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 Abstract 

This paper addresses small state theories and characteristics. In economic theories foreign 
trade is of great interest since small states are more dependent than large ones on this trade. 
A special approach, formulated by Katzenstein, is shown to be time-bound. In the period 
from the 1930s to the 1980s small states’ adaptation to the outside world to a great extent 
took the shape that Katzenstein discussed which among other things meant democratic 
corporatism. This conclusion is arrived at when a long-time perspective is applied. Small 
state characteristics are mostly of interest from the 19th century. Up to World War I inter-
nationalisation was growing but after that it did not increase until the 1970s when a new 
internationalisation wave came. Especially in the second wave, which could also be called 
the globalisation wave, thoroughgoing adaptations of the small states were conspicuous and 
international organisations became essential. 
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The small-state question1 is closely connected with the so-called small-state theories. Like most 

theories in social sciences, these are functional, which is a reason why the small-state question is 

often treated as if its relevance and the predictions from the theories were of the same significance 

irrespective of the time period studied. In other words, these problems are then dealt with with-

out a historical perspective, which of course also could be due to the fact that they have been 

more or less neglected by historians. Seen from a historical point of view, however, the small-state 

question and the theories included could be more relevant to some time periods than to others 

and, besides, there could be differences in this respect between theories from different disciplines. 

The nature of the problems could also change over time.  

 The main emphasis in the present paper2 is laid on economic and economic historical issues 

and, for comparative purposes, some points from political science, mainly international relations 

research, are very briefly mentioned. Geographically, it is confined to small countries in Western 

Europe.3 The small-state question is firstly dealt with theoretically and then historically and a 

periodisation of the performance is attempted. This hints at varying impact of smallness over time 

and hence that the significance of the small-state question and the hypotheses derived from the 

theories involved could have changed. This is exemplified by small states’ behaviour in interna-

tional organisations. 

 

Theoretical issues  

A general, one could even say a trivial, point concerning definitional issues of small – and large – 

countries has to be made at the outset: If the concept of smallness – or largeness – is to have any 

analytical meaning it should be regarded in a comparative perspective. Thus, just to describe a 

                                                 
1  The small-state question concerns the situation of the small states and their political and economic behaviour 
and characteristics caused by the special problems and possibilities that they are facing because of their size. 
2  A related paper is Krantz (2000). Both papers can be seen as work in progress in the framework of a research 
project on the European small states. 
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country as small – or large – and then go on making the study without considering size anymore 

and still pretend that it is a specific small-state - or a large-state - analysis is meaningless irrespec-

tive of other qualities of the study. Nevertheless, it is rather common to do so.  

 It is certainly not an uncontroversial matter to define a small country. One possibility for 

Europe is for instance to make a division into small, medium-sized and large countries, where for 

instance Iceland, Malta and Luxembourg are classified as small while Sweden, Belgium and Neth-

erlands are considered as medium-sized. However, there are other ways of looking at the size issue 

as will be shown below. Furthermore, it is meaningless to try to find an absolute definition of 

smallness; it is a relational feature and the definition should depend on the research problem and 

the point of departure of the study.  

 As to the small-country question, one could of course maintain that it is devoid of any ana-

lytical meaning, but this would be to go to far in defeatism; with clear definitions it is of interest 

to discern and study a category of this kind. 

 

Small states in political science: In political science with sub-disciplines, the main point of depar-

ture for small-state theories is security. Security issues can be seen in the light of survival problems 

and these were particularly pressing for European countries in the 1930s and 40s. In later decades 

it has not been so to the same extent but, on the other hand, many of the new microstates feel 

their survival threatened, often for physical reasons.4 The emphasis on security problems has led 

to the definitional issue being based on the small states’ behaviour in international situations and 

organisations. It is then a question of how these countries consider themselves and how they are 

conceived by other countries and the large ones in particular. This means that it is to a great ex-

tent a question of qualitative definitions. Typical for this is Robert Rothstein’s definition5 that has 

to a large extent set the scene for later definitional attempts.6  

“a small power is a state which recognizes that it can not obtain security primarily by use of 
its own capabilities, and that it must rely fundamentally on the aid of other states, institu-
tions, processes, or developments to do so; the Small Power’s belief in its inability to rely on 
its own means must also be recognized by the other states involved in international politics.”  
 

