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C H A P T E R  1

From strength to strength

The year 2017 will go down as a quantum leap 
in the history of free trade. On 1 July of this year, 
some 1,300,000,000 people became part of a colossal 
common market; goods checks, tedious customs 
forms and long queues at border posts are now all 
things of the past. This change also means companies 
no longer have to maintain storage facilities within 
relatively small geographical areas and can kiss good-
bye to elaborate inter-state logistics (which, curiously 
enough, often involved goods being sent on detours 
via distant lands and reimported into the original 
country…). We are of course talking about India, a gi-
gantic federation that has never enjoyed free trade 
within its own borders. Narendra Modi, the country’s 
indefatigable prime minister, has successfully grasped 
a nettle that his predecessors, many of whose constitu-
ents were wallowing neck-deep in the morass of 
economic inefficiency, had broached either half-
heartedly or not at all: he has embarked on the long-
overdue liberalisation of the domestic market.

India pundits and free trade purists will protest 
that Modi’s latest tax reform is equally half-hearted. 

They will claim that it is largely motivated by fiscal 
considerations – the average rate of VAT is unlikely to 
fall – and that, with its notoriously conservative and 
opaque structures, the mills of renewal in any case 
grind more slowly in India than in virtually any other 
country. This reform, they will doubtless contend, is 
no more than what the Neue Zürcher Zeitung has dub-
bed a Meilensteinchen (“mini-milestone”). Thinking 
back to the bureaucracy we encountered on a recent 
visit to Delhi (no breakfast without a passport photo-
copy and handwritten registration in a huge logbook at 
our guesthouse), one might be tempted to agree with 
this assertion. And yet, while far from perfect, the re-
form is unquestionably a big step in the right direction 
– and, crucially, it is irreversible. A crack is all it takes 
to open the floodgates. Furthermore, this liberalisation 
process is taking place not in some sparsely popula-
ted backwater but in what is soon to be the most popu-
lous country on earth; a land boasting dynamic, 
multi-lingual and often well-qualified young people 
who are determined to create a better life for this 
generation and those that follow.

India’s quantum leap towards free trade stands 
in stark contrast to the tortuous deliberations at this 
year’s G20. While plenty of lip service was paid to 
globalisation in Hamburg, a merchant city once the 
jewel of the Hanseatic League, the challenges are 
clearly becoming ever more intractable. Although of 
all people hardly best placed, Xi Jinping, the president 
of China and the leader of a nation that – while de facto 
state-capitalist and dirigiste – is nominally still commu-
nist, has been proclaiming himself a champion of free 
trade since the 2017 World Economic Forum, even as 
the commander-in-chief of the world’s most globalised 
economy, President Donald Trump of the USA, is 
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sending out bizarre mercantilist signals; for his part, 
Prime Minister Shinzo Abe, more insular than practi-
cally any Japanese head of state before him, speaks of 
globalisation and free trade in the kind of high tones 
habitually struck by EU representatives (who typically 
see the single market as a highly regulated, fortress-
style construct) and those wishing to exploit such an 
entity for political ends. While all this was going on, 
anti-globalisation demonstrators taking part in the 
G20’s fringe entertainments were cheerfully raising 
bloody welts on one another’s skulls in furtherance of 
their own amorphous agenda.

Oh, vale of confusion! This edition of bergsicht 
seeks to explore the ideas of free trade/globalisation 
within the context of (i) the digitisation-induced 
megatrend of plummeting information and transaction 
costs that we have identified on several previous occa-
sions, and (ii) the unmistakable shift towards a re-
regionalisation of the world. In so doing, we shall make 
some strategic recommendations for companies as 
well as for the small open economy that is Switzerland.
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Difference and change

