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ACKNOWLEDGEMENTS AND PREFACE

This book has been several years in the making. For the author, a textbook,
or rather a book that may be used as a textbook or an item on the reading list
for a university course, is never finished. The author would like to rewrite it eve-
ry time that she or he (the latter is the present case) opens up the manuscript.
This urge to enrich and polish the text is not unreasonable: things change so
fast in the world of economy, finance, and politics that what appears on the
pages of a given volume may have been true at the time of writing but things
might have changed by the time you accessed your own text.

But the urge of the author has to be contained. There are important stake-
holders involved, the readers, to start with. Whether they are interested fellow
professionals or students who are, in ideal case, similarly interested in and
enthusiastic about the subject, readers nowadays invariably prefer accessible
and not too long readings. Ideal cases, as we will see in various economic
policy contexts, are imagined rather than real; similarly, readers in real life are
mostly less enthusiastic than the author. Therefore, the text should be realisti-
cally short, and it helps if the story told in the text has some suspense.

The good news is that economic policy events these days are full of sus-
pense. Events are a bit too fascinating, | would say. At the time of writing this
welcoming page, decision makers and decision takers all hold their breath
over the most recent turns of the Brexit process. Businesspeople are increas-
ingly worried about the accumulation of the distortions in international trade.
An extremely influential and known office holder of the USA declared on Twitter
in March 2018 that trade wars are “good and easy to win”. The US administra-
tion did soon after that introduced new tariffs on steel, aluminium, solar panels,
and washers in order to reduce the US trade deficit. (The deficit kept growing
after the interventions....) As historical knowledge has it: wars whether in trade
or in killing fields are easier to start than to finish. Wars are won or lost, and
trade wars are not at all that ease to win. Trade war between two giant players
may spread to new sectors and regions.

Protectionism is back. Protective measures may help certain producers and
typically cause indirect damage to consumers, and can trigger countermeas-
ures. This newer round of protectionism in 2018 and 2019 came at a time when
the long post-crisis economic boom in advanced economies was to end, to
be followed by something else. The media is full of pundits’ cryptic announce-
ments about the imminent return of global recession. It may not take place
soon, though. But what is sure is that we do live in interesting times.

Thus this book is about a topic that must guarantee suspense for the reader.
It has evolved from my teaching notes and course presentations to MBA class-
es at Corvinus MBA Center. Thus, my first debt is to students of the course
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titted Comparative Economic Policy. As a teacher, | get into contact with stu-
dents from various parts of the world who come from very different professions
and have diverse work experience. Master students, with their professional
background, already know a lot about the topics covered here: fiscal activity of
the state, monetary measures of central banks, trade and competition regula-
tions of national and supranational agencies.

These are grand subject for policy makers and those who are fascinated
by politics. But the perspective of most readers is that of a policy taker. When
you go after your business and profession, you do not know much about the
motivations, drivers and routines of the policy makers, and you may not really
care about the way decision makers behave. What you want to know how
these decisions will influence your life and business. Since the students in my
MBA classes come from various corners of the globe, they view government
activities differently from each other. Some come from so-called high trust so-
cieties, others from low trust environment; some find global business players
and international bodies embodiments of efficiency, while others look at them
with mixed feelings. Their expectations about public sector and their attitude
to the officialdom may also differ — when you write about economic policy is-
sues, you have to be prepared for the varieties of views, values and expecta-
tions of your readership.

