute to the accumulation of
wealth, while the English "thrifty" and durable goods
would aid the French in some degree in securing a further
gain. Moreover, trade with any country with which there
was an unfavourable balance was for the time looked on as
undesirable. The legidator was bound to watch carefully
the movements of imports and exports with each country,
and to regulate his policy according to their fluctuations.

The diminution of imports is one very obvious way of
acting on the " baance of trade Another, and equally
effective one, is the increase of exports. For this end the’
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machinery of drawbacks and bounties was brought into
play. Duties on imported articles were taken off, or, as
it was said, "drawn back,” when they were re-exported,
and gpecid branches of domestic production received
premiums or bounties on the amount of ther exports.
Though there is a clear distinction between the mere
refunding of duties and the payment of actual rewards
for exportation, yet, in fact, the two were mixed up, bounties
being often disguised under the cover of repayment of duty
—a course not unknown in modern times. Both had so
far the same effect on the balance of trade; they, it was
believed, helped to make it favourable, and both were
for this reason favoured by the mercantile schoal.

As the experience of commercia facts grew larger, it
was discovered that the course of trade was not quite so
smple and uniform as had been supposed. What at first
seemed evil might yield future advantages. This explains
some parts of the mercantile regulations that are in apparent
contradiction to the genera aim of increasing exports of
goods. Export duties, or—as in the case of English wool—
absolute prohibition of export, were placed on raw materials
of manufacture. The immediate gain by export was log,
but was compensated by the expectation of the greater ulti-
mate advantage from the export of the manufactured pro-
duct. English wooal, if retained at home, could at a later
time be exported in the more vauable form of woollen
manufactures. (The preservation of native raw materias
for the use of manufacturing industry was an essential part
of the mercantile doctrine.)

The position‘of the nations of Europe, and their relations
with the New World, were the cause of further developments
of the policy. The difference of trade with different
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countries led to active endeavours to encourage it with
some and to hinder it with others. The apparatus of
duties might suffice for the latter, but a treaty of commerce
was the favourite device for the former. Where a country
was likely to supply raw materials that could be worked up
and then exported, or, better still, possessed a superabund-
ance of gold and slver, she was induced to trade by the
offer of speciad advantages. Thus Russian trade was
sought for, as giving a plentiful supply of materials for
ships; and Portugal received advantages for her wines, as
against those of France, by the famous Methuen Treaty
(1703), on account of her command of the mines of Brazil.
A still more remarkable aspect of mercantilism is found
in its colonial policy. The acquisition of possessions in
other continentshad powerfully affected European countries,
each of whichnaturally desired to make the utmost profit
out of these fresh openings. Politicaly, the colony was
dependent on the mother-state, and this subjection was
turned into a system of " exploitation.” The colony was
to supply suitable raw materials for the trade, and a market
for the manufactures, of its proprietor. The worst features
of the mercantile system appear in the treatment of colonies
and dependencies. Their trade with other countries was
placed under severe restrictions, the great object being to
secure a sole market for the goods of the metropolitan
state. Colonial products had to pass through the home
market, where they were either worked up into higher
forms, or directly exported to foreign countries.  Spain,
France, Holland, Portugal, and England all pursued this
method of coloniad management, though with different
degrees of severity, till the overthrow of the system.™)
Besides the direct import and export of commodities, the
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shipping employed in the transport of goods is an im-
portant commercia item, and the mercantile system pre-
scribed the encouragement of this branch of native industry.
Whichever of two countries possessed the carrying trade
between those countries would gain on the balance of trade,
since, in addition to her ordinary exports, she would have
to be paid for freights earned by her ships. Hence the
"Navigation Acts" employed both by England and France
as a means of transferring the Dutch shipping business to
themselves.

Such were the main features of the mercantile policy as
it appeared in its full development. It is impossible to
dwell at any length on each of the parts of the system,
which naturally varied in different countries, but this makes
it al the more necessary to remark that any attempt to
give very briefly its broad aspects prevents our noticing the
limitations and modifications that existed both in theory and
practice. Writers who are classed as mercantilists form
very divergent estimates of the value of the precious metals;
of the importance of national industry ; and of shipping or
the colonia trade. So, too, the differences in practical
legidation were by no means insignificant. Colbert is
usually taken as atype of mercantile statesmanship, but his
earlier measures show great moderation in the imposition of
duties, while his testimony as to the temporary nature of the
policy is on record. In truth, the mercantile is like the
feudal system, rather a phase in the historical evolution of
Europe than a symmetrical body of doctrine applied every-
where with equal rigour. There is, nevertheless, the utmost
necessity for understanding its position and methods.
Without exaggeration we may say that most of modern
protectionism is simply a re-presentation of the policy of
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the mercantile school, with some of the leading conceptions
modified and adjusted to meet the altered circumstances of
the present; Restraint of importation is an am common
to both, and even the reasons assigned do not differ much;
the method of bounties is in operation in some noticeable
caxes, and fragments of the colonial policy survive in the
French colonies. The traditions of the system have further
helped to create one very important part of protectionism,
but asit were by repulsion American followers of Carey
accept their master's view that " the American system," as
they style protection, is necessary to counteract the baneful
action of the Engl'sh colonial policy of the eighteenth cen-
tury, In these various ways mercantilism has so affected
the course of economic history and policy as to need notice
in considering the problems of to-day.

An estimate of the economic and socia effects of the mer-
cantile system is not quite so easy toform, and the vacilla
tions of opinion in this respect have been remarkable. At
first it was regarded as a masterpiece of wisdom and state-
craft. Then, under the influence of the liberalizing move-
ment of the eighteenth century, it was condemned as a
gigantic imposture. Quesnay, the founder of the French
school of Economistes, has pronounced amemorable condem-
nation of the system of Colbert, who, "intoxicated by the
trade of Holland and the idat of manufactures of luxuries,
threw his country into such madness that people no longer
spesk of anything except trade and money, without con-
sidering the proper use of money or the real trade of a
country." Adam Smith's abhorrence of the "mean and
malignant™ expedients of the mercantile system is shown
al through the Wealth of Nations, and the followers of these
distinguished economists have adopted their judgment.
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Fuller historical inquiry, and the generd change in the
attitude of economists, have led to a more sympathetic treat-
ment of the older policy. (Many modern students think
with Roscher that a system which has lasted for centuries
cannot be wholly erroneous, and they notice that the
direction in which the mercantile policy tended to guide
society was the true line of progress. The development of
manufactures and the organization of national economies
with varieties of industrial pursuit were essentia for the
growth of the European state system. They thus reach the
conclusion that mercantilism was a necessary and beneficial
stage of socia development, not to be contemptuously set
adde as the product of error and sdfishness. There is
much in this view that is in harmony with modern thought,
but it needs certain corrections before being accepted. The
conditions that produced the mercantile policy have been
dready st forth, and it is plain that they naturally led to its
adoption.) Its beneficia action is not so clearly made out.
The time had not come for widely-extended trade; inter-
national relations were in too rudimentary a condition to
alow of active commerce, but the hindrances on such
commercial intercourse as actually existed were, we believe,
extremely detrimental to progress. It was perhaps as
impossible for the men of that time to understand this fact
as to dishelieve in witchcraft. We cannot, however, doubt

that a wider insight would have been for the advantage of
national life.



CHAPTER V.

THE OVERTHROW OF THE MERCANTILE SYSTEM.—TRANSI-
TION TO PROTECTION.

THE system of policy sketched in the preceding chapter
reached its full development about the middle of the
eighteenth century. In every part of commercia legidation
its principles were predominant, and had come to be
regarded by practical men as unquestionable.  Symptoms
of dissatisfaction had, indeed, previously manifested them-
sdves. Both in England and France such writers as
Dudley North and Boisguillebert had dissented from the
efforts to encourage manufactures, and the former had
insisted on the vaue of freedom in industrial matters.
But now the opposition became more serious. The French
Economistes laid down the doctrine of absolute liberty in the
most uncompromising form. " Maintain complete liberty of
commerce” sad their leader Quesnay ; " for the regula
tion of internal and external commerce that is most certain,
most precise, and most profitable to the nation and to the
date, consists in full liberty of competition/* This general
rule, enunciated in different ways and expanded into
volumes, formed the substance of their teaching.
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Adam Smith took the same line, and stated forcibly the
advantages of the " simple and obvious system of natural
liberty," whereby "all systems of preference or restraint"
were taken away. His arguments have passed into the
substance of economic teaching, and do not require restate-
ment here, but two common misapprehensions on the
subject ought to be noticed, as they both tend to obscure
the real nature of the movement and the agency that pro-
duced it.

Thus it is very commonly thought that the revolt against
Mercantilism was the outcome of speculation by students
of socid matters—acontest of " theory " against " practice.”
The persistence of this belief is noteworthy, as it has had
important effects on the progress of the later Free Trade
movement. The foundation for it is very dlight. The first
persons to feel acutely the pressure of restrictions were
those actually engaged in commerce, and it appears from
the " memoires’ of the representatives of the principal
commercia towns in France (prepared in 1701) that they
were in favour of freedom of commerce subject to moderate
duties. One of them asserts that " a manufacture that can-
not be established or maintained with a duty of 12% to 15%
should be regarded in the same light as a man who seeks
to enrich himself at the public expense” Commerce is
declared to be appointed for the supply of reciproca
wants, and to seek to do without it is to go " against nature
and the decrees of Providence” These sentiments would
not be out of place in much later times, and they mark
the direction of wiser commercial opinion. In Scotland
the merchants of Glasgow had among them advocates of
freedom of commerce, who confirmed Adam Smith in his
opinions. The evils of arigorous system of restrictions on
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trade are necessarily first perceived by those who suffer
from it, though they may not formulate their objections in
the shape of a general theory. The influence of actud
conditions on the economic doctrines prevailing at a given
time is now a commonplace of the historians of Politica
Economy. As the doctrine of free commerce seems to
have arisen from practica needs, so was it supported by
appesls to experience. Each part of the mercantile system
was assailed by Adam Smith, not so much for its infringe-
ment of natural liberly as for its prejudicial effect on
the " progress of opulence” or, as we should say, on the
* increase of wedth" To limit importation was contrary
to the interests of the community; to prohibit the export of
raw materials or machinery was an injury to the particular
producers engaged in those industries. Restrictions on
colonid trade retarded the growth of these young societies,
while they did not benefit the parent state.

Another error on the subject is even more common. It
conssts in the belief that the free-trade policy was
universally, or to a great extent, triumphant; that laissez
faire became an established rule. So far is this from being
the caxe that the system of restriction has never been
entirely abandoned. Its theoretical basis has in outward
appearance been changed, but at no time has there been
the complete victory of free-trade which is sometimes
imagined. When tracing the history of the different tariffs,
we shall see how persistent, under one form or another, has
been what is now known as " protection."

The movement of the eighteenth century was neverthe-
less a liberalizing one; its very failures were the ground on
which later and more successful efforts were built. Though
mogt of the reforms in economic legidation were in respect
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to industry and internal trade, there were yet some
advantages gained for international commerce. The revolt
of the American colonies of England destroyed at a blow
one part of the English mercantile system, and showed on
how weak a bass it rested. Another of the expedients
denounced by Adam Smith—the negotiation of commercia
treaties with the object of securing special advantages for
the bargaining parties—was employed for a different and
wiser purpose, viz., to remove or relax the barriers created
by prohibitions and high duties between nations. The
period 1780—1790 is remarkable for the number of
these engagements. The United States commenced their
national career by seeking to form liberal treaties with
European countries. The first was with France in 1778;
and after the recognition of their independence by England,
they were willing to form a similar agreement with her.
More remarkable ill was the once famous Eden treaty
(1786) between France and England. The sharpest
weapons of the restrictive system had been reserved by
eech of these nations for theother. " Ourjealousy and our
hatred of France” said Hume, " are without bounds. . . .
These passons have crested innumerable barriers and
obstructions upon commerce, while we are accused of being
commonly the aggressors." It has been already mentioned
(p. 36) that the trade with France had been declared a
nuisance, and the attempt to arrange a commercial treaty
after the Peace of Utrecht (1713) had failed to receive the
sanction of Parliament, owing to the popular opposition it
excited. Such trade as existed between the two countries
wascarried on by smugglers, who distributed the silks, wines,
and brandies of France in spite of the penalties established
by legidation on the subject The Peace of Versalles
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(1783) was accompanied by a stipulation for a commercial
treaty, but great difficulty was experienced in getting the
governments to carry out this provision by appointing com-
missioners for the purpose of settling the new duties on the
different commodities. French writers usually attribute the
delays to the treachery of English statesmen, though at a
later time the negotiation of the treaty was regarded as a
piece of British state-craft, having for its object the destruc-
tion of French manufactures. Finally the commissioners
were appointed, and succeeded in arranging a definite sat
of dutieswhich, though opposed in the English Parliament
by Fox and (one regretsto add) by Burke, came into force at
the end of 1786.

The changes made were very important. The duty on
French wines was reduced to less than one-half of the
previous prohibitive rate (i.e. from ,9 to ,45 per tun).
Brandy, vinegar, olive-oil, porcelain, glass, and the many
Parisian manufactures received much more favourable terms.
On the other hand, English textile goods, hardware, and
pottery were relieved from prohibitions, and instead sub-
jected to moderate duties of 10%, 12%, or 15%, according to
the particular articles.  The only exceptions to this, for the
time, very libera arrangement were silk on the part of
England, and mixtures of cotton and wool on that of
France; both these classes of goods being still prohibited.

As was hoped by the negotiators, the effect on trade was
immediate. Before 1786 the English exports to France,
according to French official returns, only came to thirteen
million livres; the inclusion of the contraband trade raised
the total to twenty-four million livres. French exports to
England were probably about the same. For the three
years following the treaty the figures were—
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Year. English Exportsto France. French Exportsto England.
Livres. Livres

1787 49,440,000 ) ,

1788 59,913,000 31,100,000

1789 60,912,000 35,100,000

These figures show the benefit to trade of a system of low
duties, and notwithstanding the complaints of some French
manufacturers, it appears that in neither country did
industry asawhole suffer by the larger importations. France
agreed to treaties with Holland and Russia on the same
principle of generous and equal treatment. Unfortunately
the period of moderation did not last long. Six years after
its formation the Anglo-French treaty of 1786 was abrogated
by war. It, however, produced some results on legidation.
The general tariff, drawn up by the Constituent Assembly,
though distinctly influenced by a protectionist bias, yet
followed in its broad lines the regulations of the treaty;
there were some additional prohibitions (as, e.g., glass), but
the scale of duties was calculated in the same way and
came to about the same rate. Writing in 1852, the eminent
economist, Chevalier, declared that, " Taken as a whole the
conditions of the tariff of 1791 were very liberal. Any one
who compares it with that actually in force will be surprised
at the enormous difference.”

A similar disposition appeared in England. Pitt con-
solidated the customs laws, which had grown to an unwieldy
size, and was credited with a plan for abolishing both
custom and excise, and thus making Great Britain a " free
port."

The French Revolution and the wars that arose out of it
destroyed; any hope of redlizing these reforms. Fiscd
necessities made the imposition of fresh taxation rather
than the removal of that already existing the matter of most
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urgency. High duties were one of the chief resources of
thefinancier, and native industries already pressed by tax-
aion had a plausible claim for assistance against foreign
competition. Besides, the natural tendency of warfare is to
impede commercial intercourse, since it is illegal between
belligerents, and even neutrals are subjected to more rigid
supervision. These features, common to al wars, were
peculiarly prominent in the period 1792— 1815. No Euro-
pean state was able to avoid being drawn into the contest
at one time or another, while the gross violations of neutral
rights by both England and the French Empire forced the
United States into an attitude of hostility towards the
aggressors.

The roots of commercial policy lie deep in the past.
Nations follow with curious persistence certain definite lines
of conduct. Tothoroughly comprehend the present situation,
we must know the general outlines of earlier policies and
of theories that are now given up; (but nevertheless
there is little exaggeration in the assertion that it was in the
time of transition from the last century to the present that
the form of most existing tariff legidation had its origin.
It was during it that " Mercantilism" was transformed into
" Protectionism." The present is therefore a fitting place,
before considering the tariff legislation of the present cen-
tury, to notice the characteristics of this revised and
reorganized doctrine.

The key-note of protectionism is the appeal to national
interest.  Whatever be the special doctrines that its advo-
cates attach to their main idea, this is always found in a
claim of patriotism from an economic point of view. ;So far
the most ardent free-trader might agree, but protectionism
adds to the idea of national interest the further belief that
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there is an opposition between the interest of the nation and
that of other nations. It retains the mercantile doctrine
that the two parties to an exchange do not gain, or in more
extreme form, " that the gain of one is the loss of another.”
The consonance of such a belief with the sentiments en-
gendered by war is apparent, and in practice the advocates
of protection regard commerce rather as a field of conflict
than as a process of peaceful co-operation. Many of their
minor dogmas, such as the " tribute imposed by a drain of
gold," " the invasion of foreign goods” " the necessity of
repelling attacks on national industry,” betray their warlike
origin by the terms in which they are stated.

As protectionism naturally arises in a period of warfare,
so isit likely to be continued when that period has passed.
A protracted war is itself a species of protection in so far as
it makes the obtaining of foreign commoditiesmoredifficult.
Under the cover of thisnatural protection various industries
are established which become exposed to foreign compe-
tition at the return of peace. The importance of these
interests offers an inducement to the legidator to supply by
high duties on their particular products the advantage they
have logt through peace. We shal see the action of this
force in both the French and American tariffs. The need
of revenue and the demands of interested classes coincide
with the sentiments created by the existence of hostilities.

(To conclude; the modern protective system may be sad
to have its origin in the political and economic situation
of the world at the commencement of the present century.
In its structure three contributing elements can be traced,
viz,, (i) the influence of national sentiment with the con-
.comitant dislike to other countries; (2) the surviva of the

fdlacies of the mercantile system in the minds of the
£
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public; and (3) the urgency of specid classes who arc
interested in obtaining advantages over foreign producers.

These general characteristics are noticeable, but of course
in very unequal proportions, in the legidation of different
nations, though they have finally disappeared from that
of Great Britain.



CHAPTER VI

THE ENGLISH CUSTOMS SYSTEM, 1815—1860.

AT the conclusion of the Napoleonic war, the tax
system of England was as severe as could well be ima
gined. The need of revenue had led to the imposition of
high duties on most articles of consumption, and on the raw
materials of industry. Foreign manufactures were in some
cases prohibited, in al subjected to heavy differential duties.
As long as the war continued the importation of corn was
effectually checked, and at its conclusion the landed
interest obtained a corn law far exceeding in rigour any
earlier measure. Its declared aim was to fix the price of
wheat a 8or. per quarter, which was then believed to be
the "remunerative price" (i.e. thelowest price that would
enable the British farmer to cultivate at a profit). The
injustice of the distribution of taxation was increased by
the rgection of the Income and Property Tax of 10% that
had been established under the pressure of war.  Notwith-
standing the enormous public burdens, English manufactures
wererapidly progressing, owing to the application of inventions
and the disorganization of industry on the Continent. The

-so-cdled " Continental System” of Napoleon, which was
simply acommercia war, though it caused serious fluctuations
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in commerce, failed in its object of crushing Great Britain.
Economic forces are too powerful for the strongest despot,
and England aone possessed the new implements of pro-
duction that have brought about the transformation of modern
industry. An elaboratecontraband trade cameinto existence,
by which manufactures were exported from England and
distributed to continental consumers. The effect of thewar
was thus equivalent to that of a high protective tariff in
England, while the foreign demand for its products was too
keen to be destroyed by any hindrance.

The history of the English customs since 1815 has to
describe the steps by which the net-work of protective duties
and commercia regulations was abolished, and the policy of
protection changed into one of pure free-trade, or, if the
term be preferred, into a "revenue system.” This extra
ordinary transformation, as we may say from "black to
white," was accomplished gradually—to carry on the paraldl,
a letter a a time. The study of this series of move-
ments, besides its actua importance in connexion with the
exiging English policy, has a further value as indicating
the course of future reform in other countries. However
improbable it may at present seem that the high protective
duties of foreign states should be modified into a pure
revenue system, it is by no means so unlikely as any reform
of the English tariff would have appeared at the conclusion
of peace in 1815. To hope for the establishment of free-
trade in England was, in Adam Smith's opinion, Utopian;
and we may derive some confidence as to the future from
the contradiction that facts have given to his belief.

The growth of the existing free-trade policy may be
divided into three periods, with each of which the name of a,
distinguished statesman is connected.  Thefirst includesthe
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reductions of duties and the removal of various restrictions
during the years 1824—1827 ; it is naturally associated with
the action of Huskisson, who was the moving spirit in those
reforms. The politica agitation excited by the Reform
struggle and the pre-occupation of the Whig administration
with other and, at the time, more pressng measures, pre-
vented progress in commercial policy until the accesson of
Ped to office in 1841. The great aterations made in the
protective system in 1842 and 1845, aswell as the abandon-
ment of the Corn Laws in 1846, makethe second stage in the
advance towards the present position, for which Pedl was in
agreat degree responsible. Finaly the full application in
al its details of the principle of free commerce to the
British tariff was the work of Mr. Gladstone, accomplished
chiefly in 1853 and 1860. Each period has its characteristic
features, but all contributed towards thefinal result, and al
wereneeded under the existing conditions; and it isprobable
that the prejudices of the people and the strength of the
protected interests would not permit any quicker rate of
progress.

The duties on both raw materials and manufactures exigt-
ing in 1820 were o high as to now appear aimost incredible.
Thus raw silk was charged 5s. fyd. per Ib.; wool, which
had formerly been imported free, was first made subject
to duty in 1803, and by 1819 the rate had risen to 6d. per
Ib. Timber, so important an element in the cost of build-
ing, was taxed 65s. per load, the inferior Canadian wood
being admitted at thenominal rate of 25. 6d. Sdt, the bass
of various chemical products, was charged 15s. per bushel;
tallow, hides, and other similar articles were taxed with equal
severity. Foreign manufactures met with still worse treat-
‘ment  Duties, amounting in some instances to prohibitions,
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and ranging from 40% to 180%, hindered the growth of im-
ports. Sugar, the staple product of the West Indian colonies,
was charged differently according to the place of production.
West Indian, 30, per cwt.; East Indian, 37s. per cwt;
foreign sugar, the enormous amount of 63, per cwt. French
wines and brandies, as well as teaand coffee, were al placed
under heavy burdens. Wine from France was subject to
13s 8d. per gallon; Peninsular wine escaped with 9s. i;d. ;
French brandy paid 225. 6d. per gallon; thetea duty was
over 100%; that on foreign coffee 2s. 6d. per Ib. Though
many of the commodities could not possibly have been
produced at home, and therefore the duties on them would
not at first appear to be " protective," yet, as they encouraged
the employment of substitutes and in all cases checked con-
sumption, and thereby indirectly the increase of exports, they
were contrary to economical aswell asfiscal policy. Besides,
the colonia producerswere unduly favoured, with results far
from encouraging to those who would advocate a revival of
the system. The duties protecting agriculture give another
illustration of the general policy. The Corn Laws, with
practical prohibition until the price of wheat reached Sos.
per quarter, have been noticed before, but other agricultural
imports were heavily taxed. Bacon, 28. per cwt.; butter,
20.; cheese, los. 6d.; lard, Ss.; potatoes, 2s. The smalest
and most insignificant articles did not escape—peas, hemp-
seed, madder, are examples. The enumeration of separate
instances brings home the fact of the determined application
of restrictions to British trade in dl its departments.

There is no exaggeration in the description given by New-
march. " At that time (1820) the system of prohibition, pro-
tection, and fiscal confusion was at its height. It was sad
by competent authorities that the number of Acts of
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Parliament relating to the entry, export, and custody of
goods as matters of Custom House supervison, was not
less than fifteen hundred. All the special interests were in
full possesson of the vested rights to which they laid clam.
There was the Corn Law of 1815 ; there were the differential
duties in favour of the West India proprietors; the mono-
poly of the East India Company ; therigorous application of
the Navigation Laws against competition on freights. There
were heavy duties on raw materials of industry, and pro-
hibitive or extravagant duties on foreign manufactures.”

It was to be the task of enlightened statesmanship to
destroy the system so described. The first impetus to
reform came from the petition or the Merchants of London
for Free Trade, presented to Parliament in 1820. This
remarkable document, which containsin very narrow compass
avigorous statement of the argument for free commerce,
was drawn up by Mr. Tooke, and signed by severa persons,
who however were not fully capable of seeing its practica
wisdom. The parliamentary inquiries into the position
of the finances asssted in propagating more liberal idess,
and prepared the way for Huskisson's measures when
he took the post of President of the Board of Trade in
1823. During each year of office he succeeded in carrying
some needed reform, and many of the most important
industries were affected by the new policy. The whole sys-
tem previously applied to the slk trade was altered; the
duties on imported raw and thrown sk were reduced, the
former first to 3d, then to id., per Ib.; the prohibition on
imported silk manufactures was turned into an import duty
of 30%; the bounties on exportation were given up;
and the arrangement of the industrv was nlaced on a more
natural basis.
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The duty on imported wool was lowered to id. per Ib,
the prohibition of its export being changed into an export
duty of the same amount. Another step in the direction of
freedom of commerce was the removal of the duties on
trade between Great Britain and Ireland, which completed
the commercia union of the three kingdoms. Besides the
substantive changes in the customs, a careful consolidation
of the numerous and conflicting statutes was carried out,
the whole unwieldy mass of rules being reduced to
eleven Acts. The effect of these measures was seen in the
increased consumption of commodities, while the protected
industries, and particularly the silk trade, did not suffer as
much as had been apprehended.

The death of Lord Liverpool and the disruption of the
ministry closed this stage of commercia reform. From
1827 to 1842 the advance was insignificant. The Corn
Laws were changed in 1828, but though the price a which
free admisson was allowed was somewhat lower—73,.
per quarter—their effect was quite as mischievous as
before.

Even after Huskisson's reforms, the operations of English
commerce were sadly hampered by the many duties till
retained. ParneH's Financial Reform, which acquired ad-
ditional value from being the production of a statesman
thoroughly familiar with the course of the commercia policy
of the time, places the existing evils in a strong light. The
duties on raw materials are shown to restrict several useful
industries, and are declared to have the effect " of deranging
the natural course in which labour and capital would be
employed, productions extended, and the wealth, comforts,
and enjoyments of the community increased." The pro-
hibition to export machinery is condemned as destructive
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to the export trade that would certainly arise were it
removed. With respect to the high taxation of such aticles
of genera consumption as wine, teg, coffee, etc., we learn
that, "as the effect of these high duties is in some cases to
diminish the revenue, and in dl to create smuggling, and
further, by greatly diminishing the importation of the articles
on which they fal, to diminish the demand for and the
exportation of our own manufactures, they are exceedingly
injurious, and ought to be reduced* Finaly, the number
and pressure of the protective duties on both agriculture
and manufactures are clearly brought out Above dl, the
course of futurefiscal reforms is indicated in the separation
between the productive and non-productive taxes. Sr H.
Parnell takes up the English revenue of 1829, amounting
roughly to about ,50,000,000. Of this amount about
:£6,000,000 was obtained by the objectionable duties on
raw materials, ,2,000,000 by the protective duties on
manufactures, and about ,£3,000,000 by the excessive taxa
tion of foreign spirits and tobacco. The remaining revenue
of over £38,000,000 was levied in a fairly prudent and
economica way. The remova of the former classes
of duties would, he admits, leave a temporary deficiency
which could be met by retrenchment of expenditure and
the imposition of an income-tax, while the yield of the
taxes retained would be much increased through the
improvement of industry and trade. The fisca working
of Huskisson's policy had confirmed his views. "The
abatement of revenue by taxes remitted would have been
in 1827, as compared with 1823, no less than ,£9,182,571;
it proved to be only £3,308,316; the difference of
£5,874,255 being the increase of revenue from increased
consumption.” How fruitful the application of this principle
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has been in English finance will appear in the history of
the later reforms.

It is plain that the measures of the period 1823—1827
were merely preparatory. So far as they went they gave
confirmation to the theoretical arguments of free-traders by
refuting the assertion that protection was needed by British
industries* But the great bulk of the restrictive regulations
continued in force, leaving an ample field for the profitable
application of the policy so admirably and convincingly set
forth by Sir H. Parnell.