Unlike the situation with monetary policy, 
where the strategy of quantitative easing that continues 
to find favour with the major central banks is skating 
on thin – or indeed non-existent – theoretical ice 
(and in our view is thus fraught with risk), free trade 
operates within a mature and largely undisputed the-
oretical framework describing the exchange of goods, 
services and capital. At the heart of this framework is 
the fundamental acknowledgement that people and 
nations, and their objective or subjective circumstan-
ces, differ; an acceptance that we inhabit a world in 
which contrasting climatic zones, varying distribu-
tions of natural resources and disparate legal systems 
are arrayed alongside distinctive personal preferen-
ces for this or that pattern of work or consumption 
and, ultimately, different individual expectations. It is 
important to recognise and appreciate this axiom of 
difference, as Procrustean, homogenising influences 
are all too often allowed to infiltrate real-life schemes 
purporting to promote free trade and exchange. Such 
urges may well be the biggest and most dangerous pit-
fall for structures like the EU’s “single market” which, 
while nominally created to encourage free exchange 
and trade, are, in practice, predicated on the realisation 
of a “level playing field” – where homogeneity, rather 
than its antithesis, difference, is posited as a precondi-
tion. Our undissembled distrust of the European sin-
gle market rests on precisely this conceptual 
confusion. 

Wherever there is diversity among people and 
their objective and subjective circumstances, the need 
for cooperative exchange will arise; the story of 
Robinson Crusoe turns into a narrative of commerce 
and trade as soon as his fellow castaway Friday turns 
up. The non-cooperative alternative to exchange is vio-
lent expropriation and/or its derivatives, such as the 
“voluntary” rendition of sacrifices, or forced labour, or 
the imposition of feudal tribute with no adequate 
consideration in return. The advantage of cooperative 
exchange is that it elicits positive production incentives 
on both sides, thereby enhancing prosperity. Exchange 
and trade are thus not only rooted in diversity, they 
also invariably result in change, which in turn genera-
tes extremely powerful momentum. Humans are likely 
to have intuited this at an early stage in their cultural 
development and the cooperative chapters of our co-
existence (with more or less free exchange) probably 
far outweigh the uncooperative ones (shaped by seizure 
and strife). However, as heroic deeds make for more 
appealing tales of derring-do than reports of dependa-
ble business deals, our historical perception has been 
selectively skewed. We know that the Phoenicians 
were a merchant people, and we credit these, our 
highly cultivated ancestors, with inventing the Latin, 
Greek, Arabic and Indian (!) scripts that are still in use 
to this day. No small achievement. Yet we know so 
much more about King David, Alexander the Great, 
Achilles and Agamemnon, Julius and Augustus Caesar, 
and it is they who have become the protagonists of 
plays, operas and musicals. Human beings, even mod-
ern ones, suffer from a mental asymmetry, a proclivity 
for “events, dear boy, events”. Day in, day out, 
thousands of boats, planes and trucks circle the globe, 
transporting millions of goods consignments in a se-
quence of operations of staggering scale and complexi-
ty – yet most people are oblivious to this Herculean 
effort. A threatened boycott, or some violent inter-
vention, on the other hand – now that’s the news we 
rush to print, even if it is materially and quantitatively 
trivial in the wider scheme of things.

In short, there is a gaping disconnect between 
all the wholly unremarkable things that routinely go 
on and what is perceived as important, and it is cor-
respondingly difficult for something as unglamorous 
as the free exchange of goods and services to find 
genuine advocates. Win-win scenarios? Increased 
prosperity? Positive production incentives? Each is 
more humdrum than the last – while targeted inter-
ventions and actions, specific steps taken to achieve 
concrete objectives, all seem tantalising. Who re-
members Arthur Dunkel these days? He was the 
(Portuguese-Swiss) hero of GATT from 1980 to 1993, 
and a trailblazer for the World Trade Organisation 
(WTO). But where is his memorial? Although he has 
undoubtedly done more to fight poverty and hunger 
around the world than many aid organisations and 
NGOs combined, his German-language Wikipedia 
page dedicates a paltry two lines to his career. The 
lop-sidedness of our perception of cooperative and 
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non-cooperative modes of behaviour should be 
borne in mind when we come to assess contemporary 
attacks on free exchange and globalisation later in 
this bergsicht.
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From Mun to Smith and Ricardo