Now, policy making is a challenging task in itself as | have had to learn in
various government duties during my life; but explaining the logic, tools, and
moral (yes, moral — whatever people tend to say about the amoral nature of
politics and politicians) of economic decision making is even harder. Given the
national and professional stereotypes about governments and office holders,
so widespread among the general public, it is a double challenge to address
international audience. What helped me to understand better the decision
making processes and also to explain them better to various audiences and
stakeholders is my personal history, if this not too grand a term. Well, history
has been generous to me. After graduation, | spent my early academic years
working for a policy research institute that was closely attached to national
planning and policy coordination. Managed regimes at that time still functioned
but they gradually drifted away from the old model — and eventually failed to
arrive to a new one within the same political regime. As a young economist,
| lived through the transformation of a whole socio-economic system; mean-
while | accepted invitation to work as UNDP advisor to develop government
institutions in what was called at that time the third world. Meanwhile history,
more precisely geo-politics, changed gears, and the cold war suddenly ended.
Politics, this time democratic politics, affected my life forcefully as | felt it to be
my duties to take active part in the transition process of my native Hungary. As
a Member of Parliament, a cabinet minister for trade and industry since 1990, |
learned firsthand knowledge of the deep-going structural change that brought
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back this trade-dependent middle-income economy to the market order. Later,
at the central bank | faced similar transition challenges, mostly related to build-
ing and restoring monetary institutions and to restructuring the financial sector.

History, or fate, again shaped my professional life: an academic-turned-pol-
itician, | left behind national policy making duties for serving on the board of
an international financial institution. This was European Bank for Reconstruc-
tion and Development, London where in the board | represented the economic
interests of no less than four nations.

After this service abroad, | returned to my alma mater to teach. Besides, | ac-
cepted board duties at various transnational as well as domestic corporations.
Different angles but the same reality: one is forced to look at and evaluate
policy changes from various viewpoints. Thus my second debt is to colleagues
at the central bank, in economic ministry, in academia and at the EBRD, in
board rooms and in editorial boards. There is no room enough to name them
all here; it would be impossible to do justice to all those colleagues who have
shaped my professional life.

Thirdly, | owe the debt of gratitude to those who encouraged me to sit down
and develop lecture notes into a book, and who provided financial and editorial
support. This exercise is going to be a success if there will be readers, and the
lessons | have learnt during these decades will start resonating in them, too.
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WHY STUDY COMPARATIVE
ECONOMIC POLICY-MAKING?

1.1 ON TERMINOLOGY AND SCOPE OF THE BOOK

Economic policy is a rather general term. Policy itself has a very broad
meaning, covering strategies, rules, decisions, and coordinated actions. The
adjective economic specifies the target area of policy-making: it is about the
economy. The term policy-making defines its nature: officials take non-routine
measures, important decisions and rulings.

The above terms may sound a bit abstract but you can easily recognize
economic policy actions and events when you see them. When a Minister of
Finance (or Secretary of the Treasury or Chancellor of the Exchequer, depend-
ing on the country’s official nomenclature) presents ceremonially the annual
budget to Parliament, this is a classic moment in economic policy-making of
the nation. Similarly, the declaration of the change of the key interest rate by a
central bank’s Monetary Policy Council is a prima facie policy-making event.

These are examples of important and non-routine economic policy actions
taken on government/national level. But not only high level functionaries of na-
tional authorities can be regarded policymakers. Provincial governments under
a federal entity, States within the United States, Lénder in federal Germany,
régions in France, and regional governments in many other countries do play
significant economic roles. Therefore, the sub-national level can be of impor-
tance for the study of economic policy-making.

Similarly, some policy actions are taken above national level. This is so with-
in the European Union — to be discussed later. Grand policy statements are
often made at summits of global players (Group 7, Group 20) — although these
and other multinational forums typically declare rather than take decisions.

A lot is said about global governance but if you go by the amount of taxes
collected and funds spent then national governments are still by far the most
consequential players in economic policy context. Global forums such as G20
or the occasional gatherings of national leaders (“Climate Summit”) or informal
meetings in, say, the Swiss resort Davos may make headlines in news pro-
grams, but what is really important is what governments do. This is why this
book will mostly discuss measures taken at the level of the nation-state even
if must be always aware of the significance of other agents of complex web
of decision making. For simplicity, here we will not dwell into the problems of
policy issues at supra-national level or at sub-national (regional, local) level.