                                                                                                                                                         
3  Thus, the current, rather lively research and discussion on the so-called microstates is omitted here. On this issue 
see e.g. Easter (1999) and Easterly /Kraay (2000). 
4  An example, perhaps extraordinary, of vulnerability is that ”if the sea-level should rise one or two feet, the Mal-
divians would lose their entire country”. Hong, (1995), p.279. 
5  Definitional questions are also dealt with in e.g. Schou (1980), Hanf/Soetendorp (1998) and Christmas-Möller 
(1981). 
6  Rothstein (1968), p.29. 
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In one more recent definition the small state is said to have a deficit of influence and autonomy 

which results in a deficit of power. This causes a psychological feedback which makes the small 

state conscious of its situation and can make it perceive itself as small and relatively powerless.7

 Small-state approaches in political science thus take their point of departure in the state’s posi-

tion towards its environment and in its survival. It is a question of what room for manoeuvre that 

small states have and how they behave within the framework of existing restraints. To circumvent 

or at least to try to minimise these restraints the states seek alliances of various kinds and in the 

small-state literature it is discussed how these alliances could be designed to best fit the small 

state.8   

 

Some economic characteristics of small states:  In economic sciences, theoretical approaches to the 

small-state question take their point of departure in trade and dependence which leads to the eco-

nomic definitions of a small country tending to be of a quantitative character to a higher extent 

than the definitions in political science. 

 A formal economic theory of small states has to do with the so-called Small Open Economies 

(SOE). When country size is approached in economics, it is often in connection with this theory, 

one definition of which being as follows: 9

 
”The small open economy (SOE) is a theoretical abstraction; it is unlikely that a precise empirical 
counterpart to this concept exists. The SOE possesses no physical dimensions; it has only economic 
properties. With this in mind, definitions of SOEs based on some maximum size or population, or 
even on some minimum ratio of trade to Gross National Product, can be eliminated. Rather, an SOE 
is defined in terms of economic behavior. A small open economy is any country (or other political juris-
diction, for that matter) that treats the price of any internationally traded commodity or asset as exo-
genously determined and attempts to maximize some objective function with this constraint in mind.” 
 

In this paper, however, small countries in a literal sense of the word small are at the core and 

thereby the ‘theoretical’ thoughts are looser than the SOE approach and the characteristics of 

small countries are presented in a more general way. The sketch below is founded on a number of 

authors’ writings on the small-country question, among them Simon Kuznets, Samuel Berrick 

Saul, and Carl Major Wright10. Like the SOE approach this sketch is basically functionalistic and 

its usefulness and limitations for economic-historical analyses will be discussed below.  

                                                 
7  Goetschel (1999), pp.16f. 
8  See e.g. Baker Fox (1959), Rothstein (1968), and Schou (1980). See also Dosenrode (1993) and (1994). 
9  Prachowrny, 1975. 
10  Kuznets (1959), pp.89-100, Kuznets (1960), Saul (1982), and Wright (1939). 
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 At the core is the issue of economies of scale or, rather, that small countries are said to suffer 

diseconomies of scale. Then, they are regarded as separate economic units, and according to stan-

dard economic theory, production requires a certain size to be efficient. This has to do with the 

extent of the market, and when the market is seen as synonymous with the domestic market, it is 

alleged that a small country has too tiny a market for its production to be efficient. Consequently, 

the growth possibilities are more problematic than for a large country, which has a big home 

market that facilitates economic growth. To overcome these shortcomings, the small country has 

to seek larger markets via exports. However, if the institutional setting is identical at the home 

market and the foreign market, i.e. if rule of law, attitudes, habits et cetera, are similar and the 

currency regime is the same internationally, and if there are no customs duties and other protec-

tionist measures taken, then it would be meaningless in an economic sense to talk about different 

countries and about problems of small countries since there would in practice be no separate 

home and foreign markets. Since this is not the case the characteristics of different countries and 

country groups are of interest in an economic historical and an economic perspective.  

The economic structure of a small nation is less diversified than that of a big one, which 

means that production is more concentrated to a few industrial sectors. This is so for several rea-

sons, one being that a small country usually has a smaller territory than a large one, which could 

mean that it also has less varied natural conditions. However, there can be advantages with a con-

centration of natural assets if they are attractive at the world market. Thus, each small nation may 

have some advantage, in the case of natural resources and/or in the case of location.  

There are however important exceptions to what was said about a small territory. Finland, 

Norway and Sweden are among the big nations in Europe with regard to surface area and hence 

they are sparsely populated. However, in their industrialisation at least in its early phases even 

these countries rested heavily on a few natural resources. Thus, their economic structure was 

highly concentrated to certain basic industries. Later on, a diversification occurred but even so 

there was a concentration, due to the small population, which could not be spread too much over 

different industries and over the territory. 

Another reason for the less diversified structure is that the minimum or optimum scale of a 

plant in many modern industries can be sustained by the economy of a small nation only at a loss 

or on the basis of foreign markets. In other words, the domestic market is too tiny for the modern 

production. 

The narrow structure discussed so far has to do with the supply side of the economy but there 

is an asymmetry between the supply and demand sides. At a given level of per capita income, the 
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structure of final demand is likely to be the same for a small as for a large nation and this struc-

ture tends to be broad. Thus at comparable levels of per capita income, the disparity between the 

diversified structure of final demand and the more concentrated structure of domestic production 

will be proportionately far greater for small nations than for large. Foreign trade is the means of 

overcoming this. 