The second period of reform is coincident with the
administration of Ped from 1841 to 1846, and was, in
fact, largely due to his efforts. To those whose acquaintance
with the course of commercial policy is limited to the result
of the Corn Law struggle, this statement may seem surpris-
ing. The services of Cobden and Villiers will occur to
them as far more efficient than those of Ped, who might
not unreasonably be regarded as an opponent of free
commerce, converted, as statesmen too often are, by the
force of necessity. Such a view is, however, superficial.
The Corn Laws were undoubtedly the stronghold of the
protected interests with the main props of the West India
and shipping industries; the wisest policy for the agitator
was to assal the " Corn Law as”" in Cobden's phrase, " the
foster-parent of al other monopolies” The tax on food
imposed in the interest of a wealthy class was, moreover,
the most unpopular part of the system, and the one against
which public opinion could be most readily excited. But to
persons trained in the study of fiscal questions and disposed
to weigh with care the possbilities of success in carrying
legidative measures, a class to which Pedl eminently belonged,
the minor articles of the tariff would seem more promising
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objects of amendment. The system of import duties had
been fully examined by a Parliamentary Committee in 1840,
which collected a body of evidence that is sad to have
powerfully impressed Sr R. Pedl. The evidence showed that
1150 different items were enumerated in the list of dutiable
goods, besides some forty coming under general heads;
that in 18389, 349 articles produced in the aggregate only
£8,050; that, on the other hand, nine commodities yielded

18,575,000 out of atotal dlightly exceeding ,22,100,000,
or six-sevenths of the total receipts. For the year ending
Jan. 5th, 1840, the net produce of the customs was
£22,962,610. Of that amount ten commodities produced
£20,871,136; d9x other commodities, 1,147,148. Thus,
speaking broadly, sixteen articles contributed over
£22,000,000, while dl the other customs duties gave less
than ;£i,000,000. Examined in detail, many of the items
yielded so little as to excite ridicule; e.g. in 1839—1840:
crystal beads, subject to 28, 6d. per 1,000, gave is. 7d.
revenue; extract of vitriol, subject to 25% duty, i2s. 3d,
darch, a a duty of £9 ics. per cwt, is. gd.; Bruges
thread, charged 15s per 12 Ibs, only is. 3d.

The accumulation of facts of this description, set forth
gravely by skilled official witnesses and emphasized by the
report of the Committee expressing " their strong conviction
of the necessity of an immediate change in theimport duties
of the kingdom," was the immediate cause of the reform of
1842.  Without touching the Corn Laws, it was possible to
remove the minor duties that were the outposts of the pro-
tective system. ;Ped himself stated the genera principles
upon ;yhich he proceeded. Put shortly, they were—(i) the
removal of al absolute prohibitions and the change of pro-
hibitory duties into lower ones; (2) the reduction of duties
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on raw materials to anominal amount; (3) half-manufactured
articles to be admitted on payment of moderate duties ; and
(4) the admission of full manufactures, subject only to such
duties as would alow of fair competition—e. g. generaly
about 20%.

The timber duty was considerably reduced, and the
differential rate on foreign timber lessened; coffee was
treated in like manner; and the more oppressive duties
on raw materials—e.g. those on indigo and turpentine—
were completely remodelled. In al 750 articles were
affected by these changes. The results were found to
accord with the expectations formed by the minister.  There
was a steady recovery in the revenue from customs, and
trade improved under the stimulus of the remissions.

The success of the new policy emboldened ministers to
proceed further in the same direction. In 1845 a dill
more radical revision of the tariff was carried out. Four
hundred and fifty items disappeared dtogether. Raw
materials were the chief objects in this lis. Among them
were raw silk, hemp, cotton, hides, and most of the articles
whose taxation was condemned by Parnell in 1830. The
differential duties on sugar — that from dlave-holding
countries excepted — were diminished. Customs duties,
estimated at ,£3,614,000, the larger part of which pertained
to sugar, were surrendered by this measure. The number
of heads of duties was reduced nearly one-half—from 1150
to 590.

The steady progress in tariff reform, which we have just
noticed, was overshadowed in the popular mind by the Corn
Law druggle. It was usdess to point out to the more
advanced free-traders that substantial improvements had
been made. The Corn Laws, the Navigation Acts, and the
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favours to colonia producers by the differential duties on
sugar and timber, still remained, and it was againgt them that
the attack was directed. How long the contest might have
continued under ordinary circumstances we cannot Ssa.
The bad harvest of 1845 and the Irish Famine brought on a
crigs. Ped, aready convinced of the soundness in principle
of free-trade, and having seen the advantage of the with-
drawal of protection from manufactures, recognized that
the time had come for applying the sound principle without
reservation to every branch of commerce. The sentiments
created by the teachings of the Anti-Corn Law League
completed his conversion. The practical consideration that
these laws once suspended could never again be enforced
in the face of the oppogtion, settled the question, and
accordingly the Act of 1846 provided that for three years
the maximum duty per quarter should be 105, faling, asthe
price rose above 485, till, a the price of 53, per quarter, the
duty would be only 4s. At the end of three years there was
to be only a fixed registration duty of is. per quarter. The
passage of this law closed the history of the protective corn
duties, as, despite some feeble attempts in 1851-2, there
never has been any question as to the necessity of free-trade
in the most essential article of food.

The fate of the Corn Laws entailed the remova of the
colonia and shipping privileges. The differential dutieson
foreign timber had already been lowered, and in 1847-8 the
rateon foreign timber was fixed at 15,,, while colonial timber
camein a the very low rate of is. But the completion of
the reform was delayed. Save-grown sugar was placed on
an equality with other foreign sugar in 1846, and provison
was made for equalization of the duties on al sugars to take
place in 1851
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Great as was the importance of both the landed and
colonid interests, the shipping industry had both historically
and politically perhaps superior claims. The Navigation
Laws have been traced as far back as the fourteenth cen-
tury, and had been maintained continuously since 1651.
As a politicd measure they had won the approva of
Adam Smith, and had long been regarded as one essential
condition of British naval supremacy.

Huskisson's reciprocity measures made the first break in
the system, which was abolished in 1849 for the foreign
trade and in 1854 for the coasting trade. Thus the term
British ship—which had previously been conferred only on
vessls built in the British 1dands whose captain and three-
fourths of whose crew were British subjects, and whose
owner wasalso British—wasextended to all vessdls satisfying
the last-mentioned condition. The completion of each of
these reforms lies outside the period under notice, but im-
portant steps involving the final result were taken as regards
al of them in the period 1840—1850.

The second Ped administration (1841—1846) had carried
on the work begun by Huskisson: it had redlized the
plans of Parnell and the proposals of the Committee of 1840.
It had further been forced to recognize the power of the
Anti-Corn Law movement, and by the mouth of its leader
had done tardy justice to Cobden and his colleagues. It is
plain that the conversion to a libera commercia policy
was gradual. It was not on the authority of general
principles that the reforms of 1842 and 1845 had been
brought forward. One member of the Government, who was
intimately acquainted with the motives of its commercial
policy, and who was afterwards to carry them to ther
legitimate results, has placed this on record—"1 am a
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deliberate adherent,"wrote Mr. Gladstone in 1845, "of that
policy which is described in contemptuous terms as halting
between two opinions—between the opinion which regards
commercial restriction as being permanently and essentially
a good, and the opinion which deds with it as an evil
necessarily greater than that of asharp and violent transition
to freedom." It isinvirtue of belonging to this transitiona
period of commercia policy that the measures of the second
gtage of reform have acquired their characteristic marks.

The success of the free-trade measures, as judged by the
broad test of the national prosperity that followed them,
acted as an impressive object-lesson in economic practice.
Free-trade passed into a maxim to be carefully observed by
statesmen. Instead of cautiously feeling the way towards
a system that would permit the best employment of the
national resources, it became possible to boldly examine the
mass of existing legislation, and to test each item by its
accordance or non-accordance with the rule of free industry
and trade. To make the first breach in the protective
system had been Huskisson's task; to take away the founda-
tions of that policy by introducing alarge free-trade element
was the service rendered by Sr R. Peel; to apply the new
principle of legidation in its fullest extent, and to bring the
still very complicated customs system into harmony with it,
was the work reserved for Mr. Gladstone.

This last stage of fiscal reform was, like the second, carried
out in two instalments—the first in 1853, the second in 1860.
After thefinal defeat of the protectionists and the overthrow
of the Derby ministry in 1852, Mr. Gladstone became
Chancellor of the Exchequer. His first Budget speech an-
nounced " something like anew revision of the general rates”
guided by the following rules: viz. (i) to abolish, unlessin
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exceptional cases, unproductive duties; (2) to likewise
abolish duties on half-manufactured articles; (3) to reduce
duties on finished manufactures to 10°/, the silk duty
being exceptionally retained at 5%, (4) to make duties
specific instead of ad valorem; (5) to as far as possible get
rid of differential duties;, and (6) to lower duties on articles
of food of general consumption.

The application of these principles freed 123 articles from
duty, reduced the rateson 133 more, and besides on severa
minor articles of food—apples, nuts, eggs, oranges, lemons,
raisins, cocoa, tea, butter, and cheese. The customs tariff
became simpler and more easily understood, while finally
a good many of the existing remains of protection were
cleared off. The Crimean War interrupted the course of
improvement, as war usually does; seven years elapsed before
the finishing touches could be given, and the new policy
placed in harmony with the whole fiscal system.

The Budget measures of 1860 were more comprehensive
even than those of 1853. The duties on food commodities
that had been reduced in 1853 were now abolished, with the
exception of those on cocoa, tea, and dried fruits. The
differential duties on trade disappeared; so did the last
protective duties on manufactures, the 5°/; on woollen and
I15°/p on silk manufactures being given up. "There will
be" sad Mr. Gladstone, "a sweep—summary, entire, and
absolute—of what are known as manufactured goods from
the face of the British tariff," The differential duties on
foreign wines and brandies were removed, and provision
was made for a future lower scale of rates in respect to light
wines. One consequence of such extensive alterations was
the attainment of a simplified customs system. Each step
towards reform had struck off a good many items from the
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list, but the fixing of specific rates for most articles (in itself
advantageous) had somewhat checked the diminution. In
1842 the number of articles chargeable was 1052; by 1853
it had fallen to 466; in 1859 to 419. The reform of 1860
brought the number of commodities (omitting subdivisions)
to 48. Even of this reduced list only fifteen were productive
of revenue, fivebeing taxed to balance duties on similar home
products, and severa others on account of their resemblance
to the " primary " commodities. Five of the fifteen leading
commodities—spirits, sugar, tea, tobacco, and wine—pro-
duced more than ,1,000,000 each; four—coffee, corn,
currants, and timber—between ,200,000 and ,1,000,000
each; and the remaining six—chicory, figs, hops, pepper,
raisins, and rice—between ,20,000 and ,200,000 each.
During the thirty years that have passed, the list has been
further reduced; hops (1862), pepper and timber (1866),
corn and rice (1869), sugar (1875), were taken out of the
class of dutiable articles.

The completion of the free-trade reform was probably
hastened by the negotiation of the famous French commercial
treaty, the examination of which we have reserved to the
present. The long-protracted hostilities of the Revolutionary
and Napoleonic wars had put back the commercia relations
of France and England to the situation of the seventeenth
century; the tariffs of both countries were practicaly pro-
hibitive of other than contraband trade.  Huskisson's
measures, particularly his treatment of silks and wines,
were calculated to remedy this position. Unfortunately
French policy was, as we shall se rigidly protective. A
reciprocity, treaty as to shipping had been concluded in
1827, but no other steps were taken to place the com-

‘merce of the two countries on a more liberd basis until
F
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Ped's second administration. Between 1842 and 1845,
various attempts to form treaties on the reciprocal principle
were tried without success. In response to the reductions
of duties in England in 1842, the French duties on linens
werelargely increased. The effect of this policy was proved
by the very trifling amount of English manufactures ex-
ported to France—,263,000 in value, besides ,217,000
of machinery—in 1858

The efforts of Cobden and Chevalier, aided by the
prudence of Napoleon I11. and his most influential advisers,
resulted in the treaty of 1860, by which terms, not indeed so
favourable for England as those of 1786 but still of great
service to commerce, were obtained. The reduction of the
duties on wines and brandies and the abolition of protection
to manufactures were part of the English stipulations; those
of France belong to the commercial policy of that country.
It is noticeable that while in form the treaty was based on
reciprocal concessions, England in redlity surrendered no-
thing; shesimply continued the development of her policy on
its settled course. There were, moreover, none of those con-
ditions for exclusive advantage that marred the older treaties.

Thus at length the free-trade principle became the sole
guiding rule of English commercial policy. It had taken
forty years and the best endeavours of a distinguished
series of statesmen to reach this point. Nothing, therefore,
can be more erroneous than to regard the existing system as
the product of haste or panic. If any criticism isjustifiable, it
isthat there was undue delay in the application of recognized
principles. We can hardly over-estimate the benefits that
the tariff of 1860 would have been to the England of 1825.
The long and bitter contest between the landed and manu-
facturing interests would have been avoided; the growth of
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the larger English industries would have been more rapid ;
the colonies would have been saved the shock that the with-
drawal of their privileges after so many years undoubtedly
inflicted on them ; and, most important of dl, the spirit of
retaliation would not have been aroused in other countries,
nor could the plea have been made by foreign protectionists
that it was by restriction that England became fitted for and
ableto endure free-trade. Newmarch has shown that the
delay in the Corn Law repeal from 1842 to 1845 was dto-
gether an evil, and his statemeut may be extended to the
whole period of reform. What was done at the end might
have been done at the beginning if only the legislature had
been wiser.

The time and labour expended on the English tariff
enable us to understand the difficulties of commercial
reforms elsewhere.  Nothing but the specid position of
British industries and the peculiar relations of the different
sections of the population made it possible to remove the
favours possessed by so many producers.  When conti-
nental writers object to the case of England as evidence for
free-trade, they may be, and are, mistaken on the question
of national interest; but they have abundant justification for
the belief that the measures of our English statesmen
were directly applicable only to the United Kingdom, and
cannot be mechanically imitated by other countries.

In tracing the progress of reform we are in danger of
forgetting the broad principles of which the various and com-
plex enactments were the expression.  The more enlightened
statesmen, so early as 1820, accepted in theory the doctrine
of free exchange, whatever qualifications or modifications
political exigencies might compel them to dlow in practice.
The evidence of facts brought it home to those interested in



68 COMMERCE OF NATIONS.

industry that the best hope for progress lay in the opening
up of fresh markets for manufactures and a reduction of the
expenses of production (theprix de revient, as the French
happily cal it). Hence we have the leading canons of our
modern commercia policy. They are—

(1) Completefreedom of raw materials from taxation. To
enhance the cogt of the articles used by the labour and
capital of the country for further production is to handicap
the industries of export and weaken industrial power, con-
sequently this rule was the earliest reduced to practice.

(2) Freedom of the means of subsistence. Whatever diffi-
culties may be raised as to the relation of wages to cost of
production and to price, the broad fact remains that an
increased price of the articles of the labourer's consumption
must either raise his money-wages proportionally or lower
his real wages. On the former supposition the employer's
gain is diminished; on the latter the labourer's efficiency
suffers. Therefore the remova of al artificial impediments
to the supply of food and labourers necessaries was an
essential part of the general scheme; the repeal of the
Corn Laws was the greatest and most important instance of
its application.

(3) Abandonment of all protective differential duties on
manufactures or so-called articles ofluxury.  This is perhaps
the least readily intelligible part of the free-trade policy.
Raw materials or food have a plaia and strong claim to
exemption, but specia taxation of gloves, silks, wines, or
of the innumerable miscellaneous manufactures may appear
to only touch the rich man and to benefit the labourer.
This, however, is not redly so; in the first place raw
materials shade off by degrees into manufactured articles;
the finished product of one industry is the raw material
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of another. Again, fully manufactured articles are often
essential conditions in production, as appears most plainly
in respect to machinery. A modern industrial estab-
lishment requires a multiplicity of articles, and gains by
getting them on the cheapest terms. Finally there is no
hard-and-fast line between the " luxuries" of the rich and
the consumption of the poor. The labourer's standard of
comfort is not a fixed one, and the cheapening of luxuries
opens their use to a wider class.  As Mr. Gladstone has
remarked, " You may make tea or sugar or any other article
of consumption the rich man's luxury if you only put on it a
sufficient weight of duty.® In regard to its socid effects,
there was no better part of the new system than its avoidance
of al attempts to hinder the use of foreign manufactures.
(4) Adoption ofa simple andintelligible tariff. The advan-
tage of confining duties to a moderate number of articles is
that it relieves trade from a great deal of the difficulties and
restraints that attend customs supervision. There is no
trouble in learning the rates of duties or in following their
changes. No questions arise as to the exact duty on each
particular article, the cost of collection and the pressure on
commerce arediminished. Study of American tariffs will
show conclusively the evils that complication produces. The
absence of distinctions between colonia and foreign imports,
and aso of privileges to British shipping, materially assst the
operations of commerce.  English commercia policy is thus
essentialy free-trade, and for comparison with the effects of
other systems of regulation it may fairly be taken as a type.



CHAPTER VII.
THE UNITED STATES TARIFF AND COMMERCIAL POLICY.

THE contrast between English commercia policy and that
adopted by other countries is very decided, and nowhere is
it more so than in respect to the United States. The
reasons for this divergence of practical methods in the case
of two countries connected by so many ties are partly
historical, partly the result of differences in environment.

The natural tendencies of the American colonies, suffer-
ing as they did from the old colonia system with its many
hindrances on trade, would, it might appear, have been
towards complete freedom of commerce. It is quite
possible that under favouring conditions this would have
been the course adopted. But the very deep feeling of
hostility towards England; the belief that the industries
unduly retarded by the coloniad system required some com-
pensating encouragement; and, lastly, the pressing fiscal
necessities of the new Government, combined to bring
about the establishment of a moderate tariff on imported
goods. The first tariff of the Federation was framed under
the influence of Hamilton, who, in his famous Report on
Manufactures, laid the basis of the later protectionism.
The rates were, however, so low as to act chiefly as revenue
duties, but they were increased by degrees.
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More effectual than this nascent protection was the
position in which the United States was placed. At first
the European wars opened up a splendid market for
American producers of food and raw materias, of which
they largely availed themselves, as the increase in exports
shows. Imports of English manufactures formed the
readiest and most satisfactory mode of payment. As
neutrals, the United States obtained a considerable share of
the carrying trade, in spite of the English Navigation Laws.
The continental system of Napoleon (1807), and the
English Orders in Council (1809)—both of them gross
violations of international law—stopped this rapid develop-
ment. Both the imports and exports, aswell asthe carrying
trade, fell off after 1808 Foreign markets for the flour,
timber, and other materials in which a new country had
specid advantages were closed at first by illegal restric-
tions, and from 1812 by the hostile British fleet. The import
of foreign manufactures suffered similarly, with the natural
result that native industries sprang up, producing goods to
meet the unsupplied demand. Here, as so often elsewhere,
we see that war is in reality the extreme limit of protection
so far as the belligerent countries are concerned.

On the conclusion of peace with England in 1814, and
the European settlement of the following year, these " infant
industries" were exposed to the competition of the English
manufacturers, and were handicapped by the superior
advantages of the " extractive " industries (i. e. those engaged
in the production of food or raw materids). For ther
relief the tariff of 1816 imposed duties on imported goods.
Cotton and woollen manufactures were charged 25% for
three years, after that date 20% ; iron about 20%, and other
manufactures somewhat less. In 1815 a reciprocity treaty



72 COMMERCE OF NATIONS.

as to shipping was concluded with England, and was a
pattern for the later treaties of Huskisson. During 1818-19
American trade passed through a time of depression, ending
with a criss in 1819. The protectionist sentiment was
strengthened by this event, and after an abortive attempt at
legidation in 1820, a higher tariff waspassed in 1824. The
duties on cotton and woollen goods were raised to 33J%, on
raw wool from 15% to 30% ; corn, lead, and hemp were
adso charged at higher rates, the average rate being 37%.
Not satisfied with this victory, the advocates of protection
pressed for further increase of duties, and by skilfully utiliz-
ing the contending political parties, they succeeded in pass-
ing the tariff of 1828, by which the duties on raw materials
—wool, flax, hemp, and iron — were raised, speaking
generaly, to about 50%, with an additional specific duty in
the cae of wool. Woollen goods were charged 40%, to
increase to 50%, with minimum rates for the lower qualities.
The duty on molasses, the basis of the rum manufacture,
was doubled; the average rate of duties was increased to
417,

The Southern States, which were opposed to the exag-
gerations of the protective system, questioned the right of
Congress to vote protective duties. South Carolina, under
Cahoun's guidance, proposed to " nullify,” or render
inoperative, the tariff of 1828; and when this difficulty was
got over, the Tariff Act of 1832 made reductions in the
duties, but retained the chief protective ones with some
modifications—e. g. the tax on pig-iron was lowered from
12*50 dollars to 10 dollarsper ton; the revenue duties were
lowered, as on sk, or removed, as on tea and coffee.
Notwithstanding such slight concessions, the tariff remained
decidedly protective, the average rate on imported dutiable
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articles came to 34%. The powerful free-trade interests of
the South were not satisfied, and their pressure led to the
"Compromise™ tariff of 1833, by which it was arranged
that a gradua reduction of the high rates should take place
in the next nine years, until they reached the fixed point of
20%; the reductions, dow at first, and a intervals of two
years, were to be large and rapid toward the end, and were
to be completed in 1842. Thus by the process of "horizontal"
reduction, as it was cdled, the permanent duties of the
old tariff of 1816 would have been re-established. The years
1837-9 were a time of severe industrial disturbance, both
in England and the United States. Numerous bank
failures and a great fall in prices revived the agitation for
higher duties. In 1842 a fresh measure was passed, which
may be described generally as a return to the rates of 1832,
though in some particular cases dightly lower; it gave an
average charge of over 30% on dutiable articles.  Pig-iron
paid 10 dollars, hammered-iron 17 dollars, and rolled-iron
25 dollars per ton; woollen goods 40%, wool three cents
a pound, and 30%. This scde of duties did not remain
long in force. A victory of the democratic party led to the
passing of the comparatively liberal Act of 1846, prepared
by Secretary Waker. The arrangement of the rates of
duties was completely atered. Commodities were grouped
in eight schedules, and a separate rate was fixed for the
goods in each schedule.  The duties varied from 100% to
5%, and on the average came to 250/0. Though often
described as a " free-trade " measure, it is plain that it was
redly one of qualified protection, not much superior to the
English system before Ped's reforms. Thus iron and
metal, raw or manufactured, wool and woollen goods, were
in the third dass and paid 30% ; cotton goods in the fourth
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schedule only 25%. In 1857 additional relaxation of pro-
tection was granted.  Articles in the third class and cottons
were henceforth only liable to 24°/y; some raw materials
were even admitted free of duty. The average rate fell
from 257. to 20°/o, and remained in force till the commence-
ment of the Civil War in 1861

Taking the whole period from the establishment of the
Congtitution (1789) to the Civil War, it appears that,
starting with almost nominal duties, there was a tendency
shown in the tariffs of 1816—1824, and of 1828, to bring
them to the point of high protection. From this point thereis
an opposite movement till 1842, when the protective policy
takes a fresh start, which is soon checked, and the low duties
continue till the close of the period. At no time was there
any such system as " free-trade” in the English sense.
The articles on the free list varied in number, and in many
cases there were no similar native productions, so that the
dutieswere not in practice protective; but there could be no
question that considerable encouragement was aways given
to some important branches of manufactures, notably the
cotton, woollen, and iron industries, and this ad was
particularly effective in the case of the lower qualities of
goods, to which the home production was mainly confined.
The plan of imposing minimum rates of duty, in combination
with ageneral ad valorem rate, had this effect—thusin 1816,
the duty on cottons was 25°/, but @l cotton goods were to be
taken as at least 25 cents per yard, and therefore liableto 6£
cents duty. In 1828 the minimum valuation was raised to 35
cents, and soon after the price of coarse cottons was only 8£
cents, the duty being 8f cents or over i00°/p. The mixing
of specific and ad valorem duties on a sngle article was
another way of attaining the same object In 1842 the duty
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on raw wool was placed at three cents per pound and 30%
of the vaue, an evident favour to the coarse American
wooal.

The Civil War proved a decisive turning-point in fiscal
policy. The revenue requirements led to an extravagant
and oppressive system of taxation on both home and foreign
goods. Almost every article was taxed, in many cases at
every stage of its production, and to compensate native
producers extra charges were put on imported goods. Just
before the outbreak of the war the tariff of 1861 had
established higher duties on wool and iron. The Act of
1862 raised the average rate on dutiable articles to 37%, the
more extreme measure of 1864 to 47%. When, however,
we remember that the concomitant internal taxation was
heavy, in a few cases exceeding the import duty on the
commodity, and that the cost of transport was less than
formerly, these duties were not in practice as protective as
the nominaly lower rates of 1824 and 1828. The great
industrial progress of the country acted in the opposte
direction; duties that would have been simply high revenue
duties in the early part of the century, were now protective
of the newer manufactures, and of the already firmly-estab-
lished branches of the older ones. It is impossible to
expect a careful consideration of complicated economic
questions in a national crisgs, when every possible mode of
procuring resources has to be tried; and therefore the high
war duties had the plea of necessity for their justification.

At the close of the struggle in 1865, the position of the
United States, so far as taxation and debt were concerned,
had much, similarity to that of England halt a century
before. In each case there was great complication and
severity in the tax system, which fell on many com-
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modities that affected the ordinary life of the people An-
other parallel occurs after the peace.  Great Britain gave up
the Income Tax instead of moderating her indirect taxes.
The United States commenced reductions with the internal
revenue. The effect was to increase the amount of protec-
tion to the extent of the repealed internal taxes on consump-
tion. The woollen industries, depressed after the close of
the war, asked for further aid, which they obtained in
1867. Some minor changes were carried out in succeeding
years. The revenue duties on tea, coffee, sugar, wine, and
the protective duty on iron, were reduced in 1870; and in
1872 the tea and coffee duties were removed, and a general
reduction of 10% of the protective duties was made; but
this percentage was replaced in 1875.

A new tariff measure, based on the report of a commission,
but often departing from its proposals, was passed in 1883
Apparently intended to reduce the excessive charges on
imports on the ground " that a substantial reduction of
tariff duties is demanded, not by a mere indiscriminate
popular clamour, but by the best conservative opinion of
the country,” in some directions it increased the existing
rates, and left the great bulk of duties untouched. Iron
received a very small reduction: sted rails were taxed at
$17 instead of $28 per ton; the duties on wool and
woollen goods in general were also reduced; but in some
of the finer classes, both of wools and cottons, there were
actualy increases.  Linens of finer quality were lowered
from 40% to 35%.

The legidation of 1883 did not succeed in settling the
question of tariff reform, which increased in prominence on
account of the large amount of surpluses that the existing
duties brought in. Two opposite modes of meeting this
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difficulty were proposed, viz. (i) that of the protectionists,
which would remove a sufficient number of revenue duties,
leaving the protective onesuntouched, and (2) that of the sup-
porters of " tariff reform,” who advised the placing of most
raw materialsonthe" freelist," and aproportionate reduction
of the duties on manufactures. After severa failures in the
attempt to procure agreement between the two houses, the
results of the election of 1888 enabled the former party to
carry the Tariff Act of 1890 (usually known by the name of
its proposer, Mr. McKinley). In its genera character this
measure was decidedly protectionist: though the duties on
some articles were reduced, or even repeded (as eg. in
respect to raw sugar). The rates on such important classes
as wool and woollen goods, metals and metal manufactures,
and finally agricultural products, were serioudy increased.
As examples of specia classes of goods treated with extreme
severity, the finer linens and laces, ready-made clothing,
and tin plates, may be given. The apprehensions excited
in European countries as to the evil effect on severd
branches of trade of so rigorous a measure were soon dis-
pelled by the remarkable revulsion of feeling in the United
States in consequence of the great rise of prices that speedily
followed. The eection of 1892 placed the Democrats in
power, and as that party was pledged to the cause of tariff
reform, a somewhat conservative Tariff Bill was introduced,
in December 1893, and rapidly passed through the lower
House, under Mr Wilson's guidance. In the Senate its
course was less prosperous. its most important provisons
for reform were reduced, and such was the effect of the
Senate's hostility that, after the usua reference to a con-
ference, the " Wilson" measure, as finaly enacted (August
18%4), could hardly be regarded a breach of the protective
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system.  Some duties were placed at even a higher point
than that fixed by the Act of 1890, and a very large part of
the tariff was substantially unchanged. The most important
reform was the placing of wool on the free list, a privilege
dso conceded to flax, but not extended to iron-ore or cod,
which were, however, admitted at a lower rate. The con-
cesson of free wool permitted the adoption of a simple ad
valorem scde of duties on woollen manufactures. Slight
reductions were made on silk, linen, and cotton goods; and
the heavy duty imposed by the McKinley Act on tin-plates
was reduced one-half; on the other hand, raw sugar was
subjected to a 4°/y charge. China and earthenwares may
be noted as articles that received the benefit of decided
reductions.

The Tariff Act of 184 was even shorter-lived than its
predecessor of 1890. The Republican victory in the
election of 1896, evidenced in the election of Mr. McKinley
as President, was followed by the passage of the Dingley
Tariff Act of 1897, which made a decided return to higher
protection. Raw wool was again placed under taxation;
so were hides, which had been free from duty since 1872.
Duties on manufactures were raised nearly to—in some
caxss higher than—the level of the Act of 1890, sted rails
receiving an exceptional reduction. Specific duties were
imposed on both raw and refined sugar, the latter being
placed so high as to give protection to the manufacturers.

There seems, however, to be little doubt that further
adjustments of the tariff will be needed, owing to the heavy
expenditure that the war with Spain will involve. Increased
duties will probably be imposed, but rather to obtain war
revenue than to give still higher protection. The genera
influence of war in favouring the increase of duties which
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cannot easly be removed on the return of peace is an
element that requires to be taken into account. The
tendency of policy in the immediate future is therefore
quite uncertain.

