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REVISITING FRIEDRICH LIST IN A TIME OF CRISIS:
FIVE LESSONS FOR EUROPEAN ECONOMIC AND
INDUSTRIAL POLICY

Abstract: In recent years, Europe has faced a rising number of geopolitical
challenges, among which one of the most significant is its technological lag
behind the US and China. This concern is reflected in the EU policy debates
and calls for the closing of the technological gap. We frame this trend as part
of a peripheralization process that Europe finds itself in the midst of. Specif-
ically, we explore the growing technological dependency as a symptom of an
external peripheralization (i.e. Europe’s drift towards economic and geopolit-
ical marginalisation), and connect it with the problem of internal peripheral-
ization that exists on Europe’s North-South and West-East axes. We ask what
has led to Europe’s technological lag and to the mutually reinforcing dynamics
of external-internal peripheralization.

We turn for answers to the writings of the 19th century German econo-
mist Friedrich List. His work, centred around themes of economic develop-
ment, dependency, and catching-up strategies, offers key lessons for Europe’s
new economic and industrial policy that might address the problem of tech-
nological dependency while also alleviating the pressures of internal periph-
eralization. Specifically, we argue based on List that the extractive nature of
European economic integration has to change; that the exaggerated focus on
short-term market competitiveness should be replaced by a long-term nurtur-
ing of production powers;, that Europe needs more active and comprehensive
industrial policy; that technological progress should be reframed as a process
of never-ending reinvention that requires strong public guidance; and that
public interest should take a more prominent role in the development process.
We believe that Listian reading of Europe’s technological and economic de-
pendency might offer a new pathway towards addressing these issues, mitigat-
ing the process of external-internal peripheralisation, and ultimately strength-
ening European integration and Europe’s position in the increasingly volatile
international environment.
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INTRODUCTION

In recent years, Europe has faced a rising number of geopolitical challenges, among
which one of the most significant is its technological lag behind the US and China. Over
the past decades, Europe has been unable to keep pace with the technological develop-
ment trajectory set by these two global powers. The continent is highly dependent on
US digital technology companies and, to a lesser extent, also on Chinese ones. These
dependencies have reached a point where Europe’s digital sovereignty is increasingly at
risk or has already been compromised, carrying concerning geopolitical implications.
This has become particularly evident as the US has begun to use its technology policy
more explicitly as a geopolitical instrument. As a result, technological lag is gradually
becoming a strategic challenge that threatens the political autonomy of the EU and the
future of Europe as a whole. Moreover, technological dependencies contribute to widen-
ing economic gaps, contributing to clear welfare challenges across the continent.

This concern is reflected in the EU policy debates, most notably the Draghi report,
which calls for the closing of the technological gap between Europe and the US and
China, and warns against dependencies that negatively affect “European freedom” (Eu-
ropean Commission 2025). In this article, we argue that this trend is part of a periph-
eralization process that Europe finds itself in the midst of'. Specifically, the growing
technological dependency should be understood as a symptom of an external peripher-
alization—the gradual weakening of Europe’s position in the global economy, including
a growing technological lag, and the resulting drift toward geopolitical marginalization.
As we argue throughout this article, the fear of external peripheralization has increas-
ingly moved to the forefront of discussions about Europe’s future—not only economical-
ly, but also politically.

However, we argue that the process of peripheralization takes place on two inter-
twined levels. Alongside the emergence of external technology and economic divides,
Europe is also shaped by internal peripheralization, which greatly contributes to its po-
litical, economic, and societal crisis. Internal peripheralization has long been embedded
in the political and economic structure of the continent along both the North—South
and the West—East axes. However, these dynamics have intensified over the past decade
and a half, marginalizing regions on Europe’s periphery and increasingly contributing
to inner turmoil that weakens the EU and the continent as a whole. Moreover, they go
largely unnoticed on the level of EU policy, including the absence of discussion on re-
gional production capabilities in the wider debate on EU industrial policy. The Draghi
report, in recent years the most important EU strategic document, has been criticized

1 The various aspects of European peripheralization and its connections to the rise of illiberalism are
explored by Kalmar (forthcoming), where our use of the concept originates.
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for its attempts to model the European development model overtly on the US example
while lacking a robust federal budget, operating on a limited (neoliberal) model of in-
dustrial policy, neglecting the need for green and social investment, and contributing to
the increase of securitization, authoritarianism and weaponisation of interdependence
(EuroMemo Group 2025). Our article aims to show that any debate on the future of the
European economy, especially if centred on the aim to become more internationally
(i.e. “externally”) competitive, must take into account the production capabilities and
development of Europe’s peripheral regions.

In this article, we ask what has led to Europe’s technological lag and to the mutually
reinforcing dynamics of external-internal peripheralization. We argue that the domi-
nant European development model of the past decades has been grounded in neoliberal
principles, which deepened internal peripheralization, weakened the European econ-
omy and the continent’s political unity, and ultimately contributed to the widening of
technological gaps as symptoms of Europe’s external peripheralization. In the form of a
thought experiment, we present an alternative framework of a new development model
that would address the problem of technological dependency while also alleviating the
pressures of internal peripheralization. The inspiration for our proposal comes from
the writings of the German economist Friedrich List, whose work centred around the
themes of economic development, dependency, and catching-up strategies. The general-
isation and deliberate omission of List’s ideas from the mainstream economics discus-
sion, rooted in a superficial reading of his work, contributes to the underdevelopment of
these themes. In this article, we present a Listian interpretation of the challenges faced
by the contemporary European economy and identify five key lessons that can be drawn
from his work.

We argue that Europe will only be able to overcome its technological lag if it learns
from these lessons and strengthens its technological and political autonomy. This re-
quires, on the one hand, the strengthening of shared European production capacities
and implementation of a more active and comprehensive industrial policy. On the other
hand, it also demands renewed efforts at the level of individual member states, as the
strengthening of national capabilities is essential for preventing further internal periph-
eralization. A strong, resilient Europe can only be built upon prospering European na-
tions—and vice versa, strong nations can also only exist within a Europe endowed with
a stable, inclusive, bright-looking future.
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WHAT TROUBLES EUROPE? IN 2026: ON THE EXTERNAL
AND INTERNAL PERIPHERALIZATION

Over the past decades, Europe’s technological dependencies have intensified signifi-
cantly. These are particularly visible in the fields of cloud-based services and digital
infrastructures, which are dominated by major American corporations such as Ama-
zon, Microsoft, and Google (Synergy Research Group 2025). Concerns have also risen
around European dependency on American defence technologies, e.g. in the realm of
space defence (SiiB 2026). More recently, similar asymmetries have begun to emerge
in the artificial intelligence revolution, where large-scale AI development is largely con-
centrated in the US and China, while the EU occupies, at best, a follower position. Such
dependencies open the risk of technological dependencies being weaponized, turning
them into instruments of political pressure and potentially undermining Europe’s sov-
ereignty. These technological gaps and dependencies form part of a broader pattern of
Europe’s relative economic decline, which we described as a process of external periph-
eralization. In other words, in the domain of leading digital technologies, the EU appears
to be gradually shifting from a core position toward a more peripheral role in the global
economy and struggling to keep pace with economies at the technological frontier.
While many are sounding alarm bells when it comes to Europe’s international lag-
ging behind, few analyses make an explicit connection with the bloc’s inner develop-
ments. We argue that the problem of the internal peripheralization concerns primarily
the regions on Europe’s southern and eastern flanks. Europe’s core countries, consist-
ing loosely of the “old” EU members, are tied to both peripheries through a network
of dependencies, including trade and investment relations, Eurozone fiscal constraints,
and conditionalities attached to the debt crisis bailout packages. The export-led model
of the core has been interconnected with those of the Southern and Eastern peripheries
in a mutually dependent, but hierarchically unequal fashion since the pre-2008 era.
As Stockhammer et al. (2016) argue, this relationship of dependency ultimately con-
tributed to the outbreak of the Eurozone crisis, when the debt-driven, financially de-
pendent development model of the Southern periphery collapsed. The Eastern periph-
ery retained its function as a manufacturing hinterland, providing low-cost labour for

2 In the article we refer at different times to both the EU and Europe; the former referring to the EU as
a political unit, its institutions and member states, the latter to the broader conception of Europe, which
comprises not only of the EU, but also other regions adjacent to it, such as the Balkans and non-EU East-
ern Europe, and indirectly even more remote regions such as the Caucasus, parts of the Middle East and
North Africa. We do not use the two terms as interchangeable, since simplifying “Europe” to mean solely
the EU would obscure the complex realities experienced by the non-EU European regions. At the same
time, we want to stress the interdependence of the two, organized to a large degree within the core-pe-
riphery structure, and call for a broad, inclusive conception of Europe that actively tackles the problem of
(internal) peripheralization both inside and outside the EU borders.
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the production capacities of exporting core economies, while profits were repatriated to
the core; however, the slowdown of foreign investment coming from the core countries,
combined with their weakening demand, ultimately disrupted the Eastern periphery’s
model as well (e.g. Galgoczi et al. 2015).

