Topic five: The Capitalist Economic System
After the decline of the feudal system in Europe, a new economic system emerged, which came to be known as the capitalist economic system. It appeared and flourished in Western Europe, radically changing the face of the world within a short period, unlike previous economic systems which lasted for long durations.
First: Definition of the Capitalist Economic System and its Objectives
1. Definition of the Capitalist Economic System: The capitalist system is that economic system based on the principles of economic freedom, which includes freedom of ownership, contract, production, pricing, exchange, consumption, and freedom to dispose of income and wealth. Decisions within it are determined according to the free market mechanism, aiming to achieve the greatest possible material return for the transacting parties.
2. Objectives of the Capitalist Economic System: The primary goal of economic activity in the capitalist system is to achieve the self-interest of the individual, meaning the satisfaction of individual needs and desires in society. This is referred to as individualism. If every individual in society, when engaging in economic activity, seeks to achieve their own interest, the interest of society as a whole will be achieved. Thus, private interest plays the role of the main driver of economic activity. Consequently, every economic unit seeks to achieve its self-interest. For example, the producer produces a specific commodity to achieve maximum profit, and the worker, when hiring out his productive capacity, seeks to obtain the highest possible wage with the least expended effort. Likewise, the consumer seeks to achieve the maximum possible satisfaction from the income he possesses. Therefore, we find that every economic unit, through its economic activity, seeks to obtain the greatest possible return from that activity.
3. Characteristics of the Capitalist Economic System: The capitalist system is distinguished by the following characteristics:
a. Private ownership of economic resources: This consists of the right of the individual or a group of individuals in society to own physical and non-physical assets and dispose of them in ways permitted by law. This characteristic is fundamental in the capitalist system because it gives the owner of these resources, or whoever he delegates, the right to make economic decisions. This is what gave the capitalist system the characteristic of decentralization in decision-making, as each economic decision-making unit will make decisions related to the resources it owns based on its own defined goal and with complete independence from other units, and isolated from any central directive, whether from the state or any other entity.
b. Economic freedom: The capitalist system has been called the free economic system based on this characteristic. Economic freedom means that every economic decision-making unit, from producers and consumers, has the right to direct and use its resources in the activity it prefers and desires. This means that this freedom is absolute and without any restrictions in the use of economic resources. Driven by self-interest, the economic unit always seeks to maximize the economic return from the resources it owns.
c. Profit motive: The profit motive in the capitalist system is the main driver for increasing production and is the primary motivator for any decision made by producers. Every individual in this system acts according to what his personal interest dictates, in line with achieving his own goals. Since profit is the difference between revenues and costs, producers in the capitalist system choose the economic activity suitable for exploiting resources in the best possible way.
d. Consumer sovereignty: Since the producer seeks to achieve maximum profit, the desires of consumers determine the fields of production that yield greater profit. Likewise, when consumer desires for a specific product increase, their demand for it increases, and thus producers tend to produce this product to achieve greater profits.
e. Distribution of gross output: It was divided into two parts according to the classes of society. The class that owns the means of production receives the larger share of the output in the form of profits and interest, while the working class receives a small part of it to ensure the satisfaction of their essential needs in the form of wages.
f. Reliance on industry: The capitalist system relied primarily on industry instead of agriculture.
g. Social division of labor: The scope of the social division of labor expanded, and production began to aim for exchange and profit instead of consumption, which is why it was called a commodity economy.
4. Labor: The free movement of labor and its separation from other means of production, and work became a commodity bought and sold in the market.
Second: Factors that Contributed to the Establishment of the Capitalist Economic System
The most important factors that contributed to the establishment of the capitalist economic system and the demise of the feudal system were as follows:
1. The elimination of the class of lords and masters and the rise of the nation-state: The decline of the Church's authority and the revolution against feudalism and exploitation led to the reins of government in Europe falling into the hands of a small number of rulers. Kings were gradually able to gather powers in their hands and thus eliminate fragmentation represented by the fiefdoms. Thereby, the nation-state appeared in Europe in the late fifteenth century, such as France, England, Spain, Holland, and others. They became independent political units with strong central authority and had real kings. A set of factors contributed to the elimination of feudalism and the emergence of the nation-state, the most important of which are:
a. The flight of serfs to cities where they found greater freedom in work, and thus their abandonment of feudal obligations, which contributed to undermining the feudal system, considering that peasants were the pillar of agricultural production in feudalism (the manor).
b. The widespread use of metal coins (gold and silver) in exchange, as city merchants and craftsmen dealt with money. Therefore, feudal lords were forced to pay in cash when buying their products, which pushed them to deal with serfs (peasants) using money. This led to the transformation of feudal obligations into monetary obligations after they had been in-kind (goods), which contributed to alleviating the relationship of dependency that bound the peasant to the lord, and this relationship of dependency transformed until it became in the form of rent.
c.  The alliance of city merchants with kings to eliminate feudalism, an agreement in which both parties had interests.