Notwithstanding the aforementioned asymme-
try issues associated with intuitive perception, the his-
tory of economic theory reveals a fairly consistent 
progression from largely non-cooperative to highly 
cooperative. The originator of mercantilist theory, 
sometime director of Britain’s East India Company 
Thomas Mun (1571 – 1641), summed up its essence in 
his book England’s Treasure by Foreign Trade (1664) as 
follows: “The ordinary means therefore to increase 
our wealth and treasure is by Foreign Trade, wherein 
we must ever observe this rule: to sell more to strangers 
yearly that we consume of theirs in value.” It is no great 
leap from the idea of a nation increasing its wealth and 
treasure through a trade surplus to the concept of ex-
propriation manu militari, which arguably underpin-
ned the East India Company’s business model. The 
notion that being able to choose between cheaper, im-
ported items and more expensive, domestically produ-
ced goods might enhance the wealth and wellbeing of 
the people – of consumers – does not seem to have 
featured in Thomas Mun’s thinking; the yardstick of 
mercantilism is the difference between exports and 
imports – in the Twitter lingo of a certain latter-day 
mercantilist, a trade deficit is a priori “bad, very bad”. 
Low-cost domestic production, carried out by a low-
wage workforce, was always one of the core objectives 
of real-world mercantilism; value creation would not 
enter the equation until much later.

Mercantilism reached its high-water mark in 
French economic policy under Louis XIV during the 
second half of the 17th century, when the king’s chan-
cellor of the exchequer and de facto prime minister 
Jean-Baptiste Colbert (1619 – 1683) pulled out every stop 
to maximise the size of the state’s treasury; wherever 
pre-industrial manufacturing failed to achieve a price 
advantage over imported goods, taxes and duties were 
imposed to tip the balance, a state of affairs that was 
to prove one of the principal triggers of the French 
Revolution about a century later. The financial de-
mands of the French court and a series of expensive 
wars became the rock on which domestic prosperity 
was to founder, therein also exposing the key weakness 
of the mercantilist approach. While there are some 
overlaps between the mercantilist approach and run-
ning a business, in the end a country is not an entity 
built for the benefit of its owner – it has people as well, 

to whom the available capital stock, living conditions 
and individual wealth are more important than any 
treasures accumulated by a distant and powerful elite.

Mercantilism was followed by the theory of abso-
lute advantage, as formulated by the Scottish moral 
philosopher Adam Smith (1723 – 1790), according to 
which countries should concentrate on the activities 
for which they are most suited and can thus produce 
most inexpensively. The free exchange of goods produ-
ced in this way for items that others can produce more 
cheaply and for commodities required for domestic 
production creates greater advantages for both sides 
than an approach based on self-sufficiency. Adam 
Smith believed customs duties should be abolished 
and for this reason is considered the father of free 
trade. Dirigisme was a term not in his vocabulary; he 
was convinced that the market would achieve an equi-
librium between the outputs of individual countries 
on its own, as if “guided by an invisible hand”. The the-
ory of absolute advantage consequently offers fewer 
practical pointers for economic policy than mercanti-
lism, and the classic accusation levelled at Adam Smith 
– that “Manchester Liberalism”, with all its darker fac-
ets, stems from this theory – is therefore unfounded. 
Viewed in the cold light of day, that particular phase of 
British economic history instead resembles a bubble 
inflated by modern technology and cheap raw materi-
als from the colonies (a mercantilist scenario if ever 
there was one), with all its attendant negative conse-
quences.

Adam Smith’s theory was refined in the 19th 
century by David Ricardo (1772 – 1823), who introdu-
ced the concept of comparative advantage, according to 
which the basis for making cost comparisons should 
not be the absolute price expressed in pounds, shil-
lings and pence, but that of an alternative activity. 
Ricardo held that an economy (of a state, but also of 
individual companies or persons) based on considera-
tions of opportunity will achieve its optimum with a 
mix of cheaper and more expensive products and ex-
change with entities featuring different opportunity 
costs. The great advantage of Ricardo’s foreign trade 
model is that it a priori excludes neither “inferior” 
countries nor a certain degree of self-sufficiency at 
higher cost, creating instead a solid economic founda-
tion for both and approximating to reality far more 
closely than mercantilism or the theory of absolute 
(cost) advantage. The benchmark for Ricardo’s model 
is not the balance of trade but general welfare – as re-
flected in GDP, for example.