The nature of the internal peripheralization remains complex, and its examination is
not the core focus of this article, as this would require us to open a substantial new dis-
cussion. The most robust collection of research on the European periphery exists within
the Comparative Political Economy (CPE) literature. It analyses the Southern European
countries debt-driven growth model in the years before the Eurozone crisis (e.g. Bacca-
ro and Pontusson 2016; Hall 2018; Burroni et al. 2021), as well as their (in)ability to in-
tegrate in the European economy under the new austere, export-driven growth regime
(Johnston and Regan 2018; Biirgisser and Di Carlo 2023); meanwhile CPE research on
the post-socialist Central and Eastern European countries evolved into a substantial
criticism of the FDI- and export-driven growth of the Eastern periphery, summarized
under the “dependent market economy” argument (e.g. Nolke and Vliegenthart 2009;
Bohle and Greskovits 2012; Gal and Lux 2022). What the CPE literature describes (al-
though seldom explicitly) is a dual nature of the peripheral regions’ relationship with
the core. This is both extractive in the way formulated by the dependency theory, i.e.
the metropolis expropriating economic surplus from its satellites and appropriating it
for its own development (e.g. Frank 2009); and restrictive in a Listian way, i.e. limiting
(through direct ownership ties and the broader structure of the European economy) the
type of activities the peripheral economies can participate in. Within this framework,
the nature of the internal peripheralization can be understood as:

¢ Slow and uneven economic convergence with the core. The existing
research tends to confirm the persisting core-periphery structure of the Euro-
pean economy: for instance, Kersan-Skabi¢ (2020) conducts a cluster analysis
using several macroeconomic indicators (GDP per capita, GDP growth, migra-
tion flows etc.) and concludes that core-periphery relations are present despite
the convergence process, and that the European periphery includes both the
Southern European and post-socialist countries. While other studies confirm
convergence for countries on the Eastern periphery, they emphasize the role of
the catching-up effect (T6rok 2025), which is largely based on external inputs.
While data on wage convergence are scarce, national (e.g. CMKOS 2019) and
sectoral evidence (e.g. Pavlinek et al. 2017, 28; Pavlinek 2023, 215) suggests
that the gap between the core and peripheries remains significant. Further-
more, the pattern of convergence is highly uneven: while economic conver-
gence of the most peripheral countries (e.g. Greece) is essentially non-existent
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(e.g. Theodoropoulou 2022) and even on the Eastern periphery we find signif-
icant differences (Poznanska and Poznanski 2015), the most notable outliers
tend to be countries that have been active in expanding their (Listian) produc-
tive capabilities (e.g. Spain, Poland, Estonia).

¢ Investment and ownership ties are extending from the core to the
peripheries, with significant profit flows going in the other direc-
tion. The dominance of foreign ownership over domestic (export-oriented)
manufacturing, as well as other sectors (e.g. banking, retail), accompanied by
profit outflows and limited levels of reinvestment, represents the extractive
side of the core-periphery dynamic. This relationship is examined by the CPE
literature (e.g. Nolke and Vliegenthart 2009; Gal and Lux 2022), as well as by
sectoral studies also including countries on the Southern periphery (Pavlinek
et al. 2017), and national studies of the profit outflows (Chmelar et al. 2016).

o The peripheral regions are generally not sources of innova-
tion-driven growth. As is shown e.g. by the European Innovation Score-
board, the peripheral countries have only limited innovation capabilities in
comparison with the core (e.g. European Commission 2024), illustrating the
restrictive side of the core-periphery dynamics. Research shows that countries
on the Eastern periphery should still be viewed mostly as “factory economies”
within the European value chains (Kordalska et al. 2022), while the most pe-
ripheral countries (especially on the Southern periphery) suffer from being
excluded from manufacturing production altogether and relegated to speciali-
zations such as tourism (Biirgisser and Di Carlo 2023).

What we do aim to make a central focus of the article is the examination of the impacts
of internal peripheralization on Europe’s marginalization in the international context,
including its growing technology dependency. The thought experiment nature of the
article allows us to explore alternative scenarios in which the production capacities of
the peripheral regions are supported, not constrained by the European economic struc-
ture, which allows them to contribute more substantially to the overall European de-
velopment. We may imagine that in these alternative scenarios, Greek economy centres
around shipbuilding instead of mass tourism, providing both “good” manufacturing
jobs to the local population and to Europe an access to a strategically important in-
dustry (in reality, Greek shipbuilding remains marginal, and the port of Piraeus, one
of the largest in Europe, is under a Chinese lease); the Visegrad Four countries have
contributed their skilled engineers to the development of Europe’s very own electric ve-

10
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hicles over the course of the 2010s, which allowed the European automotive industry to
gain a head start on the green transition (meanwhile in reality, the industry profoundly
underestimated the need for early investment in technological development and relied
on combustion engine production even at the cost of fraud, as is illustrated by the Die-
selgate affair); and a burgeoning Baltic ICT and defence tech sector provides a first line
of defence against Russian hybrid warfare (while ICT and defence industry do in fact
exist in the Baltic region, their emergence is still relatively limited and takes place in
economies otherwise struck with low productivity; see e.g. Raudvere and ETAG 2023).

What these alternative scenarios show is that the underdevelopment of countries on
the periphery is not only a national or regional problem. On the contrary: the limitations
to the abilities, skills, and potential of people in the peripheral economies prevent them
from contributing to the development of Europe as a whole. We argue that more has to
be done to bring forth these alternative scenarios, and that alleviating the pressures of
internal peripheralization would open up new capacities for Europe’s development at
the technological frontier, including helping to close the technological dependency gap.

We argue that the problem of mutually reinforcing external-internal peripheraliza-
tion must be addressed in Europe’s new development model, which should adopt more
principles from the developmentalist economic tradition, while taking a more critical
stance towards the practice of closely tying economic policy-making to standard text-
book economics (argument made e.g. by Reinert 2006, 3). There are several fundamen-
tal building blocks in the neoliberal structure of the European economy that need to be
rethought in order to address the peripheralization(s) problem:

1. The extractive integration: The integration of both the Southern and
Eastern periphery took place within an extractive framework that largely
overlooked other possibilities for these regions’ developmental trajectories.
Rather than integration among equal partners, the process took place as a hi-
erarchical process of subordination, with the core countries not perceiving the
peripheries as equal partners in development. Instead, a dependency based
on peripheral export-driven growth (in the case of the Eastern periphery) or
debt ties (in the case of the South) was established, often with the support of
local elites. While EU cohesion policies provide some degree of mitigation to
these imbalances, most peripheral regions have persistently remained lagging
behind.

2. The exaggerated focus on short-term market competitiveness: The

mechanism of extractive integration was part of a larger historical process in
which, following the neoliberal turn of the 1980s, European countries’ devel-

n
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opment model was dominated by the imperative of market competitiveness.
As a result, short-term gains in the global market became the sole measure
of development. European nations competed in the global markets by cut-
ting costs, a process compounded by the extractive integration of the Eastern
periphery. This focus on cost competition overshadowed the importance of
competing in technological development, which contributed to Europe falling
behind in this area. European economies subordinated their industrial struc-
tures to the market mechanism, which has undermined their production and
technological capacities in the long term and culminated in the external pe-

ripheralization.

The lack of (more active and comprehensive) industrial policy: The
neoliberal framework led to a silent acceptance of deindustrialization, a process
with significant social, political, and cultural impacts. That is true not only for
the peripheral EU member countries, but also for other European economic
and political peripheries (e.g. the Balkans or Eastern European countries) and
for peripheral regions in countries of the “core.” Prolonged deindustrialization
leads to a loss of complex production capabilities, tacit knowledge, and mar-
ket shares, as well as to a growing support for anti-systemic political parties,
all rendering the EU and European countries poorly positioned to navigate
the turbulent global environment. The dominance of competition policy over-
shadowed the need to develop efficient industrial policy, which consequently

became an obstacle to technological development.

Mishandled approach to technological development. Subsequently,
due to an excessive focus on cost competitiveness and a lack of active and com-
prehensive industrial policy, European countries ignored the fact that it is not
enough to follow the markets in order to achieve technological development,
but that the markets must be led, which requires a more public guidance of the
process (Susskind 2024). Its lack leads to Europe lagging behind in the process
of constant technological reinvention. While the Draghi report acknowledges
that the European economy is overly focused on mature industries and suffers
from technological gap to the US and China, it remains silent on the role of
the periphery in this situation, i.e. on the fact that the (inter)dependency that
characterizes Europe’s economic structure leads to a limited space for techno-
logical innovation in the peripheral region and limits incentives for innovation
in the core regions.

12
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5. The dominance of private over public interests: These mistakes can
all be traced back to the private interest’s role in economic development within
the neoliberal paradigm, i.e. the assumption that, in order to develop, we must
remove anything that stands in the way of private interests while pushing pub-
lic interests into the background. According to the neoliberal argumentation,
this is because private interests should be considered supreme on the princi-
ple of individual freedom. However, as Stiglitz (2024) points out, this instead
leads to a false ideal of freedom—the freedom to exploit.

Europe’s current crisis is therefore not only political, stemming from these five elements
of the neoliberal paradigm that have dominated the EU’s development model in recent
decades. It is to some degree also a crisis of the underlying theoretical assumptions
about economic development. We argue that answers to the problems cannot be found
within the very framework that created them in the first place. To outline a new frame-
work that takes into consideration these problems as symptoms of the external-internal
peripheralization, we look to the past and revisit the overlooked tradition of develop-
mentalist economics: specifically, the writings of Friedrich List, which can cast valuable
new light on these five central problems.