2. Population increase: The population of Europe in general, and especially city dwellers, witnessed a significant increase starting from the mid-16th century for several reasons. This in turn contributed to an increase in demand for food products, which led to a rise in their prices, and this led to a gradual shift from subsistence agriculture to capitalist agriculture, where the farmer no longer cultivated and produced only for himself, his family, or the fiefdom, but rather began producing for the purpose of sale in the market and achieving profit.
3. Geographical discoveries and European conquests: Europe emerged from its isolation after discovering the Cape of Good Hope route and reaching the East in 1498 AD and reaching the New World in 1492 AD, where it was able to obtain vast colonies in various parts of the world such as America, Africa, and the Far East. Geographical discoveries led to the establishment of trade relations and to wars (colonialism), the basis of which was obtaining gold and silver due to:
· Gold's resistance to deterioration.
· The ability to store them.
· They represent great value in a small space.
These states believed that the basis of a state's power was the precious metal.
These conquests and geographical discoveries had important economic results, contributing to the prosperity of the capitalist system through:
· They led to the expansion of the scope of markets and exchanges.
· The influx of large quantities of precious metal.
· A great expansion in various branches of production, both industry and agriculture.
4. Intellectual development and religious reformation: Religious thought in Europe no longer despised and looked down upon economic works and activities outside the scope of agriculture, as was prevalent in the Middle Ages. Instead, it began to acknowledge the superiority of going to work over going to church. Thus, work in agriculture, industry, and all works and activities, including agriculture itself, gained the same preference. Likewise, new ideas emerged that did not consider lending with interest as usury but rather as participation in profit, which gave a strong impetus to the capitalist system and eliminated difficulties in obtaining capital.
5. Development of monetary systems: Savers or depositors no longer paid interest to money changers only for keeping their money; rather, money changers began paying interest on deposits and savings to savers and depositors. This contributed to increased saving and thus the availability of the necessary capital for investment.
It is worth noting here that the capitalist system in its early days had a commercial character, and hence the first stage of this system was called commercial capitalism.
Third: Stages of Development of the Capitalist System and its Evaluation
The capitalist system developed through three stages:
1. Stages of development of the capitalist system:
2. a. Stage of Commercial Capitalism (1450-1750): This stage was characterized by the accumulation of money through plundering the wealth of the New World, the development of cities, the increase in monetary transactions, and the emergence of banks and free exchange.
3. The era of commercial capitalism in Europe began approximately from the mid-fifteenth century and continued during the seventeenth century, and its impact on economic life remained until the mid-eighteenth century when industrial capitalism began to take its course in European societies. During this stage, trade and exchange dominated both agricultural and industrial activities, as everything produced was produced for the purpose of exchange, i.e., for domestic and foreign trade (commercial capital dominated agriculture and industry and placed them directly in the service of trade). This stage also witnessed the emergence of the capitalist mode of production, both in agriculture and industry. Accordingly, two social classes differing on an economic basis appeared: the class of capitalist employers and the class of wage-worker employees, linked by a contractual relationship.
4. After European states achieved their political unity, they began working to achieve their economic unity and strength. The latter began intervening in economic life on a wide scale starting from the sixteenth century. Its role was no longer limited to enacting legislation and laws, but its role extended internally to regulating trade and industry, with the state itself producing or encouraging a specific industry. Externally, it set rules to regulate its foreign trade affairs, such as prohibiting the export of a specific commodity. This policy was termed commercial policy or Mercantilism, which prevailed in Europe, Spain, France, and Portugal until the mid-eighteenth century.
The spread of this commercial policy was helped by the emergence of a new social class that quickly gained a prestigious status in the economic, social, and political life of a number of European countries. This class was composed of merchants, business owners, and financiers, whose interests harmonized with the interests of the nation-states (the kings). Their uniqueness increased, and protecting their interests became a concern for politicians, and thus state policy tended to achieve the interests of this group.