Ricardo’s theory was also developed and refined 
– by the two Swedish economists Heckscher and 
Ohlin, among others – who were convinced that factor 
prices between countries would converge even if pro-
duction factors (e.g. labour) could not move unhin-
dered across borders, provided that production 
technology was freely available internationally. Heck-
scher and Ohlin were thus bellwethers, at the turn of 
the 20th century, of a process of globalisation that has 
been on the march for over 25 years now.
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On balances, imbalances  
and orders of magnitude

After this short historical excursus on theories 
of trade, it makes sense to run through some terms, as 
many partially incorrect, or at least problematic, per-
spectives on free exchange and trade are castles built 
on semantic sand. Macroeconomics assumes the exis-
tence of a balance of payments for territorial entities 
such as nation states or unions (e.g. common mar-
kets). The balance of payments is an umbrella term 
used to describe the balances of a nation’s (or eco-
nomic area’s) trade, services, current transfers and 
capital accounts. 

The trade account records income from goods 
exports and expenditure on goods imports; the servi-
ces account records income from/expenditure on the 
export and import of services; and the current trans-
fers account records transactions such as debt write-
offs and/or cohesion payments to overseas recipients. 
Taken together, trade, services and current transfers 
make up the current account; its counterpart, the capital 
account, records capital imports (e.g. the acquisition of 
domestic securities by foreign purchasers) and capital 
exports, which come about when a domestic company 
sets up a subsidiary abroad, for example. 

If a country’s current account strays into neg-
ative territory, foreign capital has to make up the 
difference; this is known, somewhat inaccurately, as 
a trade deficit – of the kind the USA has been not-
ching up for quite some time. Since the end of the 
Bretton Woods Agreement in 1971, the Americans 
have been financing their private consumption, in-
vestments and government activity with funds from 
abroad, and the deficit has hovered between 4% and 
6% of GDP over the last few years; in hard cash 
terms, the annual financial shortfall amounts to 
some USD 500 billion. This looks, and presumably 
is, structurally precarious, as the (economically) 
long overdue correction of this imbalance via re- or 
devaluation of the currencies concerned has yet to 
occur. The Chinese (who, as the principal foreign 
supplier of goods to US consumers, stand to be most 
directly affected) have been accepting American se-
curities for years and without demur; one upshot of 
this has been a colossal accumulation of foreign ex-
change reserves in the People’s Republic, which cur-
rently stand at about USD 3,000 billion. These 
holdings were a whopping USD 1,000 billion higher 
in 2014, however; China’s huge investment projects 
around the globe seem to have chipped away at this 
mountain somewhat, and the Chinese treasury is 
now itself running a large deficit and looking to-
wards overseas sources for finance. 

If – as is politically clearly intended – a “fairer” 
commercial relationship were to be sought bet-
ween the USA and China, and if this were to result 

in a reduction of the trade deficit, then the USA 
would have to finance more of its undertakings do-
mestically. Macroeconomists frequently speak of 
the identities between total economic output and ag-
gregates such as consumption, investment, govern-
ment activity, savings and external financing; in 
layman’s terms, this simply means that the payment 
side and the financing side of a country’s national 
accounts must balance out. So, if foreign financing 
of the US economy were ever to dry up, the funds 
would have to be mustered from within. But how in 
the world the Americans might be persuaded to put 
more money aside for a rainy day, and how this might 
be achieved without whetting their appetite for 
saving through higher interest rates, remains a 
mystery. Or to put it another way: it is all very well 
bandying about phrases like “excessive trade defi-
cit” and “net imports are bad, very bad”, but it is 
doubtful whether the consequences of a genuine 
change in direction have been properly thought 
through.