The term ‘policy-making’ is not restricted to public authorities and agencies,
though. Market agents may also prepare strategy plans in order to make im-
portant business decisions. Global industrial groups such as the General Elec-
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tric and worldwide financial institutions such as HSBC or Deutsche Bank must
certainly coordinate their activities. Group policies and projects may or may
not be recorded in policy documents, but a certain planning and programming
activity is simply necessary when the organization covers so many national
markets and product lines. Similarly, international financial institutions, such
as the International Monetary Fund and the World Bank, do prepare country
policy documents. In contrast with business players, international financial in-
stitutions (IFls) customarily publish their country strategies that are generally
peppered with advices offered for their member states.

Public bodies and organizations within a country may also prepare and pub-
lish policy documents in order to influence the way the economy functions.
Take a country where organized labour is powerful: there the trade union (TU)
typically probably has a professional staff and its Economic Policy Unit pub-
lishes a policy paper offering analysis of the socio-economic situation and
recommendations for the policy-makers of that country — from the particu-
lar viewpoint of (organized) labour. In countries with strong tripartite traditions
the unions have similarly influential counterparts such as the Employers’ Fed-
eration or Chamber of Commerce (CC) or Business Council. These interest-
representing industry bodies may prepare and publish documents containing
strategic goals and proposed coordination measures. The two sides, Labour
and Capital, would then discuss their analysis with the third player, the central
government, represented, as a rule, by the Ministry of Finance (MinFin). This
is the corporatist decision making formula that you can find in some countries
but corporatism may be totally missing in others. Well, nations differ a lot in
terms of their legal and institutional systems, and also relating to the practice
of taking economic policy measures.

All the mentioned business giants and the above non-government interest
representing agencies shape events and exert an impact on business cycles.
What they intend to do is very close to what a government agency of economic
affairs does. Lobby firms, academic institutions, and civil organizations also
have some impact on public policies. But for sake of brevity, policy-related ac-
tivities of non-government agents are left outside of the scope of this present
work.

Governance and size issues: big state and lean state, federal
versus unitary state-centralized governance versus corporatist
structure
State is a simple term that encompass a wide set of public
institutions. Some states are complex and use up of a large part of the
nation’s resources: one can call them “big state”. Other states are
relatively lean.
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Please note that ‘big’ and ‘small’ in this respect do not refer to the
size of the country but to the relative economic importance of the pub-
lic (governmental) sector within the given country. Some Scandinavian
nations are small or medium, at best, in terms of number of inhabit-
ants or land size (Finland, Denmark) but their government centralizes
into the budget a high portion of the country’s GDP, or we can say
that the income centralization ratio is high. Well, this is unavoidable
when the government provides public goods and offers generous wel-
fare services: a big portion of revenues of households and businesses
will have to be paid into state coffers in forms of taxes and duties.
High redistribution ratio means different things to different people: a
good message to those who receive the goodies, and bad news for
taxpayers. Even if you personally are even with your imaginary ac-
count with the state, you have reason to be alarmed about the risks
of big bureaucracies. Yes, there are good reasons to worry if annual
public expenditures exceed half of the overall national income (GDP)
of a given society even if your taxes are spent on good causes: on
generous welfare services, excellent public utilities, funding free pub-
lic services. In contrast, lean states are those where a smaller share
of the national income is collected and spent by the state, and thus
people and businesses do not have to pay high taxes. The obvious
downside: certain public goods and services (clean and safe streets,
affordable education and healthcare, antipoverty agencies) are less
generously funded. Other nations having medium sized states; reality,
as we will see it in this Chapter, is surprisingly diverse in this respect.

There are various other features and measures that characterize
the size and activity of the state: one aspect is the relative impor-
tance of public ownership of firms (are state-owned enterprises or
SOEs may be important participant of the given economy). Anoth-
er key aspect is the regulatory activity of the given state: do regula-
tors keep markets and agents under close and detailed control or do
they leave a lot to self-regulation. No country is free from public par-
ticipation and governmental scrutiny but nations vary a lot: you may
call some varieties “free market” economies while for others the term
“managed economy” is the proper description — as we will see later.

Certain states are efficient, some others perform less efficient-
ly, a few may drift from crisis to crisis. Some others are even re-
ferred to as failed states. One can even hear about quasi states.

