® Lniversitat \"/&i Munipress
wien

Peer Vries
Escaping poverty

The origins of modern economic growth

Vienna University g{=333



unipress






Peer Vries

Escaping poverty

The origins of modern economic growth

With numerous figures

V&R unipress

Vienna University Press



Iversitat

X MIX
FoC ool Cten
FSC  rscecoostar

Bibliographic information published by the Deutsche Nationalbibliothek

The Deutsche Nationalbibliothek lists this publication in the Deutsche Nationalbibliografie;
detailed bibliographic data are available in the Internet at http://dnb.d-nb.de.

ISBN 978-3-8471-0168-0
ISBN 978-3-8470-0168-3 (E-Book)

Publications of Vienna University Press
are published by V&R unipress GmbH.

Printed with the kind support of the Rectorate of the University of Vienna.

© Copyright 2013 by V&R unipress GmbH, D-37079 Goettingen

All rights reserved, including those of translation into foreign languages. No part of this work may
be reproduced or utilized in any form or by any means, electronic or mechanical, including
photocopying, microfilm and recording, or by any information storage and retrieval system,
without permission in writing from the publisher.

Cover image: Maudslay marine engine, International Exhibition, London 1862

© Science Museum / Science & Society Picture Library

Printing and binding: CPI Buch Biicher.de GmbH, Birkach

Printed in Germany



To Annelieke, my father, and Patrick O’Brien






Contents

Introduction . . . ... ... .. 11
1. The emergence and non-emergence of modern economic growth . 17
2. Taking off and falling (further) behind . . . . ... ... ... ... 34
3. Two case studies: Great Britain and China in the very long

eighteenthcentury . . . .. .. ... ... ... .. ... ... 39
4. Continuity and change, inevitability and contingency . . . . . . .. 44
5. Old clichés about Asia’s economic past that are no longer tenable . 58
6. Income, growth and wealth: problems of measurement . . . . . . . 61
7. Industrial Revolution and Great Divergence . . . .. ........ 64
8. Malthusian constraints, premodern growth and modern growth . . 66

Part one: Economists and theories of economic growth . ... ... .. 81
1. Introduction . ........... ... .. ... ..., 81
2. Land, resources, geography . . ... .. ... ............ 84
3. Labour: the effect of quantities . . . . ... ... ... .. ..... 96
4. Labour quality: human capital . ... ... ............. 101
5. Consumption . . . .« v vt i e e e e e e e e e e e 103
6. Capital and capital accumulation . . . ... ... ... ....... 104
7. Specialisation and exchange . . . . ... ... ... .. ... .. .. 109
8. Innovation . .............. ... ..., 112
9. Institutions: property rights, markets and states . . . . . . ... .. 120
10. Culture and economic growth . . . . . .. ... .. ... . ..... 140

Part two: Actual explanations of the Great Divergence . ... ... ... 153
1. The Great Divergence and geography . . . . . ... ... ...... 153
2. Geography, factor endowments and institutions . . . . .. ... .. 162
3. Geography and institutions: Britain and China, wheat versus rice 177
4. Geography: town versus countryside, urbanising Great Britain and

ruralChina . . .. ... ... .. o o 184
5. Labour: scarcity and abundance . . ................. 189



Contents

10.
11.
12.
13.
14.
15.

16.
17.

18.
19.

20.
21.
22.
23.

24,
25.

26.

27

28.

29.

Factor endowments: labour-saving Britain versus labour-absorbing
China .. ...... ... i e

Human capital: labour and its skills . . .. ... ... .. .. ...
Human capital: labour and discipline . . . . . . ... ... .....
Consumption . . . . . . v v v i e e e
Accumulation, incomeandwealth . ... ... ...... .. ...
Primitive accumulation: bullionand slaves. . . . . ... ... ...
Intercontinentaltrade . . . ... ... ... ... .. ... ..., .
Globalisation and Great Divergence: How the Third World came
INtOexXistence . . . . . . v v v i e
Ghostacreages . . . . ... ... i
Innovation provides the key rather than accumulation or ghost
ACTEAZE . v v v v it e e e e e e
Innovation: technology and science. . . . . ... ..... .. ...
A seriously underestimated factor: enhanced productivity because
of institutional and organisational innovation . . . . ... ... ..
Ultimate causes: institutions . . . ... ... ... ... ......
Markets and property rights . . . . . .. ... ... . . .00 L.
Institutions: markets and varieties of pre-industrial capitalism . . .
Wage labour and world-system: Why it does not make sense to call
Qing China capitalist and why capitalism’s origins should be
considered uniquely Western . . . . . ... ... .. ... ... ..
Markets: sizes and characteristics . . . . .. ... ... ... ....
The institution of institutions: The role of the state, in particular
thatof Britain . . . . . .. ... ... .. ..
Was industrialising Britain a developmental state? . ... ... ..

. The European state system and the development of civil society:

the non-monopolisation of the sources of social power . . ... ..
Culture and growth: Western cultural exceptionalism and how to
Measure it . . . . . v v v vt
Culture does make a difference. But how can one convincingly
provethat? . . . ... .. . ... ..

WhynotChina? . .. ....... .. ... .. .. .. .. ...
A world of striking differences . . .. ... ... .. .. o 00 L.

Concludingcomments . . . . . . ... vt i it

1.

Geography . .. ... ... .. . ... . e

199
207
214
221
226
231
234
245
263

272
290

299
305

315
318
323
332

338

350

358
376

379


http://www.v-r.de/de

Contents 9

2. Labour and consumption . . ................. ... 414
3. Accumulation . . . . ... L L 419
4. Specialisation and exchange . . . ... ... ... ... . 0. 422
5. Innovation . . ... ... .. ... e 427
6. Institutions: markets, property rights and states . . . . . . ... .. 429
7. Culture . .. ... 435
A coda on Great Britainand China . . . . ... ... ........... 437
Bibliography . . . .. ... . . .. 439
Epilogue: Ariseofthe East? . ... .. ... .. ... ... ....... 479
1. Howdidthe Westrise? . . . . .. ... ... ... ..., 483
2. Will Western growth persist? . . ... ................ 484
3. Will Eastern growth persist? . . . .. .. ... ... .. ....... 486
4. Someeducatedguesses. . . . . . ... oo 492
Index of Persons . . . . . . .. oo i i 495
Indexof Places . . . . . . . . . . . i i 501


http://www.v-r.de/de




Introduction

What are the causes of the wealth and poverty of nations? Why are some
countries rich while most of them remain poor? To answer this question, this
book posits the thesis that the emergence of a new kind of growth must be
explained; economists normally characterise this growth as modern economic
growth, the essence of which consists in its sustained if not self-sustaining
character. Those countries that knew it became rich, while the rest continued to
be poor. The book will deal primarily with the question of how this global gap
between rich and poor - a gap that continues to confront economists and eco-
nomic historians with such a huge challenge - actually emerged. That such huge
differences exist between poor and rich in countries may not be that surprising
but what is striking is that wealth is also not evenly or randomly spread over the
world and that we see huge differences in wealth between countries. Most of the
poor in rich countries still live in better circumstances than the bulk of the
people in poor countries.' That the wealth of the world should be spread so
unevenly across nations is anything but obvious. Actually, the fact that there are
rich countries at all is quite surprising in the sense that it is unusual. Over most
of global history, poverty has been the normal state of affairs for societies.
From a scholarly perspective the real intellectual challenge is to explain how
some countries, for along time, almost exclusively Western countries apart from
Japan, managed to escape from poverty at all. They did this in the nineteenth and
twentieth century in a process that started in Great Britain in the eighteenth
century and that often is described as industrialisation but that can be better
characterised as a take-off into modern economic growth’ that created a huge
gap between rich countries that had growth and poor countries that lacked it.
Countries with this modern growth became much wealthier than countries
without it. Ever since the publication of the book by the American economic

1 See e.g. Milanovic, The haves and have-nots, vignette 2.2.
2 See for some comments why it is not correct to simply equate industrialisation with the
emergence of modern economic growth, pages 64 - 66.
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historian Kenneth Pomeranz, the coming into being of this gap has been called
the Great Divergence.” Before that divergence, the average inhabitant of the
wealthiest countries of the pre-industrial world, Great Britain and the Dutch
Republic in the eighteenth century, had a real per capita income that at best
would have been some five times as high as that of inhabitants of the world’s
poorest countries. When it comes to levels of development, defined as “societies’
capabilities to get things done™ that are at the basis of their incomes and growth,
differences between the most developed societies of the pre industrial world, let
us say the Roman Empire, Song China, the Dutch Republic during the sev-
enteenth century or pre-industrial Britain of the eighteenth century were fairly
marginal. They in any case did not cause substantial income gaps. Nowadays, as
this table for real incomes shows, differences are far greater.

Table 1: Regional purchasing power as a percentage of global purchasing power

Regional purchasing power Regional purchasing power
GDP, % of total, 2011 $ per head, 2011
World 100.0 | World 11,480
Advanced economies 51.1 | Advanced economies 39,320
G7 38.5 | G7 40,890
Euro area (17) 14.3 | Euro area (17) 33,790
Asia* 25.1 | Asia* 5,510
Latin America 8.7 | Latin America 11,860
Central & Eastern Europe** 7.8 | Central & Eastern Europe** 13,280
Middle East & N. Africa 4.9 | Middle East & N. Africa 9,900
Sub-Saharan Africa 2.5 | Sub-Saharan Africa 2,380

* excludes Hong Kong, Japan, Singapore, South Korea and Taiwan
** includes Turkey

Source: The Economist. Pocket World in Figures 2013 Edition (London 2012) 25.

An enormous global gap emerged, as will be illustrated more in detail further on
in this book, not just in terms of incomes, but also in terms of accumulated
wealth and development, as can be seen, for example, in energy use, in the field of
transportation and telecommunication, the level of technology, science and
education and in many other respects. This enormous gap between ‘the West’
and ‘the Rest’ emerged over the nineteenth and twentieth centuries mainly as a
product of the industrial revolution. In many respects, it is still with us. The
relative position of the West in the world is clearly changing. Its share of the
global population is dwindling. It no longer is a colonial power. Several parts of it

3 See Pomeranz, Great Divergence.
4 For this definition, see Morris, Why the West rules, 24.


http://www.v-r.de/de

Introduction 13

are in a deep and deepening crisis whereas other regions in the world show a
striking dynamism and growth. In that sense, the West clearly is past its prime.

Figures 1 and 2: Developed and emerging economies

Economies’ share of world GDP, % Emerging economies’ world share, 2010, %
At market exchange rates 50

100 Population

Developed FORECAST Motor-vehicle sales
80 Oil Consumption
60 GIREE D
= Inward FDI#
. — — 40 Exports
Engmig,' = - Fixed Investment
- 20 fmports -
1 1 1 1 1 1 L0 Retail sales | |
1990 95 2000 05 10 15 20 GDP at market rates [N

*Purchasing Power Parity ~ #Foreign direct investment

Source: The Economist, August 6™ 201 1, Economic Focus

We should, however, not exaggerate its ‘decline’. In terms of per capita income -
and that is what really counts for most people - there still is a lot of catching up to
do for ‘the Rest’, even for the famous BRIC countries. When we put the real per
capita income of the USA for the year ending with December 31 2010 at 100, that
of Brazil would be 23.8; that of Russia 42.2; that of India 7.3 and that of China
16.1. For the United Kingdom, which plays such a prominent role in this book,
the figure would be 75.7.°> And even more importantly: all those emerging
economies are emerging because they are beginning to beat the West at its own
game, i.e. they become richer by exploiting the mechanisms of modern eco-
nomic growth like increased investment, innovation, the improvement of their
human capital and the expansion of their trade, just as the West did; at the
moment, they are making more progress in doing so than the West. This means
that the question of what causes such growth to emerge and continue has lost
nothing of its relevance. Far from it.

Most economists and economic historians would agree that poverty and
stagnation have always been normal in global economic history. This makes the
question dealt with in this book why and how certain societies in the West and
first and foremost north-western Europe and the United States escaped from that
‘normal’ state of affairs one of the central questions of their discipline. How, after
so many hundreds of years of long-term relative stagnation and stability, did

5 The Economist. Pocket World in Figures 2013 Edition (London 2012). For the claim that global
convergence would be a myth see Sharma, ‘Broken BRICs.” The Economist of July 27"-August
2 does nor exclude the possibility of a serious ‘Great Decelaration’ i. e. an emerging-market
slowdown that would mark a turning point for the world economy. See pages 9 and 17-19 of
that issue.
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certain countries manage to take off into what up until now has been sustained
growth? How were they able to break away from the constraints that had always
kept growth in check and then turn growth into something systemic? Why did
the take-off occur in north-western Europe, first and foremost in Great Britain, a
region that for most of history had been something of a backwater as compared
to, for example, the great civilizations of the Mediterranean, or the Middle or Far
East? How and when was north-western Europe able to slip from the grip of
poverty and what was or were the driving force(s) behind its then continuing
development and growth?

The debate on the Great Divergence clearly is not a recent fad. It is one of the
central questions of history and the social sciences and is as old as those dis-
ciplines themselves. Up until quite recently it was usually discussed in terms of
‘the rise of the West’. It has become quite vigorous again because a lot of the
assumptions it used to take for granted, have become highly contested with the
emergence of the so-called ‘California School’, a group of scholars so called
because most of them at one time or another were based in California.” Their
‘Californian’ core consists of Kenneth Pomeranz (now in Chicago), Roy Bin
Wong, who recently published a book on the Great Divergence together with Jan-
Laurent Rosenthal who is also working in California, Jack Goldstone, Dennis
Flynn and Arturo Girédldez, Richard von Glahn, James Lee and Wang Feng, and
Robert Marks. Quite similar ideas were defended by scholars whose Californian
base is much weaker or simply non-existent, such as Andre Gunder Frank, James
Blaut, John Hobson, Jack Goody, Peter Perdue and Li Bozhong, the last one
working in Beijing. Over the last fifteen to twenty years, many other scholars
with often very different backgrounds in a very lively and innovative way have
rekindled what seemed to be an old and somewhat tiring debate. One might
think of, in alphabetical order, Robert Allen, Paul Bairoch, Gregory Clark, Jared
Diamond, Ricardo Duchesne, Niall Ferguson, Eric Jones, David Landes, Timur
Kuran, Alan Macfarlane, Deirdre McCloskey, Ian Morris, Prasannan Partha-
sarathi, Matt Ridley, Erik Ringmar, Jeffrey Williamson, Robert Wright, Jan
Luiten van Zanden and all the members of the Global Economic History Net-
work.? The fairly recent but immense popularity of economic divergence and
convergence as objects of study and in particular the California School’s view on
it tie in neatly with the main theme in economic development of our age: the Rise
of the East, in particular of China, accompanied by a clear (relative) decline of
the West. The Californians, moreover, experiment with a new kind of com-

6 For that debate see Vries, ‘Global economic history: a survey’.

7 For that ‘school’ and its views see Vries, ‘The California School and beyond’.

8 For GEHN see http://www2.Ise.ac.uk/economicHistory/Research/ GEHN/Home.aspx. The
network was created by Patrick O’Brien, Kenneth Pomeranz, Kaoru Sugihara and myself.
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parative reciprocal history that suits global historians who not only want to
juxtapose but also connect. The emphasis on ecology and environment as we see
it in the work of, for example, Pomeranz is not only very much en vogue, it also
allows politically correct historians to be non-judgemental in their claims about
what causes wealth and poverty.’

The point of departure of our analysis will be the revisionist approach by
scholars of the California School who claim that the economically most ad-
vanced parts of Asia in the early modern era were just as rich and developed as
Western Europe at the eve of industrialisation if not more so. If that indeed were
the case, it would severely undermine the basis of most traditional ‘rise-of-the-
West-stories’, that almost without exception believed in some kind of European
exceptionalism and assumed that Europe during the modern era was in any case
quite different and economically more advanced or at least advancing more
rapidly. The California revisionist thesis, in a nutshell, can best be described in
terms of ‘surprising resemblances’ and ‘Eurasian similarities’. The idea of
‘surprising resemblances’ is presented in Part One of Pomeranz’s trailblazing
The Great Divergence, in which he describes parts of Western Europe and
Eastern Asia in the early modern era as ‘a world of surprising resemblances’."’
The popularity and immense impact of Pomeranz’s view needs no further
comment."" Peter Perdue presents basically the same view in his ‘Burasian-
similarity-thesis’ that tries to transcend the insistence on East-West dichoto-
mies.!? Publications by, e.g. in alphabetical order, John Darwin, Jack Goody,
Victor Lieberman or Prasannan Parthasarathi show the increasing popularity of
focusing on similarities instead of differences in comparing parts of Eurasia." It
has to be added though that the debate on the Great Divergence, which initially
focused on Western Europe and Eastern Asia and basically still does, has now
begun increasingly to include (Latin) America and Africa in what is becoming a
truly global economic history.

A number of scholars have even begun explicitly to describe early modern
Europe as ‘backward’. Andre Gunder Frank (1929 -2005) in his famous ReOr-
ient. Global economy in the Asian age i.e. the period 1400 - 1800, systematically
hammers home one message: Economic historians studying the early modern

9 De Vries, ‘The Great Divergence after ten years: justly celebrated yet hard to believe’, 13.

10 Pomeranz, Great Divergence.

11 For my views on this book, see Vries, ‘Are coal and colonies really crucial?’

12 Perdue, China marches West, 536 — 542.

13 For Lieberman’s ideas in this respect, see Lieberman, ed., Beyond binary histories, 1-18,and
19-102; idem, Strange parallels, Volumes I and II. For Jack Goody’s views, see his Capitalism
and modernity; Theft of history ; Eurasian Miracle and Renaissances: the one or the many. For
John Darwin’s see his, After Tamerlane e.g. pages XI, 12-13, and 104 -105. Prasannan
Parthasarathi in his Why Europe grew rich and Asia did not rejects “simplistic classical
dualisms” (page 84) and prefers to think in terms of “parallels in Eurasia”. (page 4).
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era must focus on the East, in particular China, the world’s most developed
economy. To focus on ‘rising’ Europe is a Eurocentric mistake. Until the second
half of the eighteenth century: “... Europe remained a marginal player in the
world economy with a perpetual deficit (i. e. in its trade with Asia, PV) despite its
relatively easy and cheap access to American money, without which Europe
would have been almost entirely excluded from any participation in the world
economy.”"* According to Frank “... the Europeans did not do anything - let
alone ‘modernize’ - by themselves”."”” When they in the end rose, they did so by
“climbing up on Asian shoulders” with money they had somehow found, stolen
or extorted.'® He thinks “... on the evidence, the European and even Atlantic
economies, not to mention their polities, were no more than backwaters in the
world economy.””” Robert Marks writes in a popular textbook that Europe was
“... aperipheral, marginal player trying desperately to gain access to the sources
of wealth generated in the East”.'® Felipe Fernandez-Armesto, in his Pathfinders.
A global history of exploration, describes Europeans as “dregs of history”."” John
Hobson, in his The Eastern origins of Western civilisation, tells us time and again
that the West, apart from the last two-hundred years, has always been backward
and only became rich by lots of luck, racism, war and imperialism.*

But even Californian revisionists of course have to admit that there was a
period in history when the West was by far the richest and most powerful part of
the world. In their view, it was the Industrial Revolution that made the difference.
That is not exactly a new idea. That revolution, that they without further ado
tend to regard as the essence of the Great Divergence, however, in their view
needs to be interpreted anew and quite differently. Let me illustrate this by two
quotations, the first one by Peter Perdue, the second one by Jack Goldstone, both
members of the California School:

14 Frank, ReOrient, 75. This is a quite silly statement. I fully agree with Lieberman and his
comment: “One may well ask how a region that conducted an extensive internal commerce,
and that in 1750 dominated the trade of West Africa, the entire New World, and much of
maritime Southeast Asia and coastal India, could have been marginal to the world economy.”
See Lieberman, Strange parallels. Volume 1, 74, note 109.

15 Frank, ReOrient, 259.

16 Frank, ReOrient, 277.

17 Frank, ReOrient, 333.

18 Marks, Origins of the modern world, 43.

19 Fernandez-Armesto, Pathfinders, 19.

20 Hobson, Eastern origins of Western civilisation. Just one typical quote from page 218:
“Moreover, without these Chinese contributions Britain would in all likelihood have re-
mained a small, backward country floating on the periphery of an equally backward con-
tinent, that in turn had been floating on the periphery of the Afro-Asian-led global economy
ever since 500 CE.”
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In the light of this recent research, the Industrial Revolution is not a deep, slow evo-
lution out of centuries of particular conditions unique to early modern Europe. It is a
late, rapid, unexpected outcome of a fortuitous combination of circumstances in the
late eighteenth century. ... acceptable explanations must invoke a global perspective
and allow for a great deal of short-term change.”

Instead of seeing the rise of the West as a long process of gradual advances in Europe
while the rest of the world stood still, they (i.e. members of the California School PV)
have turned this story around. They argue that societies in Asia and the Middle East
were the world leaders in economics; in science and technology; and in shipping, trade
and exploration until about AD 1500. At the time Europe emerged from the Middle
Ages and entered its Renaissance, these scholars contend, Europe was well behind
many of the advanced societies elsewhere in the world and did not catch up with and
surpass the leading Asian societies until about AD 1800. The rise of the West was thus
relatively recent and sudden and rested to a large degree on the achievements of other
civilizations and not merely on what happened in Europe. Indeed some of these
scholars suggest that the rise of the West may have been a relatively short and perhaps
temporary phenomenon, as other societies are now catching up to or even surpassing
Western societies in their growth.”

Not to fight straw-men, I immediately should add that the most important
Californian, Kenneth Pomeranz, very recently admitted that he probably over-
stated the lateness and suddenness of the Great Divergence and that economic
parity between the two extremes of Eurasia probably had already disappeared in
1750 if not in 1700. The Great Divergence, so he now writes, may indeed have
been somewhat more of a drawn-out process instead of a quite sudden break.”
But he does not abandon the idea that a long-term parity between the most
advanced economies in the world would have existed and that they were char-
acterised by surprising resemblances until quite late in the early modern era.

1.  The emergence and non-emergence of modern economic
growth

As indicated, we are dealing here with one of the central questions in history and
the social sciences. The problem at hand is very complicated and multi-facetted.
Many debates in which it purportedly is analysed turn out in the end to be quite
sterile because the discussants actually are talking about different things. It

21 Perdue, China marches West, 537. This interpretation is strikingly different from that of most
economic historians who study Britain’s industrialisation in detail.

22 Goldstone, Why Europe, VIII.

23 See De Vries, ‘The Great Divergence after ten years: justly celebrated yet hard to believe’ and
Pomeranz, ‘Ten years after’.
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therefore is essential to indicate exactly what one wants to explain and what
assumptions and facts one takes as point of departure. I will dedicate quite a few
pages to indicating what exactly in my view the debate on the Great Divergence is
about and what that means for the way in which it has to be held.

Let me first provide some empirical data to indicate what phenomena we
actually want to explain and begin by emphasizing that only the economic side of
the Rise of the West will be discussed, i. e. how and why the West became so much
wealthier than the Rest, not the politico-military side i. e. not the question of how
and why the West came to rule so much of the world, a connected but certainly
not identical subject. The focus here will be on wealth, development and growth.
The following tables and graph should be quite informative.

Table 2: Population of Europe (without Russia) as a percentage of world population

Year World (Mil.) Europe (Mil.) Europe (%.)
1000 267 31 12
1500 438 71 16
1820 1,042 170 16
1913 1,791 341 19
2003 6,279 561 8

Based on: Angus Maddison, Contours of the world economy, 1-2030 AD. Essays in macro-

economic history (Oxford 2007) 376 and 378. The figures are rounded.

Table 3: Europe’s (without Russia) share of global GDP

Year Percentage
1000 11
1500 20
1820 26
1913 38
2003 21

Based on: Angus Maddison, Contours of the world
economy, 1-2030 AD. Essays in macro-economic history
(Oxford 2007) 381. The figures are rounded.
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Table 4: Average per capita income in US dollars, 1990 international Purchasing-Power
Parity (PPP), in 1820 and 1913

1820 1913
Western Europe 1,232 3,473
Eastern Europe 636 1,527
Western off-shoots 1,201 5,257
Latin America 665 1,511
Asia without Japan 575 640
Japan 669 1,387
Africa 418 585

Source: Angus Maddison, The world economy. A millennial perspective (Paris 2001) 264.
For an explanation of the concept of purchasing-power parity see http://en.wikipedia.org/
wiki/Purchasing_power_parity

Graph 1: Real income per capita in 1990 international PPP dollars
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Based on information in: Angus Maddison, The world economy. A millennial perspective
(Paris 2001).

Table 5: Colonies of Western European states, United States, and Japan

Year | Land area colonized as % of world total | Population colonized as % of world total
1760 18 3
1830 6 18
1880 18 22
1913 39 31
1938 42 32

Source: Jane Burbank and Frederic Cooper, Empires in world history. Power and the politics
of difference (Princeton 2002) 288.
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Table 6: Relative shares of world manufacturing 1750 - 1900 (%)

1750 1800 1830 1860 1880 1900
Europe as a whole 23.2 28.1 34.2 53.2 61.3 62.0
United Kingdom 1.9 4.3 9.5 19.9 22.9 18.5
Habsburg Empire 2.9 3.2 3.2 4.2 4.4 4.7
France 4.0 4.2 5.2 7.9 7.8 6.8
German States / Germany 2.9 3.5 3.5 4.9 8.5 13.2
Italian States / Italy 2.4 2.5 2.3 2.5 2.5 2.5
Russia 5.0 5.6 5.6 7.0 7.6 8.8
United States 0.1 0.8 2.4 7.2 14.7 23.6
Japan 3.8 3.5 2.8 2.6 2.4 2.4
Third World 73.0 67.7 60.5 36.6 20.9 11.0
China 32.8 33.3 29.8 19.7 12.5 6.2
India / Pakistan 24.5 19.7 17.6 8.6 2.8 1.7

Source: Chris Freeman and Francisco Lou¢a, As time goes by. From the industrial revo-
lutions to the information revolution (Oxford 2001) 183.

Table 7: Per capita levels of industrialisation, 1750 - 1900 (relative to UK in 1900 = 100)

1750 1800 1830 1860 1880 1900
Europe as a whole 8 8 11 16 24 35
United Kingdom 10 16 25 64 87 [100]
Habsburg Empire 7 7 8 11 15 23
France 9 9 12 20 28 39
German States / Germany 8 8 9 15 25 52
Italian States / Italy 8 8 8 10 12 17
Russia 6 6 7 8 10 15
United States 4 9 14 21 38 69
Japan 7 7 7 7 9 12
Third World 7 6 6 4 3 2
China 8 6 6 4 4 3
India / Pakistan 7 6 6 3 2 1

Source: Chris Freeman and Francisco Louga, As time goes by. From the industrial revo-
lutions to the information revolution (Oxford 2001)183.

Table 8: Capacity of all steam engines (in thousands of horse-power)

1840 1850 1860 1870 1880 1888 1896
Great Britain 620 1,290 2,450 | 4,040 7,600 9,200 | 13,700
Germany 40 260 850 2,480 5,120 6,200 8,080
France 90 370 1,120 1,850 | 3,070 | 4,520 5,920
Austria 20 100 330 800 1,560 2,150 2,520
Belgium 40 70 160 350 610 810 1,180
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(Continued)

1840 1850 1860 1870 1880 1888 1896
Russia 20 70 200 920 1,740 2,240 3,100
Italy 10 40 50 330 500 830 1,520
Spain 10 20 100 210 470 740 1,180
Sweden — - 20 100 220 300 510
Netherlands — 10 30 130 250 340 600
Europe 860 2,240 5,540 | 11,570 | 22,000 | 28,630 | 40,300
U.S.A. 760 1,680 3,470 5,590 9,110 | 14,400 | 18,060
World 1,650 3,990 9,380 | 18,460 | 34,150 | 50,150 | 66,100

Source: David S. Landes, The unbound Prometheus. Technological change and industrial
development in Western Europe from 1750 to the present (second edition; Cambridge 2003)

221.

Table 9: Regional distribution of World Trade, 1876 -1913 (%)

) 1876 -80 1913

Region Exports | Imports | Total trade | Exports | Imports | Total trade
Europe 64.2 69.6 66.9 58.9 65.1 62.0

N. America 11.7 7.4 9.5 14.8 11.5 13.2
Latin America 6.2 4.6 5.4 8.3 7.0 7.6
Asia 12.4 13.4 12.9 11.8 10.4 11.1
Africa 2.2 1.5 1.9 3.7 3.6 3.7
Oceania 3.3 3.5 3.4 2.5 2.4 2.4

Source: A.G. Kenwood and A.L. Lougheed, The growth of the international economy,
1820- 1960 (London 1971) 93.

Table 10: Extension of the railway net, in km

Year| Great | France| Belgium| Germany| Habsburg| Italy | Spain | Russia| Europe| U.S. World
Britain Empire

1850] 9,757 | 2,915 854 5,856 1,357 620 28 501 | 23,100 | 14,400 | 37,600

1870] (20,000)] 15,544] 2,897 18,876 6,112 ] 6,429 | 5,454 | 10,731] 101,300] 85,400 | 205,200

1890] 27,820 | 33,280) 4,526 | 42,869 15,523 | 13,629] 10,163 30,595] 208,000 249,700 566,900

1913 32,623 | 40,770] 4,776 | 63,378 | 44,800 | 18,873] 15,351] 70,156 321,600} 400,197] 925,300

Source: Antonio di Vittorio, ed., Historia econdmica de Europa. Siglos XV - XX (Barcelona 2003 and 2007) 271.
The table is taken from the contribution by Giovanni Luigi Fontana on the nineteenth century.
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Table 11: Inventions and innovations per country 1750 - 1950, % of total

Total | Great Britain | France | Germany | USA | Other
1750-1775 30 46.7 16.7 3.3 10.0 23.3
1776 - 1800 68 42.6 32.4 5.9 13.2 5.9
1801 -1825 95 44.2 22.1 10.5 12.6 10.5
1826 - 1850 129 28.7 22.5 17.8 22.5 8.5
1851 -1875 163 17.8 20.9 23.9 25.2 12.3
1876 - 1900 204 14.2 17.2 19.1 37.7 11.8
1901 -1914 87 16.1 8.0 17.2 46.0 12.7
1915-1939 146 13.0 4.1 13.0 58.6 11.3
1940 - 1950 34 2.9 0.0 6.7 82.4 8.0

Source: Giovanni Gozzini, Un’idea di giustizia. Globalizzazione e ineguaglianza dalla
rivoluzione industriale a oggi (Turin 2010) 25.

The Great Divergence was caused by the economic rise of some and the non-rise
and sometimes even economic decline of many regions. More specifically, the
gap emerged because the economies of parts of the world began and continued to
grow, which was abnormal, whereas in the rest they did not, which was quite
normal. The fundamental fact to be explained is the beginning or origin of a
historically novel kind of growth that economists tend to call ‘modern economic
growth’. This book deals with: ‘How it all began’. Such growth involves a per
capita rise in real income.” It is defined as substantial, of course a qualification
that is a matter of debate, but most importantly as sustained. The Great Di-
vergence is studied here as the effect of the fact that some regions in the world
came to know this growth, whereas most of the others didn’t or did only much
later. Discussing the Great Divergence means discussing quite persistent dif-
ferences in development. It is very unlikely that the persistent and increasing
differences as shown in Tables 2 - 11 and Graph 1 could be sufficiently explained
by reference to a punctuated rupture, a sudden coincidence or windfall, whose
effects then continued and increased over time. Surprisingly enough, however,
several scholars think they can. I will return to differences about what can count
as an adequate explanation later on. First some further elucidation is in order
with regard to the explanandum of my analysis.

That explanandum of this book thus is the emergence of modern economic
growth. That type of growth is regarded here as fundamentally distinct from
traditional forms of economic growth, which is not uncontested. Not all scholars
think in terms of a sharp analytical distinction between traditional growth and
modern economic growth as I do in my analysis. In my view though, at least
analytically, the distinction is clear: when modern economic growth emerged, it

24 Such per capita growth usually is referred to as intensive growth in contrast to extensive
growth that refers to an increase in total income.
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was, in contrast to growth in all preceding organic, ‘Malthusian’ economies, based
on a massive and new use of energy sources and raw materials, on new tech-
nologies and new institutions.” It could become sustained because innovation in
production became all but uninterrupted. To be more specific: with in-
dustrialisation there emerged an economy in Great Britain that was based on
minerals and on fossil fuel, with fossil fuels now also providing power, and in
which technological and institutional innovation was sustained. In particular,
when it comes to the use of minerals and fossil fuel and to technological in-
novation, the economy that emerged with industrialisation in Britain is to my
mind fundamentally different from even the most advanced preceding organic
economies.”® In reality of course, in particular during the first ‘transitional’ phase
of industrialisation, we see continuity and change, a mixture of old and new, but
to my view with the massive use of fossil fuels and minerals an entirely new kind
of economy became possible. Berkeley economic historian Jan de Vries and his
late friend from Wageningen University in the Netherlands, Ad van der Woude,
for example, would not agree. They claimed in their collective magnum opus that
the Dutch economy as the first economy in the world already went through a
phase of modern economic growth (in Dutch the subtitle of their book is: The
first round of modern economic growth) before industrialisation in Britain.” Jan
de Vries expanded on this thesis and its implication in several articles.”® Ac-
cording to them, the Netherlands actually industrialised fairly late because its
economy already was so modern.”” When one looks at indicators such as ur-
banisation, schooling, mobility, monetisation, political environment and its
system of law or at the behaviour of its economic agents - perfect homines
oeconomici - it indeed already had a modern institutional setting. De Vries and

25 1 explicitly want to point out that I use term ‘Malthusian’ here in a general ‘loose’ sense,
referring to the limits to growth in a pre-industrial society and the general tension between
population and resources, and not in the more technical sense in which demographers use it
and in which very specific correlations are postulated between income, mortality and fer-
tility. See for a brief introduction and test of that approach, Crafts and Mills, ‘From Malthus
to Solow’, and Craig, ‘Comment on ‘From Malthus to Solow’, and the references in these texts.
The Malthusian demographical model has three variables: a fertility or birth rate that is
supposed to go down in a period of increasing scarcity and up in a period of decreasing
scarcity, a mortality or death rate that does the opposite and income that is determined by
labour and that over the long run is assumed to be quite stable.

26 See for these concepts Wrigley, Continuity, chance and change, and idem, Energy and the
English Industrial Revolution.

27 De Vries and Van der Woude, The first modern economy, ‘Epilogue’.

28 See for this thesis Jan de Vries, ‘The Industrial Revolution and the Industrious Revolution’;
‘Economic growth before and after the Industrial Revolution; ‘The industrious revolution
and economic growth, 1650 -1830’; The industrious revolution: Consumer behavior and the
household economy, 1650 to the present and ‘Industrious peasants in East and West’. This text
is a comment on Saito, ‘An industrious revolution in an East Asian market economy?’.

29 A point also made by Mokyr, Enlightened economy, 169.
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Van der Woude do not deny that growth as such did peter out in the Dutch
Republic. But in their view, that was not because of some kind of Malthusian
constraint™, e.g. lack of modern sources of energy. Very substantial amounts of
peat were used, in the nineteenth century as much as in the two previous centuries
combined. It moreover was just as cheap to transport coal from Newcastle to
London as from Newcastle to Rotterdam. One may indeed claim that the country
failed to make the transition to the latest energy system. For quite some time the
use of steam engines in production was rare. The initially restricted use of coal,
however, had good economic reasons and when those after a couple of decades no
longer existed, the country soon caught up with the most advanced technologies.
De Vries and Van der Woude regard industrialisation senso stricto, in terms of
steam and factories, as only a - non-indispensable - part of a much broader
process of modern economic growth, and that much broader process in their
view had already started in the Dutch Republic. Moreover, as they wonder, is the
sustained growth of the industrial world indeed sustainable? Is not the post-
industrial modern world now in a position similar to that of the Netherlands in
1700? Basically we are dealing here with a debate about the relative importance of
various motors of growth. My view would be that with coal and especially steam
Britain entered a new economic regime with unheard of potential for growth,
whereas the Dutch Republic with all its institutional modernity ‘only’ presented
the highest but finite last stage of traditional economic growth. In reality, of
course, all distinctions are floating and blurred, but analytically I think that with
steam a new economy was born. I in any case hope to show in the rest of book that
in the eighteenth century in Britain something really novel emerged with huge
and worldwide consequences.

Identifying the Great Divergence with the emergence of modern economic
growth has some important implications. It means that explaining it is not
identical to explaining capitalism as is often simply assumed in texts about ‘the
rise of the West’. Not only because conceptually modern economic growth and
capitalism - here for the sake of convenience and to some extent erroneously
defined as ‘the market economy™' - are two distinct phenomena, even when they
in practice are often related. There are several examples of capitalist societies (a
very complex, multi-facetted and debated concept anyhow) that did not ‘auto-
matically’ take off into modern economic growth. Adam Smith (1723 - 1790) never
discussed the transition from what we here for the sake of convenience and brevity
call ‘mercantile’ to ‘industrial’ capitalism and to modern economic growth be-

30 See for the meaning of that term page pages 66 -79.

31 For an analysis of the concept and its many meanings see pages 329 - 335. For me capitalism
is not identical to the market economy as it is often loosely described as in capitalism all
goods and services are commodified not just those meant for consumption.
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cause he never thought growth could really be sustained over a long period of time.
Most modern economists following in his footsteps seldom if ever discussed that
distinction and transition, in their case because they came to think that market
competition would sooner or later inevitably bring technological innovation.*
Most followers of Weber also tended to explain the rise of the West in terms of the
rise of capitalism and to look at industrialisation and the growth that accompanied
it as just a phase in that rise. The same goes, be it for quite different reasons, for
scholars such as Fernand Braudel (1902 -1985) and Immanuel Wallerstein. How
exactly the transition from feudalism to capitalism and then to industrial capi-
talism was made, continues to divide Marxist scholars.” While recognizing that
mercantile capitalism is fundamentally different from industrial capitalism, they
as a rule claim that the former, somehow, produced the latter. Karl Marx (1818-
1883) himself distinguished between two routes in the transition to modern in-
dustry: the really revolutionary one, where the producer may become a merchant,
and a second one in which the merchant takes control over production.* For him
capitalism before industrialisation was fundamentally different from industrial
capitalism, but still the first one somehow ‘contained’ the second one. Although I
think Wrigley is exaggerating - I personally do see a clear and strong tendency for
modern economic growth to result from the logic of capitalism a la Marx - his
comment that the relationship between capitalism and industrialisation (and
modern economic growth) would be casual rather than causal is in any case a
welcome reminder that industrialisation and modern economic growth are not as
such necessary outcomes of capitalism.’® Not by accident, in current debates the
issue tends to be discussed in different terms, to wit as the transition from ‘Smi-
thian’ growth to ‘Schumpeterian’ growth.”®

Identifying the Great Divergence with the first emergence of modern economic
growth also implies that explaining it is not per se identical to explaining in-
dustrialisation either as Marx, Weber and many others tend to suggest. In any
case not if that term is meant to refer solely to the rise of mechanised factory
production. C. Knick Harley rightly points out that “we often loosely, but mis-
takenly [italics mine] use the term “industrialisation” as a synonym for modern

32 See for examples pages 110, 132, 323 -324.

33 See, for example, the already somewhat dated publications by Holton, Transition from feu-
dalism to capitalism and Hilton, The transition from feudalism to capitalism and the more
recent ones by Wood, Origin of capitalism and Epstein, ‘Rodney Hilton, Marxism and the
transition from feudalism to capitalism’.

34 Karl Marx in Marx Engels Werke (Berlin 1956 -1990) Volume 25, page 347. From now on
referred to as MEW.

35 Wrigley, Continuity, chance and change, 115. This is true for ‘Smithian’ as well as ‘Marxian’
capitalism. See for those terms pages 329 -335.

36 See the previous note.
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economic growth.”” In Britain the emergence of modern economic growth to a
large extent coincided in time with the rise of the factory and the machine, and
probably can also best be symbolised by them, but it clearly was not identical to
their rise as, for example, Parthasarathi assumes in his recent book when he even
goes as far as identifying that revolution solely with what was happening in cotton
and iron production.’® A very substantial part of Britain’s growth over the period
1750 - 1850 occurred in other sectors of manufacturing, outside factories, and not
to forget, in other sectors of the economy like agriculture and services, including
transport.” The country not only had a relatively large, highly productive sec-
ondary (i.e. manufacturing and industrial) sector but also, which in the end is just
as important for explaining its high GDP per capita, a relatively small, but highly
productive primary (i. e. agricultural) sector. The importance of the service sector
for Britain’s economy at the time can hardly be overestimated, and over time it
further increased.” That also was the case in countries that industrialised later.
Many countries developed a modern economy with modern economic growth
without going through a phase of massive industrialisation in the literal, re-
stricted sense of the word.*' Some sectors knew more growth and dynamism than
others but to have growth and change in the orders of magnitude we see in Britain
in the long nineteenth century, innovation in terms of hard technology and the
way in which production was organized simply must have occurred over a very
broad front.** Quite often, moreover, in manufacturing, modern growth ‘created’
increasing productivity as much as or even more than the other way around. One
must be wary anyhow of talking as if the different sectors of modernising
economies can be clearly separated and contrasted with each other in terms of
‘modern’ and ‘non-modern’. Many if not most developments in the service sector

37 Harley, ‘Trade: discovery, mercantilism and technology’, 195.

38 Parthasarathi, Why Europe grew rich, e.g. page 12.

39 See e.g. Harley, ‘Reassessing the Industrial Revolution’, chapter 8, ‘Conclusion’, and Griffin,
Short history of the British Industrial Revolution chapter 6.

40 See e.g. Cain and Hopkins, British imperialism, 1688-2000, chapter 3, and Chapman,
Merchant enterprise in Britain, passim. See for the relative share of the service sector in total
employment and GDP Table 19. Eisenberg, Englands Weg in die Marktgesellschaft is entirely
devoted to showing the crucial importance of the service sector in Britain’s economy during
the eighteenth and nineteenth centuries. Around 1800, more people worked in the service
sector than in the manufacturing and industrial sectors combined. Overall, in several esti-
mates for the period 1700 - 1860, growth in Britain’s service sector is estimated to have been
somewhat higher than in the manufacturing and industrial sectors. (See tables 4 and 5 in the
book on pages 113 and 115). For a brief synthesis and evaluation, see her concluding
comments with many relevant references on pages 107-118.

41 One might think of the Netherlands, the Scandinavian countries and to some extent even
France.

42 Bruland, ‘Industrialization and technological change’ in particular page 146. See also Mokyr,
Enlightened economy, chapter 7.
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in particular its further ‘globalisation’ were only possible thanks to technological
breakthroughs like trains, steamships, the telegraph and the telephone. The same
goes for agriculture where the introduction of all sorts of machinery and artificial
fertilisers had a huge impact. That it is quite misleading to associate modern
economic growth exclusively with industry of course also shows in the fact that
currently the rich and developed world is ‘post-industrial’ with the bulk of added
value generated in the service sector.”

This does not mean that industry would be just another economic sector in
the process of economic growth. It as a rule has a fundamental role to play in the
process of taking-off for all economies, except maybe for very small city-states
that can focus almost entirely on services. The introduction of machines and
factories in pre-industrial society makes it possible to generate big increases in
productivity, employing masses of not very highly skilled, relatively cheap la-
bourers. Expenses in terms of building up human capital in that stage are still
relatively low, as only a mall group of highly skilled specialists is needed to run
production processes. To a certain extent this can also apply to the modern-
isation and mechanisation of agriculture, in case it turns into a large-scale
business. Industrialisation can so create relatively high economic gains at rel-
atively low economic costs. Services, overall, require a higher level of skills
whereas increases in their productivity tend to be lower and more costly than in
manufacturing. An additional advantage of industry over services is the fact
that, again overall, it is much easier to export commodities than services.”

As indicated, the question I want to tackle here has usually been discussed in
terms of a ‘rise of the West’, or at least a ‘rise of Western Europe’. Even now many
authors still simply juxtapose ‘the West’ or (Western) Europe and ‘the Rest’. That
the category ‘the Rest’ is rather strange should be obvious. But actually, when it
comes to the economic history of early modern Europe - and that is the period the
majority of my comments will refer to, there is no such thing as ‘(Western) Eu-
rope’. Fundamental differences existed between regions. The trajectory taken by
‘Western Europe’, roughly the part of Europe to the West of an imaginary Saint
Petersburg-Trieste line, was very different from that taken by Central and Eastern
Europe in almost all relevant respects, e. g. agricultural development, urbanisation,
the rise of free labour and a bourgeoisie, the importance of intercontinental trade

43 See e.g. The Pocket World in Figures 2013 Edition, 47. Data, unless otherwise indicated refer
to the year ending 31 December 2010. See, however, Ha-joon Chang’s claim that we should be
careful not to underestimate the importance of industry even in so-called ‘post-industrial
economies’. See his 23 things they do not tell you about capitalism, chapter 9.

44 1 am paraphrasing Studwell, How Asia works, 59-61. For the difficulty to increase pro-
ductivity in services see note 331.
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etc.”” But even if we leave out East and Central Europe, and focus only on ‘Western’
Europe during the early modern era, we are still faced with such differences in
terms of wealth and development that Robert Allen described them in terms of yet
another Great Divergence.* During the early modern era the South - roughly, the
Mediterranean world - was increasingly surpassed in terms of dynamism, de-
velopment and wealth, by the Northwest, i. e. the region on the shores of the North
Sea. Real wages for ordinary labour in the South decreased substantially and the
region showed clear signs of stagnation and impoverishment.

45 See Aston and Philpin, The Brenner debate and Chirot, The origins of backwardness in
Eastern Europe.

46 Allen, ‘The Great Divergence in European wages and prices from the Middle Ages to the First
World War’.
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Graph 2: Real incomes in several European cities, 1500 - 1914. The values at the left are
index values.
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What also tends to be brushed over in rise-of-the-West stories is the fact that
economic development insofar as it manifested itself in economic growth in the
West before the first Industrial Revolution, even in Western Europe, was not
linear. Even in Western Europe - that scarcely knew any per capita income
growth for skilled and unskilled labour over the period as a whole anyway - the
economy did not grow uninterruptedly. It did so with ups, downs and phases of
stagnation, and with differing trajectories. The early modern period from 1500 -
1800 was definitely not a period of a permanent unprecedented rise in the West as
e.g. Acemoglu and his colleagues suggest.”” The economies of Western Europe
undeniably became further developed in the centuries before Britain’s economy
took off but that development overall did not yet create substantial growth nor a
real gap in terms of wealth between various regions.

Table 12: Comparative levels of GDP per capita (United Kingdom in 1820 = 100)

c. 1500 c. 1700 c. 1750 1820 1870
UK 57 73 87 100 187
Netherlands 67 109 109 107 162
Belgium 58 69 76 77 158
France n.a. n.a. n.a. 72 110
Italy 83 71 76 65 88
Spain 63 61 58 62 71
Sweden 64 66 67 70 97
Poland 50-54 38-42 34-37 41 55
Russia n.a. n.a. n.a. 40 55
Turkey n.a. 35 38 40 52

Source: Stephen Broadberry and Kevin H. O’Rourke, ‘Introduction to Volume 1’ in: Ste-
phen Broadberry and Kevin H. O’'Rourke, eds., The Cambridge Economic History of
Modern Europe. Volume I: 1700-1870 (Cambridge 2010) 1 -4, page 2.

Table 13: Growth rates of GDP per capita (% per annum) in European countries, 1500 - 1870

1500-1700 1700-1750 1750-1820 1820-1870
UK 0.12 0.35 0.20 1.25
Netherlands 0.24 0.00 -0.02 0.83
Belgium 0.09 0.19 0.02 1.44
France n.a. n.a. n.a. 0.85
Italy -0.08 0.14 -0.22 0.61

47 Acemoglu, Johnson, and Robinson, ‘The rise of Europe: Atlantic trade’, 546: “In fact between
1500 and 1800, Western Europe experienced a historically unprecedented period of sustained
growth...”
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(Continued)

1500-1700 1700-1750 1750 - 1820 1820-1870
Spain -0.02 -0.10 0.10 0.27
Sweden 0.02 0.03 0.06 0.65
Poland -0.13 -0.24 0.21 0.59
Russia n.a. n.a. n.a. 0.64
Turkey n.a. 0.16 0.07 0.52

Source: Stephen Broadberry and Kevin H. O’Rourke, ‘Introduction to Volume 1’ in: Ste-
phen Broadberry and Kevin H. O’Rourke, eds., The Cambridge Economic History of
Modern Europe. Volume I: 1700 - 1870 (Cambridge 2010) 1 -4, page 2.

The comments just made indicate that it is important to be precise about what
regions actually diverged during the Great Divergence. It is important to realise
that the Great Divergence caused by the emergence of modern economic growth
first and foremost marked a bifurcation in the economic trajectories of differing
parts of the world, to wit Western Europe and its offshoots, and the rest of the
world, apart from, to some extent and only from the end of the nineteenth century
onwards, Japan. It therefore does not make sense to follow Goody’s advice and
“... look not for a European miracle, but rather for a Eurasian miracle.”*® Dif-
ferences in wealth and development between various parts of Eurasia simply
became too big for that. In the nineteenth and twentieth centuries, overall, Asia
became avery poor continent. There simply was no ‘Eurasian’ miracle then. This
comment also applies to Jared Diamond’s, Guns, germs and steel, a book that is
often referred to in debates on the Great Divergence, but that actually does not
explain the main gap between rich and poor in the world at all, as it focuses
almost entirely on what parts of Eurasia shared as opposed to the rest of the
world, whereas only a very tiny fragment of it deals, very superficially, with what
might have caused the enormous differences in wealth in Eurasia, where some
two-thirds of the world’s population actually lived.

This, however, does not mean that one can treat the West as one un-
differentiated entity. When it comes to discussing and locating the Great Di-
vergence there, one should opt for a mix of an exclusively British and a pan-
(West-) European perspective. Great Britain was the first and for a couple of
decades for all intents and purposes the only major industrial country. Con-
sidering the fact that its economy, or in any case that of England, had been quite
different from that of the rest of Western Europe for already quite some time, this
need not really surprise us.*

48 Goody, Eurasian Miracle, back-flap.

49 For some distinct characteristics of pre-industrial England see Wrigley, ‘Divergence of
England’, and Macfarlane, Invention of the modern world. http://fortnightlyreview.co.uk The
2012 Spring -Summer Serial. In this text I will, as a rule, refer to Great Britain, consisting of
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Table 14: Some indicators of the enormous lead of Great Britain in the middle of the
nineteenth century

Great Britain | France | Germany
1850 population in millions of people 21 35 33
1850 coal consumption in millions of tons 49 4.4 6.7
1850 iron consumption in tons 1,970,000 |600,000] 420,000
1850 steam power in HP 1,290,000 370,000 260,000
1850 railroads in kilometres 10,000 6,600 3,200
1840s total cotton consumption in tons 2,300,000 ]610,000] 410,000
1850 - 1860 percentages of global trade 23 11 9
1850 index of industrialisation, UK 1900 is 100 64 20 15

Source: I took these figures from, Joel Mokyr, The Enlightened economy. An economic
history of Britain 1700 - 1850 (New Haven and London 2009) 476. See there for the original
sources.

Table 15: Per capita real income in 1990 international PPP dollars

Year UK France Germany
1820 1,706 1,135 1,077
1870 3,190 1,876 1,839

Source: Angus Maddison, Contours of the world economy, 1-2030 AD. Essays in macro-
economic history (Oxford 2007) 382.

As I already indicated, the rise of modern economic growth in Britain - and I
want to really emphasize this - manifested itself not just in industrial pro-
duction, far from it. Even at the time it was the workshop of the world, the
commodity trade balance of Great Britain as a rule was negative. The deficit,
however, was more than compensated by a surplus on the balance of invisible
trade (i. e. business services, shipping and overseas investment income).* In the
beginning of the twentieth century, half the tonnage of all the fleets in the world
was British. In 1913, some twenty-two per cent of total exports of the United
Kingdom consisted of invisible exports (transport, banking, insurance and fi-
nance). No less than fifty per cent of all foreign direct investment in the world at
that moment came from the United Kingdom alone.’ Great Britain already after
a couple of decades of industrial primacy became the service centre rather than
the workshop of the world.

It is only fair that Britain should hold centre stage in this text. On the other

England, Wales and Scotland, as the entity that will be compared to China and other regions
or nations of the world.

50 See, for the period 1850-1911, Cain and Hopkins, British imperialism 1688 - 2000, 158.

51 See fur further comments and references Vries, ‘Europa und die Welt’, pages 411, 414 and 417
See for two quite distinct approaches to show the importance of the service sector, Cain and
Hopkins, British imperialism, and Wrigley, Energy and the English Industrial Revolution,
chapter 5.
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hand a more European perspective is essential as a lot of what happened in
Britain can only be understood against the backdrop of a shared Western Eu-
ropean history, as can be seen - which of course as such is yet another reason not
to focus exclusively on Britain - in the relative ease with which most of Western
Europe caught up. There must have been strong Western European con-
genialities. That does not mean that countries that industrialised after Britain
did so by simply copying the forerunner. There is no such thing as a single model
of nineteenth-century industrialisation.”” There are many different ways to
create an economy with modern economic growth although certain basic in-
gredients over time have proven to be indispensable. I only refer to the following
disparate list of ‘pre-requisites’: massive availability of fossil fuels in the field of
energy (coal, natural gas and oil, nuclear energy or modern wind, water, and
solar energy or a combination of these, to provide heat, power and light); arti-
ficial fertilisers; synthetic fibres and plastics; iron, steel and concrete; chemical
dyestuffs and medicines; continuous technological innovation, which means
institutionalisation of scientific research and technological development, a
permanent improvement of human capital, institutional flexibility and an effi-
cient state infrastructure.

Debates about the Great Divergence tend to focus on the take-off phase of
modern economic growth; that is the moment when this growth began. It, of
course, was Walt Rostow who introduced that concept. Scholarship meanwhile
has completely distanced itself from the exact way in which he implemented the
concept in his stage-theory.” But I think his imagery is still very helpful, and I
use the concept here in the rather more loose interpretation by Hobsbawm, who
describes the ‘take-off” as the process in which “the shackles were taken off the
productive power of human societies, which henceforth became capable of the
constant, rapid and up to the present limitless multiplication of men, goods and
services.”™ In my analysis, the focus will also be on this moment when the
economy, as we can see with the benefit of hindsight, the economy entered a new
phase. All the same, I again want to repeat that the essence of modern growth and
development is their sustained or preferably even self-sustaining character,
which means that in my explanations I will have to refer to not just what lifted
Britain’s economy up but also to what kept it in the air and made it rise ever
higher, to stick to the aircraft metaphor.

52 See e.g. O’Brien, ‘Do we have a typology for the study of European industrialization in the
XIXth century?, and Verley, L’échelle du monde, chapter 3.

53 Rostow, Stages of economic growth, 39.

54 Hobsbawm, Age of revolution, 45.
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2.  Taking off and falling (further) behind

The focus of my analysis here will be on Great Britain and China. The choice of
Great Britain, the country where the first take-off took place, is quite obvious as
is the choice of the period discussed here, the period from 1688 to 1849, i.e. from
the Glorious Revolution onwards to the formal end of mercantilism, the period
when the actual take-off took place. When it comes to analysing parts of the
world that were left behind economically speaking, selection is unavoidable.
From an analytical point of view, it is not much use, on the contrary, to try to
provide a general overview in which ‘the West’ is simply confronted with an
undifferentiated ‘Rest’. We will not discuss the situation in Central and Eastern
and in Southern Europe here, regions that of course felt the impact of economic
changes in Western Europe quite intensively and to a certain extent saw clear
‘sprouts of industrial development’, but that did not really catch up.” Japan, of
course, did start to industrialise quite early and provides a much-studied, quite
idiosyncratic case of a non-Western country that already with the beginning of
the First World War was firmly on the road to becoming an industrial nation. Up
until now it nevertheless hardly figures in the debates that explicitly deal with the
Great Divergence. Would it be farfetched to suppose that the California School
tends to ignore it because its favourite coal-and-colonies explanation simply
does not fit a country that had hardly any coal and no colonies and yet it took off
in a situation that looked even more like a Malthusian trap than that of China at
the time? To me the case of industrialising Japan is ideal for illustrating the
extent to which institutions matter in explaining the wealth and poverty of
nations.” In particular when it comes to manufacturing, India in many respects

55 The amount of literature I could refer to here of course is limitless. For the pre-industrial
period I refer to the literature under note 45 plus Cerman, Villagers and lords in Eastern
Europe, for Eastern and Central Europe, and to Lains and Ferreira da Silva, Histdria eco-
nomica de Portugal; Ringrose, Spain, Europe and the Spanish miracle (for a fairly positive
interpretation of the situation since 1700), and Malanima, Fine del primate, for the situation
in Portugal, Spain and Italy. For the situation in the nineteenth century for all these regions a
brief first introduction can be found in Teich and Porter, Industrial revolution in national
context and a state-of-the-art synthesis in Berend, Economic history of nineteenth-century
Europe.

56 For an analysis dealing with the question to what extent the ideas of the California School
might apply to the case of Japan, see Carmen Gruber, ‘At the Edges of the Pacific. What the
California School Means for Japan’, unpublished Master Thesis at the University of Vienna.
The text can be downloaded on request. Please mail peer.vries@univie.ac.at. For some telling
data see Kaoru Sugihara, ‘The state and the industrious revolution in Tokugawa Japan’,
GEHN Working Paper no 2 (London, London School of Economics 2004) figures 1 and 2. For
literature in which directly or indirectly the Japanese case is directly or indirectly brought
into the debate see note (for its standard of living) notes 78 (for the East Asian development
path/ and the industrious revolution) plus Osama Saito, ‘All poor but no paupers: a Japanese
perspective on the Great Divergence, Economic and Social History at Cambridge’, The
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was a highly advanced economy, although no one to my knowledge has ever
claimed it could have become the world first industrial nation. But its case has
only very recently, with the book by Prasannan Parthasarathi, been introduced
with a full-scale monograph into the Great Divergence debate as it is currently
being waged.” T have never come across an author who claimed that (parts of)
Africa would have been in a position to have an industrial revolution before or at
about the same time as Great Britain. Robert Allen explicitly claims it did not.®
So do Daron Acemoglu and James Robinson in their Why nations fail:

Africa was the part of the world with the institutions least able to take advantage of the
opportunities made available by the Industrial Revolution. For at least the last one
thousand years, outside of small pockets and during limited periods of time, Africa has
lagged behind the rest of the world in terms of technology, political development and
prosperity.”

Gareth Austin, without any doubts one of the main experts in the field of African
economic history, apparently agrees and made the following interesting ob-
servation.

... Iwould not claim that African economies were, on average, on a growth path equal to
those followed in the Lower Yangzi Valley or Western Europe ... No such path was
available under the environmental constraints they faced ... The economic premise of
the external slave trades was precisely that African labour was more productive, in
market terms, in the continents to which slaves were taken than at home. The im-
plication is that these trades, even the Atlantic one, reinforced rather than originated
Africa’s relatively poor economic position compared to Western Europe (and parts of
Asia).®

I can only agree with these scholars and refer to their work and the literature it is
based on.”’ Many parts of the continent were hit by a complex set of vicious

Leverhulme Lectures Podcast. The amount of literature on Japan’s beginning indu-
strialisation after the Meiji Restoration of course is enormous.

57 Parthasarathi, Why Europe grew rich. There of course already existed several relevant articles
dealing with the subject. I only refer here to two very recent ones: Washbrook, ‘India in the
early modern world economy’ and Roy, ‘Knowledge and divergence from the perspective of
Early Modern India’. For several attempts to measure early modern India’s wealth see note
78.

58 Allen, Global economic history, 92. In chapter 7 of this book Allen gives a compact analysis of
Africa’s economic predicaments.

59 Acemoglu and Robinson, Why nations fail, 115.

60 Austin, ‘The ‘reversal of fortune’ thesis and the compression of history’, 1019. See also idem,
‘Resources, techniques and strategies south of the Sahara’.

61 For further literature analysing the long-term economic (non-) development of Africa, see
Bertocchi and Canova, ‘Did colonization matter for growth?; Englebert, ‘Pre-colonial in-
stitutions, post-colonial states, and economic development in tropical Africa; James, Fens-
ke,‘The causal history of Africa: a response to Hopkins’, http://mpra.ub.uni-muenchen.de/
24458/ posted 16 - 8-2010; Hopkins, ‘The new economic history of Africa’, and finally several
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circles caused by ‘bad geography’, negative effects of slave trade, slavery, colo-
nialism and imperialism, a dangerous specialisation on primary products and
resources with volatile and often declining prices, bad institutions, e. g. weak and
often even ‘failed’ states. We must be very careful though not to simply ignore
differences of time and place or simply write off a continent on which some
countries have surprisingly high growth rates and show more dynamism than
Western Europe’s economies at the moment. But for the early modern period, an
African take-off simply is too unlikely to be explicitly and extensively discussed
here. For the Islamic world too, voices claiming it might have taken of first, are
absent. The rare studies that deal with its economic history in periods that are
relevant to our topic from a comparative perspective, e. g. those by Sevket Pamuk
and recently Timur Kuran basically focus on the question of why capitalism did
not or only slowly and partially emerge in the Ottoman Empire. But they never
suggest that modern economic growth could have emerged there earlier than in
Western Europe.”

The situation is quite different in the case of North America. It looks as if it is
almost taken for granted that it would catch up quickly. Its fast growth at least is
hardly ever really regarded as an issue in general debates on the Great Di-
vergence. At the time of Britain’s industrialisation, it already was a highly de-
veloped part of the West. According to Paul Bairoch (1930-1999) real income
per capita of the United States surpassed that of the United Kingdom already in
the 1890s, whereas real wages for industrial labour in several parts of what were
to become the United States already were higher than those even in London in
the eighteenth century.” Industrial production of the United States surpassed
that of the United Kingdom in the 1880s.** There of course is a very extensive
literature on the economic history of the United States and Canada, but, and that
is decisive here, developments there have as yet hardly if at all been taken on
board in the Great Divergence debate. Explicit reference to economic develop-

publications by Nathan Nunn. See his website at Harvard University. For literature specifi-
cally dealing with the slave trade and it consequences see pages 253 - 262. For literature that
focuses more on the contemporary situation, be it with historical background information,
see Easterly and Levine, ‘Africa’s growth tragedy’; Keefer and Knack ‘Why don’t poor coun-
tries catch up?’; Mills, Why Africa is poor and what Africans can do about it; Sachs and.
Warner, ‘Sources of slow growth in African economies’, and Van der Veen, What went wrong
with Africa?

62 For publications by Pamuk see www.ata.boun.edu.tr/sevket.pamuk.htm and for publications
by Kuran see http://econ.duke.edu/people/kuran. Donald Quataert published several in-
teresting texts about Ottoman economic history and in particular about the development of
industry in the Ottoman Empire, but he never used an explicitly comparative approach,
trying to connect his work to the Great-Divergence debate. See for his work http://
www2.binghamton.edu/history/people/faculty/donald.html.

63 See Bairoch, Victoires et déboires, Volume II, 252 - 253, and Allen, Global economic history,
69.

64 Di Vittorio, Historia econdmica de Europa, 253.
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ment in Central and South America also is still rather scarce in debates on the
Great Divergence, although comparing what happened there to what happened
in the Northern hemisphere of the American continent has always been quite
popular. Those comparisons definitely throw light on the central question of this
book, so I will repeatedly refer to them.®® What is becoming increasingly
problematic about them is that they up until very recently and almost without
exception started from several assumptions that now are becoming heavily
contested. Basically all the scholars who dominated the debates on why North
America became so rich and Latin America ended up being so poor - we will
encounter several of them further on in this book - took the following claims for
proven facts: (1) Latin America soon after it had been conquered overall became
very poor;® (2) it was characterised by extreme inequality of income and wealth
and (3) by coercive and extractive institutions that ensured that this these in-
equalities were perpetuated, and (4) on top of that a substantial part of its wealth
was drained off to Spain and Portugal. For (the north of) what is now called the
United States and Canada, premises for growth were almost the opposite as
incomes and wealth were less unequally spread, the mass of the population had a
relatively high purchasing power, labour predominantly was free and wealth was
not siphoned off. The southern parts of the United States of course had some-
thing of an intermediate status aparte, particularly, but not exclusively, before
the abolition of slavery in the 1860s. All the main explanations of the gap in
wealth in the New World in the nineteenth and twentieth century have basically
shared these premises.

Now, however, several articles have been published on the economic history of
Spanish Latin America that very seriously question those premises and that, to
the extent that their claims are correct, which has already been fiercely con-
tested”’, would require a fundamental rethinking of what needs to be explained
and what can be regarded as a valid explanation. The most efficient way to show
what these recent revisionist articles claim is simply to quote them extensively.
This is the abstract of an article by scholars who have the explicit goal of bringing
(Spanish) Latin America into the Great Divergence debate by comparing in-
comes there with incomes in Western Europe, and other parts of the world.

We show that nominal wages and prices were on average much higher than in Western
Europe or in Asia, a reflection of the low value of silver that must have had con-
sequences for the competitiveness of the Latin American economies. Labour scarcity

65 For a recent overview of the positions in this debate see Engerman and Sokoloff Economic
development in the Americas since 1500, in particular chapter 1.

66 How wealthy, and populous, the Americas were ‘before Columbus’ is a matter of debate. For a
very positive overall view of their wealth and development see Mann, 1491.

67 Allen, Murphy and Schneider, ‘Colonial origins of the Divergence in the Americas’.
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was the second salient feature of Spanish Latin America and resulted in real wages
much above subsistence and in some cases (Mexico, Bolivia, Argentina) comparable to
levels in North-western Europe. For Mexico, this was caused by the dramatic decline of
the population after the Conquest. For Bolivia, the driving force was the boom in silver
mining in Potos{ that created a huge demand for labour. In the case of Argentina, low
population density was a pre-colonial feature. Perhaps due to a different pattern of
depopulation, the real wages of other regions (Peru, Colombia and Chile) were much
lower, and only increased above subsistence during the first half of the 18th century.®®

This is the abstract of another revisionist article:

Neither were wages low nor were heights short by the international standards of the
period. Thus, living standards of the Spanish Americans compare favourably with
those of other regions of the world, including Europe. As in many parts of the West, a
trend towards deterioration of real wages is observed in Spanish America at the end of
the period. Our findings suggest that the Great Divergence in living standards between
Spanish America and the developed Western countries might have taken place mainly
after the Independence.”

According to the view that is still current, wages were not only low but basically
also quite exceptional in the sense that free labour would have been the exception
and all sorts of coerced labour the rule. Several authors now claim that the focus
on coerced labour and extractive institutions has been unjustified as their im-
portance became quite small over time.”” The ‘classic story’ of persistent in-
equality in wealth and incomes is also under attack. Jeffrey Williamson, in one of
his many iconoclastic articles, claims that this pessimistic belief would be a
myth. It, so he writes, is in any case not supported by the admittedly small
amount of available evidence. That evidence does not suggest that pre-industrial
Latin America overall - he uses evidence from the period 1790-1870 - was
unambiguously more unequal than pre-industrial Northwest Europe - for this
region he uses evidence for England, the Dutch Republic and France for various
moments in the eighteenth century. He, however, adds - which is not in full
concordance with claims by the authors cited above - that Latin America was
poorer than north-western Europe and that poorer societies have smaller sur-
pluses for elites to extract. Therefore its extraction rates, indicating the part of
the actually available societal surplus that is appropriated by the elite, would
have been higher.”’

68 Arroyo Abad, Davies, and Van Zanden, ‘Between conquest and independence’.

69 Rafaél Dobado-Gonzélez and Héctor Garcia-Montero, ‘Neither so low nor so short: Wages
and heights in Bourbon Spanish America from an international comparative perspective’,
EHES Working papers in economic history number 14, 2012. http://ehes.org/EHES_No14.
pdf

70 See e.g. Dobado-Gonzélez and Garcia-Montero, ‘Neither so low nor so short, 1-4.

71 Williamson, Trade and poverty, 154 -156.
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The idea that the Spanish colonies in Latin America would have been
squeezed by their motherland is also disputed now, in particular in work done by
Regina Grafe and Alejandra Irigoin. This is the abstract of one of their articles:

This article revises the traditional view of Spain as a predatory colonial state that
extracted revenue from natural resources and populations in the Americas while of-
fering little in return. Using eighteenth-century Spanish American treasury accounts,
we show that local elites exerted important control not only over revenue collection, as
previously argued by the authors, but also over expenditure allocation. The Spanish
colonial state developed into a stakeholder model, in which local interests were deeply
invested in the survival and expansion of empire. The means of co-optation were intra-
colonial transfers, as well as credit relations between the state and colonial individuals
and corporations, which guaranteed that much of colonial revenue was immediately
fed back into the local economy, while minimizing enforcements costs.”

Grafe and Irigoin in this article claim that by the late eighteenth century,
transfers in Spanish America to the metropolis made up only just over five per
cent of Spanish American revenue: ninety-five per cent of the taxes raised in the
Spanish Americas were spent in the Spanish Americas. These quite revisionist
views have up until now not really been digested by scholarship so it is not clear
what to think of them. They in any case have not yet had much impact on the way
in which Latin America’s ‘backwardness’ has been discussed. But I guess they
soon will.

3.  Two case studies: Great Britain and China in the very long
eighteenth century

The core of the Great Divergence debate as it has been waged over the last fifteen
years or so has undoubtedly been the comparison between early modern Great
Britain and Qing China (1644 -1911). By far most of the contributions to the
debate have focused on that comparison. It will therefore also be at the heart of
this text. In discussing Britain, I will, where helpful, also refer to other parts of
Western Europe. When it comes to ‘the rest’ the focus will be on China, but there
will also be comments on the rest of Asia, the Americas and Africa. This book
does not aim to provide an overview of concrete developments over time in a
narrative trying to give full coverage of the history of Great Britain and China in
the very long eighteenth century, let alone the history of the world. In that sense it
is not a history book. It discusses central questions and positions with regard to
the origins of modern economic growth in the eighteenth and nineteenth cen-

72 This is the abstract from Grafe and Irigoin, ‘A stakeholder empire’. See also their, ‘“The
Spanish Empire and its legacy’.
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turies using Great Britain and China as illustrative case studies to support an-
alytical claims.

For China, the focus will be on the period from 1683 to 1842, i.e. from the
beginning of effective Qing rule in the country till the end of the First Opium War
when, after its efflorescence under the Kangxi (1661 - 1722), Yongzheng (1723 -
1735) and Qianlong (1736 - 1795) emperors, it had become clear that China was
no longer a formidable power politically and economically.” The choice for
China during the period of Qing rule was and is not an obvious one. In all
probability China reached its highest level of development and wealth - that is
before the twentieth century - during the period of the Song Dynasty (907 -
1276). Song China in many respects was more developed and more dynamic than
Qing China. Mark Elvin, in his path-breaking The pattern of the Chinese past,
contrasts the dynamism of China under the Song and partly even under the Yuan
(1215/1276-1368) with what he regards as the beginning of technological
stagnation and decreasing dynamism from as early as the fourteenth century
onward.” Economist and economic historian Eric Jones is even more explicit
and claims that, “China came within a hair’s breath of industrialising in the
fourteenth century.”” The question why there was no breakthrough under the
Song and why (probably) the Song achievement was never repeated is still open
and, what is more surprising, all but ignored, by the Californians as well. Debates
about the Great Divergence almost exclusively focus on the question why Qing
China did not take off. As I confine myself here to synthesising and evaluating
existing scholarship, my references will also primarily be to the Qing era, al-
though there are very good reasons in future, pending further research to pay far
more attention to the Song period.”