Since the strength and wealth of the state were determined by the amount of precious metals (gold and silver) it possessed, it was in the economic interest of the emerging state in Europe to support its political influence with economic strength by obtaining the largest possible amount of precious metals. The ruler (the king) took charge of managing the state's efforts for this purpose, whether through exploiting mines under its control or through foreign trade. The policy of the mercantilists took different forms, which we summarize as follows:
· The Bullion Policy in Spain (16th century): Commercial policy in Spain took the form of bullionism, considered the simplest form of commercial policy. This policy was based on the state obtaining precious metals directly, whether by exploiting its own mines or those of its colonies, and preventing their outflow. This policy was in line with the situation in Spain in the sixteenth century, where large quantities of precious metals flowed to it from its colonies in America, Peru, and Mexico. Thus, the only requirement was to retain them and prevent their outflow. To achieve this goal, Spain, in addition to prohibiting the export of gold and silver, forced Spanish exporters to bring back the proceeds of their exports in the form of cash, while forcing foreign exporters to take the proceeds of their exports to Spain in the form of Spanish goods, not in the form of money (gold and silver). This was in addition to devaluing the Spanish national currency (nominal value) against foreign currencies in order to attract them inward and thus prevent the national currency from flowing abroad. All this led to a flow of large quantities of precious metals into the Spanish treasury, which increased the quantity of money in circulation, leading to a rise in the general price level. This initially encouraged some industries and trade activity, considering that the merchant or industrialist made profits in light of rising prices. However, this price rise continued until it reached record levels, and amid the Spaniards' neglect of agriculture, this led to the collapse of the economic situation in Spain and a paralysis in foreign trade, which led to the outflow of large quantities of precious metals that were smuggled abroad due to loss of confidence in the Spanish economy.
· The Industrial Policy in France (17th century): France did not have mines rich in gold and silver like Spain, so its commercial policy was different from the bullion policy. Therefore, France during the seventeenth century, under the leadership of Minister "Colbert", implemented a policy aimed at influencing the volume of precious metals owned by the state by establishing a strong industrial base capable of international competition, enabling it to increase exports over imports and achieve a surplus in the trade balance. The focus was on industry because agriculture is more susceptible to weather fluctuations and because the value of the industrial product is relatively higher compared to the agricultural product for equal quantities. This was in addition to establishing a strong naval fleet and setting up companies specialized in foreign trade.
· This industrial policy was implemented by reducing production costs (reducing wages and prices of food products), in addition to assisting projects by providing tax exemptions and granting other privileges (providing tools of work, using foreign technical labor). This was in addition to establishing industries and projects owned by the state, along with protecting national industry by imposing high customs duties on foreign products that had a local equivalent, while exempting imports of raw materials necessary for local industry from customs duties. This was in addition to granting subsidies to export companies to increase their competitiveness in the foreign market.
· All these measures contributed to encouraging national industry and thus contributed to the entry of considerable amounts of precious metals by achieving a surplus in the trade balance.
· The Commercial Policy in England (17th and 18th centuries): The situation in England was not similar to that in both France and Spain. Consequently, the main focus of commercial policy there was directed towards acquiring precious metals through trade with the outside world (foreign trade) and thus achieving a surplus in the trade balance that ensured the entry of precious metals (gold and silver), as well as by giving great attention to the English naval fleet for the services of maritime transport it provided, as maritime transport services represented invisible exports (balance of commercial operations) and contributed to obtaining precious metals.
· In this stage, collecting precious metals no longer became an end in itself but merely a means. The goal was to open external markets for English goods and products.
The issuance of the Cromwellian Law of 1651 (amended in 1660) and the measures it included, such as lowering the interest rate, exempting national products from taxes on exports, and supporting export industries by reducing production costs (workers' wages), helped to embody all this. The law also included, among other items, that ships engaged in trade with the outside world must be owned by Englishmen (¾ by English persons) and that at least [the crew must be English? - the original text seems cut off here: "وأن يكون على الأقل."].
b. Stage of Industrial Capitalism (1750 - late 19th century): This stage was characterized by scientific and technical development, the discovery of new energy sources, in addition to the intensive use of machinery, and the emergence of capital concentration and monopolies.