A consequence of what has been said so far is that foreign trade is more important in relation 

to total output in smaller than in larger countries; the smaller ones have higher trade ratios (ex-

ports or exports+imports expressed as a percentage of GDP). Furthermore, exports are more likely 

to be concentrated to a few commodities than in the case of larger nations (and this is especially 

true for less developed countries, or countries in early phases of development). Imports and, par-

ticularly, exports are also likely to be concentrated with respect to country of origin or destina-

tion. A large proportion of total exports is going to one large country, and a large proportion of 

imports is coming from it. Thus a small country is heavily dependent on the surrounding world 

for its economic performance at the same time as the country, due to its limited size has to take 

this world as given; it has no or very small possibilities to influence the international situation. 

It is unlikely that small nations can fully offset the disadvantages of size through foreign trade 

since this is not free and reliable at all times. Therefore, small countries tend to foster industries, 

which, because of the narrow domestic market, cannot be as efficient as industries in the larger 

nations with their wider domestic markets. Thus, the small countries cannot always take full ad-

vantage of the economies of scale that are possible for larger countries.  

The dependence on the international market makes small countries strive at opening their 

economies towards the international society and this means vulnerability due to fluctuations and 

uncertainties in the world markets. It also means that it is important for small countries that the 

international trade conditions are as good as possible and consequently they work for frictionless 

trade in various ways. However, on the whole, the individual small country has to take the sur-

rounding world as given and have no or very small possibilities to influence the international 

situation. One of the more important ways to overcome these problems is to co-operate with 

other small countries and consequently alliances are often made and activities international or-

ganisations of various kinds are important.  

Granted the diseconomies of scale and other problems that tend to hamper economic growth, 

there must be offsetting advantages. After all many small countries are among the richest in the 

world today. These advantages can be elusive and difficult to grasp but still they exist. Small 

countries have internal unity, linguistically, culturally and in other respects but here as well as in 
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other cases there are exceptions – Belgium, just to mention one. However, what is tried here is to 

make a theoretical sketch a model and then the exceptions are normally not considered. Further-

more, smallness may mean greater flexibility and greater social cohesion. The capacity of trans-

formation is dependent on the social and institutional framework that could be advantageous for 

economic growth in a small and homogenous country. The rapidity with which they can adjust to 

changing situations is also an advantage. Smallness means flexible solutions, for instance, co-

operation between states to overcome the problems of diseconomies of scale. 

Thus, seen from the point of view of economic growth, there are advantages as well as disad-

vantages of being a small country and the countries can develop various strategies in order to cope 

with the disadvantages.  

 

Katzenstein’s approach: One strategy, that has been widely discussed, is analysed in Peter Katzen-

stein’s study of small states’ behaviour.11 Austria, Belgium, Denmark, the Netherlands, Norway, 

Sweden, and Switzerland are addressed, and this study has had an impact on much of the recent 

discussion on small countries in Europe, not only in political science to which it is formally 

counted but also in economic writings.  

 In order to achieve economic growth and become wealthy a small country has to have an open 

economy and try to promote free trade. This means that essentially the characteristics of small 

countries described above are central. Thus, small countries have to pursue an open policy to-

wards the rest of the world. This makes them vulnerable and in order to minimise the threats a 

number of important and special measures has to be taken, which can be facilitated by some spe-

cial organisational arrangements. These are summarised under the name of democratic corpora-

tism12, which is13

 
”distinguished by three traits: an ideology of social partnership expressed at the national level; 
a relatively centralized and concentrated system of interest groups; and voluntary and infor-
mal coordination of conflicting objectives through continuos political bargaining between in-
terest groups, state bureaucracies, and political parties.”  
 

There is a high degree of consensus between leading labour unions and employers’ associations in 

the private sector on one hand and the government authorities on the other. This means that 

there are few and not very big labour market conflicts. Furthermore, there is a comprehensive 

                                                 
11  Katzenstein (1985). Katzensteins theory has been criticised by a number of authors but since the intention here 
was only to give some hints the criticism will not be discussed. See e.g. Griffiths/Pharo (1995) and Hicks (1988). 
12  Katzenstein does not make an historical analysis of the origins of corporatism and its place in a long-run per-
formance. However, it is mentioned that corporatism has its historical roots in the 1930s. 
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welfare system, which can compensate for the sometimes relatively low wage levels internationally 

seen and ease the negative impact on the labour force of continuous restructuring processes. This 

is a kind of income policy and means a restraint on wage and price increases agreed upon by the 

large organisations mentioned above. Centralised bargaining is thus a typical trait in democratic 

corporatism. These political and institutional arrangements also promote flexible adaptation to 

changing conditions in the international environment. Hence, flexibility is a typical characteristic 

for small European countries according to this theory. Furthermore, this leads to a high consensus 

about political measures concerning economic growth, employment, stable prices, et cetera. It is 

also possible that corporatism can facilitate the country’s actions on the international scene since 

the leading groupings are in agreement on fundamental policies. 