We should emphasise at this juncture that the 
map of global trade flows overleaf raises important 
questions with respect to sustainability. Besides the 
ongoing imbalance in the relationship between the 
USA and China, China’s marked dependence on 
energy from the Middle East is troubling to the extent 
that the USA now sources virtually none of its oil 
from this corner of the world, yet it is the principal 
guarantor of its security. The USA has consistently 
moved closer to energy self-sufficiency in recent years; 
the military consequences of this act of liberation in 
energy policy are yet to unfold, but are hanging in the 
air. China’s military build-up and vision of itself as a 
supra-regional hegemon are more than just work in 
progress.

Much like China, Germany also faces signifi-
cant export-related imbalances, although machinery 
and equipment, rather than consumer goods, are the 
chief cause of concern here. As was pointed out in 
The Economist at the beginning of July, Germany’s 
trade surplus of some USD 300 billion exceeds in ab-
solute figures even that of the People’s Republic of 
China (USD 200 billion in 2016). Similarly, only a 
tiny share of Germany’s export profits has been 
passed on to its workforce, whose wages have scarce-
ly risen over the last few decades. Is this closet mer-
cantilism, an effort to pump up state coffers? Is the 
successful stabilisation of the euro by the ECB ulti-
mately a function of this unprecedented situation? Is 
there a danger of currency shifts over the medium 
term as a result? The Economist prescribes a hike in 
real wages and increased government spending for 
the Germans; this seems reasonable enough, but 
with an unemployment rate of just 4%, how should 
all this come to pass without unleashing a major 
spike in inflation? And how, pray, is a country sup-
posed to take action if it is shackled to a single cur-
rency and hence no longer has the relevant economic 
and monetary instruments at its disposal?
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Challenges and deviations

The heated debate about imbalances in the 
global economy and the perennial question of free 
trade’s overarching aims should be viewed through 
the lens of humankind’s inherent urge to maintain the 
status quo and look after its own; people lean towards 
defending their nearest and dearest and safeguarding 
their private possessions. The abstract – and pejorative 
– term “protectionism” is often used to describe the 
phenomena engendered by this urge, but closer in-
spection suggests that such behaviour is neither as 
inappropriate nor as negative as it might initially 
seem. Anything but – there is, for example, a good 
case for bolstering a country’s self-sufficiency, espe-
cially in times of crisis (i.e. when domestic or foreign 
supplies are interrupted, either temporarily/partially 
or lastingly/entirely). In such circumstances, ensuring 
a suitable level of domestic production capacity is 
considered a state responsibility; the alternative is to 
maintain adequate stockpiles, but this may not be 
practicable for all types of goods. “Crisis”; “suitable 
level”; “may not be practicable” – the vocabulary is 
qualitative in nature and leaves a good deal of room 
for interpretation. In short, the self-sufficiency argu-
ment can be hijacked and used to mask different or 
more ambitious ends. Caution is thus counselled.

Whichever approach to self-sufficiency one 
adopts, the notion will always run more or less 
counter to the principles of free exchange and 
trade. Even the practice (favoured by free-market 
economists) of making direct payments to domestic 
producers in sectors deemed critical for self-suf-
ficiency will ultimately distort import and export 
markets, and protective duties or volume restric-
tions to prop up high domestic prices are of course 
more problematic still. Worst of all – that is to say, 
most costly to an economy – are the hybrid protec-
tions that are such a feature of the agricultural 
sector across most of the developed world. The 
result? Milk lakes, butter mountains and “planned 
economy”-style interventions in the free market. 
The most devastating aspect of this is that all those 
involved are convinced they are doing the right 
thing and making a useful contribution, from the 
individual stockmen through the heads of farming 
associations to the relevant ministers, and it is im-
possible to condemn them for it, as they are carry-
ing out a legal mandate – or at least they think they 
are.