There are kingdoms, yet most states are republics. The legal and
constitutional forms of states may have similarities, but the nearly two
hundred states of the globe are in reality extremely varied in terms of
how they perform and what they actually do. To start with, let us just
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consider the formal features of modern states. The legal and political
structure of a given country is called unitary if the central (general) gov-
ernment collects and spends most of the public funds and is responsi-
ble for the public sector resource allocation, leaving a limited role only
for sub-national entities (Regions, Counties, States, Linder, etc). Slo-
vakia, Ireland, and Hungary are typically unitary republics where most
decision-making competences rest with the central government; there
exist sub-national regional entities but without real economic policy
significance. In contrast, Germany (Federal Republic of Germany) is
federal not only in name but in economic matters as well: the regional
administrative units (Liander) do dispose of significant resources. Some
states may be hard to classify either unitary or federal as in real life cer-
tain regional economic functions always coexist with top-level decision
making authorities. What helps in classification is, among others, the
relative share of the central governmental level in overall public revenues
(taxes, levies) and in public expenditures: in a truly federal system the
share of the sub-national (regional, municipal) level must be significant.

Another important aspect of governance is whether a given country’s
decision making structure is highly centralized into elected bodies
or social partners play an important role. The latter case is also referred
to as corporatist structure: social partners of the national government
(the representatives of the employers, and those of the employees) take
integral part in decisions through established processes. New member
states of the EU are typically centralized entities where the participa-
tion of interest representation bodies (chamber of commerce, employ-
ers’ federation, and various trade unions) is mostly ad hoc within the
national decision making process. In contrast, Germany and the Nor-
dic countries follow their tripartite governance traditions. Their trade
unions, employer federations and the relevant government authorities
regularly interact in order to reach, if possible, common positions on
major economic policy issues through a policy dialogue.

Countries, as can be seen, may differ a lot concerning their formal
(constitutional) governance structure. In addition to formal structure,
one may add the informal and legally nonbinding collaboration of the
government with interest representative and other civic bodies (in-
dustrial and professional associations, regional authorities, lobbyists,
NGOs) — a practice active on some countries and absent in others.

The above institutional-legal governance differences and the varie-
ties of cultures of decision making must be acknowledged and taken
into account in our study of particular country cases, and in comparing
national practices.
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Business strategy makers and non-state institutions may well prepare busi-
ness plans, strategy studies, and policy documents that contain strategic as-
pects and coordination measures; still they are mostly outside of the scope of
this present volume. The focus here is on national level: policy actions by the
State (government). Throughout in this book, the term ‘economic policy’ will
basically refer to state (governmental) activity, leaving aside policy initiatives
and action plans of market agents, NGOs and municipalities however impor-
tant their positions, views, decisions, and voices might be for the economic
life of the given country. Thus, here we will mostly use the term in the narrow
sense: economic policy-making refers to taking important (non-trivial and non-
routine) government measures in a coordinated manner.

Institutions, and rules of national level economic policy-making — important,
of course, you may still ask: national level — is it still relevant? What about the
consequences of globalization? Products, funds, ideas, and people cross na-
tional boarders quite naturally. Goods and services are typically produced within
a long value chain with pieces sourced in a large number of countries. In a world
of intensive international exchange, it is even hard to tell where one “national
economy” ends and another starts. Does national economy exist at all? Aren’t
major economic decisions taken at global level? Once a country joins an inter-
national body such as the OECD or signs an international convention on, say,
climate protection or fishery in open waters, its government must accept certain
limits to its discretionary power. International treaties pressure a government to
reduce tariffs, which is good for businesses and customers, but it will result in
less revenue of the state, and may increase the mobility of business activity. This
has become the rule by now after decades of multilateral intergovernmental ne-
gotiations — though at the time of writing, disruptive forces are also present, and
the term “trade war” is back in the pages of newspapers.

Still, one may claim that modern economies are open to trade and financial
flows, and consequently domestic politicians cannot do too much about it, or
only at their own (and their nation’s) peril. Therefore, on analyzing a particular
country’s economic policy stance you must always take into account the interna-
tional context and the particular national/international interface in the given case.