 

Summing-up: The approaches touched upon here reveal a number of characteristics concerning 

the behaviour of small states, for instance that a small country 

– has a high foreign trade ratio; 

– is less diversified, i.e. more specialised economic activities, making it economically vulner-

able; 

– shows concentration to certain commodities in exports; 

– shows concentration to a few trading partners 

– is finding niches in the market; 

– is striving at opening its economy which means vulnerability due to fluctuations and uncer-

tainties in the world markets; 

– is characterised by specialisation; 

– co-operates with other countries and activities in international organisations in order to pro-

tect its interests. Thereby it is possible for the country to widen its room for action; 

– forms special institutional arrangements to facilitate its performance on the international 

scene. 

 

Having noted these theoretical issues and characteristics, it is quite natural for an economic histo-

rian to ask whether it has always been like this, i.e. whether these features have always been of the 

same dignity.  

 

                                                                                                                                                         
13  Katzenstein (1985), p.32. 
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A sketch of a historical pattern of change 

A country’s activities and the actions taken depend upon the historical situation and the prevail-

ing institutional setting. However, the small-state theoretical considerations and the characteris-

tics outlined above do not pertain to long-term, historical change. They are functional which in 

principle means that they have no calendar time dimension. Therefore, it may be found that in 

certain time periods they are useful while in others they are of small importance or not even ap-

plicable at all. Accordingly, like all theories of this kind they have to be handled with care when 

used in historical studies. If so, they can contribute to the generation of research problems and to 

explanations. 

 One of the predictions of the economic small-state theory is that the activities of small coun-

tries in international organisations are pronounced, and often more intensive than those of big 

countries. This has to do with the small states’ international economic dependence. A high de-

pendence makes adaptation to changing international conditions crucial i.e. conditions on which 

small states have practically no influence unless they operate together with other states. This 

makes participation in international organisations greatly important. However this has varied over 

time and these variations are sketched below.  

 An economic internationalisation process has been going on in the last two centuries and in 

fact this process was one of the main characteristics of industrialisation. This has meant qualita-

tive and quantitative changes over time and a long-term periodisation is discernible in this devel-

opment. The export shares – i.e. the proportion of exports of GDP – can illustrate this. The aver-

age export share for a number of countries and for Sweden from 1870 onwards are shown in Fig-

ure 1. The average had an upward tendency – not very conspicuous but still visible – up to 

roughly World War I. In the case of Sweden as well, the share rose in this period, particularly up 

to the 1890s. There is not enough data available for calculating a corresponding average for the 

time period before 1870. However, series for Denmark, Finland and Sweden (Figure 2) indicate 

that there was a rising trend also then, at least from the middle of the century. From the 1910s 

the long-run changes were small – maybe even slightly downward sloping – up to about 1960-70 

when a new rise set in.14  Thus, periods can be discerned roughly between c. 1850 (or the early 

1800s) and W.W.I with rising export shares, from W.W.I to around 1970 with stagnating shares 

and after c. 1970 with expansion. When the small-state question is seen in the framework of this 

periodisation, it can be conceived that it was of different significance in different periods.  

                                                 
14  It should be underlined that long-run changes are focused here. Thus, the very huge fluctuations foremost dur-
ing the wars are not considered in this context. 
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 Since international organisations are considered in this paper, an indicator – however rough – 

pertaining to them will be used here, too. It is the number of international organisations both 

totally and sorted after foundation year. These indicators are rough because the organisations are 

aggregated irrespective of importance and purpose. Thus very different organisations have the 

same weight in the aggregate. Furthermore, the data are sometimes uncertain and revisions have 

now and then been undertaken. Nevertheless, some main tendencies can probably be traced. The 

curves are shown in figures 3a and 3b and they give support to the periodisation made above. A 

boundary can be traced in the early part of the 1910s when a rising tendency ceases and a slower 

growth starts in the number of founded organisations. This changed after World War II when the 

founding of organisations became livelier. In the 1970s the total number of governmental organi-

sations increased notably, which can be due to the dissolution of organisations being small in this 

period. However, part of this may also be due to changes in the statistics.  