These types of measures designed to shield 
agriculture are now creeping into other sectors of 
the economy, too – and not just those explicitly 
linked to self-sufficiency; energy production and 
distribution, healthcare and the labour market in 
particular are becoming targets. People are placing 
more faith in specific, concrete interventions than 
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in the abstract, invisible hand of market forces. At 
least part of the blame for this trend must be laid at 
the door of academics: economists, and particularly 
proponents of public choice theory, have largely 
failed to recognise and manage conflicting goals 
such that they can be communicated and leveraged 
effectively in the political process. The drive for 
open markets is ultimately and fundamentally at 
odds with the drive for self-sufficiency; simple 
principles and total transparency are key and repre-
sent the only means to avoid accusations of favourit-
ism. A default policy of non-intervention – i.e. 
liberty as a matter of principle – would certainly be 
a laudable rule of thumb for decision makers... 

In addition to the sectors mentioned, pro-
tectionist tendencies are apparent in virtually every 
other area of the economy – whenever existing do-
mestic production capacity (and the associated 
jobs) “need” to be safeguarded, for example, or 
fledgling industries and service companies “need” 
to be built up. It is astonishing how often domestic 
production capacity is subsidised with public funds 
under the banner of “promoting innovation” without 
anyone crying regulatory foul. Despite all the 
ardent professions of faith in free trade, the quasi-
mercantilist theories of thinkers like Mun and Col-
bert are enjoying considerable popularity – thanks 
to their specific, political appeal in the real world.

When taking up the protectionist cause, 
either covertly or overtly, the instruments available 
to governments generally include the following: 
customs duties, quotas, import taxes, domestic 
subsidies, export-boosting foreign subsidies, non-
tariff measures and strategically advantageous, self-
imposed limits. Then there is always the option of 
intervening in capital flows, but any such action 
would be tantamount to non-cooperative expropria-
tion. We shall return to this later.

In an assessment of protectionist instru-
ments, customs duties – which were once the greatest 
impediment to a general increase in prosperity – 
might nowadays be considered relatively harmless. 
For a start, such impositions are transparent and 
thus unproblematic as far as expectation formation 
is concerned, and secondly, GATT, and its succes-
sor the WTO, have achieved their most impressive 
results in this domain: average customs duty has fal-
len from more than 40% when GATT was launched 
in 1947 to barely 5% today. It is becoming ever more 
difficult to maintain overt subsidies and other mea-
sures designed to advantage domestic providers (or 
disadvantage foreign ones) – Switzerland will have 
to bid farewell to the Schoggigesetz, a law compensa-
ting Swiss food exporters for the high price of do-
mestic agricultural goods, by 2020, for example.

Non-tariff trade barriers, which are anything 
but transparent, are of ever greater consequence, 
however. (The Byzantine complexity of the non-
tariff world came to public attention in 2010, when 
Hans Rudolf Merz, Switzerland’s Finance Minister 

at the time, broke down in a fit of giggles during a 
convoluted parliamentary speech on the implica-
tions of spiced salami import regulations for a Swiss 
cured meat known as Bündnerfleisch.) It is in the na-
ture of the beast that a predilection for muddying 
regulatory waters may also prove a formidable 
weapon for preserving existing structures – for the 
benefit of powerful industrial or other players; this 
is especially true of developed economies and large 
common markets such as the USA and the EU. In 
less developed economies, particularly emerging 
markets, a double whammy of regulation (which is 
only marginally less complex than in advanced econo-
mies) and local corruption has created an invest-
ment trap for Western firms. Under the pretext of 
introducing new, and supposedly improved, legisla-
tion, fresh conditions are often imposed overnight, 
with existing agreements revoked and de facto ex-
propriations carried out. “Grandfathering”, the 
protection of longstanding acquired rights, is ap-
plied only in limited circumstances – if at all – or for 
a restricted period of time. This development has 
become problematic – and in some respects down-
right dangerous – as in these parts of the world, too, 
there is a growing appetite for criminal prosecution 
of fundamentally civil matters; management posi-
tions can thus be freighted with substantial per-
sonal risk. Who would want to go to prison in a 
third-world country, even if it were only for a few 
days and nights on remand?

