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Capital and Capitalism


Capitalism is the name of a family of economic systems based on the private ownership of the means of production and trading goods for profit. Capitalist economies tend to be characterized by free competition and industrialization, although capitalism without industry is not a contradiction in terms.


Broadly speaking, capitalist systems give a central role to the accumulation of resources that can be used for further production. These resources, known as “capital”, give capitalism its name.
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capitalism is not just about short-term profit, but sees reinvestment as the principal source of even greater profits in the future.
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capitalism vs. feudalism modern capitalism began in the middle ages with the rise of the merchant class. merchants, rich on trade, began to break down the rigid feudal system in which you were usually born into your social, economic and political status.





Once it had taken hold in Europe, capitalism spread around the world like wildfire, the driving force behind business, prosperity, empire and exploitation. As capitalism is an economic system based on trade, private ownership, and currency, its development is bound up with the history of trade and banking.
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but back in 10th-century europe, neither trade nor banking amounted to much. the ancient trade routes and much of the sea was taken over by the muslim kingdoms, and europe was concentrating on pulling out of the dark ages and supplying food for everybody.





The food-supplying landowners became the nobility. The feudal economic system they constructed was based on a careful balance between small land units and a stable level of production. Feudalism aims for stability, and this makes it diametrically opposed to capitalism with its search for ever-growing markets.





The Crusades


While merchants and artisans, such as bakers and weavers, had begun to develop influence in Europe’s cities, it was the Church that gave rise to what was effectively medieval Europe’s first great international trade venture – the Crusades, which started in 1095.


The Crusades led to conquests along the eastern rim of the Mediterranean and gave Europeans more control over traditional trade routes. As a result, the kingdoms of Europe found themselves shipping goods and people across relatively long distances for the first time since the days of the Roman Empire.
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the kingdoms of italy were the first to profit from this, as they had the best fleet in western europe at the time.





The rise of trade and banking in 14th-century Europe eventually became the Renaissance, which was supported by bankers made princes like the Medici.
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as the italian merchant class grew richer, they gained power and influence. this played a significant role in the development of republican city-states like genoa and siena. lorenzo de’medici (1449–92) however, the scale of italian trade was too small and local to shake the foundations of feudalism beyond a few towns.








The Knights Templar


The first commercial banks appeared in the late 13th century in Italian towns like Siena. The word comes from banco – Italian for bench – since at first banking services were provided on benches at the town’s centre. But banking does not begin with the Italian merchants – its origins lie with the Knights Templar, an order of warrior monks founded in 1096 to ensure the safe passage of European pilgrims heading to Jerusalem in the aftermath of the First Crusade.
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the journey back and forth from europe to byzantium and beyond wasn’t easy. bandits and pirates lurked along the way and disease could strike unpredictably.





So when an order of hardened, experienced Crusaders, who were also known for being zealously honest, offered to take the risk of the journey upon themselves, many jumped at the offer.


The Templars soon had representatives in all the major cities of Europe, and held a series of forts along the main roads connecting the Crusader states.
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people could deposit their goods at any of our branches and we would provide them with an official note for its worth in gold, which they could then collect at any other templar centre.





That allowed people to travel light and fast, and to buy what they needed locally wherever they got to. They would need to part with only a small percentage of their gold as a service charge.





Dissolution of the Templars


The Templars got immensely rich during the heyday of the Crusades. Because they were so vital to the survival of the Crusader states, they were granted permission by the Pope to run their own affairs, which meant they were effectively answerable to no one. As the Crusader states began to flounder, the Templars invested more and more of their vast wealth in property in Europe.
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as the middle eastern venture approached its demise, the leaders of europe grew increasingly uncomfortable with us holding a fortune they couldn’t get their hands on. france, for example, got so involved in the crusades that most of the king’s treasury was sitting in our “temple” in paris.
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eventually church and state united against us, and we were accused of heresy and the performance of unspeakable acts.





The order was dissolved in 1314, its leaders were put to the stake, and its wealth confiscated and divided up. The Pope entrusted his share to other Knightly orders that were not so independent. It ended up funding such ventures as the conquest of Prussia from its pagan natives and the reconquest of Spanish territory from the Arabs.


Banking lived on and developed mainly in Italy by private hands, but its basic idea remained unchanged from the days of the Templars to the arrival of the Rothschilds in the 19th century (see here).





Opening up the Trade Routes


By the end of the 15th century, improvements in the design of ships and inventions like the clock and the compass meant that crossing the ocean became feasible.


The newly formed Christian kingdoms of Spain and Portugal saw it worthwhile to send Columbus westward and Vasco da Gama southward in search of a naval route to India that would bypass the Muslim-dominated land routes.