Industrial capitalism can be defined as the system in which mechanical progress, resulting from the control of capital over the industrial and productive apparatus, whether in the form of factories or modern workshops that use machinery as the basis of the production process, crystallizes.
The European economic system developed from a feudal economy to a commercial capitalist system, but capitalism did not stop there; it developed until it reached industrial capitalism in the eighteenth century. The most important event associated with this development was the Industrial Revolution. The production method (mix of factors of production) changed by replacing the tools previously used in production with machines, and what is known as the machine tool appeared. This stage was called industrial capitalism due to the huge capitals that became employed in industry, and the productive apparatus in this system became one with massive productive capacity. The system changed from what it was before; trade was the center of basic activity under commercial capitalism, and industry was always in place to serve trade. As for industrial capitalism, industry occupied the main center because it is what governs economic activity, until the Industrial Revolution emerged. This stage was characterized by intense competition which soon turned into the stage of monopoly in the second half of the nineteenth century, where capitalism entered the stage of monopoly which led to the economic division of the world among international monopoly unions. This happens when monopolists take paths to monopolize the world, beginning by resolving the conflict among themselves by dividing the local market. After saturating it with goods, the stage of conflict among various major monopolies over external markets begins, where these monopolies resort to the policy of dumping the market according to demand and at prices lower than those applied in the country of origin, and sometimes at prices less than the cost price, as a final measure to crush competitors. These monopolies cover their losses at the expense of their citizens, benefiting from customs duties on imported goods. The conflict among monopolists continues until their number shrinks due to market forces, thus appearing few monopoly groups from various capitalist countries relying on international institutions dedicated to serving the system of globalization, contemporary capitalism, namely the World Trade Organization (WTO) and the International Monetary Fund.
c. Stage of Financial Capitalism and its development (late 19th century): The stage of financial capitalism was characterized by the evolution of the function of banks towards the field of investment and the emergence of new forms of companies, in addition to the increasing influence of stock exchanges in the economy and the emergence of financial concentration (holding companies), which made banks control the capitalist system.
Industrial progress and the need to finance major projects imposed transformations in the structure and function of traditional family-owned banks. New banks appeared, similar to joint-stock companies, whose function was not limited to granting loans to merchants and industrialists only, but they began to employ part of their capital in industrial activity, thus turning into an industrial capitalist banking institution. Thereby, industry became subject to the domination of banks.
5. Evaluation of the Capitalist Economic System: The capitalist economic system achieved several advantages and disadvantages. Among the advantages it offered are the following:
· Satisfying the private desires of individuals as a result of economic freedom and the profit motive.
· Satisfying the desires of consumers as they are the source of profit for producers, as well as their benefit from the results of free competition.
· Increasing worker productivity and motivating them materially.
· Improving production methods and techniques, thus improving it quantitatively and qualitatively.
· Among the merits that can be attributed to the system of economic freedom is its role in preparing the suitable climate for the occurrence of the Industrial Revolution and the subsequent development in production and its means, and the emergence of a large number of productive, commercial, financial, and monetary companies and institutions, whether local or international.
However, the application of the capitalist system in its ideal form, when applying the principles of the doctrine of economic freedom, lasted only for a short period that may not exceed half a century, due to the imbalance this system caused in the economic and social structures of the countries that applied it, which led the governments of these countries to intervene in economic activity to influence the course of events.
Among the negative effects of this system, we mention:
· The emergence of large monopolies, rising prices and profit rates, and decreasing real wages for workers, which led to the emergence of large disparities in the distribution of income and wealth and created an atmosphere of tension between capitalists and workers.
· The capitalists' pursuit of increasing production while reducing costs led to the spread of unemployment and the emergence of economic crises.
· The conflict of private interests sometimes with the public interest of society.
· The inhumane exploitation of workers and the deprivation of some of their rights.
From the above, it can be said that the capitalist system failed to implement its theoretical model due to this model's inability to keep pace with the economic changes and developments brought about by the Industrial Revolution, in addition to its inability to avoid the drawbacks of this development in its economic, social, and environmental aspects without direct government intervention. Government intervention in economic activities in capitalist countries has become a fixed characteristic of all governments. It can even be said that the modifications introduced to the principles of the capitalist system and allowing government intervention, through fiscal, monetary, commercial, and productive policies, are what guaranteed its continuity to the present time.
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