1.2 YES, MODERN ECONOMIES ARE OPEN. BUT TO
WHAT DEGREE? AND HOW OPENNESS INFLUENCES
POLICY-MAKING?

Businesses, whether small, medium or large sized, functioning within small-
to-medium nations routinely transcend political borders during their customary
activities. A Dutch insurer, an Austrian bank, a French carmaker, a Hungar-
ian IT consultancy, and a Polish automotive component manufacturer will do
cross-border businesses as a matter-of-fact. The value chain of a complex
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product may cross scores of administrative and legal borders.

High intensity of economic openness characterizes all European nations.
There remain very few closed economies in the Globe — North Korea may be
such an extreme case. Nations do conduct trade with neighbours or, increas-
ingly in modern times, with faraway destinations. Moneys travel particularly
easy unless administrative hurdles restrict their flow in some forms of currency
control. Big nations, it is true, have big domestic markets that offer enough
opportunities for local firms to sell and buy. Consequently, countries with large
population such as the United States or China or India are naturally less de-
pendent on foreign trade. You may also say they are less open in this respect
than smaller entities such as Hong Kong, Luxemburg and Singapore, to quote
extreme cases. Ireland, Slovakia, Hungary, and many other medium or smaller
sized countries of Europe are also very much open to trade and finance.

The simplest measures to place a given country on the ‘very open-less open-
closed’ scale are trade intensity ratios: the volume of exports (Ex) or imports
(Im) or foreign trade volume (Ex+Im) against gross domestic product (GDP):

(1) Ex/GDP denotes export intensity
(2) Im/GDP - import intensity
(3) (Ex+Im)/GDP is called trade intensity.

Export, import and trade intensity ratios range from nil to well over hundred
per cent. Can a ratio be at all above 100 per cent of domestic product? Oh,
yes. Do not forget that foreign trade flows are gross statistics while GDP is a
measure of value added generated in a given country. Trading nations routinely
import materials, parts and investment goods to process them by adding their
labour input and selling the products and services profitably to foreign buyers
— and a huge volume of trade is generated in the process. Other economies
are better endowed with natural resources, and are not forced to import that
much. It is not surprising that big countries tend to have lower than average
foreign trade intensity, even if they are great export engines such as China or
Japan, as they also possess sizable domestic markets. Smaller states with lim-
ited size of domestic markets, however, depend much more on export markets
and they have high import intensity as well.
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Chart 1/1
More trade typically goes with more income: openness and level of GDP

Source: http://blogs.worldbank.org/trade/picture-trade-getting-richer-trading-more.

Note: Openness to merchandise trade is the value of merchandise trade (exports plus imports)
as a percent of gross domestic product (GDP). GDP is calculated using purchasing power parity
(PPP) in constant 2011 dollars. Data in the chart that shows time-series for individual countries are
portrayed as three-year moving averages.
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This is an interesting chart. You can see a rather solid correlation between
two economic variables: one is national income, more precisely gross domes-
tic product (GDP) on the horizontal axis, and trade openness on the vertical
axis. Wealthy countries tend to be found, not without exceptions, around or
above the average openness (trade-to-GDP) mark. The correlation is not line-
ar; it rather looks like a Chinese hat: higher than average income countries tend
to have higher openness but only up to a certain income level: the maximum of
the hat-shape curve average line is in the range of Korea-Germany-Denmark in
terms of GDP per capita. Some countries, such as Hungary, Netherland, Slo-
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vakia are well above the average curve: they are exceptionally open countries.
Japan or the USA are rich but less open than the global average; others are
also less open but much less advanced.

The chart is interesting not only for the varieties of national figures and for its
shape of the average, but also because connection of the two economic varia-
bles is complex and causality is not easily understood. Being more open trade-
wise, does that contribute to higher income level? Or, as a nation grows richer,
will this fact contribute to higher capacity to export, and as a consequence:
also more import? If you put the issue in perspective, you may conclude that
relationship runs in both directions: the richer a country becomes, the more it
tends to trade; similarly, countries that are open to trade, tend to be rich as
well. But the spread of national data is so large, and there are so many outly-
ing data that any general statement will be of limited value for the students of
economic development and for the policy makers of the nations concerned.

