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(1) This article was eventually published in 2009. See Dani Rodrik and
Arvind Subramanian, “Why Did Financial Globalization Disappoint?” IMF
Staff Papers, vol. 56, no. 1 (March 2009), pp. 112-38.
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(1) For the early history of what became known as the Hudson’s Bay
Company, see Beckles Willson, The Great Company (Toronto: Copp, Clark
Company, 1899).

(2) The Garraway’s coffeehouse was itself the product of globaliza-
tion, of course, coffee having made its way from the Near East to Eu-
rope during the sixteenth century. Coffeehouses spread like mushrooms
in England during the second half of the seventeenth century and became

popular gathering places for social and business purposes. See Deborah
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Hale, “The London Coffee House: A Social Institution” (April 2003), avail-
able online at http://www.rakehell.com/article.php?id=206. A fictional-
ized but highly informative account of the coffee trade during the sev-
enteenth century, centered on Amsterdam, is provided in David Liss, The
Coffee Trader (New York: Random House, 2003).

(3) The online Canadian Encyclopedia is a good source on the voy-
age of the Nonsuch and other information related to Hudson’s Bay Com-
pany. See http://www.thecanadianencyclopedia.com/index.cfm?PgNm=
ArchivedFeatures&Params=A256.

(4) The full text of the charter is available at http://www.solon.org/
Constitutions/Canada/English/PreConfederation/hbc_charter_1670
.html.

(5) Peter C. Newman, Empire of the Bay: An Illustrated History of the
Hudsons Bay Company (New York: Viking/Madison Press, 1989), p. 39.

(6) Converted to 2009 U.S. dollars with help from Lawrence H. Officer,
“Five Ways to Compute the Relative Value of a UK Pound Amount, 1830
to Present,” MeasuringWorth, 2008. http://www.measuringworth.com/
ukcompare/.

(7) One percent versus 0.4 percent per annum, respectively. See Kevin
H. O’Rourke and Jeffrey G. Williamson, “After Columbus: Explaining Eu-
rope’s Overseas Trade Boom, 1500—-1800,” Journal of Economic History,
vol. 62, no. 2 (June 2002), pp. 417-55.

(8) Following Zeng He’s famous voyages to East Africa in the early
fifteenth century, the Chinese emperors inexplicably banned such inter-
continental expeditions.

(9) Ronald Findlay and Kevin H. O’'Rourke, Power and Plenty: Trade,
War, and the World Economy in the Second Millennium (Princeton and Ox-

ford: Princeton University Press, 2007), p. 146.
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(10) This summary of their argument is taken from Eric Williams,
From Columbus to Castro: The History of the Caribbean 1492-1969 (New
York: Random House, 1984), pp. 138-39.

(11) George Bryce, The Remarkable History of the Hudson’s Bay
Company, 3rd ed. (London: Sampson Low, Marston & Co., 1910), pp. 22-
23.

(12) Quoted in Newman, Empire of the Bay, p. 165.

(13) The actual quote is: “This division of labour, from which so many
advantages are derived, is not originally the effect of any human wisdom,
which foresees and intends that general opulence to which it gives oc-
casion. It is the necessary, though very slow and gradual consequence
of a certain propensity in human nature which has in view no such ex-
tensive utility; the propensity to truck, barter, and exchange one thing
for another”—Adam Smith, An Enquiry into the Nature and Causes of the
Wealth of Nations (1776), Bk. I, chap. 2.

(14) See David R. Cameron, “The Expansion of the Public Economy:
A Comparative Analysis,” American Political Science Review, vol. 72, no. 4
(December 1978), pp. 1243-61.

(15) Vito Tanzi and Ludger Schuknecht, Public Spending in the 20th
Century: A Global Perspective (Cambridge: Cambridge University Press,
2000), chap. 1.

(16) Dani Rodrik, “Why Do More Open Economies Have Bigger Gov-
ernments?” Journal of Political Economy, vol. 106, no. 5 (October 1998),
pp. 997-1032. For an update on these findings, see Giuseppe Bertola and
Anna Lo Prete, “Openness, Financial Markets, and Policies: Cross-Country
and Dynamic Patterns,” Unpublished paper, University of Torino, Novem-
ber 2008.

(17) Jeffrey Immelt, “A Consistent Policy on Cleaner Energy,”

Financial Times, June 29, 2005, quoted in Daniel W. Drezner, All Politics Is
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Global: Explaining International Regulatory Regimes (Princeton: Princeton
University Press, 2007), p. 44.