In preceding paragraphs I as a matter of fact already indicated when I think
the great diverging actually took place by comparing the situation in Britain and
China in what one might call the very long eighteenth century. In all Californian
texts, without much further ado and explication, the beginning of the Industrial
Revolution in Britain is regarded as the starting point of the Great Divergence. I
think that in principle is correct, but a couple of comments nevertheless are in
order. As Pomeranz himself now admits, Great Britain in all probability already

73 For the concept ‘efflorescence’ that I will use quite regularly in this text, see Goldstone,
‘Efflorescences and economic growth in world history’.

74 Elvin, Pattern of the Chinese past, chapters 2 and 3, and idem, Another history, chapters 2
and 3.

75 Jones, European Miracle, 160. See also his Growth recurring and ‘The real question about
China’. To my view the real medieval efflorescence of China was already receding in the
fourteenth century.

76 See for a very recent analysis Kent Deng, Demystifying growth and development in North
Song China, 960 - 1127. Working Paper 178 (2013) London School of Economics and Political
Science.
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before industrialisation was wealthier than the wealthiest parts of China.”” Full
well realising how risky it is to make firm statements in this respect, a new
consensus appears to be emerging that the wealthiest parts of China at the end of
the eighteenth century were not as wealthy as Britain (or the Dutch Republic and
the United States) after all - as Californians had enthusiastically been claiming -
but that on the other hand as compared to the gap that emerged over the long
nineteenth century, the differences were still relatively small. According to the
most recent trustworthy estimates, Great Britain and the Dutch Republic at the
eve of the Great Divergence apparently were wealthier than any part of Asia.”®
The differences, however, though small compared to what they would later be-
come, were not negligible. At the very low-income levels we are discussing here,
every penny counts and those differences may well have given the wealthier
regions a head start. They in any case show that talk about ‘Europe’s back-
wardness’ at the time is just fashionable ‘Euro-bashing’. Robert Allen produced
the following table comparing the real income of labourers in various parts of the
world via a so-called ‘welfare ratio’. This ratio indicates how many times one
fully employed male adult labourer earned the amount of money needed to
support his four-person family at ‘bare-bones level’, that is calculated by Allen to
be at 365 dollars from 1990.”

77 Pomeranz, ‘Ten years after’, 24.

78 For China the optimism has been toned down in Allen, ‘Wages, prices, and living standards in
China, 1738 -1925’. See also Allen, Global economic history, 3 - 14. For India it has been done
in Broadberry and Gupta, ‘The early modern great divergence’, iidem, ‘Indian GDP, 1600 -
1871. Some preliminary estimates and a comparison with Britain’, Asian Historical Eco-
nomics Conference Beijing 19-21 May 2011, and in Gupta and Ma, ‘Europe in an Asian
Mirror’. Examples of a far more optimist view can be found in Parthasarathi, ‘Rethinking
wages and competitiveness in the eighteenth century; in idem, ‘Agriculture, labour, and the
standard of living in eighteenth-century India’, and in Sivramkrishna, ‘Ascertaining living
standards in erstwhile Mysore, Southern India, from Francis Buchanan’s journey of 1800 -
1801’. For a quite positive image of the economy of Tokugawa Japan, see Hanley, Everyday
things in premodern Japan. Optimism here is somewhat toned down by Jean-Pascal Bassino
and Debin Ma, Japanese wages and living standards in 1720-1913: an international com-
parison’, Paper for the Conference Towards a Global History of Prices and Wages, Utrecht
19-21 Augustus 2004; Jan Pascal Bassino and four colleagues, ‘Japan and the Great Diver-
gence 730 - 1872’, Third European Congress on World and Global History, held at LSE, 14-17
April 2011, and Osamu Saito, ‘Wages, inequality and pre-modern growth’, Working Paper
Hitotsubashi University Research Unit for Statistical Analysis in Social Sciences. Then finally
there has been research with regard to the Ottoman Empire that is not so much toning down
optimism but showing that in comparison to this region too, north-western Europe in the
eighteenth century was wealthier. I refer to Pamuk and Ozmucur, ‘Real wages and standards
of living in the Ottoman Empire, 1489-1914’.

79 Allen, Global economic history, 12. In Maddison The world economy, the real income of
several African countries is estimated to have been much lower than 365 US dollars of 1990.
For Zaire for the year 1998 Maddison even gives a figure as low as 220 of such dollars. See
page 224. That is not credible See for a critique of Maddison’s approach, with reference to
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Table 16: Welfare ratios of ordinary labourers in Europe, America and Asia, indicating the
ratio of income to subsistence

1500-49 ] 1550-99 | 1600-49 | 1650-99 ) 1700-49 | 1750-99 | 1800-49
North
America
Boston 1.44 2.32 3.00 4.17
Philadelphia 4.84 5.40
Maryland 3.67 3.35 4.18
Latin
America
Potosi 1.83 1.82 1.75 1.71
Bogota 1.28 2.14 2.15 2.05
Mexico- 2.54 2.37 1.53
urban
Mexico- 0.18 0.61 0.91 127 1.5 1.44 0.93
rural
North-
western
Europe
London 3.73 2.96 2.83 3.49 4.16 3.51 3.77
South 2.89 2.21 1.65 2.03 2.79 2.52 3.15
English
Towns
Antwerp 2.88 2.87 2.98 2.48 2.75 2.48 2.32
Amsterdam 3.80 3.64 3.84 4.33 4.20 3.77 2.89
Southern
and
Central
Europe
Valencia 2.46 1.65 1.7 1.87 1.82 1.35
Madrid 1.99 1.77 1.71 1.65 1.39 0.99 0.73
Florence 1.29 1.52 2.35 1.92 1.64 1.82
Milan 3.28 2.07 1.82 1.99 1.77 1.35
Naples 2.46 1.65 1.70 1.87 1.82 1.35
Leipzig 1.99 1.77 1.71 1.65 1.39 0.99 0.73
Vienna 1.29 1.52 2.35 1.92 1.64 1.82

somewhat different data, Morten Jerven, ‘An unlevel playing field: national income estimates
and reciprocal comparison in global economic history’, Journal of Global History 2012 (7)
107 - 128. Compare J. Bradford DeLong, ‘Estimating world GDP, one million B.C. - present’,
on his Website at Berkeley under econ161. I regard his preferred estimates of average global
per capita income for the pre-industrial period e. g. 178 1990-international dollars in 1750, as
very unrealistic.
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(Continued)

1500-49 ) 1550-99| 1600-49 | 1650-99 ) 1700-49 | 1750-99 | 1800-49
Asia
Beijing 1.25 1.04 0.79
Lower 0.78 2.17 1.79 1.15 0.78
Yangzi
Delhi 2.96 2.99 1.30
Bengal 1.39 0.83 0.84

Source: Robert C. Allen, Tommy E. Murphy and Eric B. Schneider, ‘The colonial origins of
the Divergence in the Americas: A labour market approach’, The Journal of Economic
History 72, 4 (2012) 863 - 894, Online Appendix, page 31, Table 4.

They actually leave out some unavoidable costs like those of housing. Allen’s
calculation as such is not unproblematic. A fundamental problem is that
worldwide the bulk of people were not wage-labourers, let alone that they would
work for wages full-time. On the other hand, in families with wageworkers there
very often was more than one income. Over the period from the 1780s to the
1860s, the contribution of other family members to total family income in
Britain, for example, hovered between ten and forty per cent depending on time
and type of occupation.”’

Allen and others who are sceptical about several Californian claims, probably,
at least in these calculations, may be somewhat too revisionist. The difference
between Britain and China overall might have been smaller than the figures
presented by them suggest. In Britain wage labour was quite normal and rela-
tively well paid; in China, by contrast, it was very exceptional and relatively badly
paid. So the figures used for that country here in all probability underestimate
incomes. But still, firm doubts that Britain was wealthier no longer exist. What
really matters then is how important that existing difference in wealth on the
level of ordinary incomes might have been for economic development. Allen
himself emphasises the possibility provided by a higher income to enjoy more
and better education, which would create a labour force with more literacy,
numeracy, and other skills. He considers mass education a necessary pre-
condition for economic development.* One may also assume that higher income
led to improved health and strength for workers. Higher total income also
created extra room for consumption, which is certainly relevant as economic
historians are increasingly becoming aware that changes in consumer behaviour
- not only and not even primarily an increase of total consumption but often just
a shift to certain products — may have played a major role in the process we call
industrialisation. For savings and investment, the amount of ordinary wages, so

80 See for this estimate Humphries, ‘Household economy’, 259.
81 Allen, Global economic history, 26 and 15.
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it seems, was less relevant. As we will discuss later, in all advanced pre-industrial
economies there was in principle sufficient money available to make the still
fairly small investments needed during the very first stages of industrialisation.

4.  Continuity and change, inevitability and contingency

When it comes to timing, a second comment is in order: notwithstanding the
often-repeated claim that the actual Great Divergence came quite late and
suddenly, and I would add as something unprecedented, it did a have a pre-
history. Even ‘the new’ somehow has to be borne in the old. It did not come out of
the blue as Pomeranz actually argues against his own intentions by claiming that
Britain’s industrialisation was caused by ‘coal and colonies’ actually. ‘Coal’ and
‘colonies’ both were already quite prominent in Britain’s history decades before
the first sprouts of industrialisation emerged. Coal was not exactly ‘invented’ by
industrialising Britain.® It, moreover, did not launch industrialisation, at least
not in the cotton industry, but enabled it to continue and turn an economic
‘efflorescence’ into a real breakthrough. It was only in the 1830s that it became a
really important source of power in textile production. Empire-building also was
already going on for decades when industrialisation began and Britain’s most
important colonies, those in what now is the United States, became independent
exactly when its industry is supposed to have taken off.

But it has to be admitted - and in that respect the Californians do have a point
- that the differences between Britain and China before roughly 1700 or 1750 did
not yet make a big difference in terms of wealth. Nor did they point at funda-
mentally different economies in terms of their potential. Britain as well as China
may have been advanced organic economies but they both still were subject to
‘Malthusian constraints’.* It was only with the process of industrialisation and
the emergence of modern economic growth in Britain that a fast acceleration of
development and a major widening of the gap between both countries set in. It is
essential for my arguments to realise the magnitude and character of what is
discussed here: what we try to explain for Britain and Western Europe is the
take-off into an increase in wealth that between 1820 and 2003 amounted to no
less than 1500 per cent; that occurred in an almost continuous process over many
decades and that was accompanied by structural changes in Western Europe’s
economy and society. Western European countries on average had a real per

82 Already in 1700, half of the energy consumed in England and Wales came from fossil fuel. See
Warde, Energy consumption in England and Wales, 69.
83 For an explanation of that concept see pages 66 -79.
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capita income of 1,202 so-called 1990-international dollars in 1820: in 2003 this
was 19,9123

The Great Divergence, whatever its causes and their longevity, indeed in-
volved a rise of the West. It is important to realise that it was not due to increasing
poverty after 1750 of the countries that were to become the poor ‘Rest’ but to
increasing wealth of the countries that turned out to be rich. The cases of China
and Britain, the countries that will be at the heart of this book, clearly illustrate
this. In China the economic situation over the period 1820 - 1950 often was very
bleak and at times its real GDP per capita even declined somewhat. The emerging
gap between it and Britain, however, was almost entirely caused by the growth of
Britain’s real GDP per capita.®

Graph 3: Real per capita GDP of China and the United Kingdom compared
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Source: Angus Maddison, Contours of the world economy, 1-2030 AD. Essays in macro-
economic history (Oxford 2007) 158.

Yet another comment that needs to be made, in this case concerning chronology,
deals not with the beginning but with the end of the Great Divergence. It has
become fashionable to claim that the divergence is over. Frank, e.g. claims the
Rise of the West was just, “a mere blip in what was, and is again becoming, an
Asia-centred world.”® The Great Divergence, however, which only adds to its
importance, is not over yet. It is not even certain that we, as Goody suggests, are

84 Maddison, Contours of the world economy, 382.
85 Maddison, Contours of the world economy, 380.
86 Frank, ReOrient, back-flap.
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experiencing another swing towards the East.*” In a way, Western primacy in-
deed belongs to the past: in terms of purchasing power the combined output of
the developing economies surpassed that of the original members of the OECD
minus Turkey as early as 2008. Emerging economies now in many respects have a
greater bigger share of the global economy than developed ones and their
economies have much higher growth rates.*® In particular, the prospects for
Western Europe, which has become an old, tired, spoiled and indebted region,
are bleak. But in terms of per capita real income - and that is what really counts
when one discusses wealth - there still is a wide gap between the West and most
of the rest of the world. GDP per capita in real terms in Britain in 2010 still was
almost five times as high as in China, far more than at the beginning of the Great
Divergence.*” In 1820, China’s GDP in terms of purchasing power was 32.9 per
cent of the world’s GDP. In 1952 it was only 4.6. Now, in 2012, it will be over 15 per
cent.” In terms of real income per capita, China is now where Great Britain was
more than 70 years ago. In 1989 it was about as wealthy as Great Britain was in
1830.”

The Great Divergence is definitely not just another phase in a continuing
movement of historical ups and downs that, by the simple fact that the West will
in turn also decline, loses its exceptionality and much of its historical relevance.
To argue this means to completely lose sight of orders of magnitude. It is ahis-
torical and anachronistic to describe it, as Goody does, as “along-term exchange
of information between East and West, and the dominance of one followed by the
dominance of the other - in other words, alternation rather than dominance.”?
The same applies to his claim: “So when we now see China and India making
such an important contribution to the world economy, this is nothing new, but a
revival of the past, an alternation.” What occurred in the nineteenth century
with Western industrialisation and imperialism was not simply a changing of the
guard. What emerged was a gap between rich and poor nations, powerful and
powerless nations that was unprecedented in world history. The emerging gap
was not only far bigger than ever before, it also had much more of a global impact
then ever before because the world had become so much more of a unity in terms
of the intensity, extensity, velocity and impact of intercontinental contacts. Any

87 Goody, Eurasian Miracle, 2. See also the back-flap for a “further alternation in favour of the
East”.

88 The Economist, August 6. 2011, page 59.

89 The Economist Pocket World in Figures 2013 edition (London 2012). All data refer to the year
ending 31 December 2010.

90 Maddison, Contours of the world economy, 381.

91 Allen, Global economic history, 12 and 4 -5.

92 Goody, Eurasian Miracle, back flap.

93 Goody, Eurasian Miracle, 95.
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analysis ignoring the unprecedented scale and scope of Western global primacy
that emerged with the Great Divergence simply misses the point.

It must be clear beforehand - although apparently for many scholars it is not -
that such an extraordinary growth needs an extraordinary explanation, not just
‘more of the same’. Even if growth like this might in principle be explicable
according to the principle of ‘compound interest’, that would simply miss the
point in two respects: why all of a sudden in global history would growth ‘simply’
continue? If it was basically reducible to such a simple mechanism, then why did
it take so long before it materialised? And secondly: What actually happened in
countries experiencing modern economic growth was not a matter of a little bit
more of the same year after year - and in that sense like ‘compound interest’ - but
of sustained increased efficiency and structural change in every aspect of eco-
nomic life. The coming of modern economic growth was not a natural con-
tinuation of previous economic history, be it on a different scale: it was quite
unnatural. It was not something that was bound to occur if only certain
blockades would disappear. It was really new, as Dengjin Jin puts it, a matter of
“transcending” the old.”* These comments bring us to that perennial bone of
contention in historical debates: the role of continuity and change, inevitability
and contingency.

Looking at the data, one can distil from recent research by economic his-
torians that the Great Divergence appears as the relatively fast emergence of an
increasing and large difference in wealth between countries against the back-
ground of relatively much smaller differences that existed for much longer.
Considering these circumstances I personally am quite reluctant to attach a
major and in particular an independent and determining role in my explanation
to very long-term and constant background factors like geography, the European
state-system, Europe’s culture or religion. I think one should in general be very
wary of giving explanations that focus on the very longue-durée. To my taste such
explanations tend to ‘fix’ history and become fatalistic. Path-dependency exists
and history matters, but things can change or, rather, at times people can change
things.” I have to admit I get somewhat nervous when I read a claim by Oded
Galor that “pre-historical bio-geographical conditions” had a “persistent direct
effect ... on the process of development over the entire course of human history”
i.e. “from the dawn of human civilization to the modern”, I, as a historian, even if
his correlations are statistically sound, cannot help asking: why, for millennia,
did no one do anything about this?*° The same goes for the positive answer that

94 This is the thesis of Dengjian Jin in his forthcoming publication in the Princeton Economic
History of the Western World.

95 See the interesting analysis by Nunn, ‘The importance of history for economic development’.

96 See e.g. Galor, Unified growth theory, chapter 6.4. The quotations are on page 208. For a
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D. Comin, W. Easterly and E. Gong give for their question about whether the
wealth of nations was determined in 1000 BC” or for the suggestion taken over
by Jones that “... the establishment of a cultural form in remote prehistory” ...
would ... “ipso facto explain the special behaviour of later European society.”®
Jared Diamond too does not shy away from very long-term determinism: “Of
course, those technological and political differences as of A.D. 1500 were the
immediate cause (sic! PV) of the modern world’s inequality ... How, though, did
the world get to be the way it was A.D. 15002”* He even goes as far as to write:
“The hand of history’s course at 8000 B.C. lies heavily on us.”'* Robert Allen
apparently thinks one can confidently claim that, “to understand why Africa is
poor today we have to understand why it was poor in 1500.”""' Reading Nathan
Nunn’s analyses of the long-term impact of slavery in the regions where the
slaves came from, one cannot help wondering why those effects continued to
persist.'”” If as he claims one of the effects of the slave trade is that it created a
sense of distrust amongst Africans that still persists, then how is it possible that
Germans and French at the moment are such good neighbours?'® Persistence as
well as change, they both have to be explained.

And there have been changes, even clear ‘reversals of fortune’. According to
Acemoglu, Johnson and Robinson, who coined that phrase, the richest regions
that were colonised by Western powers became poor, whereas those that were
not so rich to begin with, fared much better.'* But even with these authors there
is a clear tendency to turn the past into destiny. One cannot help thinking that for
them ‘the critical juncture’ of the establishing of different systems of property
rights shortly after their discovery sealed the fate of the regions they discuss.
Scholars like Daron Acemoglu and colleagues and Stanley Engerman and Ken-
neth Sokoloff (1952 -2007) also tend to underestimate agency, in their case that
of the people who lived in the regions where Westerners interfered and tried to
enforce their will. The inhabitants of Africa and Latin America in their analyses
seem to be reduced to fairly passive objects in a history that is made by Euro-

similar very-longue durée approach see Olsson and Hibbs Jr., ‘Biogeography and long-run
economic development’.

97 D. Comin, W. Easterly and E. Gong, ‘Was the Wealth of Nations Determined in 1000 BC?’,
NBER Discussion Paper 12657, 2006.

98 Jones, European Miracle, 13 -14.

99 Diamond, Guns, germs and steel, 16.

100 Ibid, 417.

101 Allen, Global economic history, 92.

102 See for example his, ‘The long-term effects of Africa’s slave trades’.

103 See his website at Harvard with the article written together with Leonard Wantchekon ‘The
slave trade and the origins of mistrust in Africa’. Why would some societies be “shackled to
the past”, to quote the title of an article by him dealing with the long-term consequences of
slavery?

104 See their ‘Reversal of fortune’.
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peans or certain collaborating elites. That often turns out to be a serious ex-
aggeration of the power of those Europeans and an underestimation of room for
manoeuvring and the self-interests of the inhabitants of those regions. The
tendency amongst economists in particular to ‘compress history’ by comparing
two moments in time with no discussion whatsoever of the period in between
only invigorates this tendency to leave actual agency out. It, moreover, can lead
to somewhat misleading conclusions as the exact choice of the moments in time
that one wants to compare can have major consequences for what must be
explained and what can count as an explanation.

Virtuous and vicious circles, which reinforce each other and are not easy to
escape, do definitely exist. But they can be and sometimes have been broken,
which means that path dependency always has to be explained and not just
assumed.'” Otherwise one turns history, whether it would be determined by
geography or institutions, into fate, depriving it of any consequential human
agency as, for example, Ian Morris explicitly does when he time and again
discusses whether historical actors are ““bungling idiots” and claims history is
made by “maps” and not “chaps’.'® That seems quite exaggerated as Acemoglu
and Robinson discuss in their latest book in which they show that people can
actually ‘break the mould’ of such vicious, or virtuous, circles and change their
economic trajectory by changing their institutions. Why should things last for
centuries when it is so obvious that they can change overnight? In 1950, GDP per
capita in the Central African Republic was the equivalent of 772 international
dollars of 1990; in 1998 it amounted to 653 of those dollars. For Haiti, to again
refer to that country, the figures are 1051 dollars and 816 dollars, for South Korea
777 dollars and 12,152 dollars.'"” Moreover, even countries with the wrong in-
stitutions can experience periods of growth. Haiti - a country that nowadays is
one of the poorest on the entire globe - may have been the richest part of the
entire Americas and even of the world in 1790, on the eve of its Revolution, when
it was a very extractive slave-plantation colony. The economy of Argentina
during the nineteenth and twentieth century is one of boom and bust.'”

Considering its relative fastness after centuries of relative stasis, I also cannot
endorse Julian Simon’s idea that the Great Divergence might have been caused by

105 See for some comments my ‘Does wealth entirely depend on inclusive institutions and
pluralist politics?’

106 See my review in Journal of Global History 7,1 (2012) 143 - 147. In his Why the West rules he
refers no less than sixteen times to “bungling idiot(s)”.

107 Maddison, World economy, 323, 289 and 304. The dollars here are so-called 1990 inter-
national dollars.

108 For figures about Haiti, see Engerman and Sokoloff, Economic development in the Americas
since 1500, 11. See for those ups and in particular those downs caused by existing extractive
institutions, Acemoglu and Robinson, Why nations fail, under ‘Haiti’ and ‘Argentina’.


http://www.v-r.de/de

50 Introduction

a ““cumulatively large random process whose first step may have been a small
“accident”.'” It, moreover, was so incisive and consequential and the gap it
created so difficult to close - that the existence of ‘surprising resemblances’ and
a ‘Eurasian similarity’ is not very likely. I sympathise with John Bryant’s critique
that the recent exclusive focus on resemblances and similarities and its sug-
gestion that Europe’s rise to economic pre-eminence was both “late and lucky”,
removes “all potentially invidious distinctions between West and East”. This
means I also sympathise with his rejection of Jack Goody’s claim that “...the
distinct qualitative difference between East and West came only with in-
dustrialization.” In my view, Bryant is right in writing that “... a world flattened
of determinant social differences makes the local emergence of any historical
novelty structurally inexplicable”, and restricts explanatory options to “the
aleatory or incidental.”''® Landes’s “golden rule of historical analysis” to wit
“...big processes call for big causes” to me seems fairly straightforward to me.""
Considering the nature of the explanandum, in my view explanations focusing
on ‘contingency’, luck’, ‘accident’ fortune’, ‘fortuitous circumstances’ and the
like are simply unconvincing. Even if things may have started with some ‘Tuck’ it
would be hard to be so permanently lucky as to sustain increased production for
many decades on a row in a region with tens of millions and later on several
hundreds of millions of people. Such explanations nevertheless have become
surprisingly popular. John Hobson, in his The Eastern origins of Western civi-
lisation, claims, that the West was lucky no less than five times.!? Rosaire
Langlois claims that: “Europeans weren’t just lucky; they were lucky many times
over.”'”® In publications by Robert Marks, Peter Perdue, Kenneth Pomeranz,
Jean-Laurent Rosenthal and Roy Bin Wong references to ‘contingency’, ‘con-
juncture’, ‘accidents’, and ‘fortuitous circumstances’ abound.'* In a way Andre
Gunder Frank too refuses any agency to the West in his explanation of the Great
Divergence by describing it entirely in terms of anonymous, abstract global

109 Simon, Great Breakthrough and its cause, 174.

110 See for these quotations, Bryant, ‘West and the Rest revisited’, pages 410, 417 and 418. This
text sparked a debate in Canadian Journal of Sociology/ Cahiers Canadiens de Sociologie 33,
1 (2008) with contributions by Jack Goldstone, Rosaire Langlois, Joseph M. Bryant and
Mark Elvin. See also Coclanis, ‘Ten Years After: Reflections on Kenneth Pomeranz’s The
Great Divergence’, 12: “At the end of the day, though, Pomeranz’s own argument has too
many “black swan” elements to prove convincing or intellectually satisfying, at least to me.”
For an introduction to the theory of so-called black swan phenomena, see Taleb, Black swan.

111 Landes, ‘What room for accident in history?, 653.

112 Hobson, Eastern origins of Western civilisation, 313 - 316.

113 Rosaire Langlois, ‘Closing of the sociological mind’, 141.

114 Marks, Origins of the modern world. See under ‘conjuncture’ and under ‘contingency’s
Perdue, China marches West, 536 - 539; Pomeranz, Great Divergence, the flap text and pages
12, 16, 68 and 241; Wong, China transformed, 278 -279; Rosenthal and Wong, Before and
beyond divergence, 127.
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cycles and Kondratieff waves.'”” It apparently escapes these anti-Eurocentrists
that it is not exactly a comforting thought for the poor of this world that those
few societies that escaped from poverty would have done so by sheer luck. Would
that not at least suggest that agency, conscious planning and the implementation
of specific policies are fairly irrelevant when it comes to developing modern
economies and promoting modern growth? Moreover, if wealth is simply good
luck, is poverty then simply bad luck? Strikingly enough, Daron Acemoglu and
James Robinson, who never refer to the work of any Californian in their Why
nations fail also repeatedly emphasize the major importance of “small differ-
ences” and “contingency”.''®

Of course, in the strict, technical sense of the term, it indeed was a con-
tingency that industrialisation happened in Britain first, or for that matter that it
happened anywhere at all. In logic, the term ‘contingency’ refers to a possible but
not very likely future event or condition. In that sense, Britain’s industrialisation
and the rise of the West clearly were contingent. But that does not mean they were
contingent in the common sense meaning of the word, i.e. purely accidental, a
matter of chance. The undeniable divergence between Britain and the most
advanced regions of China was not a pure historical accident. In my view, the
chances that Qing China would have industrialised first instead of eighteenth-
century Britain are nil. The probability that Britain would industrialise con-
sidering the trajectory it was on definitely was not negligible and in any case
much higher than the probability that any other region outside Western Europe
would and also - but with less distance - higher than the probability that this
would occur in, e.g. the Dutch Republic or France. The huge, enduring and for
many decades steadily growing gap that we call the Great Divergence simply
cannot be the sole consequence of some luck or windfall. Even if one admits - as
one should - that Western industrialisation and imperialism created a new
environment in which catching up was made anything but easy for non-Western
countries, it simply should have been much easier if indeed initial differences
had been as negligible as Californians like to claim. And why would all those
wanting to catch up constantly claim that their societies ought to radically
change, i.e. modernise, if basically they already were like those in the West?
Growth as we have seen in the West since industrialisation cannot be treated as a
(by definition fairly momentary) windfall. It involves a continuing process of
structural and broad innovation in the use of resources, technologies and in-
stitutional arrangements.

115 See e.g. Frank, ReOrient, 248 - 267.

116 Acemoglu and Robinson, Why nations fail, 435: “Small differences and contingency are not
just part of our theory; they are part of the shape of history.” See further under ‘contin-
gencies’ in the Index.
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The fact that I deny that the Great Divergence would be contingent in the sense
of a matter of sheer accident does not mean I would opt for the other extreme and
claim that the emergence of modern economic growth during the Industrial
Revolution was inevitable. Although it is quite common to claim that ‘Euro-
centrists’ — and I guess I will be considered as one — would do that, no serious
scholar actually ever did. John Hobson’s book is full of attacks on Eurocentrists
for thinking that “...Europe autonomously developed through an iron logic of
immanence” and that “... only the West was capable of independently pio-
neering progressive development.”""” According to him they have a “... tri-
umphalist teleology in which all of human history has ineluctably been leading
up to the Western endpoint of capitalist modernity.”"'®* On more than one oc-
casion he writes that they “... impute an inevitability to the rise of the West and
the stagnation of the East™""” and claim that the rise of the West “can only be
accounted for by factors that are strictly endogenous to Europe.”** About Max
Weber (1864 -1920), one of the many bétes noires in his text, he writes: “Max
Weber’s whole approach was founded on the most poignant Orientalist ques-
tions: what was it about the West that made its path to modern capitalism
inevitable? And why was the East predestined for economic backwardness?”'*!
One finds similar accusations, although less repetitious, in Robert Marks’ book
on the origins of the modern world, where he writes, “One very powerful im-
plication of the storyline of the rise of the West, though it is seldom made
explicit, is that the way the world turned out was the only way possible. ... this
interpretation implies that the rise of the West was inevitable.”'** In his block-
buster, Ian Morris, too, suggests that there would have existed one school of
‘long-term lock-in theorists’ who claim, “...from time immemorial some critical
factor made East and West massively and unalterably different, and determined
that the industrial revolution would happen in the West.” That it would happen
there and not some place else would have been inevitable according to these
theorists. That is, if we are to believe Morris, which we should not.'® Pankaj
Mishra, in a review of Ferguson’s Civilization, writes, “To ask, as Ferguson does,
why the West broke through to capitalist modernity and became the originator
of globalisation is to assume that this was inevitable, and that it resulted basically
from the wonderfulness of the West, not to mention the hopelessness of the

117 Hobson, Eastern origins of Western civilisation, 2 and 9.

118 Hobson, Eastern origins of Western civilisation, 10.

119 Hobson, Eastern origins of Western civilisation, for example, 18, 295 and 312.
120 Hobson, Eastern origins of Western civilisation, 306.

121 Hobson, Eastern origins of Western civilisation, 14 - 15.

122 Marks, Origins of the modern world, 10. (Italics in the original PV).

123 Morris, Why the West rules, e.g., 13 and 14. The quote is on page 13.
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East.”"* Even nuanced scholars succumb to attacking determinist straw men.
Prasannan Parthasarathi dedicates of couple of pages to such attacks in the
beginning of his recent book."” In the discussion on Pomeranz’s work in His-
torically Speaking Hoffman thinks it is necessary to point out that, “...the British
Industrial Revolution was not at all foreordained”'?®, whereas Pomeranz himself
writes, “Yet a deeply rooted divergence is not the same as a divergence that was
locked in and bound to happen as soon as the first step of those slowly maturing
advantages appeared” and “Even once some new machines appeared, it was not
inevitable that this would lead to a sustained and growing divergence.”'”” I can
only agree, but who would not?

This claim that Eurocentrists would postulate the inevitability of the rise of
the West is completely unfounded. Just look at the work of scholars like, in
alphabetical order, Paul Bairoch (1930 - 1990)'%%, Ernest Gellner (1925 - 1995)'%,
John Hall', Eric Jones"', Alan Macfarlane'”’, Michael Mann'®, Joel Mokyr'**,

124 See Pankaj Mishra in London Review of Books 33, no 21, 3 November 2011.

125 Parthasarathi, Why Europe grew rich, 8- 14.

126 Hoffman, ‘Comment on Ken Pomeranz’s The Great Divergence’, 17.

127 Pomeranz, ‘Ten years after’, 24.

128 Bairoch, Victoires et déboires, Volume I, 267 - 269, where Bairoch explicitly says that the
occurrence of the Industrial Revolution in Britain was not inevitable and not even very
probable.

129 See, for example, Gellner, Plough, sword and book, 199: “We have striven to explain how one
society, and only one, had by a series of near-miraculous coincidences, attained this kind of
world.” (i.e. the modern industrial world, PV) For a similar statement see page 204. For
further analysis of Gellner’s position, and information on that of Macfarlane himself, see
Macfarlane, ‘Ernest Gellner and the escape to modernity’.

130 Hall, Powers and liberties, 111, where he describes the rise of Christian Europe as “a curious
concatenation of circumstances” and as “miraculous”; page 142, where he writes about this
same phenomenon: “We can rationally reconstruct how this occurred, but it is all too easy
to imagine things happening otherwise. It was the European miracle”, and page 249, where
again the word “miraculous” is used.

131 Jones, European miracle, 238: “Europe’s very long-term development appears miraculous.
Comparable development in Asia would have been super-miraculous.”

132 Macfarlane, Riddle of the modern world. See, for example, chapter 14: ‘The riddle resolved’,
where he explicitly objects to thinking in terms of inevitability e. g. on page 289. See also his
Invention of the modern world, chapter 1.

133 Mann, Sources of social power. Volume I, 505-506: “... it is difficult to avoid the conclusion
that the origins (Italics in the original, PV) of the European miracle were a gigantic series of
coincidences. Many causal paths, some long-term and steady, others recent and sudden,
others old but with a discontinuous historical growth (like literacy), emanating from all
over the European, Near Eastern and even Central Asian civilisations, came together at a
particular time and place to create something unusual.”

134 For two quotations see Mokyr, Enlightened economy, 12 and 487: “...it is important not to
succumb to “hindsight bias.” By this I mean that when we know that a certain event
occurred, we tend to view it as more or less inevitable and reinterpret all prior conditions as
facilitating the outcome” and: “...one of the irrepressible sentiments of the economic
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and even David Landes.'” If they are not Eurocentrists, who is? Yet none of them
ever writes in terms of ‘inevitability’. To claim as Hobson does that Max Weber
would regard ‘the rise of the West’ as ‘inevitable’ and the economic backward-
ness of the East as “predestined” is ridiculous."*® Wallerstein, who is also often
accused of Eurocentrism, explicitly writes that the emergence of the European,
capitalist world-system was due to “... a fortuitous simultaneity of events.” He
refers to “the implausible contemporaneity of four collapses - those of the
seigniors, the state, the Church and the Mongols.” According to him “Europe is
historically aberrant.” He adds: “In some ways this was a historical accident, not
entirely Europe’s fault.”'”” Fernand Braudel, another famous ‘Eurocentric’, never
talked in terms of inevitability and had no problem in admitting that Western
Europe was not richer than India or China around 1800."® When it comes to
‘inevitability’, one might refer to a couple of economists and other scholars who
claim that some kind of industrial revolution in the end was inevitable someplace,
because the increase of collective knowledge over which mankind can dispose
and the competitive pressure to use it as efficiently as possible make economic
progress the normal outcome of a Darwinian process of natural selection. But

historian studying the Industrial Revolution is a sense of amazement that it occurred at all.”
(Italics in original PV).

135 Landes makes it quite clear that he does not like the debunking of the rise of the West into a
matter of sheer contingency. But nowhere does he claim that it would have been inevitable.
See, for example, his Wealth and poverty of nations, 29, where he starts the chapter on
European exceptionalism with the comment “Europe was lucky...” and then claims that the
probability of European global dominance around the year 1000 A.D. was “somewhere
around zero”.

136 See, for example, Kasler, Einfiithrung in das Studium Max Webers, 172: “To consider it a
“theory of evolution” in which the history of the world would be depicted as a steady rise to
the perfection of a rational dominance of the world, would be a grotesque misunder-
standing (Italics in the original, PV) of Weber’s work. It was exactly the incredible, ‘con-
tingent’ aspect of the process that he called ‘rationalization’ and its permanent interruption
by ‘non-rational’ developments that Weber was fascinated with during his entire life time
and that led him to keep asking his central question for new subjects.” The translation is
mine. In German the quotation reads: “Eine “Evolutionstheorie”, nach der die Welt-
geschichte sich als steter Aufstieg zur Vollkommenheit rationaler Weltbeherrschung dar-
stellen wurde, wire ein groteskes Missverstindnis des Weberschen Werkes. Gerade das
unglaubliche, “zufillige” an jenem Prozess den er Rationalisierung nannte, und zugleich
dessen konstante Unterbrechung durch “nicht-rationale” Entwicklungen war es, was Weber
zeit seines Lebens faszinierte und ihn die Fragestellung auf immer neue Gebiete anwenden
lie3.” See further Kalberg, Max Weber’s comparative-historical sociology, passim, for
example, pages 145 -146.

137 Wallerstein, ‘World system versus world-systems’. The quotations are on pages 295, 293 and
295. For an explanation of how Europe emerged as an aberration out of its late-medieval
crises, see his ‘The West, capitalism, and the modern world-system’.

138 Braudel, Civilization and capitalism, 15" 18" century. Volume III, 533 - 535. See also his
Civilization and capitalism, 15"-18" century. Volume II, 134: “... the gap between the West
and the other continents appeared late in time”. (Italics in the original).


http://www.v-r.de/de

Continuity and change, inevitability and contingency 55

even if one would be willing to endorse this line of reasoning, which, I, following
Dengjian Jin, would hesitate to do, that of course is a far cry from claiming that
the Industrial Revolution as it actually occurred in Great Britain was bound to
occur."”’

No one in Britain had a presentiment that so many fundamental technological
breakthroughs were in the air, even as late as the 1750s. The brightest economist
in the realm in the eighteenth century, Adam Smith, argued that sustained
economic growth was impossible and he could not imagine a non-Malthusian
economy. The idea that Britain would within a couple of decades be the biggest
power on the globe would also have struck almost everyone in the country as
very odd, even as late as the 1780s. The Industrial Revolution and modern
economic growth were neither foreseen, nor predicted or planned. It would be a
major error to look at pre-Great Divergence history as a race between countries,
which one would industrialise first'*’, although one in particular for European
countries already in the early modern era should certainly not underestimate the
importance of international economic competition and ‘emulation’: that was
enormous and to my view one of the main if not the main driving force behind
economic development. Interstate competition and ‘emulation’ certainly were
the essence of mercantilism."' Things of course became quite different when
people noticed that the changes that we associate with the emergence of modern
economic growth brought wealth and power to those who initiated them. Eco-
nomic development and industrialisation then very quickly became ‘a national
project’, something rulers and their subjects wanted - and actually considering
international competition needed - for themselves and their countries. They
became fixed ingredients of all plans to modernise as was clear to economists
otherwise as different as Walt Rostow (1916 -2003), Alexander Gerschenkron
(1904 -1978), and Simon Kuznets (1901 - 1985).'** Let me just give one quotation
by Gerschenkron:

139 For Dengjian Jin see note 94. For the thesis that an industrial revolution was bound to occur
sometime someplace see e.g. in alphabetical order: Christian, Maps of time; Galor, Unified
growth theory and ‘Towards a unified theory of economic growth’; Jones ‘Was an Industrial
Revolution inevitable?’; Kremer, ‘Population growth and technological change’; Ridley,
Rational optimist (I will refer to the paperback edition that came out in 2011 in London);
Simon, Great Breakthrough, and Wright, Nonzero. Gregory Clark too, is beginning to think
in such terms. See e.g. his Fare well to alms, 8 -12. For the fairly senseless contrast that is
often made between the contingency and the inevitability of modern economic growth and
a suggested compromise see also White, Understanding economic development, chapter 14.

140 Parthasarathi, in his Why Europe grew rich writes as if Eurocentrists would endorse all these
erroneous assumptions. See e.g. pages 7 - 14.

141 See e.g. Hont, Jealousy of trade; Reinert, How rich countries got rich...and why poor
countries stay poor and Sophus Reinert, Translating empire.

142 See e.g. Rostow, Stages of economic growth, chapter 3; Gerschenkron, Economic back-
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To break through the barriers of stagnation in a backward country, to ignite the
imaginations of men, and to place their energies in the service of economic develop-
ment, a stronger medicine is needed than the promise of better allocation of resources
or even of the lower price of bread. Under such conditions even the businessmen, even
the classical daring and innovating entrepreneur, needs a more powerful stimulus than
the prospect of high profits. What is needed to remove the mountains of routine and
prejudice is faith...'*

Plans to modernise their economies were easier to realise to the extent that states
embarking upon them knew social cohesion and political consensus. In that
sense some sort of nationalism often played a very prominent and positive role in
economic development and in creating and sustaining growth.'* In the long run,
the chances of sustaining growth by means of brute force are quite slim. In that
respect David Landes clearly has a point when he emphasizes that Britain as first
industrialiser “had the early advantage of being a nation.”'*

Neither does looking for the causes of the Great Divergence imply that one
would think that Europe would have been fundamentally different and superior
from time immemorial as e.g. James Blaut (1927 -2000) claims in his anti-
Eurocentric attack on ‘the colonizer’s model of the world’.

The purpose of this book is to undermine one of the most powerful beliefs of our time
concerning world history and world geography. This belief is the notion that European
civilization - “The West” - has had some unique historical advantage, some special
quality of race or culture or environment or mind or spirit, which gives this human
community a permanent superiority over all other communities, at all times in history
[italics mine] and down to the present.'*

When Goody claims that we should “... abandon the notion of perpetual su-
premacy of one or the other” and “the common, western, idea of the permanent,
or even long-term, dominance or superiority of Europe in its trajectory to
modernization or capitalism,” I can only wonder who ever endorsed such a
notion.'” Which serious historian can he have in mind when he writes, “History

wardness in historical perspective, 22-26, and Simon Kuznets, www.nap.edu/html/bio
mems/skuznets.pdf

143 Gerschenkron, Economic backwardness in historical perspective, 24.

144 See e.g. Greenfeld, Spirit of capitalism; Magnusson, Nation, state and the Industrial Re-
volution; Moe, Governance, growth and leadership and Sen, Military origins of indu-
strialisation and international trade rivalry. For a more detailed comparative empirical
study see David, Nationalisme économique et industrialisation. Rostow, by the way, in his
Stages of economic growth already strongly emphasized the importance of nationalism for
countries wanting to catch up. See the references to ‘nationalism’ in the index of his book.

145 Landes, Wealth and poverty of nations, 219. See for the emergence of British nationalism
Colley, Britons. Forging the nation, 1707 - 1837 and Greenfeld, Nationalism. Five roads to
modernity.

146 Blaut, Coloniser’s model of the world, 1.

147 Goody, Eurasian Miracle, 105 and 106.
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did and does not move in the straight lines the essentialist accounts assume.”"*®

His recent books bristle with references to Eurocentrists assuming a perennial or
atleast age-old advantage that the West possesses, a built-in Western supremacy,
a Western essence versus an Eastern one, and attacks on Max Weber for claiming
the West had always had an advantage. We have already noticed that Morris too
departs from the notion there are people thinking in such terms."*’ But is there
really anyone who for example has seriously suggested that Western Europe
around 1000 A.D. was more advanced than Song China or various parts of the
Islamic world?

Finally, the fact that developments in the West are compared to those in other
parts of the world in an analysis like mine of course does not imply that I would
want to deny the existence of all sorts of exchange over time between the regions
involved. In this context too, Goody - but not only he - is fond of fighting straw-
men in his recent publications with his attacks on scholars who neglect “the
contributions of other societies to the achievements of the Industrial Revolution
and, in particular overlooked ... the contributions of the east to ‘modernization’,
mechanization and industrialization.”™ Again, I do not know any serious
scholar at the moment that would want to deny such contributions.

In my view, the Great Divergence is neither something pre-ordained from
time immemorial, based on fundamental and perennial differences, nor “a late,
rapid, unexpected outcome of a fortuitous combination of circumstances in the
late eighteenth century” as Perdue and many Californians want us to believe.'
An explanation of the Great Divergence should not start from a long-term lock-
in perspective’, in which the West has been ‘exceptional’ from time immemorial
and in which industrialization could only - and would inevitably - happen there,
nor should it depart form a ‘short-term accident perspective’ and regard it as
“just a recent, freakish accident.”'” The emergence of modern economic growth
and industry in the Western world were not inevitable whatever that exactly may
mean - but they did have a relevant pre-history that certainly stretched further
back in time than the late eighteenth century. They were path-dependent out-
comes of a specific trajectory that made their occurrence in Britain (and Western
Europe) in the eighteenth century much less unlikely than they would have been
in Qing China (and any other part of the non-Western world) at the time.
Historical developments and outcomes can only be explained and compared in
terms of probabilities. The phenomena we are dealing with here are so important
that it is perfectly legitimate and highly relevant to design research that ex-

148 Goody, Eurasian Miracle, 105.

149 See note 123.

150 Goody, Eurasian Miracle, 2.

151 See note 121.

152 For these terms see Morris, Why the West rules, 13-15 and 21.
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clusively focuses on their preconditions although we of course have to be careful
not to turn all previous history into either their prehistory, or regard it, when it
did not lead to modern economic growth, as therefore irrelevant, or a failure, as
Parthasarathi and Pomeranz rightly, although in my view somewhat super-
fluously, remind us.'”?

I hope the extended comments made so far show that it is of the utmost
importance to be as explicit as possible, and to refer as much as possible to
concrete links and concrete mechanisms that can be shown to indeed connect the
explanandum (the situation to be explained) and the explanantia (the factors
adduced to explain that situation). What we want to explain is the emergence of
long-during, sustained, substantial growth in one part of the world and its non-
emergence at the time in the rest of the world, focusing on the very beginning of
the process of breaking the strangleholds of the old economy.

5.  Old clichés about Asia’s economic past that are no longer
tenable

The main direct reasons that the debate on the emergence of big differences in
the wealth and poverty of nations has flared up again so much of late must be
sought in the emergence of a new economic order, of which ‘the rise of the East’ is
the most prominent feature, and in the major revisions that have occurred in the
historiography dealing with the economic history of early modern Asia, and in
particular early modern China. The current decline of the West and rise of the
East provide ample reason to rethink the phenomena of development and
growth. Apparently the ‘East’ need not be stuck in a ‘histoire immobile'** and
many historians now find out it did not do so in the past either. Not many
scholars would still want to defend the classic bleak image of early modern Asia
as, economically speaking, almost the perfect anti-Europe. For the West most of
the classic stories of its rise were too rectilinear, too self-assured, too ex-
ceptionalist. For ‘the Rest’, a weird category anyhow, they as a rule were too
bleak, ‘timeless’ and undifferentiated. ‘Non-Western’ history is now much more

153 Pomeranz, ‘Ten years after’, 22: “... we can’t just look aback from what eventually happened
and say “Europe was, by definition, on the road, to where Europe wound up, and China
wasn’t: therefore China wasn’t on the road to anything significant.” He adds “and doesn’t
seem to have been addressing problems raised by increased resource demands in any
constructive way.” Here I have my doubts: to be honest, I think the Chinese did not solve
their problems and from the 1750s onward did not show much inventiveness in trying to
tackle them.

154 A pun on Peyrefitte, L’empire immobile ou le choc du monde, a book on eighteenth-century
China.
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seen in its own right and in the light of the times, not in a Western light and with
the very dubious benefit (?) of hindsight that ‘knows’ what region will ‘succeed’
and which ones will ‘fail’. Of course, not everyone has given up on all clichés, and
not all clichés are wrong. To give a couple of fairly recent examples of how one
should not discuss the rise of the West, let me briefly quote Eric Jones, David
Landes, and Daron Acemoglu and James Robinson, who all have written on the
subject and received an enormous response. I will confine myself to what they
write about ‘Asia’.

In his book on the European miracle, Jones time and again pointed out that
Asian empires were extremely crowded. In his view pre-colonial Asia was “...
heading into a demographic cul-de-sac”. In China and India, so he writes,
“Seemingly, copulation was preferred above commodities” with people given to
a “mere insensate multiplication of the common life.” In contrast, the population
pressure in Europe was held in check thanks to its specific (Western) European
marriage pattern.'” Landes in his Wealth and poverty of nations actually is quite
silent on demography. This is what Jones, still in 1981, in the time-honoured
tradition of ‘oriental despotism’, wrote about property rights in early modern
Asia: “The Asian condition was summed up by Reade ... as property is insecure.
In this one phrase the whole history of Asia is contained.”"*® On page 229 of his
The European Miracle it reads: “The Ottoman, Mughal and Manchu systems
were all alien, imposed military despotisms: revenue pumps. They were pri-
marily responsible for the blighted developmental prospects of their subjects.”
Landes in 1998 still describes Qing China as “despotic” or even “totalitarian”,
and as an empire of “stasis and retreat”, whereas he discusses the history of the
Islamic nations in a chapter with the title: ‘History gone wrong?’**’ In Jones’s
words, Europe in contrast to Asia’s empires avoided “the plunder machine”.
Government there, even so-called absolute rule, was always checked. It was
seldom as “insecure as Moreland’s India” and witnessed a “withering away of
arbitrariness, violence, custom and old social controls.”*® In Western Europe in
particular, the state provided some security, order and services. Acemoglu and
Robinson who in their work almost exclusively focus on institutions reproduce
all the standard clichés when it comes to Asian institutions. They hardly refer to
India and what they say about the Ottoman Empire and Qing China is in the best
tradition of oriental despotism: they are ‘absolutely’ ruled by extractive gov-
ernments that respect no property rights, systematically oppose any innovation

155 The quotations are on pages 231, 15 and 3 of his European Miracle. For references to a
European marriage pattern see, for example, pages 14-16 and 19-21 of that book.

156 Jones, European Miracle, 165. Jones here refers to a book by Winwood Reade published in
1925. Italics in the original.

157 Landes, Wealth and poverty of nations, 56 - 57, chapters 21 and 24.

158 Jones, European Miracle, 233, 232 and 235.
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and keep the population poor." The interested reader can look for many more
examples of ‘Eurocentrism’ in the compilations by James Blaut, that in all their
one-sidedness and propensity to blatant exaggeration do come up with quite a
few authentic examples of silly views on ‘the Rest’ that no serious scholar should
ever have defended, or in some of the more extreme parts of Ferguson’s Civi-
lization."® On the basis of much recent research one can only agree with Peter
Coclanis: ... it is no longer possible today for any serious student of pre-modern
history to overlook - or even understate - the size, sophistication and wealth of
the major economic centres in Asia.”*®' Not only were those centres sophisticated
and wealthy; they were also far less extractive than claimed, often even much less
extractive than Western states.'®” There indeed existed far fewer checks and
balances for rulers in the big Asian empires than in Western European states, but
terms like ‘totalitarian’, ‘despotic’ and ‘absolute’ clearly exaggerate the level of
un-freedom and constraint in Asia, while exaggerating that of freedom and
liberty in the West.

We will discuss the old negative stereotypes of Qing China in more detail in
the text and see that amongst experts they have almost all been discussed and
rejected or at least corrected.'”® Such revision was long overdue. Qing China
during its ‘efflorescence’, from roughly 1700 to 1780, in many respects was a
highly developed country. The majority of knowledgeable Europeans at the time
did not regard it as ‘underdeveloped’ or ‘poor’, nor did they describe it in
categories of ‘oriental despotism’ and ‘corruption’. They rather (optimistically, I
would say!) looked at it as a benignly and well-ruled country that even practised
akind of laissez-faire. Nor was it regarded at the time as an overpopulated land of
famines or a military weakling. Halfway into the eighteenth century, it was not at
all obvious that the future would belong to the West. The Ottoman and Mughal
Empires clearly had known better days and in India, with the Battle of Plassey in
1757, the British had acquired a substantial foothold. But considering the way
they were treated in China, Japan or Korea, Westerners certainly were not ‘calling
the shots’ in Asia. On the contrary. During the two last decades of the eighteenth
century, the Chinese, too, were confronted with problems that were still over-
whelmingly of their own making. But no one would have been able to actually

159 See in their Why nations fail under ‘Ottoman Empire’ and ‘China’.

160 Blaut, Eight Eurocentric historians.

161 Coclanis, ‘Ten Years After: Reflections on Kenneth Pomeranz’s The Great Divergence’, 11.
For a good survey of the changes for the case of early modern China, see Deng, ‘A critical
survey of recent research in Chinese economic history’.

162 See for example my ‘Governing growth’ and Yun-Casalilla and O’Brien, Rise of fiscal states.

163 See for brief overviews of the way China was represented in the West, Blue, ‘China and
Western social thought in the modern period’ and Ho-fung Hung, ‘Orientalist knowledge
and social theories’.
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predict that these problems would be the beginning of some 150 years of major
trouble. There may have been differences in wealth and development between
West and East but they definitely were not always to the disadvantage of the East.
To ask why China wasn’t the first country with modern economic growth is not
as a-priori senseless as it would be if the old clichés were even only partially true.

6. Income, growth and wealth: problems of measurement

To discuss modern economic growth and its emergence, one must be able to
measure it. Economists currently as a rule do that by measuring the increase of
real GDP per capita over time. In my analysis and data, references to GDP in all
its varieties also are frequent and they play an important role in my arguments.
As such, GDP is of course not an unproblematic concept, neither in theory nor in
practice. Using it becomes even more problematic when one applies it to a
period that to a large extent was pre-statistical and in which many, if not most,
prices were set by tradition or authority or atleast heavily influenced by all sorts
of manipulation rather than reflecting relative scarcity. Many goods and services
did not receive a price at all. Comparing real incomes between places over time is
anything but unproblematic,'* particularly in periods of fast economic change -
and we are discussing such a period here - when not just more but in particular
more new things are produced. Their value often cannot (easily) be determined
in terms of what was already known and as a rule is under-estimated. Many of the
products that exist at the moment simply did not exist when Britain took off. In
that respect, growth as the increasing potential to satisfy needs certainly was
much greater than our GDP figures indicate. Existing price indices by their very
nature tend to ignore the most important technological revolutions.

Even if new products or services catered to old needs, they still made an
enormous qualitative difference and completely changed the way in which they
satisfied wants, often by basically creating new ones. The revolution in light to
which Nordhaus (graph 4) refers, for example, was not a matter of simply adding
millions of candles. Light became an entirely new product whose costs in terms
of work dwindled since the revolutionary changes in lighting that set in with gas
lighting. Undoubtedly, one can tell a similar story as Nordhaus does for lighting
for transportation, heating and many other forms of consumption. Their labour
prices have changed beyond recognition. An automobile with ten HP is not
identical to ten horses. This is a fact of major importance.

164 For an analysis of a just a couple of the problems involved, that has special relevance for
debates in global economic history, see Jerven, ‘Unlevel playing field’.
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Graph 4: The labour price of light 1800 - 2000: hours work per Kilo Lumen Hour. The price
(top line) of lighting in terms of actual labour hours as compared to its price (bottom line)
as measured in consumer price indices

10.0000

1.0000

0.1000

0.0100 +

0.0010—

0.0001

T T T
1800 1850 1900 1950 2000

Source: William Nordhaus, ‘Do real wage and output series capture reality? The history of
lighting suggests not” in: Timothy Bresnahan and Robert Gordon, eds., The economics of
new goods (Chicago 1997) 54.

The amount of new products that came on the market in ‘modernising’
economies was enormous. Retailers have a measure, known as Stock Keeping
Unit, to count the number of types of products sold in their stores. In New York at
the beginning of the twenty-first century, that number has been estimated at
some ten billion; in primitive hunter-gatherer economies it was several thousand
atbest.'®” Not surprisingly, definitions of wealth and poverty changed over time:

Today, of Americans officially designated as ‘poor’, 99 per cent have electricity, running
water, flush toilets, and a refrigerator; 95 per cent have a television, 88 per cent a
telephone; 71 per cent a car and 70 per cent air conditioning. Cornelius Vanderbilt (the
richest man in the world in the mid 1800s) had none of these.'®

On the other hand, there are good reasons to be quite sceptical when it comes to
the question whether the increases in expenditure for government services - i. e.
what governments actually do apart from redistributing -, health care and ed-
ucation, mirror increased production rather than increased payments.'” Are we

165 Beinhocker, The origin of wealth, 9.

166 Ridley, Rational optimist, 17.

167 See for some interesting and not very comforting comments Cowen, The Great Stagnation,
chapter 2.
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really so much better ruled, is our health so much better taken care of and are we
really so much better educated as exploding costs over the last century and a half
suggest?

GDP as Gross Domestic Product refers to income, not to wealth, i. e. to what a
country earns in a year at home, not to what it has. The focus in my analysis will
be on growth in terms of increased earnings, but that of course can be misleading
when this growth is unsustainable, i.e. when it is produced at the expense of
existing stocks of wealth. How and with what a country earns its income and
what that means for its earning potential in future certainly is not irrelevant.
Measuring the wealth of nations is even more complicated than measuring their
income. Unsurprisingly up until now, not many efforts have been undertaken to
systematically do so. In a recent study national wealth of some twenty countries
has been, I think very sensibly, measured by estimating three kinds of ‘assets’ of
their economies: ‘manufactured’ or ‘physical’ capital (machinery, buildings,
infrastructure and so on); human capital (the population’s education and skills)
and natural capital (land, forests, fossil fuels and minerals). For all countries in
the world apart from Nigeria, Russia and Saudi Arabia, the biggest asset turned
out to consist in its people. For the United States, they amount to seventy-five per
cent of its national wealth, for Great Britain to eighty-eight per cent. The value of
that human capital is measured in years of schooling of the labour force, the
wages the workers can command, and the number of years they can expect to
work before they retire or die.'® To put the figures about GDP into perspective,
they in the following table and figure are also compared to figures expressing
‘human development’ that measure and combine Gross National Income per
capita in real terms, average real or expected years of schooling and life ex-
pectancy in an index going from 0 to 100 and, in figure 3, to estimates of national
wealth.

Table 17: A comparison of the ranking of nations according to their GDP per capita in real
terms and their Human Development Index

GDP 2010 HDI 2011
Norway 126. 7 94.3
United States 100 91
Canada 84.3 90.8
Australia 83.7 92.3
United Kingdom 76.5 86.3

168 See http://www.ihdp.unu.edu/article/iwr. This volume can be cited as: UNU-IHDP and
UNEP (2012). Inclusive Wealth Report 2012. Measuring progress toward sustainability.
Cambridge: Cambridge University Press. UNU stands for United Nations University, [HDP
for International Human Dimensions Programme on Global Environmental Change, and
UNED for United Nations Environment Programme.
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(Continued)

Germany 76.3 90.5
Japan 73.6 90.1
France 71.3 88.4
Saudi Arabia 51.8 77
Venezuela 27.7 73.5

Source: The Economist. Pocket World in figures, 2013 Edition (London 2012) 25, the figures
in that text are for the year ending 31-12-2010.

Figure 3: A comparison of the ranking of nations according to their wealth per person in
2008 in constant dollars of 2008, average annual rate: in thousands of dollars
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Source: The Economist, June 30™ 2012, page 75.

One last but very important comment: I will explicitly focus here on Gross
Domestic Product. From a social perspective the question of distribution is
enormously important, but what interests me here is (the increase in) pro-
duction and productivity and in particular the question of why some societies
could get so much more done than others. Who profited from that increase is an
extremely important but different question.

7.  Industrial Revolution and Great Divergence
The Great Divergence began when Britain went through its Industrial Revolu-

tion, a time that in most books is, too hastily, fully identified with it. In dis-
cussions about the Great Divergence amongst more global historians, that
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revolution tends to be described as an event of world-historical importance, a
turning point in the economic history of the globe. Amongst economic histor-
ians whose focus is more confined to Britain, strikingly enough, along and fierce
debate has been waged about whether Britain’s industrialisation actually
amounted to a revolution. The ideas about what actually happened in Britain
during the very long eighteenth century have changed substantially. Sceptics
have noticed that during the period from 1750 to 1850 growth in Britain was far
too slow and hesitant to warrant the label ‘revolution’. Overall, growth indeed
was slow and hesitant. That is not surprising though: it was a period, lasting until
1815, of several considerable wars. The Napoleonic Wars, in which Britain was
directly and indirectly involved, were global conflicts that cost enormous
amounts of effort, people, money and resources. Agricultural production was
intermittently hit by bad weather and bad harvests. Probably most important of
all, Britain’s population tripled between 1750 and 1850. Without the emergence
of new ways of producing, the situation in all probability would have been
catastrophic. Sceptics also point at the fact that structural change actually was
fairly slow and not yet clearly visible in many macro-economic data. They again
are right, but that too need not surprise us. Even if some ‘new’ sectors of the
economy grew fast, which they did, it obviously took time to fundamentally
transform and lift the entire British economy. In many sectors, moreover, change
was less fast and sweeping. Innovations will initially have caused problems of
adaptation and stagnation and sometimes even decreasing productivity. The
expansion of new sectors caused several old sectors to expand too, and so on and
so forth."” This claim by Nicolas Crafts and Knick Harley very probably syn-
thesizes the new communis opinio: “Growth had probably begun to accelerate by
the early eighteenth century but modern economic growth only became fully
established in Britain by the railway age.”'”° Pioneers tend to have lower growth
rates than those who successfully catch up. All these decelerations notwith-
standing: what was going on in Britain’s economy definitely was revolutionary if
not in speed then in impact. The many innovations were a harbinger of a new era
in economic history and opened completely new windows of opportunity. An
entirely transformed economy was set to emerge.'”' The period we focus upon in
this text was the period in which Britain’s economy took off.

169 One must not underestimate the effect of even low growth: 2.5 per cent growth per year
already leads to a doubling of GDP in 29 years.

170 Crafts and Harley, ‘Output growth and the Industrial Revolution’, 705.

171 For a view that I endorse, see Griffin, Short history of the British Industrial Revolution, in
particular chapters 1 and 2, and Joel Mokyr, ‘Accounting for the Industrial Revolution’ in:
Floud and Johnson, Cambridge Economic History of Modern Britain, 1-27.
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Table 18: Output of various sectors of the British economy, 1750 - 1900 (indexed to 1750 or
1800 = 1) plus Britain’s population

Year | Cotton | Coal | Pig Iron | Steam- | Railways | Steam Engines | Water | Woollens | Linen | Popu-
ships Wheels lation
1750 1.0 1.0 1.0 — - 1.0 1.0 1.0 1.0 1.0
1800 24 2.1 6.7 1.0 1.0 7.0 1.71 1.4 3.0 1.5
1850 267 10.6 83.3 56.0 62.4 114.8 2.79 2.2 7.3 3.1
1900 788 53.2 337.2 | 2,402.7 191.6 1,931.8 2.54 7.2 5.4 5.6

Source: Jack Goldstone, Why Europe? The rise of the West in world history, 1500 - 1800

(New York 2008) 127.

Table 19: Composition of GDP and of active population per sector in Great Britain

GDP (%) Active population (%)
Primary Secondary Tertiary Primary Secondary Tertiary
1788 40.0 21.0 39.0 - - -
1841 22.0 35.0 43.0 22.3 44.3 33.4
1871 15.0 40.0 45.0 15.3 47.1 37.6

Source: Antonio di Vittorio, ed., Historia econdmica de Europa. Siglos XV - XXX (Barce-
lona 2003) 190. The table is taken from the contribution by Giovanni Luigi Fontana on the
nineteenth century.

8.  Malthusian constraints, premodern growth and modern

growth

We study the origin of modern economic growth because of its societal rele-
vance. It has created a global gap in wealth with major implications for all
societies involved. But there is also a more strictly scholarly motive: although we
may have come to regard growth as quite normal, it actually is extremely ab-
normal and ‘miraculous’. The most efficient and salient way to understand what
modern economic growth actually is and means probably is to compare our
current Western world, in which it is prevalent, with the pre-industrial world
where poverty, stasis and stagnation were the rule or as some would even claim, I

think correctly, ‘inevitable’.'””

172 See e.g. Wrigley, Poverty, progress, and population, chapter 7: ‘Why poverty was inevitable
in traditional societies’. For a brief overview of the changing ideas about the poor and about
poverty over the last three centuries see Martin Ravallion, The idea of anti-poverty Policy
NEBR Working Paper no 19210 July 2013, in synthesis available at http://www.aae.wisc.edu/
mwiedc/papers/2013/Ravallion_Keynote.pdf


http://www.aae.wisc.edu/mwiedc/papers/2013/Ravallion_Keynote.pdf
http://www.aae.wisc.edu/mwiedc/papers/2013/Ravallion_Keynote.pdf
http://www.v-r.de/de

Malthusian constraints, premodern growth and modern growth

67

These are some indicators for the (relative) lack of growth, wealth and de-
velopment in Western Europe at the end of the eighteenth century:

Table 20: The European population 1300 - 1870 (x1000)

1300 1400 1500 1600 1700 1750 1800 1870
Scandinavia 2,500 1,400| 1,500 2,400 2,900 2,600 5,250 9,550
England 4,500 2,700| 3,500 4,450 5,450 6,300 9,250 | 23,000
(+Wales)
Scotland 1,000 700 800 1,000 1,200 1,260 1,630 3,420
Ireland 1,400 700 800 1,000 1,900 3,120 5,200 5,800
Netherlands 800 600 950 1,500 1,950 1,950 2,100 3,650
Belgium 1,400 1,200} 1,300 1,300 1,900 2,300 2,900 4,900
France 16,000 | 12,000 | 15,000 | 18,500 | 21,500| 24,600} 29,000| 38,000
Italy 12,500 8,000) 9,000 13,300} 13,500| 15,500) 18,100| 28,000
Spain 5,500 4,500] 5,000 6,800 7,400 9,300 10,500 | 16,200
Portugal 1,300] 1,050} 1,200 1,300 2,000 2,600 2,900 4,300
Switzerland 800 500 800 1,000 1,200 1,300 1,700 2,700
Austria* 10,000 | 9,000 11,500 12,800} 15,500| 18,300] 24,300| 35,700
Germany 13,000 | 8,000 11,000| 16,200 14,100 17,500 ] 24,500| 41,000
Poland 2,000| 1,500 2,000 2,500 2,800 3,700 4,300 7,400
Balkans 6,000 5,000] 5,500 7,000 8,550 9,900 | 12,000 23,700
Russia 15,000 | 11,000 | 15,000 | 16,000} 13,000| 22,000} 35,000 63,000
(European)
Europe 93,700 | 67,850 | 84,500 | 107,050 | 114,850 | 143,230 | 188,630 | 310,320
Europe 78,700 | 56,850 ] 69,850 | 91,050 ] 101,850 | 121,230 | 153,630 | 247,320
(without
Russia)

*Austria here includes Hungary, Bohemia, Croatia, Slavonia and Transylvania.

Source: Paolo Malanima, Pre-modern European Economy. One thousand years (10™-19"

centuries), Leiden and Boston, 9.
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Graph 5: GDP in Europe 1000 -1900, in international 1990 PPP dollars
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Source: Paolo Malanima, Pre-modern European Economy. One thousand years (10"-19"
centuries), Leiden and Boston, 287.

Graph 6: Per capita GDP in Europe 1000 - 1900, in international 1990 PPP dollars
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Source: Paolo Malanima, Pre-modern European Economy. One thousand years (10™-19"
centuries), Leiden and Boston, 287.
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Table 21: Life expectancy in Europe and East Asia up to the 19th century

Life expectancy at birth
Western Europe
Germany before 1800 35
England 1550 - 1599 38
England 1650 - 1699 35
France before 1750 25
France 1750-1799 28-30
England 1750-1799 38
London 1750-1799 23
East Asia
China (Anhui) 1300-1880 28
China (Beijing) 1644 -1739 26
China (Liaoning) 1793 -1867 26-35
Japan, countryside 1776 -1815 33

In the period from roughly 1750 to 1800, of all 1000 children born in France only 491
survived to become 15. For England that number was 736, for Sweden 612 and for Den-
mark 641.

Sources: Gregory Clark, A Farewell to alms. A brief economic history of the world
(Princeton and Oxford 2007) 94; Massimo Livi-Bacci, Population of Europe (Oxford 2000,
originally 1998) 113 and 135, and Roy Bin Wong, China transformed. Historical change and
the limits of European experience (Ithaca and London 1997) 28.

Under-nourishment and famine were still facts of life, even in quite developed
parts of Western Europe. Robert Fogel estimates that twenty per cent of the
adults in eighteenth-century France were too ill nourished to do more than three
hours of light work a day."”” The following facts refer to the life of a normal,
‘average’ French father at the end of the seventeenth century, the era of Louis XIV,
when France was regarded as a rich country:

He was born in a family with five children of whom only half reached the age of fifteen.
He in turn would also have five children, of whom only two or three would still be alive
when he died. On average he would become 52 years. During his life he would witness
two or three famines, two or three periods of scarcity and two or three epidemics.'”*

Why were poverty and stagnation so normal? That can best be explained by
following the line of reasoning of Reverend Thomas Malthus (1766 - 1834) whose
basic ideas have had a tremendous influence in economic history and lie at the
basis of a point of view that in the rest of this book will be referred to as

173 Fogel, ‘The conquest of high mortality and hunger in Europe and America’, 47.
174 Fourastié, ‘De la vie traditionnelle a la vie tertiaire’.
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‘Malthusian’.'””> Malthus, however, with his pessimism was not an exception
amongst economists in his time. His friend David Ricardo (1772 - 1823) thought
in principle that with an increasing population wages would always end up at or
very near subsistence level defined as the level that allows the wage-earner to buy
the ‘necessaries’’®, whereas at the same time increasing food prices would lead
to lowering profits, as they made labour more expensive. Under such circum-
stances, only members of the landlord class might profit as rents increased. Marx
later took Ricardo’s ‘iron law of wages’ for granted. Even Adam Smith in the end
tended to pessimism: he never gave any sign that he thought what we now call
‘modern economic growth’ was possible."”” Not by accident many people in the
nineteenth century considered economics a ‘dismal science’.'”® For all so-called
classical economists, the limited availability of resources set limits to growth, in
particular when population increased. Most of them had a tendency to think in
terms of decreasing returns and an inevitable slowing down of growth. Smith in
this respect was not very consistent. He assumed increasing returns as a result of
further division of labour but nevertheless did not expect the emergence of big
monopolies because, in his view, the existing competition and growing scale of
production would constantly tend to push profits down to an ‘average’ or ‘nat-
ural’ level. He, moreover, thought that there were practical limits to how far
labour can be divided and how far markets can be extended. Transport and
communication were so slow and expensive that, in his view for most goods,
markets could not be very extensive. So in the end he thought there was a limit to
growth in which economies reach their ‘stationary state’.'”

As such it of course is very significant that in the eighteenth and nineteenth
centuries, so many knowledgeable economists in Britain, the wealthiest country
in the world and its first industrial nation, were so pessimistic. This appears to be
quite a telling indication of how abnormal growth apparently was and how
normal it had always been to think of the bulk of the population, the working

175 For a succinct explanation see Wrigley, Poverty, progress, and population, Part I, in parti-
cular chapter 6. See my comments on the way in which I use the world ‘Malthusian’ under
note 25.

176 It is clear that in any case Smith, Ricardo and Marx meant ‘social subsistence’ not bare
‘biological’ subsistence when they talked about ‘natural wages’. See Schlefer, Assumptions
economists make, 39 -41.

177 See for some further explanation why pages pages 79 and 426 of this book.

178 See, for some introductory information with regard to lives and ideas of these scholars,
Heilbroner, Worldly philosophers; Milgate and Stimson, After Adam Smith and particularly
relevant for the question at hand, Wrigley, ‘The classical economists and the industrial
revolution’.

179 See e.g. Smith, Inquiry into the nature and causes of the wealth of nations, 99 and 111. For
the natural tendency of profits to diminish see e.g. pages 108, 111 and 113.
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people, as poor.'® Karl Marx, with his focus on technology, innovation and on
increasing returns here clearly was an exception. He, in principle, was very
optimistic about possible ways to increase productivity but obviously not about
the future of the capitalist system that had created them.