You must notice that we use GDP, a familiar macroeconomic variable.
GDP per capita as it appears on the chart is gross domestic product of the
given country divided by the number of population of the country. This is a
customary used statistical indicator used in the context of a country’s income
level or more generally, level of advancement. However common is it to use
this indicator for economic wellbeing, one should be aware of its limitations
to measure the national income, or particularly the wellbeing of the society.
Advancement and wealth are all rather complex phenomena. They really are
too complex to measure them with one single indicator. Also please note the
letters PPP — we will discuss their significance later.

Lower trade intensity does not implies in itself the case of a closed economy:
it simply indicates the relative position of the given country on the open—closed
scale. High trade intensity certainly does involve high dependence on foreign
markets, and this fact has a strong impact on the room of national policy-making.

Let us focus on a set of economies of the same advancement level and of
similar historical background. Central and Eastern Europe have by now be-
come particularly open in the above sense: the overall volume of their export
flows measured against their national income (GDP) is close to hundred (see
Chart 2). Imports are similarly high; overall trade volume may surpass 200 per
cent of GDP. Their relative openness is impressive (with the exception of Poland
and Romania) when one compares their ratios with the data of West-European
economies, members of the Euro-zone. Still, there are pretty large dispersion
of the data set; and there must be economic reasons behind divergent values.
Guess why Poland’s trade openness ratio is lower than, say, Slovakia’s!
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Chart 1/ 2
Export of goods and services as percent of GDP
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Source: Eurostat. CEE10 refers to mentioned new EU member states, EA12 entails the original
Eurozone countries

Central Eastern Europe may be a special case; reasons behind the extreme
high trade intensity will be discussed later. But trade and finance openness
is the norm in modern times. The progress of economic development is as-
sociated with increasing trade intensity in longer term, as seen in Chart 3. The
trends are impressive. Still, note the blip in per capita GDP in 2009 - the year
of ‘great recession’. And also take note of the much steeper but transitional
contraction of trade intensity in the same year. You may guess the answer why.

Chart 1/3
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Economic and financial openness sounds an abstract macroeconomic term
but it in fact has a strong impact on the behaviour of firms, consumers and, as
a consequence, of the government. In open, trade dependent countries busi-
ness and political decision makers must look carefully at events that take place
in the world economy. This statement by no means implies that global forces
determine everything. States still matter: the importance of national govern-
ments in influencing the business cycle and shaping social conditions and
constraints of economic growth would be hard to question. Recent financial
crises prove that governments matter. The role of government policies in han-
dling the market disturbances has increased in recent time, as the weekly The
Economist put it in 2009: the State is back.

1.3. AN ASIDE ON FREE TRADE AND COMPARATIVE
ADVANTAGE - OR: WHY ECONOMIC PROTECTIONISM OF
MR TRUMP EARNED HIM VOTES IN CAPITALIST USA?

Trade between willing partners adds to overall wellbeing of parties con-
cerned - this is one of the age-old axioms of economics (see attachments for
Chapter One). Still, fear of trade, particularly with foreigners, is as old as trade
itself. Protectionism may be an economic fallacy (it IS bad economics) but a
fallacy that is as old as anything else about the economy.

State protectionism was perhaps the first elaborate political economy con-
cept, dating back to the 18th century. lts central tenets and recommenda-
tions were crushed intellectually by early classicals as Adam Smith and David
Ricardo. Adam Smith efficiently criticised the mercantilist views of his age. The
mercantilist believes that your gain is my loss; we would now formulate this be-
lief as 'trade being a zero sum game’. For mercantilists, money was gold, and
the aim of economic activity was to hoard as much gold as possible. Adam
Smith proved that specialization into area where you enjoy absolute compara-
tive advantage will increase welfare to both parties. David Ricardo enlarged
the theory to cover a more general case whereby a trading country has no
absolute advantage over a competitor but still has comparative advantage and
thus trade is possible and mutually advantageous.