FRIEDRICH LIST AND THE DEVELOPMENTALIST TRADITION

Since its inception, the economics discipline has been defined by the co-existence of dif-
ferent (and often competing) theoretical traditions. Tabb (1999) calls these type A and B
economics: the former based on the conception of the economy as a mechanical system,
focusing on the importance of market equilibrium, and drawing parallels from abstract
natural sciences such as physics; the latter understanding the economy as a system of
social relations, constantly evolving instead of prone to equilibrium, and drawing from
less abstracting scientific disciplines such as biology. A specific division between two
theoretical camps (roughly corresponding to the line between A and B economics) also
exists when it comes to questions of economic policy and development. Labelled by
Reinert and Kattel (2024) as the “standard” canon and “the other canon”, it identifies
a division between those who argue for free trade as a primary source of development
and those who emphasize production, specialization in dynamic knowledge-intensive
economic activities, and stress the existence of the international division of labour (with
its geopolitical implications).

What we broadly label here as the “developmentalist” tradition is situated within
“the other canon”, encompassing works spanning from the cameralists and the German
historical school to Schumpeterian economics with its focus on innovation as the core of

13
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the development process, scholars of development economics (e.g. Albert O. Hirschman
or Erik Reinert), the post-war students of the East Asian developmental state (such as
Chalmers Johnson and Alice Amsden), and the contemporary theoreticians of the new
industrial policy (Dani Rodrik, Ha-Joon Chang, Mariana Mazzucato and others). While
far from a unified school of thought, we argue that these scholars share an interest in
development as a process driven by technological progress that can be studied and im-
proved by different forms of public intervention. Since the 1980s, the contrasting neo-
liberal idea of development as a natural process that flourishes the most when undis-
turbed has relegated the heterogenous developmentalist tradition to the background
of both the European and, to some degree, global discourse. We call for its bolstering
in both the academic and policy debate as an important instrument in tackling today’s
societal, economic, and ecological crises. In order to do so, we turn to the works of the
German economist Friedrich List (1789-1846), who was among the founding fathers of
the developmentalist tradition.

Born in 1789 in the city of Reutlingen in what is today western Germany, Friedrich
List made a living first in the administration of his native Wiirttemberg. A central sub-
ject of List’s work has been the ongoing process of German unification, especially its
economic foundations. This earned him not only praise and recognition but also nu-
merous personal attacks and, in his early years, even imprisonment and exile. While
List’s primary focus has been on the German-speaking world, he also spent time in
France, Switzerland, and the US (between 1825 and 1833). The years spent in the US
had a decisive influence on List’s work, giving him access to the American economic de-
bate at the time and exposing him to the economic argumentation of other developmen-
talist thinkers, such as Alexander Hamilton, the spiritual father of American industrial
policy. List was widely read outside Germany, from France and Britain to the US, as well
as in Central Europe.

List’s most famous book, The National System of Political Economy, was published
in 1841, i.e. relatively shortly preceding events of the revolutionary year 1848 and the first
unsuccessful attempt at German unification. The book presented an economic justifica-
tion for the unification of German lands and sought to outline a new theoretical frame-
work for economic development that would contrast with the popular “cosmopolitical”
school of political economy, traced back to Adam Smith, which forms the foundations of
the “standard” canon of theories on economic development. List identified nationality
as a distinguishing characteristic of his system of political economy. According to his
argumentation, nationality was a missing link between the individual and global levels
of analysis (List 1909, 25), central to the cosmopolitical school. From it, List sought to
devise a theory of the powers of production focused on explaining the developmental
impacts of manufacturing and exploring the principle of division of labour extended to

14
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an international level, concepts he argued were missing from the cosmopolitical theory
of values (List 1909, 24).

In the contemporary mainstream discourse, List is a peripheral and rather contro-
versial figure, often presented as an advocate of trade protectionism, mercantilism, and,
in the most critical takes, as an intellectual predecessor of the 20th-century German
expansionism. However, we argue that this is a generalisation of List’s ideas, rooted
in a superficial reading of his work, which contributes to his deliberate omission from
more mainstream discussions that still view the developmentalist tradition with sus-
picion. As we show in this article, List never advocated for trade protectionism as an
end in itself, and did not support protectionist policies, economic nationalism, and in-
dustrial policy practices out of narrow nationalist motives. Instead, List saw the role of
freedom in economic development as indispensable, and from this perspective attacked
the cosmopolitical theory (and especially its more vulgar interpretations), arguing that
commercial freedom has a tendency to jeopardize individual freedoms, pushes poorer
nations into servitude, and denies them the opportunity to develop. In his opinion, the
cosmopolitical approach underestimated or outright ignored this tendency. List’s ap-
proach was neither chauvinistic nor mercantilist; rather, he viewed protectionism as an
indispensable instrument in the development process that contributes to the progress
of the whole of humanity.

In our search for a new framework for understanding and improving European eco-
nomic and technological development in the 21 century, we argue that revisiting List’s
work is essential. As one of the founding voices of the developmentalist tradition, List
presents a fresh perspective on the role of production powers and industrial policy; his
views on the problems of development, approached inherently from the perspective of
an outsider striving to catch up, are highly instructive for the problem of the European
periphery and its role in the international division of labour; and finally, his focus on the
political economy of German unification remains relevant for the process of European
integration. Drawing from List’s magnum opus, we present five important lessons that
are relevant to the problems of contemporary Europe and can contribute to the emer-
gence of a new development framework.

Lesson one: Inclusive integration as a path towards the global rule of law

The project of European integration is founded on the desire of its members to form
an ever-closer union of the integrating nations, stripped of obstacles to economic and
social progress, including differences between more and less developed regions, in or-
der to “preserve and strengthen peace and liberty” of the European people (as defined
by the Treaty of Rome). While the challenge of integrating regions at different levels
of development was less pressing in the beginning of the European integration project

15
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(as all parties were at roughly comparable economic levels), the expansion to Southern
Europe, as well as later enlargement to the post-socialist Central and Eastern Europe-
an region, made these questions more relevant. As we argue above, the Southern and
Eastern periphery is characterized by persisting underdevelopment in comparison with
the European core, including investment and technological dependencies, heightened
risk of deindustrialization, persistent wage gap, and overall lower living standards. We
argue that Listian reading of the process of European integration, especially its recent
decades, exposes structural inequalities at the heart of the project, and explains why the
various development gaps persist. These inequalities are a foundation for the existence
of the internal periphery. Below, we examine List’s view on the ultimate objective of eco-
nomic, technological and social development, explain the logic behind his justification
for protectionism as a part of a nation’s development strategy, and apply his framework
to the project of European integration.

For List, the ultimate goal of rational politics is “the uniting of all nations under a
common law of right” (List 1909, 277). Translating the idea into a modern conceptual
framework, we may interpret it as the establishment of global governance based on a
common legal order that stands above all nations and in which all nations can partic-
ipate on an equal footing, thereby eliminating core—periphery power hierarchies. We
will refer to List’s ultimate objective as the “global rule of law”. Such a system, in List’s
view, would ensure a harmonious and conflict-free development of the world economy.
Its realization is made possible through technological and civilisational progress. As List
argues, “we need only hint at the progress made in sciences, arts, and discoveries, in
industry and social order. It may be already foreseen with certainty, that after a lapse
of a few decades the civilised nations of the earth will, by the perfection of the means
of conveyance, be united as respects both material and mental interchange in as close
a manner as (or even closer than) that in which a century ago the various counties
of England were connected” (List 1909, 100). For List, civilizational progress from the
primitive state of the human race towards the global rule of law is achieved through a
continuous process of unification: of families, then towns, countries, and finally unions
of several states under the same government (List 1909, 100).

This state of humankind’s development is something List shares with the cosmopo-
litical school of Adam Smith, and he makes it clear that the science of economics must
be evaluated in light of achieving this ultimate objective: progress and unity on the level
of whole humankind, achieved for the benefit of all individuals. The fundamental flaw
of the cosmopolitical theory, according to List, is that it confuses reality with the desired
final state: “The popular school has assumed as being actually in existence a state of
things which has yet to come into existence” (List 1909, 101). In other words, the cos-
mopolitical theory already assumes the global rule of law to be in place, instead of a state
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of things to strive towards. The cosmopolitical economists of the classical era downplay
or outright ignore the role of the national in development towards the ultimate objec-
tive: Quesnay imagines that “the merchants of all nations form one commercial repub-
lic” (List 1909, 97), Smith advocates for the “absolute freedom of the commerce of the
whole world” (List 1909, 97), and Say may recognize the existence of national (political)
economy, but only treat the cosmopolitical economy as truly important (List 1909, 98).

If we assume that the global rule of law has already been established, List explains, a
call for global free trade and removal of barriers to individual entrepreneurial efforts is
perfectly reasonable: “The less every individual is restrained in pursuing his own indi-
vidual prosperity, the greater the number and wealth of those with whom he has free
intercourse, the greater the area over which his individual activity can exercise itself,
the easier it will be for him to utilise for the increase of his prosperity the properties
given him by nature, the knowledge and talents which he has acquired, and the forces
of nature placed at his disposal” (List 1909, 99). This is a logic clearly recognizable from
the mainstream economics’ justification for free trade. However, if we accept List’s ar-
gument that such a state of things is far from already achieved, this assumption leads to
misguided conclusions about the development strategies a nation should adopt.