Malthus, to return to him, departed from the fundamental problem, which, in
his opinion, stated that the satisfaction of the main human needs depended very
strongly on the (limited) availability of (good) land. Before the emergence of
modern economic growth, the satisfaction of those wants was either entirely - in
the case of food, clothing and shelter - or predominantly - in the case of energy
where one might also use wind and water power and in some regions coal and/ or
peat - dependent on the quantity and quality of available land. The same actually
applies for all the materials used for fertilising, for lighting and dyeing, for
making drugs and so on. In ‘organic’ economies, it was all but impossible to
increase wealth substantially and over a longer period of time, in particular
when the population increased simultaneously.”®' That would simply lead to too
many competing claims on a fairly stable amount of land. Such economies were
subject to what we call ‘Malthusian constraints’ and knew their ‘Malthusian
ceiling’ and might even be caught in a ‘Malthusian trap’.'"® Britain during in-
dustrialisation was the first economy in the world where resources no longer
were overwhelmingly organic.'® The enormous growth in the use of coal as fuel
and, even more consequentially, as source of power, was essential. This is how
Fernand Braudel put it: “Until the Industrial Revolution, every burst of growth
came up against ... the limits of the possible”, a ceiling imposed by agricultural
input, by the available means of transport, sources of power or market demand.
Modern growth begins when that ceiling or limit recedes indefinitely into the
distance - which is not to say of course that some kind of ceiling may not be
reached in the future.”'™

Malthusian stories about dependence on nature normally focus on ‘avail-
ability’ and on ‘overall quantities’. Those, of course, are extremely important.
Actually, however, they certainly were not the only constraints on development
and growth, particularly but not exclusively when it comes to energy. As Douglas
Allen in a fascinating book rightly remarks, before the steam revolution, “...

180 For the ideas about the obvious presence of those ‘labouring poor’ see Lis and Soly, Worthy
efforts, chapter 7, 478 - 494.

181 See for the concepts ‘organic economy’, ‘advanced organic economy’ and their ‘contrast’ the
‘mineral-based energy economy’, Wrigley, Continuity, chance and change.

182 All these concepts point at the fundamental limits to growth in Malthusian thinking.

183 Although one has to realise that a) already in 1700 half of the energy used in that country
came from fossil fuel (See note 82) and b) the increased use of ghost acreage that was so
important in Britain’s escape from land scarcity was not a ‘real’ escape but a matter of
‘evading’ problems via the use of land somewhere else.

184 Braudel, Civilization & capitalism, 15" -18" century, III, 592.
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power was not only limited and low, but intermittent and unreliable. ... Steam
power introduced an era of reliable power.”'® Some of the ‘old-regime’ power
variation was seasonal, much of it however quite random. That is obvious in the
case of wind and water as power sources. Windmills and watermills were very
unreliable machines. The lack of reliability of wind and water also had major
consequences for transport. Sailing ships depended on the wind and were se-
verely curtailed in their movements at sea by currents and changing tides.
Transport on rivers and canals could be seriously hindered by water levels that
were either too high or too low. ““The British navy”, as Douglas Allen comments,
“by this time (the eighteenth century PV), was perhaps the largest firm in the
world, and yet, all of its capabilities were at the mercy of wind and sea.”'®
Changes in food supply and diseases - often caused by natural condition - had
an enormous impact on the quantity and quality of available labour power of
people and animals, and in the case of animals also on the supply of fertiliser.
Agriculture and transportation were heavily dependent on the weather.

This means that in the pre-industrial world, to again quote Douglas Allen,
“variance” was “everywhere”.'"” That made economic activities very hard to
plan, opaque, risky and thus costly. The introduction of steam power was an
essential part of a wide-ranging process of eliminating this variance, a process
that very positively impinged on productivity. Steam power was reliable in the
sense of being independent of the whims of nature and in principle in con-
tinuous supply. It could also be standardised and made measurable - a man is
not a man and a horse is not a horse, but one horsepower is one horsepower -
and in that way helped to standardise and measure production and productivity.
It, moreover, created unheard-of possibilities to accumulate and concentrate
power.'®® Machines driven by reliable and continuous energy in turn stand-
ardised production: they reproduced identical products in identical ways. They
were not the only force behind standardisation but they were very important.
The hold of nature and its variance were also diminished, for example, because
methods of measurement and measures themselves were standardised and
turned into abstract, formal and science-based concepts. Measures of time,
distance, temperature and so on and so forth were made independently of
context (i.e. nature) and determined mechanically. Gas lighting, to just point at
yet another important innovation, made the difference between day and night
almost irrelevant to production. Life in general became more predictable; more
predictability meant better, more ‘realistic’ planning and decreasing trans-

185 Douglas W. Allen, Institutional revolution, 26. The Italics are in the original.

186 Allen, Institutional revolution, 25.

187 Allen, Institutional revolution, chapter 2: ‘Variance everywhere’.

188 For concentration and accumulation of power see Goldstone, ‘Efflorescences and economic
growth in world history’, 359 - 366.
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actions costs. Diminished interruption and disturbance, thanks to ‘modern’
sources of energy, meant that far less time was lost or wasted. Making large-scale
investments and specialising in specific products thereby became less risky; the
fact that modern sources of energy lowered the prices of fixed capital goods like
iron, steel, glass, or buildings, made it cheaper. The essence of modern economic
growth is steadily increasing productivity. That requires reliability, continuity
and predictability, not only to obtain it but also to be able to measure it at all. In
the pre-industrial setting of omnipresent variance, it was almost impossible to
determine how efficient production actually was, which will have been yet an-
other impediment for those who wanted to increase it.

Malthusians present a correct description of the ultimate, long run logic of
pre-industrial economies. Growth was exceptional, often extensive at best,
fragile and intermittent, with a tendency to peter out. The clear emphasis in the
theory and explanation of Malthus and those inspired by him as a rule is on the
limited availability and specific characteristics of resources. But their actual
‘scarcity’ and ‘limitations’ to a very large extent were a function of the absence of
technological innovation (caused by constraints in the field of knowledge, as
practical know-how was insufficiently or not at all embedded in theoretical
knowledge), which in turn was closely linked to institutional and cultural con-
straints, in particular widespread rent seeking and opposition to innovation.
Those technological, institutional and cultural constraints apparently were and
in the case of Malthusianist scholars very often still are more or less taken for
granted or regarded as of limited relevance.'® That means that many cases of
Malthusian ‘overpopulation’ may also, or even just as well, be blamed on tech-
nological or institutional ‘deficiencies’. Actually Malthus considered the possi-
bility of technological innovation, but he simply thought that could never be as
effective as his ‘positive’ or ‘negative’ checks. Sustained growth is only possible
in a setting of continuing ‘improvement’ in all three of these contexts (resources,
institutions, and technology). Growth in a setting of technological change but
inflexible institutions will peter out, and, as more and more economists are
realising, even in a setting of permanent technological and institutional in-
novation growth is not guaranteed when in the end resources become scarce. In
every day practice, most people, including most economists, ever since the first
industrial revolution behaved and argued as if the problems Malthus had been
brooding about had been solved. One, of course, knew that resources in prin-
ciple are not limitless, but did not really bother about that for the time being,
apart from the economist William Stanley Jevons (1835 -1882), who already in
1865 wrote about the dangers of a gradual exhaustion of the UK’s coal sup-

189 See for an insightful and enlightening analysis Mokyr, ‘Why was the Industrial Revolution a
European phenomenon?’.


http://www.v-r.de/de

74 Introduction

plies."”® Many resources like coal actually became cheaper during take-off. But
now in the twenty-first century with so many more consumers and so much
more consumption and aspiration to consume, the idea that there might be
limits to growth because of resource scarcity has again become a major issue in
debates amongst economists. An economy can only experience modern eco-
nomic growth when the limitations in terms of resources, technology and in-
stitutions all are continuously pushed aside in a process of permanent in-
novation. Explaining the Great Divergence ultimately means explaining how
societies could emerge in which innovations in the use of resources, in the
application of technology and in the existing institutional set-up became normal
and self-sustaining.

Those Malthusian constraints and the ceilings they implied were structural
and global phenomena. They were omnipresent in the entire pre-industrial
period in the entire world even if many regions never became so ‘overpopulated’
that they actually hit a Malthusian ceiling. In the West, for example, differences
in the level of wealth and development between the Roman Empire at its height
and Britain on the eve of its industrialisation were rather small. As for the Roman
Empire, Robert Allen claims: “The real wage evidence supports a guardedly
optimistic view of Roman living standards. Certainly, the Roman worker in
Diocletian’s time was doing about as well as most workers in eighteenth-century
Europe or Asia.”"' Both the Roman and the British Empire - at least up until
industrialisation started - did not know modern economic growth. Differences
in wealth and development between various societies at the same moment in
time before modern growth emerged also were small. Between the richest and
the poorest society, they would have been in an order of magnitude of maybe five
to one at the eve of Britain’s industrialisation as compared to some hundred to
one now. Between the wealthiest parts of Western Europe and the wealthiest
parts of China at the eve of Britain’s industrialisation, they would have been in an
order of magnitude of at best two, maybe three to one. Real incomes in north-
western Europe (Great Britain and the Dutch Republic) were substantially higher
than in the rest of Europe.

190 For Jevons’ worries see his Coal question.

191 Robert C Allen, How prosperous were the Romans? Evidence from Diocletian’s price edict
A.D. 301 http://economics.ouls.ox.ac.uk/12121/1/paper363.pdf. See also Manning and
Morris, Ancient economy and Temin, ‘Economy of the early Roman Empire’.
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Table 22: Estimated Gross Domestic Income per capita in 1990 international dollars at PPP

Roman Empire year 14 844
England and Wales year 1688, social tables 1,418
Holland, province of the Dutch Republic year 1732, tax census 2,035
England and Wales year 1801 - 1803, social tables 2,006
China year 1880, social tables 540

Source: Branko Milanovic, Peter H. Lindert and Jeffrey G. Williamson, ‘Measuring ancient
inequality’, The World Bank, Policy Research Papers WPS 4412. 2007 -11/1.

The tension between population and wealth existed even in the economically
most advanced countries. Even in Britain during the early modern era, a sus-
tained increase of population normally led to higher food prices and put pres-
sure on real incomes.'”> Over time the relation between population and wealth
tended to be inverse.

Graph 7: The tension between real incomes (of unskilled building workers) and po-
ulation in pre-industrial Europe
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Source: Paolo Malanima, Pre-modern European economy, One thousand years (10"-19"
centuries), (Leiden and Boston) 275.

I already pointed out how pessimistic many economists in the eighteenth and
nineteenth century were, including in Britain, when it came to the possibility of
sustaining growth with an increasing population. Fairly substantial differences,
however, exist between scholars when it comes to the extent to which they think
that pre-industrial economies showed at least some growth and some develop-
ment, even if a Malthusian logic in the end would prevail. Those differences of
course have implications for the way in which the Great Divergence is in-
terpreted and explained. Strict Malthusianists like Gregory Clark and Oded
Galor claim that there was no real growth whatsoever. They only see ups and
downs of incomes that on average always hovered near the level of subsistence.

192 See e.g. Wrigley, Continuity, chance and change, 60 -67.
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Clark, in his A farewell to alms, is very outspoken. He opens his book by
claiming, “...short term gains in income through technological advances were
inevitably (sic! PV) lost through population growth” and “...the average person
in the world of 1800 was no better off than the average person of 100,000 BC.” In
his view the situation was even worse: in 1800 so he claims, “the bulk of the
world’s population was poorer than their remote ancestors. The lucky denizens
of wealthy societies such as eighteenth-century England or the Netherlands
managed a material lifestyle equivalent to that of the Stone Age.” “In the pre-
industrial world” so he writes on page 32, “sporadic technological advance
produced people, not wealth.” On page 166 it then reads: “The Malthusian era
was one of astonishing stasis, in terms of living standards and of the rate of
technological change.”'” It would seem that Clark would endorse the first part of
this claim by Beinhocker: “To summarize 2.5 million years of economic history
in brief; for a very, very long time not much happened; then all of sudden, (with
industrialisation PV) all hell broke loose.”** In the literature dealing with the
history of Europe there exists a venerable line of ‘Malthusians’, e.g. historians
from the Annales-School like Fernand Braudel or Emmanuel Le Roy Ladurie,
who even wrote about histoire immobile, and others like Wilhelm Abel (1904 -
1985) or Michael Postan (1899 -1981). The Italian historian Paolo Malanima
would be an excellent recent example.'”

Scholars who areless strict claim that Malthusian economies were not entirely
immobile and could go through periods of some growth and development. Their
thesis is the more convincing one. So-called ‘advanced organic economies’ like
those of North-western Europe, of Qing China (1644-1911), Mughal India
(1526-1858) and Tokugawa Japan (1601-1868) had their phases of ‘ef-
florescences’ before the economy in Britain took off. For north-western Europe,
for example, that would be during the High Middle Ages, for the Dutch Republic
during its Golden Age, and for Britain during the period of growth of the
eighteenth century before it would usher in the Industrial Revolution when
steam power became a major source of power. As indicated, the highest level of
development and wealth in China was in all probability reached during the
period of the Song Dynasty, but the period of the high Qing up until the last
decades of the eighteenth century is also widely regarded as one of ‘ef-
florescence’.

Economic growth was certainly not completely unknown in the pre-industrial
world. Direct proof in terms of unequivocal statistics will always be lacking but

193 Clark, Farewell to alms, 1 and 166. The fierce critiques the book received did not make him
change his mind. See his, ‘In defence of the Malthusian interpretation of history’.

194 Beinhocker, Origin of wealth, 11.

195 See e.g. his Pre-modern European economy.
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there is clear circumstantial evidence. In most parts of the world, apart from the
Americas with their disastrous mortality rates as a consequence of the in-
troduction of Eurasian diseases, population was higher than ever before at the
eve of the First Industrial Revolution in Britain. That indicates at least a certain
extensive growth. For the sake of convenience, I will confine myself in my further
examples to the situation in Western Europe. Population growth over time was
such that one may wonder when exactly, if ever, diminishing returns set in.
Apparently ‘Malthusian limits’ were fairly flexible there between 1000 and 1800.
Urbanisation also increased. In the wealthier regions of Western Europe, which
were as a rule also the ones that were more densely populated, many people,
moreover, clearly and permanently lived above subsistence. In Britain and the
Dutch Republic in the seventeenth and eighteenth centuries even the working
poor had an income above bare subsistence. They had some room to spare in
their budgets to buy, for example, new products like tea, sugar, coffee or tobacco,
and alcoholic beverages.””® But one has to realise these were the wealthiest
countries in Europe at the time. Mortality indeed was at times high, but deaths
often were the result of diseases that were only indirectly or hardly at all related
to famine or food scarcity. The famines and food scarcity that did occur, in turn,
were often caused by problems of distribution or had political causes like war.
The link between fertility and the availability of resources also often was much
weaker than strict Malthusianism would suggest. Apparently there was some
room to increase the amount and quality of arable land, technology was not
completely stable and institutional change was not entirely lacking.'”” If one
realises how rich - or rather poor - and developed - or rather underdeveloped -
even the richest and most developed societies still were in the second half of the
eighteenth century just before industrialisation began in Britain, it is clear,
however, that the history of the pre-industrial world could never have been one
of substantial and sustained growth and of major development.

What brought about the little pre-modern growth there was? Very important
was rent seeking, a common denominator for all sorts of surplus extraction that
are not so much a matter of creating and profiting from overall growth as of
appropriating as much as possible of an already existing ‘pie’ via force or, in any
case, power.””® Think of war, plunder, extortion, coercion, manipulation or

196 Thathas been shown in many publications. I here just refer to Voth’s review of Clark’s book
in European Review of Economic History 12 (2008) 152-153.

197 See e.g. the critical comments on Clark’s book by Hans-Joachim Voth, George Grantham
and Karl Gunnar Persson in European Review of Economic History 12, 2 (2008) 149-173;
Karl Gunnar Persson, ‘The end of the Malthusian stagnation thesis’, http://www.econ.ku.
dk/europe/early-growth.htm and Allen, ‘Review of Gregory Clark’s A farewell to alms’, a
very systematic and I think absolutely devastating critique.

198 This is the simple definition of Wikipedia of rent seeking or rent-seeking: spending res-
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monopoly. The wealth of a nation was then as a rule regarded as something that
could best be promoted on the backs of other nations, which would imply that
until the Industrial Revolution, “the limits to economic growth were set by
geopolitics.”"” Then there was the strategy of making more intensive use of the
resources, in particular land, that one already had and - very important —
extending the ‘resource-pool’ by incorporating more and more frontier re-
sources, in Europe first’”, and with the passing of time increasingly also in other
continents. Another way to increase production and preferably productivity has
always been to increase the stock of capital goods. We see many examples of that
in the pre-industrial world: an increasing use of animals and implements; the
building of extra windmills, watermills and ‘machinery’; the construction of
manufactories and ports, et cetera. In a Malthusian context, though, this strategy
is not unproblematic. It implies increasing claims on the land, to feed animals,
for example, or to grow trees to produce wood that can be used in building or for
making implements or can serve as fuel to produce capital goods of iron or stone.
Many ‘fixed’ capital goods, moreover, were so vulnerable to wear and tear that
they were hardly distinguishable from fluid capital. Then there is improvement
of capital, whether physical, human or social. Technological innovation was not
absent: there were some important innovations and many small adaptations. But
one has to concede to the Malthusians that no real breakthroughs occurred since
there was no scientific underpinning of technology. Innovation was ad hoc,
intermittent and not interconnected. When it comes to human capital, progress
over the long run in literacy and numeracy was definitely made, but its impact
on production is hard to measure. People started to work harder and longer and
the percentage of working people on the whole of population increased. There
very probably was an (worldwide) increase in industriousness. That had its
limits of course, especially since poverty, illness and under-nourishment in-
capacitated many people and prevented them from working for long stretches of
time and from working hard. One may wonder whether all this extra toil really
brought growth in terms of an rise of productivity or rather, much more likely,
only a meagre extra compensation for much extra work. Social capital may have

ources in order to gain by increasing one’s share of existing wealth, instead of trying to
create wealth. The net effect of rent seeking is to reduce total social wealth, because res-
ources are spent and no new wealth is created. In a theoretical context, it is important to
distinguish rent seeking from profit seeking. Profit seeking in this sense is the creation of
wealth, while rent seeking is the use of social institutions such as the power of government
to redistribute wealth among different groups without creating new wealth. Rent seeking
implies extraction of uncompensated value from others without making any contribution to
productivity. See Wikipedia under rent-seeking.

199 I here quote from Mokyr, Enlightened economy, 156. Mokyr himself does not endorse this
mercantilist view. He refers to David Ormrod who according to him does. See Ormrod, Rise
of commercial empires.

200 See Bartlett, Making of Europe.
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improved as trust either deepened or more people worked in bigger entities
where it could - and should - become more formalised.””"

Then there was ‘Smithian’ growth via specialisation, i.e. the division of la-
bour, in particular when it occurred in a setting of free and fair competition. But,
as indicated, even Adam Smith himself, who gave so much thought to this source
of ‘the wealth of nations’, thought this strategy was not sustainable and would
reach its limits, its ‘stationary state’ as he called it, quite soon.*” Even in free
markets, the costs of exchange over long distances soon became prohibitive.
Many markets, moreover, were not free and much competition not fair. Many
people wanted to keep it that way. As long as many people were so poor that they
could not buy something coming from a faraway place, substantial extension of
the market was quite illusionary anyway. Be it as it may: in the pre-industrial
world, none of these ‘strategies’ brought a breakthrough, nowhere on the globe.
Constraints in terms of resources, knowledge, and institutions made that im-
possible. Then where did this modern economic growth come from? What more
obvious way to find out is there than to ask economists?

201 See for this topic: A note on social capital, Tine de Moor, ERC Starting Grant Project,
“United we stand’. The dynamics and consequences of institutions for collective action in
preindustrial Europe http://vkelibrary.uu.nl/vkc/seh/research/Lists/Projects/DispFor-
m.aspx?ID=19

202 For the modern concept of ‘Smithian’ growth see Kelly, ‘The dynamics of Smithian growth’.
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1. Introduction

Economics as a serious intellectual discipline came into being at about the same
time as modern economic growth. That growth is or atleast ought to be one of its
central topics. It would therefore be strange not to take a brief look at what this
science has to say about growth in general and modern growth in particular. I
will muster what I think are the main explanations of growth that economists
have come up with over time in terms of proximate as well as ultimate causes™”
and then in the rest of the book compare them with the explanations that have
been presented by scholars discussing the Great Divergence and present and
argue my personal points of view along the way. My analysis will therefore not be
structured according to different schools or approaches in global economic
history, nor will it follow chronology, presenting explanations as they have been
put forward over time. I must immediately add, that taking stock of the main
explanations that have been suggested by economists for (modern) economic
growth as point of departure for my own analysis sounds far simpler than it is.
Actually the practitioners of ‘the queen of the social sciences’ hardly agree on
anything substantial and for any economist making a claim, one can find an-
other one claiming exactly the opposite, which, in a way, is comforting, as it
allows me to be unashamedly selective. Is it clear that economics has not yet
answered its major question, or to put it in the words of the author of a lucid
overview of the debates, Elhanan Helpman:

For centuries economists have been preoccupied with the growth of nations, and they
have studied this subject continually since the days of Adam Smith. This effort has
produced a better understanding of the sources of economic growth. But the subject
has proved elusive, and many mysteries remain.”**

203 For a further explanation of these two concepts see White, Understanding economic de-
velopment under ‘causation’, ‘proximate’ and ‘ultimate’.
204 Helpman, Mystery of economic growth, Preface IX.
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Colin White seems to agree in his recent book on understanding economic
development:

Despite an explosion in relevant publications on economic growth, there is still no good
explanation of why modern economic development has occurred where and when it
has. It is disappointing that there is such a marked disproportion between the effort
expended and its return.”*

Gregory Clark is even more outspoken, and quite negative:

...since the Industrial Revolution we have entered a strange new world in which the
rococo embellishments of economic theory help little in understanding the pressing
questions that the ordinary person asks of economics: Why are some rich and some
poor? In the future will we all be among the lucky?

He refers to a “deluge” of publications by economists that “serves more to
obscure than to illuminate” and claims that:

History shows ... that the West has no model of economic development to offer the still-
poor countries of the world. There is no simple economic medicine that will guarantee
growth.*®

But there are many positive signs and it would of course be extremely inefficient
and arrogant to simply ignore the points of view of economists, many of whom
admit that they have no simple recipe. Dani Rodrik correctly writes that econ-
omists could do with a lot more modesty and should be much more aware of
their shortcomings. Without giving up the principles of neo-classical analysis,
he holds a paean for economics as a discipline that stresses the importance of
careful reading of empirical evidence, admits the possibility that governments
change economies for the better, and is always attentive to context and to local
realities with their specific sets of constraints and possibilities, a paean that to
me almost sounds like a plea to transform economics into a kind of historical
economics in which economists can learn as much from historians as historians
from economists.’”

In that respect however, it is striking and somewhat disturbing that historians
discussing the Great Divergence have taken on board so little of the economists’
theorising. Many if not most historians seem to harbour serious doubts whether
economics as a way of thinking can be of any use to them. And to be honest, most
economists discussing growth as a rule continue to hover at such an abstract and
in particular general level that it remains rather unclear how exactly they would
explain a concrete historical phenomenon like the Great Divergence. They are

205 White, Understanding economic development, Preface VII.
206 Clark, Farewell to alms, 372 and 373.
207 Rodrik, One economics, many recipes, 3 -6.
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not really interested in the in-depth analysis of unique phenomena in the past,
whatever their importance. But in the end no one gains from mutual ignoring.
This ‘essay’, as the French would call it, aims on the one hand to discuss in a fairly
idiosyncratic, personal and definitely not exhaustive way, whether and how
economics might be of any help in answering one of the greatest, if not the
greatest question in economic history, and on the other hand what (global)
economic historians might teach economists. What struck me in my reading of
the fairly extensive amount of literature that is at the basis of this book are the
enormous differences in approach and more surprisingly in emphasis between
what economists say about (the origins of) modern economic growth and what
most global (economic) historians say about it. They often seem to live in two
different universes, assuming things the other party would never assume and
often knowing things ‘the counterpart’ simply does not know. This book will not
try to provide a ‘thesis’ of its own in the form of a ‘definitive’ mono-causal
explanation or a small selection of key variables. I do not believe such a thing is
possible. Even if universally valid theories would exist, they would never be fully
applicable to specific cases in the sense that they can never fully cover them. That
means that even if universally valid theories of economic growth existed, they
would not be able to fully explain the Great Divergence as it actually occurred.
Historical explanation always is a matter of logic in context, i.e. applying the-
ories in specific configurations and then assessing their validity for that context.
The same logic may very well entail different outcomes in differing contexts, as
Rodrik correctly points out. A good historical explanation is one that fits the case
well, but always in comparison to other explanations. A good social scientific
theory is one that formally is impeccable and in practice covers as many ide-
alized cases as possible. I hope this confrontation between what is going on in
two lively fields of scholarship will prove fertile for both these fields.

Probably the most obvious way to discuss the views of economists on the
causes of economic growth would be to start with having a look at what they are
saying about the contributions to growth of the classical factors of production:
land, labour and capital. That clearly does not suffice: a simple adding up of
inputs in whatever combination in the end will lead to diminishing returns.
Sustained growth requires changes in the production process that make it more
productive. One way to increase productivity, long known to economists and
central in the work of Adam Smith, consists in the dividing of production
processes in more parts (specialisation) while at the same time extending the
market. Nowadays changes in production are often more or less identified with
‘technological changes’ or more broadly with the concept of ‘innovation’. In-
novation and even change can only become structural features of an economy
and a society if that economy and society in turn have certain institutional
features. Those very probably will be strongly influenced by the dominant
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culture in a certain society. We will therefore briefly muster what economists
have said about the contribution of the different factors of production, in-
novation, institutions and culture to modern economic growth, and then have a
look how scholars studying the Great Divergence appraise their role in the
explanations they come up with.

2.  Land, resources, geography

Let us begin our overview with what in classical economics used to be referred to
as ‘land’, basically shorthand for what nature has to offer: natural resources,
location, climate and disease. In this text I will refer to it as ‘geography’ in the
widest meaning of the word. Its importance looks quite obvious. In practice,
however, the connection between geography and wealth appears to be anything
but clear. Amongst economists — and surprisingly enough also amongst geog-
raphers - it is not very popular to refer to ‘geography’ in debates about economic
development out of fear to be accused of geographical determinism. Which, to
be honest, indeed has produced quite a few too simple explanations. Economist
Daron Acemoglu and political scientist James Robinson, for example, recently
quite explicitly rejected geographical explanations of the Great Divergence.””
But paying attention to geographical factors need not lead to geographical de-
terminism and simply ignoring them would be unwise, as, by the way, Acemoglu
and Robinson and their colleague Simon Johnson in practice clearly admit. One
can only agree with Clint Ballinger that geographic factors are necessary in
development studies.”” Geography - amongst other things - deals with the
question why something happens at a certain place, which is highly relevant as
for example shows in world-systems theory that focuses entirely on the working
of its ‘system’ but actually as such cannot explain why the core and periphery
emerged where they emerged. Geographical circumstances can trigger certain
developments, amplify or (re)enforce them, create path-dependency, throw light
on processes of concentration and agglomeration and their effects. Actually,
these topics are the subject of lively debates, in particular in the so-called ‘new
economic geography’.*'’

When references to geography pop up in general debates on economic de-
velopment, they mostly tend to be negative, i. e. they provide explanations of why
growth did not occur. One can find quite a few references to ‘bad’ geography in

208 See their Why nations fail, chapter 2, pages 48 - 56.

209 Clint Ballinger, Why geographic factors are necessary in development studies http://phi
losophyofscience.webstarts.com/working_papers.html

210 The book by Braun and Schulz, Wirtschaftsgeographie provides a very helpful general
introduction. See further under note 211.
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the sense of e.g. bad soil, location (being landlocked or suffering from the
tyranny of distance), climate, natural disasters or diseases that all hamper
economic development and act as barriers to growth.”"' Such ‘geographical’
conditions can indeed often (help to) explain why some nations are poor. Jeffrey
Sachs, for example, one of the most important economists of our time, in an
article written with colleagues, points at the fact that the great majority of the
poorest countries lie in the geographical tropics, the area between the Tropic of
Cancer and the Tropic of Capricorn. Most of the richest countries, in contrast, lie
in the temperate zones. A more precise picture of this geographical divide can be
obtained by defining tropical regions by climate rather than by latitude. They
then conclude that geography is important because of geographically de-
termined transport costs, the prevalence of disease and its impact on agricul-
tural productivity. That all sounds quite convincing.”* But one must be wary not
to become too deterministic. One can easily find counterexamples. The Dutch
Republic during its ‘golden’ seventeenth century in many respects was not ex-
actly blessed by nature. Other examples that come to mind would be Japan or
Switzerland, countries that became very wealthy but where, in any case, prima
facie nature was a challenge rather than an asset and both of which were regarded
as poor and having bleak prospects at the moment Great Britain took off. For
Japan, this overall was the case at least up until the Meiji Restoration. As late as
1815, Patrick Colquhoun (1745-1820), a Scottish merchant, statistician and
magistrate, described (landlocked, mountainous and split-up!) Switzerland -
that soon was to become one of the richest countries in the world - as a place

...where the density of the population, the insufficiency of food, and the paucity of
resources for profitable employment, produce much misery: and where no relief can be
found but emigration to countries, where for want of colonies the labour of the people is
lost to the Parent State.”?

It would seem quite obvious that being blessed by nature has a positive impact
on the wealth of a nation. In stories about industrialisation reference to the
fundamental importance of the availability of coal and iron ore, for example, can
hardly be overlooked. That availability undoubtedly determined the location of

211 See in particular publications by Jeffrey Sachs, Andrew D. Mellinger, John L. Gallup and
Paul Krugman. For ample references to their work and that of many others that is relevant to
this topic, I refer to Ballinger, ‘Why geographic factors are necessary in development
studies’; White, Understanding economic development, chapters 5 and 6, and to the websites
of the four scholars mentioned.

212 See Sachs, Mellinger and Gallup, ‘Geography of poverty’. The title is very apt. The text tells
us a lot about geography and poverty but nothing much about geography and growth.

213 Colquhoun, Treatise on the wealth, power and resources of the British Empire, 4. For the
country’s wealth see Maddison, World economy, 264.


http://www.v-r.de/de

86 Part one: Economists and theories of economic growth

many of the first industrial sites in Europe.”* More generally, it would seem

obvious that when a country has many resources in the form of raw materials, it
can use that windfall and the comparative advantage it creates by exporting them
and so earn money that it can use to finance development. This is exactly what
Harold Innis (1894 - 1952) claimed in his ‘staples thesis’ when he, building on the
case of Canada, postulated that exporting raw materials can trigger sustainable
economic growth.””> Most mainstream economists have long considered it a
good strategy for countries that have a lot of resources to put them to good use
and export them. That would mean they use their comparative advantage in
trade, which is supposed to ensure a win-win situation for all parties involved
and provide the exporting countries with the money necessary for investment.
In the ‘staples thesis’ and similar approaches, producing and exporting primary
goods is regarded as a sensible option that can act as a stepping-stone to wealth
and growth, in particular when the resource-rich country that opts for it has an
ample supply of labour that keeps wages down and invests in capital goods®',
and, many economists would add, does not use too much of the money that is
earned by exporting to pay for imported consumer goods but rather focuses on
strengthening and broadening the domestic growth potential of the country.

Counter-intuitive as that may seem, being blessed by nature does not guar-
antee wealth, far from it. Actually, the ample availability of resources for various
reasons often is not a good predictor of wealth. In the words of historian Gavin
Wright, “there is no iron law associating natural resource abundance with na-
tional industrial strength.”®"” For the period since roughly World War I, it has
been statistically shown that low- and middle-income economies are more re-
source-dependent than wealthy economies.”'® For previous periods, including
the period when the Great Divergence took place, for which we of course have
fewer data, this generalisation seems generally valid as well.*"” So many of the
poor and underdeveloped countries in the world are countries whose exports

214 Seee.g. Pollard, Peaceful conquest, maps 1 and 2, pages XIVand XV, and of course, as will be
discussed later on, Pomeranz, Great Divergence.

215 See for Innis’s ideas http://en.wikipedia.org/wiki/Harold_Innis, consulted 15-12-2011.

216 See for this thesis for example Findlay and O’Rourke, Power and plenty, chapter 7, where
they build on the ideas of W. Arthur Lewis (See note 251), and Barbier, Scarcity and frontiers
under ‘resource-based development’ and ‘resource-dependent development’. Investment in
capital goods in poor countries that only have relatively small stocks of them is considered
to add more value than it does in rich countries that already have a lot of them, and is
therefore considered to facilitate catching-up.

217 Wright, ‘The origins of American industrial success’, 666.

218 Resource dependence refers to the ratio of primary products to total merchandise exports.
For the claim made in the text see Barbier, Scarcity and frontiers, 583 - 585. See for further
information his chapter 9, and in particular Box 9.1. For the definition of resource de-
pendence see ibidem, 583.

219 See Williamson, Trade and poverty.
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mainly consist of raw materials, that to simply trust that such exports in the end
will lead to wealth in any case is rather optimistic, to put it very mildly. There is a
substantial amount of economic literature devoted to the so-called ‘curse of
natural resources’ - with the so-called ‘Dutch disease’ as a special case - in which
the frequent existence of a negative connection between the ample availability of
(certain) natural resources and growth is postulated and analysed.” This effect
can also occur when one imports resources from elsewhere. A quite peculiar case
would be that of early modern Spain and Portugal, which imported huge
amounts of cheap bullion from the Americas; this did not trigger substantial
economic growth but rather became a hindrance to economic development,
amongst other things because of the inflation they produced. The Iberians fo-
cused their attention and their extractive activities on the (bullion-)‘rich’ regions
of the Americas exactly because they yielded easy income. These extractive
activities and the general exploitation that in the end did not make the Iberians
rich would have impoverished those resource-rich regions where they ruled. The
West Indies were exploited by West European plantation-owners because they
too offered the opportunity to earn huge amounts of money. In these examples,
the resource-wealth of regions turned out to be a curse that may have con-
tributed substantially to their own under-development. ‘Poorer’ parts of the
Americas, in contrast, had the fortune to attract less unwelcome attention.”?' In a
similar vein, parts of Africa may have profited from their inhospitable or rugged
environment because it kept out slave hunters and conquerors.**

The ‘curse of natural resources’-effect has always played an important role in
what has become known as ‘dependency-theory’ and later also in so-called
‘world-systems analysis’, a body of thought that claims that countries whose

220 See e.g. Jeffry Sachs and Andrew Warner, ‘Natural resource abundance and economic
growth’, Harvard Institute for International Development. Discussion paper 517a (October
1995); iidem, ‘The curse of natural resources’ and Wick and Bulte, Curse of natural res-
ources’. For further references see Williamson, Trade and poverty, 183 — 184. The expression
‘resource curse’ very probably originates with Auty, Sustaining development in mineral
economies. In economics, the Dutch disease is a concept that explains the apparent rela-
tionship between the increase in exploitation of natural resources and a decline in the
manufacturing sector. The mechanism is that an increase in revenues from natural res-
ources (or inflows of foreign aid) will make a given nation’s currency stronger compared to
that of other nations (manifest in an exchange rate), resulting in that nation’s other exports
becoming more expensive for other countries to buy, which in turn makes the manufac-
turing sector less competitive. The Economist coined the term in 1977. See for this definition
and further explanation http://en.wikipedia.org/wiki/Dutch_disease, consulted 15-12-
2011.

221 This is a ‘reversal of fortune-thesis’, that is defended by Daron Acemoglu, Simon Johnson
and James Robertson as well as Stanley Engerman and Kenneth Sokoloff. See pages 162 -
174.

222 Nunn and Puga, ‘Ruggedness’.
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economies heavily rely on exporting raw materials tend to end up being poor
and stuck in a development-trap. The explanation of that trap in this perspective
is directly connected to the existence of a global division of labour, in which rich
countries are more likely to import raw materials than to export them, and to
specific power relations, both in countries that themselves export primary
products and internationally.””’ Dependency theorists and kindred spirits claim
that counties specialising in the export of raw materials tend to develop a dual
economy in which the export-sector is isolated from the rest of the economy and
lacks positive backward or forward linkages. Such countries, still in their view,
do not develop an integrated economy and continue to be dependent on foreign
markets to sell their goods, for finance and knowledge. Their export sector is in
the hands of a small and wealthy elite that pays its labour low wages, which is an
impediment to the emergence of a domestic mass market and technological
development. Such elites collect huge rents and oppose social change and in-
novation. The rising demand for resources in particular when they are in the
hands of small elites often e.g. in case of minerals - that do not provide much
work and whose production is easily isolated from the rest of the economy -
provides them with very high incomes or, rather, rents. Those rents can enable
ruling elites to further strengthen their position and create an extraction-in-
tensive economy with a vicious circle of “circular cumulative causation” which
does not lead to equilibrium as is always implied in neo-classical economics but
rather to increasing inequality and poverty.”**

Overall income for countries specialising in the production of primary re-
sources lagged far behind, still according to adherents of this perspective, be-
cause the terms of trade for primary goods are assumed to be structurally
deteriorating. In this respect, the work of the economists Ratil Prebisch (1901 -
1986) and Hans Wolfgang Singer (1910-2006) was extremely influential.*’
Their empirical research focused on the period 1870-1940, for which they
claimed the existence of those structural deteriorating terms of trade. The
findings of their work for that specific period, however, tended to be presented as
an illustration of a general universal mechanism hitting all countries whose
exports mainly consisted of primary goods. In ‘dependency-theory’ focusing on

223 See for a first introduction and several references http://en.wikipedia.org/wiki/Depen
dency_theory, consulted 15-12-2011. For the rise and many would claim the decline of
dependency theory I refer to Bernecker and Fischer, ‘Rise and decline of Latin American
dependency theories’.

224 The concept ‘circular cumulative causation’ was coined by the Swedish economist Karl
Gunnar Myrdal (1898 -1987). Acemoglu’s and Robinson’s vicious (and virtuous) circles
remind strongly of this way of reasoning. See pages e.g. page 126.

225 See for their life and work http://en.wikipedia.org/wiki/Singer%E2 %80 %93Prebisch_thesis.
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the production and export of primary goods therefore is regarded as a dead-end
street that brings underdevelopment.

Proponents of both theses - i.e. the staples thesis and dependency theory -
can refer to examples that ‘prove’ their position. Britain, the first industrial
nation, had long been an exporter of wool and until as late as the 1770s it
exported wheat. The United States, Canada, Australia and New Zealand and, with
at times quite different histories, Argentina and Uruguay, are examples of
countries that clearly profited from exporting staples. These settler colonies all
went through a ‘Golden Age’ in the period from 1815 to 1914 when their exports
boomed. The United States, Canada, Australia and New Zealand, overall, became
economically very successful and were amongst the richest and most highly
developed countries in the world even though they, in particular in the case of
Australia and New Zealand, to a large extent continued to be major exporters of
primary goods often including minerals. From a global perspective even Ar-
gentina and Uruguay, whose economic trajectories were much more ‘bumpy’
and volatile, continued to be quite wealthy.””® The differences in development
and wealth that emerged between former ‘British’ and former ‘Spanish’ colonies,
were not unrelated to their differing institutional set-up and policies and the
extent to which those enabled them to avoid a simple “staples trap”. The British
settler colonies in particular followed a very specific and exceptional trajectory
that as such would have been very hard to copy by other countries and that
cannot be used as basis for broader generalizations. I will therefore not sepa-
rately discuss the growth paths of these settler economies and not further refer to
them in my analysis, apart from my comments in this chapter on the ideas of
Engerman and Sokoloff and Acemoglu, Johnson and Robinson.*”

In Latin America, Africa, and parts of Asia many countries with large exports
of primary products in the end continued to be poor and underdeveloped.
Whatever its exact tenability, the dependency-approach in any case forced
mainstream economists and others to think about the striking phenomenon that
in the nineteenth and twentieth centuries an overall increase in economic di-
vergence emerged in the global economy accompanied by an overall increase in
trade contacts. According to mainstream economics, convergence should have

226 See for their real GDP per capita Maddison, Contours of the world economy, 382, under USA
and other Western offshoots, and, for Argentina and Uruguay, Maddison, World economy,
195.

227 For a very interesting general analysis of their economic histories, see Lloyd, Metzer and
Sutch, Settler economies in world history. For the “staples trap” see, MacAloon, ‘State and
economic policy’. In Europe, Denmark would be an example of a country that successfully
escaped it. For a comparison of two settler economies and their trajectories (a Spanish one
and a British one: Uruguay and New Zealand) see Schliiter, Institutions and small settler
economies.
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been the outcome. Mainstream economics predicts that growth rates would tend
to slow down in developed countries as they already have very high capital inputs
and will therefore be confronted with decreasing returns, whereas they would be
quite high in poorer countries that could directly use the latest state-of-the-art
capital goods and add them to their still small stock, using investment capital
that would go from rich to poor countries in search of high yields. The idea that
poor countries, provided they acquire enough capital and meet some other
requirements, would have high growth rates and potential to catch up has long
been and basically still is widespread amongst economists and sounds quite
‘logical’. The problem is that fighting poverty apparently requires more than just
investment.””®

The question of why so many resource-dependent countries continued to be
so poor and underdeveloped and how this could be related to the nature of the
goods they exported never lost its urgency. The matter is still discussed amongst
economists. In current debates on the resource curse and the related question
with regard to pros and cons of specialisation according to comparative ad-
vantage, one can discern two positions. There is hardly any economist left who
would want to defend the extended Prebisch-Singer thesis that terms of trade of
all primary products would structurally deteriorate. What empirical research
has found are big differences over time and place and per product.”” Most of the
‘de-industrialisation’ of what was now becoming a poor periphery (later the
Third World) occurred before 1870, in a period when its terms of trade in-
creased, with 1.4 per cent per year over the period from 1800 -1860. For the
period 1870 - 1939, the period that Prebisch and Singer investigated and used as
basis for their thesis, the much-lamented connection between primary pro-
duction and deteriorating terms of trade seems spurious. In any case, it seems
too rash to speak of a secular deterioration of the terms of trade of the Third
World. There was some industrial ‘lift-off’ in Latin America before 1913, espe-
cially in Mexico and Brazil. Not all commodity prices were deteriorating then.
What became increasing problematic, though, was their high volatility. There
was much more volatility in the export baskets of peripheral than of core
countries. The extreme specialisation of many peripheral economies of course
made them very vulnerable for such volatility. The situation, however, changed
over time. Since the Korean War (1950-1953), the terms of trade of primary

228 See my comments with regard to ‘capital fundamentalism’ - and an explanation of that
concept — on pages 234 -244.

229 The information in the rest of this paragraph is taken from Williamson, Trade and poverty,
52,191 and 196 ff. For further information indicating that the terms of trade for countries
producing primary products did not structurally deteriorate see Allen, Global economic
history, 127 -128; Bairoch, Economics and world history, chapter 10, and Findlay and
O’Rourke, Power and plenty, 424 -425.
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products has shown no clear trend at all. After 1970, the Third World no longer
was just a primary producing region. In 1970, seventeen per cent of total exports
of the Third World countries consisted of manufacturing. In 1998, that was sixty-
four per cent, and now in 2012 it is even higher.””* Many Third World countries
have recently gone through a labour-intensive industrialisation. The contrast
between resource-abundance and labour-abundance lost much of its meaning
and the contrast in the global division of labour - developed countries export
manufactured goods and under-developed or developing ones primary goods —
much of its poignancy. We will come back to the importance of terms of trade
and discussions about it later on.

These findings have of course eliminated a very important building block of
dependency theory and similar approaches. That does, however, not mean that
the goods that are produced in an economy would be irrelevant to economic
development, which brings us to the second position of the two we want to
distinguish: an increasing number of economists claim that the specific nature
of the goods that many poor countries produce plays a fundamental part in
causing their poverty not so much because of their unfavourable terms of trade
but because their prices are so volatile’ and, in particular, because producing
them has few ‘growth-enhancing’ effects. An increasing number of scholars,
moreover, now reject the so-called ‘equality assumption’ that all economic ac-
tivities are qualitatively alike and claim that what is produced is not irrelevant to
economic development and growth: development and growth are activity-spe-
cific. Not every specialisation has the same potential.”> As economic historian
David Landes puts it: “... some activities are more lucrative and productive than
others. (A dollar is not a dollar is not a dollar.) They require and yield greater
gains in knowledge and know-how, within and without.” Economist Erik
Reinert created the following hierarchy to show what is meant here:

230 For these figures for 1970 and 1998 see Martin, ‘Developing countries’ changing partici-
pation in world trade’, and idem, ‘Outgrowing resource dependence’.

231 For this extreme volatility and its possible consequences see e.g. Williamson, Trade and
poverty, chapter 10.

232 The expression ‘equality assumption’ is coined by Buchanan in his What should economists
do? 231 ff. See for an extensive explanation Reinert, ‘The other canon and uneven growth’
and in his How rich countries got rich, for example, chapter four. See also Landes, Wealth
and poverty, the Index, under ‘comparative advantage’.

233 Landes, Wealth and poverty, 522.
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Figure 5: The quality index of economic activities
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New Technologies
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competition
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Perfect competition
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Characteristics of low-quality activities

old knowledge with low market value

flat learning curves
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low R&D content

little personal or institutional learning required
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Source: Erik S. Reinert, How rich countries got rich ... and why poor countries stay poor

(New York 2007) 317.
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Certain (industrial-urban and modern service) activities as a rule have more
cost-reducing and productivity-enhancing potential than other (traditional
agricultural and service) activities. Industry and modern services overall appear
to have higher returns to scale than traditional sectors and as a rule profit more
from all sorts of agglomeration effects. In particular, industry will therefore
clearly function as the carrier of growth, in particular when concentrated in
urban clusters that foster agglomeration effects and demand for and accumu-
lation of skills, have more efficient markets, and facilitate the creation and
transfer of knowledge. Urban environments, to somewhat broaden this com-
ment and its implications tend to be more innovative than the countryside.
There apparently is, in several respects, an ‘urban bias’ in development.”* In-
habitants being close to each other and directly connected apparently increases
productivity to such an extent that it more than compensates for the fact that
cities are more expensive to live in. Especially cities that are more complex and
diverse can become and remain economic centres.””* Countries without a strong
and developing industry will tend to fall behind. In this respect, Wallerstein
clearly has a point:

Since a capitalist world-economy essentially rewards accumulated capital, including
human capital, at a higher rate than ‘raw’ labour power, the geographical mal-dis-

tribution of these occupational skills involves a strong trend towards self-maintenance.

The forces of the marketplace reinforce them rather than undermine them.”*

Later in this text in the explanation of why the Third World fell behind the causes
and effects of specialisation in the production and export of primary products
will be more extensively discussed and analysed when it comes to their im-
portance for the Great Divergence.””” Again a reference to the work by Erik
Reinert can explain what is meant here.

234 Michael Lipton refers to fifteen countries that were already wealthy at the time of the Meiji
Restoration. Their populations, when faster growth and industrialisation took off, were
thirty-five to seventy percent urban. See his, Why poor people stay poor, 35.

235 See for this thesis Glaeser, Triumph of the city; Hall, Cities in civilization; Jacobs, The
economy of cities; idem, Cities and the wealth of nations, Lipton, Why poor people stay poor
—that also criticizes it-, and Polése, The wealth & poverty of regions. In this book on pages
33 -49 there is a brief discussion of several ‘agglomeration effects’. And then of course there
is the famous thesis of Saskia Sassen about the fundamental importance for economic
development of what she calls ‘global cities’. See her Global city. For some interesting
general comments see Warsh, Knowledge and the wealth of nations, 245 - 247, 306 - 308, and
318-321.

236 Wallerstein, Modern world-system. Volume I, 350.

237 See pages 272 -290.
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Figure 6: Good and bad export activities

Characteristics of ‘good’ export activities | Characteristics of ‘bad’ export activities

Increasing returns Diminishing returns

Dynamic imperfect competition ‘Perfect competition’
(commodity competition)

Stable prices Extreme price fluctuations

Generally skilled labour Generally unskilled labour

Creates a middle class Creates ‘feudalist’ class structure

Irreversible wages Reversible wages

(‘stickiness’ of wages)

Technical change leads to Technical change tends to lower

higher wages for the producer price to consumer

(‘Fordist wage regime’)

Create large synergies Create few synergies

(linkages, clusters)

Based on: Erik S. Reinert, How rich countries got rich ... and why poor countries stay poor
(New York 2007) 151.

Many economists at the moment are convinced that the kind of goods one
exports as such clearly can have major effects on the developmental potential of
an economy, but most of them would discuss their impact looking at the total
context in which that export takes place and at what happens in the rest of the
economy. They would, in any case, advise not continuing to specialise according
to static ‘comparative advantages’ based on factor endowments, but to try to
actively create dynamic ‘competitive advantages’, as Michael E. Porter defines
them.”® Geography, as a rule, is not regarded as fate. Institutions and other
variables also matter a lot as in more sophisticated varieties of dependency-
theory.

A specific way to point at the importance of geography that has always been
stock in trade amongst historians dealing with the pre-industrial world, but that
had gone out of fashion amongst economists only to come back now with a
vengeance, so it seems, can probably be best characterised as Neo-Malthusian.
An increasing number of economists have begun to wonder whether, consid-
ering the enormous worldwide increase of consumption, finite resources could
not again, as in Malthus’ view, become a constraint to growth. Very wide-ranging
and acrimonious debates on the limits to growth and on sustainability have
flared up. Not by accident, Jared Diamond’s highly acclaimed Guns, germs and
steel, basically dealing with growth and development, was succeeded by his
Collapse, about squandering resources and damaging if not completely ex-
hausting the environment.”” Those debates and the insights they have brought

238 See e.g. his, Competitive advantage of nations.
239 Diamond, Guns, germs and steel, and idem, Collapse.
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about possible limits to growth, as we know it, could also be relevant to those
studying the emergence of that growth. The same goes for neo-Ricardian
analyses of rent seeking by owners of resources.

The connection between resources and economic growth in general appa-
rently is not as straightforward as one might think. That, by the way, is not a
recent discovery. In the early modern world, at least in Europe amongst authors
we would now call ‘mercantilists’ - and who to my view are uniquely European -
the idea that resources could easily turn into a curse actually was already
widespread. In their eyes, according to Erik Reinert, “The wealth of a nation
appeared, somewhat paradoxically, to be inversely related to its natural wealth.”
He indicates that, “The realization spread through Europe that the real gold
mines of the world were not the physical gold mines, but manufacturing in-
dustry.”**® One can find several quotes referring to the poverty of Spain and the
wealth of countries or cities that did not have gold and silver mines at their
disposal. The idea that exploiting some natural resources like coal might be just
as important if not more important than simply amassing bullion even occurred
to an English poet as early as 1651: “England’s a perfect world, has Indies too/
Correct your maps, Newcastle is Peru.”*!

What we are discussing in this book, however, is the emergence not of eco-
nomic growth as such but of modern economic growth. That is quite con-
sequential for our analyses. Even though, ever since the emergence of modern
economic growth, technology has always managed to beat nature and to come up
with solutions for scarcity and even though, according to a ‘rational optimist’
such as Matt Ridley, it probably will continue to do so in the future’®, it is
nevertheless clear that geography in the widest sense of the word might set limits
to any kind of growth and in that way is a necessary precondition for modern
economic growth. It definitely can facilitate, enable or even elicit such growth.
Butit is hard to see how it could be a sufficient condition. A country undoubtedly
can benefit from its geographic windfalls, but geography per se is static or almost
static, whereas modern growth is sustained and very strongly thrives on change
and innovation.

240 The quotations are taken from Reinert, How rich countries got rich, 77 and 86. See for a
general discussion chapter 3.

241 Cleveland, Poems, 10.

242 Ridley, Rational optimist, in particular chapters 9-11.
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3.  Labour: the effect of quantities

The second factor of production that might act as an engine of growth would be
labour. The role of labour in growth is an issue over which, not unsurprisingly,
economists have strongly disagreed. Let us enter their debates by tackling the
question in rather blunt and simply quantitative terms: is an ample and in-
creasing supply of labour better for growth than a small and decreasing one? For
the sake of convenience, I will distinguish between two extreme positions. The
first one will be called ‘Boserupian’, after the Danish economist Ester Boserup
(1910-1999), the other one ‘Malthusian’, after the British cleric and economist
Thomas Malthus, whose ideas we already discussed briefly. Ester Boserup
tended to focus on the positive incentives and effects of population increase. In
her view, such an increase also increases the pressure to innovate.** Although in
her work she focused on agricultural development and never claimed that
population growth would actually cause overall economic growth, she was
convinced that ‘necessity is the mother of invention’. It was her great belief that
humanity would always find a way and she was quoted in saying, “The power of
ingenuity would always outmatch that of demand.”*** An increasing population
can have positive effects on innovation via several supply-side mechanisms:
more people means more brains, a higher intensity and ease of communication
and exchange, plus the possibility of a more extended division of labour. Positive
effects may also set in via incentives in the demand-side, as an increasing
population as a rule means higher prices for products, larger markets for selling
them, and the ability to use scale effects in production.”* All these effects tend to
be even more prominent in an urban environment. Many ‘new growth-econo-
mists’ who believe in endogenous growth have elaborated upon various possible
connections between population growth and density and economic growth. As
such they are not new. William Petty (1623 -1687), by many regarded as the
founder of political economy, already wrote: “It is more likely that one ingenious
curious man may be found among four million persons than among 400 per-
sons.”246 Amongst modern economists, I here only mention Oded Galor, Charles

243 Her best-known book is Boserup, Conditions of agricultural growth. See also her Population
and technological change.

244 See for this quote the article on her on Wikipedia in English, consulted on 12-11-2011.

245 When I refer to scale effects in this text I mean ‘economies of scale’ and ‘returns to scale’.
Where economies of scale refer to the positive relationship between the size of a firm and its
costs, i.e. a lowering of average costs with increasing size, returns to scale describe the
relationship between inputs and outputs. Returns to scale are constant if increasing all
inputs by some proportion results in output increasing by that same proportion. Returns
are decreasing if, say, doubling inputs results in less than double the output, and increasing
if more than double the output

246 Warsh, Knowledge and the wealth of nations, 309.
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I. Jones, Michael Kremer, Matt Ridley and Julian Lincoln Simon. Economist-
historian Gregory Clark would also be an example.*’ These economists also
point out that, in principle, a larger population permits increased specialisation
and economies of scale in the production and exchange of ideas, which would
lead to synergy, or, as Matt Ridley calls it, “ideas having sex.”***

Many economists and historians would not endorse the ‘Boserupian’ ap-
proach and rather defend the Malthusian thesis that after some initial increasing
returns, population growth as a rule leads to ‘overpopulation’, which means
scarcity of resources and problems. In their approach, the potentially positive
effects of population pressure receive far less attention than its problematic side.
When it comes to the power of ingenuity, ‘Malthusianists’ claim that a large
supply of labour makes it so cheap that the need to think about new technologies
and the willingness to invest in them decreases rather than increases. They
associate an abundant supply of labour with scarcity of resources and low wages
and those in turn with ‘constraints’ and ‘ceilings’ causing ‘involution’ and several
kinds of ‘traps’.**

Economics, however, would not be economics if other economists did not
claim the opposite and defend the thesis that an abundant supply of labour might
very well be good for development, not so much because it necessitates and
facilitates innovation but because - to put it in the terms of Nobel-Prize winner
W. Arthur Lewis (1915-1991) - “unlimited supplies of labour” and low wages
may attract investment.”” In his story, a ‘capitalist’ sector develops by taking
labour from a non-capitalist backward ‘subsistence’ sector. At an early stage of
development, the capitalist sector, because of its huge reservoir of labour, can
expand without the need to raise wages. This leads to higher returns to capital,
which are then reinvested in further capital accumulation, drawing further la-
bour from the subsistence sector. If profits are reinvested and capital accumu-
lation does not substitute for skilled labour in production, the process becomes
self-sustaining and leads to modernisation and economic development. As soon
as the excess labour in the subsistence sector is fully absorbed into the modern
sector, further capital accumulation begins to increase wages, which then creates
an entirely different situation.”®' If profits are not re-invested, there is a serious

247 Galor, Unified growth theory, passim; Charles 1. Jones, ‘Population and ideas. A theory of
endogenous growth’, NBER Working Paper no 6285, 1997; Kremer, ‘Population growth and
technological change’; Simon, Economics of population growth; idem Great Breakthrough.
For Clark see his Farewell to alms, 8 -14 and chapters 10, 11 and 12.

248 Ridley, Rational optimist, chapter 1.

249 We will discuss those later on in this text. See the Register, ‘Involution’ and ‘High-level
equilibrium trap’.

250 Lewis, ‘Economic development with unlimited supplies of labour’.

251 http://en.wikipedia.org/wiki/Arthur_Lewis_(economist)
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risk that a ‘dual economy’ will emerge in which the underdeveloped part will not
catch up but rather become a poor ‘appendix’, a scenario that many scholars who
think along the lines of dependency-theory and world systems-theory consider
the more likely one.

Lewis’s theses primarily refer to the situation in poor countries trying to
catch up, but the thesis that low wages allow for higher profits and thus enable
more investments that in turn enhance productivity can of course easily - and
that has often been done - be turned in a general one with universal applicability.
Joel Mokyr in any case thinks it is valid for industrialisation as it occurred in
Europe.”” But here too the opposite claim can be defended and might indeed
depending on the circumstances be correct: not only can economists argue that
an abundant supply of (cheap) labour takes away incentives to develop labour-
saving innovations, or that low wages help to finance them, they can also argue
that labour-scarcity and high wages are an incentive to look for production
methods that save labour. Many scholars have indeed done so. As we will see later
on Robert Allen is convinced that the emergence of modern economic growth in
Britain during the industrial revolution has to be attributed to high wages. Here
too, I guess, context matters: high wages may just as well be an incentive to not
invest and set up production someplace else where labour is cheaper, as many
high-wage economies have noticed of late. Basically we are confronted here with
two lines of reasoning, one thinking in terms of wage-led economies where high
wages make high consumption possible, which as long as there is not too much
leakage via imports creates possibilities for domestic growth, and one in which
low wages make high profits and thus large investments possible, in particular
when there is a big foreign market.

In the context of discussing factor endowments, Swedish economists Eli
Heckscher (1879-1952) and Bertil Ohlin (1899-1979), building on Ricardo’s
theory of comparative advantage, predicted that countries with relatively few
people and many resources will focus on exporting resources, whereas countries
with relatively many, ‘cheap’ people and few resources would focus on labour-
intensive production. We will discuss this option, which in principle would be
quite suitable for countries like China and Japan, later on in our analysis of the
East Asian path of industrialisation. The complexity and context-dependency of
causality in this context can be nicely illustrated by the fact that, to already
anticipate the content of chapters 2.6 and 2.7, for both the countries that are
central in our analysis, completely opposite theses have been suggested when it
comes to the role of their labour supply and their wage level as explanation for
their economic trajectory. In the case of Britain, there are quite respected
scholars who claim it industrialised thanks to its high wages just as there are

252 See Mokyr, ‘Dear labor, cheap labor’.
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scholars who claim it industrialised because of its low wages. Both of these, of
course, cannot be true. For China, scholars have defended the thesis that it did
not industrialise in the nineteenth century because of its low wages, whereas the
fact that it industrialised later on in the last quarter of the twentieth century has
also been explained by reference to its low wages. Both of these can be true.

A specific connection between population size and economic growth that will
notbe discussed in this text but that must at least to be mentioned is the so-called
demographic dividend theory which claims that economies can profit from a
specific composition of their total population. Proponents of this theory then as
arule refer to a situation in which total population increases, there still are alarge
number of young people available and the participation rate is high, but in which
at the same time the number of children decreases. The low dependency rate that
characterises such a situation then leaves more room for investment in human
capital.

The questions addressed in the previous paragraphs also were already dis-
cussed in the early modern era. Overall, in pre-industrial societies, the idea that
having a big and increasing population was something positive prevailed. It, in
any case, meant many subjects, soldiers and taxpayers for the rulers. I will
confine myself in my examples to Europe. Mercantilist thinkers there overall
were convinced that a large and increasing population not only was good for the
strength of a state but also a beacon of prosperity.”** But also someone like David
Hume (1711 -1776), who was not a mercantilist, in one of his many publications
still suggested that, “the happiness of any society and its populousness are
necessary attendants.””” From the point of view of mercantilist authors a large
population in particular had positive effects on the economic strength of the
nation when it was poor! Two reasons were normally given for this ‘utility of
poverty’. The first one is that if labour earns ‘too much’ it becomes lazy. In-
numerable quotes could illustrate this. Let me confine myself to examples from
Britain. Thomas Mun (1571-1641) wrote: “... penury and want do make a
people wise and industrious.”®® William Temple (1628 -1699) was more ex-
plicit: “The only way to make the poor industrious is to lay them under the
necessity of labouring all the time they can spare from meals and sleep in order
to procure the common necessities of life.”””” Bernard Mandeville (1670 - 1733)
claimed in 1714 that, “in order that society mightbe happy ... itis arequisite that

253 See, for a first introduction, http://en.wikipedia.org/wiki/Demographic_dividend

254 See Stangeland, Pre-Malthusian doctrines of population. More specific for the case of Britain
see Bonar, Theories of population and Glass, Numbering the people.

255 1 found this quotation in Milgate and Stimson, After Adam Smith, 121.

256 Mun, England’s treasure by forraign trade, 73. The book was published after Mun died.

257 Ttook this quote from Ashworth, Customs and excise, page 60, where one also can find the
original references.
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great numbers of them [i.e. the labouring classes, PV] be poor.” According to
Arthur Young (1741 -1820) in 1771 “everyone but an idiot knows that the lower
classes must be kept poor or they will never be industrious.”*® The other reason,
that we also find quite explicit in, for example, the work of Thomas Mun, was that
high wages might tempt labour to buy luxury goods from abroad. That was
regarded as bad for the national economy.”” In such a context - and that applies
world-wide - the emergence of modern economic growth that only in very
exceptional cases can thrive without an expanding domestic market for mass
products, is not very likely. During the eighteenth century, we see a gradual
change in this respect as more people started thinking about wages in terms of
‘the carrot of incentives’ instead of ‘the stick of necessities’ and began to see
positive effects of increasing incomes for the mass of the population and of a
growing (mass) consumption. Adam Smith for example wrote: “No society can
surely be flourishing and happy, of which the far greater part of the members are
poor and miserable” and repeatedly discussed the advantages of a “liberal re-
ward of labour”.?*® That, however, continued to be a contested minority view.
Discussions about ‘idleness’ and ‘luxury’ did not abate.’®'

Malthus is known to have been a clear exponent of a different view on in-
creasing population. From the end of the eighteenth century onwards that often
came to be regarded as a major potential and often even acute problem. During
his lifetime - and thus during Britain’s take-off - most economists agreed that
the ‘natural price’ of labour would be a subsistence wage and that increasing
population would not have positive effects on that wage. The importance of
ordinary labour in sustaining mass-consumption was not regarded as a major
issue. Questions of cheap supply prevailed over questions of massive demand. It
is not by accident that in the work of Marx, who focused so much on labour,
‘overproduction’ appears as the main threat to the sustainability of industrial
capitalism. Schumpeter, though not exactly a friend of Keynes, was well aware of
the importance of mass consumption: “The capitalist engine is first and last an

258 See for these last two quotations, Furniss, The position of the laborer in a system of na-
tionalism, chapter VI, “The doctrine of the utility (sic! PV) of poverty’, page 118. For many
similar claims, see Lis and Soly, Worthy efforts, chapter 7, e.g. 478 -494.

259 Mun, England’s treasure by forraign trade, 60.

260 See Smith, Inquiry into the nature and causes, 96 for the quote, and chapter I, VIII for the
“liberal reward of labour.”

261 See e.g. Coats, ‘Economic thought and Poor Law policy in the eighteenth century’; idem,
‘Changing attitudes towards labour in the mid-eighteenth century’; Lis and Soly, Worthy
efforts, chapter 7, e.g. 478 -494; De Vries, ‘Industrial Revolution and the Industrious Re-
volution’, and Wiles, ‘Theory of wages in later English mercantilism’.
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engine of mass production which unavoidably means also production for the
masses.”**> Nobody in his view ever got rich producing for the rich.

4.  Labour quality: human capital

In the previous paragraphs, the emphasis was on the quantity of labour, in the
widest sense of the word, including those who ‘co-ordinate’ and manage the
work of other people as ‘entrepreneurs’. It is evident that economic development
and modern economic growth cannot just be a matter of the quantity of labour
input but must also involve qualitative changes in it. In recent debates the role of
human capital in this respect has even been given pride of place as the most
important factor in enabling growth. In rich countries, people on average are
much better educated than in poor countries, the well-educated on average have
higher incomes and more wealth than the less well-educated. The correlation is
statistically quite clear and the thesis that educating people will increase wealth
is immensely popular. When Richard Easterlin, in 1981 asked himself the
question “‘Why isn’t the whole world developed?” he was convinced education
made the difference.”” Robert Allen describes promoting mass education as one
of the four standard development strategies for catching up in early in-
dustrialisation.”® That human capital has a central role to play in economic
development has become a truism in all new growth theories.”® Alice Amsden
goes as far as to give the following definition of economic development: “Eco-
nomic development is a process of moving from a set of assets based on primary
products, exploited by unskilled labour to a set of assets based on knowledge,
exploited by skilled labour.””*® Human capital embodies the real treasure of an
economy as may be deduced from many miraculous recoveries from physical
destructions after wars. Knowledge of how to build replacements is far more
important than the physical things in which that knowledge is embodied at a
given moment. As long as human capital is not destroyed, physical destruction

262 Schumpeter, Capitalism, socialism and democracy. I quote from the fifth edition, published
in London in 1976. The quotation is on page 67.

263 Easterlin, ‘Why isn’t the whole world developed?’.

264 Allen, Global economic history, 41 - 42. The other strategies are to unify the internal market,
to protect it against competition from abroad and to create of a well-functioning banking
sector.

265 Seee.g.the introduction of Lucas, Lectures on economic growth. The amount of literature on
human capital is staggering. I just refer to two publications I found helpful: Becker, Human
capital and Hartog and Maassen van den Brink, Human capital. For a brief introduction, see
http://en.wikipedia.org/wiki/Human_capital.

266 Amsden, Rise of “the Rest”, 2.
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can, in principle, always be repaired or replaced. The same applies to the
knowledge of institutions.*”

But as always, here, too, actual causality appears to be not that simple. In
many cases it could also have been the other way around: an increase in wealth
leading to an increase in education. Besides, as Jack Goldstone warns the readers
of his book on the rise of the West that not just any kind of (college) education
might do. In his view, millions of dollars have been wasted by countries trying to
catch up with the West in “training college graduates in the traditional skills of
law, administration, social sciences, arts, humanities, medicine, accounting,
even theology - without also nurturing the engineering and entrepreneurial
talents that would create a modern economy capable of employing legions of
humanists and professionals.””*® As Ha-joon Chang writes “More education in
itself is not going to make a country richer.””” Many modern societies indeed
may have become over-educated. Thomas Sowell, of course, is correct in
claiming: “Human capital must not be confused with formal education, which is
just one facet of it, and still less with the growth of the intelligentsia, which may
be either a positive or a negative influence on economic development and po-
litical stability....””" In his view, the so-called intelligentsia often contribute
little to growth; with their prevailing anti-business mentality, they often even
hamper it. He is following in the footsteps of Schumpeter who emphasized that
intellectuals as a rule tend to not be very fond of capitalism and innovation.””’
There still is abundant evidence about wage gains from schooling for individuals
but the impact of all that schooling on GDP has become much less evident, so one
may well ask along with Lant Pritchett in his famous article: “Where has all the
education gone?”?”> Maybe Tyler Cowen has a point when he writes there is no
more “low-hanging educational fruit of uneducated kids.”””” Whatever the exact
connection may be between (certain types of) schooling and education, in a
wider sense of the word and economic growth in the beginning of the twenty-
first century, studying the Great Divergence without paying serious attention to
them would be negligent.

Talking about labour in the context of economic growth sooner or later in-
volves talking about work ethic, discipline, and industriousness. The idea that
the rich inhabitants of the world in this respect would be different from the poor

267 Itook this comment from Sowell, Conquests and cultures, 336.

268 Goldstone, Why Europe, 173 - 174.

269 Ha-joon Chang, 23 things they don’t tell you about capitalism, chapter 17.

270 Sowell, Conquests and cultures, 349.

271 See page 117.

272 Pritchett, ‘Where has all the education gone?’ Several versions exist. See under Google, Lant
Pritchett, Where has all the education gone.

273 Cowen, Great Stagnation, chapter one.
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ones and that wealth is somehow a reward for more efficient and effective be-
haviour, and hard work, has always been quite popular, in particular amongst the
rich. T only have to refer to the famous Weber-thesis that time and again is
rejected by some, only to be endorsed by others but, and that of course is what
matters here, shows no signs of simply being out-dated. To be sure, the same
applies to the idea that economic growth exists thanks to the activities of en-
trepreneurs who by their specific role in economic life create the permanent gale
of creative destruction that is at the heart of modern growth. To claim that
societies that produce many of such entrepreneurs and give them leeway would
become rich is then an obvious next step. Capitalism, until now the system most
successful in creating economic growth, is a system in which “innovation could
triumph habit”, to paraphrase Joyce Appleby, with a central role for innovators.
She claims that the riddle of capitalism’s ascendancy isn’t just economic but
political and moral as well: “How did entrepreneurs get out of the straightjacket
of custom and acquire the force and respect that enabled them to transform,
rather than conform, to the dictates of their society.””* Deirdre McCloskey with
her heavy emphasis on the acceptance of ‘bourgeois dignity’ as a precondition
for the emergence of modern economic growth clearly thinks along similar
lines.” In their work matters of human capital become tightly interconnected
with matters of culture and institutions that will be discussed separately in this
book.