Spain and Portugal found themselves suddenly with trading options all along the African and Asian coasts, as well as vast and rich new territories in the New World. From the 16th century onwards, international trade offered prospects of wealth far superior to the grain produced by the small feudal fiefs of Europe. With the arrival of that wealth, the feudal system faded away and was replaced by what came to be known later as a mercantile economy.
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roughly speaking, a mercantile economy is based on the idea that the amount of wealth of a country is represented by the overall profit it makes from trade. my journey west in 1492 led to christian europe’s discovery of the americas. five years later, i found the cape of good hope and uncovered the real naval route to india. each strip of land has a limited amount of tradeable resources. so the volume of a country’s trade depends on the amount of land over which it has trade rights.








Expansionism


The rise in trade led to expansionism, and any European power that could afford it would send off ships, hoping to find new territory that “no one” (i.e. no other European) had discovered yet. Controlling land overseas gave these Europeans access to resources that could be exploited, often at the cost of the local inhabitants.


The transition to a mercantile economy also played a major role in the formation of the modern state out of the loose array of feudal estates.
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customarily the monarch held claim to the new territories overseas, and their management required a large administrative body under direct royal control. this was the first ancestor of national government.
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serving the king in times of war had been profitable throughout the middle ages, but with territorial expansion, serving the king abroad became a far more lucrative prospect for the nobility than managing their private estates.







Rich merchants could also be knighted and accepted to the king’s service. In this way, the king’s government reinforced its position as the main avenue of social, political and financial advance.


While a powerful, centralized monarchy created the first great European empires, it held back the development of a strong and independent merchant class, and that held back private enterprise. As a result, capitalism did not grow out of the empires of Spain and Portugal, but out of the disadvantaged newcomers to the race for international trade, and especially England and the Netherlands.





The Birthplace of Capitalism


The Netherlands is a small nation but its contribution to the development of capitalism is immense.
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at the end of our 80-year struggle for independence from spain in 1648, we had no significant aristocracy and few marked class differences. instead we developed a significant middle class that thrived on trade. our population was mainly city-dwellers, the early bourgeoisie – merchants and small manufacturers.







It may be said that the Dutch created the only true European “empire of trade” and never joined in the imperialist land grab that happened after the Industrial Revolution.


The Dutch held the chain of islands in the Indian ocean now known as Indonesia, and a few small bases in the Caribbean, but their trading posts spanned the globe in the 17th and 18th centuries.
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some became the basis for later english colonies like new amsterdam (today’s new york), or cape town in south africa.







Amsterdam itself was the greatest trade city in Europe up to the Industrial Revolution, and was home to the first stock exchange and insurance company. The Netherlands is considered by many historians to be the first truly capitalist nation in the world.





The Dutch East India Company


The Dutch East India Company, formed in 1602, was one of the first multi-national companies. It was run like a partnership among the Dutch states. Each held an independent branch (called a “chamber”), but a directorate of seventeen members who represented each of the chambers decided the company’s strategy on a yearly basis.
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in effect it was a company whose shareholders were also its employees. it was also the first company ever to offer its stock on the market.







The East India Company created the Dutch empire in Indonesia by means of brute force combined with economic pressure. It managed to drive the Portuguese off most of their trade posts in the Indian Ocean. It was a success story of individual enterprise that was much imitated, and it stayed ahead of competition until the final decades of the 18th century.





English Pirates


Like the Netherlands, England was a Protestant country threatened by the Catholic might of Spain at sea and France on land. As things stood in the second half of the 16th century, the English crown had nothing to lose by encouraging private ship-owners to make a living out of pirating the slow and heavy Spanish merchant ships returning from South America laden with gold and silver.
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but england’s economic and political progress was slow, and even the weather-fuelled collapse of the spanish armada in 1588 didn’t stop spain being the dominant naval power. we continued our line of crown-sponsored piracy until it was stopped, at least for a while, by the end of the anglo-spanish war in 1604.








The Power of Private Investment


Elizabeth I had founded the British East India Company by royal charter in 1600. During the time of her successor James I, England became well used to private companies financing government-sanctioned projects. With the Virginia Company (founded in 1606), James used private investment and the gap in hostilities with Spain to start Jamestown, Britain’s first lasting colony in North America.
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but that meant that in england the development of trade went hand-in-hand with the development of a powerful merchant class that was growing in political strength. this in turn changed the way that people thought about politics, and meant that absolutism never took hold there.










Hobbes, the First Capitalist Thinker


The first major thinker to put these new ideas down on paper was Thomas Hobbes (1588–1679). Hobbes was basically the first great capitalist philosopher. Unlike many of the political thinkers who came before him – who looked at questions like “What is justice?” or “Who should rule?” – Hobbes put the individual at the centre of political theory.
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