The preceding review of the stages of more than a
century of tariff legidation brings out the principles that
have been gradualy developed in the United States as
to commercial policy. The contrast they present to the
British system, described in the preceding chapter, is truly
remarkable, as will be even more readily perceived by
stating them in the form of propositions, which will run
as follows.—

(i) Native industries are entitled to reasonable pro-
tection against foreign competition. (2) A customs tariff
is the most convenient mode of raising revenue, and
preferable to internal taxation. (3) Unmanufactured
articles of general consumption—tea, coffee, sugar, &c—
should be either admitted free or very lightly taxed.
(4) Raw materials may fairly be taxed, the native manu-
facturer who works them up being compensated by an
additional import duty on his product. (5) Imported
manufactured articles are peculiarly fit subjects for high
taxation, since the foreign producer suffers by the duties
which help to encourage home industry. (6) The scale
of duties has to be determined, not simply with reference
to the revenue required, but, too, with consideration
of the protection needed by the several industries.
(7) As a consequence, the tariff can be neither uniform
nor simple; it must include numerous articles, yielding
litle or ,no revenue, and it must attempt to ds
criminate between commodities that closdy resewtrfe
each other™.
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Each of these principles may be illustrated from any of
the United States tariffs, from the so-called free-trade one
of 1857, as well as from the protectionist ones of 1828,
1864, 1890, or 1897. The least authoritatively established
is the fourth. It seemed a times as if raw materials
would escape duties; but wool, after a brief exemption,
has been replaced on the list of dutiable imports, and its
example has helped to keep other objects in the same
position. The presentation of definite principles, as exem-
plified in tariff legidation, is in one way mideading. It
suggests that the system of duties is the result of careful
and well-planned arrangement. To say that it is dways
the outcome of compromise would be nearer the truth.
Every Tariff Act has turned on the struggles of sectiona
or industrial interests; the South against New England
and the West in the earlier periods; after the war the
clams of the various large industries. The fina result is
a mixture of conflicting aims that seriously detracts from
the effective working of the measure. Writers of opposite
opinions on the question of the best commercia policy are
agreed on the existence of this evil. " The history of tariff-
making," says Mr. Balles, "is not particularly honourable
in al its details to any party or interest; it has too often
partaken of a persona fight by manufacturers against the
public and each other." ~ This feature of American tariffs
is so obvious that it deserves to be stated as a part of their
history rather than as a criticism.

In another respect the United States are differently
situated from England. The latter country has adopted a
free-trade policy, and is resolved to adhere to it; the former
has preferred protection, but it is impossible to say how long
she will retain that preference, or in what ways she will in
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the future apply it. Protective systems differ much in their
effects and operation, and a great ded depends on the
particular form that a country chooses. Some kinds of
protection are comparatively inoperative. The course that
America will take in this matter is of deep practical interest
to European nations.



CHAPTER VIII.
THE REFORM OF CONTINENTAL TARIFFS, 1815 1865.

THE French Revolution, and the movements that followed
it, effectually broke up the old European system. This
transformation was not confined to political conditions.
Economic life came under new influences. The old method
of government, and the " liberalism " that assailed it, had both
to be modified in order to fit them for the changed position
of society.

The long continuance of war had in some cases checked
commerce, and in more driven it into indirect channels.
Exports and imports were both open to the high-handed in-
terference of the French and the very dtrict regulations of the
English. Many industriesin continental countries attributed
their existenceto the advantagesthat the continental system
had given them, and now that peace was restored, claimed
the aid of the state against foreign competition. The sudden
influx of English manufactures was regarded as a serious
danger, only too likely to happen unless sufficient precautions
were taken against it.  The course pursued by European
statesmen for the period 1815—1860 is only explicable by
bearing this circumstance fully in mind. The development
of the different tariffs shows how it operated.
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To begin with the country that would appear peculiarly
fitted for the closest trade relations with Great Britain—
France—we find that at the close of the war in 1814, the
duties then levied (fixed in 1806) favoured the woollen and
cotton industries; in other respects they followed those of
1791, dready mentioned (p. 47). Commerce with England
was prohibited by the war, and dealing in English goods
was aviolation of the decrees of Napoleon; but an extensive
contraband trade existed, and licenses were freely given
which permitted traffic in the otherwise forbidden com-
modities. At the Restoration some dlight modifications
were made, but they were only temporary. The protec-
tionist spirit was strong in the Royalist party, as the Corn
Laws of 1819 and 1821 (which established a complicated
diding scde on the English model), and the tariff of 1822,
showed. The industrial and commercial depression, then
so general, contributed to bring about the increase of
the duties on foreign sugar, cattle, flax, wool, and
many smaller articles. In 1826 an aggravation of the
protective duties was carried, the charge on wool being
raised to 30%, that on sted to 100%.

The Orleanist Government succeeded in getting amoderate
reduction of some of the most oppressive duties, but was
unable or unwilling to change the main parts of the system,
which remained rigidly protective, the import of certain
important goods being atogether prohibited. Between
1840—1850 there were even some increases of protection
due to the pressure of the interested producers.

Thefirst serious attempt to alter this very severe restrictive
system was reserved for the Second Empire.  The English
reforms of Ped proved the possibility of removing most
of the barriers to commerce that legidation had st up,
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and consequently Napoleon I11. entered with moderation
on the work of revision. Between 1853 and 1855 the
duties on cod, iron, stedl, and wool were lowered, as aso
those on cattle, corn, and various raw materials, the require-
ments for ship-building being allowed in free. The legis
lative body was, however, with difficulty brought to consent
to these measures. A more extensive proposal—made in
1856—to removeall prohibitions on imports, while retaining
protective duties of 30% on woollen and 35% on cotton
goods, had to be withdrawn, in consequence of the strong
opposition that it excited. The interest of the consumers
was in the popular opinion entirely subordinate to that of
the iron-masters, cotton-spinners, and agriculturists—one of
the many instances which shows that the long continuance
of high duties does not facilitate the introduction of free
competition.

It was under such discouraging circumstances that the
famous Commercial Treaty of 1860 with England was
negotiated. This important measure (the work of Chevalier
and Cobden, but owing a good dea of its success to the
efforts of the Emperor and M. Rouher), though only a
finishing step in English tariff reform (p. 66), inaugurated a
new erain France. All prohibitions of imports disappeared,
and were replaced by protective duties not to exceed 30%
(this maximum ultimately to descend to 25%). The rates,
first determined by the vaue, were to be converted into
specific duties by a later convention. The working out of
these details was managed by Cobden, whose vivid account
of the troubles of histask recals to mind the similar diffi-
culties that impeded the application of the treaty of 1786.
It is, however, curious to notice that in several points the
later treaty was less liberal. Nevertheless it placed the
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commercia intercourse of France and England on a new
footing, and led to a rapid growth of trade between them.

A further advantage was the initiation of a policy, that
was 0 largely followed by other countries that the European
states were gradually bound together by a network of treaties,
securing a lower scde of duties. The operation of the
"most favoured nation" clause, as it is caled (by which the
contracting parties bind themselves to give each other
whatever privileges may be given to any third power), was
most effective in thisrespect. A reduction of duties, granted
by one state in respect to the goods imported from another,
was applicable equally to dl countries having treaties.
Accordingly the "conventional" or treaty tariff became
quite distinct from the general tariff, which was only effective
when there was no treaty—an exceptional case.

The reforms of the French Government were not confined
to those accomplished by treaty regulations. The same
sentiments that brought about the concessons to foreign
countries of a more moderate scale of charges on their goods
led to amendments by direct legidation. Some of the
worst parts of the protectionist system were removed. The
Corn Laws, with their complex dliding scde and division of
the country into different regions according to the supposed
cost of producing wheat, had been so inconvenient in practice
that they were frequently suspended; but in 1861 the bolder
step of complete repeal was taken, and a nominal fixed duty
of 60 centimes per 100 kilos (3. per cwt.) was imposed
instead. The duty on cattle was similarly trested, an
Imperial decree to that effect being confirmed by legidation
in 1863.

The broad general effect of these measures was the
transformation of the very severe system that the Restoration
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had established into one of low duties and moderate pro-
tection on manufactures. The economic result was a large
increase of both imports and exports, the former of which
rose from 1641 million francs (,65,600,000) in 1859 to
3153 million francs (,126,000,000) in 1869, while the latter
grew from 2266 million francs (,90,600,000) in 1859 to
3075 million francs (,123,000,000) in 1869—that is, a total
increase in ten years nearly approaching ;£ 100,000,000.
Manufacturing industries were special gainers, owing to the
reductions or abolitions of duty on the most important raw
materials.

The commercia policy of France would naturally have a
powerful effect on the smaller neighbouring states, but we find
that some of them had preceded her in the commencement
of reform. Thus, though Sardinia up to 1849 “* strongly
protectionist, the influence of Cavour dtered this attitude,
and a series of measures in 1851, 1852, and 1853 softened
the rigour of the previous regulations. Agricultural products
and various raw materials were subjected to moderate
charges, or allowed .to enter in freedom. The expansion
of Sardinia into the kingdom of Italy enabled the same
policy to be applied to the whole country, most of which
had been previously regulated as to duties by Austria.

Holland, which had been under the protective rigime till
1847, in that year followed England in repealing its corn
lawvs. It abandoned its specid duties on foreign shipping
in 1850, and carried out a general tariff reform in 1854.
Belgium at the same time made similar progress in the
direction of freedom, giving up corn laws and reducing
differential duties in 1850 and 1852 ; in 1856 the differential
duties were removed, and in the following year raw materials
were admitted free.  Switzerland had no general tariff until
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1849, when as a result of the constitution of the preceding
year a uniform scale of duties was arranged, but without
protection. Portugal had carried out several reforms in
1852, and even Spain in some degree departed from the
prohibitive duties that were imposed previous to 1849.

Th, effect of the Anglo-French commercia treaty was to
stimulate further action in the same course. Tresaties
were concluded by Belgium with France (1861) and England
(1862), a course followed by Itay in 1863. Span was
dower in adopting a liberal policy, and her relations with
England were specially affected by the higher rates charged
in this country on the strong Spanish wines. Thefirst step
towards reform was made by Figuerola's administration in
1868.

The situation of Germany, or rather the German States,
was in such sharp contrast to that of France that the
development of commercial policy amost necessarily
differed widely. The turning-point in German commercial
policy was the formation of the Zollverein, or Customs Union,
which was the first step towards national unity. This
league commenced with the smaller unions of Prussia, and
Hesse Darmstadt (1832), Bavaria, and Wurtemberg (1828),
and Hanover, Brunswick, and Oldenburg (1834). By
1833 the central portion comprised a population of over
25,000,000, and the most important states of the Germanic
Confederation (Austria excepted). Its origina scae of duties
was based on the moderate Prussan tariff of 1818, which
made import duties the chief source of the customs
revenue, export dues being lowered. By it protection to
manufactures was limited to 10%, besides a uniform duty
of is. (,d. per cwt. on al goods, and therefore heaviest on
chegp and bulky articles. Within the Customs Union
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protectionist sentiments soon became noticesble.  The
adoption of a national policy was advocated by a section
having Ligt, the founder of so-cdled scientific protectionism,
for its leader, but the necessity for unanimity among the
states in order to carry any change tended to preserve the
old duties. In 1842 certain aterations in the direction of
higher protection were made, the duties on cotton yarns
were raised, and pig-iron, previoudly free, was subjected to
20s. per ton. The maintenance of the English Corn Laws
encouraged this movement as a form of retaliation on
England for her excluson of the raw materials produced
in Germany.

The course of events after 1850 tended to weaken the
protectionistfeeling; and in 1853 humerous reductionswere
carried out in connexion with a commercial treaty with
Austria, by which the whole German territory of the time
received the advantage of comparative freedom of commerce.

The tendency towards free-trade was strengthened by the
Anglo-French treaty, which enabled the advocates of a
liberal commercia policy to secure the adoption of a like
engagement between France and Prussia (1862), finally
extended so as to include the whole Zollverein (1865).
In the latter year atreaty was aso negotiated with England.
As a result, the whole tariff of the league was reformed.
The general import duty of is. 6d. per cwt. was removed,
so were the duties on corn and other agricultural products |
on wood, and on many manufactures and chemicas. In
fact, the new tariff was a large instalment of free-trade.

Up to 1851 the Austrian tariff, regulated by the measures
of 1822 and 1838, had been of a restrictive character ; but
the general current of liberal sentiment then led to the
above-mentioned treaty with the German Zollverein, and
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though the engagement lapsed in 1862, the existing policy
of low duties was continued.

The Russian Empire had been long notorious for the
extremes to which the protectionist system had been carried.
A dight reduction of duties in 1821 was followed by a
sharp rise in 1823, which was maintained by the advice
of the finance minister Count Cancrin, whose writings
evidence the connexion between the old mercantile
system and the newer protectionism. In 1851 and 1855
some concessons were made to the necessities of foreign
trade; however, no serious inroad on the existing barriers
was attempted.

- In the foregoing brief outline of European tariff history
it is easy to see the working of general forces. Protection—
in many cases prohibition—was the rule for the first part
of the period, Prussa and Switzerland being the only
noticeable exceptions. About 1850 a more libera influence
is perceptible. Reductions of duties become, so to
speak, fashionable. Every country is examining its regula-
tions and seeking to revise them. The French treaty is a
kind of landmark, as being the adoption of a new method
of reform, and its extension places the tariff systems of
Europe, in agreat degree, on anew bass. As a result, four
general principles of commercial policy are for the time
recognized in (i) the abandonment of prohibitions, (2) the
amost complete relief of raw materials from duty, (3) the
fixing of moderate duties on imported manufactures, and (4)
the surrender of discrimination against particular countries.
Though the result was not (as is often imagined) the
attainment of pure free-trade, it was of the utmost import-
ance for European progress. The growth of commerce
and the development of industry were not indeed due to
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this or to any single cause. A number of agencies were
together in operation—the expansion of the railway system
and of steam navigation, the new supplies of gold, and the
more liberal commercial policy. Each contributed its share
to thefinal result, and it is difficult to assign the separate pro-
portions ; but there is littlerashnessin conjecturing that the
part of the last-named was not the smallest. Improved
means of transport are of little use if they are off-set by
artificial hindrances, while the stimulus of increased stocks
of the precious metals is at best temporary. The opening
up of a wider area of international trade has a permanent
effect proportional to the extent of the new field added.

To realize more fully the rapidity of the formation of
new treaties, we may take the particular case of France.
Between 1860 and 1867 she concluded fourteen treaties,
viz,, with England (1860), Belgium (1861), Prussia and the
Zollverein (1862), Italy (1863), Switzerland (1864), Sweden
and Norway, the Hanse towns, Mecklenburg, and Spain
(1865), Holland, Portugal, Austria, and Japan (1866),
the States of the Church (1867). When we remember
that each of the other nations had an equally long list, we
can understand the effect produced.

The growth of liberal sentiments was evidenced not
only by reductions of import duties, but by relaxations of
other forms of restriction. Greater facilities for the transit
trade (or movement of foreign goods through a country)
were granted, as well as for the storage of imports for
ultimate re-export. The old Navigation Laws were, as we
have noticed, entirely repealed or greatly modified, and such
colonid trade as the continental states possessed was placed
on a more liberal footing. The bounty sysem was
curtalled with great financial benefit
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In fine, we may say that partly by treaty agreements,
but aso in part by independent national legidation, the
protective system was changed, not with the same vigour or
thorough consistency as marked English policy, but dill,
considering the difficulties that popular sentiment placed in
the way, with considerable judgment and very decided
advantage to the economic interest of the countries
concerned.

Another feature of the political development of Europe
that asssted the advance of commerce was the widening
of the areas to which the customs systems applied. We
have seen one notable instance in the German Customs
Union; another was the establishment of Italian unity.

A less obvious consequence of these changes was that
while freedom of intercourse was increased, foreign com-
merce in the narrow sense was in some respects less
necessary. In the present state of industry, a smal
territory is compelled to draw its supplies of many articles
from outside. A largeand populous nationisnot. France,
Germany, or Russia could at need obtain most of what is
absolutely requisite for their wantsfrom their ownaress.  All
the leading industries of modern life are represented in
each of these states, and the natural desire of producers
to control the home market obtains a plausible basis in the
capacity that they possess of meeting the national demand
for their products. This, among other circumstances, has
aided the reactionary movement that is a characteristic of
the present time.

The reforms, political and economic, of the half-century
from 1815 have thus in part supplied the materia for a
partial reversal of the policy on which they were founded.



CHAPTER IX.

EUROPEAN TARIFFS (1865—1890).—THE PROTECTIONIST
REACTION.

THE more ardent free-traders believed that the adoption
of their system by England, and the large portion of it
extended to other countries by the treaties described in
the last chapter, marked a definite step in the progress of
economic policy. Protectionist ideas were thought to be
obsolete and fated to disappear before the diffusion of sound
ideas on the nature of commerce. The course of events
during the last twenty years has given arude shock to these
sanguine anticipations. Far from winning new ground,
the upholders of commercial freedom are compelled to fight
for what has been previously gained, and a survey of exist-
ing tariffs shows a general rise of duties over those of
1865.

The causes of this change are various and differ in different
countries, but some stand out so prominently that there is
little trouble in detecting them. First of al the wars that
have been a conspicuous feature of the period tended to
l[imit the former liberal policy. National sentiment is
aroused by warfare, but unless enlightened beyond the
existing standard of popular knowledge on economic matters,
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it desires to encourage, as it thinks, native industries by
excluding the products of the foreigner, who is or may be
an enemy. ;Warfare is, besdes, under modern conditions
extremely costly, and high customsduties, with accompanying
protection, are the easest way of gaining the requisite
supplies.  The exigencies of finance give support to the
sentiment of protection. How important this influence is
will appear from later details; it is generally speaking, true
that the need of fresh revenue is a condition precedent to
an increase of protection. Another and more specia cause
has also worked in the same direction. At no former period
has the development of the resources of new countries been
carried on with equal vigour and success. New fidlds of
supply for the markets of Europe have been opened up, with
the necessary result of reducing the cost of agricultural
products much below the former levdl. The advantage to
consumers is undeniable, but the immediate loss to pro-
ducers is dso great. In particular the classes interested in
agriculture have suffered from a depreciation of their land
and cepitd that has placed them in serious difficulties.
The widespread economic didocation that has been pro-
ceeding for the last twenty years has, dong with many
benefits, brought some disadvantages. In a large modern
nation it is hopeless to expect that production will be al
at once adjusted to economic changes, but without rapid
adjustment some loss is inevitable. Thus the agricultural
depression, very general in Europe, has led to a strong
feeding in favour of meeting the evil by removing its
proximate cause, which is believed to be the importation of
foreign "food-stuffs,”

What facilities of transport and extended cultivation have
done for agriculture, the progress of mechanica invention
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and of business organization has done for manufactures,
The methods of production and the system of conducting
business are both worked at a higher speed and subjected
to much more severe competition from abroad ; the old
practicd monopolies possessed by specid localities or
countries have become merely advantages that are precarious
and retained only by care and energy. Countries in which
neither agriculture nor manufactures are highly developed
are therefore exposed to a double pressure; they cannot
compete with success in foreign markets, and in their own
a fall of prices is necessary to enable their comparatively
superior industries to hold their ground. In such a case
the imposition of duties to protect industries al round is
the most obvious way (to the popular mind) of meeting the
evil, and until its rea effects are impartially examined, it
possesses a certain plausibility.

As movement in a given direction continues after the
origina impetus is withdrawn, so we shall see that in some
instances the progress of reform was persisted in to a very
recent time, and that the decided protectionist reaction dates
only from about 1877, though of course it was earlier in
some countries than in others.

The Franco-German War (1870-1) and the overthrow
of Napoleon IIl. a once arrested the free-trade policy,
which had little support in the national mind, and was
hardly understood outside the small circle of French econo-
migts. The need of fresh revenue was imperative, and M.
Thiers, the most prominent of French statesmen, was notori-
oudy protectionist in his leanings. Pure revenue duties on
colonial and Eastern commodities werefirst tried ; the sugar
duty was increased 30%; that on coffee was trebled ; tea,
cocoa, wines and gpirits, were dl subjected to greatly in-



EUROPEAN TARIFFS, 1865—18%0. 95

creased charges.  As the yield thus obtained did not suffice,
proposals for the taxation of raw materials were brought
forward but rejected by the legislature in 1871, when M.
Thiers tendered his resignation. To avoid this result the
measure was passed, not however to come into operation
until compensating protective duties had been placed on
imported manufactures.

The existing commercia treaties were a further obstacle
to changes in policy, and accordingly negotiations were
opened with England and Belgium, in order that the new
duties might be applied to their products. Aswasjustifiable
under the circumstances, the former country required that
if imported raw products were to be taxed, the like articles
produced in France should pay an equivalent tax, and there-
fore, as the shortest way of escape, the French Government
gave notice for the termination of the treaties (in the
technical language of international law " denounced" them),
and new conventions were agreed on; but as thisarrangement
was just as unsatisfactory in the opinion of the French
Chambers, the old treaties were in 1873 restored to force
until 1877, and thus the larger part of the raw materias
escaped the new taxation.

The protectionist tendency was, too, manifested in the
departure from the open system introduced in 1866 in
respect to shipping. A law of 1872 imposed differential
duties on goods imported in foreign vessds, with a charge
of three francs per 100 kilogrammes (is. 3d. per cwt.) on
goods in store for export, besides a so-called quay duty. A
plan for a series of export duties failed to pass, but a
datistical .duty of id. on each package, ton of goods in
bulk, or head of animals, either imported or exported, was
caried, with the ostensible object of defraying the officia
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expenses. The advance of the sentiment in favour of a
return to the restrictive system was even more decidedly
indicated in 188L Bounties were then granted for the
encouragement of French shipping, and extra taxes imposed
on indirect imports of non-European and some European
goods. In 1889 the carrying trade between France and
Algiers was reserved for native ships.

The revision of the general tariff was a more serious task,
undertaken with aview to influencing the fresh treaties that
the termination of the old engagements made necessary.
Thetariff of 1881 (to come into force in 1882) made severa
increases and substituted many specific for ad valorem
duties. Raw materials escaped taxation; half-manufactured
articles were placed under moderate duties. The nominal
corn duties were diminished by afraction, but the duties on
live stock and fresh meat were considerably increased, oxen
from 3s. to 12s per head, sheep from 3. to is. 8d., and
other animals in proportion; fresh meat from 3d. to is. 3d.
per cwt, while salt meat was dightly reduced.

A new " conventional" tariff speedily followed in a series
of fresh treaties with European countries. Agreements with
Belgium, Italy, Portugal, Sweden, and Norway were con-
cluded in 1881, with Spain and Switzerland in 1882, and
with Servia in 18383, The Austro-French treaty of 1879
was continued, and a convention for " most-favoured nation "
treatment on each side was signed by England and France
in 1882. Germany continued to receive the same privilege
by the treaty of 1871.

The duties on whole or partially-manufactured goods
remained substantially unchanged by the new tredties,
which do not, in fact, vary so much from the genera
tariff as was previoudy the cae The number of article
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included in the conventions had been reduced, and
al countries outside Europe came under the genera
code. The reaction against the liberd policy of 1860
was thus as yet very dight, and did not serioudy affect
manufactures.

The agricultural depression was the primary cause of the
legidation of 1885, which placed a duty of 3 francs per
quintal on wheat, 7 francs on flour, 2 francs on rye
and barley, and i franc on oats, with additional duties
on indirect importation. Cattle, sheep, and pigs came
under increases of 50°/p to 100°/—eg. the tax on
oxen was raised to £i per head; that on pigs from
2S 6d. to 5s.; sheep to 2S 6d. Asthis measure did not
bring about the expected relief, most of the duties were
rased till higher in 1887—wheat to 5 francs, oxen to
30*. per head, sheep to 4s,; fresh meat to 12 francs for
100 kilos.

A more decided step towards protection was made
by the measure of 1892, under which two scdes of
tariff were arranged, the lower one to apply to those
countries only that should conclude commercial
treaties with France. Even this "conventional" tariff
was much higher than the former rates, and agricul-
tural products were excluded from it. The policy of
commercial treaties was thus discouraged, and a return
was made to the system of differential duties. In succeed-
ing years there have been many specia increases of duties,
so that we may justly describe the existing condition
as one of high protection chiefly in the interest of
agriculturists.

- Germany did not quite as speedily come under the in-
fluence of the economic reaction as France. The moderate
H
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Zollvtrein tariff of 1865 (p. 88) became the law of the
North-German Confederation, and further remissions were
granted in 1868—chiefly affecting cotton, linen, and iron—
and again in 1870. In 1873 raw iron was atogether
exempted from duty; and the rates on machinery were at
once lowered, with the condition that they were to cease
altogether in 1877.

This important series of reforms was evidently due to a
desire to copy English economic legislation. The currency,
banking, and commercial laws of the new German Empire
were closgdly modelled on the system of the leading com-
mercial state of Europe, with the hope of rivalling her
success.  The treatment of import duties had the same
motive. If England owed her supremacy to her gold
standard, her Bank Charter Act, and her free-trade palicy,
Germany might hope to attain the like position by the same
methods, or at least succeed to the vacant place of France
in the European economic system.

The endeavour to act on this theory was, however, short-
lived. England had other advantages in her progress to
commercial greatness than those derived from her palicy,
and the situation of the German Empire was very different
in this respect. The time, too, was unfortunate for bold
experiments in economic legidation. The great industrial
depression that existed in Central Europe from 1873 to
1879 reduced the profits of business and the receipts of the
state. The distress was generally attributed to the absence
of sufficient protection against the agricultural products of
Russia and America, and the manufactures of England. A
new tariff was therefore passed in 1879, in which financial
and protectionist aims were combined. A large number of
commodities, hitherto free, became subject to duties—iron
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raw and manufactured, machinery and railway plant, wood
for building, horses, cattle and sheep, also corn and flour.
The subseguent steps were very much the same as those
dready given in the case of France: the corn duties—one
mark per 100 kilos, (or 6d. per cwt.) on wheat and rye in
1879—were trebled in 1885, and further increased to five
marks in 1887. In 1881 flour and some classes of woollen
goods were charged more, and up to 1892 the protectionist
movement continued. Since then there has been a note-
worthy modification shown in the conclusion of a series
of commercial treaties with the neighbouring continental
dates, France, however, being a significant exception.
Apart from the vexed question of the sugar bounties,
Germany has confined her action to taxation of imports.
Export and transit duties were abolished in 1861, and
have not been revived. Both agriculture and manufactures
have, as in France, received protection against foreign
competition with so little benefit that fresh increases have
been demanded by producers,

[talian commercial policy also altered for theworse. From
the formation of the kingdom till 1875, as the various com-
mercia treaties and the genera tariif of 1861 show, it
was liberal and tending towards freedom. About the latter
date the forces that we have indicated above as operating
generaly throughout Europe, commenced to affect Italy.
The public expenditure had largely increased, and additional
revenue was urgently required. Agriculture was so depressed
that, though the country is pre-eminently agricultural, alarm
was excited by the supposed danger of foreign competition.
The result was that on the general revision of duties in 1877
much higher rates were imposed on the principa imports.
‘The duties on cotton yarns were raised 20%, and for some
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of the finer goods even 100%. Those on fully-manufactured
cottons and linens were increased 50%. Various iron
manufactures had to submit to till greater increases, stedl
ralls being particularly selected for taxation in order to
encourage their manufacture at home. Soon after the
adoption of this general customs law, treaties of commerce
were concluded with France, and became applicable to
England by the " most-favoured nation " clause. Depression
both in agriculture and elaborative industries continued and
strengthened the' protectionist party, who succeeded in
securing the abandonment of all the commercia treaties,
and the enactment of anew tariff in 1887. Asapreliminary,
afull inquiry was made by a Commission; but in spite of a
generd recognition of the sound principle that taxation
should be only for revenue, the practical recommendations,
which received the approval of the legislature, were distinctly
protectionist. Wheat, flour, sugar, coffee were placed under
higher duties.  Cotton, linen, and iron goods had increases
varying from 20% to 200%, according to the quality of the
articles, imposed on them.

The first effect of the new system of high taxation with no
conventional privileges wasto lead to a war of tariffsbetween
France and Italy. Increased duties on both sides acted
immediately on the volume of trade carried on by these
neighbouring countries. A decline in the imports and
exports on each sde marked the year 1888, which dso
witnessed a new growth of the contraband trade that had
declined under the low duties after 1868.

The formation of new treaties with Austria, Switzerland,
and Spain has somewhat modified the Italian duties; they,
however, still remain much higher than formerly, and financial
requirements will hardly allow of a speedy reduction. '
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Austria may be added to the list of countries in which the
protectionist reaction has been effectively shown. The new
generd tariff of 1878, combined with the expiration of the
commercial treaties, placed heavier duties on cotton, woollen,
and slk goods; and till further changesin thedirection of in-
crease came into effect in 1882. A third general tariffin 1887
—though some of its effects were softened by thetreaties since
concluded with Italy and Switzerland—carried on the same
policy. Cotton yarns and tissues, woollen yarn, railway loco-
motives, and hardware are thechief headsonwhich dutieshave
beenraised. In Austriaproper the manufacturing interest is
strongly protectionist, and Hungary has suffered sufficiently
from American and Russian competition in food productsto
desire the closing of the home market against these oppo-
nents. The conclusion of acommercial treaty with Germany
in 1892 has improved the trade relations with that country.