 

Before c.1850: Countries and also regions within countries were to a high extent economically 

self-sufficient in this period. Their international and interregional trade respectively was small 

relatively seen. It comprised commodities, which to a large extent were impossible or very difficult 

to produce domestically or which, due to the existing transport possibilities, in certain instances 

were easier to obtain from other countries or regions; long sea transports were much cheaper and 

faster than inland transports. This meant that country borders economically seen did not mean as 

much as later if the country was not very small. Instead political elements were often most signifi-

cant in state building and in international relations. A great number of small countries were to a 

certain extent politically independent, for instance in what was later to be Germany - even if they 

formally belonged to a big empire. The small countries were trying in various ways for instance 

through alliances to increase their strength since they ran the risk to lose parts or the whole of 

their territories. This was a real danger for small states but at the same time, there was often, espe-

cially from the Congress of Vienna 1815, a balance between the Great Powers,15 which to a cer-

tain extent mitigated the threats. Thus during this period, political elements and not to the same 

extent economic elements were important in constituting the country and the status as small did 

not play a major part economically in this period. The role of international organisations and 

                                                 
15  MacGinty 1997, pp.42ff. 
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alliances was minor – and in economic matters practically non-existent. Accordingly, large as well 

as small countries were not very active in this context.16

 

c. 1850 – World War I: The national state grew more and more important economically in this 

period meaning that regional markets were broken down or became less prominent and instead 

the countrywide market became integrated. This process of national economic integration was 

due to greatly improved transport and communication systems. After some time, especially in 

small countries, specialisation of production and scale economies forced firms to a larger and lar-

ger extent to rely on international markets and international trade expanded. Thus, in this period 

economic elements became more important for the state than earlier and at the same time inter-

national dependence increased as was shown above by the export ratios.  

 As to the situation of the small countries and the balance of power in Europe things were 

roughly the same as before 1850. The Great Power system dominated Europe since the Congress 

of Vienna 1815 as mentioned above and the small countries did not want to change this.  

 The international co-operation increased in fields such as monetary issues and trade; the gold 

standard is an outstanding example. The currency unions in which many of the small European 

countries at that time participated should be mentioned here. The Latin Currency Union has been 

characterised as “an attempt to promote monetary unification while at the same time preserving 

national sovereignty”17. The treaty was signed by Belgium, France, Italy and Switzerland in 1865 

and a few years later Greece joined the union.18 The Scandinavian Currency Union had the same 

characteristics as the Latin Union. Denmark and Sweden signed the treaty in 1873, and Norway 

joined the union two years later. This union is “sometimes considered the most successful of the 

monetary unions established in Europe during the latter half of the nineteenth century.”19 These 

currency unions were in force until the 1920s though in practice they were suspended when 

World War I broke out. The main aim was to promote trade and thus it was particularly attrac-

tive to the small countries.  

                                                 
16  There were some attempts in the 19th century to create co-operation between Sweden and Denmark (and Nor-
way) in the so-called Scandinavistic movement. This however was mostly a student activity and of a political kind 
and it did not have much practical importance, especially not economically,. See Krantz (1992). 
17  Flandreau (1993), p.501. 
18  In 1877 Finland adopted the gold standard and pegged the mark to the franc gold value. This does not mean 
however that Finland joined the Latin Union. See Björkqvist 1953. At this time Finland belonged to the Russian 
empire but enjoyed a comprehensive autonomy. 
19  Henriksen/Kærgård (1995) p.91. 
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 Furthermore, a number of expert organisations of economic importance were founded. Ex-

amples of these are ITU (International Telecommunication Union) from 1865,20 which originally 

aimed at facilitating telegraph communications between countries, UPU (Universal Post Union) 

founded in 1874, and the Patent Union (International Union for the Protection of Industrial Prop-

erty), founded in 1883. The organisations often pertained to infrastructural matters and aimed at 

making interaction between countries easier. Often, the large countries were most influential in 

these organisations but here as well as in other international contexts the small countries resorted 

to co-operation in order to increase their influence. One example can be taken from the telegraph 

and telephone organisation where the Nordic countries co-operated in a regular and rather inten-

sive way21 and another example is that in the UPU the Nordic countries collaborated with the 

help of the Nordic Postal Union that was established in 1869. 

 The small countries were also eager to be involved in the free trade treaties signed in this pe-

riod especially in the heydays of liberalism in the 1860s. However, when protectionism returned 

in the 1880s the reactions of the small countries differed. In Denmark for instance the agriculture 

was reorganised and the country tried to manage with little or no protection while Sweden joined 

the customs club concerning agricultural goods as well as industrial. This is an example of the 

small countries adapting to the prevalent international situation in different ways according to 

factor endowments and other circumstances within the countries.  

 Generally in this period the dependence of small countries on the world economy increased at 

the same time as regions within the countries became less autonomous economically seen and the 

countries instead became more homogenous. As domestic markets became too small, interna-

tional trade expanded not only in absolute terms but also relatively. The conditions for this trade 

were on the whole favourable and the small countries were not as active in international co-

operation as they should be later, even if their activities increased.  

