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1. James Fallows’ “How the World Works”, published 12/93 in Atlantic Monthly, claims Adam Smith’s prescription of free trade is not the only legitimate theory.  Indeed, the greatest industrial successes of the past 2 centuries, and the fastest growing (Asian) nations today, have achieved their successes through violating laissez-faire principles.  To increase capital (the key to capitalistic development), successful nations rig their markets by extracting extra money from their people, and steering it to the industrialist’s hands.  And “cheating”, in the form of protectionism, can increase a nation’s wealth.  

2. Fallows compares two worldviews: the Anglo-American, laissez-faire view of Adam Smith, and the German view, from Friedrich List’s 1837 The Natural System of Political Economy.  The contrasts are:

a) Economic growth is automatic vs. deliberately planned.

b) The measure of the economy is the level of consumption vs. production.

c) What needs watching is the process vs. the result.

d) The significant focus is the individual vs. the nation.

e) Business is seen as peace (level the playing field) vs. war (hierarchy dominates).

f) Economics is a matter of morality (right vs. wrong) vs. power (strong vs. weak).

3.The main criticism of the Anglo-American community’s theory and practice is that the (isolating) dominance of the English language, and the history of Britain and America’s (sequential) political hegemony have led them to believe the neoclassical economic beliefs they follow are responsible for their success, and are universally applicable.  However, historically, the practice of free trade has NOT been the basis of either country, and only came into prominence after their non-laissez-faire practices successfully established them as dominant political (and hence economic) players. 

4. In reality, no nation has followed the theory of free trade as a prescription for success.  The countries that have dominated world trade have all “cheated” (i.e., let forces other than “the right price” and consumer’s needs determine the strategy and practice of economics).  Furthermore, even the priests of laissez-faire have only incompletely practiced their beliefs, and that was only when they were already dominant players! 

5. Fallows’ recommendation to Anglo-American economists is: don’t “wish the facts away”.  Stop ignoring this alternative system, and stop pretending it doesn’t work!  Study economic history – answer WHY and HOW countries became dominant.  Evaluate the assumptions and constraints of economics.  And don’t act as if economic principles are not debatable!

