
“… By restraining, either by high duties, or by absolute 

prohibitions, the importation of such goods from foreign 

countries as can be produced at home, the monopoly of 

the home market is more or less secured to the domestic 

industry employed in producing them. … In the system of 

laws which has been established for the management of 

our American and West Indian colonies the interest of the 

home-consumer has been sacrificed to that of the 

producer with a more extravagant profusion than in all our 

other commercial regulations. A great empire has been 

established for the sole purpose of raising up a nation of 

customers who should be obliged to buy from the shops of 

our different producers, all the goods with which these 

could supply them. For the sake of that little enhancement 

of price which this monopoly might afford our producers, 

the home-consumers have been burdened with the whole 

expense of maintaining and defending that empire. … It 

cannot be very difficult to determine who have been the 

contrivers of this whole mercantile system; not the 

consumers, we may believe, whose interest has been 

entirely neglected; but the producers, whose interest has 

been so carefully attended to; and among this latter class 

our merchants and manufacturers have been by far the 

principal architects… “ 

THE INDUSTRIAL REVOLUTION 

Lesson 3 – Mercantilism to Free Markets 

INTRODUCTION 

By the seventeenth century, Europeans in the Americas 

began opening plantations to export raw cotton to 

European markets for production of textiles, but the high 

quality and competitive price of imported, colorfully 

designed Indian cotton textiles made it difficult for 

European producers to compete.  

One solution to the problem of economic competition 

was mercantilism. European mercantilist policymakers 

sought a favorable balance of trade for their 

governments, with exports exceeding imports, since this 

would increase how much gold or silver they held in their 

treasuries. They attempted to limit the import of foreign 

goods through laws and high customs duties. Domestic 

manufacturers also wanted protection for their goods. For 

example, in 1701, the English woolen industry won 

protection against Indian textile imports when English 

importers of Indian cottons and Chinese and Persian silk 

textiles had to pay extra taxes for those goods as ordered 

by the “Calico Act.” One exception to the import tax 

requirement was made for textiles reshipped by the 

British East India Company for export to Europe or the 

American colonies. While the British government and 

domestic manufacturers felt protected, English importers 

and the customers of imported goods felt cheated.  

Another solution to the problem of economic competition 

was the Navigation Acts. In 1651, the first British 

Navigation Act declared that no goods grown or 

manufactured in Asia, Africa, or America should be 

transported to England except in English ships, and that 

the goods of any European country imported into England 

must be brought in British ships, or in ships of the country 

producing them. The law was first directed against the 

more successful Dutch merchants and ship owners. In 

1660, the British Parliament passed a wider law that 

forbade the importing into or the exporting from the 

British colonies of any goods except in English or colonial 

ships. The expanded law also required that the colonial 

tobacco, sugar, and cotton be shipped only to England or 

other English colonies. These Navigation Acts could 

scarcely be enforced, however, owing to widespread 

smuggling.  

In 1813, Parliament removed the East India Company’s 

monopoly in India, thus opening up the subcontinent to 

the large-scale importation of Lancashire cottons. 

Adam Smith on Mercantilism 

In 1776, the British philosopher, Adam Smith, wrote An 

Inquiry into the Nature and Causes of the Wealth of 

Nations. According to him, the government should stop 

interfering in business matters and let the laws of supply 

and demand regulate the market. 

 

 

 

 

 

 

Adam Smith 



FIRST 

List Adam Smith’s criticisms of Mercantilism below.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

NEXT 

Match Smith’s criticisms to changes in British 

government actions toward trade as outlined in the 

Introduction. 

 