In contrast to the cosmopolitical school, List argues that the gap between the valid
normative assumption of the existence of the global rule of law and the actual historical
conditions must be bridged by a political economy situated at the level of nations. This
national political economy, he writes, “teaches how every separate nation can be raised
to that stage of industrial development in which union with other nations equally well
developed, and consequently freedom of trade, can become possible and useful to it”
(List 1909, 102). This can be seen as an early formulation of the “developmentalist” tra-
dition. As different nations are at different developmental stages, “the result of general

free trade would not be a universal republic, but, on the contrary, a universal subjec-

tion of the less advanced nations to the supremacy of the predominant manufacturing,
commercial, and naval power” (List 1909, 101). A global rule of law cannot be estab-
lished in a situation where the wealth and productive powers of some nations greatly
exceed those of others, since the result would instead be absorption of the weaker by the
more powerful. It is the task of the national political economy “to accomplish the eco-
nomical development of the nation, and to prepare it for admission into the universal
society of the future” (List 1909, 132).

The problem of integration between economically unequal regions is where List’s
argumentation in favour of protectionism comes into play. As unification is generally
beneficial, but integration between unequally strong partners leads to submission of
one party to the other, List argues for trade protectionism as a way of ensuring that the
process takes place only between actors that can both benefit from it. As he argues, the
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correct strategy for a nation is “in the first stage [of development] adopting free trade
with more advanced nations as a means of raising themselves from a state of bar-
barism, and of making advances in agriculture; in the second stage, promoting the
growth of manufactures, fisheries, navigation, and foreign trade by means of com-
mercial restrictions; and in the last stage, after reaching the highest degree of wealth
and power, by gradually reverting to the principle of free trade and of unrestricted
competition in the home as well as in foreign markets” (List 1909, 96). Protectionism
is therefore only justified if it promotes a nation’s industrial and cultural development
in order to participate in the global integration process, if it serves as a tool that equal-
izes nations and helps them to overcome servility; while List remains highly critical of
harmful or misguided protectionist policies that do not serve such a purpose.

In List’s view, a global rule of law cannot be achieved by the economic expansion of
the hegemon — in List’s time Britain — over the rest of the world, and the denationalisa-
tion of the subjugated countries. Instead, every nation should adopt strategies that will
help it to nurture and develop its key manufacturing industries and enter the cosmo-
politan stage as an equal partner to the other industrialized nations. In other words,
instead of the economic hegemon uniting all less developed nations under its control,
countries should each become a “little Britain” in its own right. As List explains, “the
culture and civilisation of the human race can only be brought about by placing many
nations in similar positions of civilisation, wealth, and power; that just as England
herself has raised herself from a condition of barbarism to her present high position,
so the same path lies open for other nations to follow: and that at this time more than
one nation is qualified to strive to attain the highest degree of civilisation, wealth, and
power” (List 1909, 250—51).

With the argument that “the art of becoming a little Britain” lies at the heart of a
successful integration of nations into one political entity, let us turn back to the process
of modern European integration. Since the EU consists of member states with unequal
levels of development, we argue that a Listian reading of the situation is highly relevant:
the European integration process may take the form of a constructive “admission” of
a less developed country into the European community after it has sufficiently devel-
oped its domestic economy; however, it may also resemble more of a subordination to
the economic and political hegemon. We illustrate on the example of integration of the
post-socialist Central and Eastern European countries that a neoliberal integration of
less developed economies into a common market is riddled with contradictions and
does not guarantee progress towards List’s ultimate goal of uniting all nations under a
shared rule of law.

The dynamics of the relation between the European core and its Eastern periphery
show the risk of the integration process becoming increasingly extractive. The Central
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and Eastern European region, which has traditionally been less developed than West-
ern Europe, emerged from decades-long stagnation of the central planning era and a
deep transformation crisis in the early 1990s, struggling with deindustrialization, col-
lapse of living standards, brain drain, and inability to achieve (product) competitiveness
on global markets (Myant and Drahokoupil 2011). Its integration into the European eco-
nomic structures (opening of borders to trade, investment, and labour (e)migration) has
taken place within a relatively short span of time and under conditions that incentivized
economic openness and limited focus on the development of domestic production capa-
bilities (e.g. Vukov 2020; Kuc-Czarnecka et al. 2021). The general assumption was that
the Eastern periphery would be lifted by integrating into the dominant German eco-
nomic sphere and that the region would become part of the manufacturing backbone of
German industry.

While the FDI- and export-driven growth delivered a short “golden era” in the
2000s, the assumption was mistaken in the long run. Without being given the chance
to develop endogenous manufacturing capacities and to become a “little Germany” in
its own right, the post-socialist region has been largely relegated to the position of an
assembly periphery, dependent on technology transfers and investment coming from
the European core, but unable to nurture and develop its own production powers on a
large-enough scale (e.g. Gal and Lux 2022). As the core itself faces mounting pressures
and ceases to be able to provide investment, technology transfers, and demand for the
Eastern periphery’s goods, the hollowness of the post-socialist development model is in-
creasingly evident, and the region finds itself in an ever more precarious and politically
subordinate position.

The Listian reading identifies the problem of internal peripheralization (which isto a
large degree the result of integration between unequal economic partners) as a core dys-
function of the European economy, which has numerous negative impacts on European
citizens, the political unity of the EU, and Europe’s global technological and geopolitical
standing. The Listian logic necessitates a change in the core of the European economic
structure, which would elevate the peripheral regions to a position of equal partners. As
we argue, such change would require the regions to abandon the (to some degree com-
fortable) position of suppliers and to begin nurturing their own domestic production
capacities.

Lesson two: The powers of producing wealth
are central to the development process

One of the main concerns of the Draghi report and the general mainstream discourse
is the deterioration of European production capabilities. While this line of thought has
been present in European development thinking at least since the early 2010s, we ar-
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gue that when perceived through the Listian lens, there are two serious problems with
it. First, the EU’s industrial policy does not fully commit to reorienting the paradigm
towards developing Europe’s production powers in a way that would be comparable
with the US and China. Second, the special role of the peripheries with their limited
production and innovation capacities remains blatantly omitted. As a result, European
companies’ position on global markets keeps deteriorating, which leads to economic
stagnation and deepening deindustrialization.

The central focus of List’s inquiry into the systems of national political economy is
the study of powers of producing wealth (in opposition to the study of wealth itself)
and the distinction between productive powers and the values of production. In List’s
words, “the forces of production are the tree on which wealth grows” and “the tree
which bears the fruit is of greater value than the fruit itself” (List 1909, 53—54). Just
as someone who wins the lottery may quickly squander their fortune if they lack the
knowledge to manage it wisely, a nation that lacks the productive capacities to regener-
ate its wealth will inevitably decline. As List aptly summarises: “The causes of wealth
are something totally different from wealth itself. A person may possess wealth, i.e.
exchangeable value; if, however, he does not possess the power of producing objects
of more value than he consumes, he will become poorer. A person may be poor; if he,
however, possesses the power of producing a larger amount of valuable articles than
he consumes, he becomes rich” (List 1909, 106). Here lies the paradigm shift: nations
that want to achieve sustained development should focus not merely on the market val-
ue of current production, but on the productive powers—the knowledge, institutions,
education, industrial and technological capacities—that enable the continuous creation
of such value.

List further argues that productive powers should be developed even at the expense
of temporary scarcity (e.g. List 1909, 112—13). He illustrates this principle with a story of
two landowning families of equal fortune, of which one puts out its savings at interest
and keeps its children in common (manual) labour, while the other invests parts of the
savings in giving the children an education. In the short-term, this results in a loss of
access to the part of fortune that has been used to pay for the children’s education; in the
long run, however, the benefits outweigh the sacrifices. While in the former family, upon
the death of the older generation the estate is divided equally among the children who
can only continue to work on it using their manual labour, in the latter some children
will be able to secure means of subsistence independent of the estate (i.e. the original
fortune will be divided into fewer pieces) and they will apply the education they obtained
into improving the functioning of the estate. As List writes: “A mass of different mental
forces and talents is awakened and cultivated, which will increase from generation to
generation, every succeeding generation possessing more power of obtaining materi-
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al wealth than the preceding one” (List 1909, 109). A nation’s true wealth, List argues,
does not lie in its current stock of goods or monetary value, but in the accumulation of
knowledge, skills, and institutional strength that enable such wealth to be reproduced
over time.

List criticizes the cosmopolitical school’s excessive focus on the existing wealth (es-
pecially material) and on the value of exchange as “the sole object of its investigations”
(List 1909, 111). The cosmopolitical school’s view is static, as it focuses primarily on the
sum of wealth currently possessed; meanwhile List’s theory of the productive powers
is implicitly dynamic: for him, the prosperity of a nation lies not “in the proportion in
which it has amassed more wealth (i.e. values of exchange), but in the proportion in
which it has more developed its powers of production” (List 1909, 112). These capacities
are predominantly mental, i.e. specialized skills and knowledge, rather than physical la-
bour. As List observes: “Certainly those who fatten pigs or prepare pills are productive,
but the instructors of youths and of adults, virtuosos, musicians, physicians, judges,
and administrators, are productive in a much higher degree. The former produce val-
ues of exchange, and the latter productive powers” (List 1909, 112).