International free trade’s true Achilles heel is 
to be found elsewhere, however. As we have pointed 
out, there is a yin to the current account’s yang – 
the capital account. Transactions involving goods 
and services are usually effected via direct settle-
ment or credit and this is where the international 
payment system, i.e. the gigantic global network of 
banks and clearing houses, comes into play. Until a 
couple of years ago, the money circulating within 
this system was treated as a commodity, a homo-
geneous asset; scant, if any, attention was paid to its 
provenance once it had arrived at its destination.

Yet in recent years, efforts to impose interna-
tional sanctions on wayward states, initiatives to 
combat cross-border financing of terrorism, the 
war on drugs, and a clampdown on tax evasion have 
all contributed to an unprecedented de-anonymisa-
tion of payments and capital flows. The watchword 
here is “traceability”, and this development, com-
bined with massive and ongoing increases in the 
justiciability of economic processes on the back of 
increasingly impenetrable regulation, poses a clear 
and present danger to free global trade. Moreover, 
it is worth remembering that, thanks the worldwide 
use of the USD as a means of payment, US jurisdic-
tion effectively extends far beyond the sovereign 
territory between sea and shining sea. It should 
also be noted that traceability-related risks have 
caused many banks to discontinue once-standard 
services; this has made it difficult for many financial 
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institutions to carry out bank transactions for 
smaller or “peripheral” states, let alone for “high-
risk” countries.

C H A P T E R  6

Win-win takes all

So is free trade – globalisation itself – in dan-
ger? It is. But then it always has been, not least for 
ideological reasons. The “win-win” logic at the heart 
of comparative advantage has long been beyond the 
wit of some, and no doubt ever more shall be so: ad-
vantage without disadvantage? No way, José! And if 
one sees economic activity as a sequence of discrete, 
static occurrences, this zero-sum vision even makes 
some sense; but in the dynamic world of commerce 
– a worldwide web of overlapping processes and de-
pendencies – the static viewpoint is completely in-
adequate. It refuses to die, however, eternally arming 
both unsophisticated anarchists and well-intentioned 
preachers with a convenient excuse to rail against 
the injustices of the world. 

As mutual benefit through exchange and com-
merce is based on thousands of years of human expe-
rience, however, and over recent centuries has also 
been systematically worked up into a coherent theo-
ry to boot, we do not see any fundamental risk to the 
notion of free trade. On the contrary – we expect 
serious pressure to be exerted by the less developed 
countries in future, with a view to breaking into 
hitherto jealously guarded protectionist provinces 
of the global economy, notably agriculture. There is 
absolutely no economic case for countries and entire 
regions to continue blocking the forces of specialisa-
tion in precisely the sector where, thanks to the cli-
mate, differences in factor endowment are most 
pronounced. The West’s agribusiness cartels, which 
hide behind an untenably broad interpretation of 
self-sufficiency, will begin to crumble.

Furthermore, and perhaps more importantly, 
there is no escaping the fact that the purely territori-
al aspects of a nation state (i.e. an economy and its 
foreign trade policy) are becoming increasingly irre-
levant in the world of modern business. Where on 
earth is an Apple iPhone manufactured, for example? 
In California? In China? Or perhaps even in 
Switzerland’s Heerbrugg, where the SFS Group sup-
plies the 20 screws required to hold the whole thing 
together? Whose books should record the transac-
tion? Where does the profit end up? The dense net-
work of cross-border linkages of even small companies 
is encouraging – a genuine, radical relapse into pro-
tectionism would be self-defeating as it would in-
evitably disrupt extremely efficient, specialised 
processes and hamstring the global economy every-

where. In this respect, high levels of Chinese invest-
ment in Western firms are likewise a source of 
optimism, even if ominous state-run entities inevita-
bly have their fingers in the pie… Every additional 
yuan China invests abroad pushes exclusively mer-
cantilist thinking further out of the picture.