In Russia the revival (or perhaps it would be more correct
to say continued existence) of protection is decisively
marked. So early as 1868 some duties had been raised,
though others at the same time had been reduced. The war
with Turkey was followed by a decree making the customs
duties payable in gold; and as the Russian currency was
nominally silver, but really depreciated inconvertible paper,
this change was equivalent to an increase of al duties
variously estimated from at 30% to 50%, and of course depen-
dent from time to time on the premium on gold. In 1830
duties were raised 10%. Since then a very large number of
changes, nearly dl in the direction of higher duties, have
been made. The new tarriff of 1882 made many duties
specific instead of, as formerly, being proportioned to the
value, and in 1885 further increases of from 10% to 20%
were imposed. As the outcome of these measures, the
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Russian tariff is now on the whole the highest in any great
state; before 1885 , was probably equalled by those of Spain
and the United States, which now are less rigorous.

Spain and Portugal had long been strongholds of pro-
tectionist ideas, and the reductions made under the influence
of the examples of other countries were not as important as
elsewhere, butwere continued to alater date—thus the Spanish
tariff of 1882 made severa reductions. The United King-
dom in particular was excluded from the advantages of the
conventional rates in consequence of its supposed unfair
privileges to French wines. This obstacle has fortunately
been removed, and since 1889 the "most-favoured nation”
treatment has been extended to British imports into Spain.
Portugal had yielded the same point some years earlier.
But though this particular obstacle has been removed, the
pressure of present necessity and the strong protectionist
sentiments of the people have led to an imitation of the French
policy. Duties have been considerably raised, and the older
commercid tregties have been "denounced” in order to
escape from any engagements hindering further increases.

Holland and Belgium have as yet adhered to the system of
moderate duties. Next to England they may claim aplace as
free-tradingcountries, thedutiesonmanufacturesbeinglimited
to such lowratesas 5%or 10%, advalorem. Switzerlandisaso,
comparatively speaking, liberal, though the new duties of 1888
show some serious increases—cotton yarns pay 75% over the
former duty, cotton tissues 40°/, and ready-made silks 50°/,.
The protectionist reaction in other countries, especially France,
Germany, and Italy, is the avowed reason for the advances.
The Swiss policy isthus rather " fair-trade" than protectionist
in its motives; but in practice the result is the same.

It is thus very apparent from the course of tariff changes



EUROPEAN TARIFFS, 1865—1890. 103

during the last twenty years that the general movement isin
the direction of greater restrictions on foreign commerce.
The smaller as well as the larger powers have felt this
influence. Even Sweden and Norway have tried to protect
the linen and iron industries in the face of the obstacles
that those manufactures meet through the absence of cod
or a skilled population. The general conditions that have
led to this state of things have been already noticed, and
we have only to notice some further circumstances that are
not quite evident, but nevertheless have to be taken into
account, in judging of the effects on commerce.

In the first place, it is often said that after al the new
tariffs are not so rigorous as those prevailing before 1860,
and compare very favourably with the almost prohibitive
duties of 1850. As a genera statement the assertion is
true, though in some cases rates are now higher than ever;
it does not therefore follow that the position of international
trade is better than it was thirty or forty years ago. A new
economic system has been created in the intervening period,
on which even lighter duties have a depressing effect. Com-
mercial transactions at present turn on the attainment of
smal gains on each exchange, and an additional duty of
5% niay destroy this advantage and shut out the particular
branch of industry from a former market. As the process
of exchange is necessarily double, and involves imports
sufficient to balance exports, a check to the export of a
product leads indirectly to a reduction of imports and a
smaller volume of trade. To compute the total loss that
the tariffs of the severad European states inflict in this
way is-impossible, though its amount is beyond question
considerable.

As the higher economic development of modern times
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increases the evil of high protective tariffs, one of the most
sdient features of that development comes to act in dlevia
tion of the evil. The barriers that high duties build up are
speedily broken through by the better facilities of transport.
Raillways and steamships have reduced the charges on
exchange more than recent tariffs have increased them; the
obstacles to commerce are on the whole diminished; and
the amount of trade is growing, as dso increasing in com-
plexity and variety. The losses from protective duties are
not thereby removed, their pressure is only diminished or
rather disguised ; but in their absence the increase of trade
would be greater in proportion as they redly attain their
object./

(In another respect such restrictions are more injurious to
commerce than ever. Formerly it was limited to articles of
high value in proportion to their bulk, and these were
usually confined to specia regions; the consequence was
that either the duties were purely revenue ones, since there
was no competing home production, or they were altogether
evaded by means of contraband trade. Now, when cheap
and bulky articles are the principal materials of commerce,
there is often a home industry of more or less importance,
and smuggling on an extensive scae is quite impossible.
Silks, fine cloth, rare wines, and spices are much more
easily carried, can bear heavier duties, and may be concealed
with comparative impunity. Raw cotton and wool, corn,
meat, and iron, the staples of modem trade, are strongly
contrasted in al these respects. Taxation at apparently
moderate rates, added to the cogt of transport, is almost
prohibitive, and evasion of the charge is hopeless. These
articles are, moreover, either auxiliary in the production of
more highly-wrought articles, or form the necessaries of the
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working population; in either case increase in their cost detri-
mentally affects industrial development by reducing profits,
or, still worse, lowering the labourer's standard of living.

Though the specia economic circumstances of a time of
transition have led to a genera disregard of this injurious
operation, it is amost certain that in the future it will
command increasing attention..



CHAPTER X.
COLONIAL AND OTHER TARIFFS.

WHEN questions of international commerce first came
to be considered in ascientific spirit, attention was chiefly
directed to Europe. Non-European countries had long
been regarded as appendages of the political and commercial
system that had been developed by the states of Europe.
Colonia policy was an important part of state-craft, inas-
much as it was a mode of increasing national power and
supplying resources for warfare. The colonies and depen-
dencies were simply passive materials to be manipulated
for that end. As we have seen (p. 45), the American
War of Independence gave a decisive shock to this part of
mercantilism, and prepared the way for the present entirely
different situation. Thechange was, however, only brought
about by degrees. The revolt of the American colonies
of Spain (1809—1824) overthrew the other great colonid
empire regulated by much more rigorous methods than
could possibly be employed with English settlements. In
reorganizing her territories after the creation of the United
States, England had to deal with possessons conquered
from other countries, with dave-holding and convict
setlements.  Many of the old restrictions on trade were
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maintained, but under the new circumstances they were
favourable rather to the colonists, or a least the owners of
colonid land, than to Great Britain. Such colonia products
as timber and sugar received special treatment, while the
competing countries had to pay much higher duties. The
colonial interest wasas strong a support of protection as the
agricultural interest itself.

The triumph of free-trade in England deprived the
colonies of this questionable privilege. The emancipation
of the daves (1834) seriously affected the sugar-producing
territories, which had now to compete on equal terms with
foreign producers, while their cheap labour was removed.
Still more important was the complete change in colonial
policy adopted by the mother-country. In 1840 the
Canadian troubles were settled by the Union Act, under
which the two Canadas became a single province with a
"responsible Government"—i.e. the executive,asin England,
held office by the will of the majority of the elected legis-
lature. The policy of this measure, which has been well
described as " the principal event in our modern colonia
history,” was extended by degrees to the Australian colonies
between 1850—1860, and to the Capein 1872. The far-
reaching political effects thus produced do not concern us
here, but the right of self-government inevitably carried with
it the right to raise revenue in the mode that appeared best
to each colonid administration, even when it involved the
imposition of duties on British products. It is possible
that if the course events would take had been foreseen,
arrangements might have been made by which the Home
Government would have retained an effective control over
the tariff legislation of the colonies, though the exercise of
such a power would have been highly unpopular and likely
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to lead to disputes. The new system of colonid indepen-
dence was the growth of circumstances, and accompanied
by a very genera belief that the existing relation was but
aregting-place on the way to separation. The concession
of responsibility for internal government was therefore
hampered by no restrictions as to regulations of commerce
(except that forbidding the imposition of discriminating
duties in the case of colonies coming under English com-
mercia treaties). Every sdlf-governing colony obtained full
power over its own commercial policy. At first the system
of low import duties soldly for revenue purposes was adopted.
Indeed, there was no reason for any other course.  Manu-
factures claiming assistance were not in existence. Great
Britain had recently become converted to free-trade, and the
cost of government was smal. In the natural progress of
colonial society al these conditions changed. Immigration
brought in a large number of artisans, who expected to find
the same class of work as that which was open to them at
home, and the influx of capital led to the starting of various
industries that were not disinclined to get exclusive control
of their home market. The United States, Canadas most
influential neighbour, and regarded all the world over as
the model of a new democratic society, passed a series of
severedly protective measures (chap, vii.), and with the
extenson of state functions, public expenditure increased
rapidly in dl the self-governing colonies. These various
causes (together with the influence of the economic theories
to be presently noticed) have in most cases changed the
low revenue tariffs, mentioned above, into much more com-
plicated customs systems, with varying, though in no case
prohibitive, duties on many kinds of manufactured goods.
There is, moreover, the remarkable fact that colonid pro-
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tectionism has, like that of the Continent, gained ground in
recent years, and this notwithstanding that the economic
conditions are altogether different in the two cases
Nothing but very deeply-rooted forces acting over a wide
area can account for this agreement.

Nevertheless, these general causes operated in specid
ways in the different colonies. At the commencement of
her self-governing career, Canada (/. e. the two provinces of
Quebec and Ontario) found hersef in difficulties, owing
to the restrictions placed by the United States on her
agricultural exports. As usua, "revenge in this cae
naturally dictated retaliation,” and the provincia legidature
was with difficulty dissuaded by the English Government
of the day from trying the effect of counter-restrictions.
The wiser expedient of a reciprocity treaty, by which mutual
privileges were granted to both parties, was employed
in 1854. The Canadian tariff was increased in 1859 for
revenue purposes to, on the average, 20%, imposed on the
great bulk of imported manufactures. This increase of
duties, together with the effects of the Civil War (1861—1865)
on the industry of the United States, tended to stimulate
the growth of manufactures. The reciprocity agreement
was denounced by the United States in 1865 on the ground
that it allowed of Canadian protection while it precluded
the taxation of Canadian raw products exported to the
States. The Canadian Dominion (formed in 1867) lowered
its tariff to 15% in 1868. The great industrial depresson
of 1873 and the succeeding years was heavily felt by the
manufacturers of the Dominion. They complained of
American competition, while they were shut out by the
very high tariff of the war period (chap, vii.) from sending
goods into their rivals territory. The advocates of a
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" national" policy succeeded in passing a new tariff in 1879,
by which duties were largely raised. The severa yarns
were taxed from 15% to 25%, besides, in the case of cotton
and wool, specific duties per Ib. Tissues paid in some
cases as high as 30%, iron Ss. qd. per ton, and iron
manufactures up to 35%, earthenware, glass, and leather
manufactures from 15% to 30%. Books, paper and sta
tionery, and such household articles as candles, cod, sdt,
and soap, were adso placed under duty. Nearly every
subsequent year has seen alterations, mostly increases or
inclusion of fresh articles, in the tariff. In 1884 between
600 and 700 articles were enumerated, while in 1885 nearly
100 were added. The American method of combining
specific and ad valorem duties on the same commodity is
followed—e.g. carpets paid $d. per yard and coarser woollen
yarns 3,d. per Ib,, in addition to 20%, ad valorem. Ogten-
shly directed against the United States, these duties redly
affected English trade to a greater extent. Dutiable goods
from Great Britain decreased in amount, while those from
the United States increased over 20°/,; in respect to duty-
free commodities the change was in the opposite direction.

Though the Libera party, which has aways been
favourable to free-trade, triumphed at the election of 189%,
it has not attempted any general reversal of the pro-
tectionist policy of its predecessors.

Owing, however, to the growth of Imperialist sentiment,
both at home and in the mother country, it succeeded in
introducing the method of a preferential tariff for British
goods, under which duties will be 25°/, lower than those
imposed on foreign products. It is possible that a like
concession might be arranged with the Australasian colonies,
and even with the United States, if equivalent concesson
were granted to Canada
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The Australasian colonies were not affected by the prox-
imity of a powerful state, and were therefore able to develop
their customs arrangements independently. Thefirst object
to be attained was the receipt of sufficient revenue, but very
s00n a protectionist sentiment arose.  Its influence was first
seen in lower duties on colonia spirits and tobacco, by
which the home producers of those commodities were
favoured. As the colonies increased in population, more
decided steps towards protection were made.  Variousrude
manufactures, likely to be carried on even in a new country,
were subjected to import duties, or a general rate of so much
per cent, was imposed on all imports as a means of getting
revenue, but necessarily with the practical effect of protection
in such cases as those mentioned. It is impossible and
unnecessary to follow the many changes of the short-lived
administrations of the severa colonies, but some of the
genera features are sufficiently simple and instructive for
notice.

In 1860 there was an amost complete absence of duties
on imports; beer, spirits, and sugar being the principa
exceptions to thisrule in New South Wales. The Victorian
tariff was quite as simple; so were those of South Australia
and Queendand. Western Australia had a genera rate of
7°lo on al imports. Tasmania and New Zealand had more
complicated duties, but still very low ones. By 1870 higher
duties were established. Victoria, which during the first
years of its existence as a self-governing colony prided
itself on its free-trade policy, had changed its system (1865),
and was levying duties of i0°/y on imports. New South
Wales had selected the milder rate of 5%, so had South
Australia, and Queensland had advanced to 7%, while
Western Australia retained its former 7% rate.  An attempt
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to secure uniformity of tariffs in the colonies in 1863, on
the basis of the then existing Victorian one, failed ; so
that the growth of the rates was independent, though of
course the example of the leading colonies had much
influence on the others.

Five years later New South Waes had abandoned its
general ad valorem duties, but it charged sheet-iron £2 per
ton, cheese 2., and herrings id. per Ib. Victoria in most
casss retained its 10% duties, but in some instances—e.g.
yarns—had a specific rate instead; Southern and Western
Australia had advanced to 1% duties; while Queensland
had lowered hersto 5%. The tariffs of 1880 show on the
whole an increase over those of 1875. Spun-yarns and
bagging were now subject to specific duties in New Soutn
Wales. The Victorian duty on yarns was increased 150%
(from 4s. 6d. to us. 3,.); the 10% rates had become
20%. Western Australia had put 25% on to its generd
rate, which was 12,%. South Australia had made its duties
specific; Queensland ill retained 5% as the general rate;
the New Zealand tariff had risen to 15% as the usual
standard, with some 25% duties and specific charges on
spirits and wines.

Victoria has made severd later increases in its duties,
and Queendland in 1886 raised its scae to 7,%, and later
that on yarns and clothes to 15%. The Tasmanian range
of duties is from 129% to 20%. New Zealand has now
20% as its most common rate, with severa duties of 25%.

It thus is evident that, with the exception of New South
Wales, the colonies of Australasia are al moving towards
more rigorous protection, or at al events higher duties
advocated on what are admittedly protectionist principles.

The only other self-governing colony, the Cape has dso
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raised its duties. The year 1872 was the date at which
responsible government was introduced. The previous duties
of 7% were raised first to 10%, then in 1834 to nj%;
for many articles a further increase to 15% was made, but
speedily reduced to 12%, with some articles at only 10%.
The greatest English dependency, India, follows the
commercia policy of the ruling state. Since 1882, when the
import duties on cotton goods wereremoved, there has been
purefree-trade in practice. The result is to be traced in the
growth of Indian trade. Between 1875 and 189 the im-
ports have risen from ,44,363,160 to ,89,300,399, and the
exports from ,57,984,549 to ,108,921,849—i.e. speaking
broadly, the imports have doubled and the exportsincreased
over 85% in the course of fifteenyears. Thetariff systemsof
the Crown colonies are more intricate than that of India.
Ad valorem duties are levied in Ceylon and most of the
West Indian Islands, but they are in practice revenue duties,
snce there are no manufactures to be protected. Duties
of 4% as in Trinidad, 6/% as in Ceylon, or even 12,% in
Jamaica, are not serious hindrances to commerce. The
duties on food-products, though they press heavily on the
poorer labourers, do not effect much diversion of trade.
Another feature of colonia tariffs is the employment of
export duties. The tendency of protectionist doctrines is
against the employment of this form of impost, as it checks
the growth of exports; it is therefore chiefly in the Crown
colonies that we find duties on exported rice, sugar, rum,
and coffee; they are regarded as being really a charge on
the land that produces the taxed articles, but at the same
time tKey must hinder commerce, though their low amount
prevents the effect being serious. The tariffs of the self-

governing colonies are, it appears from the facts that we
i
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have dated, increasing in amount and in complication
ance twenty-five years ago. The simple statement, "no
duties on imports,” or "so much per cent," described with
sufficient accuracy the position of most of the colonies.
Now an index is required for each of the larger colonies;
that to the Canadian tariff of 1888 fills 250 octavo pages,
and includes 863 articles, ranging from "absinthe" to
" white zinc." Even this does not sufficiently show the
difficulty of interpretation. The grades of commodities are
not the same in al cases, and the rate of duty often depends
on the use to which the article is to be put, which makes it
necessary to inquire into the intention of the parties import-
ing. The frequent changes in the rates and classification
are afurther trouble. Commodities are placed on the free-
lis or brought under duty according as the producers or
consumers interest is at the moment the strongest. All
these evils are the direct and unavoidable conseguence of
the development of a policy of protection, and they must
be taken into account in weighing its advantages and
disadvantages.

Still, when fairly considered, colonid tariffs do not offer
the same obstacle to trade as continental ones, (in new
countries the principal industries are those engaged in
turning out food and raw materials, and these primary
employments possess such natural advantages that manu-
facturers can hardly hope for much success in the competition
with them.®, Corn, meat, timber, wool, cotton, and minerals
must be the chief exports, and they must be paid for in the
more finished products of older countries. Protective duties
may hamper but cannot destroy this natural circle of ex-
change, and will generally tend to lower the gains that the
territory employing them will obtain from its foreign trade
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They may not be and are not, an economica mode of
railsing revenue, but where the community is as prosperous
as atolerably well-governed colony generaly is, the loss by
waste of this kind is not much felt. In any case, the effect
is rather seen in a check to the purchasing power of the
colonia populations rather than in any stimulus to in-
dustries that would rival the staple products of the United
Kingdom.

Discussions of commercia policy and history too fre-
quently ignore the Spanish-American countries. A very
large body of trade is carried on by Great Britain with South
America and Mexico. The figures for 1839 show that
British exports to those countries were, in round numbers,
,29,400,000; the imports thence, though much less, reached
the respectable sum of ,14,350,000, giving a total of
43,750,000. Nevertheless, the tariffs of most American
states are far more severe than those of the British colonies.
Mexico is declared by Mr. Wells to possess the highest
rates of duties in the world, over 100% being a common
duty for the protection of the feeble native manufactures.
Till very lately each province had its additional customs,
and the Custom House regulations and formalities were
another considerable check to trade.

Brazil has followed the same policy. Ad valorem duties
of 40% have been raised to 60% and 65%. Forty-eight
per cent, is a comparatively low rate. There are besdes
numerous high specific duties.

The Argentine Republic, Peru, Uruguay, and Venezuela
follow the system of the United States " Walker tariff" of
1846 (p. 73), and group commodities in large categories or
schedules, the articles enumerated in each paying a uniform
duty. Forty-five per cent, is the highest for imported
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manufactures in the first-mentioned country, and 25% is
the rate for otherwise unenumerated goods. Uruguay puts
47% on ready-made clothing, 31% on cotton tissues, and
20% on iron. Peru has 40% on dl textile fabrics, and
45% on ready-made clothing. The Venezuelan duties are
specific, and vary from id. to i6s. per kilogramme.

Colombia imposes a specific duty on each separate article
mentioned, while Chili has for the most part ad valorem
duties ranging from 15% to 35%. These scdes of duty
are much higher than the rates prevalent in Australasia,
and yet they do not seem to check imports, a least from
Great Britain. A partial explanation of this fact is found
in the absence of productive manufacturing industries and
in the lower cost of cariage to the ports. If the duty on
goods to Buenos Ayresis higher than on those to Melbourne
the freight is less, and the home supply is less capable of
meeting demands. Moreover, the rigorous fiscal system is
in keeping with the defective monetary and commercial
organization of the countries, so that the trader is prepared
to encounter high duties as well as depreciated currency
and inefficient police and justice. The tariffs are not, it
may be remarked, based on any consistent protectionist
theory; they are rather the outcome of the need of revenue
and ignorance as to the best mode of obtaining it.



CHAPTER XL

THE MODERN PROTECTIONIST THEORY.

ONE lesson that the study of commercial policy from
the historical point of view teaches with the utmost
plainness is the dependence of the particular trade regul ations
adopted by any community rather on the existing socid
conditionsand the interests of the strongest classes, than on
any precise theoretical doctrines. It is not by reason of
gpecid enlightenment that Manchester and Bordeaux have
favoured free-trade, nor is it pure want of intelligence that
has made Philadelphia and Melbourne strongholds of pro-
tection. The great exporting industries everywhere naturally
and reasonably desire an extension of their market, while
districts that possess specia advantages over their country-
men, though not over foreigners, in certain forms of pro-
duction as naturally though not so reasonably strive to
retain the benefits of this superiority.

But though it would be a grave error to regard trade
policy as the direct product of theory, there is an inevitable
connexion between them. A restrictive commercial system
is certain to have a theory of protection as its counterpart,
and a free-trade policy will be accompanied by an appropriate
doctrine.  The function of science is, no doubt, confined to
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determining the truth or fasehood of propositions, an
absurdity does not cease to be such, merely because
powerful classes or even whole nations accept it as true.
The socid sciencesare in this respect somewhat exceptionally
placed. Dedling as they do with problems in which senti-
ments and beliefs are often the most powerful factor, they
must take account of mistaken views and prejudices, since
these errors actually affect the object of study. Thus pro-
tection, be it ever justifiable or not, is an existing fact; and
has the same claim to full and careful examination as any
other fact—say inconvertible paper currency or usury laws—
both of which have often been the product of erroneous
beliefs as to the means of promoting socid welfare.

Economists have, it must be confessed, been a little back-
ward in this part of their work. Of hostile criticism and
exposure of fallacies there has been enough, if not more than
enough. Exposition of the protectionist standpoint and
elucidation of its bass though at present more needed,
are not s0 easly obtainable.

,JO understand the position taken up by the modern
opponents of free-trade, it is above al essential to recognize
that the key-note of their system is nationality.) The
advocates of protection with wearisome repetition set up
their plan as national, and contrast it with what they deem
to be the cosmopolitanism of Adam Smith and his disciples.
The claims of the nation as a whole are accentuated, and
regarded as far more important than those of the individual
or theworld at large, How perfectly this attitude harmonizes
with the actual policy of European, and indeed of all protec-
tionist states, is apparent. A particular industry is suffering
under the pressure of foreign competition—i. e. a national
interest is affected. The state then steps in to protect it
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against the danger by imposing additional duties on the
foreign product, the loss to individual consumers and to the
world as a whole being disregarded as unimportant.

Thus regarded, the policy would appear to be nothing but
the old mercantile and pre-mercantile methods continued in
modern times under a new name. Without denying the
portion of truth contained in this statement, wewould prefer
to dwell on the noteworthy differences in genera statement
and in speciad arguments between the older and the now
prevalent systems. Those differences may be sad to be the
outcome of economic discussion and criticism, i; Up to the
middle of the eighteenth century no serious question had
arisen respecting the regulation of industry and commerce
by the state/. Particular measures might be opposed on the
ground of ‘expediency, but the broad argument against
restraintson commercial activity wasentirely unknown. The
situation is now completely changed; for the last hundred
years the advocate of protection has had to state his case
with constant reference and attention to the free-trade argu-
ment. One consequence has been that an unduly large part
of protectionist works is occupied by attackson certain views
of Adam Smith or of his successors. Either particular parts
of the economic theory of foreign trade are employed, or the
plea of exceptional circumstancesis put forward as invai-
dating the general conclusion in favour of liberty. The
usual appealsto " practice" against " theory " are dueto the
same cause. A feeling that economic science furnishes on
the whole a basis for free-trade is widely prevalent amongst
protectionists, who prefer to abandon the science rather
than accept what they think is its legitimate result.

The restrictive system, aswe might expect, hasa distinctive
Colour, according to the country in which it is expounded.
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It would be strange if a policy claiming to be specialy suited
for a particular nation did not bear some mark of that
nation's peculiarities. American protectionism is not quite
the same as that professed in Germany, and the latter again
differs from the position of French or Italian protectionists.
There is, however, a generd similarity that is far more
important than any specia divergences, and bears witness to
the fundamental unity of the forces that have produced the
restrictive policy and belief. Loca conditions lead to the
elaboration of particular lines of argument, and to emphasis
on specid points, but the case for protection admits of being
reduced to general forms, which are reproduced under the
most apparently diverse circumstances.

s The earliest advocacy of protection, as distinct from the
mercantile doctrine, is probably contained in the Report on
Manufactures (1791) of the great American statesman,
Alexander Hamilton, which, we are told by so hostile a
critic as Professor Sumner, " is the best statement of the
protectionist argument ever made" Mogt of the pleas
used by Hamilton have been the strong points of the later
protectionist schools.; One ground urged by him in favour
of protection was its adoption by other nations. " If the
system of perfect liberty to industry and commerce were
the prevailing system of nations, the arguments which dis-
suade a country in the predicament of the United States
from the zealous pursuit of manufactures would doubtless
have great force .... but the system which has been
mentioned is far from characterizing the general policy of
nations. In such a position of things the United States
cannot exchange with Europe on equal terms" There is
here a distinct statement of the reciprocity or " fair-trade"
view, which regards freedom of trade as only serviceable
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when it is granted by both the trading countries. As this
is a very precarious basis for a policy of protection, since it
ceases in respect to commerce with free-trade countries,
Hamilton proceeds to develop other reasons for the system
of restriction.  To those who maintained that manufactures
would arise under the normal action of individua interest,
he answers that the initial efforts in this direction will be
hindered by " the fear of want of success in untried enter-
prises, the intrinsic difficulties of first essays, and the ....
artificial encouragements with which foreign nations second
the exertions of their own citizens;" thus anticipating the
"infantindustry " argument familiar to readers of J. S. Mill's
Political Economy, and believed by most of them to have
originated with him. The advantages which the establish-
ment of manufactures would bestow are next exhibited.
.They are—First, the diversification of industry, allowing of
greater division of labour, and " affording greater scope for
the diversity of talents™ This plea, which made for manu-
factures in a new country like the United States at that
time, would equally apply to agriculture in an old nation
such as England. A second argument is discovered in the
statement that additional employment will be given to those
not at present in the business, a contention that has even
now more popularity than any other of the protectionist pless.
Third comes the effect of protection in encouraging immi-
gration, by securing new and profitable forms of employment,
a point of considerable theoretical and practica interest
Fourthly, the benefit of a more certain and steady market is
ascribed to the protective system, which thereby saves the cost
involved' in the transport of goods. ; Since Hamilton's time
the advantage of reserving the home market to native pro-
ducers has been repeated on innumerable occasions by the



123 COMMERCE OF NATIONS.

upholders of the system he favoured. Lastly, he argues that
protection, instead of raising, actually lowers prices by the
home competition that it callsinto being, and isthusfree from
the charge so often brought against it of creating monopaolies.

From thisvery careful statement of the case for protection,
Hamilton passes on to consider the mechanism to be em-
ployed in a manner that shows most clearly the connexion
of his views with the mercantile system. The various
expedients that we have seen in action in the seventeenth
and eighteenth centuries (chap, iv.) are enumerated, and
their relative efficacy considered. Duties on imports,
bounties, premiums, drawbacks, prohibition of exports useful
for industry, dl figure in the list, but are tested with refer-
ence to their effect on industry rather than on the influx of
money. Since Hamilton was, as Mr. Bourne has shown,
acquainted with the writings of Adam Smith, there can be
no question as to his position being the outcome of the
attacks on the mercantile theory contained in the fourth
book of the Wealth ofNations. The Reporton Manufactures
is thus a restatement of what its writer regards as the
essential truths of the restrictive system, separated from the
errors that had furnished a plausible ground of assault on it.

The importance of Hamilton's views does not rest simply
on the effect that they produced on American palicy, nor on
the deservedly great reputation of their author. They have
with good reason been regarded as the source from which
the two most prominent advocates of protection in the
present century—each of whom has succeeded in creating
a following—derived their inspiration. Lig and Carey
have each added to and expanded particular parts of the
protectionist argument, but the basis of their pleasis to to
found in Hamilton's Report.
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The career of the former—List—was essentially that of an
"agitator.” In his restless activity and unhappy end he re-
cals Lassdle, the socidist apostle; in his persistent advocacy
of a particular line of commercial and nationa policy, he
suggests the greater and more honourable name of Cobden.
Born in Suabia in 1789, he entered a an early age into
the civil service of his native state; he soon, however, came
in contact with the authorities, and after a short imprison-
ment went to the United States, where he published (in
1828) a pleafor protection, under the title of A New System
of Political Economy. Returning to Germany in 1832, he
became a leader of the protectionist party, and prepared his
National System ofPolitical Economy that has so profoundly
influenced German commercia policy. He died by his own
hand in 1846.