 

W.W.I to the 1970s: According to the indicators used above the long-run changes in international 

economic dependence were small in this period. Thus, the increase in the small countries’ reliance 

on foreign markets in the last decades can be seen as a recovery after the very low levels of the 

trade ratios during W.W.II. The long-run tendency of the present period is in contrast to the 

previous one when there was an increase in internationalisation. It should, however, be added that 

                                                 
20  Within the framework of this organisation a number of other bodies pertaining to telecommunications devel-
oped later, for instance ICIF (Comité Consultatif International des Communications Télephoniques à Grand Distance en 
Europe), see Jeding 2001. 

 12



the reliance on trade was much higher for small states than for large during the entire period. As 

an example it can be mentioned that during the interwar period the shares of exports of GDP 

were 15-25% for Finland, Denmark, and Sweden – a little lower in the 1930s than in the 20s. 

For the USA in the same period, the share was far below 10% and it was particularly low in the 

1930s, in fact lower than in any other peacetime period since 1869.22  

 In this period, as a consequence of W.W.I, the number of European states increased consid-

erably and this was of importance also economically since there were more countries to trade 

with, more currencies et cetera. The small countries also became active internationally:23  

“They became enthusiastic members of the League of Nations and were well aware of the op-
portunities that the new organization offered them. The League provided them with a per-
manent platform on a par with all other states. This was particularly important for the newly 
independent small states; for them, the League was an integral part of their nation-building 
process. For the formerly neutral small powers, and in particular Holland and Sweden, the 
League was a useful vehicle to help shed a tarnished image in the eyes of the victorious Great 
Powers. For this was still a Great Power System.”  
 

In the 1920s the international efforts to achieve favourable conditions for international free trade 

were great and to a certain extent successful. Among other things, the attempts to return to the 

gold standard can be mentioned. However in the next decade a wave of protectionism swept over 

the world in connection with the international depression. The gold standard was abandoned by 

a number of countries in the so-called sterling area to which also a number of small countries 

belonged, notably the Nordic countries. However, at the European continent several countries 

with France as the outstanding example stuck to the gold standard, which meant that their cur-

rencies were appreciated and the depression prolonged. There were also some small countries be-

longing to this group and thus, the small states chose different paths in the 1930s. Still, in the 

early part of the decade when protectionism restricted trade possibilities the small countries at-

tempted to come to terms with this by various measures, among other things by co-operation 

with each other. The most well known effort in this direction was the Oslo convention, which, 

however, in reality did not get any great significance.24 Even if these attempts in the short-term 

perspective were half-measures, they were nevertheless significant since they broke the ice for later 

international alliances.  

 After W.W.II the trade climate changed again at the same time as international co-operation 

increased and there was a widespread ambition to foster free trade. The UN was founded and a 

                                                                                                                                                         
21  See Heimbürger (1968) and Jeding/Ottosson/Magnusson (1999). 
22  For the Nordic countries, see figures 1-2,a-c, and for the USA, see Bordo et al. 1999, figure 1, p.59. 
23  MacGinty (1997) p.53. 
24  Roon 1989. 
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number of the special organisations from the League of Nations were revived under this aegis. 

Other large international organisations were GATT and OEEC (later OECD) and the most re-

markable in Europe is the EEC, later the EU. There the former archenemies Germany and France 

created a forum for collaboration together with the large country Italy and the small ones Luxem-

bourg, Belgium and the Netherlands. As a reaction to this EFTA was established where a number 

of other small states, among them the Nordic countries, were members or associated. Thus inter-

national collaboration was intensified not least economically and the small countries were active 

in all these organisations not least in order to facilitate international trade. The various countries’ 

trade did expand in relation to total production but this can be seen as a recovery from the very 

low trade ratios during the war. Thus, the high rate of economic growth during the “golden dec-

ades” went on simultaneously and in connection with this recovery, which was greatly facilitated 

by the improving conditions for international trade. 

 

From the 1970s onwards: To repeat, internationalisation is an old phenomenon, one could even 

say a companion to capitalism and industrialisation. In recent decades however internationalisa-

tion has intensified and has often been called globalisation. By this is meant here:25

 

– a distinct relative growth of international trade to new and previously unknown levels; 

– rapidly increasing volumes of capital flows to new and previously unknown levels and, fur-

thermore, these movements have become very rapid due to new technologies (ICT); 

– rapidly increasing importance of international firms (multinationals). 

– deregulations of various kinds. 

 

Like internationalisation, multinationals are an old phenomenon and they have grown more and 

more important especially in the period under review. It could even be maintained that interna-

tionalisation of large companies has meant that they have grown truly international in the mean-

ing that for them the concept “home countries” has become of minor importance. Localisation of 

head offices can for instance be decided not on the basis of nationality but with consideration to 

economic conditions such as “entrepreneurial climate”, taxes, and market facilities as well as 

closeness to international centres of financial and business life. Thus, instead of calling such a 

                                                 
25

  The term has been used in a great number of meanings and even synonymous with internationalisation. See for 
instance O'Rourke/Williamson 1999. There is also a debate going on about the question whether globalisation is a 
new phenomenon or not and about its implications.  
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firm a “Swedish firm” or a “German firm”, we had better say that they are “related to” a certain 

country. 