5.  Consumption

Traditionally, production and supply have always been at the heart of most
explanations of growth, which, in a way, is evident as sustained growth would be
unthinkable without increasing productivity. That meant a focus on capital
goods, on machines, factories and infrastructure, on education and research.
Those all have to be paid for. That can only be done by not consuming what one
has accumulated or by borrowing, which of course has its costs. Growth eco-
nomics has always had a strong tendency to focus on the supply-side, on capital
and capital goods. In recent research dealing with growth, consumption and the
consumer figure much more prominently. That is not simply an effect of
Keynes’s ‘discovery’ that Say’s Law stating that aggregate supply creates its own
aggregate demand, which would mean that a general glut is impossible, does not
necessarily hold. Actually, not every offer begets its demand and, in any case, for
individual producers producing only makes sense if enough people buy or at

274 Appleby, Relentless revolution, 7.
275 See her Bourgeois virtues and her Bourgeois dignity.
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least in principle can buy their produce.”® The approach of John Maynard
Keynes (1883 -1946) presented a switch in perception, according to which
saving is not primarily perceived as reserving money for a potential investment
but also as not-consuming, borrowing not only as making debts, but also as
enabling extra consumption or investment, and in which government inter-
vention to prime the pump is no longer necessarily taboo. With increasing
wealth it, moreover, becomes less and less obvious that extra produce will indeed
be bought, so the question of what drives and determines consumption becomes
ever more pressing. Even more so as one of the striking characteristics of
modern economic growth consist in the fact that an ever-growing number of
new products are entering the market literally in search for consumers. As
Michael Piore aptly put it: “The central growth problem in a capitalist economy
becomes that of how to organize demand so that the required expansion is
assured.”””’” Contemporary Western society is not by accident often described as
a ‘consumer society’, a label that suits an increasing number of non-Western
societies too. Considering this essential role of consumption in contemporary
society, it was more or less unavoidable, that the role of demand as compared to
that of supply in the emergence of the modern economy would also begin to
attract more attention in modern economics. An increasing number of scholars
are now convinced that changes in demand played a role in steering production
(the key word is here ‘consumer revolution’) and the supply of labour (the key
word is here ‘industrious revolution’) just before and during take-off.”* It is no
use to enter here into a chicken or egg debate: The importance of consumption
for growth and innovation is obvious. But here too, on must be aware of the
limits of a strategy: as many people and countries are finding out for themselves
now, there is a limit to the extent to which one can build an edifice of growth on
the basement of consuming and borrowing.

6.  Capital and capital accumulation

Producing means combining land, labour and capital goods. Amongst econo-
mists who theorise about growth and want to model it, capital has always re-
ceived privileged attention. Full well aware of other ways to generate growth, e. g.
via specialisation, most of them have long been convinced that the most effective

276 For this law named after the French economist Jean-Baptiste Say (1767 - 1832), although he
did not really invent it, see http://en.wikipedia.org/wiki/Jean-Baptiste_Say.

277 Michael J. Piore, The theory of macro-economic regulation and the current crisis in the
United States, MIT Working Paper Cambridge Mass. 1981, page 20. I found this quote in
Schlefer, Assumptions economists make, 229.

278 See for these concepts the Register.
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way to create and sustain growth would be via investment in extra capital goods
so that per unit of labour more capital goods become available. Those capital
goods of course have to be paid for out of money one does not use for con-
sumption. It is not by accident that classical growth theories that put such an
emphasis on investment emphasised the importance of accumulation and sav-
ing. We all know the story of the fisherman saving some of his earnings to then
buy a new net and catch more fish.

In the so-called Harrod-Domar growth model named after the economists
Henry Roy Forbes Harrod (1900 -1978) and Evsey Domar (1914 -1997), a direct
link between an increasing input of factors of production and increasing output
was postulated. In this model, the rate of growth of national income is de-
termined by the capital-output ratio, which in turn is determined by the savings
ratio. Growth in that way becomes a function of capital formation. What is
striking and not without consequences, considering the enormous importance
of that sector, is that in many input-output models based on this model, the
service sector (public as well as private) is simply not taken into account. In
classical growth theories, there can only be diminishing returns to capital; that
means that the returns of simply adding extra inputs decrease. If adding extra
inputs is all one does, the economy will be heading for a ‘steady state’. This
tendency for growth to decrease as the capital stock increases implies that ceteris
paribus countries with a small capital stock (i.e. poorer countries) can expect
higher growth rates when they invest than countries that already have a large
capital stock (i.e. richer countries). That being the case global economic con-
vergence would be much more likely than global economic divergence. In reality
however, catching up is not at all easy and is the exception rather than the rule
because, as so many economists claim, of the existence of increasing returns in
many sectors of production, among other reasons.

The fact that according to neo-classical standard theory there, in principle,
are limits to promoting growth by simply increasing investment has not pre-
vented many people, in particular economists working outside Academia, pol-
iticians, but also economic historians, to act like ‘capital-fundamentalists’, even
though their position has in theory been rejected. According to capital funda-
mentalism, which is a practical attitude and assumption rather then an explicit
theory, capital is the key to development, which makes differences in national
stocks of capital the primary determinants of differences in levels of national
product.”’ A famous example of a rejection of capital fundamentalism that is
quite interesting for our analysis and might with time provide a good macro-
economic test of it, are Krugman’s comments from 1994 on the impressive

279 See for a first introduction the many references to capital fundamentalism on Wikipedia,
the English version.
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growth of Asia’s new industrialising countries at the time. Krugman claimed that
this growth to a very large extent was a matter of simply increasing inputs, i.e.
capital and labour. In his view it therefore was primarily a matter of “perspi-
ration, not inspiration” and would therefore ceteris paribus, as in the Soviet
Union during its industrialisation, simply peter out.**

A sustained pilling up of capital goods simply cannot be the main explanation
for growth as we have seen it in the West over the last two centuries. One simply
cannot explain all the growth that has taken place in wealthy countries since the
first Industrial Revolution and the gap this caused between rich and poor by
referring to extra capital investment. That would leave a lot of increased output
simply unaccounted for. Empirical research has shown that increases in so-
called total-factor productivity in developed countries contain an enormous
residual of growth that cannot be explained by increases in input: a ‘residual’
that economist Moses Abramovitz (1912-2000), correctly characterised as ‘a
measure of our ignorance’ and that of course continued to be a major irritant to
all scholars who really wanted to understand growth.”®' All this is common
knowledge amongst economists but one of course has to realise that even if in the
long run piling up capital stocks is a dead-end street, it may very well in the short
and medium term have positive effects. All countries that industrialised in any
case went through a substantial increase in total capital investment during the
first stages of their industrialisation. Capital accumulation certainly is not the
key to all growth and it certainly was not, like capital fundamentalism wants us to
believe, the major problem for developing countries. But adding extra capital
certainly played a role when countries took off. How much is an empirical
matter. There are good reasons, and data, to expect that sheer accumulation will
have been rather small but more important in the beginning of the process of
taking-off than in economies that have already entered the post-industrial stage
of their development.

Notwithstanding all these qualifications of the importance of added capital
input for growth, in thinking about industrialisation and modernization and
even more in efforts to actually promote them, the role of capital accumulation
has always been very prominent up until fairly recently. Marx, who more than
most economists of his age was aware of the fundamental importance of tech-
nology and technological innovation for (capitalist) development was not only

280 Krugman, ‘The myth of Asia’s miracle’, page 66. For other critiques, see e.g. Easterly,
Elusive quest for growth, chapter 3, and McCloskey, Bourgeois dignity, chapter 15. For
similar comments see Acemoglu and Robinson, Why nations fail, 124-132, where they
write that growth in the former Soviet Union was not caused by innovation but by larger
inputs and moving production into more productive sectors.

281 Seee.g. his Resource and output trends in the United States since 1870, 10 and his ‘Search for
the sources of growth’.
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convinced that the emergence of capitalist production presupposed “the pre-
existence of considerable masses of capital.”*® He also claimed that accumu-
lation would be its very essence: ‘Accumulate! Accumulate! That is Moses and
the Prophets!” In his view, it got a kind of kick-start with ‘primitive accu-
mulation’ or ‘original accumulation’, which means ‘accumulation by dis-
possession’. This is what he writes about the process in Great Britain:

The spoliation of the Church’s property, the fraudulent alienation of the state domains,
the theft of the common lands, the usurpation of feudal and clan property and its
transformation into modern private property under circumstances of ruthless ter-
rorism, all these things were just so many idyllic methods of primitive accumulation.”*

Primitive ‘accumulation’ of Western capitalism, however, never was just a do-
mestic process. This is how Marx describes its global dimensions:

The discovery of gold and silver in America, the extirpation, enslavement and en-
tombment in mines of the indigenous population of that continent, the beginnings of
the conquest and plunder of India, and the conversion of Africa into a preserve for the
commercial hunting of blackskins, are all things which characterize the dawn of the era
of capitalist production. These idyllic proceedings are the chief moments of primitive
accumulation.”®®

For both quotes, but that of course is an aside, one may wonder how exactly the
facts described can be sensibly connected to Britain’s take-off in the late 1700’s.
Notwithstanding its repeated references to ‘imperialist’ exploitation, in classical
Marxism capitalism is assumed basically and primarily to feed on its internal
logic of exploiting free labour with a structurally weak position on the labour
market. Over time, however, the importance of colonialism, imperialism and
unequal exchange has come more to the fore in Marxist or ‘Marxisant’ thinking.
In dependency theory and world-systems analysis, it has even become funda-
mental. In these approaches capitalism is an economic system that by definition
is not confined to specific states but a ‘world-system’ in which the focus is so
much on exchange that some classic Marxists worry that Marx’s emphasis on
modes of production gets neglected.”® In theories on imperialism and advanced
capitalism, in dependency-theories, theories about unequal exchange, modern
world-systems theory, and the like, one encounters a similar line of reasoning
time and again: The development of the West has been paid for by the Rest. That
claim clearly starts from the assumption that amassing sufficient capital is the

282 MEW, 23, page 741.
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main bottleneck of development and that when this problem is solved, economic
modernisation will more or less take care of itself.

Quite surprisingly to many readers, I guess, is the fact that Keynes too, in a
comment that was very much an aside, thought it all began with ‘primitive
accumulation’:

The modern age opened, I think, with the accumulation of capital, which began in the
sixteenth century. I believe - for reasons with which I must not encumber the present
argument - that this was initially due to the rise of prices, and the profits to which that
led, which resulted from the treasure of gold and silver which Spain brought from the
New World into the Old. From that time until today, the power of accumulation by
compound interest, which seems to have been sleeping for many generations, was re-
born and renewed its strength. And the power of compound interest over two hundred
years is such as to stagger the imagination. ... Thus, every £1 which Drake brought
home in 1580 has now become £100,000. Such is the power of compound interest!**

So in a way did Walt Rostow. He may have set out to write a non-communist
manifesto, but in his book dealing with the stages of economic growth he too
nevertheless considered accumulation as fundamental. The quintessence of the
take-off into self-sustained growth in his view would consist in a sharp increase
in the savings and investment rate. W.A. Lewis thought the central problem of
taking-off was where to find the huge extra savings to pay for it.”* Alexander
Gerschenkron in his equally influential analyses of catching-up always focused
on capital goods, heavy industry producing capital goods, forced savings, the
role of banks, in brief, on investment.”®® The overriding problem to be solved for
industrializing nations was presented as that of saving and investing so much
that one could make a ‘great spurt’, preferably by massive investment in heavy
industry. The conviction that industrialisation equals investment in capital
goods, that big is beautiful and that history shows no pity for those who are slow
was at the core of most communist, fascist and authoritarian schemes and ‘plans’
to industrialise. The idea that poverty is basically the main problem of under-
developed countries and that providing them with money thus is basic solution
to their predicament their development continued to be the motivation behind
much of Western ‘development aid’ for decades. It still is prominent in the
thinking of, for example, Jeffrey Sachs in his The end of poverty.”

I already pointed out that, in classic Marxism, primitive accumulation at
home and abroad but also more regular exploitation via colonialism and im-

287 Keynes, ‘Economic possibilities for our grandchildren’, 359 - 360. What holds for every £1
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perialism certainly played a role in the development of capitalist economies, but
that systematic exploitation of labour at home long figured as its essence and
driving force. In the classic Marxist model, accumulation primarily occurs on
the labour market where ‘free’ labour has a weak position and capitalists can -
and have to - accumulate profits, invest and innovate to not be wiped out by
competitors. In this perspective, the path to capitalist development is through
changes in production instigated by producers. I, however, also pointed out that
in a flood of ‘neo-Marxist’ studies, discussing imperialism and later dependency
and the logic of world-systems, accumulation via international exchange became
so prominent and the rise of the West so much connected to exploitation abroad
and the negative effects for underdeveloped countries of (unequal) exchange
that several classical Marxists who, in line with the original Marx interpretation,
like to focus on production (and innovation!), began to look at it as ‘neo-
Smithian’ rather than Marxist™', this notwithstanding the fact that those ap-
proaches were clearly conceived from a left-wing perspective and elaborated on
elements present in Marx’s work. In the bulk of that work, however, capitalist
accumulation and innovation are considered essential for understanding de-
velopment and growth in terms of increased total production. The classic
Smithian growth model is based on different assumptions and focuses primarily
on (positive effects of) exchange and only in the second instance on modes of
production and their effects in terms of accumulation and innovation. It is time
to briefly introduce the very influential growth models that base themselves on
the main ideas of Adam Smith.

7.  Specialisation and exchange

In Adam Smith’s original model, growth basically was a consequence of an
increasing division of labour and specialisation, ideally occurring in a context of
free and fair, or as it is called in economists’ jargon, ‘perfect competition’.””* He
illustrated the effect of specialisation on production in his rather fanciful ex-
ample of the famous pin factory, where, according to him, the same number of
workers made 240 or maybe even 4800 (!) times as many pins as they had been
producing before the introduction of labour division.”* Smith of course did not
deny the fundamental importance of accumulation to the division of labour - in
his words it was “previously necessary”*** - in the sense that the money invested

291 See Brenner, ‘Origins of capitalist development’.
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in productive entities like pin factories, had to come from somewhere. But where
it actually came from is not discussed as a really major problem, presumably as
Smith still primarily thought in terms of rather small ‘pre-industrial’ private
enterprises that could be paid out of what entrepreneurs had saved or borrowed
from family, banks and current profits. Those profits generated in exchange, still
in Smith’s view, would always tend to an ‘average’ or ‘natural’ level because of the
fierce open competition that he considered essential for a well-functioning
economy. This of course also implies that growth actually would not need
enormous investments. Smith never really focused on technological innovation
in production processes and was unaware of any industrial revolution take-off
during his own lifetime. Nor did he apparently expect the enormous increases in
scale and investment costs that would characterise progressing industrialisa-
tion. The increases in productivity he referred to in his example are quite im-
pressive — and not very probable - but in his perception there were fairly tight
limits to growth because even in a context of free and fair competition, trans-
portation and information costs set fairly tight limits to the division of labour
and the extent of the market, and because it would be ‘eaten up’ by increasing
population. In brief, one might say that for Smith, division of labour and the
working and extension of the market were more fundamental sources of growth
than accumulation, investment and innovation: the latter, in as far as they de-
veloped to a higher level, were driven by exchange and competition.

For his neo-classical successors, the fundamental importance of techno-
logical innovation including those technological breakthroughs in trans-
portation and communication that made the emergence of a really global mass
market possible, was obvious and undeniable. That, however, did not mean their
approach changed fundamentally. The market mechanism continued to be
fundamental for them. In their view, innovation would be the ‘logical’ outcome
of open i.e. free and fair competition. In such a situation, the alternative is
basically to innovate or to perish. William Baumol, for example, describes
capitalism as “the free-market innovation machine” that generates “a flow of
innovation” and “the consequent rise of productivity and per capita gross do-
mestic product”.” Innovation seems guaranteed even if it is a kind of ‘manna
from heaven’ whose exact provenance is not fully understood. Exchange rela-
tions in terms of open competition — domestically and internationally - so
provide the main key to the ‘riddle of growth’.

Smith wrote his magnum opus as an attack on the mercantile system because
he thought that restrictions on fair and free trade in whatever form would be bad
for the wealth of the nation, i.e. for the consumer and therefore needed to be
abolished. Domestically his focus lay on all sorts of monopolies and rents, but

295 Baumol, Free-market innovation machine, 2.
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not surprisingly international trade, the favourite subject of so much mercan-
tilist writing, also attracted his attention. Here, too, he plead for the abolishment
not only of monopolies, but also tariffs, banns, subsidies and other interferences
in free trade, although not, surprisingly enough, of the Navigations Acts as
such.” It was David Ricardo who would become known as the real theorist of
free international trade. According to most mainstream economists, his ex-
planation of the ‘law’ of comparative advantage would for once and for all have
proved that free trade has a positive effect on all parties involved. According to
him, international trade should not be seen as a zero-sum game where one
party’s gain is another party’s loss but - at least when the exchange is free and
fair - one in which all parties can profit. The best policy therefore would be to put
as few obstacles in the way of international exchange as possible. Free trade via
efficient specialisation increases “the general mass of productions” and thus
creates, as we would now say, greater wealth in the trading countries.””” Ricardo’s
logic became extremely influential and for most mainstream economists a kind
or article of faith but also Paul Krugman describes it as “truly, madly, deeply
difficult. But ... also utterly true, immensely sophisticated - and extremely
relevant to the modern world.”*® It provided an enormously influential per-
spective on growth also in the context of global economic history.”® The wealth
and poverty of nations like those of individual people in the end are supposed to
depend on the right specialisation and competitiveness.

Ricardo’s law, however, never got generally accepted as a basis for actual trade
policies and is not unproblematic as an explanation or predictor of develop-
ments in the real world where increasing returns are quite common, as Krugman
is fully aware.”® It, in any case, is ominous that Ricardo’s own example to
illustrate his law, the trade between Great Britain and Portugal, does not seem to
really confirm it. One cannot help to get the firm impression that the Portuguese
for whatever reason profited less from their trade with the British than the
British did from their trade with the Portuguese. As Adam Smith already pointed
out, the British managed to collect several tens of thousands of pounds worth of
gold weekly in their exchanges with the Portuguese, which they then sent back to
London by packet boat.®" In circles of economists the ‘theoretical’ debate about
the value of openness versus protectionism never ceased. Friedrich List (1789 -
1846) is just one, albeit a fairly early one, example of the many scholars who also
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saw clear disadvantages in free trade and favoured protectionism, in any case of
‘infant industries’.””> Many others economists, some of them forgotten now but
very influential in their times, had major problems with free trade. The debate
never stopped even though in mainstream economics the conviction that freeing
trade in principle was a good policy always tended to prevail.*”® What is more
important for actual economic development, which is what really interests us
here, of course is what happened in practice. There, protectionism was rule
rather than the exception and strikingly enough very often that apparently did
not hurt development and growth.””* Economists and economic historians are
still fiercely discussing the advantages and disadvantages of free and fair trade
for development and growth and still disagree about whether the West rose
because of free and fair trade or not - to my view a not very helpful, because
completely ‘decontextualising’ way of looking at the matter.

Our brief explanation of the (neo)classical thinking about the growth-en-
hancing effects of exchange focused on exchange as a means of increasing
production - and thus the possibility of accumulation - via reallocation. But
trade can, of course, also have effects on productivity and accumulation as it
stimulates or even necessitates innovation, as the quote by Baumol suggests.
That is yet another reason to now start discussing innovation, according to most
modern economists the most important motor of modern economic growth.

8. Innovation

For scholars who looked at growth from a more theoretical angle, it has always
been obvious that in the long run ‘capital fundamentalism’ could not work and
that growth could only be sustained when it was propelled by innovation. As far
as I can see, innovation has universally come to be regarded as the essence of
modern economic growth and Joseph Alois Schumpeter (1883 -1950), as its
prophet.’” In his broad - and also somewhat vague - definition, innovation is
the impulse that comes from “the new consumers’ goods, the new methods of
production or transportation, the new markets, the new forms of industrial
organization” or as he puts it one page later, “the new commodity, the new
technology, the new source of supply, the new type of organization”.’® Devel-
oping economies do not so much grow: they evolve in the sense that they do not

302 Foranintroduction into List’s ideas see Bachinger and Matis, Entwicklungsdimensionen des
Kapitalismus, chapter 3.1

303 For the many intellectual debates about it, see Irwin, Against the tide.

304 Ha-joon Chang, Kicking away the ladder.

305 For the expression ‘prophet of innovation’, see McCraw, Prophet of innovation.

306 Schumpeter, Capitalism, socialism and democracy, 83 and 84.


http://www.v-r.de/de

Innovation 113

produce more of the same but more and in particular more new things. Capi-
talism in his famous words is a “perennial gale of creative destruction.”” In that
process saving certainly is important but its importance is completely over-
shadowed by the fact that development consists primarily in employing existing
resources in a different way.””®

What drives modern economies is not so much competition over who is most
efficient in producing what is already known but over who is most effective in
producing something new. Only by such permanent innovation can one escape
the decreasing returns that in the end set in when one simply combines more of
the existing factors of production in a similar way. This, of course, does not
contradict the fact that for individual enterprises, being good at copying is at
least as important as being innovative.”” It is not by accident that in many
publications modern economic growth is referred to as ‘Schumpeterian’ or more
figuratively ‘Promethean’ as opposed to Solovian growth - created by increasing
input and named after Robert Solow - and Smithian growth - created by ex-
tending markets and maximizing specialisation and of course named after Adam
Smith. As a matter of fact, capital accumulation in the fiercely competitive
setting that characterises modern, developed economies actually implies in-
novation as Solow already pointed out in his neoclassical growth model.’** To
maintain profitability, entrepreneurs will in any case buy capital goods that,
compared to the old ones, produce more per unit of time. Otherwise, they would
end up with just more of the same old product at, sooner or later, lower prices
and lower profits for each additional unit. They will preferably make ‘new’
products, though, because in that way they have better chances to ‘monopolise’ a
market for some time and make higher profits. That is actually the central point
in Schumpeter’s analysis of capitalism. According to him, the real entrepreneur,
the driving force behind development, does not try to make the best of the
existing situation but wants to change it and create new markets rather than
adapting to old ones. That, however, as Schumpeter adamantly insists, means
that the dynamism of capitalism implies the existence of “monopolistic prac-
tices”'". In his words: “The introduction of new methods of production and new
commodities is hardly conceivable with perfect - and perfectly prompt -
competition form the start. And this means that the bulk of what we call eco-
nomic progress is incompatible with it.”*'> This is an extremely important
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conclusion considering the free market-fetishism of many economists, but of
course also one that many more mainstream economists, however much they are
convinced of the importance of innovation, do not (wholeheartedly) support.

The impact of innovations and inventions that create those new markets can
be very different. It has become common practice to distinguish between macro-
inventions (that provide new paradigms, entirely new ways of thinking about
production in the form of workable and improvable techniques) and micro-
inventions (incremental extensions of knowledge in a field that is basically
known). Such macro-inventions can be at the basis of macro-innovations, so-
called general-purpose technologies; completely new general ways of carrying
out production with effects that spread over on an entire economy. Examples
would be the steam engine, the railway, electricity, the automobile, the computer
or the internet. Such macro-innovations, in turn, entail lots of micro-in-
novations, i.e. incremental improvements. Without innovation the growth that
occurred in the wealthiest parts of the world over roughly the last two centuries
would simply be inexplicable as Deirdre McCloskey very convincingly shows.
The developed parts of the world in her words have entered the ‘age of innovism’
or the ‘age of innovation’.’"

Obviously, giving a different definition of the Great Divergence in terms of its
proximate causes — by characterising it, for example, as the beginning of per-
manent innovation instead of the beginning of a phase of higher investment -
has major implications for determining its ultimate causes. Explanations are
always explanations in terms of descriptions, i. e. one explains what one thinks is
actually going on. Many discussions about explanations in history in fact are
discussions about interpretations. Gregory Clark succinctly and effectively il-
lustrates this fundamental point that is also ignored far too often in debates on
the Great Divergence. In his Farewell to alms, in a paragraph under the headline
“Innovation explains all modern growth”, he explicitly claims: “...the efficiency
growth from innovation is actually the true source of all growth, and it also
explains growth of physical capital. The apparently independent contribution of
physical capital to modern growth is illusory.”*'* Investment in capital goods, as
arule, will be investment in the best available capital goods. If that indeed is the
case - which I think it is - that of course has its consequences for what can count
as an explanation of the Great Divergence. Clark would certainly agree: “All we
need explain [sic] is why in the millennia before 1800 there was in all societies —
warlike, peaceful, monotheist, polytheist — such limited investment in the ex-
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pansion of useful knowledge, and why this circumstance changed for the first
time in Britain some time around 1800.”*"

Clark’s claim may be rather extreme. But most economists do realise that
growth, as we know it since industrialisation, has primarily become a matter of
innovation as described by Schumpeter. They acknowledge that in trying to
explain the increase of total production via the increase in input, one is left with
that famous and enormous ‘residual’ that at least to a very substantial extent
must be due to innovation, in particular new technologies. In the nineteenth
century, growth may still have had a physical-capital using bias, but in the
twentieth century the importance of human capital and of knowledge increased
beyond recognition. The question, however, of what brings about all those new
technologies has long been considered as ‘exogenous’ to economics, i.e. not
something for the economist to explain or even not something the economist as
economist can explain, indeed ‘manna from heaven’ as the expression went. The
best one could do was to, for example, measure investment in research and
development and use that as a kind of proxy for innovation and more or less take
innovation for granted. That, of course, was and is a rather unsatisfactory ap-
proach for a social science not exactly known for its modesty. Unsurprisingly
economists tried to remedy the situation and to ‘endogenise’ innovation as the
application of (new) knowledge in their thinking about growth. That is how ‘new
growth theory’ or ‘endogenous growth theory’ emerged in which the central role
of knowledge is acknowledged and economists try to figure out were it comes
from and how it can be ‘produced’ and ‘applied’.’’® The focus on knowledge is
not confined to new growth theory. People who are not considered new-growth
economists such as Douglass North also recognize its fundamental role in
modern economic growth as shows in the following quotations: “... the driving
force in the modern world is the growth in the stock of knowledge” and, “The rise
of the Western world was ultimately a consequence of the kinds of skills and
knowledge ... that were deemed valuable to the political and economic organ-
ization of the medieval [sic!] Western world.”*"”

If the essence of growth and of the ‘new economy’ is (applied) knowledge, so
much so that many people all it ‘the knowledge economy’, then the kind of
product that knowledge actually is becomes a paramount question. It turns out
to be something special. To begin with, it is a non-rival good. It consists of ideas,
not things. It therefore has increasing returns, which means sinking costs per

315 Clark, Farewell to alms, 207.

316 Texts that explained new growth theory to me were Cortright, ‘New growth theory, tech-
nology and learning; Helpman, Mystery of economic growth and in particular Warsh,
Knowledge and the wealth of nations. I also profited from reading Beinhocker, Origin of
wealth, although that author has a somewhat different approach and terminology.

317 North, Understanding the process of economic change, 44 and 63.
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entity produced with it. An idea can be used simultaneously by a number of
people without any diminution of its usefulness, and normally without much or
even any compensation. The cost of inventing a new technology is independent
of the number of people who will later use it. The increasing returns to knowl-
edge contrast with the decreasing returns associated with land, labour and
capital. The fact that knowledge is so fundamental for modern growth has at
least two major consequences: if knowledge is or has indeed become the prime
motor of growth, and if it indeed has increasing returns, economics would no
longer have to be the ‘dismal science’ obsessed with scarcity. Accumulating more
of it would mean faster growth, in particular when technological progress no
longer, as in a Malthusian world, leads to increased population. And it then of
course becomes essential to know how one can increase the amount of available
and useful knowledge and turn innovation into something endogenous and
‘normal’.

In that context, one has to consider another characteristic that makes
knowledge special: much of it in principle can be fairly easily and cheaply
copied. It has a tendency to spill over. It is partly excludable, which means that
access to it can to some extent be controlled i.e. monopolized, at least in prin-
ciple with intellectual property rights, and in practice in the form of ‘tacit
knowledge’ or ‘trade secrets’. But still, one can actually easily lose it. The public
benefits of research and development tend to be fundamentally higher than the
private benefits they generate: new inventions diffuse so that copycats and
competitors can benefit. This ‘non-appropriability’ can easily make investors
hesitant to invest in it because, as with investments in infrastructure, they will
not be able to capture the return on their investment. Fixed costs of new tech-
nology, moreover, can be very high for private investors. This suggests that there
is an important role to play for government in any case in education and ac-
cording to many new growth theorists also in research and development, al-
though in that respect opinions are divided. On the one hand, there are scholars
such as David Warsh who point out that Western governments understood that it
was in their interest to subsidise the production and diffusion of knowledge,
endorsing Bacon’s motto that knowledge is power. In his view, the nations that
did best were those that did something fundamental about education. Because of
the public character of knowledge, so he claims, public policies are necessary to
support the production and diffusion of ideas. Human and technological re-
sources require a degree of active management by the state.”® Tyler Cowen, who
is afraid innovation will peter out, also thinks governments should help and

318 Warsh, Knowledge and the wealth of nations, ‘Conclusion’. I paraphrase comments on pages
405-409.
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hopes they could do so by raising the social status of scientists.’”” As compared to
their enormous importance for the modern economy and for most people’s
wealth, their status and remuneration are indeed striking, that is, strikingly low.

Other scholars are far less convinced, to put it mildly, that governments in
particular when it comes to research and development can play an important
positive role in promoting knowledge. For Ridley, development is a bottom-up
process, technology-driven by competition and not a top-down, collective and
planned process, propelled by scientific research. All research for him is a matter
of openness, exchange, competition and synergy. Innovation and growth are
normal in an open, competitive context. With the extension of the market for
ideas, fertile specialisation can emerge and ‘the collective brain’ will grow ac-
cordingly.’® The historian of science Terence Kealey is convinced that the free
market has proved by far the most successful institution in promoting science,
innovation, wealth and happiness. State-funded research in his view has always
been a waste of money, energy and resources.””' For him, government by nature
is a monopoly and “Humanity’s great battle over the last 10,000 years has been
the battle against monopoly.” Matt Ridley agrees.””* Robert Wright, to give one
final example, never refers to government and only to competition and synergy
in his book about the ‘non zero-sumness’ of the development of knowledge. All
these ideas - and that of course is the reason to refer to them - might be helpful in
focusing attention to the role of knowledge in the Great Divergence and to figure
out whether Great Britain had an advantage in this respect. What is striking is
how much we hear about competition as a motor for innovation and how little
about co-operation, which, as it seems to me, is fundamental when it comes to
creating synergy and innovation.’”

That, of course, is also the case with ideas that economists have developed
regarding what could make innovation stop or under what conditions it would
not even emerge to begin with. Schumpeter himself foresaw an end to capitalist
innovation because of what he described as the obsolescence of the en-
trepreneurial function and the destruction of capitalism’s protective strata and
institutional framework. In his view, capitalism is confronted with an increas-
ingly hostile environment for capitalists.” It in this context, is interesting that,
according to William Baumol, large firms basically take care of the improvement
of already existing technology, whereas it is small entrepreneurs who currently

319 Cowen, Great Stagnation, 83 - 86.

320 Ridley, Rational optimist, chapter 8, in particular pages 275-277.

321 Kealey, Economic laws of scientific research and Wright, Nonzero.

322 The quote is from Kealey, Sex, science and profits. Matt Ridley cites him approvingly in his
Rational optimist, 396. For his economic laws of scientific research, see the previous note.

323 See the comments Dudley as I synthesize them on pages 225-226.

324 Schumpeter, Capitalism, socialism and democracy, chapters XII and XIII.
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produce most of the ‘real’ innovations. Large corporations are not likely to take
risk and they tend to be run by managers, not entrepreneurs. Although there are
always exceptions, the degree of the division between those two approaches in
his view is striking. It would then be the combination of corporate R&D and
entrepreneurial activity by more or less independent individuals that keeps the
economy going ahead.”” Economists may well be fond of innovation in their
theories, but many people definitely are not in practice. What about opposition
to innovation? Acemoglu and Robinson are quite adamant about the importance
of that opposition: “The fear of creative destruction is the main reason why there
was no sustained increase in living standards between the Neolithic and In-
dustrial revolutions.””® They turn this fear into a major theme in their highly
acclaimed latest book and focus on opposition to innovation by elites, but as a
matter of fact such opposition is far more widespread.”” The very pertinent,
more analytical approach of Joel Mokyr in this respect would deserve more
attention and follow-up.**®

What about the possibility that innovation per se stops or in any case no
longer brings about higher productivity? In his fiercely debated The Great
Stagnation, which appeared in print as abook in 2011, Tyler Cowen claimed that
the United States at the time was running out of innovations and low-hanging
fruits and that the latest and most sensational innovations brought only very
slight benefits in terms of increasing productivity. Relative to national income or
expenditures on education, there is now less innovation in the United States than
there was in the nineteenth century. It was easier for the average person to
produce an important innovation in the nineteenth than in the twentieth cen-
tury. According to him, the rate of innovation in terms of economic impact has
been slowing down.”” The most advanced economies in the world have over-
whelmingly become service economies and in his view it is anything but obvious
that productivity increases in the service sector are comparable to those in other
sectors. Is the ‘growth’ we see in sectors such as telecom, internet and finance
really growth, i. e. increasing production or only a matter of higher wages?**° His

325 William Baumol, Education for innovation: entrepreneurial breakthroughs vs. corporate
incremental improvements. National Bureau of Economic Research. Working Paper 8651.
http://www.nber.org/papers/w10578. (June 2004).

326 Acemoglu and Robinson, Why nations fail, 183.

327 See the comments in my review in Tijdschrift voor Sociale en Economische Geschiedenis and
on, http://technologygovernance.eu/eng/the_core_faculty/working_papers/

328 Mokyr, ‘Innovation and its enemies’, 61 -91.

329 Cowen, Great Stagnation. The claims I make here are quite explicitly made in the text there
on pages 18-20. See also The Economist January 12 -18™ 2013: The great innovation
debate, page 9 and pages 19-22.

330 Inthe Netherlands, my home country, between 2000 and 2010 somewhat over half a million
new jobs were created, 385,000 of them in the health sector. In 2010 there were 1.4 million
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comments remind of ‘Baumol’s cost disease’ named after William Baumol, who,
together with William Bowen, discussed the causes and consequences of the
phenomenon that in response to rising salaries in jobs that did experience labour
productivity growth, salaries of jobs that did not experience such a productivity
growth nevertheless also rise. In that context, particular reference is made to the
situation in (public) services in which labour productivity hardly grows, if at all,
as they are very labour-intensive and provide little opportunity for technological
innovation but nevertheless have to pay competitive salaries. With the increasing
relative importance of the service sector for modern economies, this can clearly
have a dampening effect on overall growth and lead to steadily increasing tax-
ation to find the money to pay all those working in the service sector.”” In any
case, Cowen’s comments stimulate discussion on whether innovation actually
will always continue and, more importantly, whether it will always be really
productive. What innovations matter? How can innovation stop or peter out?
And, what I believe is very important for debates on the Great Divergence: what
is the economic importance of innovations in services and how do we measure
productivity there?

My comments in the previous paragraph focused on innovation but similar
questions of course might be asked with regard to inventions. There are several
well-known examples of societies that were very inventive but where for one
reason or another that inventive fervour disappeared or at least sharply di-
minished; think e.g. of China after the Song, of the Arabic-Islamic world after
the twelfth century, of Italy after the Renaissance, or of the Dutch Republic after
its Golden Age. There is even a law (or rather an empirical generalization)
referring to this phenomenon, to wit Cardwell’s Law, named after the historian
of technology Donald Cardwell: “No nation has been (technologically) very
creative for more than a historically short period.”*” What causes such ef-
florescences of creativity and, consequently, their withering away? Why do there
tend to be shifts in the places that are most inventive? Is it in this respect an
advantage to be an empire, with all the advantages of economies of size, scale and
scope or rather to be part of a state-system, with all the advantages of difference,
diversity and competition?

Such questions bring us to the way in which economies and the societies of

full-time jobs in that sector, 38 per cent more than 10 years ago. In trade there were 1.5
million jobs in 2010. Government employed about 1.1 million people in 2010, some 100,000
more than it did in 2000. That increase took place in particular in education, but also in
bureaucracy. The increase in the number of jobs in the private sector over the period was
negligible. In the 1990s, the private sector had still been the main job creator in the Dutch
economy with 1.3 million new jobs. In the first ten years of this century that number
amounted to only 30,000.

331 For Baumol’s cost disease see http://en.wikipedia.org/wiki/Baumol%27 s_cost_disease

332 Cardwell, Turning points in Western technology, 210.
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which they are part are structured. To organise economic life as efficiently as
possible and to turn innovation into something permanent and normal or at
least something that is not random and ad hoc, certain societal arrangements,
i.e. certain institutions are required. Without the ‘right’ institutional setting, the
‘right’ allocation, combination and development of factors will not be possible or
at least easily be endangered. If land, labour, capital and knowledge are the
proximate causes of growth, institutions must be amongst its ultimate causes.

9. Institutions: property rights, markets and states

It has become very fashionable for economists to refer to ‘institutions’, although
it is not entirely clear what the term means - indeed, this ambiguity may in part
explain why it is so fashionable. Many of them, for example Douglass North and
Daron Acemoglu (and their co-authors) or Avner Greif and Dani Rodrik, who are
amongst the most influential economists at the moment, explicitly regard them
as a or even the fundamental cause of long-run economic growth.” There are
many, differing definitions. Avner Greif describes an institution as “a system of
rules, beliefs, norms, and organizations that together generate a regularity of
(social) behaviour”.”® In all likelihood, the definition that is used most -
probably because it was provided by a Nobel-Prize winning institutional
economist, Douglass North - is this one: “Institutions are the rules of the game
in a society, or, more formally, the humanly devised constraints that shape
human interaction. ... In consequence they structure incentives in human ex-
change, whether political, social or economic.”* Geoffrey Hodgson describes

333 The most influential institutionalist economist /economic historian at the moment might
well be Douglass North. It is not much use to list his entire oeuvre here, so I only refer to his
latest book at the moment, written with his colleagues Wallis and Weingast, Violence and
social orders. I further refer to: Acemoglu, Johnson, and Robinson, ‘Institutions as a fun-
damental cause of long-run growth’; ibidem, ‘Colonial origins of comparative develop-
ment’; iidem, ‘Reversal of fortune’ and iidem, ‘Rise of Europe’; Acemoglu and Robinson,
Why nations fail a recent monograph in which the authors time and again refer to the
decisive importance of institutions for growth; Greif, Institutions and the path to the
modern economy, to only refer to his latest major publication; Hall and Jones, ‘Why do some
countries produce so much more output per worker than others?’; Helpman, Mystery of
economic growth; Helpman, Institutions and economic performance: Olson, ‘Big bills left on
the sidewalk’; Rodrik, One economics, many recipes; Rodrik, Subramanian, Trebbi, ‘In-
stitutions rule’, originally published as NBER Working Paper Series 9305, 2002.

334 Greif, Institutions and the path to the modern economy, 30.

335 North, Institutions, institutional change and economic performance, 3. As indicated in the
introduction, this text is not an encyclopedic historical overview and it has no intention to
show the entire intellectual itinerary of scholars it refers to. In this case though it has to be
pointed out that North’s points of view have gone through quite radical changes. In his first
major book, The rise of the Western world, that he wrote with Robert Thomas, his approach
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institutions as follows: “Institutions are durable systems of established and
embedded social rules that structure social interactions.”*** He emphasizes that
‘structuring’ in this context means ‘constraining’ as well as ‘enabling’, which to
my mind implies a fundamental and necessary broadening of the concept. In-
stitutions predispose people to do behave in a certain way in certain circum-
stances. When I use the term in this text I will, unless otherwise indicated, do so
in his sense. North’s conceptualization is too one-sidedly focused on the con-
straining element of institutions and neglects their enabling function, which in
my view is at least as important when it comes to explaining actual growth.
Property rights, for example, on the one hand indeed constrain other people
from taking what belongs to an owner but on the other hand they enable that
owner to do what he wants to do with what is his. Greif’s phrase ‘regularity of
behaviour’ in principle can include structural constraints as well as well as
structured agency, just as it in principle might include both formal and informal
aspects, which North explicitly distinguishes, referring, which I think is quite
helpful, to two kinds of constraints, those in terms of formal rules (laws, con-
stitutions, rules) and informal constraints (conventions, codes of conduct,
norms of behaviour) and the effectiveness of their enforcement. Enforcement of
the rules is carried out either by third parties (law enforcement, social ostra-
cism), second parties (retaliation) or the first party (self-imposed codes of
conduct).”” North distinguishes institutions, the rules of the game, from or-
ganisations, the players, although in his view organisations also are institutions,
be it of a specific kind. Those organisations “consist of specific groups of in-
dividuals pursuing a mix of common and individual goals through partially
coordinated behaviour.”**® Whatever exact definition one starts from, it is only

basically still was neoclassical. In Institutions, institutional change and economic perfor-
mance, he put more emphasis on persistent inefficiency, uncertainty, bounded rationality,
social norms, and institutional change. Then his focus increasingly turned to ‘real’ in-
stitutionalist topics like the role of transactions cost and formal institutions. Next there was
aphase in his career when he very much emphasized the role of culture and ‘mental models’
as the ultimate basis of economic order, for example in his Understanding the process of
economic growth. In his latest publications e.g. Violence and social orders, formal in-
stitutions like the state, law and rulings, and violence hold center stage. One now no longer
finds explicit references to transactions costs whereas the role of culture and mental models
has become far less prominent. For North’s intellectual itinerary and his major and changes
of opinion, see Brownlow, ‘Structure and change’; Ménard and Shirley, ‘The contribution of
Douglass North to new institutional economics’ to be published in: Galiani and Sened,
Economic institutions, rights, growth, and sustainability but already in draft available at
http://hal.archives-ouvertes.fr/docs/00/62/42/97/PDF/2011-Men
ard_Shirley_North_and_NIE-CUP.pdf, and Milionakis and Fine, ‘Douglass North’s re-
making of economic history’.

336 Hodgson, ‘Institutions and economic development’, 86.

337 North, ‘Prologue’, in particular page 6.

338 North, Wallis and Weingast, Violence and social orders, 15.
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logical to regard the state as an institution or rather as the super-institution that,
even in “minimalistic” interpretations of its tasks, functions as an/the arena of
collective action, with government providing infrastructure, formulating the
rules and acting as referee when it comes to applying them. Greif, North and
Hodgson all consider institutions as a kind of outgrowth or ‘coagulation’ of the
dominant culture, which means that the rules of the game in the last instance
depend on the values and interpretations of the players. I, personally, endorse the
following claims by Claudia Williamson that argue against a strict distinction
between formal and informal institutions (and thus between institutions and
culture) and that emphasize the importance of culture:

The findings suggest that the presence of informal institutions is a strong determinant
of development. In contrast, formal institutions are only successful when embedded in
informal constraints, and codifying informal rules can lead to negative unintended
consequences. This suggests that institutions cannot be easily transplanted in order to
spur economic development. ... My findings suggest that the success of formal in-
stitutions depends on the ability to map onto informal rules.’”

But, and here I would agree with Hodgson, here too agency and structure are
interacting:

... institutions are simultaneously both objective structures ‘out there’ and subjective
springs of human agency ‘in the human head’. Actor and structure, although distinct,
are connected in a circle of mutual interaction and interdependence. However, the
relationship is not symmetrical: structures and institutions typically precede in-
dividuals. ... We are all born into a world of pre-existing institutions, bestowed by
history.*

When it comes to this (inter-)relation between agency and structure, culture and
institutions, however, not all institutionalists agree.341

That institutions matter is, to me at least, is quite obvious. How could the
“durable systems of established and embedded social rules that structure social
interactions” not have a fundamental impact on the economy? Unsurprisingly
though, opinions here are also divided in sense that there are several quite
different views when it comes to their relative importance and their relative
‘autonomy’. Several economists, the best-known amongst them Jeffrey Sachs, do
not so much want to claim that institutions are unimportant as to demonstrate
that at times other factors, such as ‘geography’ in their case, might predominate.
We will see that several social scientists such as Daron Acemoglu, Simon Johnson
and James Robinson as well as economic historians such as Stanley Engerman

339 Williamson, ‘Dignity and development’. The quotations are from the Abstract and the
Conclusion.

340 Hodgson, ‘Institutions and economic development’, 92.

341 For further information see pages 141 ff.
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and Ken Sokoloff with different points of emphasis want to accentuate the
connections and interactions that might exist between institutions and geog-
raphy, even though for them too, in the end, institutions rule. Others would claim
that in the end culture or knowledge would be fundamental. We will encounter
examples of this line of thinking later on in the book.** The popularity of
institutionalist approaches clearly does not mean that all economists have made
an ‘institutionalist turn’. Many of them take the existence of markets and supply
and demand mechanisms for granted and focus on proximate causes in their
explanations. Jeffrey Williamson, for example, to whom we already referred,
tries to provide an explanation of the Great Divergence in which he only refers to
proximate causes.’*’ Andre Gunder Frank seems to think likewise and as usual is
quite outspoken. This is what he wrote in his ReOrient: “... a major thesis of this
book is precisely that institutions are not so much determinant of, as they are
derivative from, the economic process and its exigencies, which are only in-
stitutionally instrumentalized rather than determined.”*** He too and all those
who think likewise, apparently assume the existence of markets and supply and
demand ‘mechanisms’ as fairly natural. But as Hodgson rightly emphasises, the
market is not a ‘spontaneous’, ‘natural’ order, but a social institution that is
created and has to be maintained. It cannot work without certain institutional
(pre-)arrangements. Any attempt to remove all constraints and regulations from
a market system would be dysfunctional.’*

‘Classic’ Marxists would defend the thesis that institutions in the end depend
on technology. That, for example, is the case in William Shaw’s book on Marx’s
theory of history in which he claims that, according to Marx, the ‘productive
forces’ determine the ‘relations of production’, and, again basing himself on his
interpretation of Marx’s oeuvre, defends a certain technological determinism.**
Douglas Allen, in his book on the institutional revolution, thinks along similar
lines, claiming that technological change was the motor of industrialisation in
Britain and that institutions had to adapt. That took time and explains why that
‘revolution’ actually progressed so slowly and took so long. He refers to “...the

342 From the perspective of a global historian it is striking that institutionalists tend to almost
exclusively focus on situation in states, in the sense of their internal institutions and
organization. There is hardly any attention to international contexts and how those impinge
on domestic affairs. The recent books by Acemoglu and Robinson and by North and his co-
authors are clear examples of that exclusive focus.

343 See his Trade and poverty.

344 Frank, ReOrient, 206. Much, of course, depends on what he means by the expression “the
economic process and its exigencies”. I guess he means that economic developments can be
explained entirely according to the logic of economic variables and their proximate cau-
sation.

345 Hodgson, ‘Institutions and economic development’, 89 -91.

346 Shaw, Marx’s theory of history.
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time it takes institutions to catch up to technological advances and the sub-
sequent spill-overs that result from institutional change” and to a mismatch
between technological breakthroughs and the existing institutional framework
that acted “as a brake” on economic growth.’” Andre Gunder Frank, as indicated
earlier on, thinks likewise. But that of course in the end does not rob institutions
of their major importance. If they do not ‘adapt’, technological innovation
cannot have its optimal effect. New growth theory as preached by Oded Galor
does not consider institutions to be really independent variables either.**® Julian
Simon, who thinks they in the very long run are not very important, has a similar
view.” Erik Reinert, to give one last example, is fairly reticent about giving
institutions too much ‘independence’ for similar reasons: “...institutions are
moulded and determined by the mode of production more than the other way
around, and it is not really constructive to attempt to reverse the arrows of
causality.”**

The really interesting question of course is: how exactly do what institutions
matter and, most important of all for the topic discussed in this book: what are
good institutions, i.e. institutions promoting or at least facilitating modern
economic growth? Surprisingly enough, even amongst self-professed in-
stitutionalist economists, explicit statements in this respect are not easy to find.
North, Wallis and Weingast do explicitly deal with the question of good in-
stitutions in their Violence and social orders of 2009. In their view, modern
economic growth can only prevail in an institutional setting that they charac-
terise as an ‘open access order’ and that has the following specific character-
istics:

A widely held set of beliefs about the inclusion of and equality for all citizens

Entry into economic, political, religious and educational activities without restraint
Support for organizational forms in each activity that is open to all (for example,
contract enforcement)

Rule of law enforced impartially for all citizens.

Impersonal exchange®'

347 These quotations are from Allen, Institutional revolution, 221 -222.

348 See the interview with him by Brian Snowdon, ‘Towards a unified theory of economic
growth’.

349 Simon, Great Breakthrough, chapter 4.

350 Reinert, How rich countries got rich, 223.

351 North, Wallis and Weingast, Violence and social orders, 114. The term “open access order’-
societies’ in my view is just an abstract term to refer to modern Western capitalist demo-
cracies, or rather even more narrowly, capitalist democracies of the - idealized! - Anglo-
Saxon variety. Societies of the open-access-order type are characterized as developed de-
mocracies, with perpetually lived organizations including the state, diverse elite groups,
impersonal interaction, a homogenous belief system, equal property rights, an encom-
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For a society to enter that stage of impersonal and standardised treatment and
leave that of a ‘natural state’ of differences and privileges for the elites behind,
three ‘doorstep conditions’ must be met:

A rule of law for elites must be introduced
There must exist perpetual forms of organization in public and private spheres
There must exist consolidated political control of the military.**

In his previous work North had always put a heavy and explicit emphasis on
property rights. He still does, but his approach seems to have clearly broadened.
We also find that emphasis on property rights in Hernando De Soto’s bestseller
of 2000, The mystery of capital, a book that in particular focused on the in-
sufficient definition of property rights in non-capitalist countries.**

In the many extremely influential co-authored publications of Daron Ace-
moglu, Simon Johnson and James Robinson, property rights, markets and
growth, always go together. When property rights are well defined and protected,
some kind of representation exists for the propertied groups, markets are
functioning, and the state promotes their functioning, economic growth will
take care of itself; this seems to, in a nutshell, be their credo. They permanently
insist that institutions are a fundamental cause of long-run growth but sur-
prisingly enough as yet never got very concrete when it comes to what in-
stitutions and what policies they exactly they were talking about: “... we think of
good economic institutions as those that provide security of property rights and
relatively equal access to economic resources to a broad cross-section of soci-
ety.”** In their Why nations fail, however, Daron Acemoglu and James Robinson
have become far more explicit though not much more concrete. It is fairly
obvious what they consider not the way to become rich for a country. In their
view, the main cause for the poverty of so many countries is that they are badly
governed by rent-seeking elites that back up extractive institutions.’® The point
of departure in their analysis is the distinction between political and economic
institutions that are inclusive and political and economic institutions that are
extractive, concepts they already used in earlier publications but that in this
book have been made the very cornerstones of their analysis. The former, so they
repeat over and over again, create prosperity. Without inclusive institutions that
can only emerge in a centralised state that provides order and enforces rules and

passing rule of law, high and enduring provision of public goods, a very high quantity and
complexity of organizations, high wealth, and a low level of violence.

352 North, Wallis and Weingast, Violence and social orders, chapter 5. The chances that these
conditions would be met in Qing China clearly were extremely slight.

353 De Soto, Mystery of capital.

354 Acemoglu, Johnson and Robinson, ‘Institutions as a fundamental cause of long-run
growth’, 395.

355 See e.g. their Why nations fail.
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that first evolved in the West, sustainable growth is impossible. Extractive in-
stitutions — though they do not make all growth impossible - in the long run are
incompatible with modern economic growth because such growth implies
permanent innovation, something elites in extractive societies fear and will try
to obstruct. The absence of growth also clearly is a matter of (having the wrong)
institutions.

So one would expect ample attention to the question what exactly inclusive or
extractive institutions are and how they can be defined in a way that lends itself
to solid empirical research. Surprisingly enough, however, their description is
quite open and general. They never give an explicit, operational, definition.
Several elements, though, clearly are essential: the enforcement of property
rights and the existence of representative institutions that treat all people equally
enable as many of them as possible to participate on their own terms in economic
and political life and share power and wealth amongst wide segments of society;
and, finally, policies that combat rent seeking. In societies with inclusive in-
stitutions, power and wealth are less concentrated than in societies with ex-
clusive institutions where the political system is such that it tries to keep the rich
and extracting elites in power. Inclusive institutions tend to lead to virtuous
circles of increasing inclusiveness and rising wealth as they create a level playing
field and so enable a society to mobilise all its talents. Extractive institutions
tend to lead to vicious circles, as they tend to enrich small elites who can then
shore up their extractive power, which exacerbates political strife over the spoils
of extraction. Extractive economies can succeed for a time, but their growth will
not sustain as too many people are shut out and as there will not be enough
innovation. Sustained economic growth requires innovation, which implies
creative destruction. Those who profit from the existing extractive system will as
a rule not allow changes that might jeopardize their position.””® Acemoglu and
Robinson clearly assume that inequality is bad for growth and development, a
claim that is less obvious and more contested amongst economists than they
suggest. We will briefly comment on the connections between inequality and the
Great Divergence later on.

What is striking in the work of North and co-authors as well as that of
Acemoglu and co-authors is that they start from the unspoken and never-dis-
cussed assumption that the market-mechanism assures economic growth. They
therefore must assume that good institutions are those that allow the market to
function optimally or if need be make it work optimally. In the modern world
that means, first and foremost, a specific kind of state with specific state policies.
Sustained growth in the view of North, Wallis and Weingast as presented in their
common book is only possible in a society with private property and capitalist

356 Acemoglu and Robinson, Why nations fail.
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decentralized assignment of production factors. Their ‘metanarrative’, just like
the one presented in Acemoglu’s and Robinson’s Why nations fail, is a stylized
generalization of a very specific, positive interpretation of the modern history of
Great Britain and the USA. Other routes to development are never discussed in
depth or even suggested, even though many societies that have crossed the
20,000 dollars real income per capita threshold - in their view an indication that
a county has entered the open-access stage — have very different histories and
structures.’”’

Although Acemoglu and Robinson in particular are convinced that politics is
extremely important, they actually have a quite restrictive view on it. They do
not believe that the state should do that much to actively promote growth. It
suffices when government policies support and uphold the market, which as
indicated in their view implies that they involve as many citizens as possible as
active participants in public and economic life, give them a fair share of what is
produced and provide them with the right incentives. They clearly do not mean
that the state itself should act as an active party on that market, regulate it or even
actively implement developmental policies of its own.

Dani Rodrik dedicates an entire chapter of his One economics, many recipes to
institutions for high-quality growth which he all characterises as “market sup-
porting institutions.””*® He refers to property rights, not so much in terms of
actual ownership but control; to regulatory institutions (that redress or prevent
market failures), institutions for macroeconomic stabilisation (that implement
Keynesian anti-cyclical policies), institutions for social insurance, and in-
stitutions for conflict management. Adding all this up, one gets a fairly extensive
package of government tasks, none of which, however, seems to imply an active
and direct policy of growth. What institutions would be best suited to implement
such policies remains rather open. Elsewhere in his book he points out that there
is “no unique correspondence between the functions that good institutions
perform and the form that such institutions take.”** Colin White, in his Un-
derstanding economic performance, dedicates an entire chapter (chapter 8) to
the institutional setting of growth, focusing on the role of government, market
and civil society. On page 159 he suggests that the relationship between in-
stitutions and economic performance may well be “kaleidoscopic” and does not
exclude the possibility that Rick Szostak was right in claiming that the key
difference in terms of the prospects for economic growth is between “countries
that can manage / enforce any institutions well, and countries that can manage

357 For those countries see Violence and social orders, 4.

358 Rodrik, One economics, many recipes, chapter five. For the expression “market-supporting
institutions”, see page 156. In my view, only very rich and developed states can afford the
policies and institutions Rodrik recommends. See also chapter 6 of his book.

359 Rodrik, One economics, many recipes, 15. It is all, in his terms “context specific
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/enforce no economic institutions well”.’® Sokoloff and Engerman, in their
Economic development in the Americas since 1500, devote an entire chapter
(chapter 10: ‘Institutional and non-institutional explanations of economic de-
velopment’) and the ‘Epilogue: ‘Institutions in political and economic devel-
opment’, to the question of what good institutions would look like. Their main
thesis is:

Institutions matter, but our thinking of how they matter recognizes that they are
profoundly influenced by the political and economic environment, and that if any
aspect of institutions is crucial for growth, it may be that institutions will change over
time as circumstances change.’®'

In their view, “no single institutional solution is crucial”. Societies with good
institutions for growth are those with “greater institutional flexibility”, where
institutions “make it easier for private or public agents to take advantage of new
opportunities” and have a “capability for adaptation™** Joel Mokyr, to give one
last example, in an entirely different context comes to a similar conclusion. What
one needs, is “institutional agility”.’* Britain had quite informal - and flexible -
institutions that were very adequate and helpful during its first industrialisation
but were far less suited to enable it to hold primacy during the so-called ‘second
industrial revolution’. The idea of ‘creative destruction’ should be extended to
the realm of institutions. Those too have to be innovated permanently.

There are numerous institutions that might, one way or another, have an
impact on economic development and that might have played a role in the
emergence of the Great Divergence. There have been numerous debates in this
respect. Debates for example on what kind of organisation of economic life
would be preferable in terms of efficiency: a formal one or an informal one? In
classic stories about modernisation, the emphasis has always been on the ad-
vantages of formal structures. For Max Weber and many other theorists, ra-
tionalisation, which implies formalisation, was at the very heart of economic
modernisation. We have seen that formalisation also figures quite prominently
in the definition that North, Wallis and Weingast give of open-access societies.
They clearly consider impersonal and rational institutions, organisations and
procedures as positive for development and growth. Wong and Rosenthal in

360 White, Understanding economic development, 159. He quotes Rick Szostak from an un-
published paper from 2006 called ‘A growth agenda for economic history’.

361 See for this quotation page 318 of that book.

362 See for these quotations, Engerman and Sokoloff, Economic development in the Americas
since 1500, 326 - 327, 340, 325 and 326.

363 Mokyr, Enlightened economy, 486.
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contrast are not so sure that formal institutions would be more efficient than
informal ones.**

Many studies have pointed at the positive impact of having a highly developed
civil society for economic development. The existence of such a civil society has
often been presented as ‘typically Western’ and as an important explanation of
its economic success. The widely acclaimed study by Robert Putnam, with
Robert Leonardi and Raffaella Nanetti, Making democracy work, in which they
compare the flourishing civil society of Northern Italy and its wealth with the
lack of ‘civility’ of Southern Italy and its relative poverty, is regarded by many as a
clear proof - in the words of Aaron Wildavski - that it is the “capacity for self-
organization that makes a people richer and freer, and their governments more
effective”.’® A flourishing civil society is an indicator of the existence of trust as
a form of social capital, which tends to be regarded as positive for economic
development, amongst other reasons because it lowers transactions costs.’®
Acemoglu and Robinson, with their emphasis on inclusive institutions and
broad participation, clearly think along the same lines. But here too, it all de-
pends on the context. Mancur Olson (1932-1998), a very influential political
scientist, amongst other things, has become famous for his thesis about ‘in-
stitutional sclerosis’ that suggests, that societies with greater numbers of interest
groups (And how many collectives do not sooner or later turn into interest
groups?) grow more slowly, accumulate less capital, and experience reduced
productivity growth relative to others.” The idea that a well developed ‘civil
society would be a necessary condition for economic development sounds quite
plausible and has found ample support from scholars who think that in this
respect the West had an advantage and therefore developed much faster.

Considering these assumptions it need not come as a surprise that it has
become almost a truism amongst mainstream economists and in particular
amongst institutionalists that ‘despotism’ is incompatible with ‘development’
and that representation, the sharing of power (and wealth!), and the inclusion of
as many citizens as possible, amounting to, in the end, democracy, are good for
development. Rodrik calls democracy “a metainstitution for building good in-
stitutions”.>® In practice, however, the connection between democracy and
growth is fairly complex. Counties that were democracies during take-off in any

364 See the introduction and chapter 3 of their Before and beyond divergence.

365 Putnam, Making democracy work. The claim by Wildavski is on the flap of this book.

366 For a couple of well-known publications dealing with the subject of trust, see note 1250.

367 See for that thesis e.g. his Rise and decline of nations. North, Wallis and Weingast do not
endorse Olson’s view when it comes to institutional sclerosis. They think that in open-
access-order societies as they define them, rent-seeking interest groups cannot play their
pernicious games. See the references to Olson in their Violence and social orders.

368 Rodrik, One economics, many recipes, 8.
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case are extremely rare. There certainly is no empirical backing for the thesis
that a country has to be democratic to be able to take off, rather the contrary.’®
Nor is being democratic a guarantee of sustained growth once countries have
taken off. Let me just quote the abstract of an article by Robert Barro, the major
expert in the field, on the connection between democracy and growth:

Growth and democracy (subjective indexes of political freedom) are analysed for a
panel of about 100 countries from 1960 to 1990. The favourable effects on growth
include maintenance of the rule of law, free markets, small government consumption,
and high human capital. Once these kinds of variables and the initial level of real per
capita GDP are held constant, the overall effect of democracy on growth is weakly
negative. There is a suggestion of a nonlinear relationship in which more democracy
enhances growth at low levels of political freedom but depresses growth when a
moderate level has already been attained. Improvements in the standard of living -
measured by GDP, health status, and education - substantially raise the probability that

political freedoms will grow. These results allow predictions about which countries will

become more or less democratic over time.*”°

Sustained growth means innovation and there will always be those who, rightly
or wrongly, fear that they personally will experience the destructive rather than
the creative side of innovation. It definitely is not the case that only ruling,
extractive elites would prefer to perpetuate the status quo as Acemoglu and
Robinson reiterate time and again in their Why nations fail. You do not even need
quite outspoken and obstructive interest groups to block change as Olson
suggests. It is not at all hard to imagine that an obstructive majority of sorts can
be found in a democratic or, as Acemoglu and Robinson would call it ‘an in-
clusive society’, even if that might be economically irrational. Western Europe at
the moment would provide several perfect examples. If industrialisation had
been made subject of a nationwide general referendum in industrialising Britain,
it in all probability would have been voted down, as it would have been in many if
not most industrialising countries. It is easy to argue (and find examples!) that
democratic institutions in specific circumstances can be bad for growth whereas
authoritarian institutions in specific circumstances might be good for it. When it
comes to the debate whether democracy causes growth or the other way around,
North, Wallis and Weingast hold the view that the two are mutually reinforcing.
They do not think in terms of a one-way causality. They may not be very concrete
about the actual emergence of the Great Divergence but clearly think, like

369 Ha-joon Chang, Kicking away the ladder, 71 -76.

370 Barrow, ‘Democracy and growth’. Compare, however, Rodrik, Globalization paradox, 311 -
312, note 3 of chapter 11, where reference is made to literature that is somewhat more
positive about the relationship between democracy and growth.
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Acemoglu and Robinson that sustained growth is only possible in a democratic
setting.”! This at the moment seems to be the majority-view.

Many other institutions and their potential impact on growth might be and
have been discussed. There is the debate instigated by the Hungarian-British
scholar John Hajnal (1926 -2008), that a specific Western European marriage
pattern existed - actually confined to parts of Western Europe to the West of a
virtual Trieste-Saint Petersburg line with specific implications not just for
household economics but also for the economy as a whole.”* There are the
influential ideas of Emmanuel Todd about the connection between family
structures, ideology and development.””> There are numerous references to
Western individualism.””* There is, of course, law.””> A specific debate about
whether civil law would be more rational and general and therefore better for
economic growth than common law that is more case-based and leaves more
room for interpretation has emerged.”® Here we see a strong focus on property
and property rights. The amount of literature on these topics is staggering. In
institutionalist literature with a historical bend, property rights undoubtedly are
the main issue as institutional economists and all those inspired by them regard
the existence of well-described and well-secured property rights as a necessary if
not sufficient condition for economic growth. We will discuss them - and the
specific variety of property right that often gets specific attention, to wit in-
tellectual property rights as described in patents — briefly later on. Considering
their importance and the big differences in this respect between early modern
Britain and China, rules governing inheritance, for example whether primoge-
niture or partible inheritance prevails and whether entail or all sorts of condi-
tional sales exist, would also deserve more attention than they can be given here.
Amongst historians, an interesting debate has flared up about whether guilds
and the guilds-system would have had a positive or a negative effect on economic
development in pre-industrial Europe.””

371 See North, Wallis and Weingast, Violence and social orders under ‘democracy’.

372 I just refer to two relevant publications: Engelen and Wolf, Marriage and the family in
Eurasia and De Moor and Van Zanden, ‘Girl power’.

373 See for a selection of his publications http://en.wikipedia.org/wiki/Emmanuel_Todd

374 Seee.g. in particular for the English case Macfarlane, Origins of English individualism and
idem, Invention of the modern world, in particular chapter 8.

375 For connections between law and economic growth in general see Cooter and Schifer,
Solomon’s knot. For a focus on the role of law in the Great Divergence see Debin Ma and Van
Zanden, Law and long-term economic change. For the situation in Britain see Macfarlane,
Invention of the modern world, chapter 11.

376 Helpman, Mystery of economic growth, 119-122.

377 See for the most recent texts Epstein, ‘Craft guilds in the premodern economy’; Epstein and
Prak, Guilds, innovation and the European economy, and Ogilvie, Institutions and European
trade. In my view, their overall impact was negative, which means I would side with Ogilvie.
See for some very recent comments that would endorse Ogilvie’s views, Dudley, Mothers of
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It would simply lead too far afield to discuss all these and related topics so I
will focus on those institutions that receive most attention in debates amongst
economists about growth and that I consider the most relevant ones for the
debates on the Great Divergence. That means I will focus on the role of the
market and of the state. They will be discussed together, since in reality as well as
in those scholarly debates, they are so entangled that it is not helpful to discuss
them separately. It, again, is striking and for the unsuspecting outsider probably
even shocking how widely opinions amongst economists differ even when it
comes to the not exactly irrelevant question of what a growth-promoting system
of allocation and a growth-promoting polity would look like. Every position
imaginable, from perfect competition to monopoly and from total laissez-faire to
complete central planning, — and everything in between - has enthusiastically
been defended by some economist. Everyone seems to agree - and rightly so - on
the importance of the rule of law, the monopolisation of violence and some
centralisation of public power - but apart from that disagreement is rife.

Mainstream, i. e. classical and many neo-classical economists, still claim that
the market mechanism, i. e. free and fair competition, is a necessary and many
would even say sufficient condition for growth. Adam Smith already formulated
quite explicitly what is still their dogma, even though what we call ‘modern
economic growth’ in his eyes was impossible: “Little else is required to carry a
state to the highest degree of opulence from the lowest barbarism, but peace,
easy taxes, and a tolerable administration of justice; all the rest being brought
about by the natural course of things.”*”® Explaining modern economic growth
as a rule is not regarded as fundamentally distinct from explaining growth in
general. Or as Sir John Hicks (1904-1989) put it: “Industrialization ... is a
continuation of the process of mercantile development.”*” For him, the essence
of the history of economic development would be the rise of the market as a
formal institution. Many economists would agree. Monetarist economists a la
the late Milton Friedman (1912 -2006), as far as they still exist, also emphasise
“the power of the market”, fiercely oppose “the tyranny of controls”, and think
that “interventionist governments, no matter how well-intentioned, have almost

innovation, passim, e.g. 128-129 and 191. When it comes to training and quality control,
their role was, in my view, positive.

378 This is claimed by Adam Smith’s friend Dugald Stewart. See Hall, ‘States and economic
development’, 154. Neo-classical and institutionalist economists have become much more
optimistic when it comes to the possibility of sustained and substantial economic growth
than Smith was.

379 Hicks, Theory of economic history, 143 and 145. To be fair, Hicks also explicitly points at the
fact that without science growth as we know it since the Industrial Revolution would have
been impossible.
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invariably done more harm than good”.” In their eyes, the sole interventionist
policy that is allowed government would be to take care of the money supply. The
heydays of the so-called Washington Consensus, especially when it, in my view
incorrectly, is interpreted as a kind of neo-liberal fundamentalism, are over.”®'
But most mainstream economists still simply cannot imagine economics to be a
serious ‘scientific’ endeavour if it does not take the market mechanism as its
point of departure, which in practice often leads to a situation in which they
continue to work with assumptions they know to be unrealistic and with pos-
tulates they can never prove. Institutionalist economists, in particular those who
are referred to in debates on the Great Divergence or actually themselves par-
ticipate in them, basically still are all neo-classical economists even though, for
example, Douglass North, to refer to the most well known of them, later in his
career explicitly pointed at weaknesses and blind spots in (neo)classical
thinking.’® Institutionalists’ analyses of markets, their functions, preconditions
and embedding have become very sophisticated and they have become very
influential in particular in development economics.’® But in the end they too
consider the market as the essence of a well-functioning economy and the motor
of growth. The state should be no less and no more than an efficient provider of
public goods. ‘Good institutions’ are market-supportive institutions and ‘good
governance’ in essence is market-supportive governance.

For champions of the market, monopoly and government - insofar as gov-
ernment is not regarded as just another form of monopoly - primarily are
threats to growth. They mistrust them as a matter of principle and their entire
theoretical scaffolding is built on clear dichotomies: rents versus profits, mo-
nopoly versus competition, and bureaucrats versus entrepreneurs. In the 1980s,
political scientist Margaret Levi formulated the ‘postulate’ that states are pred-
atory and will always try to maximise revenue extraction.’® For political sci-
entist Mancur Olson too, unless ‘tamed’, the state would be predatory, or as he
describes it, act as a ‘stationary bandit’, with a natural tendency to maximise
revenue and expenditure and to interfere with property rights.*® Douglass North

380 Seee.g. Milton and Rose Friedman, Free to choose. See for the quotations the titles of its first
two chapters and the back-flap of the book.

381 See for an introduction http://en.wikipedia.org/wiki/Washington_Consensus

382 See e.g. North, Understanding the process of economic change, 84 - 85.

383 For the institutionalists who are particularly relevant in the context of this book see under
note 333. For a general introduction into institutionalist economics see - amongst tens of
introductions - e.g. van den Berg, Spithoven and Groenewegen, Institutional economics;
Brousseau and Glachant, New institutional economics: a guidebook and Ménard and
Shirley, Handbook of new institutional economics.

384 Levi, ‘Predatory theory of rule’.

385 Seee.g. his ‘Dictatorship, democracy, and development’ in: Olson and Kahkénen, A not-so-
dismal science, 119-137.
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basically holds the same view. In his Understanding the process of economic
change he writes: “The government is not a disinterested party in the economy.
... In rare cases [it (PV, Italics mine)] designs and enforces a set of rules of the
game that encourage productive activity.””® The so-called ‘natural state’, that
according to him and his colleagues Wallis and Weingast for most of the last ten
thousand years has virtually been the only form of society larger than a few
hundred people and that only in very specific conditions in a small part of the
world has been succeeded by an open access order, is depicted by them as a rent-
seeking, predatory state with a privileged elite monopolising power and
creaming off wealth.’” In institutional and mainstream economics, such as-
sumptions have become all but undisputed.’® For Daron Acemoglu and James
Robinson, as already indicated, extractive government clearly has been the main
impediment to growth in world history. They are convinced of the fundamental
importance of political transformations to do something about poverty and
claim that their book Why nations fail is about “the politics of poverty and
prosperity” and that ... politics determines what institutions a nation has.”*
They, like many other institutionalists, are willing to consider the existence of
market failures and to admit that government intervention can have positive
effectives. But, in the end, for them, the best the state can do is to support the
market and to ‘get the prices right’ as the expression goes - which is complicated
and rare enough.” They are very explicit: “...prosperity and poverty are de-
termined by the incentives created by institutions.”**' References to “shaping the
incentives”, creating “incentive structures” abound. There are no less than
eighty references to incentives in the text. The message is clear: When the right
incentives are in place, the economy can and should take care of itself: “You can’t
engineer prosperity.”” This is the way in which the World Bank in 1991 sum-
marized its ‘market friendly’ view: “The appropriate role of government in a
market-friendly strategy is to ensure adequate investments in people, provision
of a competitive climate for enterprise, openness to international trade, and
stable macroeconomic management. But beyond these roles, governments are

386 North, Understanding the process of economic change, 67.

387 See e.g. their Violence and social orders, chapter 2.

388 For an analysis of Douglass North’s ideas when it comes to economics and economic
history and their reception see note 335. For those of Mancur Olson, see e.g. his ‘Dicta-
torship, democracy, and development’, and Power and prosperity.