* The system advocated by List contains the leading ideas
that have influenced continental, American, and colonid
statesmen in adopting the tariff systems whose history we
have traced (chaps, vii., viii,, x.). Starting with the con-
ception that society passes through a series of stages, each
of which is an advance on the preceding ones, List holds
that the state or governing power can facilitate the pro-
cess of transition.  Omitting the earlier stages of hunting
and pastora life, there are the two distinct conditions of
(i) agriculture pure and simple, and (2) of agriculture,
manufactures, and commerce combined. It is, or should
be, the aim of the statesman to bring his country as soon as
possible into the second. Some countries are so backward
that this development is at present hopelessfor them; others
have already reached it. For either of these the protective
system is not desirable.  Free-trade, on the contrary, is the
best policy, as by it the undeveloped countries obtan
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manufactures that they cannot produce themselves, while
manufacturing nations gain awider market for their products.
There is, however, a third group of nations with prosperous
agriculture, and ripe for the manufacturing stage. To over-
come the difficulties of the transition, protective duties are
needed. List believed that the two nations in which he
was more particularly interested—Germany and the United
States—were in thissituation. England, on the other hand,
was beyond the need of such expedients, and in her case
the maintenance of protection was, he thought, a mistake
due to the stupidity of the English governing class. The
"industrial protective system" thus appears as an agency
to be applied at a specia period in a nation's growth; it is
at that stage indispensably necessary for the furtherance of
national welfare. In corroboration of his opinion, List
makes a persuasive appeal to history, as showing that manu-
facturing industry has always needed protection as a pre-
requisite for its successful development. Italy, the Nether-
lands, Spain, France, Germany, Russia, and the United
States are in turn brought forward to illustrate the pro-
position that " nations .... can without inconsistency, and
should, change their system in proportion as they advance.
At first, by free-trade with nations of higher culture, they
emerge from barbarism and improve their agriculture; then
by means of restrictions they give an impulse to manufactures

. then finally, by a gradua return to the principle of
free-trade .... they maintain the supremacy which they
have acquired." The effect of this argument from past
experience has been considerable, both in the United States
and on the Continent;

Besides the general statement and its supposed historical
justification, List employs several theoretical arguments in
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support of protection. The most remarkable is that based
on the theory of " productive powers” Adam Smith and
his successors—"the School," as he cdls them—confine
their attention to actual values, or, in other words, to existing
products; they disregard the capacity to produce those
vaues. Complete commercial freedom may give the
grestest amount of value at a given time, but a wise
restrictive policy will increase the production of wealth in
the future; present loss will in this way be more than
recompensed by subsequent gain. The use of protection
is substantially a national apprenticeship, and should be
judged in that light.

"The School"—to adopt List's phrase—is guilty of other
errors; it deliberately confounds individual with national
interest.  Unrestricted exchange is perhaps for the
immediate advantage of the exchanging parties, but the
transaction that benefits the individual Frenchman and
German may not benefit, but rather injure France or
Germany. The American purchaser of imported manu-
factures, to take another instance, may profit, though the
industrial interests of the United States suffer by the check
to their development that the purchase of foreign goods
CalIses.

Again, Adam Smith and the economists have failed to
recognize the full significance of their favourite doctrine of
divison of labour. They neglect the increased interchange
that the encouragement of manufactures in a hitherto purely
agricultural district brings into being. The cregtion of a
"home market" saves the cost of transport, and the
increased Competition of the new industries lowers prices.

These erroneous doctrines are, in List's opinion, the
result partly of the cosmopolitanism which is the character-
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istic alike of the Economistes, of Adam Smith, and of his
French and English disciples, partly of their materiaistic
view of economic life, and partly dso of their undue
individualism, which paid no attention to the existence of
nations, and limited unduly the functions of government.

The main contrivance by which full industrial develop-
ment is to be secured, is the application of protectiveimport
duties, varying in amount with circumstances and confined
to manufactures, agricultural products and raw materials
being altogether exempt. The other expedients are indeed
noticed, but receive a very subordinate place.

(It is hardly necessary to remark that List's doctrines are
a development of those of Hamilton, modified by the
national tendency to abstract speculation. The encourage-
ment of manufactures is the common aim; the advantages
to be redized and the mode of obtaining them are
similarly conceived. The chief difference is the greater
eaboration that List has bestowed on his work, and the use
of history as affording confirmation of his assertions.”

(All that is really suggestive and powerful in protectionist
theory can be traced back to Hamilton and List, but before
examining the doctrines in detail, some other expositions
clamour notice. That of greatest practical weight is found
in the writings of H. C. Carey, who for many years carried
on a vigorous protectionist propaganda.  Commencing his
career as a free-trader, he declared himself to have been
convinced of the wisdom of interference with exchange in
order to shake off the commercial domination of England.
" British free-trade” was in redity the continuance of the
od colonid sysem. Their greater capita and cheap
labour enabled the manufacturers of England to retain the
supremacy that protection had originally given them. The



THE MODERN PROTECTIONIST THEORY. 127

remedy, and the only way of reaching true free-trade, was by
a vigorous use of protection until native industries were
strong enough to meet their foreign competitors on equal
terms.,

The importance of the home market, the advantage that
agriculturists gain by the proximity of manufactures, and
the necessity of adiversity of industry for acomplete national
life, are dwelt on by Carey, as previously by Hamilton and
Lig. It cannot be said that there is anything very original
in his views, which are wrapped up in a mass of declama-
tion admirably adapted to stir up the national prejudices of
his readers. But his influence in creating a so-cdled
school of economists, and thus giving a quasi-scientific
colour to the protectionist cause, is undeniable, and should
receive due recognition. Like List, he was rather fitted
for popular advocacy of doctrines that excited his feel-
ings than for cam discussion of the economic problem
of exchange in its effects on the individua and on
society.

"Germany and America have been the centres where the
theory of protection has been most remarkably developed,
and in those countries List and Carey are by far the most
influential representatives of the policy. Their followers
are indeed numerous. Each election campaign in the
United States brings out an abundant crop of works
establishing to the writers' satisfaction that protection is the
mainstay of American industry.) The same thing on a
smaller scale was noticeable when the German tariff of
1879 (» 9" was under discussion. The subject in its
commonplace' aspects has been indeed, in vulgar phrase.
" threshed out,” without the addition of much that could
'strengthen or elucidate the position which we have been
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considering. Some specia arguments have, however, been
added which are in complete accordance with the genera
view that we have taken of the growth of protectionist
theory. “Just as Hamilton, List, and Carey are, consciously
or unconsciously, seeking to repair the breaches in the
mercantile system by what they deem more durable
material, so are the protectionist theories of Cournot, Bowen,
and others adjusted to meet the theory of international trade
as taught by Ricardo and J. S. Mill. .

The doctrine that exchange always gives a surplus of
advantage to be divided in some proportion bel ween the
exchangers is so fatal to protection, that its champions are
compelled to endeavour to weaken its force, a process
usually attempted by summoning up some supposed case
in which this result is not reached. These arguments at
their best are not so much a defence of protection as a
system, as pleas for exceptional treatment under peculiar
conditions, for which reason we may reserve their consider-
ation for a more suitable place.

Quite different is the situation of some later phases of
the protectionist movement that have hardly as yet
developed an adequate theory, but which illustrate
the influence of actual policy upon economic doctrines,
as dso the tendency to increased rigour of applica
tion that a protective system engenders. The causes
aready described (chap, ix.) that have led to the con-
tinental reaction against the liberal policy of 1860—1870,
have produced what has not inaptly been cdled the
"system of solid protection.” Agriculture and manufactures
have both been affected by far-reaching economic changes,
and the pressure of public opinion has forced legidators to
erect barriers at once against American corn and meat, and'
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against British manufactures. This system, in its essence
less reasonable than the system of protection to manu-
factures simply, is nevertheless far more popular in Europe.
The agricultural interest is as determined to secure the aid
of duties as the manufacturing one. Whether this policy
will survive the temporary conditions that have brought it
into being is doubtful, though the difficulty with which the
English and French protective systemswere reformed in the
present century suggests the belief that it will.

Very different circumstances have had a curiously similar
effect in the United States. The increases of duties and
the criticisms to which they have been subjected are the
reasons for the bolder position taken up by the extreme
protectionist party, who regard foreign trade as an evil
wherever it competes with home production. The pro-
tective tariff, with its latest exaggerations, is defended on the
ground that American civilization is distinct and separate
from that of the world. Its higher standard of comfort
can, it is said, be preserved only by complete exclusion of
any foreign products that can compete with native labour.
This policy of raising a " Chinese wall" around the territory
of the United States has received far more support than
would at first sight appear possible, and its application
undoubtedly involves the employment of protection with
respect to dl forms of industry.

Colonia protectionist doctrines do not need any specia
discusson. So far as they are not confined to appeals to
experience and the comparative statistics of free-trading
and protectionist communities, they do not get beyond a
repetition of the arguments aready noticed. The need of
encouragement to new industries, the advantages of manu-
factures to the agriculturists themselves, and the specid

K
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value of the " home market," are the pleas in Australasia
and Canada, as in the United States.

The history of the protectionist theories of the present
century helps to explain their nature and rea origin. In
al countries we se that the main idea of their upholders
is to secure national development. Wherever we turn—the
United States, Germany, Russia, or the colonies—it is the
same. To create new industries, to place those struggling
into existence on a firmer bass, to secure employment for
labour, and to increase population and wealth, such are, in
every case, the objects aimed a.  Opinions may differ as to
the particular objects of encouragement—the followers of
List are as much opposed to duties on food and raw
materials as the absolute free-trader—but the end to be
realized and the general agency to be employed are
concelved in the same way.

Another common characteristic of the theories under
consideration is their reection of the doctrines popularly
known in England as "political economy." In their cruder
formsthey reject altogether the use of general principles, and
prefer to rely on the practica wisdom of men; in their
more refined developments they take advantage of the
many difficulties and complications that such a subject as
foreign trade undoubtedly presents. The free-trade argu-
ment stated by Adam Smith is essentially an appeal to the
broad and general advantages of liberty admirably adapted
to the spirit of the eighteenth century.  Still further popular-
ized, as e. g. by Bastiat and the free-traders of England and
America, it failled to comprehend and explain the more
difficult parts of the question. The effects of duties on
imports are too varied and complicated to be fully explained
in a primer or catechism, and the attempt to accomplish this
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impossible feat supplied the acnter protectionists with a
formidable weapon. /Cases in which producers suffered
from import duties; examples of industries developed by
the aid of protective duties; conflicts between individual
and general interests; complicated reactions in the dis
tribution of wealth, owing to the effect on the qualities
of land in cultivation or the particular situation of labour
and capital, were eadsly discovered, and brought forward
as refutations of the free-trade doctrine. Questions that
required for their correct solution a knowledge of general
economic principles and a capacity for following the course
of abstract reasoning, had to be dealt with off-hand and by
means of popular discussion. It is not therefore surprising
that the effect of such controversies on the ordinary citizen
was either to produce a disbelief in the too absolute and
unguarded assertions of the free-traders, or at best a feeling
that " much might be sad on both ddes” with the
inevitable result of giving full play to the sentiments that
in SO many societies favour protection.

The theory of restriction has a further advantage; as
presented by its ablest advocates, it is essentially political.
Economic doctrines are presented with atemporary isolation
and separation of the specid element with which they ded,
and thereby have gained much in precison and definiteness.
But this scientific gain makes them less fitted for immediate
application to actual facts. To show that a certain measure
promotes or retards the growth of wealth, does not prove it
to be beneficial or the reverse; the other conditions in the
problem must be taken into account. The economic
analysis is but a single part of the process. Protectionist
writings neglect such limitations; al the considerations that
can affect the question are taken into account together; and
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though there is an unquestionable loss of accuracy, the effect
produced on the reader is probably greater. Broad issues of
socia progress have far more attractiveness and vital interest
than discussions on " the incidence of taxation" or " the dis-
tribution of the precious metals." An erroneous or defective
economic theory is often accepted as giving a support to
useful social doctrines. As Mill remarked half a century
ago, " Protectionists often reason extremely ill, but it is an
injustice to them to suppose that their protectionist creed
rests on nothing superior to an economic blunder; many of
them have been led to it much more by consideration for
the higher interests of humanity than by purely economic
reasons.” The combination of social and economic argu-
ments has given strength to the protectionist belief; and in
order to form a correct judgment, the whole system should
be studied, not merely its economic side.

But though the case for restriction does not place its sole
dependence on economic reasoning, it is by the nature of the
subject compelled to give agood deal of attention to the
effects of commercial policy on the production and distribu-
tion of wealth. Economic considerations come necessarily to
the front, and it is therefore desirable to examine the conten-
tions in favour of restriction primarily from the economic
point of view, taking in the socia and political results so far
as they qualify or limit the results that economic considera-
tions alone would lead to.



CHAPTER XIlI.
ECONOMIC ARGUMENTS FOR PROTECTION.

IN arranging the various pleas urged in favour of the
protective system, it is desirable to take those that have had
serious influence on policy and that possessreal importance,
before noticing contentions that rest on some exploded
fallacy or appea to vulgar prejudices. A system may fairly
clam to be judged by its strongest positions. Taking this
rule as our guide, we proceed to examine the more im-
portant of the arguments, some of which we have already
noticed in considering the general features of Protectionism.

I. Protection aids Young Industries—BY far the most
effective of the arguments used by the protectionists, as
distinct from those surviving from the days before Adam
Smith, is that which asserts that new industries stand in
need of protection from foreign competition. We have
sen (p. 121) how it was employed by Hamilton, and in a
wider sense by List. For along period it was the standing
plea of Argerican protectionists ; it has, moreover, received
the qualified approval of J. B. Say and Mill, and is repeated
in numerous German text-books of economics. Stated
shortly, the argument is—The commencement of an in-
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dustry is besat with difficulties which reach their maximum
when the attempt has to be made in a country hitherto
entirely destitute of anything resembling the particular form
of production. The co-ordination of the various agents
of production into an " establishment " or " factory " isa
process requiring time, and not likely at first to be remuner-
ative. Besides, in an occupation not previously known, the
supply of labour suited for the industry is at first wanting.
The enterprising manufacturer has to contend against this
and similar obstacles; on the other hand, there is no assured
market for the product. The weight of reputation and the
advantages that organization and a ready supply of the
requisite forms of labour and capital give are on the side of
the older producers. But if these initia hindrances could
be overcome, it may be that the particular industry would
yield its cultivators a satisfactory return.  When a sufficient
supply of labour is abtainable, and the due amount of
organization and " connexion" formed, the occupation may
prove to be a valuable part of the national industries.

Such being admittedly the truth, it is very natural to
suggest that a protective duty imposed on the product of the
industry will give sufficient inducement to native producers
to encounter the obstacles in their way, and to establish
under cover of this " protection " what will within a limited
time become a healthy and self-reliant industry. Here,
it may be said, is a caxe that cannot be set aside by
the use of "doctrinaire common-places,” and which requires
sober and careful consideration.  The first point to be
noted is the limitation of the contention. It cannot, as
some of the more extreme American protectionists have
argued, apply to new industries a any stage of national
development, since then these " infants" would need encour-
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agement in the home market. The introducer of new
processes must perforce take the chance of loss on himself,
otherwise there would be no check on rash and improvident
enterprises. To plead for "protection” to new industries
in England or the United States involves asking for state
ad for al feasible projects. Again, all new industriesin a
new country do not need protection, since many have been
introduced successfully without it; when an enumeration of
the successes of encouraged industries is made, it is well to
remember the unaided ones that have flourished. The
distribution of industries within each of the larger countries
of the world is a striking witness to the potency of this
" natural " extension of business to new areas. It isonly
so far as there is some speciad obstacle presented by inter-
national boundaries that the agency of protection can be
called into operation. Within these comparatively narrow
limits the use of protective duties depends on the facts of
the particular case.  The onus of proof rests with those who
advocate their employment, and they are bound to show
(i) that the industry to be favoured will after a time be
self-supporting, and (2) that the ultimate advantage will
exceed the losses incurred during the process. A careful
computation of the different elements involved—the loss in
each year of protection, with interest on the losses during
earlier years, the estimated amount of gain to accrue when
the time for independence is reached—will, it appears, tend
to the belief that protection as an agent for establishing new
and profitable industries is not likely to prove satisfactory.
When it is added that the complex and elaborate estimates,
which are necessary for a right decision, will have to be
made by a legidative body liable to be affected by the
influence of interested producers, and a best imperfectly
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equipped for the task, the risk of trying to encourage by
means of protection ought to be sufficiently clear.

Passing from these genera considerations to the results of
experience, it is interesting to inquire into the actual em-
ployment of protection in this respect. The early industria
history of the United States discloses the remarkable fact
that the early development of the cotton, woollen, and iron
industries was accomplished with little assstance from
duties. Professor Taussg attributes some efficacy to the
tariff of 1816 so far as cotton is concerned, but with this
exception, the service rendered by duties was inappreciable,
unless the enforced prohibition of tradein the period 1808—
1815 (see chap, vii.) be regarded as such. The cases of
Victoria and New South Wales—the former protectionist,
thelatter free-trading—are aso suggestive.  Without entering
on the controverted parts of the comparisons made between
these colonies, it may be sad that without protection New
South Waleshas certain manufactures ; whileVictoriawithit
does not much exceed her neighbour in manufacturing
development. "Victoria," says Sr C. Dilke, "makes no
linen, weaves no silk, spins no cotton, and manufactures but
asmall portion of her woollen fabrics; " though, as we saw
in chapter x., she has had protection for twenty-five years
for her "infant" industries.

Moreover, the establishment of an industry under cover
of a protective duty does not prove that it is an economic
benefit. Solong as the duty is continued, there is primA
facie evidence that it is aloss, and even after it is withdrawn
there is much difficulty in deciding whether the gains or
losses preponderate; and if the former do, whether they
could not have been obtained on easier terms under freedom.
The great complication of the problem, and the natural
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tendency to favour native industries, make it desirable to
insgst on applying the most rigorous tests to any particular
cae.  On the whole, the conclusion suggested is that the
case of protection to young industries is more a conceivable
than practical example of the wisdom of a protective policy.
Itis akin to those difficult cases that perplex mordists, and
belongs rather to the domain of economic casuistry than to
subjects fitted for the deliberations of statesmen. What is
by its very nature exceptional cannot form the foundation
of a general policy.

[1. Protection increases Productive Power.—The plea
that a new industry may stand in need of support against
foreign competitors has been expanded into the wider
doctrine that protection to industry, while it inflicts a
present loss, yet tends to improve the power of the country
in which it is applied, and to more than recoup the early
losses by the later increase in production. Considered
from this point of view, the industrial protective system
resembles an investment of capital on the part of the com-
munity. Just as it may be in the long run profitable to
construct railways that at first scarcely pay their working-
expenses, or to expend large sums on a system of national
education, o, it is argued, there may be ample justification
for applying a wide-reaching policy of protection that will
bring the nation more rapidly through its severa stages of
progress, and create the immaterial capital of industrial
capacity. The analogy of the individual who expends time
and money in learning an art or profession is suggested.
National protection is paralleled by the case of the clerk
who sacrifices his present earnings to prepare himself for
—say, the medical profession.

To deal with this argument fairly, we must concede the
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possihbility of a backward people being improved by the
wise direction of a benevolent despotism. A careful and
perfectly-organized system of protection might accomplish
useful results. The free-trade case, however, rests on the
broad and well-established fact that the guidance of indi-
vidual self-interest is, in purely industrial matters, much
safer than the direction of even the best-informed Govern-
ment. The amount of the national industries will in every
country depend on the quantities of labour, capital, and
natural agents at the disposal of producers. The effective-
ness of production will depend on the distribution of the
available forces, and that distribution, depending on so many
complicated and disguised conditions, cannot be sufficiently
arranged by any state agency. All attainable evidence goes
to show that where the ordinary conditions of socid life are
maintained, the care and interest of those concerned in the
work of production are by far the best guarantees, for a
beneficial employment of the productive resources available.
That part of the argument which claims that the power of
production is increased by protection—so far as it is distinct
from the case of infant industries previously considered—
rests on the inadmissible assumption that the interest of the
producers will not lead them to take up those industriesin
which productive power will increase most rapidly. The
acquisition of industrial skill is quite as likely to advance
under free-trade as under protection, though the lines which
it takes will probably differ.

[1l. Protectionisadvantageous, as it promotes Diversity
of Employment.—The argument just examined passes very
easly into the one now to be considered. From the
position that productive power is increased by protection, it
is not far to that which maintains that socid and even
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economic advantage results from the possesson of a variety
of industries. American and Australian protectionists have
laid peculiar stress on this part of their case.  They show
the effects that a town has on the surrounding country;
how it affords a profitable market for agriculturists within
its reach, and adds to the value of land. The many ways
in which it stimulates intellectual life and promotes culture
and civilization are not left unnoticed, from al which it
seems to follow that the indefinite and disputable loss that
protection inflicts on consumers of imported goods is a
small price to pay for such benefits. With a system of pure
free-trade, new countries would be confined to agriculture
and the producing of raw materials, the civilized life that
attends manufactures being confined to the older and more
settled countries.

To this very effective plea it may be answered that if
protection be the price paid for the development of industries
and the growth of society, it is not too much for the benefit
received; but there is no proof that such a price is
demanded, or that the sacrifice is calculated to secure the
desired aim.  Whatever may have been the case in ealier
periods, there is now no obstacle to the formation of towns
and the prosecution of varied industries in new countries.
On this, as on other parts of the subject, the conditions of
domestic trade throw a good ded of light. The perfect
free-trade within Great Britain has not prevented the
establishment of industries in districts formerly agricultural.
American experience is to the same effect. A rude western
date is not prevented from gradually developing fresh
industries by the absence of protection against its older
fellows. The tendency to variation is sufficiently strong to
lead to the introduction of suitable forms of manufacture at
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the earliest moment. The history of industry and commerce
is here altogether on the free-trade sde.

From the economic point of view it may adso be urged
that mere variety of industry is not of itself desirable. The
process of division of labour implies, as its correlative, in-
creasing specialization, which must include the concentration
of industries in favourable situations. Thus the cotton
industry of Lancashire is preferable to, say, a dozen small
and unprosperous industries employing the same number of
persons and using an equal amount of capital. The number
of industries is of itself no criterion of industrial develop-
ment, though it is probable that great variety in employment
will not be reached in a rude society. The socid side of the
argument is, however, more important, and however we may
question the wisdom of the particular agency of protection, we
cannot avoid recognizing the good intentions of many of
those who advocate its use for this object.

Though the plea under consideration has been usually made
in the interest of manufactures, it can, as we have found
(p. 121), be dso sometimes used in favour of agriculture.
The recent agricultural depression in the United Kingdom
has familarized us with the cry that the farmer should not
be sacrificed to the manufacturer. Thegrowth of the urban
as compared with the rural population and the contraction
of tillage have suggested fears of the destruction of agricul-
ture, for which protection is, at least, aplausible remedy. To
maintain a due proportion between the two great forms of
industrial effort, appears to be a problem eminently deserving
the attention of the statesman. Here, too, the test of ex-
perience seems conclusive. An established industry, or, to
spesk more correctly, awhole group of industries, is not easily
destroyed. More especialy in cases where the law of diminish-
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ing returns applies, and where areduced amount of produce
can be obtained on cheaper terms, it is almost impossible to
dislodge the more favourably-placed producers. A moderate
contraction of the wheat area of England would leave no
land under that crop that could not compete with the best
foreign soil; unless, indeed, it should berequired for more pro-
fitablecrops, when there would be merely achangeintheform
of cultivation, but on the whole no diminution. In fact, the
old rule of letting things right themselves is after al the best.

IV. Protection encourages Immigration of Labour and
Capital—Among the arguments that have attracted the more
thoughtful supporters of protection this holds a high place,
Cournot and Carey have both dwelt on it, and moderate free-
traders have conceded the difficulty of dealing with some
aspects of the case.  The effect of a rigorous protective
duty isto shut out the foreign producers of the protected
article, who, if they desire to retain their hold of the market,
may transfer at least a portion of the industry to the pro-
tecting country. Many possible examples of the process
have been suggested, from the Swiss watchmakers brought
to France down to the tin-plate workers, whose industry
has been affected by American tariffs. A direct increase of
labour and capital is gained by the protecting country, and
the result is characterized as " the greatest triumph of the
protective system" (Roscher). This "victory " is perhaps
more apparent than rea. To appreciate exactly the effects
of protection in this respect, a distinction must be made
between the case of a particular industry and industry in
general. .Where a country is the principal consumer of a
commodity—as the United States are, notably, of tin-plates—
it is evident that protection, if sufficiently high, will lead to
transfer or to the partial abandonment of the industry in other
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countries. Thedisplaced labour and capital may either change
its locdlity or its occupation, and unless the difficulty of the
latter is specialy great, this will be the more likely course.
For the non-existence of the industry in the protected country
proves that the conditions are unfavourable for it; otherwise
some beginning of it would have been made.  Further, since
imports must (other things being equal) balance exports, a
part of the protecting country's industry will suffer, unless
the transfer takes place at once. The wider effect on the
general course of industry is moreimportant Protection so
far raises the cost of living, and thereby reduces both profits
and wages ; but as high wages and profits are the chief
cause of the influx of labour and capital, protection in this
way tends to check immigration. In anew country, where
interest and wages are both high, this retarding influence
may be concealed; but it appears that the great mass of
American immigrants are not drawn by protection, since
they are not employed in protected industries. The differ-
ence between American and English wages is much greater
in the case of unskilled than of skilled labour. The often-
quoted case of Victoria and New South Waes shows that
the movement is from, not to, the protectionist colony. The
resuh is therefore that, while a special industry may receive
an increase of numbers through the agency of protection, it
has a counter-tendency as regards the whole country by the
increased cog of living that it causes. The normal flow of
capital and labour to new countries in any case requires no
artificia stimulus.

The fear of depopulation or loss of industry through the
action of foreign protective systems is, it may be said, wholly
unfounded. Switzerland, which was particularly exposed to
this risk, has not in fact suffered.
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V. Protection lowers Prices by increesng Home Com-
petition.—One of the strongest of the free-trade arguments
is based on the cost of protection to the consumer. A duty
imposed on any commodity raises its price, and thus the
expense of supporting the favoured industries is placed
on the whole community. Protectionists have sought to
escape this result by reference to the effect that increased
home production will have on prices. " If," says Lig,
" protective duties enhance for a time the price of domestic
manufactures, they secure afterwards lower prices by
means of internal competition." If well founded, this
would be a complete defence. Lower prices, other things
being equa, imply a greater abundance of goods and a
better return aike to labourers and capitalists.  Un-
fortunately there is no evidence for the statement that
protection lowers prices. The natural course of pro-
gress in manufactures tends to reduce their cost of pro-
duction, and thus thereisa downward movement in prices
of manufactured goods in all countries, amovement checked,
not assisted, by import duties. In the United States the
gradual withdrawal of the inconvertible paper currency made
the period after the war oneof falling prices, a fact that gave
apparent force to the argument under notice. A comparison
with the scale of prices in other countries brings out the
real cause of the change. Besides, theargument really would
prove too much, as if prices were lowered by protection,
it would cease to be needed when its full effects were in
operation.

V1. Protection does not raise Prices to the Consumer.—
Very closdly connected with the preceding is the plea that
the cost of protection is not borne by the consumer. Import
duties, it is contended, have to be paid by the foreign pro
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ducer, and are in fact a toll levied on the privilege of access
to the protected market Profits abroad have to be curtailed,
and the national revenue benefits. To fully discuss the
truth of this assertion would require a reference to the very
intricate question of the incidence of taxation, but for the
particular point at issue it is not difficult to see that, granting
the assertion, protection ceases to be effective.  If, the duty
notwithstanding, the foreign supply comes in, there is no
stimulus to home producers. The sole way in which pro-
tection can benefit the native producer, is by raising prices,
and if it failsin that its object is unaccomplished. But the
view taken of the incidence of these duties is quite incorrect.
Taxeson imports can only fall on the producer in the rare
case in which there is no second market for the commodity,
and there is so little demand for it in the protecting country
that the limitation of the supply will not raise the price.
Such aninstance is hardly a foundation for a general rule.
VII. Protection secures a Steady Market.—One of the
greatest evils of the modern industrial system is its insta-
bility ; prices and wages move up and down in away that
often defies prediction. The price of wheat in England
depends, amongst many other things, on the harvest prospects
of France, India, Russia, and the United States. A
temporary remission of the French import duty or the
failure of certain winds in India will send up the price in a
day. International commerce is more elaborate than the
earlier national trade; therefore any failures or misunder-
standings affect the most remote market. A protective
policy is sometimes advocated as providing a security
againg undue disturbance. It appears much easer to
gauge the relations of supply and demand in asingle country
than in the world market that free-trade introduces, and
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therefore the protective system acts as a check on the
extending divison of labour that the normal conditions
of commerce are ever tending to establish (p. 13). This
method for preventing fluctuations, however, fails to accom-
plish its object. Great as are the forces that cause variations
in price, there are others that over a large area tend to
prevent them. In a widely-supplied market the movements
of price depend on a great number of circumstances, but
their very number leads to frequent compensation of one
by another. The effect of bad harvests in Russia or India
may be balanced by a good one in the United States, so
that the price of corn may remain steady during a period
in which the sources of supply are very different The
very serious element of artificial variations, the result of
combination, isless powerful in an open market. " Rings"
and " corners " are more likely to flourish with the cover of
protection. Both as limiting fluctuations in prices, and
as tending to correct locd inequalities, free-trade is de-
cidedly preferable. The possible case of importations to
be sold a a loss, or "saughtered,” does not weaken this
genera conclusion.

