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0 0 0O 3.1.1 MercantilismMercantilism is a sixteenth-century economic philosophy,” which maintains
thatcountry's wealth is measured by its holdings of gold and silver. According to mercantilists, acountry’s goal
should be to enlarge these holdings by promoting exports and discouragingimports. The logic was transparent to
sixteenth-century policy makers: if foreigners buymore goods from you than you buy from them, then the
foreigners have to pay you thedifference in gold and silver, enabling you to amass more treasure.Export was
considered preferable to domestic trade because exports would earn gold.Large gold and silver holdings meant the
reigning monarchs could afford to hire armies tofight other countries and thereby expand their realms. Politically,
mercantilism was popularwith many manufacturers and their workers. Import duties, subsidization of exports,
andoutright restriction on the importation of many goods were used to maximize the gains fromexports over the
costs of imports. Laws were passed making it illegal to take gold or silverout of the country. This was one-way trade,
the trade of greed and power.The demise of mercantilism was inevitable given class structure and the distribution
ofsociety's product. As the Industrial Revolution introduced the benefits of mass production,lowering prices and
increasing the supplies of goods to all, the exploitation of colonies andtrading partners came to an end.3.1.2 The
Theory of Absolute AdvantageGenerally considered the father of economics, Adam Smith published The Wealth
ofNations in 1776 in London. In this book, Smith attempted to explain the process by whichmarkets and
production actually operate in society. Smith's two main areas of contribution,absolute advantage and the division
of labor, were fundamental to trade theory.Production, the creation of a product for exchange, always requires the
use of society'sprimary element of value, human labor. Smith noted that some countries, owing to the skillsof their
workers or the quality of their natural resources, could produce the same products asothers with fewer labor-hours.
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