389 For the quotations see Acemoglu and Robinson, Why nations fail, 44, and the title of
chapter 3.

390 The expression ‘getting the prices right’ refers to a policy in which governments do less in
those areas where markets work or can be made to work reasonably well, to do more in those
areas where markets cannot be relied upon.

391 Acemoglu and Robinson, Why nations fail, the title of chapter 3.

392 Acemoglu and Robinson, Why nations fail, 446 and 67.
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likely to do more harm than good.””” Most of these famous economists would
overall tend to agree with the not-so-famous economist Ronald Reagan when he
said “(In this present crisis) ... government is not the solution to our problem;
government is the problem.”* The Economist suggests one can look at eco-
nomic development in terms of “markets versus misery.”*” It would be hard to
put it more succinctly than William Easterly did: “The poor have bureaucrats,
the rich have markets.”**

For mainstream economists the state basically has to see to it that markets can
function optimally and to redress the situation when they ‘fail’. For many non-
mainstream economists that is not enough, but one should not forget that for
many states even implementing this ‘minimum’ programme is too much. Many
polities lack even those minimal requirements under which they could support
the market, as they have no rule of law and no functioning system of infra-
structure or education. The fact that such states are not developing would not
surprise any economist. But their frequent failures point at the fact that it ap-
parently is far from easy to create and maintain functioning states, let alone
states with ‘good’ governance. There are and always have been many ‘failed
states’, that is, states perceived as having failed at some of the basic conditions
and responsibilities of a sovereign government that has centralised power and
rule.’” Before a state can implement all sorts of policies, it first has to be in good
shape. Westerners living in countries where the process of state building took
several centuries may have a tendency to underestimate its complexity and
exceptionality.

What we, for the sake of convenience, call ‘mainstream’ has never had a
monopoly in economics. For a couple of decades after World War Two, Keynes’
ideas about the role of state were quite popular and actually many of his ideas
became part of a neo-classical-Keynesian mainstream synthesis, for example, in
the extremely influential work of Paul Samuelson (1915-2009).*® Keynes ba-
sically accepted the market mechanism and considered it too efficient to be
rejected on principle. He clearly did not reject ‘capitalism’, but acknowledged
that markets are not always self-adjusting and self-correcting and that structural
crises are very well possible. He therefore pleaded for specific forms of state

393 World Bank: World Development Report. The Challenge of Development (New York 1991)
84.

394 He said so in his inaugural address of 20-1-1984. See http://www.reaganfoundation.org/
pdf/Inaugural_Address_012081.pdf. Consulted 21 -7-2013.

395 The Economist June 1% 2013, page 11

396 Easterly, White man’s burden, 165.

397 See, for a more theoretical overview dealing with the contemporary situation, Fukuyama,
State building and idem, Origins of political order for a historical overview.

398 For the ideas and influence of this economist see e.g. Nasar, Grand pursuit under ‘Paul
Samuelson’ in the Index.
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intervention to directly or indirectly, over savings and investments, act upon
consumption and suggested to build mechanisms into the economy that might
dampen its undulations. In the 1960’s his ideas were so popular that arch-
monetarist Milton Friedman in 1965 claimed that in a sense “we are all
Keynesians now.””” They have never completely lost their appeal, for example to
John Kenneth Galbraith (1908 -2006) and Nobel-Prize winning economist Paul
Krugman, and they are even experiencing a revival of sorts lately."” What is
more relevant, of course, is the fact that the actual presence of the state in
Western economies as it can, for example, be measured in terms of government
income, expenditure and debt as a percentage of GDP, is still enormous and that
governments are often expected to, atleast in times of crisis, engage in Keynesian
deficit spending. What Robert Solow said about computers: “You can see the
computer age everywhere but in the productivity statistics” basically also goes
for neo-liberalism: “You can see neo-liberalism everywhere but in the statistics

of public revenue and spending.”*"!

Table 23: Government* spending, % of GDP 1870-2009

1870 1913 1920 | 1937 | 1960 | 1980 | 1990 | 2000 | 2005 | 2009
Austria 10.5 | 17.0 | 14.7 | 20.6 | 35.7 | 48.1 | 38.6 | 52.1 | 50.2 | 52.3
Belgium n.a. | 13.8 | 22.1 | 21.8 | 30.3 | 58.6 | 54.8 | 49.1 | 52.0 | 54.0
Britain 9.4 | 12.7 | 26.2 | 30.0 | 32.2 | 43.0 | 39.9 | 36.6 | 40.6 | 47.2
Canada n.a. | na. | 16.7 | 25.0 | 28.6 | 38.8 | 46.0 | 40.6 | 39.2 | 43.8
France 12.6 | 17.0 | 27.6 | 29.0 | 34.6 | 46.1 | 49.8 | 51.6 | 53.4 | 56.0
Germany 10.0 | 14.8 | 25.0 | 34.1 | 32.4 | 47.9 | 45.1 | 45.1 | 46.8 | 47.6
Italy 13.7 | 17.1 | 30.1 | 31.1 | 30.1 | 42.1 | 53.4 | 46.2 | 48.2 | 51.9
Japan 8.8 8.3 | 14.8 | 25.4 | 17.5 | 32.0 | 31.3 | 37.3 | 34.2 | 39.7
Netherlands 9.1 9.0 | 13.5 ] 19.0 | 33.7 | 55.8 | 54.1 | 44.2 | 44.8 | 50.0
Spain n.a. | 11.0 8.3 | 13.2 | 18.8 | 32.2 | 42.0 | 39.1 | 38.4 | 45.8
Sweden 5.7 | 10.4 | 10.9 | 16.5 | 31.0 | 60.1 | 59.1 | 52.7 | 51.8 | 52.7
Switzerland 16.5 | 14.0 | 17.0 | 24.1 | 17.2 | 32.8 | 33.5 | 33.7 | 37.3 | 36.7
United States 7.3 7.5 ) 12.1 | 19.7 | 27.0 | 31.4 | 33.3 | 32.8 | 36.1 | 42.2
Average 10.4 | 12.7 | 18.4 | 23.8 | 28.4 | 43.8 | 44.7 | 43.2 | 44.1 | 47.7

*1870 - 1937 central government; 1960 - 2009 general government

Source: The Economist, March 19" 2011, Taming Leviathan. A special report on the future
of the state, 4.

399 See for this claim and President’s Nixon’s claim from 1971: “I am a Keynesian now in
economics”, http://en.wikipedia.org/wiki/We_are_all_Keynesians_now

400 For further information let me only refer to Skidelsky, Keynes. Return of the master.

401 See for that quotation, Robert Solow, ‘We’d better watch out’, New York Times Book Review,
July 12 (1987) 36.
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In practice, of course, the economy has always been and will always be too
important to leave it to itself. Governments have always intervened in markets,
whatever ideology they officially may have endorsed. Anyone with only the
slightest knowledge of history can refer to innumerable examples of intervening,
pro-active, ‘pushing’ governments that did not simply respond to crises or
market-failures but as a matter of structural policy tried to set the economy on a
certain course and, what is fundamental, pursued policies that were not bad for
growth. I could of course give hundreds of references here to history books that
would show that government policies to promote growth were not always fail-
ures, let alone always doomed to fail. According to Joe Studwell, founding editor
of the China Economic Quarterly and a knowledgeable free-lance journalist, this
fact would to most economists still be an “unspeakable reality”, whereas eco-
nomic historians consider it as fairly uncontroversial. When it comes to ex-
plaining how the developed countries in the world actually took-off, main-
stream, neo-classical economics in his view is all but irrelevant.*”
would fully endorse. The interesting thing is that an increasing number of
professional academic economists have started to reflect on this fact.*” Let me,
to show how far opinions are apart, quote one of them: Erik Reinert, who pleads
for “governing the market”, “getting the prices wrong” and claims: “Perfect
markets are for the poor”.*”* Studwell in his analysis of development and non-
development of Asian economies claims “... there is no significant economy that
has developed successfully through policies of free trade and deregulation from
the get-go. What has always been required are pro-active interventions ...”*"

Recent developments in the global economy of course play their part in the
emergence of more dissenting views on the role of government in promoting
economic growth. The rise of Japan and later the Newly Industrialized Countries
led several economists to coin and debate the concept of the ‘developmental
state’, referring to a coordinating, pro-active state that does not eliminate the
market but tries to steer and develop the economy and in order to do so does not
refrain from price-manipulation, raising tariffs, infant industry protection and
support for import substitution. In such a state, government takes on devel-

A position I

402 See Studwell, How Asia works, Part Two, ‘Manufacturing: The victory of the historians’, and
‘Epilogue: Learning to lie’. For the expression “unspeakable reality” see pages 64 - 66 of that
book.

403 Two economists are very important in this respect and are becoming increasingly in-
fluential. One is Ha-joon Chang, whose most interesting study in the context of this book is
his Kicking away the ladder. See further his personal website and his Cambridge University
website. The other one is Erik Reinert, whose How rich countries got rich, gives a good
overview of his ideas. For more, see http://en.wikipedia.org/wiki/Erik_S._Reinert.

404 Reinert, How rich countries got rich, 18. See there for further references for the first two of
these quotations.

405 Studwell, How Asia works, 226. The author means interventions by the government.
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opmental functions.‘ Then there was the more recent, sensational rise of several
other countries, in particular the co-called BRIC countries (Brazil, Russia, India
and China), most of them not exactly shining examples of laissez-faire econo-
mies. There is apparently not only quite a lot of successful government inter-
ventionism: so many huge firms at the moment actually are state enterprises that
one may well talk of a revival of a form of state capitalism.*”” But growth rates in
many states with interventionist governments are so high and also so sustained
that even the staunchest defender of laissez-faire has to one way or another deal
with this stubborn ‘anomaly’. Centrally planned economies as ‘real existing
socialism’ knew them, apart from some not exactly inspiring and successful
remnants like North Korea, Cuba or Myanmar, have all but disappeared. But, as
many economists love to forget, the idea that central planning would work was
not without its supporters, also in the West. Many Western ‘experts’ there, up
until atleast the end of the sixties, believed that the Soviet Union would very soon
catch-up with the United States, if it had not already done so.*® Up to a certain
point and in certain respects many planned economies indeed were successful.

All in all it would be hard to find a thesis about the role of the state in
economic development that has not been wholeheartedly supported by some
economist. Amongst the leading economists at the moment the night-watchman
state and the ideas of the Washington Consensus are basically dead but of course
top economists are not necessarily those who influence public opinion let alone
economic policies. The idea that markets can fail has been widely accepted, as
has the idea that there might be inefficient equilibriums and path-dependencies.
A well-known economist like Paul Romer attributes a large role to the state in
matters of research and development, although still not a single new growth
theory model in his Advanced Macroeconomics textbook of 2006 makes any
reference to industrial policies as a means of promoting development, invest-
ment and growth.*” His colleague Paul Krugman admits that in international
trade, state intervention might be needed and helpful. Dani Rodrik regards

406 See for information in alphabetical order: Amsden, Rise of “the Rest”; Ha-joon Chang, see
note 403; Johnson, Japan. Who governs?; Erik Reinert http://en.wikipedia.org/wiki/Erik_S.
_Reinert; Wade, Governing the market; Weiss and Hobson, States and economic develop-
ment and Woo-Cumings, The developmental state. For a general, first introduction see
http://en.wikipedia.org/wiki/Developmental_state. Consulted 17 -2-2012.

407 See for example on this subject Bremmer, End of the free market and The Economist, 21 -27
January 2012, ‘Special Report: State capitalism. The visible hand.”

408 Acemoglu and Robinson, Why nations fail, 124-132, and Spufford, Red plenty. For fasci-
nating examples of how Soviet growth and development were over-estimated, see Levy and
Peart, ‘Soviet growth and American textbooks’. Electronic copy available at: http://ssrn.
com/abstract=1517983. Consulted 28 - 3-2012.

409 Romer, Advanced macroeconomics. I found this comment in Schlefer, Assumptions eco-
nomists make, 186.
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himself as basically neo-classical but actually is convinced that the state has
quite a broad range of tasks, including forms of industrial policy. What really
matters of course is that is that, whatever economists may suggests, the actual
role of the state in economic life of the wealthiest countries of the world simply is
enormous and has already been enormous for many decades whatever way one
might want to measure it.

When it comes to monopolies and oligopolies, there has also been a certain
change of perspective. Their potentially positive effects are now taken more into
consideration and it is also more recognised that it is almost impossible to fully
do without them. Adam Smith was fiercely against monopolies for reasons one
from the perspective of the consumer can easily reconstruct and understand,
although his plea for maximising the division of labour because that would
increase efficiency can only mean that bigger productive entities are more ef-
ficient. This of course means that the ones with the optimal size can wipe out all
competitors and become monopolists. It is not only increasing returns that can
make big beautiful. To cover the enormous fixed costs for many modern firms,
they to some extent simply have to be price-makers, i. e. monopolists with super-
normal profits for at least some time. As Schumpeter explained so forcefully and
convincingly in his theories, the essence of capitalist development is not free
competition but as it is now often called with an oxymoron ‘monopolistic
competition’.*!

Historians wanting to explain the Great Divergence with reference to the role
of the state and the market thus have a confusingly wide range of theories at their
disposal that they can choose from. Actually the bulk of them do not really
choose. The majority of those who do prefer the current amended classical
approach that is predominant under institutionalist economists or, and that is a
growing group, a kind of neo-mercantilist approach in which Britain’s status as a
mercantilist fiscal-military state — like most Western European states - is not
seen as something by definition negative for development and growth, but as at
least as a necessary precondition for take-off. The problem of that last approach
up until now is how to exactly show the positive connections between growth
and mercantilism.

410 See for this concept http://en.wikipedia.org/wiki/Monopolistic_competition.
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10. Culture and economic growth

Institutions do not emerge out of the blue and their existence and permanence
are not simple facts of life. In my view, they can only emerge, persist and dis-
appear when a sufficiently large number of people with political clout wants
them to. That means they need to find sufficient backing in the dominant culture
of society, which in turn means that culture could also be an ultimate if not an
even more ultimate cause of economic growth. The problem here resides in the
fact that the concept is so notoriously hard to define. My point of departure is
this definition by Eric Jones: “Culture is the pattern of beliefs, habits, and ex-
pectations, of values, ideals, and preferences, shared by groups of people, large
and smal Jones himself immediately adds an element that is fundamental:
those beliefs et cetera are learned. Mokyr’s definition also explicitly refers to the
role of learning in this context: “Culture is a set of beliefs, values, and prefer-
ences, capable of affecting behaviour, that are socially (not genetically) trans-
mitted and that are shared by some subset of society. It seems best to define
culture as something entirely of the mind, which can differ from individual to

1 2411

individual and is, to some extent, a matter of individual choice.”*?In a previous
publication, I myself used the following definition: Culture refers to “the socially
acquired set of dispositions of a group of people with regard to describing,
interpreting and valuing the social and natural world.”*" In the end, this means I
endorse the view of Geert Hofstede who describes culture as “the collective
programming of the mind”.*'* Whatever exact definition one wants to endorse: it
would to my view be impossible to a) deny any connection between the in-
stitutions of a society as ‘the rules of the game in a society’ and its culture as
defined in the above terms, and to b) deny culture any importance in economic
life, even though that is exactly what many economists and global historians
would want to do. Most economists since at least the 1960s or 1970s ignored
culture.*”® These are the opening words of Eric Jones’s book Cultures merging
from 2006: “Economists agree about many things - contrary to popular opinion
- but the majority agree about culture only in the sense that they no longer give it
much thought.” He quotes the economist Mark Casson saying “...the pro-
fessional culture [sic!] of economists prevents most of them from seeing that

411 Jones, Cultures merging, IX.

412 This is a view defended by Joel Mokyr in his, ‘Culture, institutions, and modern growth’,
prepared for the Conference: Understanding institutions and development economics: the
legacy and work of Douglass C. North, St. Louis, November 4 -6, 2010, http://cniss.wustl.
edu/files/cniss/mokyrpaper.pdf, page 3.

413 See my ‘Role of culture and institutions in economic history’.

414 Hofstede, Culture and organizations, 150.

415 There of course were exceptions.
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culture matters at all.” They tend to adopt the position of “cultural nullity”.
These quotes, however, are from a chapter called ‘Revival of cultural explanation’
in a book devoted to the relation between culture and the economy.*'®
Apparently, things are changing. According to Deepak Lal “‘culture’ is in the
air” and becoming rather popular as an ultimate cause of economic growth.*”
Peter Temin is right on target when he claims that in economics it has become
kosher again to talk about culture.*’® Robert Lucas, Nobel-Prize winning econ-
omist, claims that modern economic growth requires what he refers to as “a

million mutinies”. Societies and their citizens must be open to the new possi-

«c

bilities that development creates as the key to economic development consists in
the invention of new ways of doing things.*® An increasing number of pub-
lications, some of which I just referred to, is being devoted to the role of culture
in economics, although I guess not many people would want to go as far as the
American scholar Lawrence Harrison who simply states: “Underdevelopment is
a state of mind.”**’ Actually, the ever increasing group of economists who think
economic growth is a matter of innovation and consider innovation in the last
instance as a matter of knowledge and institutions, whether they explicitly admit
it or not - most would not as they don’t like to talk about culture - do give an
essential role to culture.

The role of culture here is discussed separately from that of institutions.
Scholars have somewhat differing opinions when it comes to how distinct they
actually are. Can institutions function as ultimate causes in economic analysis or
must one take that analysis to a ‘deeper’ level and indicate what in turn causes
them? The relations between institutions and culture and between institutions
and factor endowments have been widely and fiercely debated. The second
connection has already been discussed extensively, so let us now briefly com-
ment on the first. Several influential scholars think it does not make much sense
to sharply distinguish between culture and institutions in the sense that in-
stitutions are somehow epiphenomena of culture. Douglass North in most of his

416 Jones, Cultures merging, chapter 1. The quotations are on pages 3 and 5. For the expression
‘cultural nullity’ that is coined by Jones, see the Index.

417 Lal, Unintended consequences, 2.

418 Temin, ‘Is it kosher to talk about culture?

419 Lucas, Lectures on economic growth, ‘Introduction’. The expression ‘a million mutinies’ is
from V.S. Naipaul’s book India, a million mutinies now.

420 See for this revival of cultural explanations in economics the many references in Harrison
and Huntington, Culture matters; Jones, Cultures merging; Nunn, ‘Culture and the hi-
storical process’. The text is also on Nunn’s website; Guiso, Sapienza and Zingales, ‘Does
culture affect economic outcomes?’ and inmy ‘Role of culture and institutions in economic
history.” For Harrison’s quotation, see Harrison, Underdevelopment is a state of mind.
Recent and interesting publications in German are Abelshauser, Gilgen and Leutzsch,
Kulturen der Weltwirtschaft, and Berghoff and Vogel, Wirtschaftsgeschichte als Kulturge-
schichte.
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work gives ample attention to culture in wide sense of the word referring to belief
systems, cognition, consciousness and human intentionality.*”' He does so be-
cause he thinks its role in development is fundamental. In his words, human
evolution is guided by the perceptions of the players, and those perceptions
come from beliefs about the consequences of human actions, typically blended

with preferences.*”” The following statement makes his position clear:

Culture not only determines societal performance at a moment of time, but through the
way, in which its scaffolding constrains the players, contributes to the process of change
through time. The focus of out attention [In a book about understanding the process of
economic change PV] therefore must be on human learning - on what is learned and
how it is shared amongst members of a society and on the incremental process by which
beliefs and preference change, and on the way in which they shape the performance of
economies through time.*”

As indicated, North has changed his mind several times in his career, but even
in the book he wrote with Wallis and Weingast, in which culture as such is
hardly discussed, causality in processes of macro change runs like this beliefs
=> institutions => organizations => policies => outcomes.”* Avner Greif
holds a similar position and puts “beliefs and norms at the centre of the analysis
of institutions” and regards “motivation provided by believes and norms ... [as]
the[ir] linchpin”.*”® Geoffrey Hodgson thinks institutions only work because the
rules involved are embedded in shared habits of thought and behaviour. In his
view they are conditioned by and dependent upon individuals and their habits,
though not reducible to them.** David Landes, as expected, thinks culture forms
the determinant of institutions and regards them “as expressions of the values
and needs of a given population, more derivatives and consequences than as
drivers and determinants.” They in his view matter, but he thinks that, “over
time, with adjustment and adaptation, people have got the institutions they need
and deserve.”*” I could give more examples, such as that of Masahiko Aoki who
describes an institution as “... a self-sustaining system of shared beliefs about a
salient way in which the game is repeatedly played”.*”® Just to show how broad
the range of opinion is amongst economists also in this respect, I can refer to

421 See e.g. North, Understanding the process of economic change, chapters 3 and 4.

422 North, Understanding the process of economic change, VIIL

423 North, Understanding the process of economic change, VIIL. See also, written together with
Wallis and Weingast, Violence and social orders, 27 - 29, where he indicates that culture is
very important for, but to a large extent exogenous to economics.

424 This claim is central in North’s Understanding the process of economic change and still
endorsed in Violence and social orders. See e.g. page 28.

425 Greif, Institutions and the path to the modern economy, 39 and 45.

426 Hodgson, ‘Institutions and economic development’, 91 - 94.

427 See Landes in his reply to Om Prakash and me on page 8.

428 Aoki, Toward a comparative institutional analysis, 10.
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Acemoglu and Robinson two institutionalists who explicitly reject cultural ex-
planations of major economic developments.*”” They regard cultural differences
as “consequences of ... different institutions and institutional histories” and on
that basis claim - not entirely convincing in my view - that culture is mostly
irrelevant to explaining the wealth and poverty of nations. Cultural differences at
best are effects rather than causes. In their view ‘culture’ clearly cannot explain
the Great Divergence or in their words “how we got here and why the inequalities
in the world persist.”**

Whatever the exact relation may be between the dominant culture in a society
and its institutions, if it at all makes sense to try and determine their exact
relationship, it will in any case be a fairly close one. Institutions without any
cultural underpinning in my view are bound to lose relevance, but on the other
hand there are plenty of examples that show that when you introduce different
institutions in countries with fairly similar cultures you get very different out-
comes. Just think of the examples of East and West Germany, North and South
Korea and Mainland China and Taiwan.*' It is not at all probable that in China
with Deng’s reforms in 1978, the beliefs, habits, expectations, values, ideals and
preferences of the Chinese suddenly changed. What did change was the structure
of incentives and sanctions they were confronted with. Different ‘carrots and
sticks’, i. e. different institutions can ceteris paribus lead to quite different out-
comes.

But for analytical reasons, I agree with Jones when he claims that the “con-
flation of culture and institutions is a ready source of confusion”. He describes
institutions as “political and power-based choices” whereas culture consists
“mainly of rules and practices learned fairly informally...” Institutions tend to
be “conscious, even political constructs ... organized networks of formal, em-
bodied rules. Culture, though often able to bind, is relatively intangibly; in-
stitutions have a more rule-bond existence.” And, so he adds, “...institutions are
in principle always open to being renegotiated.”*** He is not the only one to make
this distinction. Mokyr describes institutions as socially determined conditional
incentives and consequences to actions. They are a given to every individual and
therefore create the structure of incentives in society. Institutions as rules specify
certain behaviour to be proper and legal, but also specify the penalties for

429 Acemoglu and Robinson, Why nations fail, chapter 2, 56 - 63.

430 Acemoglu and Robinson, Why nations fail, 63 and 57.

431 These three cases are referred to in Niall Ferguson, Civilization, 11. See for a similar line of
reasoning Acemoglu, a.o., ‘Institutions as a fundamental cause of long-run growth’, 404 -
420, where they point at the enormous impact of introducing differing institutions in North
and South Korea in the 1950s, and Acemoglu and Robinson, Why nations fail, 56 - 63.

432 The quotations are all from Jones, Cultures merging, 259, 17 -18, 109 and 110.
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breaking them and the rewards for meeting them.*”® For him institutions are
more formal and in that respect more binding. The same goes for Niall Ferguson,
who regards them as in some sense formalised products of culture.*** My view
would be that institutions are hardly ever a direct and unequivocal reflection of
culture. As a rule they and the cultural setting in which they exist are so strongly
intertwined that it is extremely difficult, as well as not very enlightening, to try
and completely disentangle them. Institutions do have dynamics and logic of
their own that cannot directly be reduced to the culture of the individual par-
ticipants involved. But on the other hand, they simply cannot be understood nor
explained without reference to that culture. It would be best to regard culture as
the software of institutional arrangements that, in turn, play a big part in de-
termining culture. Institutions as structures and culture as their software in the
end are two sides to the same coin.

But let us return to culture: what about its actual impact on economic de-
velopment? Jones with whose definition we started our brief discussion on the
role of culture in economics himself endorses an approach in which culture and
economy continually react on one another, not one of “cultural nullity”, where
culture is largely irrelevant nor one of “cultural fixity”, where culture is all-
inclusive and static. He harbours no doubt that culture in the form of preferences
and behavioural routines can hold implications for the economy. For economic
development, it may act as a brake or filter but it in his view is seldom likely to be
the original source of change. One should therefore only treat it as the active
ingredient with caution.*” I think this is a sensible position and would suggest
prudence in using the concept because it is very hard to turn it into a useful
operational category in social scientific research and because just about ev-
erything one would want to claim about values, believes et cetera and their
impact, can be said without introducing a mega, all-encompassing concept of
culture.

What, of course, is striking about economics that often likes to pass as a hard-
nosed science, especially in the eyes of economists themselves, is that it actually
is full of all sorts of ‘cultural’ assumptions when it comes to how economies
function and develop. Mainstream economics is built around the concept of the
homo economicus - of unspecified gender - who is supposed to be rational,
calculating in terms of pleasure and pain, benefits and costs. He is supposed to
act on his own as an individual whose nature it is in Adam Smith’s famous words

433 Mokyr, ‘Culture, institutions, and modern growth’.

434 Ferguson, Civilization, 11: “Institutions are, of course, in some sense the products of
culture. But, because they formalize a set of norms, institutions are often the things that
keep a culture honest, determining how far it is conducive to good behaviour rather than
bad.”

435 See for these claims e.g. Jones, Cultures merging, 212, 259 and 270.
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“to truck, barter and exchange one thing for another”.*** As economic agent he is
supposed to have no family and separate his household from his firm to be able
to be as rational and efficient as possible on an ‘anonymous’ market. Firms, in
this perception, are no more than a collection of individuals who are connected
to each other via formal contracts. Neither does our homo economicus belong in
any consequential sense to a class, social group or nation. If he wants to be
successful he is hardworking, thrifty and innovative. He is disciplined and en-
gaged in non-violent competition via supply and demand, not using any extra-
economic pressure. Very important, of course, is the fact that ever since the so-
called subjective or marginal revolution in economics, the core concept of the
entire discipline of economics, i.e. value, as a rule is defined as something
subjective, that is a matter of value judgements. What matters is what something
is worth to someone, not some ‘intrinsic’ objective value per se. The primum
movens in economics, the reason people want to acquire goods or produce them
in the first place, is outside economics. The much-discussed rationality of the
homo economicus, and of the economist, normally only considers the ordering of
the means, not of the ends. We will not, however, further discuss the implications
of that fact.*”

It is already quite intriguing per se that such a broad range of ‘cultural pre-
suppositions’ is so important in a supposedly ‘hard’ social science. It, in practice,
also turns out to be quite problematic. It does not take an awful lot of imagi-
nation or technical economic schooling to think of situations in which one or
more of the character traits mentioned above indeed foster economic growth.
But, and that is the problem, it does not take much imagination either to think of
circumstances in which they don’t. Many of them tend to be regarded as positive
because they are considered good from a moral point of view - somehow we like
people to work hard, to save, to be individualistic, et cetera — and we tend to think
that behaviour of that kind ought to be rewarded. But that does not necessarily
mean that these private, moral virtues would be public, economic virtues too. It,
moreover, is far from obvious how the cultural traits that are supposed to have
set the West on its specific trajectory can be combined into one consistent
storyline.

Again it is fundamental to realise what it is we want to explain here: modern
economic growth. In that growth, the role of innovation is fundamental. Actually
no economist would deny that, but innovation is not a matter of rationality and
calculation, and not an individual affair either. The homo economicus of classical
economics is prudent: calculating how to make the best of what is. In the end he

436 Smith, Inquiry into the nature and causes of the wealth of nations, 25.
437 For avery brief comment on the marginal or subjective revolution in economics see http://
en.wikipedia.org/wiki/Neoclassical_economics#The_Marginal_Revolution.
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is adaptive.*® That certainly may yield some growth, some progress, some
profits, via specialisation and being more efficient in what is known. But it does
not carry sustained and substantial growth. It is not by accident that Adam Smith
did not think in terms of such growth. The actual driving force of capitalism, the
economic system that up until now has been most successful in producing
modern-growth, however, the real entrepreneur, is creative and changes his
environment. That requires a completely different mind-set. Innovation means
risk-taking and uncertainty, not prudence and calculation. It requires creative
people, not bookkeepers. It by definition cannot be rational - apart from the fact
that it can be considered rational in the sense of ‘necessary’ because one oth-
erwise is driven off the market - because the impact of doing something new
cannot be calculated and predicted. The prudent, saving bourgeois is not exactly
the most likely source of the gale of perennial creative destruction that
Schumpeter regards as the essence of capitalism. Ideally, one can insure oneself
to make risk less risky, but one cannot insure oneself against uncertainty, and
innovating is by definition uncertain.””® As he wrote in Capitalism, socialism and
democracy:

Any existing structures and all the conditions of doing business are always in a process
of change. Every situation is being upset before it has had time to work itself out.
Economic progress, in a capitalist society, means turmoil.*

James Watt (1736 -1819) spent ten years and all his wealth, and became very
heavily indebted, in order to invent the steam engine. It took him two part-
nerships to finally sell his first steam engine. He wrote to a friend: “Of all things
in life there is nothing more foolish than inventing and probably the majority of
inventors have been led to the same opinion by their own experiences”**' Many
inventors and innovators during the first industrial revolution in Britain were
not very successful and did not really profit from their efforts.*”> For me this
would be yet another reason to be very reticent when it comes to explaining

438 For the ideas of Adam Smith in this respect see, e.g. the brief comments in Milgate and
Stimson, After Adam Smith, 83 - 84. Smith’s rational homo oeconomicus is supposed to be
calm, calculating, self-conscious and the like: in brief he is prudent. The essence of his
rationality is the systematic adjustment of means to ends.

439 For the ‘irrationality’ of risk taking and especially of acting in a context of uncertainty see
Brenner, History. The human gamble and Goldstone, ‘Cultural orthodoxy, risk, and in-
novation’. For the classic suggestion by the economist Frank Knight (1885-1972) that the
word ‘risk’ should only be used to refer to measurable uncertainty with known probabilities
whereas the word ‘uncertainty’ should only be used to refer to non-measurable, qualitative
uncertainty with unknown probabilities, see Knight, Risk, uncertainty, and profit.

440 Schumpeter, Capitalism, socialism and democracy, 31 -32.

441 See for this quotation http://inventors.about.com/od/wstartinventors/a/james_watt_4.htm

442 See for some striking examples of famous innovators who did not exactly profit from their
work Clark, Farewell to alms, 235-237
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innovations in terms of ‘challenges and responses’. Uncertainty not only con-
fronts the innovator: Every economic agent has to deal with it. Actually the entire
economy is fundamentally unpredictable as it depends on the interplay of in-
terpretations, expectations and actions by so many people and on so many
occurrences, that no one can really know what the outcome will be. Macro-
economics is at best informed guessing. In daily life the concept ‘rational ex-
pectations’ so dear to many economists, means nothing as already shows in the
fact that economists themselves hold so many different ‘rational’ expectations
about the future. The future is unknown and unpredictable. Most economic
decisions as Keynes puts it probably are the result of “animal spirits - of a
spontaneous urge to action rather than inaction.” If, for example, investments
were based on “cold calculation” there would not be much of it. Much of what is
going on in economic life is an effect of the “temptation to take a chance.”*

When it comes to the ‘rationality’ of individuals, it is anything but certain that
this will lead to macro-economic growth. Individuals usually work for personal
net income, however defined, not for gross national product and that is what we
are discussing. Activities that are economically rational from a personal point of
view and increase or even maximise a private person’s income can be socially
inefficient. Smith’s optimistic interpretation of the working of the invisible hand
is over-optimistic, even in the best of all markets. It is very rational and from an
individualistic perspective perfectly rational to be a free rider and not pay for
public goods but widespread free riding can easily lead to situations that hamper
development. Institutional economists have not by accident begun to focus on
the question how co-operation of economic actors can be accomplished where it
might, at least in the short run, often be more rational to be a free rider. In-
dividual competitiveness, mobility and dynamism, all rational, are not always
easy to combine with confidence, trust and stability, which in many contexts are
(regarded as) fundamental ingredients of development.

Besides, all the focusing on rational individuals notwithstanding, the main
players in economic life are not individuals but firms that simply cannot be fully
identified with collectives of individuals connected only via a formal contract.
What does it tell us about economics as a social science that it was not until 1937
that an economist seriously wondered why firms exist?** Economists may have
‘proven’ that the family firm is inefficient and doomed, but millions of such
firms still exist and many of them are very successful. Capital and labour are
supposed to have no nation, which of course in reality they do. The history of
Western economic development simply cannot be written without ample ref-

443 Ttook these quotations from Keynes from Schlefer, Assumptions economists make, 150 and
159. See there for the original sources.
444 Coase, ‘Nature of the firm’.
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erence to nations and states. Their mutual competition and emulation was the
very essence of mercantilism but did certainly not disappear when mercantilism
officially was no longer en vogue. In my view - and not only in my view -
competition between states still is one of the main driving forces of economic
development whatever Paul Krugman, who considers the idea nonsense that
states could actually compete economically, might say about it.*** All the talking
about individual rational choice notwithstanding, public debate dealing with
economics tends to be about national or domestic income and product, national
debt, national unemployment and inflation rates, and so on and so forth.
Whereas classical economists tended to think in terms of classes and groups,
neo-classical mainstream economics simply abolished ‘society’ in its analyses
and began to only refer to individuals and firms.

Economic life in reality is very much about collectives. In real life, such
collectives often are in open conflict. Mainstream economics assumes economic
agents to be competitors engaged in free and fair competition on open markets
abstaining from all sorts of extra-economic pressure and violence. That of
course is quite optimistic, if not plainly silly. For the period we are discussing
here it is utterly un-realistic as the recent book by Ronald Findlay and Kevin
O’Rourke on trade, war, and the world economy in the second millennium, that
is not accidentally titled Power and plenty, conclusively shows: “...no history of
international trade can ignore the causes or the implications of military ex-
ploits.”**® The greatest expansions of world trade, so they write, have tended “to
come ...from the barrel of a Maxim gun, the edge of a scimitar, or the ferocity of
nomadic horsemen”, adding that “For much of our period the pattern of trade
can only [italics in original] be understood as being the outcome of some
military or political equilibrium between contending powers.”** Actually, es-
pecially on open seas outside Europe, the role of violence was so fundamental
that the distinction between peaceful, consensual trade and simple piracy was
often very thin if not simply non-existent. Let me again just give a couple of
examples. For ‘the East’ Jan Pieterszoon Coen, one of the founders of Dutch
power in what we nowadays call Indonesia and a person who can be assumed to
have known what he was talking about, claimed “... trade cannot be maintained
without war, nor war without trade”. He wrote these words in 1614 but they

445 Trefer to the literature under note 144 and to Max Weber’s quotation on pages 337 - 338. For
Krugman’s claim, that states do not and cannot compete like firms, that competitiveness is a
meaningless word when applied to national economies and that the obsession with com-
petitiveness is both wrong and dangerous, see e.g. his “The illusion of conflict in inter-
national trade’, chapter 5 in his Pop internationalism.ll

446 Findlay and O’Rourke, Power and plenty, XIX.

447 Findlay and O’Rourke, Power and plenty, XVIII and XIX.
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continued to be valid during the entire early modern period.**® In the Caribbean
things were not really different according to John Elliott: “Trade and piracy were
liable to be synonymous in this lawless Caribbean world of the later seventeenth
and early eighteenth centuries.”** For the Dutch West Indies Company in the
1620s and 1630s, the costs and income from war and privateering far exceeded
those of actual trade.* To just give another example from a different context:
The total amount of prize money taken by the British at sea during the Napo-
leonic Wars has been estimated at thirty million pounds sterling. That is more
than the yearly national income of the Dutch Republic at the time.*' The dis-
tinction between trade and robbery was often as unclear as that between public
and private as of course perfectly shows in the activities and structure of the
existing chartered companies that traded as well as (in some cases increasingly)
ruled. In various places in their book, Findlay and O’Rourke actually come quite
close to Rapp’s thesis that “... the state, not the individual firm was the relevant
unit of competition in early modern international competition.”** Again,
context and intensity matter: as we will see, one of the main debates when it
comes to the role of the state in economic development is whether, when, and
how that development and growth were promoted by economic nationalism and
protectionism. Their disadvantages may be obvious, but no one would want to
claim that countries that economically succeeded refrained from them.

In those debates about the role of state and nation in economic development,
the thesis that cultural-ethnic homogeneity would be better for economic de-
velopment than cultural-ethnic diversity because such diversity can easily lead
to divisions, tensions and misunderstandings that increase transactions costs
has emerged. That sounds quite convincing and would mean that culture does
matter.* So too, however, does Amy Chua’s thesis that may not be claiming the
exact opposite but does start from quite differing assumptions. According to her,
each of the hyper-powers in world history (defined as those “remarkably few
societies ... that amassed such extraordinary military and economic might that
they essentially dominated the world.”) was “... at least by the standards of its
time, extraordinarily pluralistic and tolerant.” Each of them, so she claims “...

448 T found this quotation, which pops up in almost every publication on the topic, in Parker,
Cambridge Illustrated History of Warfare in the introduction on page 9.

449 Elliott, Empires of the Atlantic world, 224.

450 See for figures Brandon, Masters of War, table 2.5 page 110.

451 Allen, Institutional revolution, 121.

452 Rapp, ‘Unmaking of the Mediterranean trade hegemony’, 515.

453 For an overview of a huge amount of literature, see Alesina, with Eliana La Ferrara, ‘Ethnic
diversity and economic performance’. Douglass North e.g. is quite convinced of the ad-
vantages of cultural homogeneity in the sense of shared beliefs. See the references to beliefs
and belief formation in North, Wallis and Weingast, Violence and social orders. The po-
tential disadvantages of such uniformity apparently are considered less relevant.
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succeeded by harnessing the skills and energies of individuals from very dif-
ferent backgrounds, and by attracting and exploiting highly talented groups that
were excluded in other societies”.** The father of modern world history William
McNeill agrees and claims that: “... the principal factor promoting historically
significant social change is contact with strangers possessing new and un-
familiar skills”.*”* So would, in principle, proponents of new growth theory who
focus on the role of knowledge and information in societal development and
emphasize the advantages in this respect of ‘open’ societies over ‘closed’ ones.
The broad historical overviews of Matt Ridley and Robert Wright and that of
Leonard Dudley, who focuses on Britain, France and the United States, bear clear
testimony to that.*”® But - and that is the point I want to make here - collectives
whether based on kinship, interests, identities or a combination of them and
force and violence clearly matter in economic life and they can do so in quite
different ways and to quite differing effects.

The connection between working hard and getting rich that one comes across
so often in cultural explanations of differences in wealth looks so self-evident
that it usually is not even put up for debate. It should, however. One might think
of situations where working hard can delay mechanisation and economic in-
novation. It can become irrational, as Weber already knew. It is not very rational,
economically speaking, for people who have accumulated more than they can
ever spend, to continue working or for (would be) inventors and entrepreneurs
to keep on working without any assurance that their efforts will pay. But more
importantly; can differences in ‘working hard’ - if for simplicity’s sake we
assume that it can be determined what working hard actually means and be
measured in such a way that a ranking of industriousness would be possible -
really explain differences in wealth between countries with modern economic
growth and countries without such growth? At the moment Austrians per capita
are some twenty-five times as wealthy as the inhabitants of Kenya.*”” I guess no
one would want to impute that entire difference to differences in industrious-
ness. But then how important are they? Few if any people worldwide could claim
to work as hard as rural African women. It has not exactly made them rich.**
When hard work is praised, references to thrift as a rule follow suit. It seems
quite obvious that thrift is good for growth. But is it really? What we praise as

454 See, for these quotations, page XXI and the flap-text of Chua, Day of empire. For a more
extensive definition of the concept of hyperpower, see pages XXI - XXII.

455 William McNeill, Rise of the West, XV1.

456 See Ridley, Rational optimist; Wright, Nonzero, e.g. 163 -167 and Dudley, Mothers of in-
novation.

457 The Economist. Pocket World in Figures 2013 Edition, 116 and 172.

458 1 found this claim in Mills, Why Africa is poor, 11.
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thrift today we may deplore as under-consumption tomorrow. And can one
really save oneself into modern economic growth? The answer must be no.

As I hope to have shown in my critical comments in the previous paragraphs,
the role of culture simply must be very important for economic growth, however
much mainstream economists have tended to ignore, simplify or misrepresent it.
How could it be otherwise? The economy is about making choices and those
choices in the end are always influenced by one’s interpretations and values. My
position would be that those interpretations and values have their major and
structural effect when they actually ‘solidify’ in institutions with their enabling
and enforcing mechanisms. As long as they are only in the realm of ideas they
definitely still have an impact, but that impact will be less and in any case less
easy to ‘measure’. But even if problems of measurement and operationalisation
would be much less daunting, that still would notlead to a generally accepted and
convincing theory about relations between culture and modern economic
growth. Even if one could imagine many of the traits referred to above as good
for (some) growth, what about modern economic growth with its enormous
scale, scope and permanence and its relatively sudden emergence and what
about the fact that cultures normally show a combination of the various traits
referred to earlier on?
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1.  The Great Divergence and geography

Amongst global historians and all those writing about the Great Divergence,
references to geography in the widest sense of the word not only are extremely
popular, which would surprise most economists, they also set quite different
accents than economists would.*” Not surprisingly, there is a lot of negative
‘Malthusian’ reasoning in which poverty in particular in the pre-industrial world
is blamed on limited resources. According to this perspective, which has always
been extremely influential amongst historians who study the pre-industrial
world, ‘geography’ primarily refers to constraints. In his highly influential
trilogy on the global history of material civilization and capitalism in the early
modern era, Fernand Braudel brilliantly illustrated “the limits of the possible”
that determine what he calls “the structures of everyday life”.**” The emphasis in
his oeuvre usually lay on the constraints to which human agency was subjected
and he has, correctly, mainly become known to hold views that come close to
geographical determinism. At times, though, he also pointed at ways in which
nature enabled agency. To some extent, so he claimed, Europe’s dynamism can be
traced back to its geography. Europeans in a sense were almost forced to go out to
the sea if they wanted to develop their economies. According to him, they turned
this necessity into a challenge to which they responded very successfully: Europe’s
global dominance began at sea.*' In that respect too, Immanuel Wallerstein fol-
lowed in the footsteps of France’s most influential historian and gave Europe’s
expansion a specific geographical twist. Let me just give a couple of quotes:
“Europe needed to expand geographically more than did China.”*** Portugal,

459 For this popularity, see Bentley, ‘Web browsing’.

460 Braudel, Civilization and capitalism, 15th-18th century, I.

461 Braudel, History of Civilizations; idem in: Braudel, L’Europe.

462 Wallerstein, Modern world-system. Capitalist agriculture and the origins of the European
world-economy in the sixteenth century, 63. From now on referred to as Modern world-
system I
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Europe’s first intercontinental overseas coloniser, according to him had to ex-
pand overseas as it ... because of its geography, had no choice.”** He also
provides a more concrete reason: “Europe’s ‘internal Americas’ in the fifteenth
century were quickly exhausted, given an agronomy that depended on more
space.”**

The claim that Western Europe in one way or another was blessed by nature
was pushed more emphatically by Eric Jones in his book on the European
miracle, originally published in 1981, that not by accident referred to environ-
ment in its subtitle and had a major impact on ensuing debates.*” Jones de-
scribed Europe as a continent with a dispersed resource portfolio that was very
varied geologically, geographically, and in terms of climate. He then claims:
“Fruitful political variety, capital accumulation, and trade all seem partly ex-
plicable as adjustments to Europe’s particular site and endowments.”** It had a
good location from which it was relatively easy to discover and exploit the New
World with its huge ‘ghost acreage’.*” Disasters hit capital relatively less hard
than people, which gave the continent a bias in favour of capital accumulation
already before industrialization. The fact that Europe was never absorbed in one
empire, a characteristic that is referred to in almost every text on the rise of the
West as a major explanation, according to Jones also, at least partly, was due to
geography. Its larger core areas were, as he calls it, ‘much of a muchness’ and the
occupants of any one of them found it hard to dominate the others. On top of
that, distance offered some protection against Asian invasions, as did the for-
ested landscape unsuited to cavalry warfare.*®® On page 226 of the book it reads:

The topographical structure of the continent, its mountain chains, coast and major
marshes, formed boundaries at which states expanding from the core-areas could meet
and pause. These natural barriers helped to hold the ring between the varied ethnic and
linguistic groups making up the European peoples. They helped to define the nation-
states which filled up the matrix so formed and because they were expensive to cross
they helped a little in reducing conflict between neighbouring states.

Another point that Jones wants to bring home is that “What happened to dis-
tinguish Europe was the swollen emergence of bulk trade over quite long dis-
tances, multilaterally, in everyday commodities, and not simply in the luxuries

463 Wallerstein, Modern world-system I, 47.

464 Wallerstein, Modern world-system I, 57. This suggests a quite peculiar interpretation of the
history of Western Europe’s population. The fifteenth century was not exactly a period
when Western Europe was suffering from ‘over-population’.

465 Jones, European Miracle. There exist various editions. I quote from the second edition,
Cambridge 1987.

466 Jones, European Miracle, 226.

467 For that term see 290 -298.

468 Jones, European Miracle, XXV and XXVII.


http://www.v-r.de/de

The Great Divergence and geography 155

that had always dominated long-distance trade.”*® Britain as an island in this
context was particularly fortunate. It was even more protected against diseases
and enemies. It was amply provided with water for agriculture and waterpower,
and for domestic and overseas transport. Its location, moreover, was favourable
as to other continents in particular the New World. Whereas it was relatively
close to the enormous ghost acreages of that New World, it was quite a long
journey from the Central Asian steppes with its conquering nomads.

Probably the most influential example of a global economic analysis in which
geography holds the key is the book by Jared Diamond, Guns, germs and steel.
Diamond is quite explicit: “History followed different courses for different
peoples because of differences among peoples’ environments, not because of
biological differences among peoples themselves.”*”’ The book overwhelmingly
- a fact that many people tend to overlook - is about Eurasia versus ‘the Rest’.
The contrast between Western Europe and China that up until now is at the core
of the Great Divergence-debate actually is only discussed on some five pages.
Diamond focuses on refuting the assumption that Eurasian hegemony is due to
any form of Eurasian intellectual, moral or inherent genetic superiority and
argues that the gaps in power and technology between human societies originate
in environmental differences. When cultural or genetic differences have fav-
oured Eurasians (for example, written language or the development among
Eurasians of resistance to endemic diseases), he asserts that these advantages
occurred because of the influence of geography on societies and cultures, and
were not inherent in the Eurasian genome.””' Specifically for Europe, he, like
Jones, thinks that its geography favoured balkanization into smaller, closer,
nation-states, as its many natural barriers (mountains and rivers) provide de-
fensible borders. As a result, governments that suppressed economic and
technological progress soon corrected their mistakes or were out-competed
relatively quickly.”” The advantages that Eurasians had in development were
primarily due to a fortuitous mixture of climate, crops, and animals. They had a
favourable environmental endowment and location in which geography
trumped culture.

Ian Morris may not yet be as famous as Jared Diamond, but he, if possible, is

469 Jones, European Miracle, XIV. This fact too, so he suggests, was connected to its specific
geographical diversity.

470 Diamond, Guns, germs and steel, 25.

471 Irefer the reader to the excellent synthesis and analysis of the book by McNeill, “The world
according to Jared Diamond’, The History Teacher 34,2 (2001) 21 pars. 7 Aug. 2011 <http://
www.historycooperative.org/journals/ht/34.2/mcneillhtml>. My words paraphrase his
text.

472 Diamond, Guns, germs and steel, ‘Epilogue’.
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even more outspoken when it comes to the role of geography in answering the
question why the West rules. He summarizes his findings as follows:

The West rules because of geography. Biology tells us why humans push social de-
velopment upward; sociology tells us how they do this (except when they don’t); and
geography tells us why the West, rather than some other region, has for the last two
hundred years dominated the globe. Biology and sociology provide universal laws,
applying to all humans in all times and places; geography explains differences.*”

This boils down to the thesis that, in his words, “maps” make history and not
“chaps”. Let me again give some quotations. In a paragraph in the introduction,
entitled: “Location, location, location”, it reads: “Once we recognize that chaps

. are all much the same ... all that is left is maps.”*”* In his view “latitudes”
explain history and not “attitudes.”*”

Robert Marks summarizes his explanation of Britain’s industrialisation in
terms of the ‘contingent’ availability for Britain of colonies and coal.*’® Basically
what Marks presents in his book on the origins of the modern world is a (over-
simplified) synthesis of Pomeranz’s Great Divergence. But although the author of
that book argues with more sophistication than Marks suggests, he too likes to
refer to “fortunate location of coal”, “geographic good luck”, “fortunate geo-
graphic accidents”, “crucial accidents of geography” and “massive windfalls of
fuel, fibre and perhaps even food” and does attach great importance to them.*”
Deepak Lal is much more nuanced than Diamond and Morris but he too claims
that geographical endowments built the foundation for the rise of the West. In
his view, Western material culture had its basis in relative factor endowments
and its institutional set-up was “ecologically determined.” Like Jones, he claims
that because of ecological constraints, European states could not be as predatory
as the imperial states of Eurasia.”’®

I could refer to several other examples. Michael Mann in the first volume of
his books on the sources of social power - that primarily deals with the sources of
Europe’s unique dynamism - also accords a big role to ecology, at times in ways
quite similar to Jones. He describes the modern West as heir to a civilization that

473 Morris, Why the West rules, 557. See also, for example, page 30.

474 Morris, Why the West rules, 29. See also pages 331, 427 and 430.

475 Morris, ‘Latitudes not attitudes’, also on http://www.historytoday.com/ian-morris/lati
tudes-not-attitudes-how-geography-explains-history

476 Marks, Origins of the modern world, 118, where he writes “...British manufacturers and
inventors rose to the challenges they faced, especially with regard to coal mining and the
development of the steam engine. But there is no reason to think that the Chinese or Indians
(or other people with advanced old regime economies, like the Japanese, for instance)
would not also have been able to solve those problems in similar ways. They simply didn’t
have colonies or coal.”

477 Pomeranz, Great Divergence, ﬂap text, pages 12, 16, 68 and 241.

478 Lal, Unintended consequences, 70-71 and 79.
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was “geopolitically multi-centred, cosmopolitan and non-hegemonic”. It had
“three ecological roots: irrigated river valleys and confined plowlands, the core
of the land empires of the Near East; more open, extended plowlands in Europe;
and the inland seas that connected them. The juxtaposition of such ecologies was
unique in the world; therefore, in world-historical terms, so was the civilization
to which it gave rise.”*” Its population density was less than in the Far East
because its agriculture was less productive. It had rain-watered agriculture, not
one based on irrigation. It therefore, according to Mann, gave rise to less cen-
tralised, despotic states, more autonomous but cooperating individual peasant-
households and a very energy-intensive mode of production. All this strength-
ened local and medium-distance trade in ordinary goods.**

In books by David Cosandey and Hubert Kiesewetter, geography, too, plays a
pivotal role in explaining Western Europe’s peculiar path.**' David Landes fo-
cuses on culture, but his magnum opus also contains a chapter on geography, in
particular dealing with the negative effects of bad geography.** Bairoch in his
economic and social history of the world from the sixteenth century onwards
points at the fact that the agricultural revolution that took place in the West could
not easily be transferred to much of ‘the Rest’ and claims that factors like climate,
soil type and population density go a long way in explaining that fact.*> We
already pointed out the huge implications of the dependency on nature as
Douglas Allen highlights them in his book on the institutional revolution. But at
least overall that dependency and the ensuing variance and unpredictability
were facts of life for all those living before the Industrial Revolution. It might, of
course, be the case that some were hit harder than others, as is often suggested.
But I have never come across an analysis in which that was actually and con-
vincingly shown.

Itis quite obvious that nature can make a difference. Who would deny that, for
example, location (or for that matter climate, soil and so on) is important and
can have negative but also quite positive effects? We already referred to Jones,
Diamond and Morris who all make claims in this respect and will later on briefly
discuss Pomeranz’s comments on the different location of British and Chinese
coalfields. Before the existence of modern means of transportation in particular,
landlocked countries indeed had a real disadvantage, although that has not
prevented landlocked Switzerland and Austria to in the end become quite
wealthy. South America was further from Europe than the Northern half of the
New World, which certainly had effects on its development. Just like the fact that

479 Mann, Sources of social power, I, 189.

480 Mann, Sources of social power, I, pages 184 -189 and 399 -409.

481 See Cosandey, Le secret de I’Occident and Kiesewetter, Das einzigartige Europa.
482 Landes, Wealth and poverty of nations, chapters 1 and 2.

483 Bairoch, Victoires et déboires, II, 648 -661.
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it was internally less well connected via rivers and canals than, for example,
Western Europe was. Roman Studer has convincingly shown the importance of
geography as an explanation for differences in market integration between parts
of Europe and the advantages of Europe’s low lands in this respect as compared
to parts of the continent with fewer waterways and more relief.** High trans-
portation costs in Africa, worsened by low population density, had an impact on
economic potential. Something as prosaic as the direction of winds could have
major effects. This is what Felipe Ferndndez-Armesto writes about the Indian
Ocean: “The frustration of the Indian Ocean and the fulfilment of global am-
bitions in the Atlantic have to be explained in part with reference to the in-
escapable facts of geographical determinism: the tyranny of the winds.”*** Ob-
viously natural endowment in terms of the fertility of land, the availability of
certain natural resources, flora, fauna, diseases and changes in them mattered. In
regard to these changes, there is the enormous global impact of the ‘Columbian
Exchange’ and of ‘European ecological imperialism.***

Very important factors that to a certain extent can be regarded as geo-
graphical and that in my view have not been sufficiently taken on board in the
Great-Divergence debate are size and population density in connection to ad-
ministrative unities or polities and their implications for effective rule. Let me
only point at one quite recent and very interesting effort to figure out its possible
implications: the book by David Stasavage, States of credit. Size, power and the
development of European polities. In this book Stasavage, to quote from the flap
text “...shows that active representative assemblies were more likely to be
sustained in geographically small polities. These assemblies dominated by
mercantile groups that lent to governments, were in turn more likely to preserve
access to credit.”*” That, in turn, to pursue the line of reasoning further than
Stasavage does, at least explicitly, made those states stronger in terms of infra-
structural power.**® States that are infrastructurally weak in my view, will never
be able to industrialise and experience modern economic growth. In the pre-
industrial world, effective and efficient rule, whether it was tried via bureauc-
racy, patronage or the selling of offices, in the end was only possible when an
effective and efficient system of monitoring could be put in place. That, at the

484 Studer, Does trade explain Europe’s rise? http://www2.Ise.ac.uk/economicHistory/pdf/
WP129.pdf.

485 Fernéndez-Armesto, Civilizations, 483.

486 See Crosby, Columbian exchange; idem, Ecological imperialism; Nunn and Qian, ‘Co-
lumbian Exchange’ and iidem, ‘Potato’s contribution to population and urbanization’;
Mann, 1491, and idem, 1493. For the role of disease in economic development see, as an
introduction, McGuire and Coelho, Parasites, pathogens and progress.

487 Stasavage, States of credit. This comment is on the inner flap of the book.

488 For that concept see pages 378 - 379.
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time, was only possible over a certain area given the limitations of transport and
communication. Britain, which also happened to be an island with very good
internal communications, a set of circumstances it used very effectively, here had
a huge advantage over China.*”” I would consider the disadvantage with respect
to China as compared to Britain as of fundamental importance in any ex-
planation of why China did not industrialise. More generally, it cannot be purely
accidental that in the nineteenth century as a rule it was not small city-states or
huge empires that modernised their economies most successfully, but medium-
sized, territorial nation-states. Those apparently had an optimal size to ration-
alise and modernise their economies and state-apparatuses.

In my view, giving a central role to geography in explaining the Great Di-
vergence by claiming it ‘favoured’ the West is not very helpful and in the end
rather misleading. Not because I would principally want to deny that some
things in history are more important than others. I consider as exaggerated the
following claim by Felipe Ferndndez-Armesto in a book in which he presents a
comparative history of civilizations “arranged environment by environment”:
“... T am not aware of any evidence that any of the human experience we lump
together under the heading of ‘history’ is determined by anything.”*® My cri-
tique is twofold: part of it is fundamental and concerns the general relevance of
geography to the question at hand; part of it is specific and concerns certain
concrete geographical explanations. Let me start with some comments on spe-
cific explanations and begin with Jones’s claims. Studying the maps of Europe
and China and judging by my extended travelling in both parts of the world, am
not convinced that Europe’s geography would indeed encourage and support
greater fragmentation than China’s. Without the Grand Canal, for example, the
digging and maintaining of which cost an enormous amount of effort, the
connection between Southern and Northern China would have been quite ten-
uous. In my view, one could come up with many more examples that China
actually was only loosely integrated by nature.*”' The claim that Europe’s trade in
bulky goods was unique also is hard to defend in any case in regard to quantities.
Long-distance grain trade in eighteenth-century China dwarfed that over the

489 See e.g. Guldi, Roads to power. For a very interesting text connecting much of the wea-
knesses and problems of the state in Qing China to its size that made it all but impossible to
really monitor officials, see Tuan-Hwee Sng, ‘Size and dynastic decline. The principal-agent
problem in late imperial China, 1700 - 1850’, http://apebhconference.files.wordpress.com/
2009/08/sng.pdf, November 10, 2010.

490 Ferndndez-Armesto, Civilizations, VIII and XI. Compare his comments on page 158.

491 See, for example, also McNeill, ‘China’s environmental history in world perspective’, 35:
“...China was probably the most ecologically diverse polity in the history of the world
before Britain assembled its far-flung overseas empire ... it remained for more than eleven
centuries (from about A.D. 650 to 1800, PV) the state with the greatest ecological com-
plementarity.”
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Baltic, the biggest example of such trade in Europe.*”” When it comes to the

variety of ordinary goods that were traded, my hunch is that Jones is correct.
There are also good reasons to doubt whether diversity and the fact that there
were so many core areas actually was favourable to Europe’s growth. It in any
case is far from obvious. Jones’s comments on potentially positive peculiarities
of Europe’s climate are too vague to be really put to the test and looking at
agricultural yields in regions with other climates, for example Central and
Southern China, does not exactly suggest Europe had an advantage here. His
comments on disasters that in Europe would have the specific effect of making
labour more expensive which would advance innovation and along with it
growth seem fairly farfetched, the more so as wages in Europe varied strongly
according to time and place, and he does not come up with clear significant
relations between disasters, labour supply and innovation.

Jared Diamond’s comments on the geographical differences between Eurasia
and other parts of the world certainly are very relevant and may indeed go along
way in explaining their differing development, but when it comes to explaining
the Great Divergence, they are irrelevant. The characteristics of Eurasia in its
entirety of course cannot explain why modern economic growth would emerge
in a specific part of it."”* The book tells us next to nothing about why Western
Europe grew rich and China or India didn’t. He simply repeats the often heard
argument that Europe was privileged because it had more and better access to
water transport and because it - thanks to its geography - consisted of a large
number of competing entities, but that cannot ‘geographically’ explain sustained
growth. T have already extensively published my critique on Morris elsewhere.**
So there is no use to repeat myself here. The ideas of Pomeranz will be dealt with
quite extensively at various occasions in this book. For critique on Mann’s
geographical approach, I can for example refer to an analysis by James Blaut.*”

It would not be very useful, and it is in any case is not my intention, to deal
here with each and every claim and each and every comment. I want to focus on
the one fundamental critique that applies to all geographical explanations of
growth, in particular modern growth. What we want to explain in our analysis is
not just some growth and some difference in wealth but (the emergence of)
modern economic growth, i. e. substantial growth over consecutive decades and
(the emergence of) an enormous gap between those whose economies grow and
those whose economies do not. Considering this specific explanandum, which is

492 See for some examples Pomeranz, Great Divergence, 34 - 35. For comments on European
and Chinese market integration see Shiue and Keller, ‘Markets in China and Europe’.

493 Comments can be found, for example, in Blaut, Eight Eurocentric historians, chapter 8, and
in Acemoglu and Robinson, Why nations fail, chapter 2.

494 See Journal of Global History 7, 1 (2012) 143 -147.

495 Blaut, Eight Eurocentric historians, chapter 6.
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characterised by continuous change and continuous increases in production and
productivity, we simply cannot not expect very much from references to geo-
graphical conditions that by definition are rather static. Their direct relevance in
explaining the Great Divergence, a relatively sudden and quick process, is
anything but obvious. One may well doubt whether one can explain a temporary
phenomenon, such as the economic primacy of Western Europe during certain
centuries (or of China in earlier ones) by referring to virtually permanent
conditions, such as the topography of Europe and China. The following quotes
by none other than Eric Jones indicate why references to geography can certainly
be useful in explaining (modern) economic growth as long as one realizes their
limitations: “...resource endowment is not very helpful in explaining change.
Resources are a function of the available technology and have no economic
meaning until a technology has been invented to employ them.”**® According to
Jones, “By itself geography explains nothing. ... Yet geography may not be
altogether dismissed. The layout of the world does affect the relative costs of
economic activity under any one technology.”*’ He defines the role of envi-
ronmental factors as “to sketch out least-cost paths of human action Ceteris
paribus we should expect them to have been followed.”**® He then for the case of
Europe adds: “An environment of relatively cheap capital may well have influ-
enced the rate of innovation.”*”” One must, moreover, realise that even if all the
geographical conditions referred to had played an important role in the eco-
nomic history of Western Europe and provided certain benefits and advantages,
they apparently up until the eighteenth century did not create a significant gap in
wealth, growth and development between (Western) Europe and the most ad-
vanced other economies of the world. So one may well ask why they would do so
from then onwards. In that respect, it is not very helpful that most references to
geography, just like those to ‘culture’ are so broad and under-specified. A nice
example of how to try to make connections that are more concrete and direct
would be Terje Tvedt’s systematic comparative analysis of water systems in
Britain, China and India, in which he analyses how differences in those systems
might in concrete terms explain that Britain industrialized and China and India
did not.>”

496 Jones, European Miracle, XXVI. Referring to Pomeranz’s work and his explanation of
Britain’s take-off via coal and colonies, he writes in his Cultures merging on pages 115-116:
“Resources do not guarantee their own development.” One has to deal with them “pro-
ductively and accumulatively.”

497 Jones, European Miracle, XXVII.

498 Jones, European Miracle, 228.

499 Jones, European Miracle, 228.

500 Tvedt, ‘Why England and not China and India?’.
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2.  Geography, factor endowments and institutions

My previous comments, of course, do not exclude the possibility that natural
conditions set societies on a certain path, or as Jones put it, sketch out least-cost
paths of human action, which then do or do not lead to economic development
and growth. That means one might look at geography as setting limits and
providing challenges. To argue in terms of geographical challenges or possi-
bilities and ensuing responses has become quite popular, particularly with
scholars who discuss the connection between geography and institutions.
Probably the connection that is most frequently assumed in global economic
history is the one that leads from geography to ‘dispersion’ to (political) com-
petition and from there to wealth. Despite its popularity, this argumentation is
not very convincing. Apart from the fact that it is not at all evident that geog-
raphy indeed led to political fragmentation, the connection between competi-
tion amongst polities and economic growth that one comes across in almost all
publications on the rise of the West is far less clear and unequivocal than is
usually assumed. Even when it comes to determining the exact advantages of
competition - and the best type of competition - between economic actors,
economists are not exactly of one mind. When it comes to the quite different
logic and structure of competition between political actors, opinions are even
more divided. My hunch would be that most economists at least are rather
negative about the economic impact of the way in which polities in Europe - and
elsewhere - competed with each other before the Great Divergence. In Europe,
that competition normally was played out according to mercantilist rules and
amongst the majority of economists mercantilism still has a very bad name. We
will return to that topic later on in this text.

Let us elaborate some more on the challenge-response line of reasoning. Jared
Diamond, to whom we have already repeatedly referred, claims: “All human
societies contain inventive people. It’s just that some environments provide
more starting materials, and more favourable conditions for utilizing in-
ventions, than do other environments.” Morris’s perspective is quite similar.
He departs from what he calls ‘the Morris theorem’. That reads: “Change is
caused by lazy, greedy, frightened people looking for easier, more profitable, and
safer ways to do things”*” and thinks geography sets the stage for human activity
providing people with challenges, to which they (have to) respond. This
‘adaptive’ view transpires in his favourite quote: “Each age gets the thought it

501 Diamond, Guns, germs and steel, 408.
502 Morris, Why the West rules, 28. Strikingly enough, this mega-generalization is presented
without any empirical underpinning or reference to empirical studies by others.
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needs.”” If other people would have been located and challenged like the in-
habitants of Western Europe, they would have developed and thought like
them.*® For him history is a “single grand and relentless process of adaptations
to the world that always generate new problems that call for further adapta-
tions”.*” Geography functions as the necessity that is to become the mother of
invention. Confronted with similar situations, people will respond in similar
ways. He comes up with an explanation of the Great Divergence of the eighteenth
and nineteenth centuries a la Pomeranz, claiming that it resides in the Atlantic
economy and its ghost acreage in combination with coal and steam, and then
quite consistently claims that if Asia had had an Atlantic economy and coal, it
would also have had an industrial revolution.”® That Western Europe became the
centre of the Atlantic economy, again, at least according to Morris, is due to
geography. It was simply a matter of location: it was relatively easy for Europeans
to discover and exploit America.””” He does acknowledge the importance of
science and technology in economic development but interprets their devel-
opment in the West too as a simple consequence of the ways in which Western
scholars were challenged to tackle particular problems, in particular practical
concerns raised by the emergence of the Atlantic economy. In his view that
economy generated “new challenges, stimulating the whole package of scientific
thought, mechanical tinkering, and cheap power”.””® Prasannan Parthasarathi
also thinks in terms of challenges and responses. According to him, India, to only
focus on the Asian country that is central to his analysis, did not industrialise
because it was not challenged as Britain was by foreign competition as textiles
producer nor, what is relevant here in our discussion of geography, by scarcity of
wood. Let me just give two quotations: “Europe followed an exceptional path
because it faced a set of pressures which were absent in India and only partly
found in China. Therefore, India and China had no need to forge the economic
and technological responses that emerged in Europe”;” and “What was ex-
ceptional about Europe was not its economic and political institutions or cul-
tural makeup but the pressures that it faced, which were different from those in
India and China.”" In industrialising Britain, solutions were concocted for

503 See e.g. Morris, Why the West rules, 423, 476, 481, 506 and 568.

504 Morris, Why the West rules, 565 and 500.

505 Morris, Why the West rules, 560.

506 Morris, Why the West rules, 502 and 573.

507 Morris, Why the West rules, e.g. 421. See for a similar line of reasoning Blaut, Colonizer’s
model of the world, 181: “If the Western Hemisphere had been more accessible, say, to South
Indian centers than to European centers, then very likely India would have become the
home of capitalism, the site of the bourgeois revolution, and the ruler of the world.”

508 The quotation is from Morris, Why the West rules, 502. See further ibidem, 500 and 570.

509 Parthasarathi, Why Europe grew rich, 10.

510 Parthasarathi, Why Europe grew rich, 12.
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problems that simply did not exist in India and to a much lesser extent in China.
Let me just give one final example, a quotation by Wallerstein referring to the
invention of the steam engine in Britain: “A new technology was needed that
would change a high-cost industry [iron making that was expensive because of
an existing lack of wood according to Wallerstein] into a low-cost one. The
efficient use of coal, along with the steam engine to convert the energy, was the
solution.” This is just about all he has to say about innovation.”"!

To be honest, I am quite surprised at the extremely straightforward way in
which these renowned scholars - and others - jump from challenges to re-
sponses. Morris’s claims about geography’s challenging role in explaining the
Great Divergence are far too mechanistic. When it comes to Europe’s advantage
in terms of location - as highlighted by him - one can only be brief. Leaving aside
the question whether, as he suggests, ‘the Americas’ explain Western Europe’s
take-off: is not Western Africa even closer to the Americas? To pretend like he
does, for example, that maintaining and exploiting the Atlantic economy would
have provided Europe with the fundamental challenges for science and tech-
nology is very far-fetched and as a general statement simply untenable. The
often-repeated claim that every time gets the thought it deserves, sounds hollow
and quite meaningless upon closer inspection.

The thesis that the exploration and exploitation of the Atlantic would have
been a challenge, as Morris implies — apart of course from the fact that as he
himself indicates, Columbus never meant to discover America and never knew
he did - is rather exaggerated and in any case one-sided. Adam Smith already
wrote: “The establishment of the European colonies in America and the West
Indies came from no necessity.”512 This line of reasoning would, moreover, at
least suggest that for a country like China, challenges to explore and colonize
would have been lacking. That thesis has for example been defended in many
stories about the ending of Zheng He’s voyages in fifteenth century (1368 - 1644).
China would simply lack economic reasons for exploring the world. This would
also apply to Qing China. Did not the Qianlong Emperor in his famous letter to
George III King of England in 1793 write the following?

As your Ambassador can see for himself, we possess all things. I set no value on objects
strange or ingenious, and have no use for your country’s manufactures. ... our Celestial
Empire possesses all things in prolific abundance and lacks no product within its own
borders. There was therefore no need to import the manufactures of outside barbarians

in exchange for our own produce.’”

511 Wallerstein, Modern World-System III, 26.

512 Smith, Inquiry into the nature and causes of the wealth of nations, 11, page 558.

513 http://academic.brooklyn.cuny.edu/core9/phalsall/texts/qianlong.html Emperor Qian-
long: Letter to George III, 1793. One can easily find many other similar quotations.
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That emperor may have fought many wars, like his father and grandfather, but
those in the end were only to secure borders, not to extract resources from
colonies. Very recently, Pomeranz again and succinctly made this point: “...
there was no mercantilist colonialism there (i.e. in Qing China PV) ... because
such activities quite reasonably did not seem worth it.”*"* Actually there were
more than enough good reasons for the Qing rulers in the very long eighteenth
century to more intensely exploit China’s peripheral regions such as the border
regions in the Southwest, Tibet, Xinjiang, Mongolia, or Manchuria. No pre-
industrial society was so wealthy that its rulers could really afford to be com-
placent and not try and increase available resources. China’s rulers were not
‘colonialists’ like their counterparts in Western Europe for a mixture of reasons:
lack of strength or resources, lack of motivation, and, at times, because they
explicitly did not want to, as can be seen in the particular case of Manchuria. That
region, about twice the size of France, could have provided far larger amounts of
bean cake, grains, and wood than it did and also huge amounts of coal, and it
could have accepted far more immigrants. All that would have been good for
China’s economy. The country’s rulers simply were not interested and had other
priorities.”"® Their country, from the last decades of the eighteenth century on-
wards, was not exactly lacking challenges of all sorts but hardly any of them
received an adequate response.’'® As general statements, claims about challenges
and responses do not explain anything at all.