VIII. Protection is advantageous by securing a Near
Market.—We have seen how much stress protectionists lay
on the benefits afforded by having a market close a hand.
Some of the arguments previously noticed (especialy Nos.
2 and 3) have this as one of their aspects. But a more
specid advantage attributed to a reduction of distance is
the saving in the cost of transport. Carey frequently dwells
on the absurdity of sending cotton to England and re-
importing it in the manufactured dtate, instead of carrying
out dl the operations at home. It is plain that the expend)
" ture on transport is a loss to the communities concerned
L
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they would be the richer if this expense could be avoided
but it ought to be equally plain that the expenditureis not
incurred without an object. Transport may be regarared
asthefinal step in production, viz., the placing of goods at
the disposal of the consumer. The cost is indeed a de-
duction from the gains that foreign commerce gives, and
when this cost equalsthegain the trade ceases. To sacrifiec
an advantage because it isaccompanied by some drawbacks
Isnot awise or economical courseto pursue. The diminus-
tion in the cost of carriage that modern inventions have
produced, shows how the development of exchangeis
dependent on facilitiesfor transport. Moreover, the objec-
tion would apply with quite as much force to internal trade
If cost of carriage be an objectionable outlay, it is as | bad
when charged between ChicagoandNew'Y ork asbetweeteen
New York and Liverpool.

IX. Protection helpsto prevent Exhaustion of Superior:
Soils or other Natural Agents—This argument, whichis
chiefly applied to new countries or to those that export r
produce, is deserving of attention. It appeals at once
economic and to socid considerations of very great import
ance. In its earlier form it was based on the " earth
butchery" that was said to result from the rude agriculture
prevalent in new countries. The American farmer raised
successive crops of wheat without any regard to the drain
on thenatural fertility of the land that he cultivated. The
export of wheat was in fact an export of part of the fertility
of thecountry. A protective system that stopped the export
was contrary to the immediate interests of the exporteers
but in accordance with their permanent economic welfare
and that of the community. The state was bound to take
the larger aspects of the question into account, and restrain
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the sdrish action of individuals in order to promote genera
utility.

The same line of reasoning is ill more unreservedly
applicable to mineral exports. The coa of England or the
copper of Spain islimited in quantity, and each ton sent
abroad leaves less available for the future. The husband-
ing of important natural agents is certainly a justifiable
policy. It is much more difficult to show that protection
is the proper mode of accomplishing the object in view ;
it can only be used with regard to that small part of the
products that enters into foreign trade, and it is, further,
extremely indirect in its operation. To impose duties on
imported manufactures to stop the export of corn, or on
the import of corn to reduce the export of cod, is at
best inadequate as a remedy; nor can we believe that its
advocates have much faith in the policy.

X. Protection checks the Necessity of Recourse to
Inferior Soils—The preceding argument has naturally
suggested the present one. Soil exhaustion is aways
disputable, and can be avoided by proper methods of
cultivation. But the continuous export of raw produce is
much the same in its effects as an increase of population.
The import of food stuffs has admittedly the effect of
confining cultivation to better soils, lowering prices, and
keeping down rents; the export of such products must
have the opposite effect—/. e. it will bring inferior soil into
working, raise the price, and increase rents in the exporting
country. Some of the strongest reasons for free-trade in an
old country such as England are thus able to be employed
on the other side in countries that export raw produce.
The interests of the labourer as a consumer of food, and of
the capitalist, so far as the rate of profit is lowered by the
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need of recourse to inferior agents, become opposed to
unrestricted exchange. It is perhaps an obscure conscious-
ness of this fact that leads the more intelligent of the
American and colonid artisans to favour protection. While
recognizing thetruthof the foundation onwhichthis objection
to freedom is based, it is a the same timewell to remember
that it cannot be taken as an isolated fact The accom-
panying circumstances deprive it of much of its force. In
the first place, the norma growth of population will, inde-
pendently of free-trade, lower the quality of the worst
il cultivated. Again, the increased cost of food is partly
compensated by the greater cheapness of imported goods.
If the labourer pays more for bread, he pays less for clothes.
The increase of rent, moreover, is an addition to wealth, or,
a al events, a recouping to the community of part of
the loss. Another circumstance is aso important. The
necessity of using inferior soils so far reduces the superior
advantages of agriculture, and makes it easer to engage in
manufactures, so that those who desire diversity of
industry and the formation of a developed society, ought
not to object to a process that will lead to the redlization of
their wishes.

The effect, too, is not al in the one direction; the law of
diminishing returns on which the whole movement depends
isoperative in agreat variety ofindustries.  Even the newest
countries import some kinds of raw products. The United
States under free-trade would probably have no inconsider-
able import of agricultural and mineral products, and would
so far be benefited, not injured. These several qudifica
tions minimize the weight of what is at first sight a forcible
as it certainly is an ingenious argument.

XI. Protection secures Employment for Labour—We
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have now to passto adifferent group of arguments, viz., those
that deal with the interests of the working-classes. Where
political power is widely diffused, it is this side of economic
questions that recelves most attention. The claims of
labour are aways kept to the front, and the policy that
appears to aim at their satisfaction is sureto be popular. A
system that professes to increase employment and provide
larger wages for the workers has the strongest hold on the
public mind ; consequently the very commonest part of the
protectionist case is that it supplies an additional field for
labour in the industries that it brings into being. Fresh
industries require labour, and this increased demand, asin
the case of other commodities, raises its price or wages.
Though very persistently repeated, the contention rests on
a somewhat essly-exposed falacy. Whatever theory of
wages be adopted, it is certain that the mere existence of an
industry under protection will not increase their amount. If
wages depend on capital, there is no evidence that the
amount of capital will be increased; if they are measured
by the productiveness of industry, protection does not
increase the total produce, and therefore does not raise
wages; and even on the popular belief that wages depend on
the demand for commodities, protection, though it creates a
home demand, shuts out a corresponding foreign demand in
the reduction of exports that its operation on imports must
leed to. An import of cotton goods or sted ralls by the
United States gives a demand for corn, meat, or other
products to pay the foreign producers of the imports in
question. A reference to the primary facts of exchange
(chap, ii.) suffices to dispose of this argument, which
is indeed one of the weakest of protectionist contentions.

XIl. Protection maintains High. Wages—Next in the
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present group of arguments is the familiar " pauper-labour "
plea. To shut out the competition of cheaper labour is the
avowed object of American and colonia protection. The
effect of freeimportation—say the upholders of the restrictive
policy—will be to bring down the prices of commaodities to
the level prevailing in the cheapest country; but as wages
corne out of the price of the product, they in al countries
must descend to the standard obtaining in the cheapest
country—/. e. under free-trade American wages would fall
to the English, or perhaps the Belgian, or even the Chinese
rate! Those who accept such aview would find it hard to
account for the different rates of wages in England, Ireland,
and Indiain the absence of all protection. Nor is it easy to
understand the high rate of wages in New South Wales or
in Victoriain her free-trading period.

But general principles also show the error of the belief.
The importation of goods will not lower wages ; they can be
affected only by the immigration of fresh labourers. A pro-
tective tariff that shuts out commodities, while it allows the
free entry of foreign labourers, is not contrived in the
interest of native workers.

The absurdity of the position can be shown in another
way. The staple industries of a country have to export
their products at the price obtaining in the market of the
world. The farm-hand in the United States gets higher
wages than the same class of labourer in England, but the
price of the American product is not higher than that of
England. “The truth is that high wages are the result of
superior efficiency of labour, and this is naturally at its
maximum in a new country with natural resources not yet
fully developed.)

XI11. Protectionisrendered Necessary by High Wages.
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—To contend that protection makes wages high, and then
to advocate protection because wages are high, is a rather
circular process of reasoning; but both pleas are brought
forward in support of a protective syssem. The error of the
former is it is hoped, now plain, but there is more truth in
the latter. The general productiveness of industry deter-
mines whether wages shal be high or low. Some industries
are, however, less suited for a country than others.  Under
freedom such occupations would be abandoned altogether,
or contracted to profitable limits. If it is desired to have
them on a large scde, it is necessary that some artificial
encouragement should be given. The impostion of a
protective duty will probably lead to a higher rate of wages
in the protected industries, and enable them to be carried
on. The genera rate of wages will, on the other hand, be
reduced so far as labourers are purchasers from the protected
industries, while the total productivenessof the community
will suffer through the diversion of labour and capita to
comparatively unsuitable uses. That high wages are a bar
to the prosecution of some forms of industry is undoubtedly
true, but this only shows that there are other and better
openingsfor industrial activity.

XIV. Home Trade is more Profitable, as it gives double
Employment to Capita.—Readers of Adam Smith will
remember the discussion in the Wealth of Nations respecting
the relative advantage of different uses of capital, and the
conclusion that the home trade replaces two distinct capitals,
thusdiffering from foreign trade, which replenishes only one
domestic capital. The same line of thought recurs in
protectionist writings. The exchange of American corn or
cotton for foreign cloth or linen involves only the employ-
ment of the capital used in producing the exported cotton
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or corn. If the exchange had been for American cloth or
linen, two capitals would have been replaced, and profitsand
wages would have been earned by Americans on both parts
of the transaction instead of one going to foreign producers.
Thusby another road we reach the"home market" argument.

The oversight of those who adopt it isreadily apprehended.
On home trade there is plainly profit, asit is said, " at both
ends," for the simple reason that there has been investment
"a both ends' dso. Capita and labour can at a given
time have only one employment; the choice lies between
producing for home consumption and for export. What is
used for one purpose cannot be available for the other.
The point to determine is in which wages and profits will
be higher. Protection does not of itself increase the
amount of productive power; it, as we have so often noticed,
only alters its direction.

XV. Home is more extensive than Foreign Trade, and
therefore the Loss to Producers by lower Prices is greater
than the Gain on the smdl quantity of Imports—This
caxe has been illustrated in the following manner. Suppose
the total consumption of woollen goods in the United
States to be $250,000,000, and that what costs $3 if pro-
duced at home could be imported for $2. But with
free-trade it would be impossible to import so large an
amount owing to the difficulty of payment, therefore it is
probable that 10% would be imported, the remainder con-
tinuing to be produced at home. The fall of price would
extend to the whole product, so that the expenditure on
woollens would fall to $166,000,000, with very disastrous
results to the American producers of woollens. The com-
paratively smdl importation would disarrange the whole

. domestic market.
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The foregoing illustration, in order to do justice to it, has
been taken directly from an able protectionist writer. That
it bears its refutation with it can be readily shown'
Fird, there is no difficulty in importing a larger amount, or
in paying for it by the export of commaodities; but admitting
that there were, it is clear that the price of woollens could
not fall unless the conditions of the home industry allowed
of its being profitably worked at the lower price. The
supposed loss to the woollen manufacturers would mean an
equal gan to the consumers, who could employ their
$83,000,000 (one-third of $250,000,000) in expenditure on
other commodities. As given, the illustration would show
that the woollen manufacturers had acquired a monopoly
by the aid of protection.

XVI. Protection prevents an Unfavourable Distribution
of Money.—The old mercantile ideas about the drain of
money and the unfavourable balance of trade, the dread
of an excess of imports, and the like, have been inherited by
our modern piotectionists. We need not discuss the cruder
forms of the money falacy, it is sufficient to refer to the
genera principles of the subject (chap. iii.). Some of the
more enlightened advocates of protection who reject the
vulgar belief in the magica efficacy of money yet clam for
the mercantile doctrine a fragment of truth. Though a
permanently favourable or unfavourable balance of trade is
impossible, there may be a temporary disturbance of the
conditions of foreign trade that will necessitate a large
export of gold. As the whole system of banking and credit
has a stock, of the precious metals for its ultimate support,
the stability of the system may be and often has been,
endangered by such a cdl on its resources. When carried
beyond a certain point, a monetary drain brings about a
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commercia crisis with al its attendant lossess. More par-
ticularly in an agricultural country is there the risk of such a
drain destroying the value of the greater part of the national
property. Tomeetthe evil, aprotectivetariff that will reduce
importation may be the best remedy. The industrial revul-
sons in the United States and on the Continent during the
first half of the present century are used to support this
general argument  The crisis of 1837—1839 “* ascribed
by Carey to the action of the low tariff of 1832.

The importance of preserving a sufficient reserve cannot
be questioned, and a sudden disturbance of the normal
balance of imports and exports is likely to produce evil
results. A great excess of imports must be paid for at some
time, and if thetime of payment is delayed, the use of credit
for the purpose is not obtained free of charge. Economic
forces are sure to act, but their working may injure a great
number of persons. The difficulty that besets the use of
this fact in support of protection is the absence of any
evidence that the evil can be thus remedied. Under any
form of commercia policy the amount of imports or of
exports may vary, and a sudden drain of money is quite as
likely to occur in a protectionist as in afree-trading country.
The nature and cure of the economic disease known as a
commercial criss belong to a different part of economics.
The most severe crisis and the most protracted depression
ever known in the United States were in 1873—"& 79 under
the high war tariff.

XVII. Protectionisexpedient in heavily-taxed Countries.
—The last of the mainly economic arguments that we
need consider is the old plea that heavy taxation makes
protection requisite. The weight of taxation in England
was a favourite argument in support of the Corn Laws, and
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at present the burdens of France are aleged as areason for
the increase of protection. The grounds on which home
taxation is supposed to justify the use of protective duties
are somewhat confused. On the one hand there is the idea
of equalizing the conditions of competition between home
and foreign producers, and on the other the wish to make
foreigners contribute to the national exchequer (see No. 6,
p. 143). Ought not the foreigner to pay apart of the expenses
of the Government whose market he frequents? The case
is thus made to rest partly on economic but aso partly on
moral grounds. Neither is very convincing. The pressure
of protective duties falls mainly on the home consumer, and
an additional charge is not the best way of alleviating an
aready heavy load. Thegreat difficulty of making foreigners
contribute to the national revenue, and the certainty that it
cannot be accomplished by the use of protection, make it
amost superfluous to discuss the question of justice. But
it may be remarked that foreign producers have their own
taxes to pay, and are not specially benefited by the adminis-
tration of the country to which they export. The Lancashire
cotton manufacturer gains as little from the Government of
America as the American farmer from that of England.
The pressure of taxation, taken as a whole, may be regarded
as the cost of working the national government. This
pressure has to be divided among the citi/.ens, and comes
from their income. Taxation does not, in fact, form a part
of the expenses of production of commodities, except when
directly imposed on the article, in which case an equivalent
customs duty should be charged on its import.

Such are the chief arguments appealing more or less to
economic considerations that have been presented in de-
fence of protection. They have been sdected in order to
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show the strongest points of the system, and with the desire
to put them in their best form. Severa of the more
obvious falacies have not been mentioned, it being desir-
able to deal only with such arguments as possess some force
or plausibility, and have been adopted by representative pro-
tectionists. Two general remarks may perhaps be made
respecting those that we have examined. I. It is not
always easy to draw a precise boundary-line between the
different heads—e. g. the infant industry argument (No. i)
shades off into the plea for development of productive powers
(No. 2). The encouragement of a steady market (No. 7) is
closdly akin to the prevention of fluctuations that lead to
commercial crises (No. 16). The grouping is as far as
possible based on the principle of putting related arguments
together, e.g. the wages arguments (Nos. n, 12, 13) are so
placed. It is, however, characteristic of wholly or partly
fallacious arguments to in this way blend and prevent com-
plete and precise separation. 1l. It must have occurred to
the reader that the several pleas do not harmonize. That
protection lowers prices (No. 5) is astatement that can hardly
be reconciled with the assertion that it raises wages (No. 12),
or that home producers would be ruined by the fall in prices
that free-trade would cause (No. 15). Nor can it be reason-
ably maintained at the same time that protection raises the
value of land (No. 3) and lowers rent (No. 10). These dis-
crepancies are partly due to the existence of different schools
of protectionists, who are at variance on such general ques
tions as the law of rent and of population, and thus reach
" their conclusions from different premises; but it is ill
more the result of the position of the protective policy as
a popular belief in which contradictory arguments can be
combined with little or no sense of their incongruity.



CHAPTER XIlI1.

NON-ECONOMIC ARGUMENTS.—POLITICAL AND SOCIAL
PROTECTION.

THE non-economic side of the protectionist case next
claims our attention, and thisis often regarded as its strong-
hold. It is plain that economic arguments pure and simple
cannot be decisive. A protectionist may accept the free-
trade doctrines so far as wealth alone is concerned, but he
may deny that the increase of opulence is the sole or even
a principal end of national policy. He may hold, with
Adam Smith, " that defence is of much more importance than
opulence,” or his ideal society may be one inwhich itis not
desirable to have great masses of accumulated wealth. And
thisisjust as true of the opposite sentiment. A free-trader
may think that the economic arguments for protection have
agood dea of weight; he may believe that by protection
new industries would be fostered and the stage of manu-
factures and commerce more speedily reached, and at the
same time hesitate to gain these advantages by the instru-
ment of protective duties, with their corrupting effects on
politics ; or he may even think that aruder and poorer state
of society is preferable.

Stll, on the whole, there can be no doubt that most men
regard the increase of wealth as advantageous. It implies
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greater power over material resources, and greater capacity
for dealing with the various evils that beset mankind. We
may take for granted that the policy which best promotes the
production of wealth is, other things being equal, that to be
adopted. The socid and political advantages of a policy
must be weighed against its economic disadvantages, if such
there be; and the final determination ought to be guided
by the result of these calculations. The task is, however,
one of extreme difficulty. To estimatethe action of a given
policy on material progress is not quite a simple matter;
the indirect effects cannot easily be traced and measured; so
many other agencies are at work altering the condition of
society and increasing or counteracting the operation of the
specia force under examination. But the problemis at least
a definite one, and attempts at measurement may be made
with some approach to probability. The combination
of other social ends makes this amost impossible. How
shal we balance national security against an increase of
wealth? Or how shall we say that an increase in material
comfort is more than a recompense for deterioration in
morals? Or even keeping to things more nearly comparable,
what amount of wealth ought to be sacrificed to the attain-
ment of a certain advancein industrial organization ? What,
e.g., would be a sufficient priceto pay for the acquirement of
the factory system ?

The vagueness and indefiniteness of such problems arein
a large measure the reason for the division of opinions on
the question of free-trade and protection.  If the discussion
were limited to the economic ground, notwithstanding the
ingenuity of some of the arguments for specia limitationson
foreign trade, we believe that the general expediency of the
sysem of free exchange would have been accepted by
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competent opinion, and have impressed itself on the popular
sentiment.  The power of appealing from this narrower and
more precise issue to the socid and political consequences that
must always occupy so large a part of the statesman's
attention, has been the strongest of protectionist weapons.
Greater room has been given for the influence of sentiments
such as national pride and jealousy, for hopes of moral and
socid improvement by an active policy on the part of the
date, and the various economic argumentsfor protection have
seemed to gain in strength from these questionable supports.
By ajudiciousmixtureit is possibleto prepareavery effective
casefor those who are desirous of being convinced, and one
which has decided attractions for al who do not care for a
grict and logica method of reasoning in socid matters.

From the very nature of the case it is impossible to
classify the non-economic pleas for protection as we have
tried to do with those dealing mainly with the economic part
of thequestion. Two great groupscan, however, be sufficiently
distinguished. We may separate thepolitical from thesocial,
and deal with each separately.

(‘_I’he foundation of protectionism is, as has been noticed
(p. 118), the idea of nationality; and it is therefore fitting
that an appeal to national independence should be one of its
main politicad arguments. The state of war is one of
separation from the hostile nation; dl commerce ceases
and so far as each of the belligerents has been previously
supplied by the other, it is now compelled to rely on its own
resources. Further, one of the most effective of warlike
measures is the hindrance of the enemy's commerce either
by blockade or by capture of his merchant ships. A pro-
tracted state of war may thus force a nation to supply its
needs exclusvely from its own territory, and if it has
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previouly had widespread commercia relations, the shock
and resulting disorganization to the economic system may
be very severe and dangerous. Where a large part of the
necessaries of life and the raw materials of industry is
obtained through foreigntrade, the possible evil isat its height.
England at present gets three-fourths of its wheat supply from
abroad, all its raw cotton, most of its wool, and a great ded
of its iron-ore. An absolute closing of commerce would
apparently entail starvation, and the Lancashire cotton
famine shows the evil of a check to any one large import.
Indeed, the greater the advantages of foreign trade the
greater will be the loss and suffering from its ces'dion. ,

‘It is this condition that gives force to the protectionist
argument under notice. If war may at any time produce
such an evil, would it not bewise to take precautions before-
hand against such a state of things ever becoming actual ?
Economic autonomy is as important a weapon as political
energy or military and naval power. The strongest army
or the best-equipped fleet will be usdess if the supply of
food runs short, or if the industrial functions are paralyzed
by want of sufficient raw materials. The maxim, " In time
of peace prepare for war,” will cover the application of pro-
tection for the purpose of securing an adequate supply of
food and raw materials from the national territory. Such
was the best argument in favour of the English Corn Laws.
With the experience of the great continental wars (1793—
1815) fresh in men's minds, there was some excuse for the
effort to make the soil of England supply food for its popu-
lation. Many of the protective measures of other countries are
defended in like manner. Russia, e.g., can urge the need of
manufacturing industries to enable her to be independent
01 German and English importations. ~ The United States
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clam by protection to have acquired manufacturing
industries that relieve them from the necessity of recourse
to the English market. A great variety of commodities
may seek protection on this ground. Sdt, for example, is
protected in France to encourage a home production that
would be useful in time of war.

(The same sentiment gives support to the idea of a
commercial union of the British Empire. Almost every
important commodity could be produced within that
extensive area in sufficient abundance for the needs of its
existing population, and dependence on foreigners would be
avoided. The protective duties of the projected Zollverein
would be an insurance in view of war.

This genera argument acquires greater force with regard
to the materials used in the conduct of war. A nation that
draws its supplies of arms and ammunition from abroad
would be ill-prepared to enter on a war with the country
from which its supply came, and this case may be extended
to ships and their equipment. The instruments of war are
beyond question the most essential objects for the sole
disposal of the nation, and what contributes to their
formation is so far entitled to the same privilege. Such
was the reason for the English Navigation Laws, and it was
on this ground that they won approval from Adam Smith
and J. S. Mill.)

We have endeavoured to state as forcibly as possible the
main political argument against freedom of trade. Its
importance will plainly vary with the state of society.
When wars are frequent and international relations in an
undeveloped condition, economic independence is an
essentia of national life.  The whole system of life has to
be adjusted to the requirements of warfare, and Ma policy
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that checks the growth of foreign commerce and the inter-
dependence of nations that is its concomitant appears primd
facie desirable. But as the need for isolation becomes less,
and astheindustrial activities grow, the wisdom of restriction
is less obvious. Even in the seventeenth and eighteenth
centuries the advantage of free commerce probably out-
weighed any loss that a sudden stoppage would cause. For
the last hundred years the case for free-trade has been
steadily gainingground. No nation islikely to be at war with
all theworld, and the supplies of necessaries come from many
different places. With modern facilities of communication, a
blockade of a whole country is inconceivable. There never
was a community less fitted to bear the sudden pressure of
isolation than the Confederate States, and yet, though
rigorously blockaded by sea and surrounded on land by
the far more numerous Northern armies, they were able to
carry on hostilities for four years. A nation with a more
developed socid life would have still greater power of
resstance. But if it is at al possible for a country to bear
up against the effects of war through the stoppage of trade,
to hinder that trade in times of peace is undoubtedly inex-
pedient. It means the inflicting in a minor degree and
continuously what produced temporarily by the act of an
enemy would be regarded as a serious misfortune.
Moreover, the creation of a large commercial intercourse
tends to reduce the chances of war in the future. In any
country that exports to another, the exporting merchants
and the producers from whom they obtain goods have a
strong material interest in the preservation of peace. The
countries that supply the United Kingdom with food would
suffer by any check to that trade, and those connected with
the trade may be counted on as friends to a peaceful
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settlement of disputes. The extension of international
trade thus gives solid guarantees for the maintenance of
peece, and is so far a valuable investment quite apart from
its direct benefits. A till more important influence is that
of neutral countries; to them war means vexatiousrestraints
on their normal trade, but it aso, where the previous lines
of commerce are closed, affords new opportunities for profit;
and, therefore, while the commercial interests of al countries
favour peace, they are after the outbreak of war prepared to
supply the belligerent whose own trade is most impeded.
These are powerful forces, al tending to prevent the
exclusion of foreign supplies. Food, we may rest assured,
would even in the criss of war come to England in
considerable quantities. We may therefore conclude that
a general policy of restriction as a preparation for the
privations of war is entirely out of date, while at the same
time we recognize the element of truth contained in the
protectionist view. It may be said that the course of events
has decided the question. A policy of economic isolation
is not practicable, while anything short of it would be
ineffective. To stop the English trade in corn and cotton
would be too evident a piece of folly for any government to
attempt it; the best hope lies rather in its increase and in
the widening of the area of supply, by which the danger of
interruption will be reduced to a minimum.

The impolicy of navigation laws in the present state of
economic development is also certain.  The carrying trade
of the world tends steadily to pass into the hands of those
who are willing to conduct it on the cheapest terms.  If the
trade of any country be confined to its own vessds, there
must be so far a sacrifice of advantage that will impede its
progress. A measure of legidative restriction cannot cdl a
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mercantile marine into existence unless there are othe
favouring conditions, and with these the chances of growth
are better under freedom. What is gained in one directior
will be more than lost in another through the enhancement
of cogt that shipping laws bring about. The repeal of the
English Navigation Laws (p. 62) in 1849, though regarded
with apprehension by the ship-owners, was an aid in the
progress of the English marine.

Warlike implements would seem to present an exceptional
case, though here dso perfect freedom of trade tends tc
counteract the evils that appear so certain to result. The
supply of weapons is now an established industry in severa
countries, and there is an open market for belligerentsin
neutral territories, subject to the penalties that contraband
trade draws down. In any case, such measures of defence
as prudence suggests can be carried out without recourse tc
protection.

To encourage political isolation might have, a one time,
been looked on as a settled rule of state-craft. That France
and England were " natural enemies," and that it was desir-
able to erect barriers between the two countries, formed part
of the mercantile creed, and if the goodness of the end be
conceded, the method of protection certainly conduces
towards it. It was as much on mora and politica as on
purely economic grounds that Cobden advocated freedom
of trade. The tie of material interests would, he felt, lead to
a better understanding between nations. Those who desire
that harmony should not exist, are therefore correct in
suggesting a restrictive policy in order to retard it.

Though such a belief is not consciously professed in any
modern country, there is a curious revival of something
similar in the extremer protectionist party in the United
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States. Thelr position is, however, asmuch social aspolitical,
and furnishes a convenient passage to the discussion of pro-
tection as a socid agent. The advocacy of protection in
America has al aong been strongly coloured by anti-British
feeling and has had a leaning towards war. Carey, eg.,
hardly concealed his belief that a war between England and
the United States would be beneficial to the latter, and the
earlier protective tariff of 1816 was the direct result of the
war of 1812. At present the exclusion of foreign goods is
regarded as a mode of forming and maintaining a higher
civilization. The old nations of Europe are, it is thought,
so different in their environment and organization that it is
better to limit carefully the points of contact and alow the
new society to expand without theinfluence of lessadvanced
societies.  Protection has thus asocid object, to be attained
by what is substantially the old idea of political exclusiveness.

Other socid aims have dso been sought by the aid of
protection. The economic argument for diversity of occu-
pation (pp. 138—141) can hardly be separated from the socid
one. To promote the increase of town populations in new
countries, and to raise the standard of culture, has been a
primary aim of the more thoughtful protectionists, and has
even impressed their critics.

Again, the preservation of an upper class to discharge the
political functions that an aristocratic society needs, was a
favourite Tory argument for the English protective system.
The Corn Laws were in the eyes of many the firmest support
of "the Church" and the House of Lords. More limited
examples of protection for socia ends are duties imposed
to cover native producers from the competition of those in
other countries where less provision is made for the interest
of the workers; factory laws restrain employers in various
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ways, and duties to counterbalance their effect on the pro-
ducts of countries where like regulations do not exigt,
have been proposed on socid grounds. Such also was the
English differential duty on " dave-grown" sugar that ex-
isted for some years before the tota repeal of the protection
to colonia sugar.