By distinguishing between the (static) production of values of exchange and the (dy-
namic) productive powers, List overcomes one of the key divisions of classical politi-
cal economy: the separation of labour as productive or unproductive. Cosmopolitical
economists considered only those forms of labour that produced marketable goods to
be productive, while other kinds of activities were labelled as unproductive. This false
dichotomy contributes to the tendency to think about development as a short-term pro-
cess, centring the market as a sole measure and source of value, and assuming that
true economic value is created only through market exchange. Such a notion hinders
long-term planning and the development of capacities for future production. Moreover,
by emphasizing the importance of developing skills-based production powers, List ex-
pands upon Ricardo’s theory of comparative advantage, a concept that had been widely
accepted by the cosmopolitical school as the primary justification for free trade. List’s
views support the idea that as nations advance in their productive powers, they can
assume new positions within the international division of labour, beyond those deter-
mined by their initial endowments3. Protectionism and the development of productive
powers (achieved through industrial policy) are crucial precisely because they strength-
en the productive powers that shape a nation’s comparative advantage within the global
economy.

List’s theory of productive powers shows that, when it comes to understanding
national development, focusing solely on the (static) current amount of wealth is not

3 In this sense, List anticipated Béla Balassa’s later theory of dynamic comparative advantage (see Balassa
1979).
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enough. What matters more are the underlying forces that enable the generation of in-
come in the first place. These include social and political institutions created and cul-
tivated by the state; public infrastructure; the knowledge and skills of the population;
institutions for production and advancement of knowledge; natural resources; and the
moral and cooperative abilities of individuals. In contemporary terms, List’s theory im-
plies that a country’s true level of development lies not in its current state of develop-
ment, but in its capacity to reproduce and enhance that development over time. In this
sense, productive powers can be understood as a society’s developmental capabilities,
nurtured and facilitated by an efficient industrial policy.

Several important lessons follow from this Listian observation. First, it goes contra-
ry to the cosmopolitical school’s approach, which denied the value-creating role of the
state, claimed that “political economy is almost synonymous with the economy of indi-
viduals” and that “politics are no essential ingredient of political economy” (List 1909,
125). List argued that an effective institutional framework, maintained by the state, is
essential for the development and the success of private enterprise. He wrote: “Mere
private industry does not suffice to maintain the commerce, industry, and wealth of
entire states and nations, if the public circumstances under which it is carried on are
unfavourable to it; and further, that the greater part of the productive powers of in-
dividuals are derived from the political constitution of the government and from the
power of the nation” (List 1909, 46). List stresses the importance of the nation as a
connecting link between an individual and the whole of humankind, as a crucial vessel
for developing productive powers.

The second key lesson is the central role of knowledge in productive powers. List
refers to this as ‘mental capital’, thereby transcending classical political economy’s la-
bour theory of value, which held that value derives solely from labour. In contrast, List
places knowledge and the institutions of knowledge production at the core of national
productive powers. As he explains: “The present state of the nations is the result of the
accumulation of all discoveries, inventions, improvements, perfections, and exertions
of all generations which have lived before us; they form the mental capital of the pres-
ent human race, and every separate nation is productive only in the proportion in
which it has known how to appropriate these attainments of former generations and
to increase them by its own acquirements” (List 1909, 110). This illustrates that List’s
theory of the powers of production is fundamentally dynamic, founded in the notion of
continuous technological development and emphasizing that economic superiority is
closely associated with the capability of leading it. The third lesson lies in List’s view of
human morality as a fundamental productive force, emphasising that economics can-
not remain indifferent to ethical issues. Moral values, trust, civic virtue, and social co-
hesion are invisible yet essential forces that sustain long-term development.
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A discussion of production forces, their relevance to and separation from the crea-
tion of market value, is relevant for the Europe of today. Over the past three decades,
the European economic model has focused strongly on the short-term maximization
of market value, while the strategic importance of nurturing and developing produc-
tive forces has been pushed to the background. The neoliberal development model was
based on the assumption that Europe could keep pace with the US only if it kept its costs
low, thereby increasing its short-term market competitiveness—what Aiginger (2019)
calls the logic of a “low-road” strategy of development. This approach was reflected in
reforms such as the retrenchment of the welfare state, the weakening of trade unions,
the flexibilization of labour markets, and the removal of barriers that had previously
limited the outsourcing of production (Stockhammer et al. 2016). These measures were
seen as necessary to maintain Europe’s export competitiveness in global markets. The
Eastern Enlargement also contributed to this strategy and further reinforced it, as the
countries of the Eastern periphery offered a low-cost assembly base for European in-
dustry (which, as we argue later, limited the core’s incentives to innovate). The Eurozone
crisis deepened this trend even further with the deliberate restraint of real wage growth
and the policy of so-called internal devaluation aimed at further cost reductions (John-
ston and Regan 2018; Wigger 2019).

However, while the competitiveness strategy of cost minimization contributed to the
generation of market value in the short term, in the longer run, it undermined the devel-
opment of production forces. Signs of this can be observed in numerous areas, from the
erosion of effective state institutions to insufficient investment in public infrastructure
and underfunded education and scientific research. These all have contributed to Eu-
rope’s persistent technological disadvantage. Furthermore, interpreting innovation and
technological development as primarily market-driven processes* in which the role of
the state is limited to rule-setting poses a significant constraint to the emergence of any
meaningful industrial policy. Innovation strategy was therefore effectively left to mar-
ket mechanisms, while state-coordinated development of technological and productive
capacities remained underdeveloped. As a consequence, the persistence of this model
significantly contributed to Europe’s current struggle to compete with regions that have
consistently devoted substantial resources to the development of their productive forces
and technological capabilities.

Overall, the obsession with cost competitiveness obscured the importance of product
competitiveness (or what Aiginger calls the “high-road” approach) in which institutional
setting and knowledge are key sources of (innovation-driven) development. Moreover,

4 A good example is the Bangemann Report of 1994, which addressed the European implications of the
information and communication revolution and identified the necessary responses primarily in market
deregulation and liberalization (Schmitz and Seidl 2023).
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in striving for price competitiveness, Europe has neglected moral and ethical aspects
of development, as well as the fact that the EU should be a community based not only
on economic integration, but also on a set of shared values. While Europe’s focus on the
powers of production has been strengthened with the resurgence of active industrial
policy in the 2020s, whose goal is to improve the continent’s production capabilities
and especially to support its digital sector, we argue that this shift has not been nearly
enough to prevent the continuing trend of Europe’s (external) peripheralization. First,
while the scale and scope of the EU industrial policy is unprecedented, it is still hardly
comparable with those of other major global players, primarily the US and China. Based
on recent events, including the addendum to the Draghi report and the battle over the
EU’s next budget that is just starting, there are only limited hopes that a decisive, uni-
fied European industrial policy strategy would be on the horizon.

Second, we argue that any focus on the development of production powers is se-
verely limited in the peripheral regions. Producers in the peripheral countries (in the
Eastern and Southern peripheries, as well as in the regions outside the EU) are in a
subordinate position to those in the European core, facing challenges both in main-
taining their existing market position and venturing into new areas of operation. The
higher is the complexity of an industry (and the barriers to entry to such an industry,
including know-how and initial investments), the lower is the probability that producers
from peripheral regions will be able to take part. Furthermore, since the most inno-
vative sectors in peripheral European regions are often controlled by investors from
the core countries, an attempt to venture into more technologically complex production
activities can be directly forestalled by the corporate headquarters, as acquisitions in
the peripheral countries are often designated to serve for less technologically complex
productions. The inability to venture into production activities that are more knowl-
edge-demanding also has negative impacts on the population, its production culture,
and the national skills base, which might deteriorate as the periphery faces deindustri-
alization, emigration of its most skilled workers, and atrophying of skills and knowledge
as the whole production is centred around relatively menial manual tasks.

Lesson three: A more active and comprehensive
industrial policy is needed

Europe’s economic peripheralization, both internal and external, has direct impacts on
the material well-being of the European people. One such example is deindustrializa-
tion, which is a threat not only to Europe’s international competitiveness but also to its
people and domestic politics. The danger is especially imminent in the case of complex

5 The divisive effects of innovation-driven growth on European regions are discussed e.g. by Wigger
(2022).
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industries, which can be argued to have beneficial effects on society and its culture,
and whose loss due to deindustrialization tends to be especially damaging. As complex
industries rely on tacit knowledge, advanced technology, and specific organization of
production in industries with high barriers to entry, they are vulnerable to disturbanc-
es, and even temporary disruptions can lead to their deterioration and to subsequent
deindustrialization, making an economic recovery very challenging.

As we explained above, List heavily emphasizes the importance of mental capital in
the process of producing national wealth. In other words, he implies that every produc-
tion task requires (among other inputs) a set of tacit knowledge, skills, and processes
carried out by the individual workers; the more complex these are, the most important
source of production powers the economic activity represents. While List illustrated
this argument mainly on the distinction between agriculture and manufacturing (with
the latter requiring more skills and thus being preferable), it can however also be ap-
plied to manufacturing tasks lower or higher in the value chain. As a set of production
powers requires only a limited amount of tacit knowledge to be carried out, the situation
becomes much more complicated the more specific and sophisticated the production
tasks become. There are two implications that List draws from the fact that industries
differ in their complexity and requirement of (tacit) knowledge: first, the more complex
certain economic activity is, the more fragile it also becomes; and second, complex in-
dustries have cultivating effects not only on the skills of the workers and their mental
capital, but also on the society, its culture and political culture more generally.