Geography, moreover, and therefore its challenges and possible responses, in
many respects does not need to be stable. I already referred to the Columbian
Exchange and to Western ecological imperialism. But there are other relevant
examples. Britain in the High Middle Ages was an outlier: the heart of Europe’s
economy was still in the Mediterranean that, however, with the ‘rise of the
Atlantic’ became much more peripheral. With the ‘opening’ of China, its coastal
regions became more important, whereas several core regions of the country
turned into hinterlands.”"” Politics of course can also determine geography.
Peking and Madrid, for example, were capitals and therefore economically very
important although, geographically speaking, their location was anything but
ideal. But the rulers of China and Spain simply wanted it that way. What is more,
neither ‘challenges’ nor ‘responses’ - geographical or otherwise - are actually
‘objective facts’. Problems, to a large extent, are in the eye of the beholder. Up
until the 1830s, for example, the Chinese basically ignored the presence of the
British at their doorstep. They did not see a problem. When it comes to solutions,

514 Pomeranz, ‘Ten years after’, 20.

515 Yong Xue, ‘A “fertiliser revolution™?

516 See for an overview Rowe, China’s last empire.
517 Pomeranz, Making of a hinterland.
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these are not ‘objective’, unequivocal either, with each problem having ‘its’
solution. In the eighteenth century, the increasing scarcity of wood was dealt
with differently in China, Japan and Britain. Such scarcity itself, moreover, is
never simply a matter of geography. It depends on supply and demand. In
Britain, e.g. it to a large extent was a consequence of huge demand by the navy
and the iron industry.”"® In brief, geography, the assumed ‘ultimate explanation’,
is not itself a hard ‘fact’.

Let us expand a little on ‘the challenge’ of wood scarcity and ‘the response’ of
coal that figures so prominently in the analyses of Pomeranz and Parthasarathi,
among others, and that holds centre stage in so many debates on the Great
Divergence. Like Britain, China faced wood shortages. But hardly anything was
done to substantially increase coal production, either by private entrepreneurs
or by government. Pomeranz’s Great Divergence argues that the biggest coal
deposits in China lay in the Northwest, too far away from the fuel users in the
economic heart of the country.”’ Several scholars rightly claim that the problems
involved in transporting coal from there to places where it was neeeded could
have been solved. The weakness of the Chinese state and the fact that it had other
520 Moreover, even if the
Northwestern province of Shanxi had been the only place with large known coal
fields, this province happened to be home to the famous Shanxi bankers and for
many decades into the nineteenth century actually was a fairly wealthy and
capital-rich region, not a backwater, as Pomeranz wants to suggest. As a matter

priorities are important reasons why they weren’t.

of fact there was coal, and there were coal mines in several other parts of the
country.® It apparently has been claimed that “...coal had been much more
used than wood as energy resource by the Chinese since the end of the Ming
Dynasty”.”> To make things even worse for the Californian position, Loren

518 For demand by the Navy, see Patrick Melby, ‘Insatiable shipyards: The impact of the Royal
Navy on the world’s forests, 1200-1850’, http://www.wou.edu/las/socsci/history/Se-
nior%20Seminar%20Thesis%20Papers%20HST%20499/2012/Melby,%20Patrick.pdf

519 Pomeranz, Great Divergence, 64-67.

520 See e.g. Li Bozhong, Development of agriculture and industry in Jiangnan, 59 and Perdue,
China marches West, 539 - 542.

521 See for some examples Parthasarathi, Why Europe grew rich, in the Index under ‘Coal, in
China’ and for a contemporaneous comment Abel, Narrative of a journey in the interior of
China, 194: “The missionaries inform us that coal mines are so abundant in every province
of China that there is, perhaps, no country in the world in which they are so common.” Abel
refers to a publication by Jean-Baptiste Grosier, 1743 - 1823, a French abbot, who in 1788
published his General Description of China. He refers to Volume One of this book.

522 Xiang CHI, master candidate at the Department of History of Tsinghua University Beijing,
referred me to an article by Professor Zhonglin Qiu, ‘Population growth, deforestation and
the living fuels transition of Ming Beijing’, The Journal of the Historical Language Institute
of Academia Sinica Volume 74, 2003 in which this claim is made. I could not consult the
article myself.
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Brandt, Debin Ma and Thomas G. Rawski have come up with data that throw very
serious doubts on the Californian claim that China lacked cheap coal.® The
reason Pomeranz gives for explaining why China did not develop steam pumps
and steam engines is questionable too. In Britain, those pumps were first de-
veloped and used to drain mines. According to Pomeranz, Chinese coal mines
had much less of a water problem.* That is not true: the Chinese encountered
serious problems of drainage in their mines t00.’** Such problems also existed in
many copper mines that were of enormous importance for China’s economy and
China’s state, since they provided the country with its daily money.”® But it looks
as if “the Chinese avoided mines with the underground flooding problem al-
together.””” Steam engines could have been put to good use in Chinese mines for
ventilation or fire prevention.””® There would, moreover, have been plenty of
room for inventions in early modern China to save labour or resources outside
the mining sector, for example in irrigated agriculture. As long as humans’
material desires are not satiated, there always is a potential demand for new,
better, and more cost-effective technologies. Yet for half a millennium almost
nothing was done to improve on the methods inherited from the past.’®” In brief,
there existed several very good reasons to invent pumps and steam engines in
China. The challenge was not taken up. China’s mining technology when it came
to mining coal, gold or silver was and continued to be very primitive as com-

523 See Loren Brandt, Debin Ma and Thomas G. Rawski, China’s long-term economic growth:
retrospect and prospect. Paper prepared for the Asia Historical Economics Conference
Tsinghua University Beijing 19-21 May 2010 http://ahes.ier.hit-u.ac.jp/ahec_beijing/pa
pers/may21_no26.pdf. Consulted 14-9-2012.

524 Pomeranz, Great Divergence, 64-67. Acually, James Watt primarily worked on his steam
engines to solve drainage problems in tin mines in Cornwall, where labour was cheap and
coal expensive.

525 Seee.g. Golas, Science and civilisation in China, 186; Xu Dixin and Wu Chengming, Chinese
capitalism, 1522-1840, 5, 13, 93, 266-267, 277, 280, 287, 289-291, 296 -297 and Mark
Elvin, ‘Skills and resources in late traditional China’ in: Elvin, Another history, 64-100,
Ppages 90 - 93. Japanese mines, by the way, also suffered from serious drainage problems and
there too no innovative response was found to this challenge.

526 For copper mining see Tsu-yu Chen, ‘China’s copper production in Yunnan province 1700 -
1800’, the conclusion on page 117: “In the beginning of the nineteenth century, because of
the perilous mineshafts that went deeper and deeper, the less rich copper lodes that had
been exhausted, the serious flooding of mines, and the fuel shortages for smelting, copper
mining became more expensive. To produce 100 catties of copper, 1,400 to 1,500 catties of
charcoal was required and soon deforestation occurred in the areas of copper mining, so
people must transport charcoal from afar. Copper production in Yunnan declined on
account of failure to break through the bottleneck of mining techniques.”

527 Deng, ‘Why the Chinese failed to develop a steam engine’, page 168. Compare Elvin, ‘Skills
and resources’, pages 92-93, and Harrison, Man awakened from dreams, 114-115 and
132-133.

528 Deng, ‘Why the Chinese failed to develop a steam engine’, 168.

529 Elvin, ‘Skills and resources’, 90.
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pared to Europe’s in the early modern era.” In this context it, of course, is also
striking that already the Frenchman Denis Papin (1647-1712) was ex-
perimenting with a rude kind of steam engine, i.e. at a time when problems of
fuel scarcity were far less pinching than in Britain or China one century later.
Apart from Britain, he also worked in France and Germany where conditions
were quite different. Besides, the problems encountered in China’s mines were
not only technical. Mines often closed during parts of the year when peasants
who worked in them had to tend their land.””' Low wages made big investements
risky as larger mines that might consider them had to compete with small
2 Here, too, the
challenge-and-response and necessity-is-the-mother-of-invention theories
many scholars are so fond of actually often explain hardly anything.

The importance of geography is also emphasised in literature dealing with
economic growth in the way in which certain environments would ‘predispose’
certain societies to develop certain social relations and certain modes of pro-
duction with huge implications for their further economic development.
Douglas Allen emphasizes that institutions in a pre-industrial societies could
not ignore nature: “The institutions societies use depend on the role of nature,

operations where both investments and wages were very low.

its variability and (the) ability to measure and separate out natural from human
inputs in any activity.””” That, of course, is a statement that is quite true but also
so general as to be almost without substance: up until the end of the eighteenth
century all societies in the world were pre-industrial and very dependent on
nature’s whims. The ways they dealt with that fact and more in general with
factor endowments institutionally varied enormously. Let me refer to a couple of
‘institutional responses’ that are highly relevant in the context of this book.

A first example of a debate in which the role of institutions and their de-
pendency on factor-endowments holds centre stage is the extensive and in-
tensive discussion on the differences in economic development between Latin
America and the Caribbean on the one hand and the United States and Canada

530 This was shown beyond any reasonable doubt in a presentation by Professor Hans Ulrich
Vogel from Tiibingen University, with the title ‘Books on Mining and Salt Production:
Useful Knowledge in Late Imperial China’ given at a Conference of the British Academy in
London on 14 and 15 February 2013, called The Production and Circulation of Printed
Books in the Occident and Orient, from the Accession of the Tang Dynasty (c. 618) to the
First Industrial Revolution. The lecture will be published in a volume dedicated to the
conference and its topic. For further publications, I refer to his website at Tiibingen Uni-
versity.

531 Harrison, Man awakened from dreams, 114-115.

532 Harrison, Man awakened from dreams, 132-133. A fine example to show that economic
historians are well-advised not to ignore labour-relations.

533 Allen, Institutional revolution, 219. See also ibidem, 227: “...institutions [in pre-industrial
England] turn out to be ingenious solutions to the measurement problems of the day.”
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on the other, in which the first two are described in terms of ‘failure’ and the last
two in terms of ‘success’. This specific Great Divergence is at the heart of some
very interesting analyses in particular by Acemoglu, Johnson and Robinson and
by Engerman and Sokoloff. Their analyses have had a huge impact and are very
interesting in terms of their methodological reflections on how to do long-term
comparative research. As indicated, they start from certain increasingly dis-
puted assumptions about the existence of huge differences between countries in
terms of national wealth; their inequality of incomes and wealth; their colonial
and postcolonial settlement patterns and labour systems, and the extent to which
there was a drain of money and resources from colony to motherland.”* If those
views, now supposed to be true, turn out to be unacceptable, that would of course
have major implications for the explanations that build on them. But that would
still not detract from the value of learning about the positions in the debate as
they exist now and how they are constructed and defended. I want to present an
overview of where the debate is and where it might be going, not to predict it. The
debate about connections between factor endowment and institutions is also
waged for the case of Africa but up until now that has been done less explicitly
and extensively. For the period that is discussed here, labour is regarded as
relatively scarce for most of Africa - but also as relatively unproductive in
agriculture - and land as relatively abundant. This would have created certain
challenges and blockades that scholars are now beginning to analyse.**

But let us here focus on the American case to try and illustrate possible
mechanisms behind growth and stagnation. As a rule, three blocks are dis-
tinguished in the New World: the North (Canada and the territories of the USA,
with of course some major differences between North and South), the Caribbean
and Latin America (for centuries almost entirely under Spanish and Portuguese
rule). Let us begin by briefly discussing the famous efforts by Acemoglu, Johnson
and Robinson to see a close connection between the environmental conditions
and the emergence of a certain kind of economic institutions in regions

534 Actually two further comments are in order here: It is only for the nineteenth century that
historians have fairly ‘solid’ data. Much of what is claimed for the colonial era can very well
have been tainted in a kind of backward projection by what is known about the situation in
the first century after independence. On top of that there is the real danger of turning in
particular Latin America into much more of a ‘failure’ than it actually was. As compared to
the United States and Canada, its economies indeed fared badly during the nineteenth
century. But as compared to those two exceptionally dynamic and growing economies, just
about every region in the world ‘failed’. From a global perspective what happened in
Northern America was very exceptional whereas what happened in Southern America was
fairly normal. See e.g. Prados de la Escosura, ‘Lost decades’.

535 See e.g. the publications under notes 60, 61 and 597.
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colonized by Europeans.®* They make a fairly direct connection between factor
endowments, institutions and then growth and regard the presence or absence of
high mortality and diseases and the availability of specific resources as a kind of
trigger for developments in which institutions then become crucial. Regions
with high mortality because of diseases were not very attractive for Westerners
who basically only went there to extract as much resources as possible but not to
really settle. The wealthier those inhospitable regions were, the more they be-
came characterised by extractive institutions with coercive labour relations.
Regions with a less inhospitable environment - and less windfall profits from
resources — attracted settlers who wanted to make a living there and who created
their own favourable institutional environment with well-described and well-
protected property rights and representational government, in brief a set of
inclusive institutions, that according to Acemoglu and his colleagues make de-
velopment and growth all but normal. When in place, those inclusive or ex-
tractive institutions tended to perpetuate themselves via virtuous or vicious
circles.””’

Engerman and Sokoloff in their many analyses of the divergent economic
development of various regions of the New World pursue a similar strategy but
pay far more attention to how path-dependency in this context actually worked
and how resource-endowments exactly impacted economic development.”
They emphasise, without in any way becoming mono-causal, the fundamental
role of resource endowments in a broad sense of the word. For them, they cover
quantity and quality of land, climate, the kind of crops that can be grown and the
most profitable way to grow them considering the circumstances, and density of
(the native) population. They claim that differences in these endowments pre-
disposed different parts of the New World to focus on growing different crops or
specialising in specific activities which then had major, long-lasting implications
for the societies involved by setting them on certain trajectories. Those natural
factor-endowments had a very strong impact on emerging institutions, which in
turn could influence them. They do not claim the existence of some sort of ‘crop
determinism’ but think in terms of path-dependencies. Their position comes
close to the one Gareth Austin developed considering economic development in
Africawhen he pleads for a position that he refers to as ‘sophisticated geography’

536 See Acemoglu, Johnson, and Robinson, ‘Colonial origins of comparative development’ and
iidem, ‘Reversal of fortune’.

537 See page 125 ff.

538 See for a synthesis of their ideas, Engerman and Sokoloff, Economic development in the
Americas since 1500. See also Nathan Nunn, ‘Slavery, inequality and economic development
in the Americas’.
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and that claims that: “...institutions are very important for economic growth,
but are themselves partly responses to specific environmental conditions.”**

The resource-endowment approach of Engerman and Sokoloff is primarily
meant as an alternative to the approach of scholars who focus on explaining
those differing developmental routes in terms of the cultural or institutional
background of the settlers.”** What mattered according to them is not so much
whether, as has often been emphasised, settlers came from an Anglo-Saxon or at
least North-western European background or from Iberia, but where and under
what conditions they settled. They too, point at a ‘reversal of fortune’. For the
first 200 to 250 years of settlement of the New World, the regions that in the end
would become by far the wealthiest, the United States and Canada, were the
poorest and did not attract many settlers. The Spanish settlements of Mexico and
Peru with their still substantial native population, their large estates and their
enormous supply of bullion, and even more the Caribbean, with its booming
plantation economy over that period of time were far wealthier, looked more
promising, and attracted more settlers. The West Indies were the region that
attracted most immigrants from Europe from 1650s onwards till the beginning of
the nineteenth century, many more white people went to the mainland of South
America and the Caribbean than to Northern British colonies.”' By 1790, on a
per capita basis Haiti may have been the richest society in the world. In 1800 real
income per capita in Barbados and Cuba was still somewhat higher than in the
United States, where it was about equal to that in Argentina. In 1700, incomes in
Barbados and Cuba had been 50 and 67 per cent higher than in the British
colonies that would become the United States.>*? After the war of 1756 — 1763, the
victorious British had alively public debate over which territory should be taken

539 Austin, ‘The ‘reversal of fortune’ thesis’, 1021. For the concept ‘sophisticated geography’,
that was originally coined by Acemoglu, Johnson and Robinson, see their ‘Reversal of
fortune’, paragraph 4.2.

540 See e.g. Douglass North, who claims that the different fates of the lands North and South of
the Rio Grande were a matter of ‘Iberian’ versus ‘Anglo-Saxon’ institutional and cultural
legacies in North, ‘Institutions’, 97 - 112, and more extensively in North, Summerhill and
Weingast, ‘Order, disorder and economic change: Latin America versus North America.” He
thinks in terms of path dependency which here implies that you cannot simply transplant
institutions to different settings or get rid of one’s own institutional background. Compare
Acemoglu and Robinson, Why nations fail, chapter I, ‘So close and yet so different’, where
they juxtapose Nogales in Arizona in the United States and neighbouring Nogales in Sonora
Mexico, show the big differences in wealth and development between these two towns and
attribute them to institutions.

541 Engerman and Sokoloff, Economic development, 42 - 43. This seems to contradict the thesis
by Acemoglu and colleagues who claim that in unhealthy regions Europeans could and
would not settle. See Acemoglu, Johnson and Robinson, ‘Colonial origins’, Abstract. That
many sugar barons in the Caribbean were absentees or returned home as soon as possible is
another matter.

542 Engerman and Sokoloff, Economic development, 10-11.
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from the French as reparations, the Caribbean Island of Guadeloupe, measuring
1705 km2, or Canada! The high GDP per capita of the slave societies referred to
here, can be explained by the fact that a higher percentage of their population
worked than was the case in ‘normal’ societies and that their production was
highly capital intensive and commercialised and thus quite efficient. But appa-
rently the long-run growth potential of the Northern part of the continent was
higher than that of its Central and Southern parts.

The thirteen British colonies that were to become the United States after their
revolution and ‘Canada’ only became attractive for settlers quite late. For many
decades they attracted fewer migrants than the rest of America. As compared to
that rest they in any case looked less promising for people who wanted to get rich
quickly. The bulk of their immigrants came from Britain, France, and the
Netherlands. The places where they settled were relatively empty - or emptied -
and well suited for growing wheat and keeping livestock. As regions with a
natural comparative advantage in factor endowment for pastoral agriculture
they later on in the eighteenth and nineteenth century attracted Europeans who
were interested in settling and taking up that agriculture. As a rule, they were
more skilled than their Iberian counterparts.”*’ Almost without exception, their
mixed-husbandry farms tended to be relatively small. Experiments with large
landholdings worked by wage labour and with tenancy invariably failed and, as a
matter of fact, were rather half-hearted. Family farms owned by those who
worked them came to be the norm. Around 1900, three quarters of the people in
the United States owned land, in Canada that was even more. At times Engerman
and Sokoloff suggest — quite consistently considering their focus on endowments
- a fairly strict crop-determinist explanation for this state of affairs by claiming
that in growing wheat or other grains possibilities to create increasing returns to
scale were very limited if not entirely absent.’** As a general statement, that claim
is at the very least not very convincing, as the huge and profitable wheat farms in
Britain at the time show. What could have been the rationale behind all the
enclosing and consolidating of farms in Britain, if large grain-farms make no
sense? If, in the United States and Canada in the pre-machine age, wheat farming
had no increasing returns to or economies of scale, this must have been because
of some local idiosyncrasies. What is also striking is that those regions of mixed
husbandry knew no slavery or other forms of coerced labour. Considering their
resource endowments, that is not at all obvious.**® On the contrary, if we were to
believe scholars like Nieboer and Domar, the existing situation of land abun-

543 Fielding and Torres, ‘Cows and conquistadors’.

544 See e.g. Engerman and Sokoloff, Economic development, page 42, note 14 and page 53.

545 We must, however, not forget that at least one third of the new settlers during the colonial
period came as indentured labourers, and that the British banished many convicts to their
North American colonies.
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dance and shortage of people would - in the ‘right’ political context - have been
almost ‘ideal’ for the emergence of some kind of coerced labour.”*® According to
Engerman and Sokoloff, however, wheat productivity at the time was such that
slaves, for whom there existed high demand on the world market, simply were
too expensive.””’ The predominance of family farms thus actually was due to a
mixture of factors. It was very easy to set up independent farms, even for people
of small means. There was abundant free land and keeping people tied as wage
labourers or tenants simply would have been all but impossible. In any case, this
was not actually attempted.

To a very large extent, allowing free men to capture the economic surplus of
free land was a political decision. Labour was scarce on the frontier. Authorities
were very keen on attracting settlers who would develop the country and in-
crease its wealth, realising and accepting that letting them go ever deeper into the
country, made labour scarcer near the coast and drove up wages there - which
would, like in Britain, act as a stimulus to develop labour-saving techniques.
Governments actually supported the emergence of a very broad class of me-
dium- and small-size landowners. Up until into the twentieth century, they
overall allowed millions of immigrants to enter the country without, however,
allowing the country to become ethnically ‘too’ diverse. In the United States
around 1800, some eighty per cent of the population still was ‘white’, some
twenty per cent ‘non-white’, mostly black slaves and a small number of Native
Americans. Those black slaves were concentrated in the Southern part of the
United States that resembled the slave societies of the Caribbean far more than
the rest of the country. Slavery there in the end was abolished in the 1860s and the
economy became more integrated with that of the rest of the country, which led
to structural change, without, however, obliterating its legacy. At first with the
official abolition of slavery in 1865, when slave owners did not receive any
compensation, large plantation-like landholdings disappeared. For those
products for which it made economic sense, they tended to re-appear using
other cheap, often only semi-free labour.

So apart from the South, in the United States and in Canada a society emerged
where the majority of people owned land and where inequality of income and
wealth was relatively low. Moreover, an increasing number of the population,

546 See page 190.

547 See Engerman and Sokoloff, Economic development in the Americas, 42 -53. Robert Allen
holds a similar view. According to him there was no slavery in the Northern parts of the USA
because slaves would not have generated enough income to cover their costs. See Allen,
Global economic history, 72. Compare, however, page 173 of this text and Moulier-Boutang,
De lesclavage au salariat, 209, where the author refers to the use of slaves on farms
producing wheat and vegetables in the Northeast of (what were to become) the United
States.
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beginning of course with those owning land, acquired the right to vote. With the
passing of time, wealth-based restrictions on franchise were weakened or even
removed entirely. Voters voted for fairly progressive tax systems in which the
bulk of the - already low - taxation was on property.>* They also voted for a very
broad and open system of education. The white population of the United States
in 1800 were the most literate people of the world. Apart from the South of the
United States, both the United States and Canada were characterised by high
economic participation and activity, and by a substantial mass-market, which
facilitated economic development and the emergence of modern economic
growth that to such a large extent depends on the ability to sell standardised
mass products. The United States already started to industrialise quite early but
did not do so via what has long been the considered the ‘classic’ route i. e. via one
or more leading sectors, massive use of new technologies and new power
sources, and a substantial increase of capital-intensity. Scale effects were im-
portant but, as indicated, more in broadening and deepening the market, i.e.
more via demand than supply. Development and growth occurred over a broad
range of economic activities, often via incremental improvements in organ-
isation, methods of producing and marketing. Less capital-intensive industries
generated just as much growth as more capital-intensive ones. In the first dec-
ades of the nineteenth century, the United States and Canada clearly became the
wealthiest regions of the Americas.

Resource endowments and trajectories of the Caribbean region, to a lesser
extent Brazil and, as indicated to a lesser extent also the Southern parts of the
United States, were quite different. Those regions were quite empty when settlers
arrived. Their native population was small and declining as in the North. But in
terms of soil and climate they were perfectly suited to grow cash crops like
tobacco, coffee, cotton, sugar and rice, that in this region was not a local staple.
The most cost-effective way to grow those products at the time - considering the
enormous and growing global demand for them - was on large units. As not
enough native labour was available for working on large farms and white settlers
were simply unwilling to become wage labourers, another solution was looked
for. The option chosen was to make slaves do the work. A plantation economy
emerged specialising in cash crops and with slaves as the main labour force. The
region may have been quite unhealthy for settlers from Europe but they could
earn such huge incomes as planters that many people nevertheless left Europe to
try their luck. No part of the Americas received more European immigrants
before 1800 than the West Indies.

The societies that emerged here became characterised by the enormous

548 In all these respects, strikingly enough, the United States in the first half of the nineteenth
century were the exact opposite of industrialising Britain!
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differences between the wealthy and ruling elite and the bulk of the population
that consisted of poor slaves. In the West Indies, more than three quarter of the
population consisted of imported slaves. The planters came to get rich, that is if
they were not simply absentee landlords, spent and invested the bulk of their
money abroad and as a rule went home when they had made their fortune.
Amongst the imported slaves, mortality was very high so the slave population
had to be constantly supplemented with new ‘imports’. Inequality in terms of
income and wealth was enormous. Many people were excluded from active
economic life and no mass market for consumer goods existed. The small ruling
elite used its economic and political power to try to perpetuate the status quo.
Franchise remained very restricted and expenditure for mass education was tiny.
Literacy and numeracy were low. The economies of the region would always be
very vulnerable in their one-sided export-orientation and lack of general de-
velopment. When their cash crops were hit by crisis, so were their entire
economies. In the nineteenth century they all were poorer than the United States
and Canada and had far less potential for development.

Mexico and Peru were the regions that first attracted larger group of immi-
grants, in this case Spaniards. The situation there, still according to Engerman
and Sokoloff, can be described in the following terms. Notwithstanding the
enormous mortality under native inhabitants as a consequence of diseases the
Europeans brought with them to the New World, the number of original in-
habitants surviving there still was substantial and it grew enough to provide
labour force for incoming settlers. The happy few amongst the immigrants from
Spain often received large tracts of land and the necessary labour force that goes
with it. In agriculture, they more or less continued the old tribute system, now
running their large estates, so-called encomiendas, with coerced labour. Apart
from on large estates, labour was also coerced to work in gold and silver mines,
which provided a source of easy money i.e. very high incomes for a privileged
elite, without providing many workers with a - very poorly paid and very un-
healthy - job. By and large, mining hardly had any backward and forward
linkages for the rest of the economy apart from pushing up prices. It provided a
textbook example of ‘the curse of resources’. A very substantial part of the
bullion of the colonies of Spain - and for that matter Portugal - was siphoned off
as taxation to the mother country or redistributed between parts of the empire
but here too local elites managed to use their leverage to pay little and receive a
lot.>* There was no need to allow many immigrants to enter. Immigration was
actually opposed and restricted in an effort to not have to share the spoils and
intermarriage between settlers and natives was not prohibited, which of course
proves once again that one never can ignore the role of politics. In the Spanish

549 See for this redistribution Grafe and Irigoin, ‘Spanish Empire and its legacy’.
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colonies in the Americas around 1800, less than twenty per cent of population
could be considered white, in Brazil at the time that was some twenty-five per
cent. In the end a situation emerged that in essence was not unlike that in the
Caribbean with a very high inequality of income and wealth, elites that kept
franchise restricted and did not bother with mass education, low economic
participation or much mass consumption: in brief, here, too, a set of conditions
emerged that were not exactly supportive for economic growth.

The reasons whether crops were grown on plantations or not, and whether
this led to slavery or not, as Engerman and Sokoloff themselves show, actually
were never simply geographical, far from it. They, with good reason, do not want
to preach a kind of ‘crop determinism’. The first crop that comes to mind when
we think of plantations probably is sugar, a crop that in the eyes of Sidney Mintz
almost automatically becomes associated with large-scale production by
slaves.” That association is also often fairly automatically made with cotton and
to a lesser extent tobacco, especially of course because of what happened in the
Americas. But in China these crops almost without exception were grown on
family plots, very tiny ones at that. Talking about China, there of course also is
the example of tea; a plant that by most people is associated with plantations like
those in India and Ceylon but that in China, the country that originally mo-
nopolized its export, was grown on family plots. That also goes for rice, which as
a rule is typically regarded as a crop to grow on small plots, as indeed was the
case in entire East Asia. There are even theories, e.g. by Francesca Bray, ex-
plaining why before the so-called Green Revolution this had to be the case.”
That seems exaggerated as the availability of labour and its characteristics
definitely also play their part. In what is now the United States, where land was
relatively abundant and labour relatively scarce and expensive, rice was actually
already grown on plantations from the eighteenth century onwards. In South
Carolina, it was introduced on farms in the second half of that century. Many of
those farms, e.g. those near Charlestown and Georgetown, used slave labour. In
some rice-producing areas, slaves outnumbered whites by as much as eight to
one.’” In 1787, a farmer named Jonathan Lucas began to use a rice-mill powered
by water, and in 1792 one driven by tides. Till 1850 some 150 large rice plan-
tations were set up in the region. After 1805, rice also started to be grown in the
South of the United States. In Louisiana and Texas machines were used for
mowing and binding.”’ To come back to cotton, it was grown by slaves in the

550 See e.g. Mintz, Sweetness and power and Williams, Capitalism & slavery.

551 See e.g. Bray, Rice economies and Kang Chao, Man and land in Chinese history.

552 See e.g. Blackburn, Making of New world slavery, 476 - 477.

553 Already in 1869 the Southern States of the United States regained their pre-Civil War
production-level of cotton. Over the years 1870 - 1879, they surpassed it by forty-two per
cent. I found these data in McCloskey, Bourgeois dignity, 223. She refers to a study by Stanley
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Southern half of what now is the United States. A ‘crop-deterministic’ ex-
planation would be that slaves in cotton-growing regions could be employed
usefully over the entire year. The reason why there were no plantations with
slaves in the North would then be that this wasn’t the case in wheat-growing
regions.” This variety of crop-determinism is quite dubious too. After the
official end of slavery, cotton was grown on small farms, without any negative
effect on total production.” Slaves could have been useful all year round in the
North of the United States.”® In the South, moreover, they had always done many
other things apart from growing cotton for their boss.

3.  Geography and institutions: Britain and China, wheat versus
rice

In brief, geography did not per se determine crops and those did not per se
determine and ‘fix’ institutions, as in naive conclusions such as ‘sugar gives you
the plantation’ or ‘rice gives you the peasant plot’ and all that goes with it
through all eternity. One always has to consider factor endowment in its entirety,
the relative prices of factors of production that entails plus the institutional
arrangements that prevail in a certain region.’” In my view, referring to geog-
raphy, apart from obvious, i.e. very extreme, examples can never provide a
sufficient explanation for long run economic growth or its absence. It can never
be the sole or even the main explanation of the Great Divergence. This of course
does not exclude the possibility and sometimes even the probability - to pursue
that example further - that a combination of certain crops and certain in-
stitutions becomes ‘fixed’ and sets an economy on a trajectory that turns out to
be a vicious or - much less often - virtuous cycle or at least a challenge to
innovate. The analyses of Engerman and Sokoloff in particular for the Americas
in my view clearly point that out, as does the following story about China’s rice

Lebergott. Interestingly enough Adam Smith thought the use of slaves in sugar and tobacco
growing was only profitable in the British colonies because trade in those products was
monopolised and protected. See Smith, Inquiry into the nature and causes of the wealth of
nations, 388.

554 See e.g. Blackburn, Making of new world slavery, 476 -477.

555 Already in 1869 the Southern States of the United States regained their pre-Civil War
production-level of cotton. Over the years 1870 - 1879, they surpassed it by forty-two per
cent. I found these data in McCloskey, Bourgeois dignity, 223. She refers to a study by Stanley
Lebergott.

556 See e.g. Woodman, Slavery and the Southern economy, 7; Blackburn, Making of New World
slavery, 476 -479 and under note 547.

557 See for some comments Studwell, How Asia works, Part I. Land: The triumph of gardening,
in particular pages 54 - 55.
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economy and Britain’s wheat-livestock economy, that brings us back to the heart
of our analysis, the Great Divergence between Britain and China.

Britain’s agriculture predominantly was a mixed agriculture with grains such
as wheat, rye, oats and barley - for beer - as staple foods, whereas in those
regions of China that were most advanced and where the majority of the Chinese
lived, a type of agriculture predominated where rice was the staple food. For the
sake of convenience, I will use the expression ‘wheat agriculture’ to refer to the
kind of mixed husbandry we find in Britain and Western Europe. Following
Francesca Bray I will use the term ‘rice agriculture’ for the agricultural system we
find in those regions of China where rice was the staple food.**® One then should
think primarily of the economic and demographic heart of China in the South. I
will here first introduce the way in which Francesca Bray contrasts these two
types of agriculture and the implications of that contrast. After having done that,
I will also point at some assumptions in her work that might be problematic.

What are the main characteristics of pre-industrial rice agriculture compared
to pre-industrial wheat agriculture, and what do they imply for the economy?**
Let us begin with rice agriculture. That has a very high yield per unit of land, far
higher than wheat, with the extra advantage that in growing rice there is no need
toletland lie fallow. On top of that, atleast in the right climate, several varieties of
rice can be inserted in all kinds of systems of multi-cropping and inter-cropping.
One can have two or even more harvests per year of rice or, normally, of rice and
some other crop. Yields react very positively to irrigation and fertiliser. The extra
labour required for constructing, maintaining and using irrigation systems and
collecting, preparing and spreading all kinds of fertiliser, pays off. Even tiny
tracts of land can suffice to feed a family.

It is tempting to think that a type of cultivation that is as land-intensive as
growing rice must also be labour-intensive. Preparing, manuring, irrigating and
draining the fields, planting, transplanting, weeding, harvesting, husking and
milling the rice, to mention the most obvious activities involved, involve a lot of
hard work. But the labour-intensity of the crop must not be exaggerated.”® An

558 Bray, Rice-economies. For interesting comments on the specific requirements and cha-
racteristics of Western Europe ‘grain-economies’, that according to the author would have
set Europe on a special path already in the Middle Ages, see Michael Mitterauer, Why
Europe?

559 See for background information Bozhong Li, Agricultural development in Jiangnan,
‘Conclusion’; Bray, Rice economies; Grigg, Agricultural systems of the world; Hayami and
Tsubouchi, Economic and demographic development in rice producing societies, 6-20;
King, Farmers of forty centuries and Oshima, Economic growth in Monsoon Asia. Some
interesting comments can be found in Sigaut, ‘La Chine, L’Europe et les techniques agri-
coles’.

560 If we compare the total amount of work that is required to provide subsistence in producing
rice with the total amount of work that is required to provide subsistence in producing
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average family, double-cropping, growing rice and wheat, on an average-sized
farm in the Lower Yangzi, still only could be efficiently employed for about four
months per year. In those months, they had to work very hard and often were
short of labour. But during the rest of the year it was underemployed or even
unemployed, if it did not take up other activities.’® This is what most families
did. In Southern China growing rice could easily be combined with growing and
processing other crops like cotton, silk, sugar, tea or tobacco that can bring in
extra money. Handicraft became an integral and fundamental part of almost
every household-economy. Men tended to ‘specialise’ in agriculture, whereas for
their wives handicraft often turned into practically a full-time job. One could
also grow fruits and vegetables, keep livestock and fowl, and work as agricultural
labourer. All these extra activities could become so important that labour was in
short supply and not, as is often thought, abundant.>*

In the pre-industrial context we are discussing here, there was comparatively
little scope for labour-saving strategies in this kind of agriculture.””® Although
oxen and buffalo were employed, the ratio of men to draught animals was much
lower in rice-growing regions than in regions where wheat was grown. There was
not much employment for big draught animals, especially in paddy fields. They
were too expensive. Considering the high yields of arable land, it was not
profitable to reserve land for them and better to use human labour instead.
There was no need to buy big expensive ploughs. Whenever possible, land was
used for cultivation. Besides, growing rice was a matter of meticulous cultivation
that requires constant attention of skilled human labour and not brute, repeti-
tive, mechanical force. Using large implements and big draught animals in
working the fields probably would have done more harm than good. Milling was
normally done by hand and not in big mills, as was the case in Western Europe.
When milled, rice could not be kept from decay for long, so it was only milled in
small quantities. Increasing returns to scale or economies of scale were almost
absent in growing rice in China, so it did not make sense to try and work large
farms with large amounts of wage labour. It was more rational as a large land-
owner to rent out your land in many small parcels than to try to exploit it as a
manager in the form of big farms. In case you needed labour for special occa-
sions, it normally was available. Members of the household could also do a lot of
other things besides working their land and were willing to make sacrifices for

wheat, which I think is the best way to compare labour-intensity, the differences between
both kinds of cultivation are minimal.

561 See Bozhong Li, Agricultural development in Jiangnan, 151 -155. This book contains an
extensive analysis of the labour requirements of various agricultural tasks.

562 See for example Bozhong Li, Agricultural development in Jiangnan, 24 -25, and Perkins,
Agricultural development in China, 45 -46 and 58 - 60.

563 In that sense rice economies indeed are labour-intensive as compared to the agricultural
systems of Western Europe.
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the sake of their co-workers. It therefore was not much use to try to kick them off
the farm, even if from a strictly economic perspective their productivity was not
optimal. As indicated, Bray’s model starts from certain assumptions that need
not be universally valid. She writes as if in rice agriculture before the ‘green
revolution’ that set in after the Second World War, family-household production
on small farms was the norm and increasing returns to scale or economies of
scale were non-existent. The example of rice growing in certain parts of the
United States shows this need not necessarily be the case.

The logic of wheat-cultivation according to Bray was almost the opposite.
Yields per unit of land were relatively low. Methods to increase them by in-
tensifying cultivation were not lacking. Land-use in early modern Britain be-
came much more intensive with the reduction of fallow land, the introduction of
all kinds of crop rotations and the extension of the arable land. But rice regions
definitely have a wider range of possibilities. In wheat-agriculture, it took a
relatively large plot of land to assure subsistence, according to various estimates
atleast five hectares for a normal five-person family. Without animals one could
not mobilise the large amount of labour power that is needed in, for example,
ploughing. As the yields of land were relatively low, it was relatively cheap to keep
big draught animals on meadows or pasture lands. It was not only because of
their power as draught animals that one must use livestock. They also were
indispensable in transport and especially as providers of manure, without which
one could not even maintain let alone increase the fertility of the soil.”** On top of
that, in wheat agriculture with its simple, repetitive activities, their labour force
could be profitably combined with various implements. In contrast to growing
rice, there were very substantial increasing returns and economies of scale.
These, of course, were not restricted to the use of animals but also had their
impact on labour productivity. That was systematically higher on bigger farms
than on smaller ones. Large capital-intensive farms would be the most rational
and productive ones. This model of wheat agriculture indeed gives a good
stylised description of the situation in Britain, but here, too, I want to add that
the model is not necessarily applicable to all wheat growing regions. Bray’s
contrast between a Western model of grain farming that would be large-scale and
capital-intensive and an Asian model of rice-growing that would be more small-
scale and labour-intensive is far too determinist and dichotomous.>® For ‘the

564 The use of human night soil as fertiliser was almost unknown in Britain. But even if it would
have been systematically collected and spread over the fields, as was the case in China and
Japan, its impact would have been relatively small. As compared to those countries Britain
simply had too much arable land per inhabitant. The fact that it had relatively few draught
animals does not imply that in Qing China animal manure played no role of any impor-
tance. The many millions of pigs must have produced an immense amount of it.

565 See for a brief description Bray, Rice economies, Appendixes A and B.
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West’ it basically extrapolates from the actually quite exceptional case of Britain.
Actually, in many regions where wheat or rye was the staple food, production
also was mainly in the hands of peasant households working on small plots. In
eighteenth-century France, for example, wheat and rye were staple crops, but by
far the majority of the farms consisted of tiny, labour-intensive and capital-
extensive peasant plots. In Southern Spain in the nineteenth century, huge wheat
farms predominated, but they, in contrast to their British counterparts, almost
exclusively used human labour and hardly profited from any increasing returns
or economies of scale. There in all probability were even more landless labourers
here than in England but we find no comparable capitalist dynamics.”®

In China, the main consequence was that in this way millions of peasants
became ‘locked’ into a labour-intensive production process. They stuck to their
land. The point is that in a rice economy it is easier to survive on a tiny plot as
well as less easy to survive without one. If one mobilised the working power of
every member of the household and took up the various possibilities to earn
extra income that China’s rice agriculture presented, a piece of land that in the
West would be considered as not much more than a garden, could suffice as a
basis for subsistence. Furthermore, there normally were good reasons not to
completely leave agriculture. For many people, wages were but an ‘extra’ to the
income they were supposed to get from a tract of land of their own. This means
wages as such did not normally suffice to provide for subsistence for a family for
the entire year. So to be on the safe side, one needed land. The fact that wages
could be high in periods of labour shortage normally did not compensate for the
fact that during large parts of the year demand for wage labour was rather
limited. Most of the land was tilled by peasants. They would only hire labour as a
last resort and for as little time as possible. In case of need, they preferred to pool
their labour and animals. Demand for wage labour in Britain came from the
tenants of the big landlords who had done their best to create huge farms, often
at the expense of small peasants. In China’s rice agriculture during the Qing, we
see no comparable urge to deprive small peasants of their land and no com-
parable demand for wage labour to work the land that previously had been
owned by peasants.”” This meant a declining rate of urbanisation and thus a

566 When I refer to scale effects in this text, I mean ‘economies of scale’ and/or ‘returns to scale’.
Where economies of scale refer to the positive relationship between the size of a firm and its
costs, i.e. a lowering of average costs with increasing size, returns to scale describe the
relationship between inputs and outputs. Returns to scale are constant if increasing all
inputs by some proportion results in output increasing by that same proportion. Returns
are decreasing if, say, doubling inputs results in less than double the output, and increasing
if more than double the output.

567 This also was the case, as we have indicated, in regions where rice was not the main staple.
Here of course other reasons must be adduced than the ones that apply to rice-cultivation.
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decreasing importance of urban ‘middle classes’, plus a very low wage level, as
those who worked for wages often still had some means of subsistence of their
OWI.

Millions of peasants had to combine agriculture with other activities to be
able to earn a decent living. But if they were to give up agriculture completely,
that would have a negative effect on total agricultural production, as it became
increasingly hard to find ways to further increase labour productivity in agri-
culture. In that sense, from a macro-economic perspective, they had to stick to
their land. Finally, there is what Elvin has called ‘an ecological lock-in’.**® A huge
infrastructure of paddies, ponds, dikes, et cetera, had been created to maintain
wet-rice production. If someone decided no longer to do his share, for example,
in maintaining dikes or irrigating fields, somebody else had to. One could not
simply take a link out of the chain. Moreover the sunk-cost of such a system and
the costs of its maintenance are immense. The role of the state in creating and
maintaining major irrigation works at times was quite essential and the effects of
the difficulty that government from the end of the eighteenth century onwards
had in mobilising sufficient resources for their maintenance were certainly
widely felt. But the idea that in China the necessities of irrigation, or more in
general ‘water-management’, would have necessitated a ‘hydraulic state’ and
therefore ‘oriental despotism’ is yet another example of indefensible geo-
graphical determinism.’”

For all these various reasons, labour was massively absorbed in the coun-
tryside in household production and kept tied to the land. At the level of the
individual farm, it implied that the productivity of land and labour could in the
course of time only be raised marginally or not at all. The only realistic option for
a peasant family to increase production was to intensify the use of labour, land
and resources even further. In a setting such as this, there is an inherent tendency
towards ‘involution’. Following Huang, I define involution as the situation in
which, with increasing labour, input total output expands but at the cost of
diminished marginal returns per workday.””® Whether it had already set in in

568 For an interesting analysis of the concept of ‘ecological lock-in’, with special attention to the
role of the state in ecological matters, see Elvin, ‘Three thousand years of unsustainable
growth’ 7-46, and idem, ‘The unavoidable environment: reflections on pre-modern eco-
nomic growth in China.’ Paper presented at the conference On the origins of the modern
world. Comparative perspectives from the edge of the Millennium. All-U.C. Group in
Economic History Conference University of California, Davis 15-17 October 1999.

569 This of course is the thesis of Wittfogel, Oriental despotism. As a Dutchman, I cannot help
being struck by the fact that collectively taking care of water-management in my home
country is always regarded as the cradle of our democracy.

570 For this definition see Huang, Peasant family and rural development in the Yangzi Delta, 11.
It plays a major role in the debate between Huang and Pomeranz in The Journal of Asian
Studies 61, 2 (May 2002). A large part of that entire issue is devoted to Pomeranz’s, Great
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China and, if so, when, may be a matter of debate, but as such, without some
major technological change or massive input from outside the system, in tra-
ditional rice agriculture returns are bound to decrease with increasing pop-
ulation.

In Britain, too, efforts were undertaken to increase production, partly in ways
quite similar to what happened in China, for example by intensifying the use of
land. What for the most part differentiated British mixed agriculture from
China’s rice agriculture with regard to increasing labour productivity was the use
of animals and the way in which scale effects were exploited.””" Animals have to
be fed from the land. Increasing their number increases the pressure on the land.
Sooner or later, this, too, is no longer a viable option. Broadly and comparatively
speaking, China’s pre-industrial agriculture in the eighteenth and nineteenth
centuries can be characterised as land-, labour-, and resource-intensive and
Britain’s agriculture as land-extensive, energy-intensive and resource-extensive.
China’s agriculture was characterised by a household mode of production. As
indicated, people owning large tracts of land did not exploit them themselves as
managers but rented them out in small plots and became a kind of rentiers. There
were hardly any full proletarians. Peasants had tiny plots of land, did not invest
much in capital goods like implements and animals, and relatively speaking did
not buy much from outside their farm. By and large, China’s agricultural sector,
highly efficient as it was in terms of land-productivity, indeed was on an in-
volutionary path of ever increasing labour inputs. Agriculture in pre-industrial
Britain did try and use scale effects. As compared to China, average farms were
huge and getting bigger, even for European wheat agriculture, the number of
animals used in it was very high, as was the use of implements. It was quite
capital-intensive, wage labour played a prominent role in it, and the majority of
wages labourers were proletarians in the Marxian sense of the word. Efforts to
save labour in such a context make sense and are to be expected, which of course
does not mean that breakthroughs in doing so would be inevitable.

None of all the above makes it inevitable or even predictable that Britain
would ‘escape from Malthus’ but it does make it more probable that it would than
that China would. The more so because - as we will see later on - all these
qualifications can to a very great extent be applied to the economies of Britain

Divergence. Particularly interesting for the debate on the Chinese household mode of
production and the way in which Chinese peasant households integrated in the market is
the article, ‘England’s divergence from China’s Yangzi Delta’ by Brenner and Isett, in that
same issue. Isett later further developed his ideas in this respect in his State, peasant, and
merchant.

571 Ido not think that overall the use of implements before industrialisation made a substantial
difference. As long as they were mainly made of organic material and their use depended on
organic sources of energy, the difference in their impact between both countries cannot
have been very substantial.
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and China in their entirety. Geography and the characteristics of their staple
crops definitely played a prominent role in the two very different trajectories of
both countries’ agriculture, but again we must be wary not to succumb to a
simple geographical determinism. We see quite a similar household mode of
production in Qing China with quite similar characteristics in regions where rice
was not the staple and we see many peasant farms in wheat-agriculture regions
where large farms and wage labour would have been more efficient. Cultural
differences regarding the function and status of family and household and dif-
ferent political agendas of the ruling elites also played their role. In Qing China,
the state actively saw to it that peasants did not lose their hold over the land they
farmed or it in any case made sure that those peasants could subsist by taxing
them lightly, and at times offering them tax holidays, free land, or cheap or gratis
food.””* But nature definitely also did count for much.

4.  Geography: town versus countryside, urbanising Great
Britain and rural China

A quite specific variety of the thesis that geography - in this case in terms of
location - would be of fundamental importance in explaining differences in
growth and more specifically the Great Divergence, has been proposed by Roy
Bin Wong and Jean-Laurent Rosenthal.’” In their view, industrialisation in
Western Europe, i.e. the rise of mass production with machines in factories”*,
was a consequence of the high labour costs in manufacturing, which in turn were
a consequence of the fact that manufacturing took place in towns where wages
were high instead of in the countryside, where they were lower. The reason for
British and West European entrepreneurs to nevertheless choose urban loca-
tions were the permanent warfare and accompanying violence that plagued the
countryside in war-infested Europe and that made it rational to protect capital
behind city walls, even when overall cost were higher there. Those permanent
wars were a consequence of the splintering of Europe into a substantial number
of fiercely competing states-systems, which unintentionally brought about
consequences for relative factor-prices in the end and thus lay at the basis of the
successful industrialisation of parts of the region. In the words of Wong “...the
threat of war induced European entrepreneurs to locate behind city walls to

572 For these agrarian paternalist policies of the Qing government see under note 1133.

573 For the opinion of Jan de Vries on this book see De Vries, ‘Review of Rosenthal and Wong,
Before and Beyond Divergence’.

574 In their view too industrialisation, without much further ado, is identified with the Great
Divergence!
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protect their capital, even as food costs, mortality threats, and labour costs were
higher in cities than in the countryside ... relative factor prices made techno-
logical change cheaper and more worthwhile in Europe than in China.”*”

To be honest, this theory is about as simple as it is unconvincing, because, to
begin with, so much manufacturing did not take place in cities in the early
modern era; this is especially true of the production of mass products that would
be at the heart of industrialisation. Proto-industry was mainly a rural phe-
nomenon. Often, manufacturing took place in towns because guilds wanted it
that way. In towns, as a rule, the more specialised and expensive finishing took
place by members of guilds that overall tried to monopolise their trades and ban
rural competition. Safety did play a role but certainly was not always decisive.
Those guilds to a very large extent failed to have things their way: as a rule in the
early modern era in Western Europe - and I confine myself to that period, the
one most relevant to my question - the countryside was more ‘industrialised’
than towns were, as Bin Wong definitely knows.””® The rural non-agricultural
share of the population in Britain, for example in 1750, was thirty-two per cent;
most of those people were working in manufacturing. This rural manufacturing
was a widespread phenomenon all over Europe.””’

What is also highly problematic about the Rosenthal-Wong thesis is that
Britain, the first and for quite some time the only major industrialised country in
Western Europe, was never invaded after 1066 and never saw any real wars on its
soil ever since. That, of course, is not to say that there was no violence. It knew
two civil wars in the seventeenth century, the last, relatively peaceful one in
1688 -1689. But comparatively speaking, it was an extremely peaceful part of
Europe. As an explanation for the emergence of industry in the first industrial
nation, their thesis connecting frequent war, urban manufacturing and ex-
pensive labour therefore a priori does not sound very convincing. What actually
happened during the first decades of Britain’s industrialisation also does not
exactly confirm their ideas. Most of Britain’s first factories actually were located
in the countryside. The availability of raw materials or energy together with the
presence of a relatively easy market outlet in Britain or in particular for cotton
production abroad as a rule determined where a factory would be built, not wage
levels per se. In the cotton industry up to the 1830s, waterpower was more

575 Wong, ‘Economic history in the decade after The Great Divergence’, 19.

576 See his China transformed, 33. Wong distinguishes there between “three periods of Euro-
pean industrial activity beginning in the early modern period” and then describes period 2,
from the mid-sixteenth to mid-eighteenth centuries, as the period of “rural cottage indu-

stries”, a sign of “a breakdown of feudal control”, adding in note 1 that: “...the pheno-
menon of rural industry is widely recognized as an important precursor of the Industrial
Revolution.”

577 Allen, Global economic history, 21 -23.
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important than steam. It therefore, as a rule, was located in the countryside. The
iron industry was located near to the coalfields. Moreover, and that is my final
comment, most industry during Britain’s’ industrialisation initially was not
located in those areas that had the highest wages in the South, in the relatively
wealthy agricultural areas there or in London where wages were highest, but in
the North of England, where they were lower, which of course also does not
exactly make their thesis very probable.””®

Moreover, even if industrialisation were connected to the urban location of
manufacturing and the ensuing high labour cost, then what explains the Neth-
erlands, which in the seventeenth century had a highly developed urban industry
with high wages, for example in Leiden, a major cloth-producing, industrial
town? The challenge of high urban wages here received the response not of
innovation of the mode of production but of a transfer of many parts of pro-
duction to the countryside and a decline of urban manufacturing. We will briefly
return to the intriguing question why ‘the Netherlands’ did not become the first
industrial nation later on in this text. Another region that comes to mind that was
highly advanced and had a high-wages urban economy but where technological
innovation faltered and no take-off took place is Northern Italy. During the Late
Middle Ages, it was far more important as a manufacturing region in Europe
than Britain. It had the highest per capita income and the highest rate of ur-
banisation in the world. The region was famous for its highly developed wool
production, which took place in towns where labour was relatively well paid.
Following Wong and Rosenthal - and Robert Allen - it must have been an ideal
environment for technological innovation.”” But in the early modern era, this
region was one of relative decline rather than dynamism; strikingly enough, that
has very often been explained by referring to the high wages that guilds in towns
managed to enforce. High-wage towns here lost out in competition to the low-
wage countryside. High wages clearly were not a stimulus to innovation here.
Silk manufacturing, a new and very important industry, did also settle in a town
like Bologna, the most industrial town of Europe at the end of the seventeenth
century, but it primarily developed in the countryside. In general we see a
movement of manufacturing to places with low wages.**

Referring to cities as centres of innovation is of course not new or original.
We already referred to economists and other social scientists who have claimed

578 See, for the locating of industry, Jones, Locating the Industrial Revolution and Tim Cooper,
How to read industrial Britain. For the specific economic structure of London and its
peculiar development, see Schwarz, London in the age of industrialisation.

579 See for Allen’s claims page 199 ff.

580 See, for a brief analysis of the loss of Italian leadership in wool production (and ship-
building and trade), Zamagni, Introduzione alla storia economica d’Italia, chapter 1, and
Malanima, La fine del primato, chapter 2 and pages 183 -190.
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that cities have played and play a specific and highly important role in eco-
nomic development.® Several important scholars explicitly referred to the
role of cities in the specific economic development of the West. Adam Smith as
well as Karl Marx both emphasised the importance of the division of labour
between town and country. Marx even claimed: “The foundation of every
division of labour that is well developed, and brought about by the exchange of
commodities, is the separation between town and country. It might be said that
the whole economic history of society is summed up in the movement of this
antithesis.”** Max Weber was convinced that the European city and its
bourgeoisie was something peculiar and of eminent importance for Europe’s
exceptional development and its capitalism.’® Fernand Braudel always was
fond of describing towns, or to be more precise, Western towns with their, in
his view, unique characteristics, as signs and centres of modernity, dynamism
and capitalism. He described urbanisation as “the sign of modern man” and
towns as “electric transformers,” and “outposts of modernity”, claiming that
capitalism and towns were basically the same thing in the West.’® His de-
scriptions of capitalist cities are reminiscent of Saskia Sassen’s ‘global cities’ or
what other scholars call ‘world cities’, agglomerations with an international
centre-function in banking, stock exchange, finance, insurance, and real es-
tate, which are homes to the largest firms and a dense service sector.”® Paul
Bairoch thinks the increase of urban population in Europe during the eight-
eenth century - particularly distinct in Great Britain - was important for
economic development because “technological innovation proves to have been
of distinctly urban origin.”**

Table 24: Urbanisation ratios in Europe and parts of Asia, 1500 - 1890: population in cities
with 10,000 inhabitants and over as percentage of total population.

1500 1600 1700 1800 1890
Belgium 21.1 8.8 23.9 18.9 34.5
France 4.2 5.9 9.2 8.8 25.9
Germany 3.2 4.1 4.8 5.5 28.2

581 See pages 89-90.

582 For Adam Smith see e.g. Mumy, ‘Town and country in Adam Smith’s The wealth of nations’,
The quote by Marx is from MEW 23, page 373.

583 See e.g. the text devoted to the European city in his Wirtschaft und Gesellschaft, Part Two,
Chapter 9, 7. There are many versions, editions and translations of this text. For the re-
ception and discussion of his ideas see Bruhns and Nippel, Max Weber und die Stadt im
Kulturvergleich and Feldbauer, Mitterauer and Schwentker, Die vormoderne Stadt.

584 See for these quotations Braudel, Civilization and capitalism, 15" - 18" century, I, pages
556 - 558,479, 512 and 514. For the originality of Western towns see page 509 of that volume.

585 See for further explanation Braun and Schulz, Wirtschaftsgeographie, 198 —199.

586 Bairoch, ‘The city and technological innovation’, 165.
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(Continued)

1500 1600 1700 1800 1890
Italy 12.4 15.1 13.2 14.6 21.2
Netherlands 15.8 24.3 33.6 28.8 33.4
Portugal 3.0 14.1 11.5 8.7 12.7
Scandinavia 0.9 1.4 4.0 4.6 13.2
Spain 6.1 11.4 9.0 11.1 26.8
Switzerland 1.5 2.5 3.3 3.7 16.0
England & Wales 3.1 5.8 13.3 20.3 61.9
Scotland 1.6 3.0 5.3 17.3 50.3
Ireland 0.0 0.0 3.4 7.0 17.6
Western 5.8 7.9 9.5 10.2 29.6
Europe
China 3.8 4.0 n.a. 3.8 4.4
Japan 2.9 4.4 n.a. 12.3 16.0

Source: Angus Madison, Contours of the World Economy, 1-2030 A.D. Essays in Macro-
economic History, Oxford 2007, 43.

The fact that urbanisation in Qing China was much lower than in eighteenth-
century Britain will certainly have had consequences for the dynamism of its
economy.”® Pomeranz points out that Qing China’s low urbanisation rate was
not a sign of economic failure - which, as far as I know, no one ever claimed - but
admits it may have made certain kinds of future success less likely.”® In this
respect as well, Britain, where London was a booming economic metropolis and
the capital of the country, was in a far better position than China, where the
economic and the political centre were not identical and towns were admin-
istrative rather than economic centres. In my view, differences in this respect
between different parts of the world would deserve much more attention from
economic historians interested in growth. Development, growth and, most
importantly, innovation have always tended to be more prominent in cities than

587 For a discussion of urbanisation rates in China as compared to (Western) Europe see e.g.
Malanima, Pre-modern European economy, 239 - 253. For an excellent comparative analysis
of differences and similarities in urbanisation in Europe and China - and of its causes and
consequences - in the period from the thirteenth to the eighteenth centuries see Winter,
‘Population and migration’. Actually, the differences between Western Europe and China
especially regarding the ‘impact’ of cities in their economies and societies were even bigger
than they seem in table 24, as any increase of the total population of an early modern city
required a permanent influx of people from the countryside to that city. For north-western
Europe, any unit increase of total urban population is estimated to have required on average
twice as many people permanently moving from the countryside to its cities. See the article
by Anne Winter, page 404, under reference to calculations by Jan de Vries.

588 Pomeranz, ‘Ten years after’, 23.
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in the countryside, which of course does not at all exclude the possibility that
they often also were the place whose vested interests tried to block innovation.

When they are centres of trade, exchange and (im)migration, cities show a
high degree of openness. I already referred to the connection that Amy Chua and
William McNeill see between openness and development and power. Although
the way that Chua implements her thesis is somewhat over the top and its
empirical underpinning not as impressive as one would like it to be, its main
thrust - that whatever the potential advantages, a country definitely also pays a
price for keeping the foreign and the foreigner out - sounds highly plausible. In
this respect too, Qing China’s potential for rapid economic development was in
principle smaller than that of Britain. Its economy and society and first and
foremost its government were in all respects imaginable less open than that of
Britain. I am of course not claiming China was a closed country. It clearly was
not. But, as always, we are discussing orders of magnitude and it simply cannot
be denied that, whether it be goods or ideas, Qing China simply was more closed
than Britain, or, for that matter, Western Europe at the time. To claim like Joanna
Waley-Cohen, that “from the late sixteenth to the late eighteenth century, then,
Chinese were extremely interested in Europe and all it had to offer” is silly.””
Europeans were incomparably better informed about China than Chinese about
Europe, to provide just one example.

5.  Labour: scarcity and abundance

We have already made several references to labour. Let us now enter the debate
about its role - in terms of quantity, quality and, of course, costs - in the emergence
of modern economic growth. Economists have produced some quite general
statements in this regard, which may have their relevance for debates on the Great
Divergence. We begin with some comments on the assumed specific consequences
of land-labour ratios first for institutions, in this case property-rights and pro-
duction-relations, and then for income and wage levels, which in turn are all
supposed to have had consequences for growth. Douglass North and Robert
Thomas, economists as well as economic historians, in their highly influential
book The rise of the Western world, take a quite explicit suggestion as their point of
departure. In their view, in the right political context, labour scarcity would imply
better property rights for those with land and better wages or working conditions
for those employed by others. They take it for granted that better secured property
rights and a free labour market have a positive effect on economic development
and growth as in their view their favourite example, Britain after the Glorious

589 Waley-Cohen, Sextants of Beijing, 128. See for critique Landes, ‘Why Europe and the West?’.
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Revolution, would show. Actually they only study the situation in Western Europe
from the year 900 onwards, comparing Britain and the Dutch Republic with France
and Spain, but the suggestion clearly is that they think their findings have general
validity.”® In all these regions, labour scarcity, primarily caused by the Black
Death, in the end strengthened the position of agriculturists as labourers and as
‘owners’ of land versus their lords. It can be supposed to have had similar positive
effects for those working as craftsmen. But what, as they themselves indicate,
determines the final impact of labour scarcity (or abundance) was the political
context. Differences in that context caused the emergence of differences between
Britain and the Dutch Republic, with ‘good’ institutions that protected property
rights optimally on the one hand and France and Spain on the other hand with
where that protection was much less developed. The importance of politics or
rather power relations is even more obvious when one looks at East and Central
Europe where, notwithstanding the emerging labour scarcity, the position in
particular of peasants deteriorated instead of improved. Historians even refer to
their situation as the emergence of a second serfdom.*’

At the time, there certainly was not a simple market mechanism at work in
which supply and demand ruled supreme. Sheer power and force played a very
important role. Apart from highly exceptional real market-economies, the im-
pact of relative factor scarcity - because of factor endowment - on property
rights and the position of labour are determined by variables that are exogenous
to the economy to such a great extent, that, in practice, referring to factor
endowment hardly explains anything at all.”** That major role of institutions is
quite plainly illustrated by the fact that several scholars start from assumptions
that are almost the opposite of those suggested by North and Thomas in regard to
the impact of the relative availability of land and labour on the social status of
labour. I will restrict my own references to a theory suggested by the economist
Evsey Domar.”” He claims it is to be expected that those with power and money
will try to own the factor of production that is scarce, i. e. either labour or land. If,
given a situation with abundant free land, they are not in a position to control
labour, then there will be no rents for them to be gained and they will as a rule not
invest. That suggests a positive statistical correlation between ample availability

590 North and Thomas, ‘Economic theory of the growth of the Western world’.

591 See for an analysis Aston and Philpin, Brenner debate, and Chirot, Origins of backwardness
in Eastern Europe. This critical juncture in European history is referred to by Acemoglu and
Robinson, Why nations fail, chapter 4: ‘Small differences and critical junctures. The world
the plague created’ to show the fundamental importance of institutions over factor endo-
wments.

592 For a methodological critique of North’s and Thomas’s approach here see Field, ‘Problem
with neoclassical institutional economics’.

593 Domar, ‘Causes of slavery and serfdom’. See more in general Nieboer, Slavery as an in-
dustrial system and for some specific comments Evans, ‘Some notes on coerced labor’.
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of free land on the one hand and serfdom and slavery on the other. He then
theorises this connection as follows: “of the three elements of an agricultural
structure ... free land, free peasants, and non-working landowners - any two
elements but never all three can exist simultaneously. But he too has to admit that
the combination to be found in reality will depend on the behaviour of political
factors.””” That e.g. in the end peasants became free after the Black Death in
Britain whereas in Russia most of them were given the status of serfs is the
outcome of a political process and in his view, too, cannot be explained by simple
land-labour ratios. In many parts of Africa, population density over the entire
early modern era was low and land was so abundant as to be worthless. Slavery
indeed was quite common there, as to be expected, but wages for free labour were
quite low, which is somehow surprising.””® Labour only became abundant in
several regions of Africa during the later twentieth century.”® This meant that
the typical technique for agricultural production was land extensive and labour
saving. That ‘geographical’ fact, at least according to Jeffrey Herbst in his book
on states and power in Africa, would go a long way in explaining why so many
African states are relatively weak. When land is abundant, states are not needed
to protect private property rights and conversely are not able to collect taxes.*’
Here, too, I would think that depends on the circumstances, not simply on
geography. In Russia in the early modern era, basically until the abolishment of
serfdom, labour was scarce enough and land abundant: but that did not help
labour because it was weak politically. There was a centralized despotic state that
did collect a fair amount of taxes and protected the property rights of the
landlords over their peasant-serfs, in order to ensure it had enough soldiers at its
disposal.”®® Landlords knowing their country could not do without a big army
did not object to this ‘arrangement’. In descriptions of Spanish America, the
focus has always been on coercive labour relations, but more and more histor-
ians are now convinced that free labour and wage labour actually were quite
normal. In the words of Rafaél Dobado-Gonzalez and Héctor Garcia-Montero:
“encomienda, repartimiento, mita and slavery were neither ubiquitous nor
permanent” and institutions of extractive nature “tended to contract or even
disappear.”” This fact is then explained by referring to ... the overall scarcity of
labour! We have already discussed the fact that in the United States and Canada
overall labour was scarce and land abundant but that this - with the very im-

594 Domar, ‘Causes of slavery and serfdom’, 21.

595 Allen, Global economic history, 96 - 97. The nature of slavery in Africa, however, was quite
different from that of slavery in the Atlantic.

596 Austin, ‘Resources, techniques and strategies south of the Sahara’.

597 Herbst, States and power in Africa.

598 See e.g. Hellie, Enserfment and military change in Muscovy.

599 Dobado-Gonzélez and Garcia-Montero, ‘Neither so low nor so short’, 4.
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portant exception of course of the Southern States - did not lead to the emer-
gence of widespread coerced labour.

When it comes to explaining why Britain in the end became a country with
such exceptionally high numbers of landless wage labourers that also to a large
extent is a matter of politics rather than pure economics. It was a political
decision to ‘accept’ that peasants lost their land or even support policies with
that outcome. In China there continued to be free land until the very end of the
period discussed here, peasants continued to be free and the country had a non-
working class of landowners. Here, too, politics overruled economic ‘logic’.
China’s rulers did not want landowners to become powerful landlords with a
massive coerced labour force nor did they want the free peasantry to disappear
knowing full well that the last thing they as tiny foreign elite needed were huge
peasant revolts. What might also have played a role is the fact that most land-
lords, here and in many other parts of the world, actually often were not keen on
turning peasants into slaves or serfs. For many peasants the marginal product of
their labour descended to the subsistence level, which means they could not be
profitably exploited. It may well be the case that many societies had no coerced
labour because labour could not produce goods with such a high value added
and such ample outlet that it was worthwhile to coerce it. Plantations like those
set up by Westerners in their peripheries in that sense were quite special and
exceptional. The problem as always in history is that so much depends on
circumstances, agency and path dependency.

But let us finish our tour d’horizon of general claims made with regard to the
possible effects of certain land- and labour-ratios and switch to claims that might
be more directly relevant for explaining the Great Divergence. We begin with the
thesis of Julian Simon, who explicitly discusses the Great Divergence, or in his
terminology ‘the Great Breakthrough’ or ‘Sudden Modern Progress’, and claims
that increasing population size was the impetus behind the sharp rise of standards
of living that started in the late eighteenth century. Gradual improvements of
technology allowed increased population, which assisted technological improve-
ments, which fed back into population growth. When population in Europe hit a
particular point, a feedback-cycle set in. On page 11 of his book on the Great
Breakthrough, he writes: “The proximate cause of the higher present wealth is the
present level of technology... But what was the cause of technology ... being what
it is?” This is his answer: “...the size of humanity (and the nexus of human
numbers with technology) has been the main driving force. Starting at any par-
ticular moment in the past, the length of time it took to reach the modern
breakthrough depended on the number of people endowed with intellect and
training who lived thereafter, together with the amount of technology in existence
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at the particular moment about which the question is being asked.”*® Institutions
and their changes in his view definitely are important but from a very long-run
perspective they themselves are the result of population growth: “...in the very
long run, all political, social, and economic dimensions are a function of pop-
ulation size and density and constitute endogenous intermediate variables rather
than independent causal variables.”®" His interpretation is, as he calls it, explicitly
mono-causal: “...the central point of this essay is that population size was both
necessary and sufficient for the history that occurred, whereas no other variable
among those that were necessary was also sufficient to determine the path of
resulting progress.”*” It is a major error to think population increase would lead to
diminishing returns. Quite the contrary: progress is dependent on idea sharing.
As population density increases, the availability of new ideas and the differ-
entiation of occupation allow those with extra time to make use of these ideas.
Rational optimist Matt Ridley agrees and argues that population density is nec-
essary for trade and division of labour, which is the route to economic prosperity.
The division of labour leads to inventions, which leads to further specialization.
Specialisation requires a large enough market to support it and as a result pop-
ulation density is the friend of economic progress. The prologue of his Rationalist
optimist on “when ideas have sex” basically is an improvisation on the theme of
‘increasing returns to knowledge’, a subject very dear to endogenous growth
theory.”” Oded Galor also thinks along these lines.

According to my unified growth theories the transition from stagnation to growth is an
inevitable outcome (sic PV!) of the process of development. During the Malthusian
epoch technological progress permitted an increase in the size of the population, while
population size affected the rate of technological progress. The size of the population
determined the supply of, and demands for, ideas. It also influenced the diffusion of
ideas, the degree of specialisation in the production process that stimulated ‘learning
by doing’, and the level of international trade that further fostered technological
progress. At the same time, the rate of technological progress and its effect on the
resource constraint, enabled population growth.**

Mancur Olson does not provide an extensive explanation for his finding but he
does claim that analysing all countries for which the required data were available at

600 Simon, Great Breakthrough, 179.

601 Simon, Great Breakthrough, 139.

602 Simon, Great Breakthrough, 179.

603 Ridley, Rational optimist, ‘Prologue’. His position, to be honest, is not entirely clear as he
also tells us that increasing population caused a decline in the living standards of e. g. Japan
and Denmark. Increasing population there decreased the value of labour and therefore
impacted negatively on the market for specialization and inventions, which to my view also
is what happened in Qing China.