A protectionist policy for the furtherance of socia objects
does not admit of the same definite measurement as if it
were imposed for economic purposes. The onus of proof,
however, rests on its supporters; and they have to make
good three separate points, viz., that the object is desirable,
that protection will be effectual for the purpose, and finally,
that there is no other and better method available.  The
application of these tests would restrict the use of the
particular agency to very narrow limits. Systems that am
a excluson may be unhesitatingly rejected. With the
introduction of steam-ships, railways, and telegraphs, the
possibility of forming a peculiar nationa civilization came
toan end. To expect that the United States can gain any
socid advantage by shutting out European products is not
to be thought of. The interaction of the various nations,
in both the material and mora spheres, is the strongest
agency of progress in the modern world, as it is one of the
mogt indisputable facts not to be ignored by any wise or
prudent policy. The narrower and apparently more reason-
able systems that seek to increase either manufactures or
agriculture, where one or the other is deficient, are practically
in the samedifficulty. Thegeneral movement that economic
forces bring about is not easily controlled. To foster the
growth of towns in America or Australasia seems to be a
task as superfluous as it is questionable, and on the other
hand to restore agriculture to its old pre-eminence, or even to
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keep it up to its present extent in old countries, is both
difficult and of doubtful expediency.

The most plausible case is perhaps that in which pro-
tection is proposed merely as a temporary measure, in order
toalleviatethe sufferingsof producersduring atransformation
of industry. Most continental countries have employed
duties on agricultural produce partly with this object. The
loss that a sudden disturbance of economic conditions
inflicts is so serious that it may lead to political or socid
disorder, and the state may have reason to interpose in order
to spread the process of change over alonger time.  Putin this
way, the use of protection appears fully justified, but even
here there is avital condition left out. The duty is imposed
ostensibly to give time for adjustment, but its rea effect is
to encourage persistence in the industry doomed to decline.
Instead of taking warning, those employed in it begin to
hope for further state favours, so that the requisite change
is checked rather than smoothed over. In most cases there
IS besides, little need for this artificial cover; industrial
changes are usually spread over a series of years. The
latest instance—i. e. the recent agricultural depression due
to American imports—is a very good illustration.

Very often it happens that the supposed decline is due
to a bad organization of industry, and that foreign compe-
tition is the best stimulus to the remova of the defects.
Protection has the bad result of removing this natura
remedy, and then it simply perpetuates the evil. Antiquated
methods of production are continued until perhaps it is too
late to effect a change that, carried out at an earlier time,
might have preserved the home industry by making it able
to meet competition.,

Protection, as a set-off against legidlative restrictions, is at
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first sight acarrying out of the free-trade principle. Particular
excise restrictions are always counted as equivalent to so
much taxation, and that additional amount is imposed on
the foreign product. Factory laws would naturally come
under the same class but in this case the difficulties of a
counter-balancing duty are very great It may be that the
regulations in question do not reduce production, inasmuch
as they increase the efficiency of the workers. If there is
no diminution of production, there can hardly be any ground
for compensation for an imaginary loss. Again, the real
position of foreign industries cannot be accurately ascer-
tained, and will probably be different in each country; it
would, therefore, be necessary to have duties varying accord-
ing to the country from which the import comes. Then, if
a protective duty be just for the home market, equivalent
bounties ought to be granted for export; but the plan of
giving, say the English cotton manufacturer, a bounty on
export equal to the increase of cost that the English Factory
Laws place on him, and making that vary according as the
competition that he meets is German, Swiss, or Belgian,
may be dismissed as impracticable. There is, however, a
deeper reason against the use of protection for this purpose.
Regulations with regard to industry are established in the
interest of society.  Each occupation has to submit to them
as part of the law of the society; they impose no unjust
burden on a particular industry, but are rather designed to
prevent injustice. To clam compensation for not doing
what the law forbids is not an admissible plea It may
be urged that otherwise the industry will perish, but to this
the plain answer is, that unless it can be carried on under the
restraints necessary for the well-being of those engaged in
It, it is better that it should. The hope that other countries
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may be led to reform their legidation by the use of protection
againg their products is a vain one; they are far more likely
to believe that commercia jealousy is at the root of the
policy pursued, and to avail themselves of their assumed
advantages to the full.

The political and socid aspects of the protective policy
as just considered do not, taken broadly, add much weight
to the case made for it Allowing that some of the views
that it presents are libera and enlightened, and appea to
the best feelings of the statesman and the ordinary citizen,
it a the same time fails to make good its claim to advance
the true interests of society. To believe that in any modern
state either military power or social progresswill be furthered
by arestrictive system is not reconcilable with the facts of
experience. The balance of probability is in favour of
freedom of commerce, even with its inevitable drawbacks in
some directions.



CHAPTER XIV.
THE OTHER EXPEDIENTS OF PROTECTION.

DUTIES on imports take so prominent a place in the
system of protection that other modes of stimulating
national industry have been comparatively neglected,
though they may claim a greater antiquity, and have, in many
instances, quite as much show of reason. Duties on exports
might, for example, prove a most effective encouragement to
certain forms of industry. Just as England sought for a
long time to retain native wool for her own manufacturers
by forbidding its export, so the United States might now
restrain the export of cotton and give American producers
a consderable advantage. Still export duties have never
been in favour with protectionists; the desire of selling as
much as possible has been too strong for them ; and the
danger of encouraging competitors to seek new sources of
supply has been sufficiently realized. The recent revival of
protection the civilized world over has not restored this
part of the older policy.

Somewhat different is the position of another prominent
feature of the mercantile system, viz., the employment of
bounties on exportation. If it be an object of national
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policy to increase thoamount of exports, nothing can better
assg that aim than a payment to exporters; they will be
saved a part of the expense of production, and will naturally
send larger amounts abroad, supplying foreigners on
cheaper terms, since they are subsidized for so doing. As
an encouragement to native industry and a mode of increas-
ing the quantity of exports, the payment of a premium on
exports is unquestionably effective, so that if these were
the sole ends of the protective policy, it would doubtless be
extensively employed. The modern system of protection
has, however, afinancial aswell asan economico-political sde.
The increase of duties in Europe for the last twenty years
has, as we saw (p. 93), been partly caused by the needs of
governments. Higher customs duties bring in larger sums
to the state, and please producers at the same time. There
is therefore a double motive for their imposition. A bounty
on the other hand drains the public excheguer, and is
necessarily limited in its use. To give bounties to a number
of important industries would speedily bring about a
national bankruptcy or a revolt against the excessve
taxation that would have to be levied. There is another
hindrance to this special method of assstance. Protection
gains agood dea of its popularity from the obscurity that
surrounds the operation of import duties. The losses are
diffused over the community; they, it may be thought, fall
largely on foreigners, and it requires an effort to concelve
the red cog of the policy. But when the amount of
support given to the asssed industries gppears in the
definite forrti of a grant of public money, opponents can
use these figures as the irrefutable badsis of their argument
that any interference with free exchange is expensive to the
society.  Still more would this be the case if bounties were
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granted on production as well ason exportation. American
free-traders have often argued that, assuming assistance to
be desirable, it ought to be given in this manner, as the
nation would then be able to count the cost of the palicy,
and the real issues would be more easily apprehended.
For the same reason protectionists are unwilling to abandon
the use of import duties, which command so much popular
favour, and are less easily analyzed and tested. The
method of bounties is strictly confined to cases where
import duties are ineffective, and even in those will be used
with much caution and far more readily given up.

One example of the use of bounties is afforded by the
shipping industry. In addition to the partial revival of
her navigation laws (p. 96), France has granted bounties
for the construction and navigation of ships, and has been
followed by Germany and Italy. The United States have
aso made arrangements for subsidizing specia packet lines.
The reasons for assisting this industry are plain enough. A
nation's fleet is one of the elements of its strength in war,
and the encouragement may be regarded as a part of the
cost of defence. It is impossible to assst by protection;
which, indeed, has rather the effect of discouraging the
growth of shipping by increasing the cost of construction
and lessening the opportunities for employment. Bounties
are therefore an attempt to remedy one of the evil effects
of protection, but they attain this end very imperfectly.
To counteract the higher price of materials and the con-
traction of imports and exports that protection causes,
would require a much greater outlay than any Government
would be willing to incur. It does not appear that any
serious effect has been produced by the existing bounties;
and so far as ship-building has been stimulated, the
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advantage has gone to British yards that produce vessds
to be registered in France.

Far more genera interest has been excited in the
bounties that so many countries give on the export of sugar.
As an important colonid product, cane-sugar from the
colonies received differential treatment in England (p. 61),
and other countries with sugar-producing colonies followed
the same course. The introduction of beet-root sugar was
due to the action of protection, and was for a long period
maintained by its aid. In order to encourage producers a
repayment of the excise duty, caculated on a settled scde,
was made in cae of export. As technical processes
improved, the repayment (or "drawback") came to exceed
the amount previoudly paid, that is, it acted as a bounty on
export and as an inducement to exertion in the extraction
of sugar. No two countries are quite aike in their treat-
ment, and the regulations are in a state of incessant change.
In France and Germany the duty is levied on the beet, and
the repayment made for the sugar. The sze of the vessds
used in the manufacture is taken as a test in Austria
Another criterion is the amount of juice obtained, but
whatever be the particular mode, in al cases a decided
advantage is given to the exporter of sugar, who in Russa
for some time received a direct and avowed bounty on the
quantity that he exported.

The consequences of the system have been remarkable,
and show in a most instructive way the difficulties that the
intervention of Government in respect to commerce is sure
torase. The competition has been such as to lower the
price of sugar in open markets below the norma cog of
production, and as Great Britain is the principal one, the
benefit of cheapness has accrued to the British consumer.
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Both the sugar refiners and the producers of cane-sugar
have strongly objected to this state-aided competition, and
have advocated the imposition of duties equal in amount to
the bounty, or the complete exclusion of "bounty-fed"
sugar from the British market. At the same time the cost
of the bounty system has made the Governments that use it
desirous of abandoning it as soon as they conveniently can.
The Conference of 1838 was produced by these sentiments,
and agreed to a Convention (signed by Great Britain,
Austria, Germany, Russia, Italy, Spain, Belgium, and the
Netherlands), by which the signatories agreed to give no
bounties, and to exclude al sugar on which a bounty had
been paid from their territories. This proposal met with
powerful opposition in England, and the increase in the
price of sugar that marked the year 1889 was widely
attributed to anticipation of its effects. Consequently the
Convention was alowed to lapse, without any effective
deps to secure ratification having been taken. Arrange-
ments were made by France and Germany for the
reduction, and in the case of the latter country, for the
ultimate abolition of the bounty, but it was found to
be impossible to carry out these projects. The com-
plaints of the sugar refiners, and the extreme depression
of the West Indian colonies, have brought the matter
into fresh prominence. A new conference has been
held, though it is unlikely that any very speedy change
can be made in the policy of the bounty-giving countries.

Other examples of bounties are that granted by New
Zedand for sugar production, and by the Argentine
Republic for the export of meat; but just as it is hard
to decide between what is a drawback and a bounty, so
is it hard to sy where a bounty ends. If we once go
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beyond the direct payment for a particular product, we
find ourselves compelled to include al forms of asis-
ance to industry, iSuperior means of communication,
abundant supplies of land, capital obtained on chesp
terms, technica education, al tend to cheapen pro-
duction; and if any of these be supplied by state instru-
mentality, there is so far a bounty. Thus special export
rates on ralways or cands, grants of land, or loans of
capital on easy terms to exporting industries, or technica
instruction in the preparation of exports, will dl tend in the
same direction as direct money bounties on export. Trans
port charges can very easlly be so used. A state-owned or
state-regulated railway, by carrying sugar for export at alower
rate, encourages its export as effectually as the state depart-
ment that pays a money bonus on the amount sent abroad.
We ¢, in fact, that a protective system can be carried out
in al parts of the economical policy of a state. The
" expedients” of the mercantile system were parts of a
connected whole, and in like manner modern commercial
policy develops on a definite type. If protection be the
system in favour, every measure at al touching on economical
matters can tend towards the carrying out of restriction.
'Patent laws, measures aimed againgt fraud—t. g. adulteration
acts and regulation of trade-marks—sanitary regulations,
and the innumerable rules that the complexity of modern
life makes necessary, may contain within them a protective
element.)

Moreover, the practical application of commercial regula
tions may vaty considerably in strictness, and thus two coun-
trieswithseeminglyverysimilartariffsmayactual ly differ much.
/A rigorous enforcement of the Custom House rules, refusal
of credit, and especialy stringent valuations of imports, have
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dl the effect of protection. Amongst the evidence collected
by the last Royal Commission on Depression of Trade, we
meet with various complaints as to the vexatious restraints
on trade by Customs officias, Italy and Portugal being
particularly noticeable in this respect.

What may conveniently be called "local protection” is
ds0 afactor to be taken into account. Methods of loca
taxation, and notably that form of it which congists in taxes
on commodities (the octroi duties of France and Italy), often
retard the passage of goods and afford privileges to the
home producers. Dock and harbour dues are dso in some
instances a restrictive agency.  Interprovincial customs
barriers are rapidly disappearing, but they too must be
mentioned as a further check on trade where they exis.

iIThe modern protectionist theory is, as we need hardly
once more repeat, based on the idea of nationality, and its
propounders therefore aim at removing these favours to
smaller groups. The utmost freedom of movement, both of
sarvices and of commaodities, within the national territory;
rigid protection against al outside competitors, such is
speaking generaly, the policy. The system of import
duties, bounties, and the other restraints and encouragements
IS no novelty, but it isin the present age brought into oper-
ation with respect to larger and more powerful groups.
France, Germany, the United Kingdom, the United States,
and Russia are possessed of much greater resources, and
permit of a greater amount of free interchange inside their
territories than was possible in earlier times.  Whether this
policy, with its double aspect of externa restriction and
internal freedom, can be permanent, is a question of the
deepest interest, but of its actual vitality there can be no
doubt.



CHAPTER XV.
THE PRACTICAL OPERATION OF PROTECTION.

AN examination and study of modern commercial policy
would not be complete without including some notice of the
complications and difficulties that the adoption of a pro-
tective system creates. So much of the case for restriction
rests on instances of the failure—real or supposed—of free-
trade in special circumstances, and on rather vague accounts
of the advantages that may be gained by a proper regulation
of trade, that it is well to see how the protective system
works, and what are the embarrassments that result from it.
Free-traders are often met by references to the opposition
between " theory " and " practice, and to the impossibility
of applying an abstract doctrine to the very rea facts of
trade; but the truth is that the distinction between
" doctrine " and " application " is exactly fitted for the pro-
tectionist theory. Granting, for the sake of argument, that a
valid defence of protection can be furnished by economic
reasoning, it may nevertheless be said that the difficulties of
reducing it,to reasonable practice are insuperable. A policy
suited for the modern world must take account of the
general conditions under which it comes into operation, and
of the probability that some " friction " may retar’\(lj move-
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ment in the desired direction. It isnot protection by itself,
but protection with the surrounding circumstances, that has
to be studied in order to form an estimate of its probable
effects. Some of these difficulties are the necessary result
of protection, and are inseparable from it; others are due
to defects of administration, but are so likely to occur
that they may be regarded as the natural and probable
consequences of the system.

;The first result of a policy of restriction that strikes the
ordinary observer as undesirable is the increase of cog that
it causes. Duties on commodities lead inevitably to a
rise of price; the amount of that rise will of course depend on
the rate of duty, and the greater or less disadvantage of the
competing native industries. Wherever a protective system
has been set up, it sooner or later embraces a large number
of articles in ordinary use by the mass of the people, and
makes the conditionsof life lesssatisfactory. If, asisusua
in Europe, agricultural products are protected, the necessaries
of life become dearer than they would otherwise be, from
which it must happen either that the labourers will receive
lower real wages, or, if they are so fortunate as to get an
increase in their money receipts sufficient to compensate for
the higher prices, their employerswill suffer by the increased
cos of production, But even where food is exempt, or
need not be obtained from abroad, duties fall on clothing
and the minor articles of consumption in such away as to
affect even the poorest.! : It is easy to pass over this effect
of protective duties with the remark that wages are of more
importance to the workers than prices, and that employment
is the one thing needed. This view, however, fails to notice
that the cogt of the labourer's requirements is an essentia
element in measuring the amount of wages that he gets,
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No matter what are the other effects of protection, its action
in increasing the cost of commodities must aways be
carefully remembered and taken into account. That pro-
tection is injurious to the consumer isa cardind part of
the free-trade postion.

“The increase of cost through protection is not confined to
articles that minister directly to enjoyment. In very many
cases the requisites of production are affected. Anextensive
system of protective duties on imports must fall on various
home industries. The elaborate division of labour and the
complex organization of industry that modern society exhibits
have established very close connexions between different
forms of production. What is raw material to one industry
is the finished product of another, and a duty granted to the
latter is a hindrance to the advance of the former. Duties
on cotton, wool, slk, and flax are injurious to the manu-
facturers of these materials, as at the next stage of workingup,
duties on yarns are against the interest of weavers. In like
manner protection for iron-ore or cod places the smelter at
a disadvantage, and so on through manifold industries.)
Other and less direct reactions of protection on production
may be found. A modernfactoryisavery complex machine,
requiring many co-operating conditions for itseffectivework-
ing, from the severd classes of raw materia that must be
obtained, each in due proportion, up to the directing ability
and energy of its manager. ;Any check to the supply of
materials, implements, motive power, or labour is acheck to
efficiency, and diminishes the chance of success. Protection,
if largety used, is amost certain to comein as a retarding
agency in many industriesthat are supposed to gain byit. To
trace the effects of a duty on a single article, such as cod,
dl through the industrial area, and see how it operates in



180 COMMERCE OF NATIONS.

hundreds of different employments, where at first sight its
influence would never be suspected, is an instructive
exercise for the student of commercia policy. The primary
effect of protection in retarding consumption is perhaps
equalled by its secondary effect in limiting many forms of
production.

These effects are both, it may be asserted without hesitation,
injurious to the society on which they act; but may yet be
believed to be compensated by the advantages of the system,
which, by stimulating industry and promoting socid pro-
gress, confersvery great benefits. Thewhole community thus
pays a not unreasonable price for what it obtains. This
very comforting belief is dissipated by the fact that industries
are unequally affected by the protective action of the date.
The distribution of labour and capital and the employment
of natural agentsfollow certain lines under normal conditions.
Each country develops the particular applications of pro-
ductive power in which it has a comparative advantage, and
these, it is evident, cannot gain through interference. While
the protected industries are in many cases hampered by
duties imposed on other products than their own, the great
daple trades suffer without any return.  Protection can
in no way assist the producers of English cod, or cotton
goods, French silks, or American wheat; to them it is
simply a burden againgt which their interests will naturally
leed them to protest as soon as its red effect is perceived

These oppositions of interest and the impossibility of
any adequate reconciliation are by far the most formidable
danger that the protective system has to meet.  Consumers
as a rule are unorganized, and do not make an effective
presentation of their case; their losses are, besides, diffused
over the whole community, and can with difficulty be even
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approximately estimated. The producer whose raw material
isrendered dearer by a duty, or whose market is narrowed by
the limitation of foreign trade that protection causes feels
the evil directly, spesks with the weight of practical know-
ledge, and uses the very kind of argument that is popular
with protectionists.  The whole policy is in consequence
placed in a dilemma from which it is difficult to escape. It
must either be applied to dl or to very many industries, when
itsinfluencein retarding production will be serious, or it may
be confined to a smaler number of the more promising
cases, when it arouses the hostility of the larger number of
unprotected industries. We can thus explain the history
of most protective systems.  Introduced as tentative efforts
to encourage, they are by degrees extended to other in-
dustries in order to disarm opposition—an extension which
in turn leads to new conflicts of interests, and, perhaps,
finally to the downfall of the whole arrangement. The
English manufacturers, who in the eighteenth century were
the strongest supporters of protection, had redized in the
present one that it was contrary to their true interest.  Such
will probably be dso the case in the United States in the
next half century; signs of it are aready appearing in the
restiveness of woollen manufacturers under the duties on raw
wool, and in the demand for the removal of the duties on
iron-ore.

Placed in such circumstances, a tariff to secure acceptance
must be the outcome of compromise. Protectionist theory
would require either very high protection (amounting to
prohibition) &l round, or else a careful sdlection of objects;
its prectice is a scde of duties in accordance with the
sentiments of the stronger political interests. Small and
struggling industries generally come off worst, and the
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prospects of future development are not properly attended
to. The process of give-and-take on which legidation has
to be basad is not conducive to scientific measurement of
consequences or careful adjustment of means to ends.

Closdly connected with this difficulty is the risk of
inconsistencies and anomalies in applying the general idea
of protection. To fix the suitable rate of duty on each
kind and grade of goods is a problem too hard for the most
experienced administrator; and when the incessant changes
in industrial processes, the discovery of new commodities,
and the varying relations of trade are added, that difficulty
is enormously incressed. The first formation and the
subsequent modifications of a tariff based on protectionist
principles are too difficult a work for anything more than
very partiad success to be attained, and even this is not
often achieved.

Quite as serious, in some respects, is the inconveniencein
the work of administration that results from protection.
The multiplication of tariff items makes the levying of the
proper duties in accordance with law much harder than is
desrable.  Importers will seek to get their goods rated at
the lowest figure; if the duty is specific, by placing them
under alow class; if ad valorem, by under-valuation. The
decisons of the United States treasury for a single year
amount to several hundreds, many of them turning on the
finest points of difference, while in some instances they
border on the ludicrous. The uncertainty and confusion
that follows is no dight drawback to any benefit from the
general policy. Timeislost, and inducements are offered
to traders to evade the regulations, or to search for loop-
holes by which their particular goods may exgpe the
ogensble duty. These evils are not simply the result of
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unskilfulness in devising the necessary measures, they are
rather due to the growing variety of trade transactions and
the increased number of commaodities to be dealt with.
Protective duties tend unavoidably to encourage efforts to
avoid their payment. Where taxation is purely for revenue,
the control of the state is directed to the comparatively
smal number of industries whose products are taxed so
that it can be made effective; articles to be taxed will be
chosen for their fitnessin that respect, and the cost will not be
excessve. It is otherwise in respect to protective charges.
All sorts and qualities of articles have to be made dutiable,
and the opportunities for smuggling are increased. In fact,
the height to which those duties can be carried depends
very much on theinducements that they offer to contraband
traders. At periods of exaggerated restriction, as formerly
in the case of French trade with England, the smuggler
becomes the principal agent for carrying on exchanges.
Such are the difficulties and evils of protection so far as
internal trade is considered, but its action on relations with
outside markets is sill more noteworthy. Industries that
require the aid of duties to command a sde at home cannot
be expected to meet competition where such support is
wanting. By the aid of bounties they may succeed in estab-
lishing an export at the cost of the public exchequer, but not
otherwise. Thevigorous and independent part of the national
production which is able to compete with foreigners on equal
terms, is checked in its expansion by the increased cogt that
protection, as we have just seen, imposes, and by the
difficulty' of carrying on a trade in which return cargoes are
not eedly obtainable. The doctrine that imports and
exports tend to balance may seem a theoretical one, but its
truth is brought home to every one engaged in conducting
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foreign trade. Thus, as a result of the policy of encouraging
native industry, the expansion of one important part of it is
materially limited. This effect is propagated over the whole
field of industry. The trades that would have gained by
increased exports would be in a position to supply capita
and business ability for other industries as soon as they
became profitable. All the influences of protection have
this tendency. Elaborate customs regulations mean loss of
time and money, and hinder indirectly the creation of new
exports, as they stop directly the growth of imports.

To these economical difficulties in the operation of pro-
tection we ought to add the socid and political results of
placing industry in such direct dependence on legidation.
Where the imposition of a duty may make the fortune of a
producer or owner of some natural resource, and its with-
drawa mean lowered profit or rent, the employer becomes
perforce involved in “ politics" in the vulgar sense. The
English Corn Laws, the French protective system, and the
various American tariffs have al been in part the outcome
of the exertions of interested parties. Such relations are
evil both for industrial and political life, and have a
disastrous tendency to demoralize those concerned. It is
not well that a matter so vita as the conduct of industry
should depend on political contingencies, nor that the work
of legislation should be mixed up with questions of com-
mercia loss or gain.

Again, in its general socid bearings, the attempt to bring
about an artificial distribution of industry is open to the
gravest objection. The industries that receive cover from
the state are, by the nature of the case, the least vigorous
and the ieast suited to hold their own in an open market
Instead of the division of employments that natural con«
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ditions would lead to, there are either manufactures in
countries for which agricultura and other extractive
industries are suited, or agriculture maintained to excess
where abundant capitd and dense population facilitate
manufactures.  In the former class of cases the tasks of a
developed society pnch as those attendant on the growth of
cities are prematurely brought into being; in the latter the
question of the ownership of land, and the relations of
employers and employed, are complicated by the increased
cogt of food and the rise of rent

All the foregoing considerations are strictly " national" ;
they relate to the position of the protecting country, and
take no account of the world at large. But looking at the
matter from this higher and wider point of view, it would
appear that the general adoption of the restrictive policy
involves a loss to al trading countries. To judge of its
extent we must take the system of restriction as it exigts,
and see how in most nations profitable lines of trade are
closed by the action of governments. The lowering of
duties by commercia treaties (see chap, viii.), and the
subsequent growth of foreign trade, gives some indication of
what the removal of protective duties would do. Without
exaggerating the results of such a change, it is not unfair to
assume that it would be equal to the advantage gained by
the construction of the railway system. In another respect
the parallel is appropriate.  Protection and distance are
both obstacles to commerce, the one natural, the other
artificial, and what transport facilities do to remove the
one, libera legislation accomplishes for the other.

Thus by following out the practical operation of the
protective system, we see that in economic advantage and
in smplicity it is inferior to that of free-trade. Looking at
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the subject in this way, it is scarcdy necessry to furnish
postive arguments in favour of the latter. We are led
to say with Adam Smith that "All systems either of
preference or of restraint, therefore, being thus completely
taken away, the obvious and simple system of natura
liberty establishes itsdf of its own accord”



CHAPTER XVI.
RECIPROCITY AND RETALIATION.

MOST Englishmen are disposed to accept the truth of the
free-trade principle, if carried out universaly. Their diffi-
culty is rather to understand what seems the obstinate
persistence of foreigners in a policy of restriction, though in
recent years the revival of protection has suggested to many
the idea that there must be something in a system that has
been deliberately chosen by so many civilized countries, and
produced some heart-searchings among those who were
formerly satisfied with free-trade, or at dl events with the
prosperity that accompanied it.  The preceding chapters of
this work have been devoted to an exhibition of this modern
tendency, and of the causes that have brought it into being,
in the belief that such an inquiry is the most effective way
of removing any doubts that may be entertained as to the
wisdom of the existing English commercia policy. The
political interests and the plausible arguments that support
protection elsewhere are not on its sSde in Great Britain.

Foreign protectionism has had a further effect on a part
of English opinion. It is not uncommon to hear that " free-
trade all round is very good, but that one-sided free-trade is
quite the reverse,” or that, " as foreigners tax our goods, we
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ought in turn to tax theirs" ;The wisdom of unrestricted
commerce is believed to be contingent on its adoption by
the other parties concerned. Two somewhat different views
are, however, often confused. The one which maintains
that free-trade is bad unless other trading countries accept
it; the other that alows free-trade to be good, but asserts
that, either to revenge the injuries inflicted by foreign duties
on us, or to compel their abandonment, we ought to impose
corresponding duties on the goods of protectionist countries.
The former is usually described as " Reciprocity,” the latter
as " Retaliation." Often there is a blending of the two,
but in strictness they should be distinguished, as the argu-
ments are not the same, and have to be dealt with
Sseparately.

The " reciprocity” sentiment is nearer akin to protec-
tionism. It assumes that restriction gives advantages to the
nation that employsit, at the cost of still greater injury to
foreigners.  Of two trading countries each gains by its own
protective regulations, but loses still more by those of its
neighbour. A remova of restrictions by both parties will
be for the interest of both, but should be a matter of
arrangement and strictly reciprocal. This belief is based on
the old idea of trade being gainful only to sdlers, but a
loss to purchasers.  Tnc nations are regarded as being
in the same position as individual bargainers, one only of
whom is believed to gain by a transaction. The exagge-
ated importance attributed to the possesson of money
asssted in the support of this belief. One country would
not alow another to draw on its stock of the precious
metals by sdling goods, unless it received the same privilege
in return.

»The doctrines of the older systlem have left deep traces of
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their existence, and even in free-trade England we need not
be surprised to find that the idea of mutual concession is
regarded as essential to the success of free commerce. To
the creation of this belief, besdes the influence of what
may be caled popular politicadl economy, other elements
have contributed. The policy of imposing duties on goods
from a country which surrenders that right, and admits
everything foreign on equa terms with home products, has
an unfair and ungenerous look about it that rouses national
feeling. Foreign tariffs undoubtedly injure British trade in
some respects, they close or contract many important
markets where profitable transactions would otherwise be
caried on, and they are credited with much more power
than they really have. Nor have the free-traders themselves
been clear of blame in the matter. That other nationswould
speedily follow the example of England, was the confident
prophecy not only of the sanguine and enthusiastic, promi-
nent among whom was Cobden, but of so cadm and sober
athinker as John Austin, who declared that in ten years
that happy result would be reached. This excessve faith
in the power of reason and neglect of the causes that gave
S0 strong a footing to protection, both in new and in back-
ward countries, were perhaps excusable at the time, but they
have certainly had unfortunate consequences. Because it
was said that free-trade in England would be followed
by free-trade elsawhere, people came to believe that it was
desirable on that account, and when the rapid conversion
expected did not take place, it seemed as if the measure,
having failed of its object, should be given up.