(18) Some idea about the terms of trade offered to the Indians can
be obtained by noting that in one year (1676) the value of merchandise
exported from England by the Hudson’s Bay Company was a mere £650
compared to £19,000 for the value of the furs imported—Willson, The
Great Company, p. 215. Even with transport and other costs, this enabled

a hefty profit for the company.
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(1) See Kevin H. O’'Rourke and Jeffrey G. Williamson, “Once More:
Wlien Did Globalisation Begin?” European Review of Economic History, 8
(2004), pp. 109-17, for estimates of the growth rate of world trade during
different historical eras.

(2) John Morley, The Life of Richard Cobden (London: T. Fisher Un-
win, 1905), p. 711. Quoted in the Wikipedia entry http://en.wikipedia.org/
wiki/Cobden-Chevalier_Treaty.

(3) The indispensable source on nineteenth-century tariff history is
Paul Bairoch, “European Trade Policy, 1815—-1914,” in Peter Mathias and
Sydney Pollard, eds., The Cambridge Economic History of Europe, Vol. 8:
The Industrial Economies: The Development of Economic and Social Policies
(Cambridge: Cambridge University Press, 1989), pp. 11-161.

(4) Ibid., p. 138.

(5) Southern interests had managed to insert a clause in the U.S. Con-
stitution that prohibits the taxation of exports. They had failed to antic-
ipate the “Lerner theorem,” posited by the late economist Abba Lerner,
which states that import tariffs are identical to export taxes with respect

to their economic consequences.
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(6) Robert O. Keohane, “Associative American Development, 1776—
1861: Economic Development and Political Disintegration,” in John
G. Ruggie, ed., The Antinomies of Interdependence (New York: Columbia
University Press, 1983), p. 48.

(7) One relevant comparison is provided by the experience of Latin
America, whose economies remained dependent on large-scale plantation
agriculture and authoritarian control mechanisms over the local popula-
tion. As Engerman and Sokoloff have convincingly argued, this goes far
to explain why these economies never developed high-quality represen-
tative institutions and good systems of governance. The same point was
also made earlier by Barrington Moore, Jr., who speculated that a South-
ern victory in the Civil War would have left the country “in the position
of some modernizing countries today, with a latifundia economy, a dom-
inant antidemocratic aristocracy, and a weak and dependent commercial
and industrial class unable and unwilling to push forward toward polit-
ical democracy.” See Stanley L. Engerman and Kenneth L. Sokoloff, “Fac-
tor Endowments, Institutions and Differential Paths of Growth Among
New World Economies: A View from Economic Historians of the United
States,” in Stephen Huber, ed., How Latin America Fell Behind (Stanford,
CA: Stanford University Press, 1997); Barrington Moore, Jr., Social Origins
of Dictatorship and Democracy: Lord and Peasant in the Making of the
Modern World (Boston: Beacon Press, 1966), p. 153, quoted in Keohane,
“Associative American Development,” p. 73.

(8) See Bairoch, “European Trade Policy,” who provides a range of
estimates.

(9) Ibid., pp. 88—90.

(10) And even then, as John Nye reminds us, British enthusi-

asm for free trade did not extend to a few non-manufactures such as
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wine, on which tariffs remained high—John V. C. Nye, “The Myth of
Free-Trade Britain,” March 3, 2003, available at http://www.econlib.org/
library/Columns/y2003/Nyefreetrade.html.

(11) Cited in Bairoch, “European Trade Policy,” p. 84.

(12) This is a mercantilist fallacy that free traders, strangely enough,
will often hijack whenever it suits their purpose. For example, Samuel
Brittan cites approvingly the first part of the Gladstone quote in his
critique of contemporary “fair traders,” excluding the mercantilist
justification—Brittan, “Free Trade versus ‘Fair Trade’,” Remarks at For-
eign Policy Centre meeting with Hilary Benn, January 10, 2005, available
online at http://www.samuelbrittan.co.uk/spee39_p.html. A particularly
jarring instance was the argument used by some of the proponents of
NAFTA that it would increase U.S. employment because of its positive
effects on the U.S. trade balance with Mexico. See Gary Clyde Hufbauer
and Jeffrey J. Schott, NAFTA: An Assessment, rev. ed., Peterson Institute
for International Economics, Washington, DC, October 1993.

(13) Niall Ferguson, Empire: The Rise and Demise of the British World
Order and the Lessons for Global Power (New York: Basic Books, 2003),
P Xxi.

(14) Kris James Mitchener and Marc Weidenmier, “Trade and Empire,”
Working Paper 13765, National Bureau of Economic Research, Cambridge,
MA, January 2008, p. 2. These authors do not find any statistically sig-
nificant difference between the British and other empires with respect to
their trade-promoting effects.