604 See the interview with him ‘Towards a unified theory of economic growth’, 124-125
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the time he wrote his text in 1996, he found a positive and statistically significant
relationship between population density and per capita real income: “the greater
the number of people per square kilometre, the higher the per capita income”*”

Amongst historians, John Komlos is one of the few who to my knowledge
explicitly stresses Boserupian effects in his analysis of the Industrial Revolution
and argues: “Population growth was ... the proximate cause of the industrial
revolution ... the achievement of the pervious millennia were the preconditions
for sustaining the economic momentum precipitated by the rise in pop-
ulation”.*”® Gregory Clark gives a quite idiosyncratic twist to this idea by claiming
that what really grew during Britain’s Industrial Revolution and what lay at the
base of Britain’s hegemony was not so much its economy - with very low growth
rates - as its population.*”” For him the actual drive behind industrialisation was a
growing population that needed more food. That extra food had to be imported
and paid for by manufacturing: “The food and raw material imports of the
Industrial Revolution had to be paid for by exports of manufactured goods. It was
this, rather than technological advances, that made [sic! PV] Britain “the
workshop of the world.”®*® The way I read it, this can only mean that Britain’s
industrialisation was caused by its population increase, which strikes me as a very
far-fetched and unconvincing line of reasoning that is also hard to square with
other claims by Clark. The contrast he draws between paying for imports by
exporting manufactured goods on the one hand and making technological ad-
vances on the other, is strange: Britain could export more thanks to those tech-
nological advances. The simple fact that Britain imported food can hardly have
worked as an incentive for any concrete entrepreneur in Britain to start exporting
more manufactured goods. The claim made in the quote also conflicts with
another claim that Clark, as we already indicated, quite explicitly made in the very
same book, when he writes that the essence of Britain’s take-off consisted in the
expansion of its useful knowledge. That last claim could be reconciled with his
comment on growing population if we assume that a growing number of people
ipso facto lead to more innovation, especially in a country like Britain that,
according to Clark, was inhabited by a quite special kind of people.

The problem is that, in practice, the positive ‘Boserupian’ connection that all
the scholars just referred to assume between population density, innovation and

605 Olson, ‘Big bills left on the sidewalk’, 48.

606 Komlos, ‘Thinking about the Industrial Revolution’, 205.

607 See Clark, ‘What made Britannia great?’ and Clark, Farewell to alms, 249: “The unusual
growth of population during the Industrial Revolution in England, and the simultaneous
expansion of the cultivated area in the United States, were more important than the specific
technological advances of these years for the transformation of the economy and the
society.”

608 Clark, Farewell to alms, 248
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growth is anything but obvious and certainly not universal. For the history of
Western Europe over the last thousand years, for example, it would be very hard,
or rather simply impossible, to prove it. David Landes describes the European
Middle Ages as, “one of the most inventive societies that history has ever
known.” But, strikingly enough, many inventions and innovations occurred in
the Late Middle Ages when the population decreased sharply in the wake of the
Black Death. The period of, and just after that pandemic, at least in Western
Europe, saw the introduction of several technological innovations in production
as a reaction to labour scarcity and high costs.”'’ Eric Jones calls the fifteenth
century “... a period of distinct technological advance”.®"' Technological prog-
ress, according to him, has not slowed since, permanently creeping forward and
remaining unchecked, a circumstance he calls ‘unique’.®"? Renaissance Italy was a
highly inventive society, as were Golden-Age Holland and eighteenth-century
England. At the time of their apex, these were among the most densely inhabited
regions of Europe. There does not seem to be an overall uniform pattern. With
regard to the situation in pre-industrial England, Nicolas Crafts and Terence Mills
conclude: “There is no evidence of a positive feedback from increasing pop-
ulation size to technological progress as postulated by unified growth theory.”"

Moreover, if a clear correlation existed, then what to think of Qing China,
where the population increased from some 150 million to over 400 million
between 1680 and 18502 Why wasn’t it the most technologically innovative
society on the globe and the place where the Great Breakthrough took place?
Simon devotes an entire chapter of his book (chapter 5) to this question,
comparing Europe to China, but what he writes there, surprisingly enough, does
not support his main thesis at all. What really matters in understanding the
difference between these two regions, as he claims there, is the fact that both
regions had different political-institutional systems. He then adds two quite
peculiar comments: firstly, that they both were parts of the same larger system,
which would imply that the question of why they differed would not be a
question of any importance to his book, which only addresses the question of
why Sudden Modern Progress began anywhere in the world; and secondly, that
an answer to the question “Why Europe and not China” cannot be given sci-

609 Landes, Wealth and poverty, 45.

610 For a general analysis see Pamuk, ‘The Black Death and the origins of the Great Divergence
across Europe’, and Herlihy, The Black Death and the transformation of the West. For
specific examples, see Mokyr, Lever of riches, chapter 3.

611 Jones, European Miracle, 59.

612 Jones, European Miracle, 63.

613 See the Abstract of their ‘From Malthus to Solow’. On page 91 of that text they conclude that
basically from the mid-sixteenth century to 1800 there was “no general tendency for
technological progress to accelerate as population increases”.
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entifically® (Italics in original). That is a depressingly weak and evasive answer,
to say the least. The previous paragraphs also indicate that the less far-fetched
thesis — namely, that at least for the period in history before science and tech-
nology became large-scale and institutionalised, there indeed was a positive
correlation between the size and growth of population and the level and devel-
opment of technology - is also indefensible. With increasing population as a
rule, the number of clever minds indeed also increases, as does the chance that
innovations will occur.®”® Justin Yifu Lin has applied and defended this thesis for
Song China, a period when the country was quite densely populated and ex-
tremely creative and innovative. Without an epistemic basis in ‘theory’ or ‘sci-
ence’, however, that provided a basis for experiment-based technology, this
experience-based knowledge bled to death.®'®

Considering the recent and big success amongst economists of Oded Galor’s
unified growth theory, which explicitly postulates links between population
density on the one hand and (modern) growth and innovation (or their absence)
on the other, some brief extra comments are in order here. Actually, any his-
torian can come up with many examples that contradict his grandiose claims. Let
us focus on the Industrial Revolution in Great Britain, the central explanandum
of this text.””’ Can unified growth theory throw light on this fundamental phe-
nomenon that is generally considered to be the take-off to modern economic
growth? Can it explain why it occurred in Great Britain and why in the eighteenth
/ nineteenth centuries? To figure that out, one would in any case also have to
compare Great Britain with other countries in the world and those centuries with
other periods in time. Galor never does this. He, moreover, starts from certain
assumptions and makes certain claims that simply do not fit the case of Great
Britain. He assumes, for example - strikingly enough only focusing on fertility -,
that all societies till about the eve of industrialisation would have been Mal-
thusian in the strict sense in which demographers use the word. For Great
Britain, that simply is not the case. Another assumption is that before in-
dustrialisation, consumption would have been at or very near subsistence. As a
matter of fact, even ordinary labourers in early modern Great Britain had an
income clearly above bare subsistence. Galor’s claim that there would have been
macro-inventions before industrialisation so that the innovations we associate

614 Simon, Great Breakthrough, 160-161.

615 A claim (also) made in e.g. Clark, Farewell to alms, XX; Diamond, Guns, germs and steel,
407 - 408, and Persson, ‘Malthus delusion’, 171 -172.

616 See e.g. Justin Yifu Liu, ‘Needham Puzzle’. This is also the basic position of Mokyr. See e.g.
his Gifts of Athena, chapter 1. The question of why Qing China was far less innovative still
remains.

617 All my following comments refer to unified growth theory as Galor presents it in the book
with the same name.
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with that revolution cannot per se cause it, ignores the very specific character of
the main inventions of the Industrial Revolution, in particular the steam en-
gine.””® Galor’s unified growth theory relates industrialisation to a new demo-
graphic regime with lower fertility. With better prospects, so he claims, in-
vestment in the education of children and choosing for their quality instead of
their quantity began to pay. But there is a broad consensus amongst economic
historians that the bulk of the population in Great Britain only experienced
growth in terms of increasing real income per capita from the 1830s or even
1850s onwards. That means that, in terms of unified growth theory, it was only
then that parents would have had a good reason to get fewer children. Many
historians would claim that in the early stages of industrialisation there actually
was some deskilling of the labour force.®”” Even if over time a connection be-
tween a demographic transition, rising education, and industrialisation indeed
developed, it simply did not exist at the time when the economy of Great Britain
took off. Investment in education in terms of official schooling only increased
there after 1870. Besides, fertility declined in France before it did in Great
Britain. In Qing China in all probability, households with high status and a very
high investment in education practiced fertility control, but there was no in-
dustrialisation. I have already referred to the in-existence of any clear correlation
between population size and inventiveness several times. In my view, one can
only conclude that unified growth theory has nothing to offer historians when it
comes to explaining why exactly eighteenth-century Great Britain was the first
country to know modern economic growth. Overall its assumptions are so
unrealistic and its main claims so easily refutable that one can only wonder why
economists would take unified growth theory seriously.

Fairly direct connections between changes in population and innovation
definitely do emerge sometimes, but, as far as I see it, these cannot be reduced to
one general, overall logic. That can hardly be made clearer than by the fact that
many scholars hold the exact opposite view from Boserup, Simon and others and
claim that a scarce labour force is to be preferred over a numerous one for such
extensive economic development that depends on technological innovation.
They claim that a numerous population tends to act as a brake on development
and leads to all sorts of Malthusian trouble, whereas labour scarcity - in any case
when expressed in high wages - would stimulate innovation. The thesis that
labour in the West would have been relatively scarce and that this then would
have had positive effects on its development has never been without support, in

618 See for a similar claim Robert Lucas, Lectures on economic growth, 114, a new version of his
text “The Industrial Revolution: Past and Future’. Just like Galor, Lucas also claims that with
industrialisation it became rational and worthwhile to limit fertility.

619 See my comments on page 225.
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particular amongst scholars trying to explain the Great Divergence on the basis
of structural, specific characteristics of Western European society. That relative
scarcity is assumed to have had several favourable effects on development and
growth. It is supposed to have played a role in the emergence of relatively strong
property rights and of a relatively free labour force in the West. These would have
become the mainstays of a capitalist economy, which according to most econ-
omists and economic historians, was a better guarantor of growth and wealth
than any known alternative. That labour scarcity, moreover, would in any case
have led to high wages in Western Europe. These would have prompted em-
ployers there to look for less labour-intensive and more capital-intensive ways of
producing. The impact of that strategy would have been felt through the entire
economy because nowhere in the world (full) wage labour was as normal as it
was in the West (in Britain first and foremost).

This is a line of reasoning with a long pedigree in European economic history.
We find it, for example, in the book by Jones on the European miracle to which we
already referred a couple of times. He suggests that a tendency to choose capital-
intensive strategies existed in Europe because of the relatively low density of
population. The fact that the type of agriculture that prevailed in Western Europe
required animals, heavy ploughs and mills to mill grain only reinforced this
tendency to look for capital-intensive solutions.””’ Landes too refers to the positive
effects of labour scarcity in Europe.””' I already referred to scholars who have
pointed at the incisive effects of the Black Death.*”” Although claiming there is a
connection between labour scarcity and innovation seems quite obvious, it on
second thoughts is not, in particular because it is not obvious what labour scarcity
actually means, how it might be measured and even more important here, how it
might be compared. In principle, scarcity is a relative concept defined by the ratio
between supply and demand. That means that one has to be careful in simply
taking population density as a proxy. The same goes for nominal or real wages.
That is not particularly unproblematic when one compares different economies.
To my mind, the best indicator of the relative scarcity of labour in one society as
compared to another society would be its relative cost as compared to other factors
of production. There are good reasons to think that labour in that sense indeed was
relatively scarce in early modern Europe as compared to in any case East Asia,
although in my view, not many scholars have actually put this claim to a very
systematic test. Let us expand some more on its possible implications.

620 Jones, European Miracle, pages XXVII and 227.

621 See his ‘Reply to Peer Vries and Om Prakash’, 9: “... Iwould give more attention to ... the
persistent European scarcity of labour by comparison, say, with Asian societies. Much,
though not all, of the European fascination with and demand for machinery, and the eager
substitution of capital for labour, can be understood in these terms ...”

622 See note 610.
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6.  Factor endowments: labour-saving Britain versus
labour-absorbing China

Many mainstream economists accord a prominent role to factor endowments in
economic development and, like Heckscher and Ohlin in their theorem, ‘predict’
economic specialisation on the basis of factor prices. In practice, however, it is
not unequivocal what that would mean in concrete cases. High wages can be a
good reason to look for labour-saving innovations, but ceteris paribus those
same high wages make it less easy for entrepreneurs to accumulate and find
money to invest in innovations. With low wages, in contrast, innovation may be
less urgent but, again ceteris paribus, accuamulating money is easier. In debates
about the Great Divergence, one can come across both arguments. Very recently,
Robert Allen has turned labour scarcity in terms of high wages as compared to
the costs of other factors of production into the essence of his explanation of
Britain’s Industrial Revolution. He bases his analysis on the premise that Britain
had very high real and nominal wages when its industrialisation began: with
parts of what now is the Netherlands, the highest in the world. ‘Absolute’ labour
scarcity may well have played a role here but high wages in Britain certainly were
also related to the fact that the very high remunerations in London’s service
sector - that would have been inconceivable with the rise of Britain’s fiscal-
military state and its position as global trader - overall drove up payment in the
relatively small and integrated British economy, without, however, creating one
fully integrated labour market with one wage level.” This, combined with rel-
atively low cost of energy and relatively low interest rates, in his view, made a
capital- and energy-intense route the natural course for Britain’s manufacturing.
This, for similar and some specific reasons we already referred to, also applied to
Britain’s agriculture.”* He systematically and explicitly tackles the question of
(non-) industrialisation from the perspective of factor-endowment, as the fol-
lowing quotations illustrate: “The Industrial Revolution was the result of high
wages - and not just their cause.”®” Elsewhere it reads: “...the explanation [of
why the Industrial revolution was British] lies in Britain’s unique structure of
wages and prices” and “Britain’s high-wage, cheap-energy economy made it
profitable for British firms to invent and use the breakthroughs of the Industrial

623 Allen made this connection between commerce and high wages in Britain already very
explicit in an unpublished paper from 2006, called ‘The British Industrial Revolution. How
commerce created the Industrial Revolution and modern economic growth.” He later pu-
blished ‘Why the industrial revolution was British: commerce, induced invention, and the
scientific revolution’. This clearly indicates that his explanation is not solely and cannot
solely be conceived in terms of simple factor-endowments.

624 Allen, British Industrial Revolution in global perspective.

625 Allen, Global economic history, 13.
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Revolution.”®*® Borrowing money for investment was quite cheap too in Brit-
ain.®” That of course is not irrelevant, even if at the moment no scholar would
endorse this claim by T.S. Ashton (1899-1968) in a classic text about the In-
dustrial Revolution in England:

If we seek - it would be wrong to do so - for a single reason why the pace of economic
development quickened about the middle of the eighteenth century, it is to this that we
must look [i.e. the lowering of the rate of interest]. The deep mines, solidly built
factories, well-constructed canals, and substantial houses of the industrial revolution
were the products of relatively cheap capital.®®®

It need not come as a surprise, still according to Allen, that there was so much
interest in machines in Britain. In a context where labour was expensive and
capital cheap, they were profitable.””” High wages for Allen not only serve as
explanation for economic growth in industrialising Britain. They also figure very
prominently in his explanation for the economic development of the United
States, in which he follows in the footsteps of John Habakkuk and his claim that
the ample availability of free land there caused high wages which in turn made
entrepreneurs keen on introducing labour-saving technologies.*® He even goes
as far as to postulate a kind of virtuous circle for the Western world: “...high
wages induced more capital-intensive production that, in turn, led to higher

wages. This spiral underlies the rising incomes of rich countries.”*”!

626 Allen, Global economic history, 31. Actually it was not so much ‘energy’ that was cheap in
Great Britain but coal and then in particular in specific regions.

627 For information on interest rates in Britain see e.g. Ashton (See the next note); Mathias,
First industrial nation, under ‘interest’, and Flandreau, ‘Bell Jar’. For concrete examples see
Temin and Voth, ‘Private borrowing during the Financial Revolution’. Here again, however,
context matters. Low interest rates indeed can facilitate investment, but they can also be an
indicator that profitable opportunities to do so are lacking and that the economy with those
low interest rates is in a ‘stationary state’. As Adam Smith wrote: “ ...as the usual market
rate of interest varies in any country, we may be assured that the ordinary profits of stock
must vary with it, must sink as it sinks, and rise as it rises. The progress of interest,
therefore, may lead us to form some notion of the progress of profit.” Smith, Wealth of
Nations, IX 4, page 105.

628 Ashton, Industrial Revolution, 9.

629 See e.g. Allen, Global economic history, 32 -33.

630 Habakkuk, American and British technology in the nineteenth century.

631 Allen, Global economic history, 47. Apparently, though, things do not always work out like
this, even in Allen’s perception. On page 24 of his Global economic history, he refers to the
silver influx into Spain that began in the sixteenth century and then comments that it led to
much higher inflation there than in the rest of Europe and made Spanish agriculture and
manufacturing uncompetitive. High wages here apparently were a liability, not an asset. Is
that only because other factors of production would be expensive in Spain at the time? Just
to show that there is always an economist claiming the opposite: Francois Simiand (1872 -
1935), a quite influential French economist-historian, was convinced that periods of low
prices and wages, in his terms periods best described as ‘phase B’, would be periods that saw
most innovation. See for his ideas and methods F. Vayssiere, ‘Raison collective et progres
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On the other hand, he associates low wages with economic stagnation and
poverty traps. In very poor countries “...labour is so cheap that businesses have
no incentive to invent or adopt machinery to raise productivity.”®* He clearly
suggests that the cheaper labour is relative to other factors of production, the
fewer incentives there are to industrialise: “It only pays to substitute that much
capital for labour when wages are high relative to capital costs.”® The point
Allen is making specifically for Britain had already been often made with ref-
erence to entire Western Europe. According to several scholars, that region was
characterised by a quite exceptional labour to capital goods ratio, and therefore
had a more technology-driven economy than other regions of the world already
from the High and Late Middle Ages onwards. Joel Mokyr, for example, wrote in
1990, “... medieval Europe was perhaps the first society to build an economy on
nonhuman power rather than on the backs of slaves and coolies.”®** Landes in
1998 made a similar claim: “Europe, as nowhere else, was a power-based civi-
lization.”** Labour scarcity is supposed to have led to the introduction of new
technologies - in particular in towns but also in the countryside - such as
watermills and windmills, and much more importantly when it comes to the
total amount of energy they provided, the use of animals, wood, and in some
regions peat and coal. That labour in Western Europe overall was relatively free
and therefore at times had a good bargaining position certainly also played a role
in this tendency to substitute it with capital.

In China, as Allen argues, energy, money and certain resources were relatively
much more expensive and wages much lower, which made choosing a labour-
intensive option the rational thing to do. In their comparison of the economy of
the Yangzi Delta and the Netherlands at the beginning of the nineteenth century,
Jan Luiten van Zanden and Bozhong Li also found clear indicators that the
economy in China’s core region was on a different, more labour-intensive tra-
jectory from that chosen in the economic core of Western Europe.®”® The many
recent publications on a specific East Asian path of development, e.g. by the
Japanese economic historian Kaoru Sugihara, also associate Western in-
dustrialisation, the first in world history, with a specific factor endowment in
which the labour supply was less ‘unlimited’ than it would be in East Asia’s

économique: la théorie du cycle de Francois Simiand’, http://dumas.ccsd.cnrs.fr/docs/00/
81/78/54/PDF/2012 - 06_VAYSSIERE_RAIpdf consulted on 04 -06-2013.

632 Allen, Global economic history, 13.

633 Allen, Global economic history, 51. See also ibidem, 51: “Labour has to be very expensive to
make it worthwhile to build all that extra capital” and 55: “Industrial technology, however,
was not cost-effective in other parts of the world where wages were lower.”

634 Mokyr, Lever of riches, 35.

635 Landes, Wealth and poverty, 46. Both Mokyr and Landes refer to the medievalist Lynn White
as their ‘source’ for this claim.

636 Bozhong Li and Van Zanden, ‘Before the Great Divergence?
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industrialisation as it set in later on and that Sugihara describes as labour
intensive.

Table 25: Pre-industrial energy consumption in Britain and China, (%)

Britain 1600 1700 1800 China 18" century
Food 27.5 19.9 7.4 47
Fodder 25.6 16.4 8.8 43
Firewood 28.7 13.4 4.4 8 (firewood and fossil fuel)
Fossil fuels 16.7 48.6 77
Wind 0.5 0.8 2.3 2 (wind and water)
Water 1 0.6 0.2

Precise figures for a comparison of non-human energy use in Britain with that in China are
lacking. But all estimates we do have in any case suggest it was several times higher in
Britain than it was in China.

Based on: Paul Warde, Energy consumption in England and Wales, 1560 - 2000 (Naples
2007) 69 and 73, and (for China) on Paolo Malanima, Energia e crescita nel’Europa
preindustriale (Rome 1996) 124. See also S.A.M. Adshead, Material culture in Europe and
China, 1400 - 1800 (Houndmills Basingstoke 1995) chapter 5, and Paolo Malanima, ‘En-
ergy crisis and growth 1650 - 1850: the European deviation in a comparative perspective’,
Journal of Global History 1,1 (2006) 101 -122.

Graph 8: The increase of energy consumption since the beginning of industrialisation in
billions of tons
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Source: The Economist December 31% 1999, page 81.

Britain not only had much more non-human energy per capita. It also had much
more land per agriculturalist. Farms on average were much bigger there and had
far more animals and more implements.®” British farms took advantage of

637 See my Zur politischen Okonomie des Tees, 97 - 126.
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positive scale effect and used far more ‘outside’ labour that worked for wages.
Reasons abounded to try to substitute labour with capital goods. What is
striking is not only that such clear differences existed between Britain and
China, but that they tended to increase over time on top of that. In Britain, the
amount of land, animals and capital goods per agriculturalist tended to increase
and farms tended to become bigger, in China exactly the opposite happened. In
that respect, the situation in Japan was quite similar to that in China in the period
from the seventeenth until the first half of the nineteenth century.**® Considering
all the characteristics we associate with industrialisation, — first and foremost
high energy use, the use of scale effects, and wage labour - chances clearly were
far greater that it would occur first in Britain.

The contrast presented between the situation in Great Britain and in China in
the previous paragraphs might give the impression that the situation of China
was increasingly more Malthusian - that is, it was characterised by a tension
between population and resources - than that of Great Britain, even though over
the entire period discussed here, from the 1680s to the 1850s, Great Britain’s
population was far from stagnant. Malthusians, as indicated, focus on the dis-
advantages of population growth, on the permanently lurking danger of over-
population. In the what-went-wrong-story for China, the country often has been
portrayed as the example par excellence of an economy that had entered a
Malthusian cul-de-sac; a ‘land of famine’ having too many people and not
enough resources.”” The dangers of overpopulation, of course, were not un-
known in Europe. Malthus was an Englishman and undoubtedly also had the
situation in his own country in view when he wrote down his ideas. But ac-
cording to many scholars, those dangers would - in particular in Western Eu-
rope - in the end have been kept in check by a conscious policy of limiting
population growth.**

Current scholarship admits the existence of clear differences between the
demographic systems of China and Western Europe, but most scholars now
think that those differences did not make much difference strictly in terms of

638 See e.g. Macfarlane and Harrison, ‘Technological evolution and involution’.

639 See Mallory, China: Land of famine.

640 Ithasalways been a stock in trade argument of ‘Eurocentrists’ to point at the West European
marriage pattern - in particular characterised by the fact that people married late and a
high number of them married never at all - as uniquely European and as a way in which
Western Europe in contrast to other parts of the world kept its population increase in check.
At the moment, most scholars would accept it indeed was uniquely Western European but
would doubt that it functioned as a more efficient means of population control than the
means used in e.g. early modern China. For the uniqueness of the Western European
marriage pattern see Engelen and Wolf, Marriage and the family in Eurasia. For alternatives
when it comes to checking population growth, see Lee and Wang Feng, One quarter of
humanity.


http://www.v-r.de/de

204 Part two: Actual explanations of the Great Divergence

population growth. In both regions population grew over the period 1680 to
1850: In China from an estimated 150 million to an estimated 400 -410 million
and in Western Europe from some seventy-five million to some 170 million and
in both there were Malthusian pressures. In Great Britain, the population over
that period increased from some seven to some twenty-one million. It is, of
course, rather rash to make firm statements about the relative overpopulation of
any of these regions on the basis of such aggregated data. They had very different
population densities to begin with in their core regions, population was spread
differently, and they had completely different agricultural systems and resource
portfolios, and so on. But at least aggregated figures and analyses of the situation
in both countries regarding available resources per capita do not provide any
clear proof that China got into trouble because of population pressure, whereas
‘Europe’ had developed strategies to prevent such pressures from even emerging.
Population pressure clearly existed and increased in high Qing China, but overall
its effects became so problematic because China did not industrialise rather than
that China did not industrialise because it was in a fatal Malthusian predicament.
Britain actually was already experimenting with solutions to break its Mal-
thusian constraints before it had really hit its Malthusian ceiling. In any case, as
we have already seen on pages 189-221, it is very hard to make clear, mono-
causal statements about connections between population resources and growth.
What is clear is that whatever the exact relationship may have been between
population pressure and economic problems in China in the nineteenth century,
population pressure clearly was not the only cause of the economic hardship.

Demography in the wider sense of the word definitely played a role in setting
China on a path that, while not making growth impossible, did inhibit the
emergence of modern industry and modern economic growth. I will refer here to
its predominant household mode of production with its specific power relations
that in my view really set China’s economy on a trajectory quite different from
that of Britain. I already referred to some effects of that mode of production
when it comes to consumer behaviour, opportunities to specialise and profit
from scale effects, investment patterns and the development of a market for wage
labour. I will later on expand further on them.**' The prevailing power relations
and familial norms and values also had their impact on economic life. They
made it, for example, less easy for Chinese women to work outside their home
under one roof with non-family members.*** Family and firm, as a rule, were not
separated. China’s inheritance system very much favoured splitting up in-

641 See pages 339-342.
642 See note 734.
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heritance under all heirs. Overall its system of law was more based on dealing
with members of families than with individuals.**

The question how an economy that had once been as productive and dynamic
as China’s could have become so poor and static has captured the attention of
economic historians. Two interpretations have dominated the debate when it
comes to the role of demographic factors - and those are the one we are focusing
on here - in explaining that development. Their overall assessment of the de-
velopment of China’s economy, first and foremost its agriculture, in the end
leads to fairly similar results but their points of departure and their general
assessments are quite different. The first interpretation, which is always asso-
ciated with economic historian Philip Huang, looks at that development in terms
of ‘involution’.*** The opportunity costs of family labour were quite low. Mem-
bers of the family had to be provided for anyhow and when they were at home
and had time to spare, that time was not considered money. So there was a
tendency to increase the labour input of family members even when marginal
returns decreased, to use them for all sorts of extra activities and to not or at least
as little as possible hire external labour.

Mark Elvin, who claims that China’s pre-industrial economy would have
ended up in a high-level equilibrium trap, represents the other interpretation, in
according to which the initial strengths and positive dynamics of pre-industrial
China’s economy receive more attention but that in the end too focuses on the
stasis, that came to characterise China’s economy because of Malthusian
problems.®”® What he refers to clearly is a Malthusian trap:

Clearly the shortage of many resources grew more severe. ... A major cause of these
shortages was of course the continuing growth of the population under conditions of
relative technological standstill.**

Traditional inputs, whether in the form of irrigation works, fertilizer or labour, were
also nearly as high as they could be without running into sharply diminishing or even
negative, returns.*”

The following quotation indicates why it is called high-level equilibrium:

. in late traditional China economic forces developed in such a way as to make
profitable invention more and more difficult. With falling surplus in agriculture, and so

643 Idiosyncratic in dealing with these and related topics but also quite interesting, is Gates,
China’s motor.

644 See e.g. his Peasant economy and social change in North China; Peasant family and rural
development in the Yangzi Delta, and ‘Development or involution in eighteenth-century
Britain and China’. For the definition of involution see page 182 of this book.

645 Elvin, Pattern of the Chinese past, chapter 17, plus idem, Another History, chapters 2 and 3.

646 Elvin, Pattern of the Chinese past, 301.

647 Elvin, Pattern of the Chinese past, 306.
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falling per capita income and per capita demand, with cheapening labour but in-
creasingly expensive resources and capital, with farming and transport technologies so
good that no simple improvements could be made, rational strategy for peasant and
merchant alike tended in the direction not so much of labour-saving machinery as of
economizing on resources and fixed capital. Huge but nearly static markets created no
bottlenecks in the production system that might have prompted creativity. When
temporary shortages arose, mercantile versatility, based on cheap transport, was a
faster and surer remedy than the contrivance of machines. This situation may be
described as a ‘high-level equilibrium trap.**

According to Elvin, China’s economy went through a “medieval revolution”
during the Song and Yuan dynasties, in which its agriculture and systems of
transport as well as its monetary and credit system, its market-system, and its
science and technology became very efficient and sophisticated. What emerged
was a situation in which labour became relative abundant and cheap, resources
in contrast relatively scarce and expensive. In many respects, the economy
continued to function at a very high level of development also after that medieval
apogee, especially when it comes to the production of food and the efficiency of
markets and transportation. It was in a trap nevertheless, as machines or large
scale co-ordination that may have led to a real qualitative breakthrough, were not
needed - although they might have been very helpful - and, more importantly,
often simply were not directly profitable. In fact the situation here had become
the exact opposite of that which existed in Britain in the eighteenth century
according to Robert Allen and in that case corroborates his ideas on why Britain
did industrialise, although Allen never explicitly refers to Elvin’s trap. In case
bottlenecks occurred, solutions were found with recourse to extra very cheap
labour and to the very well functioning markets. Buying up land and then renting
it out and by lending money against high interest rates could result in high
earnings. For those who wanted to make productive investments, it was neither
easy to find capital nor to find profitable investment outlets. As a whole, the
economy produced a substantial surplus and ordinary people clearly need not
necessarily have been poor as in classical involution stories. The problem was to
find profitable innovative investment for that surplus. Over time, so Elvin
claims, per capita surplus decreased and with it demand, which of course means
profitable outlets for investment in capital goods became even scarcer. In his
ReOrient, Gunder Frank uses exactly this demographical-economical model to
explain ‘the decline of the East’, in this case China.**’

The arguments of Allen, Huang and Elvin look plausible and their empirical
underpinning looks solid. The point is whether their arguments actually provide

648 Elvin, Pattern of the Chinese past, 314.
649 Frank, ReOrient, 297 - 330.
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good and sufficient explanations for what occurred in China and how that is
different from what occurred in Britain. Where Allen postulates that relatively
high wages as compared to the costs of other factors of production (implements,
energy, money) acted as a spur for innovation in Britain, Huang and Elvin, in a
kind of mirror image for China, postulate that relatively low wages as compared
to the costs of other factors of production (implements, energy, money and also
land) led to a ‘trap’. Are they right?

7.  High wages and low wages: stimuli and traps?

Allen’s thesis, in a nutshell, boils down to the claim that labour in Great Britain
was expensive, whereas energy and capital were cheap and that therefore the
economy of the country took a labour-extensive and capital- and energy-in-
tensive road, which led to what we call the first Industrial Revolution. He
sketches the situation in China in quite different terms. Without explicitly re-
ferring to them, he supports the Elvin-Huang interpretation of China’s early
modern economic history that characterises its economy as labour-abundant
with expensive non-human energy and capital goods and that looks at it in terms
of a high-level equilibrium trap or even an ‘involutionary’ dead-end street.
Allen’s thesis looks very convincing and logical indeed and is supported by
serious empirical research and data. In the context of the debate on the Great
Divergence and in particular on industrialisation, however, several cases come to
mind that indicate that in general matters probably were more complicated. We
already made several comments in our discussion of the thesis by Wong and
Rosenthal. A first problematic ‘case’ that one might refer to is the country that is
now called the Netherlands, a case that Allen discusses but which to my view he
cannot entirely fit in into his explanatory scheme. That country was at least as
wealthy as Britain, if not wealthier during the eighteenth century. Overall wages
were not lower than in Great Britain, with the exception of London. But in Great
Britain, London clearly was an outlier and not the place where industrialisation
began. Wages in Amsterdam e. g. were comparable to if not higher than those in
towns in South England.®®® Wages in other towns in Holland were quite similar
and definitely not lower than e.g. in Lancashire. Interest rates in the Dutch
Republic were not higher than in Britain.”' Nor need energy have been more
expensive, as Newcastle coal could easily be shipped overseas to Amsterdam as

650 We of course speak here in terms of overall orders of magnitude and rough equivalences. See
Allen, ‘Great Divergence’, passim, and De Vries and Van der Woude, First modern economy,
chapter 12, e.g. tables 1 and 8.

651 De Vries and Van der Woude, First modern economy, chapter 4.
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soon as that was cheaper than buying peat at home.* The Dutch Republic and
later on the Kingdom of the Netherlands continued to be a very wealthy, highly
developed country, but it did not become an early industrialiser, and was no
longer a technological innovator.

Another highly advanced region with high wages that we also already referred
to but where technological innovation faltered and no take-off took place is
Northern Italy. During the Late Middle Ages it was far more important as a
manufacturing region in Europe than Britain. It was famous for its highly de-
veloped wool production in towns where labour was relatively well paid. As I
already indicated in another context, it should have provided an ideal envi-
ronment for technological innovation. But in the early modern era, this region
was one of relative decline rather than dynamism and strikingly enough that has
very often been explained in reference to the high wages that guilds in towns
managed to enforce. High-wage towns, in this case, apparently lost out in
competition and high wages apparently were no stimulus for innovation. As
indicated, emerging silk manufacturing found a centre in Bologna, but ‘industry’
in general moved to places with low wages in the countryside and technological
breakthroughs did not occur.®”® When it comes to high wages, I could also refer
to Spanish America, where according to Letitia Arroyo and colleagues, and even
according to Robert Allen, who is much less optimist about those wages, income
during the early modern era expressed in silver often was higher than on the
European Continent.** In particular in case the figures by Arroyo and colleagues
would be correct, that would mean that high wages as such - as Allen is of course
aware - do not suffice to set an economy on a capital-intensive path.

For the specific cases of Britain and China, I think the factor-endowment
approach of Allen, Elvin and Huang certainly is very valuable, although it of
course cannot explain all there is to explain. What is interesting and should at
least provide food for thought is, as I have stated above, that industry in Britain
did not initially arise in its highest-wage regions, i.e. London and more in
general the South, but in regions where wages were, for British standards, quite
low.

As E.H. Hunt, an expert in the field, writes:

652 For coal prices in various European cities at the end of the eighteenth century see Allen,
Global economic history, 25, and idem, British Industrial Revolution, 99 -103, for energy
prices, i.e. prices of coal, charcoal and peat. For the possibility to import (more) coal
cheaply from Newcastle to the Netherlands see De Vries and Van der Woude, First modern
economy, 718 -719.

653 See under note 580.

654 See Arroyo Abad, Davies, and Van Zanden, ‘Between conquest and independence’ and the
figures calculated by Allen and colleagues in Table. 33.
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Major regional differences in wages already existed at the beginning of the classic
industrial revolution. Because industrial growth focused on parts of the North where

wages were low, industrialization initially eroded the pre-industrial pattern of wage
655

differentials.
From a global perspective, even those wages in Britain’s industrialising North
were high but in my view it is clear that the fact that industrialisation did not
begin in Britain’s high wages regions makes Allen’s explanation less obvious and
convincing. That many experiments with steam engines e.g. by Thomas New-
comen (1683 -1729), James Watt but also by Richard Trevithick (1771 -1833),
took place in Cornwall in tin or copper mines where wages were low and coal was
expensive also does not really support Allen’s factor-endowment thesis. Neither
does the fact that regions such as Scotland and the Northeast that were well
endowed with coal and industrialised quite early, contributed very few ‘labour-
saving’ innovations and had relatively low wages.”® The problem is that one
might also set up a fairly obvious and convincing argument in which low wages
would facilitate industrialisation as Joel Mokyr, without any doubt just as ca-
pable and respected as an economic historian as Robert Allen, indeed has done:

...itis clear [sic] that the successful economies relied on a reservoir of cheap, elastically
supplied labour ... The lesson to be learned from the experience of European countries
during the Industrial Revolution is that low wages, all other things being equal [sic!],
facilitated the accumulation of the capital necessary for the diffusion of the new
technologies, and that eventually these new technologies raised wages, thus eventually
eliminating the conditions that made their acceptance possible.

Rising wages and living standards are the reward that society reaps for the diligence,
657

abstinence and ingenuity of past generations.
We will later discuss the possible connections between low wages and in-
dustrialisation on in this text®® but first continue our analysis of the British and
Chinese cases.

Industrialisation triggered an economic reallocation in which the heart of
England’s economy shifted to the North. Lancashire, the West Riding, and the
West Midlands, in that order, led the development of modern industry in Eng-

655 Hunt, ‘Wages’ and Morris Atlas of Industrializing Britain 1780 - 1914, page 64. It is very
important to realise that wages in London were exceptionally high, much higher than in the
regions where industrialisation took off. On average between 1700 and 1789 wages of
building craftsmen in London were sixty per cent higher than in Kent, Oxfordshire and
Lancashire on the whole. Such craftsmen on average over that period earned about twice as
much in London than in Lancashire. I take these figures from Malanima, ‘When did England
overtake Italy?’

656 See for that comment Dudley, Mothers of innovation, 125-130.

657 Mokyr, ‘Dear labor, cheap labor and the Industrial Revolution’, 195.

658 See pages 214-221.


http://www.v-r.de/de

210 Part two: Actual explanations of the Great Divergence

land for decades: they all were among the poorest and most backward regions of
the country in 1660 and even at the beginning of the eighteenth century. Lan-
cashire, the symbol par-excellence of industrialisation, was amongst the very
poor regions of England during the Middle Ages and the Restoration period in
terms of wealth assessed for tax.®” It was the second wealthiest region of the
entire country in 1843. In the period 1767 - 1770 Lancashire and the West Riding
were among the eleven countries with the lowest wages in Britain. Those mostly
were in Northern England. By 1794 - 1795, however, the regional picture of wages
had already been reversed completely. Then six of the eleven countries with the
highest wages were in the North, with the West Riding having the highest wages
of them all. In 1843, when Lancashire was the second wealthiest region of the
entire country, its wages were the third highest.®® Scotland, known for its very
low wages in the eighteenth century, quickly caught up with the industrialising
regions, i.e. it industrialised fast and in the process saw its wages increase. One
might argue that already in the 1840s it had become more industrialised than the
rest of Great Britain.*”

Would not all this suggest that, in Great Britain and in British circumstances,
industry caused high wages in industrializing regions rather than the other way
around? In my view, Allen has developed a tendency to focus too exclusively on
wages and to underestimate the role of location. In the very important case of the
rise of the cotton industry, for example, what in my view was fundamental for its
emergence at specific places was the combination of relatively low wages and two
more strictly ‘locational’ advantages: being close to a harbour that could provide
a cheap and easy import of raw materials and an easy export of cloth and being
close to cheap energy-sources, first streaming water and then from the 1830s
onwards, coal. In the case of the iron industry, which needed heavy raw material
and tremendous amounts of fuel,  would also not underestimate the importance
of location. Britain did not become one integrated economy until the 1840s with
the advent of railroads. Only then did location become less determining. Overall,
also outside Britain, industry did not emerge first in regions where agriculture or
the service-sector was highly developed. As a rule, it did in a context of relative
poverty and backwardness, not high wages. London’s high wages, for example,
promoted the migration of shipbuilding to ‘out ports’ up the coast and around
the Isles towards pools of cheaper labour in the North, Scotland and Ireland.*®

659 Information in this paragraph and the next one, unless indicated otherwise, is taken directly
from Inikori, Africans and the Industrial Revolution in England, chapter 2: ‘“The English
economy in the longue durée’.

660 Itook this information from Hunt, ‘Industrialization and regional inequality’.

661 Devine, ‘Scotland’, 400.

662 See Parkinson, Trade Winds, 1793 - 1814. I found this reference in O’Brien, ‘Contributions
of warfare with Revolutionary and Napoleonic France’. Aversion of it has been published on
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Different factors costs certainly played an important role in setting economies
on different roads and facilitating different outcomes and Allen clearly has made
some very important points in his analyses. But industrialisation was not only a
matter of factor endowment (labour scarcity, fortunate endowment with coal
and easy money). In the Dutch Republic, factor costs that were fairly similar to
those in Britain did not trigger any industrialisation. Location, politics, in-
stitutions and the more or less autonomous development of science and tech-
nology also had their parts to play. The Industrial Revolution was about more
than just saving labour, or, more generally, cutting the cost of more expensive
factors of production and using more of the cheaper ones. One can find many
efforts to save coal via more efficient machines even though it was relatively
cheap. But there are also examples of coal being wasted because it was cheap.
Inventors themselves did not regard saving labour their main goal.*” Even if
high wages indeed functioned as a trigger to mechanisation, one would still have
to deal with the question of why this effect occurred in cotton production and,
more specifically, in cotton spinning.** Relative factor-costs certainly played a
role but they certainly do not provide the entire story. Joseph Needham (1900 -
1995) already pointed out that imperial China with its dense population devel-
oped numerous labour-saving technologies much earlier than its European
counterpart and added: “...it is remarkable that we have never so far come
across any important instance of the refusal of an invention in Chinese society
due to fear of technological unemployment before the nineteenth century.”*®

In that respect, it is striking how positive Allen is about the effects of high
wages on an economy. We already indicated he refers to a virtuous circle of high
wages — innovation - high wages in his history of Western industrialisation. That
description is hard to square with the history of Western capitalist economic
development with its permanent shifting of the economic cores where wealth
and innovation are concentrated. Although there are surprising continuities in

the Internet as a Working Paper of the Department of Economic History of LSE: http://
www2.lse.ac.uk/economicHistory/workingPapers/2011/WP150.pdf. For London’s econo-
my I refer to the book by Leonard Schwarz mentioned in note 578.

663 See for critical comments on the high-wages and low-energy cost argumentation defended
by Allen, e.g. Mokyr, Enlightened economy, 267 - 272, and McCloskey, Bourgeois dignity,
chapter 22. See Macleod, Inventing the Industrial Revolution for the various reason in-
ventors and innovators had - or in any case claimed to have - for their inventions and
innovations.

664 With Parthasarathi, I would claim the answer must be sought in the challenge of Indian
cotton textiles production. See Parthasarathi, Why Europe grew rich, passim.

665 See Joseph Needham, a.o. Science and civilization in China, Volume 7, Part II. General
conclusions and reflections (Cambridge 2004) 4. The original source is his article ‘Science
and society in East and West’, of which various versions exist and that was first published in
1964.
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the wealth and poverty of regions in Europe over the last thousand years®®,
economic primacy there was not something self-perpetuating. There are several
stories of their rise and (relative) decline. Braudel, e.g. in his analysis of early
modern Western capitalism, refers to the following sequence of economic cen-
tres: Venice, Antwerp, Genoa, Amsterdam, London, and he could have added
New York for the period after the First World War.*” As we already indicated for
Northern Italy and for the Dutch Republic as well, where real wages were almost
frozen from 1680 to 1820, high wages became something of a trap. They have
done so in many regions over time.

Allen persistently claims that low wages create a poverty trap.®® But are low
wages by definition bad for innovation? One can easily think of exceptions and,
as we saw, Joel Mokyr with his claim that “successful economies relied on a
reservoir of cheap, elastically supplied labour” would think those ‘exceptions’
are the rule.®® What about a situation, for example, where labour to all intents
and purposes is cheap but machine-production nevertheless wipes out non-
machine production, as was the case in the second half of the nineteenth century
when British machine-produced yarn began to undercut Chinese hand spin-
ning? Would that not provide China’s businessmen with an incentive to invent or
adopt machinery to raise productivity? Maybe the Chinese situation was not
very well suited to being first but one would tend to think that with its ‘unlimited
supplies of labour’ it was quite suited to catching up ala Arthur Lewis. It may well
be that for a Chinese entrepreneur investment in machines at the time was
extremely expensive, as it indeed was. But that would ceteris paribus of course
not be the case for an entrepreneur from let us say Britain investing in China.
Ceteris paribus those same machines in any case would be even more productive
and profitable with cheap labour. According to E.A. Ross in 1914 “The cheapness
of Chinese labour is something to make a factory owner’s mouth water.”*”
Ceteris paribus one would expect an enormous drain of investment from high-
wage to low-wage countries that as a rule have ‘unlimited supplies’ of labour. Not
by accident most (neo) classical economists have always liked to predict global
economic convergence. There indeed are many examples of situations where this
actually occurs, which shows that low wages can be an advantage and attract
investment. On the other hand, apparently, ‘other things’ often were not ‘equal’
and the bulk of ‘modern’ production remained in high-wage countries. The main
point, I would guess, is not the height of wages as compared to other factors of
production at a certain place, but their height as compared to what those who

666 See e.g. Polese, Wealth & poverty of regions, maps, 1, 2 and 3.

667 Braudel, Civilization and capitalism, 15" - 18" century, III, 27 -35.
668 See e.g. Allen, Global economic history, 13.

669 See Mokyr, ‘Dear labor, cheap labor’.

670 Ross, Changing Chinese, 117.
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receive them actually produce, i.e. their productivity as compared to that pro-
ductivity someplace else. If, in principle machinery, technology and knowledge
are transferable but nevertheless - even with enormous wage differentials - so
much industry stays in high-wage countries, this shows other factors than wages
per se must play a large role. Would that not, amongst other things, force us more
extensively to discuss the problem that Clark tackled in his Farewell to alms, i. e.
the quality of labour, its skills, discipline et cetera?*’! Apparently it is not that
simple to spread skills and effective use of technology.*’*

The level of wages in China in the period just before and during in-
dustrialisation in Britain could indeed have had a negative effect in the sense of
retarding and hindering massive industrialisation. As a general statement,
however, I think it clearly does not make much sense to directly blame its low
wages for the fact that China did not industrialise in the nineteenth century.
Before foreign machine-made goods massively entered their country, China’s
entrepreneurs basically competed amongst each other or, at best, with other
entrepreneurs who also lacked modern machinery. I fail to see why the simple
fact that Chinese wages, where low, in themselves, would then be a serious,
overall disincentive for them to try to invent or at least use almost any new
machinery or implement, considering the enormous domestic market for Chi-
nese goods. Even if something like a high-level equilibrium trap had existed,
does that mean profitable innovation of any kind would have been unthinkable?
Can one not think of any innovation that would have given Chinese producers an
opportunity to simply cut their costs and even undercut their competitors -
almost without any exception Chinese who had to pay ‘Chinese’ wages - on the
Chinese market - that was all but closed to foreign commodities - just as it did
for British entrepreneurs in their county, where wages were higher? Were
‘profitable’ labour-saving innovations impossible simply because labour was
cheap? There are good reasons to doubt that. For various sectors of Qing China’s
economy such as copper mining and irrigation and even coal mining, in-
novations could have been profitable even with the existing low wages. Even
Mark Elvin, who coined the expression ‘high-level equilibrium trap’, and con-
vincingly explained its logic, admits that he wonders why Qing China had so few
innovations.” It was not struck in a poverty trap. It was not per se starved of
capital.”* In principle again, ceteris paribus, it should in any case have been very

671 See for some comments pages 226 -231.

672 For some further comments see Amsden., Rise of ‘the rest’ under ‘skill deficits’ (pages 46 -
48); chapter 3: ‘Tribulations of technology transfer’ and chapter 5: ‘Lack of manufacturing
experience matters’.

673 See e.g. Elvin, Another history, chapters 2 and 3.

674 See for an underpinning of that thesis e. g. Lippit, Economic development of China and pages
240-241.
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attractive for foreign investors to move their machines from their high-wage
home countries to countries like China.

8.  Labour-extensive and labour-intensive routes to growth?

The connection between low wages and the (non-) emergence of modern eco-
nomic growth deserves closer attention. Recently, the debate on industrialisa-
tion and modern economic growth, no doubt because of the East Asian Miracle
and the rise of economies like Brazil, has taken a different turn in which relatively
low wages and a relatively high labour-intensity are seen in a more positive light
as providing a specific labour-intensive route to growth. Here, I will focus on the
most important and most widely discussed example, that of the so-called East
Asian path of economic development, that especially in its take-off phase would
have had more traits of an ‘industrious’ than of an ‘industrial’ revolution, and on
the debates about it which clearly also impinge on how scholars now look at the
Industrial Revolution in Britain. During the nineteenth century, when the great
gap between rich and poor emerged, both the economies of China and Japan
were resource-scarce and labour-abundant. But China’s economy had a couple
of specific characteristics that ensured that it did not (yet) embark on a broad
labour-intensive industrialisation.”” Basically, it only did after 1978. So the focus
here will be on Japan, the country for which the concepts ‘industrious revolu-
tion’ and ‘labour-intensive industrialisation’ were originally coined. The scholar
who introduced this concept in economic history was Akira Hayami, an eco-
nomic historian from Japan, who first coined the term to describe economic
developments in Tokugawa Japan but later gave it a wider connotation.”’® His
ideas have been very much popularised by Kaoru Sugihara, and are now en-
joying wider popularity amongst economic historians dealing with Asian Eco-
nomic development. I will base myself on his description and analysis.””’

In his view, scholars theorising about industrialisation have to take on board
the different way(s) in which Asian countries industrialise or industrialised.
According to him, it is now clear that industrialisation can occur, and has

675 See page 276.

676 See e.g. Hayami, ‘Great transformation’; idem, ‘Industrious Revolution™ idem, ‘Industrial
Revolution versus Industrious Revolution’.

677 Seein particular Sugihara, ‘Labour-intensive industrialisation in global history: the second
Noel Butlin Lecture’; idem, The state and the industrious revolution in Tokugawa Japan,
GEHN Working Paper no 2 (London, London School of Economics 2004) and idem ‘East
Asian path of economic development’. See also Pomeranz, ‘Is there an East Asian deve-
lopment path?, and Osamu Saito, ‘An industrious revolution in an East Asian market
economy?’ Very informative is Austin and Sugihara, Labour-intensive industrialization in
global history.
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occurred, in different cultures under a variety of factor endowments. In his
perception the ‘classic’, Western interpretation of industrialisation always fo-
cused on capital rather than labour. Talking about industrialisation in Western
capitalist economies as a rule meant talking about savings and investment,
capital goods, factories and scale effects. In analyses of the first, Western path to
industrialisation, the emphasis always lay on capital-intensive and resource-
intensive technology. He also argues that the role of labour was fairly un-
problematic. It was present, homogeneous and disposable. The rise of East Asia
shows a fundamentally different, what he calls ‘East Asian’, route to in-
dustrialisation that uses labour more fully and relies less on substituting capital
for labour. He explicitly considers East Asia’s labour-intensive industrious in-
dustrialisation as an alternative to the Industrial Revolution as it took place in
the West. In it, the family, in particular the peasant household continues to be the
predominant, labour-absorbing unit of production during the take-off stage.
Specialisation takes place inside this unit of production - the household - and
mainly in the countryside and not like in the West, predominantly between
different regions with individuals, in particular in towns, specialising in dif-
ferent skills. A lot of East Asian industry is rural-based, small-scale and more
labour-intensive and productive per unity of capital than its large-scale Western
counterpart. At the basis of these differences in ‘mode of production’ there
would be differences in factor endowment: high-wage economies, i.e. econo-
mies where labour is relatively scarce will be capital-intensive, low wage
economies where labour is relatively abundant will be labour-intensive. Regions
with labour-intensive industrialisation will export labour-intensive goods and
import capital-intensive ones. The Western capital-intensive and labour-in-
tensive path according to Sugihara and several colleagues is not the only one. The
global diffusion of industrialisation in any case was made possible by the de-
velopment of labour-intensive and resource-saving technologies that at the
moment provide the bulk of the world’s industrial employment, combining
cheap labour with Western technology. Considering the enormous population of
industrialising Asia, one might claim that this specific way of industrialising up
until now has been the main route by which mankind could escape the Mal-
thusian trap of overpopulation, not ‘Western’ industrialisation.

Those who think in terms of a specific East Asian development path tend to do
this on the basis of a quite specific interpretation of how Western Europe in-
dustrialized. I think that they overrate the capital-intensity of industrialisation
in the West and underrate its labour-intensity, at least when we look at the
beginning of the process. At any rate, the contrast between the beginning of
industrialisation in Britain and the beginning of industrialisation in ‘East Asia’
was not as great as they suggest. As indicated earlier on, over the last decades the
image of industrialising Britain has undergone some major changes. These in-
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clude the recognition that in the manufacturing sector, capital-intensity was not
as high and big factories not as normal as the traditional image of the industrial
revolution, with its focus on large scale mechanised production, i.e. steam,
machines and factories, and sudden, fundamental change suggested. It now is
recognised that factory production was much less predominant and that the role
of all sorts of flexible production combining work in factories, sweat shops or at
home, had been severly underestimated.”® In brief, what happened in Britain, in
many other European countries but also in the United States during the first
stages of industrialisation, often looked far more like the Asian model than
Sugihara cum suis assume in their East-West dichotomy. That dichotomy is quite
problematic anyway as there actually is no uniform Western route to a uniform
Western industrialisation. A comparison of the economic histories of Britain,
France or Germany, for example, over long nineteenth century suffices to make
that quite plain.*”

That Japan and for that matter China went through an industrious revolution
is in no doubt, but it is becoming increasingly clear that such a revolution also
occurred in Western Europe in the early modern era and probably until far into
the nineteenth century as in particular economic historian Jan de Vries has
shown in several publications.® There are unmistakable signs that in the cen-
turies before industrialisation and during it first decades, in Western Europe
labour input substantially increased. Paolo Malanima, in his overview of Eu-
rope’s pre-modern economy, concludes that, “On the whole it can be said that,
during the sixteenth to eighteenth centuries the overall number of working days
in Europe increased by some fifteen per cent.”®® A larger share of the population
began to work, and they worked longer and harder. Over the period 1750 - 1850,
working time for men of prime working age in England is estimated to have
increased with twenty to thirty-five per cent. The number of annual working
hours in industry reached its limit in 1830 with 3500; that is about double the
number of hours English labourers work now.**

A very substantial part of this extra labour input took place in domestic
industry, where we see an increasing involvement of especially agrarian families
in market-oriented craft production. During the early modern era this was a

678 See Hudson, ‘Industrial organisation and structure’. For a European-wide analysis see Sabel
and Zeitlin, World of possibilities.

679 See the literature referred to under note 55.

680 For specific data see De Vries, Industrious Revolution, chapter 3.

681 Malanima, Pre-modern European economy, 143.

682 See for this information Voth, ‘Living standards and the urban environment’. For long-term
data specifically for England, see Allen and Weisdorf, ‘Was there an ‘Industrious Revolu-
tion’ before the Industrial Revolution? See also Muldrew, Food, energy and the creation of
industriousness.
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phenomenon of truly global dimensions. It came in several varieties: the put-
ting-out system organised by merchant capitalists who provided raw materials
and then collected processed products; a system in which merchants only ad-
vanced money and the actual producers took care of buying raw materials and
sold their products after processing them, or in a system in which producers
operated as independent buyers and sellers. In particular for early modern
Europe, a debate was waged during the 1970s and 1980s about whether this
domestic industry, first and foremost in its putting-out variety, should be re-
garded as a form of ‘proto-industry’, that is as the first stage of industrialisa-
tion.®®> This proto-industrialisation-theory that implied a rather crude linear
progression from artisans, putting-out systems, to the factory, did not stand up
the test. In the context of our discussion of an assumed Asian route to in-
dustrialisation via an industrious revolution, this of course is highly significant.
In the history of Western Europe, domestic rural industry at times indeed was a
kind of preparatory stage of industrial production, but very often it was not and
turned out to be a dead-end street, a route to impoverishment hardly dis-
tinguishable from ‘involution’ as it has been described as a serious problem in
China’s economy during its pre-industrial era.®® The system of domestic in-
dustry that prevailed in Qing China can be best characterised as a Kaufsystem,
which means that ‘centralised’ coordination, financing and capital accumulation
were much less important than in the putting-out system, which according to
most scholars prevailed in Western Europe.

Jan de Vries in that respect points at differences in the industrious revolutions
as they occurred in certain parts of Europe and its North Atlantic offshoots on
the one hand and in the rest of Europe and East Asia on the other hand. In his
view in north-western Europe and its north Atlantic offshoots, industriousness
were linked to consumerism, which was not or far less the case in the rest of
Europe and East Asia where in his view a far more involutionary road was
taken.*® In all regions of the globe with increasing population, labour-intensity
tended to increase too, in order to counteract the tendency of decreasing mar-
ginal productivity in agriculture. That was also the case in Western Europe,
although the level of labour-intensity very probably was always highest in East
Asia. But according to De Vries, industriousness in north-western Europe was
not so much a matter of supply-side constraints as of demand-side aspirations.

683 Mendels, ‘Proto-industrialisation’.

684 For a general overview see Ogilvie and Cerman, European proto-industrialisation. For a
critical evaluation of the British case, see Hudson, ‘Industrial organisation and structure’, in
particular 29 - 34. Paolo Malanima clearly rejects the proto-industrialisation thesis. See his
Pre-modern European economy, under ‘proto-industrialisation’.

685 De Vries, ‘Industrious peasants in East and West’. All the comments here are paraphrases of
his text. Only in case of literal quotations do I give a further reference.
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In his words, “...consumer aspirations played an important role in motivating
the strategic deployment of the productive resources of the household ...”**
This consumption-motivated industrious revolution began in North-western
Europe and was long restricted to that region plus its North American settle-
ments. North-western Europe had a capital-abundant environment where
households or household members could specialise because of the broad
availability of factor and commodity markets. They could increase productivity
as they had ample opportunity to shed and acquire labour and become a link in
an extending division of labour.

De Vries’s industrious revolution in these regions had a clear element of
increasing total productivity by means of ‘improving’ the division of labour and
allocating one’s labour to activities that might lead to higher yields. It was not
just or not even primarily a matter of working harder but of increasing pro-
ductivity by wide-ranging specialisation made possible by extended markets.
Adam Smith would have approved of it. As late as 1879, only five per cent of the
working population lived from wage labour in Japan. In China, the figure would
have been similarly low. Peasant households only released and hired a very
limited amount of labour. In that East Asian context, and in most of Europe apart
from the northwest, by-employments were more part of a survival strategy
driven by the simple necessity to increase labour-input and a matter of self-
exploitation than of a growth strategy. De Vries’s comparative analysis of the
industriousness of East Asian peasants nowhere creates the impression that he
regards the East Asian industrious revolution as in any kind the beginning of a
process of modern growth, in any case not for the period he explicitly refers to.
He only rather in passing refers to Sugihara’s focus on labour-intensive in-
dustrialisation as embracing the gradual improvement of the quality of labour
and its ability to in that case become the “main route by which mankind escaped
the Malthusian trap of overpopulation and the Ricardian trap of rising food
prices.”®’

It is still a matter of debate to what regions and sectors the ‘optimist’ inter-
pretation of the industrious revolution by Jan de Vries applies. As indicated, he
himself confines it to North-western Europe and its North Atlantic offshoots, for
which regions he considers it a real boost to development and growth. For those
exceptional regions he looks at it in terms of increasing industriousness, dy-
namism and development. Overall, even for Europe, a fairly negative inter-
pretation prevails. In his overview of Europe’s economic history over the last

686 De Vries, ‘Industrious peasants’, 108.

687 Kaoru Sugihara claimed this in his paper, ‘Labour-intensive industrialization in global
history’ presented at the 13™ International Economic History Conference in Buenos Aires,
2001.
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millennium before industrialisation, Malanima claims that this extra effort
mostly was a matter of hardship, in any case in the countryside: “Peasants
became industrious because they had no other choice.”®® For Britain, Allen and
Weisdorf agree regarding the situation in the countryside but think that the
situation in towns was more like De Vries describes it, which would mean that
industriousness there was positively connected to major changes in consumer
behaviour.*® Very probably, optimists and pessimists - as in the previous debate
on proto-industrialisation - both have a point, depending on the circumstances.

In that respect, Sugihara’s rather positive interpretation of East Asia’s in-
dustrious revolution as a distinct path to modern economic growth could also do
with some qualifications. Industrialisation as it began in Britain differed from
industrialisation as it occurred later on in parts of East Asia. But in East Asia too,
working hard and diligently simply did not suffice to become really wealthy, as
began to be clear some time later in Japan. To reach Western levels of wealth and
really escape from poverty, more was needed. During the first stages of its
industrialisation, Japan changed and adapted Western technology to make it
cost-effective for its low-wage economy and it in all probability indeed took a
labour-intensive route. After 1945, however, it switched to very capital-intensive
technologies and built very highly capital-intensive industries. No big country
has ever become rich on the back of small firms.®® It was only then, that it really
began to catch up with the West in terms of wealth. In China at the moment
industrialisation walks on two legs, i. e. it combines capital-intensity and labour-
intensity.*!

Table 26: Real GDP per capita incomes in 1990 international PPP dollars compared over
time

GDP per capita in: Japan China UK Netherlands
1700 570 600 1,250 2,130
1820 669 600 1,706 1,838
1913 1,387 552 4,921 4,049
1950 1,921 448 6,939 5,996
1973 11,434 838 12,025 13,082
2003 21,218 4,803 21,310 21,480

Source: Angus Maddison, Contours of the World Economy, 1-2030 A.D. Essays in Macro-
economic History, Oxford 2007, 382.

Only in 1950 did real income per capita in Japan reach the level of the United
Kingdom in the 1830s and it was still lower than real income per capita in the

688 Malanima, Pre-modern European economy, 238.

689 Allen and Weisdorf, ‘Was there an ‘Industrious Revolution’?

690 I here paraphrase Studwell, How Asia works, 134-135.

691 See for a very brief discussion Allen, Global economic history, 122123, 135-137 and 140.
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Dutch Republic in 1700. The real Japanese miracle after the Second World War
was not a labour-intensive miracle. The situation in China was even worse. Per
capita in real terms, people there in 1973 still earned less than half of what the
Dutch earned over two and a half centuries earlier when real income per capita in
the Dutch Republic amounted to 2130 dollars of 1990.

The East-Asian path to industrialisation thus looks more like an intermediary,
temporary path that canlead a country to the take-off stage than like a full-grown
‘alternative’ to Western industrialisation.®” After some time, being industrious
simply no longer suffices to increase production. To reach the level of wealth that
became normal in the Western world, one simply cannot do without the massive
input of non-human energy sources and modern technology. Japan, in this
respect, has become just like the rest of the industrialised world: in wealth and
consumption of energy and capital-intensity. To me, the best yardstick for
measuring energy- and labour-intensity would be the amount of energy used or
the number of hours worked per international dollar of real income. At the
moment (2012), the Chinese use more energy per dollar of real income than
many Westerners.

Table 27: Energy consumption and real income

Consumption per Real income per capita
head in kg oil as percentage of US

equivalents real per capita income
US 7,051 100
France 3,970 72,4
Germany 3,889 79,3
Japan 3,788 71,5
UK 3,183 75,7
China 1,695 16,1

Source: The Economist. Pocket World in Figures 2013 Edition (London 2012). All figures
refer to the year ending 31 December 2010.

Labour-intensive industrialisation, moreover, also does not look like an in-
dependent road but rather like a temporary possibility created by the very fact
that its industrialisation turned the West into a high-wage region. That created
room for mass production of simple commodities by cheap labour in developing
countries. But a strategy of simply increasing labour and capital inputs ceteris
paribus must sooner or later lead to decreasing returns. Substantial and sus-
tained increases in wealth require technological innovation and the use of alot of
non-human energy. You will not become really wealthy via low wages and in-

692 For Japan’s energy consumption during its early industrialization see Minami, Power re-
volution in the industrialization of Japan.
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dustriousness. Those may be able to put you on a road to wealth, but a high GDP
per definition requires high average wages, in particular in countries where
incomes are relatively equal. This is not meant to devalue the East Asian de-
velopment path: a global diffusion of industrialisation indeed only looks pos-
sible via labour-intensive industries and these employed and employ many
millions of people.

The debate on labour-intensive industrialisation has not yet been waged very
intensively and systematically. To settle it or at least make it more solid, one
would need a systematic comparison of labour-, capital- and energy-intensities
per entity of real production of the countries discussed. Sugihara, time and
again, also points at the specific quality of labour-input in his East Asian in-
dustrialisation, but he never provides a systematic comparison with the sup-
posedly very different situation in the West. Did or do differences in the level of
training, discipline, industriousness, formal and informal schooling of Western
countries and East Asian countries really exist as they began to industrialise, as
he consistently claims, with the East having a clear advantage over the West?* I
doubt that.”*

9.  Human capital: labour and its skills

This brings us to the importance of the quality of labour, a subject that under the
label human capital is now at the very heart of economic thinking about growth
and development. An increasing number of scholars, businesspeople and poli-
ticians refer to the ‘modern’, ‘developed’ economy as a ‘knowledge economy’ in
which the ability to increase knowledge and to innovate is considered the es-
sence of growth. We have already indicated that the main effort of many new
growth-economists consists in trying to ‘endogenise’ innovation in the eco-
nomic system. That of course is only possible with a sufficiently skilled labour
force. It will not come as a surprise that the role of human capital in the Great
Divergence is also receiving ample attention. Although - which is very striking
and, to be honest, in my view rather incomprehensible - members of the Cal-
ifornia School tend to completely ignore it, the main and very important ex-
ception being Jack Goldstone. Scholars like Andre Gunder Frank, Robert Marks,
Kenneth Pomeranz or Roy Bin Wong never explicitly and systematically deal
with questions of literacy, numeracy, skills formation, or the way in which all

693 See for example his ‘Labour-intensive industrialisation in global history’.

694 I found no clear indication whatsoever of a high level of education of Japan’s labour force
before World War Two. Formal vocational, scientific and technical training only took off in
the 1930s. See e.g. Landes, ‘Japan and Europe: contrasts in industrialization’, 108 -111.


http://www.v-r.de/de

222 Part two: Actual explanations of the Great Divergence

sorts of knowledge and their application evolve. For them, they apparently are
just epiphenomena, automatic responses to obvious challenges. Here again we
see a fascinating difference between thinking about growth in economics, where
knowledge is increasingly holding centre stage, and in global economic history,
where a surprisingly large number of scholars emphasises factor endowments
and factor prices and all but ignores ‘knowledge’.

As far as I can see, there seems to be a consensus that literacy, numeracy, and
all sorts of specific skills formation that are necessary ingredients of processes of
industrialisation and growth, were nowhere in the world in the eighteenth and
nineteenth centuries as high as in north-western Europe.®” Robert Allen quite
explicitly makes this claim and thinks this fact is not so much due to Protes-
tantism - as an old tradition has it — but to the existence of a high-wage, com-
mercial economy that enabled people to pay for education, which in turn could
lead to higher income.*®® Recent research by two economists points in the di-
rection that there nevertheless may have been an advantage of Protestant regions
or countries over non-Protestant ones in terms of education and literacy.®” As
regards our task, explaining why Britain was first, this difference of opinion of
course is inconsequential: Britain was a Protestant, high-wage commercial
economy. No doubt its literacy rates were amongst the highest of Europe, though
definitely not the highest.*®

Table 28: Adult literacy in Europe, 1500 and 1800: the percentage of the adult population
that could sign its name.

1500 1800
England 6 53
Netherlands 10 68
Belgium 10 49
Germany 6 35
France 7 37
Austria/Hungary 6 21
Poland 6 21
Ttaly 9 22
Spain 9 20

Source: R.C. Allen, Global economic history. A very short introduction (Oxford 2011) 25.

695 See for a general overview of the situation in Western Europe, Reis, ‘Economic growth,
human capital formation and consumption in Western Europe’.

696 Allen, Global economic history, 26. See for his comments on education and literacy from a
global economic perspective under ‘education and literacy’ in the index.

697 Becker and Wossmann, ‘Was Weber wrong?’

698 See e.g. Allen, Global economic history, 25; Mitch, ‘Education and skill of the British labour
force’ pages 334 - 345 and 351, and Van Zanden, Long road to the Industrial Revolution, 193.
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I never came across any study in which not literacy rates of north-western
Europe in the early modern era were regarded as the highest in the world,
although the figures one finds for Tokugawa Japan are also quite high. It had an
estimated literacy rate at the beginning of the Meiji Restoration in 1868 of forty
to fifty per cent for men and of thirteen to seventeen per cent for women.*” For
China at the end of the eighteenth century, it is estimated at some fifteen per cent
for men. For women it was much lower, some two to ten per cent in the beginning
of the nineteenth century. The figure for male literacy in the beginning of the
1930s still only was some thirty per cent.”” More broadly, Western Europe is now
claimed to have had a clear advantage over the rest of the world in terms of book
producing and reading.””" Even if the amount of printed texts as such had not
been higher in north-western Europe: all the evidence we have points in the
direction that when it comes to texts containing useful and reliable knowledge
that was directly relevant for increasing and enhancing production, its quality
and efficiency this region would be in a better position than any other part of the
word.

In any case, a very interesting hypothesis from Alfred Crosby holds that by
1600 more people were thinking quantitatively in the West than in any other part
of the world.””” Western Europe was the first region in the world to know all sorts
of ‘newspapers’ and it had much more of them when industrialisation took off.
Let me give a couple of figures specifically for Britain from Roy Porter’s very
informative book about the British Enlightenment. During the 1620s, about
6,000 printed titles appeared in England, increasing to almost 21,000 during the
1710s, and to over 56,000 by the 1790s. The total of separate book and pamphlet
titles published between 1660 and 1800 was over 300,000, with an estimated 200
million copies sold. By the 1770s, when there were nine dailies in London and 50
provincial weeklies, the total annual sale of newspapers was over twelve million;
by 1800 it was some sixteen million. There then were 250 periodicals in England.
Ten thousand copies were printed of the third edition (1787 -97) of the Ency-
clopaedia Britannica.”” Differences with China or the Islamic world in this
respect are striking. Western Europe had more formal and public schooling,
more systems of apprenticeship and guild education and more universities, by

699 Passin, Society and education in Japan, 44 - 47.

700 I took these figures from Clark, Farewell to alms, 265-266 who bases himself on data in
Rawski, Education and popular literacy in Ch’ing China, 17 - 18, 90 and 140.

701 See e.g. Baten and Van Zanden, ‘Book production and the onset of modern economic’, and
Buringh and Van Zanden, ‘Charting the ‘Rise of the West’. See also Van Zanden, Long road
to the Industrial Revolution, chapters 2 and 6. For a more general overview see Burke, Social
history of knowledge I and II.

702 Crosby, Measure of reality. For an analysis and critique see Goldstone, ‘Whose measure of
reality?’

703 Porter, Enlightenment, 73 - 92.
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the eighteenth century some 150 across Europe.””* Numerous publications came
on the market in which craftsmen could find instructions, and that could help
them to prepare for their master exams and meet the guilds’ quality standards.
They normally contained a mixture of practical technical know-how and ele-
ments of science and assumed much tacit knowledge, but they certainly were
useful in enhancing craftsmanship. What was fixed were the quality standards of
production rather than what to produce. The competition between skilled
craftsmen who would become apprentices to whom and who would become
master could be fierce. In this respect, the existence of guilds and all sorts of
artisanal organisations and the tradition of moving around to learn one’s trade
certainly must have had a positive effect on skill-formation. Dutch economic
historian Jan Luiten van Zanden has pointed at the interesting fact that the so-
called ‘skill premium’, the increased income one earns because one has acquired
extra skills, was lower in Western Europe than in the rest of the world and claims
this would indicate that labour there overall was more skilled, that households
there had access to relatively efficient labour and capital markets, and that the
institutions for the formation of human capital were working well.”” The fact
that people married relatively late in Western Europe and often worked for
several years for wages before they married, meant that they could more easily
acquire all sorts of skills and some capital to set up an independent household
when they married. Labour markets for skilled labour enhanced the possibilities
of specialisation and the efficiency of the allocation of labour.