There is of course no doubt that none of the leading
advocates of free-trade ever thought that its advantage was
dependent oil its adoption by other countries. Cobden
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and Villiers have both exposed very clearly the error of
reciprocity, but the failure of their predictions on this pecid
matter has notwithstanding gone along way to discredit the
policy to which they were appended. But though it is easy
to account for the favour with which the reciprocity argu-
ment is received, it must be said that as a guide for palicy it
is wholly erroneous. The advantages of foreign trade result
from the supply of articles on easier terms (chap, ii.), and
that advantage is realized by the removal of home restric-
tions.; Weretheforeign onesto disappear also, the gain would
be greater; but that undeniable fact does not destroy what
is obtained by aliberal policy—it is additional to it Pro-
tectivedutiesareimpediments on exchange, exactly similarin
effect to natural barriers. It would be as wise to argue that
British harbours should not be improved unless American
ones were similarly treated, as to maintain that England
ought not to give up protection unless the United States did
sotoo. An acquaintance with the elementary conditions of
foreign trade shows cne utter absence of foundation for the
belief in the need of reciprocity.

Nor if we follow the argument into details does it gain
any additional strength. The fear of an excess of imports,
unless the restraint of protection hinders it, can be easly
shown to be unfounded. The gain of trade to the com-
munity lies in the imports. Corn, meat, cotton, tea, wine,
&c. are obtained on cheaper terms, and therefore in greater
abundance. Such is England's gain by her commerce with
other countries, the larger the imports the greater prima
facieisthe benefit. If imports were to come without pay-
ment, they would be pure and unmixed gain; but in fact
the ielation of imports and exports is, as we saw (chap,
ii.), governed by definite principles. The proportion
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between impons and exports is unaffected by the particular
commercia policy of a country. Imports have to be pad
for by exports, or by a transfer of claims held by the
importing country. The transactions of trade are aways
reciprocad, and no other artificial reciprocity is required.
Another form of this dread of over-importation is that
which admits that imports must be paid for, but fancies that
the payment will be in money, and will drain the importing
country of its cash. The temporary payment for imports
by an export of money is not unusual, and a persistent
unfavourable exchange can be remedied only thus; in such
circumstances, the export of gold or silver is the export of
a convenient commodity. Over along period the purchase
of imports by export of money is evidently impossible. Not
to dwell on the fact, that in a few years the whole metallic
stock would disappear, the general range of prices in a
country depends, with certain important limitationsit is true,
on the quantity of money in circulation. The export of
money reduces its quantity, and therefore lowers prices; but
lower prices check imports and encourage exports. A
transient excess of imports or exports will be speedily
corrected by aflow of money from or to the country where
the disturbance exists) The alarm on the subject of a money
drain has, however, some dlight foundation, though recipro-
city is of as little use as protection (pp. 153-4) in meeting
the difficulty. The true method is banking organization.
An apped to experience is probably more effective than
any general reasoning in refuting errors as to the relaion
of imports and exports.  Under free-trade, English imports
have exceeded exports annually for the last forty years,
but so for a long time have French imports been larger than
exports. At various periods the United States have had
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larger imports than exports, even with high protection.
Similarly with regard to a dram of money. No country
has ever permanently been deprived of its currency; com-
pared with the total stock of money, the amount that passes
from country to country is insignificant, and its distribution
is determined by the requirements of the different nations,
and does not need adjustment by the use of duties.

Compelled by criticism to abandon these untenableviews
the upholders of reciprocity suggest that excess of imports
indicates emigration or consumption of capitd. The
,£3,300,000,000 that have been imported beyond export
(p. 29) are looked upon as so much capital gone. It is
quite conceivable that a country may be using up its capitd,
but the state ot fore&n hade would give no indication of
it The growth of wedlth depends on the balance between
consumption and production; what remains after supplying
the annual expenditure is the net balance for saving.
All avallable evidence goes to show that Great Britain
is accumulating capital on a large scde. According to Sir
R. GifTen's elaborate and reasoned estimates, the increase
in the decade 1865—1875 was from ,"6,100,000,000
to ,£8,500,000,000, an increase of ,240,000,000 per
annum; for the decade 1875—1885 there was a further
increese to ,10,000,000,000 — i.e. ;£ 50,000,000 per
annum. The great excess of imports has been accom-
panied by a still larger growth of capital instead of being
coincident with its decline.

Another and perhaps more plausible argument for
reciprocity is that which assumes that protective duties fall
wholly or partly on foreigners, from which it is not unfairly
concluded that such duties should be met by corresponding
ones. It has aready been noticed (p. 144) that this sup-
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posad shifting of duties to foreignersis one of the arguments
for protection pure and smple, and if it were correct it
would furnish a justification of reciprocity. J. S. Mill has
sometimes been quoted in support of such a palicy, but this
IS due to an entire misapprehension of his meaning. He, in
fact, holdsthat protective duties are purely mischievous ; and
declares that with reference to them, "considerations of
reciprocity are quite unessential.” Duties for revenue differ
in this, and where a foreign country taxes us, we may and
ought if possible to tax its citizens. Mill's general view may
be accepted, though it requires sundry corrections, but it is
confined to the subject of international taxation. If pro-
tection be as difficult to apply and asevil in its effects as it
has appeared (chap, xv.), there can be no warrant for taking
pattern by those nations that employ it

Retdiation differs from reciprocity rather in its motives
than its method. With those who advocate reciprocity on
the ground of unfair treatment by foreigners, the two notions
are blended, and their general view has been just considered.
But retaliation may be advocated by those who believe that
free-trade is beneficial, with the am either of inflicting
punishment on other countries for their unwise and injuri-
ous policy, or, more frequently, of leading them to " amend
their ways" and adopt a more liberal system. As to the
first, it need hardly be argued that a nation is unwise in
doing what injures itself, even though it may inflict still
heavier losses on others. Something might be sad in
favour of such a course at a time when states sought
chiefly 'to be richer and stronger than their rivals. The
relative wealth of a community might stand higher by reason
of the effects of protection, though its absolute riches were
reduced. This way of viewing national prosperity is fortun-

o]
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ately discarded, and therefore dl justification for a permanent
policy of retaliation has disappeared. To keep up protective
duties that injure ourselves and our neighbours, as a punish-
ment to them for their unwillingness to become free-traders
with sufficient promptitude, is not a policy that can ever win
acceptance. Those who have got so far as to see that
protection is injurious, will not take long to pass beyond
this particular surviva of it.

Much more persuasive is the second form of the retaliation
doctrine. It alows that protection is evil, but it holds that
the temporary loss will receive an abundant return in the
benefits of universal free-trade.  Protective duties may, it is
thought, be employed as an instrument of commercial
warfare, and like all war, the immediate cost is greater than
the returns.  Ultimately, however, this relation is reversed;
the objects gained are grester, and repay the earlier expenses.
Retaliation, when employed in this way, is analogous to the
adoption of protection for immature industries (pp. 133 sf.)
where there is dso immediate loss for the sake of later benefits.
It is beyond doubt the most plausible form of the belief,
and in Adam Smith'swords, " it may sometimes be a matter
of deliberation” whether the method should not be em-
ployed. If there were a fair probability that the use of
protection for a short period would lead to complete free-
trade, then it may be sad that the inconvenience and
expense would be amply repaid. To judge, therefore, of the
wisdom of retaliation, we have to estimate the chances in
favour of its succeeding in the removal of the barriers that
it isamed against. These will, of course, vary in different
cases, the strength of the foreign interests affected by the
retaliatory measures and the general disposition of the nations
to be coerced or induced must be taken into account. The
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problemis in fact, eminently onefor the practical statesman;
but it must be said that there islittle evidence of retaliation,
or even the milder method of the maintenance of corre-
sponding dutiesbeing effective. Nor isit difficult to see why
it should be 0. The existence of protection in a country
shows that the governing casses think that it is good at
least for themselves. When they are required by another
nation to give up their own policy on peril of retaliation,
their faith in it is strengthened, and they not unnaturally
fancy that the foreign opposition is due to its success. In
addition to its fortifying effect on the protectionist creed,
retaliation inevitably irritates national sentiment Economic
legidation is one of the attributes of sovereignty; a state that
cannot deal at its will with its own tariff is deprived of this
power, and so far comes under foreign influence, it may be
for its good, though excited popular feeling will hardly so
regard it. As a mode of securing the progress of free-trade
opinionsor liberal commercial regulations, retaliation isthere-
fore amost certain to fal. Let us take a particular illus-
tration. Suppose that Great Britain were to attempt apolicy
of retaliation in order to force the United States into a
reversal of their present policy. Isit not as certain as any
politica event can be that it would be resented as a piece of
impertinent dictation, and would lead to a till greater increase
of American duties? Would not it be further said that the
use of protective duties for the object of reprisal was in fact
a confession by a free-trade nation that its system had
failed? So far from bringing free-trade nearer realization, its
genera’ adoption would be made till more remote.  Such
has been the experience of other countries. Canada and
the United States have not reached better commercial
relations through retaliatory measures (pp. 109, no). The
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recent tariff war between France and Italy isanother illustra-
tion of their usdessness. The best case for retaliation is
wheresomedifferential duty isdirected agai nstacountry that
meets it by similar rigour; but such cases are rare, and are
usually settled by negotiation, as the recent example of
England and Spain in 1886 proves.

One part of the McKinley Tariff Act brought the idea
of what is substantially retaliation into the policy of the
United States. Special duties were allowed to be levied
on certain articles—tea, coffee, sugar, hides, & c.—coming
from countries unfairly taxing United States products.
This reserved power was regarded as useful in negotiat-
ing with South American States. The Tariff Act of 1897
empowers the President to suspend the free entry of
certain articles from countries where "unequal duties are
imposed on American goods, as also to conclude treaties
for a reduction of duties for a limited time, and subject
to the consent of Congress." Whether these provisions
can be applied in conjunction with the genera system of
protection is more than doubtful. The effort is however
interesting, as showing a new tendency in American com-
mercia policy, and one which was exhibited by England
in the period immediately preceding the adoption
of free-trade. Very strenuous efforts were made by the
Ped Administration (1841—1845) to conclude commercial
treaties on the basis of reciprocity, but the attempt was a
completefailure. Mr. Gladstone, who, as Vice-President of
the Board of Trade, had charge of the negotiations, afterwards
declared that " In every case we failed. | am sorry to add
my opinion that we did more than fail. The whole opeix
aion seemed to place usin a fase position.  Its tendency
was to lead countries to regard with jealousy and suspicion,
as boons to foreigners, alterations in their laws which.
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though doubtless of advantage to foreigners, would have
been of far greater advantage to their own inhabitants.” The
lesson thus received conduced to the change of view on
the part both of Ped and Mr. Gladstone. It would be a
remarkable paralelism if the course of events should be the
same in the United States. There are, as Mr. Wells has
noticed, other resemblances between America now and the
England of 1840—1850, notably in the desire of manu-
facturers for duty-free raw materials and wider markets for
exports. But whatever may be the specia successes ob-
tained, it is clear that retaliation is a dangerous weapon,
costly at the best, and in case of failure hurtful to future
sound relations between countries.

There is, too, an additional reason for the failure both
of reciprocity and retaliation. The views on which the)
are founded usually arise in developed commercial com-
munities. England and the Netherlands can both claim the
doubtful honour of possessing a fair-trade party. Exporters
very soon see the advantage of removing restrictions on
trade, but they aso feel keenly the hindrances that foreign
tariffs cause.  But in such circumstances free-trade is so
certainly the wisest policy, that it will be finally adopted
without reference to the conduct of other countries. The
more refined protectionist position fully recognizes this.
Countries that wish to develop manufacturing industries
will not be deterred by threats of retaliation from more
advanced nations ; they will rather welcome any check on
their exports of raw produce as helplng the progress of
manufactures.

This is in fact, the strongest reason against the use of
retaliation by such acountry as England. Speaking broadly,
and subject to certain exceptions, her imports are food and
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rawv materials, her exports manufactured aticles. Duties
to be effective should therefore be imposed on the neces-
saries of life, or on those of industry, or on both, with
the result of injuring the producers, and placing the
nation at a disadvantage in its foreign trade. To conclude,
/etaiation is only likely to be tried in countries that, in Lig's
language, have reached the manufacturing stage. At that
dageit isextremely hurtful to the most important industries,
and it is altogether ineffective as against communities who
sek to create manufactures by the aid of protection. It is
consequently doomed to failure as ageneral method, though
in some particular cases it may secure concessions. And
what is true of retaliation, dso holds good of reciprocity.
An offer on the part of France to remove protection if the
United States did likewise, would be no inducement to
American manufacturers, though unrestricted exchange
would be largely beneficial to both countries. Still, when
countries are in very different conditions, or in very nearly
the same one, there is some prospect of successful arrange-
ments on reciprocal terms. A South American state would
find its interest in getting a free market for its raw produce
in Europe, and in importing manufactures that it cannot
make for itself; or two countries such as France and England,
or Germany and Austria, may be able to agree on reciproca
reductions of duty. Even under these comparatively favour-
able circumstances, arrangements of thekind arevery difficult
to manage for the reason indicated by Mr. Gladstone.
The policy of pure free-trade without reference to the course
adopted by other countries is the most consistent, and
on the whole, the most effective. When statesmen have
got so far as to see the wisdom of reciproca arrange-
ments, they are notlfar from the true position, viz., ;'that
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freetrade is beneficial even if it is pursued by a sngle
country. -

Asretaliation has been advocated against foreign import
duties, so has it been proposed as a means of meeting the
other expedients of protection. Duties on exports have
sometimes been a reason for heaping additional import
duties on the commodity so taxed, with the condition
that the import charge shall cease when the foreigner
abandons his export duty. Usually, export duties are
confined to greatly needed articles, in which case an
import duty incresses the loss.  Still, the reduction of
a revenue import duty may lead to the remova of a
smilar export one, as in the recent case of currants
coming from Greece to England. The export duty is
however, too insignificant a part of the protective system,
and has too limited an operation to require much notice.

Foreign bounties are better known, and have at present
more practical interest. Whether it is desirable to adopt
measures of reprisal against speciad encouragements to
exports cannot be decided until we consider the effect that
they produce on the countries to which the export takes
place. At first sight it seems well to take advantage of the
expenditure of the bounty-giving countries. Most European
nations are, or have been, contributing towards the payment
of the English sugar bill, with the result that the consump-
tion of sugar in the British Idands has rapidly increased,
and far exceeds that of any other country, owing to the
lower retall price. Those engaged in the sugar industries,
however, complain that they are deprived of profit, and
forced to give up their trade in consequence of the state
assistance given to their foreign competitors ; they ask, not
without plausible ground, for measures to prevent this, or, as
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they put it, "restore true free-trade,”  The effect of bounties
on a particular industry may prove to be serious, and un-
doubtedly constitutes a " hard case" which could, it would
seem, be easily met by the imposition of aduty equal to the
bounty. The national exchequer would then receive the
grant made by foreign governments to the injury of a class
of home producers. This claim of the particular producers,
though apparently fair, hasyet we believe no red justification.
It cannot be said that any body of producers has a vested
interest in its business, such as would entitle them to protec-
tion against competition. Production exists for the sake
of consumption; a duty that countervailed the bounties of
other governments is in principle as bad as one that excludes
the bounty of nature. If foreign states choose to pay for
the export of sugar or other articles, the recipients have
no reason to complain. It is, moreover, important to note
that the bounties said to have depressed sugar-growers and
refiners have aided other producers. People are tired of
hearing of the distillers, brewers, biscuit and jam manu-
facturers, who gain cheap material by bounties. There
is, in fact, a decided balance of advantage for England in
the continuance of the bounty-system, though the sugar-
producing parts of the empire suffer.

One argument often urged in favour of retaliation against
the bounty-system is that which pictures the terrible results
of foreign bounties on all industries. What, it is asked,
would be the fate of the cotton, woollen, linen, and iron
manufactures if bounties were to be used in their case?
The rather easily detected fallacy in this argument is the
assumption of the possibility of such a case The cost of
the bounties would exhaust the revenues of the countries
giving them, while the cheapness to the English consumer, and
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the increased power of consumption thereby obtained,
would more than balance the temporary loss and disturb-
ance. Judged by the test of facts, there is no reason to
advocate retaliation as a remedy for the supposed evils of
bounties.



CHAPTER XVII.

COMMERCIAL FEDERATION.—CONCLUSION.

ONE very noticeable effect of recent developments of
commercial policy has been the increased importance of
measures for trade federations, or fisca unions. As in-
stances we have plans for unrestricted commerce between
the United States and Canada; for Australian federation;
and on alarger scae for the formation of a Customs Union of
the British Empire, or even for a Pan-American or Central
European League.

These various proposals differ widely in reasonableness
and practicability, but they aredl, at least in part, prompted
by the desire to escape from the cramping limitations of the
protectionist system.  So long as high duties merely check
foreign imports their upholders do not complain; but when
their further inevitable effect in reducing exports comes into
view, there is a general feeling that some remedy should be
tried, and the readiest one seems to be the opening of
new markets by the agency of specid agreements, or by
union.

The direct connexion of this desre for commercial
unions with the prevalence of protection becomes evident
when we consider that if free-trade were generally adopted
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there would be no need for any such expedients. Where
home and foreign products are treated on exactly the same
terms no further benefit can result from trade federation. It
may be of service in introducing freedom, but once that
object has been gained its advantage cesses  Freetrade
means nothing but the removal of all artificial discourage-
ments to foreign trade, and the best-devised agreement can
do nothing more.

Moreover, the universal adoption of a free-trade policy
would reduce to a minimum the economic effects of national
distinctions. The ideal of Cobden and his followers was
that of a group of nations freely exchanging their products
and settling their disputes by arbitration. Under such a
system national and economic boundaries would soon cease
to coincide. Just as at present industrial areas are not
the same as local political divisions, so would the economic
units soon differ from the national ones in a world where free-
trade was definitely established.

The sanguine hopes of the free-traders were, as we know,
very imperfectly redlized. For a short time there was a
strong movement in the direction of commercia freedom;
but the continental reaction (chap, ix.), and the growth of
protectionist feeling in nearly al new countries, have proved
that restrictionsto trade are certain to endurefor a consider-
able time. This change in the prospects of the immediate
future has made the employment of palliatives for the evils
of protection seem desirable in the absence of a radica
cure.

How deeply the conceptions of the Manchester school
influenced English policy and sentiment is best seen in the
treatment of the colonies (pp. 107-8). The cardess way
in which al control over the trade relations of these rapidly-
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growing communities was surrendered by the Imperia
Government is a characteristic illustration of the disposition
of statesmen a quarter of a century ago.  That the colonies
were sure to fall off like ripe fruit from the tree was the
generally accepted view, and that they, in common with dl
other countries, were to be free-trading in policy, was dso
regarded as certain.

The dominant sentiment of the present day is curiously
in contrast with this complacent belief.  English producers
have found that they are met in many countries by high
duties, and have besides to encounter the keen competition
of energetic rivals. British commercial supremacy is thought
to be serioudly threatened, and thusthe very arguments that
were once used in favour of the remova of protection are
now employed in support of some form of federation. It
is argued that the British Empire possesses nearly every
important product within itsterritory, and that real free-trade
over its ninemillion sguare mileswould be of more practical
advantage than the existing English system, accompanied
by hostile tariffs in other countries. If imports and exports
tend to balance, then the refusal of the latter must lead to
the stoppage of the former. When America, France,
Germany, and Russia will take nothing from us, we canin
turn get nothing from them.  Consequently it would seem
that a Customs L eague with the colonies, even if accompanied
by protection against the outside world, would on recognized
economic principles be advisable.

To the case as so put, we must say in Adam Smith's phrase,
that it is " a matter of deliberation.” The gan of a large
market will more than compensate for the closing of a small
one; and if we have to choose between the colonial and
foreign trades, that choice should be based on a careful esti-
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mate of their comparative magnitude present and future. But
when we alow that under the supposed conditions there
isroom for deliberation, it does not follow that the policy
of preferring colonia trade should be accepted without
deliberation. It restswith those who advocate the course to
show conclusive grounds for its adoption. These, it may
be said, are as yet wholly wanting, while on the other sde
there are certain plain general facts and consideration?
that point to the inexpediency of such a system

Fird, as regards the question of comparative amount, we
find that in 1875 the British exports to foreign countries
were 68°/o, those to British possessions 32°/, of the total; in
1896 the respective proportions were 69°/, and 31°/—i.e.
the exports to foreign countries had risen from ,152,000,000
to ,205,000,000; those to British possessons from
,71,000,000 to nearly ,91,000,000. Thesefigures show
that foreign trade is by far the more important, nor do
they lead us to expect a rapid growth in colonid trade.
Besdes, the increased amount of exports to the colonies
is largely due to the growth of commerce with India, To
discourage two-thirds of our trade for the sake of stimulat-
ing the other third can hardly be prudent.

A second consideration is as important. All proposals
for encouraging colonial trade involve the abandonment of
the present policy of the United Kingdom. We have seen
(chap, vi.) the cautious and tentative way in which it was
established, and how well suited it was to the economic
condition of the country. More particularly is the rule of
the free entry for food and raw materials an essential
element in the success of British manufactures. But it is
precisely this part of the system that would require modifica
tion. Spesking broadly, the colonies export raw materials
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and food, and import manufactures; therefore the only
effective privilege to them would be the imposition of duties
on such foreign products as corn, wool, timber, and mest.
It can hardly be doubted that any duties on these commo-
dities would raise the cost of production in England, and at
the same time hamper our trade with the United States and
South America, which in exports alone came in 1839 to
,60,000,000. Any departure on the part of England from
the free-trade policy would be too dangerous a step to be
even temporarily tried.

Another circumstance to be taken into account, is the
great diversity in economic conditions of the lands compre-
hensively known as "the Colonies” There is no red
harmony of interests, so far as specid trade regulations are
concerned, between them. Australia, Canada, India, and
the sugar colonies would be differently affected by each
particular privilege. Small concessionsin the shape of moder-
ate differential duties would be ailmost inappreciable in their
effect. Itisoften suggested that small protective dutieswould
not raise prices; but if so they would offer no inducement to
colonia producers, who at present have a free market in
Great Britain for dl their commodities. To give some
benefit to each colonial possession, the total amount of
duties would have to be so high as to be serioudly restrictive of
trade. A duty of 5. per quarter on wheat would not suffice
to turn the current of trade from Russia and the United
States to Canada and Australia. Besdes, and this is an
additional objection, thesystem of differential dutiesinfavour
of colonial products isbut areturn to the old colonia policy.
Sugar and timber were the principal articles then encouraged;
it is probable that corn, meat, and wool would now be included
in the list The results of these favours to the colonid
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interests were not so satisfactory as to encourage arepetition
of them.

So far as the protective tariffs of foreign countries impede
British trade, they give colonia products an advantage that
can only be logt by the imposition of equally high duties by
the colonies  On the supposition that foreign protectionism
will seriously curtail British trade, it follows that it will in
the same measure encourage it with communities that do
not levy high duties. The growth of Indian trade (p. 113)
shows the stimulating effect of complete liberty. There is
no reason to doubt that the same result would follow a like
policy elsewhere.  From these considerations it follows that
areform of the fiscal systems of the Empire must begin out-
gde Great Britain. It is quite open to al or any of the
self-governing colonies to obtain perfect free-trade with the
United Kingdom by simply readjusting their own tariffs, and
itishere that therea difficulty of the questionlies. The need
of revenuein new countries can be most conveniently met by
indirect taxation, particularly by import duties. The customs
of both Canada and the Australasian colonies are by far the
largest part of their tax revenues (speaking broadly, about
three-fourths of the whole). It cannot be expected that this
branch of revenue will be speedily reduced, or that corre-
sponding excise dutieswill be imposed on native producers.
Tariff reform often causes immediate loss of revenue, and the
protected interests are too powerful to alow of any rapid
change. Themost hopeful fieldfor reform liesin the direction
of what are caled the Crown colonies.  The intricate nature
of their fiscal systems (p. 113) affords an opportunity for
relieving trade of a good many minor obstructions, and it is
possible that the use of a reasonable tariff by one large class
of dependencies would be the first step towards the correction
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of anomaliesin other cases. Accidental differences of duty
might be removed, and some general principles laid down
as to the commodities to be charged, but simplicity and a
protective policy are hardly reconcilable. The aims of
securing revenue and encouraging native industries cannot
be combined in a simple and convenient system.

One way in which greater uniformity may be reached is
through loca confederations. The Dominion of Canada,
whatever be its errors in commercia policy, has at least
internal free-trade and a single though complicated tariff.
Australian federation would perform the same service for
that part of the world; and, if the reform of the smaller
colonia tariffs were aso carried out, the fiscal systems of
the Empire would be reduced to a few leading types, and
there would be greater opportunity for smoothing down
the remaining differences. It may be that Earl Grey
was right when he declared that " it is from the nature of
things impossible that the Colonies should be under the same
fiscal system as ourselves"; but it would bewell to make the
points of agreement as many, and those of difference asfew,
as possible. Beyond this modest but important reform,
there is we are forced to believe, nothing that can be advan-
tageoudly done in the direction of commercial union.

A similar tendency, though very different in its politica
aspect, is shown in the plans for reciprocity between the
United States and Canada, as dso between the first-
mentioned country and the West Indian Islands. If com-
mercial union be such an advantage as it is often asserted
to be, its benefits will be quite as noticeable in these parti-
cular cases.  Looked at from the purely economic and com-
mercial standpoint, the problem for the Canadians to solve
is whether the gain of free-trade with the neighbouring
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Union would be more than the loss on other trade from the
grester severity of the American tariff. As a producer of
raw materials, Canadawould seem to have astronger interest
in the European market; but on the other hand, the proximity
of the States and their growing population offer greater
prospects for the future. The decision of the question is
by no means easy, and is of course complicated by the
political element For the British West Indies the value of
the great market of the United States for their sugar appears
to outweigh the loss that submission to the American scde
of duties would inflict A wise reform of their existing
tariffs would however be likely to securethem thisadvantage
without any secrifice.

Looked a generaly, commercid union is a mode of
remedying the inconveniences of protection, or even of cus
toms boundaries. The German Zollverein wasa remarkable
example of the benefits that a federation of the kind may
produce, and it is highly probable that larger commercia
aggregates will be established in the future.  Asitis very
many of the smaller units have disappeared, and the tendencies
are dl in favour of further amalgamations. Plans for a
league of Central Europe seem just now chimerical, but the
commercia treaties of 1860-70 would have appeared just
asunlikely afew years beforetheir negociation.

An examination of the history of commercial policy and of
the theories that direct it, naturally suggests a question asto
thefuture course of legidation in respect to foreign trade, and
the permanence of existing beliefs. Were we to confine our
attention'to the last twenty years, it would be hardly possble
to ecape the impression that protection was likely to be
the system of the immediate future, and that fresh develop-
ments of it might be expected. A directly opposite opinion

P
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was formed by those who studied the progress of free-trade
up to 1865. But a quarter of a century is too short atime
to take if we want to see the true line of movement. In
the commercial policy of Europe since the flourishing period
of mercantilism, there is a large amount of progressevident.
Protection, as it existseven in Russia and the United States,
is but a feeble imitation of the English legidation of the
eighteenth century. Improvement may be dow, and there
have been and will be periods of reaction; but we can hardly
doubt that when the transitory conditions that have produced
the economic revolution of the last twenty years (pp. 92-4)
have passed away, there will be a fresh effort to gain com-
mercia liberty. The mode may be by consolidation of the
existing countries into larger groups, followed by treaties
between these bodies, or it may besimply by internal reforms
in each country ; but whatever it be, there is no likelihood
that nationswill permanently endure the loss that restriction
inflicts on them. Even at present we can see certain agencies
that may lead to the overthrow of the protective system.
One is the evident impatience with which the socidist and
other labour parties regard indirect taxation. Once the
system of raising revenue by taxing commodities is seriousdly
assalled the whole protectionist policy must be abandoned.
The hope of getting revenue under the guise of ading in-
dustry explains much of the predilection of statesmen for high
duties. Another very powerful force in favour of freedomis
the increasing mass of foreign trade.  In spite of duties, the
growth of exchange between nations is very rapid.  On its
continuance and expansion many powerful interests depend
for their prosperity. What happened in England in the
cae of the " Anti-Corn Law League " will occur in other
countries when the circumstances favour. The exporters
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and consumers' interests only need organization to make
themselves felt.

These forceswill, moreover, have the support of educated
opinion. Whatever be the difficulties of particular phases
of the tariff question (and we have not sought to disguise
them), the balance of argument is on the whole irresistibly on
the side of free-trade.  The fuller and more protracted the
discussion of the question is, the more will it be plain that
there is no justification for a policy that tends to separate
nations by maintaining apermanent protective system. The
advantages of free commerce may not be al that its earlier
advocates imagined, but they can be shown to be red, and
well worth obtaining.

To conclude, then, though we cannot expect any speedy
abandonment of the protective system, which will doubtless
continue for a long time, we may look for breaches in it,
and a intervals steady and sustained reforms, leading
finally, though by dow degrees, to the adoption of com-
plete free-trade.
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Sweden and Norway, protection

in, 1

Switzerland, commercia policy of,
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Wells, D. A., 115197

West Indies, differential duties
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