Note that low wage does not appear in this argument at all as it is not a
reason in itself for international trade. Wage differences are important but not
in themselves but as part of the conditions that define comparative advan-
tages of any economy. Wage is important in many ways: for the employed, it
is income, for the employer, it is one of the expenditures. There are, of course,
other main types of expenditures, notably the cost of capital, but taxes also
appear in cost calculations of the business enterprise.

Modern trade theories look behind the simple wage and cost of capital
calculation, and point out phenomena such as inter-industry trade driven by
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economies of scale and economies of scope considerations. Transaction costs
can be powerful explanations for modern flows in goods, services and funds,
and they may explain why business activities tend to move to clusters. Trade
nowadays flows particularly through transnational (multinational) companies
— that is within complex sets of business organizations that do organize their
activity across national borders. This is why modern realities differ a lot from
the classical ’one country trades with another country’ pattern.

Protectionism and mercantilism may be based on fallacies and they are bad
economics - yet they prove to be virulent. The view that free trade is good is
not shared by all, and the rejection of the classical liberal canon may be due
to various reasons, and some of them will deserve proper consideration. First,
textbook conditions of an obviously mutually advantageous exchanges (“win-
win”) do not always hold in real life. Second, even is the overall balance of
trading goods/services is positive for both nations, the win of one party may
much exceed the win of the other party — and the latter may feel offended
or just being simply jealous about the success of the other party. Third, an
overall “win” balance of a trading nation is typically an aggregate amount that
may mask some very fortunate parties as well as a limited number of losers
(and many unaffected) within the nation concerned. The losers, who may be a
small but identifiable minority, may complain loudly and convincingly about the
losses they had to endure due to free trade — and unorganized winners of free
trade, who are not always aware of their gains, consumers for instance, tend
to remain passive. These and other factors will always create a constituency
against free trade, whatever economic geniuses like Adam Smith and Ricardo
said about the matters.

It may be very much true that the United States of America, one of the crea-
tors and the lynchpin of the post-WW?2 international economic order, is on
the whole the biggest winner of (relatively) free trade of our age — but not
everybody feels like that. ‘Feeling’ — may be a soft term in economics. But not
in politics. The way people (voters) feel about issues like global warming, the
Earth being flat or not, free trade as win-win game or a “win-loss” situation,
the dangers of smoking, to name a few debate-provoking issues, resonate in
politics. Feelings, beliefs, mind sets, ideologies — they may be soft factors in
professional debates but they still have a strong impact on politics, politicians,
and government policies. Let us just look at the mental map of the Ameri-
can public concerning the fairness of foreign trade with particular nations (see
below). Some people regard certain trading partners unfair while the same
people find other nation being fair counterparts. The views change by time,
and depends a lot on the respondents’ general political views (Democrat or
Republican), and are influenced by variables such as age, gender, occupation,
level of education, experience in business, etc.
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a) Americans’ perceptions of fairness in trade relationships
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The message of the survey is that trade with Canada is believed to be fair
(and thus probably favourable for both sides) by the majority of the American,
while the opposite is true for China. Trade with Mexico has slight negative rat-
ing. It is interesting to see how the present American public looks at Japan — a
country that was seen as a menace in the 1990s. Attitudes change by time
(or, alternatively, the trading practice of the given partner may have changed
meanwhile). Japan is not seen by many as an unfair competitor. Perhaps a
number of Americans do work for Japanese owned businesses and knows
more about the issue, or a Japanese business model has evolved in time, or
other nations have become the target of criticism. Attitude of the American
public toward China did not appear in the 1993 survey (at that time the Chi-
nese economy was but an emerging economy and not among the key trading
partners of the US).