One must be wary, though, not to exaggerate the intellectual and skill re-
quirements for the initial phases of industrialisation. Any take-off would require
an ample supply of entrepreneurs able to run factories or other large firms, of
inventors and innovators, and of skilled mechanics able to deal with machinery.
Britain clearly had enough of these entrepreneurs, inventors and innovators and
- as is not contradicted by any scholar I know - more of such skilled mechanics
than any other country in the world. More people participated in a ‘scientific-
technological’ culture there than anywhere else. In comparison to other parts of
the world, knowledge in Europe was more a public and traded ‘commodity’.
There existed fewer barriers to its exchange. Contacts between ‘entrepreneurs’
and ‘engineers’ were closer there than anywhere else.”® In 1790, there were

704 See Hulff, Intellectual curiosity and the Scientific Revolution, 305 -307.

705 See, for several articles dealing with the skill premium and more generally human capital in
pre-industrial Europe from a global comparative perspective, Van Zanden, Long road to the
Industrial Revolution, in particular chapter five. I paraphrase from page 175. See also idem,
‘Skill premium and the Great Divergence’. Prak and Van Zanden, Technology, skills and the
premodern economy in the West and the East was published after I finished my manuscript,
but it will certainly prove to be a very important contribution to the debate.

706 See Mokyr, Enlightened economy, and Jacob, Scientific culture and the making of the in-
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already 220 academies for the promotion of useful knowledge in Britain. By the
middle of the nineteenth century, the country counted 1,020 associations for
technical and scientific knowledge with a membership of roughly 200,000.”” But
I do not want to make the claim here claim that mass education was a necessary
pre-condition for Britain’s take-off, or that a simple overall correlation between
levels of schooling and the likelihood of a take-off existed. As indicated, there
were countries with higher levels of literacy but more importantly, according to
David Mitch, as late as 1841 only five per cent of the working men and two per
cent of the working women had a job that required them to really be ‘literate’.””®
In the first stages of industrialisation there overall even was a noticeable des-
killing of the labour force as machinery and factory discipline made many jobs
simpler instead of more complicated. Modern scholarship tends to subdivide the
Industrial Revolution into two phases: “a first phase with skill-saving techno-
logical change and minimal educational requirements, and a second phase
where technological change increases the demand for human capital as skills
become necessary for production...””” Expenditure on formal education was
surprisingly low in Britain and increased only very modestly during the nine-
teenth century. Informal education apparently must have been adequate as was a
certain technological, enlightened culture. The fact that there were careers open
to talent also will have had a positive effect.”"” And finally there is the funda-
mental fact that between 1750 and 1850, the British political system unflinch-
ingly supported technological progress.”'! This was really different from the
situation outside Europe.

In the most recent analysis of the causes of the first Industrial Revolution, in
which human - and social - capital get pride of place, Leonard Dudley brings
many of the elements referred to earlier on together. He sets out to explain why
over the century and a half between 1700 and 1850 in certain regions of Britain -
and France and the United States - there was a sharp acceleration in the rate of

dustrial West. I endorse Mokyr’s claim that, “what set Britain apart from other European
countries was not its capacity to accumulate more and better science or even a higher
propensity to invent, but the much higher level of competence of its skilled workers. Britain
could draw on a large cadre of highly skilled craftsmen and technicians.” See Mokyr,
‘Institutional origins of the Industrial Revolution’, the web-version, page 24.

707 See for these figures Musson and Robinson, Science and technology in the Industrial Re-
volution, 58, and Inkster, Science and technology in history, 73 and 78 - 79.

708 Mitch, Rise of popular literacy in Victorian England, 14-15.

709 Becker, Hornung and Wossmann, ‘Education and catch-up in the Industrial Revolution’, 95.

710 See for these comments Mitch, ‘Education and skill’. For the role of guilds in skill formation
see under note 377 and 705. For skill-formation in Britain via apprenticeship see Hum-
phries, ‘Rent seeking or skill creating? For the economic sectors that characterised the so-
called Second Industrial Revolution, for example chemical industry and the production of
electricity, Britain’s informal system of skill-formation was no longer adequate.

711 Mokyr, Lever of riches, 256.


http://www.v-r.de/de

226 Part two: Actual explanations of the Great Divergence

innovation.”"? He explicitly points out and shows that this was not the case in the
Netherlands, that initially were both richer and more literate than Britain and
France, in other countries in Europe like Germany, Belgium and the Scandi-
navian countries, or anywhere else in the world. He does appreciate the im-
portance of the presence of a certain institutional setting, cheap energy or skilled
labour and the existence of markets of a certain size but thinks none of those
suffice to on their own give a satisfactory explanation. In his view the final and
fundamental explanation must be sought somewhere else. In his fascinating, but
quite repetitive, study he ascribes this acceleration in those regions to the ex-
pansion of social networks of co-operation and trust in which suspicion was
overcome. In his view, innovation thrives in a context of openness, diversity and
indeed co-operation. Successful major inventions and innovations as a rule are
not the result of the efforts of isolated, fiercely competitive individuals but of
synergy between differing mind-sets and concrete ideas and co-operation be-
tween people. Following Malcolm Gladwell, he refers to three types of persons
that are indispensable to turn new ideas into major innovations: mavens, con-
nectors and salesmen. A maven is an individual who accumulates information
and willingly shares it with others. A connector in turn is an individual with a
talent for bringing people together to share their common interest. A salesman is
an individual who convinces people who are initially unconvinced by a partic-
ular message.””” The innovative regions he studies had an extraordinary amount
of such people, who moreover - and he believes this to be of the utmost im-
portance and forms the main new angle in his approach - could profit from the
fact that their co-operation was facilitated and enhanced by the existence of a
shared, standardised, national language. In emphasising this, he builds upon
ideas he already put forward for a much broader context in his Information
revolutions in the West.

10. Human capital: labour and discipline

It has often been suggested that Western labour was more disciplined and in-
dustrious and therefore became more productive than labour in other parts of
the world. David Landes was quite explicit in that respect: “... what counts is
work, thrift, honesty, patience, tenacity ... too many of us work to live and live to
be happy. Nothing wrong with that; it just does not promote high productivity.
You want high productivity? Then you should live to work and get happiness as a
by-product. Not easy. The people who live to work are a small and fortunate

712 Dudley, Mothers of innovation.
713 Gladwell, Tipping point.
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elite.””** Niall Ferguson, in his book on Western civilisation, thinks there is a
Western “work ethic” (and “word ethic”) that was one of what he calls “Western
killer applications” that caused Western wealth and dominance.””” That dis-
cipline and disciplining played a fundamental role in Western society in the
period under discussion here as well as earlier on, i.e. during the early modern
era and some would even say already in the high Middle Ages, is indisputable.
Many different labels have been used to describe quite similar and in any case
related forms of social disciplining. Weber focused on what he called ration-
alisation, Elias on civilisation, Foucault on disciplining and normalisation, many
scholars on reform, and reformation of manners. People were affected as sub-
jects of their rulers, as believers, as government officials, as members of the
military and as participants in a popular culture that according to all sorts of
elites had to be reformed, and so on.”'® Especially interesting from the per-
spective of the economic historian are the numerous initiatives to create a dis-
ciplined labour force. Those efforts became ever more pressing and more a
matter of public policy as people increasingly began to work for wages on behalf
of other people who were not family. Concepts of work, leisure and poverty
(were) changed.”"” The idea that work was a job, maybe even a calling, but in any
case a duty, began to prevail. Workhouses, poor houses, prisons and the like were
created all over Europe to ‘reform’ those who did not comply.”*® They were forced
to work in an effort to create, in Foucault’s terms, ‘docile bodies’.”" Begging and
vagabondage became punishable offences. Not to work was now considered a
crime. Penal workhouses proliferated throughout Northern Europe. They be-
came quite numerous in the Netherlands, Germany and Austria, where they were
called tuchthuizen (in the Netherlands) and Zuchthduser (in Germany and
Austria), both translate as ‘houses of discipline’. In England, by 1750, almost
every market town and industrialised parish had its own workhouse. European
states were very active when it came to disciplining their subjects to become

714 The quotations are from Landes, Wealth and poverty of nations, 523. On page 478 he had
already written about economically successful Chinese in Malaysia: “... they live to work.
... Members, then, of a rare aristocracy: most people work to live.”

715 Ferguson, Civilization, chapter 6. For the term ‘killer applications’ or ‘killer apps’, see page
12.

716 The amount of literature on social disciplining in early modern Europe is staggering. I just
refer to the following, somewhat older syntheses: Burke, Popular culture in early modern
Europe; various publications by Robert Muchembled, originally all in French, though there
is a translation of one of his books under the title Popular culture and elite culture in France,
1400- 1750 and Pieter Spierenburg, Broken spell. A book that I found fascinating in this
context is Bauer und Matis, Geburt der Neuzeit. More recent is Gorski, Disciplinary revo-
lution.

717 See for a broad overview Lis and Soly, Worthy efforts.

718 See for a general survey e.g. Jutte, Poverty and deviance in early modern Europe.

719 Foucault, Discipline and punish, 135-170.
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‘active’ and instigating ‘a reformation of manners’. These policies, poverty and
new patterns of consumption led to an increase in the number of people who
worked, in the number of hours they worked, and in the intensity of their work.
With the coming of factories, having disciplined labourers - not by accident were
they often simply called ‘factory hands’ - became even more urgent and sys-
tematic. One cannot imagine a factory without discipline. There is a substantial
amount of literature in which the importance of a disciplined labour force in
modern industry is highlighted. A scholar like Stephen Marglin would go as far
as to claim that the primary reason to build factories was to ensure that ‘bosses’
could really control the production process and thus discipline their labour
force.”*

This kind of discipline always goes with the efficient use of time. Exactly
measuring labour productivity is impossible if one cannot exactly measure time.
It is no accident that the clock became the symbol of the factory for many who
worked there. As Lewis Mumford already put it: “The clock, not the steam-
engine, is the key-machine of the modern industrial age,””*', not just as the pro-
type of a machine but just as much as the facilitator of a more efficient ordering
of daily life. Many Western scholars have already pointed at the Western ob-
session with time, time keeping and increasingly time saving.”? The eighteenth
century in this respect too was an age of accelerating change. This is what
Douglas Allen writes about the situation in Britain: “By the end of that century
[i.e. the eighteenth century] and certainly by the middle of the nineteenth
century, pocket watches were not only accurate to within minutes each day, but
were priced so that an ordinary individual could own one. There was, for all
practicality, a collapse to zero in the variance of time measurement between 1750
and 1850. For the first time in history, it actually meant something to tell
someone to be at a specific place at a specific time.””” In this context one can also
point at the standardisation of measures and weights, also an example of Weber’s

720 For introductory literature on the disciplining of labour in general and the specific pro-
blems related to disciplining factory labour, with a focus on Britain see, in alphabetical
order: Biernacki, Fabrication of labour; Deakin and Wilkinson, Law of the labour market;
Furniss, Position of the laborer in a system of nationalism; Gauci, Regulating the British
economy; Lis and Soly, Poverty and capitalism in pre-industrial Europe, and Worthy efforts,
chapter 7, in particular 468 -478: ‘Employment and the active society’; Marglin, ‘What do
bosses do?’; Pollard, Genesis of modern management; Rule, Labouring classes in early
industrial England; Steinfeld, Invention of free labour; Thompson, Making of the English
working class; idem, ‘Time, work-discipline and industrial capitalism’, and Voth, Time and
work in England.

721 Mumford, Technics and civilization, 14-15.

722 Tjustrefer to Landes, Revolution in time; Le Goff, Time, work and culture in the Middle Ages
and of course Thompson, ‘Time, work-discipline and industrial capitalism’, for develop-
ments at the beginning of industrialization.

723 Allen, Institutional revolution, 31. See for further comments, ibidem, 28 -31.
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rationalisation of life that had efficiency-enhancing effects.””* For Britain in
particular we see many measures to standardise production and products. They,
interestingly enough, often were instigated because the existing system of tax
collecting required them.”” That is also true for many measures to rationalise
the system of land taxation and to give it a firmer base in a cadastre of sorts.””® In
general, there was an increasing interest in fact-finding and information gath-
ering, in statistics, public records and the creation of economic facts.”” The
importance here of the state and its policies is obvious. Many European rulers in
the eighteenth century, especially the ‘enlightened’ ones, would agree with
Habsburg Emperor Joseph II: “If one is to rule countries well, one must first
know them exactly.””*®

References to Western discipline, industriousness and punctuality have al-
ways been stock in trade in discussions of Western exceptionalism. Interestingly
enough, an author such as Prasannan Parthasarathi, who is not exactly enthu-
siastic about European exceptionalism, recently also pointed out that Western
labour was ‘successfully’ subjected to much harsher discipline than labour in
India and he clearly thinks that explains in part why Europe grew rich whereas
India did not. But he does not expand on how exactly this would have made a
difference and how much.””” Gregory Clark is far more explicit. According to
him, workers in poor countries lack the qualities of “discipline and engagement”
and “...differences in labor productivity must stem from differences in the
quality of labor in production across societies, differences that stem largely from
the local social environment.” Specifically about the situation in India, he writes:
“The socially induced lethargy that afflicted Indian labour may have extended
throughout the society: had the deficiency been limited to the ranks of Indian
managers and entrepreneurs, these inputs could have been relatively easily
imported...””*° Clark’s book has been extremely controversial but in that sense

724 For Europe see Roland Wenzlhuemer ‘The history of standardization in Europe’ in: Euro-
pdische Geschichte Online (2010) http://www.ieg-ego.eu/wenzlhuemer-2010-en, with ample
references. For Britain see Hoppit, ‘Reforming Britain’s weights and measures’. For an
extensive discussion see Velkar, Markets and measurements in nineteenth-century Britain.

725 Ashworth, Customs and excise, Part 5.

726 Kain and Baigent, Cadastral map in the service of the state. In this respect, Britain was not
exactly a frontrunner, far from.

727 See, for an introduction, Headrick, When information came of age and Poovey, History of
the modern fact. Specifically for Britain, see Higgs, The information state in England;
Palmer, Economic arithmetic and Rothschild, ‘English Kopf”. Very interesting for the Dutch
case is Lesger, Rise of the Amsterdam market and information exchange.

728 1 found this in Kain and Baigent, Cadastral map, 195.

729 Parthasarathi, Why Europe grew rich, e.g., 146 - 147.

730 See Clark, Farewell to alms, 15,352 and 365. See also Clark and Feenstra, ‘Technology in the
Great Divergence’. There is a comment by Joel Mokyr in the same volume in which their text
appears, pages 314 -321.
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also influential.””' We will discuss his ideas later on in this text under the heading

of ‘culture’ as he presents his views on industriousness and discipline as part of
his analysis of how, in his opinion, culture works and cultural traits are trans-
mitted.

As indicated, an increase in ‘industriousness’ as such definitely was not a
uniquely European phenomenon. But as I see it, the setting in which people in
Europe worked often differed substantially. Let us again focus on the comparison
between Britain and China. The Chinese state, too, was quite concerned with
disciplining and instructing its people, but from an economic perspective, the
disciplining and instructing of Western states was more important because,
apart from anything else it may have intended, it had a very clear focus on
efficiency whereas, to put it somewhat simplistically, the Chinese focus was much
more on decency. China’s government certainly showed interest in the behaviour
ofits labour force. The overwhelming majority of that labour force, however, was
rural and worked in the setting of a household-economy. Administration of
discipline was not lacking there. But it was carried out by the (male) head of the
household, to whom an almost unrestricted freedom had been delegated by law
to do as he saw fit, not by some unacquainted stranger or by an abstract state.””
In Britain, working with or for non-family was quite normal. In China it cer-
tainly was not. Proletarian wage labour, which had become a substantial part of
the entire labour force in Britain as early as the eighteenth century, was next to
absent in Qing China.”* For its rural households, China’s rulers systematically
promoted the canonical gender division of labour, which stipulated that spin-
ning and weaving was women’s work while cultivating the land was men’s
work.”** Irrespective of whether this was met with much success, I would regard
such advice much less an expression of concern with economic efficiency than
with decency and tradition.

As is so often the problem, how can one connect discipline to growth and in

731 In this respect too Clark’s book, overall, was not very well received. The role of skills and
discipline in countries that tried to catch is referred to briefly in Amsden, Rise of the rest,
46-49.

732 See for example, Wolf, ‘Europe and China: Two kinds of patriarchy’ and De Moor and Van
Zanden, ‘Girl power’.

733 See for further details page 340.

734 For the thesis that there was a strong cultural pressure to keep women at home see, for
example, Huang, Peasant family and rural development in the Yangzi Delta, under ‘women’;
Mann, Precious records, chapter six, and Goldstone, ‘Gender, work and culture’. See also for
some examples my Zur politischen Okonomie des Tees, 112. For a less negative inter-
pretation stressing that women, whether at home or elsewhere, did more than their share of
production, see Bray, Technology and gender and Pomeranz, ‘Women’s work, family and
economic development in Europe and East Asia. Robert Gardella points at the widespread
existence of female wage labour in the production of tea. See his Harvesting mountains,
172-173.
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particular to modern growth in a measurable, ‘verifiable’ way? Suppose we
accept the existence of even substantial differences in productivity between
workers in British and Indian cotton textiles factories and in British and Indian
railways in the beginning of the twentieth century (the example Clark mainly
builds upon) using identical machinery and having similar management. The
main question then, of course, is how much of the more than seven-to-one gap in
real GDP per capita between those countries in 1913 can be explained by such
differences in labour quality. Although Clark claims that total output per person
in Britain was about eight times higher than it was in India and the total effi-
ciency of Britain’s economy, that is the amount of output per unit of all inputs,
some five times higher, that question as such still seems to be open.””

11. Consumption

As indicated in my introductory comments, an increasing number of scholars
have begun to realise that in studying modern economic growth and its emer-
gence, one cannot confine oneself to the supply-side but has to take con-
sumption on board as well. Of course, this focus is not completely original.
Elizabeth Gilboy wrote about the role of demand in the Industrial Revolution as
early as the 1930s, and Joel Mokyr wrote a kind of reply to her article in which he
contrasted demand and supply and their importance for that revolution in the
1970s.”°° At the moment, some of the most interesting debates on the origins of
modern growth explicitly tackle the importance of consumption and often even
refer to a ‘consumer revolution’ that would have preceded or accompanied the
industrial one. Changes in consumption patterns, implying a switch to more
‘semi-luxurious’ or ‘popu-lux’ and in any case new goods were a global phe-
nomenon in the early modern world. To refer to just a couple of non-Western
examples: one can also find them in Tokugawa Japan and in the empires of the
Qing, the Ottomans and the Safavids.””” What to my view, however, set the West

735 See Clark, Farewell to alms, 328 -351. The figures I refer to are on page 336.

736 See Gilboy, ‘Demand as a factor in the Industrial Revolution’ and Mokyr, ‘Demand versus
supply in the industrial revolution’. For a very compact ‘refutation’ of the demand-side
explanation of the Industrial Revolution see Mokyr, ‘Editor’s introduction’, 59 - 66.

737 For the early modern era, Jan de Vries confines the connection between industriousness
and consumerism to north-western Europe and its American settlements. Bayly, in con-
trast, tends to look at it as a phenomenon that - admittedly within limits - also occurred in
China and Japan. See his Birth of the modern world, 56 - 59. See further for China, Pome-
ranz, Great Divergence, chapter 3; for the Ming period several publications by Timothy
Brook and Craig Clunas, and for the Qing publications by Antonia Finnane, plus the
somewhat older Adshead, Material culture in Europe and China. For Japan see Francks,
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apart, and again in particular Britain, is that these changes in consumption gave
clear stimuli to change production, especially via import-substitution. That
word is used here for lack of a better expression, because the process actually
involved much more than just substituting. We are not talking about a me-
chanical reflex but about a considered choice for a certain strategy that also
could not have been made and that also could have failed. Actually there were
two varieties, although the expression is usually exclusively confined to the first
one, i.e. direct import substitution. In this case, the importing of manufactured
commodities induced a process of reallocation of labour at home in order to
start producing the imported goods there. A similar motivation, diminishing
one’s dependency on imports, was behind Western efforts to get a grip on the
production of the raw materials one imported from abroad. An example of this
would be the creation of plantations for their production in colonies - or for that
matter ‘peripheries’, where one’s grip was more informal but nevertheless
clearly present.

In Europe mercantilist governments — which in the early modern era means
just about all governments - were not fond of importing products from abroad,
least of all when these products had a high value added or were considered
luxuries. They therefore tried, where possible, to prohibit such imports, keep
them at a minimum, or best of all, substitute them with products made at home.
Britain, actually a far more systematic and successful mercantilist power than
France, after an extended period of protecting its own market managed to
produce several goods, e.g. cotton and silk textiles, porcelain and iron that had
been imported from India, China and Sweden, at home. It also started to take
care itself of the production of some raw materials it imported, e.g. sugar from
the West Indies, and later on, from the 1840s onwards, tea from British India and
Ceylon as a substitute for tea from China, or indigo from Bengal, when it was no
longer imported from the former colonies in North America. With the passing of
time in the nineteenth century, India became an important source of raw cotton.
These systematic policies of import substitution and manipulation via tariffs,
bans and taxes on consumption and production, are a very important and quite
idiosyncratic characteristic of Western European mercantilism, first and fore-
most and most successfully in Britain.”*® Their importance for industrialisation
can hardly be overestimated. Because of the tendency amongst economists and
economic historians to assume that such ‘mercantilist’ policies simply must have

Japanese consumer. For the Ottoman Empire see e. g. Quataert, Consumption studies and the
history of the Ottoman Empire. For the Safavid Empire see Matthee, Pursuit of pleasure.

738 See for manipulation via tariffs, banns and taxes in this respect Ashworth, Customs and
excise; Nye, War, wine, and taxes; O’Brien, ‘Taxation for British mercantilism from the
Treaty of Utrecht (1713) to the Peace of Paris (1783) and idem ‘Triumph and denouement of
the British fiscal state For Britain’s mercantilist policies more in general see under note
1159.
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had a negative impact on growth, systematic and detailed analyses of how they
might actually have worked out quite well for the British and others are still few
and far between.””

It would of course be interesting - and relevant - to know whether similar
strategies were tried elsewhere in the world and with what results, and if not, why
not. Let us again focus on the comparison between Great Britain and China,
based on the understanding that most of what is said here would also, be it to a
somewhat lesser extent, apply to other Asian Empires. For the Chinese, there
simply was not much import to substitute. When we confine ourselves to
manufactured goods for mass consumption, imports were negligible. The bulk
of China’s relatively small imports from the West consisted of silver and, after
1800, when silver began to leave the country, of opium. For the first product, one
did not look for a substitute and a potential alternative would in all probability
not have created much of an industry. For opium, one did in the end, late in the
nineteenth century, but that simply meant that more opium was grown in China.
This case is also interesting because here a closer parallel with developments in
north-western Europe can be drawn. According to several scholars, the enor-
mous increase in its consumption, in particular by the elites, can often be
described in terms of “yanghuo re”, i. e. “the craving for foreign stuff” which are
reminiscent of the fascination of European consumers with ‘exotic’ goods.”*’ But
both imports here did not trigger any direct positive spin-offs or challenges for
manufacturing. It has even been pointed out, correctly in my view, that those
massive silver imports may actually have had a negative impact on China’s
economy as the Chinese had to produce a lot of commodities to only get back
‘money’ i.e. silver, that they also might have printed themselves almost for
free.”*' Chinese who wanted to purchase ‘luxury’ goods, by and large could do so
by buying domestic products or certain ‘exotica’ from other parts of Asia.”* The
country produced cotton, silk, porcelain, sugar, tea and tobacco itself, so there
was no need to import them or to try to get colonies or peripheries in order to
produce them there. Government never embarked on policies of import sub-
stitution in the period discussed in this book. Such policies were all but absent
outside Western Europe and its colonies. In the Ottoman Empire, government at
times went so far as to actively promote imports. It, in any case, was not per-
manently keen on thwarting them.”*

739 Recent work by economists like Ha-joon Chang and Reinert and historians like Ashworth
and O’Brien indicates, however, that things might change.

740 See Zheng, Social life of opium in China, 8.

741 See e.g. Flynn and Girédldez, ‘Money and growth without development’ and Li Xiantang,
‘Paradoxical effect of silver in the economies of Ming and Qing China’.

742 See e.g. Tagliacozzo and When-chin Chang, Chinese circulations.

743 One of the main characteristics of the economic policies of the Sublime Porte in the
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Many recent studies have dealt with the economic effects of changing con-
sumption patterns in Britain and in particular with the question to what extent
they might have functioned as a kind of trigger to industrialisation through their
impact on production. Studying the topic at the moment is very fashionable and
the results promising. Most scholars would agree that changes in consumption
triggered changes in production and led to successful import-substitution, and
that Britain in particular was quite successful in these respects.”* Consuming
new commodities - often very highly taxed and coming from other continents -
of course is only possible when one has enough purchasing power. This brings us
to the question of accumulation: how were the consumption and the production
of the first industrial revolution and all that we associate with it, paid for?

12. Accumulation, income and wealth

Everyone who was ever introduced to economics was told that increasing pro-
duction as a rule means investing and thereby increasing or improving the stock
of (fixed) capital. The money to make those investments has to come from
somewhere. If it is not borrowed, it has to come from savings or more broadly
from accumulation, any ‘amassing of resources’ that in principle can be invested.
To acquire more or better capital goods, you need funds. The inference that poor
countries are poor because they lack sufficient capital and then get stuck in a
poverty trap is thus easily drawn. For decades, development aid was defended
with the argument that it would help the poor to get out of this trap by providing
them with extra funding or resources or by ‘teaching’ them how to acquire those

Ottoman Empire was its ‘provisionism’. This is the principle that the government was
responsible for seeing to it that the populace at large and the army and capital in particular
could be sure that they would not be short of their necessary means. This implied a policy of
supporting imports while controlling exports. See Geng, ‘Ottoman industry in the eigh-
teenth century’. This policy was very explicit in the Ottoman Empire but, as I see it, no
region of the world was so much anti-import as the mercantilist West. See my ‘Governing
growth’. See for a brief comparison, for example, Pearson, ‘Merchants and states’. See for a
brief discussion of different reactions to cotton imports from India in Britain, France and
the Ottoman Empire, Parthasarathi, Why Europe grew rich, chapter 5.

744 For a personal selection from an enormous amount of literature, see Berg, Luxury and
pleasure in eighteenth-century Britain; Berg and Eger, Luxury in the eighteenth century;
Brewer and Trentmann, Consuming cultures, global perspectives, historical trajectories,
transnational exchanges; Brewer and Porter, Consumption and the world of goods; Overton,
a.0. Production and consumption in English households; Trentmann, Oxford handbook of
the history of consumption and Jan de Vries, Industrious revolution. Very interesting in this
respect is the role of fashion: i.e. whether people in their consumption were guided by
changing collective tastes and whether they were allowed to buy and consume what they
wanted without being bothered by all sorts of sumptuary laws. For the case of textiles, see
Belfanti, ‘Was fashion a European invention?’.
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themselves. Before industrialisation and modern economic growth, the main
fixed capital goods consisted of land, buildings, ships, implements or animals.
Most of the ships and implements, and many of the buildings, were so perishable
and wore out so quickly that the difference between fixed and liquid capital was
rather fluid. The bulk of economic investment was in liquid capital. In-
dustrialisation, so the classic story goes, implies a substantial increase of the
entire capital stock, but in particular of fixed capital like machines, factories and
infrastructure. This is how John Hicks succinctly put it: “What happened in the
Industrial Revolution, the late eighteenth-century Industrial Revolution, is that
the range of fixed capital goods that were used in production, otherwise than in
trade, began noticeably to increase.””* In this line of reasoning, the absence of
economic growth points to a lack of investment. The main way to counteract
that, assuming there were sufficient possibilities to profitably invest, was finding
the means to invest more.

In current debates on the Great Divergence, ‘accumulation’ in all its varieties
certainly still plays a role, although in many studies the focus is now much less
explicitly on ‘How has it all been paid for?’ than it used to be. One way in which
the importance still attached to it shines through is in the many efforts to
determine the exact wealth of various parts of the world on the eve of the First
Industrial Revolution. Even if it is not stated explicitly, one cannot help thinking
that those worldwide comparisons of GDPs and real-wages are undertaken based
on the assumption that a country needed ample resources to be the first to take
off and that with its wealth its chances to industrialise would increase.”*® Both
claims are not correct. Let us begin with the second claim. The richest nations, let
alone the richest regions, were not necessarily the first ones to industrialise or to
witness substantial and sustained growth. When Britain started to industrialise,
average per capita real income in the Dutch Republic was higher. In 1913 that was
no longer the case. In the middle of the eighteenth century, in all probability,
Japan was somewhat poorer than China and not as developed; in 1913, the tables
had clearly turned. In the long nineteenth century, growth in most countries did
not strongly correlate with wealth.” When it comes to the first claim: the
amounts of money Britain actually needed to take off were not yet staggering,
although of course they would increase with the passing of time. In strictly
monetary terms, several countries could have afforded the investments that
Britain made during take-off, atleast until the railway age. There were quite a few
countries where sufficient amounts of money were available to pay for the re-

745 Hicks, Theory of economic history, 142 -143.

746 See for examples note 78.

747 See Maddison, World economy, 265, where he presents annual average compound growth
rates for twenty countries and regional totals for the entire period 0-1998. See also for GDP
figures page 264.
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quired investment and whose average real income was high enough to, in
principle, find the consumers without whom new modes of producing made no
sense. Many investments in Britain actually were paid for out of profits that were
ploughed back. This means there was no need at all for any major previous
primitive accumulation. Whether money was invested in new ways of producing
was far more a matter of the allocation of capital - what alternatives were
available and what preferences existed - than of its sheer availability.

Some figures for Britain in its early stage of industrialisation can convincingly
show that. The following comparison by John Brewer is quite enlightening

The capital assets of a large business in the early eighteenth century rarely exceeded
£10,000. Ambrose Crowley’s iron works, regarded as the wonder of their age, had a fixed
capital of £12,000. A substantial multi-storey cotton spinning mill built at the end of the
century cost a mere £5,000. By comparison naval vessels cost a small fortune. In the late
seventeenth century the navy spent between £33,000 and £39,000 to build a first-rate
ship, between £24,000 and £27,000 to build a second-rate, and between £15,000 and
£17,000 to construct a third-rate vessel. By the second half of the eighteenth century the
cost of constructing the largest ships had nearly doubled. In 1765 the 100-gun first-rate
Victory cost £63,174 to build. Even the smaller royal naval vessels were more expensive
than most industrial plant.”*

A new, seventy-four gun ship, fully outfitted, might typically cost almost £50,000
in the 1780s.”* Just to be able to put things in a broader perspective, three other
comparisons might also be helpful. One is with the value of sugar estates on
Jamaica. A medium-sized estate on Jamaica in 1774, including 200 slaves, was
worth some £20,000. A big one with 300 slaves at the time might well cost some
£30,000. Towards the end of the century, some sugar plantations on the island
were even worth as much as £70,000.”° Another one concerns the incomes one
could earn in government service. For Britain, I found these figures for 1773:
most government officers then had a yearly income of a couple of hundred
pounds sterling. The Secretary of State, however, per year had an income of
£8,000, whereas the Receiver General, who was in charge of the collection of
customs revenue in England and Scotland, earned £2,100 per year.””' An ordi-
nary working-class family in London at the time may have earned some thirty

748 Brewer, Sinews of power, 34.

749 Baugh, ‘Naval power: what gave the British navy superiority?’, 238. The costs of a seventy-
pieces carrying man-of-war to be built in Amsterdam in 1781 were estimated at 510,000
guilders, i.e. some 40,000 pounds. See Brandon, Masters of War. 133.

750 Blackburn, Making of New World slavery, pages 410, 415 and 419.

751 Shawn Ni and Pham Hoang Van, ‘High corruption income in Ming and Qing China’, Part
Two: Historical evidence of low salaries and high corruption. A pound sterling was the
equivalent of some 111 grams of silver.
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pounds sterling per year.”** Differences remained huge. The Superintendent of
British trade in China in 1833, William Napier, had a salary, at ambassadorial
level, of £6,000 per annum.” A building labourer in London at that time earned
fifty pounds per year at best, working 300 days. A couple of examples from a
completely different kind of government service: when the British defeated the
Spanish in 1762 at Havana, the commanders in chief each received £70,000. In
1799, three frigates brought two Spanish ships to Plymouth. Each frigate captain
got £40,700, each lieutenant £5,091, each warrant officer £2,478, each midship-
man £791, and each seaman and marine £182 4 s. A seaman’s pay at the time was
about fourteen pounds sterling per year.””* As a last example, I refer to the
incomes of peers in Britain over the eighteenth century. For the end of the
seventeenth and the beginning of the eighteenth centuries, estimates of their
average income ranged from £2,800 to £6,030 per year. Several peers at the time
had an income of over £25,000 per year. By 1801, the average annual income of a
British peer was £8,000 per year, ten times as much as an average merchant.
There was no lack of rich people in Britain, the bulk of them interestingly enough
not earning their money in industry but, until the 1840s in public office, and -
mostly in combination with office holding - by owning land. In 1850, to present
one last figure, 7,000 people owned four fifths of the land of the British Isles.”
Many inventors and industrialists, surprisingly enough, did not become rich.
The really big fortunes continued to be found someplace else, in agriculture or
services, i.e. trade, finance and public service.

In terms of money, the ‘business’ of war completely dwarfed all other busi-
nesses. That applies to all major European countries. Let me again extensively
quote John Brewer for the situation in Britain:

In the first half of the eighteenth century the British navy boasted twenty ships of the
first and second rates, approximately forty vessels of the third rate, as well as an
additional 120 smaller vessels of the fourth, fifth and sixth rates. If we assume that the
costs of ship construction had not risen since the late seventeenth century, then the
entire fleet amounted to a capital investment of nearly 2.25 million whose replacement
cost was approximately four per cent of national income. This can be compared with
the total fixed capital in the 243 mills in the West Riding woollen industry in 1800,
which has been estimated at £402,651 with an average of £1657 per textile mill. The
fixed capital in one of the largest sectors of the nation’s most important industry was

752 If we assume the male breadwinner worked some 250 days a year and the rest of the family
would add some twenty-five per cent to his income.

753 Lovell, Opium War, 1.

754 All these examples come from Allen, Institutional revolution, 121.

755 1 took all these figures from Allen, Institutional revolution, chapter 3, pages 71-76. For
other striking incomes, see e. g. ibidem, 121 and 194.


http://www.v-r.de/de

238 Part two: Actual explanations of the Great Divergence

therefore a mere eighteen per cent of the fixed capital required to launch the British
756

navy.

This is what Peter Mathias writes about the total costs of the French Wars of
1793 -1815 in an article about financing the Industrial Revolution:

...the total military costs of the French wars for Britain between 1793 and 1815
amounted to approximately £1,000 million pounds sterling, with over £500 million in
mobilized savings produced for government loans by way of the long-term capital
market, spread over twenty-two years, whereas the total accumulated capital in the
canal system, from 1750 to 1820 was about £20 million Moreover, transport investment
was one of the lumpiest’ forms of productive investment to be undertaken. In 1809 -
1810 it was reckoned that the annual investment in fixed capital in the entire cotton
industry was £0.4 million. This was less than one per cent [sic]! of the military budget of
£45 millions, spent during that year.””

For the rest of Europe, similar stories could be told.”® One can, of course, start a
debate here discussing to what extent investment in the military was conducive
to economic growth, a question that in any case would be very hard to settle in
principle and very complicated even to satisfactorily tackle in practice. Investing
in the military meant investing in ships, armaments, ammunition and all sorts of
provisions for military and other personnel. Some of the invested money might
otherwise have been ‘idle’. It offered employment to people who might otherwise
have been unemployed. One can think of all sorts of ‘military Keynesianism’.””
Such investments could provide all sorts of direct and indirect spoils of war, help
to conquer markets or protect trade, or simply be inevitable because without
them one would be defenceless. The costs are obvious. I do not intend to enter
that debate here, as it is not relevant for the point that I want to make here, which
is that Western-European countries as such were not so starved of money that
they could not possibly have paid for industrialisation before they actually did.”®

756 Brewer, Sinews of power, 34 -35.

757 Mathias, ‘Financing the Industrial Revolution’, 72.

758 See, for the absolutely staggering amounts of money that European states spent on war,
Bonney, Economic systems and state finance; Bonney, Rise of the fiscal state; Storrs, Fiscal-
military state in eighteenth-century Europe and Torres Sdnchez, War, state and develop-
ment.

759 See, for an attempt to chart the positive effects of warfare and preparation for warfare on
Britain’s industrialisation, O’Brien, ‘The contributions of warfare with Revolutionary and
Napoleonic France to the consolidation and progress of the British Industrial Revolution’.
We will come back to this topic briefly when we analyse the role of the state.

760 See for further information my ‘Governing growth’. For the costs of war for (Great) Britain
and China see my ‘Die Staatsfinanzen Chinas und Groflbritanniens im langen 18. Jahr-
hundert. The article was also published, in English, as working paper no 167/12 on the
website of the Department of Economic History at the London School of Economics and
Political ~Science http://www2.lse.ac.uk/economicHistory/workingPapers/economicHi
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The ample availability of liquid capital in Great Britain and later the United
Kingdom also shows in the fact that governments there had an enormous public
debt that was overwhelmingly shouldered by their own subjects, and on which
the government never defaulted. Over the entire period from 1750 to 1850, that
debt was never lower than Great Britain’s GDP. Just after the Napoleonic Wars, it
was more than 2.5 times as big. Britons held the bulk of it - as a rule over eighty
per cent. Let me just provide a couple of figures with no other purpose than to
give an idea of orders magnitude: On average public debt of the United Kingdom
over the period 1802-1850 amounted to about £800 million. Debt charges,
almost entirely paid to wealthy British subjects, over that same period amounted
to on average twenty-seven million pound sterling per year. In 1850, Great
Britain’s national income was less than £600 million. Income from mining,
building and manufacturing in total was £179 million. Investment in railways
during the railway boom of 1846 - 1848 was about the same size as debt charges
atthe time, some thirty million pound sterling. Gross domestic fixed capital plus
net foreign investment together in 1860 - I found no data referring to previous
years — amounted to some ninety million pounds sterling.”'

At the beginning of industrialisation, (fixed) capital requirements overall
were quite low particularly in comparison to costs of, for example, warfare, and
in many countries, the required amount of money could have been found. This
remained the case for decades. The rate of gross investment in capital formation
to national income did indeed rise in industrialising Britain as much more
money was invested. It rose from an estimated five to six per cent in the 1760s to
an estimated ten to twelve per cent a century later.””> My point is that this was not
very problematic. Investment in liquid capital, moreover, continued to be a
surprisingly large part of total capital investment for quite some time. In 1760, in
England, fixed capital in the form of machines and equipment for transport
made up only eight per cent of total fixed capital (excluding residential build-
ings). Most fixed capital therefore consisted of buildings. In 1830, fixed capital
costs had risen to fourteen per cent and in 1975 to forty-five per cent of total
capital costs.”® In Britain’s cotton textile industry in the 1830s, fixed capital still
only amounted to twenty to twenty-five per cent of total capital outlay.”**

Great Britain clearly was not exactly caught in a poverty trap. The same

story/home.aspx. Literature dealing with fiscal-military states in Europe and their enor-
mous expenditures on warfare is abundant. I refer to note 15 of this article.

761 For all these figures see Mathias, First industrial nation, 463, 478, 283 and 458.

762 I want to emphasize that these are estimates, as the calculation is fraught with difficulties
and wide margins of error. I took this estimate, which is in the orders of magnitude that one
finds in all the relevant literature, from Feinstein and Pollard, Studies in capital formation in
the United Kingdom.

763 Malanima, Pre-modern European economy, 320-321. The exact figures are on page 321.

764 Crouzet, First industrialists, 9. With the railway-age, things of course began to change.
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applies to other European countries. In the beginning of the nineteenth century,
Dutch investors annually derived more than fifty million guilders as income
from foreign investments. That is roughly twenty-five guilders - or some 2.5
pounds sterling - per capita at a time when national income per capita amounted
to 150 to 200 guilders. Total foreign investment per capita at that time was an
estimated 1.75 times as big as GDP per capita. Total investment in domestic and
foreign government debts, to give another indicator of Dutch liquidity,
amounted to more than 1.5 billion guilders. That is the equivalent of 400 million
taels, far more than the entire annual income of China’s government at that
time.”® The late industrialisation of the Netherlands certainly was not caused by
an overall lack of money.

In all the more advanced economies of the world in the eighteenth century as
such, more than enough liquid capital was available to pay for factories and all
those other things we associate with the First Industrial Revolution. There was
more than enough surplus, even if one allowed elites to enjoy their conspicuous
consumption and rulers their wars, in principle to be able to find liquidity.
According to William Easterly, the existence of a poverty trap is part of a legend
that gave birth to and was used as a justification of development aid. He refers to
the situation in the twentieth century when, in his view, even the poorest
countries were not so poor that they could not invest in development and
growth.”*® T think that applies even more to the situation in the eighteenth
century, in any case for all those countries that one could call ‘advanced organic
economies’.

‘Poor’ China, to make the comparison with that country once again, had
enough wealthy individuals. Between 1738 and 1804, the so-called ‘factory
merchants’ and ‘transport merchants’, who held the monopoly of producing,
transporting and selling salt from the Liang-Huai salt district had to pay nearly
forty million taels as official exactions to the imperial treasure. Considering the
fact that their yearly profits have been estimated at between six and seven million
taels, this burden must have been quite bearable.”” A tael is some thirty-seven
grams of silver, which is one third of a pound sterling, which itself is equal to
some 111 grams of pure silver. We know of individuals in China during the
eighteenth century who had a personal capital of more than ten million taels,
mostly earned in trading salt.”*® The aggregated profits of the salt merchants of
Yang-chow in the second half of the eighteenth century have been estimated at

765 De Vries and Van der Woude, First modern economy, chapter 4.3.2.

766 Easterly, White man’s burden, chapter 2. Robert Allen, in contrast, as we already saw,
believes in the existence of such a trap for poor countries. See Allen, Global economic
history, 13.

767 Feuerwerker, China’s early industrialization, 50-51.

768 Osterhammel, China und die Weltgemeinschaft, 75.
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something like fifty million taels.”® To put things in perspective: the total sum of
taxes, including the so-called surcharges, that were levied for central govern-
ment at the time, has been estimated at between fifty million and eighty million
taels.””° The total value of Chinese goods exported via the British East India
Company between 1722 and 1833 never surpassed 6.2 million taels per annum.””"
In the nineteenth century, too, one could still make a fortune: in 1834 the
Howqua house of foreign trade had amassed some twenty-six million silver
dollars which is more than five million pounds sterling in terms of silver. That,
according to contemporaries, made merchant Howqua the owner of the largest
mercantile fortune on earth.”” Overseas trader Pan Youdu in 1820 had accu-
mulated a family fortune of ten million Mexican dollars i.e. 7.3 million taels or
27,000 kg of silver, equivalent of more than two million pounds sterling.””

The income of the Chinese gentry-class was enormous. According to an es-
timate, the total average income of an official in China in the 1880s was about
5,000 taels annually: some 500 taels of it official income, the rest ‘extras’. A
provincial governor could in total earn about 180,000 taels per year, a district
magistrate some 30,000. A secretarial assistant serving a district magistrate
could still bring home 250 taels. At the time, an ordinary agricultural labourer
earned some five to ten taels annually plus food; his total income would never
amount to more than twenty taels. At the end of the nineteenth century, there
were some 1.5 million gentry in China.””* Ruan Yuan, a very successful official,
who ended his career in the highest rank, earned over six million taels, that is
150,000 taels per year in total over the period of 1793 to 1835, excluding three
years from 1809 -1812. At that time, subsistence for an adult man in China’s
towns was less than fifteen taels per year.””” The tiny official incomes were
replenished by legal extras, so-called honesty-nourishing fees, by ‘customary
fees’ the population had to pay for services, and by whatever payments officials
could collect.

Let me give just two examples from India. It is claimed that Mulla Abdul
Ghafur, one of the richest merchants of Surat, conducted trade equal to that of
the entire East India Company of Britain. When he died in 1718, he left an estate
worth abouth one million pounds sterling in terms of silver.”’® We have to realise

769 Ifound this figure in Hsi, Rise of modern China, 71. Hsii refers to a text by Ping-ti Ho that I
was unable to consult.

770 Vries, Via Peking back to Manchester, note 102, page 97.

771 Zhuang Tea, silver, opium and war, 158 - 159.

772 Ifound this figure in Hsii, Rise of modern China, 71. Hsi refers to a text by H.B. Morse that I
was unable to consult. A silver dollar at the time was about twenty-five grams.

773 Deng, ‘Foreign staple trade of China in the pre-modern era’, 281.

774 Chung-li Chang, Income of the Chinese gentry, 42, 197 and 12.

775 Wei, Ruan Yuan, 301.

776 Das Gupta, Merchants of maritime India, XII and 111. For the immense wealth of some
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that the wealth of rulers could be far higher! Mahmed Amin Khan - one of the
most powerful men of the Mughal court - in 1684 bequeathed in cash and
valuables alone a sum estimated at 110 million rupees which is about eleven
million pounds sterling in terms of silver. To compare: All assets of the Dutch
East India Company in Asia at the time had a value of about thirty-two million
guilders, or some three million pounds sterling in terms of silver. And that was
still apart from his vast flocks (more than 8,000 camels alone), immense pos-
sessions in Bengal and on the Coromandel coast and innumerable other estates
belonging to his family. Aside from those main pursuits, Amin Kahn also had
some shares in ships on the Coromandel coast.””’ There are always and ev-
erywhere potential surpluses available. What counts is what is done with them.

A fundamental question that raises itself in the context of my analysis after
referring to this wealth is what the relationship between inequality and growth
might be. In the literature, one comes across two main viewpoints. Inequality
implies a high level of accumulation in the hands of a small group of people and
thus the wherewithal for investing. When it indicates high returns for extra-
ordinary efforts or qualities it might stimulate efforts by all to try and better their
human capital. In that case, its effects overall will be positive. If, however, in-
equality is an effect of rents, for example, when a small group of people owns
relatively fixed resources, the effects are rather the opposite.”’ This clearly is the
situation that scholars like Sokoloff, Engerman, Acemoglu, Johnson and Rob-
inson have in mind when they emphasise that inequality would be bad for
development, in Latin America, the case the most often refer to, but also in other
instances. Implicitly and often even explicitly, most institutionalist economists
claim that ‘too much’ inequality is bad for development and growth and impedes
a take-off. In discussions about the catching-up of Asian countries such as
China, India, and in particular Korea or Taiwan, scholars often refer to the
positive impact of the fact that in those countries inequality of income and
wealth was much lower than in Latin America.””” The debate about the existence

Indian merchants, which dwarfed the wealth of European merchants, see further, for
example, Habib, ‘Potentialities of capitalist development in the economy of Mughal India’,
71 -73. For the wealth of Dutch merchants, see De Vries and Van der Woude, First modern
economy, chapter 11.5. In Amsterdam there were only a couple of people owning more than
a million guilders in the 1630s. Burgomaster of Amsterdam Jeronimus de Haze de Georgio
was considered extremely wealthy. When he died in 1725, he left 3.3 million guilders, the
equivalent of some 300,000 pounds sterling. See page 589 of the book.

777 Barendse, Arabian Seas, 1640 - 1700, 118. One rupee equals some eleven grams of silver and
thus about one tenth of a pound sterling.

778 1 here base myself on some comments in Williamson, Trade and poverty, 164-165.

779 Amsden, Rise of the rest, the Index under, ‘Income’, distribution of. This equal income
distribution then is normally connected to the fact that those Asian countries experienced
extensive programmes of land reform. This is the case in Amsden’s work but even more in
the recent book by Studwell on the development of East Asian economies. Fascinatingly
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of a general relation between inequality and growth and what that relation would
look like is actually not settled. Elhanan Helpman synthesizes his even-handed
analysis of the existing literature very cautiously: “My tentative conclusion is
that inequality slows growth.””* Joseph Stiglitz just published a book in which
he cautions against the dangers of increasing inequality in particular for
American society at the moment.”* Considering the fact that no country has ever
existed where there was no inequality at all, the real question seems to be how
much inequality would be ‘too’ much to enable a country to take-off. As a
corollary to that question one would have to deal with the question of whether
taking-off would by definition not cause a temporary increase of inequality, as
Simon Kuznets claimed.”®

Apart from the fact that the matter apparently has not been settled in theory,
there are some major problems in practice. It for example - and that of course
touches upon the essence of our analysis - is not at all clear that income and
wealth in Britain just before and during its take-off would be more equally
distributed than in other, non-industrialising countries, as is constantly sug-
gested in (neo)institutionalist literature referring to Britain’s take-off after 1688.
Recent research suggests rather the opposite, as for example can be deduced
from the information in Table 29.7%’

enough in the case of industrialising Britain they were both absent. Britain at the eve of its
take-off had a high inequality of income and a high concentration of the ownership of land.
In its case, however, these are normally presented as favourable to development - be it not
for many Britons - as they are assumed to enable accumulation and create a capitalist wage
economy. Again, apparently context determines outcome. Studwell very explicitly time and
again makes the claim that household farming was the recipe for success in East Asian
economic development. See How Asia works, Part I: ‘The triumph of gardening’ and his
‘Epilogue’. For Amsden’s view see e.g. her Rise of the rest, 16-18.

780 Helpman, Mystery of economic growth, 93.

781 Stiglitz, Price of inequality.

782 See for the debate on the so-called Kuznets-curve Helpman, Mystery of economic growth,
86 - 87, where the thesis that in periods of emerging modern economic growth, inequality
would always first increase and then decrease is rejected. That is also the case in Milanovic,
The haves and the have-nots. See under ‘Kuznets, Simon’ and ‘Kuznets, hypothesis’. For the
situation in early modern Europe, that seems to be much more in accordance to Kuznets’
expectations, see Van Zanden ‘Tracing the beginning of the Kuznets curve’.

783 I would also like to refer here to the income-tables on Peter Lindert’s website http://gpih.
ucdavis.edu/Distribution.htm and Hoffman Jacks, Levin, and Lindert, ‘Real inequality in
Western Europe since 1500’.
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Table 29: Pre-industrial Gini-coefficients and inequality extraction ratios

Country / region, year Gini Inequality extraction ratio (%)
Roman Empire, 14 39.4 75.0
Byzantium, 1000 41.1 94.1
England and Wales, 1290 36.7 69.2
Tuscany, 1427 46.1 66.6
South Serbia, 1455 20.9 64.8
Holland, 1561 56.0 76.3
Levant, 1596 39.8 57.6
England and Wales, 1688 45.0 57.1
Holland, 1732 61.1 71.7
Moghul India, 1750 48.9 112.8
Old Castile, 1752 52.5 88.0
England and Wales, 1759 45.9 55.4
France, 1788 55.9 76.1
Nueva Espaiia, 1790 63.5 105.5
England and Wales, 1801 51.5 60.6
Bihar (India), 1807 33.5 76.7
Netherlands, 1808 57.0 68.5
Naples, 1811 28.4 53.7
Chile, 1861 63.7 83.0
Brazil, 1872 43.3 74.2
Peru, 1876 42.2 78.1
Java, 1880 39.7 72.8
China, 1880 24.5 55.2
Japan, 1886 39.5 58.8
Kenya, 1914 33.2 96.8
Java, 1924 32.1 48.0
Kenya, 1927 46.2 100.0
Siam, 1929 48.5 78.1
British India, 1947 49.7 96.8
Average 44.3 74.9

Source: Jeffrey G. Williamson, Trade and poverty. When the Third World fell behind
(Cambridge Mass. and London 2011) 149. A Gini coefficient of zero expresses perfect
equality, where all values are the same (for example, where everyone has an exactly equal
income). A Gini coefficient of one (100 on the percentile scale) expresses maximal in-
equality among values (for example where only one person has all the income). The
extraction rate indicates how much of available societal surplus above subsistence is
extracted by the existing elite. See for further explanation Williamson, Trade and poverty,
chapter 9.

In the end, for the take-off phase, the question of how big a part of the population
could afford to buy certain industrial commodities is, in all probability, more
important than the question of how unequal income and wealth were spread. It
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now seems firmly established that ‘ordinary’ people in the West, in particular in
north-western Europe and (what was to become) the USA had more purchasing
power than their counterparts on the rest of the globe. The thesis that societies in
those regions, moreover, would have had a relatively bigger group of ‘middle-
incomes’ so important in the beginning of their consumer revolution is finding
broad support.”* The mass market without which industrial capitalism seems
inconceivable in principle was there to be exploited. The rest of the world may
have been poorer, but it still contained a huge number of people wealthy enough
to buy the mass consumer products of the First Industrial Revolution whose
prices tended to sink rather fast and in this way also created for themselves a
market in ‘poor’ countries fairly soon. Overall, it therefore is not at all obvious
that Britain industrialized because its entrepreneurs had a larger market for
their products. We will return to this question later on.”® What to me is clear is
that Britain had a large middle-income market, maybe not larger than in other
parts of Western Europe but certainly than in China, India or the Ottoman
Empire, which developed into a mass market as prices sank. Frank holds the
view, without providing any data to support it, that the major Asian economies
on the eve of Great Divergence had a “polarised distribution of income” that
“constrained effective domestic demand for mass consumer goods.”’** But, and
think that is quite relevant: the consumer revolution that triggered so much
innovation began as a broad middle-class phenomenon.

13. Primitive accumulation: bullion and slaves

In global histories dealing with industrialisation and the origins of modern
economic growth in the West, unsurprisingly, the focus is not so much on
whether accumulation had taken place but on the extent to which it was external.
The fact that the first industrial nation ruled over a big empire and was the
world’s major trading nation, almost inevitably led many scholars to wonder
whether these facts were connected. The idea that they were has always been
quite popular and found expression in the claim that the West became rich ‘over
the back’ of the Rest or even actively underdeveloped the rest of the world in
order to be able to take off. Discussing the many questions related to the (as-
sumed) connections between industry, trade and empire, means entering a web
of very complicated debates in the knowledge, moreover, that one in all prob-
ability will never come up with answers that will convince all parties partic-

784 See e.g. Lindert’s website note 783.
785 See pages 350-358.
786 Frank, ReOrient, 301.
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ipating in them. In my view, the main problem in analysing the emergence of
modern economic growth from this angle consists in the fact that it is all but
impossible to really disentangle causes and effects and to sharply distinguish
between ‘supernormal’ turnovers and profits as a result of manipulation or even
coercion and luck on the one hand and (super) normal turnovers and profits
obtained in a process of free, fair and voluntary trade.

Those turnovers and profits obtained on a free and fair market are basically
part of the thing to be explained, not of the explanation. If some people make
profits by trading freely and fairly, that as a rule is a sign of the strength of their
economy rather than its explanation. In specific cases, outlets and profits could
be ‘super-normal’ in such a situation too, due to specific luck or natural mo-
nopoly. The distinction drawn here in theory is often extremely difficult if not
often impossible to make in practice. For the West, we are discussing the Age of
Mercantilism in which ‘power’ and ‘profit’ often were almost inseparably con-
nected. In case of doubt, I have always opted for the strategy to consider turn-
overs or profits as the results of what we would now call unfair trade in order to
maximally support a thesis that I myself actually do not endorse, to wit, the thesis
that the contribution of the periphery to the rise of Western Europe would have
been fundamental in terms of the accumulation it made possible. In my view
there is a tendency to suggest or imply that European exchange with the rest of
the world in the early modern era would always have been non-consensual or at
least manipulated in such a way that as a rule the profits for the Europeans were
above normal and more like ‘rents’ than like real profits. That, however, is not
true for many trade relationships in Asia. In their trade with China, Japan, and
the Mughal, Ottoman and Safavid Empires, to mention only the big Asian
players, the Europeans simply were a party on a market for most of the period
discussed here. They were not in any way able to forcefully impose their will and
had to pay prices they could not themselves fix. The same goes for the buying of
slaves in Africa and trade with the United States after its independence.

Let me begin with some general comments on the overall likelihood of the
thesis that ‘the West’ became rich over the back of ‘the rest’, a thesis which is
meant to convey that exploitation and coercion were the or at least a funda-
mental basis of Western wealth and the main motor of its growth. As a general,
straightforward claim this thesis clearly is indefensible: the correlations and the
numbers simply do not fit. The economies of the countries in the West with the
biggest, super-normal, ‘windfall’ incomes, Portugal and Spain, never seem to
have really profited from them and ended up being quite poor and under-
developed. Portugal had a huge and very profitable slave trade and in no country
more slaves were employed to work for Western employers than in its colony
Brazil, a colony that became a major sugar producer and moreover exported
enormous amounts of gold to Portugal. Nevertheless, Portugal continued to be
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poor and underdeveloped, which by the way was also the case for Brazil, not-
withstanding the fact that after its independence, it continued to import slaves
and set millions of them to work.”” Anyone thinking in terms of (primitive)
accumulation will have to deal with the question of why Portugal - the longest
running European colonial empire - continued to be so poor whereas Switzer-
land - a landlocked country which never had any overseas colonies - became so
rich.”®® A similar question can of course be raised with regard to Spain; a country
that acquired enormous amounts of bullion and land, but that according to the
most recent estimates saw a decrease rather than an increase in real income per
capita over the entire early modern era and where economic development was
not exactly impressive.” The Conde-Duque de Olivares already in 1631 won-
dered whether discovering the New World had been a blessing for ‘Spain’: “If its
great conquests have reduced this Monarchy to such a miserable condition, one
can reasonably say that it would have been more powerful without that New
World.”””® New World bullion brought inflation and financed many wars that
were not exactly successful for Spain and, on top of that, created a lot of havoc all
over Europe. Over the entire early modern era and on a per capita base no
country in Europe had a larger amount of trade with the non-European world
than the Dutch Republic. But whereas that trade became even more important
for its economy during the eighteenth century, its per capita real income stag-
nated or even declined then and the country’s economy did not take off.””' The
part of Indonesia’s net national income or GDP that the Dutch siphoned off in
the period 1868 to 1930 was far bigger than the part of national income or GDP
that the British ever managed to drain from India between 1801 and 1930. As
compared to Spanish extraction in New Spain, at the end of the eighteenth
century, again expressed as a percentage of the income of the region, Britain’s
overall drain to India was also relatively low.””” For Britain, during take-off,
colonies were not more relevant - rather less so — than for several other European
countries at that time. As Eltis and Engerman point out: “...France’s Caribbean
plantations produced forty-three per cent more crops by value than did Britain’s
on the eve of the American Revolution. The phenomenal expansion of St.
Dominique between 1770 and 1791 meant that that French planters widened the

787 For the economic history of Portugal, see, in Portuguese, Lains and Ferreira da Silva,
Histdria econdmica de Portugal, 1700 -2000.

788 1 paraphrase http://lorenzo-thinkingoutaloud.blogspot.com/2009/08/great-divergence.html
consulted 5-1-2012. Blog of 7-8-2009.

789 For development of real income per capita, see e.g. Malanima, Pre-modern European
economy, 290. For a relatively optimistic analysis of Spain’s economy during the very long
eighteenth century, see Ringrose, Spain, Europe and the Spanish miracle.

790 Elliott, Spain and its world, 25.

791 De Vries and Van der Woude, First modern economy, chapters 10 and 13.

792 See Williamson, Trade and poverty, 163 - 165.
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gap dramatically.””” France’s economy, of course, was much larger than that of
Britain. But when it comes to fractions of the national economy the colonies of
Spain and Portugal at the time definitely were more important for their moth-
erlands than those of Britain were for Britain.””* That country took off at a time
when it no longer ruled what became the United States, from which, after in-
dependence, it increasingly began to import its raw cotton. Countries that in-
dustrialised quite early, such as Belgium and Switzerland or, somewhat later,
Germany, that with its huge population became an industrial super power, had
no or hardly any colonies and were not exactly global traders.

Having colonies did not necessarily make you rich, as according to several
scholars also shows in Japan’s experiments with colonialism. Not having them
did not doom you to poverty. Being one definitely increased your chance of
ending up poor, as in particular the case of Africa quite convincingly shows. Real
income per capita overall clearly tends to be higher in non-colonized countries
than in countries with a colonial past. We are talking about correlations here.
That means there are exceptions. We, moreover, have to realise that correlation
need not be causation and that neither colonising nor colonised countries were
identical so that many different factors may have played a part. But there can be
no doubt that the colonial heritage of bad institutions and extractive elites in
particular had a negative impact on growth and development in colonised
countries.”” Overall, Western colonialism clearly had many negative effects on
the economies of the countries it affected. But, as indicated, here, too, there are
differences according to time and place, and colonizing power. Countries that
were held longer as colonies perform relatively better today and are relatively
more democratic. Colonies of the British perform relatively ‘better’ than colo-
nies of the French.” Japan and China definitely profited from the fact that they
have never been actually colonised. But here, too, there are exceptions. The real
per capita income of the USA was already a little above that of Western Europe in
1820, less than fifty years after it had become independent. The country then was
just as rich as Denmark and what we now call Belgium. In Western Europe. only
the Netherlands and Britain were richer.””” Other settler colonies of Britain, such
as the dominions Canada, Australia and New Zealand, also did not fare badly.

793 Eltis and Engerman, ‘Importance of slavery and the slave trade to industrializing Britain’,
123-144, 130-131.

794 Ibidem.

795 1 here want to refer in particular to Bertocchi and Canova, ‘Did colonization matter for
growth’ and, somewhat less explicitly, Rodrik, Subramanian and Trebbi, ‘Institutions rule’.
For more information - in particular for Africa - see under note 61 and Gozzini, Idea di
giustizia, chapter four, ‘Colonialismo e ineguaglianza’.

796 See Fenske, ‘Causal history of Africa’, 22-26.

797 Maddison, Contours of the world economy, 382.
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Economically speaking, in the end, colonial experience was a good thing for
Taiwan and Korea.”® The Newly Industrialising Countries in Asia and post-1978
China took off without colonies. Real income of countries in Latin America
developed quite differently in the first century after independence, rising in
some countries and declining in others. All these comments do not prove or
refute the existence of specific connections between foreign exploitation and the
rise or decline of specific countries: what they do, however, is show that general
statements in terms of ‘the West climbed over the back of the Rest’ are simplistic
and indefensible. As such, it is also striking that during the nineteenth century,
apart from Britain, Europe’s overseas trade was smaller as a percentage of GDP
than it had been in the previous century.””

Modern economic growth is not simply a matter of having easy income at
one’s disposal - although that of course might help. But let us try and figure out
the orders of magnitude of ‘primitive accumulation’ - and focus on two ex-
amples. They will refer to the two forms of Western exploitation and windfall
profits that have kindled the imagination most. They are also very illuminating
in showing how small even the biggest ‘windfalls’ are as compared to the entire
economies whose development or non-development we want to explain. We of
course are only talking in terms of orders of magnitude. First of all there is
bullion. The idea that shiploads of bullion must have made those who received
them rich is almost irresistible. But what amounts are we actually talking
about, and what is their value as compared to the national incomes of the
countries whose wealth they are supposed to explain? According to the best
available estimates, total bullion production in the Americas in silver equiv-
alents (i.e. silver plus gold, expressed in silver equivalents) over the entire
period from 1493 to 1800 amounted to 130,000 to 150,000 tonnes.*® Let us take
the highest figure and assume a total production of 150,000 tonnes; that is 150
billion grams of silver over roughly three hundred years. That boils down to
500 million grams per year on average. What is relevant here is the amount that
reached Europe, as not the entire production was exported. Let us, moreover,
not look at Europe as a whole but only at its Western half, where bullion first
arrived. Taking Europe in its entirety would of course reduce the amounts per
capita. During the second half of the eighteenth century, exports reached their

798 See e.g. Amsden, Rise of the rest, the Index under ‘Korea’, Japanese colonialism and ‘Tai-
wan’, Japanese colonialism. This of course, but I hope that is obvious, is not a justification of
colonialism, which cannot be justified, nor a whitewashing of many crimes.

799 Etemad, ‘Colonial and European domestic trade’.

800 All the information about bullion in this and the next paragraphs is taken from: Barrett,
‘World bullion flows’ and all the information about silver wages in Europe from Allen,
‘Great Divergence in European wages and prices.” After 1800, silver production in and
exports from the Americas dwindled.
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highest point ever, on average 600 tons per year over the fifty years period. That
is some 600 million grams of silver-equivalents for the roughly 100 million
people that were on average living in Western Europe at the time. That would
amount to six grams of silver per person per year. How much is that? Let us
compare this amount of money to the wages of unskilled labourers over that
same period as Robert Allen reconstructed them. According to him, London’s
unskilled labourers had the highest wage rate of all European cities he dis-
cusses: 11.5 grams of silver per day. The lowest rate he found in Krakow, 2.9
grams of silver per day. In the last quarter of seventeenth century, when
Western Europe had some 80 million inhabitants, on average some 370 tonnes
of silver equivalent reached the region, more than ever before. That would boil
down to some 4.5 grams per capita. The highest daily wage rate for unskilled
labourers then again was that of London, to wit 9.7 grams of silver per working
day; the lowest again that of Krakow, at 2.7 grams.

Table 30: Average annual estimates (in tonnes) of production and movement of silver and
silver equivalent, 1501 - 1800

1 2 3 4 5
American | European Col.1 Exports net balance
Production Arrivals minus from col. 2
col. 2 Europe minus
col. 4
1501 -1525 45 40 5
1526 - 1550 125 105 20
1551 -1575 240 205 35
1576 -1600 290 205 85
1601 -1625 340 245 95 100 145
1626 - 1650 395 290 105 125 165
1651 -1675 445 330 115 130 200
1676 -1700 500 370 130 155 215
1701 -1725 550 415 135 190 225
1726 -1750 650 500 150 210 290
1751-1775 820 590 230 215 375
1776 -1800 940 600 340 195 405

Source: Ward Barrett, ‘World bullion flows’ in James D. Tracy, ed., The rise of merchant
empires. Long-distance trade in the early modern world 1350- 1750 (Cambridge 1990)
224 -254, pages 242 -243.
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Table 31: Nominal wages of ordinary labourers (grams of silver per day)

1500-4911550-99 | 1600-49 | 1650-99 | 170049 | 1750 - 99 | 1800 - 49
North
America
Boston 4.7 5.0 5.7 9.8 20.9
Philadelphia 8.5 13.8 24.5
Maryland 6.2 6.4 9.9
Latin
America
Potosi 17.0 12.8 12.8 13.0
Bogota 3.2 3.5 6.4 6.4 6.9
Mexicourban 9.1 9.1 10.1
Mexicorural 0.3 1.9 4.3 5.6 5.4 5.5 6.1
North-west-
ern Europe
London 3.2 4.6 7.1 9.7 10.5 11.5 17.7
South Eng- 2.5 34 4.1 5.6 7.0 8.3 14.6
lish Towns
Antwerp 3.0 5.9 7.6 7.1 6.9 6.9 7.7
Amsterdam 3.1 4.7 7.2 8.5 8.9 9.2 9.2
Southern
and Central
Europe
Valencia 4.2 6.6 8.8 6.9 5.7 5.1
Madrid 6.3 8.0 5.1 5.3 8.0
Florence 2.9 3.8 4.7
Milan 5.9 4.1 3.2 2.9 3.1
Naples 3.3 3.5 5.3 4.8 4.8 3.8 3.8
Leipzig 1.9 3.5 3.9 3.7 3.1 4.4
Vienna 2.7 2.6 4.4 3.5 3.2 3.0 2.1
Asia
Beijing 3.5 3.4 2.8
Lower Yangzi 3.4 3.4 3.3 3.2 3.2
Delhi 0.8 1.3 1.6 2.1
Bengal 0.7 0.9 0.8

Source: Robert C. Allen, Tommy E. Murphy and Eric B. Schneider, ‘The colonial origins of
the divergence in the Americas: A labour market approach’, The Journal of Economic
History 72, 4 (2012) 863 - 894, Online Appendix page 29, Table 2.
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The bullion imports, impressive as they are in absolute terms, were quite small as
compared to total income, even if we assume that in an average family more than
one person would bring in some income. A lot of all this bullion, moreover, left
Europe. Over the entire period from 1600 to 1800, an estimated 400 tonnes of
silver equivalent were exported to the Levant, 461 tonnes via the English and
Dutch East India Companies to the Far East, and 459 tonnes to the Baltic, all in
exchange for imports from those regions. The bulk of imports from Asia con-
sisted of products that Europe could easily have done without. The annual net
balance in the end per inhabitant of Western Europe was some 3 grams of silver
in 1700 and some 4.5 grams in 1800. Even though the Portuguese and Spaniards
did their utmost to profit as much as possible from the bullion they appropriated
in Latin America, its extraction was not a free lunch. There were substantial costs
involved in mining and transporting all that bullion, which of course as far as
possible were paid for via additional extraction. But the actual gains must have
been smaller than the figures presented here — which only refer to total gross
production and transfers - suggest. Besides, as already indicated, an increasing
amount of bullion stayed in the continent in the form of tax income that was
spent there.*

Whether the amounts mentioned are big or small can always be turned into a
matter of debate, but I fail to see how they might be regarded as the cause or even
a major cause of the emergence, let alone the permanency of modern economic
growth in north-western Europe. Portugal and Spain, which, however one wants
to look at it, must have had the easiest and biggest windfall gains, were not set on
a road to take-off. They, in particular the Spanish government, spent most of
their bullion in war, and in that way, as indicated, wreaked havoc and destruction
all over Europe. But waging war was what basically all governments did with
most of their income. The rest of Europe acquired most of its bullion by selling
something to the Iberians: that is as payment for products, not for free. Lots of
the bullion disappeared as payments for goods from elsewhere that were not
necessities. One might even consider this bullion as ‘wasted’. Scholars like
Dennis Flynn, Arturo Girdldez, Andre Gunder Frank and several others claim -
incorrectly - that so much - more than half or even two-thirds - of the silver
Europe imported ended up in China that those who want to think in terms of
‘primitive accumulation’ might well wonder why China didn’t profit more from
all that silver.’” If we are to believe Frank, it was with the bullion from the

801 See Barrett, ‘World bullion flows’, 242 - 243, plus the comments by Grafe and Irigoin re-
ferred to on page 39 about taxes leaving the continent.

802 For my critique on this thesis see my ‘California School and beyond’ and my Zur politischen
Okonomie des Tees, 61-78. For an estimate of the total amount of American silver that
ended up in China, see Jan de Vries, ‘Connecting Europe and Asia’, 81. He estimates those
imports even when they were at their highest, between 1725 and 1750, at not more than


http://www.v-r.de/de

Primitive accumulation: bullion and slaves 253

Americas, especially silver, that “... the Europeans bought themselves a seat, and
then even a whole railway car on the Asian train”.*” That of course is a nice
metaphor, but what can it mean? That Europe became richer and more devel-
oped by buying products from Asia? The logic and implied causality of such a
claim escape me. Per capita, much more bullion stayed in Latin America, that
around 1800 still had only some twenty million inhabitants, than ever reached
Western Europe. Why then did that region not take off2***

A specific way in which all the extra bullion might have helped Western
Europe is in making money cheaper. Even if the extra bullion may have had some
effect in this respect, it cannot explain the overall development of interest rates in
various countries and their differences. Money in Europe overall was cheapest in
Great Britain a