First, List explains that the amount of tacit knowledge and general diffusion of skills,
organisational complexity of the operation, as well as the actual physical capital (i.e.
buildings, tools, machinery etc.) required to carry out more complex production ac-
tivities also renders them more fragile and vulnerable to disruptions. Specifically, as
List warns the reader: “A complex combination of productive powers and of property”
which “had been created only by the exertions and endeavours of several generations”
can be disrupted very easily and such disruption, even a very short one, often has de-
structive, crippling effects, as the (tacit knowledge) contained in the individuals and
production processes quickly vanishes (List 1909, 210). Furthermore, the failure of one
sector often leads to the weakening of others, as the level of interdependence between
different branches of manufacturing tends to be high (List 1909, 210—11).

For List, the gravest danger for the disruption of manufacturing production is war;
however, even under “normal” circumstances, it is in the interest of private enterprises
to disrupt the production of their competitors: “By free competition it is often hoped to
oblige the competitor to discontinue work which has compelled the manufacturer or
merchant to sell his products under their legitimate price and often at an actual loss.
The object is not merely to prevent the interruption of our own industry, but also to
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force others to discontinue theirs in the hope later on of being able by better prices to
recoup the losses which have been suffered” (List 1909, 211). From the perspective of
national development, an especially severe market competition (e.g. dumping) can be a
reason enough for states to pursue industrial and trade protection policies to aid domes-
tic enterprises even if these appear unprofitable in the short term. This is because for
List, the real loss from industrial decline lies in the destruction of accumulated produc-
tive powers. In modern times, such consideration extends to the effects of deindustrial-
ization induced by globalization and trade liberalization.

The second point that List makes with regard to the importance of complex indus-
tries is that industrialisation has an impact not only on a nation’s wealth, but also cul-
tivates its culture of freedom and knowledge. He argues that: “In a country devoted to
mere raw agriculture, dullness of mind, awkwardness of body, obstinate adherence
to old notions, customs, methods, and processes, want of culture, of prosperity, and
of liberty, prevail. The spirit of striving for a steady increase in mental and bodily ac-
quirements, of emulation, and of liberty, characterise, on the contrary, a State devoted
to manufactures and commerce” (List 1909, 147). Elsewhere, List points out that the
right type of economic specialization has the power to liberate individuals: “The more
industry and agriculture flourish, the less can the huiman mind be held in chains, and
the more are we compelled to give way to the spirit of toleration, and to put real mo-
rality and religious influence in the place of compulsion of conscience. Everywhere has
industry given birth to tolerance; everywhere has it converted the priests into teachers
of the people and into learned men” (List 1909, 154).

In other words, List observes that there is a direct connection between the occupa-
tion to which a majority of individuals in the nation is dedicated and the overall cultural
development of the nation. In manufacturing occupations, one is required to “devel-
op and bring into action an incomparably greater variety and higher type of mental
qualities and abilities” than in other forms of occupation, such as agriculture (List 1909,
148). List also argues against the cosmopolitical school’s notion that such cultural effects
can be achieved through solely foreign trade rather than through domestic production
(e.g. p. 111): “..it is ten times more important to cultivate and secure the home market,
than to seek for wealth abroad, and that only in those nations which have developed
their internal industry to a high degree can foreign commerce attain importance” (List
1909, 139). In modern times, this argument can be interpreted as an implicit critique
of overly export-oriented growth strategies and focus on short-term competitiveness,
which diminish and underestimate the role of domestic industry and the development
of the domestic market as key sources of cultural development. Overall, for List, com-
plex industries are not only the driving force behind economic modernisation, but also
the basis for intellectual progress, social emancipation, and moral development, i.e. a
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facilitator of cultural change and progress.

List’s arguments about the fragility of complex industries and their cultural impact
are interconnected, and both are highly relevant for the European economy of today.
List’s argument is in accordance with the criticism (widely acknowledged in the contem-
porary policy debate) that some effects of globalization can be harmful to a country and
its society, including the outsourcing of manufacturing industries to cheaper regions, or
the premature liquidation or privatisation of large industrial firms. Europe’s peripheries
have a long experience with the disruption of production powers caused by deindustri-
alization, be it the deindustrialization in the post-socialist countries in the 1990s, or in
the wake of the Eurozone debt crisis in Southern Europe. In such cases, it is not merely
the firm itself that disappears, but also the web of knowledge, organisational routines,
and industrial networks that constitute its productive power. This may undermine the
nation’s future capacity to generate market value. The neoliberal framework in Europe
failed to recognize this crucial contribution and allowed for the deindustrialization of a
considerable number of European regions, leading to the deterioration of Europe’s pro-
duction powers, as well as to the rise of domestic political tensions.

Overall, we must acknowledge that, in recent years, Europe has recognised this
problem and begun to strengthen its industrial policy. However, a key realisation is still
missing as industrial policy remains to be thought of mostly as a matter of competitive-
ness, with its sole purpose being the improvement of firms’ performance in global mar-
kets. However, from List’s theory of productive powers, it is evident that industrial pol-
icy is never merely an economic issue. Rather, it represents a comprehensive approach
aimed at developing productive powers, transforming the economic structure, and ulti-
mately fostering cultural development. We must develop companies and industries that
are culturally progressive for the economy of the Member State concerned. Following
this approach, if industrial policy supports certain industries, we must also take into
account its cultural impact.

Lesson four: Staying at the forefront of technological progress
is a process of never-ending reinvention

Europe’s neoliberal paradigm allowed for only a limited state guidance in the process
of technological development, leaving it instead to the market and adopting a domi-
nantly price competitiveness-based strategy when technological gaps began to occur.
The Draghi report brings back an emphasis on innovation- and product-based compet-
itiveness when it calls for the closing of the technological gap to the US and China. This
would require Europe to move to the forefront of global technological development in
order to halt what we call the external peripheralization. However, an implicit assump-
tion of the Draghi report is that only the most developed economies of the European
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core can participate in the new technological race, while no attention is paid to the role
of Europe’s peripheries, and to the (inter)dependency that characterizes Europe’s eco-
nomic structure. We argue that the core-periphery relationship greatly contributes not
only to the limiting of space for technological innovation in the peripheral regions, but
also limits the incentives for innovation in the core regions.

List devotes considerable portion of his book to the reflection of a nation’s stand-
ing towards others countries with superior or inferior producing powers, to the assess-
ments of the ways through which a more favourable position can be obtained (such as
the support of domestic manufacturing and trade with equal partners) or how a nation’s
standing can be damaged (e.g. by opening its markets to more developed commercial
partners). The idea behind these reflections is one of an unequal global economic sys-
tem, in which the hierarchy of nations is to a considerable extent determined by their
production powers and their long-term ability to guard these. List presents the develop-
ment ladder as a set of stages, each characterized by a set of typical economic activities,
as well as recommended trade and industrial policy: “In the first stage, adopting free
trade with more advanced nations as a means of raising themselves from a state of
barbarism, and of making advances in agriculture; in the second stage, promoting the
growth of manufactures, fisheries, navigation, and foreign trade by means of com-
mercial restrictions; and in the last stage, after reaching the highest degree of wealth
and power, by gradually reverting to the principle of free trade and of unrestricted
competition in the home as well as in foreign markets” (List 1909, 96).

List’s conception of the economy is also dynamic, with technological progress keep-
ing the whole system in motion and in a state of constant transformation. List clearly
values some economic activities more than others, due to their beneficial impact on the
prosperity of the economy, the people, culture, and society, as well as their importance
for the security of a country. This means that at any given time, there is a set of activities
(at or close to the technological frontier) that is desirable to possess not only for their
beneficial economic and societal impacts, but also for the strategic reason of having the
upper hand, as at any time, only a small set of nations is in their possession. The quo-
tation above continues with List identifying countries that are in his time in each of the
mentioned stages: Spain, Portugal and the Kingdom of Naples should make advances
in agriculture and adopt free trade as a strategy of development, Germany and the US
should promote the growth of manufacturing and adopt a degree of trade restrictions,
while only Great Britain finds itself fully in the third stage in which its technological
dominance allows it to revert back to the principle of free trade. List’s further argumen-
tation makes it clear that each stage in the development process comes with a set of
geopolitical implications.

Since the development process is not only hierarchical but also dynamic, staying at
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the top of the technological and production pyramid is not a process that can be done
once and then automatically maintained in perpetuity. On the contrary, List implies that
it is a process of constant reinvention, especially as industries at the top become more
and more complex due to the general technological progress. This is in stark contrast to
the conception presented by the cosmopolitan economists, who, according to List, as-
sume that development comes naturally. As he writes, the cosmopolitical school “fails to
perceive that under a system of perfectly free competition with more advanced man-
ufacturing nations, a nation which is less advanced than those, although well fitted
for manufacturing, can never attain to a perfectly developed manufacturing power
of its own, nor to perfect national independence, without protective duties” (List 1909,
222). On the contrary, to List the development process is one of constant effort and re-
invention, both for the developing nations and (implicitly) for those at the technological
frontier.

In the European context, the global hierarchy of production is clearly understood
by documents such as the Draghi report, just as are the social and geopolitical risks
associated with slipping to a lower position in said hierarchy. The EU strategists also
intuitively understand that at the core of Europe’s economic struggles lies the fact that
the continent failed in the process of technological reinvention, or at least fell behind the
other, more aggressive global actors, such as the US and China. The call for reform is a
call for speeding up the reinvention process and moving Europe closer to the top of the
production hierarchy. In other words, the geopolitical implications of the external pe-
ripheralization are perceived as risky enough to provide ground for significant reforms
of the European economy.