(15) John Gallagher and Ronald Robinson, “The Imperialism of Free
Trade,” Economic History Review, new series, vol. 6, no. 1 (1953), pp. 1—
15: “in any particular region, if economic opportunity seems large but

political security small, then full absorption into the extending economy



tends to be frustrated until power is exerted upon the state in question.
Conversely, in proportion as satisfactory political frameworks are brought
into being in this way, the frequency of imperialist intervention lessens
and imperialist control is correspondingly relaxed” (p. 6).

(16) One troy ounce equals 480 grains of gold, so one grain is equiv-
alent to 0.0021 ounces.

(17) See Barry Eichengreen, Globalizing Capital: A History of the
International Monetary System, 2nd ed. (Princeton and Oxford: Princeton
University Press, 2008), p. 29.

(18) The relationship among the key central bankers of the interwar
period is the subject of Liaquat Ahamed’s Lords of Finance: The Bankers
Who Broke the World (New York: Penguin, 2009).

(19) Eichengreen, Globalizing Capital, chap. 2.

(20) John Maynard Keynes, The Economic Consequences of the Peace
(London: Macmillan, 1919), p. 11.

(21) The speech ends as follows: “Having behind us the produc-
ing masses of this nation and the world, supported by the commercial
interests, the laboring interests and the toilers everywhere, we will an-
swer their demand for a Gold Standard by saying to them: You shall not
press down upon the brow of labor this crown of thorns, you shall not
crucify mankind upon a cross of gold.” The “them” in question are the
bankers and other northeastern interests. See http://en.wikipedia.org/
wiki/Cross_of_gold_speech.

(22) The efficacy of reputation in sustaining international lending
continues to be debated about economists and political scientists. For
a recent evaluation, which suggests reputation can be quite effective, see
Michael Tomz, Reputation and International Cooperation: Sovereign Debt

across Three Centuries (Princeton: Princeton University Press, 2007).
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(23) Quoted in Gallagher and Robinson, “The Imperialism of Free
Trade,” pp. 4-5.

(24) David J. Mentiply, “The British Invasion of Egypt, 1882,” March
23, 2009, available online at http://www.e-ir.info/?p=615.

(25) Kris James Mitchener and Marc Weidenmier, “Empire, Public
Goods, and the Roosevelt Corollary,” Journal of Economic History, vol. 65,
no. 3 (September 2,005), pp. 658-92.

(26) Quoted in Ahamed, Lords of Finance, p. 231.

(27) Ibid., p. 220. My account of the interwar period relies heavily on
Ahamed’s fascinating book.

(28) Laura Beers, “Education or Manipulation? Labour, Democracy,
and the Popular Press in Interwar Britain,” Journal of British Studies,
48 (January 2009), p. 129.

(29) Ibid.

(30) Findlay and O’'Rourke, Power and Plenty, p. 451.

(31) The classic study of this experience is Albert O. Hirschman’s
National Power and the Structure of Foreign Trade (Berkeley: University
of California Press, 1980, first published 1945).

(32) Findlay and O’Rourke, Power and Plenty, Table 8.3. As these au-
thors note (p. 467) there is evidence that countries in the periphery that
resorted to protection recovered sooner from (or were less affected by)
the Great Depression.

(33) See Barry Eichengreen and Doug Irwin, “The Protectionist Temp-
tation: Lessons from the Great Depression for Today,” VoxEU.org, March
17, 2009, http://voxeu.org/index.php?q=node/3280.

(34) Jeffry Frieden, “Will Global Capitalism Fall Again?” Presentation
for Bruegel’s Essay and Lecture Series. Brussels, June 2006, available
online at www.people.fas.harvard.edu/~jfrieden/Selected%20Articles/
Misc_Works/GlobalCapFallAgainWebversion.pdf.
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(1) See the discussion in Andrea Maneschi, “The Tercentenary of
Henry Martyn’s Considerations Upon the East-India Trade,” Journal of the
History of Economic Thought, vol. 24, no. 2 (2002), pp. 233—49. An excel-
lent history of the evolution of free trade doctrine can be found in Douglas
A. Irwin, Against the Tide: An Intellectual History of Free Trade (Princeton:
Princeton University Press, 1996).

(2) P. J. Thomas, Mercantilism and the East India Trade (London: P. S.
King & Son, 1926), Appendix B.

(3) Henry Martyn, Considerations Upon the East-India Trade (1701),
p. 32, reprinted in John R. McCulloch, ed., Early English Tracts on
Commerce (Cambridge: Cambridge University Press, 1954), pp. 541-95.

(4) Paul A. Samuelson, “The Way of an Economist,” in P. A. Samuelson,
ed., International Economic Relations: Proceedings of the Third Congress
of the International Economic Association (London: Macmillan, 1969),
pp. 1-11, quoted at http://www.wto.org/english/res_e/reser_e/cadv_e
.htm. The mathematician in question was Stanislaw Ulam.