The increasing trust in the fairness of the Japanese trade practice is, how-
ever, an exception: the American public opinion has by and large taken a more
distrusting position towards the major trading partners of the USA. Mexico is
rated to be the worst, but even Canada has slipped back on the list of those
viewed to be fair. Is this change of attitude driven by more negative personal
experience? Or is it rather about general attitudes, national stereotypes? It
might be an interesting sociological topic to determine what shapes views
like these: it is certainly illuminating how much political affiliation and values
influence economic policy views such as those concerning fairness in trade.
Democrat-leaning respondents seem to assume more fairness about these
mentioned countries, and probably about international trade as such, than Re-
publicans would. Which is a non-trivial result, given that the Republicans have
traditionally been thought to be the “party of business” — and most business
people believe in the usefulness of trade in general, and foreign trade, in par-
ticular. Now, we have here again a case where the simple ‘right’ and ‘left’ tags
do not seem to apply in the old ways. The data also shed some light on the
drivers of the rather surprising election success of Trump in a big (but divided)
country that, as the biggest economy (yet) in global scale, gains a lot from
trade, and provides the biggest market for existing and potential exporters.

This particular American case warns us that the economic policy course of
any given government (particularly in democratic societal system, sensitive to
the views, beliefs, values, experiences as well as biased and prejudiced con-
ceptions of the general public) will be much influenced by politics, social fac-
tors, ideological components — on top of ‘hard’ economic factors and rational
decision making logic.
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1.4 ECONOMIES DIFFER. HOW TO MEASURE
DIFFERENCES?

Nations and states are different. Relative sizes of the public sector, fiscal condi-
tions of governments, political situations as well as economic conditions cause
differences across nations. This is true even for the member states of the Europe-
an Union that are so closely harmonized in many aspects of economy and society.

The different relative size of government spending, public sector employ-
ment and state ownership in modern mixed economies explain a lot of the
rich variety of economic policies applied by national governments. But there
are other explaining factors for the variability of policies across nations. Even
if growth conditions and social circumstances were similar, political situations
and value systems differ. Policy variability is due, among others, to the par-
ticular political colour of any given government: left-leaning or right-leaning is
a customary, if somewhat ambiguous, classification of policy lines. Countries
under longer time leftish, social democratic governments are typically charac-
terized by high redistribution ratio (annual government expenditures against
annual GDP). Right-leaning, conservative governments tend to come to power
promising lower taxations and lower public spending (and consequently lower
redistribution ratio). In the former case, we can expect a ‘big government’ as
against the second case, closer to the concept of ’lean state’.

Chart 1/5

Government expenditures as percent of GDP in Europe, 2015
Source:_http://www.debtclocks.eu/eu-ranking-total-government-expenditure-in-percent-of-gdp.
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General government spending, measured either by its share of GDP or cal-
culated per person, is indicative of the role and significance of the government
in a given country, and the ratios are helpful for comparison across countries.
General government spending generally consists of central, state and local
governments, and social security funds. The large variation of this indicator
highlights the variety of countries’ approaches to delivering public goods and
services and providing social protection. Doctrinal foundations (ideologies,
values) of policies may also have consequences on the size of the central
government in terms of spending, as we have just remarked, or in government
employment. Conservative governments tend to run (or at least: promise) a
smaller state that is spending a bit less and thus taxing the public a bit less
than socialist or social democratic governments.

Governments come and go, political ideas may change, and still some coun-
tries are characterized by a larger public sector while others have lean states.
It seems some countries just happen to accept (and even expect) the govern-
ment to spend a lot on good causes. The Scandinavian nations, famously,
have been accustomed to high spending governments — even though high
spending presupposes, unfortunately, high tax rates. In contrast, the so-called
‘Anglo-Saxon” nations do not entrust the government to spend much on the
taxpayers’ behalf, and voters have systematically supported parties that are
not seen as high spenders.

Look at the chart, and try to figure out which nation belongs to what sub-
set of countries, or what party ideology must be the dominant view in any
given country. Do not be upset if your guesses prove to be wrong. Tax and
expenditure policies and the relative size of the public sector are influenced by
too many factors to figure out without detailed knowledge of the history and
present situation of the countries concerned. Still, have a try: what do you think
of, say, Hungary