However, we argue that the process of reinvention is at its core stifled by the ex-
istence of the internal periphery. Without acknowledging and addressing the problem
of internal peripheralization, the EU has to rely only on partial and considerably less
efficient solutions, and the external peripheralization continues and deepens, possibly
taking on more risky forms and further endangering European political and societal
stability. We argue that the internal peripheralization stifles European development in
two major ways: first, it imposes considerable limitations on the space for innovation
and technological reinvention in the European peripheral regions; second, it leads to di-
minished incentives for innovation in the core regions, which for a long time (most nota-
bly after the Eastern Enlargement) benefitted from additional (cost) competitiveness by
relocating parts of their production to the post-socialist periphery (as well as capturing
markets in these countries, in Southern Europe and in the non-EU peripheries).

Regarding the first barrier to technological reinvention, i.e. the limits to innova-
tion in the peripheral regions, the core of our argument has been presented above: the
technological, capital, and organizational dependence of the peripheral economies and
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enterprises on those in the European core renders them less able to participate in the
process of technological reinvention. We argue that these limitations on the peripheral
countries’ production capabilities have devastating effects on the European economy as
a whole, as they represent an immense waste of potential, talent, and labour in periph-
eral countries that constitute a significant part of the EU. While the EU is ringing alarm
bells about the loss of European productivity and devises strategies to fight this trend,
it is, figuratively speaking, attempting to fight with one hand tied behind its back. The
atrophying of skills, knowledge, and production capabilities in the peripheral regions,
long overlooked in the strategies of European development, contribute majorly to the
continent’s problem of falling behind. As long as the peripheries are not given an oppor-
tunity to participate in the European economy in a more meaningful, sovereign way, the
continent as a whole can hardly ever reach its full potential.

The other aspect of the barrier to technological reinvention caused by the existence
of the internal periphery stems from limited incentives for innovation in the European
core. We again argue that the Eastern Enlargement and its aftermath are a good illus-
trative example of such dynamics. The integration of the post-socialist countries with
a skilled labour force but considerably lower production costs resulted in a boost for
companies in the core. This happened as the newly acquired markets in Central and
Eastern Europe, where foreign investors rapidly dominated sectors such as banking and
retail, became valuable new sources of revenue, while simultaneously allowing com-
panies from the core to escape from highly competitive Western European and other
international markets (Vliegenthart 2010). Meanwhile, relocation of production to the
peripheral countries with much lower wages and overall production costs also alleviat-
ed some of the pressure experienced by core European producers on other markets and
boosted their cost competitiveness. However, the result is a weakening of incentives for
investing in research and innovation, i.e. product competitiveness®.

The existence of the internal periphery, which serves as a source of easily obtain-
able revenue and production cost savings, has, for a long time, provided some degree
of leeway to companies in the core countries and limited the pressure on innovation
that they experienced. It is only recently, as the value extracted from the peripheries
diminishes and (product) competition on global markets increases, that the depend-
ence of the European core on the periphery is more clearly exposed. Just as with the
limits to innovation experienced by the periphery itself, the core’s reliance on extractive
integration with the less developed regions greatly limits Europe’s overall production

6 While we argue that there is a connection between the core countries’ access to the cheap labour and
unsaturated markets of the peripheries (especially the Eastern) and their lax approach to innovation in-
vestment in the 2010s, the issue remains to pose a considerable research gap. It is at least briefly discussed
e.g. by Nolke (2021, 2025).
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and innovation capacities. Overall, the existence of the internal periphery greatly limits
Europe’s ability of technological reinvention and significantly contributes to its deepen-
ing external peripheralization. The kind of decisions increasingly adopted by the EU in
order to reverse this trend, including internal devaluation and loosening of regulations
that protect European citizens and the environment, should be alarming,

Lesson five: Public interest should take a more
prominent role in the development process

The success of the project of European integration is fundamentally dependent on its
ability to serve the people of Europe (in the broadest sense, which also means surpass-
ing the borders of the EU as such) and improve their lives in tangible, material ways.
However, the EU’s pursuit of export-driven growth based on internal devaluation rather
than scientific and technological prowess increasingly puts at stake the interests of the
European people, together with the acclaimed “European values”. The real public in-
terest needs to return to the centre of European economic and industrial policy. Based
on List’s theory, we argue that economic development is fundamentally a collaborative
effort that should benefit the whole of society and that cannot be based on a paradigm
rooted in neoliberal individualism. For Europe, this means not only solving the problem
of its internal periphery, but also, more generally, starting to put emphasis back on the
actual interests of the European people.

We have already explained that the nation is a key actor in List’s conception of the
development process, acting as a link between the individual and the global. Besides
serving as the focal point around which development efforts are structured (which we
have discussed at length above), List’s emphasis on the importance of the nation sug-
gests another important perspective that contradicts the teachings of the cosmopolitical
school. That is the understanding of the nation as a society, a community, and of the de-
velopment process as a process of collaboration of all members of the group that is a na-
tion. For List, the “essential character of the natural law” that according to the cosmopo-
litical school animates economic activity and development, is: “Not merely a division of
labour, but a division of different commercial operations between several individuals,
and at the same time a confederation or union of various energies, intelligences, and
powers on behalf of a common production. The cause of the productiveness of these
operations is not merely that division, but essentially this union” (List 1909, 116). Else-
where, regarding the development successes of various nations, List tells us: “History
everywhere shows us a powerful process of reciprocal action between the social and
the individual powers and conditions” (List 1909, 91). For the powers of production to
emerge and be sustained, cooperation and coordination between numerous members
of the community is necessary.
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To explain his point further, List alters Adam Smith’s famous story of the division of
labour in the pin factory. It is not enough, List argues, that each worker in the factory is
specialized in a particular task necessary for the production of the pin. What is equally
important is the fact that their efforts are coordinated: “The labour operations of all
must be in the proper proportion to one another, the workmen must live as near to
one another as possible, and their co-operation must be insured” (List 1909, 117). If
we imagine the opposite, for example, that each of the workers lives in a different coun-
try or speaks mutually unintelligible languages, the production of the pin as a result of
the workers’ cooperation ceases to be possible, or would be carried out only at a very
high cost. Alongside Smith’s principle of division of labour, List therefore introduces the
equally important principle of union of labour, both being indispensable for any at least
somewhat complex production task.

List continues by extending the principle over the whole economy of a nation: “As
the pin manufactory only prospers by the confederation of the productive force of the
individuals, so does every kind of manufacture prosper only by the confederation of
its productive forces with those of all other kinds of manufacture. For the success of
a machine manufactory, for instance, it is necessary that the mines and metal works
should furnish it with the necessary materials, and that all the hundred different sorts
of manufactories which require machines, should buy their products from it (...) In like
manner the entire manufacturing industry of a State in connection with its agricultur-
al interest, and the latter in connection with the former, will prosper the nearer they
are placed to one another, and the less they are interrupted in their mutual exchanges
with one another” (List 1909, 117). In other words, successful development requires co-
ordination between industries, workers of different trades and skills, and the institu-
tional power of the state.

On the other hand, List is highly critical of the individualism of the cosmopolitical
school and the implications it draws for the development process (e.g. List 1909, 132).
An individualistic view, argues List, cannot explain the prosperity of nations that was
based on coordinated efforts: “Nowhere do the advocates of that [cosmopolitical] sys-
tem care to point out by what means those nations which are now prosperous have
raised themselves to that stage of power and prosperity which we see them maintain,
and from what causes others have lost that degree of prosperity and power which they

formerly maintained. We can only learn from it how in private industry, natural abili-

ty, labour and capital, are combined in order to bring into exchange valuable products,
and in what manner these latter are distributed among the human race and consumed
by it” (List 1909, 129).

Furthermore, List criticizes the cosmopolitical economy’s insistence that an individ-
ual’s pursuit of their own interest also naturally leads to the furthering of the national

32



HELSINKI GLOBAL POLITICALECONOMY WORKING PAPERS 10/2026

interests, in other words that private vices do turn to public virtues: “Robbers, thieves,
smugglers, and cheats know their own local and personal circumstances and condi-
tions extremely well, and pay the most active attention to their business; but it by no
means follows therefrom, that society is in the best condition where such individuals
are least restrained in the exercise of their private industry” (List 1909, 126). While the
exaggeration is intentional to articulate the point, List does warn against unrestricted
leeway given to individuals pursuing their private interests, especially if it is through
activities such as commerce, and against the expectation that such endeavours will un-
conditionally bring national prosperity. The merchant, List argues, acts in ways that
might, but by no means have to correspond to the interests of the nation: “Whether he
by his importations and smugglings brings occupation and sustenance to hundreds
of thousands, or whether they are thereby reduced to beggary, does not signify to him
as a man of business, if only his own balance is increased thereby. Then if those who
have been reduced to want bread seek to escape the misery in their fatherland by emi-
grating, he can still obtain profit by the business of arranging their emigration. In the
time of war, he provides the enemy with arms and ammunition. He would, if it were
possible, sell fields and meadows to foreign countries, and when he had sold the last
bit of land would place himself on board his ship and export himself” (List 1909, 186).