(5) Frank W. Taussig, “Abraham Lincoln on the Tariff: A Myth,”
Quarterly Journal of Economics, vol. 28, no. 4 (August 1914), pp. 814-20.

(6) World Values Survey online database (http://www
.worldvaluessurvey.org/).

(7) This can be seen in the cross-tabs that World Values Survey makes
available online—ibid.

(8) Anna Maria Mayda and Dani Rodrik, “Why Are Some Individu-
als (and Countries) More Protectionist Than Others?” Furopean Economic
Review, 49 (August 2005), pp. 1393-1430.

(9) So Adam Smith was not correct when he famously wrote, in de-

fense of free trade, that “What is prudence in the conduct of every private
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family, can scarce be folly in that of a great kingdom”—Smith, The Wealth
of Nations, Bk. IV, chap. 2.

(10) Regulatory decisions on new technologies can have large eco-
nomic impacts on particular groups, just like trade policies. In October
2009, for example, when the Food and Drug Administration issued a neg-
ative judgment on a drug meant to treat osteoporosis in postmenopause
women, the stock of the company that makes the drug fell by more than 2
percent. See Andrew Pollack, “F.D.A. Says No, for Now, to an Amgen Bone
Drug,” New York Times, October 19, 2009; http://www.nytimes.com/
2009/10/20/business/20amgen.html?_r=1&ref=business.

(11) Lori G. Kletzer, “Job Displacement,” Journal of Economic
Perspectives, vol. 12, no. 1 (Winter 1998), pp. 115-36.

(12) Wolfgang F. Stolper and Paul A. Samuelson, “Protection and Real
Wages,” Review of Economic Studies, 9 (1941), pp. 58—73. The theorem has
anumber of assumptions, some of which are more restrictive than others,
but its central intuition is quite robust.

(13) Another common mistake is to presume that even if some people
lose from trade, most people must gain. See Robert Driskill, “Deconstruct-
ing the Argument for Free Trade,” Unpublished paper, February 2007, who
interestingly uses as an illustration a New York Times profile which as-
cribes (wrongly) that view to me!

(14) The models that do not generate distributional conflict tend to
rely on rather special assumptions. For example, it is possible for trade
based on scale economies to generate all-around gains, but this obtains
only if the trading countries are sufficiently similar in factor endowments
and technological capabilities. This scenario may apply to two rich coun-
tries, but it would not apply to trade between advanced and developing

countries. Similarly, it is possible for trade not to generate distributional



conflict when the goods being imported are “non-competing”—that is,
there is no domestic production that is displaced. But a common reason
why domestic production has disappeared is that import competition has
driven it out of existence in an earlier period.

(15) Dani Rodrik, “The Rush to Free Trade in the Developing World:
Why So Late? Why Now? Will It Last?” in S. Haggard and S. Webb,
eds., Voting for Reform: Democracy, Political Liberalization, and Economic
Adjustment (New York: Oxford University Press, 1994).

(16) As is shown in Rodrik, ibid., we need two other pieces of infor-
mation besides tariffs to compute this ratio: the import demand elasticity
and the share of imports in GDP. For the purposes of this exercise, I have
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parameters.

(17) Technically, the reason for this is that the efficiency loss from
tariffs rises with the square of the tariff, while the distributive effects are
linear.

(18) See Antoine Bouét, “The Expected Benefits from Trade Lib-
eralization: Opening the Black Box of Global Trade Modeling,” Food
Policy Review, no. 8, International Food Policy Research Institute, Wash-
ington, DC, 2008 (http://www.ifpri.org/sites/default/files/publications/
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(19) For example, the article I mentioned in a previous chapter on
the complementarity between states and markets (“Why Do More Open

Economies Have Bigger Governments?”) was published in the flagship
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promote the production of tradables without affecting the trade balance.
See Dani Rodrik, “Growth After the Crisis,” in Globalization and Growth:
Implications for a Post-Crisis World, Commission on Growth and Devel-

opment, Washington, DC, 2010.
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(31) This would be an appreciation of around 25 percent. See Dani
Rodrik, “Making Room for China in the World Economy,” VoxEU.org, De-
cember 17, 2009, http://voxeu.org/index.php?q=node/4399.

(32) What links the two is that the Chinese government has to buy
dollars in order to prevent the renminbi from appreciating.

(33) Martin Jacques, When China Rules the World: The End of the
Western World and the Birth of a New Global Order (New York: Penguin,
2009).

(34) Stephen S. Cohen and Bradford DelLong express concern about
the implications for global economic stability of the loss in the rela-
tive economic standing of the United States. See their work The End of
Influence: What Happens When Other Countries Have the Money (New
York: Basic Books, 2010).

YeY