 Deregulations – or as it should rather be called in many instances, reregulations – have been 

frequent. One example is the abolition of exchange controls, which was decided in the 1980s26 

and which has greatly facilitated international capital movements. Important examples of liberali-

sation and reregulation are found in the infrastructural sector concerning e.g. telephony and rail-

ways. Electricity distribution could also be mentioned. Thus, liberalisation of various markets is a 

typical trait of the era starting in the 1970s. This has made international communications easier 

and moved much of the decisionmaking in these sectors from national to international bodies 

and.   

 For small countries, globalisation has meant a substantial rise of their international depend-

ence, some would even say that there is a new kind of dependence, and international trade was 

not the only important element in this process. The small countries have had to adapt to these 

conditions, but the adaptation processes have so far went on with different success in different 

countries which has had repercussions on their economic growth. A result of all these changes is 

that small countries in practice have more or less lost their economic independence.  

 What took place in the second half of the 20th century was a process of adaptation in which 

two phases can be discerned with a boundary in the 1970s. Important here was the changing 

situation of democratic corporatism. Katzenstein described democratic corporatism as typical for 

small European countries even if it varied in degree and characteristics between the countries. It 

worked as a way of meeting international challenges and it had its heydays in the 1950s and 60s. 

Then, however, it eroded. The balance between trade unions, employers’ associations (to a high 

extent dominated by big firms, however to a varying degree in different countries) and the state 

was upset. The state and the central trade unions became relatively weaker and the dominating 

firms became larger and more international. In sum, the societal model of the small countries 

based on democratic corporatism was a lost bastion against internationalisation and it dissolved 

from the 1970s – even if there were differences in this process between different countries.27 

Thus, ironically enough, when Katzenstein’s book was published in 1985, this process of decay or 

radical change was under way.  

 The small countries’ activities in international organisations and the adaptation to interna-

tional change had different shapes due to varying institutions and traditions in various countries. 

                                                 
26  For Sweden and Finland, see Telasuo 2000. 
27  As to differences concerning collective wage bargaining, see e.g. Traxler 1995. 
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Belgium and the Netherlands were original members of the European Union and the western 

alliance NATO and did from the start more or less completely accept the ideas of these organisa-

tions. Denmark and Norway were members of NATO from the very beginning and Denmark 

became a member of the EU in the 1970s but has not yet joined the EMU. Norway on the other 

hand has not accepted membership of the EU which in later years is partly explained by the spe-

cial economic situation created by the North Sea oil. Sweden was formally neutral and did there-

fore not become a member of NATO. Further, for mainly the same reason, Sweden was reluctant 

to join the EU for a long time. This was done first in the mid 1990s after an application which 

actually was a means to counteract a deep economic – and social – crisis. The country has so far 

been a prudent member and is still hesitating to join the EMU. Austria with its special history has 

been eager to join the western organisations and is now a full-fledged member of the EU and the 

EMU. Switzerland is neutral in a more strict sense than Sweden, meaning that the country is still 

not a member of the EU. Finland had to take great care of the relations to the Soviet Union due 

to its geopolitical situation. After the fall of the Soviet Union however the situation changed and 

Finland in contrast to for instance Sweden is an enthusiastic and active member of the EU and 

the EMU.  

 It should be added that irrespective of the different traditions and other factors influencing 

the countries’ actions they sought as far as possible contacts and cooperation with Western Euro-

pean economic organisations. When for instance political and other reasons made a number of 

countries not joining the EEC they formed a looser organisation EFTA, and later non-members 

of the EEC – for instance Norway and Switzerland – has gone into trade agreements with the 

organisation. Thus there has been a continuous ambition to have as friction-free trade and other 

economic relations as possible, which has taken form in growing activities in international organi-

sations.  

 

Some concluding remarks 

Historically seen there have been differences between small countries in traditions and perform-

ance on the international scene and since the capability of adaptation has differed the advantages 

and outcome of integration have also differed.  

 Is it then meaningful to analyse European small countries as a special category? The answer to 

this question is yes. The countries have a number of characteristics in common. One is that small 

states relatively seen have a larger international trade than big countries and this indicates an eco-

nomic dependence that has grown in two periods i.e. in the second half of the 19th century and 
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from the 1970s. Therefore, they have been more and more exposed to disturbances in – and posi-

tive influences of – this trade and other international economic relations. Consequently, they have 

been active in international organisations to promote as friction-free international relations as 

possible and to increase their security. At the same time it is important to emphasise that the 

countries differ in various ways due to differences in institutions, differing factor endowments, 

geopolitical situation and other factors. 