The strategy guiding the development of the European economy stands, as we argue,
in a stark contrast to List’s insistence on cooperation and his warning against the unre-
stricted pursuit of individual interests. The inability to pursue a decisive, united indus-
trial policy, combined with the willingness of European leaders to deepen the extractive
internal peripheralization in order to accommodate the interests of ever-smaller groups
at the top of social, political, and regional hierarchy, suggests that what still remains as
the ruling principle is the Thatcherian motto that “there is no such thing as a society”.
The process of Europe’s external peripheralization impacts not only the continents’ geo-
political standing, but crucially also the well-being and prosperity of its people — be it in
or outside the EU borders. The consequences of the energy crisis in the wake of Russian
aggression against Ukraine, the deepening economic stagnation of the continent as its
cost-competitive export-driven growth strategy nears exhaustion, and the insistence
on fiscal conservatism all contribute to the plummeting of living standards of the Eu-
ropean people. For many in the peripheral countries, as well as in peripheral regions of
the European core, this only adds another layer of struggle on top of years of battling
deindustrialization, downward wage pressures, brain drain, and other consequences of
peripheralization. And concerningly, it does not seem clear that Europe’s development
and industrial policy strategy will be able to address these challenges.

The success of the European project depends on its ability to bring the continent po-
litical stability and economic prosperity. This imperative united the founding member
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states in the post-war years and successfully drove the deepening and enlargement of
the union; it brought in countries of the former Eastern bloc and ensured their member-
ship in the Western world; and it still represents the ultimate political objective of the
numerous countries outside the EU borders. However, as the ability of the European
project to serve the people of Europe weakens, so do the aspirations that come with it,
as Euroscepticism grows in member countries both old and new, and those countries
that have waited for their accession process for years increasingly start to turn for sup-
port elsewhere, often to the EU’s geopolitical foes. As long as the European development
strategy and industrial policy remain based on the individualistic neoliberal paradigm,
the threat to European integration will remain real and growing.

CONCLUSION

Over the past decades, Europe has been shaped by economic thinking based on neo-
liberal principles. This paradigm views economic development primarily from a short-
term individualistic perspective, leading to an overt focus on exchange value achieved
on the market as the dominant metric of economic success. This contributed to cost
reduction becoming a central concern of Europe’s development strategies, as product
competitiveness was becoming ever harder to achieve, and over time to the gradual dis-
mantling of the welfare state, the flexibilization of labour markets, underinvestment in
infrastructure, the weakening of the trade union movement, the strengthening of mi-
gration from the European periphery to the core to supply cheaper labour, and to the
suppression of wages. This mindset also dominated the Eastern Enlargement of 2004,
which set up a framework of increasingly extractive integration and asymmetrical in-
tegration of the Eastern periphery, and the post-Eurozone crisis integration of the less
industrialized Southern periphery.

Within this framework, the idea that the state should behave like a private house-
hold, “tightening its belt” and cutting expenditures, became the basic justification for
internal devaluation policies. However, such a perspective completely overlooked the
importance of productive powers in driving economic development. As a result, the de-
velopment and destruction of productive powers was neglected both in the European
core and especially in the peripheral countries. The responsibility for this development
does not lie solely with the “old” EU member states, as the political elites on the periph-
ery often adopt the neoliberal worldview and willingly submit to the logic of extractive
integration. In any case, the consequences of the neoliberal-driven development are
currently felt in Europe in the form of its external and internal peripheralization. The
neoliberal paradigm regarded the market as the primary source of value. Therefore, the
development of productive powers was also entrusted to the market, with the underly-
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ing assumption that the self-regulating market mechanism would be capable of steering
it towards technological progress and innovation-driven growth. This also allowed for
the legitimacy of industrial policy to be called into question, and decision-makers ac-
cepted deindustrialization (especially in Europe’s peripheral countries) as an inevitable
cost that must be accepted in a market environment.

However, in the long term, this contributed to the loss of valuable productive capacity,
as well as to the generation of considerable economic, political, and social turmoil, which
eventually fuelled the rise of Eurosceptic parties. Entrusting technological development
to the market led Europe to fall behind the US and China in technological progress,
culminating in the deepening of its technological and digital dependencies. Meanwhile,
internal peripheralization enforced Europe’s lagging behind, as the peripheral regions
were shut out from innovation-driven growth paths, and access to their cheap labour
and unsaturated markets limited the core’s incentives for innovation investment and
technological upgrading. For a short time, the EU economy achieved significant market
revenues, with especially Germany accumulating large export surpluses. However, as
it becomes clearer as the 2020s progress, this model also contributed to the erosion of
Europe’s productive capacities and deepened its technological dependency on countries
such as the US and China. The short-term market successes have obscured the fact that
a dual process of external and internal peripheralization has been unfolding: one that
could ultimately endanger technological sovereignty, economic prosperity, and political
autonomy of the whole continent.

In recent years, EU policymakers have begun to more openly recognize and address
this problem. This is reflected most notably in the Draghi report, which was supposed to
serve as Europe’s major warning signal, setting the EU on a path of change and opening
space for a more assertive industrial policy. However, the paradigm shift remains acute-
ly incomplete, as the underlying theoretical framework still preserves many remnants
of the old paradigm. We join other voices critical of the EU’s current economic poli-
cy (e.g. Patomaki 2021; Theodoropoulou 2022; Wigger 2022; EuroMemo Group 2025)
and of the direction it seems to be heading, as the continuing unwillingness to address
structural concerns, as well as issues of inequality, social security, environmental pro-
tection and many others pose grave risks to Europe’s unity and prosperity.

In this essay, we warn in particular against the misleading and limited interpretation
of “competitiveness”, which remains a central focus of the EU’s economic policy. In our
view, it was precisely the excessive focus on cost competitiveness that contributed to Eu-
rope’s current struggles in the first place. Unless it is clearly emphasized that we are now
dealing with a new definition of competitiveness, one which is not only innovation-driv-
en, but also inclusive to all European countries, there is a real danger that we will wit-
ness merely the repeated application of the same old recipe that already once failed us.
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We refuse the argument that in order to enhance Europe’s competitiveness, further cost
reductions must be pursued by loosening regulations, including environmental ones, or
by dismantling elements of the welfare state. These are, in fact, pseudo-solutions that
may provide short-term relief for European companies, but in the long run perpetuate
the very dynamics that erode productive and technological capacities and do not pro-
vide real corrections.

Consequently, it is a question whether the concept of competitiveness is the most
appropriate one to capture the problem Europe is currently facing, and how far we can
progress when relying on the old theoretical foundations. We argue that in order to ad-
dress Europe’s challenges, the neoliberal framework must be replaced in its entirety.
In order to find a genuinely new path forward, we need to revive the developmentalist
tradition of economic thought, of which one of the most indispensable figures is Frie-
drich List. In this essay, we have identified five key lessons that must be learned from
List in order to move beyond the neoliberal paradigm—lessons that the new European
economic and industrial policy should embrace:

« First, public interest must be brought to the forefront of European economic
and industrial policy, including in its social, regional, and environmental as-
pects. This will contribute to viewing economic development as a complex pro-
cess aimed at improving the prospects of the whole society rather than merely
an individual market-based enrichment.

+ Second, we must recognize the distinction between market value and produc-
tive powers, and understand that seeking greater market value through cost
reduction is misguided if it ultimately leads to the destruction of productive
and technological capacities. The new industrial policy should focus on the
development of productive powers, particularly on the quality of state institu-
tions, the scope and quality of mental capital, the creation of livable cities, en-
vironmental protection, and the strengthening of societal values and morality.

+ Third, the new economic and industrial policy must take into account that de-
velopment is not merely an economic issue, but also a cultural mission aimed
at fostering societal development and progress. As a result, supporting specific
industries should not be treated solely as a matter of market-directed com-
petitiveness, but also with regard to their cultural significance and broader
societal contributions.
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+ Fourth, technological development must not be left entirely to the market and
guiding it should be a core task of industrial policy. One of the main reasons
for our technological lag is the failure to recognize the leading role of industrial
policy in technology and digital development, a role that is much more prom-
inent in China and to some degree in the US, on which Europe is increasingly
dependent. It must also be recognized that internal peripheralization discour-
ages innovation-driven growth, both in the core and in the peripheral regions.

« Fifth, the new European industrial policy must transcend the logic of extrac-
tive integration that sought to integrate the peripheral regions merely based
on free market principles. Instead, what is needed is an inclusive model of in-
tegration that treats less developed countries as genuine partners and actively
supports the development of their productive powers.

We argue that the new European economic and industrial policy should be built upon
these Listian foundations, which will limit the risk of repeating past mistakes and help
alleviate the pressures of external-internal peripheralization. Nevertheless, we also ar-
gue that the crises that have intensified in Europe in recent years should not be seen
merely as challenges, but also as opportunities to become more equal, just, and unified,
and eventually a stronger, more constructive actor on the international scene. A crucial
turning point in this process is the ongoing transformation of the world economy, driv-
en by the increasing geopolitical turbulences. Within this evolving landscape, Europe
has a key role to play: in the emerging international order, it should not speak merely
as the junior partner of the US, but with its own voice that more strongly represents its
values. It is essential for the EU to assert its normative power, its rule-of-law principles,
and its value system, ensuring that the emerging transformation leads us closer to the
establishment of a genuine global rule of law, rather than merely ushering in another
cycle of hegemonic change. This transformation requires Europe to decisively shed the
legacy of the neoliberal paradigm without abandoning the idea of freedom. In this pro-
cess, the revival and 21st-century adaptation of Friedrich List’s ideas and the broader
developmentalist tradition of economic thought will be of central importance.
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