There remains one cause for concern, how-
ever, and this may well be revisited in greater depth 
in a later edition of bergsicht: the current and future 
perils facing the free movement of capital. The key 
trend here is “decommoditisation”. It is quite possi-
ble – and this applies not only to cash and capital 
flows, but far further afield, in the spheres of agricul-
ture and commodities as well – that the days when 
global trade was all about large-scale transactions 
involving homogeneous goods (the days when oil was 
oil, wheat was wheat, pork bellies were pork bellies, 
and a dollar was a dollar) will soon be over. “Trace-
ability”, right down to the ultra-granular tracking of 
individual machinery parts, for instance, is set to 
make its presence felt in global goods flows. Why? 
Quite simply because it has become technically 
feasible to do so, now that data storage and proces-
sing cost next to nothing. The era of mass silos and 
bulk blending of more or less interchangeable pro-
ducts is nearing its end; stripped of anonymity, 
everything is becoming documentable. Rapidly 
emerging “blockchain” technology (cf. edition 17 of 
bergsicht), which enables transactions between 
parties to be recorded unambiguously and verifiably 
in a public ledger, will supercharge this development. 
Total traceability is just around the corner.

This will open up undreamt-of opportunities 
for managing diversity – there can be no traceability 
without the appropriate detectors and data clouds – 
and, oh happy day, those who supply the world with 
products will suddenly have to take responsibility 
for their merchandise. In a highly specialised world, 
however, traceability will also beget unimagined 
liability risks and result in a complication of busi-
ness processes for which scarcely a soul is prepared. 
Traceability, by its very nature, may have repercus-
sions for both large multinational and tiny supplier 
alike; no one will be beyond the reach of this new-
found transparency.

World trade will thus continue to evolve to-
wards greater granularity. The CFOs of global com-
panies in particular should bear in mind that, in such 
an operating environment, consolidated group 
structures may conceal transfer risks. Corporations 
will only be able to cope with these conditions of ex-
treme traceability, which will permeate every fibre 
of global trade, if their business models remain con-
comitantly clear-cut. Excessive regulation (espe-
cially when “weaponised” in non-tariff disputes) and 
traceability make for uneasy bedfellows. Companies 
must make a conscious effort to become more resilient 
– that is to say, they must create highly transparent 
value chains (which extend to their suppliers’ sup-
pliers), establish and cultivate genuinely dependable 
business relationships, and ensure strict “ringfencing”, 

 bergsicht.ch — Edition No. 26, August 2017 7



even if doing so knocks a couple of percentage point 
off returns. Given the altered risk situation, neither 
the question of a company’s size nor that of the opti-
mal ratio of equity to debt should be sacrosanct – 
greater ease of traceability can encourage greed if 
too much cash is left lying around on the table.

   *

Free trade – what else? While few question that 
free trade improves economic welfare across the 
board, strong countervailing forces are seeking to 
challenge – or at least constrain – such policies. As far 
as the small open economy to which we have the 
privilege of belonging (Switzerland) is concerned, we 
see no reason for any deviation from the current, rela-
tively liberal foreign trade policy. Indeed, the overall 
economic conditions of our country will improve 
with every additional reciprocal trade or service 
agreement. By the same token, unconditional parti-
cipation in a highly regulated common market agreed 
at a global level may entail disadvantages, as the EU’s 
Markets in Financial Instruments Directive (“MiFID”) 
has revealed. In future, it will become increasingly es-
sential for a small open economy such as Switzerland 
to position itself as a platform for various types and 
levels of regulation. (When it comes to accounting 
standards for stock market listings, for instance, both 
IFRS and Swiss GAAP FER are permissible.) Given 
the diverse models and approaches adopted in the 
commercial world, why not extend this kind of regu-
latory leeway to other sectors as well?

With one eye on the growing perils facing 
global capital flows, a search for new strategic ave-
nues for Switzerland, once a major financial centre, 
could turn up some interesting options. The combi-
nation of an independent currency and clearing sys-
tem and a well-equipped, assertive and territorially 
distinct judicial system outside the major power blocs 
might add up to an attractive proposition for some – 
provided the regulations that protect (and circum-
scribe) legal rights are clear and remain stable. 

Free trade means momentum, and managing 
dynamic processes requires one thing above all: 
thorough planning and preparation. This remains as 
true for individuals as it has ever been for companies 
and countries, and its reiteration is thus something of 
a call to arms. 

KH, END  O F  JULY 2017
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