 Is the small-state question and the theoretical approaches involved of relevance in analyses of 

the economic performance of these countries? Also to this question the answer is affirmative. Of 

course, the differences mentioned between the countries have to be considered even if the small-

state theories for natural reasons stress the similarities. It should however be remembered that the 

theories are functional and in this meaning static. Hence, in an economic historical perspective 

one can ask whether the small-state question is eternally relevant or if it pertains to a certain his-

torical era. In other words, from an economic point of view, to what extent is it meaningful to 

make size of countries a special category of study? The historical sketch made above hints at the 

small-state question being purposeful to study especially for a period roughly from the middle of 

the 19th century – or maybe somewhat earlier. Prior to this period countries were loosely inte-

grated economically and trade between countries was relatively small and furthermore, it was a 

matter mainly for certain parts of the country. Regions within countries were more or less inde-

pendent economically and political factors were central in uniting and legitimating the countries, 

even the small ones. When, later, the countries became important economic units and well inte-

grated economically, the small-state question and the theories involved grew more and more valid 

and were particularly so in a large part of the 20th century. To take one example, the special vari-

ant of the small-state theory developed by Katzenstein is mainly relevant for the first two decades 

after W.W.II even if corporatism as mentioned can be traced back to the 1930s. After the 1970s 

i.e. in the period of economic globalisation corporatism weakened considerably. 

 This is not the only problem in this context. For the period after the 1970s a general question 

becomes more and more pertinent: Are the small states economically autonomous any more when 

they have to adjust completely to international economic forces mainly outside their control? If 

the answer is no – and there is much evidence in favour of this – it follows that a new economic 

situation has evolved where small countries do not have much room left for own economic ma-

noeuvre. The fact that these countries have voice in e.g. the EU –actually more so than their size 
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motivates28 – does not change this. Furthermore, the situation sketched in the theoretical section 

above seems to be more and more close to reality, i.e. that the institutional setting becomes iden-

tical at the home market and the foreign market. This means that rule of law (cf. l'acquis com-

munautaire), attitudes, habits et cetera, become more and more similar and the currency regime 

becomes the same, and the customs duties and other protectionist measures disappear. Thus the 

countries have voice in the EU when deciding the union’s acting in different ways, but this is 

quite different from the earlier situation when the small-state question was at the fore.  

 Consequently, the significance of the economic small-state question as defined here and the 

usefulness of the economic small-state theories in analyses of contemporary problems seems to be 

decreasing and maybe it is even withering away.  

                                                 
28  This is seen in the following table:  
Country Share of EU popula-

tion 
Share of EU GDP Share of votes in the 

Council of the EU 
Share of seats in the 
EU Parliament 

Germany 22,1 25,4 11,5 15,6 
Great Britain 15,7 14,1 11,5 13,9 
France 15,6 17,6 11,5 13,9 
Italy 15,4 16,4 11,5 13,9 
Spain 10,6 7,6 9,2 10,2 
Netherlands 4,1 4,3 5,6 5,0 
Greece 2,8 1,0 5,6 4,0 
Belgium 2,7 2,9 5,6 4,0 
Portugal 2,7 1,0 5,6 4,0 
Sweden  2,4 3,0 4,6 3,5 
Austria 2,2 2,4 4,6 3,4 
Denmark 1,4 1,8 3,4 2,6 
Finland 1,4 1,6 3,4 2,6 
Ireland  0,9 0,6 3,4 2,4 
Luxembourg 0,1 0,2 2,3 1,0 
Source: Goetschl (1998), p.238. 
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Figure 1. Average Export ration for eleven countries (straight 
line) and for Sweden, (dotted line) 1870-1989. Current Prices. 
Index 1913=1
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Anm 1:  The countries are: Austria (from 1913), Belgium, Denmark, Finland, 
France, Germany, Italy, Netherlands, Norway, Sweden and UK. 2:  The average 
has not been calculated due to lack of data.
Källa:  Maddison (1995) and Krantz (1997) 
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Figure 2. Denmark's, Finland's and Sweden's exports as 
percentages of GDP 1818-1913, current prices, 1913=1
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Source:    Fridlizius (1963), Hansen (1972), Henriksen/Olgaard (1958), 
Hjerppe (1996), Krantz (1997)

 



Figure 3a. International organisations 1909-2000
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Note: 1. NGO: Non-governmental organisations, IGO: Inter-governmental 
organisations.  2. Certain changes in the coverage of the statistics make comparability 
sometimes problematic. However, the main tendencies are mirrored  by the curves.
Source: Yearbook of International Organizations 2000 , Appendix 3, Table 2.

 

Figure 3b. Number of international organisations after founding year, five-
year averages
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 2. Certain changes in the coverage of the statististics make comparability  sometimes problematic. 
However, the main tendencies are mirrored by the curves.
Source: Yearbook of Ihnternational Organizations  2000, Appendix 3, Table 4
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